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Forward-looking Statements
Plans and strategies concerning future business performance included in this annual report are forward-looking statements based not on historical facts but on
management’s assumptions and beliefs in the light of the information currently available to it, and include risk and uncertainty.

Net Sales by Segment
2002/3 (¥ million)
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KOBAYASHI PHARMACEUTICAL CO., LTD. was established in 1886 as Kobayashi Seidaido, a retailer of 

household sundries, cosmetics and western alcoholic beverages. In 1919 the business was

incorporated as Kobayashi Daiyakubo Co., Ltd. Since that time, the company has sought to carry out its

management policy of “Creativity and Innovation” and expanded the scope of its business activities.

Over the years, the company has developed into a conglomerate made up of three core businesses:

the wholesale operation that sells household pharmaceuticals to pharmacies and drugstores, the

consumer products operation that manufactures and sells household pharmaceuticals,  deodorizing

air fresheners, sanitary products and oral hygiene products, and the medical devices operation that

imports and distributes state-of-the-art medical equipment. In August 2000 the company’s shares were

listed on the First Section of the Tokyo Stock Exchange, and the business is developing favorably.

During the fiscal year ended March 31, 2002, Kobayashi Pharmaceutical recorded net sales of

¥204,647 million and net income of ¥6,595 million, marking the fourth consecutive year of sales and

earnings increases since the company began reporting on a consolidated basis. In the coming years we

aim to achieve still greater growth by bringing out our spirit of “Creativity and Innovation” and being

ahead of the times in which everything is changing at accelerating speed.

C o m p a n y  P r o f i l e

C o n t e n t s
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C o n s o l i d a t e d  F i n a n c i a l  H i g h l i g h t s

Net Sales (¥ million) Net Income (¥ million) Total Assets (¥ million)

Years ended March 31

For the Year

Net Sales

Operating Income

Net Income

Per Share Data

Net Income (Yen)

Shareholders’ Equity (Yen)

At Year End

Total Assets

Shareholders’ Equity

Ratios

ROA (%)

ROE (%)

¥ 204,647

13,630

6,595

232.64

1,567.12

120,855

44,428

5.8

15.9

¥ 185,001

13,807

6,020

212.34

1,355.78

106,391

38,436

5.7

17.1

10.6 %

-1.3

9.6

9.6 %

15.6

13.6 %

15.6

0.1 %

-1.2

$1,538,699

102,481

49,586

1.75

11.78

908,684

334,045

–

–
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2 0 0 2 2 0 0 1

% Change

2 0 0 2

Millions of yen
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Note: U.S. dollar amounts have been translated from yen, for convenience only, at the rate of ¥133 = U.S. $1, the approximate Tokyo Foreign Exchange Market rate as of March 31, 2002.
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M e s s a g e  f r o m  t h e  C E O

Amid the protracted sluggishness of the Japanese
economy, corporate bankruptcies mounted and the
consequent deterioration of the labor market
undermined personal consumption while downward
pressure on prices continued. During the year ended
March 31, 2002, the Japanese economy teetered on the
brink of a deflationary spiral. In this adverse operating
environment, we strove to ensure profitability by
strengthening the competitiveness of each of our core
businesses. At the same time, we vigorously

implemented an expansion strategy, including
acquisition of companies and goodwill,

with the aim of achieving sustainable
growth over the medium to long term.
Also, we acted decisively to cut
deadwood by liquidating a subsidiary
and pruning those businesses of
subsidiaries for which prospects were
judged to be bleak. Thus, the year
under review witnessed an important
shift in group management
undertaken to put our operations on a
stronger footing for the future.

Kobayashi Pharmaceutical
achieved increases in sales
and profits despite the harsh
economic environment
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President and CEO
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Review of Operations

For the fiscal year ended March 31, 2002, Kobayashi Pharmaceutical posted sales of

¥204,647 million, a 10.6% increase from the previous year, and net income of

¥6,595 million, an increase of 9.6%. Although these figures were the highest ever in

the history of Kobayashi Pharmaceutical, we are not fully satisfied with our

performance. 

Regarding net sales, Kiribai Chemical Co., Ltd. and Kensho Co., Ltd., having

become consolidated subsidiaries during the year under review, contributed greatly

to sales of the Consumer Products Operation and the Wholesale Operation,

respectively. The increase in net income was partly attributable to the reduction of

the effective tax rate for corporate taxes. 

These results reflect the slowdown of the growth in sales and earnings of the

Consumer Products Operation, the mainstay business of Kobayashi Pharmaceutical.

During the year under review, consumption remained lackluster in Japan, the

growth of the market halted, and fierce competition persisted in all categories. In

particular, in the deodorizing air fresheners market, which is the largest product

category for Kobayashi Pharmaceutical, unit prices of products sharply declined as

a result of price competition that had been intensifying since the previous fiscal

year, and our market share dipped due to aggressive marketing by competitors.

Subsequently, we accomplished a gradual recovery in market share by heightening

the attractiveness of existing core products through improvements and the

introduction of new products coupled with sales promotional activities at stores

thorougly. Despite these measures sales of the deodorizing air fresheners were lower

than for the previous year. 

Because the Consumer Products Operation accounts for the major portion of

our profits, the decline in unit prices of our products and some slippage in market

share translated into lower profitability. As a result, operating income was ¥13,630

million, a 1.3% year-on-year decrease, and income before income taxes was ¥10,924

million, a 4.7% decrease.
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Market size compared with the previous year 96.3%

2000/4~2001/3

2001/4~2002/3
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48.3%

Kobayashi
Pharmaceutical
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Market shares for 
deodorizing air fresheners (%)

Decline in prices stopped
Toilet no Shosugen (yen)

Kobayashi Pharmaceutical’s nutritional supplement food products
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Future Growth Strategy

There is little or no prospect of a marked improvement in the business

environment. For Kobayashi Pharmaceutical to achieve continued growth in profits,

it is essential that we strengthen the competitiveness of all our operations so that

they become the leading contenders in their fields. To this end, a two-pronged

strategy is necessary: reinforcement of the existing businesses and brands that

constitute the foundation of the Company and expansion of the scope of the

business to secure growth.

Management’s priority is to put the Consumer Products Operation, long the

driving force of our expansion, back on a growth track. Our strategy of being a

niche marketer is unchanged. This strategy involves identifying markets which have

not previously existed or are tiny, introducing innovative products into these niches,

developing them into hit products, thereby winning the biggest share of an

expanding market. The continuing effectiveness of this strategy hinges on our

ability to reinforce our strengths in new product development and improvement of

existing products so as to achieve decisive competitive superiority. To reinforce

development, we introduced a new approach to product development in 2001. A

development taskforce has been set up to develop ideas, something previously done

separately for each product category, thereby establishing a development system for

generating ideas, unconstrained by adherence to traditional product categories, that

can lead to market-creating new products. Also, we have launched a product

development project through alliances with partners.

At the same time, we are striving to raise the market shares of our existing

leading products, such as the deodorizing air fresheners, Eyebon and Netsusama

Sheet, and to foster brands unmatched by competitors. To improve profit margins,

we are implementing measures to reduce manufacturing costs across the board and

stepping up sales promotion activities at drugstores and supermarkets.

These measures to strengthen the fundamentals of our businesses are designed

to achieve a recovery of profits. To achieve higher growth, cultivation of new

markets is necessary. For this purpose, we will continue to enrich our product line-

up though M&A and tie-ups, while, at the same time, making inroads in promising

markets overseas. In this regard, a priority is to expand sales of Netsusama Sheet in

the UK and in the US and of air fresheners in China. We also envisage international

expansion of the body warmer business.

Our strategy for the Medical Devices Operation is essentially the same as that for

the Consumer Products Operation; that is, we are enriching the product line-up to

satisfy customer needs and expanding the geographical reach of the business in

pursuit of growth. Regarding sales of imported medical devices, continuing growth

of the Japanese market is expected. Therefore, in order to enrich the product line-

up, we increased the number of vendors to 21 during the year under review and

acquired goodwill from CHUGAI PHARMACEUTICAL CO., LTD. Meanwhile,

concerning international operations, a decision was made to liquidate Aquarius
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Bluelet

2001/3

Sarasarty

Sawaday

Breath Care

Netsusama 
Sheet

Eyebon

Toilet no 
Shoshugen

2002/3 Shipment base  (¥ million)

100.0%

101.0%

81.7%

132.9%

114.4%

109.2%

101.5%

Brands with sales of 
¥3 billion or more

Products marketed internationally
Top right: Sawaday for China under 

the brand name 
Shuanghualei

Top left: Netsusama Sheet
for the UK under the brand 
name KOOL'n' SOOTHE

Bottom right: Netsusama Sheet
for the US under the 
brand name BE KOOOL

New deodorizing air freshener products for spring 2002
From left to right: Wafuka, Sawaday Kaorino Water, 

Toilet no Shoshugen Super Spray, Kess for Toilet
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Medical Corp. of the U.S. because there was little prospect of successful

commercialization of the product it had been readying for the market. Also, we

decided to divest from a joint venture with Medtronic Sofamor Danek, Inc. By

divesting from non-profitable operations swiftly so as to sharpen our focus on

growth fields, we are creating the basis for a prosperous future.

The Wholesale Operation was spun off as a separate entity, Kobasho Co., Ltd., in

2001 in order to vigorously tackle such issues as expansion of the geographical

coverage, enrichment of the product line-up, and enhancement of operational

efficiency. In view of the drastic reshaping of the industry, in order to maintain the

pace of growth Kobasho is modifying its strategy. By vigorously promote M&A and

tie-ups with other wholesalers, Kobasho intends to expand both its product range

and geographical coverage. The company aims to achieve annual sales of ¥300

billion as soon as possible. During the year under review, Kensho Co., Ltd., a drug

wholesaler operating in the Chugoku region, became a wholly owned subsidiary. In

addition, partnerships were formed with three drug wholesalers operating in the

Shikoku region. These developments are our response to the issues confronting the

Wholesale Operation. 

To Our Shareholders

Despite a slight slowdown in growth, we managed to achieve increases in both sales

and profits for the year ended March 31, 2002. Management is convinced that M&A,

acquisition of brands, winding up of affiliated companies and international

expansion during the year under review will spur growth of Kobayashi

Pharmaceutical from now on.

We are resolved to enhance the enterprise value by further improving our

capabilities in new product development, a core competence of Kobayashi

Pharmaceutical, so as to deliver greater satisfaction to our shareholders and all

other stakeholders. Moreover, with the aim of maximizing shareholder value, we

plan to introduce a new management index, KOVA, which takes the capital

employed into account, in the fiscal year ending March 31, 2003, and will focus on

increasing KOVA over the long term.

In all these endeavors, we are determined to earn your continuing support.

Products for which Kobayashi
Pharmaceutical acquired goodwill from
CHUGAI PHARMACEUTICAL CO., LTD.
Top: Ceratite, a bone prosthesis made 

of a ceramic compound
Right: Neofix, a synthetic bioabsorbable 

bone fixing device
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Note: KOVA is a management index unique to Kobayashi Pharmaceutical and is calculated by subtracting 
capital costs from operating income after taxes.

President and CEO
Kazumasa Kobayashi

Products of Kiribai Chemical Co., Ltd.
Top: Kiribai Haru body warmer
Left: Haru Kata Yo

body warmer for shoulders
Bottom: Kakato chan 

treatment of heels

June 2002
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S p e c i a l  F e a t u r e

Poised for new growth
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Consumer confidence has been undermined by the persisting
sluggishness of the economy and anxiety about employment
prospects. Accordingly, the market for consumer goods has been
lackluster. Meanwhile, competition among manufacturers of
consumer products has been intensifying as companies scramble
for a share of a shrinking market. Although we achieved increases
in both sales and profits in this adverse environment, the
traditional means of generating growth are becoming less effective.

Based on the assumption that a drastic improvement of the
situation is not in prospect, we formulated realistic strategies for
the three main operations in order to resume growth.

Maintain leadership by bringing industry-leading
new product development capabilities into full play
and strengthening brand power.

Consumer Products Operation

To become an OTC drug wholesaler with sales of
¥300 billion, promote M&A and partnerships.

Wholesale Operation

Profitability has been improving.
Aim for steady growth.  

Medical Devices Operation
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Maintain leadership by bringing industry-
leading new product development capabilities
into full play and strengthening brand power.
The business environment for the Consumer Products Operation is harsh, characterized by weak
consumer confidence due to the long-drawn-out woes of the economy, as well as falling product
prices. Manufacturers of consumer products are competing fiercely, scrambling for a share of a
shrinking market.

Kobayashi Pharmaceutical’s growth until now has been based on its strategy as a niche marketer.
This involves identifying markets which have not previously existed or are tiny, introducing
innovative products into these niches, and expanding the markets along with the success of the
products. Kobayashi Pharmaceutical is distinguished by its strategy of starting out small and
developing something big; in other words, of becoming a big fish in a small pond. This strategy
underpins everything we do. It is the source of our strength.

Adhering to this strategy, we have created numerous leading products. Affected by the economic
environment and intensifying competition, however, sales of products, which have been increasing,
have faltered.

In this context, the Consumer Products Operation is implementing new policies to achieve a new
round of growth.

■New product development to secure a position as a big fish in a small pond
• Reduction in the number of new items from 30-35 to 20 items a year to achieve effective

advertising and sales promotional activities
• Utilization of development project teams, including people drawn from suppliers and other

companies, through alliances to enable development of products that do not reflect by the
values of just one company

• Launch of a new product development organization (Creative Development Group) unconstrained
by adherence to traditional product categories to enable development of unique products

■Beat competitors and achieve higher market share
• Deodorizing air fresheners   • Eyebon • Netsusama Sheet

■Thorough reduction of manufacturing costs
■Arrangement of brands

Consumer Products Operation — Policies

New Products Launched in Spring 2002
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Priority measure 2

Brand development
Several of our products hold the largest or the second largest market share. Most of these products created new markets, with
their sales expanding along with the growth of those markets. Growth may slow, however, when competitors launch products.
We generate a new round of growth by introducing improved products and versions offering additional benefits. Sarasarty
feminine protection pads and Breath Care breath fresheners have become our main brands through this approach and are
maintaining growth. In order to raise the market shares of our principal brands, we intend to continue developing products
that stimulate new demand from customers.

Priority measure 1

A new approach to product development
Development project teams are formed through alliances with partners. A development project team consisting of people from
Kobayashi Pharmaceutical’s product development organizations, an advertising agency, an aroma company, a design
company, a packaging company, etc. develops new products. Wafuka, a ground-breaking deodorizing air freshener introduced
in spring 2002, is the first product developed by this project. “Wa” means Japanese, reflecting the fact that the product is
designed specifically to appeal to Japanese preferences in terms of aroma, design and materials.
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Other companies’ products
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Other companies’ products

Breath Care

Brand development — feminine protection pads

Alliances with partners

Brand developing — breath fresheners (tablet type)

Wafuka

● Marketing Dept.

● R&D Dept.

● Technology Development Dept.

● Advertising agency

● Aroma company

● Design company

● Packaging company etc.

Kobayashi Pharmaceutical

+
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Priority measure 4

Development of international businesses
The Consumer Products Operation sells Netsusama Sheet, cooling gel sheets, in the UK and in the US. In the UK sales of
KOOL'n' SOOTHE are going well and we plan to introduce additional items. On the other hand, BE KOOOL is experiencing
difficulty in making headway in the US. Recognizing that the key to success in the US is an effective advertising strategy, we
are focusing on this aspect. In China we market deodorizing air fresheners; after a successful introduction, we are
encountering fierce competition. In international markets, our strategy is aimed at maintaining brand power by introducing
improved versions of existing products and new products to expand and vitalize the markets in which we operate. Moreover, we
will start sales of body warmers overseas to create a new market.

Priority measure 3

Marketing focused on individual outlets
To secure prime shelf space, we will strengthen follow-up marketing for individual outlets of drugstores, supermarkets and
other retailers. This program, covering 8,300 stores nationwide accounting for 50% of the sales of the Consumer Products
Operation, targets increases in sales and market share.

Toilet Sonoatoni for China, 
Zai fang bian zhi hou

Sawaday for China,
Shuanghualei

Netsusama Sheet for the UK,
KOOL'n' SOOTHE

Netsusama Sheet for the US,
BE KOOOL
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To become an OTC drug wholesaler 
with sales of ¥300 billion, promote M&A and
partnerships.
In view of the ongoing consolidation of the wholesale sector, there is a growing need for the
Wholesale Operation, handling over-the-counter drugs, daily sundries and nutritional supplement
food products, to increase the scale of its business in order to prosper in the new environment.
Mindful of the new reality, we spun off the Wholesale Operation in 2001 to create Kobasho Co., Ltd.
The new enterprise is pursuing the benefits of scale through M&A and partnerships.

Since drugstores, the principal customers of this business, operate nationwide, wholesalers
lacking the scale necessary to satisfy the drugstores’ needs are not the business partners of choice.
Also, increasingly, drugstores are establishing distribution centers in order to cut costs, making
wholesaling a tougher business. Kobasho is acting swiftly to position itself as a leading OTC drug
wholesaler with sales of ¥300 billion.

■ Expand geographical coverage through acquisition of majority stakes in regional
wholesalers (subsidiaries) and partnerships, becoming a highly efficient wholesaler
with annual sales of ¥300 billion

Wholesale Operation — Policy

Digital Picking System 
in Distribution Center

Proposal on placing of products on shelves by using a
planogram

Meeting for proposals on planning of sales space
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Market Share by Region 
Among OTC Pharmaceutical Wholesalers

March, 2002
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Kensho    1.3%
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26.3%
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Kanagawa Distribution Center Kanto Distribution Center

Kinki Distribution Center Tokyo Distribution Center

Advanced into the Shikoku region

Partnerships with 
three OTC drug wholesalers 

(Astis, Daiwa Yakuhin, Kowa Yakuhin)

Kensho became a subsidiary

The equity stake was
increased from 21% to 51%
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Profitability has been improving.
Aim for steady growth. 
Two trends—the aging of society and the growing emphasis on wellness—are creating tremendous
demand for advanced medical technologies. We spotted the potential of the medical devices business
early and have been importing various types of high quality medical devices to Japan from leading
manufacturers in the US and elsewhere.

Because the initial investment in training sales personnel and in-house development of products
is considerable, it took some time for the Medical Devices Operation to achieve profitability but
profitability has improved steadily of late.

The market for medical devices has great potential. We intend to put the Medical Devices
Operation on a growth track by identifying excellent products for procurement while also vigorously
developing products in-house.

At present, we are focusing on orthopedic products. Management is convinced that orthopedics is
a very promising business field, considering the fast pace of technological innovation. The decisions
have been taken to divest from a joint venture, Kobayashi Sofamor Danek Co., Ltd., and liquidate
Aquarius Medical Corp. of the US in the year ending March 31, 2002. We will seek new approaches
for identifying new products and development products in-house.

■ Identify new partner manufacturers
■Strengthen marketing of products procured from partner manufacturers

• Focus on orthopedics 
• Besides orthopedics, enrichment of the line-up of products for surgery, otorhinolaryngology,

neurosurgery and other specialized fields
■Promote measures for in-house product development

• Become a medical device manufacturer through vigorous M&A and formation of partnerships

Medical Devices Operation — Policies

A-V Impulse system, intermittent pneumatic impulse
system for deep vein thrombosis prophylaxis
(Orthofix, Ltd., UK)

Polarus, intramedullary rod for repair 
of fractures of the proximal humerous
(Acumed, Inc., US)M
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Medical Institutions
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F i n a n c i a l  S e c t i o n
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Kensho Co.,Ltd.

Angel Co.,Ltd.
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Scope of Consolidation and Application of the Equity Method 

Kobayashi Pharmaceutical has 21 consolidated subsidiaries (12 in Japan, 9 overseas) and 3
affiliated companies in Japan to which the equity method is applied. The Company classifies its
business activities into four segments: Consumer Products Operation (7 consolidated subsidiaries
and 1 affiliated company to which the equity method is applied), Wholesale Operation (2
consolidated subsidiaries), Medical Devices Operation (5 consolidated subsidiaries and 2
affiliated companies to which the equity method is applied) and Other Operations (7 consolidated
subsidiaries).

Overview

During the fiscal year ended March 31, 2002, the Japanese economy remained sluggish. Private-
sector capital investment, exports and production all continued to decline, affected by the
ongoing global slowdown and hollowing out of the manufacturing industry in Japan. Personal
consumption was lackluster owing to the deterioration of the labor market against a backdrop of
mounting bankruptcies. The Japanese economy was characterized by weak performance and
deflation.

In this adverse environment, Kobayashi Pharmaceutical Group brought the spirit expressed by
its management policy, “Creativity and Innovation,” into full play. We cultivated potential
customer needs by providing products and services to create new markets and vitalized existing
markets by offering products and services enriched with new added value. At the same time, we
promoted M&A, acquisition of goodwill and overseas business development. As a result, net sales
amounted to ¥204,647 million, an increase of 10.6% from the previous year. Net income was
¥6,595 million, an increase of 9.6%.

Income Statement Analysis

Consolidated net sales for the year under review were ¥204,647 million, an increase of 10.6%
compared to the previous year. Kiribai Chemical Co., Ltd. and Kensho Co., Ltd., which became
consolidated subsidiaries of Kobayashi Pharmaceutical in the year under review, had a positive
impact on net sales. Aggregated sales of these two companies amounted to ¥11,970 million and
accounted for about 60% of the increase (¥19,646 million) in net sales compared to the previous
year. 

Cost of sales amounted to ¥139,404 million, an increase of ¥16,262 million or 13.2%
compared to the previous year. This increase was attributable to the intensifying price
competition experienced by the Consumer Products Operation. Because the Wholesale Operation,
whose ratio of cost of sales to net sales is high, increased its contribution to net sales, the ratio of
cost of sales to net sales increased to 68.1% from 66.6% for the previous year. As a result, gross
profit was ¥65,243 million, an increase of 5.5% compared to the previous year.

Selling, general and administrative expenses were ¥51,613 million, up 7.4% compared to the
previous year, despite a ¥1,328 million reduction in advertising and sales promotion expenses.
This increase was attributable to the greater burden of the center fees (fees on use of drugstores’
distribution centers) for the Wholesale Operation and the increased labor cost as a result of the
rise in the number of consolidated subsidiaries. The ratio of selling, general, and administrative
expenses to net sales decreased 0.8 percentage points compared to the previous year. This
indicates that Kobayashi Pharmaceutical’s measures to enhance operating efficiency have been
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taking effect. 
As a result of these developments, consolidated operating income was ¥13,630 million, a

decrease of 1.3% from the previous year. The ratio of operating income to net sales was 6.7%, a
decrease of 1.3 percentage points compared to the previous year. The increase in sales of the
Wholesale Operation, whose ratio of cost of sales to net sales is high, had a substantial impact on
these results. 

Regarding other income and expenses, although gains from the sale of shares of Kobayashi
Sofamor Danek Co., Ltd. owned by Kobayashi Pharmaceutical and the sale of shares of Nisshin
Printing Co., Ltd. were reported, a decrease in operating income and a decrease in the gain from
sale of marketable securities and exchange gain resulted in consolidated net income before
income taxes of ¥10,924 million, a 4.7% decline from the previous year.

Consolidated net income was ¥6,595 million, a year-on-year increase of 9.6%. This increase
was partly attributable to the fact that the effective tax rate for corporate taxes was reduced
because the Company is no longer subject to taxation on retained earnings of personal holding
companies since the founding family contributed their equity for the establishment of a
foundation. As a result, the ratio of net income to net sales was 3.2%, a decrease of 0.1
percentage points compared to the previous year. Net income per share was ¥232.6, an increase
of ¥20.3 or 9.6% over the previous year’s figure of ¥212.3.

Segment Analysis

The Company’s business is classified into four segments: Consumer Products Operation,
Wholesale Operation, Medical Devices Operation, and Other Operations. As more than 90% of
sales are recorded in Japan, this analysis does not include geographical segment information.

Internal sales and transfers among the Company’s business segments are included in segment
sales. These amounted to ¥27,561 million for the previous year and ¥29,141 million for the year
under review.

F i n a n c i a l  S e c t i o n

Management’s Discussion and Analysis
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Consumer Products Operation

The Consumer Products Operation, the Company’s mainstay business, accounted for 31.8% of
consolidated net sales and 98.3% of consolidated operating income.

Consumption remained lackluster in Japan and fierce competition persisted in all categories.
In particular, in the deodorizing air fresheners market, unit prices of products declined due to
price competition that has been intensifying since the previous fiscal year, and the market share
also declined due to aggressive sales by competitors. Our market share recovered gradually
through implementation of various measures. However, sales of the deodorizing air fresheners
were 7.3% lower than for the previous year. Sales of sanitary products and household groceries
also decreased. On the other hand, sales of pharmaceuticals and oral hygiene products and
nutritional supplement food products increased greatly. Sales of chemical body warmers
marketed by Kiribai Chemical Co., Ltd., which became a consolidated subsidiary in the year under
review, contributed greatly to sales of the Consumer Products Operation. 

Overseas, we invested vigorously in advertising to raise awareness of Netsusama Sheet
marketed under the brand name BE KOOOL in the United States and KOOL'n' SOOTHE in the
United Kingdom where the product was launched in August 2001. 

As a result, sales of the Consumer Products Operation were ¥84,006 million, an increase of
9.2% compared to the previous year, and operating income was ¥13,397 million, an increase of
5.0% from the previous year.

Wholesale Operation

This segment contributed 57.3% of consolidated net sales.
Despite weak personal consumption and the continuing fall in the unit prices of products,

sales of the Wholesale Operation grew, because drugstores, our principal customers, continued
to open new stores and consumers are increasingly preoccupied with wellness and keen to enjoy
the benefits of self-medication. Also, Kensho Co., Ltd., which became a consolidated subsidiary of
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Kobayashi Pharmaceutical in the second half of the year under review, had a positive impact on
sales.

However, there was strong pressure to decrease prices from retailers due to consolidation
and alliances among drugstores and the burden of the center fees levied by drugstore operators
increased.

As a result, although sales of the Wholesale Operation increased 9.1% compared to the
previous year, to ¥117,218 million, an operating loss of ¥59 million was recorded.

Kobasho Co., Ltd., a subsidiary, entered an agreement with Astis Co., Ltd., Daiwa Yakuhin Co.,
Ltd. and Kowa Yakuhin Co., Ltd. on February 27, 2002, to form a partnership with their wholesale
operations for over-the-counter drugs, with the objective of expanding the geographical reach of
the business and the range of products handled.

Medical Devices Operation

This segment accounted for 9.7% of consolidated net sales. 
In Japan, the business of Kobayashi Medical Division grew, largely due to the enrichment of

the strongest-selling product lines, such as orthopedics products of Orthofix, Ltd. of the United
Kingdom and products of Acumed, Inc. of the United States that the division began handling in the
previous fiscal year. Also, since January 2002, the division started sales of a bone prosthesis for
which Kobayashi Pharmaceutical acquired the goodwill from CHUGAI PHARMACEUTICAL CO.,
LTD.

Overseas, the business of the three Shield Healthcare Centers grew greatly thanks to the
purchase of customer lists from other companies and locking-in of customers through a tie-up
with an insurance company. A decision was made to liquidate Aquarius Medical Corporation in
July 2002. Aquarius Medical had been working on commercialization of patient rewarming
devices, but it was concluded that there was little prospect of successful commercialization. 

As a result, sales of the Medical Devices Operation were ¥19,932 million, an increase of
28.7% from the previous year, and operating income was ¥441 million, an increase of 69.9%
from the previous year.

Other Operations

Other Operations are conducted by Kobayashi Pharmaceutical’s subsidiaries and affiliates with
the objective of supporting the Company’s three principal businesses and contributing to the
profits of these businesses. The Group reviewed the transfer values of the materials and services
these subsidiaries provide.

Sales of Other Operations were ¥12,632 million, a decrease of 0.2% from the previous year,
and an operating loss of ¥14 million was reported. 

Analysis of Financial Position

Total assets as of March 31, 2002, were ¥120,855 million, ¥14,464 million or 13.6% higher than
the figure at the end of the previous year. The increase was mainly attributable to an increase in
current assets and property, plant and equipment as a result of Kiribai Chemical Co., Ltd. and
Kensho Co., Ltd. becoming consolidated subsidiaries during the year under review.

Current assets were ¥72,759 million at year-end, ¥7,910 million or 12.2% higher than the
figure at the end of the previous year. The increase was mainly attributable to an increase in trade
notes and accounts receivable and inventories as a result of two companies becoming
consolidated subsidiaries.

F i n a n c i a l  S e c t i o n

Management’s Discussion and Analysis
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Property, plant and equipment were ¥28,301 million at year-end, ¥2,301 million or 8.9%
higher than the figure at the end of the previous year, primarily due to an increase in buildings
and structures and land as a result of two companies becoming consolidated subsidiaries. 

Investments and other assets were ¥19,795 million at year-end, ¥4,253 million or 27.4%
higher than the figure at the end of the previous year. This was mainly due to the increase in the
consolidation goodwill as a result of two companies becoming consolidated subsidiaries. 

Total liabilities were ¥75,863 million as of March 31, 2002, ¥7,923 million or 11.7% higher
than the figure at the end of the previous year. This increase was mainly attributable to an
increase in current liabilities and long-term liabilities as a result of two companies becoming
consolidated subsidiaries during the year under review.

Current liabilities were ¥62,645 million, ¥4,774 million or 8.2% higher than the figure at the
end of the previous year. The main factor contributing to the increase was an increase in trade
notes and accounts payable and short-term loans as a result of two companies becoming
consolidated subsidiaries. 

Long-term liabilities were ¥13,218 million at year-end, ¥3,150 million or 31.3% higher than
the figure at the end of the previous year. This was due to an increase in long-term debt as a
result of two companies becoming consolidated subsidiaries.

Minority interests amounted to ¥564 million at the end of March 2002, an increase of ¥548
million compared to the figure at the end of the previous year. This increase was attributable to
the holding of the Company’s shares by the employees who moved to Kobasho Co., Ltd. as a result
of the spinning off of the Wholesale Operation.

Shareholders’ equity was ¥44,428 million as of March 31, 2002, ¥5,992 million or 15.6%
higher than the figure at the end of the previous year. This was mainly due to an increase in
retained earnings due to the rise in consolidated net income.

As a result of these developments, the ratio of shareholders’ equity was 36.8% as of March
31, 2002, 0.7 percentage points higher than figure of 36.1% at the end of the previous year.
Influenced by the increase in shareholders’ equity, the return on shareholders’ equity decreased
1.2 percentage points from 17.1% for the previous year to 15.9%. Shareholders’ equity per share
increased ¥211.34 to ¥1,567.12, compared to ¥1,355.78 at the end of the previous year. 

Cash Flow Analysis

Net cash provided by operating activities increased by ¥78 million or 1.9% from the previous
year, to ¥4,039 million although income before income taxes decreased from the previous year.
The main reason for the increase was increase in depreciation and amortization of goodwill and
decrease in notes receivable and other working capital.

Net cash used in investing activities amounted to ¥6,932 million, an increase of ¥2,153
million or 45.1% from the previous year. This was attributable to purchase of shares of a
subsidiary (the acquisition of Kiribai Chemical Co., Ltd.), in addition to capital investment in
connection with product development, which accrues constantly. 

These developments resulted in a cash outflow of ¥2,893 million, a year-on-year decrease of
¥2,075 million in free cash flow for the year under review.

Net cash provided by financing activities amounted to ¥3,439 million, a year-on-year increase
of ¥8,834 million. This was attributable to the borrowing of ¥7,000 million to finance the
acquisition of Kiribai Chemical Co., Ltd.

Cash and cash equivalents at year-end amounted to ¥8,787 million, ¥599 or 7.3% higher than
the figure at the end of the previous year.
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Free cash flow = “Cash Flows from Operating Activities” - “Cash Flows from Investing Activities”

kobayashi2002AR(E)0904  02.9.5 10:06 AM  ページ 24



22 KOBAYASHI PHARMACEUTICAL CO. ,  LTD.  ANNUAL REPORT 2002

KOBAYASHI PHARMACEUTICAL CO., LTD. and Subsidiaries

Consolidated Balance Sheets
March 31, 2002 and 2001

The accompanying notes are an integral part of these statements.

2 0 0 2

Thousands of 
U.S. dollars (Note 1)

ASSETS

Current assets:

Cash and Time deposits (Note 3)

Short-term investments (Note 2(e), 4)

Trade notes and accounts receivable

Inventories (Note 5)

Deferred income taxes (Note 14)

Other current assets

Allowance for doubtful accounts

Total current assets

Property, plant and equipment:

Land

Buildings and structures

Machinery and equipment

Construction in progress

Others

Accumulated depreciation

Net property, plant and equipment

Investments and other assets:

Investment in securities (Note 2(e), 4, 6)

Excess of cost over net assets acquired - net

Deferred income taxes (Note 14)

Other assets

Allowance for doubtful accounts

Total investments and other assets

$ 66,323

–

330,030

101,835

16,782

34,376

(2,286)

547,060

90,226

178,443

34,045

68

41,097

343,879

(131,090)

212,789

43,399

40,293

18,519

50,278

(3,654)

148,835

$ 908,684

2 0 0 1

¥ 4,632

4,093

39,468

11,580

1,172

4,219

(315)

64,849

10,884

19,875

2,728

806

4,747

39,040

(13,040)

26,000

6,905

641

2,377

5,751

(132)

15,542

¥ 106,391

2 0 0 2

Millions of yen

¥ 8,821

–

43,894

13,544

2,232

4,572

(304)

72,759

12,000

23,733

4,528

9

5,466

45,736

(17,435)

28,301

5,772

5,359

2,463

6,687

(486)

19,795

¥ 120,855 

F i n a n c i a l  S e c t i o n
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The accompanying notes are an integral part of these statements.

2 0 0 2

Thousands of 
U.S. dollars (Note 1)

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:

Short-term loans (Note 6)

Trade notes and accounts payable

Accrued income taxes (Note 14)

Accrued Expenses

Other current liabilities

Total current liabilities

Long-term liabilities:

Long-term debt (Note 6)

Accrued severance indemnities (Note 7)

Other liabilities

Total long-term liabilities

Total liabilities

Minority interests

Commitments and contingencies (Note 8)

Shareholders’ equity (Note 11):

Common stock

Authorized - 113,400,000 shares

Issued - 28,350,000 shares

Additional paid-in capital

Retained earnings

Unrealized gains on investment in  securities

Foreign currency translation adjustments (Note 2 (d))

Treasury stock, at cost :

Total shareholders’ equity

$ 34,301

321,007

11,835

24,797

79,075

471,015

34,842

51,654

12,887

99,383

570,398

4,241

25,940

31,451

271,564

8,624

(3,534)

0

334,045

$ 908,684 

2 0 0 1

¥ 2,288

36,747

3,504

2,789

12,543

57,871

1,173

7,231

1,664

10,068

67,939

16

3,450

4,183

30,060

1,375

(632)

(0)

38,436

¥ 106,391

2 0 0 2

Millions of yen

¥ 4,562

42,694

1,574

3,298

10,517

62,645

4,634

6,870

1,714

13,218

75,863

564

3,450

4,183

36,118

1,147

(470)

(0)

44,428

¥ 120,855
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KOBAYASHI PHARMACEUTICAL CO., LTD. and Subsidiaries

Consolidated Statements of Income
Years ended March 31, 2002 and 2001

The accompanying notes are an integral part of these statements.

2 0 0 2

Thousands of 
U.S. dollars (Note 1)

Net sales

Cost of sales

Gross profit

Selling, general and administrative expenses (Note 12, 13):

Operating income

Other income (expenses):

Interest and dividend income

Interest expense

Equity in earnings of affiliated companies

Exchange gain

Other, net

Income before income taxes

Income taxes (Note 14):

Current

Deferred

Minority interest

Net income

Net income per share

Cash dividends per share

$ 1,538,699

1,048,150

490,549

388,068

102,481

1,744

(1,556)

5,955

338

(26,827)

82,135

42,015

(9,323)

32,692

143

$ 49,586

2 0 0 1

¥ 185,001

123,140

61,861

48,054

13,807

159

(110)

809

284

(3,496)

11,453

6,115

(682)

5,433

–

¥ 6,020

2 0 0 2

Millions of yen

¥ 204,647

139,404

65,243

51,613

13,630

232

(207)

792

45

(3,568)

10,924

5,588

(1,240)

4,348

19

¥ 6,595

¥ 232.64

18.50

¥ 212.34

17.50

$ 1.75

0.14

2 0 0 2

U.S. dollars

2 0 0 12 0 0 2

Yen

F i n a n c i a l  S e c t i o n
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The accompanying notes are an integral part of these statements.

Balance at March 31, 2000

Net income for the year

Unrealized gains on investment in 

securities

Foreign currency translation adjustments

Cash dividends

Bonuses to directors and statutory auditors

Net change in treasury stock

Balance at March 31, 2001

Net income for the year

Unrealized gains on investment in 

securities

Foreign currency translation adjustments

Cash dividends

Bonuses to directors and statutory auditors

Net change in treasury stock

Balance at March 31, 2002

Number of
shares issued
(thousands)

Common
stock

Additional
paid-in
capital

Retained
earnings

Net unrealized
holding gains
on securities

Foreign currency
translation

adjustments

Treasury
stock

Millions of yen

28,350

28,350

28,350

3,450

¥ 3,450

¥ 3,450

4,183

¥ 4,183

¥ 4,183

24,510

6,020

(425)

(45)

¥30,060

6,595

(496)

(41)

¥36,118

1,375

¥ 1,375

(228)

¥ 1,147

(632)

¥ (632)

162

¥ (470)

(1)

1

¥ (0)

0

¥ (0)

Balance at March 31, 2001

Net income for the year

Unrealized gains on investment in securities

Foreign currency translation adjustments

Cash dividends

Bonuses to directors and statutory auditors

Net change in treasury stock

Balance at March 31, 2002

Common
stock

Additional
paid-in
capital

Retained
earnings

Net unrealized
holding gains
on securities

Foreign currency
translation

adjustments

Treasury
stock

Thousands of U.S. dollars (Note 1)

$25,940

$25,940

$31,451

$31,451

$226,015

49,586

(3,729)

(308)

$271,564

$10,338

(1,714)

$ 8,624

$(4,752)

1,218

$(3,534)

$ (0)

0

$ (0)

KOBAYASHI PHARMACEUTICAL CO., LTD. and Subsidiaries

Consolidated Statements of Shareholders’ Equity
Years ended March 31, 2002 and 2001
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KOBAYASHI PHARMACEUTICAL CO., LTD. and Subsidiaries

Consolidated Statements of Cash Flows
Years ended March 31, 2002 and 2001

The accompanying notes are an integral part of these statements.

2 0 0 2

Thousands of 
U.S. dollars (Note 1)

Cash flows from operating activities:
Income before income taxes
Adjustments for:

Depreciation and amortization
Loss on sales or disposals of property, plant and equipment
Net provision (reversal) for allowance for doubtful accounts
Equity in earnings of affiliates
Loss on disposal or write off of obsolete inventories
Write down of goodwill
Gain on sales of investment in subsidiaries and affiliates
Loss on change in minority interest
Net provision (reversal) for accrued severance indemnities
Interest and dividend income
Interest expenses
Exchange gain

Changes in assets and liabilities:
Increase in notes and accounts receivable
Increase in inventories
Increase (Decrease) in notes and accounts payable
Increase (Decrease) in consumption taxes payable

Bonuses to directors and statutory auditors paid
Other

Sub total
Interest and dividend income received
Interest expenses paid
Income taxes paid

Net cash provided by operating activities

Cash flows from investing activities:
Decrease in time deposits
Payments for purchases of short-term investments
Proceeds from sales of short-term investments
Purchase of property, plant and equipment
Proceeds from sales of property, plant and equipment
Purchase of intangible assets
Increase in investments in securities
Purchase of other assets
Proceeds from sales of other assets
Decrease in short-term loan receivable
Net (increase) decrease in long-term loan receivable
Acquisition of investments in subsidiaries
Proceeds from sale of investment in a affiliate
Others

Net cash used in investing activities

Cash flows from financing activities:
Decrease in short-term loans, net
Proceeds from long-term debt
Repayment of long-term debt
Issuance of stock of subsidiaries to minority shareholders
Dividends paid
Increase (decrease) in treasury stock

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

$ 82,135

24,263
1,609
1,436

(5,955)
22,286
5,729

(11,068)
1,308

(3,226)
(1,744)
1,556
(669)

(2,338)
(26,218)

2,857
(1,669)

(308)
(2,330)
87,654
3,090

(1,526)
(58,850)
30,368

346
–

3,436
(20,805)

790
(6,286)
(1,353)
(1,669)
1,376
(699)
113

(45,549)
19,887
(1,707)

(52,120)

(9,338)
52,631

(16,602)
2,895

(3,729)
0

25,857

399
4,504

61,564
$ 66,068

2 0 0 1

¥ 11,453

2,224
190

(529)
(809)

1,977
–
–
–

110
(159)
110

(330)

(1,055)
(2,430)
(7,319)

202
(45)

5,894
9,484

183
(110)

(5,596)
3,961

11
(540)

91
(3,814)

48
(399)
(551)
(340)
391
336

35
–
–

(47)
(4,779)

(2,001)
536

(3,504)
–

(425)
(1)

(5,395)

38
(6,175)
14,363

¥ 8,188

2 0 0 2

Millions of yen

¥ 10,924

3,227
214
191

(792)
2,964

762
(1,472)

174
(429)
(232)
207
(89)

(311)
(3,487)

380
(222)
(41)

(310)
11,658

411
(203)

(7,827)
4,039

46
–

457
(2,767)

105
(836)
(180)
(222)
183
(93)
15

(6,058)
2,645
(227)

(6,932)

(1,242)
7,000

(2,208)
385

(496)
0

3,439

53
599

8,188
¥ 8,787

F i n a n c i a l  S e c t i o n

kobayashi2002AR(E)0904  02.9.5 10:06 AM  ページ 29



27KOBAYASHI PHARMACEUTICAL CO. ,  LTD.  ANNUAL REPORT 2002

KOBAYASHI PHARMACEUTICAL CO., LTD. and Subsidiaries

Notes to Consolidated Financial Statements

1. Basis of Presenting Consolidated Financial Statements

KOBAYASHI PHARMACEUTICAL CO., LTD. (the “Company”) and its domestic subsidiaries maintain their accounts and records in accordance with
the provisions set forth in the Commercial Code of Japan and the Securities and Exchange Law and in conformity with accounting principles and
practices generally accepted in Japan, which may differ in some material respects from accounting principles and practices generally accepted in
countries and jurisdictions other than Japan.

The Company’s overseas subsidiaries maintain their accounts and records in conformity with generally accepted accounting principles and
practices prevailing in their respective countries of their domicile.  

The accompanying consolidated financial statements are prepared based on the consolidated financial statements of the Company and its
subsidiaries (the “Group”) which were filed with the Director of Kanto Local Finance Bureau as required by the Securities and Exchange Law.  
In preparing the accompanying consolidated financial statements, certain reclassifications  have been made to the consolidated financial
statements issued domestically in order to present them in a form which is more familiar to readers outside Japan. In addition, certain notes
included herein are not required under accounting principles and practices generally accepted in Japan but are presented as additional
information.

The United States dollar amounts included herein are given solely for convenience and are translated, as a matter of arithmetical computation
only, at the rate of ¥133 to $1, the approximate exchange rate at March 31, 2002. The translation should not be construed as representations that
Japanese yen amounts have been, could have been or could in the future be, converted into United States dollars at that rate or any other rate.

2. Summary of Significant Accounting Policies

(a) Principles of consolidation
The consolidated financial statements consist of the accounts of the Company and, with minor exceptions, those of its majority-owned subsidiaries
at the relevant balance sheet date. All significant intercompany transactions and accounts are eliminated. Investment in unconsolidated
subsidiaries and 20% to 50% owned companies (“affiliates”) are, with minor exceptions, accounted for on an equity basis.

The difference between the cost and underlying net equity of investments in consolidated subsidiaries and affiliates accounted for on an equity
basis is allocated to identifiable assets based on their fair values at the date of acquisition. Unallocated costs are deferred and amortized using the
straight line method over a five-year period except for the difference related to Kiribai Chemical Co., Ltd. which is being amortized over a ten-year
period.

(b) Use of estimates 
The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
accompanying consolidated financial statements and the reported amounts of revenues and expenses during the reported period. Actual results
could differ from those estimates.

(c) Cash and cash equivalents
Cash and cash equivalents include cash on hand, deposit held at call with banks and all highly liquid investments, with an original maturity of
three months or less, that are readily convertible to known amounts of cash and are so near maturity that they present insignificant risk of changes
in value because of changes in interest rates.

(d) Foreign currency translation
Income and expenses in foreign currency are translated into Japanese yen at exchange rates prevailing at the transaction dates. Monetary assets and
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liabilities denominated in foreign currency are translated into Japanese yen at the rates of the balance sheet date except for those items covered by
forward exchange contracts including currency swap contracts. 

Financial statements of foreign subsidiaries are translated into Japanese yen at year-end rate for assets and liabilities and at average rate for
income and expense accounts. Resulting differences are charged or credited to “Shareholders’ equity” as foreign currency translation adjustment in
the consolidated balance sheets.

(e) Short-term investments and investment in securities
Short-term investments and investment securities are classified into three categories; trading, held-to-maturity, or other securities.

Trading securities are carried at fair values with unrealized gains or losses to be included in income, and held-to-maturity securities are carried
at amortized cost. Other securities with market value are stated at fair value. Net unrealized gains or losses on these securities are reported as a
separate item in shareholders’ equity at a net-of-tax amount. Other securities without market value are stated at cost.

In case where the fair value of other securities has declined significantly and such impairment of value is not deemed temporary, those
securities are written down to fair value and resulting losses are charged to income as incurred.

(f) Inventories
Commodities and raw materials are principally stated at cost, determined by the moving average method. Finished goods, work in process and
supplies are principally stated at cost, determined by the total average method. 

(g) Property, plant and equipment
Property, plant and equipment are stated at cost.  The Company and domestic subsidiaries compute depreciation using the declining-balance
method except for buildings acquired after March 31, 1998, for which the straight-line method is applied.  Foreign subsidiaries compute
depreciation using the straight-line method.

(h) Allowance for doubtful accounts
The Company and domestic subsidiaries provide for doubtful accounts principally at an amount computed based on the historical bad debt ratio. In
addition, uncollectible amount individually estimated on certain doubtful receivables is provided for.

(i) Reserve for sales returns
The Company and a domestic subsidiary provide for sales returns based on the actual sales return ratio. Reserve for sales returns is included in
other current liabilities.

(j) Accrued severance indemnities
The Company has a non-contributory unfunded defined retirement plan which provides for lump-sum severance indemnity, based on the length of
service and other various conditions, for substantially all its employees. In addition to lump-sum severance payment, the Company has a non-
contributory funded pension plan to cover benefits upon retirement at mandatory retirement age.

Accrued severance indemnities for employees represents the estimated present value of projected benefit obligations in excess of the fair value of
plan assets. Actuarial differences are amortized on a straight-line basis within the average of the estimated remaining service lives (ten years)
commencing from the succeeding year.

Some domestic subsidiaries have unfunded employees retirement allowance plans, which provide for lump-sum payments upon termination of
employment. The liability for retirement allowance is stated at 100% of the amount which would be required if all eligible employees voluntarily
retired at the balance sheet date.

Some foreign subsidiaries have funded defined contribution plans for employees.

Directors and statutory auditors are entitled, subject to shareholders’ approval, to lump-sum payments under the unfunded retirement plan. The
accrued liabilities for this plan are based upon amounts required by the Companies’ internal regulations.

F i n a n c i a l  S e c t i o n

kobayashi2002AR(E)0904  02.9.5 10:06 AM  ページ 31



29KOBAYASHI PHARMACEUTICAL CO. ,  LTD.  ANNUAL REPORT 2002

(k) Income taxes
Accrued income taxes are provided at the amount currently payable.

The Company and its consolidated subsidiaries adopt the interperiod income tax allocation accounting, using the asset and liability method in
which deferred tax assets and liabilities are recognized for the expected tax consequences attributable to differences between the tax bases of assets
and liabilities and their reported amounts in the consolidated financial statements.

(l) Research and development and computer software
Research and development expenditures are charged to income when incurred.

Expenditures relating to computer software developed for internal use are charged to income when incurred, except if they contribute to the
generation of income or to future cost savings. Such expenditures are capitalized as assets and are amortized over those estimated useful lives which
are usually 5 years.

(m) Net Income and cash dividends per share
Net income per share is computed based on the weighted average number of common stock outstanding during each year, exclusive of treasury
stock.

Cash dividends per share shown in the accompanying consolidated statements of income are the amounts applicable to the respective fiscal
year.

(n) Appropriation of retained earnings
Cash dividends and bonuses to directors and statutory auditors are recorded in the fiscal year in which a proposed appropriation is approved by the
shareholders’ meeting.

(o) Derivatives and hedging activities
Derivative financial instruments, which include foreign exchange forward contracts, currency option agreements, and interest rate swap
agreements, are used to offset the Companies’ risk of exposure to changes in interest and currency exchange rates.

Derivative financial instruments are carried at fair value with changes in unrealized gain or loss charged or credited to income, except for those
which meet the criteria for deferral hedge accounting under which the unrealized gain or loss is deferred as an asset or a liability. When a forward
exchange contract meets certain criteria, receivables and payables covered by these contracts are translated using the contracted rate. When an
interest rate swap agreement meets certain criteria, the net amount to be paid or received under the agreement is added or deducted from the
interest on the hedged items.

The Company evaluates the effectiveness of its hedging activities by reference to the accumulated gains or losses on the hedging instruments and
the related hedged items from the commencement of the hedges.

(p) Reclassifications
Certain reclassifications of previously reported amounts have been made to conform with current classifications.

3. Cash and Cash Equivalent

Reconciliation of cash and time deposits in the balance sheets to cash and cash equivalent in the statements of cash flows are as follows: 

Cash and time deposits
Time deposits with original maturity of three months over
Securities with original maturity of three months or less
Cash and cash equivalents

2002
¥ 8,821

(34)
–

¥ 8,787

2001
¥ 4,632

(80)
3,636

¥ 8,188

2002
$ 66,323

(255)
–

$ 66,068

Millions of yen
Thousands of
U.S. dollars
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F i n a n c i a l  S e c t i o n

4. Short-term Investments and Investment in Securities

Securities classified as “other securities” are summarized as follows:

(a) Securities with quotable market value whose market value exceed historical cost

(b) Securities with quotable market value whose market value do not exceed historical cost

(c) Securities without quotable market value

Equity securities
Debt securities
Others

Equity securities
Debt securities
Others

Historical cost

¥ 334
–

450
¥ 784

Unrealized gain

¥ 2,071
–
–

¥ 2,071

Unrealized gain

$ 15,571
–
–

$ 15,571

Book value

¥ 2,977
–
–

¥ 2,977

Book value

$ 22,383
–
–

$ 22,383

2002

2002

2001
Historical cost

¥ 906
–
–

¥ 906

Historical cost

$ 6,812
–
–

$ 6,812

Book value

¥ 2,740
–

457
¥ 3,197

Unrealized gain

¥ 2,406
–
7

¥ 2,413

Millions of yen

Thousands of U.S. dollars

Equity securities
Debt securities
Others

Equity securities
Debt securities
Others

Historical cost

¥ 340
5
–

¥ 345

Unrealized loss

¥ (151)
(1)
–

¥ (152)

Unrealized loss

$ (1,135)
(8)
–

$ (1,143)

Book value

¥ 398
4
–

¥ 402

Book value

$ 2,992
30
–

$ 3,022

2002

2002

2001
Historical cost

¥ 549
5
–

¥ 554

Historical cost

$ 4,127
38
–

$ 4,165

Book value

¥ 257
5
–

¥ 262

Unrealized loss

¥ (82)
–
–

¥ (82)

Millions of yen

Thousands of U.S. dollars

Unlisted stock
Money management fund
Investment trust

2002
¥ 110

–
–

2001
¥ 73

3,335
300

2002
$ 827

–
–

Millions of yen
Thousands of
U.S. dollars
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(d) Other securities sold during the year

(e) Redemption schedule of other securities with maturity and held-to-maturity security

5. Inventories

Inventories as of March 31, 2002 and 2001 are summarized as follows:

6. Short-term Loans and Long-term Debt

Long-term debt at March 31, 2002 and 2001 is summarized as follows:

As of March 31, 2002, ¥10 million ($75 thousand) of time deposits, ¥211 million ($1,586 thousand) of notes receivable, ¥3,120 million ($23,458
thousand) of property, plant and equipment and ¥531 million ($3,992 thousand) of investment in securities are pledged as collateral for long-term
debt, including current portion, of ¥770 million ($5,789 thousand) and short-term bank loans of ¥1,280 million ($9,624 thousand) and trade notes
and accounts payable of ¥8,860 million ($66,617 thousand).

Proceeds
Gain on sales
Loss on sales

2002
¥ 461

0
0

2001
¥ 1,480

257
5

2002
$ 3,466

0
0

Millions of yen
Thousands of
U.S. dollars

Within one year
After one year but within five years
After five years but within ten years
After ten years 

Due
2002

¥ –
5
–
–

¥ 5

2001
¥ –

5
–
–

¥ 5

2002
$ –

38
–
–

$ 38

Millions of yen
Thousands of
U.S. dollars

Commodities
Finished goods
Raw materials, work in process and supplies

2002
¥ 6,869

5,519
1,156

¥ 13,544

2001
¥ 4,669

5,415
1,496

¥ 11,580

2002
$ 51,647

41,496
8,692

$ 101,835

Millions of yen
Thousands of
U.S. dollars

Loans from Japanese banks with average interest rate of 
1.10% for 2002 and 2.91% for 2001

Less amounts due within one year

2002

¥ 7,174
(2,540)

¥ 4,634

2001

¥ 1,241
(68)

¥ 1,173

2002

$ 53,940
(19,098)

$ 34,842

Millions of yen
Thousands of
U.S. dollars
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F i n a n c i a l  S e c t i o n

The aggregated annual maturities of long-term debt as of March 31, 2002, of which final due is September 2009, are as follows:

Short-term bank loans are generally represented by note payables and bear interest at average rate of 0.46% and 0.91% in 2002 and 2001,
respectively.

As is customary practices in Japan, short-term and long-term bank loans are made under general agreements which provide that under certain
circumstances, security and guarantees for present and future indebtedness will be given upon request of the bank, and that the bank shall have the
right, as the obligations become due, or in the event of their default, to offset cash deposits against such obligations due to the bank.   

7. Accrued Severance Indemnities

Accrued severance indemnities at March 31, 2002 and 2001 are as follows:

Pension costs are as follows:   

Assumptions used in determining the actuarial present value of the projected benefit obligations are as follows:

Discount rate 2.5% (3% for 2001)
Expected return on plan assets 3%
Period of amortizing actuarial differences 10 years

2003
2004
2005
2006
2007 and after

¥ 2,540
2,552
1,154

104
824

¥ 7,174

$ 19,098
19,188

8,677
782

6,195
$ 53,940

Millions of yen
Thousands of
U.S. dollarsYear ending March 31

Projected benefit obligations
Fair value of pension plan assets
Unrecognized actuarial differences
Accrued severance indemnities

2002
¥ 8,750

(1,024)
(856)

¥ 6,870

2001
¥ 7,424

(224)
31

¥ 7,231

2002
$ 65,789

(7,699)
(6,436)

$ 51,654

Millions of yen
Thousands of
U.S. dollars

Service cost
Interest cost
Expected return on pension plan assets
Amortization of actuarial differences
Pension cost

2002
¥ 546

215
(10)
(3)

¥ 748

2001
¥ 600

216
(7)
–

¥ 809

2002
$ 4,105

1,617
(75)
(23)

$ 5,624

Millions of yen
Thousands of
U.S. dollars
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8. Contingencies

At March 31, 2002, contingent liabilities for guarantees of bank loans of non-consolidated subsidiary amounted to ¥57 million ($429 thousand).

9. Leases  

The Company and its subsidiaries utilize offices and other facilities under various lease arrangements. The finance leases, except for those where
the legal title of the underlying property is transferred from the lessor to the lessee at the end of the lease term, are accounted for similarly to
operating leases.

Information as lessee

Properties which are leased under such finance leases but not capitalized as of March 31, 2002 and 2001, are as follows: 

Future minimum lease payments under such finance leases as of March 31, 2002 and 2001 are as follows:

The lease payments for such finance lease consisted of following expenses.

Machinery and equipment
Acquisition cost
Accumulated depreciation

Furniture and fixtures
Acquisition cost
Accumulated depreciation

Others
Acquisition cost
Accumulated depreciation

Total

2002

¥ 9,050
(4,089)

¥ 4,961

¥ 1,098
(721)

¥ 377

¥ 2,449
(805)

¥ 1,644
¥ 6,982

2001

¥ 8,290
(3,378)

¥ 4,912

¥ 1,604
(1,115)

¥ 489

¥ 2,437
(433)

¥ 2,004
¥ 7,405

2002

$ 68,045
(30,744)

$ 37,301

$ 8,256
(5,421)

$ 2,835

$ 18,414
(6,053)

$ 12,361
$ 52,497

Millions of yen
Thousands of
U.S. dollars

Due within one year
Due after one year
Total

2002
¥ 2,091

5,025
¥ 7,116

2001
¥ 1,960

5,580
¥ 7,540

2002
$ 15,722

37,782
$ 53,504

Millions of yen
Thousands of
U.S. dollars

Lease expenses
Estimated depreciation expense
Estimated interest expense

2002
¥ 2,169

2,032
155

2001
¥ 1,996

1,827
154

2002
$ 16,308

15,278
1,165

Millions of yen
Thousands of
U.S. dollars
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10. Derivatives and Hedging Activities 

The Company utilizes forward foreign exchange contracts, currency option agreement and interest rate swap agreement as derivative transactions to
reduce interest rate and foreign exchange risks. The Company has established a control environment which includes policies and procedures for
risk assessment and for the approval, reporting and monitoring of transactions involving derivative financial instruments. The Company does not
hold or issue derivative financial instruments for trading purposes.

11. Legal Reserve

In accordance with the Commercial Code of Japan, the Company and its domestic subsidiaries have provided legal reserve by appropriating retained
earnings. This reserve is not available for dividends but may be used to reduce a deficit or transferred to stated common stock.

Under the revised Commercial Code of Japan effective from October 1, 2001, when the total balance of this reserve and additional paid-in capital
equals to 25% of stated common stock, a company may not appropriate retained earnings to the legal reserve.  Amounts of legal reserve and
additional paid-in capital in excess of 25% of stated common stock, subject to shareholders’ approval, may be transferred to retained earnings.

Legal reserve of the Company, included in retained earnings as of March 31, 2002 and 2001, amounted to ¥ 330 million ($ 2,481 thousand) and
¥275 million, respectively.

12. Selling, General and Administrative Expenses

Major components of selling, general and administrative expenses were as follows:

13. Research and Development Cost

Research and development cost charged to income are ¥1,778 million ($13,368 thousand) and ¥1,774 million for the year ended March 31, 2002
and 2001, respectively.

Sales promotion
Freight and storage
Advertisement
Salaries and bonuses
Office rents and other rental charges
External services
Research and development

Account
2002

¥ 3,563
7,780

12,150
10,712
2,359
3,244
1,778

2001
¥ 3,301

6,488
13,478

9,737
2,559
2,569
1,774

2002
$ 26,789

58,496
91,353
80,541
17,737
24,391
13,368

Millions of yen
Thousands of
U.S. dollars
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14. Income Taxes

The Company and its domestic subsidiaries are subject to several taxes based on income which, in the aggregate, resulted in a normal cumulative
tax rates of approximately 42% for the years ended March 31, 2002 and 2001. Overseas subsidiaries are subject to income taxes of the countries of
their domicile.

Reconciliation of the difference between the normal tax rate and the effective tax rate in the accompanying consolidated statement of income is
as follows:

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets at March 31, 2002 and 2001 are presented
below:

Normal tax rate
Loss of subsidiaries
Equity in earnings of affiliates
Taxes on retained income
Evaluation loss of investments in subsidiaries
Expenses not deductible for tax purposes
Non-taxable dividend income and deemed dividend income
Per capita tax
Other

Effective tax rate per statement of income

2002
42.0 %
9.5

(3.0)
–

(7.2)
1.6

(4.8)
0.5
1.2

39.8 %

2001
42.0 %
10.6
(6.1)
4.4

(3.5)
1.5

(0.7)
0.4

(1.2)
47.4 %

Deferred tax assets:
Accrued severance indemnities
Evaluation loss of investment in subsidiaries
Reserve for employees’ bonuses
Reserve for directors’ retirement allowance
Accrued expenses
Intercompany unrealized profits
Accrued enterprise tax
Allowance for bad debt
Other

Total gross deferred tax assets

Deferred tax liabilities:
Unrealized gains on investment in securities
Other

Deferred tax liabilities
Net deferred tax assets

Account
2002

¥ 2,359
713
513
467
399
224
207
84

315
5,281

587
–

587
¥ 4,694

2001

¥ 2,403
–

300
450
302

73
223

22
711

4,484

749
186
935

¥ 3,549

2002

$ 17,737
5,361
3,857
3,511
3,000
1,684
1,556

632
2,368

39,706

4,413
–

4,413
$ 35,293

Millions of yen
Thousands of
U.S. dollars
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15. Segment Information

The Company and its consolidated subsidiaries are primarily engaged in manufacturing and sales of products and wholesale mainly in Japan.
The business segment information for the Company and its consolidated subsidiaries for the years ended March 31, 2002 and 2001 are outlined as
follows:

I Sales and operating income
Sales to third parties
Inter-group sales and transfers

Total sales
Operating expenses
Operating income or loss

II Assets, depreciation and
capital expenditures
Total assets
Depreciation
Capital expenditures

Consumer 
Products

Operation

Wholesale
Operation

Medical
Devices

Operation

Other
Operations

Total Eliminations Consolidated

2002
Millions of yen

¥ 64,977
19,029
84,006
70,609

¥ 13,397

¥ 57,109
1,964

¥ 2,934

¥ 117,214
4

117,218
117,277

¥ (59)

¥ 41,700
218

¥ 420

¥ 19,932
–

19,932
19,491

¥ 441

¥ 11,874
136

¥ 648

¥ 2,524
10,108
12,632
12,646

¥ (14)

¥ 7,283
177

¥ 226

¥ 204,647
29,141

233,788
220,023

¥ 13,765

¥ 117,966
2,495

¥ 4,228

¥ –
(29,141)
(29,141)
(29,006)

¥ (135)

¥ 2,889
103

¥ 101

¥ 204,647
–

204,647
191,017

¥ 13,630

¥ 120,855
2,598

¥ 4,329

I Sales and operating income
Sales to third parties
Inter-group sales and transfers

Total sales
Operating expenses
Operating income or loss

II Assets, depreciation and
capital expenditures
Total assets
Depreciation
Capital expenditures

Thousands of U.S. dollars

$ 488,549
143,075
631,624
530,895

$ 100,729

$ 429,391
14,767

$ 22,060

$ 881,308
30

881,338
881,782

$ (444)

$ 313,534
1,639

$ 3,158

$ 149,865
–

149,865
146,549

$ 3,316

$ 89,278
1,023

$ 4,872

$ 18,977
76,000
94,977
95,082

$ (105)

$ 54,759
1,331

$ 1,699

$ 1,538,699
219,105

1,757,804
1,654,308

$ 103,496

$ 886,962
18,760

$ 31,789

$ –
(219,105)
(219,105)
(218,090)

$ (1,015)

$ 21,722
774

$ 760

$ 1,538,699
–

1,538,699
1,436,218

$ 102,481

$ 908,684
19,534

$ 32,549
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Geographic Segment information is omitted because more than 90% of sales are recorded in Japan and more than 90% of assets are located in
Japan.

I Sales and operating income
Sales to third parties
Inter-group sales and transfers

Total sales
Operating expenses
Operating income or loss

II Assets, depreciation and
capital expenditures
Total assets
Depreciation
Capital expenditures

Consumer 
Products

Operation

Wholesale
Operation

Medical
Devices

Operation

Other
Operations

Total Eliminations Consolidated

2001
Millions of yen

¥ 59,696
17,238
76,934
64,170

¥ 12,764

¥ 41,051
1,573

¥ 3,871

¥ 107,485
–

107,485
106,986

¥ 499

¥ 46,396
76

¥ 447

¥ 15,490
–

15,490
15,230

¥ 259

¥ 9,908
218

¥ 401

¥ 2,330
10,323
12,653
12,571

¥ 82

¥ 8,736
170

¥ 192

¥ 185,001
27,561

212,562
198,957

¥ 13,605

¥ 106,091
2,037

¥ 4,911

¥ –
(27,561)
(27,561)
(27,763)

¥ 202

¥ 300
120

¥ 15

¥ 185,001
–

185,001
171,194

¥ 13,807

¥ 106,391
2,157

¥ 4,926
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16. Subsequent Events

(a) Termination of joint venture agreement 
On March 27, 2002, the Company and Medtronic Sofamor Danek Inc. concluded an agreement to terminate their joint venture business through
Kobayashi Sofamor Danek Co., Ltd., an affiliated company which is accounted for on an equity basis. As a consequence of this  termination
agreement, proceeds from sale of shares of Kobayashi Sofamor Danek Co., Ltd. and proceeds form sale of distribution right will be recorded in the
Company’s books of accounts as follows:

(i) Proceeds from sale of shares of Kobayashi Sofamor Danek Co., Ltd.
In April, 2002 - $ 26,794 thousand 

(ii) Installment proceeds from sale of distribution right
In April, 2002 - $ 3,000 thousand
In April, 2003 - $ 6,000 thousand
In April, 2004 - $ 7,000 thousand
In April, 2005 - $ 10,000 thousand
In April, 2006 - $ 10,000 thousand
In April, 2007 - $ 11,000 thousand
In April, 2008 - $ 11,000 thousand

(b) Appropriations of retained earnings
The following appropriations of retained earnings of the Company were proposed and approved at the general meeting of Shareholders held on June
27, 2002.
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Cash dividends (¥18.50 per share)
Bonuses to directors and statutory auditors

¥ 524
39

$ 3,940
293

Millions of yen
Thousands of
U.S. dollars
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Independent Auditors’ Report

The Board of Directors and Shareholders
KOBAYASHI PHARMACEUTICAL CO., LTD.

We have audited the consolidated balance sheets of KOBAYASHI PHARMACEUTICAL CO., LTD. and its

consolidated subsidiaries as of March 31, 2002 and 2001, and related consolidated statements of income,

shareholders’ equity, and cash flows for the years then ended, all expressed in Japanese yen. Our audits were

made in accordance with auditing standards, procedures and practices generally accepted and applied in Japan

and, included such tests of the accounting records and such other auditing procedures as we considered

necessary in the circumstances.

In our opinion, the accompanying consolidated financial statements, expressed in Japanese yen, present fairly

the financial position of KOBAYASHI PHARMACEUTICAL CO., LTD. and its consolidated subsidiaries as of March

31, 2002 and 2001, and the results of their operations and their cash flows for the years then ended, in

conformity with accounting principles and practices generally accepted in Japan consistently applied during the

period.

The U.S. dollar amounts in the accompanying consolidated financial statements with respect to the year ended

March 31, 2002 are presented solely for convenience. Our audit also included the translation of Japanese yen

amounts into U.S. dollar amounts and, in our opinion, such translation has been made on the basis described in

note 1 to the consolidated financial statements.

Shin Nihon & Co.

Osaka, Japan

June 27, 2002

See note to the consolidated financial statements which explains the basis of preparing the consolidated financial statements

of KOBAYASHI PHARMACEUTICAL CO., LTD. and its consolidated subsidiaries under Japanese accounting principles and

practices.
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Five-Year Consolidated Financial Summary
KOBAYASHI PHARMACEUTICAL CO., LTD. and Subsidiaries
Years Ended March 31

For the Year

Net Sales

Cost of Sales

Gross Profit

SG & A Expenses

Operating Income

Income before Income Taxes

Income Taxes

Net Income

Net Income per Share (Yen)

At Year End

Total Assets

Property, Plant and Equipment

Current Liabilities

Long-term Liabilities

Minority Interests

Shareholders’ Equity

Ratios

ROE (%)

ROA (%)

Shareholders’ Equity Ratio (%)

1 9 9 9

180,731

121,739

58,992

46,121

12,871

9,389

4,567

4,822

170.80

104,331

23,513

62,977

9,197

15

32,142

19.2

5.0

30.8

2 0 0 1

156,062

110,061

46,000

39,541

6,458

4,534

2,959

1,695

97.41

81,214

19,923

57,732

7,982

15

15,377

–

–

18.9

2 0 0 0

166,585

115,993

50,591

41,137

9,453

8,001

5,096

2,904

166.91

87,485

21,906

57,857

11,623

13

17,990

17.4

3.4

20.6

1 9 9 8

204,647

139,404

65,243

51,613

13,630

10,924

4,348

6,595

232.64

120,855

28,301

62,645

13,218

564

44,428

15.9

5.8

36.8

2 0 0 2

Millions of yen

185,001

123,140

61,861

48,054

13,807

11,453

5,433

6,020

212.34

106,391

26,000

57,871

10,068

16

38,436

17.1

5.7

36.1

F i n a n c i a l  S e c t i o n
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Corporate Data
(As of March 31, 2002)

•Corporate Name: KOBAYASHI PHARMACEUTICAL CO., LTD.

•Foundation: August 22, 1919

•Head Office: 3-6, Doshomachi 4 chome, Chuo-ku, Osaka 541-8507 Japan

•Representative Director: Kazumasa Kobayashi, President and CEO

•Number of Employees: 953

•Consolidated Subsidiaries: 21

•Non-consolidated Subsidiaries: 9

•Affiliates: 5

Investor Information
(As of March 31, 2002)

•Common Stock: ¥3,450 million

•Number of Shares Authorized: 113,400,000

•Number of Shares Issued: 28,350,000

•Number of Shareholders: 5,340

•Stock Exchange Listing: Tokyo Stock Exchange 1st Section, Osaka Securities Exchange 1st Section

•Transfer Agent: UFJ Trust Bank Limited

•Annual Shareholders’ Meeting: June

•Investor Relations: KOBAYASHI PHARMACEUTICAL CO., LTD.

Management Planning Department

Tel. 81-6-6222-0210

Fax. 81-6-6222-4261

E-mail: info@kobayashi.co.jp

URL=http://www.kobayashi.co.jp/
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Head Office: 3-6, Doshomachi 4 chome, Chuo-ku, Osaka 541-8507 Japan

TEL.06-6222-0897

Tokyo Office: 3-4, Nihonbashi Honcho 2 chome, Chuo-ku, Tokyo 103-0023 Japan

TEL.03-3241-3151

URL=http://www.kobayashi.co.jp/
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