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Editorial policy

To inform readers about the Kobayashi
Pharmaceutical Group’s management and
corporate activities, this integrated report compre-
hensively covers non-financial information such as

Prm

ESG activities, in addition to management's direc- Guidance for
tion and strategy, and a review of operations. The Collaborative
International Integrated Reporting Framework Value Creation

provided by the International Financial Reporting

Standards Foundation and the Guidance for Collaborative Value Creation
formulated by Japan’s Ministry of Economy, Trade and Industry were used
as references in compiling this report.

The “Accounting Standard for Revenue Recognition” (Accounting
Standards Board of Japan (ASBJ] Statement No. 29, March 30, 2018) and
“Implementation Guidance on the Accounting Standard for Revenue
Recognition” (ASBJ Guidance No. 30, March 30, 2018) have been applied
from the beginning of the fiscal year ended December 31, 2020.

External recognition
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THE INCLUSION OF Kobayashi Pharmaceutical Co., Ltd. IN ANY MSCI
INDEX, AND THE USE OF MSCI LOGOS, TRADEMARKS, SERVICE
MARKS OR INDEX NAMES HEREIN, DO NOT CONSTITUTE A
SPONSORSHIP, ENDORSEMENT, OR PROMOTION OF Kobayashi
Pharmaceutical Co., Ltd. BY MSCI OR ANY OF ITS AFFILIATES. THE
MSCI INDEXES ARE THE EXCLUSIVE PROPERTY OF MSCI. MSCI AND
THE MSCI INDEX NAMES AND LOGOS ARE TRADEMARKS OR SERVICE
MARKS OF MSCI OR ITS AFFILIATES

To our shareholders

Once again, we would like to offer our deepest and most sincere apologies for the
great concerns and inconveniences suffered by our customers, business partners,
and other related parties due to the issue caused by the Company’s red yeast
rice-related products (hereinafter, the Issue*').

At the Annual Shareholders’ Meeting on March 28, 2025, our shareholders
entrusted us with the responsibility of establishing a new executive system. In the
past year, | myself had to rediscover the core vision underlying our corporate purpose
after the emergence of the cases related to the Issue, and | recognize that measures
undertaken to create a new Kobayashi Pharmaceutical still remain unfinished.

Under our new system, we are placing the highest priority on compensation for
affected customers and business partners while making steady progress in imple-
menting recurrence prevention measures focused on product quality and safety.

In the wake of what has happened, we believe that nothing is more important
than returning once again to our core customer-first philosophy, and we have
included customer-first management in the current fiscal year's management
guidelines. With our efforts centered on this policy, we are focused on such topics
as the sincere provision of compensation for affected persons even as we foster a
culture that places the highest priority on product quality and safety, strive to bring
balance to management, and create environments that inspire all employees
across the Company to continue working.

There are many employees at the Company, myself included, who hold Kobayashi
Pharmaceutical dear to their hearts. To encourage every individual to take pride
in their work, we will strive to be faithful leaders who respect on-site staff and
maintain close contact with such operations.

To ensure that such a problem never occurs again, we are continuing to progress
with rebuilding efforts, sparing no expense in the area of product quality and safety,
while also working to improve the efficacy of advertisements, optimize SKUs*?, and
reappraise unprofitable businesses in order to secure sustainable profitability.

From a financial perspective, we are focusing on the balance sheet in addition to
profit and loss, striving to improve capital efficiency, and promoting management
mindful of ROE. We are also actively providing returns to shareholders and are hope-
ful that evaluations of the Company will improve across a variety of perspectives.

In our pursuit of a new Kobayashi Pharmaceutical, we begin all efforts with a
customer-first mindset and are implementing reforms with the Company and its
employees working as one. | would like to humbly ask for your continued support as
we move into the future.

July 2025

Norikazu Toyoda

Representative Director, President and Chief Executive Officer

*1 Cases where a portion of the red yeast rice ingredients in the Company’s red yeast rice-related products were found to have possibly contained components that were outside the

Company’s expectations (hereinafter, “red yeast rice-related cases” or “the Issue”).
*2 Stock Keeping Units
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Message from the President
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Norikazu Toyoda

Representative Director,
President and Chief Executive Officer

Building a new Kobayashi
Pharmaceutical with humility,

sincerity, and gratitude

Our pledge to restore trust

Before anything else, our first priority is addressing matters regarding compensation for customers and business
partners affected by the Issue. In addition, we are enacting steady and sincere recurrence prevention measures to
ensure nothing like this ever happens again at Kobayashi Pharmaceutical.

As a part of the Company’s recurrence prevention measures, beginning in January 2025, we have shifted our
business system significantly, moving from one that divides its operations by business category to one that groups
operations by function (a function-based headquarters system). Based on this new organizational structure, we will
take a thoroughly customer-first approach, proceeding with initiatives focused on product quality and safety while
resolutely continuing to hold discussions on the sources of issues and where to allocate resources. Because the

level of expertise we require is quickly increasing, such evaluations are essential.
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For product quality management, we must carefully ascertain whether our first (on-site manufacturers),* second
(supervisors of such processes),* and intermediate line (those in between these groups)* lines of defense are
functioning without redundancies, as well as whether too much is being asked of employees as the number of
processes they handle increases. This requires that we clearly understand the gates—quality control checkpoints—
that each product must pass at each stage to assure quality and safety before proceeding to the next step in
development. In this way, we can continue to fulfill our mission of providing desirable products all around the world,
and | believe we will be able to deliver products of unassailable quality to satisfy customers.

* First line: R&D Department, Manufacturing Headquarters, factories, and other sites for manufacturing
Intermediate line: Product quality management departments within the above organizations that handle self-regulation
Second line: Interdepartmental organizations that conduct audits of manufacturing sites from an independent standpoint

When actually carrying out measures addressing various management issues, we must go beyond the strictures
of the conventional Group Officers” Meeting to ensure swift and robust discussions. The Management Executive
Committee, a group comprising five executive officers where | serve as chairman, functions as a “decision commit-
tee” that can swiftly reach resolutions.

| understand that the impetus for breaking free of dependence on the founding family is a desire to discard the hab-
its and culture of looking to the founders for help. To realize this change, | have organized the Management Executive
Committee as a “decision committee,” allowing for responsible deliberations that facilitate prompt decisions.

Kobayashi Pharmaceutical Co., Ltd. | Integrated Report 2025

In addition, as an initiative to strengthen consciousness regarding product quality and safety as well as to not
allow the memory of the Issue to slip away, we commenced product quality and safety education for all officers and
employees in January 2025. Specifically, we set monthly training themes and conducted self-studies of previous
cases (through videos, etc.) for each working role. Following this, we gathered employees by division, with manage-
rial staff acting as facilitators conducting workshops. By promoting product quality and safety, we hope to trigger
mutual discussions between members that will prompt the application of the concepts learned to the execution of
duties, thus promoting a sense of these concepts as matters personally affecting everyone.

We furthermore have designated March 22, the day that the Issue was announced, as Quality and Safety Day.
Going forward, all employees will be encouraged to use this day to deeply reflect on the Issue and take it on as their
own personal issue. Through continuous initiatives that carve such lessons into our hearts, we painstakingly work
to prevent the memories of these cases from fading.

More than a year has passed since the announcement of the Issue, and we have continued to enact wide-ranging
initiatives geared toward recurrence prevention and regaining trust. We have reopened communications with
customers, and as a step towards contributing to society
through our products, we have also decided to resume

o\

advertising. The advertisement that we published in various < R
major newspapers on May 13, 2025 expressed our determi- RN
nation to society. We again articulated our commitment to
placing the highest priority on compensating customers
whose health was impaired and business partners who sus-
tained losses, all on the stage provided by the press. While
we do not believe that this sort of corporate advertisement
will immediately restore society’s trust, we explained how i

et L

Kobayashi Pharmaceutical is changing, and while evaluating owsnus

ERF-RESST
MUATETEEE

the effects of this messaging, we will continue to expand
advertising for our products. e
Product advertising entails helping customers understand
our products, and how they can be used to resolve their issues
and aid them in realizing healthier and more comfortable life-
styles. Sales remained low following the temporary pause in
advertising after the announcement of the Issue, but our many
loyal customers continued to support us despite our difficul-
ties. By letting customers know what we have to offer through —

the restart of product advertisements, we believe we can help
repay our debt to these customers, even if only a little.

Reforms open a path to the future

As we pour our full effort into compensation and preventing recurrence, we must also create new growth strategies
to bring us to the next stage and change aspects of operations as called for. To do so, we are focusing on the follow-
ing two areas: ensuring well-balanced management and transforming organizational culture.

Kobayashi Pharmaceutical Co., Ltd. | Integrated Report 2025
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1. Ensuring well-balanced management

A reevaluation of our vision for the Company reminds us of its strength, specifically, that it has the ability to consis-
tently produce unique new products that can fill niches and has does so for every year it has existed. Over many
decades, the Company has maintained a culture in which at least one idea has been proposed by an employee every
month, and this tradition of considering ideas for new products or work-style reforms is a core value for our
employees. This culture is the driving force behind the Company’s unique concepts and new products. | believe this
is not something that can be easily replicated by other companies.

Leveraging our unwavering strengths based on a philosophy of creation and novelty, we will continue to create
unique new products. However, this does not mean uniformly expanding in every category, but rather identifying the
best areas for greater investment, pursuing the balanced development of new products, and selling products that
customers will keep on using for a long time.

From the midst of an ongoing changes in the domestic market due to demographic graying and population
decline, new problems and needs will emerge, and by continuing to provide comfort to our customers, the Company
will grow. Furthermore, drawing on personal experience, | believe it is likely we will see accelerated growth in our
international business. We are in the process of determining which areas to make large investments in overseas,
and, in the course of committing the necessary resources, we are able to invest in new opportunities for growth,
such as through M&A, as we have done in the U.S.

Until now, we have had poor management efficiency despite our focus on business expansion. Moving forward, we
will focus more on efficiency in management. We will continue to invest in product quality and safety so that nothing
like the Issue ever happens again, strive to improve advertising efficacy, optimize SKU numbers, and reorganize
unprofitable businesses, and more to improve our capacity to earn profits through structural transformation. In
addition, we will further allocate cash produced in this way toward growth investments as well as to investment in
human capital. By doing so, our employees, who are overflowing with the ideas that are the source of the
Company’s strength, will be able to be even more passionate in their work.

2. Transforming organizational culture

As | reflect deeply on the Issue, | am focused on transforming our organizational culture to strive alongside all of
our staff to create a new Kobayashi Pharmaceutical. There are many employees at the Company who are full of
passion and love Kobayashi Pharmaceutical. We must transform our organizational culture such that it is able to
draw out the abilities of these employees to the maximum extent.

Because of these cases, every employee in the Group (approximately 3,500 people), including directors, is consid-
ering which elements of our culture should be changed and which parts are wonderful and must stay as they are,
and are verbally sharing the organizational culture that they would like to see at the new Kobayashi Pharmaceutical.
While each employee certainly has a hand in shaping this organizational culture, one person, in this case me, has to
take responsibility for providing leadership during this transformation.

Currently, the dozen or so project members recommended by their various offices and management for engaging in
discussions on organizational culture transformation are doing so in a lively and passionate manner. | am personally
one of those who loves Kobayashi Pharmaceutical, but even | am sometimes overwhelmed by the passion of these
project members. Right now, every employee seems to be wrapped up in deep discussions regarding their vision for
the Company’s organizational culture. To realize these visions, we plan to identify those values we hold as important
and the actions that should be taken in line with our new “Action Standards,” which will be published this December.

Kobayashi Pharmaceutical Co., Ltd. | Integrated Report 2025
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Management that creates the future Kobayashi Pharmaceutical

To ensure that nothing like the Issue ever happens again, we must strengthen our management system. To this end,
we invited Mr. Yoshihito Ota, who has collaborated with the management of KYOCERA Corporation and Japan Airlines
Co., Ltd. and gathered experience from contributing to the business reorganization at Japan Airlines, to join us,
appointing him as our Chairman of the Board. | believe that Chairman Ota will not only contribute to the supervision
of operations as an outside director, but also join in management as an inside director with an outside perspective.
In particular, Chairman Ota and | are cooperating to demonstrate the first of the three pillars of the recurrence
prevention measures: a new Kobayashi Pharmaceutical that all staff work as one to rebuild.

As far as how duties are split between Chairman Ota and myself, | handle operations, while Chairman Ota
supports me.

Specifically, we expect Chairman Ota to fulfill the following roles:

1. As an inside director, monitor and provide advice on vital management issues.
e Meet regularly with the President (2-3 times per month)

2. Provide advice and support for executive-level and manager leadership education as well as for organizational
culture transformation
e From July on, conduct leadership study sessions with such members as executive officers

3. Through dialogue with employees in and around job sites, support the creation of an environment in which
employees work in an optimistic and lively manner
e Visits such sites as factories, sales locations, and research facilities

Kobayashi Pharmaceutical Co., Ltd. | Integrated Report 2025
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As for day-to-day guidance, he has provided advice regarding various topics like how to best utilize the strengths
of our factories and draw on our origins as a manufacturer, and we have had the chance to once again learn how
sincerity contributes to achieving our performance targets.

This advice, which includes the concept of breaking free from dependence on the founding family, begin with the
idea that there is a need to transform mindsets at the executive level. With this in mind, the leadership study
sessions, which have thus far specifically targeted executive officers, will prove to be a huge first step toward
transforming our organizational culture, and we expect that Chairman Ota will contribute greatly to these efforts.

With these employees, success is a certainty

| learned the fundamentals of domestic sales over the seven and a half years from joining the Company in 1987 to
1995, when | was put in charge of domestic marketing, mainly for perfumes and Bluelet. In 2006, | was appointed as
President of our European subsidiary, which had locations in the U.K., where | served for seven years. Then, in 2015
| was appointed as the President of our U.S. subsidiary, where | served for almost eight years.

When | first arrived in the U.S., | established a holding company in a bid to unify our sales and manufacturing
operations, strengthening capabilities in both areas as well as the headquarters’ ability to provide oversight. In
tandem with this | established a product development division, creating a structure capable of the local develop-
ment of new products to address local needs. In addition to these initiatives, | further executed two M&As that
expanded our businesses in the healthcare field. This lead to sales growth for our U.S. subsidiary, the operations of
which in 2015 had mainly centered on body warmers, from approximately $70 million at the time of my appointment
(or approximately ¥10.0 billion, assuming an exchange rate of US$1 = ¥140) to around double that at $141 million (or
approximately ¥20.0 billion) when | left in 2022.

Having this sort of experience in domestic and international locations under my belt is something | consider to be
a personal strength and is reflected in my belief in the importance of accurately understanding the specific prob-
lems faced at job sites and implementing direct countermeasures without being held back by existing frameworks.
Businessmen like me value humility, sincerity, and gratitude, and we recognize that even if we consider ourselves
capable, there are things that we still cannot accomplish. Thus, we realize constant humility and a willingness to
learn is what brings personal growth. Sincerity allows reality to remain unclouded and lets the truth be recognized.

Gratitude allows both those around you and

you yourself to enjoy working, thus support-
ing growth all around.

When | was approached regarding a possi-
ble appointment as President, | felt a great
unease, both due to the confusing times we
were in and the fact that a company that had
for many years been presided over by its
founding family would now be turning to me.
However, the profound love | felt for this com-
pany, which had been central to my personal
growth for many years, eclipsed my doubts,
and in the end the belief that | could not shirk

Kobayashi Pharmaceutical Co., Ltd. | Integrated Report 2025
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this call to duty won out. | realized | needed to bring all my abilities to bear in service of Kobayashi Pharmaceuticals.

For many employees, their first and strongest impulse was to do something to help after the emergence of the
Issue. For me, however, it was not my desire to accomplish something, but rather my belief that as long as there
were employees like these | would be able to do so, that played the greatest role in supporting my decision.

Since my appointment as President, | have sent every employee a “One Team Communications” email newsletter
at least once a week. This is my take on former President Yamane's “Scram Communications.” Its two major
themes are improving product quality and motivating employees by keeping the memories of lessons learned from
the Issue fresh, but | also sometimes share my feelings and thoughts. When | was the President of our U.S. subsidi-
ary, | distributed an email newsletter to every employee once a month. The topics covered were related to the 12
parts of the "Kobayashi Way,” which provided a model for activities. Of these, | particularly focused on the concepts
behind the phrases “easy to understand” and “sense of ownership.”

I would like to work alongside the Group’s employees on an ongoing basis to discover the products that align with
the times. To this end, we will embrace a philosophy of creation and novelty to ensure a constant stream of products
that will be treasured by customers for years, products that they would say they would have problems doing without.
This is the mission of Kobayashi Pharmaceuticals and source of our corporate value. Difficulties compel us to
return to our foundations and carefully rebuild areas found to be lacking. Thanks to our outstanding employees, |
am confident in our ability to do so.

To better guide these employees, we are currently formulating a long-term vision for 2035 that will provide a base
that the new Kobayashi Pharmaceutical can be built upon. We plan to announce this long-term vision and the
direction of medium-term management plans in August of this year and hope that you, too, will look forward to it.

Kobayashi Pharmaceutical Co., Ltd. | Integrated Report 2025
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Progress of the recurrence prevention measures

Number*

Recurrence prevention measures ing | tion for

As of August 5, 2025

Status

Prepara- Implementation

Fundamental Changes to Corporate Governance

Rebuilding a New Kobayashi Pharmaceutical through Unity
Secure, assign, and develop human resources with a focus on expertise and diversity

(1) Breaking Free of Dependence on the Founding Family in Managing the Company
Resignation of the chairman and president Implemented (Jul. 2024)
E;ré?i[jtsstir;gg}:\:cq;rs supervisory function of the Board of Directors, the majority of which is made Implemented (Mar. 2025
(2) Re-examining Organizational Structures
Consider transitioning to a “company with a nominating committee, etc.” structure Mar. 2026
Reform the compo_silion of th_e Board of D_ire_ctors, incre_ase t_he number of_outside directors, and ‘ Implemented (Mar. 2025)
strengthen supervisory functions by appointing an outside director as Chairman of the Board
(3) Strengthening Supervision by Board of Directors
(A) Strengthening Supervision by Outside Directors
Change the system for appointing the Chairman of the Board Implemented (Jul. 2024)
) . Implement reviews of agendas for Board of Directors meetings Implemented (Jul. 2024)
Review the operations of Improve system for sharing information between outside
the Board of Directors directors and Audit and Supervisory Board members Implemented [Jul. 2025)
Establish rules on the terms of service for outside directors Implemented (Mar. 2025)
(B) Strengthen Cooperation between the Board of Directors and Executive Management (establish regular meetings, etc.)
Establish system to provide prompt Streng_then cooperation between the Board of Directors and - Implemented [Jul. 2024)
and appropriate information to the | €xecutive management
Board of Directors Establish escalation system for risk information Implemented (Aug. 2024)
(C) Timely Sharing of Information with Audit and Supervisory Board Members
fhnecceJ:erz?:g?ivcgrrggnnlg;;igrar:ieonnt between the Audit and Supervisory Board and the Board of Directors and _ Implemented (Jun. 2025)
(4) Review of Executive Committee Meetings and Abolishing the Group Operating Meeting (GOM)
e e oot e Ilarly e impemente v, 2024
Reorganize meetings Establish Group Council (collection of diverse opinions) Implemented (Jan. 2025)
Seablih s spet comiiiee engthen er implemente r. 2075
(5) Establishing a Crisis Management System
(A) Response System with the President in Charge
B eyt s tecmor makng psabtan Ouatty an sty specisized R otermonte (v 2025
(B) Risk Management System for Emergencies
S;rcerr;?atri:r: ;:;l}éil;%r?éf%:reﬂtg?ﬁ;]the Risk Management Department and the Board of Directors Implemented (Jan. 2025)
Establish risk management system for normal times Implemented (Mar. 2025)
(C) Internal Information Sharing System for Emergencies
Reorganize the escalation process for risk information in the event of an emergency Implemented (Mar. 2025)
Formulate policy on risk information for escalation to the Board of Directors Implemented (Mar. 2025)
(6) Enhancing Risk and Compliance Systems
(A) Reorganizing the Governance Promotion Meeting
‘ Establish the Risk and Compliance Committee _ Implemented (Mar. 2025)
(B) Organizational Management with Integrity as a Code of Conduct
Promote integrity-focused iEnS:['EeagbrliIts)’hnig::;IElae“rf:-:ie(:\'f’(_}partrmi‘nt for prometing Implemented [Jan. 2025)
management Implement integrity training for directors Implemented (Jun. 2024)
Foster a culture of integrity management Dec. 2025
(7) Improving External Communication and Information Distribution
src]:;itceeidn;;renc?éS;;Jti?;ternal communication through new organizational structure with _ Implemented (Jan. 2025)
(8) Prioritize Quality and Safety in Business Operations
Reform business portfolio strategy and decide what to discontinue (select business and focus resources) Aug. 2025
Consider reducing SKUs Aug. 2025
Reallocate necessary personnel, budget, and other resources Jan. 2026

Jan. 2026

Reform organizational culture (promote organizational culture transformation)

Nov. 2025

Continue efforts to ensure the issue is not forgotten by designating March 22nd (the day the issue
was made public) as Quality and Safety Day

Implemented (Mar. 2025)

* Each main section corresponds to the three recurrence prevention measures.
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Transition to a Function-Based
Organization

Under the previous division-based system, the manufactur-
ing side of the first line of defense (R&D departments,
Manufacturing Headquarters, and factories) were unable to
apply their full expertise, and the quality control department
had to handle both quality control and business promotion.
The second line (then, the Reliability Assurance Headquarters)
was taking on tasks other than quality audits, which was also
an issue.

To realize a quality and safety first approach throughout our
organization, we implemented a structural redesign on January
1, 2025, aimed at enhancing the expertise of our on-site staff,
the people responsible for ensuring product quality. The
previous system, which divided marketing and R&D by business,
was suspended and a centralized function-based system that
consolidates previously divided functions was adopted. This
move was intended to consolidate the expertise and experience

of specialist human resources as well as to create lines of

Previously

reporting that generate daily discussions in line with such
expertise, and this system will enable each department to fully
perform the functions it is designed for.

In addition, to reinforce the original purpose of the quality
control department, it has been reorganized within both the
R&D and manufacturing divisions.

Furthermore, the department formerly known as the
Reliability Assurance Headquarters has been clearly posi-
tioned to act with independence and objectivity in executing
both quality assurance and safety management audits,
responsibilities that distinguish it from other business
divisions, the Manufacturing Headquarters, and factories. To
further emphasize the duties of this department, its name
was changed in January 2025 to the Quality and Safety
Assurance Headquarters and it is charged with executing
process audits of quality control systems across all business
divisions, the Manufacturing Headquarters, and factories, in
addition to auditing Company-wide quality and safety
systems. The new headquarters is also responsible for

Company-wide quality training.

From January 1, 2025

Business Division System

Healthcare Division Household Division International Business

International Business
field
Marketing functions

Healthcare products and
direct marketing field
Marketing functions

Household products field
Marketing functions

International Business
Household products field field
R&D functions R&D functions

Healthcare products and
direct marketing field
R&D functions

Central R&D Laboratory

Acquisition and accumulation of medium- to long-term
and core technologies

Manufacturing Headquarters and factories

—Development and Procurement Division——— Produlct

Procurement Development Quality control functions
functions functions functions (factories)
Reliability Assurance Headquarters

Quality assurance Safety management Customer service
audit functions functions center

Function-based headquarters system

International Business
Headquarters

Marketing Headquarters

Healthcare products and
direct marketing field
Marketing functions

Household products field

International Business

Marketing functions field

Marketing functions

R&D Headquarters

International Business

Healthcare products and
direct marketing field
R&D functions

Household products field

R&D functions field

R&D functions

— Division of functions and creation of independent departments ————

Acquisition and accumulation of medium- to long-term

and core technologies

Manufacturing Headquarters and factories

Independent manage-
urement Developm FmesT F;L?_]dc s
ctions functions funZtions (saics)

Quality and Safety Assurance Headquarters

Quality assurance Safety management Customer service
audit functions functions center

Kobayashi Pharmaceutical Co., Ltd. | Integrated Report 2025

15



Efforts to Restore Trust

Message from the Head of the Quality and

Safety Assurance Headquarters

Hiroo Yamasaki

Executive Officer

Quality and Safety
Assurance Headquarters

During the investigation by the fact-finding committee and
the Osaka City food poisoning control headquarters, there
were various comments about the Company’'s manufacturing
methods and awareness of quality. Because my primary
focus since joining the Company has been on the R&D of
products that our customers will genuinely love, | feel great
shame at this incident.

Senior General Manager of

Past challenges in quality control

Kobayashi Pharmaceutical excels at creating attractive prod-
ucts that serve untapped needs, and we have consistently
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Always consider quality from
the customer’s perspective
and build a system that
provides satisfactory value

introduced such products across a wide variety of categories
to the world.

However, leading up to the incident, a number of
development projects were progressing and the Reliability
Assurance Headquarters began to focus more on auditing
the appropriateness of the then-quality control system than
on how individual products were faring, which likely led to
oversights. Specifically, coordination between the Reliability
Assurance Headquarters and onsite management was
ambiguous, so although the Headquarters received reports
and consultations from the manufacturing sites about
development defects, its primarily focus was on acting as
the brakes. As a result, there was confusion about how to
address and eradicate problems.

Because the allocation of Company-wide resources
favored new product R&D, repeated short-term personnel
rotations may have led to insufficient employee expertise and
response to changing quality standards.

Against this backdrop, when we began implementing
preventive measures, we were met with feedback indicating
difficulty in understanding distinctions among departments
and a lack of reliable system coordination. Therefore, it was
concluded that the system needed to be restructured to
make it easier for everyone to understand and implement
and that reforms were needed to raise quality awareness.

Every employee should work with

the customer in mind

Raising the standard of quality requires more than tightening
up management. We need to be looking at who this quality is
for—the customer—the values they hold and the metrics
they judge products by. To ensure that every customer feels
happy choosing Kobayashi Pharmaceutical products, we
need to provide products and services that guarantee quality
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Quality improvement system (concept)

Quality and Safety Assurance Headquarters

Company-wide

QMS process audits
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2 Brand managers

from the customer perspective. We must take a hard look at
our Quality Management System (AMS), as this is what will
sustain these efforts, and make sure its values permeate
throughout the Company.

Specifically, we will first raise quality awareness among
those on the first line of defense on the ground and establish
a system that can guarantee standard quality in the onsite
product design and manufacturing process. Those on the
intermediate line will then manage onsite quality control
(QC), and the second line’s Quality and Safety Assurance
Headquarters will audit overall processes as well as some
individual product audits. This system will ensure overall
quality with the proper functionality across all three lines of
defense. In fiscal 2025, we will focus on strengthening roles
within each line and cooperative action between the
intermediate (R&D and manufacturing) and the final lines.

We are working on developing specialists to support this
system. Previously, we rotated employees relatively often so
that they could benefit from a variety of onsite experiences.
Going forward, we need to develop career paths for people
with onsite experience on the first line, to ensure those on
the intermediate line acquire management experience in
research or factory quality control, and, among those on the
second line, to nurture quality assurance auditors with the
skills and experience they need to improve the expertise and
QMS audit effectiveness of the Quality and Safety Assurance
Headquarters. The Quality and Safety Assurance Headquarters
will become a highly specialized department that handles
audits of both QMS processes and individual products, effec-
tively assuring Company-wide quality. It will also be crucial

to devote adequate resources to the establishment of a sys-
tem to maintain and manage a certain guaranteed level of
quality through functional QMS at every manufacturing site,
and to continually provide quality training while enhancing
the daily evaluation system.

In 2025, the R&D Headquarters, Manufacturing Headquarters,
and Quality and Safety Assurance Headquarters (the three of
which are directly responsible for manufacturing) established
the new Quality and Safety Specialized Committee, and this
committee meets weekly to discuss internal quality-related
issues. We actively deliberate on questions from every
department and make decisions that put the customer first.
This is just one example of our initiatives, and | hope that by
providing more opportunities for the customer-first mindset
to permeate will encourage lasting changes in our employees.

Similarly, we must always consider quality from the
customer’s point of view and build mutually beneficial
relationships both internally and externally with those who
collaborate with us. Once we achieve that, we will build a system
in which providing value to customers is second nature.

Aiming to realize a new Kobayashi Pharmaceutical, we are
striving to realize major changes in the methodologies and
approach we have used to date and to work together as a
team to transition to an organization that truly understands
its customers.
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Establishing a crisis
management system

For the Issue, we did not establish a countermeasures
committee, and the Company’s response was instead
discussed at weekly GOMs [management meetings). One
reason for this was that the Company’s crisis management
regulations stipulated the creation of a Crisis Management
Headquarters and were designed primarily to deal with
large-scale natural disasters. This meant that such a
structure was really not suited to making quick decisions
regarding public announcements and product recalls in the
event of a pressing issue with the potential for exerting a
serious negative impact on consumer well-being.

Therefore, we have undertaken to strengthen the Company’s
crisis management, by strengthening our emergency
response and risk information escalation systems.

In concrete terms, since March 2025, in the event of an
incident, we will promptly hold a quality and safety emergency
meeting with the president if said incident could indicate
a problem with product quality or safety that threatens
human health. If there is a risk of significant impact on
consumer health or lives, such as with the Issue, with the
potential for a large-scale product recall, we will promptly
establish a Crisis Management Headquarters and

implement a Company-wide response.

Emergency information escalation

Arrows at the top indicate the path of
information escalation

Internal information communication system in the event of
an emergency

In this case, although there was a need to promptly and
appropriately share internal information while also protecting
personal and insider information, there was ambiguity in the
reporting system to the Board of Directors, and the speed of
internal information sharing was insufficient, as was pointed
out in the fact-finding committee’s report.

After reviewing the Board of Directors’ structure of author-
ity regarding the escalation of risk, we revised it as well.
Rather than only the president holding this authority, under
the new system, responsible directors of each division, such
as the heads of R&D, quality and safety assurance, public
relations & general affairs, can escalate risk information to
the Board when necessary.

Furthermore, rather than considering only risks that are
deemed extremely important for escalation to the Board of
Directors, we now allow the escalation to the Board of
information deemed to have significant potential of risk.

We began this practice in January 2025, and it was made
into a rule in March 2025.

Directors

Audit and
Supervisory Board
members

President

Manager
« Quality Assurance

v

Decides

Responsible
director

« R&D Headquarters Senior on meeting

General Manager*!

+ Quality and Safety Assurance
Headquarters Senior General

Crisis Management
Headquarters meeting

based on the

importance of the =23 Quality and Safety

Department . Emergency Meeting

. Regulatory Affairs Manager e SL.ISpeCted to
Department « Public Relations & General require urgent )

« Pharmacovigilance Affairs Headquarters Senior response \‘ Management_ Executive
Department General Manager*?, etc. Meeting

« Corporate Headquarters, etc.

*1 The R&D Headquarters Senior General Manager chairs the Quality and Safety Specialized Committee.
*2 The Public Relations & General Affairs Headquarters Senior General Manager chairs the Risk and Compliance Committee
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Creating a New Kobayashi
Pharmaceutical

Taking the first step in reforming human resources
Kobayashi Pharmaceutical has a long history as a family-run
organization, and we have tended to act in line with the guid-
ance and direction, which naturally has led to increased
homogeneity. This led to an environment that encouraged
conformity and in the case of the recent crisis stronger
questioning and bolder statements of opinion should have
been heard when reports of ill effects on health began to
come in. However, few questions or objections were raised
about the Company’s response to the Issue as reported by
the Reliability Assurance Headquarters or the person in
charge of the business department at the time, and a
collective consensus was reached.

As we reviewed the Company'’s relationship with its founding
family, we decided to that a shift toward more diverse human
resources was needed in each department and that the
development of management-level human resources who
value and respect people’s differences was needed to
eliminate homogeneity and strengthen said diversity.

Since the incident, our recruitment of human resources
has focused on personnel who will aid in the implementation
of recurrence prevention measures and prioritized the bud-
get for such personnel, including those for the first line of
defense for quality control in the R&D and Manufacturing
Headquarters, as well as those for the second line of
defense in terms of quality assurance audits at the Quality
and Safety Assurance Headquarters.

In January 2025, we proceeded by focusing on the skills
and experience required for each position when assigning
human resources and we will continue to expand our system
for managing employee data and appropriately allocating
human resources. In terms of evaluations, we will first focus
on revising the personnel system to enhance expertise, with
the goal of introducing this approach throughout the
Company from January 2026. Along with these organizational
changes, we are reconfirming important positions and building
a system to systematically train candidates by visualizing
their selection and training status.

Beginning organizational culture transformation

To achieve “3. Rebuilding a New Kobayashi Pharmaceutical
through Unity,” one of the recurrence prevention measures,
we launched an organizational culture transformation in
December 2024. This project was led by the then-manager of
our International Business [now president of the Company],
and project members were assigned from a wide range of

disciplines, including personnel from development, quality

control, sales, head office, and manufacturing departments,
and the project began implementing its concrete activities in
March 2025.

Through these activities, we will continue to transform our
corporate culture and make the needed reforms, thereby
transitioning into a new Kobayashi Pharmaceutical based on

the voices of those on the ground.

Quality and Safety Day Initiative

We are determined to never forget the Issue and to ensure
that such a quality issue never recurs. Therefore, we have
designated March 22—the day the Issue was publicized—to
be Quality and Safety Day. We are reflecting on the feedback
of society as a whole on the Issue, and we will implement
annual initiatives to contribute to cultivating and strengthen-
ing a culture that puts quality and safety first.

Every year, we will review society’s feedback on the Issue,
its causes, and the Company’s response. We will also contin-
ue to monitor the progress of initiatives that contribute to
cultivating and strengthening a quality and safety-first cul-
ture, and to discuss new challenges.

On March 21, 2025,* one year after the announcement of
the Issue, we implemented an initiative for all employees
(approximately 3,200 people] at business sites and Group
companies across Japan, encouraging every employee to
consider the Issue themselves and reflect on their own
prioritization of quality and safety in their workplace.

Through this initiative, each employee examined their
responsibilities and determined to work together to regain

trust in the whole Company.

* March 22, 2025, was a Saturday, so this event was held on Friday, March 21,
a business day, instead.

Employees from across Japan participate
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Message from the Chairman

Yoshihito Ota

Chairman of the Board

Thinking of our partners and customers,

overcoming obstacles, and carving out a path to

the future grounded in sincere reflection

What I value most as I take on the office of Chairman

All of us at Kobayashi Pharmaceutical sincerely feel the weight of responsibility regarding the Issue and continue to
place the highest priority on compensation. We are also thoroughly implementing initiatives to enforce recurrence
prevention measures and are striving to respond in good faith to every one of our customers, business partners, and
related individuals who have been affected.

| have been similarly involved in management restructuring at Japan Airlines Co., Ltd. (hereinafter, JAL) and MTG Co.,
Ltd. Such restructuring can be fundamentally hampered if employees are not on board with it. At the same time, a sense
of urgency is also paramount. I, myself, am coming from outside the Company, so | must begin by gradually alleviating
any feelings of discomfort among employees due to unfamiliarity and become a known entity. Once the ice has been bro-
ken, | can carefully explain my ideas to allow them to become accepted. However, issues can arise at this point if there is

agreement with my general remarks but opposition in detail. In such cases, it is best to promptly move forward in those

areas in which consensus has been reached. | have received feedback on my personal style, called impatient or even
pushy, but also consistent; | act in perfect accordance with my ideas. While | appreciate the value of gaining sympathy and
acceptance, | also believe that a constant feeling of urgency is important if progress is to be achieved.

When | first arrived at the Company, | felt that in spite of the lively and optimistic messaging | was seeing, there
was an underlying trauma caused by deep wounds upon its soul, and if | were not able to assuage the unease this
was generating, even a little, there would be no way for it to regain its original shape. Other corporations facing

such harsh conditions would surely react similarly.

If one is not careful when assessing a situation, it is impossible to move forward

There have been a variety of discussions on the cause of the Issue, but | believe that there may be areas where
maintaining the status quo has become too entrenched due to a long period of smooth management. Because of
the Issue, the Company has had to reexamine conventional working practices. It must be noted that each individual
employee’s earnest desire to ensure product quality and create methods on their own to do so is of primary impor-
tance to these efforts.

Next, among measures being undertaken to prevent recurrence, the Company aims to break free of excessive
dependence on not only the founding family but other third parties and engage in autonomous decision making.
Individual employees, especially those in the management team, must truly strive to be autonomous and self-reli-
ant, determine and act on what they believe to be correct, and take responsibility should a problem occur.

Human beings can have a tendency to cling to the familiar when something occurs. It seems that it is a very
human instinct to avoid taking responsibility.

“Why do companies exist?” “"What is the purpose of management?” "What is the purpose of growth?” If one is not
careful, it is easy to fail to make considerations and judgements for oneself and end up exchanging one dependency
for another.

Independent thinking gives rise to the initiative to take action and inspires a feeling of ownership and responsibili-
ty. People are more inclined to work if the plan is their own and they will also gain knowledge by pushing
themselves. Moreover, as it is their plan they will be better able to explain it to subordinates and answer any and all
questions, and this, in turn, is more likely to ensure the listeners understand and accept the plan.

The most important point is that one must act from a starting point that assumes that people are inherently good
and then make judgements as a human being as to what is correct.

The leaders | have met at the Company are unanimous in saying that they are blessed with amazing employees.
With this belief, | believe that we will be able to overcome our current difficult situation.

Think independently, act on your convictions, and take responsibility. To train leaders capable of doing this we
established Leader Training Sessions to take place beginning in July 2025, with around 40 participants. JAL and
MTG, companies that have trained incredible management teams through similar leadership education, have
continued to conduct this style of training session in perpetuity.

In addition to educating leaders, the JAL Philosophy was an important factor supporting JAL's remarkably suc-
cessful restructuring. Following many heated debates among the ten members of JAL's management team, the JAL

Philosophy—itself based on the philosophy of Mr, Kazuo Inamori—was established a year after the company’s fall
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Financial highlights

Operating income
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In the Domestic Business, although the introduction of new products
contributed to a rise in inbound demand, such factors as the impact of
the voluntary recall of red yeast rice-related products along with poor
showings from operations involving existing products and direct marketing
resulted in a sales decline. On the other hand, driven by foreign currency
translation effects and the acquisition of Focus Consumer Healthcare,
LLC, the International Business saw sales increase.

Overseas sales

¥45- 1 billion

18 19 19 20 21 22 23 24
0Old standard New standard

I W Operating income (left axis) ~ OQ Operating income margin (right axis)

Despite the positive effect of a hiatus in spending on advertising, profit
decreased due to lower sales, higher labor costs, and a rise in deprecia-
tion expenses for Focus Consumer Healthcare, LLC, which was acquired
in October 2023.

ROA / ROE
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Sales decreases in mainland China and Hong Kong were offset by
positive results in other countries and regions, resulting in an increase
in total sales.
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Despite efforts to improve capital efficiency, both ROA and ROE were
down year on year.
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Net income fell due to an extraordinary loss of ¥12.7 billion associated
with the voluntary recall of red yeast rice-related products.
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By balancing the maintenance of a sound management structure with
proactive investment, we have continued to steadily increase dividends.
Thus, FY2024 was our 26th consecutive year of increased dividends.

R&D costs / Capital expenditures
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(Billions of yen)
30

25

20

Advertising expenses 58
- DOWN
¥8-1 billion

(Billions of yen) (%)
0 g, | 143 1B
—2 B 12
9
6
3
0
18 19 | 19 20 21 22 23 24
Old standard New standard

[ M Advertising expenses (left axis)
OO Proportion of advertising expenses to net sales (right axis)

In line with the announcement of the voluntary recall of red yeast
rice-related products on March 22, 2024, advertising for all products was
suspended in Japan and mainland China until July 2024, resulting in
lower advertising expenses.
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I W R&D costs (left axis) [ M Capital expenditures (left axis)
OO Proportion of R&D costs to net sales (right axis)
OO Proportion of capital expenditures to net sales (right axis)

Reflecting our ongoing policy of investing strongly in R&D on an annual
basis with an eye to developing unique new products, R&D costs rose
1.2% in FY2024. Although capital expenditures declined 7.5% in FY2024,
large-scale investments progressed in line with plans, including the
completion of a new factory in China that started operations in April 2024
as well as construction on a new pharmaceutical product plant for the
Sendai facility that is scheduled to start operations in 2025.
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Overview of 2024
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Net sales by category

@ Domestic Business

o Approx..150 brands in four categories: healthcare, household products, bady warmers, and direct marketing

Net sales

¥1 1 9.9 billion

Share of consolidated
net sales

72.4s,

Operating income

¥23 . 2 billion

Share of consolidated
operating income

93.4,

¢ Creation of approximately 30 new.products per year

« Inbound demand increased in line with growth of tourism in Japan (up ¥2.9 billion
year on year)

« New products Shoshugen ZERO and Hip Cure contributed to growth (up ¥4.6
billion year on year)

» Sales of existing products decreased due to the recall of red yeast rice-related
products and the suspension of advertising (down ¥14.1 billion year on year)

» More returns of body warmers than usual due to warmer-than-average winter
(down ¥900 million year on year)

« Sales declined due to cancellation of subscription-type purchases (down ¥3
billion year on year)

Main products

Overview of 2024

Household

¥119.9 bition

B OTC pharmaceuticals........ 25.7%
M Oralcare .................. 13.6%
I Food products . .............. 4.8%

Skincare......... ... o0 5.2%

..27.7%
I Personal hygiene product . ... 10.4%

I Deodorizing air fresheners .
I Household consumable supplies. 3.7%

Body warmers............... 5.0%
M Direct marketing............. 3.8%

Net sales by category

Operating income

¥1 . 2 billion

Net sales

¥45 . 1 billion

Share of consolidated
net sales

27.3%

e Sales in such:areasas the United States, China, Southeast Asia, etc.
o Active investment.in‘advertising and promotions

» Overall sales in'the'International Business have more than tripled over the past decade
Share of consolidated
operating income

5. 7%

« U.S.: Sales increased thanks to the acquisition of Focus in October 2023 (up ¥4.1
billion year on year)

» Mainland China: Sales decreased due to halted advertising until August 2024 and
lower demand for cooling gel sheets (down ¥2.3 billion year on year)

» Hong Kong: Sales declined due to lessened tourism demand from mainland
China (down ¥200 million year on year)

» Southeast Asia: Sales increased despite a return to average demand for cooling
gel sheets (up ¥600 million)

= Other regions: Body warmers and cooling gel sheets performed well, especially
in the U.K. (up ¥600 million year on year)

Main products

Body warmers Cooling gel sheets Ammeltz
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M Bodywarmers.............. 42.2%
[ Cooling gel sheets .......... 20.2%
[ OTC pharmaceuticals. ....... 22.7%
M Lenscleaners ............... 3.1%
B Other ..................... 11.9%
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'\n} International Business

B Fulfilling wishes around the world

Mainland China

e -
.! Other Production in China
g == The Company maintains independent factories in mainland
3 | OTC drugs ﬂﬂ% China that manufacture body warmers, cooling gel sheets,
e Lingerie and various household products. Ammeltz is manufactured in
2k Soap @% Net sales % Body warmers Japan and then exported. We have also laid the groundwork to
meodorizin ¥8 2 . meet the ever-growing demand for cooling gel sheets by
° N9 N i building at factory i inland China i
alr fresheners billion opening a new building at our factory in mainlan inain

April 2024.

Further expanding OTC drug operations and accelerating the launch

of household products

We launched the topical analgesic Ammeltz in 2022, we are continu- f
ing to expand our product distribution in retail. We are focusing on

launching household products that will appeal to inbound tourists,

with recent efforts centered on bolstering sales of heatstroke

preventives and toilet air fresheners.

Expanding demand for cooling gel sheets

Before the COVID-19 pandemic, this cooling gel sheet product was
mainly used to treat children with fever; however, because fever is a
common side effect of vaccines, even among adults, usage rose and
it gained a wider following. Going forward, we will continue expanding
retail outlets that sell this product.

Southeast Asia

Expanding demand for cooling gel sheets

As in mainland China, demand for cooling gel sheets is growing and
we expect it to increase even further as we expand the number of
stores carrying our products and as awareness of this product’s
heatstroke prevention capabilities spreads.

Production in Southeast Asia

At present, the majority of our body warmers and cooling gel
sheets products are manufactured in mainland China and
then shipped to various regions for local sale. Our new
Southeast Asian production base in Thailand is under
construction and will manufacture cooling gel sheets in
addition to other products to meet the demand we expect to
continue growing in Southeast Asia. We are also building a
new pharmaceutical production facility at our Japan-based
Sendai factory in order to enhance our ability to supply phar-
maceutical products for the International Business in Asia
and elsewhere. In these ways, we are actively investing in our
future international growth.

Quiswipe

FUKi FUKi
Lens Other warmers

1
{ cleaners 1%\.

OTC drugs 20 Net sales

¥8.5

billion

*,

Cooling gel sheets

Strengthening OTC drug-related operations

In Southeast Asia, regulations do not significantly impact the launch
of pharmaceutical products, which means that expansion in these
markets is relatively easy. We will continue to develop such OTC
drugs as Ammeltz, which is performing well with inbound sales.
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North America

Expanding the body warmer business

The Company’s products hold the majority share of the market for
body warmers in the United States. Although they are currently
mostly used at outdoor sports games and whi

further expand demand by promoting t

Expanding OTC drug operations through M&A

In 2020, we acquired Alva-Amco Pharmacal Companies, which offers
a unique niche-focused lineup of OTC drugs and other personal care
products, and in 2023, we acquired Focus Consumer Healthcare,
which manufactures OTC drugs and supplements. Going forward, we
will continue to launch new products with an eye to establishing a
supplement business in the United States and further expanding our
OTC drugs business.

(learwipe

Net sales

¥21.2

billion

HAND! |
WARMERS |

1 +

Production in the United States

We manufacture and sell body warmers, OTC drugs, and
supplements primarily through Company-operated factories
and OEMs in the United States. In addition, to accommodate
growing demand for body warmers, we increased production
capacity through facilities expansion at Kobayashi America
Manufacturing, LLC.

Cooling Al
gel
sheets

Lens 18%

cleaners

Net sales

¥4.2

billion Body warmers

Expanding our lineup of body warmers, cooling gel sheets, and
lens cleaners

We are expanding our range of body warmers, cooling gel sheets,
and lens cleaners, primarily in the UK and Australia. Body warmers
are performing particularly well in the UK, thanks to sales area
growth and wider retail distribution.

Expanding into new countries

We are strengthening sales in Vietnam, with particular focus on
cooling gel sheets. We also plan to continue to expand our lineup
of products.
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Our approach to

sustainability

Basic sustainability policies

The Group believes that “providing something new that will delight people and society,” one of its

management principles, brings it into closer harmony with people, society, and the environment, and

this, in turn, contributes to its sustainable growth as a corporation supporting a sustainable society.

By further synchronizing sustainability in society and sustainability in the Kobayashi

Pharmaceutical Group, this concept supports the creation of new lifestyle habits by leading to the

production of never-before-seen products, in turn providing the possibility for new growth in new

markets created by the Group. By widening our perspectives regarding various social issues, we can

discover the problems that may have been overlooked in the lives of individuals, and through our

products and services we can contribute to the realization of a society where nobody is left behind.

People, society, the environment, and us

Cultivating a free and open corpo-
rate culture that produces diverse
ideas in line with the concept “you
make a wish and we make it
happen,” we allow every individual
in society to demonstrate their
individuality and create value . We
have invested in initiatives that
maximize the value produced by
each of our staff; such as systems
and mechanisms to foster this
type of company culture, career
development support, human
resource systems themed around
a sense of growth, and the creation
of environments that realize
diverse work-styles; and we seek
to connect this to the creation of
corporate value. In addition, in
accordance with the Group’s
Human Rights Policy, we maintain
a dialogue across the entire
supply chain aimed at ensuring
respect for human rights.

We address social issues that
give rise to “wishes” for resolu-
tions to the problems faced by
individuals, and by making our
ideas a reality, we hope to
contribute to improved health and
welfare. By promoting social
contribution activities that allow
people to feel delight in their
lives, initiatives undertaken in
cooperation with various stake-
holders that utilize our mutual
strengths, and carrying out
activities and other efforts that
utilize the specialized skills and
knowledge of our employees, we
seek to coexist with and develop
regional societies.
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The environment

Because we never forget that
business only exists with the
support of a rich natural environ-
ment, we strive to effectively uti-
lize natural resources. Also,
working alongside our stakehold-
ers, we are strongly committed to
addressing global environmental
issues through such measures as
shifting towards carbon neutrality
and a circular society as well as
promoting the conservation of
biodiversity, by turning ideas to
resolve these issues into products
and services.

Board of Directors

Auditing

Management Executive Meeting g s
Collaborating

| Sustainability management system

The Sustainability Committee was established directly under
the Board of Directors and operates in tandem with the
Management Executive Committee.

The Sustainability Committee deliberates, reports, and
holds dialogues regarding important matters related to
sustainability, such as the environment, human rights, and
social contribution activities. It makes in-depth explorations
of matters that later deliberated by the Board of Directors,
and its members include the Representative Director,
President and Chief Executive Officer acting as Chairperson,
the Senior General Manager of the Finance Headquarters
acting as Vice Chairperson, and full-time Audit and
Supervisory Board members and others nominated by the
Chairperson [various senior general managers, General
Manager of the Human Resources Department, General
Manager of the Legal Department, General Manager of the
Management Planning Division, persons in charge of every
Quality Control Headquarters at R&D Headquarters and
Manufacturing Headquarters, etc.). The Committee meets
once every two months.

Further promote sustainability
management and strengthen
dialogue with stakeholders

The Group carried out organizational changes on January 1,
2025, creating a new system following the transfer of the
Sustainability Strategy Promotion Department, previously
under the Sustainability Management Department, into the
IR Department within the Financial Headquarters.

This system will facilitate the integration of financial and
non-financial management information and will contribute
to both a sustainable society and the realization of sustainable
corporate growth.

As the importance of sustainability increases, stakeholder
expectations and demands also rise. In order to respond to
expectations regarding the realization of a sustainable society,
we are further strengthening our sustainability management.

Specifically, we are actively addressing important social
issues, such as environmental conservation and respect for
human rights, as well as formulating a governance system
that can respond to the trust placed in us.

Sustainability Committee

Committee Chairperson

« Representative Director, President and Chief Executive Officer

Vice Chairperson

« Senior General Manager of the Finance Headquarters

Committee members

« Senior General Manager of the R&D Headquarters

« Senior General Manager of the Marketing Headquarters

« Senior General Manager of the Compensation Claim Management Headquarters
« Senior General Manager of the Quality and Safety Assurance Headquarters

« Senior General Manager of the Manufacturing Headquarters

« Senior General Manager of the Sales Headquarters

« Senior General Manager of the International Business Headquarters

« Senior General Manager of the Digital Transformation Headquarters

« Senior General Manager of the Public Relations & General Affairs Headquarters
 Full-time Audit and Supervisory Board members

« IR Department, Financial Headquarters

CSV/Social Contribution Promotion Council

Human Rights Promotion Council

Environment Promotion Council

Yumi Nakagawa

Executive Officer
Head of Sustainability Promotion

On the environmental side, we are pursuing initiatives
related to measures responding to climate change, realizing
a circular society, and biodiversity conservation.

For respect for human rights, we are identifying impacts on
human rights for all our stakeholders, promoting human rights
due diligence to prevent and mitigate such impacts based on the
Kobayashi Pharmaceuticals Group Human Rights Policy.

In addition, we regularly evaluate the effectiveness of
initiatives, ensuring our ongoing social responsibility through
transparent disclosures of the results.

Moreover, to promote sustainability management, dialogue
with various stakeholders is an absolute necessity. We reflect
opinions derived from extensive dialogue with customers, busi-
ness partners, shareholders and investors, regional societies,
our employees, and more, in our management and are diligent
in explaining such efforts. In doing so, we strive to contribute to
a sustainable society and improve our corporate value.
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https://sciencebasedtargets.org/



https://kobeplasticnext.jp/next/tsumekaepackrecycle/
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11-year summary

A

Old standard

Old standard

A

New standard*’

v

For the fiscal period

2016.127¢ 2017.12

2018.12

(Millions of yen)

2019.12 2019.12 2020.12

2021.12

2022.12

2023.12

2024.12

(Millions of yen)

Net sales 128,344 137,211 120,051 156,761 167,479 168,052 158,340 150,514 155,252 166,258 173,455 165,600
Cost of sales 54,718 57,518 48,638 61,238 64,359 64,705 67,364 65,248 66,478 73,927 77,079 77,997
Gross profit 73,626 79,693 71,412 95,522 103,119 103,346 90,975 85,265 88,773 92,331 96,375 87,603
Selling, general and administrative expenses 55,708 61,432 54,003 72,596 76,830 76,991 65,317 59,322 62,707 65,662 70,595 62,742
Operating income 17,917 18,260 17,409 22,925 26,289 26,355 25,658 25,943 26,065 26,669 25,780 24,860
Ordinary income 18,843 17,949 19,499 24,191 27,374 27,851 27,851 27,726 28,015 28,281 27,330 26,861
Income before income taxes 20,056 18,755 19,802 22,572 25,304 26,804 26,804 26,635 27,636 27,950 27,559 13,914
Net income attributable to owners of the parent 12,448 13,466 14,321 15,863 18,023 19,139 19,139 19,205 19,715 20,022 20,338 10,067
Cash flow from operating activities 15,445 14,329 16,097 22,350 20,007 20,089 20,089 23,986 22,419 31,914 18,360 11,246
Free cash flow*1 10,904 3,396 15,577 29,390 11,944 15,017 15,017 11,330 30,410 17,601 (1,216) (7,169)
Depreciation 2,644 2,544 2,112 2,926 2,967 3,583 3,583 3,837 3,973 4,360 4,929 6,615
Capital expenditures*2 3,584 4,448 4,352 3,360 3,796 5,315 5313 4,265 5,278 15,794 26,887 24,861
Research and development expenses 5,289 5,788 4,121 7,239 7,031 7,110 7,110 7,338 7,522 8,327 9,004 9,109
At year-end (Millions of yen) [Millions of yen)
Current assets 115,990 120,347 128,646 142,346 151,824 162,712 163,046 164,225 181,889 172,892 158,331 144,468
Non-current assets 70,340 68,650 72,587 76,484 76,963 70,685 70,685 74,141 70,664 82,934 109,142 120,900
Current liabilities 35,890 36,481 46,975 54,274 55,053 53,433 53,767 50,107 50,703 51,809 56,111 46,423
Non-current liabilities 10,829 10,492 10,938 10,744 7,485 7,307 7,307 5,675 6,250 6,118 6,545 5,473
Net assets 139,611 142,023 143,320 153,811 166,249 172,657 172,657 182,583 195,600 197,900 204,816 213,471
Total assets 186,331 188,997 201,234 218,831 228,787 233,398 233,732 238,366 252,554 255,827 267,473 265,368
Working capital*3 80,100 83,865 81,670 88,072 96,771 109,279 109,279 114,118 131,186 121,083 102,220 98,045
Interest-bearing liabilities 40 181 192 194 506 19 19 13 1 — — —_
Per-share data*4 (Yen) (Yen)
Net income 152.73 165.56 179.12 201.31 228.05 244.08 244.08 245.71 252.36 259.63 268.16 135.42
Cash dividends 45.00 48.00 52.00 58.00 66.00 73.00 73.00 77.00 83.00 90.00 101.00 102.00
Payout ratio (%) 29.5 29.0 29.0 28.8 28.9 29.9 29.9 313 32.9 34.7 37.7 75.3
Cash flow*5 181.6 168.5 189.3 272.4 243.8 244.8 244.8 292.3 273.2 408.9 235.2 144.0
Net assets 1,711.77 1,766.06 1,818.10 1,947.82 2,102.49 2,208.94 2,208.94 2,335.93 2,515.53 2,600.04 2,749.17 2,862.28
Financial ratios (%) (%)
Gross profit margin 57.4 58.1 59.5 60.9 61.6 61.5 57.5 56.6 57.2 55.5 55.6 52.9
Operating income margin 14.0 13.3 14.5 14.6 15.7 15.7 16.2 17.2 16.8 16.0 14.9 15.0
Ordinary income margin 14.7 13.1 16.2 15.4 16.3 16.6 17.9 18.4 18.0 17.0 15.8 16.2
Net margin 9.7 9.8 11.9 10.1 10.8 1.4 12.1 12.8 12.7 12.0 1.7 6.1
Current ratio 323.2 329.9 273.9 262.3 275.8 304.5 303.2 327.7 358.7 333.7 282.2 311.2
Return on assets (ROA) 10.5 9.6 10.0 11.5 12.2 12.1 12.0 1.7 1.4 1.1 10.5 10.1
Return on equity (ROE) 9.4 9.6 10.0 10.7 1.3 11.3 1.3 10.8 10.4 10.2 10.1 4.8
Equity ratio 74.8 75.1 71.2 70.3 72.7 73.9 73.9 76.6 77.4 77.3 76.4 80.2
Debt-equity ratio (times)*6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Price-earnings ratio (PER) (times]*7 28.2 29.8 27.9 36.4 32.8 38.0 38.0 3.8 35.8 34.8 25.3 46.0

1. Cash flow from operating activities + Cash flow from investing activities
2. Increase in property, plant and equipment + Increase in intangible assets
3. Current assets - Current liabilities

Kobayashi Pharmaceutical Co., Ltd. | Integrated Report 2025

4. Including impact of stock split

5. Cash flow from operating activities + Number of shares issued
6. Interest-bearing liabilities + Shareholders’ equity

7. Current share price + Earnings per share

8. The Company changed its fiscal year-end to December 31 from March 31 effective

from the fiscal year ended March 31, 2016.

9. The "Accounting Standard for Revenue Recognition” (Accounting Standards Board

of Japan (ASBJ) Statement No. 29, March 30, 2018) and “Implementation Guidance

Consequently, the fiscal year ended December 31, 2016 is a transitional period
comprising the nine months from April 1, 2016 to December 31, 2016.

on the Accounting Standard for Revenue Recognition” (ASBJ Guidance No. 30,
March 30, 2018) have been applied from the beginning of the fiscal year ended
December 31, 2020.

Kobayashi Pharmaceutical Co., Ltd. | Integrated Report 2025









Data Section

Top Priorities for

Kobayashi Pharmaceutical Efforts to Restore Trust

Toward a New Kobayashi
Pharmaceutical

Business Overview

v

ESG Initiatives Data Section

Our history

1886

1894

1912

1919

1939
1940

1948
1956

1958
1966
1969

1972

1975

1976

1983

1988

1992

1993

1996
1998

1999

2000

2001

2002

Founder Chubei Kobayashi established Kobayashi Seidaido, an
unlimited partnership company, in Monzen-cho, Naka-ku, Nagoya
The Company sold general merchandise and cosmetics

Launched 10 types of proprietary pharmaceuticals, including
Daikomaru, Ichinichimaru, and Tamushichinki

Established Kobayashi Daiyakubou, a limited partnership
company, in Hiranomachi, Higashi-ku, Osaka

Incorporated as Kobayashi Daiyakubou, Co., Ltd. in Kyomachibori,
Nishi-ku, Osaka, through a merger involving unlimited
partnership company Kobayashi Seidaido and limited partnership
company Kobayashi Daiyakubou

Kichitaro Kobayashi is appointed as the first president

Launched Hakkiri, a headache medicine

Spun off the manufacturing division of Kobayashi Daiyakubou to
establish Kobayashi Pharmaceutical Co., Ltd.

Juso Plant began operations in Higashi-yodogawa-ku, Osaka
(currently Yodogawa-ku)

Saburo Kobayashi, the Company’s second president, was appointed

Kobayashi Daiyakubou Co., Ltd. and Kobayashi Pharmaceutical
Co., Ltd. were merged and renamed Kobayashi Pharmaceutical
Co., Ltd.

Relocated the Head Office to Dosho-machi, Higashi-ku, Osaka
(currently Dosho-machi, Chuo-ku)

Teruko Kobayashi, the Company’s third president, was appointed
Launched Ammeltz, a topical analgesic

Launched Bluelet, a toilet bowl cleaner and freshener, entering
the household products market

Formed partnership with U.S.-based C.R. Bard, Inc. to establish
medical devices importer Japan Medico, Inc., entering the
medical devices market

Launched Sawaday, a toilet air freshener, entering the air
freshener market

Kazumasa Kobayashi, the Company’s fourth president, was
appointed Japan Medico, Inc. became Medicon, Inc., a joint ven-
ture company with C.R. Bard, Inc.

Established Toyama Kobayashi Pharmaceutical Co., Ltd.
(Toyama City, Toyama Prefecture)

Made Angel Ltd. a consolidated subsidiary of Kobayashi
Pharmaceutical Co., Ltd. and thereby acquired a manufacturing
site (Nithama City, Ehime Prefecture)

Established Kobayashi Medical as part of the Medical Devices
Business

Established Sendai Kobayashi Pharmaceutical Co., Ltd.
(Kurokawa-gun, Miyagi Prefecture)

Launched Toughdent, a denture cleanser

Established Shanghai Kobayashi Friendship Daily Chemicals Co.,
Ltd., a joint venture company in China

Established Kobayashi Healthcare, LLC in the U.S.

Listed on the Second Section of the Osaka Securities Exchange
Launched mail order sales of nutritional supplements, marking
the start of the Direct Marketing Business

2000 Listed on the First Section of the Tokyo Stock Exchange and
Osaka Securities Exchange

Established the Central R&D Laboratory in Ibaraki City, Osaka
Prefecture

Spun off the trade division to form Kobashou Co., Ltd.

Made Kiribai Chemical Co., Ltd., a body warmer manufacturer,
a subsidiary (Yodogawa-ku, Osaka)

Established Kobayashi Healthcare Europe, Ltd. in the U.K.
Established Kobayashi Pharmaceutical (Hong Kong) Co., Ltd. in
Hong Kong

Made Shanghai Kobayashi Friendship Daily Chemicals Co., Ltd. a
wholly owned subsidiary, changing the company name to
Shanghai Kobayashi Daily Chemicals Co., Ltd.

Took over the health food business, mainly operations related to
Tochucha (eucommia leaf tea), from Hitachi Zosen Corporation
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2003
2004
2005

2006

2008

2009

2010
2011

2012

2013

2015

2016

2017

2018

2019

2020

2022

2023

2024

2025

Angel Ltd. renamed Ehime Kobayashi Pharmaceutical Co., Ltd.
Yutaka Kobayashi, the Company’s fifth president, was appointed

Obtained exclusive sales rights to the women'’s health medicine
Inochi no Haha A from Sasaokayakuhin Corporation

Made eVent Medical Ltd., a medical device manufacturer in
Ireland, a subsidiary

Made Heat Max, Inc., a body warmer manufacturer in the U.S.,
a subsidiary

Kobashou Co., Ltd. and Mediceo Paltac Holdings Co., Ltd.
conducted a share exchange

Spun off the manufacturing division of Kiribai Chemical Co., Ltd.,
establishing Kiribai Kobayashi Pharmaceutical Co., Ltd.

Obtained trademark rights for Bisrat Gold from Ishihara
Chemical Co., Ltd.

Established Kobayashi Pharmaceutical (Singapore) Pte. Ltd.

in Singapore

Spun off the medical device division into Kobayashi Medical Co., Ltd.

Transferred all eVent Medical Ltd. shares in a management buy-out
Established Kobayashi Healthcare (Malaysia) Sdn. Bhd. in Malaysia
Established Kobayashi Pharmaceutical (Taiwan) Co., Ltd. in Taiwan
Made Grabber, Inc., a body warmer manufacturer in the U.S.,

a subsidiary

Established PT. Kobayashi Pharmaceutical Indonesia in Indonesia
Established Hefei Kobayashi Daily Products Co., Ltd. in China
Sold 80 percent of Kobayashi Medical Co., Ltd. (currently Japan
Medicalnext Co., Ltd.) shares to Mitsubishi Corporation

Made Rokuyo Pharmaceutical Co., Ltd., a manufacturer of
pharmaceutical products, quasi-pharmaceutical products and
cosmetics, a subsidiary

Established Kobayashi Healthcare Australia Pty., Ltd. in Australia

Transferred all Japan Medicalnext Co., Ltd. shares to
Mitsubishi Corporation

Established Hefei Kobayashi Pharmaceutical Co., Ltd. in China
Akihiro Kobayashi, the Company'’s sixth president, was appointed
Established Kobayashi Healthcare (Thailand) Co., Ltd. in Thailand
Made Juju Cosmetics Co., Ltd., a cosmetics manufacturer, into

a subsidiary

Acquired Ganyaku Hitifuku brand from Hitifuku Inc.

Dissolved the joint venture with U.S. company Bard International
Inc. and sold all its shares to Medicon, Inc.

Acquired monascus purpureus business from Gunze Limited

Made Perfecta Products, Inc., a company engaged in the planning
and sale of OTC pharmaceuticals and cosmetics in the U.S.,
a subsidiary

Acquired exclusive marketing rights in Japan for Bioil from
Union-Swiss (Pty) Ltd. (headquartered in South Africa)

Made Jiangsu Zhongdan Pharmaceutical Co., Ltd. a subsidiary,
changing the company name to Jiangsu Kobayashi
Pharmaceutical Co., Ltd.

Made Meitan Hompo Co., Ltd., a manufacturer of health and
other products made using Japanese plums, a subsidiary

Made Alva-Amco Pharmacal Companies, Inc. a subsidiary to develop
and grow the OTC pharmaceutical business in North America,
changing its name to Alva-Amco Pharmacal Companies, LLC

Transitioned to Prime Market in line with the market reorganiza-
tion of the Tokyo Stock Exchange

Made Focus Consumer Healthcare, LLC a subsidiary to expand
and develop supplements and general pharmaceutical products
in North America

Established KOBAYASHI Pharmaceutical Manufacturing
(Thailand) Co., Ltd. in Thailand to ensure a stable supply of
household products in Southeast Asia

Satoshi Yamane, the Company’s seventh president, was appointed

Norikazu Toyoda, the Company’s eighth president, was appointed

Corporate data / Investor information (as of becember 31, 2022)

Corporate data

Corporate Name KOBAYASHI PHARMACEUTICAL CO., LTD.

Incorporated
Head Office

August 22, 1919

Japan

Representative  Norikazu Toyoda, Representative Director,

President and Chief Executive Officer
(appointed March 28, 2025)
Employees

Consolidated

Subsidiaries 36 (14 domestic, 22 overseas)

Group companies

Consolidated subsidiaries (domestic)

©® Toyama Kobayashi Pharmaceutical Co., Ltd.
® Sendai Kobayashi Pharmaceutical Co., Ltd.

® Ehime Kobayashi Pharmaceutical Co., Ltd.

® Kiribai Kobayashi Pharmaceutical Co., Ltd.

® Aloe Pharmaceutical Co., Ltd.

® Meitan Hompo Co., Ltd.

® Kobayashi Pharmaceutical Plax Co., Ltd.

® SP-Planning, Inc.

® Archer Corporation

® Suehiro Sangyo Co., Ltd.

® Kobayashi Pharmaceutical Distribution Co., Ltd.

©® Kobayashi Pharmaceutical Value Support Co., Ltd.

©® Kobayashi Pharmaceutical Global E-commerce
Co., Ltd.

® Kobayashi Pharmaceutical Sales Promotion

Co., Ltd.
® Kobayashi Pharmaceutical Challenged Co., Ltd.
® True Nature Co., Ltd.

Major shareholders

Percentage of

4-4-10 Doshomachi, Chuo-ku, Osaka 541-0045,

3,615 (consolidated), 1,665 (non-consolidated)

Common stock
Shares authorized
Shares issued
Shareholders

Stock exchange listing

Transfer agent /

for special accounts

Account management institution

Investor information

¥3,450 million
340,200,000
78,050,000

58,270

Prime Market,

Tokyo Stock Exchange

Mitsubishi UFJ Trust and
Banking Corporation

©® Domestic Business
® International Business ~® Other Business

Consolidated subsidiaries (overseas)

©® Kobayashi Healthcare, LLC

©® Hefei Kobayashi Daily Products
Co., Ltd.

©® Kobayashi Pharmaceutical
[Hong Kong) Co., Ltd.

® Jiangsu Kobayashi Pharmaceutical
Co., Ltd.

® Kobayashi Pharmaceutical
(Singapore] Pte. Ltd.

® Kobayashi Pharmaceutical (Taiwan)
Co., Ltd.

©® Kobayashi Healthcare (Malaysia)
Sdn. Bhd.

® PT. Kobayashi Pharmaceutical
Indonesia

©® Kobayashi Healthcare Australia
Pty., Ltd.

® Kobayashi Healthcare (Thailand)
Co., Ltd.

©® Kobayashi Healthcare International,
Inc.

Other corporations

Lsh
el o 18.6-.

Akihiro Kobayashi

Japan Trustee Services Bank, Ltd. (trust account)
The Kobayashi Foundation

Oasis Japan Strategic Fund Ltd.

Ikuko Watanabe

Forum Co., Ltd.

OASIS JAPAN STRATEGIC FUND Y LTD.

Oasis Investments || Master Fund Ltd.

Yukako lue

Eko Co.

Notes:

1. The Company holds 3,711,181 shares of treasury stock but is excluded from the

above list of major shareholders.
2. Percentage of total shares held is calculated excluding treasury stock.

12.46

9.42
Securities

8.07 companies

19 1k T

3.13

2.74
2.62
2.51
2.29

Foreign nationals

20.5

Total

2.79 78,050,000 shares

KOBAYASHI Pharmaceutical
Manufacturing (Thailand] Co., Ltd.

Focus Consumer Healthcare, LLC
Kobayashi Consumer Products, LLC

Kobayashi America Manufacturing,
LLC

Mediheat, Inc.
Berlin Industries, Inc.
Perfecta Products, Inc.

Alva-Amco Pharmacal Companies,
LLC

Kobayashi Healthcare Europe, Ltd.

Hefei Kobayashi Pharmaceutical
Co., Ltd.

Kobayashi (China) Co., Ltd.

Shareholder composition

Individuals and other

| bbby,

Financial institutions

15.0.
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