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Shimadzu Corporation and Consolidated Subsidiaries

Consolidated Balance Sheet
March 31, 2020

Thousands of

U.S. Dollars
Millions of Yen (Note 3)
2020 2019 2020
ASSETS
CURRENT ASSETS:
Cash and cash equivalents (NOte 13) .......ooooiiiiiiiiie e ¥ 66,683 ¥ 70,842 $ 611,771
Time deposits (NOTE 13) ..o 4,185 2,799 38,394
Trade receivables:
Notes and accounts (NOE 13) ...vwweeeee oo 119,904 126,359 1,100,037
Allowance for doubtful receivables ..o (1,812) (1,671) (16,624)
Net trade receivables ........cccooviiiiie e 118,092 124,688 1,083,413
INVENTONIES (NOTE 5) ..o 87,873 83,470 806,174
Prepaid expenses and other current assets .........ccccccoeevvviiieeicciiiieeeeeeeee 8,808 9,108 80,808
Total CUITENT @SSETS ...oeei it 285,641 290,907 2,620,560
PROPERTY, PLANT AND EQUIPMENT (Note 2.f):
LN e 18,795 19,010 172,431
BUIldiNgS @nd StHUCTUIES .. ..eiiiiiiiiiie e 46,485 46,799 426,468
Machinery, equipment and VEhICIES..........cooiiiiiiiiiiee 7,104 7,826 65,174
LS @SSO ... 2,936 3,183 26,936
CONSEIUCTION 1N PIrOGIESS ... 6,313 2,338 57,917
Others (NOTE 2.N) .. 16,142 13,725 148,092
Total property, plant and equipment .........c.oociiiiiiiiiii 97,775 92,881 897,018
INVESTMENTS AND OTHER ASSETS:
Investment securities (NOtes 4 and 13)....coovieriiieeeeee e 11,332 12,341 103,963
Investments in and advances to unconsolidated subsidiaries and
associated companies (NOe 13) ......ooiieiiiiiiice e 2,037 3,208 18,688
SO M AT e 7,645 6,965 70,138
Asset for retirement benefits (NOte 8) ... 12,147 10,481 111,440
Deferred tax assets (NOTE 11). ..o 13,341 12,401 122,394
OB ASSETS. .. 7,699 8,006 70,634
Total investments and other assets............ccocvveieeviiiiieiiieeece 54,201 53,402 497,257
TOTAL e e, ¥437,617  ¥437,190 $4,014,835

See notes to consolidated financial statements.
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Thousands of

U.S. Dollars
Millions of Yen (Note 3)
2020 2019 2020
LIABILITIES AND EQUITY
CURRENT LIABILITIES:
Short-term borrowings (Notes 7 and 13) ......cccooiiiiiiiiieiiieecce e ¥ 1,88 ¥ 1,964 $ 17,046
Current portion of long-term debt (Note 7) ........cc.coooiiiiiiiiiiieeee 2,227 16,489 20,431
Trade notes and accounts payable (Note 13)......cccceiiiiiiiiiiiiiiceeee e 60,190 66,611 552,202
Other Payables. ... ..o 13,945 15,487 127,936
AdVaNCES frOM CUSTOMEIS ... 10,248 7,203 94,018
INncome taxes PaYable............oooiiiiiii o 4,845 3,741 44,450
Provision fOr DONUSES ........eeee e 9,430 9,096 86,514
Provision for loss on defense equipment..........cccccooiiiiiiiiiiiiii 21 45 193
Accrued expenses and other current liabilities ............cccoiiieiiiice 12,710 12,642 116,606
Total current liabilities ..........oooii e 115,474 133,278 1,059,396
LONG-TERM LIABILITIES:
Long-term debt (Notes 7 and 13) ....oveiiiiiiiiiiiecce e 3,553 2,576 32,596
Liability for retirement benefits (NOte 8) .......c..ooviiiiiiiiiicccee 14,433 11,939 132,413
LONG-LEIM dEPOSIT ...eiieiiie e 80 80 734
Other long-term liabilities (NOte T1)......ooiiiiiiiii e 1,302 1,376 11,945
Total long-term liabilities...........cc.oooviiiiiic e 19,368 15,971 177,688
COMMITMENTS AND CONTINGENT LIABILITIES (Notes 12 and 14)
EQUITY (Notes 9 and 17):
Common stock, authorized, 800,000,000 shares; issued,

296,070,227 SNAIES ... 26,649 26,649 244,486
CaPItAl SUMPIUS ... 34,911 34,927 320,284
Retained @arniNgS ........coouviiiieie e, 245,255 222,802 2,250,046
Treasury stock — at cost, 1,503,724 shares in 2020 and 1,502,537

SNAres IN 20719, e (1,419) (1,416) (13,018)
Accumulated other comprehensive income (loss):

Unrealized gain on available-for-sale securities .............cccccccoovviiiiiiiii 4,758 5,509 43,651

Foreign currency translation adjustments ...........cccccccoviiiiiiii e (5,832) (1,661) (53,505)

Defined retirement benefit plans............ccoooii (1,547) 1,084 (14,193)

TO Al e 302,775 287,894 2,777,751
NONCONEIOINING INTEIESTS ..., 47

TOtal @QUITY ..o, 302,775 287,941 2,777,751
TOTAL . e ¥437,617 ¥437,190 $4,014,835
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Shimadzu Corporation and Consolidated Subsidiaries

Consolidated Statement of Income
Year Ended March 31, 2020

Thousands of

U.S. Dollars
Millions of Yen (Note 3)
2020 2019 2020
NET SALES (NOtes 12 and 18)......veeeeeeeeeeeeeeeee e ¥385,444 ¥391,214 $3,536,183
COST OF SALES (NOES 8 AN 12) ..eveeeee e 233,014 234,044 2,137,743
GrOSS Profit ..o e 152,430 157,170 1,398,440
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES (Notes 8, 10 and 12)... 110,584 112,689 1,014,532
Operating income (NOte 18)........ccoouiiiiiiiiiii e 41,846 44,481 383,908
OTHER INCOME (EXPENSES):
Interest and dividend INCOME ..o 1,373 523 12,596
INtEIEST EXPENSE ... . e (92) (116) (844)
Foreign exchange (10SSs) gain, NEt..........cccviiiiiiiiiiiiiee e (1,157) 63 (10,615)
DONATION e e (304) (204) (2,789)
Gain on sales of NON-CUMENt @SSETS........ooiiieie e 546 57 5,009
Loss on disposal of NON-CUITENt @SSEtS ........ocvviiiiiiiiiiieeiceeee e (136) (424) (1,248)
Gain on sales of investment SeCUrties ...........oooiiiiii e 96 177 881
Loss on valuation of investment SECUTITIES .......eveeeeeeee e (63) (199) (578)
Loss on sales of iNvestMent SECUTTTIES .......ovvviei e (226)
Impairment loss on buildings and structures, and land (Note 6) ...................... (196)
O, ML 1,005 716 9,221
Other income (EXPENSES), NET.......c..ooviviieieieeeeiee e 1,268 171 11,633
INCOME BEFORE INCOME TAXES. ... e 43,114 44,652 395,541
INCOME TAXES (Note 11):
UM N e 10,375 10,991 95,183
D OITO .. 976 1,075 8,954
TOtal INCOME TAXES ... 11,351 12,066 104,137
NET INCOME ... 31,763 32,586 291,404
NET (LOSS) INCOME ATTRIBUTABLE TO NONCONTROLLING INTERESTS (4) 62 (37)
NET INCOME ATTRIBUTABLE TO OWNERS OF THE PARENT .................... ¥ 31,767 ¥ 32,524 $ 291,441
Yen U.S. Dollars
PER SHARE OF COMMON STOCK (Notes 2.v and 16):
BaSIC NEt INCOME ... e ¥107.84 ¥110.41 $0.99
Cash dividends applicable to the year...........ccccooiiiiiiiiii 30.00 28.00 0.28

See notes to consolidated financial statements.
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Shimadzu Corporation and Consolidated Subsidiaries

Consolidated Statement of Comprehensive Income
Year Ended March 31, 2020

Thousands of

U.S. Dollars
Millions of Yen (Note 3)
2020 2019 2020

NET INCOME ... ¥31,763 ¥32,586 $291,404
OTHER COMPREHENSIVE INCOME (LOSS) (Note 15):

Unrealized gain on available-for-sale securities ............cc..ccccooviiiiiiii (751) (1,932) (6,890)

Foreign currency translation adjustments ..........cccccccovviiiiiiiii e (4,100) 290 (37,615)

Defined retirement benefit plans............ccoooiii (2,631) (2,703) (24,138)

Total other comprehensive iINCOME............ooooviiiiiiiiecee e (7,482) (4,345) (68,643)

COMPREHENSIVE INCOME ... ¥24,281 ¥28,241 $222,761
TOTAL COMPREHENSIVE INCOME ATTRIBUTABLE TO:

OWNErs Of the PAreNt .......ccovviiiiiee e ¥24,285 ¥28,212 $222,798

NONCONTIOIING INTEIESTS ..., (4) 29 37)

See notes to consolidated financial statements.

Shimadzu Integrated Report 2020

4



5

Shimadzu Corporation and Consolidated Subsidiaries

Consolidated Statement of Changes in Equity

Year Ended March 31, 2020

Millions of Yen

Number of
Shares of
Common Stock Common Capital Retained Treasury
Outstanding Stock Surplus Earnings Stock

BALANCE, APRIL1,2018............ccoei 294,569,286 ¥26,649 ¥35,188 ¥198,038 ¥(1,411)
Net income attributable to owners of

the parent.......ccccooiiiiiiiice 32,524
Cash dividends.........ccoooeeeeeii (7,665)
Change in the parent’s ownership

interest due to transaction with

noncontrolling interest................cccooeiieen (95)
Purchase of treasury stock..........c..ccooeeviiieenn. (5)
Purchase of consolidated subsidiaries stock .......
Purchase of investments in capital of

consolidated subsidiaries..........ccccccnnn. (261)
Net change intheyear..............cccooeeiiiiiccen. (1,596)
BALANCE, MARCH 31, 2019...............c.cco . 294,567,690 26,649 34,927 222,802 (1,416)
Net income attributable to owners of

the parent.......cccccciiiiiiii 31,767
Cash dividends.........ccoooeeeeeiii (8,845)
Change in the parent’s ownership

interest due to transaction with

noncontrolling interest.................cooeiieen (469)
Purchase of treasury stock..............ccoeeevieieenn.. 3)
Purchase of consolidated subsidiaries stock ....... (1)
Purchase of investments in capital of

consolidated subsidiaries...........cccccoovinnn. (15)
Net change intheyear..............cccooeviiiiiiieen. (1,187)
BALANCE, MARCH 31,2020 ................ovn... 294,566,503 ¥26,649 ¥34,911 ¥245,255 ¥(1,419)

Thousands of U.S. Dollars (Note 3)
Common Capital Retained Treasury
Stock Surplus Earnings Stock

BALANCE, MARCH 31, 2019.............ccccoeee. $244,486 $320,431 $2,044,055  $(12,991)
Net income attributable to owners of

the parent........cccociiiieiiieee e 291,441
Cash divideNndS........ueeeeeeeiee (81,147)
Change in the parent’s ownership

interest due to transaction with

noncontrolling interest............cccccoooeiiinnn (4,303)
Purchase of treasury stock.............ccccoeviiiieennns. (27)
Purchase of consolidated subsidiaries stock ....... 9)
Purchase of investments in capital of

consolidated subsidiaries..............cccccvvvvvinnn. (138)
Net change intheyear..........ccccooceiiiiiiiiii.
BALANCE, MARCH 31,2020 ..............ccceeeenn.. $244,486 $320,284 $2,250,046  $(13,018)

See notes to consolidated financial statements.
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Millions of Yen

Accumulated Other Comprehensive
Income (Loss)

Unrealized Foreign
Gain on Currency Defined
Available-for-  Translation  Retirement Noncontrolling Total
Sale Securities Adjustments Benefit Plans Total Interests Equity
BALANCE, APRIL1,2018....................... ¥ 7,440 ¥(1,998) ¥ 3,789 ¥267,695 ¥ 366 ¥268,061
Net income attributable to owners of
the parent.......cccccccoovviiiiii 32,524 32,524
Cash dividends........cccoooveeviiii (7,665) (7,665)
Change in the parent’s ownership
interest due to transaction with
noncontrolling interest..............cc......... (95) (95)
Purchase of treasury stock....................... (5) (5)
Purchase of consolidated subsidiaries stock..
Purchase of investments in capital of
consolidated subsidiaries...................... (261) (261)
Net change intheyear....................c....... (1,931) 337 (2,705) (4,299) (319) (4,618)
BALANCE, MARCH 31, 2019.................. 5,509 (1,661) 1,084 287,894 47 287,941
Net income attributable to owners of
the parent.......ccccccooviiiiiiie 31,767 31,767
Cash dividends........ccooooveeeiiii (8,845) (8,845)
Change in the parent’s ownership
interest due to transaction with
noncontrolling interest......................... (469) (469)
Purchase of treasury stock...................... (3) (3)
Purchase of consolidated subsidiaries stock.. (1) (1
Purchase of investments in capital of
consolidated subsidiaries...................... (15) (15)
Net change intheyear....................c....... (751) 4,171) (2,631) (7,553) 47) (7,600)
BALANCE, MARCH 31, 2020 ................. ¥ 4,758 ¥(5,832) ¥(1,547) ¥302,775 ¥302,775
Thousands of U.S. Dollars (Note 3)
Accumulated Other Comprehensive
Income (Loss)
Unrealized Foreign
Gain on Currency Defined
Available-for-  Translation ~ Retirement Noncontrolling Total
Sale Securities Adjustments Benefit Plans Total Interests Equity
BALANCE, MARCH 31, 2019.................. $50,541  $(15,239) $ 9,945 $2,641,228 $431 $2,641,659
Net income attributable to owners of
the parent.......cccccccoovveiiiiiiee 291,441 291,441
Cash dividends........ccoooeeeeiiiiii (81,147) (81,147)
Change in the parent’s ownership
interest due to transaction with
noncontrolling interest......................... (4,303) (4,303)
Purchase of treasury stock....................... 27) 27)
Purchase of consolidated subsidiaries stock.. 9) (9)
Purchase of investments in capital of
consolidated subsidiaries..................... (138) (138)
Net change intheyear..............cc............. (6,890) (38,266) (24,138) (69,294) (431) (69,725)
BALANCE, MARCH 31, 2020 ................. $43,651 $(53,505) $(14,193) $2,777,751 $2,777,751

See notes to consolidated financial statements.
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Shimadzu Corporation and Consolidated Subsidiaries

Consolidated Statement of Cash Flows
Year Ended March 31, 2020

Thousands of
U.S. Dollars

Millions of Yen (Note 3)
2020 2019 2020
OPERATING ACTIVITIES:
Income before INCOME tAXES ... ¥43,114 ¥ 44,652 $ 395,541
Adjustments for:
INCOME tAXES PAI ... (9,310) (14,806) (85,413)
Depreciation and amortization ...............ooovviiiiiiii e 13,257 11,506 121,624
IMpairment 1055 (NOTE 6) .........vveeeeiieeee e 196
Foreign exchange 10ss (gain), Net..........ooiiiiiiiii i 7 (10) 64
(Gain) loss on sales and valuation of investment securities............c............. (33) 247 (303)
(Gain) loss on sale and retirement of property, plant and equipment .......... (411) 367 (3,771)
Changes in assets and liabilities:
Decrease (increase) in trade receivables ... 4,382 (6,471) 40,202
Increase in allowance for doubtful receivables............cc...cccoeviiiiien 183 226 1,679
INCrease iN INVENTOTIES ..o (5,482) (2,589) (50,294)
Decrease in trade payables...........cc.oooviiiiiiiii e, (5,808) (600) (53,284)
Increase in accrued DONUSES. .........oovieii e 351 349 3,220
Decrease in liability for retirement benefits...........ccccccooeiiiiiiiii, (1,589) (1,411) (14,578)
OtNer, MO 848 (2,202) 7,781
Total adjUuStMENTS .....oooeiiiie e, (3,605) (15,198) (33,073)
Net cash provided by operating activities ..........ccccccoovvviiiiiiiiiiieee, 39,509 29,454 362,468
INVESTING ACTIVITIES:
Proceeds from sale of property, plant and equipment.............cccooiiiiiiiiiins. 1,183 1,024 10,853
Purchases of property, plant and equipment ...............ccooeioiiiiiic e, (15,868) (20,785) (145,578)
Purchase of investments in capital of subsidiaries ...............ccc.ccoooiiiiiii, (54) (1,986) (495)
Purchases of investment SECUNTIES .........cooiiriiie e (149) (987) (1,367)
Proceeds from sales of investment seCUrities ............cccoooueiiieiiioiiicie 311 749 2,853
Payments of long-term loans receivable ...............ccccoooioiiiiiiiii (53) (59) (486)
Collections of long-term loans receivable ...............cccooiiiiiiiiiii 67 47 615
O N OL, M e (1,499) (901) (13,753)
Net cash used in investing activities .............cooovveiiieiiiicccceee e (16,062) (22,898) (147,358)
FINANCING ACTIVITIES:
Net decrease in short-term bOrrOWINGS ...........ooeiiiiiiiieiieeeeee e, (102) (482) (936)
Proceeds from long-term bOrroWINgS .........ooviiiiiiiiiiiiee e, 18 165
Repayments of long-term debt............oooiiiiiiiiii (2,185) (2,009) (20,046)
Redemption of DONAS ........ooiiii e, (15,000) (137,615)
Purchase of consolidated subsidiaries stock from noncontrolling interest
without change in scope of consolidation .............cc.cooeiiiiiiiiiici 3) (28)
Purchase of investment of subsidiaries from noncontrolling interest without
change in scope of consolidation ..ot (49) (621) (450)
Cash dividends Paid ........coovreiii e (8,840) (7,683) (81,101)
Purchase of treasury StOCK........ccc.oiiiiiiiiec e 3) (5) (28)
Ol MO e (21) (19) (190)
Net cash used in financing activities.............ccccovvviiiiiiiic e (26,185) (10,819) (240,229)
FORWARD ... ¥ (2,738) ¥ (4,263)
(Continued)
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Thousands of

U.S. Dollars
Millions of Yen (Note 3)
2020 2019 2020
FORWARD ..o ¥ (2,738) ¥ (4,263)
FOREIGN CURRENCY TRANSLATION ADJUSTMENTS
ON CASH AND CASH EQUIVALENTS . ..o, (1,941) (236) (17,808)
NET DECREASE IN CASH AND CASH EQUIVALENTS ... (4,679) (4,499) (42,927)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR ... 70,842 75,090 649,927
INCREASE IN CASH AND CASH EQUIVALENTS FROM
NEWLY CONSOLIDATED SUBSIDIARY ... 520 251 4,771
CASH AND CASH EQUIVALENTS, END OF YEAR ......oooiiii ¥66,683 ¥70,842 $611,771
See notes to consolidated financial statements.
(Concluded)
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Shimadzu Corporation and Consolidated Subsidiaries

Notes to Consolidated Financial Statements

Year Ended March 31, 2020

1. BASIS OF PRESENTATION OF CONSOLIDATED FINANCIAL

STATEMENTS

The accompanying consolidated financial statements of
Shimadzu Corporation (the “Company”) and its significant
subsidiaries (together, the “Group”) 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 accordance with accounting
principles generally accepted in Japan (“Japanese GAAP"),

which are different in certain respects as to the application and

disclosure requirements of International Financial Reporting
Standards (“IFRS").

In preparing these consolidated financial statements, certain

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 2019 consolidated financial statements to conform to the
classifications used in 2020.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Consolidation - The consolidated financial statements as of
March 31, 2020, include the accounts of the Company and
its 23 (23 in 2019) domestic subsidiaries and 53 (52 in 2019)

foreign subsidiaries. Consolidation of the remaining
subsidiaries would not have a material effect on the
accompanying consolidated financial statements.

Under the control concept, those companies in which

the Company, directly or indirectly, is able to exercise control

over operations are fully consolidated.

Investments in 5 (7 in 2019) unconsolidated subsidiaries

and 3 (4 in 2019) associated companies are stated at cost.
The effect on the consolidated financial statements of not
applying the equity method is immaterial.

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

Shimadzu (Hong Kong) Limited and 10 other subsidiaries
have a closing date falling on December 31; however, these
companies carry out provisional settlements of accounts on
March 31 and use these amounts in consolidated accounts.

During the year ended March 31, 2020, Shimadzu
Scientific Korea Corporation and Infraserv Vakuumservice
GmbH were newly included in the scope of consolidation
due to their increased significance to the Group financial
statements.

Unification of Accounting Policies Applied to Foreign
Subsidiaries for the Consolidated Financial Statements
- Under Accounting Standards Board of Japan (“ASBJ")
Practical Issues Task Force (“PITF”) No. 18, “Practical
Solution on Unification of Accounting Policies Applied to
Foreign Subsidiaries for the Consolidated Financial
Statements,” the accounting policies and procedures applied
to a parent company and its subsidiaries for similar
transactions and events under similar circumstances should
in principle be unified for the preparation of the
consolidated financial statements. However, financial
statements prepared by foreign subsidiaries in accordance
with either International Financial Reporting Standards or
generally accepted accounting principles in the United States
of America (Financial Accounting Standards Board
Accounting Standards Codification) tentatively may be used

Shimadzu Integrated Report 2020

for the consolidation process, except for the following items
that 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 recorded in
equity through other comprehensive income; (c) expensing
capitalized development costs of R&D; (d) cancellation of the
fair value model of accounting for property, plant and
equipment and investment properties and incorporation of
the cost model of accounting; and (e) recording a gain or
loss through profit or loss on the sale of an investment in an
equity instrument for the difference between the acquisition
cost and selling price, and recording impairment loss
through profit or loss for other-than-temporary declines in
the fair value of an investment in an equity instrument,
where a foreign subsidiary elects to present in other
comprehensive income subsequent changes in the fair value
of an investment in an equity instrument.

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

Cash equivalents include time deposits that mature or
become due within three months of the date of acquisition.

. Marketable and Investment Securities - Marketable and

investment securities are classified and accounted for,
depending on management’s intent, as follows: available-
for-sale securities, which are not classified as either trading
securities or held-to-maturity debt securities, are reported at
fair value, with unrealized gains and losses, net of applicable
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
securities are reduced to net realizable value by a charge to
income.

Inventories - Inventories are principally stated at the lower
of cost, using the periodic average method, or net selling
value.

Property, Plant and Equipment - Property, plant and
equipment are stated at cost. Depreciation of property,
plant and equipment, and lease assets is computed by the
straight-line method based on the estimated useful lives of
the assets. The range of useful lives is principally from 3 to
75 years for buildings and structures; from 4 to 17 years for
machinery, equipment and vehicles; and from 2 to 15 years
for tools, furniture and fixtures. The useful lives for lease
assets are the terms of the respective leases.

Accumulated depreciation at March 31, 2020 and 2019,
was ¥98,601 million ($904,596 thousand) and ¥93,192
million, respectively.

. Long-Lived Assets - The Group reviews its long-lived assets

for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset
or asset group may not be recoverable. An impairment loss
is recognized if the carrying amount of an asset or asset
group exceeds the sum of the undiscounted future cash
flows expected to result from the continued use and
eventual disposition of the asset or asset group. The



k.

impairment loss would be measured as the amount by
which the carrying amount of the asset exceeds its
recoverable amount, which is the higher of the discounted
cash flows from the continued use and eventual disposition
of the asset or the net selling price at disposition.

Goodwill - Goodwill is amortized using the straight-line
method over estimated effective lives of up to 20 years,
while immaterial amounts of goodwill are charged to
income as incurred. Goodwill is included in the other assets
among the investments and other assets section of the
consolidated balance sheet.

Software - Software costs for internal use are capitalized
and amortized by the straight-line method over estimated
useful lives of 5 years.

Retirement and Pension Plans - The Company and certain
domestic subsidiaries have three types of retirement and
pension plans covering most of their employees, a cash
balance type defined benefit pension plan, a lump-sum
severance payment plan, and a defined contribution plan or
an advance payment system. Under the defined contribution
plan or advance payment system, employees can adopt
whichever they consider more preferable. Other domestic
subsidiaries have defined benefit pension plans and lump-
sum severance payment plans. Certain foreign subsidiaries
have non-contributory funded pension plans.

Certain consolidated subsidiaries have adopted a
simplified method of calculation with liability for retirement
benefits and retirement benefits expense. Under this
simplified method, the retirement benefit obligation for
employees is stated at the amount which would be required
to be paid if all eligible employees voluntarily retired at the
balance sheet date.

The Company accounts for the liability for retirement
benefits based on the projected benefit obligations and plan
assets at the balance sheet date. The projected benefit
obligations are attributed to periods on a benefit formula
basis. Actuarial gains and losses and past service costs that
are yet to be recognized in profit or loss are recognized
within equity (accumulated other comprehensive income),
after adjusting for tax effects and are recognized in profit or
loss over 15 years no longer than the expected average
remaining service period of the employees.

The Company has an employee retirement benefit trust
for payments of retirement benefits. The securities that were
contributed to and held in this trust qualify as plan assets.

The domestic subsidiaries also have a retirement plan for
directors and Audit & Supervisory Board members. The
Group provides a liability for the amount that would be
required if all directors and Audit & Supervisory Board
members retired at the end of each financial period. The
accrued provisions are not funded and any amounts payable
upon retirement are included in other long-term liabilities as
of March 31, 2020 and 2019.

Asset Retirement Obligations - An asset retirement
obligation is recorded for a legal obligation imposed either
by law or contract that results from the acquisition,
construction, development, and normal operation of a
tangible fixed asset and is associated with the retirement of
such tangible fixed asset. The asset retirement obligation is
recognized as the sum of the discounted cash flows required

for the future asset retirement and is recorded in the period
in which the obligation is incurred if a reasonable estimate
can be made. If a reasonable estimate of the asset
retirement obligation cannot be made in the period the
asset retirement obligation is incurred, the liability should be
recognized when a reasonable estimate of the asset
retirement obligation 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 asset 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 adjustment to
the carrying amount of the liability and the capitalized
amount of the related asset retirement cost.

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

m. Allowance for Doubtful Receivables - The allowance for

doubtful receivables is stated in amounts considered to be
appropriate based on the Group’s past credit loss experience
and an evaluation of potential losses in the receivables
outstanding.

Leases - Finance lease transactions are capitalized to
recognize lease assets and lease obligations in the balance
sheet.

Beginning in this fiscal year, some consolidated
subsidiaries outside Japan are subject to IFRS 16 lease
requirements. In terms of implementing the accounting
standard, the Group are using the method of recognizing
cumulative effects from applying the accounting standard
on the first date the standard applies, which has been
approved in interim measures.

As a result of applying the accounting standard, the
“Others” value reported under “Property, plant and
equipment” in the consolidated balance sheet reported at
the beginning of this fiscal year was increased by ¥2,262
million ($20,752 thousand), the “Current portion of long-
term debt” value under “Current liabilities” was increased
by ¥839 million ($7,697 thousand), and the “Long-term
debt” value under “Long-term liabilities” was increased by
¥1,422 million ($13,046 thousand). Assets were measured
by adjusting the amount measured for lease obligations by
the prepaid and unpaid lease amounts, which had no effect
on the retained earnings value reported at the beginning of
the period. As a result, the change had minimal effect on
operating income, and income before income taxes for this
fiscal year.

Transactions Related to the Board Incentive Plan Trust
- Based on the resolution at the general meeting of
shareholders held on June 28, 2017, the Company
introduced the “Board Incentive Plan Trust” (the “Plan”) as a
performance-based stock remuneration plan for directors
and titled corporate officers of the Company (excluding
corporate officers who are non-residents of Japan).
Accounting treatments related to the trust are in accordance
with “Practical Solution on Transactions of Delivering the
Company’s Own Stock to Employees etc. through Trusts”
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(PITF No. 30, March 26, 2015).

The Plan is a stock remuneration plan, wherein a trust
established by the Company (Board Incentive Plan Trust)
acquires Company shares using the cash contributed by the
Company, and through this trust the Company shares and
money equivalent to the amount obtained by converting the
Company shares into cash, corresponding to the points
granted based on the degree of achievement of business
performance each fiscal year and according to the individual
position of the recipient, are delivered and paid to directors.

The shares of the Company remaining in the trust are
recorded as treasury stock under equity based on the book
value (excluding incidental costs) in the trust. As of March
31, 2020 and 2019, the Company’s treasury stock consisted
of 253,200 shares with a total book value of ¥519 million
($4,761 thousand).

In addition, the estimated amount of the
aforementioned directors’ remuneration allotted at the end
of the current fiscal year was recorded as provision for stock
payment in “Accrued expenses and other current liabilities”
under “Current liabilities.”

. Bonuses to Directors and Titled Corporate Officers

- Bonuses to directors and titled corporate officers are
accrued at the year-end to which such bonuses are
attributable. The estimated amount of the aforementioned
bonuses to directors and titled corporate officers was
recorded as provision for bonuses to directors and titled
corporate officers in “Accrued expenses and other current
liabilities” under “Current liabilities.”

. Income Taxes - The provision for income taxes is computed
based on the pretax income included in the consolidated
statement 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 bases of assets
and liabilities. Deferred taxes are measured by applying
currently enacted income tax rates to the temporary
differences.

The Group files a tax return under the consolidated
corporate tax system, which allows companies to base tax
payments on the combined profits or losses of the parent
company and its wholly owned domestic subsidiaries.

Appropriations of Retained Earnings - Appropriations of
retained earnings are reflected in the consolidated financial
statements for the following year upon shareholders’
approval.

Foreign Currency Transactions - All short-term and
long-term monetary receivables and payables denominated
in foreign currencies are translated into Japanese yen at the
exchange rates at the consolidated balance sheet date. The
foreign exchange gains and losses from translation are
recognized in the consolidated statement of income in the
period in which they occur.

Foreign Currency Financial Statements - The balance
sheet accounts of the consolidated foreign subsidiaries 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 exchange rate. Differences arising
from such translation are shown as “Foreign currency
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translation adjustments” in accumulated other
comprehensive income in a separate component of equity.
Revenue and expense accounts of the consolidated foreign
subsidiaries are translated into Japanese yen at the average
exchange rate.

. Derivatives - The Group uses derivative financial

instruments to manage their exposures to fluctuations in
foreign currency exchange rates. Foreign exchange forward
contracts are utilized by the Group to reduce foreign
currency exchange rate risk. The Group does not enter into
derivatives for trading or speculative purposes.

Foreign currency forward contracts are measured at fair
value and the unrealized gains/losses are recognized in
income.

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

Diluted net income per share is not presented as there
are not any dilutive securities outstanding.

Cash dividends per share presented in the accompanying
consolidated statement of income are dividends applicable
to the respective fiscal years, including dividends to be paid
after the end of the year.

. New Accounting Pronouncements

(The Company and its domestic subsidiaries)

Accounting standard for revenue recognition - On
March 31, 2020, ASBJ issued ASBJ Statement No. 29,
“Accounting Standard for Revenue Recognition,” ASBJ
Guidance No. 30, “Implementation Guidance on Accounting
Standard for Revenue Recognition,” and ASBJ Guidance No.
19, “Implementation Guidance on Disclosures about Fair
Value of Financial Instruments.”

(1) Overview

The International Accounting Standards Board (“IASB")
and the Financial Accounting Standards Board (“FASB")
have jointly developed and issued a new comprehensive
revenue standard, “Revenue from Contracts with
Customers” (IFRS 15 issued by IASB and Topic 606
issued by FASB), in May 2014.

As a basic policy, the ASBJ has developed comprehensive
accounting standards for revenue recognition following
the implementation of the requirement for entities to
apply IFRS 15 for annual periods beginning on or after
January 1, 2018, and Topic 606 for annual periods
beginning after December 15, 2017.

ASBJ has established a new accounting standard for
revenue recognition based on the basic principles of IFRS
15, focusing on ensuring financial statement
comparability. Also, the accounting convention for
revenue recognition can take priority over the new
accounting standard developed by ASBJ, as reasonable
to ensure financial statement comparability.

Date of adoption

The Company will adopt the accounting standard and
implementation guidance from the beginning of the
fiscal year ending March 31, 2021.

Impact of the adoption of the implementation guidance
The Company is in the process of measuring the effects
of applying the accounting standard and implementation
guidance in future applicable periods.
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Accounting standard for fair value measurement - On
July 4, 2019, ASBJ issued ASBJ Statement No. 30,
“Accounting Standard for Fair Value Measurement,” ASBJ
Statement No. 9, “Accounting Standard for Measurement of
Inventories,” ASBJ Statement No. 10, “Accounting Standard
for Financial Instruments,” ASBJ Guidance No. 31,
“Implementation Guidance on Accounting Standard for Fair
Value Measurement” and on March 31, 2020, ASBJ
Guidance No. 19, “Implementation Guidance on Disclosures
about Fair Value of Financial Instruments.”

(1) Overview

The IASB and the FASB have established almost same
detailed guidance on fair value measurement. The IASB
has established IFRS 13 “Fair Value Measurement,” and
the FASB has established Topic 820, “Fair Value
Measurement.”

As a basic policy, the ASBJ has developed comprehensive
accounting standards for fair value measurement. From
the viewpoint of improving comparability of financial
statements between domestic and overseas companies
by adopting a unified calculation method, all the
provisions of IFRS 13 are subjected to be adopted. Also,
the accounting convention for fair value measurement
can take priority over the new accounting standard
developed by ASBJ, as reasonable to ensure financial
statement comparability.

Date of adoption

The Company will adopt the accounting standards and
implementation guidance from the beginning of the
fiscal year ending March 31, 2022.

Impact of the adoption of the implementation guidance
The Company is in the process of measuring the effects
of applying the accounting standards and
implementation guidance in future applicable periods.
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Accounting standard for disclosure of accounting
estimates - On March 31, 2020, ASBJ issued ASBJ
Statement No. 31, “Accounting Standard for Disclosure of
Accounting Estimates.”

(1) Overview

The IASB have established International Accounting
Standards (IAS) No. 1, “Presentation of Financial
Statements” (“IAS No. 1) in 2003. It requires to disclose
“Sources of estimation uncertainty” in paragraph 125.
As a basic policy, the ASBJ has developed comprehensive
accounting standards for Disclosure of Accounting
Estimates which provides basic principles (purpose of
disclosure). Each specific contents of disclosure should
be determined by management considering the purpose
of disclosure. ASBJ refers to the provisions of IAS No. 1,
paragraph 125 in developing this standard.

Date of adoption

The Company will adopt the accounting standard from
the beginning of the fiscal year ending March 31, 2021.

—
N

Accounting standard for accounting policy disclosures,
accounting changes and error corrections - On March
31, 2020, ASBJ issued ASBJ Statement No. 24, “Accounting
Standard for Accounting Policy Disclosures, Accounting
Changes and Error Corrections.”
(1) Overview
The ASBJ issued ASBJ Statement No. 24 (revised 2020),
“Accounting Standard for Accounting Changes and Error
Corrections” in response to a proposal to enhance note

X.

information on accounting principles and procedures
adopted in cases where the provisions of relevant
accounting standards are not clear.

(2) Date of adoption
The Company will adopt the accounting standard from
the beginning of the fiscal year ending March 31, 2021.

(Overseas subsidiaries)

“Leases” (Generally accepted accounting principles in
the US.) - Topic 842

(1) Overview

The new accounting standard requires that lessees
principally account for all leases on the balance sheet
under a single model.

Date of adoption

The Company will adopt the accounting standard from
the beginning of the fiscal year ending March 31, 2021.
Impact of the adoption of the implementation guidance
The Company is in the process of measuring the effects
of applying Topic 842 in future applicable periods.

—
No
~

—
W
~

Additional Information

(1) Assumptions for accounting estimates regarding the
impact of coronavirus pandemic
The coronavirus pandemic has increased the level of
uncertainty in the Group’s business environment. A
global drop in demand for transport equipment and
construction machinery has impacted chemical, steel,
and other suppliers. Meanwhile, other fields are
predicted to remain strong, such as pharmaceuticals,
foods, semiconductor manufacturing equipment, and
investment in public infrastructure. The Company makes
accounting estimates such as the recoverability of
deferred tax assets on the assumption that these
circumstances will continue for one year.

(2) The treatment of tax effect accounting for the transition
from the consolidated taxation system to the group tax
sharing system
For the transition to the group tax sharing system, which
has been established by the “Act for Partial Amendment
of the Income Tax Act, etc.” (Act No. 8 of 2020), and the
items under the stand-alone taxation system that has
been reviewed in conjunction with the transition to the
group tax sharing system, the provisions of paragraph
44 of “Implementation Guidance on Tax Effect
Accounting” (ASBJ Guidance No. 28 of February 16,
2018) are not applied, as permitted by paragraph 3 of
the “Treatment of Tax Effect Accounting for the
Transition from the Consolidated Taxation System to the
Group Tax Sharing System” (PITF No. 39 of March 31,
2020). As a result, the amounts of deferred tax assets
and deferred tax liabilities are based on the provisions of
the tax laws before the amendment.

3. U.S. DOLLAR AMOUNTS

The consolidated financial statements are stated in Japanese
yen, the currency of the country in which 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 ¥109 to $1, the approximate rate of exchange at
March 31, 2020. Such translations should not be construed as
representations that the Japanese yen amounts could be
converted into U.S. dollars at that or any other rate.
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4. INVESTMENT SECURITIES
Investment securities as of March 31, 2020 and 2019, consisted
of the following:

Thousands of

Millions of Yen U.S. Dollars

2020 2019 2020

Non-current:
Marketable equity securities... ¥10,735 ¥11,825 $ 98,486
Non-marketable equity

SECUNTIeS. ..o 597 516 5,477

Total oo ¥11,332 ¥12,341 $103,963

The cost and aggregate fair values of investment securities at
March 31, 2020 and 2019, were as follows:

Millions of Yen

Unrealized  Unrealized Fair
Cost Gains Losses Value
March 31, 2020
Securities classified as:
Available-for-sale equity
SECUrities......ccocvvvvnnnn. ¥3,951 ¥6,793 ¥(9) ¥10,735
March 31, 2019
Securities classified as:
Available-for-sale equity
Securities.........ccooeee.. ¥3,967 ¥7,858 ¥11,825
Thousands of U.S. Dollars
Unrealized  Unrealized Fair
Cost Gains Losses Value
March 31, 2020
Securities classified as:
Available-for-sale equity
SECUrities......oovveeeen... $36,248 $62,321 $(83) $98,486

The proceeds, realized gains and realized losses of the available-
for-sale securities which were sold during the years ended
March 31, 2020 and 2019, were as follows:

Millions of Yen

Realized  Realized
Proceeds Gains Losses
March 31, 2020
Available-for-sale:
Equity securities ......... ¥311 ¥96
Millions of Yen
Realized Realized
Proceeds Gains Losses
March 31, 2019
Available-for-sale:
Equity securities ......... ¥748 ¥177  ¥226
Thousands of U.S. Dollars
Realized  Realized
Proceeds Gains Losses
March 31, 2020
Available-for-sale:
Equity securities......... $2,853 $881

5. INVENTORIES
Inventories at March 31, 2020 and 2019, consisted of the
following:

Thousands of

Millions of Yen U.S. Dollars

2020 2019 2020
Merchandise and finished goods ¥46,928 ¥42,825 $430,532
Work in process.........ccccoeeeeeienne 20,643 20,348 189,385
Raw materials and supplies........ 20,302 20,297 186,257
Total ..o ¥87,873 ¥83,470 $806,174
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6. LONG-LIVED ASSETS

No impairment loss was recognized for the year ended March
31, 2020.

The Group recognized impairment loss for the year ended
March 31, 2019, as follows:

March 31, 2019

Millions
Location Usage Description of Yen
Tokyo  Office Buildings and ¥196

structures, and land

Long-lived assets are generally grouped by business
segment for management accounting. The Group has
recognized impairment loss on business assets due to decisions
to sell relevant assets. The carrying amounts of those assets
were written down to their recoverable amounts. The
recoverable amount of those assets was measured at its net
selling price. The net selling price is estimated by expected sale
price.

7. SHORT-TERM BORROWINGS AND LONG-TERM DEBT
Short-term borrowings primarily consisted of bank overdrafts
and financing agreements with banks, which are renewable on
an annual basis and bear interest at annual rates ranging from
0.36% to 4.6% and from 0.36% to 3.37%, at March 31, 2020
and 2019, respectively.

Long-term debt at March 31, 2020 and 2019, consisted of
the following:

Thousands of

Millions of Yen U.S. Dollars
2020 2019 2020

0.30% unsecured bonds,

due June 2019...........cccc. ¥15,000
Borrowings, principally from

banks, due serially to 2024

with interest rates ranging

from 0.00% t0 2.20% at

March 31, 2020 (from 0.35%

to 1.40%, due serially to 2021

at March 31, 2019) ¥ 261 576 $ 2,394
Obligations under finance leases.. 5,519 3,489 50,633

Total oo 5,780 19,065 53,027

Less current portion................... (2,227) (16,489)  (20,431)
Long-term debt, less current

POrtioN ..., ¥3,553 ¥ 2,576 $32,596

Annual maturities of long-term debt outstanding at March 31,

2020 were as follows:
Thousands of

Year Ending March 31 Millions of Yen U.S. Dollars
¥2,227 $20,431

1,547 14,193

1,000 9,174

562 5,156

155 1,422

289 2,651

¥5,780 $53,027

8. RETIREMENT AND PENSION PLANS

The Company and certain consolidated subsidiaries have
severance payment plans for employees. In addition,
consolidated domestic subsidiaries have severance payment
plans for directors and Audit & Supervisory Board members.
Under most circumstances, employees terminating their



employment are entitled to retirement benefits determined
based on the basic 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 or from certain consolidated domestic subsidiaries
and annuity payments from a trustee. Employees are entitled to
larger payments if the termination is involuntary, by retirement
at the mandatory retirement age or certain other conditions.

The liability for retirement benefits at March 31, 2020 and
2019, for directors and Audit & Supervisory Board members is
¥144 million ($1,323 thousand) and ¥138 million and includes in
“Other long-term liabilities” under “Long-term liabilities,”
respectively. The retirement benefits for directors and Audit &
Supervisory Board members are paid subject to the approval of
the shareholders of each subsidiary.
(1) The changes in defined benefit obligation for the years

ended March 31, 2020 and 2019, were as follows:

Thousands of

Thousands of

Millions of Yen U.S. Dollars
2020 2019 2020
Balance at beginning of year...... ¥55,230 ¥53,545 $506,697
Current service coSt................ 2,271 2,223 20,835
Interest cost ...l 655 675 6,009
Actuarial (gains) losses............ (455) 653 (4,174)
Benefits paid.......................... (2,336) (1,951) (21,431)
Past service cost .................... 267
Others.....ccccovvviiiiii (623) (182) (5,716)
Balance at end of year .............. ¥54,742 ¥55,230 $502,220

(2) The changes in plan assets for the years ended March 31,
2020 and 2019, were as follows:

Thousands of
Millions of Yen U.S. Dollars

2020 2019 2020

Balance at beginning of year...... ¥56,915 ¥54,675 $522,156
Expected return on plan

ASSETS. . 1,013 911 9,294
Actuarial (losses) gains............ (4,442) (2,091) (40,752)
Contributions from the

employer .........ccccooeeeiiin. 4,484 4,787 41,138
Benefits paid ..............ccc.o. (1,675) (1,240) (15,367)
Others......ooooieeeiiciee (413) (127) (3,790)

Balance at end of year ............... ¥55,882 ¥56,915 $512,679

(3) The changes in net defined benefit liability for the plans to
which the simplified method was applied for the years
ended March 31, 2020 and 2019, were as follows:

Thousands of

Millions of Yen U.S. Dollars
2020 2019 2020

Balance at beginning of year...... ¥3,143 ¥2,852 $28,835
Net periodic benefit costs....... 847 687 7,771
Benefits paid...............ccoon (452) (248) (4,147)
Contributions from the employer. (148) (148) (1,358)
Others......oooiieciecieee 37 339
Balance at end of year ............... ¥3,427 ¥3,143  $31,440

(4) A reconciliation between the liability recorded in the
consolidated balance sheet and the balances of defined
benefit obligation and plan assets as of March 31, 2020 and
2019, were as follows:

Millions of Yen U.S. Dollars
2020 2019 2020
Funded defined benefit obligation .. ¥59,189 ¥59,540 $543,018
Plan assetsS.......ovovveveiiiiiiiiiee (58,635) (59,710) (537,935)
554 (170) 5,083
Unfunded defined benefit
obligation........ccccoevvvivieiinn 1,732 1,628 15,890
Net liability arising from defined
benefit obligation................ ¥ 2,286 ¥ 1,458 $ 20,973
Liability for retirement benefits .. ¥14,433 ¥11,939 $132,413
Asset for retirement benefits ..... 12,147 10,481 111,440
Net liability arising from defined
benefit obligation................. ¥ 2,286 ¥ 1,458 $ 20,973

(5) The components of net periodic benefit costs for the years
ended March 31, 2020 and 2019, were as follows:
Thousands of

Millions of Yen U.S. Dollars
2020 2019 2020
ServiCe COSt vovvviviiiiiiiiiiiiieie, ¥ 2,271 ¥2,223  $20,835
Interest coSt......coovviviiiiiiiiin 655 675 6,009
Expected return on plan assets.. (1,013) 911) (9,294)
Recognized actuarial lossed
(QAINS) oo 100 (472) 917

Amortization of prior service cost .. (243) (244) (2,229)
Others ... 847 687 7,771
Net periodic benefit costs.......... ¥2,617 ¥1958 $24,009

(6) Amounts recognized in other comprehensive income (before
income tax effect) in respect of defined retirement benefit
plans for the years ended March 31, 2020 and 2019:

Thousands of

Millions of Yen U.S. Dollars

2020 2019 2020
Prior service cost........ccccccooooo.. ¥ (251) ¥ (518) $ (2,303)
Actuarial (losses) gains.............. (3,767) (3,182)  (34,559)
Total e ¥(4,018) ¥(3,700) $(36,862)

(7) Amounts recognized in accumulated other comprehensive
income (before income tax effect) in respect of defined
retirement benefit plans as of March 31, 2020 and 2019:

Thousands of

Millions of Yen U.S. Dollars

2020 2019 2020
Unrecognized prior service cost. ¥ 376 ¥ 627 $ 3,450
Unrecognized actuarial gains ..... (2,564) 1,203 (23,523)
Total .o ¥(2,188) ¥1,830 $(20,073)

(8) Plan assets
a. Components of plan assets
Plan assets as of March 31, 2020 and 2019, consisted of
the following:

2020 2019
Equity investments..................... 51% 54%
Debt investments...................... 27 25
General account asset................ 17 15
Others ..o, 5 6
Total .o 100% 100%

b. Method of determining the expected rate of return on
plan assets
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The expected rate of return on plan assets is determined
considering the long-term rates of return which are
expected currently and in the future from the various
components of the plan assets.

(9) Assumptions used for the years ended March 31, 2020 and
2019, were set forth as follows:

2020 2019
Discountrate .......cccoevieeiiiinnnn. 1.0% 1.0%
Expected rate of return on plan
ASSeTS .o 1.5% 1.5%

The expected compensation increase rate for the years
ended March 31, 2020 and 2019, is based on the age-
specific compensation increase index as of March 31, 2015.

(10) Defined contribution pension plans
The Company and certain domestic and overseas
subsidiaries paid costs for defined contribution pension
plans of ¥725 million ($6,651 thousand) and ¥698 million,
respectively, for the years ended March 31, 2020 and 2019.

9. EQUITY

Japanese companies are subject to the Companies Act of Japan

(the “Companies Act”). The significant 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.
Additionally, for companies that meet certain criteria
including (1) having a Board of Directors, (2) having
independent auditors, (3) having an Audit & Supervisory
Board, and (4) the term of service of the directors being
prescribed as one year rather than the normal two-year term
by its articles of incorporation, the Board of Directors may
declare dividends (except for dividends-in-kind) at any time
during the fiscal year if the company has prescribed so in its
articles of incorporation. However, the Company does not
meet all the above criteria.

The Companies Act permits companies to distribute
dividends-in-kind (non-cash assets) to shareholders subject
to a certain limitation and additional requirements.

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 treasury stock. The
limitation is defined as the amount available for distribution
to the shareholders.

b. 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
dividends, until the aggregate amount of legal reserve and
additional paid-in capital equals 25% of the common stock.
Under the Companies Act, the total amount of additional
paid-in capital and legal reserve may be reversed without
limitation. The Companies Act also provides that common
stock, legal reserve, additional paid-in capital, other capital
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surplus, and retained earnings can be transferred among the
accounts within equity under certain conditions upon
resolution of the shareholders.

c. Treasury Stock and Treasury Stock Acquisition Rights
The Companies Act also provides for companies to purchase
treasury stock and dispose of such treasury stock by
resolution of the Board of Directors. The amount of treasury
stock purchased cannot exceed the amount available for
distribution to the shareholders, which is determined by a
specific formula. Under the Companies Act, stock
acquisition rights are presented as a separate component of
equity. The 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.

10. RESEARCH AND DEVELOPMENT COSTS

Research and development costs charged to income were
¥10,633 million (397,550 thousand) and ¥10,139 million for the
years ended March 31, 2020 and 2019, respectively.

11. INCOME TAXES
The Company and its domestic subsidiaries are subject to
Japanese national and local income taxes which, in the
aggregate, resulted in a normal effective statutory tax rate of
approximately 30.5% for the years ended March 31, 2020 and
2019, respectively.

The tax effects of significant temporary differences and tax
loss carryforwards which resulted in deferred tax assets and
liabilities at March 31, 2020 and 2019, were as follows:

Thousands of
Millions of Yen U.S. Dollars

2020 2019 2020

Deferred tax assets:

Liability for retirement ¥ 6,931 ¥ 6,459 § 63,587

benefits ......ccoooccii
Accrued bonuses.................... 2,723 2,724 24,982
Unrealized profit eliminated
from inventories.................. 2,684 2,778 24,624
Depreciation..........cccceeevirenn. 2,458 2,372 22,550
Loss on devaluation of
inventories .........cccceeeeeeenn... 1,281 1,167 11,752
Enterprise taxes ...................... 382 394 3,505
Allowance for doubtful
receivables .........ccccvveeiii 350 343 3,211
Loss on impairment of long-
lived assets.........ccccevviiiii. 239 239 2,193
Tax loss carryforwards............ 179 73 1,642
Other ..o 3,502 3,557 32,128
Total 20,729 20,106 190,174
Less valuation allowance............ (821) (769) (7,532)
Total deferred tax assets ¥19,908 ¥19,337 $182,642

Deferred tax liabilities:

Gain on securities contributed
to employee retirement

benefit trust...............ccoo... ¥ 3,951 ¥ 3,951 $ 36,248
Unrealized gain on available-

for-sale securities ................ 2,026 2,349 18,587
Other ... 726 639 6,660

Total deferred tax liabilities ¥ 6,703 ¥ 6,939 $ 61,495
Net deferred tax assets........... ¥13,341 ¥12,401 $122,394

Net deferred tax liabilities (included
in other long-term liabilities) ....... ¥ 136 ¥ 3 $ 1,247




The above net deferred tax assets and liabilities represent
the aggregate amounts of each individual taxpayer’s net
deferred tax assets or liabilities.

A reconciliation between the normal effective statutory tax
rates and the actual effective tax rates reflected in the
accompanying consolidated statement of income for the year
ended March 31, 2020, with the corresponding figures for the
year ended March 31, 2019, is as follows:

2020 2019

Normal effective statutory tax rate............... 30.5% 30.5%
Expenses not permanently deductible for

iNComMe tax PUrPOSES ......cccvvvvvereeeeiiiieeennnn 0.8 0.9
Per capita inhabitant tax.............................. 0.3 0.2
Valuation allowance.........cccccoovcociiii 0.1 (0.0)
Difference in subsidiaries' tax rates .............. (1.3) (2.5)
Tax credit for research and development

COSES et (3.9) (3.5)
Other, Net ..o, (0.2) 1.4
Actual effective tax rate........c..oocoooviiiiiinnnn 26.3% 27.0%
12. LEASES
LESSEE

The Group leases certain office space, computer equipment and
other assets.

Total rental expenses for the years ended March 31, 2020
and 2019, were ¥7,209 million (366,138 thousand) and ¥7,495
million, respectively. Future minimum payments under
noncancelable operating leases as of March 31, 2020 and 2019,
were as follows:

Thousands of

Millions of Yen U.S. Dollars

2020 2019 2020
Due within one year ................. ¥ 706 ¥ 754 $ 6,477
Due afteroneyear.................... 981 1,003 9,000
Total v ¥1,687 ¥1,757 $15,477

(Note) Lease transactions recorded on consolidated balance
sheet under IFRS 16 are not included in above
information.

LESSOR
Future lease income under noncancelable operating leases as of
March 31, 2020 and 2019 was as follows:

Thousands of

Millions of Yen U.S. Dollars

2020 2019 2020
Due within one year .................. ¥104 ¥ 89 $ 954
Due afteroneyear.............c....... 86 113 789
Total oo ¥190  ¥202 $1,743

13. FINANCIAL INSTRUMENTS AND RELATED DISCLOSURES
(1) Group Policy for Financial Instruments
The Group uses financial instruments such as loans from
banks, bonds, and commercial paper. Cash surpluses, if any,
are invested in low-risk financial assets such as deposits.
Derivatives are used, not for speculative purposes, but to
manage exposure to financial risks as described in (2) below.

Nature and Extent of Risks Arising from Financial
Instruments and Risk Management for Financial Instruments
Receivables, such as trade notes and trade accounts, are
exposed to customer credit risk. Such customer credit risk is
managed by administering the term and balance according

=

to the Group's policies and by monitoring indications of
deterioration of the financial condition of customers.
Although receivables in foreign currencies are exposed to
the market risk of fluctuation in foreign currency exchange
rates, the position is hedged by using forward foreign
currency contracts. Investment securities, mainly equity
instruments of customers and suppliers of the Group, are
exposed to the risk of market price fluctuations. The risk is
managed by monitoring market values and financial
positions of issuers on a regular basis.

Payment terms of payables, such as trade notes and
trade accounts, are generally less than one year. Although
payables in foreign currencies are exposed to the market risk
of fluctuation in foreign currency exchange rates, those risks
are netted against the balance of receivables denominated
in the same foreign currencies as noted above.

Short-term loans and commercial paper are mainly used
for operating activities, and long-term loans and bonds are
mainly used for investment in property, plant and
equipment. A part of such loans is exposed to market risks
of interest rate fluctuation. Although payables and loans are
exposed to liquidity risk, such risk is managed by making
monthly cash flow plans.

Please see Note 14 about derivatives.

Fair Values of Financial Instruments
Carrying amount, fair value, and unrealized gains (losses) of
financial instruments are as follows. Financial instruments
whose fair value cannot be reliably determined are not
included in the following table.
(a) Fair value of financial instruments

Millions of Yen

Unrealized
Carrying Gains
March 31, 2020 Amount Fair Value  (Losses)
Cash and cash equivalents.. ¥ 66,683 ¥ 66,683
Time deposits ........ccceeenee. 4,185 4,185
Trade receivables ................ 119,904 119,787 ¥(117)
Investment securities........... 10,735 10,735
Total o ¥201,507 ¥201,390 ¥(117)
Trade notes and accounts
payable ... ¥ 60,190 ¥ 60,190
Short-term borrowings ....... 1,858 1,858
Total oo ¥ 62,048 ¥ 62,048
Derivatives...........cccccceeenn... ¥ 55 ¥ 55
Millions of Yen
Unrealized
Carrying Gains
March 31, 2019 Amount Fair Value  (Losses)
Cash and cash equivalents.. ¥ 70,842 ¥ 70,842
Time deposits ........ccceeenne.. 2,799 2,799
Trade receivables ................ 126,359 126,267 ¥(92)
Investment securities........... 11,825 11,825
Total o ¥211,825 ¥211,733 ¥(92)
Trade notes and accounts
payable ... ¥ 66,611 ¥ 66,611
Short-term borrowings ....... 1,964 1,964
Long-term debt: Bonds
payable........ccccocoviiiiii 15,000 15,006 (6)
Total eveeei ¥ 83,575 ¥ 83,581 ¥ (6)
Derivatives ......................... ¥ 18 ¥ 18
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Thousands of U.S. Dollars

Unrealized
Carrying Gains
March 31, 2020 Amount Fair Value (Losses)
Cash and cash equivalents. $ 611,771 $ 611,771
Time deposits .......cc......... 38,394 38,394
Trade receivables ............. 1,100,037 1,098,964 $(1,073)
Investment securities........ 98,486 98,486
Total ..o $1,848,688 $1,847,615 $(1,073)
Trade notes and accounts
payable ..o $ 552,202 $ 552,202
Short-term borrowings ... 17,046 17,046
Total ..o $ 569,248 $ 569,248
Derivatives...........c........... $ 505 $ 505

Cash and Cash Equivalents and Time Deposits

The carrying values of cash and cash equivalents and time
deposits approximate fair value because of their short
maturities.

Trade Receivables

The fair values of trade receivables are measured at the amount
to be received at maturity discounted at the Group-assumed
corporate discount rate.

Investment Securities

The fair values of investment securities are measured at the
guoted market price of the stock exchange for equity
instruments. Fair value information for investment securities by
classification is included in Note 4.

Trade Notes and Accounts Payable, Short-Term Borrowings
The carrying values of trade notes and accounts payable, short-
term borrowings, and commercial paper approximate fair value
because of their short maturities.

Long-Term Debt: Bonds Payable
The fair values of bonds payable are measured at the market
price.

Derivatives
Fair value information for derivatives is included in Note 14.

(b) Carrying amount of financial instruments whose fair value
cannot be reliably determined
Thousands of

Millions of Yen U.S. Dollars
2020 2019 2020
Investments in equity
instruments that do not have
a quoted market price in an
active market ... ¥ 528 ¥ 467 $ 4,844
Stocks of subsidiaries and
associated companies............. 677 1,222 6,211
Investment in investment
partnerships ..........cccceeeeeienn. 68 46 624
Total oo ¥1,273 ¥1,735 $11,679

It is extremely difficult to calculate their fair values because
there are no market prices. Therefore, these items are not
included in “(a) Investment securities.”

(4) Maturity Analysis for Financial Assets and Securities with
Contractual Maturities
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Millions of Yen

Due in Due after
March 31, 2020 1 Year or Less 1 Year
Cash and cash equivalents............. ¥ 66,683
Time deposits .......ccooveeveiieeee 4,185
Trade receivables ........................... 119,668 ¥236
Total .o ¥190,536 ¥236
Thousands of U.S. Dollars
Due in Due after
March 31, 2020 1 Year or Less 1 Year
Cash and cash equivalents............. $ 611,771
Time deposits .......ooovvveveiieeeiee 38,394
Trade receivables 1,097,872 $2,165
TOtal .o $1,748,037 $2,165

Please see Note 7 for annual maturities of long-term debt.

14. DERIVATIVES

The Group enters into foreign currency forward contracts to
hedge exchange rate risk associated with certain assets and
liabilities denominated in foreign currencies. All derivative
transactions are entered into to hedge foreign currency
exposures incorporated within the Group’s business.
Accordingly, market risk in these derivatives is generally offset
by opposite movements in the value of hedged assets or
liabilities, except for credit-related market risk.

Because the counterparties to these derivatives are limited
to major international financial institutions, the Group does not
anticipate any losses arising from credit risk.

Derivative transactions are operated by the finance and
accounting department with internal policies under the
supervision of the Chief Financial Officer.

The contract or notional amounts of derivatives which are
shown in the following table do not represent the amounts
exchanged by the parties and do not measure the Company's
exposure to credit or market risk.

The Company has the following derivative contracts
outstanding as of March 31, 2020 and 2019:

2020
In Thousands Millions of Yen
Contract or Unrealized
Notional Fair Gains
Amount Value (Losses)
Forward exchange contracts:
Selling USD........oooviiiiii USD 89,500 ¥43 ¥43
Selling EUro ........cccoooevenn. EUR 16,500 12 12
Buying USD ....ooovviiiii,
2019
In Thousands Millions of Yen
Contract or Unrealized
Notional Fair Gains
Amount Value (Losses)
Forward exchange contracts:
Selling USD.......coooiiiiii usb 82,000 ¥0 ¥0
Selling EUro ........cccoooeiee. EUR 16,500 17 17
Buying USD ..o usb 993 0 0
2020
In Thousands  Thousands of U.S. Dollars
Contract or Unrealized
Notional Fair Gains
Amount Value (Losses)
Forward exchange contracts:
Selling USD.......ooooiiiiii USD 89,500 $394 $394
Selling EUro ........cccoooeeiene. EUR 16,500 110 110
Buying USD ...,



The fair value is estimated based on quotes from financial
institutions.

15. OTHER COMPREHENSIVE INCOME
The components of other comprehensive income for the years
ended March 31, 2020 and 2019, were as follows:

Thousands of

Millions of Yen U.S. Dollars
2020 2019 2020
Unrealized gain on available-for-
sale securities:
(Losses) gains arising during
theyear .......ocooovevieie ¥(1,097) ¥(2,841) $(10,064)
Reclassification adjustments
to profitor loss ................... 22 51 202
Amount before income tax
effect.... (1,075) (2,790) (9,862)
Income tax effect.................. 324 858 2,972
Total oo ¥ (751) ¥(1,932) $ (6,890)
Foreign currency translation
adjustments:
Adjustments arising during
theyear ... ¥(4,100) ¥ 290 $(37,615)
Total oo ¥(4,100) ¥ 290 $(37,615)
Defined retirement benefit plans:
Adjustments arising during
theyear ... ¥(3,866) ¥(2,952) $(35,468)
Reclassification adjustments
to profit or loss .........c......... (152) (748) (1,394)
Amount before income tax
effect. . (4,018) (3,700) (36,862)
Income tax effect .................. 1,387 997 12,724
Total oo ¥(2,631) ¥(2,703) $(24,138)
Total other comprehensive (loss)
INCOME ... ¥(7,482) ¥(4,345) $(68,643)

16. NET INCOME PER SHARE
Basic net income per share (“EPS"”) for the years ended March
31, 2020 and 2019, was as follows:

Millions of ~ Thousands u.s.
Yen of Shares Yen Dollars
Weighted-
Net Average
Income Shares EPS
Year Ended March 31, 2020:
Basic EPS
Net income available to
common
shareholders ............ ¥31,767 294,567 ¥107.84 $0.99
Year Ended March 31, 2019:
Basic EPS
Net income available to
common
shareholders ............ ¥32,524 294,569 ¥110.41

Diluted EPS for the years ended March 31, 2020 and 2019, is
not disclosed because no potentially dilutive securities are
outstanding.

17. SUBSEQUENT EVENTS

Appropriation of Retained Earnings

The following appropriation of retained earnings at March 31,
2020, was approved at the Company’s shareholders” meeting
held on June 25, 2020:

Millions of ~ Thousands of
Yen U.S. Dollars

Year-end cash dividends, ¥15 ($0.14) per

SNAIE .. ¥4,422 $40,569

18. SEGMENT INFORMATION

Under ASBJ Statement No. 17, “Accounting Standard for
Disclosures about Segments of an Enterprise and Related
Information” and ASBJ Guidance No. 20, “Guidance on
Accounting Standard for Disclosures about Segments of an
Enterprise and Related Information,” an entity is required to
report financial and descriptive information about its reportable
segments. Reportable segments are operating segments or
aggregations of operating segments that meet specified criteria.
Operating segments are components of an entity about which
separate financial information is available and for which such
information is evaluated regularly by the chief operating
decision-maker in deciding how to allocate resources and in
assessing performance. Generally, segment information is
required to be reported on the same basis as is used internally
for evaluating operating segment performance and deciding
how to allocate resources to operating segments.

(1) Description of Reportable Segments
The Group's reportable segments are those for which
separate financial information is available and regular
evaluation by the Company’s management is being
performed in order to decide how resources are allocated
among the Group. As such, the Group's reportable
segments consist of Analytical and Measuring Instruments,
Medical Systems and Equipment, Aircraft Equipment, and
Industrial Machinery.

(2) Methods of Measurement for the Amounts of Sales,
Profit (Loss), Assets, and Other Items for Each
Reportable Segment
The accounting policies of each reportable segment are
consistent with those disclosed in Note 2, “Summary of
Significant Accounting Policies.”
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(3) Information about Sales, Profit (Loss), Assets and Other Items

Millions of Yen

2020
Reportable Segment
Analytical Medical
and Systems
Measuring and Aircraft Industrial
Instruments Equipment Equipment Machinery Total Other Total Reconciliations Consolidated
Sales:

Sales to external customers. ¥236,219 ¥70,179 ¥30,040 ¥43,032 ¥379,470 ¥5,974 ¥385,444 ¥385,444
Intersegment sales or

transfers ..ol 42 32 118 80 272 1,824 2,096  ¥(2,096)

Total oo ¥236,261 ¥70,211 ¥30,158 ¥43,112 ¥379,742 ¥7,798 ¥387,540 ¥(2,096) ¥385,444
Segment profit .........c...cco.... ¥ 35,753 ¥ 3,190 ¥ 792 ¥ 3,659 ¥ 43,394 ¥1,199 ¥ 44,593 ¥(2,747) ¥ 41,846
Segment assets......ccoccceeeien. 214,585 61,436 51,435 45,683 373,139 7,485 380,624 56,993 437,617
Other:

Depreciation............cccc........ 7,798 2,476 1,085 1,603 12,962 295 13,257 13,257
Increase in property, plant and
equipment and intangible assets. 10,340 2,998 1,779 2,260 17,377 299 17,676 17,676
Millions of Yen
2019
Reportable Segment
Analytical Medical
and Systems
Measuring and Aircraft Industrial
Instruments Equipment  Equipment Machinery Total Other Total Reconciliations Consolidated
Sales:
Sales to external customers. ¥241,395 ¥69,084 ¥27,343 ¥45,419 ¥383,241 ¥7,973 ¥391,214 ¥391,214
Intersegment sales or

transfers ...l 19 24 114 92 249 1,815 2,064  ¥(2,064)

Total ..ooooviii ¥241,414 ¥69,108 ¥27,457 ¥45511 ¥383,490 ¥9,788 ¥393,278  ¥(2,064) ¥391,214
Segment profit .........ccccceenn. ¥ 38,776 ¥ 2,327 ¥ 119 ¥ 4,466 ¥ 45,688 ¥1,377 ¥ 47,065 ¥(2,584) ¥ 44,481
Segment assets. ... 212,370 59,420 51,202 48,030 371,022 9,710 380,732 56,458 437,190
Other:

Depreciation............cccce..... 6,645 2,102 991 1,482 11,220 286 11,506 11,506
Increase in property, plant and
equipment and intangible assets. 10,979 4,481 2,590 3,391 21,441 270 21,711 21,711
Thousands of U.S. Dollars
2020
Reportable Segment
Analytical Medical
and Systems
Measuring and Aircraft Industrial Reconcilia-
Instruments Equipment Equipment Machinery Total Other Total tions Consolidated
Sales:
Sales to external customers .$2,167,147 $643,844 $275,596 $394,789 $3,481,376 $54,807 $3,536,183 $3,536,183
Intersegment sales or

transfers ...l 385 294 1,083 734 2,496 16,733 19,229 $(19,229)

Total v $2,167,532 $644,138 $276,679 $395,523 $3,483,872 $71,540 $3,555,412  $(19,229)$3,536,183
Segment profit ... $ 328,009 §$ 29,266 § 7,266 $ 33,569 § 398,110 $11,000 § 409,110 $(25,202)$ 383,908
Segment assets..........cccoeeeee. 1,968,670 563,633 471,881 419,110 3,423,294 68,669 3,491,963 522,872 4,014,835
Other:

Depreciation............ccccc...... 71,541 22,716 9,954 14,706 118,917 2,707 121,624 121,624
Increase in property, plant and
equipment and intangible assets. 94,862 27,505 16,321 20,734 159,422 2,743 162,165 162,165

Note: “Reconciliations” of segment profit include eliminations
of intersegment transactions of ¥2,747 million ($25,202
thousand) and ¥2,584 million as of March 31, 2020 and
2019, respectively. “Reconciliations” of segment assets
include eliminations of intersegment receivables of ¥1,781
million ($16,339 thousand) and ¥2,674 million, and
unallocated corporate assets of ¥58,774 million ($539,211
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thousand) and ¥59,132 million as of March 31, 2020 and
2019, respectively, consisting principally of working funds
and investing funds held by the Company and assets
attributed to the Company’s administration headquarters.

Segment profit has been adjusted to operating income in the

consolidated statement of income.



(4) The Geographical Segments of the Group

a. Sales
Millions of Yen
United States
Japan of America Europe China Other Asia Other Total
2020 ¥196,699 ¥43,172 ¥31,340 ¥61,454 ¥36,281 ¥16,498 ¥385,444
Millions of Yen
United States
Japan of America Europe China Other Asia Other Total
2019 . ¥193,906 ¥42,588 ¥31,292 ¥71,859 ¥35,274 ¥16,295 ¥391,214
Thousands of U.S. Dollars
United States
Japan of America Europe China Other Asia Other Total
2020, $1,804,578 $396,073 $287,523 $563,798 $332,853 $151,358 $3,536,183
b. Property, plant and equipment
Millions of Yen Thousands of U.S. Dollars
2020 2019 2020
Foreign Foreign Foreign
Japan Countries Total Japan Countries Total Japan Countries Total

¥81,898 ¥15,877 ¥97,775 ¥79,095

¥13,786 ¥92,881

(5) Amortization and the Balance of Goodwill of the Group

Millions of Yen

$751,358 $145,660 $897,018

Analytical Medical
and Systems
Measuring and Aircraft Industrial Elimination/
Instruments Equipment Equipment Machinery Other Corporate Total
Amortization of goodwill........... ¥ 110 ¥ 46 ¥ 156
Goodwill at March 31, 2020 ...... 1,338 438 1,776
Millions of Yen
Analytical Medical
and Systems
Measuring and Aircraft Industrial Elimination/
Instruments Equipment Equipment Machinery Other Corporate Total
Amortization of goodwill........... ¥ 117 ¥ 14 ¥ 131
Goodwill at March 31, 2019 ...... 1,507 199 1,706
Thousands of U.S. Dollars
Analytical Medical
and Systems
Measuring and Aircraft Industrial Elimination/
Instruments Equipment Equipment Machinery Other Corporate Total
Amortization of goodwill........... $ 1,009 $ 422 $ 1,431
Goodwill at March 31, 2020 ...... 12,275 4,018 16,293
(6) Impairment Loss on Assets of the Group
No impairment loss was recognized for the year ended March 31, 2020.
Millions of Yen
2019
Analytical Medical
and Systems
Measuring and Aircraft Industrial Elimination/
Instruments Equipment Equipment Machinery Other Corporate Total
Impairment loss on assets.......... ¥196 ¥196

* X k k kx %
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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors of Shimadzu Corporation:

Opinion

We have audited the consolidated financial statements of Shimadzu Corporation and its consolidated subsidiaries
(the “Group”), which comprise the consolidated balance sheet as of March 31, 2020, and the consolidated
statement of income, consolidated statement of comprehensive income, consolidated statement of changes in

equity and consolidated statement of cash flows for the year then ended, and notes to the consolidated financial
statements, including a summary of significant accounting policies, all expressed in Japanese yen.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the
consolidated financial position of the Group as of March 31, 2020, and its consolidated financial performance and
its consolidated cash flows for the year then ended in accordance with accounting principles generally accepted in
Japan.

Convenience Translation

Our audit also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and, in our
opinion, such translation has been made in accordance with the basis stated in Note 3 to the consolidated financial
statements. Such U.S. dollar amounts are presented solely for the convenience of readers outside Japan.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in Japan. Our responsibilities
under those standards are further described in the Auditor’s Responsibilities for the Audit of the Consolidated
Financial Statements section of our report. We are independent of the Group in accordance with the provisions of
the Code of Professional Ethics in Japan, and we have fulfilled our other ethical responsibilities as auditors. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibilities of Management and Audit & Supervisory Board Members and the Audit & Supervisory
Board for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with accounting principles generally accepted in Japan, and for such internal control as management
determines is necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group's ability to
continue as a going concern, disclosing, as applicable, matters related to going concern in accordance with
accounting principles generally accepted in Japan and using the going concern basis of accounting unless
management either intends to liquidate the Group or to cease operations, or has no realistic alternative but to do
s0.

Audit & Supervisory Board members and the Audit & Supervisory Board are responsible for overseeing the
Directors execution of duties relating to the design and operating effectiveness of the controls over the Group’s
financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes
our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with auditing standards generally accepted in Japan will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of these
consolidated financial statements.
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As part of an audit in accordance with auditing standards generally accepted in Japan, we exercise professional
judgment and maintain professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks. The procedures selected depend
on the auditor’s judgement. In addition, we obtain audit evidence that is sufficient and appropriate to provide
a basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than
for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations,
or the override of internal control.

e Obtain, when performing risk assessment procedures, an understanding of internal control relevant to the
audit in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Group’s internal control.

e  Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management.

e  Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may
cast significant doubt on the Group’s ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However, future
events or conditions may cause the Group to cease to continue as a going concern.

e  Evaluate whether the overall presentation and disclosures of the consolidated financial statements are in
accordance with accounting principles generally accepted in Japan, as well as the overall presentation,
structure and content of the consolidated financial statements, including the disclosures, and whether the
consolidated financial statements represent the underlying transactions and events in a manner that achieves
fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Group to express an opinion on the consolidated financial statements. We are responsible
for the direction, supervision and performance of the group audit. We remain solely responsible for our audit
opinion.

We communicate with Audit & Supervisory Board members and the Audit & Supervisory Board regarding, among

other matters, the planned scope and timing of the audit and significant audit findings, including any significant

deficiencies in internal control that we identify during our audit.

We also provide Audit & Supervisory Board members and the Audit & Supervisory Board with a statement that we
have complied with relevant ethical requirements regarding independence, and communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence, and where
applicable, related safeguards.

Interest Required to Be Disclosed by the Certified Public Accountants Act of Japan

Our firm and its designated engagement partners do not have any interest in the Group which is required to be
disclosed pursuant to the provisions of the Certified Public Accountants Act of Japan.

D‘?/a"’-m ]WCAQ/ Johmalsn LLC

June 25, 2020

Member of
Deloitte Touche Tohmatsu Limited
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