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Sanseido Co., Ltd., Kuraya Corporation and Tokyo

Pharmaceutical Co., Ltd. merged as of April 1, 2000, and began

operations as Kuraya Sanseido Inc.

In response to government policy to radically reform the

health insurance system and reduce medical expenditure, the

pharmaceutical wholesale industry in Japan is going through

major changes. 

The merger to form Kuraya Sanseido has increased manage-

ment effectiveness, expanded the new Company’s distribution

network throughout Japan and achieved greater efficiency by

integrating distribution services that overlap. 

Building on a solid base in ethical drugs, Kuraya Sanseido is

expanding its business in the over-the-counter (OTC) drug mar-

ket and customer support services at health care facilities.

Kuraya Sanseido will reinforce its integrated supply capabilities to

provide diverse services and products, and will continue to

invest its corporate resources into health care opportunities.

Maintaining the three former companies’ commitment to

ensuring efficient distribution of pharmaceuticals, Kuraya

Sanseido will develop services using information technology to

integrate its expanded distribution capabilities. These services

include stock replenishment through automatic small batch

ordering to allow pharmacies to provide added value to clients.

This network builds on the Company’s existing systems for

pharmaceutical information support, regional health care net-

works, payment settlement, and product ordering support.
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C O N T E N T S Forward-Looking Statements
This annual report contains forward-looking statements

regarding Kuraya Sanseido’s plans, outlook, strategies and

results for the future. All forward-looking statements are

based on judgements derived from information available

about the Company at the time of publication.

Certain risks and uncertainties could cause the Company’s

actual results to differ materially from any projects presented

in this report. These risks and uncertainties include, but are

not limited to, the economic circumstances surrounding the

Company’s business; competitive pressures; related laws and

regulations; product development programs; and changes in

exchange rates.



Thousands of
U.S. dollars

Millions of yen (Note 1)

1999 (Note 2) 2000 2000

FOR THE YEAR:
Net Sales
Pro Forma ¥    — ¥926,762 $8,730,683

Kuraya 508,116 570,299 5,380,189
Sanseido — 272,472 2,566,858
Tokyo Pharmaceutical — 83,991 791,248

Operating Income
Pro Forma — 6,122 $ 57,673

Kuraya 8,107 4,078 38,472
Sanseido — 1,918 18,069
Tokyo Pharmaceutical — 126 1,187

Net Income (Loss)
Pro Forma — (792) $ (22,157)

Kuraya 3,139 (2,241) (21,142)
Sanseido — 1,560 14,696
Tokyo Pharmaceutical — (111) (1,046)

AT YEAR-END:
Interest-bearing Debt
Pro Forma ¥ — ¥ 31,803 $  299,104

Kuraya 55,267 30,103 283,991
Sanseido — — —
Tokyo Pharmaceutical — 1,700 16,015

Total Shareholders’ Equity
Pro Forma — ¥118,288 $1,114,329

Kuraya 50,686 51,103 482,103
Sanseido — 61,630 580,594
Tokyo Pharmaceutical — 5,464 349,911

Total Assets
Pro Forma — ¥520,180 $4,900,423

Kuraya 322,761 319,210 3,011,415
Sanseido — 163,827 1,543,353
Tokyo Pharmaceutical — 37,143 349,911

Note 1: The U.S. dollar amounts in this report represent translations of Japanese yen, for convenience only, at the rate of ¥106.15 to U.S. $1.00, the 
approximate exchange rate on March 31, 2000.

Note 2: Sanseido Co., Ltd. and Tokyo Pharmaceutical Co., Ltd. will be included in the consolidated financial statements of Kuraya Sanseido Inc. beginning in the 
year ended March 31, 2001. The figures and comparisons for years prior to this are therefore omitted.

Financial Highlights
KURAYA CORPORATION and its consolidated subsidiaries 
Sanseido Co., Ltd. and its consolidated subsidiaries 
Tokyo Pharmaceutical Co., Ltd. (nonconsolidated)
Year ended March 31, 1999 and 2000
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What are the objectives of the recent
merger in April 2000 between Sanseido
Co., Ltd., Kuraya Corporation and
Tokyo Pharmaceutical Co., Ltd. to
form Kuraya Sanseido Inc.? What
effects do you expect?

I will start by describing the corporate
philosophy at Kuraya Sanseido, which is
to create value through our marketing,
which earns the trust of people desiring
to be healthy and the people who sup-
port them. Our mission is not only to
help patients but to serve all people who
desire to lead healthy lives by earning the
trust of and deepening our relationship
with health care facilities and patients.
From a management perspective, with
our base as a stable supplier of pharma-
ceuticals, we are working to further add
value for customers through our distribu-
tion activities in a number of areas such
as information technology and services.
To realize this, there are three areas of
focus: expansion, enhanced capabilities,
and achieving financial soundness.

Expansion
Kuraya Sanseido has become Japan’s

largest pharmaceutical wholesaler, with
an overwhelming share of Japan’s two
largest markets, the Tokyo area and
Kansai region. To survive in the fiercely
competitive pharmaceutical wholesale
industry, it is imperative that we expand
the scale of our operations. Through the
recent merger, we have taken the lead
in our industry. As a result, we have
strong marketing capabilities and pur-
chasing power for negotiating with drug
manufacturers. This is the primary effect
of the merger.

Enhanced Capabilities
We aim to enhance our capabilities as

the preferred pharmaceutical wholesaler
by viewing things from the perspective
of customers and responding to the
needs of society. Aside from fundamen-

tal distribution functions, Kuraya
Sanseido must offer information tech-
nology-based services and must
strengthen support services to create
efficiency for customers.

Financial Soundness
To further enhance the Company’s

capabilities, we need to maintain an
appropriate amount of capital, invest our
resources effectively and efficiently, and
achieve return on investment for share-
holders. To achieve these aims, we must
secure a solid financial base.

What were the results of each of the
three companies involved in the merg-
er during the year ended March 2000?

Sanseido Co., Ltd. recorded consoli-
dated net sales of ¥272.5 billion, operat-
ing income of ¥1.9 billion and net income
of ¥1.6 billion. Kuraya Corporation
recorded an increase in net sales of 12.2
percent to ¥570.3 billion. However,
operating income declined 49.7 percent
to ¥4.1 billion due to a decline in the
gross profit margin. Factoring in an
increase in allocations to its contributory
retirement fund in advance of new
accounting standards for retirement
funds, Kuraya posted a loss of ¥2.2 bil-
lion. Tokyo Pharmaceutical Co., Ltd.
recorded net sales of ¥84.0 billion and
operating income of ¥126 million, and
also recorded a net loss for the period,
¥111 million, related to the same retire-
ment benefit obligations under the new
accounting standards. 

As a result, by combining the results of
the three companies, consolidated net
sales were ¥926.8 billion, operating
income was ¥6.1 billion and net loss was
¥792 million. Absent the ¥5.5 billion loss
in connection with an increase in the
allowance for retirement benefits, the
new Company began the fiscal year in
sound financial condition. 

What are some of the specific details of
the Kuraya Sanseido medium-term
management plan that will help the
Company achieve its goals?

The three objectives I mentioned earlier
are the basis of our medium-term manage-
ment plan. The targets of the plan are con-
solidated sales of ¥1.2 trillion, net income
of ¥12.7 billion and an ROE of 9 percent in
the fiscal year ending March 2003. 

To achieve these targets, we intend to
create value for our shareholders and
other stakeholders based on the con-
cept “For the Best” throughout the new
company.  

More specifically there are three mea-
sures for carrying out the medium-term
plan to establish a new business model:
strengthening sales capabilities through
efficient use of resources, exemplified by
deploying personnel in strategic regions;
lowering costs by restructuring opera-
tions, including rationalizing and system-
atizing distribution functions; and
strengthening research and development
capabilities by reorganizing functions.

What do you mean by the theme of
becoming a creative company of the
new century, as outlined in the 
medium-term management plan?

Currently, the pharmaceutical industry
is approaching a critical turning point.
There is a plan to revise Japan’s health
insurance system, including the reim-
bursement pricing system, in 2002. This
scheduled revision is expected to dramat-
ically change the competitive landscape of
the industry. During this period of change
we need to position ourselves so that we
can achieve growth independent of
exogenous factors that may affect our
company and pursue business opportuni-
ties without relying on conventional busi-
ness models. The year 2000 heralds the
creation of Kuraya Sanseido, and the

Interview with President Yamada
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theme indicates our resolve from 2000 to
2003 to develop a new company in which
each employee has an awareness of him-
self or herself as an entrepreneur.

Following the merger, we have seven
distribution centers and we are integrating
these into a comprehensive distribution
network. In addition, we have expanded
sales capability and bolstered our reputa-
tion as a national wholesale business, with
a share of more than 30 percent in the two
largest Japanese markets, the Tokyo area
and Kansai region. Our customer base of
71,000 customers includes more than
1,500 manufacturers. This customer base
is an asset and strength of Kuraya Sanseido
that puts us well in front of our competi-
tors. In the future, we will further strength-
en these advantages, keep a close watch
on changes in the industry, and focus on
achieving our medium-term management
plan by bolstering both quality and volume.

What is the most important factor 
necessary to achieve these aims?

The most important factor is to estab-
lish a new business model that takes full
advantage of information technology.
Kuraya Sanseido is establishing a competi-
tive foundation by utilizing the strengths I
mentioned previously and by capturing
the leading position in our industry. As
the basis for new business opportunity,
we will develop a database based on our
71,000 loyal customers, and prepare our-
selves for e-business opportunities with
health care facilities and pharmacies.  

More specifically, by utilizing the advan-
tages that come from Kuraya Sanseido’s
size, we are able to target the ¥10 trillion
health care market through our supply
chain management for medical institutions
and as a one-stop shop for health care
products. In addition, in the area of phar-
maceuticals, we plan to expand both our
product-order system (POS) for pharma-
ceuticals and our range of business.

From a management perspective,
what are the important points for the
new company to consider?

Of utmost importance is our share-
holders. For this reason, we believe it is
very important to raise our return on
equity and cash flow. In the fiscal year
ended March 2000, the new company
set a target of operating cash flow of
¥23.0 billion on a consolidated basis.
Toward that end, in our efforts to
achieve more effective management,
we are working to strengthen our
financial soundness and therefore, in
advance of new accounting standards
related to retirement benefits, recog-
nized expenses in fiscal 2000 for each
company involved in the merger. 

These efforts show our determina-
tion to ensure profits for shareholders.
In addition, from the viewpoint of cor-
porate governance we have introduced
a system of corporate executive officers
to secure even more open style man-
agement of the Company.  

Kuraya Sanseido is determined to
optimize corporate and marketing value
by effectively investing its assets to
increase cash flow and return on equity,
achieve growth and create value for
shareholders.

July 2000

Takashi Yamada
President and Representative Director

Medium-term Management
Plan Targets
For the year ending March 2003

Sales: More than ¥1.2 trillion

Net income: More than ¥12.7 billion

ROE: 9 percent

Strengthen lead in 
management

➥ Promote business reforms
and low cost operations

➥ Create a new corporate 
culture and develop human
resources

Realize growth independent
of economic conditions

➥ Develop new products and
services

➥ Develop new business models



Pharmaceutical Wholesale Industry at a Turning Point
Today, the pharmaceutical wholesale industry in Japan is in the midst of major consoli-

dation. The basis for this trend toward consolidation is the aging of Japanese society and

the declining birthrate. In response, the government implemented a policy several years

ago to radically reform the health insurance system as a means to reduce medical expens-

es and deal with the country’s aging population. The revision of health insurance coverage

for the cost of pharmaceuticals pushed up the market share of wholesalers with strong

financial bases. As a consequence, the total market share of the 10 leading wholesale

companies increased by about 11 percent over 10 years, from 28.7 percent in 1988 to

39.8 percent in 1998. Conversely, the number of pharmaceutical wholesalers decreased

from 384 in 1990 to 217 in 2000.

Merger Positions Kuraya Sanseido for New Opportunities
The previously second-ranked Kuraya Corporation (in terms of net sales), sixth-ranked

Sanseido Co., Ltd. and nineteenth-ranked Tokyo Pharmaceutical Co., Ltd. merged as of

April 1, 2000, and started operations as Kuraya Sanseido Inc., Japan’s largest pharmaceuti-

cal wholesale company. As a result, the combined sales of Kuraya Sanseido were ¥926.7

billion, thus taking the leading position in the industry by capturing a market share of 14.6

percent nationally and more than 30 percent in the Tokyo area and Kansai region. 

The advantages of this merger are not limited to increasing net sales but are also

expected to strengthen the Company’s purchasing power with pharmaceutical manufac-

turers and subsequently lead to higher gross profits. 

In addition, the new company aims to expand its future capability by strengthening its

marketing base. Kuraya Sanseido will strive to increase its market share by strategically

allocating  about 200 sales staff in priority regions within Japan where the Company’s mar-

ket share is low.
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A Vision for Future Growth
Kuraya Sanseido estimates an annual industry growth rate for ethical drugs of
approximately 3.5 percent for the year ending March 31, 2003. In the Medium-term
Management Plan it was forecasted that the annual corporate growth rate would increase
from the current 3.7 percent to 11.3 by the end of the fiscal year ending March 31, 2003.
To achieve this growth rate, senior management has implemented an aggressive
marketing promotion structure by which Kuraya Sanseido is confident that it can achieve
annual growth rates above 10 percent.

Leading Company in the Health Care and 
Pharmaceutical Wholesale Industry

Market Share of Pharmaceutical 
Wholesalers by Size
(Years ended March 31)
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For the Best
Growth Objectives

Kuraya Sanseido has set a target of ¥1.2 trillion in net sales by 2003. To that end, the

Company plans to raise the current net sales per employee from ¥140 million to ¥190

million, and the market share nationwide from 14.6 percent to 18 percent. Moreover, in

June and August 2000 the Company plans to strengthen the Group further by acquiring

majority holdings in four medium-sized pharmaceutical wholesalers.

Obtaining these objectives will result in high-quality and efficient services nationwide,

and Kuraya Sanseido is planning further modernization and efficiency improvements in dis-

tribution as the most appropriate business strategy. 

Vision for Future Growth
Kuraya Sanseido estimates an annual industry growth rate for

ethical drugs of approximately 3.5 percent for the year ending

March 31, 2003. In the Medium-term Management Plan it was

forecasted that the annual corporate growth rate would

increase from the current 3.7 percent to 11.3 by the end of the

fiscal year ending March 31, 2003. To achieve this growth rate,

senior management has implemented an aggressive marketing

promotion structure by which Kuraya Sanseido is confident that

it can achieve annual growth rates

above 10 percent. 

To become an indispensable part of Japan’s
health care services, Kuraya Sanseido is
strengthening wholesale capabilities, lowering
operation costs and modernizing its distribution
network. 
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Based on figures calculated by Kuraya Sanseido

Nationwide 
Market Share

14.6%



Advanced Capabilities
The merger has also resulted in more effective use of management functions. The new

company has expanded its service and product supply capabilities through synergies creat-

ed by merging its three predecessors. In addition, corporate streamlining is being promot-

ed to achieve efficiency in management resources and ensure stable profits.

In accordance with trends in the pharmaceutical wholesale industry, Kuraya Sanseido

ensures delivery of pharmaceuticals and related products that meet user requirements,

and is efficiently providing products, information, and management support services that

add value to users’ corporate management. The new company has a comprehensive line-

up of more than 150,000 products. This product line-up is stocked and centrally managed

by distribution centers located in the Kanto and Kansai regions. The purchasing volume of 

the Company ranks highest in Japan and allows for creation of an even more highly inte-

grated supply system that meets diversifying user needs.

The computerized network system, which integrates customer support systems, and

the expertise brought in from the three pre-merger companies is the most sophisticated

in Japan. It has received high acclaim from customers as an information gathering and

transmission base, and takes advantage of economies of scale.
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Medium-term Management Plan: 
Projected Reduction of Ratio of 
Selling, General and Administrative 
Expenses to Net Sales
(Years ending March 31)
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The new Tokyo distribution center is the
Company’s logistics base, supplying more than
15,000 items of merchandise. This distribution
support enables Kuraya Sanseido to respond to
the diverse needs of its customers. 

A Vision for Future Growth
The current health care market exceeds ¥14 trillion. This market is not limited only to
conventional ethical drugs but also includes other health care business categories such as
the fast-growing nursing care market, over-the-counter (OTC) drug market, and patient
care and patient support services at hospitals. Kuraya Sanseido will actively reinforce its
integrated supply capabilities to provide diverse services and products and continue to
invest its management resources throughout the entire health care field, in addition to
supplying ethical drugs.

Efficient Use of Corporate Resources

The merger of the three companies has
brought together high quality personnel from
each company.
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Toward Efficient Investment of Corporate Resources
Pursuing lower costs is a top priority for efficient management. After the merger, sales

offices that are located close to each other and have functions that overlap will be consoli-

dated. As the initial stage of consolidation, 31 offices will be closed during the current fis-

cal year, which will result in a cost saving of approximately ¥900 million. A similar office

consolidation will be initiated during the following fiscal period. Internal system develop-

ment will also be an important priority, to improve operating efficiency and streamlining,

and to reduce administrative expenses. Kuraya Sanseido has already upgraded its infra-

structural capabilities in the area of systems operation and information technology for

data and plans to implement an even more efficient, unified information management sys-

tem. In addition, policies toward hiring new employees and outsourcing are being 

reviewed to improve the direct-indirect expense ratio, which will result in further cost

cutting. In the coming three years, the Company plans to reduce its workforce by about

600, mainly through voluntary retirement and natural attrition. A further reduction in per-

sonnel at peripheral divisions, from 2,390 to 2,000, is also planned.

As a result, Kuraya Sanseido plans to reduce the overall ratio of selling, general, and

administrative expenses to net sales, from 9.1 percent to 7 percent, within the next

three years.

The plans to reduce operation costs as described above will ensure strong profitability

and competitiveness through a strengthened financial position. At the same time the

Company plans to implement improved systems to create efficiencies and thus provide

labor-savings, which will help finance the development costs of new products, new ser-

vices, and new business models.

Kuraya Sanseido's highly efficient distribution
system can respond quickly to the needs of both
large clients, such as university hospitals, and
smaller clients such as small independent com-
munity pharmacies.

For the Best



To achieve sustainable growth, Kuraya Sanseido is focusing on creating new business

models with an information technology strategy that makes use of the Company’s

strengths. A solid foundation for this strategy is the information stored on the

Company’s 71,000-strong customer database that includes 1,500 corporations, making it

the largest database in Japan. Kuraya Sanseido aims to create a new IT-based business

using the secure data developed from both our long relationships with customers and

our information technology distribution capabilities.

New Service that Promotes More 
Efficient Hospital Management

In line with the ongoing radical reforms to Japan’s

health care system, hospital management will require

further improvements. As a new business that meets

this strong user need, Kuraya Sanseido plans to devel-

op services incorporating our information technology. 

The Company will promote research and develop-

ment focusing on supply chain management and

finance. This R&D initiative will require considerable

investments; however, improving profitability is a vital

management task for the Company. Therefore, the

management is adopting a development strategy that

pursues both profitable growth and stable develop-

ment. The savings achieved from low-cost opera-

tions, which would have been disbursed as expenses,

will be appropriated to development costs.
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Creating a New Business Model

Automatic supply replenishment
contracts for hospital POSs

Pharmaceticals
(Sales composition percentage: 89%

 of total net sales, market scale ¥6 trillion)

Other products/services
(Sales composition percentage: 11%

 of total net sales, market scale: ¥2 trillion)

Hospitals:
Sales percentage: 50%

of total net sales

Set formulations for each medical
examination category and disease

Catalog sales and delivery service to patients receiving 
home care services (establishment of an e-commerce call center)

Medical practitioners:
Sales percentage: 20%

of total net sales

Small batch ordering and automated
supply replenishment contract

Community Pharmacies:
Sales percentage: 30%

of total net sales

First-phase development

Second-phase development
✽  Sales percentages are calculated from the total sales 
✽  of the three pre-merger companies for fiscal 2000.

One-stop-shopping for health care related products 
(establishment of an e-commerce call center)

Improved Customer Services in New Business ModelImproved Customer Services in New Business Model

A Vision for Future Growth
An Internet-based operation for currently available on-line services is expected to
considerably reduce costs and increase revenues. The project started in May 2000 and
first-phase development is scheduled to start in early 2001. The Company aims to form a
joint project team with a group of well-established, external experts in different fields,
and realize early project start-up through alliances with external consultants and
information technology partners.
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For the Best
In the first phase of development, the Company plans to connect users and pharmaceu-

tical manufacturers through our computers and distribution centers. We will formulate

the most appropriate stock replenishment and control system using demand projections

derived from our product ordering system (POS) at hospitals and pharmacies. This ser-

vice not only provides Kuraya Sanseido with very efficient operations but makes produc-

tion planning easier for pharmaceutical manufacturers and ordering procedures less com-

plex for customers. 

Ethical drugs account for about 89 percent of Kuraya Sanseido’s net sales and hospital

inventories can be replenished using the Company’s order-entry system. The ability to

replenish stocks through automatic small batch ordering allows pharmacies to provide

added convenience to consumers.

In the second phase of development, Kuraya

Sanseido plans to offer Internet-based services using

an e-commerce call center. At this stage, the

Company will offer hospitals one-stop-shopping for

almost 150,000 health care products. Also, there

will be catalog ordering and delivery services for

home care patients.

The Company has already put in place systems

for pharmaceutical information support, regional

health care networks, payment settlement, and

product ordering support. This business model

incorporates the superiority of the Company’s infor-

mation system.

Outline of New Business Model (first-phase development)Outline of New Business Model (first-phase development)

Hospitals ManufacturerComputers

Distribution center

Kuraya Sanseido:

Community
Pharmacies

● Small batch purchasing
● Automatic replenishment

●  Distribution management according
●  to customer shelf

●  Small batch automatic picking

● POS in hospital
● Automatic supply replenishment

Data

Pharmaceutical
products

Data

Pharmaceutical
products

● Production plan
● Delivery outsourcing 

●  Credit contract management system

●  Supply replenishment plan based on 
●  demand projections

●  Time and delivery route plan

●  Optimization of stocks

● One-to-one marketing
● Advertising agency 

Through establishing a new business model
using e-business, Kuraya Sanseido is securing
the management foundation to achieve growth
in the twenty-first century.
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In April 2000, Kuraya Corporation, Sanseido Co., Ltd. and Tokyo
Pharmaceutical Co., Ltd. merged to form Kuraya Sanseido Inc. This
report contains the audited financial statements of Kuraya
Corporation, and includes unaudited financial reports from
Sanseido Co., Ltd. and Tokyo Pharmaceutical Co., Ltd. 

Note: Tokyo Pharmaceutical Co., Ltd was not listed on the stock exchange, and

therefore a discussion of their financial statements is not included in this manage-

ment’s discussion and analysis. 

Kuraya Sanseido Inc.
Financial Strategy

Kuraya Sanseido and its subsidiaries strive to create sufficient liq-
uidity and capital for operating needs and a sound balance sheet.
Capital expenditures and investment in plant and equipment are
evaluated according to clearly defined plans. Primary investment
emphases include improved distribution, the development of new
services and products, and research and development of new busi-
ness models.

Kuraya Corporation (Prior to Merger)
In the year ended March 31, 2000, net sales increased 12.2 per-

cent to ¥570.3 billion. Primary reasons for the gain included aggres-
sive business expansion in all regions, increased market share, solid
customer support and active efforts to promote new ethical drugs.
Selling, general and administrative expenses increased 12.9 percent,
which contributed to a 49.7 percent decrease in operating income
to ¥4.1 billion. The ratio of operating income to net sales decreased
to 0.7 percent from 1.6 percent.

Other expenses increased due in part to an extraordinary loss
recognized in connection with an increase in the allowance for
retirement benefits of ¥5.2 billion in preparation for the planned
implementation of the “Accounting Standard Related to Retirement
Benefits.” Moreover, the Company increased the transfer amount
for allowance for doubtful accounts, which was required as a result
of the unified accounting standards for doubtful accounts in connec-
tion with the merger of the three companies.  

As a result, the Company recorded a ¥3.4 billion loss before
income taxes, and a net loss of ¥2.2 billion. Interim and year-end
cash dividends per share each totaled ¥9.00, for total cash divi-
dends per share for the fiscal year of ¥18.00.  

Liquidity and Financial Position
Due to the net loss incurred from operations over the fiscal year,

net cash used in operating activities was ¥2.2 billion, compared to
net cash provided by operating activities of ¥15.7 billion for the
prior fiscal year. Net cash used in investing activities was ¥13.6 bil-
lion. A primary factor was payments for purchases of property,
plant and equipment, which included ¥12.8 billion for the construc-
tion of a new head office.  Net cash used in financing activities was
¥22.2 billion as the Company used internal capital resources to
repay short-term bank loans and long-term debt and redeem con-
vertible bonds. Management believes that the use of internal

resources to fund debt reduction contributed to the corporate
objective of raising the Company’s financial soundness. Cash on
hand and in banks at the end of the fiscal period decreased from
¥70.6 billion a year earlier to ¥31.5 billion.

Total assets decreased slightly from a year earlier to ¥319.2 bil-
lion.  Current liabilities decreased ¥6.0 billion to ¥233.3 billion due
to repayment of short-term bank loans and the redemption of con-
vertible bonds. Long-term debt decreased ¥4.1 billion to ¥23.5 bil-
lion. The reserve for retirement benefits increased ¥5.4 billion to
¥8.6 billion due to a ¥4.2 billion reduction in convertible bonds that
were converted into shares.  

The conversion of convertible bonds raised common stock by
¥2.0 billion to ¥10.5 billion, increasing shareholders’ equity to
¥51.1 billion. The ratio of shareholders’ equity to total assets was
16.0 percent.

Sanseido Co., Ltd. (Prior to Merger)
This company will be included in the consolidated financial state-

ments of Kuraya Sanseido beginning in the year ended March 31,
2001. Prior year figures and comparisons are therefore omitted.

Analysis of Income and Expenses
Efforts to strengthen sales capabilities in regions where market

share was low, expand the company’s operational base and bolster
strategic marketing of products resulted in net sales of ¥272.5 bil-
lion. Cost of sales totaled ¥244.1 billion, resulting in gross profit of
¥28.3 billion, for a 10.4 percent gross margin.  

Operating income totaled ¥1.9 billion, and the operating margin
was 0.7 percent. Consolidated net income totaled ¥1.6 billion, and
net income per share was ¥28.15.  

Liquidity and Financial Position
Net cash provided by operating activities totaled ¥3.8 billion. Net

cash used in investing activities totaled ¥3.4 billion. Payments for
purchase of properties totaled ¥3.2 billion, and were funded inter-
nally. Net cash used in financing activities, including cash dividends
paid, totaled ¥0.7 billion. Cash and cash equivalents at the end of
the fiscal year totaled ¥28.2 billion.

Total assets were ¥163.8 billion, of which current assets totaled
¥117.4 billion. Current liabilities totaled ¥100.8 billion, and the cur-
rent ratio was 1.16 to 1. The company had no external debt, indi-
cating the soundness of its financial structure. Shareholders’ equity
totaled ¥61.6 billion, and the ratio of shareholders’ equity to total
assets was 37.6 percent.

Outlook for Kuraya Sanseido Inc.
In the pharmaceutical wholesale industry, pricing pressure from

healthcare facilities is expected to continue. However, the
Company is working to improve profit management to ensure an
appropriate level of earnings and is aggressively working to achieve
the objectives of its medium-term management plan. For the year
ending March 2001, the Company forecasts consolidated net sales
of ¥1,081.8 billion, and net income of ¥5.9 billion.

KURAYA SANSEIDO Inc.     11
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Unaudited Pro Forma Combined Consolidated Balance Sheets
KURAYA CORPORATION and its consolidated subsidiaries 
Sanseido Co., Ltd. and its consolidated subsidiaries 
Tokyo Pharmaceutical Co., Ltd. (nonconsolidated)
As of March 31, 2000

Thousands of
U.S. dollars

Millions of yen (Note)

ASSETS Sanseido Kuraya Tokyo Pharmaceutical Total Total

Cash on hand and in banks ¥ 28,583 ¥ 32,148 ¥ 1,093 ¥ 61,824 $ 582,421
Notes and accounts receivable 70,742 174,804 24,981 270,527 2,548,535
Marketable securities — 2 — 2 19
Inventories 10,930 24,441 2,843 38,214 360,000
Prepaid expenses 135 590 83 808 7,612
Other receivables 6,879 13,157 2,667 22,703 213,877
Deferred tax assets 388 662 202 1,252 11,795
Other 160 1,390 83 1,633 15,384
Allowance for doubtful accounts (459) (1,178) (175) (1,812) (17,070)

Total current assets 117,360 246,019 31,779 395,158 3,722,638

Buildings and structures 15,873 19,500 1,944 37,317 351,550
Land 23,987 36,243 1,819 62,049 584,541
Other 2,384 1,537 196 4,117 38,785

Total property, plant and equipment 42,245 57,281 3,960 103,486 974,903

Intangible assets 125 930 39 1,094 10,306

Investment securities 2,052 3,613 105 5,770 54,357
Long-term loans receivable 429 184 2 615 5,794
Delinquent loans 554 217 224 995 9,374
Deferred tax assets 461 3,809 393 4,663 43,928
Other 1,155 9,515 851 11,521 108,535
Allowance for doubtful accounts (557) (2,360) (224) (3,141) (29,590)

Total investments and other 4,095 14,978 1,364 20,437 192,529

Total fixed assets 46,467 73,190 5,363 125,020 1,177,767

Total assets ¥163,827 ¥319,210 ¥37,143 ¥520,180 $4,900,424

Note: The U.S. dollar amounts in this report represent translations of Japanese yen, for convenience only, at the rate of ¥106.15 to U.S. $1.00, the approximate
exchange rate on March 31, 2000.
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Thousands of
U.S. dollars

Millions of yen (Note)

LIABILITIES Sanseido Kuraya Tokyo Pharmaceutical Total Total

Notes and accounts payable ¥ 95,551 ¥218,365 ¥27,146 ¥341,062 $ 3,213,019
Short-term bank loans — 6,586 1,700 8,286 78,059
Accrued expenses 477 2,899 269 3,645 24,338
Income taxes payable 575 213 93 881 8,300
Consumption taxes payable 707 417 101 1,225 11,540
Accrued bonuses 1,922 3,239 501 5,662 53,340
Allowance for goods to be returned 141 309 81 531 5,002
Other 1,446 1,181 101 2,728 25,699

Total current liabilities 100,823 233,213 29,995 364,031 3,429,402

Convertible bonds — 22,891 — 22,891 215,648
Long-term debt — 626 — 626 5,897
Employees’ retirement benefits 18 8,593 1,593 10,204 96,128
Directors’ retirement benefits 831 1,114 89 2,034 19,162
Allowance for investment loss — 1,090 — 1,090 10,268
Other 521 475 — 996 9,383

Total long-term liabilities 1,370 34,791 1,683 37,844 356,514

Total liabilities 102,193 268,004 31,678 401,875 3,785,916

MINORITY INTERESTS

Minority interests 3 12 — 15 141

Total minority interests 3 12 — 15 141

TOTAL SHAREHOLDERS’ EQUITY
Common stock 6,928 10,542 203 17,673 166,491
Capital surplus 6,034 11,397 — 17,431 164,211
Retained earnings 48,666 29,305 5,261 83,232 784,098
Treasury stock (0) (52) — (52) (490)

Total shareholders’ equity 61,630 51,192 5,464 118,286 1,114,329

Total liabilities, minority interests and 
shareholders’ equity ¥163,827 ¥319,210 ¥37,143 ¥520,180 $4,900,424
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Unaudited Pro Forma Combined Consolidated Statements of Operations
KURAYA CORPORATION and its consolidated subsidiaries 
Sanseido Co., Ltd. and its consolidated subsidiaries 
Tokyo Pharmaceutical Co., Ltd. (nonconsolidated)
Year ended March 31, 2000

Thousands of
U.S. dollars

Millions of yen (Note)

Sanseido Kuraya Tokyo Pharmaceutical Total Total

Net sales ¥272,472 ¥570,299 ¥83,991 ¥926,762 $8,730,683
Cost of sales 244,145 515,444 76,631 836,220 7,877,720
Provision for goods to be returned — 25 21 46 433
Gross profit 28,328 54,829 7,339 90,496 852,529
Selling, general and administrative expenses 26,409 50,751 7,213 84,373 794,847

Operating income 1,918 4,078 126 6,122 57,673
Non-operating revenues:

Interest and dividend income 111 197 19 327 3,081
Research fee income 661 1,204 220 2,085 19,642
Rent income 672 181 66 919 8,658
Other 328 607 44 979 9,223

Non-operating expenses:
Interest expense 9 376 20 405 3,815
Rent 734 — 44 778 7,329
Provision for doubtful accounts — 1,246 126 1,372 12,925
Other 8 299 62 369 3,476

Ordinary income 2,940 4,347 222 7,509 70,740

Extraordinary income:
Gain on sales of properties 93 0 — 93 876
Reversal of allowance for doubtful accounts 175 139 48 362 3,410

Extraordinary losses:
Loss on disposal of properties 156 306 — 462 4,352
Loss on reorganization of affiliates 44 — — 44 415
Devaluation of investment securities — 15 — 15 141
Provision for retirement benefits — 5,225 301 5,526 52,058
Retirement benefits to directors — 103 — 103 970
Provision for directors’ retirement benefits — 771 89 860 8,102
Provision for investment loss — 130 — 130 1,225
Relocation cost — 949 — 949 8,940
Merger cost — 254 — 254 2,393
Other — 96 — 96 904

Income before income taxes and 
minority interests 3,008 — — 3,008 28,337

Loss before income taxes and minority interests — 3,367 119 3,486 32,840
Income taxes — current 1,041 2,125 293 3,459 32,586
Income taxes — deferred 423 (3,248) (301) (3,126) (29,449)
Minority interests (16) (3) — (19) (179)

Net income 1,560 — — 1,560 14,696
Net loss ¥ — ¥    2,241 ¥     111 ¥    2,352 $   (22,157)

Note The U.S. dollar amounts in this report represent translations of Japanese yen, for convenience only, at the rate of ¥106.15 to U.S. $1.00, the approximate 
exchange rate on March 31, 2000.
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Unaudited Pro Forma Combined Consolidated Cash Flow
KURAYA CORPORATION and its consolidated subsidiaries 
Sanseido Co., Ltd. and its consolidated subsidiaries 
Tokyo Pharmaceutical Co., Ltd. (nonconsolidated)
Year ended March 31, 2000

Thousands of
U.S. dollars

Millions of yen (Note)

Sanseido Kuraya Tokyo Pharmaceutical Total Total

Cash Flows from Operating Activities
Income (loss) before income taxes and 

minority interests ¥ 3,008 ¥ (3,367) ¥ (119) ¥ (478) $    (4,503)
Depreciation 1,949 1,477 180 3,606 33,971
Amortization of consolidation adjustment 0 44 — 44 415
Increase (decrease) in allowance for doubtful accounts (208) 1,573 77 1,442 13,585
Increase in allowance for investment loss — 130 — 130 1,225
Interest and dividend income (111) (198) (19) (328) (3,090)
Interest expenses 9 376 20 405 3,815
Loss on disposal of properties 70 306 — 376 3,542
Loss on securities 23 35 — 58 546
Decrease (increase) in notes and accounts receivable (536) (13,745) 1,356 (12,925) (121,761)
Decrease (increase) in inventories (1,191) 325 520 (346) (3,260)
Increase in other current assets (1,566) (1,699) (620) (3,885) (36,599)
Increase (decrease) in notes and accounts payable 4,385 12,317 (2,319) 14,383 135,497
Increase (decrease) in other current liabilities 333 1,231 46 1,610 15,167
Others (55) 6,613 518 7,076 66,660

Sub total 6,112 5,424 (356) 11,180 105,323
Receipts of interest and dividends 114 198 19 331 3,118
Payments of interest (9) (325) (20) (354) (3,334)
Payments of income taxes (2,374) (7,466) (527) (10,367) (97,664)

Net cash provided by (used in) operating activities 3,842 (2,168) (885) 789 7,433
Cash Flows from Investing Activities

Maturity of time deposits — 929 25 954 8,987
Proceeds from sales of marketable securities — 86 (1) 85 801
Payments for purchase of properties (3,182) (12,754) (38) (15,974) (150,485)
Proceeds from sales of properties 194 — 44 238 2,242
Payments for purchase of investment securities (51) (521) (3) (575) (5,417)
Proceeds from sales of investment securities 4 124 — 128 1,206
Payments for investment in newly consolidated subsidiary — (754) — (754) (7,103)
Payments for deposits — (701) — (701) (6,604)
Increase in long-term loans receivable (406) — — (406) (3,825)
Collections of long-term loans receivable 18 — — 18 170
Other receipts 28 — 52 80 754

Net cash provided by (used in) investing activities (3,393) (13,591) 78 (16,906) (159,265)
Cash Flows from Financing Activities

Purchase of treasury stock (0) (0) — (0) (0)
Redemption of convertible bonds — (11,000) — (11,000) (103,627)
Decrease in short-term bank loans — (10,207) (100) (10,307) (97,098)
Repayments of long-term debt — (178) — (178) (1,677)
Repayments of long-term payables — (20) — (20) (188)
Payments of cash dividends (722) (787) (20) (1,529) (14,404)
Payments of cash dividends to minority interests — (2) — (2) (8,724)

Net cash used in financing activities (722) (22,196) (120) (23,038) (217,033)
Net increase in cash and cash equivalents — — (926) (926) (8,724) 

Net decrease in cash and cash equivalents (273) (37,957) — (38,230) (368,874)
Cash and cash equivalents at beginning of year 28,398 69,255 1,757 99,410 936,505
Cash and cash equivalents held by newly

consolidated subsidiary at beginning of year 27 177 — 204 1,922
Cash and cash equivalents at end of year 28,152 31,475 831 60,458 569,553
Cash on hand and in banks on the balance sheet 28,583 32,148 1,093 61,824 582,553

Time deposits with maturity over three months 431 672 262 1,365 13,000
Cash and cash equivalents at end of year ¥28,152 ¥ 31,475 ¥  831 ¥ 60,458 $ 569,553

Note: The U.S. dollar amounts in this report represent translations of Japanese yen, for convenience only, at the rate of ¥106.15 to U.S. $1.00, the approximate 
exchange rate on March 31, 2000.
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Consolidated Balance Sheets
KURAYA CORPORATION and its consolidated subsidiaries
March 31, 1999 and 2000

Thousands of
U.S. dollars

Millions of yen (Note 1)

ASSETS 1999 2000 2000

Current assets:
Cash on hand and in banks (Note 8) ¥ 70,594 ¥ 32,148 $ 303,283
Marketable securities (Note 5) 110 3 28
Notes and accounts receivable:

Trade 156,616 174,805 1,649,104
Other 12,109 13,273 125,216
Allowance for doubtful accounts (1,266) (1,179) (11,122)

Inventories 23,955 24,442 230,585
Other current assets 2,171 2,528 23,849

Total current assets 264,289 246,020 2,320,943

Property, plant and equipment (Note 8):
Land 27,843 36,243 341,915
Buildings and structures 23,061 31,771 299,726
Machinery and equipment 357 737 6,953
Vehicles, furniture and fixtures 1,131 1,648 15,547
Construction in progress 3,522 407 3,840

55,914 70,806 667,981
Accumulated depreciation (12,291) (13,525) (127,594)

Net property, plant and equipment 43,623 57,281 540,387

Investments and other assets:
Investment securities (Notes 5 and 8) 3,942 3,978 37,528
Long-term loans receivable 374 184 1,736
Allowance for doubtful accounts (647) (2,360) (22,264)
Lease deposits 6,275 7,735 72,972
Consolidated goodwill 260 2,453
Other 4,905 6,112 57,660

Total investments and other assets 14,849 15,909 150,085

¥322,761 ¥319,210 $3,011,415

See accompanying notes.
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Thousands of
U.S. dollars

Millions of yen (Note 1)

LIABILITIES AND SHAREHOLDERS’ EQUITY 1999 2000 2000

Current liabilities:
Short-term bank loans (Notes 6 and 8) ¥ 16,455 ¥ 6,443 $ 60,783
Long-term debt due within one year (Notes 6 and 8) 11,143 143 1,349
Notes and accounts payable:

Trade 200,602 218,366 2,060,057
Other 30 512 4,830

Accrued expense 4,791 6,448 60,830
Income taxes payable (Note 12) 5,525 214 2,019
Other current liabilities 793 1,178 11,113

Total current liabilities 239,339 233,304 2,200,981

Long-term debt (Notes 6 and 8) 27,669 23,517 221,859

Employees’ retirement benefits 3,239 8,593 81,066

Other long-term liabilities 1,726 2,681 25,293

Minority interests 102 12 113

Contingent liabilities (Note 11)
Shareholders’ equity (Note 9):

Common stock, par value ¥50 per share:
Authorized – 89,600,000 shares
Issued – 42,088,671 shares in 1999 and

45,145,931 shares in 2000 8,509 10,543 99,462

Additional paid-in capital 9,364 11,398 107,528
Retained earnings (Note 9) 32,813 29,215 275,613
Treasury stock, at cost — (53) (500)

Total shareholders’ equity 50,686 51,103 482,103

¥322,761 ¥319,210 $3,011,415
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Consolidated Statements of Operations
KURAYA CORPORATION and its consolidated subsidiaries
Three years ended March 31, 2000

Thousands of
U.S. dollars

Millions of yen (Note 1)

1998 1999 2000 2000

Net sales ¥477,686 ¥508,116 ¥570,300 $5,380,189

Costs and expenses:
Cost of sales 427,306 455,055 515,470 4,862,925
Selling, general and administrative expenses 47,483 44,954 50,752 478,792

474,789 500,009 566,222 5,341,717

Operating income 2,897 8,107 4,078 38,472

Other income (expenses):
Research fee income 994 1,084 1,205 11,368
Interest and dividend income 304 209 199 1,877
Interest expense (487) (399) (376) (3,547)
Amortization of goodwill (Note 7) (302) — — —
Loss on devaluation of securities (322) (174) (16) (151)
Other, net (Note 10) 2,349 (1,476) (8,457) (79,783)

2,536 (756) (7,445) (70,236)

Income (loss) before income taxes 5,433 7,351 (3,367) (31,764)

Income taxes (Note 12):
Current 862 5,969 2,125 20,047
Deferred — (1,784) (3,248) (30,641)

4,571 3,166 (2,244) (21,170)

Minority interests in net income of consolidated 
subsidiaries (20) (27) 3 28
Equity in earnings of an affiliated company 15 — — —

Net income (loss) ¥ 4,566 ¥ 3,139 ¥ (2,241) $ (21,142)

U.S. dollars 
Yen (Note 1)

Amounts per share of common stock:
Net income (loss) ¥114.23 ¥77.44 ¥(50.04) $(0.47)
Diluted net income 81.14 50.39 — —
Cash dividends applicable to the period 18.00 18.00 18.00 0.17

See accompanying notes.
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Consolidated Statements of Shareholders’ Equity
KURAYA CORPORATION and its consolidated subsidiaries
Three years ended March 31, 2000

Millions of yen

Number of
shares of

common stock Additional
issued Common paid-in Retained

(Thousands) stock capital earnings

Balance at March 31, 1997 39,636 ¥ 7,185 ¥ 8,180 ¥ 26,402
Increase due to merger (Note 3) 672 140 — 872
Net income — — — 4,566
Cash dividends paid (¥21.0 per share) — — — (832)
Bonuses to directors and statutory auditors — — — (46)

Balance at March 31, 1998 40,308 7,325 8,180 30,962
Cumulative effect of adopting deferred tax accounting — — — (568)
Conversion of convertible bonds 1,781 1,184 1,184 —
Net income — — — 3,139
Cash dividends paid (¥16.5 per share) — — — (665)
Bonuses to directors and statutory auditors — — — (55)

Balance at March 31, 1999 42,089 8,509 9,364 32,813
Conversion of convertible bonds 3,057 2,034 2,034 —
Net income (loss) — — — (2,241)
Cash dividends paid (¥18.0 per share) — — — (788)
Bonuses to directors and statutory auditors — — — (215)
Consideration to Sanseido Co., Ltd. 
shareholders related to the merger — — — (406)

Increase due to the increase in consolidated subsidiaries — — — 52

Balance at March 31, 2000 45,146 ¥10,543 ¥11,398 ¥29,215

Thousands of U.S. dollars (Note 1)

Additional
Common paid-in Retained

stock capital earnings

Balance at March 31, 1999 $ 80,273 $ 88,339 $ 309,556
Conversion of convertible bonds 19,189 19,189 —
Net income (loss) — — (21,142)
Cash dividends paid ($0.17 per share) — — (7,434)
Bonuses to directors and statutory auditors — — (2,028)
Consideration to Sanseido Co., Ltd. shareholders related to the merger — — (3,830)
Increase due to the increase in consolidated subsidiaries — — 491

Balance at March 31, 2000 $99,462 $107,528 $275,613

See accompanying notes.
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Consolidated Statements of Cash Flows
KURAYA CORPORATION and its consolidated subsidiaries
Two years ended March 31, 1998 and 1999

Millions of yen

1998 1999

Cash flows from operating activities:
Net income ¥ 4,566 ¥ 3,139
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 1,527 1,242
Loss (gain) on disposal of property, plant and equipment (431) 18
Loss on devaluation of securities 322 174
Gain on sale of investment in a subsidiary (464) —
Exchange loss (gain) of Swiss franc convertible notes (795) —
Gain on redemption of convertible notes (214) —
Provision for investment losses — 960
Provision for retirement benefits for directors — 219
Other (459) 570

Changes in assets and liabilities:
Increase in notes and accounts receivable (2,618) (11,159)
Increase in inventories (2,446) (486)
Increase (decrease) in notes and accounts payable (371) 16,784
Increase (decrease) in income taxes payable (1,828) 5,341
Increase in deferred income tax assets — (1,215)
Other (1,536) 139

Net cash provided by (used in) operating activities (4,747) 15,726

Cash flows from investing activities:
Payments for purchase of property, plant and equipment (1,811) (9,686)
Proceeds from sale of property, plant and equipment 556 6
Payments for purchase of investment securities — net (397) (616)
Proceeds from sale of investment securities 868 15
Payments of lease deposits — net (1,185) (219)
Proceeds from liquidation of a subsidiary 2,230 —
Other (844) (490)

Net cash used in investing activities (583) (10,990)

Cash flows from financing activities:
Increase (decrease) in short-term bank loans (4,763) 13,548
Proceeds from long-term debt — 10,000
Repayment of long-term debt (8,011) (2,712)
Cash dividends paid and bonuses to directors and statutory auditors (878) (720)

Net cash provided by (used in) financing activities (13,652) 20,116

Increase due to merger 726 —

Net increase (decrease) in cash on hand and in banks (18,256) 24,852

Cash on hand and in banks at beginning of period 63,998 45,742

Cash on hand and in banks at end of period ¥ 45,742 ¥ 70,594

Supplemental disclosures of cash flow information:
Cash paid during the period for:

Interest ¥ 197 ¥ 399
Income taxes 2,756 2,690

See accompanying notes.
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Consolidated Statements of Cash Flows
KURAYA CORPORATION and its consolidated subsidiaries
Year ended March 31, 2000

Thousand of
Millions of yen U.S. dollars (Note 1)

2000 2000

Cash flows from operating activities:
Loss before income taxes ¥  (3,367) $  (31,764)
Adjustments to reconcile loss before income taxes to net cash used in operating activities:

Depreciation and amortization 1,520 14,340
Loss on disposal of property, plant and equipment 307 2,896
Increase in reserve for retirement allowances 5,354 50,509
Increase in reserve for bonus 517 4,877
Increase in allowance for doubtful accounts 1,574 14,849
Increase in allowance for returns 25 236
Interest expenses 376 3,547
Interest and dividend income (199) (1,877)
Loss from sale and devaluation of securities, net 36 340
Provision for investment losses 130 1,226
Provision for retirement benefits for directors 844 7,962

Changes in assets and liabilities:
Increase in notes and accounts receivable (13,745) (129,670)
Decrease in inventories 325 3,066
Increase in notes and accounts payable 12,318 116,208
Increase in other current assets (1,699) (16,028)
Increase in accrued expenses 978 9,226
Decrease in accrued consumption taxes (70) (660)
Increase in other current liabilities 325 3,066
Payment of directors bonuses (124) (1,170)
Interest and dividends received 199 1,877
Cash paid for interest (325) (3,066)
Cash paid for income taxes (7,467) (70,443)

Net cash used in operating activities (2,168) (20,453)

Cash flows from investing activities:
Decrease in fixed deposit 929 8,764
Proceeds from sale of marketable securities — net 86 811
Payments for purchase of property, plant and equipment (12,754) (120,321)
Payments for purchase of investment securities — net (521) (4,915)
Proceeds from sale of investment securities 124 1,170
Payments of lease deposits — net (702) (6,623)
Payments for acquisition of subsidiary newly consolidated (754) (7,113)

Net cash used in investing activities (13,592) (128,226)

Cash flows from financing activities:
Decrease in short-term bank loans (10,207) (96,292)
Repayment of long-term debt (179) (1,689)
Repayment of long-term other accounts payable (20) (189)
Repayment of convertible bonds (11,000) (103,774)
Cash dividends paid (788) (7,434)
Cash dividends paid to minority shareholders (3) (28)

Net cash used in financing activities (22,197) (209,406)
Net decrease in cash on hand and in banks (37,957) (358,085)
Cash on hand and in banks at beginning of period 69,255 653,349

Beginning cash and equivalents of newly consolidated subsidiaries 178 1,679
Cash on hand and in banks at end of period ¥ 31,476 $ 296,943

See accompanying notes.
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Notes to Consolidated Financial Statements
KURAYA CORPORATION and its consolidated subsidiaries
Three years ended March 31, 2000

1. BASIS OF PRESENTING CONSOLIDATED
FINANCIAL STATEMENTS

KURAYA CORPORATION (the “Company”) and its consolidated

domestic subsidiaries maintain their accounts and records in accor-

dance with the provisions set forth in the Japanese Commercial

Code and the Securities and Exchange Law and in conformity with

accounting principles and practices generally accepted in Japan,

which are different from the accounting and disclosure requirements

of International Accounting Standards.

The accompanying consolidated financial statements are a transla-

tion of the audited consolidated financial statements of the

Company, which were prepared in accordance with accounting prin-

ciples and practices generally accepted in Japan from the accounts

and records maintained by the Company and its consolidated sub-

sidiaries and were filed with the Minister of Finance (“MOF”) as

required by the Securities and Exchange Law.

In preparing the accompanying consolidated financial statements,

certain reclassifications have been made in the consolidated financial

statements issued domestically in order to present them in a form

which is more familiar to readers outside Japan. The consolidated

statements of cash flows for 1998 and 1999 have been prepared for

the purpose of inclusion in the consolidated financial statements

although such statements were not customarily prepared in Japan

and not required to be filed with MOF prior to 2000.

The translation of the Japanese yen amounts into U.S. dollars are

included solely for the convenience of the reader, using the prevail-

ing exchange rate at March 31, 2000, which was ¥106 to U.S.$1.00.

The convenience translations should not be construed as represen-

tations that the Japanese yen amounts have been, could have been,

or could in the future be, converted into U.S. dollars at this or any

other rate of exchange.

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Consolidation — Consolidated financial statements of the com-

pany included the accounts of the Company, two domestic and eight

overseas subsidiaries in 1998, two domestic subsidiaries in 1999, five

domestic subsidiaries in 2000, which are significant. Intercompany

transactions and accounts have been eliminated.

In the elimination of investments in subsidiaries, the assets and lia-

bilities of the subsidiaries, including the portion attributable to

minority shareholders, are recorded using the fair value at the time

the Company acquired control of the respective subsidiaries.

Effective for the year ended March 31, 2000, all companies are

required to consolidate all significant investees which are controlled

through substantial ownership of majority voting rights or existence

of certain conditions. Previously, only majority-owned companies

were consolidated. The prior years’ consolidated financial state-

ments have not been restated. There was no effect of applying this

rule to the Company’s consolidated financial statements.

Equity method — Investment in an overseas affiliated company

is stated by the equity method. Investments in non-consolidated sub-

sidiaries and affiliates over which the Company has the ability to

exercise significant influence over operating and financial policies of

the investees, are accounted for on the equity method.

Investments in unconsolidated subsidiaries and other affiliated

companies are stated at cost, since net income, net sales and

retained earnings in the aggregate of such companies are not materi-

al compared to those on a consolidated basis.

Cash flow statement — In preparing the consolidated state-

ments of cash flows, cash on hand, readily-available deposits and

short-term highly liquid investments with maturities of not exceeding

three months at the time of purchase are considered to be cash and

cash equivalents.

The Company prepared the 2000 consolidated cash flow state-

ment as required by and in accordance with the “Standards for

Preparation of Consolidated Cash Flow Statements, etc.” effective

from the year ended March 31, 2000. The 1998 and 1999 consoli-

dated cash flow statements, which were voluntarily prepared for the

purpose of inclusion in the consolidated financial statements in a

form familiar to readers outside Japan, have not been restated.

Significant differences in the consolidated cash flow statements for

2000 and those for 1998 and 1999 include the use of additional dis-

closure in cash flows from operating activities in 2000 of interest

expenses, interest and dividend income and interest and dividend

received.

Marketable securities and investment securities —
Marketable securities and investment securities having quoted prices

at stock exchanges are valued at the lower of moving-average cost

or market value. The other securities are stated at the moving-aver-

age cost. In cases where substantial impairment of value is recog-

nized compared to the market value or the underlying net asset

value, the carrying amount is reduced to the market value or the net

asset value.

Inventories — Inventories are mainly stated at cost determined

by the moving average method.

Property, plant and equipment — Depreciation of property,

plant and equipment is computed by the declining-balance method

with respect to the Company and its subsidiaries.

In accordance with revisions of the Corporation Tax Law, build-

ings acquired after March 31, 1998 are depreciated using the

straight-line method.
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Effective April 1, 1998, the Company and its domestic subsidiaries

reduced the minimum capitalization amount for property, plant and

equipment from ¥200 thousand to ¥100 thousand in accordance

with changes in the Corporation Tax Law of Japan. Depreciation of

assets whose acquisition costs are between ¥100 thousand and

¥200 thousand, is provided by the straight-line method over 3 years.

Deferred charges — Bond issue expenses are charged to

income when incurred.

Allowance for doubtful accounts — As for the Company and

domestic consolidated subsidiaries the allowance for the doubtful

accounts is provided in amounts sufficient to cover possible losses. It

comprises the amount calculated in accordance with the corporate

income tax regulations and the amount estimated to be uncollectible

on an individual basis.

Foreign currency financial statements — The financial

statements of overseas consolidated subsidiaries are translated into

Japanese yen by the following principal methods as set forth in the

Accounting Standards for Foreign Currency Translation.

The balance sheet accounts of the overseas consolidated sub-

sidiaries are translated into Japanese yen at the current exchange

rates as of the balance sheet date except inter-company accounts

and shareholders’ equity, which are translated at the historical rates.

Revenue and expense accounts of the overseas consolidated sub-

sidiaries are translated into Japanese yen at the average exchange

rate for the year. Differences arising from such translations are

included in assets or liabilities as translation adjustment.

Income taxes — The Company provided income taxes at the

amounts currently payable for the year ended March 31, 1998.

Effective April 1, 1998, the Company and its domestic consolidated

subsidiaries adopted the new accounting standard, which recognizes

tax effects of temporary differences between the financial statement

carrying amounts and the tax basis of assets and liabilities. Under the

new accounting standard, the provision for income taxes is comput-

ed based on the pretax income included in the consolidated state-

ment of income. The asset and liability approach is used to recognize

deferred tax assets and liabilities for the expected future tax conse-

quences of temporary differences.

The amount of deferred income taxes attributable to the net tax

effects of the temporary differences at April 1, 1998 of ¥568 million

is reflected as an adjustment to the retained earnings brought for-

ward from the previous year. Prior years’ financial statements have

not been restated. The adoption increased net income for the year

ended March 31, 1999 by ¥1,183 million and retained earnings at

that date by ¥1,215 million.

Employees’ retirement benefits and pension — Employees

of the company and its domestic subsidiaries are covered by unfund-

ed retirement plans and funded pension plans. The Company and its

domestic consolidated subsidiaries provide for the employees’

retirement liability at 40% of the amount which would be required if

all eligible employees voluntarily retired at the balance sheet date,

less portion covered by the pension plans.

Effective from the year ended March 31, 2000, the Company and

certain consolidated subsidiaries provided allowance for retirement

benefits at the amount required had all eligible employees voluntarily

severed employment at the balance sheet date, less the amount

expected to be covered by the pension plan. The effect of the

change on the consolidated financial statements for 2000 was an

increase in loss before income taxes of ¥3,367 million ($31,764) and

a decrease in net assets by the same amount.

The Company and consolidated subsidiaries changed the accounting

for past service costs and recognized the remaining balance of the past

service costs amounting to ¥1,858 million ($17,528) as liabilities at

March 31, 2000 with a corresponding charge to income.

Previously, such costs were recognized when payments of past

service costs were made to the pension funds. The effect of the

change on the consolidated financial statements for 2000 was to

increase loss before income taxes by ¥1,858 million ($17,528) and

to decrease net assets by the same amount.

Directors’ retirement benefits — The Company pays lump-

sum amounts as retirement benefits to directors retiring. Such

amounts were expensed in the period when actually paid through

the years ended March 31, 1998. Effective April 1, 1998, the

Company provided the amount that would be required at the bal-

ance sheet date in accordance with the internal rules. This change in

accounting policy was made because providing liabilities for such

benefits has been recognized as an established accounting practice

and the new policy would attain better cost allocation among peri-

ods in light of the increased number of directors and years of ser-

vice.

The Company provided for directors’ retirement benefits for the

year ended March 31, 1999 amounting to ¥51 million ($481 thou-

sand), which was attributable to that year and included in selling,

general and administrative expenses for 1999, and at the same time,

the Company decided to also expense such benefits related to the

prior periods equally over three years commencing in 1999, when

¥218 million of such amount was charged to income. The effect of

the change was to decrease income before income taxes for 1999

by ¥270 million ($2,547 thousand).

Effective April 1, 1999, consolidated subsidiaries changed the

method of recognizing directors’ retirement benefits and expensed,

as selling, general and administrative expenses, 100% of the amount

required in accordance with the internal rules if the directors retired

at the balance sheet date. Previously, consolidated subsidiaries

expensed such benefits when paid. This change in accounting policy
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was made because providing allowance for such benefits has been

recognized as an established accounting practice and the new policy

would attain better cost allocation among periods in light of the

increased number of directors and years of service. The effect of the

change on the operating results for the year ended March 31, 2000,

was to decrease operating income by ¥22 million ($208 thousand)

and to increase loss before income taxes by ¥134 million ($1,264

thousand).

As explained above, directors’ retirement benefits attributable to

the period prior to April 1, 1998 were supposed to be expensed

equally over three years commencing in 1999. However, in anticipa-

tion of the merger explained in Note 15, the Company decided to

expense all of the remaining balance of such benefits in the year

ended March 31, 2000. This decision increased the loss before

income taxes for 2000 by ¥218 million ($2,057 thousand).

Amounts per share of common stock — The computations

of net income per share of common stock are based on the average

number of shares outstanding during each year.

For computing diluted net income per share of common stocks,

the average number of shares was increased by the number of

shares that would have been outstanding assuming Euro-yen con-

vertible notes were converted at the beginning of the respective fis-

cal years and domestic convertible bonds were converted on the

date of issuance (September 11, 1996) at the actual conversion rates

in effect during the year.

Related interest expense net of income taxes has been eliminated.

Cash dividends per share represent the actual amounts declared

during the respective years.

Accrued employees’ bonuses — At March 31, 2000, the

Company accrued the estimated amounts of employees’ bonus

based on estimated amounts to be paid in the subsequent period.

Bonuses were previously accrued in accordance with the Japanese

tax regulations.

Software costs — In accordance with the provisional rule of the

JICPA’s Accounting Committee Report No.12 “Practical Guidance

for Accounting for Research and Development Costs, etc.”(the

“Report”), the Company accounts for software which was included

in long-term prepaid expenses in investments and other in the same

manner in 2000 as in 1999. Pursuant to the Report, however, the

Company included software in intangible assets in 2000 and amor-

tized it using the straight-line method over the estimated useful lives

(five years). The amount for 1999 has been reclassified to conform

to the 2000 presentation.

Reclassifications — Certain prior year amounts have been

reclassified to conform to 1999 presentation. These changes had no

impact on previously reported results of operations or shareholders’

equity.

3. MERGER WITH A COMPANY
On October 1, 1997, the Company merged with Kawai Co., Ltd.

(Kawai), a Nagano-based wholesaler of pharmaceutical products. In

this connection, the company issued 672 thousand new shares of

common stock in the amount of ¥140 million ($1,321 thousand) at

¥208 ($1.96) per share to shareholders of Kawai. At the same time,

the Company took over the legal reserve of ¥20 million ($189 thou-

sand) and retained earnings of ¥852 million ($8,038 thousand).

4. CASH AND CASH EQUIVALENTS

Cash and cash equivalents at March 31, and 2000 consisted of the following:

Thousands of 
Millions of yen U.S. dollars

1999 2000 2000

Cash on hand and in bank ¥70,594 ¥32,148 $303,283
Time deposits over three months — (672) 6,340

Cash and cash equivalents ¥70,594 ¥31,476 $296,943

Time deposits over three months in 1999 are not considered to be cash and cash equivalents.
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5. MARKET VALUE INFORMATION FOR SECURITIES OF THE COMPANY

A summary of book value, market value and net unrealized gains of securities having market value at March 31, 1999 and 2000 is as follows:

Thousands of
Millions of yen U.S. dollars

1999 2000 2000

Book value:
Current ¥     63 ¥       2 $       19
Non-current 2,387 2,478 23,377

2,450 2,480 23,396

Market value:
Current 63 4 38
Non-current 3,534 4,045 38,160

3,597 4,049 38,198

Net unrealized gains ¥1,147 ¥1,569 $14,802

The disclosure of market value information on a consolidated basis was not required in 1999.

6. SHORT-TERM BANK LOANS AND LONG-TERM DEBT

Short-term bank loans at March 31, 1999 and 2000 were all secured, principally bearing annual interest rates of 1.5% and 0.77% per annum,

respectively.

Long-term debt at March 31, 1999 and 2000 consisted of the following:

Thousands of
Millions of yen U.S. dollars

1999 2000 2000

Unsecured Euro-yen convertible notes due 1999 ¥11,000 ¥ — $ —
Unsecured domestic convertible bonds due 2008 at a rate of 0.9% 19,327 19,324 182,302
Unsecured domestic convertible bonds due 2003 at a rate of 0.8% 7,631 3,567 33,651
Loans from banks due serially through 2008 at interest rates of 
2.03% to 2.06% per annum — secured 854 769 7,255

38,812 23,660 223,208
Less amount due within one year 11,143 143 1,349

Amount due after one year ¥27,669 ¥23,517 $221,859

Unsecured Euro-yen convertible notes due 1999 were issued on

September 25, 1995 in the Euro-market on a private offering basis.

Interest on the notes were paid on October 25, 1995 at the rate of

¥6—per nominal value of ¥1,000—and no other interest payments

were received.

The indentures covering the Euro-yen convertible notes and

domestic convertible bonds due 2003 and 2008 provide, among

other conditions, for (1) conversion into shares of common stock at

the current conversion prices per share of ¥1,770.30 ($16.70) after

amendment in accordance with the downward amendment article,

¥1,330 ($12.55) and ¥1,784 ($16.83), respectively, and (2) convert-

ible period from October 26, 1995 to September 17, 1999, from

January 4, 1999 to March 28, 2003, and from October 1, 1996 to

September 29, 2008, respectively.

At the current conversion prices, a total of 13,513 thousand

shares of common stock were issuable upon full conversion of the

domestic notes outstanding at March 31, 2000.
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The annual maturities of long-term debt at March 31, 2000 were as follows:

Thousands of
Year ending March 31 Millions of yen U.S. dollars

2001 ¥     143 $    1,349
2002 143 1,349
2003 3,710 35,000
2004 142 1,340
2005 124 1,170
Thereafter 19,398 183,000

7. GOODWILL

The Company acquired U.S. and European companies through the

Company’s U.S. subsidiaries in the years ended September 30, 1991

and 1995. In that connection, the company paid additional money in

consideration for know-how held by those companies and account-

ed for the additional payment as goodwill. The goodwill is being

amortized over mainly 15 years on a straight-line basis. Due to liqui-

dation of the U.S. subsidiaries, related unamortized goodwill was

written off in 1998.

8. PLEDGED ASSETS

The company and its consolidated subsidiaries pledged the following assets to secure trade payables in the amount of ¥4,586 million ($43,264

thousand) as well as all bank loans at March 31, 2000.

Thousands of
Millions of yen U.S. dollars

Time deposit ¥     45 $     425
Land 3,289 31,028
Buildings at net book value 1,199 11,311
Investment securities 52 491

9. SHAREHOLDERS’ EQUITY

Under the Commercial Code of Japan (the “Code”), at least 50% of

the issue price of new shares, with a minimum of the par value

thereof, is required to be designated as stated capital. The portion

which is to be designated as stated capital is determined by resolu-

tion of the Board of Directors. Proceeds in excess of the amounts

designated as stated capital are credited to additional paid-in capital.

Under the Code, certain amounts of retained earnings equal to at

least 10% of cash dividends and bonuses to directors and statutory

auditors must be set aside as a legal reserve until such reserve equals

25% of stated capital. The legal reserve may be used to reduce a

deficit by resolution of the shareholders or may be capitalized by

resolution of the Board of Directors.

In accordance with the new disclosure requirements effective

from the year ended March 31, 1999, legal reserve is included in

retained earnings. Previously it was presented as a separate compo-

nent of the stockholders’ equity. The accompanying consolidated

financial statements for year ended March 31, 1998 have been

reclassified to conform to the revised presentation. The maximum

amount that the Company can distribute as dividends is calculated

based on the unconsolidated financial statements of the Company

and in accordance with the Code.
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10. OTHER INCOME (EXPENSES)

Other income (expenses) — “Other, net” in the accompanying statements of income for three years ended March 31, 2000 comprised the

following:

Thousands of
Millions of yen U.S. dollars

1998 1999 2000 2000

Gain on sale of securities ¥   170 ¥      — ¥ — $ —
Gain (loss) on disposal of property, plant and equipment—net 431 (18) (307) (2,896)
Bond issue expense — (229) — —
Provision for doubtful accounts (non-current) (134) (229) (1,247) (11,764)
Retirement payment to directors — (36) (103) (972)
Exchange gain (loss) on Swiss franc convertible notes 795 — — —
Gain on redemption of convertible notes 214 — — —
Gain on liquidation of an unconsolidated subsidiary 466 — — —
Provision for retirement benefits for directors (Note 2) — (219) (771) (7,274)
Provision for investment losses — (960) (130) —
Provision for retirement benefits (5,225) (49,292)
Merger expense (254) (2,396)
Office relocation expenses — — (949) (8,953)
Miscellaneous 407 215 529 3,764

¥2,349 ¥(1,476) ¥(8,457) $(79,783)

11. CONTINGENT LIABILITIES

Contingent liabilities of the company and its consolidated subsidiaries

at March 31, 2000 were guarantees for loans from banks of uncon-

solidated subsidiaries, affiliated companies and others in the amount

of ¥1,103 million ($10,406 thousand).

12. INCOME TAXES

The Company is subject to a number of income taxes, which, in the

aggregate, indicate a statutory rate in Japan of approximately 52% for

the year ended March 31, 1998, 56.9% for the year ended March 31,

1999, and O % for the year ended March 31, 2000.

The reconciliation between the statutory tax rate and the effective

tax rate of the Company and consolidated subsidiaries for financial

statement purposes for the year ended March 31, 2000 is not pre-

sented because net loss was incurred in 2000.
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Significant components of the deferred tax assets and liabilities of the Company and consolidated subsidiaries as of March 31, 2000 are follows:

Millions of yen

Deferred tax assets: 
Excess bad debt expenses ¥   893
Excess bonuses accrued 487
Enterprise taxes 17
Retirement benefits 2,680
Disallowed provision for retirement benefits for directors 469
Disallowed provision for investment losses 458
Other 241

Total deferred tax assets 5,248

Deferred tax liabilities:
Excess tax depreciation 697
Other 79

Total deferred tax liabilities 777

Net deferred tax asset ¥4,471

13. NON-CAPITALIZED FINANCIAL LEASES

Finance leases which do not transfer ownership to lessees are not

capitalized and are accounted for in the same manner as operating

leases. Certain information for such non-capitalized finance leases

was as follows:

(1) Future minimum lease payments at March 31, 2000 were ¥4,884

million ($46,075 thousand), including ¥1,750 million ($16,509

thousand) due within one year.

(2) Lease payments for fiscal 1999 and 2000 were ¥2,097 million and

¥2,162 million ($20,396 thousand), respectively.

14. SEGMENT INFORMATION

The Company and its consolidated subsidiaries are mainly engaged in

sale of pharmaceutical supplies and sales of such business segment

exceeded 90% of consolidated net sales for three years ended March

31, 2000, respectively.

Information by location and overseas sales was not disclosed due

to domestic sale of the Company and its domestic consolidated sub-

sidiaries being in excess of 90% of consolidated net sales for three

years ended March 31, 2000, respectively.

15. SUBSEQUENT EVENTS

Pursuant to the merger agreement among the Company, Sanseido

Co., Ltd. (“Sanseido”) and TOKYO PHARMACEUTICAL CO.,

LTD. (TPC), which was approved by the shareholders of the respec-

tive companies on June 29, 1999, the Company, Sanseido and TPC

merged as of April 1, 2000. All of the assets, liabilities, rights, obliga-

tions and employees of the Company and TPC have been taken

over by Sanseido, which was renamed as KURAYA SANSEIDO Inc.

The amount to be paid, as part of a consideration in the merger to

the shareholders of Sanseido at April 1, 2000 immediately before the

merger as well as the bonuses to directors and corporate auditors

for the year ended March 31, 2000, which were approved by the

shareholders at the annual shareholders’ meeting of KURAYA SAN-

SEIDO Inc. held on June 29, 2000, are reflected as charges to

retained earnings in the Company’s consolidated statement of share-

holder’ equity for the year ended March 31, 2000.
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Report of Independent Public Accountants

To the Shareholders and the Board of Directors of KURAYA SANSEIDO Inc:

We have audited the accompanying consolidated balance sheets of KURAYA CORPORATION (a Japanese corpora-
tion) and subsidiaries as of March 31, 1999 and 2000, and the related consolidated statements of operations, sharehold-
ers’ equity and cash flows for three years ended March 31, 2000, expressed in Japanese yen.  Our audits were made in
accordance with generally accepted auditing standards in Japan and, accordingly, included such tests of the accounting
records and such other auditing procedures as we considered necessary in the circumstances.

In our opinion, the consolidated financial statements referred to above present fairly the consolidated financial position
of KURAYA CORPORATION and subsidiaries as of March 31, 1999 and 2000, and the consolidated results of their
operations and their cash flows for three years ended March 31, 2000, in conformity with accounting principles general-
ly accepted in Japan applied on a consistent basis during the periods, except as noted in the following paragraph.

As explained in Note 2, in the year ended March 31, 2000, KURAYA CORPORATION prospectively adopted new
Japanese accounting standards for consolidation and equity method accounting, and research and development costs.
Also, as explained in Note 2, KURAYA CORPORATION and certain consolidated subsidiaries changed the methods of
accounting for directors’ retirement benefits, effective April 1,1998, accounting for employees’ retirement benefits,
effective April 1, 1999, and accounting for past service costs, effective April 1, 1999, with which we concur. 

Also, in our opinion, the U.S. dollar amounts in the accompanying consolidated financial statements have been translat-
ed from Japanese yen on the basis set forth in Note 1.

As discussed in Note 15, on April 1, 2000, the Company and two unrelated companies merged as of April 1, 2000. All
of the assets, liabilities, rights, obligations and employees of the Company and TPC have been taken over by Sanseido,
which was renamed as KURAYA SANSEIDO Inc.

Tokyo, Japan
June 29, 2000

Statement on Accounting Principles and Auditing Standards
This statement is to remind users that accounting principles and auditing standards and their application in practice may
vary among nations and therefore could affect, possibly materially, the reported financial position and results of opera-
tions.  The accompanying financial statements are prepared based on accounting principles generally accepted in Japan,
and the auditing standards and their application in practice are those generally accepted in Japan.  Accordingly, the
accompanying financial statements and the auditors’ report presented above are for users familiar with Japanese account-
ing principles, auditing standards and their application in practice.
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Corporate Data

Corporate Name 
KURAYA SANSEIDO Inc.

Head Office
7-15, Yaesu 2-chome, Chuo-ku,
Tokyo, 104-8464, Japan
Tel: 81-3-3517-5050
Fax: 81-3-3517-5011
URL: http://www.kurayasanseido.co.jp

Founded 
October 1898

Established
May 1923

Paid-in Capital 
¥10,969 million

Number of Outstanding Shares
136,238 thousand shares

Stock Listings
Tokyo, Osaka

Ticker Code
7459

Principal Shareholders
Takeda Chemical Industries, Ltd.
Employees Shareholders’ Association
Sadatake Kumakura
The Dai-ichi Kangyo Fuji Trust & Banking Co., Ltd.               
Yamanouchi Pharmaceutical Co., Ltd.

Trading Unit
100 shares

Transfer Agent for Common Stock
Sumitomo Trust & Banking Co., Ltd.

General Meeting of Shareholders
The Ordinary General Annual Meeting of Shareholders 
is held annually in June

Further Information
Investor Relations Department
Tel : 81-3-3517-5171
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