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INTRODUCTION OF THE “FINAL COST” FORMULA

The gross profit structure for pharmaceutical wholesalers consists of the margin
on transactions with suppliers, rebates from transactions with manufacturers and
allowances received as incentives for meeting sales goals. Among these three ele-
ments, the allowances have been a component of earnings that we could not determine
before the close of the fiscal year. We have thus implemented a formula, known as the
final cost formula, for estimating the value of incentives we expect to earn in the fiscal
year, but at the start of the period. Without such a formula, pharmaceutical wholesal-
ers have difficulty determining the actual cost of the products they market. The final

cost formula is therefore fundamental to managing profitability. It allows us to budget
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(16 Kuraya Sanseido ANNUAL REPORT 2002 Fiscal year ended March 31, 2002, pp. 4-5.
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costs more accurately and thus develop strategic sales plans and execute more
aggressive and effective sales policies.

In implementing the final cost formula, we initiated negotiations with the manu-
facturers we represent in autumn 2001 to ensure their understanding. Their
recognition of the value of Kuraya Sanseido’s scale, distribution, information and pro-
motional capabilities was Instrumental to our ability to implement the final cost

formula.
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