KYOWA HAKKO GROUP

SUSTAINABILITY REPORT
2006

The English edition of the Kyowa Hakko Sustainability Report
is now distributed online only. KYOWA



The Kyowa Hakko Group’s Business Activities

H Corporate Philosophy

Kyowa Hakko will contribute to the health and well-being of people worldwide by
creating new value with the pursuit of advancements in life science and technology.

H Corporate Data

Corporate Name  Kyowa Hakko Kogyo Co., Ltd.

Established July 1, 1949

Paid-in Capital ~ ¥26,745 million (at March 31, 2005)
Representatives  President and CEO: Dr. Yuzuru Matsuda

Head Office 1-6-1 Otemachi, Chiyoda-ku,
Tokyo 100-8185, Japan
TEL: +81 (3) 3282-0007

M Consolidated Financial Data

® Net Sales
(FY) (Billions of Yen)
05 [ 3534
04 | 1359.0
03 | 13488
02 | | 359.3*"
01 | 13787

® Operating Income

(FY) (Billions of Yen)

05 [ 255

04 [ ]335
03 | | 26.8

02 | ]16.1*

01 [ |20.4

® Net Income

(FY) (Billions of Yen)

05 [ 163

‘04 | [ 179
‘03 [ 1100

02 [ 85™

01 [ 55

® Number of Employees

(At Year End)

05 [ 5,800

04 | | 5960

‘03 | | 6,294

02 | | 6,749 %"
01 | | 7,200
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%1 Liquor operations were transferred to Asahi Breweries, Ltd. in September 2002.

Activities
¢ Manufacture and sale of pharmaceuticals and clinical
diagnostic reagents

¢ Manufacture and sale of fine chemicals, such as amino
acids for pharmaceuticals and industrial use, healthcare
products, agrochemicals, livestock and fishery products
and alcohol

e Manufacture and sale of solvents, plasticizers, plasticizer
raw materials and specialty chemicals

e Manufacture and sale of seasonings, baking products,
such as premixes, and baking ingredients

® Net Sales Composition by Business Operations
(FY2005)

I Pharmaceuticals
38.3% Bio-Chemicals
I Chemicals
I Food

Other

Q

® Operating Income Composition by Business Operations

(FY2005) E

I Pharmaceuticals

Bio-Chemicals
W Chemicals
[ Food
Other
® R&D Expenses
(FY) (Billions of Yen)
05 [ 329
04 | 1288
03 | | 292
02 | ] 31.4*
01 | | 29.3
® R&D Expenses to Net Sales Ratio
9.3

88 84 gy

) 7.7

v ’01 '02 ’03 ‘04 '05

PHARMACEUTICALS

We will use our original technology and
ideas to create products that will
enhance the lives of individuals.

Focusing primarily on cancer, allergies and central nerv-
ous system diseases, Kyowa Hakko is using antibody
technology and other advanced technologies to create
revolutionary therapeutic agents through research and

clinical development activities on a global scale.

A

[ Kyowa Hakko Kogyo Co., Ltd. )

BIO-CHEMICALS

Biotechnology is helping to enhance
the vitality and beauty of life.

Kyowa Hakko supplies many industries with amino acids,
nucleic acids and other products, using its world-class
fermentation technology. Amino acids are produced
under a global production network with facilities in Japan,
the United States and China.

)

C Kyowa Hakko Chemical Co., Ltd. )

CHEMICALS

Our mission is to create environment-
friendly materials so that we can

continue to live in harmony with the Earth.

AN /

B BUSINESS BASES

Principal Production Bases
<In Japan>
Kyowa Hakko Kogyo Co., Ltd.*?
Fuji, Sakai, Yokkaichi (Pharmaceuticals)
Tsuchiura (Healthcare), Hofu, Ube
e Principal Consolidated Subsidiaries
Kyowa Hakko Chemical Co., Ltd. Chiba Plant
Kyowa Hakko Chemical Co., Ltd. Yokkaichi Plant
Kyowa Hakko Food Specialties Co., Ltd. Tsuchiura Plant
Kyowa Medex Co., Ltd. Fuji Plant

e Other Consolidated Subsidiaries
Ohland Foods Co., Ltd. Chiba and Tsuchiura Plants
Riken Kagaku Co., Ltd. (Itabashi, Tokyo)
Kyowa F. D. Foods Co., Ltd. (Hofu, Yamaguchi)
Kyowa Hifoods Co., Ltd. Ube Plant

<Outside Japan>
BioKyowa, Inc. (Missouri, U.S.A.)
Select Supplements, Inc. (California, U.S.A.)
Shanghai Kyowa Amino Acid Co., Ltd. (Shanghai, China)
Wuxi Kyowa Food Co., Ltd. (Wuxi, China)

Principal Sales Bases

<In Japan>
Kyowa Hakko Kogyo Co., Ltd.
Sapporo, Tohoku, Tokyo, Nagoya, Osaka, Chugoku,
Shikoku and Kyushu branches

%2 Throughout the report “Kyowa Hakko” means “Kyowa Hakko Kogyo Co., Ltd.”

C Kyowa Hakko Food Specialties Co., Ltd. )

FOOD

We will continue to enhance food flavor
and safety by exploring the fundamental

h teristics of foods.
Y characteristics of foods )

<Outside Japan>
Kyowa Hakko U.S.A., Inc. (New York, U.S.A.)
Kyowa Hakko Europe GmbH (Dusseldorf, Germany)
Kyowa Hakko U.K. Ltd. (Berkshire, U.K.)
Kyowa ltaliana Farmaceutici S.R.L. (Milan, Italy)
Kyowa Hakko (H.K.) Co., Ltd.
Kyowa Pharmaceutical (H.K.) Co., Ltd.
Kyowa Hakko Industry (Singapore) Pte Ltd.
Kyowa Hakko (Malaysia) Sdn Bhd.

Principal Laboratories

<In Japan>
Kyowa Hakko Kogyo Co., Ltd.
Pharmaceutical Research Center (Fuji Plant/Shizuoka)
BioFrontier Laboratories (Machida, Tokyo)
Healthcare Products Development Center (Tsukuba, Ibaraki)
Technical Research Laboratories (Hofu Plant/Yamaguchi)
Kyowa Hakko Chemical Co., Ltd.
Yokkaichi Research Laboratories (Yokkaichi Plant/Mie)
Kyowa Hakko Food Specialties Co., Ltd.
Food Creation Center (Tsuchiura Plant/Ibaraki)
Kyowa Medex Co., Ltd.
Research Laboratories (Fuji Plant/Shizuoka)

<Outside Japan>
Kyowa Pharmaceutical, Inc. (New Jersey, U.S.A.)
BioWa, Inc. (New Jersey, U.S.A.)
Kyowa Hakko U.K. Ltd. (Berkshire, U.K.)
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Third-party Verification

M Editorial Policy

The information contained in the Kyowa Hakko Group’s “Sustainability
Report 2006” refers primarily to the performance of Kyowa Hakko Kogyo
Co., Ltd., Kyowa Hakko Chemical Co., Ltd., Kyowa Hakko Food
Specialties Co., Ltd., Kyowa Medex Co., Ltd. and the domestic consoli-
dated production subsidiaries listed on Page 2. In May 2006, we held a
stakeholder meeting with representatives of nonprofit organizations. The
aim of this initiative was to develop concepts for the report and obtain
input that could be used to enhance its content. Third-party verification
was used to improve the reliability of information contained in this report.
We also sought expert opinions about the overall concept of the report. In
compiling this report, we referred to the Environmental Reporting Guideline

3 KYOWA HAKKO GROUP SUSTAINABILITY REPORT 2006

Kyowa Hakko has put in place a

highly transparent management P7
structure and strengthened

management supervision

Kyowa Hakko is conducting
research on anti-Parkinson’s
. : PI5
disease agents, anti-allergy agents
and leukemia/lymphoma treatment
agents

P17

A look at the activities of medical
representatives (MRs)

Advances in the use of the amino
acid ornithine and dipeptide P19
manufacturing technology

of the Ministry of the Environment and the Responsible Care Code. The
report is also based on the approach contained in the Sustainability
Reporting Guidelines 2002 of the Global Reporting Initiative (GRI). From the
viewpoint of corporate social responsibility (CSR), we have also included
material concerning business ethics, interaction with society and commu-
nities, voluntary initiatives by employees, and the social significance of our
business operations.

To maintain continuity with past reports and because of differences in
the ways which emissions are attributed, information pertaining to the four
companies responsible for production activities in other countries has been
compiled separately from the data for our Japanese operations.

Emphasis on providing greater
employment opportunities for P21
people with disabilities and the
vitalization of women

More than 50 Bio-adventure P26
classes conducted to date

CO, emissions are reduced by
14% from the 1990 base year P36
level

Zero emissions status is
maintained P39

M Areas and Periods Covered by Report
The information contained in this report covers production, R&D and sales
sites in Japan, and production, development and sales sites in other coun-
tries (Page 2).

Environmental loads and other data were gathered from production
and R&D sites in Japan and production sites in other countries. Green
Office Plan data have been integrated for sales sites in Japan and sales

Livestock feed enzymes Phytase

and Driselase® contribute to P40
livestock farming and the

environment

Kyowa Hakko Chemical contributes
to ozone layer protection with CFC- P4l
substitute products

Kyowa Hakko obtained opinions from
stakeholders at a stakeholder meeting
centered on a tour of the Fuiji Plant, the
principal pharmaceuticals plant

P46

and development sites in other countries.

Japanese statistics in this report cover fiscal 2005 (April 2005-March
2006), while statistics from outside Japan refer to calendar 2005 (January-
December 2005). Some information pertaining to 2006, such as the results
of initiatives, is also included.
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A Message from the President

Kyowa Hakko will contribute to the health and
well-being of people worldwide by creating new
value with the pursuit of advancements in life
science and technology.

(Amended in March 1999)

Wachu Kyodo (Harmonious Cooperation)
Kappatsu Hatchi (Energy and Vitality)
Jinbun Ritsuyo (Self-knowledge and Service)

*1 An anti-Parkinson’s disease agent

5 KYOWA HAKKO GROUP SUSTAINABILITY REPORT 2006

Returning to the Founding Principle—
Contributing to the Well-being of People
The year 2006 marks a milestone for Kyowa Hakko: the
fiftieth year since the first industrial production of amino
acids by means of fermentation. Looking back on develop-
ments at Kyowa Hakko in fiscal 2005, | would describe it
as a year in which new businesses germinated throughout
the Group on the basis of major organizational change in
the form of corporate separation. Some notable develop-
ments that occurred during the year included the research
and development of KW-6002*" and other new drugs, the
global antibody technology business and expanded sales
of our products in China in the pharmaceuticals business.
Others included the strengthening of healthcare operations
in the bio-chemicals business and the commercialization
of dipeptides and other new products manufactured using
a revolutionary manufacturing method, the growth by
Kyowa Hakko Chemical of eco-friendly products and the
specialty chemicals business—an area of particular expert-
ise—and the development at Kyowa Hakko Food
Specialties of natural seasonings and other new products
differentiated from the competition by fermentation tech-
nology and other proprietary technologies. In these cir-
cumstances, the Kyowa Hakko Group aims to achieve
further expansion. We believe that we must once again
rekindle the spirit of founder Dr. Benzaburo Kato, who was
brimming with business drive, and aggressively strive to
create new customer value.

Aspiring to Benefit Society

A company is not something that is born naturally. The pas-
sion imbuing the words of Kyowa Hakko founder Dr.
Benzaburo Kato, “I want to eradicate tuberculosis from
Japan,” fueled Kyowa Hakko’s success in becoming the
first company to mass produce streptomycin in Japan soon
after the Second World War. This ambition lives on in the
words that form Company Guiding Principle Jinbun Ritsuyo
(Self-knowledge and Service), which means “contribution of
your full initiative and capability to progress of the Company
and society.” The Principle expresses our conviction that
the very act of putting forth our utmost effort in our occupa-
tion is beneficial to society. Some people suggested that
corporate separation would weaken the Kyowa Hakko
Group’s sense of unity. | maintain that, corporate separation
has instead resulted in a corporate structure that facilitates
adhering to the spirit of the Company Guiding Principles by
enabling our business operations to know their own capa-
bilities in their respective business environments, do their
utmost to assert their independence and render service to
society. It is precisely a corporate profile by which strength-
ened businesses assemble under the Kyowa Hakko Brand,
respect each other, encourage each other and support

each other in times of difficulty that embodies Wachu
Kyodo (Harmonious Cooperation), which, in the context of
our work means “mutual respect, close relations and posi-
tive cooperation prevailing among all employees will assure
excellent performance.” | believe that extending this con-
cept of mutual respect is the way to germinate the buds of
new cross-organizational businesses and ensure growth as
a corporate group.

By no means does a company exist only for its share-
holders; it also exists for the benefit of its employees, cus-
tomers and host communities. A company is a public
institution that is allowed to exist by society. The belief that
a company does not merely obey the law, but also
engages in business activities within the framework of soci-
ety and benefits society reflects the spirit of Self-knowl-
edge and Service. As you would expect, people are the
core element of this Principle. Kyowa Hakko believes that
self-knowledge and service to society are possible only for
a company blessed with highly capable employees.
Accordingly, we have declared in our management guide-
lines, “We will create a work environment that fosters both
mental and physical health.” Acting on this belief, since fis-
cal 2005 we have provided support for the mental and
physical health of employees at all workplaces in accor-
dance with our “Lively Workplace Creation Proclamation—
Be Mindful of Mental and Physical Health.”

Contributing to a Better Tomorrow—
“Kyowa Hakko, the Bio-Leader”

Companies make social contributions through their primary
business activity: the provision of products and services.
Kyowa Hakko has contributed to the quality of life of peo-
ple worldwide by continuing to supply for many years more
than half the global market for long-selling pharmaceuticals
Mitomycin C, Leunase® and other products. Production is
the lifeline of manufacturers, which must regard safe oper-
ation, cost reduction and quality assurance as eternal
tasks and constantly seek improvements in these areas. It
is the duty of manufacturers to pay attention to the natural
environment and engage in production so as to avoid leav-
ing negative legacies such as climate change risk and
water or air pollution to coming generations.

In recent years, however, society has required compa-
nies to make direct beneficial contributions in ways other
than through primary corporate activities, and Kyowa
Hakko engages in various social contribution activities at its
head office and other business sites. Above all, we devote
effort to the Bio-Adventure Mobile Laboratory program that
provides classes at schools, science classrooms at busi-
ness sites, the science essay competition and other activi-
ties designed to impart the joy of science to the children
who will be tomorrow’s leaders.

According to a simulation conducted by Japan
Association of Corporate Executives, if no action is taken
the Japan of 2050 will no longer have sufficient funds for
food and energy purchases. No doubt various measures
are necessary to avoid such a dire predicament, and
research and development is one area where | think it is
necessary for Japan to devote still greater effort; we must
bring about innovation with respect to issues that bear on
life science, the environment and food production, and
increase productivity per person. | believe that providing as
many opportunities as possible for children to come into
contact with science and technology through initiatives
such as the Bio-Adventure Mobile Laboratory program and
fostering the development of young people who will drive
innovation is a contribution to Japan’s future befitting
“Kyowa Hakko, the Bio-Leader.”

Capitalizing on the Group’s Strengths to
Meet Expectations
Far greater things are expected of bio-leader Kyowa Hakko
than we imagine. Without doubt, the curtain has been raised
on a true era of biotechnology characterized by genome
deciphering. We see this in the deciphering of the base
sequence of the human genome by an international joint
research team and the accumulation of vast volumes of bio-
logical information, such as three-dimensional protein struc-
tures exceeding 35,000 elements. Surely the mission of
bio-leader Kyowa Hakko is to contribute to the future of the
world by concretely applying biotechnology in new tech-
nologies and products, proposing a vision of the future
through those technologies and products and providing
technologies and products from which people can realize
the progress and benefits obtainable from biotechnology in
the human activities of living, eating and earning a livelihood.
Kyowa Hakko, a globally unique biotechnology compa-
ny powered by the twin engines of its pharmaceuticals
business and bio-chemicals business, will continue to
develop its business capabilities. At the same time, Kyowa
Hakko Chemical and Kyowa Hakko Food Specialties will
increase their competitive strength as important companies
that support the activities of the Group. In this way, we
seek to bring about a second founding of the Kyowa
Hakko Group. | ask your continued guidance and encour-
agement in the coming years.

September 2006

Dr. Yuzuru Matsuda
President & Chief Executive Officer
Kyowa Hakko Kogyo Co., Ltd.

el
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Corporate Governance

The Basic Approach to Corporate
Governance

Kyowa Hakko’s corporate philosophy is to contribute
to the health and well-being of people worldwide by
creating new value with the pursuit of advancements
in life sciences and technology. We have established
the management organization and structures and are
implementing the measures needed to realize this phi-
losophy. We recognize that increasing the transparency
of management and strengthening management
supervision are important for continuously increasing
corporate value and are working to enhance corporate
governance.

Strengthening Corporate Governance
The Board of Directors and the Board of Auditors are
the foundation of Kyowa Hakko’s system of manage-
ment institutions. The Board of Auditors consists of
four corporate auditors (as of June 28, 2006), of
whom three are outside auditors. In accordance with
audit policies determined by the Board of Auditors,
auditors attend important meetings, including meet-
ings of the Board of Directors. They also audit the per-
formance of the directors’ duties by surveying
corporate operations and finances. To strengthen the
performance of operations, the Company has estab-
lished the Management Meeting and introduced an
executive officer system to ensure efficient manage-
ment decisions and rapid decision-making.

M Corporate Governance Organization

The Company’s Audit Department controls internal
auditing. The department works with the auditors to
coordinate the internal audit functions of the Kyowa
Hakko Group and check that internal governance sys-
tems are properly structured and functional. In April
2006, the Company reorganized the Audit
Department into an organization that reports directly
to the president, putting in place a structure for the
independent and impartial auditing of the legality and
reasonableness of business execution.

Managing Risk through In-house
Committees

Kyowa Hakko has established in-house committees to
deliberate basic policies on management issues and
develop responses to a variety of potential risk factors.
These committees submit annual reports on their
activities to the Board of Directors.

Establishment of Advisory Board

Kyowa Hakko has established an Advisory Board
made up of four outside advisors. Its role is to
strengthen management culture and improve man-
agement transparency and soundness by providing
outside perspectives on Group management issues
and other matters. The board receives opinions on
human resource development and the mid-term man-
agement plan.

‘ Shareholders’ Meeting

‘ Board of Auditors ‘

Audit

]

udit Department

Accounting ‘
Audit

Internal
Audit

Operating Organization

sJo)pny BunuNoIay

Functional Division
Pharmaceuticals Business Unit
Bio-Chemicals Business Unit
Kyowa Hakko Chemical

Kyowa Hakko Food Specialties
Group Companies
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rd of Directors h

g Officers’ Meeting

‘ Advisory Board ‘

Advice

In-house Committees

1

1

* Risk Management Committee !
e Corporate Ethics Committee '
e Environment and Safety Committee :
e Quality Assurance Committee '
e Information Disclosure Committee :
e Financial Management Committee '
e |nformation Security Committee :
1

1

1
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Meeting of Affiliated Company Presidents

Basic Policy and Implementation Structure
The Kyowa Hakko Group regards compliance as a top
management priority and strives to promote corporate
ethics and ensure rigorous compliance with the law.
We have established the Kyowa Hakko Ethical
Principles and the Kyowa Hakko Codes of Ethical
Conduct for Employees, and we promote awareness
and observance among employees by distributing
guidebooks and posting information on the intranet
website. We have established the Corporate Ethics
Committee and set up the “Ethics Hotline” as an inter-
nal compliance-related reporting system. The
Corporate Ethics Department plays a central role in
efforts to ensure the observance of corporate ethics
and compliance throughout the Group in Japan.

The Corporate Ethics Committee was established
in July 1998. It is chaired by the director responsible
for compliance and is made up of corporate officers,
general managers and others. The committee periodi-
cally discusses the basic activities policy for the Kyowa
Hakko Group, individual problems and other ethics-
related issues.

The structure for promoting corporate ethics at the
Kyowa Hakko Group is shown below.

Board of Directors
Report Guidance
Director of Ethics

m
% Corporate Ethics Committee
g
§ Corporate Ethics Department —
-
Report, Request 4 Education -
Each Office’s Managers =|
1

Regular and Temporary Employees (|

Education and Awareness Activities

We periodically engage in education and awareness
activities to ensure that all employees, including corpo-
rate officers, recognize the importance of corporate
ethics and acquire correct knowledge about ethics.
Specifically, each year we periodically hold corporate
ethics lectures for corporate officers, business site
managers and general managers. These lectures are
conducted by attorneys, university professors and
other instructors. We also provide ethical instruction by
means of collective instruction at individual business
sites and e-learning.

Corporate Ethics and Compliance

Establishment and Operation of a Hotline
The “Ethics Hotline” is a system available for use not
only by Kyowa Hakko corporate officers and employees,
but also by occasional employees, part-time workers
and temporary staff of Kyowa Hakko Group in Japan. It
was launched as a system to resolve problems immedi-
ately by reporting them to the Director of Ethics directly,
if someone in the office is discovered to be behaving or
planning to behave against the law, including the Kyowa
Hakko Ethical Principles. The means of reporting were
expanded and procedures for reporting outside advisors
and the Corporate Ethics Group were established later.

Distribution of Kyowa Hakko Ethics Card
To ensure awareness of corporate ethics and compli-
ance and publicize the hotline, we have distributed to

all personnel served by the s

hotline a wallet-size Kyowa =3
ETHICS cann

Hakko Ethics Card.

Group-wide (in Japan)
Ethics Card

Personal Information Protection

We are putting in place systems that comply with the
Act on the Protection of Personal Information and vari-
ous guidelines concerning the protection of personal
information. At the same time, we are establishing per-
sonal information protection policies, personal informa-
tion management regulations and various rules
governing the handling of personal information.

cal Principles”
Management Guideline:

We will respect corporate ethics and also fulfill social
responsibilities.

Key Points:

* The Company will comply with the law, self-imposed
restrictions and the highest ethical principles in all busi-
ness practices.

* While the Company is a for-profit organization, it will not
seek to realize gain or advantage that cannot be
obtained without violating the law or compromising its
ethical principles.

* The Company will engage in fair, transparent and free
competition and transactions in all business activities.
The Company will maintain sound and proper relation-
ships with political or administrative organizations and
any other interested parties.
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Guidelines for Safety and the Environment

O Management Guidelines for Social Responsibility

Kyowa Hakko has drafted seven management guidelines based on its Corporate Philosophy that bear on
operations; its relationships with customers, shareholders and employees as well as society; its corporate

ethics; and the environment and safety.

(Introduced in March 1999)

O Management Guidelines for Safety and the Environment
“Work to protect the environment and maintain safety and also provide products with consideration of the

environment and safety.”

(Introduced in March 1999)

Declaration of Basic Policies for Health, Safety,
the Environment and Product Safety

daily business activities.

We declare with profound respect for all living things that, in accordance with the
“Basic Policies for Health, Safety, the Environment and Product Safety,” we will carry
out Responsible Care activities extensively to preserve health, safety and the environ-
ment, as well as step up quality assurance to ensure the safety of consumers in our

(Introduced in April 1996)

O Basic Policy on Health, Safety, the Environment and Product Safety

Kyowa Hakko’s policy formulated at its establishment is to “contribute to the health and well-being of people
worldwide by creating new value with the pursuit of advancements in life science and technology.” Based on
this policy, we will exert ourselves to realize an affluent society by conducting business activities with scientific
consideration for health, safety, the environment and product safety throughout the whole life cycles of our
products, from research and development through production, marketing, use and disposal, as well as by
making efforts to ensure the quality and safety of our products, taking the safety of consumers as a matter of

the greatest importance.

O Guidelines for Action

As our first rule, we should strictly control ourselves with
profound respect for all living things and with modesty
toward science, prove ourselves worthy of public confi-
dence, and contribute to the growth of a healthy and affluent
society. Therefore, we should advance our business activi-
ties under the following principles, with the protection of
human beings and the environment, as well as the safety of
consumers, as our first consideration.

© Along with the establishment of the basic policies and
control systems for health, safety, the environment and
product safety as our highest principles in the manage-
ment of Kyowa Hakko, we strive to enhance our employ-
ees’ consciousness of health, safety, the environment and
product safety by making these principles generally
known to them and to advance our activities under these
principles from a global standpoint.

® We observe international regulations, as well as domestic
laws, rules, regulations and agreements relevant to
health, safety, the environment and product safety, in
cooperation with relevant foreign and domestic agencies
and organizations and make efforts to raise our level of
control over these principles by observing our self-
imposed control standards and utilizing auditing systems.

© Together with our efforts to ensure the safety of our busi-
ness activities and to reduce negative impact on the envi-
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ronment, we strive to ensure the quality of health, safety,
the environment and product safety throughout the whole
life cycles of our products by engaging in overseeing the
purchase of raw materials; the production, transportation
and sale of products; and the use and disposal of prod-
ucts by our consumers.

O We carry out assessments of health, safety, the environ-
ment and product safety prior to the development of new
technologies and products, the transfer of technologies
and the start of novel businesses. These assessments
enable us to ensure our products meet the highest stan-
dards with respect to such technologies throughout the
whole life cycles of such products commencing in the
planning stage.

@ We contribute to health, safety, the environment and
product safety on a global scale by working actively
toward the development of “earth-friendly” technologies
and products as well as toward the development of ener-
gy-conservation and resource-conservation technologies.

O We concentrate our efforts on research and development
to keep abreast of scientific progress, and we strive to
strictly assure the usefulness and safety of our products.

(Introduced in January 1996)

Environment and Safety Management

The Kyowa Hakko Group establishes annual environ-
ment and safety policies and decides objectives, tar-
gets and plans for the environment and safety on the
basis of the Basic Policy on Health, Safety, the
Environment and Product Safety, which was formulat-
ed in January 1996. The Group has built an environ-
ment and safety management system based on the
integration of ISO 14001 and Occupational Safety and
Health Management Systems (OSHMS).

Following discussion by the Environment and
Safety Committee, the CEO of Kyowa Hakko deter-
mines the annual environment and safety policies.
These policies are then announced at an Environment
and Safety Conference attended by Kyowa Hakko
Group managers with responsibility for environmental
and safety matters. Based on these Group policies,

M Environment and Safety Management

respective environment and safety policies, targets
and plans are then established and carried out
according to the circumstances of individual business
sites and affiliated companies*'. Progress is checked
in environment and safety internal audits, the results
are reported to the business site managers and the
president of the business unit or the presidents of affili-
ated companies.

The management systems function effectively and
reliably to improve environmental and safety perform-
ance by ensuring that the business sites and affiliated
companies systematically make improvements in
response to priorities identified at the time of internal
environment and safety audits.

*1 In this report, “affiiated companies” refers to all Kyowa Hakko Group com-
panies except Kyowa Hakko Chemical and Kyowa Hakko Food Specialties.

Continuous Improvement

fl@ﬁon

Managerial Review and Policy Decision

The Environment and Safety Committee, made up of the presidents
of Kyowa Hakko Business Units, Functional Division executives, the
presidents of Kyowa Hakko Chemical and Kyowa Hakko Food
Specialties and a union representative, reviews environmental and
safety activities and discusses a new environment and safety policy
in light of regulatory and industry trends. Following the Committee’s
deliberations, the CEO of Kyowa Hakko decides the policy.

C)heck

There are two types of audits: those conducted by
Kyowa Hakko alone and those conducted jointly by
Kyowa Hakko with Kyowa Hakko Chemical or Kyowa
Hakko Food Specialties.

Fﬁan

Environment and Safety Conference
and Policy Announcement

Kyowa Hakko’s annual environment and safety policy is announced at
an Environment and Safety Conférence that convenes once a year and
is attended by the environmentaland safety managers at Kyowa Hakko
Group business sites and affiliated companies. These form the basis
for the policies, targets and/plans that guide the environmental and
safety activities of individualuisiness sites and affiliated companies.

/

r )O Scope of Activities

Environmental protection

Safety, health, security, accident prevention
Product and chemical safety

Distribution safety

Earthquake preparedness

VN

Communication

4
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Business sites with ISO 14001 certification
Year of certification  Business sites

1999 Kyowa Hakko Hofu

2000 Kyowa Hakko Fuiji, Ube, Sakai

Kyowa Hakko Chemical Yokkaichi
(including Pharmaceuticals), Chiba

Kyowa Hakko Food Specialties Tsuchiura
(including Healthcare)

2001 Kyowa Medex Fuji

Kyowa Hakko business sites conducting ISO 14001
certification (Self-declaration)

BioFrontier Laboratories, Healthcare Products
Development Center

Environmental and Safety Audits

Environmental and safety internal audits of Kyowa
Hakko and affiliated companies are conducted by
auditors from the Kyowa Hakko Quality Assurance,
Environment and Safety Department and auditors from
the sections in charge of the environment and safety at
the business unit responsible for the business site or
affiliated company or from Kyowa Hakko Chemical or
Kyowa Hakko Food Specialties. The scope of the
audits and audit items are described below.

B Kyowa Hakko Group Environmental and Safety Audits

Scope All sites of Kyowa Hakko, Kyowa Hakko Chemical
and Kyowa Hakko Food Specialties (9 plants, 2
research laboratories, 8 sales bases, headquarters)
17 consolidated and non-consolidated subsidiaries
(production, engineering, transportation)

ltems Progress with policies, objectives and targets; com-
pliance with environment and safety laws; environ-
mental safety-related risk management; progress
with the Kyowa Eco-project, and other matters

Auditors | Environment and safety director, qualified I1SO audi-
tors, environment and safety officers of the business
units, Kyowa Hakko Chemical and Kyowa Hakko
Food Specialties, local union representatives

Frequency| Kyowa Hakko, consolidated and non-consolidated
subsidiaries in Japan: once a year
Overseas subsidiaries: once in three years

ISO 14001 renewal audit (Fuji Plant)

11 KYOWA HAKKO GROUP SUSTAINABILITY REPORT 2006

Consolidated subsidiaries that received certification along
with the Kyowa Hakko business sites

Chiyoda Kaihatsu Fuiji, Yokkaichi, Chiba

Consolidated and non-consolidated subsidiaries that con-
structed ISO 14001 certification (Self-declaration)

Riken Kagaku, Ohland Foods, Kyowa Hifoods,
Kyowa Iryo Kaihatsu

A consolidated subsidiary conducting ISO 14001 certification
(Self-declaration)

Kyowa F. D. Foods

In fiscal 2005, the results of a total of 42 audits
performed at all business sites of Kyowa Hakko and its
consolidated subsidiaries, most business sites of non-
consolidated subsidiaries and overseas business sites
revealed no major legal infringements or environmental
accidents. Major priorities identified through the audits
are described below.

M Major Priorities Identified through Kyowa Hakko
Group Safety Audits

Improvement of outsourcing contracts
(Fuiji Plant, Kyowa Medex Fuiji Plant)

Reinforcement of chemical substance management
(Yokkaichi (Pharmaceuticals)

Improvement of risk assessment quality
(Kyowa Hakko Food Specialties Tsuchiura Plant)

Improvement in utilization of the industrial physician
(Healthcare Products Development Center)

Improvement of storage of disinfecting ethanol (food companies)

M Major Priorities Identified through Kyowa Hakko
Group Environmental Audits

Reinforcement of energy conservation measures
(BioFrontier Laboratories, Kyowa Medex Fuiji Plant, Kyowa F. D. Foods)

Improvement of wastewater raw data storage methods
(Kyowa Hakko Food Specialties Tsuchiura Plant)

Reinforcement of VOC monitoring (Kyowa Hakko Chemical Chiba Plant)

Complaints

In fiscal 2005, nine complaints were received about
Kyowa Hakko Group plants in Japan and overseas:
five complaints about noise, three about odors and
one about another matter. The number of complaints
was about the same level as the previous year, and
Kyowa Hakko regrets the inconvenience caused to
residents in nearby areas. We took prompt action to
correct these problems and strive to prevent the
occurrence of further problems and reduce the num-
ber of complaints to zero.

Joint Environmental and Safety Assessments

» Shanghai Kyowa Amino Acid Co., Ltd.

Shanghai Kyowa Amino Acid was established in
1998 for the purpose of producing and selling high-
quality amino acid for use as a raw material for intra-
venous fluids and other products. In February 2006,
the company relocated to an industrial zone on the
outskirts of Shanghai where it now manufactures at a
new plant. Employee ages range from 18 to 58; the
average age is 35.

Joint Environmental and Safety Assessments

Results of the Joint Safety Assessment
Shanghai Kyowa Amino Acid has decided as a high
priority of its safety policy for fiscal 2006 to target
reducing the number of occupational accidents to
zero, and it is engaging in safety patrols, safety educa-
tion and 5S activities. In April 20086, it established the
Audit Department, putting in place an organization to
engage in environmental and safety management.
From the results of the joint assessment, Shanghai
Kyowa confirmed the importance of reinforcing the
PDCA (Plan, Do, Check, Action) cycle throughout the
organization.

On-site safety patrol

Results of the Joint Environmental
Assessment

Shanghai Kyowa obtains the electricity and steam
used at the new plant from external suppliers. The
water quality of plant wastewater is monitored by
means of daily analysis and sent to the industrial zone
joint-treatment facility for treatment. Although waste
materials of about 200 tons, such as of mother liquor
(produced as a byproduct of the manufacturing
process), spent activated carbon and other waste is
generated each year, the entire quantity is recycled as
liquid fertilizers or by means of incineration recovery.

M Energy Consumption, Waste Materials and Recycling

Volumes at Four Production Sites Outside Japan*!

(100ke-crude oil equivalent) (Thousands of tons)
1,500 1,500
1,304
c o
5 1,264 E
g 1,200 1471 1200 5
= 1,023 3
§ 9w 576 o0 2
> 787 760 £
3] 642 647 £
S 600 600
f;'é‘ 516 624 3 %
£ 422 I - $
300 302 300
259 8 B
261
0 1949 2120 0
(FY) 99 ’00 ’01 02 03 04 ’05

I Energy consumption © Waste materials | Recycling volume

*1 Production sites are listed on Page 2.
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Other medical professionals 0.7%

Quality Assurance Management

Ensuring the Appropriate Use of
Pharmaceuticals

Kyowa Hakko provides information about the appro-
priate use of pharmaceuticals in various forms, includ-
ing prescribing information, interview forms, product
overviews and instruction sheets, as well as responses
to telephone, e-mail and mail inquiries. This work is
handled by the Medical Information Center. There has
been a gradual increase in the number of inquiries
handled, and the total number exceeded 25,000 in fis-
cal 2005. Recent trends reveal that approximately
75% of inquiries in fiscal 2005 were from pharmacists,
while the previously low number of inquiries from
patients and their families is increasing. This is yet
another area where Kyowa Hakko must respond to
changing social needs.

Medical Information Center

B Number of Telephone Inquiries

Group employees 6.4% Distributors
Industry participants 2.2%\ 10.0%

Patients and others 2.7% Q

Doctors 4.1%

Pharmacists
73.9%

H Change in Number of Inquiries
(Inquiries)

2001 2002 2003 2004 2005
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International Assessment of Chemical
Product Safety

Kyowa Hakko conducts international product safety
assessments in cooperation with the Japan Plasticizer
Industry Association (JPIA) and the Japan Chemical
Industry Association. The Organization for Economic
Cooperation and Development (OECD) plays a central
role in conducting assessments of the safety of chemical
substances on a global scale. Kyowa Hakko collabo-
rates with chemical industry groups around the world in
participating in the HPV program for acquiring and
assessing safety data for high production-volume chem-
ical substances for which such information is insufficient.
Under this program, Kyowa Hakko has acted as the
lead company in preparing assessment reports for two
HPV products. One of these reports has been posted
on the United Nations Environment Programme
(UNEP) website. Kyowa Hakko has also acted as a
supporting company for 11 products. Assessments for
six of the products have already been completed and
work on the remaining four products is progressing
steadily by means of international collaboration.

Management Guideline:

We will provide products, services and information that are
superior in terms of quality and function in accordance with
a policy of placing top priority on customer satisfaction.

Points (Extract):

*\We will create products, services and information that
satisfy customers, are at the forefront of the era and
have new value.

*We will seek to engage in consultative selling grounded
in the point of view of our customer and provide high-
quality information and heartfelt service.

* We will diligently work toward group-wide cooperation to
disseminate customer feedback with the aim of quickly
responding to customer needs and complaints.

* We will actively collect safety information and incorporate
it into products, services and information while making
the necessary disclosures to customers.

*\We will closely examine raw materials and create quality
through sophisticated manufacturing processes.

*We will implement such international quality assurance
systems as GMP, ISO and HACCP to improve manufac-
turing and quality management.

*We will collaborate with outsourcing partners and suppli-
ers and strive to ensure the quality of outsourced prod-
ucts and raw materials.

Environmental, Safety and Product Safety Assessments

Quality Risk Management Systems

When there are serious product quality situations,
such as product recalls, the Quality Assurance,
Environment and Safety Department works closely
with the business unit concerned (the Pharmaceuticals
Business Unit, the Bio-Chemicals Business Unit,
Kyowa Hakko Chemical and Kyowa Hakko Food
Specialties). An emergency action committee is estab-
lished to consider countermeasures, including the
response to customers. Such situations are immedi-
ately reported to the President and the relevant execu-
tives to ensure consistency in the corporate response.

Environmental, Safety and Product
Safety Assessments

We implement stringent assessment procedures at all
stages of the product life cycle, from research and
development through to use and disposal.

» Safety Assessment of Plasticizers

The Japan Plasticizer Industry Association and plasticiz-
er industry groups in Europe and North America con-
tracted independent research organizations to conduct
long-term tests involving the administration of diethyl-
hexyl phthalate (DEHP) to young primates (marmosets).
The aim of this program, which covered a two-year
period starting in September 2000, was to carry out a
comprehensive study of the safety of DEHP and its
behavior inside the body, especially its effect on the
testes. The findings, which were collated in January
2003, are summarized below. (The results of these tests
were presented at the 42nd Annual Meeting of the
Society of Toxicology.)

1) The testes of primates are not affected by DEHP,
unlike those of rodents.

2) The behavior of DEHP in the bodies of primates
differs significantly from its behavior in rodents.
For example, there is no accumulation of the
substance in the testes of primates.

Detailed testing of the distribution of DEHP in rodent
and marmoset bodies shows that blood concentrations
and transition from mothers to pre-born offspring were
lower in marmosets.

B Environmental, Safety and Product Safety Assessments

Environmental
Protection

Product Safety
Quality Assurance

Safety, Hygiene, Security,
Accident Prevention

Environmental impact of raw materials
Environmental impact of processes
and their elimination

Assessment at Recycling of waste materials
the R&D stage Life cycle assessment

Environmental impact of products after

use, et al.

Environmental impact, capacity of
Assessment at removal facilities

. Local impact of processes

the ma“UfaCtu"ng (Environmental impact of processes)
stage Compliance

Community dialog on important issues
Assessment at Information about responses to leaks
the sales and and other problems

distribution stage Environmental impact of distribution

Hazard/toxicity of raw materials
Safety of sub-reaction products

Safety of raw materials, impurities
Product safety and stability

Past examples of occupational injury Handling safety

Process safety

Occupational injury prevention Quality assurance
measures Change control

Process safety Product liability response
Community dialog on important issues Compliance

Compliance

Change management

Information about responses to fires Preparation of product handling
and other contingencies manuals
Compliance

Assessment at Content of information provided to Content of information provided to Provision of product information
. customers customers Content of labeling

th%lg_'"zatloln t Content of Labeling Responding to consumer requests

ana disposal stage Recycling and complaints

Reference: Environment and safety management regulations, environmental and safety Quality assurance regulations

Systems and regulations assessment regulations, environmental and safety standards for chemical substances 1S0 9000s, GMP

Relevant performance data E> P29 E> P23, P29 E> P13, P29
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Special

i \\/ishing Good Health to'the
e Pcople of the World

(" Anti-Parkinson’s Disease Agents ) Anti-allergy Drug and Leukemia/Lymphoma Treatment Drug

KW-0761, developed by Kyowa Hakko, is a human antibody that specifically acts

on immune cells using Potelligent™ technology, which enhances the function of
antibodies. KW-0761 uses an organism’s naturally occurring immune functions and
acts by binding with a specific protein in the cell membrane.

As KW-0761 acts specifically on immune cells involved with allergic diseases,
leukemia and lymphoma tumor cells, Kyowa Hakko is developing it for the treat-
ment of these three types of diseases. In Europe, we have already commenced
development for the treatment of allergic rhinitis and plan to proceed with develop-
ment for the treatment of atopic dermatitis and asthma. In Japan, we are proceed-
ing with development for use in the treatment of the blood cancers, leukemia and
lymphoma, with the expectation that KW-0761 will embody Kyowa Hakko’s propri-
etary biotechnology-based pharmaceuticals research and development capabilities.

Research in the manufacturing process
. of antibodies

- n LY Developed by Kyowa Hakko, Potelligent™
technology is a method of efficiently
1= destroying cancer cells and other target
i -~." . cells by enhancing cytotoxicity activity
s e through the reduction of the amount of
fucose, a sugar chain naturally present in

antibodies.
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Special
Features

Motivated
MRs

Meeting at the sales office

Comments from
a Sales Office Manager

Boosting Motivation

Yasukazu Yamashina
Manager, Kumamoto Sales Office, Kyushu Branch, Kyowa Hakko

We have 13 medical representatives (MRs), five in the
Hospital Group and eight in the Medical Practitioner Group.
Recently, we included four area representatives in the MR
team. Kumamoto Prefecture is divided into 11 medical care
zones, each having a core hospital. Because the prefecture’s
hospitals that treat myocardial infarction and cerebral infarc-
tion are concentrated in Kumamoto City, we focus MR activi-

ties on hospitals in Kumamoto City.

The mottos of the sales office are “Taking the Other Person’s Perspective” and
“Positive Thinking,” which we apply both within and beyond the Company. The result is
a lively office atmosphere in which employees can discuss any matter. Thanks to that
environment, although five of our 13 MRs have less than five year’s experience, they
spur each other on and are brimming with vitality, and they recently have begun to
demonstrate independence in their activities. Senior managers at our sales agents rate
highly the MRs in our office for providing detailed information on Kyowa Hakko prod-
ucts, and on several occasions, our MRs have received the monthly “Most Valuable
Player MR” (MVP-MR) Award by which customers rate manufacturers.

Members of the Kumamoto Sales Office

A typical scene at the office

Medical representatives (MRs) provide
information about a wide range of pharma-
ceutical products to doctors and have the
mission of contributing to the advance-
ment of patient-focused medicine.

Comments from a Medical
Representative

Expectations for Antibodies

Hirotake Hosotani (in charge of hospitals)
Manager, lkebukuro No. 1 Sales Office, Tokyo Branch, Kyowa Hakko

At the time of market launch of highly novel pharmaceuticals
such as antibody therapeutics, there is great enthusiasm in
MR information provision activities as well as information
feedback from doctors. Discussion between MRs and doc-
tors continues in the post-market period on the basis of a
series of announcements of clinical trial results. | think that
through such activities, MRs increase doctors’ trust and build

confidence in their expertise. MRs feel a great sense of
accomplishment and satisfaction when they can contribute to improving business
results by winning the trust of doctors.

Antibody therapeutics are expected to produce results in the treatment of
intractable illnesses, and | think societal expectations for this business are high. At the
same time, we MRs have high hopes for the future development of the antibody busi-
ness so that we can experience great challenges and rewards.

L
Rapid information provision with a mobile computer

KYOWA HAK]



Special

el | he Healthcare Business—

Bio-Chemicals

s Focusing Attention on Ornithine

Dipeptide Manufacturing Technology and Its Application

Dipeptides are substances consisting of two amino acids connected in a peptide
bond. Dipeptides occur in the human body in the protein decomposition process
and are ultimately used as amino acids. Dipeptides have properties different from
those of individual amino acids, and some also offer stability, solubility, gustatory
properties and physiological functions unavailable in individual amino acids. Kyowa
Hakko believes that the conversion of amino acids into dipeptides will greatly
expand the scope of application of amino acids, first, by making it possible to use
amino acids that previously could not be used owing to their physical properties,
and by adding new functions to amino acids.

Kyowa Hakko has developed a revolutionary manufacturing process for pro-
ducing dipeptides by directly linking two amino acids without chemical modification.
This new dipeptide manufacturing method has made possible not only manufactur-
ing using individual amino acids as raw materials, but also the manufacture of
dipeptides from glucose by means of direct fermentation. Kyowa Hakko believes
this manufacturing method will make possible the low-cost supply of alanyl-gluta-
mine and contribute to the expanded use of this substance, which is expected to
be widely applied in the medical and nutrition fields including water-soluble infu-
sions and enteral nutrients.

Furthermore, the Kyowa Hakko-developed dipeptide manufacturing method
can also be applied to dipeptides other than alanyl-glutamine. Kyowa Hakko seeks
to promote the development of manufacturing methods and functions for various
dipeptides jointly with researchers and other companies in Japan and overseas. We
regard dipeptides as “amino acids that transcend the bounds of amino acids” and
plan to develop new fields for their use.

Healthcare Information Resources

Kyowa Hakko has prepared 56 types of information resources for product development . . .
M Dipeptide Manufacturing Process

engineers, including materials on product bioactivity and safety and verifying papers.

Escherichia

Alanine
E WA BAKKDNS Dipeptid

!mide
(Alanyl-glutamine)

Dipeptide
(Alanyl-glutamine)

Awarded the “Most Improved
Process/Plant/Facility” at the first “European
Outsourcing Awards” for dipeptide manufacturing
technology by fermentation
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Employee Relations

21

Corporate Culture Analysis

Corporate culture has an important bearing on
employee motivation and business growth. In fiscal
2002 and 2005, Kyowa Hakko circulated a question-
naire survey among all employees to determine the
level of morale. In fiscal 2003, “360-degree feedback”
was sought from all managers, including executives,
as the basis for the formulation of action plans for
improving leadership through workshops in all divi-
sions. Kyowa Hakko has addressed the improvement
of corporate culture as a management priority, reflect-
ing issues identified in the survey in education systems
and organizational management. The results of the fis-
cal 2005 survey, while indicating improvement from
the previous survey in organizational vitality (an organi-
zational environment that is open and conducive to
communication), reconfirmed the need for improve-
ment in the areas of strategic vitality, based on the
sharing of visions and targets, and management lead-
ership. Accordingly, more detailed feedback was pro-
vided to each section compared to the previous
survey. Corporate culture has a major impact on the
power of human resources, and Kyowa Hakko will
continue to devote effort to corporate culture analysis.

M Framework for Corporate Culture Analysis

Corporate culture analysis involves both plotting, by means of
vitality analysis, and activity analysis of 15 items that explain
strategic and organizational vitality. To examine the influence of
vitality in greater depth, detailed strengths and weaknesses of the
corporate culture are ascertained through leadership gap analysis
and analysis of individual vitality.

1. Analysis of vitality (4 types)

1) Strategic vitality

© Analysis of 10 items

2) Organizational vitality

® Analysis of 5 items

xamination
of corporate 2. Analysis of leadership gap

culture
L> Analysis of 5 items

® Subordinate’s evaluation
of supervisor

® Supervisor's self-evaluation

3. Analysis of individual vitality
® Analysis of 6 items

Employee Training

In parallel with these corporate culture reform initia-
tives, Kyowa Hakko also devotes considerable effort to
human resource development. Employee training is
broadly divided into rank-based training, upper man-
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agement training, organizational culture reform, and
support for employee upskilling. There are also numer-
ous programs specific to individual business opera-
tions, including business upskilling courses. Kyowa
Hakko regards human resource development as a key
management priority and will continue to enhance and
strengthen programs in this area.

There are also educational and training programs
designed to raise employees’ environmental and safety
awareness.

Labor-management Communication

Both management and labor recognize the importance
of communication as the basis of labor-management
relations in Kyowa Hakko, and there is a shared com-
mitment to problem solving through proper consulta-
tion. The key forums for labor-management
communication are the Management and Union
Communication Councils at central and site levels,
which are used to discuss issues relating to corporate
management and operational policies. The forum for
consultation on salaries and working conditions is the
Remuneration Committee. Meetings of the
Management and Union Communication Councils and
Remuneration Committee are convened from time to
time to facilitate the resolution of issues that arise in
relation to reforms under the current medium-range
management plan. Labor and management are work-
ing together in the spirit of cooperation to ensure the
survival and growth of business operations as the
source of employment.

Remuneration
Committee

Employment of Workers with Disabilities
People with disabilities made up 1.54% of the Kyowa
Hakko workforce as of June 2005. As a result of pro-
motion through our website and increased coopera-
tion with public employment security offices, the figure
increased to 1.9% as of June 2006. This exceeds the
standard set down in the Disabled Persons

Employment Promotion Law. Kyowa Hakko will con-
tinue to implement workplace environment improve-
ments consistent with the aptitudes and lifestyles of
individual employees.

Award System
Kyowa Hakko presents a variety of awards, including
the President’s Awards and awards for inventions, in
recognition of especially meritorious achievement by
employees. (For details, see page 18, Sustainability
Report 2002.) -

President’s Awards ceremony

Invention awardees

Active Challenge System

(Internal Job-posting Program)

Kyowa Hakko operates an internal job-posting system
and a free-agent (FA) system for its in-house compa-
nies. Job details are posted on an internal website.
The aim of this recruitment method is to match the
needs of the workplace with the ambitions and career
goals of employees.

Report from Shanghai

Completion of New Plant
Construction at Shanghai
Kyowa Amino Acid Company, Ltd.

Susumu Shibata, President
Shanghai Kyowa Amino Acid Co., Ltd.

I was deeply moved when, at long last, the

day of the ceremony to celebrate the completion of
construction of our new plant arrived. We finally
reached this milestone only after overcoming differ-
ences in legal systems, language, customs and ways of
thinking. However, our final goal isn’t plant construc-
tion; it is to reliably function as one of three produc-
tion bases in Japan, the United States and China and
to contribute to the health and well-being of people
worldwide. The real test lies ahead.

Mission & Action for Progress (MAP)
System

In April 2005, Kyowa Hakko radically revised its exist-
ing skill-development programs and introduced a
management tool named the “Mission & Action for
Progress” (MAP) system. The aim of this management
approach is to speed up the achievement of opera-
tional priorities through appropriately repeated plan-
do-see (PDS) cycles. The MAP system is used as a
tool to promote communication between employees
and supervisors. Work targets and expectations about
approaches to work are clearly defined and result
assessments are clearly explained.

Women account for over 1% of the managers at
Kyowa Hakko. Through the ««URUOI (motivation)
Project and other activities, Kyowa Hakko is seeking to
expand opportunities for women.

Employees

Management Guideline:

We will establish a motivating workplace by promoting the
enhancement of individuals’ abilities and creativity, as well
as emphasizing fair evaluation and treatment of employees.

Points (Extract):

*We will nurture a corporate culture that encourages
proactive and creative work by providing opportunities
for employees to demonstrate these qualities.

*\We will carry out thorough evaluations and award com-
pensation based on work, special skills and performance.

*We will upgrade training programs and a self-improve-
ment system.

* We will provide support programs for financial planning.
* \We will ensure a safe and hygienic workplace.

*We will create a work environment that fosters both
mental and physical health.

*We will create a work environment that enables every
employee, including senior citizens, women, people with
disabilities and foreigners, to demonstrate their abilities.

*\We will create an environment in which employees can
act as members of the community and participate in
activities to improve the community.
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Occupational Safety and Health

Occupational Safety and Health

The Management Guidelines for Safety and the
Environment of the Kyowa Hakko Group reflect its
commitment to the protection of employees, families
and the Company. Occupational safety and health
activities include environmental and safety assess-
ments for the startup of new business operations as
well as risk assessments for the existing facilities and
day-to-day operations.

Accident Statistics

In fiscal 2005 the number of accidents resulting in lost
working days at Kyowa Hakko was zero, the occupa-
tional injury frequency rate (the number of injuries
resulting in lost days per million working hours) was
zero, and the severity rate (lost days per thousand

H Kyowa Hakko Occupational Injury
Frequency Rate

1.95
£ 45 1.79 177 1.78 185
g ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
e
o100
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z
S
E 05 043 042 | 040 044 049
& 0.15
0.0 0 3"._2; 0
@ -——
(FY) 01 02 03 04 05
©® Kyowa Hakko

Japan Chemical Industry Association (Average)
All industries (Average)

B Major Awards and Accident-free Records in
Fiscal 2006 and 2005

.

* Minister of Health, Labour and Welfare Safety Award
Sakai Plant

e |baraki Prefecture Earth-friendly Company Award
Kyowa Hakko Food Specialties Tsuchiura Plant

* Certificate awarded by the Japan Industrial Safety and
Health Association (JISHA) in recognition of a new
accident-free record for the organic chemical industry
Kyowa Hakko Chemical Yokkaichi Plant

* Ministry of Health, Labour and Welfare Class 3 Safety
Record (14 million accident-free hours)
Fuji Plant

* Kyowa Hakko Healthcare Products Development Center
(17 years accident-free, since February 1989)

* Kyowa Hifoods Ube Plant
(28 years accident-free, since August 1977)
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working hours) was zero. For the Kyowa Hakko Group
including Kyowa Hakko, the number of accidents
resulting in lost working days was two, the occupa-
tional injury frequency rate (injuries resulting in lost
days, per million working hours) was 0.21, and the
severity rate (lost days per thousand working hours)
was 0.0028.

The Yokkaichi Plant of Kyowa Hakko Chemical
extended its industry-longest record of accident-free
operation to 22.12 million hours. The Fuji Plant
reached the Class 3 Safety Record threshold of 14
million hours in April 2005 and is continuing accident-
free operation. Kyowa Hakko has further augmented
support to affiliates where accidents have occurred
and is implementing workplace environment improve-
ment based on the motto “Safety and Security.”

Mental Health Initiatives

Kyowa Hakko recognizes that the fostering of mental
health is an important management priority, has estab-
lished the General Outline for Measures to Create
Lively Workplaces, and it is implementing comprehen-
sive initiatives based on four types of mental health
care: self-care, care provided by line managers, care
provided by industrial physicians and healthcare staff,
and care utilizing external resources.

Kyowa Hakko provides industrial physician inter-
views and guidance to employees who work long
hours and is endeavoring to maintain the physical and
mental health of employees and augment measures to
prevent overwork.

Traffic Safety

The Kyowa Hakko Group has 1,111 vehicles (as of
March 2006) for use in sales activities. In fiscal 2005,
there were 148 accidents resulting from negligence
(including parking lot accidents), a reduction of 3%
from the previous year. In fiscal 2006, we have set
forth a traffic safety policy that calls for a 25% reduc-
tion in major accidents (such as injury accident) and
measures to prevent rear-end collisions, and upper
managers at each branch and site are leading con-
certed efforts to ensure traffic safety.

Accident Prevention Assessments

To prevent fires, explosions, and other safety-related
accidents, the Kyowa Hakko Group implements safety
activities centered on risk assessments. It is important
for a manufacturing plant that is surrounded by resi-
dential areas to minimize the impact outside plant
premises should a malfunction occur. Accordingly,
Kyowa Hakko conducts rigorous accident prevention
assessments and implements accident prevention
measures. We hold briefings for residents of host
communities to discuss important matters.

Resident briefing on product warehouse removal and
new product warehouse building construction

Citizens’ Cooperative Comprehensive
Emergency Drill (Petrochemical Complex)
On August 30, 2005, a citizens’
cooperative comprehensive
emergency drill was conducted
at the Yokkaichi Plant of Kyowa
Hakko Chemical.

About 450 participants sim-
ulated a response as if a real
fire had broken out, responding
rapidly and appropriately.

A jet of water from a fire engine

Measures to Prepare for Major Earthquakes
The Kyowa Hakko Group is determined to fulfill its social
responsibilities as a manufacturer, particularly its
responsibilities as a supplier of pharmaceuticals. Since
the second half of the 1970s, when it was predicted
that an earthquake is imminent in the Tokai region, the
Group has made preparations that include the dispersal
of production and distribution operations, earthquake-
proofing of buildings, and the preparation of manuals.
We also conduct systematic reviews of these measures.

When a major earthquake occurs it is necessary to
rapidly put in place a group-wide support system, and

Kyowa Hakko has augmented its emergency commu-
nication system. For instance, we have installed satel-
lite cellular telephones at all business sites, including
sales offices, and engage in twice-monthly broadcast
drills. We aim to improve the functionality of earth-
quake preparedness drills by upgrading from drills
conducted at individual business sites to drills that link
business sites to the head office.

The Fuiji Plant engages in earthquake preparedness
measures in preparation for an earthquake in the Tokai
region. It prepares and updates a plan for the rapid
resumption of production after an earthquake to
ensure that Kyowa Hakko discharges its social
responsibility as a phar-
maceuticals manufactur-
er. Preparations include
measures to ensure
worker safety and home
preparedness education.

Disaster drill (Fuji Plant)

Distribution Safety

The Kyowa Hakko Group maintains a 24-hour emer-
gency response system to rapidly respond in case of
emergency during the transportation of chemicals and
alcohol. We have introduced the Yellow Card and
Container Yellow Card systems and thoroughly
instruct distribution and transportation workers in dis-
aster response methods. There were no distribution-
related accidents during fiscal 2005.

Guideline for Action:

The basic principles for individual action are awareness of
one’s role as an official member of society and considera-
tion of how one should act in relation to society.

Points:
* Consideration for human life and health is the first priority.

*We will strive to minimize impacts on customers, share-
holders, suppliers, consumers and communities.

*We will give priority to humanitarian and social contribu-
tion, even if this causes a temporary disadvantage to the
Company.

¢ We will take all possible care to protect and conserve the
environment.

*We will maintain a high standard of transparency and dis-
close accurate information as part of corporate governance.
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Community Relations

Responsible Care (RC) Community Dialogs
Kyowa Hakko participates in community dialogs con-
ducted by the Japan Responsible Care Council. In
February 2006, four chemical companies jointly held
their third Responsible Care Community Dialog meeting
in the Ube-Onoda District. The meeting was attended
by 54 people, including representatives of environmen-
tal non-governmental organizations, community
groups, government officials and companies. The par-
ticipants toured the Ube Plant and engaged in a lively
exchange of opinions on environmental problems of
concern to area
residents.

T
Responsible Care Community Dialog in
the Ube-Onoda District

Plant Tours

Each year about 400 people visit the Fuji Plant. Last
year, 30% of the visitors were students, 25% were
from companies or community associations, 17%
were visitors from overseas, and 28% were employees
from other business sites. International university stu-
dents who toured the plant indicated keen interest in
the manufacture of pharmaceuticals, enthusiastically
exchanging opinions
and actively partici-
pating in question and
answer sessions.

International students from Tokyo Institute of
Technology

Summer Junior Science School (Ube Plant)
In fiscal 2005, 70 primary school and junior high
school students and parents participated in the sci-
ence class. During a
lecture titled “The
Steps in Medicine
Production” the chil-
dren listened intently
as the instructor
provided an expla-

Ube Plant Junior Science Classroom
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nation of the long period of time it takes to develop
pharmaceuticals and the rigorous quality control. The
participants enjoyed a rare tour of a drug formulation
plant, the highlight
of a memorable day
for the children.

Fuiji Plant Children’s Science Experiment
classroom
Kyowa Hakko Table Tennis School
(Kyowa Hakko Food Specialties
Tsuchiura Plant)
The Tsuchiura Plant conducted a table tennis school
sponsored by the Ami-Town Municipal Athletic
Association.

Management Guideline:
We will strive for management that is open to society and
also vigorously adopt thinking based on global standards.

Points (Extract):

*We will carry out corporate activities that aim to realize
growth that is in harmony with the communities in which
we have operations, thus contributing to the development
of society and the economy.

* We will work to earn the understanding and trust of local
communities through communications, including the
exchange of information, and participation in social con-
tribution activities.

* We will carry out social contribution activities that will pro-
vide the young people who will lead the next generation
with guidance for their lives and dreams to follow.

* We will respect the culture and customs of the regions in
which we operate—both inside and outside Japan.

e |n the event of a disaster, we will work closely with the
local community in aid activities as well as recovery and
reconstruction.

Bio-adventure Mobile Laboratory Program
Kyowa Hakko operates a program to “deliver” instruc-
tion about genes and other science topics at local ele-
mentary schools and junior and senior high schools
using a specially designed mobile laboratory filled with
a variety of experimental equipment. This activity
began as an expression of desire on the part of
researchers of Biofrontier Laboratories to impart a
sense of the wonders of science and provide opportu-
nities for students to develop curiosity about science.
Since 2000, more than 50 classes attended by a total
of 2,000 students have been held.

e T
Experiment classroom

The Bio-adventure

The Kato Memorial Bioscience Foundation
The Kato Memorial Bioscience Foundation was estab-
lished in 1988 to fulfill the desire of Kyowa Hakko
founder Dr. Benzaburo Kato to promote the advance-
ment of science and technology and contribute to the
development of society and the economy. The founda-
tion engages in wide-ranging undertakings to promote
the advancement of science, including the subvention
of bioscience research, the fostering of international
exchanges (the dispatch of researchers overseas), and
the holding of academic confer-
ences. The 22nd open symposium
of the Kato Memorial Bioscience

The 22nd open symposium of the Kato
The poster of the 22nd open Memorial Bioscience Foundation

symposium

Foundation was held in October 2005 on the theme
“Japanese Cedar Pollen Allergy—From Mechanism
Elucidation to New Treatments.”

Nippon Keidanren 1% Club

Kyowa Hakko participates in the activities of the
Nippon Keidanren 1% Club, a group established by
the Nippon Keidanren (the Japan Federation of
Economic Organizations) for companies that devote at
least 1% of their ordinary income to social contribution
activities. One of these activities was the provision by
Kyowa Hakko of about 10,000 boxes of the antibiotic
Pasetocin via the Japanese Red Cross Society follow-
ing the May 2006 Central Java Earthquake.

Eighteenth Asahi Young Session

Primary sponsor: Asahi Shimbun Newspaper
Co-sponsor: Kyowa Hakko

To peer into the microscopic world, Hitachi Fellow Dr.
Akira Tonomura perfected an electron holography
microscope that weighs 40 tons and is the size of a
room. At the session, Dr. Tonomura spoke on the topic
“We Advance Because We Are Curious,” informing high

school students and
other youths about
dreams, aspirations
and guiding principles | & :
for life. EEE

The 7th-annual Creating a Brighter Future in the
21st Century Through Science Essay Competition

Primary sponsor: Mainichi Shimbun Newspaper
Co-sponsor: Kyowa Hakko

The annual essay contest pro-

vides an opportunity for junior oy

and senior high school stu- .‘

dents to think about science

in a personal way. The num- &
ber of entries was 6,863, and J
the contest winners were —

taken on a study tour of the
National Aeronautics and
Space Administration and the 1
National Institute of Health in — =

the United States.
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Communication

Communication with Shareholders
and Investors

The Kyowa Hakko Group regards investor relations as
an important management priority and endeavors to
provide shareholders and investors with business infor-
mation in a manner that is timely, appropriate, and fair.
We strive to communicate a wide variety of information
about the Kyowa Hakko Group with the aim of engag-
ing in sincere, highly transparent management.

Kyowa Hakko website: http://www.kyowa.co.jp/

Corporate Advertising

To deepen people’s understanding of Kyowa Hakko,
we run corporate advertising that introduces technolo-
gies developed by Kyowa Hakko and their benefits.
Each year we introduce new TV commercials in the
“Nature as a Vast Hospital” series that began running in
1992, one year before the historic Earth Summit confer-
ence in Brazil. In 2005, this series received the Global
Environmental Forum’s Environmental Communication
Award for encouragement in the televi-
sion commercial category.

“Nature as a Vast Hospital”

@ Reader Opinions and Impressions of Sustainability Report 2005

Reader Requests from the Sustainability Report 2005 Reader Questionnaire and Our Responses

Q. As you appropriately include diagrams and photos, the report is easy to read. However, there
are many foreign-language terms, and parts of the report are difficult for laymen to understand.
A. In the 2006 edition we have increased the type size in an effort to enhance readability. We

have also included simple explanations of technical terms that may be unfamiliar to readers.

Q. I would like for the report to include information on aspects of recycling that Kyowa Hakko
emphasizes.

A. In the 2006 edition we have tried to augment the content on recycling and have included

case examples of waste recycling.
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Briefings

Kyowa Hakko holds brief-
ings at which the CEO
explains to institutional
investors, securities ana-
lysts, and mass media
representatives the busi-
ness results in the half-
year and full-year settlement of accounts.

Website for shareholders and investors:
http://ir.kyowa.co.jp/english

Annual Report

Kyowa Hakko distributes a printed
English-language annual report for over-
seas investors and posts the English
version and Japanese version of the
report on the corporate website.

Link for online annual report:
http://ir.kyowa.co.jp/english/
library/annual_report.cfm

Bio-leader Kyowa Hakko, a company that
harnesses the limitless power of life,
cherishes and protects water, the source of life.

r T
=

Annual Report 2006
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Action Plans and Performance in Fiscal 2005

Establishment of ISO 14001 environmental management ~ Kyowa Hakko, Kyowa Hakko Chemical, Kyowa Hakko Food Specialties,

Continued renewal of ISO 14001 certification at 8 business sites,

Evaluation**

Assessment of environmental activities

(@)
system kyowa Medex: Introduction of environmental activities assessment implementation of environmental activity assessments in internal audits P10,11
n Consolidated subsidiaries: Establishment of ISO 14001 system by fiscal 2007 Voluntary declaration system set up and launched at 4 companies @) Qualitative improvement of environment and safety management systems P10, 11
of 2nvironmem’al Integration of ISO 14001 and Occupational Safety and Health ~ Kyowa Hakko, Kyowa Hakko Chemical, Kyowa Hakko Food Specialties, Environment and safety management systems in operation (@) Expansion of ISO 14001, OSHMS systems into affiliated
e T Management System (OSHMS) kyowa Medex: Operation of integrated management system Risk assessments introduced at affiliated companies companies P10,11
Audits of consolidated and non-consolidated subsidiaries ~ Engage in audits of 85% of Group companies annually Audits of sites of consolidated and non-consolidated subsidiaries (@) Audits of consolidated subsidiaries (100%) in fiscal 2005 P11
and sites in other countries.(100%)
Ensuring compliance Zero legal infringements, zero complaints Zero legal infringements @) Zero legal infringements, zero complaints
Nine complaints (noise: 5, odors: 3, others: 1) x Secure compliance and establish a management and operation P11
Kyowa Eco-Index system for handling of waste materials and recycling
[Production and R&D] ! ] JwJuss/ J |
Kyowa Eco-Project
 C0, emissions Reduction of CO, emissions to 6% below fiscal 1990 levels or lower by fiscal 2010 601,000 tons, 14% reduction from fiscal 1990 levels 0.81 0.76 ©  Achieve fiscal 2010 CO emissions at or below 6% from fiscal 1990 levels P35, 36
 Unit energy consumption Reduction of unit energy consumption by 1% or more per annum 3.7% improvement from the previous year's level at 7 principal (@) Average reduction in unit energy consumption of 1% or higher P35, 36
plants (seven plants)
¢ \/olume of waste disposal at landfill sites Maintaining zero emissions, a target of 250 tons or lower Continued zero emission status. 110 tons, 47% reduction from the previous year's levels — 0.008 ~ 0.006 (@) 125 tons lower in fiscal 2007 P39
*Reduction in chemical substance emissions 50% reduction in chemical substance emissions from fiscal 2003 12 chemical substances: 5.8 tons, 41% reduction from 2003 levels Reduction of fiscal 2007 chemical substance emissions by 50%
levels in fiscal 2007 PRTR Class 1 chemical substances: 37.5 tons, 2% reduction from 2003 levels @) from fiscal 2003 P38
VOCs: 390 tons, 37% reduction from 2003 levels
Atmosphere
*S0x emissions Below 2,595 tons** 833 tons, 3% reduction from the previous year’s levels 2.3 2.2 ) Below 250 tons in fiscal 2007 P37
*NOXx emissions Below 755 tons** 548 tons, same as the previous year's levels 1.0 1.0 ©  Below 731 tons** in fiscal 2006 P37
Ensure compliance and *Dust emissions Below 323 tons** 24.6 tons, 7% increase from the previous year's levels 0.60 0.64 O  Below 287 tons** in fiscal 2006 P37
continuously improve Water
performance
e Fresh water usage volume — 55.6 million tons, 5% reduction from the previous year’s levels 3.6 34 Ongoing rationalization of water use P37
*(COD levels Below 920 tons*® 401 tons, 18% reduction from the previous year’s levels 1.3 1.0 @) Below 920 tons*® in fiscal 2006 P37
o Nitrogen levels Below 950 tons*® 270 tons, 11% reduction from the previous year’s levels 0.9 0.8 (@) Below 850 tons** in fiscal 2006 P37
© Phosphorous levels Below 29 tons*® 21.2 tons, 14% increase from the previous year’s levels 0.8 0.8 @) Below 25 tons*® in fiscal 2006 P37
Disasters, accidents Record no labor/work or environment- or safety-related accidents Recorded zero labor/work accidents with absence and two No labor/work accidents, no environmental or safety-related P23
accidents recorded at consolidated subsidiaries, and no x accidents P11
environment or safety-related accidents
Distribution environment and safety Rationalization of distribution, assurance of environmental and Continued distribution streamlining Rationalization of distribution, ensure environmental safety in distribution P36
safety in distribution Low-emission cars accounted for 91% of cars in business use (@) 100% of corporate sales vehicles to be low-emission vehicles P23
by fiscal 2010
[Administration] - |\ | | | { f | |
Green Office Plan (GOP) Reduction of at least 1% per annum in power consumption 5.3% reduction from the previous year's levels (@) 1% or higher reduction in electricity use per year P35
Reduction in copy paper use of 10% below fiscal 2003 levels over three years 5.5% reduction from the previous year’s levels @) 10% reduction in copy paper use from fiscal 2003 levels over 3 years P35
Promotion of green purchasing Green purchasing of 70% of copy paper and office supplies (@) Green purchasing of 70% in fiscal 2007 P35
LCA/Material balance Transparency and analysis in material balance at each business LCA-type analyses of material balance and environmental loads, continued (@) Ongoing business assessments through LCA/material balance
assessments of each company’s resource efficiency and unit emissions assessments P31,32,33
Consider the environment Green procurement Implementation of environmental consideration inquiries at business Implementation of environmental consideration inquiries made of (@) Improve environment-related activities with business partners
throughout the entire partner companies 78 business partner companies Preferential use of environment-supportive raw materials
product life cycle Packaging materials Application of Guidelines for Environment-supportive Packaging Materials Continuously improving packaging materials for pharmaceutical @) Promotion of streamlined packaging
products
Thorough environmental, safety and product safety Thorough environmental and safety assessment, risk management Expanded installation of satellite mobile telephones and Thorough risk management, reduction of risk levels P23
U d " tal and assessments augmentation of the emergency communication system for (@)
pfgra B enwronmtl;n EUE large-scale earthquake emergencies Implement activities to promote awareness of comprehensive P24
safety assessmen Start of education in comprehensive safety standards for machinery safety standards for machinery
Environment-conscious technology and product Realization of development of technologies and products Development of fermentation production technology using woody Development of environmental business outside of Company
AL T D _ development biomass (national research project) ©  Analysis of sales of environment-friendly products P40, P41
Develop new products and technologies Increased the supply of isononanoic acid and octylic acid
Assurance of consumer safety and product user-friendliness  Comprehensive product information and disclosure Continuation of large-scale clinical trial of drugs targeted toward ) Large-scale clinical trial for EBM

Provide safe and useful products

%1 The figures were recalculated due to an input error regarding production value.
%2 Compares unit emissions with Japanese averages based on production values as follows:

© CO,, Air-pollution, waste index = [Total emissions by the Kyowa Hakko Group / Total emissions in
Japan] / [Total production value by the Kyowa Hakko Group / Japan’s net domestic product]
€O, emissions: Carbon dioxide emissions in fiscal 2004 (May 25, 2006 press release from the

Ministry of the Environment website)

SO0x, NOx, dust emissions volume: Emissions in fiscal 2002, based on survey of fixed sources affecting
the atmospheric environment (Environmental Statistics Book 2006, Environmental Policy Bureau,

Ministry of the Environment, Japan)
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Waste emissions volume, landfill volume: Industrial waste volume, treatment status in fiscal 2003

(November 8, 2005, report from the Ministry of the Environment)

Net domestic product: Statistical data (Economic and Social Research Institute, Cabinet Office,

Government of Japan)

* Water pollution index = [Total emissions by the Kyowa Hakko Group / Total emissions into closed
bodies of water] / [Total production value of the Kyowa Hakko Group / Net domestic product of pre-

fectures surrounding closed bodies of water]

COD, nitrogen, phosphorous: Volume occurring in fiscal 1999 in regions targeted by water regula-

tions (Fiscal 2006 Environmental Statistics Book, edited by the Ministry of the Environment)

establishment of evidence-based medicine (EBM)

Net domestic product of prefectures surrounding closed bodies of water: Fiscal 2003 Prefectural
Economic Accounts (Economic and Social Research Institute, Cabinet Office, Government of Japan)
o Fresh water usage volume index = [the Kyowa Hakko Group’s total usage volume/Japan’s total usage

volume]/[the Kyowa Hakko Group’s total production value/Japan’s net domestic product]
Fresh water usage volume: Fiscal 2002 domestic non-commercial water (14.2 billion tons) + indus-

trial water fresh water replacement volume (11.2 billion tons)

(Data: Water Resources Department, Ministry of Land, Infrastructure and Transport in 2006)

%3 Evaluation @: Achieved target

Further improvement of product information services

©O: Improved, but did not achieve target
¢ : Target not reached

%4 The target is 50% of the emission level conforming to the legally mandated concentration.
5 The target is 50% below the site’s self-imposed target level.
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Material Balance by the Kyowa Hakko Group Business Operations )

Four Principal Companies Pharmaceuticals Business Unit Bio-Chemicals Business Unit

LCA-type analyses
C0, emissions up to Energy efficiency per unit of production volume is a priority. Agricultural raw materials make up a high percentage of raw mate-
ma&lﬁ;‘flsya?]fdrml*z Environmental %1 Emission loads are small. rials used, and recycling rates are high.
Agticlfuiral Research Costs Cooling water 17 million k2
i raw-materials ¥1 280 million
A atorats 97,000 tons ’ Wastewater||  COD i Environmental Water . Environmental Water
02 48,000 il raw materls Jiosearch Costs Wastewater||  COD s atenals jresearch Costs Wastewater | COD
2 50,000 tons 50 miion ke || 400 tons 500 to ¥160 milion i ¥550 milion "
Environmental &1 ns e ol 2.7 milionke|| 15 tons 74,000 tons . " A0 milion k2| 320 tons
Management Costs T-N T-P Mn;;;onmen al ™ o nvironmental 5 5
gement Costs Management Costs N TP
Petrochemical ¥320 mitii 270 tons 21tons Petrochemical ¥100 milion tons || 0.6tns Petrochemical ¥110 milion 250tns | 161ons
Petrochemical raw raw materials million raw materials raw materials
materiale 750,000 ¥1.420 1,300 tons ¥80 million 21,000 tons Cost ¥690 million
A ons million il
C02 490,000 tons *1 2 _e ¥30 million A.
Cost = d
¥110 millon Fossi fuels o0 SOx Fossi fuels Sl o0 S0x
17,000 «e 31,0001ons || 13 tons g 170,000 tons | 760 tons
Atmosphere Conox | oust | NOX Dust
Fossil fuels _q Fertilizer 211 0.4+ 180 10
€02 63,000 tons Fossil fuels 7 800 t C02 SOx Fresh water fons ons tons tons
270,000 ’ ons 590,000 tons|| 830 tons 3-0milion ¢ Production ¥70 millon Production ¥190 milion
1,000 tons 46,000 tons
NOx Dust
Pharmaceuticals Bio-Chemicals 550 tons 25 tons Pakaging Packaging
materials
;rgshl‘l'_‘later - Business Unit Business Unit 1,000 tons o 1,100 tns 38.ons
million k2 ¥90 million ¥250 milii
e 1,000tns | 46,000 tons ¥1,030 miion o
Material 17 miliion ke
Balances Production Total R::gg;lgﬁll gf “ Shipped €02 R::gg;ﬁ‘;f Shipped €02
. materials iterial
‘ Input 1.144 million tons _@_ ¥3 milion 100 tons ;;gmi; 1,400 tons
i i Final disposal
Production and Packaging Kyowa Hakko Kyowa Hakko 03 P
— ooy 5"':3‘;;"“'5 Chemical Food Specialties tons
ecycle tons .
— it ‘ 1.07 mitiion tons | | 27,000 tons ¥590 milion *
— Kyowa Hakko Chemical Kyowa Hakko Food Specialties
*4
Recycling of Client Shipped CO2 While substantial amounts of fossil fuels are used, efficiency is Agricultural raw materials make up a high percentage of raw materi-
DaCi@glrllg h 14,000 tons improving. als used, and both resource efficiency and recycling rates are high.
materials ’
Voepm [T ety
Environmental -

Agricultural
raw materials

22,000 tons

Research Costs

Wastewater | COD
¥190 million

1.9 million ke|| 11 tons

Environmental
o maara [{ocearch Gosts *
*1 The figures shown here were extracted from the environmental accounts. raw materials ¥380 milion Cooling water 17 million ke

*2 JLCA-LCA Database 2004 (2nd Edition), An Introduction to LCA Administration—Environmental Load of 4,000 Social Stocks, Japan Environmental Ztons Wastewater c0D

Management Association for Industry (JEMAI) (1998) ﬁn";’li:;";n‘z:flc I X 4.7 milion ke|| 49 tons snly;%l?n?ntf ICosts N TP
*3 The amount of CO; fixed in products by means of the oxo process Petrochemical ¥80 million ™ Py Petrochemical ¥30 million 2tons 0.1 tons
*4  Only transport between business sites is calculated. raw materials 19 tons 7 tons raw materials =
720,000 3,800 tons ¥90 million
Material Bal in Non-J Producti W ' Gost
aterial balance in Non-Jdapan Froauction ¥560 million ¥80 million -
e Fossil fust Fertilizer o :Ox
: . missions are th ivalent of 9% of th f plants in n. Fossil fuels ossilfuels 6,000 tons
Inputs (raw materials, fuels, water, packaging €0, emissions are the equivalent of 9% of those of plants in Japa 180,000 cor [ sox 6,600 1600005 56rs

380,000 tons|| 1.6 tons

materials) and outputs (products, byproducts, Water 1;‘?;3 13“‘2‘“3
water and atmospheric emissions, waste prod- o matenals Plants outside gapan Wastewater|  BOD produstion e 21 milonse Production 20 mion
million

27,000 tons, 6.5 milionke 270 tons

27,000 tons

ucts) have been totaled for plants operated by 1.07 milion tons

Kyowa Hakko, Kyowa Hakko Chemical, Kyowa

Packaging

Packaging
materials

materials

Final disposal Final disposal
47 tons 0tons

Hakko Food Specialties and Kyowa Medex. Petrochemical AIospIbre 1,900 tons 1,100 tons
raw materials ¥170 million ¥80 million
18,000 tons, C02 SOx

Figures for individual business operations are also

Recycling of
packaging

‘materials
¥4 million

Fertilizer 55,000tons 19 tons
shown. Inputs and outputs for the four production 20,000 tons
plants (P2) outside Japan are shown separately sl ucls 1:!Ox ;’“*‘ n
tons tons

Shipped C02
900 tons

Shipped C02
12,000 tons

from figures for Japan. CO, emissions during the 30,000
manufacture of raw materials and fuels were Production o *3 The amount of CO; fixed in products by means of the oxo process
ascertained as accurately as possible for the pur- 7,200 tons
Fresh water Final disposal
pose of LCA-type analyses. 6.6 milion ¢ 790 tons
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C Environmental Accounting

W Resource Efficiency Year-on-year Evaluation/ A : Deterioration =»: Unchanged N : Improvement Environmental Protection Costs (% milion)
Business Unit usiness Unit Food pemaltles hemical ompanles assification/Principal Activities :
with FY2004
tons/¥100 million sales 0.90 352 = 1,086 = m
tons/tons of production 179 N 208 A 096 = 068 2 074 A2 (1) In-Situ Operating Costs 649 3,978 359 3,851
Ke¥100 millon sales 839 N 238 > 733 A 268 - 86.8 N (1)1 Pollution Control Costs
- 167 14 0.2 017 0.23 (@ Water pollution control  Total volume of wastewater 48.7miliontons  10% reduction
el sl o : N . N : 2 . - . i [Investment] Installation of COD and nitrogen emission reduction 181 1,446 165 1,450 ©COD levels 401 tons  18% reduction
tons/¥100 million sales 047 ~ 42 A 125 A 29 2 1.7 N facilities, etc. « Nitrogen levels 270tons  11% reduction
tons/tons of production 094 ~ 0.025 => 0041 = 0.0018 2 0005 2 [Expense]  Improvement and operation/maintenance of * Phosphorous levels 21.2tons  14% increase
wastewater treatment facilities
- 1,000k2/¥100 millon sales 146 ~ 150 = 24 N 15 2 18 N
. @ Air pollution control, etc.
1,000kzons of producton 29 ™ 089 = 0079~ 0009 7 0048 > [Investment] Installation of xylene recovery facilities, etc. *SOx emissions 833tons 3% reduction
*1 Index of total usage of agricultural and petrochemical raw materials *2  Index of crude oil conversion to express energy usage in k2 [Expense]  The cost of operating and maintaining flue gas desul- 319 574 57 544 *NOXx emissions 5481ns  Unchanged
. . . . . ) . furization and denitration facilities, exhaust gas facili- * Dust emissions 24.6 tons 7% increase
Resource efficiency and fuel efficiency rates in the Bio-Chemicals business, Kyowa Hakko Food Specialties and Kyowa @ ties, deodorization facilities and pollution load levies
1 i i H T i I H _ - oo
Hakko Chemical decreased §I|ghtly o.vvmg to changes in the product mix, YVhICh shlﬁ.ed the focus' t? high-value-added Z (1) -2 Global Environmental Protection Costs T ey oy e
products. In the Pharmaceuticals business, energy and resource conservation efforts increased efficiency. = [Investment] Conversion of boiler fuel to city gas, gas turbine *Kyowa Hakko, Kyowa Medex, plus 5 other ~ 57.7k2/«100 milion 6% improvement
maintenance 92 482 117 504  companies ey
[Expense]  Purchase and use of CO, as a raw material for the * Kyowa Hakko Chemical 1672/t of production 4% increase
M Unit Emissions 0X0 process, operation and maintenance of energy *C0, emissions 601,000tons 5% reduction

Pharmaceuticals Bio-Chemicals Kyowa Hakko Kyowa Hakko Four Principal conservation facilities © 0, usage volume (Kyowa Hakko Chemical) 92,000tons 5% increase
_ s ot .

(1) -3 Resource Recycling Costs
| Unit €0z Emissions | tons/¥100 milion sales 154 613 ~ 176 2 568 - 193 [Investment] Engineering work on waste recycling facilities and * Fresh water usage volume 55,6 miliontons 5% redluction
| Unit Final Disposal ~ tons/¥100 milion sales 0.004 - 014 > 0 > 007 N 0.030 N water reduction 57 1,476 20 1,353 °Waste materials 123,00010ns 4% reduction
_ ons/¥100 milion sales 0017 35 - 083 7 051 = 046 w [Expense]  Maintenance and management of water conservation * Waste disposal at landfill sites 110tons  47% reduction
facilities and waste recycling and treatment facilities,
_ tons/%100 million sales 001 ~ 22 > 014 ~ 011 ~ 022 ~ outside recycling and contracted disposal of waste

*3 Index of total COD, N and P levels *4 Index of total SOx, NOx and dust emissions (2) Upstream and Downstream Costs
. . ) ' 1 43 0 46
. . L . o . X [Expense]  Promotion of green purchasing of office supplies Scope of Summary:

As a result of emission reduc?thn efforts a‘F the plallnts., CO, em|ss!ons, water pollution and unit final glsposal a.t landfills Refurtishment contract charges under the The production and R&D sites in Japan listed on Page 2 and Kyowa
improved. Although CO, emissions and air pollution increased slightly at Kyowa Hakko Food Specialties owing to an Packaging Materials Recycling Law Hakko head office
increase in products produced through highly energy-consuming processes, this business achieved an excellent score (3) Environmental Activities Costs Period Covered:
of O for unit final disposal (zero emissions). [Expense] ~ Operation of environmental management systems, Fiscal 2004 (Apri 1, 2004-March 31, 2005)

measurement of environmental impact, preparation Fiscal 2005 (April 1, 2005-March 31, 2006)

of environmental disclosure documents, environmen- 23 495 30 456  Calculations were based on suggested environmental accounting stan-

.. . . . tal improvement, including nature conservation, dards contained in the Environmental Accounting Guidelines 2005 of

M Emission Load Ratios by Business Unit greening, beautification and scenery preservation at Ministry of the Environment.

offices and in surrounding areas

1% 3% 3%
* Expenses include depreciation, personnel costs, utility fees, cost of
r r ' (4) R&D Costs 19 1389 18 1290 materials, cost of repairs, outside contracting costs.
[Expense]  R&D of environment-friendly products RD aimed at ’ ’ « Green purchasing statistics represent total purchases of environmen-
controlling environmental impact at the production stage tally conscious products, including Eco Mark products.
— . . ¢ Environment-related expenses are shown in the environmental
..

Y EEMIL TGS accounts. Kyowa Hakko also spent approximately ¥230 million on
8 [Expense]  Membership in and cooperation with environmental 0 14 0 14 ) Y . P pp ) y. .
) ) L independent programs in the area of social contribution activities (see
protection and nature conservation activities P
age 26).
. . . . L. L (6) Environmental Damage Related Costs
Water pollution emissions Air pollution emissions C02 emissions [Expense] Ol polution liabity insurance 0 1 0 1
(COD+N+P) (SOx+NOx+Dust)
Total 692 5,920 407 5,658

I Pharmaceuticals Business Unit Bio-Chemicals Business Unit I Kyowa Hakko Food Specialties B Kyowa Hakko Chemical

An analysis of the results for the Kyowa Hakko Group reveals that the water and air pollution levels of the Bio-Chemicals =
Business Unit are high due to emissions from the fermentation industry, and additional reductions are necessary. With
respect to greenhouse gases, although Kyowa Hakko Chemical, a chemical manufacturer, has adopted the oxo Total Investment

process for recovering and recycling CO. for some of its processes, its CO, emissions load is high and further energy Installation of coenzyme Q10 manufacturing facilities, expansion 6,697 10,253

conservation measures must be considered of eco-friendly chemical product manufacturing facilities, etc.
Total R&D Costs

R&D of new products and technologies i e
Il Breakdown of Environmental Protection Expenses (¥5.66 billion) by Business Unit Sales of Items Related to Resource Recycling as in (1)-3
Fertilizer containing organic materials, used catalysts and 428 361

Proportion compared with production value (%)*5 by-product oil, et
y-product oil, etc.

Effect Related to Saving Resources as in (1)-2 and 3 1,366 1397
i p! ion exp o Conservation of energy, water and resources and waste reduction ’ ’
jon value by busi i x100 (%)

20.5
Environmental protection expenses (¥100 million)

M Pharmaceuticals Business Unit Bio-Chemicals Business Unit ' Kyowa Hakko Food Specialties B Kyowa Hakko Chemical I Corporate and Other Expenses
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KEP Targets

*To reduce the Group’s CO: emissions by 6% from
the fiscal 1990 level by fiscal 2010

* To reduce per unit energy consumption by 1% per
annum

* To reduce the Group’s environmental management
costs by 10% from the fiscal 2003 level by fiscal
2007

* To achieve final disposal at landfills for the Group of
125 tons or less in fiscal 2007

Since 1998 the Kyowa Hakko Group has implemented
the Kyowa Eco-Project (KEP) with the aim of contributing
to the prevention of global warming and achieving zero
emissions. Each year we hold an Eco-Project meeting
where the results of project activities are reported.

This year’s meeting featured case examples not only
of zero emissions activities, but also of an initiative to
increase the resource recycling rate at a food plant and
reinforcement of the separation of waste thermal insula-
tion materials at a chemical plant. Reporting on energy
conservation activities included case examples of energy

GOP Targets

*To reduce electricity consumption by at least 1%
per annum

*To reduce copy paper use by 10% from the fiscal
2003 level over next three years

* To achieve a green purchasing ratio of 70% in fiscal
2007

Since 2000, the Kyowa Hakko Group’s head office,
regional offices, branches, plants and research facilities,
in cooperation with the labor union and Kyowa Hakko
General Affairs Department, have engaged in the Green
Office Plan, a program of administration environmental
protection activities.

In GOP results for fiscal 2005, energy consumption
was reduced by 5.3% from the previous year. Copier
paper use was reduced by 5.5%, marking a year-on-year
reduction exceeding 5% for the second consecutive year.
The medium-term objective for
the green purchasing ratio,
which is the value of Eco-Mark EER
products and other eco-
friendly products expressed as
a percentage of total office
supplies and copier paper pur-
chased, was achieved two
years ahead of schedule: the
ratio improved from 53% in
2003 to 70% in 2005.

=g T

Environmental Policy Poster
(Shikoku Branch)
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Group-Wide Environmental Protection Activities

S
o

conversion and nighttime electricity use with the s (/JQ’
aim of reducing greenhouse gas emissions. A o %
report on a waste treatment method that real-
izes both environmental cost reduction and
resource recycling presented by the plant
that has already achieved zero emissions
prompted an active exchange of opinions.

Boiler fuel conversion at the
Fuji Plant (completed in
November 2005)

The NAS battery system at the Kyowa Hakko
Food Specialties Tsuchiura Plant (installed in
May 2006)

A posture of systematically pur-
suing environmental improve-
ment is critically important in
GOP implementation.

Tsutomu Yanai
General Affairs Department, Head Office

GOP is an environmental protection activity aimed at
reducing the environmental impact of administration
departments. The General Affairs Department plays a
central role in implementing energy conservation meas-
ures, purchasing of Eco-Mark and Green Mark products,
and waste separation and recovery under the program.
In activities at the head office, we report results at
meetings of the Management and Union Communication
Council, post notices and reports on the internal web-
site, and periodically visit workplaces. We are making
steady progress, accomplishing year-on-year reductions
in electricity consumption and achieving the green pur-
chasing target with a green purchasing ratio of 74%.

o

a

Internal website to
promote GOP

Global-Warming Prevention Initiatives

sults for Fiscal 2005 [ Medium-ter >

*To reduce the Group’s CO, emissions
by 6% from the fiscal 1990 level by fis-
cal 2010 (Kyowa Eco-Project)

® To reduce per unit energy consumption
at the seven principal plants by at least
1% annually (Kyowa Eco-Project)

on year

® To reduce per unit energy consumption
to 90% of the fiscal 1990 level by fiscal
2010 (Japan Chemical Industry Association

e Continuation of results below the 90%
per unit energy consumption index tar-
get: 74% for Kyowa Hakko (including *To reduce CO, emissions at distribution
Kyowa Hakko Food Specialties, Kyowa units
Medex and other consolidated subsidiaries)

eThe Group’s CO, emissions were
601,000 tons, 14% below the1990 level

¢ Unit energy consumption at seven prin-
cipal plants was reduced by 3.7% year

¢ To reduce the Group’s CO, emissions
by 6% from the fiscal 1990 level by fis-
cal 2010

* To lower unit energy consumption index
to 90% of the fiscal 1990 level by 2010

target) and 87% for Kyowa Hakko Chemical

Reducing Greenhouse Gas Emissions

About 99% of the Kyowa Hakko Group’s greenhouse
gas emissions are CO, emissions resulting from ener-
gy use at plants and research facilities. In fiscal 2005
the Group achieved a steep reduction in total CO,
emissions of 35,000 tons year on year. Kyowa Eco-
Project activities have been coming into flower includ-
ing continued low-energy operation of waste liquid and
exhaust gas treatment facilities, greater efficiency at
private power generation facilities, enhancement of

fuel recovery from manufacturing processes an

d

meticulous energy conservation measures at laborato-

ries. Furthermore, in November 2005 the Fuji Plan

t,

the principal pharmaceuticals plant, converted its boil-
er fuel from crude oil to city gas. This is expected to
result in a reduction in CO, emissions of about 3,000

tons per year from fiscal 2006 onward.

Preventing Ozone Layer Depletion

The Kyowa Hakko Group uses chlorofluorocarbons
(CFCs) in industrial freezers at 15 business sites. CFC
emissions in fiscal 2005 totaled 2.30 tons (the green-
house gas equivalent of approximately 7,800 tons of

COy,). Kyowa Hakko is converting to CFC alternatives.

M Trends in the Unit Energy Consumption Index

(Kyowa Hakko, Kyowa Medex and other consolidated subsidiaries)

(K2/¥100 million) (%)
120 gL

< 100 100 96.1 100

o

g 88.1

E 80 785 69 785 76 765 781 735 80

3 69.2

3 0 60.4 617  60.0 613 577 €0

3

s 40 40

w

E 2 2
o 0

Unit Energy Consumption Index

(FY) 90 99 00 01 '02*1 03 04 ‘05
Unit Energy Consumption @ Unit Energy Consumption Index (1990=100%)

%1 The deterioration in per-unit consumption in fiscal 2002 resulted from the
sale of the liquor business.

B CO, Emissions

(Thousands of tons)
1,000

773
70 704 712708707 gg4
636 6o

500

CO2 emissions

250

0
(FY) ’90 '99 ’00 01 ’02 03 ‘04 ’05

CO: emissions of Kyowa Hakko, Kyowa Hakko Food Specialties,
Kyowa Medex and other consolidated subsidiaries
CO2 emissions of Kyowa Hakko Chemical

M Energy Consumption (Crude-oil equivalent)

(Thousands of k2)
400

335
323
300 302 304 312 302
284 273

200

100

Energy consumption

0
(FY) '90 ’99 ’00 ’01 02 03 '04 ’05

Energy consumption of Kyowa Hakko, Kyowa Hakko Food Specialties,
Kyowa Medex and other consolidated subsidiaries

Energy consumption of Kyowa Hakko Chemical

The scope of energy consumption statistics is in accordance with the Energy
Conservation Law.

H Trends in the Unit Energy Consumption Index
(Kyowa Hakko Chemical)

(£/Tons of production) (%)

240 120

g
- 200 100 100 £
§ S 932 937 921 ggy grg a1 872 . %’
g T 1o e o e 4 et s
8 120 60 S
B %
s 80 @ 8
EI;I LIC.I
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0 0
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Unit Energy Consumption @ Unit Energy Consumption Index (1990=100%)
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Preventing Air and Water Pollution

|_ Results for Fiscal 2005 Medium-term Targets

Atmospheric Emissions*' SOx emission  833.0 tons, 3% reduction o
SOx emission less than 2,595 tons - SOx emission less than 250 tons
o NOx emission 548.0 tons, unchanged L
NOx emission less than 755 tons Dust emission  24.6 t 7o i NOx emission less than 731 tons
Dust emission less than 323 tons s 401 '0 tons, 18‘; m:rea:e Dust emission less than 287 tons
Water Emissions*? N eve-ls s 27 0' 0 tons, 1 1; reduct!on COD levels less than 920 tons
COD levels less than 920 tons rogen fevels - ons, TIY6 TeAUCtion  Nitrogen levels less than 850 tons

Nitrogen levels  lessthan 950 tons ~ Phosphorous levels
Phosphorous levels lessthan 29 tons

21.2 tons, 14% increase

Phosphorous levels  less than 25 tons

*1 The value obtained by applying a value equivalent to 50% of the legally mandated concentration to the total volume

*2 50% of the value subject to voluntary management at business sites.

Reducing Pollutant Emissions

Although dust emissions increased slightly, SOx and
NOx emissions were maintained at the prior-year low
levels. Kyowa Hakko Group made a far-reaching deci-
sion to reduce SOx emissions by means of fuel con-
version, and a substantial reduction is expected in
fiscal 2007. Accordingly, we revised the medium-term
target downward by about 90% to 250 tons.

With regard to water pollutants, COD and nitrogen
emissions were reduced by 18% and 11%, respec-
tively, to record-low levels as a result of efforts
improve and stabilize the operation of air distributors
at wastewater treatment facilities in the Yokkaichi,
Hofu, and Fuji Plants. However, the volume of phos-
phorous emissions increased by 2.7 tons year on year
and returned to the 2003 level owing to the impact of
the production mix. The Hofu Plant is currently
expanding its waste liquid treatment facility with the
aim of increasing the phosphorous removal rate.

Rapidly discovering and
responding to small
changes is the key to
wastewater control.

Masahi Tamura
Technical Department, Fuiji Plant

We engage in facilities mainte-
nance day and night to ensure
the stable operation of waste-
water treatment facilities. The cleaning of wastewater
strainers and sedimentation tanks is an especially
arduous task performed while wearing protective
equipment. We will continue to work to protect the
Kise River (a Class A river) environment.
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Chemical Substance Reduction

|_ Results for Fiscal 2005 Medium-term Targets

* Emissions of twelve targeted chemical
substances were 5.8 tons, 41% below

the 2003 level
*To reduce emissions of chemical sub-
stances by 50% from the 2003 level by

sl 20z the 2003 level

e Emissions of PRTR Law-designated
substances were 37.5 tons, 2% below

*To reduce emissions of chemical sub-
stances by 50% from the 2003 level by
fiscal 2007

¢ Emissions of VOCs were 390 tons, 37%

below the 2003 level

Restriction on Emissions of 12 Chemical
Substances

In fiscal 2005 emissions of 12 chemical substances
targeted by the chemical industry for priority efforts to
reduce emissions were 5.8 tons. This represents a
reduction of 41% from the 2003 level.

Curbing Emissions of PRTR Law Class |
Chemical Substances

The Kyowa Hakko Group issued a report for fiscal
2005 for seven plants subject to reporting require-
ments for PRTR Law Class [ chemical substances.
The total amount of these substances handled by the
Kyowa Hakko Group in fiscal 2005 was approximately
270,000 tons, and emissions into the environment
increased slightly year on year to 37.5 tons. The
increase is attributable to a review of the volume of
phthalic anhydride emitted into the water. Xylene
accounts for a high proportion of PRTR Law designat-
ed substances, and we are continuing with reduction
efforts by means of hard and soft approaches.

I Total Emissions of Class | Chemical Substances

Coase B
o120
,,,,, L
[ Affiliated companies

60 62.0 [ Chiba Plant
””””””””””””” w9 ... [Z\Yokkaichi Plant

442 D w3 )

384 g 375 lSa_lfal Plant

,,,,, 30 P e l .= M Fuji Plant
I [ Ube Plant

- - Hofu Plant

(Fy)’98 '99 00 ’01 ’'02 ’03 ’'04 ’05

Managing Soil Pollution Risk

In fiscal 2005 Kyowa Hakko continued to conduct sur-
veys to determine whether hazardous substances are
used on the basis of soil pollution countermeasure
regulations adopted in 2004.

To date no problems have been discovered. We
have decommissioned an underground crude oil stor-
age tank, and only one underground tank remains in
operation in the Group.

Reducing Volatile Organic Compound
(VOC) Emissions

As a member of the Japan Chemical Industry
Association, the Kyowa Hakko Group conducts sur-
veys of VOC emission levels and engages in measures
to reduce emissions. Three business sites are subject
to legal reporting requirements for VOCs. In fiscal
2005 VOC emissions were 390 tons, and we are con-
sidering the adoption at all plants of measures to curb
emissions of methanol, which accounts for 73% of the
total volume of emissions.

Il Emissions of Volatile Organic Compounds
(Fiscal 2005)

24
28

53 Total
emissions
390 tons
[%1 Methanol
Acetone
PRTR substances

Ethyl acetate, etc.
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Zero Emission

[ Results for Fiscal 2005 [ Medium-term T >

* To maintain zero emission status of
seven principal plants

e Zero emission status maintained

*To achieve Group-wide final disposal

(Final disposal at landfills for the Group ~ *Final disposal at landfills was 110 tons, ~ at landfills of 125 tons or less in fiscal

of 250 tons or less)*!

a further reduction of 47% year on year 2007

*1 In addition to recycling, the Kyowa Hakko Group must also deal with waste materials that require appropriate disposal through incineration. The Group’s
zero emission strategy, therefore, calls for the reduction of final disposal at landfills, which involves a high environmental risk, to no more than 0.1% of total
waste. The target for fiscal 2005 is to reduce final disposal at landfills to no more than 0.1% of the total in fiscal 2000 (250,000 tons), or 250 tons.

Achieving Zero Emission Status

The Kyowa Hakko Group has set the challenging tar-
get of achieving less than 0.1% of the fiscal 2000 final
disposal of waste at landfills (250 tons or less) and has
been working to achieve zero emission status. The
Group’s seven principal plants achieved zero emission
status by fiscal 2005. Initiatives implemented at Group
business sites over the years and their results are
shown in the table below.

1996 Improvement of fiber drums with metal lids
(Hofu Plant)

1998 Commencement of Kyowa Eco-Project activities

2001 Elimination of outer packaging from the
pharmaceutical production process (Fuiji Plant)

2002 Achievement of zero emission status at the Fuji Plant

2003 Achievement of zero emission status at the Hofu
Plant and Tsuchiura Plant

2004 Conversion of cinders into cement raw material
(Ube Plant)
Achievement of zero emission status at the Ube
Plant and Kyowa Medex Fuiji Plant

2005 Achievement of zero emission status at the Chiba
Plant and Yokkaichi Plant

2006 Conversion of waste hard glass into lightweight
aggregate (Fuiji Plant)

The key points in waste
separation are understanding
of mechanisms and full
participation.

Seiya Kimura
Environment and Safety Office, Hofu Plant

At the Hofu Plant, reinforcement of waste separation
with the participation of all workers with the objec-
tive of achieving the complete recycling of paper and
efficient use of waste plastics has made possible inex-
pensive waste disposal methods and the construction
of safe, secure disposal systems.
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M Trends in Waste Materials and Final Disposal at
Landfills
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250,000 245,390 2,500
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Waste materials " Final disposal at landfills

We will proceed with our next task, which is to aim for
minimization of environmental load and cost while
maintaining zero emission status.

Dioxin Reduction Measures

In fiscal 2005 Kyowa Hakko decommissioned one
incinerator, and six incinerators remain in operation.
We engage in rigorous management of these incinera-
tors using hard and soft approaches and operate them
in accordance with legal standards.

Measures Concerning Polychlorinated
Biphenyls (PCBs)

In the past, the Kyowa Hakko Group used transform-
ers, condensers, stabilizers and other items containing
PCBs. In accordance with the PCB Special Measures
Law, these items have been placed in secure storage
facilities designed to prevent seepage into the ground.
We have made arrangements with the Japan
Environmental Safety Corporation for the treatment of
condensers and other items.

Condensers and transformers 87
Lighting stabilizers 3,365
Insulation oil containing PCBs 4549

Environment-friendly Products

Phytase Kyowa and Driselase®

—Enzymes that Decompose Persistent
Substances in Livestock Feed

Chemical Action of Phytase

Phytic acid

Digestion of Plant Tissue by Means
of Driselase®

Milk, meat, eggs

Effective utilization

As the use of animal-derived materials in feed has been restrict-
ed in Japan since the autumn of 2001, the use of plant-derived
materials is widespread. However, plant-derived materials con-
tain large quantities of persistent substances such as phytic
acid, cellulose and lignin, which
Phytase acts as scissors cause increased excretion and
>&5— Phytase poor growth in livestock. Kyowa
Hakko feed enzymes Phytase
Kyowa and Driselase® are prod-
%\@ Ne ucts that contribute to livestock
farming by improving deficien-
{gositol iy o ?@: Inositol ring :Xw cies ingplgnt—o?erivec? materials
Dy 65 when added to livestock feed.
mum .................. Calcium — Phytase acts as “scissors” that
= i cut phosphoric acid away from
phytic acid (Inositol-phosphate).
Added to livestock feed, it increases digestibility and the quantity
of bio-available phosphorous to livestock, simultaneously deliver-
ing environmental benefits by reducing phosphorous excretion.
The action of enzymes (such as pectinase and cellulase) in
Driselase® decomposes indigestible plant cell membranes in
. . Intermembraneous substances X . . . . T . .
m;li-\tglrl:;?lpg?tzlt‘:llgg {pectin, other substances) livestock feed, thereby increasing its digestibility and contributing
2 to improvement in feed efficiency.
Agrochemicals of Kyowa Hakko’s Bio-Chemicals
Business Unit desires to contribute to reducing
livestock farming production costs and improving
i, e wbsanceg  TN€ €Nvironment by supplying feed enzymes and

Absorption of . i . id
nutrlepts The Macerating -’-':'ﬂ_-“ |_E__>_ ﬁﬁ/ amino acias.
T, Activity of ~ * " i 1.-: e
LR . @ | S o
*  Driselase™ .= -
Disintegration of the
plant cell membrane '
Cellulase,
Protease, i 3
other e
substances — —
_ g Effect of Phytase
Nutrients
(protein, other substances)  * An action that disintegrates plant tissue 120
112
110 106 q07
100 ——
90—
Test area
[ Phytase 80
Body weight Daily increase Feed efficiency

in body weight

® Test chickens: One-week-old single-comb white leghorn male chicks

® Test period: 10 days

* Body weight: daily increase in body weight and feed efficiency for the
test area are taken as 100.
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( Environmental and Social History

When asked for advice about which of two research
subjects to choose, our founder told the person
concerned to “choose the subject that brings
greater benefit to the world.”

Q0NN GXd; Y [[@YN Isononanoic Acid and Octanoic Acid

Lubricant Raw Materials for Ozone-friendly
CFC-substitute (HFC) Refrigeration

It is necessary to manufacture air conditioners and large-capacity freezers with systems that
use ozone-friendly CFC-substitute refrigerants, such as HFC R-407C and R-410A.
Compressor lubricants used in air conditioners, large-capacity freezers and other
equipment must be highly compatible with CFC-substitute products. The main 1948 @ Establishment of Japan’s first mass-production system for the manufacture of

ingredients of these Iupricgnts are i:?ononanoig acid angl oct‘anoic aciq. ?ﬁgct)xhig?oz;t\?v?l?g?hmeTg/atsji?owa kKOS UL SUess. 5 .
Kyc?wa Hakko Chemical mc'reased its production capaqty of. isononanoic 1949 ® Kyowa Hakko Kogyo Co., Ltd. is established. treptomyein 5
acid to over 12,000 tons in 2005 and that of octanoic acid to 40,000

tons in 2006 as required to meet expanding world demand.

Founder Dr. Benzaburo Kato

1951 @ Kyowa Hakko makes an important contribution to the fight against tuberculosis by becoming
the first manufacturer in Japan to mass-produce streptomycin, using technology licensed from
Merck & Co. of the United States.

1956 @ Kyowa Hakko invents the world’s first fermentation-based production method for
L-glutamic acid, pioneering the use of fermentation technology to produce amino acids.

1958 @ Kyowa Hakko invents a fermentation-based production method for L-lysine.

Diacetone Acrylamide (DAAM)

for Use in Water-based Coatings

® Kyowa Hakko receives the Chemical Society of Japan’s Award for Technical Development and
Okochi Memorial Prize in recognition of its invention of the fermentation-based method for the
production of L-glutamic acid. L-glutamic acid

Diacetone acrylamide (DAAM) is used in the manufacture of water-based coatings for
application on building exteriors and wood products such as kitchen cabinets. Water-
based coatings manufactured using DAAM produce significantly less volatile organic
compound (VOC) emissions. There is intense interest in these products, which combine
consideration for the environment and workers’ health with excellent durability in both inte-
rior and exterior applications.

1964 @ Production of organic fertilizer using recycled fermentation mother liquor at the Hofu Plant.
m 1966 @ Kyowa Hakko receives the Japan Academy Prize for research on the production of amino acids using fermentation.
& 1970 @ An oxo process is used to recover COx.

1977 @ Kyowa Hakko becomes the first company in Japan to receive an award from the Japan’s Environment Agency in

" recognition of its achievements in recycling fermentation waste liquids and improving water quality.

1988 @ The Kato Memorial Bioscience Foundation is established.

1993 @ Developed and commercialized Landfill Liner, polyurethane sheets for final waste-disposal sites.

\ ® Developed and commercialized new raw lubricant for CFC-substitute refrigerant.

1996 @ Implementation of Responsible Care.

® Developed and commercialized phytase, an enzyme used in feed additives to
prevent environmental damage caused by the livestock industry.

E LI SA An a|YSiS KYOWA M E D EX 1997 @ Commercialized a new manufacturing method for hydroxyproline, an amino acid

for Food Safety through Analysis of Harmful Substances that uses no collagen and causes little environmental damage.

. - ) . Awarded by Japan’s Environment
® Simplified and reduced the volume of packaging used for pharmaceuticals and foods. Agency

1998 @ Kyowa Hakko establishes a system to recycle shochu distillate, allowing the cessation of ocean discharges.

Mycotoxins are harmful substances produced by fungi. More than 100 ® Commencement of global-warming prevention and zero emission activities in the Kyowa Eco-Project.
types of mycotoxins are known. Although no mycotoxin-related acci- @ Installation of cogenerator at the Chiba Plant.
dents have been reported in Japan, a number of accidents have 1999 @ Kyowa Hakko receives the Technology Award from the Japan Scientific Feeds Association in recognition of its
occurred overseas. Accordingly, analysis of imported foods and development and popularization of animal feeds designed to reduce environmental loads, through business activities
domestic agricultural produce is necessary. Kyowa Medex has devel- centering on amino acid and enzyme products used in animal feeds.
oped an ELISA analysis method for three highly toxic mycotoxins ® Implementation of deodorizing facilities at the Hofu Plant.
(deoxynivalenol (DON), nivalenol (NIV) and T-2 toxin), produced when @ Publication of the Health, Safety, and the Environment Report.
wheat or other grains are infected 2000 ® Enhancement of NOx removal facility at the Yokkaichi Plant.
by wheat fusarium head blight, )\zﬂt’i’éi'gy 2001 @ Received ISO 14001 certification at eight Kyowa Hakko, Kyowa Hakko Chemical,
and undertakes contracted Mycotoxin from a sample Kyowa Hakko Food Specialties and Kyowa Medex plants.
analysis. It also performs con- plate mycotoxin-coated Comrgggggg\ ® Conversion of boiler fuel to city gas at the Sakai Plant.
tracted analysis for the mycotox- 2002 @ Shipment of recyclable fiber drums.
ins zearalenone, patulin and ® Commissioning of the Eco-tanker Sensho. The Eco-tanker Sensho
aflatoxin B1. In this way, Kyowa Coloration . POD-labeled Se:.%?é‘?éi ® Conversion of boiler fuel to city gas at the BioFrontier Laboratories.
Medex contributes to food safety h( 2003 @ Installation of energy-saving air distributors for wastewater treatment facilities at the Yokkaichi, Hofu and Fuiji plants.
through analysis performed using * 2004 @ Zero emission status is achieved throughout the entire Group.
unique technologies. m m 2005 @ Conversion of boiler fuel to city gas at the Fuji Plant.
K j ®Business events @R&D events @ Social contribution events  @Environmental events
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Site Data

N

@ Hofu Plant

Location

Telephone
Site area

Main activities

1S0 14001
accreditation date

1-1, Kyowa-machi, Hofu City, o Fiscal 2004 Fiscal 2005
Yamaguchi Prefecture itiaiie Performance | Performance

0835-22-2511 o eﬂergx?/;il(l)fgrr);:ﬁ;n of production) 238 229 96%
694,000 m? SOx emissions (tons/year) 790 777 98%
Pharmaceuticals, foodstuffs, NOX emissions (tons/year) 209 190 91%
biochemicals, alcohol Dust emissions (tons/year) 9 11 122%
July 26, 1999 Wastewater volume  (million tons/year) 19 18 94%
COD levels (tons/year) 220 191 87%
Nitrogen levels (tons/year) 165 178 108%
Phosphorous levels (tons/year) 4 7 178%
Volume of waste materials*" (tons/year) 80,405 81,344 101%
Zto :gnmdiil‘l)fs‘i,;’:: 1o diposd (tons/year) &l 33 106%

*crude-oil equivalent

O Ube Plant

Location

Telephone
Site area

Main activities

1SO 14001
accreditation date

2548, Fujimagari, Ube City, o Fiscal 2004
Yamaguchi Prefecture L Performance | Performance

_99_ Unit energy consumption
0836-22-5500 (k8*/m>-floor area) 52 46 88%

479,000 m* SOx emissions (ons/yean 47 8 102%
Pharmaceuticals, NOx emissions (tons/year) 12 8 69%
biochemicals Dust emissions (tons/year) 1.2 0.2 17%
September 11, 2000 Wastewater volume  (million tons/year) 26 23 92%
COD levels (tons/year) 166 145 87%
Nitrogen levels (tons/year) 109 68 62%
Phosphorous levels (tons/year) 11 9 81%
Volume of waste materials*" (tons/year) 6,409 5,564 87%
Zto :znmdiiltljfs‘i,::ss 1o diposd (tons/year) 8 5 63%

*crude-oil equivalent

© Fuiji Plant

Location

. ..==+ Telephone
Site area
Main activities

1SO 14001
accreditation date
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1188, Simaioga
Nagaiizumi-cho, Sunto-gun, Performance | Performance

Shizuoka Prefecture

Unit energy consumption
[y 0.21 0.20 96%

055-986-7600 (ke*/m?-floor area)

SOx emissions (tons/year) 5 6 122%
65,000 m? ..

NOx emissions (tons/year) 13 " 86%
Pharmaceuticals Dust emissions (tons/year) 0.1 0.05 50%
May 29, 2000 Wastewater volume  (million tons/year) 2.7 25 93%

COD levels (tons/year) 9.9 83 33%

Nitrogen levels (tons/year) 5.3 3.0 56%

Phosphorous levels (tons/year) 0.3 0.5 181%

Volume of waste materials*" (tons/year) 631 657 104%

Volume of waste disposal 0 0

at landfill sites (tons/year) -

*crude-oil equivalent

S

Yokkaichi Plant,

Kyowa Hakko Chemical Co., Ltd.

Hofu Plant
Ube PIanti’
g
';‘ ,(;‘
P,

iy

~ Tsuchiura Plant,

Sakai Plant Kyowa Hakko Food Specialties Co., Ltd.
¢ . Chiba Plant,
f( _ ’( Qf Kyowa Hakko Chemical Co., Ltd.
p.

. "3; ! Fuiji Plant,
N ‘ Kyowa Hakko Medex Co., Ltd.
. :
i Fuji Plant

0 Sakai Plant

Location

Telephone
Site area
Main activities

1S0 14001
accreditation date

Location

Telephone
Site area
Main activities

1SO 14001
accreditation date

1-1-53, Takasu-cho, Sakai o Fiscal 2004
City, Osaka Prefecture e Performance | Performance

072-223-5554 Unit energy consumption 20 23 115%

(ke*/¥100 million of production)
21,000 m? SOx emissions (tons/year) 0 0 —
Pharmaceuticals NOXx emissions (tons/year) 0.5 0.5 100%
November 27, 2000 Dust emissions (tons/year) 0 0 =
Wastewater volume  (million tons/year) 0.07 0.065 88%
COD levels (tons/year) 1.4 2.3 164%
Nitrogen levels (tons/year) 0.3 0.2 53%
Phosphorous levels (tons/year) 0.07 0.06 86%
Volume of waste materials*" (tons/year) 436 282 65%
Zto llznmdiil(ljfs‘i,::ss 1o diposd (tons/year) 5 8 170%

*crude-oil equivalent

O Tsuchiura Plant, Kyowa Hakko Food Specialties Co., Ltd. Including Tsuchiura (Healthcare) of K

4041, Ami, Ami-machi, Fiscal 2004
Inashiki-gun, Performance | Performance

Ibaraki Prefecture

Unit energy consumption
" o . 32 4 128%

029-888-8001 (k€*/¥100 million of production)

SOx emissions (tons/year) 0.4 0.3 75%
178,000 m? —

NOx emissions (tons/year) 3.3 35 106%
Foodstuffs Dust emissions (tons/year) 0.2 0.2 100%
March 21, 2000 Wastewater volume ~ (million tons/year) 0.6 05 87%

COD levels (tons/year) 3.4 2.2 65%

Nitrogen levels (tons/year) 1.2 1.4 117%

Phosphorous levels (tons/year) 0.2 0.1 50%

Volume of waste materials*" (tons/year) 792 1049 132%

Volume of waste disposal 0 0

at landfill sites (tons/year) -

*crude-oil equivalent

*1 Amounts calculated on the assumption that biologically treated sludge has an 85% water content
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0O Chiba Plant, Kyowa Hakko Chemical Co., Ltd.

Location

Telephone
Site area
Main activities

1SO 14001
accreditation date

11-1, Goiminamikaigan,
Ichihara City, Chiba Prefecture

0436-23-9111
215,000 m?
Chemicals
November 27, 2000

Unit energy consumption

Fiscal 2004 Fiscal 2005

(£*/ton of production) 164 161 98%
SOx emissions (tons/year) 0.2 0.2 100%
NOx emissions (tons/year) 38 40 105%
Dust emissions (tons/year) 1.7 25 147%
Wastewater volume  (million tons/year) 1.9 1.8 95%
COD levels (tons/year) 17 20 119%
Nitrogen levels (tons/year) 10.8 10.5 97%
Phosphorous levels (tons/year) 1.1 0.9 82%
Volume of waste materials*" (tons/year) 1,022 935 91%
Zto llgnmdiil(ljfs‘i/:::te deposel (tons/year) 26 5 19%

@ Yokkaichi Plant, Kyowa Hakko Chemical Co., Ltd. Including Yokkaichi (Pharmaceuticals

Location

Telephone
Site area
Main activities

1S0 14001
accreditation date

O Fuji Plant, Kyowa Medex Co., Ltd.

2-3, Daikyo-cho,
Yokkaichi City, Mie Prefecture

0593-31-0624

323,000 m?

Chemicals, pharmaceuticals
July 23, 2000

*crude-oil equivalent

Performance
tenerey Consur?zt*'%n of production) 161 168 104%
SOx emissions (tons/year) 1.9 1.4 74%
NOXx emissions (tons/year) 261 285 109%
Dust emissions (tons/year) 11 10.4 95%
Wastewater volume  (million tons/year) 3.3 1.86 56%
COD levels (tons/year) 42 29 70%
Nitrogen levels (tons/year) 10 8.1 81%
Phosphorous levels (tons/year) 2 3.8 190%

Volume of waste materials*" (tons/year)

36,108 31,309 87%

Volume of waste disposal
at landfill sites (tons/year)

98 42 43%

Location

Telephone

Site area

= Main activities

1S0 14001
accreditation date
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600-1, Minamiisshiki,
Nagaizumi-cho, Sunto-gun,
Shizuoka Prefecture

0565-988-6000
24,000 m?

Diagnostic reagents, medical
equipment, contract analysis

November 26, 2001

Unit energy consumption

*crude-oil equivalent

Fiscal 2004 Fiscal 2005

(k€*/¥100 million of production) 19.2 17.6 92%
SOx emissions (tons/year) 0.92 0.29 32%
NOx emissions (tons/year) 9.9 6.4 65%
Dust emissions (tons/year) 0.19 0.23 121%
Wastewater volume  (million tons/year) 0.11 0.09 84%
COD levels (tons/year) 0.06 0.02 33%
Nitrogen levels (tons/year) —_ —_ —_
Phosphorous levels (tons/year) — — —
Volume of waste materials*' (tons/year) 74 65 88%
Volume of waste disposal 0 0 o

at landfill sites (tons/year)

*crude-oil equivalent

*1 Amounts calculated on the assumption that biologically treated sludge has an 85% water content

Stakeholder Meeting

On May 12, 2006, Kyowa Hakko convened its second annual stakeholder meeting.
In preparation for the meeting, to deepen the understanding of Kyowa Hakko among
the meeting participants, we conducted a tour of the Fuji Plant on March 31.

The Fuji Plant Tour

Ueda: It was my first time to tour a pharmaceutical plant.
The ingenious measures to ensure safety and cleanliness
in pharmaceutical production found everywhere through-
out the plant were impressive. | was convinced that rigor-
ous checks were being conducted of incinerators and
that proper measures were being taken to dispose of
incinerator waste.

Azuma: The Fuiji Plant was the first at Kyowa Hakko to
achieve zero emissions and is maintaining zero landfill dis-
posal volume.

Ueda: | think another important consideration with regard
to the environment is water. | think that plant wastewater
is a matter of concern in relations with the local communi-
ty, and believe the reason that conflict has been avoided
is that wastewater is being skillfully managed.

Tsunoda: Mt. Fuji can be seen from the Fuiji Plant, and
there is clean water nearby. Issues connected with seeds
and species tend to come up when talk turns to biodiver-
sity, but habitat diversity is another consideration. | think
that food for sweetfish is an important consideration for
ensuring that sweetfish inhabit the river.

Tatsumi: Having a river nearby is soothing, and | think it's
also good from the standpoint of having an indicator that
can be visually confirmed. Water is always an important
consideration when planning a town.

Azuma: The key reason founder Benzaburo Kato decided
on this location for the Fuji Plant was the good water.
Ueda: | think that the fact that the plant location was

selected because the water is good was the deciding fac-
tor that destined Kyowa Hakko to be conscious of the
environment.

Tsunoda: | think the Fuji Plant is pharmaceutical “sacred
ground” for Kyowa Hakko, the starting point for determin-
ing how corporate social responsibility has been handed
down over the years. However, isn't it true that the fact
that this area is the cradle of streptomycin, the core of
Kyowa Hakko’s pharmaceuticals business, isn’t well
known among local residents?

Honda: Although they probably know about strepto-
mycin, their understanding might further increase if they
knew that it was first made here.

Tsunoda: Mass production of streptomycin began 55
years ago. At the time it was extremely expensive and
people couldn’t afford it. In those days tuberculosis was
an incurable disease.

Azuma: “Returning to the founding principle” is a subject
that President Matsuda often raises. Perhaps strepto-
mycin and Kyowa Hakko’s relationship with nature are
other corporate messages that should be communicated
in the report.

Tsunoda: Protection of water resources is so important
that in Europe it is covered by EU directives.

Fujisawa: The reason water resources are protected in
Europe is probably that many rivers in Europe flow
through a number of countries. The Fuiji Plant and Kyowa
Medex participate in cleaning up the Kano River System
each year.
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Ms. Kimie Tsunoda Mr. Akifumi Ueda  Ms. Kikuko Tatsumi Ms. Okamura Masaki Azuma Toshio Fujisawa  Kenshiro Honda

Steering Committee of ~ Representative Board Member, Student General Manager Manager Manager
the Valdez Society Citizens” Science Chairperson Doctoral Program Quality Assurance, Quality Assurance, Corporate
Initiative Japan Environmental Graduate School Environment and Safety  Environment and Safety  Communications
Committee Kyushu University Department Department Department
Nippon Association of Kyowa Hakko Kogyo Kyowa Hakko Kogyo Kyowa Hakko Kogyo

Okamura: It’s important to continuously maintain environ-

mental objectives. In the absence of objectives, people
have to do things on their own and their efforts aren’t
readily understood or appreciated. The question of evalu-
ation criteria is a difficult one.

Fujisawa: In 2005, Kyowa Hakko won an award for cor-
porate advertising. The award was conferred for what you
might call the “recycling society response” series of ads.
They were based on the slogan “Nature as a Vast
Hospital” and a concept that extolled calm and leisurely
pursuit of the slow life.

Tatsumi: Although | think that in society today, this is
linked to sustainment of the environment through meas-
ures such as water conservation and global warming pre-
vention, when one takes the long-term view—for
instance, what Kyowa Hakko will be like 50 years or 100
years from now—I think the present starting point of sus-
tainability must be continued and that Kyowa Hakko must
be sustainable from a long-term perspective as well.

Purpose of the Report

Tatsumi: | think it is important that employees take pride
in their companies. That attitude isn’t widespread among
young people today, is it? | think that communicating to
the employees the wonderful things that Kyowa Hakko is
doing will make them aware that their company is an
excellent company and motivate them to work. That atti-
tude will certainly be communicated to people outside the
Company, and | think it will be understood. Reaffirmation
within the Company is important.

Tsunoda: | think that in that process, the key point should
be what Kyowa Hakko regards as most important in issu-
ing the sustainability report.

Okamura: The topic “corporate culture analysis” was
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included in last year’s report. But, | found it difficult to dis-
tinguish the characteristics of Kyowa'’s corporate culture.
I would like for that to be taken up in more detail.

Azuma: Ms. Okamura, you always attend regional dia-
logues of the Japan Responsible Care Council. | would
like to hear your views about how Kyowa Hakko’s activi-
ties compare to those of other companies.

Okamura: The other day, | attended a responsible care
dialogue meeting for the Ube-Onoda district that involved
a tour of the Kyowa Hakko Ube Plant. Participating mem-
bers of the local residents’ association toured the plant
with considerable interest. | think that dialogue activities
that include plant tours are a good opportunity for local
residents and workers to learn about each other. As no
particular complaints about Kyowa Hakko were
expressed at the dialogue meeting, | got the impression
that what needs to be done is being steadily accom-
plished and that communication with local residents is
successful.

Tsunoda: For foreign companies, accountability com-
monly takes the form of reporting in the social and envi-
ronmental sections of annual reports.

Honda: Although we touch upon society and the environ-
ment in the CSR section of the annual report, to some
degree the content is limited to outline information. | think
that it is sufficient that the Sustainability Report and cor-
porate website are available for those who wish to know
more about these matters.

Tsunoda: Annual reports are for investors. As people
involved with socially responsible investment want to con-
firm whether the dividends they obtain are really dividends
from companies that exercise social responsibility, | think
companies must indicate how corporate profits are linked
to social initiatives.

Consumer Specialists

Honda: In annual report preparation, we desire to
increase the number of investors who would like to foster
and develop Kyowa Hakko.

Tatsumi: | think that the concepts “placing importance on
benefiting the world” and “being allowed to exist” are the
starting point of Kyowa Hakko. | think it would be good to
express the philosophy Kyowa Hakko has expounded
since its founding without necessarily explaining what
CSRis all over again.

Tsunoda: If it is clearly decided what social performance
is required in the activities of the pharmaceutical, bio-
chemical, chemical, food and other businesses, Kyowa
Hakko can engage in management in line with that
requirement and can report on appropriate performance
indicators. Because the company does business globally,
there are some aspects of the report that mustn’t be
altered. Because it is a group report, it is not only for
Japanese readers, and a global perspective is necessary.

Resource Procurement

Azuma: Social responsibility in resource procurement is
another difficult issue for us.

Tatsumi: It's important to demonstrate a posture of gath-
ering information on resource procurement, even if it can’t
be accomplished right away. It's important to confirm
things to the extent that information is available and
expand the scope of available information.

Azuma: It's becoming an essential matter for Japanese
companies. No matter the business activity, the subject
of overseas resource procurement inevitably arises.
Tatsumi: Until recently, there was absolutely no aware-
ness of the subject, was there? In many situations there
was no consideration of how suppliers abroad dug up
resources or what sort of people were working there.
Ueda: The sustainability report contains case examples
from overseas. However, it doesn’t touch on the environ-
mental or social impact. It seems to me that people with
that sort of perspective who read the report probably
want to see data.

Azuma: Although we obtain data, we haven’t organized it
from that perspective.

Tsunoda: That’s the argument put forth by NGOs. They
maintain that resource procurement has such a great
impact that companies should exercise social responsibil-
ity in this area. If biological raw materials come from
Malaysia, Indonesia and Central and South America, peo-
ple want to know how the purchasing company is man-
aging the materials and whether it is exercising due
influence.

Azuma: I've heard that green procurement extends to
ensuring environmental consciousness on the part of
supplier trading companies, but the real question is the
environmental consciousness of the companies that sup-
ply the trading companies.

Tatsumi: | don’t think it’s something that can be accom-
plished overnight. However, aren’t sensitive companies
aware of it and already beginning to take action?
Tsunoda: | think that if a company is engaging in green
procurement, it’s important to communicate the fact.
Azuma: Although we may have doubts about how much
a single company can contribute to solving these prob-
lems in an age when environmental problems and social
contributions extend beyond the immediate vicinity of
manufacturing plants and occur on a global scale, surely
it is Kyowa Hakko’s obligation as a company existing in
these times to consider what it can do and contribute
what it can.
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Third-party Assessment (Viewpoint)

Third-party Verification

What is a progressive
environmental response?

The hottest environmental topics of last year were
probably ratification of the Kyoto Protocol and
asbestos. If asked what this year’s most pressing topic
will be, | would guess “biofuel.” Environmental prob-
lems are like seasonal goods: new ones come out
each year. To companies that must pursue a progres-
sive environmental response even in changing circum-
stances, environmental problems are a most
troublesome subject.

First of all, in grappling with environmental prob-
lems it is necessary to decide just what the objective
is. The fact is, the answer has been nearly unchanged
for some time: the objective in grappling with environ-
mental problems is to reduce total environmental risk.
What is at risk are people and ecosystems: in short,
life. That is all. If that is the case, is the way to respond
to environmental problems to be infinitely strict? No, it
is not. That is because there are links between risks.

The link between environmental risk and business
risk is a frequently discussed issue. A virtuous cycle of
the environment and the economy was also a hot
topic at one time. The truth is that when economic
conditions are bad, life tends to be disregarded. One
factor contributing to the great difference in the aver-
age life expectancy of men and women in Japan is sui-
cide among men, especially middle-age men. An
environmental response that ignores economics
inevitably invites economic loss and has the opposite
effect of entailing high risk of a negative impact on
people and life in ecosystems. Judging from the
prospective future food supply trend, biofuel, a candi-
date for this year’s environmental watchword, looks to
become a construct that involves competition between
vehicles and people for cereal grain, because the most
popular biofuel currently is ethanol made from corn
and sugar cane. Conflict between global warming risk
and food supply risk is likely to be the true state of
affairs for the foreseeable future.

Next, trends are important. One reason is that it is
difficult to pass judgment on sensitive and complicated
problems such as environmental problems on the
basis of direct cause-and-effect relationships.
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Emeritus Professor, University of Tokyo
Former Head of the Center for Collaborative
Research, University of Tokyo

An expert in materials chemistry, Dr. ltaru

Yasui has been implementing major envi-

ronmental research projects for the past

15 years and is an important opinion

leader in this area. He is concerned that

there have been no comprehensive envi-

ronmental research projects to meet

today’s need for research data based on

intelligent insights. In line with his view

that appropriate policy decisions must be

based on a comprehensive viewpoint, he

is currently implementing his own Itaru Yasui, Ph.D.
Internet-based campaign asking people to Vice-Rector
consider the extent to which an individual United Nations University
can achieve comprehensiveness.

http://www.yasuienv.net

Finally, needless to say, comes awareness of the
global situation.

When | pursue this line of reasoning, certain ques-
tions are invariably raised. What about biodiversity?
Why isn’t the need for woodland preservation men-
tioned? Biodiversity is an enormously critical problem,
and our knowledge at the present time is so meager
that we are unable to discuss it with any degree of
certainty. Nevertheless, a study of the history of the
Earth reveals that there have been about five mass
extinctions. We understand that the development of
mammals occurred thanks to the mass extinction of
the reptiles. This suggests that the reason biodiversity
is precious lies in the feelings of people who attempt
to protect the abundance of nature and the preserva-
tion of a culture grounded in nature. The same applies
to woodland preservation: whether or not we protect
narrow tracts of land has next to no impact on biodi-
versity. However, the feelings of the people who pro-
tect this land and the attempt to preserve local culture
are valuable.

When procuring biological resources from overseas,
it is extremely difficult to judge whether those resources
are being harvested under sustainable conditions. We
should apply basic methods to ascertain the current
state of things and at the very least confirm whether
resources have been harvested using illegal methods.
Furthermore, demonstrating through action a corporate
culture that embraces the spirit of ensuring biodiversity
is likely to become an extremely important issue in the
coming years.

As | always mention in conclusion, these com-
ments reflect my thoughts concerning future issues
based on factors such as impressions obtained during
conversations with personnel involved with environ-
mental matters and the contents of this report.
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D Yuzuru Matsuda 2
Presidant ard Chisl Exatve Officse CEbice Vﬂrm
Hiyorw Hakk Kogyo Go, Lid
Akio Yamamalo
Chasrman, Vanlicaton Advisory Commities

‘Yasun Tanaka
Chiel Cirecior, Resporsible Care Verification Canber
® Dbjectives of Verification

This Responsible Cane Aoport Varification refers o "Susisinakdity Aeport 2008," which was praparsd by

Kyowa Hakio Kogyo Co Lid. B expresses our opinicn, as chemical industry specislists, concaming e

Tilicrwireg matbers.

1, Tha raasonableress of the methods used o calculate and aggregate performance indicasors (numesical
valuas), and Tha acorRey of numerical vales.,

2. Consistency betweon information in the report and ewidantial documents and maiedals,

A. Evaluafion of Responsible Cane activities.

4, Characierisics ol the report.

aVeriication Procedures

= A Tha cofporale leval: The corgistency ol the répan with e evidence was checked, and the methods wsed
fa aggregate and complls paramancs ndcalon reponed fram esch sits (offics, plani) wers confimed by
interviewing those responsible for cperations and tha compllation of dats, and by sesking documents and
requesling explanations of those documents.

+ Al Tha sile kel The conaistency al the mporl with the evidence was checked, and tha mafhods weed b
aggragate and compile performance indicalon repored 1o the head offics by each sita (office, plant) wars
confimmad by inberviewing those resporsibbe for cpeeations and e compiation of data, and by soaking
docurmants and requasting explanasions of those documanis. The site sekeched was the Fuji Plant.

» Parlarmancs indicaion and information in the repor wons veritied by ssemplng.

#Dpinian

1) The reasonabiensss of methods used 1o cakculale and aggregate performance indicatars {numanical
datal, and the accuracy of numanical saluas,

* Perlormance indicators ware calculated and agoragabed reasonaliy by the besd offics and the Fuji Plant.
* The performance statistics were calculaind ard aggregatad accurabtely acroas the scope of Bhe surmey

) Consiglency bateeen information in the report and evidential documants and matarnals.

= |t was conlirmed thal informalion shown in the report was consisherd with e evideniial documants and
mARrale hal wees examinad. Thens were Bsues with the appropriateness of expressions or aass of
undarstanding at the drati siage, bl teae have been comested in the present report, and there an
now no speciic aspects that requing furher documenialion,

3 Evaluation of Responsible Care (RC) acivites
= ¥¥'a mecognize that Kyowa Hakka respects e aulonomy of business sites, thal AC acfivites are

angagsd in under relaosd head ofice restrictions, and that results have been achievad,

= 'Wa aleo mcognize thal ihe Fuji Fant meaninglully contributes o the ool community, actively pursuss:
ha reduction ol fpanic Bubslances in ke sr emitied from the laboratory, continues s accidani-tres
record and has devised mathods o erdure the communicalion of information to emplayess (such as
utilization af the: Environmant and Safety Department wabaite and publication of minutes from meatings
al the workshop health and safety meating). We hops that thess activiies will b implemenied af other
et and thal further BC activities results will be achieved throughout tha Kyowa Hakke Group.

4) Characienisics ol the repon
+Wea wera impreased by Kyowa Hakko's efforl in again holding a stalkehalder mesting, soliciting the views

of cancamed paries and refiecting ihese opinions in e epart.
= Wa ware also iImprassed by Byowa Hakko's alforts bo make the repor easy o read for thind paries,
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Polarization microscopic photograph of
Mitomycin C

Mitomycin C was discovered in Japan in 1956 and intro-
duced on the market in 1959. This chemotherapy agent
from Kyowa Hakko has made a great contribution to the
treatment of cancer worldwide.
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