TO OUR SHAREHOLDERS

In the year ended March 31, 2007, the first full year since the formation of the Mediceo

Paltac Group, we quickly realized synergy from the management integration, and achieved net

sales of more than ¥2 trillion as well as a substantial increase in operating income.

Through business innovations and an information technology (IT) strategy based on the

establishment of a customer-oriented business model, we will focus our efforts on maximizing

corporate value as a multi-channel wholesaler that can propose the best solutions for a wide

range of health-related needs to support medical care, health and beauty.
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Performance for the Past Fiscal
Year: Synergy within the Mediceo
Paltac Group increased both sales
and profits, as we achieved net
sales of more than ¥2 trillion.

Despite signs of weakness in manufacturing in certain sectors,
the Japanese economy maintained its momentum during the year
ended March 31, 2007, supported by factors such as indications of
a pickup in consumer spending, increased capital investment and
a broadening improvement in employment conditions.

The Mediceo Paltac Group continued working to improve its
business structure for greater efficiency in sales activities with
measures that included reorganizing the prescription pharma-
ceutical wholesale business and the cosmetics, daily necessi-
ties and over-the-counter (OTC) pharmaceutical wholesale busi-
ness. As part of this effort, we further strengthened and
improved customer service functions by transferring the OTC
pharmaceutical wholesale business of KURAYA SANSEIDO Inc.
and EVERLTH CO., LTD. to PALTAC CORPORATION (“Paltac”) in
October 2006. We also worked to cut costs by strengthening
and raising the efficiency of our sales infrastructure. In addi-
tion, we offered voluntary early retirement to employees of




prescription pharmaceutical wholesale companies, excluding
MEDICEQ MEDICAL CO., LTD. A total of 305 employees retired
under the program as of September 30, 2006.

As a result of these initiatives, although sales in the
Prescription Pharmaceutical Wholesale Business were flat,
sales in the Cosmetics, Daily Necessities and OTC
Pharmaceutical Wholesale Business nearly doubled, reflecting
the effect of the integration with Paltac. Overall, consolidated
net sales increased 12.8 percent to ¥2,166,763 million and
operating income increased 34.8 percent to ¥27,776 million.
Net income decreased 8.3 percent to ¥19,106 million, mainly
because we took an impairment loss and made special retire-
ment payments to employees who accepted early retirement
or employment transfers. As a result, net income per share
decreased to ¥82.86 from ¥97.64 for the previous fiscal year.

Cash dividends per share for the period totaled ¥15.00 per
share, unchanged from the previous fiscal year.

The Beginning of the Era of
. Value-based “Megacompetition”

The Japanese pharmaceutical wholesale industry has
undergone consolidation through mergers and acquisitions
over the past decade, and has now converged into four major
groups engaged in intense competition. As expansion of scale
through M&A comes to an end and the market pie grows more
slowly, the industry will enter an era of megacompetition in
the true sense of the word, with the four large groups compet-
ing for market share and winners and losers becoming clear.
This era of megacompetition can also be called the era of
value-based competition. The outcome will be determined by
the business strategies of each company, making this an era
that demands true value.

To date, the Mediceo Paltac Group has established its cor-
porate scale and configuration as Japan's first multi-channel

wholesaler with a nationwide netwaork. Next, we consolidated
systems, integrated healthcare-related business into Paltac,
and clearly defined the business scope of Group companies in
each area to generate synergy in this collection of many com-
panies. We also completed employee transfers, which had
been a priority issue. These measures have produced positive
results, as we achieved net sales of more than ¥2 trillion. We
will continue to focus on these management reforms, but
starting in the current fiscal year ending March 31, 2008 we
will carry out innovations looking five and ten years ahead, and
initiate activities to take the Mediceo Paltac Group to the next
level.

Strongly Promoting the Business
Innovation Committee (BIC)

The key to these activities is the BIC, which we launched
on April 1, 2006, mainly for the purpose of reducing costs
through productivity improvements from business innovations.
This is the foundation of our establishment of a customer-ori-
ented business model, the core objective of the medium-term
management plan currently in progress. The BIC has three
basic strategies: a “competitive strategy” to make cost reduc-
tions centered on distribution innovations; a “value strategy”
to make inroads with customers by providing greater value
amid fierce competition; and an “IT strategy” to improve inter-
nal operating efficiency and increase productivity throughout
the Group, with management visibility as a key point. We
have formed six innovation taskforces to promote these
strategies.

The BIC spent its first year planning, and will finally move
into the implementation stage in the current fiscal year. The
BIC's foremost tasks are “distribution innovation” to change
the structure of distribution, the basic function of a wholesaler,
and “management visibility” designed to raise the transparency
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of management. The Mediceo Paltac Group currently has a
total of about 300 branches, and each one carries inventory. If
we consolidate these branches to about 30 locations with dis-
tribution functions, we can realize lower costs by reducing the
number of distribution and sales bases and consolidating
inventories. This will also enable customer-oriented distribu-
tion innovations with customer-specific packing. This is what
we mean by “distribution innovation.” Each distribution base
will set priorities and carry them out in succession. We expect
to complete our nationwide map in about ten years.

For the other point, “management visibility,” we will intro-
duce an optimized information system that allows Group com-
panies real-time access to detailed management information
and sales-related business data. This will enable us to under-
stand the strengths and weaknesses of each Group company,
and quickly carry out more accurate business innovations.
Before these BIC strategies are carried out, we will first estab-
lish firm sales growth with the Group structure completed in
the past fiscal year, and allocate profits generated from that
sales growth to fund the BIC so that it can implement the inno-
vations. When the BIC initiatives go into effect, sales will
become even more solid, costs will be reduced, and we will
create a virtuous cycle of profit expansion.

Mediceo Business: Fully Exercise
. Group Strengths to Expand Sales

To increase sales, we will further enhance and take maxi-
mum advantage of the strengths of the Mediceo Paltac Group.
Concrete measures to achieve this are the Total Solution
Model, class A and our alliance with Mitsubishi Corporation.

Total Solution Model
We designed the Total Solution Model to provide comprehen-
sive support to large hospitals, thereby expanding our share of
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Total Solution Model Supports
Improved Hospital Management

Deepening Our Presence in Hospitals

34 locations added in the year ended March 2007
106 locations overall as of March 31, 2007

e Support standardization of care with clinical pathway
¢ Make management more visible
e Enhance sales skills

e Strengthen relationships with
hospital managers

> > INCREASE SHARE

sales at each hospital and ensuring that Mediceo Paltac com-
petes successfully on the basis of added value rather than price.
Support for clinical pathway* management is a function that we
can use to make solid inroads in hospitals. With this function,
we analyze the actual usage of pharmaceuticals and other prod-
ucts, and conduct estimates of cost savings to create a list of
standard drugs and diagnostic materials. By doing so, we can
propose switches to conform to the budgets of each hospital,
and even get involved in pharmaceutical selection. This allows
us to depict hospital management in visual form (a “manage-
ment dashboard”), and we believe this support function will
enable us to establish a solid presence in hospitals.

As the first step, we focused on upgrading the skills of
salespeople who can use this system, and they are now in the
phase of establishing a firm presence in hospitals and building
relationships with hospital managers. Our ultimate goal is to
make Mediceo Paltac the main wholesaler, and if possible, cre-
ate the conditions for single-company transactions. Currently,
we have introduced the model at about 100 hospitals. Another
result of the Total Solution Model is that some participating
hospitals are using Mediceo Paltac for an increasing proportion
of their wholesale transactions.

* Clinical pathway: A treatment schedule given to each patient, generally upon
hospitalization, that shows the treatment, examinations and care necessary to
cure the illness on the vertical axis and the time frame (dates) on the horizontal axis.
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Further Inroads for class A

Healthcare system reforms currently in progress are
designed to shift from hospital treatment to home and commu-
nity healthcare. As a result, hospital functions will shift to treat-
ment at home under the supervision of a personal doctor, phar-
macy and nurse located near the patient in the community.
Cultivating family pharmacists is a pillar of the healthcare sys-
tem reforms, and we are responding to this with a strategy
called class A. Rather than large chain pharmacies, class A is
aimed at the best individual pharmacies or small chains of two
or three stores in each community. In this program, we provide
proposals and support to make stores more inviting to cus-
tomers, including ideas for store layout and merchandising. We
are making steady progress, and have introduced class A at
about 1,700 stores. Even Japan's largest dispensing pharmacies
only operate chain networks of some 200 stores, so having this
system in use at 1,700 stores is a significant accomplishment.

As | said, to respond to the current healthcare system
reforms, we need to undertake innovations that integrate main
regional hospitals with private practitioners and pharmacies that

class A Supports Dispensing Pharmacies

cooperate in treatment by sharing hospital and patient informa-
tion. If we can leverage Mediceo Paltac’s natural strengths in
business with private practitioners to deal with these three par-
ties as an integrated set through the Total Solution Model and
class A, Mediceo Paltac will gain comprehensive coverage of the
market. By doing so, | am confident that we will be a winner in
the coming healthcare system reforms.

Progress of Business under the Alliance with
Mitsubishi Corporation

The point of our alliance with Mitsubishi Corporation is to
provide comprehensive medical services. A general trading com-
pany cooperates with partner firms as necessary in each of its
business groups, but this alliance requires both companies to
deal with all matters related to healthcare as their first priority. |
have high expectations for the alliance, especially given
Mitsubishi’'s commanding strength in healthcare among
Japanese trading houses. Since the comprehensive agreement
began in 2005, we have cooperated in four specific areas: 1)
establishment of a supply processing and distribution (SPD)
business, 2) development of private brand
products, 3) study of businesses related to
clinical testing, and 4) study of the phar-

In response to the growth of home healthcare. ..

class A

Support for functions required of new health insurance pharmacies
(Customer service/Merchandise/Cost handling/Information capabilities)

Health insurance

Private A I
practitioners _l_ pharmacies _I_
House calls Family

pharmacists

As of April 2007 1 ,71 4 locations

Nursing care

P> Target 5,000 locations

maceutical distribution business in China.

For the SPD business, Mediceo
Paltac acquired 34.0 percent of the com-
mon stock of Mitsubishi’s wholly owned
subsidiary Nihon Hospital Service Co.,
Ltd. (NHS). We will integrate our SPD-
related know-how and functions with
those of NHS to develop a highly func-
tional, high-value-added SPD business
that handles everything from pharmaceu-
ticals to hospital supplies. In April 2007,
we began work to concentrate the SPD
business at NHS.
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Alliance with Mitsubishi Corporation

o Establishment of SPD Business

» Contract renewals after April 2007
shifted to Nihon Hospital Service Co., Ltd.

¢ Development of Private Brand Products

> Medi With brand hygiene products
began sales in March 2007

¢ Study of Businesses Related to Clinical Testing

» Sales of imported Afinion testing
equipment scheduled to start in fall 2007

o Study of Pharmaceutical Business in China
> Preparing to make announcement

In private brand products, in March 2007, we launched the
Medi With brand of hygiene products, which were well
received by customers. We plan to steadily add new products
under this brand, and quickly build sales to the ¥1 billion level.
In clinical testing-related business, we plan to begin sales of
imported Afinion testing equipment this fall. In the China busi-
ness, we have conducting surveys and research, and are near-
ing the point where our direction will be clear and we can
make an announcement. Both of these are developments that
show promise for the future.

AFYI4X

The Medi With logo

Medi With f;!"' '-’"

The first five products in the Medi With lineup

8 Annual Report 2007

Paltac Business: This Year's Primary
Focus for Growth as a Business that
Can Produce Results

By consolidating healthcare-related business and complet-
ing employee transfers, we have established the foundation for
the Paltac business, which we believe will begin generating
synergy at an early stage. The healthcare-related business had
been unprofitable for many years at Mediceo, but turned
around in the first year after the integration, and is now con-
tributing to profits. Two years from now in 2009, sales of over-
the-counter (OTC) pharmaceuticals will begin at convenience
stores, home centers and other types of stores under the
revised Pharmaceutical Affairs Law. The functions of the exist-
ing OTC pharmaceutical wholesale industry will not be suffi-
cient to handle the sudden increase in customers. The Mediceo
Paltac Group, which has over 1,000 sales representatives, will
therefore wield considerable power, and | have high expecta-
tions that our accomplishments up to now will bear fruit. Even
the largest OTC pharmaceutical wholesalers have only about
150 to 160 sales representatives, which indicates the unprece-
dented nature and overwhelming strength of Paltac’s sales
force. From this fiscal year through March 2009, | want to make
the Paltac business the primary focus in the Group, and |
believe it will be a business with good potential.



Corporate Governance:
Thorough Employee Training to
Instill Good Practices

The Mediceo Paltac Group seeks to earn the trust of all its
stakeholders — shareholders, customers, employees, consumers
and society — and fulfill its social responsibility by steadily con-
ducting its business activities while ensuring sound, transparent
management. In other words, we aim to realize our management
philosophy of “contributing to people’s health and the advance-
ment of society through creation of value in distribution.”

According to a May 2007 article in a Japanese business
magazine on M&A success and failure, about 50 percent of
merged companies see their stock prices decline after the
merger. These are given as examples of failure, but the fact is
that 50 percent of mergers are successful. The Mediceo Paltac
Group ranked third in the list of successful mergers. Even in
terms of corporate governance, while many companies have
adopted systems such as the “company with committees” sys-
tem and brought in outside directors, the Mediceo Paltac Group
has long been well regarded for its management system. We
have worked to enhance not only the form but the substance of
corporate governance, and we are proud to be recognized for
sound management.

Requirements for thorough internal control systems are also
increasing. We plan to take steps to strengthen our internal
controls, including measures to respond to the introduction of
the Japanese version of the Sarbanes-Oxley Act.

Our Group's slogan, “Bright and Energetic,” incorporates the
Mediceo Paltac Group’s CSR philosophy and standards of con-
duct. We believe that practice is important in promoting the
diffusion and sharing of this philosophy, and therefore the
Group is using various case studies to conduct employee train-
ing at every level. Our goal is to ensure that the Mediceo
Paltac Group maintains the trust of society.

Increasing Corporate Value

In last year's annual report, | said that we are approaching
the third step in the Mediceo Paltac Group’s growth process:
establishing a new business model through business innova-
tion and IT strategies. Until we realize this third step, our policy
for use of capital will be to balance stable dividends with allo-
cation of cash for investment in future growth. We are confi-
dent that with the completion of the third step, we will estab-
lish ourselves as a completely new and unprecedented type of
wholesaler, and put the Mediceo Paltac Group on track for
major growth.

| hope that our shareholders will continue to support the
Mediceo Paltac Group with a long-term perspective, in expec-
tation of significant returns in the future.

August 2007

Sadatake Kumakura
President and Chief Executive Officer

Mediceo Paltac Holdings Co., Ltd. 9




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialUnicodeMS
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Impact
    /LucidaConsole
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 350
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 350
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 72
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.00000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /JPN <>
  >>
>> setdistillerparams
<<
  /HWResolution [350 350]
  /PageSize [612.000 792.000]
>> setpagedevice




