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1. Resultsfor Fiscal 2006 (April 1, 2005 - March 31, 2006)

(1) Sales and Income

Code number: 7459
Board of Directors meeting: May 12, 2006
Use of U.S. accounting standards: No

Phone: +81-3-3517-5171

Net sdes Year-on-year | Operatingincome  Year-on-year | Ordinaryincome  Year-on-year
(¥ million) change (%) (¥ million) change (%) (¥ million) change (%)
Fiscal 2006 1,921,713 154 20,608 87.6 32,736 41.2
Fiscal 2005 1,665,815 29.7 10,986 (28.4) 23,185 20.1
Netincome  Year-on-year Earnings Earnings Return on Ordinary Ordinary
(¥ million) change (%) per share (¥) per share equity (%) income/total income/net
(diluted) (¥) assets (%) sales (%)
Fiscal 2006 20,842 138.8 97.64 94.22 10.2 3.6 17
Fiscal 2005 8,729 10.8 45.90 43.52 5.9 3.1 14

Notes: 1. Equity in earnings of affiliates: ¥ million (Fiscal 2005: ¥& million)
2. Average number of shares outstanding (consolidated): 209,013,592 shares (Fisca 2005: 185,084,168 shares)
3. Changesin accounting methods: None
4. Year-on-year change for net sales, operating income, ordinary income and net income is based on the previous fiscal year.

(2) Financial Position

Total assets Shareholders) equity Shareholdersh equity/ Shareholders) equity
(¥ million) (¥ million) total assets[%)] per share (¥)
Fiscal 2006 993,491 242,413 24.4 1,051.97
Fiscal 2005 848,416 168,104 19.8 904.59
Note: Number of shares outstanding at end of period (consolidated): 230,023,554 shares (Fiscal 2005: 185,576,103 shares)
(3) Cash FHows
Cash flows from Cash flows from investing Cash flows from Cash and cash equivalents
operating activities activities financing activities at end of period
(¥ million) (¥ million) (¥ million) (¥ million)
Fiscal 2006 41,795 4,366 (22,375) 142,908
Fiscal 2005 26,301 31,279 (8,516) 119,121
(4) Scope of consolidation and application of the equity method
Consolidated subsidiaries: 11 companies
Unconsolidated subsidiaries accounted for by the equity method:  None
Affiliated companies accounted for by the equity method: None
(5) Changesin scope of consolidation and application of the equity method:
Consolidation: (New) 1 (Eliminated) 3
Equity method: (New)  None (Eliminated) None
2. Projected Results for Fiscal 2007 (April 1, 2006 - March 31, 2007)
Net sdes Ordinary income Net income
(¥ million) (¥ million) (¥ million)
Interim period 1,087,000 17,800 5,900
Fiscal 2007 2,192,000 36,000 16,400

Reference: Estimated earnings per share (fiscal 2007): ¥71.30
Notes: 1.The amounts above are rounded down to the nearest million yen.

2. Please refer to pages 7- 8 of the attached materials for items concerning the projected resullts.



1. Corporate Group

The Mediceo Paltac Group consists of 39 consolidated subsidiaries and 5 affiliates, with Mediceo Paltac Holdings Co.,
Ltd. asthe core. The Group companies are engaged in the pharmaceutical whol esale business, the cosmetics and daily
necessities whol esal e business, and the medicarelated business. The positioning and organization of group companies

are shown in the flow chart below.

(Asof March 31, 2006)

Customers (Hospitals, clinics, dispensing pharmacies, pharmacies, drug stores, convenience stores, €tc.)

Pharmaceuticals
whol esd e business

Cosmetics and daily
necessities wholesale
business

Medical-related
business

SENSHU YAKUHIN CO., LTD.

USHIODA SANGOKUDO
YAKUHIN CO,, LTD.

A

KURAY A SANSEIDO Inc.

A

A

YAMAHIRO KURAYA
SANSEIDO Inc.

PALTAC
CORPORATION

KURAY A KASEI, INC.

o TOKIMOCO, LTD.

o M.I.C. (Medical Information
College), INC.

HEISElI YAKUHIN CO., LTD.

A

1IZUTSU PHARMACEUTICAL
CO,, LTD.

A

EVERLTH Co., Ltd.

A

ATOL Co,, Ltd

A

MEDICEO MEDICAL CO,,
LTD.

A

A
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A

o BUTSURYU 24, INC.

A

o BIGEO Inc.

o Trim Co,, Ltd.

A

Notes:

=

Consolidated subsidiary

o KURAYA (USA)
CORPORATION

Others:

Unconsolidated subsidiaries not
accounted for by equity method:
22 companies

Affiliated companies not
accounted for by equity method: 5
companies

o Unconsolidated subsidiary not accounted for by equity method

On April 1, 2005, KURAYA SANSEIDO Inc. transferred its businessin the large hospital market in the four prefectures of the

Tokyo metropolitan area, limited to medica equipment and tools, to NAKAGAWA SEIKODO CO., LTD. On July 1, 2005,
NAKAGAWA SEIKODO CO., LTD. changed its name to MEDICEO MEDICAL CO., LTD.

On October 1, 2005, MEDICEO Hoaldings Co., Ltd. implemented a management integration with PALTAC CORPORATION

(Chuo-ku, Osaka), using the share exchange system, and changed its name to Mediceo Paltac Holdings Co., Ltd.




Overview of Consolidated Subsidiaries

Capita - . Percentage of . }
Company name Address & million) Principal business voting rights (%) Nature of relationship
Directorsin common with
E%NSI'}%YAKUHW Akita, Akita 2,400 V\r/lg?lacaleg I:al s eic 100.0 the Company; guarantee of
N ) P ' debt; sale of products
Directorsin common with
USHIODA .
SANGOKUDO Mito, Ibaraki gg | Wholesdleof 100.0 the Company; guarantee of
pharmaceuticals, etc. debt; borrowing and loan of
YAKUHIN CO,, LTD. I .
facilities; sale of products,
Directorsin common with
KURAY A SANSEIDO Wholesale of the Company; borrowing
Inc. Chuo-ku, Tokyo 100 pharmaceuticals, etc. 1000 and loan of facilities; sale of
products
Directorsin common with
YAMAHIRO KURAY A ) Wholesale of .
SANSEIDO INC. Chuo, Yamanashi 57 phar ticals, etc. 100.0 the_ C_:c_>mpany, loan of
facilities; sale of products
Directorsin common with
E.EDSH YAKUHIN €O, Gifu, Gifu 809 V\r/lg?lacaleg I:al s eic 100.0 the Company; borrowing of
) P ) facilities; sale of products
1ZUTSU Directorsin common yvith
PHARMACEUTICAL | Nakagyou-ku, 118 | Wholesdeof 100.0 the Company; borrowing
Kyoto pharmaceuticals, etc. and loan of facilities; sale of
CO., LTD.
products
Directorsin common with
Naka-ku, Wholesale of .
EVERLTH Co.,, Ltd. Hiroshima 1,510 phar ticals, etc. 100.0 the Company; sale of
products
Directorsin common with
Wholesale of .
ATOL Co,, Ltd. Hakata-ku, Fukuoka 3,965 pharmaceuticals, etc. 100.0 the Company; sale of
products
Directorsin common with
MEDICEO MEDICAL Wholesale of the Company; loan of
CO.,LTD. Bunkyo-ku, Tokyo 280 pharmaceuticals, etc. 100.0 facilities; stocking and sale
of products
Wholesale of . . ]
PALTAC - ] Directorsin common with
CORPORATION Chuo-ku, Osaka 5,206 cosmetics and daily 100.0 the Company
necessities
KURAYA KASEI, INC. | Nagano, Nagano oo | Medical-related 100.0 Guarantee of debt; |oan of
business facilities

Notes: 1. On April 1, 2005, MEDICEO Holdings Co., Ltd. made Chiyaku Co., Ltd. a 100% owned subsidiary through asimple

exchange of shares.

2. On January 1, 2006, KURAY A SANSEIDO Inc. merged with Chiyaku Co., Ltd. KURAY A SANSEIDO Inc. wasthe

surviving entity.

3. On December 26, 2005, Mediceo Paltac Holdings Co., Ltd. transferred 67.0% of the total outstanding shares of Orienta

Pharmaceutical Co., Ltd. to Nichi-iko Pharmaceutical Co., Ltd. (Toyama, Toyama).

4. On March 31, 2006, Mediceo Paltac Holdings Co., Ltd. transferred 90.0% of the shares of SELMESTA CO., LTD. to
FASALIA HOLDINGS CO., LTD. (Sumida-ku, Tokyo). On October 1, 2005, KURAYA SHOJI, INC. changed its nameto
SELMESTA CO., LTD.

5. SENSHU YAKUHIN CO., LTD., KURAYA SANSEIDO Inc., ATOL Co., Ltd. and PALTAC CORPORATION are specid

subsidiaries.




2. Management Policies

The Mediceo Paltac Group conducts its business activities under the Basic Management Policy and Basic Policy for
Didgtribution of Profits, stated below. On October 1, 2005, MEDICEO Haldings Co., Ltd. implemented a management
integration with PALTAC CORPORATION (Chuo-ku, Osaka), awholesaler of cosmetics and daily necessities, using the
share exchange system, and made a new start as Mediceo Paltac Holdings Co., Ltd. The Mediceo Paltac Group will
continueto carry out business activities based on these policies. However, Management Indicators and Medium- and
Long-Term Management Strategies will be newly formulated based on the integration.

(1) Basic Management Policy
The Mediceo Paltac Groupds management philosophy is fiContributing to peopleis health and the advancement of
society through creation of value in distribution.o
Management policy of the Mediceo Paltac Group focuses on the following:
1. Creating avvitalized corporate culture to make the Mediceo Paltac Group trusted by society
2. Management that rai ses shareholder value and thorough legal compliance
3. Faithfully create afree and open-minded corporate culture and train creative personnel

In addition, basic operating policy of the Mediceo Paltac Group focuses on the following:
Weraise theleved of energy among the united companies of Mediceo Paltac.
We fully concentrate on reform and improvement.
We overcome organizational hurdles and sublimate knowledge into shared wisdom.
We pursue a basic palicy of listening.
We work hard to create unity.

(2) Basic Palicy for Distribution of Profits
By increasing profitability, the Group strives to increase retained earnings for use in future business development and
strengthening of operations, while also providing stable dividendsto shareholders.

(3) Medium- and Long-Term Management Strategies

At the start of MEDICEO Holdings Co., Ltd. on October 1, 2004, the Group drew up and has since implemented a
medium-term consolidated management plan covering the three-year period from April 2004 through March 2007 to share
common business strategy directions and target figures, and to serve as a guideline for establishing a corporate structure that
can secure steady profits.

In newly starting as Mediceo Paltac Holdings Co., Ltd., the Company has formulated a new medium-term consolidated
management plan covering the three years from the year ending March 2006 to the year ending March 2008, and is
implementing the measures of the plan throughout the Group.

(Palicy of the Medium-Term Consolidated Management Plan)
Establish a Customer-Oriented Distribution Business Model

(Focus Paints)

1. Create an environment capable of supporting growth
Aspireto be an organization that isrich in creativity and has ample ability and speed.
Exercise price formation functions based on partnerships with customers.
Continuously improve business operations to strengthen cost competitiveness.

Enhance empl oyee education and training to develop the empl oyees that will shape the companybs future.

—- —a _a _a

2. Evolve logigtics that start with the customer
1 Shift tologigtics that start with the customer
1 Focus on objective eval uations from customers
1 Ensure high shipping accuracy and arobust, stable supply system to earn customer trust.



3. Create new value that enricheslife
1 Transform into anew type of wholesaler by combining medical care with health and beauty.
1 Enhance product sdlection functions from the perspective of creating new demand.

Consolidated Management Targets (Y ear ending March 31, 2008)
Net sales ¥2,175 hillion
Gross profit ¥186.6 hillion
SG&A expenses ¥155.9 hillion
Operating income ¥30.7 billion
Ordinary income ¥41.6 billion
Net income ¥24.3 billion
Return on assets (ROA) 3.0%
Return on equity (ROE) 9.2%

(4) Infor mation Concer ning Parent and Other Companies
N/A



3. Business Reaults and Financial Position
(1) Business Results

1) Summary of the Year Ended March 31, 2006

In the year ended March 31, 2006, the Japanese economy recovered moderately overall, as consumer spending
and capital investment increased and improvement was seen in employment conditions.

On October 1, 2005, the Company carried out a management integration through an exchange of shares with
PALTAC CORPORATION (Chuo-ku, Osaka), awholesaler of cosmetics and daily necessities, and started anew
with the aim of forming a new type of wholesaler that can accurately meet the needs of customers. Currently, the
Company is working to generate synergy through the management integration and reduce costs.

On July 13, 2005, the Company acquired 10.0 percent of the stock of SHIKOKU YAKUGYO CO., LTD.
(Takamatsu, Kagawa) to strengthen its alliance with that company. On April 1, 2006, Chiyaku Co., Ltd. was made
awholly owned subsidiary to promote business operations that take advantage of the total capabilities of the
Mediceo Paltac Group. Moreover, on January 1, 2006, KURAY A SANSEIDO Inc. and Chiyaku Co., Ltd. merged,
with KURAY A SANSEIDO asthe surviving company and Chiyaku as the dissolved company, with the aim of
strengthening the business structure as well as further enhancing management efficiency and logistics functions.

On December 26, 2005, the Company transferred 67.0 percent of the total outstanding shares of Oriental
Pharmaceutical Co., Ltd. to Nichi-iko Pharmaceutical Co., Ltd. (Toyama, Toyama) to enhance management
resour ces.

Moreover, the main business of SELMESTA CO., LTD. is sales of health foods to health insurance unions,
mutual aid associations and others, which is different from the business field of the Company. Therefore, on March
31, 2006, the Company transferred 90.0 percent of the outstanding shares of SELMESTA to FASALIA
HOLDINGS CO., LTD., which plansto enter the same business field.

In addition, the Company entered into a comprehens ve alliance with Mitsubishi Corporation (Chiyoda-ku,
Tokyo) in the area of medical servicesin order to respond to the needs of medical ingtitutions and to social

changes.

Moreover, the Company constructed and began operation of the SAITAMA DISTRIBUTION CENTER in Kazo,
Saitama Prefecture, to further strengthen and rai se the efficiency of distribution functions.

In the area of medical equipment, the portion of the medical equipment business of KURAY A SANSEIDO Inc.
in the large hospital sales channel in the four prefectures of the Tokyo metropolitan area was transferred to and
unified under wholly owned subsidiary NAKAGAWA SEIKODO CO., LTD. on April 1, with the aim of
strengthening alliances and making efficient use of distribution and information functions within the Group. On
July 1, the name of NAKAGAWA SEIKODO CO., LTD. was changed to MEDICEO MEDICAL CO., LTD.

The Company started as an operating holding company on October 1, 2004, and as described above, carried out a
management integration with PALTAC CORPORATION on October 1, 2005. Currently the Company is
implementing management innovations on anew stage. Therefore, for the year-end dividend for the year ended
March 31, 2006 (the 97th fiscal term), the Board of Directors on March 22, 2006 approved the addition of a
dividend of ¥3.00 per sharein commemoration of the management integration to express its appreciation to the
shareholders who have given their support. Combined with the originally planned ordinary dividend of ¥6.00 per
share, thiswill make thetotal year-end dividend ¥9.00 per share.

2) Salesand Income
. Consolidated Net Sales
Consolidated net sales were ¥1,921,713 million, an increase of 15.4 percent compared with the previous fiscal
year.
Because PALTAC CORPORATION became a consolidated subsidiary during the fiscal year, net sales increased
significantly more than the overall growth of the market.

.. Consolidated Operating Income

Gross profit was ¥161,603 million, an increase of 17.3 percent, as selling prices recovered from the decline
following the revision of NHI drug pricesin April 2004 and PALTAC CORPORATION was added as a
consolidated subsidiary. However, as aresult of the Groupds measures to reduce costs by integrating core business
systems for marketing, distribution and accounting and by reforming the retirement benefit system, selling, general
and administrative expenses declined 0.3 percentage points from 7.6 percent to 7.3 percent of net saes, and sdlling,
general and administrative expenses were ¥140,995 million, an increase of 11.2 percent compared with the
previous fiscal year.

As aresult, consolidated operating income was ¥20,608 million, an increase of 87.6 percent compared with the

previous fiscal year.



.. Consolidated Ordinary Income
Non-operating income was ¥13,535 million, an increase of 1.5 percent compared with the previous fiscal year,
because the Company recorded amortization of consolidation difference. Non-operating expenses were ¥1,407
million, an increase of 23.4 percent compared with the previous fiscal year.
As aresult, consolidated ordinary income was ¥32,736 million, an increase of 41.2 percent compared with the
previous fiscal year.

. Consolidated Net Income

Extraordinary gainstotaled ¥2,709 million, an increase of 27.1 percent from the previous fiscal year, due to gain
on sales of fixed assets and other items. Extraordinary |osses were ¥5,337 million, a decrease of 11.2 percent
compared with the same period in the previous fiscal year, due to factors including loss on sale and disposal of fixed
assets and loss on impairment of fixed assets.

As aresult, consolidated net income was ¥20,842 million, an increase of 138.8% compared with the previous
fiscal year.

Segment results by type of business are summarized bel ow.

Pharmaceutical Wholesale Business

The market for prescription pharmaceutica's, the Companybs core business, displayed steady growth dueto
increasing demand throughout the period for drugsto treat lifestyle diseases, although the prevalence of influenza
and pollen alergies from January through March 2006 was not as severe asin the same period of the previous year.

In response to this market environment, the Company worked to implement consistent palicies across the Group
and secure reasonable profits.

As aresult, sales of the pharmaceutical wholesale business were ¥1,714,767 million (for reference: a 3.6 percent
increase year-on-year).

Cosmetics and Daily Necessities Wholesale Business
Sales of cosmetics and daily necessities increased steadily, led by drugstores. In this wholesal e business, there
have been increasing demands for enhancement of high-quality intermediary distribution functions, and therefore
the Company worked to strengthen its sales and distribution network and its merchandising capabilities.
As aresult, sales of the cosmetics and daily necessities wholesal e business for the sx months from the start of its
consolidation on October 1, 2005 were ¥196,422 million (for reference: a 6.8 percent increase year-on-year).

3) Outlook for the Next Fiscal Year

On October 1, 2005, the Company carried out a management integration with PALTAC CORPORATION, a
wholesaler of cosmetics and daily necessities, using the share exchange system, and started anew as Mediceo Paltac
Holdings Co., Ltd. Through this management integration, the Company established a structure that enablesit to
contribute to peopleis medical care, health and beauty. With this change, the Company set its corporate slogan as
fiEnergy and brightness.0 Both companies will aggressively work to quickly combine their management know-how
to strengthen distribution functions and enhance service functionsto play arolein customersi management, with the
goal of creating anew type of wholesaler.

In addition, the Company has formulated a new medium-term management plan covering the three years from the
year ending March 2006 to the year ending March 2008. Based on this management plan, the Mediceo Paltac Group
will aim to reach itstargets by working to generate synergy from the integration with PALTAC CORPORATION
and reduce costs.

Starting April 1, 2006, the Group plansthe gradual integration of the health care businessinto PALTAC
CORPORATION. It has therefore changed its business classifications from the previous fiPharmaceutical Wholesale
Business,0 iCosmetics and Daily Necessities Wholesale Businessd and fiHealth Care Related Businessd to the
fiPrescription Pharmaceutical Wholesale Business,0 iCosmetics, Daily Necessities and OTC Pharmaceutical
Wholesale Businessd and fiRel ated Businesses.0

In the Prescription Pharmaceutical Wholesale Business, NHI drug prices were reduced by an average of 6.7
percent on April 1, 2006, and it is assumed that this will have an effect on changes in purchase prices and sdlling
prices. The Group will gain the understanding of supplying manufacturers regarding its strengths, such as
information gathering and provision, to conduct aggressive purchase price negotiations, and will also conduct
detailed, regionally based sales activities in working to form market prices that take economic principlesinto
account.

In the Cosmetics, Daily Necessities and OTC Pharmaceutical Wholesale Business, with regard to the OTC
pharmaceutica wholesale business, PALTAC CORPORATION and OTC pharmaceutica wholesaler ALCOS Co.,
Ltd. (Shimemachi, Kasuya-gun, Fukuoka), awholly owned subsidiary of Mediceo Paltac Holdings with sales bases
in Kyushu area, merged on April 1, 2006, with PALTAC CORPORATION the surviving company and ALCOS Co.,
Ltd. dissolved. In addition, PALTAC CORPORATION will take over sales of OTC pharmaceuticals from
KURAYA SANSEIDO Inc. and EVERLTH Co., Ltd. on October 1, 2006. These moves are aimed at strengthening



marketing and reducing distribution costs in this business, aswell asreinforcing and enhancing services provided to
customers.

With aview to widening the independence and the future options of employeesin the Group, the Company will
offer voluntary early retirement to empl oyees who wish to take jobs in anew fields. In addition, the Company plans
to transfer loan employees between consolidated subsidiaries to rai se the management vitality of Group companies.
The Company expects to book the one-time charges associated with these programs as extraordinary 10sses.

As aresult, for the year ending March 31, 2007, the Company projects consolidated net sales of ¥2,192.0 hillion (a
year-on-year increase of 14.1 percent), consolidated ordinary income of ¥36.0 billion (a year-on-year increase of
10.0 percent) and consolidated net income of ¥16.4 billion (a year-on-year decrease of 21.3 percent). On an
unconsolidated basis, the Company projects net sales of ¥1,543.0 hillion (a year-on-year increase of 2.0 percent),
ordinary income of ¥10.5 hillion (a year-on-year increase of 29.9 percent) and net income of ¥7.3 hillion (a year-on-
year increase of 48.4 percent).

Projections of results are prepared on the bads of information available to management on the date of
announcement. Various factor s could cause actual resultsto differ from the projected figures.




(2) Financial Position

In the period under review, on a consolidated basis, net cash provided by operating activities was ¥41,795 million, net
cash provided by investing activities was ¥4,366 million, and net cash used in financing activities was ¥22,375 million.
Cash and cash equivalents at the end of the period increased ¥23,786 million (20.0 percent) from the end of the previous

fiscal year, to ¥142,908 million.

. Cash Hows from Operating Activities
Theincrease in cash from operating activities was ¥41,795 million (a year-on-year increase of 58.9%). The main
components of funds from operating activities were income before income taxes and minority interests of ¥30,108
million (a year-on-year increase of 56.0 percent), depreciation and amortization of ¥9,125 million, loss on
impairment of fixed assets of ¥2,109 million, and decrease in notes and accounts receivable T trade of ¥10,799
million. Amortization of consolidation difference was ¥5,567 million, total decreasein allowances was ¥3,190
million, and cash paid for income taxes was ¥3,699 million.

. Cash Hows from Investing Activities
Theincrease in cash from investing activities was ¥4,366 million (a year-on-year decrease of 86.0 percent). The
main components were ¥9,063 million in payments for purchase of property and equipment, including the
SAITAMA DISTRIBUTION CENTER, and payments of ¥3,103 million for purchase of investment securities,
including an equity position in SHIKOKU YAKUGYO CO., LTD., while proceeds from sale of property and
equipment were ¥3,862 million, proceeds from sale of investment securities were ¥1,759 million and proceeds from
acquisition of subsidiary stock due to a change in the scope of consolidation were ¥10,628 million.

. Cash Hows from Financing Activities
The decrease in cash from financing activities was ¥22,375 million (in the previous fiscal year the decrease was
¥8,516 million). The main components were a ¥1,033 million net decrease in short-term bank loans, ¥3,113
million for repayment of long-term debt, ¥16,873 million for purchase of treasury stock, and ¥2,854 million in

cash dividends paid.
Trends of Cash Flow Indicators
Y ear ended Y ear ended Y ear ended Y ear ended Y ear ended
March 31,2002 | March 31,2003 | March 31,2004 | March 31,2005 | March 31, 2006

Shareholders) equity ratio (%) 17.2 17.6 20.6 19.8 24.4

Shareholders) equity ratio on a
10.9 18.9 30.9 31.2 44.1

market value basis (%)

Debt repayment period (years) 33 29 18 0.6 0.9
Interest coverage ratio 24.1 29.8 43.7 112.2 207.9

Notes:

Shareholders) equity ratio: Shareholders) equity/Total assets

Shareholders) equity ratio on a market value basis: Tota market vaue of stock/Total assets

Debt repayment period: Interest-bearing liabilities/Cash flows from operating activities
Interest coverage ratio: Cash flows from operating activitied/Interest expense

1. All indicators are cdculated based on consolidated financial figures.

2. Total market value of stock is calculated by multiplying the closing price at the end of the period by the number of shares
issued and outstanding a the end of the period (excluding the number of treasury shares).

3. Cash flows from operating activities are as stated on the consolidated statements of cash flows. Interest-bearing liabilities
includes al debt stated on the consolidated balance sheets on which interest is paid. For interest expenses, cash paid for
interest in the consolidated statements of cash flowsis used.




(3) Businessand Other Risks
The main risks in the business of Mediceo Paltac Holdings Co., Ltd. and the Mediceo Paltac Group are asfollows.

.. Risksrdated to specific legal regulations, ec.

The pharmaceutical wholesal e business and the medical-rel ated business handl e various types of pharmaceuticals
and related products. Therefore, they conduct sales activities after receiving the necessary authorizations,
registrations, designations and licenses from the local governments where business sites are located, pursuant to
the Pharmaceutical Affairs Law and other laws.

Medical system reform

In Japan, fiscal reconstruction isan urgent issue, and medical system reforms are being implemented as part of
this. Depending on their content, these reforms may affect the business results of the pharmaceutical wholesale
business and the medical-related business.

Investment cost and unit selling prices

By merging with other wholesalers, Mediceo Paltac Holdings Co., Ltd. and the Mediceo Paltac Group are
expanding their competitive scale and scope. Increased investment costs associated with improvement and
expansion of the distribution and information systems to handle these expansions or alarger than expected
decrease in unit selling prices may affect business results.

Sales discontinuations, product recalls, etc.
Business results may be affected in the event of a situation such as the discontinuation of sales or recall of certain
products due to defects, unforeseen side affects or tampering with certain products sold.

System trouble

The business of Mediceo Paltac Holdings Co., Ltd. and the Mediceo Paltac Group isheavily reliant on computer
network systems. Discontinuation of functions dueto anatural disaster, accident, intrusion of a computer virus or
other occurrences, may result in significant obstacles to product distribution.

Default risk

Business results would be affected in the event that a default occurs due to the bankruptcy or civil rehabilitation,
etc. of customers, in regard to the credits associated with ongoing transactions that Mediceo Paltac Holdings Co.,
Ltd. and the Mediceo Paltac Group conduct with medical ingitutions.

Merchandisinventory risk

Business results may be affected in the event that merchandise inventory held by Mediceo Paltac Holdings Co.,
Ltd. and Mediceo Paltac Group companies declines in value or becomes unsal eabl e due to the bankruptcy or civil
rehabilitation, etc. of suppliers.

. Litigation risk
Mediceo Paltac Holdings Co., Ltd. or Mediceo Paltac Group companies may be parties to litigation requesting
payment of damages in the course of conducting business activities.

Variousrisks other than these exist, and the risks described here are not al of the risks of Mediceo Paltac Holdings
Co., Ltd. and Mediceo Paltac Group companies.
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4. Consolidated Financial Statements, Etc.
(1) Consolidated Balance Sheets

(Millions of yen, rounded down to the nearest million)

Asof Asof Y ear-on-Y ear
March 31, 2006 March 31, 2005 Change
ASSETS
| Current assets
1. Cash on hand and in bank *3 144,268 120,635 23,632
2. Notes and accountsreceivable T
trade 489,442 437,654 51,788
3. Marketable securities o} 8 (8)
4. Inventories 96,675 78,294 18,380
5. Deferred income taxes 8,592 4,836 3,756
6. Accounts receivable 37,791 33,028 4,763
7. Other current assets 2,770 2,576 194
Allowance for doubtful accounts (5,459) (3,716) (1,742)
Total current assets 774,082 77.9 673,317 79.4 100,764
Il Fixed assets
1. Tangible fixed assets: *1,3
(2) Buildings and structures 63,558 48,645 14,913
(2) Land *5 72,196 62,721 9,474
(3) Congtruction in progress 1,819 3,082 (1,263)
(4) Other tangible fixed assets 13,693 8,166 5,526
Total tangible fixed assets 151,267 15.2 122,616 145 28,651
2. Intangible fixed assets:
(1) Software 4,682 5,473 (791)
(2) Other intangible fixed assets 1,456 906 550
Total intangible fixed assets 6,139 0.6 6,380 0.7 (240)
3. Investments and other assets:
(1) Investment securities *2,3 47,950 31,366 16,584
(2) Long-term loans receivable 775 921 (145)
(3) Deferred income taxes 1,192 3,357 (2,164)
(4) Other 16,478 15,278 1,200
Allowance for doubtful accounts (4,396) (4,820) 424
Total investments and other assets 62,001 6.3 46,102 54 15,898
Total fixed assets 219,409 221 175,099 20.6 44,309
Total assets 993,491 100.0% 848,416 100.0% 145,074
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(Millions of yen, rounded down to the nearest million)

As of As of Y ear-on-Y ear
March 31, 2006 March 31, 2005 Change
LIABILITIES
| Current liabilities:
1. Notesand accounts payable T trade
*3| 631,285 584,267 47,018
2. Short-term bank loans *3 25,878 5,325 20,553
3. Long-term debt due within
one year *3 5,017 425 4,592
4. Income taxes payable 8,107 1,163 6,944
5. Reservefor bonuses 8,020 6,860 1,159
6. Allowancefor losses on sales
returns 961 710 251
7. Other current liabilities 21,998 15,187 6,811
Total current liabilities 701,270 70.6 613,939 724 87,330
Il Long-term liabilities:
1. Convertible bonds 1,867 9,254 (7,387)
2. Long-term debt *3 5,636 656 4,980
3. Deferred income taxes 8,010 5,200 2,809
4. Deferred incometaxesT
land revaluation *5 1,075 1,112 (37
5. Reserve for employeesh retirement
benefits 17,068 15,975 1,092
6. Reservefor directorsi and corporate
auditors) retirement benefits 492 o} 492
7. Consolidated adjustment account 11,749 28,583 (16,833)
8. Other long-term liabilities 3,908 4,849 (941)
Total long-term liabilities 49,807 5.0 65,632 7.7 (15,824)
Total liabilities 751,077 75.6 679,571 80.1 71,506
MINORITY INTERESTS
Minority interests o} o} 741 0.1 (741)
SHAREHOLDERS) EQUITY
I Common stock *7 21,479 2.2 17,786 21 3,693
Il Capital surplus 131,328 13.2 67,618 8.0 63,710
Il Retained earnings 115,948 11.7 98,910 11.6 17,037
IV Land revaluation surplus *5 (18,750) (1.9 (19,660) (2.3) 910
V Unrealized gain on available-for-sale
securities 11,317 11 6,123 0.7 5,194
VI Treasury stock, at cost *8 (18,909) (1.9 (2,673) (0.3) (16,236)
Shareholders) equity 242,413 24.4 168,104 19.8 74,309
Total liabilities, minority interests and
shareholdersh equity 993,491 100.0% 848,416 100.0% 145,074
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(2) Consolidated Statements of Operations

(Millions of yen, rounded down to the nearest million)

Y ear ended Y ear ended Y ear-on-Y ear
March 31, 2006 March 31, 2005 Change
. Netsdes 1,921,713 | 100.0% 1,665,815 100.0% 255,897
1. Cost of sdes 1,760,112 | 91.6 1,528,097 91.7 232,014
Gross profit 161,601 8.4 137,718 8.3 23,883
Reversd of dlowance for losses on sales returns 974 797
Provision for allowance for losses on sales returns (973) (710)
Net gross profit 161,603 8.4 137,805 8.3 23,797
I11. Selling, generd and administrative expenses
1. Wages and sdaries 62,203 56,864
2. Welfare expenses 10,731 9,246
3. Provision for bonuses 8,086 6,829
4. Provision for employeesh retirement benefits 2,396 4,495
5. Provision for directors) and corporate auditors
retirement bonuses 84 379
6. Shipping and delivery expenses 9,549 6,868
7. Renta expenses 4,570 4,009
8. Depreciation and amortization 8,509 7,304
9. Other 34,864 30,820
Total sdling, general and administrative expenses 140,995 7.3 126,818 7.6 14,176
Operating income 20,608 11 10,986 0.7 9,621
1V. Non-operating income:
1. Interest income 249 272
2. Dividend income 488 279
3. Research feeincome 4,472 4,251
4. Real edtate rental income 1,267 737
5. Amortization of consolidation difference 5,567 6,628
6. Other non-operating income 1,490 1,169
Total non-operating income 13,535 0.7 13,339 0.8 196
V. Non-operating expenses.
1. Interest expense 234 235
2. Red estate rental expenses 776 436
3. Other non-operating expenses 396 468
Total non-operating expenses 1,407 0.1 1,140 0.1 266
Ordinary income 32,736 17 23,185 14 9,550
V1. Extraordinary gains.
1. Gain on sales of fixed assets *1 1,105 1,669
2. Gain on sales of investment securities 258 18
3. Gain on redemption of investment securities 39 o]
4. Gain on sale of equity in affiliates 409 o]
5. Gain on disposal of golf memberships 7 23
6. Reversal of allowance for doubtful accounts 525 420
7. Gain on revision of retirement benefit system 363 o]
Total extraordinary gains 2,709 0.2 2,131 0.1 577
VII. Extraordinary losses:
1. Loss on sale and disposal of fixed assets*2 1,543 974
2. Loss on sale of investment securities 12 3
3. Loss on valuation of investment securities 12 47
4. Loss on liquidation of affiliate o] 20
5. Loss on sde of equity in affiliates 744 o]
6. Loss on valuation of equity in affiliate 105 o]
7. Loss on disposal of golf memberships 12 1
8. Loss on deval uation of golf memberships 0 89
9. Additional retirement benefits for employees 35 753
10. Business office consolidation expenses 431 1,064
11. Corporate separation expense o] 391
12. Management integration expenses 209 o]
13. Loss on revision of employees) retirement
benefit plan o] 853
14. Loss on dissolution of employeesi pension fund o] 1,190
15. Employeesh pension fund withdrawal premium 119 o]
16. Loss on business withdrawal of affiliate o} 503
17. Loss on bad debt o} 117
18. Loss on impairment of fixed assets *3 2,109 o]
Total extraordinary losses 5,337 0.3 6,012 0.3 (674)
Income before income taxes and
minority interests 30,108 16 19,304 12 10,803
Income taxes
Current income taxes 9,707 4,293
Deferred income taxes (441) 6,209
Total income taxes 9,265 0.5 10,503 0.7 (1,237)
Gain in minority interests 0 0.0 72 0.0 (72
Net income 20,842 11 8,729 0.5 12,113
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(3) Consolidated Statements of Retained Earnings

(Millions of yen, rounded down to the nearest million)

Y ear ended Y ear ended Y ear-on-Y ear
March 31, 2006 March 31, 2005 Change
CAPITAL SURPLUS
| Capitd surplus, beginning of year 67,618 30,064 37,553
Il Increasein capital surplus 63,710 37,553 26,156
1. Increase due to share exchange 59,916 34,151
2. Increase due to conversion of convertible bonds 3,693 2,602
3. Gain on retirement of treasury stock 100 800
11 Capital surplus, end of year 131,328 67,618 63,710
RETAINED EARNINGS
| Retained earnings, beginning of year 98,910 93,308 5,602
Il Increaseinretained earnings 20,842 8,729 12,113
1. Net income 20,842 8,729
11 Decreasein retained earnings 3,805 3,126 678
1. Cash dividends paid 2,850 2,380
2. Bonuses to directors and statutory auditors 311 357
[Bonuses to statutory auditors] [25] [22]
3. Decrease in surplus due to consolidated write-offs 104 0
4. Reverse of land revaluation surplus 538 388
IV Retained earnings, end of year 115,948 98,910 17,037
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(4) Consolidated Statements of Cash Flows

(Millions of yen, rounded down to the nearest million

Y ear ended Y ear ended Y ear-on-Y ear
March 31,2006 | March 31, 2005 Change
| Cash flows from operating activities
Income before income taxes and minority interests 30,108 19,304 10,803
Depreciation and amortization 9,125 7,625 1,499
Loss on impairment of fixed assets 2,109 o} 2,109
Amortization of consolidation difference (5,567) (6,628) 1,060
Increase (decrease) in reserve for employeesh retirement benefits
T net (1,921) 2,207 (4,128)
Increase (decrease) in reserve for directorsi and corporate
auditorsh retirement benefits 84 (2,397) 2,482
Decrease in reserve for employeesi bonuses (68) (648) 580
Decreasein allowance for doubtful accounts (1,283) (2,378) 1,094
Decrease in allowance for salesreturns () (87) 85
Reversal of allowance for |osses on debt guarantees o) (74) 74
Interest and dividend income (737) (551) (186)
Interest expenses 234 235 (0)
Loss on disposal of property, plant and equipment T net 438 (694) 1,132
Loss on sale or devaluation of securities T net (273) 32 (306)
Loss related to stock of affiliates 440 20 420
Loss on sale and deval uation of golf club membershipsT net 5 87 (81)
Additional retirement benefits for employees 35 753 (717)
Decrease (increase) in notes and accounts receivable T trade 10,799 (11,373) 22,172
Decrease (increase) in inventories 3,355 (9,717) 13,073
Decrease (increase) in other current assets 50 (1,978) 2,028
Increase (decrease) in notes and accounts payable (2,286) 42,147 (44,434)
Increase (decrease) in accrued consumption taxes 2,857 (2,807) 5,665
Increase (decrease) in other current liabilities (2,196) 1,556 (3,752)
_____Payment of directors) and corporate auditoribonuses | (319 | (366) | 51
S Subtotal _ 44993 | 34266 | 10,726
Interest and dividendsreceived 738 552 186
Cash paid for interest (201) (234) 33
Specia retirement benefits paid (35) (753) 717
Cash paid for income taxes (3,699) (7,530) 3,830
Net cash provided by operating activities 41,795 26,301 15,494
Il Cash flows from investing activities
Payments for time deposits (1,144) (752) (392
Maturity of time deposits 1,250 918 331
Payments for purchase of marketable securities (2 (2 O)
Proceeds from sale of marketable securities 10 2 7
Payments for purchase of property, plant and equipment (9,063) (7,812 (1,250)
Proceeds from sale of property, plant and equipment 3,862 4,197 (334)
Payments for purchase of investment securities (3,103 (305) (2,797)
Proceeds from sale of investment securities 1,759 22 1,737
Proceeds from sale of subsidiary stock 250 o} 250
Proceeds from acquisition of subsidiary stock dueto changein
scope of consolidation 10,628 35,258 (24,629)
Payments for issuance of loans (75) (186) 111
Proceeds from recovery of loans 212 506 (293)
Payments for transfer of business (30) (135) 104
Other, net (189) (429) 240
Net cash provided by investing activities 4,366 31,279 (26,913)
[l Cash flows from financing activities
Decrease in short-term bank loans T net (1,033) (4,714) 3,680
Proceeds from long-term debt 1,500 430 1,070
Repayment of long-term debt (3,113) (735) (2,378)
Repayment of convertible bonds 0) 0) (0)]
Purchase of treasury stock (16,873) (1,106) (15,766)
Cash dividends paid (2,246) (1,981) (264)
Cash dividends of wholly owned subsidiary from share exchange (604) o} (604)
Cash dividends paid to minority shareholders (3) (408) 405
Net cash used in financing activities (22,375) (8,516) (13,858)
IV Net increase in cash and cash equivalents 23,786 49,064 (25,277)
V Cash and cash equivalents at beginning of year 119,121 70,112 49,009
VI Cash and cash equivalents in connection with the exclusion of a
certain subsidiary from consolidation 0 (55) 55
VI Cash and cash equivalents at end of year 142,908 119,121 23,786
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4-5. Preparation of the Interim Consolidated Financial Statements

Y ear ended
March 31, 2006

Y ear ended
March 31, 2005

1. Scope of Consolidation

(1 Number of Consolidated Subsidiaries: 11 companies
SENSHU YAKUHIN CO., LTD.
USHIODA SANGOKUDO YAKUHIN CO., LTD.
KURAYA SANSEIDO Inc.
YAMAHIRO KURAYA SANSEIDO Inc.
HEISEI YAKUHIN CO., LTD.
IZUTSU PHARMACEUTICAL CO., LTD.
EVERLTH Co., Ltd.
ATOL Co,, Ltd.
MEDICEO MEDICAL CO., LTD.
PALTAC CORPORATION
KURAYA KASEI, INC.

On July 1, 2005, Nakagawa Seikodo changed itsname
to MEDICEO MEDICAL CO., LTD.

PALTAC CORPORATION became a wholly owned
subsidiary using the share exchange system on October 1,
2005, and therefore is included the scope of consolidation
starting from the fiscal year ended March 31, 2006.

Oriental Pharmaceutical Co., Ltd. wasremoved from the
scope of consolidation in thefiscal year ended March 31,
2006, asthe sale of 67.0 percent of its outstanding shares
on December 26, 2005 ended its Sgnificance. However,
the profit and loss and cash flow of Oriental
Pharmaceutical Co., Ltd. through September 30, 2005 are
consolidated.

Chiyaku Co., Ltd. was removed from the scope of
consolidation in the fiscal year ended March 31, 2006
because it merged with KURAYA SANSEIDO Inc., a
wholly owned subsidiary of the Company, on January 1,
2006, with KURAY A SANSEIDO the surviving company
and Chiyaku Co., Ltd. the dissolved company. However,
the profit and loss and cash flow of Chiyaku Co., Ltd.
through December 31 are consolidated.

SELMESTA CO., LTD. (formerly KURAYA SHOJI,
INC.) was removed from the scope of consolidation in the
fiscal year ended March 31, 2006 because Mediceo Paltac
Holdings transferred 90.0 of its outstanding shares on
March 31, 2006. However, the profit and loss and cash
flow of SELMESTA CO., LTD. through March 31 are
consolidated.

(2) Unconsolidated Subsidiaries
Significant unconsolidated subsidiaries:
EVERLTH AGROTECH Co., Ltd.
ALCOSCO., LTD.

ALCOS CO.,, LTD. was an affiliate of ATOL Co., Ltd.,
awholly owned subsidiary of the Company, but became a
wholly owned subsidiary of the Company as of September
30, 2005.

Reason for exclusion from consolidation:

The unconsolidated subsidiaries are small in scale, and
their total assets, net sales, net income (equity equivalent)
and retained earnings (equity equivalent) would not have a
material effect on the consolidated financia statements.

1. Scope of Consalidation
(1) Number of Consolidated Subsidiaries. 13 companies

SENSHU YAKUHIN CO., LTD.
USHIODA SANGOKUDO YAKUHIN CO., LTD.
Chiyaku Co., Ltd.
KURAYA SANSEIDO Inc.
YAMAHIRO KURAYA SANSEIDO Inc.
HEISEI YAKUHIN CO., LTD.
IZUTSU PHARMACEUTICAL CO.,, LTD.
EVERLTH Co., Ltd.
ATOL Co,, Ltd.
NAKAGAWA SEIKODO CO., LTD.
ORIENTAL PHARMACEUTICAL CO., LTD.
KURAYA SHOJI, INC.
KURAYA KASEI, INC.

EVERLTH Co., Ltd. and ATOL Co., Ltd. became wholly
owned subsidiaries by an exchange of shares on April 1,
2004. NAKAGAWA SEIKODO CO., LTD. wasmade a
wholly owned subsidiary by a ssmple exchange of shares
on May 1, 2004. KURAY A SANSEIDO Inc. was newly
established on April 1, 2004 in preparation for the spin-off.
These companies were therefore included in the scope of
consolidation effective from the year ended March 31,
2005.

ELF Co., Ltd. terminated itstie-up with the Company in
September 2004, and istherefore excluded from the year
ended March 31, 2005. However, the income and cash flow
of ELF Co., Ltd. until September 30, 2004 are
consolidated.

In connection with making NAKAGAWA SEIKODO
CO., LTD. awholly owned subsidiary, the subsidiary
HOSSP CORPORATION merged into NAKAGAWA
SEIKODO CO., LTD. on January 1, 2005. Therefore, the
income and cash flow of HOSSP CORPORATION until
December 31, 2004 are consolidated.

(2) Unconsolidated Subsidiaries
Significant unconsolidated subsidiaries:
EVERLTH AGROTECH Co., Ltd.

Reason for exclusion from consolidation:

The unconsolidated subsidiaries are small in scale, and
their total assets, net sales, net income (equity equival ent)
and retained earnings (equity equivalent) would not have a
material effect on the consolidated financial statements.
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2. Application of the Equity Method

(1) The equity method isnot applied to any unconsolidated

subsidiaries or affiliated companies.

(2) The equity method isnot applied to unconsolidated
subsidiaries (EVERLTH AGROTECH Co,, Ltd.,
ALCOS Co., Ltd and others) and affiliates
(ORIENTAL PHARMACEUTICAL CO.,LTD. and
others) asthetotal assets, net sales, net income and
retained earnings of these companies would not have a
material effect on the consolidated financial
statements, and the importance of these companiesin
the aggregate is not sgnificant.

2. Application of the Equity Method

(1) The equity method isnot applied to any unconsolidated
subsidiaries or affiliated companies.

(2) The equity method isnot applied to unconsolidated
subsidiaries (EVERLTH AGROTECH Co., Ltd. and
others) and affiliates (ALCOS Co., Ltd. and others) as
the total assets, net sales, net income and retained
earnings of these companies would not have a material
effect on the consolidated financial statements, and the
importance of these companiesin the aggregate is not
significant.

3. Interim Accounting Periods of Consolidated
Subsidiaries
The accounting periods of all consolidated subsidiaries
end on the consolidated account settlement date.

3. Interim Accounting Periods of Consdlidated
Subsidiaries
The accounting periods of all consolidated subsidiaries
end on the consolidated account settlement date.

4, Accounting Standar ds
(1) Accounting standards for valuation of major assets
a. Valuation of Securities
Held-to-maturity bonds:
Amortized cost method (Strai ght-line method)
Other marketable securities:
Securities quoted on stock exchanges:
Valued at market based on market prices at the year-end
consolidated account settlement date (valuation
differences are fully capitalized and sdlling prices are
computed using the moving-average method)
Securitieswithout market prices:
Valued at cost using the moving-average method

b. Valuation of Inventories
Valued at cost using the moving-average method

(2) Method of Depreciation of Mgjor Depreciable Assets
Depr eciation of fixed assets
a. Tangible fixed assets
The Company and its consolidated subsidiaries
primarily use the declining-balance method. However,
for buildings (excluding attached facilities) acquired on
or after April 1, 1998, the straight-line method is
employed. Estimated useful lives are primarily 8-50
years for buildings and structures and 4-17 years for
machinery and egquipment and carriers.

4, Accounting Standar ds
(1) Accounting standards for valuation of major assets
a. Valuation of Securities
Held-to-maturity bonds:
Amortized cost method (Strai ght-line method)
Other marketable securities:
Securities quoted on stock exchanges:
Valued at market based on market prices at the year-end
consolidated account settlement date (valuation
differences are fully capitalized and sdlling prices are
computed using the moving-average method)
Securitieswithout market prices:
Valued at cost using the moving-average method

b. Valuation of Inventories

Valued at cost using the moving-average method
(Changesin Accounting Methods)
In shifting to an operating holding company structure by
a company spin-off and reorganizing subsidiaries
through management integration and other measures,
the Company is renewing core business systems shared
by the Group, and promoting consi stent groupwide
accounting methods. To calculate profit and loss more
accurately, valuation of inventories, which was
previously done at cost using the first-in-first-out
method, has been changed mainly to valuation at cost
using the moving-average method effective starting the
year ended March 31, 2005.

The effect of this change on profit and loss for the
year ended March 31, 2005 isimmaterial.

(2) Method of Depreciation of Major Depreciable Assets
Depr eciation of fixed assets
a. Tangible fixed assets
The Company and its consolidated subsidiaries
primarily use the declining-balance method. However,
for buildings (excluding attached facilities) acquired on
or after April 1, 1998, the straight-line method is
employed. Estimated useful lives are primarily 8-50
years for buildings and structures and 4-17 years for
machinery and egquipment and carriers.

17




b. Intangiblefixed assets

The Company and its consolidated subsidiaries
primarily use the straight-line method. However,
software for internal use is depreciated using the
straight-line method based on the estimated useful life
within the company (5 years).

c. Long-term prepaid expenses
Long-term prepaid expenses are primarily amortized
using the straight-line method.

(3) Accounting Standards for Major Reserves

a. Allowance for doubtful accounts
An alowance for doubtful accountsisprovided in
amounts deemed necessary to cover possible losses. It
comprises the amount cal culated in accordance with the
corporate income tax regulations and the amount
estimated to be uncollectible on an individual basis.
b. Reserve for emplayees’ bonuses
To provide for payment of bonuses to employees, a
consolidated reserve is set aside in the estimated
amount required to be paid for the consolidated
accounting period.
c. Allowance for losses on salesreturns
An alowance for losses on salesreturnsis provided
based on the amount of trade receivables at the
consolidated balance sheet date, multiplied by the
actua rate of returnsand the sales profit rate.
d. Reservefor employees’ retirement benefits
The Company and its consolidated subsidiaries mainly
provide for employees) retirement benefitsin the
estimated amount required to be paid at the
consolidated balance sheet date, less the estimated fair
value of pension assetsrelated to contributory pension
plans.

Past service liability and actuaria differencesare
expensed on astraight-line basis over three years
beginning in the fiscal year in which they arise.

(Supplemental infor mation)
On April 1, 2005, six consolidated subsidiariesrevised
their retirement benefit systems and transferred part of
the lump-sum retirement benefit system to a defined
contribution pension plan, applying the iAccounting
Process for Transfers Between Retirement Benefit
Systems (Corporate Accounting Standards, Application
Guiddine 1).0

The effect of these transfersis an extraordinary 1oss
of ¥363 million.

b. Intangiblefixed assets

The Company and its consolidated subsidiaries
primarily use the straight-line method. However,
software for internal use is depreciated using the
straight-line method based on the estimated useful life
within the company (5 years).

. Long-term prepaid expenses
Long-term prepaid expenses are primarily amortized
using the straight-line method.

(3) Accounting Standards for Major Reserves

a. Allowance for doubtful accounts
An alowance for doubtful accountsisprovided in
amounts deemed necessary to cover possible losses. It
comprises the amount cal culated in accordance with the
corporate income tax regulations and the amount
estimated to be uncollectible on an individual basis.
b. Reserve for emplayees’ bonuses
To provide for payment of bonuses to employees, a
consolidated reserve is set aside in the estimated amount
required to be paid for the consolidated accounting
period.
c. Allowance for losses on salesreturns
An alowance for losses on salesreturnsis provided
based on the amount of trade receivables at the
consolidated balance sheet date, multiplied by the actual
rate of returns and the sales profit rate.
d. Reservefor employees’ retirement benefits
The Company and its consolidated subsidiaries provide
for employeesh retirement benefits in the estimated
amount required to be paid at the consolidated balance
sheet date, less the estimated fair value of pension assets
related to contributory pension plans. However, certain
consolidated subsidiaries provide for retirement benefits
in the amount of the projected benefit obligation at the
consolidated balance sheet date, less the estimated fair
value of pension assets related to contributory pension
plans.

Past service liability and actuaria differencesare
expensed on astraight-line basis over three years
beginning in the fiscal year in which they arise.

(Supplemental infor mation)
On October 1, 2004, two consolidated subsidiaries
revised their retirement benefit systems, transferring their
tax-qualified pension plansto contract-type corporate
pension plans. On April 1, 2005, six consolidated
subsidiaries revised their retirement benefit systems and
transferred part of the lump-sum retirement benefit
system to a defined contribution pension plan, applying
the fiAccounting Process for Transfers Between
Retirement Benefit Systems (Corporate Accounting
Standards, Application Guiddine 1).0

The effect of these transfersis an extraordinary 1oss
of ¥853 million. In addition, extraordinary gains of ¥330
million are expected in the year ending March 31, 2006.

On March 25, 2005, the dissolution of the Kyushu
Pharmaceutical Industry Employeesi Pension Fund,
which one consolidated subsidiary had joined, was
approved. However, the subsidiarybs guarantee of lump-
sum payment equival ents to employees accounted for an
extraordinary loss in the year ended March 31, 2005 of
¥1,190 million.
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e. Reservefor directorsi and corporate auditor s
retirement benefits

Certain subsidiaries provide for payment of directorsh
and corporate auditors) retirement benefits based on the
amount required to be paid at the end of the accounting
period, according to the internal rules of each company.

(4) Accounting for Lease Transactions
Finance lease transactions other than those for which
ownership is deemed to be transferred to the |essee are
accounted for as ordinary lease transactions.

(5) Significant Methods of Hedge Accounting
a. Hedge Accounting M ethod
Deferral hedge accounting is applied. However,
designation is applied to forward exchange contracts
that qualify.
b. Hedging instruments and hedged items
Hedging instruments. Derivative transactions
(forward exchange contracts)
Hedged items. Foreign currency debt and foreign
currency transactions
¢. Hedging palicy
The Company uses hedging instrumentsto reduce
risks from changes in exchange ratesand to lock in
cash flow, and does not engage in specul ative
transactions.
. Method of assessing hedge effectiveness
For forward exchange contracts, asarule, the
Company compares thetotal exchange rates of
hedged items to the total market fluctuation of
hedging instruments during the period from the time
hedging begins until the point when its effectiveness
is determined, and makes an assessment based on
the amount of fluctuation of the two. However, if
the material termsfor the assets and liabilities of
hedging instruments and hedged items are identical,
the assessment of effectivenessis omitted because
the effectivenessis clearly 100 percent.

(6) Other
Accounting for consumption taxes
Consumption taxes and local consumption taxes are
excluded from the amountsin the financial statements.

e. Reserve for directorsi and corporate auditor s
retirement benefits

The Group previoudy provided for payment of
directors) and corporate auditors retirement benefits
based on the amount required to be paid at the end of
the accounting period, in according to theinternal rules
of each company. In June 2004, the directors) and
corporate auditorsh retirement benefit system was
abolished, and the amount required to be paid at the
time of the abolishment will be paid to directors and
corporate auditors upon their retirement.

Of the planned payment amount of ¥1,697 million,
¥1,668 million is accounted for in accrued expenses
(A0thersd in current liabilities), and ¥29 million is
accounted for in long-term accrued expenses (iOtherso
in long-term liabilities).

(4) Accounting for Lease Transactions
Finance |ease transactions other than those for which
ownership is deemed to be transferred to the |essee are
accounted for as ordinary lease transactions.

(6) Other
Accounting for consumption taxes
Consumption taxes and local consumption taxes are
excluded from the amountsin the financial statements.

5. Valuation of Assetsand Liabilities of Consolidated
Subsidiaries
The assets and liahilities of the consolidated
subsidiaries are valued using the full mark-to-market
method.

5. Valuation of Assetsand Liabilities of Consolidated
Subsidiaries
The assets and liahilities of the consolidated
subsidiaries are valued using the full mark-to-market
method.

19




6. Amortization of Consolidation Difference
The consolidated adjustment account isamortized on a
straight-line basis over five years, except for
insignificant amounts, which are fully amortized in the
fiscal year in which they arise.

6. Amortization of Consolidation Difference
The consolidated adjustment account isamortized on a
straight-line basis over five years, except for
insignificant amounts, which are fully amortized in the
fiscal year in which they arise.

7. Handling of Itemsin Appropriation of Prafits, Etc.
The Consolidated Statements of Retained Earnings are
prepared based on the fina appropriation of retained
earnings of the respective consolidated companies
determined during the fiscal year.

7. Handling of Itemsin Appropriation of Prafits, Etc.
The Consolidated Statements of Retained Earnings are
prepared based on the fina appropriation of retained
earnings of the respective consolidated companies
determined during the fiscal year.

8. Scope of Fundsin the Consolidated Statements of

Cash Flows
Funds (cash and cash equivalents) in theinterim

consolidated statements of cash flows comprise cash on
hand, demand deposits, and short-term investments that
arereadily convertible into cash, are exposed to
insignificant risk of changesin valueand are
redeemable in three months or less.

8. Scope of Fundsin the Consolidated Statements of

Cash Flows
Funds (cash and cash equivalents) in the consolidated

statements of cash flows comprise cash on hand,
demand deposits, and short-term investmentsthat are
readily convertible into cash, are exposed to
insignificant risk of changesin value and are redeemable
in three months or less.

Accounting Standardsfor L oss on Impairment of
Fixed Assets

Effective from the year ended March 31, 2006, the
Company applies the accounting standards for 1oss on
impairment of fixed assets, iStatement of Opinion on
Establishment of Accounting Standards for Loss on
Impairment of Fixed Assetsd (issued by Business
Accounting Council on August 9, 2002) and fiApplication
Guidance on Accounting Standards for Loss on
Impairment of Fixed Assets' (Accounting Standard
Application Guidance No. 6, issued on October 31, 2003).
The application of these standards reduced income before
income taxes by ¥2,109 million for the year ended March
31, 2006.

Accumulated impairment losses are directly written off
againgt the value of each asset based on therevised rules
for consolidated financial statements.

0

Change in Disclosur e Palicy
(Consolidated Statements of Income)

Theitem previoudly displayed as fiSales office
consolidation expensesd has been changed to fiBusiness
office consolidation expensesd effective from the fiscal
year ended March 31, 2006.

(Consolidated Statements of Cash Flows)

The item displayed as fiLoss on cancellation of affiliateis
stocko in the previous fiscal year is displayed as and
included in fiLoss related to stock of affiliatesd effective
from the fiscal year ended March 31, 2006, dueto alossin
this fiscal year related to the sale and valuation of the
stock of affiliates.

Change in Disclosur e Palicy
(Consolidated Balance Sheets)

Beginning in fiscal 2004, the Company is accounting for
itsinterest in investment limited partnerships (¥96 million
in fiscal 2004 and ¥125 million in previous year) as
Investment securities, not as Other as previoudy classified,
under investments and other assets, pursuant to the law
partially revising the Securities Exchange Law, legidated
on June 9, 2004 and enacted on December 1, 2004.

0

Supplemental I nformation]
(Pro Forma Standard Taxation System)

As of the year ended March 31, 2005, the Company is
applying fiHandling of Practical Matters for Statement of
Pro Forma Business Taxation in the Statements of Incomed
(Practical Application Report, No. 12). Asaresult, the
value added portion and capital portion of business tax
totaling ¥474 million is accounted for in selling, genera
and administrative expenses.
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Notesto Consolidated Balance Sheets

(Millions of yen, rounded down to the nearest million)

Asof
March 31, 2006

Asof
March 31, 2005

1 Accumulated depreciation of property, 1. Accumulated depreciation of property,
plant and equipment plant and equipment
Buildings and structures 60,765 Buildings and structures 50,199
Other 20,551 Other 13,268
Tota 81,317 Tota 63,467
2. Items pertaining to unconsolidated 2. Items pertaining to unconsolidated
subsidiaries and affiliates subsidiaries and affiliates
Investment securities (stock) 2,406 Investment securities (stock) 1,290
3. Pledged assets 3. Pledged assets
Time deposits 1,200 Time deposits 1,112
Buildings and structures 1,110 Buildings and structures 2,446
Land 2,003 Land 6,871
Investment securities 1,615 Investment securities 1,536
Tota 5,930 Tota 11,965
Liabilities corresponding to above Liabilities corresponding to above
pledged assets. pledged assets.
Accounts payable 50,859 Accounts payable 32,974
Short-term bank loans 1,725
Long-term debt, due within one year 67
Long-term loans 26
Tota 50,859 Tota 34,793
4. Contingent liabilities 4. Contingent liabilities
Guarantees are provided for loans Guarantees are provided for loans
from banks, etc., of unconsolidated from banks, etc., of unconsolidated
subsidiaries, affiliated companies subsidiaries, affiliated companies
and others, asfollows: and others, asfollows:
ALCOS Co., Ltd. 1,904 ALCOS Co., Ltd. 2,091
EVERLTH AGROTECH Co,, Ltd. 646 EVERLTH AGROTECH Co,, Ltd. 685
SELMESTA CO,, LTD. 107 Love Drugs Co., Ltd. 45
Other 59 Other 53
Totd 2,717 Totd 2,875

*5 Land Revaluation

The Company and certain of its consolidated subsidiaries
carried out arevaluation of land for business use, under
the fiLand Revaluation Lawo (Law No. 34, passed on
March 31, 1998). Theresulting land reval uation
difference is accounted for, net of related deferred tax
assets and liabilities, in shareholders) equity as

fiReval uation surplus.o

Reval uation method: The revaluation was cal culated
according to the price recorded in the Property Tax
Ledger of No. 10 or the Supplementary Property Tax
Ledger of No. 11 of Article 341 of the Regional Tax Law
gtipulated in Article 2, Item 3 of the iExecutive Order on
the Land Revaluation Lawo (Directive No. 119,
published on March 31, 1998).

Date of land revaluation: March 31, 2002

Difference between market value of revalued land at
March 31, 2005 and book value after revaluation: ¥5,125
million

*5 Land Revaluation

The Company and certain of its consolidated subsidiaries
carried out arevaluation of land for business use, under
the fiLand Revaluation Lawo (Law No. 34, passed on
March 31, 1998). Theresulting land reval uation
difference is accounted for, net of related deferred tax
assets and liabilities, in shareholders) equity as

fiReval uation surplus.o

Reval uation method: The revaluation was cal culated
according to the price recorded in the Property Tax
Ledger of No. 10 or the Supplementary Property Tax
Ledger of No. 11 of Article 341 of the Regional Tax Law
gtipulated in Article 2, Item 3 of the iExecutive Order on
the Land Revaluation Lawo (Directive No. 119,
published on March 31, 1998).
Date of land revaluation: March 31, 2002
Difference between market value of revalued land at
March 31, 2006 and book value after revaluation: ¥4,780
million
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6. The Company and its consolidated subsidiaries have
overdraft contracts with 23 banks for the efficient
procurement of working assets. At the end of this
consolidated accounting period, the unexercised
balance of overdraft contracts was as follows:

6. The Company and its consolidated subsidiaries have
overdraft contracts with 30 banks for the efficient
procurement of working assets. At the end of this
consolidated accounting period, the unexercised
balance of overdraft contracts was as follows:

(¥ million) (¥ million)
Total amount of overdraft limit 138,678 Total amount of overdraft limit 88,250
Unexercised balance 25,878 Unexercised balance 5,300
Net balance 112,800 Net balance 82,950

7. Thetotal number of sharesissued and outstanding is
242,518,061 shares of common stock.

7. Thetotal number of sharesissued and outstanding is
189,100,203 shares of common stock.

8. The number of treasury shares held by consolidated
companiesis 12,494,507 shares of common stock.

8. The number of treasury shares held by consolidated
companiesis 3,524,100 shares of common stock.
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Notesto Consolidated Statements of Oper ations

(Millions of yen, rounded down to the nearest million)

Y ear ended
March 31, 2006

Y ear ended
March 31, 2005

1. Components of gain on sales of fixed

1. Components of gain on sales of fixed

assets: assets:

Buildings and structures 20

Land 1,083 Land 1,668

Other 0 Other 0
Total 1,105 Total 1,669

2. Components of loss on sale and disposal 2. Components of loss on sale and disposal

of fixed assets: of fixed assets:

(Loss on disposal of fixed assets) (Loss on disposal of fixed assets)

Buildings and structures 90 Buildings and structures 432

Software 62 Software 78

Other 144 Other 152
Tota 297 Tota 663

(Loss on sde of fixed assets) (Loss on sde of fixed assets)

Buildings and structures 222

Land 938 Land 180

Other 84 Other 129
Total 1,245 Total 310

Loss on Impairment of Fixed Assets

(1) Summary of existing impaired assets

During theinterim period ended March 30, 2006,
the Company and its consolidated subsidiaries recorded
impairment losses for the following asset groups

Amount

Application Type Locations (Million
yen)

Tohoku, 3 112

Kanto, 16 981

Koshinetsu, 2 268

Landand | Hokuriku, 2 203

Idle Assets | Buildings, | Tokai, 9 275
Etc.  [Kinki, 1 0

Chugoku, 6 83

Shikoku, 2 72

Kyushu, 7 109

BAUSS'S;? Land Kanto, 1 2
Total 2,109

(2) Method of Grouping Assets

company.

and aretherefore treated as assets of the
pharmaceutica wholesale business.

The Groupds pharmaceutical wholesale business
operates region-based sales companies, and groups
assets by company. Assets of the cosmetics and daily
necessities whol esale business are al so grouped by

The distribution centers owned by the Company, an
operating holding company, conduct central buying for
the Group from manufacturers and perform the
wholesale distribution functions of sales subsidiaries,
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(3) Amount of Impairment Losses

With respect to business-use assets owned by the
Group that areidle, are not expected to be used in the
future and have recoverable values | ess than book
value, the Company writes down the book value to the
recoverable value, and accounts for the amount of this
write-down as an impairment loss (¥2,109 million) in
extraordinary l0osses.

Item Amount (Million yen)
Land 699
Buildings and structures 1,174
Other 235
Total 2,109

(4) Method of Calculating Recoverable Vaue

The Company measures the recoverabl e val ue of assets
using the net sale value. The net sale value is the amount
calculated based on the apprai sed value determined by a
real estate appraiser or the property tax assessed value.
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Notesto Consolidated Statements of Cash Flows

(Millions of yen, rounded down to the nearest million)

Y ear ended
March 31, 2006

Y ear ended
March 31, 2005

1. Relationship between ending balance of
cash and cash equivalents and
amounts reported in the consolidated
balance sheets (As of March 31,

1. Relationship between ending balance of
cash and cash equivalents and amounts
reported in the consolidated balance
sheets (As of March 31, 2005)

2006)
) Cash and deposits
Cash and deposits 144,268 Time deposits with maturities exceeding | 120,635
Time deposits with maturities three months
exceeding three months (1,360) (1,514)
Cash and cash equivalents 142,908 Cash and cash equivalents 119,121
2. Themain components of the decreasein 2. Themain components of the decreasein
assets due to transfer of businessin this assets due to transfer of businessin this
consolidated accounting period are as consolidated accounting period are as
follows: follows:
PALTAC CORPORATION ATOL CO., LTD.
Current assets 102,121 Current assets 73,376
Fixed assets 43,932 Fixed assets 24,104
Deferred assets 9 Current liabilities (58,135)
Consolidation difference 11,137 Long-term liabilities (2,148)
Current liabilities (86,271) | Consolidation difference (18,5%4)
Long-term liabilities (a,108 | ] e
———————————— Acquisition of ATOL CO., LTD. stock 18,642
Acquisition of PALTAC CORPORATION Cash and cash equivalents of ATOL CO.,
stock 59,821 LTD. 16,230
Cash and cash equivalents of PALTAC Shares acquired through share exchange (18,642)
CORPORATION 10653 | e
Shares acquired through share exchange (59,846) | Proceeds from acquisition of shares of ATOL
----------- CO., LTD. 16,230
Proceeds from acquisition of shares of
PALTAC CORPORATION 10,628 EVERLTH Co., Ltd.
Current assets 56,711
Fixed assets 24,286
Current liabilities (44,317)
Long-term liabilities (2,862)
Consolidation difference 18,566
Acquisition of EVERLTH Co., Ltd. stock 15,250
Cash and cash equivalents of EVERLTH Co.,
Ltd. 15,773
Shares acquired through share exchange (15,250)
Proceeds from acquisition of shares of
EVERLTH Co., Ltd. 15,773
NAKAGAWA SEIKODO CO.,, LTD.
Current assets 12,758
Fixed assets 951
Current liabilities 763
Long-term liabilities (11,785)
Consolidation difference (158)
Acquisition of NAKAGAWA SEIKODO
CO., LTD. stock 2,529
Cash and cash equivalents of NAKAGAWA
SEIKODO CO., LTD. 706
Shares acquired through share exchange (2,529)
Proceeds from acquisition of shares of
NAKAGAWA SEIKODO CO.,, LTD. 706
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3. Main factor for increased assets from
business transfer in year ended March 31,
2005

Current assets 158
4. Significant non-capita transactions 4. Significant non-capita transactions
Relationship between increasesin Relationship between increases in capital
capital and capital reserve and and capital reserve and decrease in
decrease in convertible bonds due to convertible bonds due to conversion of
conversion of convertible bonds convertible bonds during the period
during the period Increase in capital dueto conversion of
Increase in capital dueto conversion convertible bonds
of convertible bonds 3,693 Increase in capital reserve due to 2,602
Increase in capital reserve due to conversion of convertible bonds
conversion of convertible bonds 3,693 2,602
Decrease in convertible bonds due to Decrease in convertible bonds due to
conversion 7,387 conversion 5,205

A. Lease Transactions
Omitted dueto disclosure on EDINET.
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B. Marketable Securities
(Asof March 31, 2006)

1. Other marketable securities with market values
(Millions of yen, rounded down to the nearest million)

Acquisition cost Balance sheet amount Difference
Securities with balance sheet amounts
that exceed acquisition cost:
(1) Stocks 12,126 39,669 27,542
(2) Bonds
National and local government
bonds, etc. o} o} o}
Corporate bonds o} o} o}
Other o} o} o}
(3) Other 0 0 0
Sub-total 12,126 39,669 27,542
Securities with balance sheet amounts
that do not exceed acquisition cost:
(1) Stocks 422 388 (33)
(2) Bonds
National and local government
bonds, etc. o} o} o}
Corporate bonds o} o} o}
Other o} o} o}
(3) Other 0 0 0
Sub-total 422 388 (33)
Total 12,549 40,058 27,508

Note: Acquisition cost is the book value after accounting for 1oss on reval uation at the end of the consolidated fiscal year. There was
no |oss on revauation for the year.
For impairment of the applicable stocks, the Company books an unrealized |oss on revaluation if the market value at the end of
the consolidated accounting period is 30 percent or more below the acquisition cost.

2. Other marketabl e securities sold during Fiscal 2006 (April 1, 2005-March 31, 2006)
(Millions of yen, rounded down to the nearest million)
Amount sold Total profit on sales Total losson sales
548 258 12

3. Description and balance sheet amounts of securities without market values
(1) Held-to-maturity bonds
Euroyen bonds ¥2,800 million

(2) Unredized gains on certain investment securities
Unlisted domestic stocks (excluding stocks traded over-the-counter)  ¥2,685 million
Unlisted domestic bonds ¥1 million
Unlisted foreign stocks ¥0 million

4. Projected future redemption of securities with maturities and hel d-to-maturity bonds included in other marketable
securities
(Millions of yen, rounded down to the nearest million

Within one year 1-5 years 5-10 years More than 10 years

Bonds

Nationa and local

government bonds, etc. o} o} o} o}

Corporate bonds o} o} o} o}

Other 1 o} o} 2,800
Other 0 0 0 0
Total 1 0 0 2,800
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