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I. Items Relating to the Preparation of the Summary Third Quarter 

Business Performance 
 
Adoption of the simple accounting method in accounting 
       procedure: 

Yes 

The value of inventory for the third quarter is not based on physical inventory, but rather calculated in 
       accordance with book inventory, using physical inventory value relating to the end of the previous 
       consolidated fiscal year. 
Differences in the accounting method from the previous 
       fiscal year: 

No 

Changes in the scope of consolidated and equity method: Yes  
Number of consolidated subsidiaries: (Newly consolidated)                                                        4 

                                              (Excluded)                                                           1 
Number of companies for which equity method accounting has been adopted: 

                                              (Newly included)                                                                       1 
                                              (Excluded)                                                                                0 

 
 
II. Consolidated Financial Results (April 1, 2005 – December 31, 2005) 
 
(1) Consolidated Operating Results 

 Millions of Yen - Except Per Share Data and Percents 

 Third Quarter ended December 31, 2005 Year ended 
March 31, 

 2005 % 2004 % 2005 

Operating Revenues............................. 192,315 16.6 165,003 (1.1) 215,708 

Operating Income ................................. 14,251 8.4 13,141 (6.1) 15,698 

Ordinary Income ................................... 13,225 9 .1 12,121 (3.7) 14,159 

Net Income .......................................... 6,939 10.8  6,264 11.6 6,730 

Net Income per Share (yen).................. 166.96 150.51 160.64 

Net Income per Share, diluted (yen) ..... 166.91 － － 
 
Notes: 1） Percentages for operating revenues, operating income, ordinary income and net income represent changes 

compared with the previous period. 
2) Since there are no potential stocks that have the diluting effect on the net income per share, there is no such 
information included in third quarter ended December 2005, and full year ended March 2005. 
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Consolidated Business Results 
 
Expanded investments in plants and equipment as a result of improved corporate earnings, a rally in consumer 
spending, and other factors indicated that Japan's economy in the third quarter had broken out of stagnation 
and embarked on a slow recovery trend, but prospects surrounding increasing crude oil prices and the future 
U.S. economy remain uncertain. 
 
In these circumstances we sought to cultivate fully the spirit of the Group concept of "creation and innovation, 
and development of customer needs by providing products and services to create new markets while striving for 
fresh added value products and services for entry into existing markets. 
 
As a result, net sales amounted to 192,315 million yen, an increase of 16.6% from the previous fiscal year, 
operating income was 14,251 million yen, an increase of 8.4% from the previous year.  Ordinary income was 
13,225 million yen, an increase of 9.1% from the previous year, and net income for the quarter was 6,939 
million yen, an increase of 10.8% from the previous year. 
 
Summary of Performance by Business Segment 
 
Consumer Products Operations 
 
These operations saw the development of existing brands such as “Shoshu Gen” aromatic deoderizer, “Inochi-
no-Haha” feminine health care medicine which went on the market in June, “Eyebon Trolly Eye Lotion Dry Eye” 
launched in the fall, and “Mukumi Cure” massage socks, which contributed to sales growth.  In addition, as a 
result of an increase in Kairo (disposable heating pads) sales due to record winter temperatures, sales of the 
Consumer Product Operation increased 4,601 million yen, or 6.5%, from the previous year to 75,149 million yen. 
 
Operating income increased 1,004 million yen, or 8.1%, from the previous year to 13,441 million yen owing to 
the execution of the cost reduction in the cost of goods manufactured etc. in addition to the sales extension. 
 
Wholesale Operations 
 
Following the transfer on April 1 of Suzuken's general pharmaceutical wholesaling business, this segment's 
sales rose by 22,323 million yen, 22.4% over the previous year, to 121,879 million yen. But the effects of 
integrating the acquired business were not fully reflected in operating results, and the operating income was 
240 million yen, a decline of 180 million yen, or 42.8 % compared to the previous year. 
 
Medical Devices Operations 
 
In the domestic market, emphasis was placed on the orthopedic surgery business with its prospects for market 
expansion, and in sales of surgical products such as electric scalpels. As a result, sales in these areas tended 
strongly.  On the other hand, indirect costs were reduced through the purchase of customer lists that helped 
lock in customers in the U.S. and the introduction of a new customer management system.  As a result, sales 
increased by 479 million yen, or 4.0% compared with the previous year, to 12,501 million yen, and operating 
income rose by 140 million yen over the previous year to 288 million yen. 
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 (2) Consolidated Financial Position 

 Millions of Yen - Except Per Share Data and Ratios 

 As of December 31,  As of March 31, 

     2005 2004 2005 

Total Assets ....................................................... 161,353 139,205 134,629 

Shareholders' Equity.......................................... 65,533 59,572 60,116 

Shareholders’ Equity Ratio ................................ 40.6% 42.8% 44.7% 

Shareholders’ Equity per Share (Yen)................ 1,587.87 1,431.26 1,443.30 
 
 
(3) Consolidated Cash Flows 

 Millions of Yen 

 As of December 31,  As of March 31, 

     2005 2004 2005 

Cash Flows from Operating Activities ................ 9,705 6,695 8,364 

Cash Flows from Investing Activities.................. (4,940) (2,411)          (3,936) 

Cash Flows from Financing Activities ................ (923) (3,510) (3,369) 

Cash and Cash Equivalents, End of Year .......... 22,950 18,702 19,035 
 
 
Changes in Financial Position 
 
Kobayashi Pharmaceutical Group’s financial position in the third quarter of fiscal 2005 was as follows. 
 
Compared with the end of the previous fiscal year, total assets increased by 26,723 million yen but shareholder 
equity rose by only 5,416 million yen, as a result shareholder equity ratio declined by 4.1 points. 
 
The principal increases were a 14,241 million yen gain in current assets (trade notes and accounts receivable) 
and 2,458 million yen in inventory assets due to consolidation of subsidiaries. Similarly, current liabilities (trade 
notes and accounts payable) increased by 16,363 million yen. 
 
Cash flows from operating activities 
 
Net cash provided by operating activities totaled 9,705 million yen. Although net income in the third quarter before 
tax and other adjustments was 12,370 million yen, corporate and other tax payments amounted to 5,971 million yen. 
 
Cash flows from investing activities 
Net cash used in investing operations totaled 4,940 million yen. This is mainly due to the acquisition of tangible 
fixed assets for development of new products was 772 million yen and due to the acquisition of investments in 
securities through capital tie-ups. 
 
Cash flows from financing activities 
Net cash used in financing operations totaled 923 million yen.  Capital outlays included 1,373 million yen in 
dividends paid and 1,217 million yen for the acquisition of treasury stock, balanced through a third party 
investment in the Kobasho subsidiary. 
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III. Projections for the Year ending March 31, 2006 (April 1, 2005 – March 31, 2006) 
 

Millions of Yen  Consolidated Full Year  
Net Sales ..................................................................................................                     250,000 
Ordinary Income ....................................................................................... 14,900 
Net Income ..............................................................................................   7,100 
Net Income per Share (yen) 169.52 

 
In the third quarter of fiscal 2005, results changed roughly in line with forecasts. Therefore, we have not revised 
the full-year earnings projections that the Company announced on May 17, 2005. 
 
*The projections shown above are prepared based on information available as of the issuing date of this report, and 
therefore the actual results may differ from the projected figures due to various unknown factors. 
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IV. Consolidated Financial Statements (April 1, 2005 – Dec. 31, 2005) 
 
1. Consolidated Balance Sheets 

Millions of Yen  

As of December 31,  As of March 31,  

2005 % 2004 % 2005 

 
Assets 
 
Current assets:  

 

 Cash and time deposits........................... 22,950 18,702  19,035

 Trade notes and accounts receivable...... 58,379 50,333  44,137

 Inventories .............................................. 18,242 16,180  15,783 

 Deferred income taxes ........................... 3,071 2,144  2,417 

 Other current assets................................ 7,292 5,370  5,977 

      Allowance for doubtful accounts ............. (593) (463)  (647) 

Total current assets ................................... 109,342 67.8 92,268 66.3 86,704 64.4
Fixed Assets: 
 Tangible Fixed Assets:   

 Buildings and Structures ................. 11,462 11,780  12,234 

 Land................................................ 8,487 9,933  9,928 

 Other ............................................... 2,668 2,825  2,840 

Total Fixed Assets...................................... 22,617 14.0 24,539 17.6 25,002 18.6

     Intangible Assets:   

             Goodwill ........................................... 1,076 1,242  1,148 

  Trade Mark....................................... 1,451 75  1,423 

  Software........................................... 903 915  910 

  Consolidation Adjustments account . 2,815 3,335  3,099 

   Other ............................................... 293 294  294 

Total Intangible Assets .............................. 6,540 4.0 5,862 4.2 6,877 5.1

Investments and Other Assets:   
         Investments in securities .................. 15,598 9,111  8,758 

         Deferred Tax Assets ......................... 2,507 2,313  2,329 

         Other Assets .................................... 6,304 7,247  6,900 
         Allowance for investment liability  
    loss ................................................ (226) (97)  (188) 

         Allowance for doubtful receivables ... (1,332) (2,038)  (1,756) 

Total Investments and Other Assets ........ 22,852 14.2 16,536 11.9 16,044 11.9

Total Fixed Assets ..................................... 52,010 32.2 46,937 33.7 47,924 35.6

Total Assets ............................................... 161,353 100.0 139,205 100.0 134,629 100.0
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Millions of Yen 

As of December 31, As of March 31,  
2005 % 2004 % 2005 

Liabilities 
 
      Current Liabilities:  

  

           Trade notes and accounts payable .... 59,895 50,393  43,532 

      Short-term loans payable ................... 1,877 2,517  2,692 

      Accrued expenses.............................. 13,190 10,621  11,059 

           Allowance for bonus payable ............. 1,032 945  1,879 

           Accrued income taxes........................ 4,391 3,095  3,790 

           Reserve for unsold goods .................. 662 375  499 

           Other current liabilities ....................... 2,136 2,461  1,553 

      Total Current Liabilities ........................ 83,186 51.6 70,410 50.6 65,007 48.3

       Fixed Liabilities   

            Long term loans payable................... 279 372  341 

            Provision for retirement benefits ....... 6,804 6,211  6,474 
            Provision for allowances for 
                directors and corporate auditors ... 1,310 1,251  1,263 

            Other long-term liabilities .................. 1,040 848  880 

       Total Fixed Liabilities........................... 9,435 5.8 8,683 6.2 8,959 6.6

Total Liabilities ........................................... 92,622 57.4 79,094 56.8 73,966 54.9
       
Shareholders’ Equity   

      Minority Interests   

             Minority interests.............................. 3,197 2.0 539 0.4 546 0.4

      Shareholders’ Equity   

            Common stock.................................. 3,450 2.1 3,450 2.5 3,450 2.6

            Capital surplus .................................. 4,187 2.6 4,183 3.0 4,183 3.1

            Earned Surplus ................................. 59,390 36.8 53,119 38.2 53,585 39.8
            Net unrealized holding gains on 
                   securities.................................... 2,453 1.5 1,730 1.2 1,851 1.4

            Foreign currency translation 
                   adjustments ............................... (413) (0.2) (581) (0.4) (622) (0.5)

       Cost of treasury stock ............................ (3,535) (2.2) (2,330) (1.7) (2,331) (1.7)

Total Shareholders’ Equity ......................... 65,533 40.6 59,572 42.8 60,116 44.7
Total Liabilities, Minority Interest and 
             Shareholders’ Equity..................... 161,353 100.0 139,205 100.0 134,629 100.0

 
 
 
 
 



Consolidated Financial Results for the Third Quarter ended December 31, 2005 

KOBAYASHI PHARMACEUTICAL CO., LTD. 
 

8 
 

2. Consolidated Income Statement 

Millions of Yen 

As of December 31, As of March 31,  
2005 % 2004 % 2005 % 

Net Sales…............................................... 192,315 100.0 165,003 100.0 215,708 100.0 
    Cost of sales.......................................... 130,204 67.7 108,731 65.9 143,912 66.7 
    Gross profit ............................................ 62,111 32.3 56,272 34.1 71,795 33.3 
    Selling, general, & administrative...........
         expenses ......................................... 47,859 24.9 43,131 26.1 56,096 26.0 

Operating Income .................................... 14,251 7.4 13,141 8.0 15,698 7.3 
Other Income and Expenses       
   Other Income:        
   Interest received ..................................... 59  54  75  
   Dividends earned.................................... 58  39  55  
   Royalties received .................................. 322  264  440  
   Investment income due to equity 
      method ................................................ 426  266  391  

   Loss on exchange (Loss from 
       fluctuation of foreign exchange rate) .. --  51  79  

   Miscellaneous income ............................ 626  557  663  
    Other Income ....................................... 1,492 0.8 1,234 0.7 1,705 0.8 
   Other Expenses:        
   Interest expenses ................................... 70  70  86  
   Sales discount ........................................ 828  809  1,027  
   Inventory appraisal loss .......................... 1,435  1,202  1,835  
   Exchange loss expense.......................... 5  --    
   Miscellaneous expenses......................... 178  172  296  
    Other Expenses ................................... 2,518 1.3 2,255 1.4 3,245 1.5 
Ordinary Income...................................... 13,225 6.9 12,121 7.3 14,159 6.6 
Extraordinary Gain and Loss:       
   Gains on sales of fixed assets ................ 53  6  6  
   Proceeds on goodwill transfer................. 1,065  735  735  
   Other extraordinary gains ....................... 502  60  105  
   Extraordinary Gains ............................. 1,621 0.8 802 0.4 847 0.4 
   Losses on sales and disposal of 
      fixed assets.......................................... 84  78  118  

   Losses on evaluation of wholesale 
    trade ................................................... 341  594  874  

   Allowance for doubtful receivables 
 transfer amount...................................... 40  98  188  

   Allowance for investment loss  
      liability transfer..................................... --  --  277  

   Affiliate restructuring expenses 1,632  --  --  
   Other extraordinary losses...................... 378  353  779  
 Extraordinary Losses .......................... 2,477 1.3 1,124 0.7 2,237 1.1 
Income Before Income Taxes ................. 12,370 6.4 11,799 7.2 12,769 5.9 
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Millions of Yen 

As of December 31, As of March 31,  
2005 % 2004 % 2005 % 

Corporate Income, Local and 
      Business Taxes….. ............................ 6,668 3.5 5,374 3.3 6,024 2.8 

Adjustments to Income Taxes ................ (1,360) (0.7) 101 0.1 (56) (0.0) 
Minority Interest in Net Income of 
      Consolidated Subsidiaries................ 122 0.0 59 0.0 70 0.0 

Net Income .............................................. 6,939 3.6 6,264 3.8 6,730 3.1 
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3.  Consolidated Statements of Shareholders’ Equity 
Millions of Yen 

Third Quarter ended December 31,  Year ended 
March 31, 

 

2005 2004 2005 

Capital Surplus    

I.   Beginning balance of capital surplus............ 4,183 4,183 4,183 

II.  Earnings from disposal of Treasury stock  3 0 0 

III.  Ending balance of capital surplus ................ 4,187 4,183 4,183 

Earned Surplus    

I.   Beginning balance of capital surplus ............ 53,585 48,185 48,185 

II.  Increase in earned surplus 7,276 6,264 6,802 

     Net Income ....................................................... 6,939 6,264 6,730 
     Increase associated with change in scope of 

consolidation.................................................... － － 72 

     Deference associated with change in portion .... 336 － － 

III. Decrease in earned surplus ........................... 1,470 1,331 1,403 

     Cash dividends paid.......................................... 1,373 874 874 

     Directors’ bonuses ............................................ 44 38 38 
     Decrease associated with change in scope of 

consolidation.................................................... 52 418 490 

IV. Ending balance of earned surplus 59,390 53,119 53,585 
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4. Consolidated Statements of Cash Flows 
Millions of Yen 

Third Quarter ended  
December 31, 

Year ended 
March 31,  

2005 2004 2005 

I.   Cash flows from operating activities:     
         Income before income taxes and minority interests……….. 12,370 11,799 12,769 
         Depreciation……….……….……….……….……….………. 2,082 1,962 2,735 
         Impairment losses….……….……….……….……….………. 1,632 － － 
         Amortization of consolidation adjustment account……..… 381 424 502 
         Provision for allowance of doubtful accounts, net……….… (502) (146) (232) 
         Accrued severance indemnities, net………………….….….. 330 (109) 149 
         Interest and dividend income………………………….…….. (118) (94) (131) 
         Interest expenses……………………………………………… 70 70 86 
         Equity in earnings of affiliates………………………………… (426) (266) (391) 
         Losses on disposal of inventory evaluation………………… 1,777 1,797 2,709 

Proceeds on goodwill transfer………………………………. (1,065) (735) (735) 
Loss on sales of fixed assets …………………………..……. 84 78 118 
Amount returned from the provision for investment 
losses…………………………………………………………… 40 98 188 

Increase (decrease) in trade notes and accounts 
       receivable…………………………………………………. (11,324) (8,232) (1,503) 

Increase (decrease) in inventories……………………….… (4,190) (3,789) (4,174) 
Increase (decrease) in trade notes and accounts 
       payable………………………………………………..…… 14,627 8,957 2,044 

Others………………………….…………….…………………. (142) 620 (94) 
               Sub Total ...................................................................... 15,629 12,434 14,042 
         Interest and dividends received……………………………… 118 94 131 
         Interest paid…………………………………………………… (70) (70) (86) 
         Income taxes paid………………..…………………...……... (5,971) (5,763) (5,722) 
    Net cash provided by operating activities …. ............ 9,705 6,695 8,364 
II.      Cash flows from investing activities:    

Purchases of property, plant and equipment ……………… (772) (1,201) (2,256) 
Proceeds from sales of property, plant and equipment…… 300 6 25 
Payments for purchases of intangible assets……………… (518) (815) (2,322) 
Payments for investments in securities…………………….. (5,272) (74) (177) 
Increase in short term loans receivable………….…………… 160 (188) 62 
Disbursement for long term loans payable…….……………. (23) (6) (9) 
Proceeds from collection of long term loans……….…….. 37 37 22 
Proceed from acquisition of shares of newly consolidated 
     subsidiaries…………………………………….…………... 47 － － 

Proceeds from sale of goodwill……………………………… 1,065 735 735 
Others……………….…………………………………………. 37 (903) 18 

    Net cash used in investing activities…....................... (4,940) (2,411) (3,936) 
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Millions of Yen 

Third Quarter ended March 31, Year ended 
March 31,  

2005 2004 2005 

III.     Cash flows from financing activities:     
Increase (decrease) in short-term loans, net ...................... (438) (1,510) (1,336) 
Proceeds from long-term debt ............................................. (598) (1,112)  (1,143)  
Proceeds from shareholders of minority interests................ 2,650 － － 
Payments for purchase of treasury stock............................. (1,217) (14) (16) 
Dividends paid..................................................................... (1,373) (874) (874) 
Others ................................................................................. 54 1 2 

         Net cash used in financing activities........................... (923) (3,510) (3,369) 
IV      Effect of exchange rate changes on cash and  
              cash equivalents…………….……………….……… 73 34 41 

V.     Net increase in cash and cash equivalents ................. 3,915 808 1,099 

VI.    Cash and cash equivalents at beginning of period 19,035 17,663 17,663 
VII.   Beginning of period adjustment associated with 
              change in scope of consolidation........................... － 230 272 

VIII.  Cash and cash equivalents at end of period ............... 22,950  18,702 19,035 
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V. Segment Information 
 
1. Segment Information by Business Category 

Current Consolidated Third Quarter (April 1, 2005 – December 31, 2005)                                (Millions of Yen) 

 
Consumer 
Products 
Operation 

Wholesale 
Operation 

Medical 
Operation 

Other 
Operations Total Eliminations Consolidated 

1. Sales and operating income        

    I. Sales to third parties 54,936 121,879 12,501 2,998 192,315 -- 192,315 

     II. Inter-group sales and 
transfers 20,212 -- -- 7,064 27,277 (27,277) -- 

      Total net sales 75,149 121,879 12,501 10,062 219,592 (27,277) 192,315 

     III. Operating expense 61,707 121,639 12,212 9,612 205,172 (27,107) 178,064 

     IV. Operating income (loss) 13,441 240 288 449 14,420 (169) 14,251 

 
Previous Consolidated Third Quarter (April 1, 2004 – December 31, 2004)                                        (Millions of Yen) 
 Consumer 

Products 
Operation 

Wholesale 
Operation 

Medical 
Operation 

Other 
Operations Total Eliminations Consolidated 

1. Sales and operating income        

    I. Sales to third parties 50,590 99,555 12,021 2,835 165,003 -- 165,003 

     II. Inter-group sales and 
transfers 19,956 -- -- 6,494 26,450 (26,450) -- 

      Total net sales 70,547 99,555 12,021 9,329 191,454 (26,450) 165,003 

,    III. Operating expense 58,109 99,135 11,873 9,135 178,254 (26,392) 151,862 

     IV. Operating income (loss) 12,437 420 147 194 13,200 (58) 13,141 

 
Previous Consolidated Financial Year (April 1, 2004 – March 31, 2005)                                             (Millions of Yen) 
 Consumer 

Products 
Operation 

Wholesale 
Operation 

Medical 
Operation 

Other 
Operations Total Eliminations Consolidated 

1. Sales and operating income        

    I. Sales to third parties 67,524 128,356 16,056 3,770 215,708 -- 215,708 

     II. Inter-group sales and 
transfers 21,748 -- -- 8,434 30,182 (30,182) -- 

      Total net sales 89,273 128,356 16,056 12,205 245,891 (30,182) 215,708 

     III. Operating expense 74,780 127,556 15,866 12,064 230,269 (30,259) 200,009 

     IV. Operating income (loss) 14,492 799 189 140 15,621 76 15,698 

 
1. Method of business classification: 

• Businesses segments are classified into four principle areas: Consumer Products, Wholesale, 
Medical and Others following the product line, and the markets in which the products are distributed. 
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2. Main products of each business operation: 
• Consumer Products Operations --- household pharmaceuticals, oral hygiene products, deodorizing 

air fresheners, household sundries. 
• Wholesale Operation --- household pharmaceuticals, household sundries and foods 
• Medical Devices Operation --- medical devices, medical facilities 
• Other Operation --- transport, synthetic resin products manufacturing, printing, advertising, planning 

and creation 
 
2. Segment Information by Area 

Because the amount of domestic sales and assets are more than 90% of the total amount of all sales of 
segments and the total amount of all assets of segments, such information is omitted. 
 

3. Overseas Sales 
In this term, overseas sales are omitted from this report because this item accounted for less than 10% of 
consolidated sales.  
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VI. Important Items Forming the Basis for Preparation of 
Quarterly Consolidated Financial Statements 
 
1. Principles of consolidation 

1. Number of consolidated subsidiaries:     25 companies  
 
Names of major consolidated subsidiaries 
Kobashou Co., Ltd., Toyama Kobayashi Pharmaceutical Co., Ltd., Sendai Kobayashi Pharmaceutical Co., 
Ltd., Ehime Kobayashi Pharmaceutical Co., Ltd., Kobayashi Plax Co., Ltd., Aoitori Physical Distribution, 
Suehiro Industrial, Archer Corporation, SP-Planning, Kiribai Chemical Co., Ltd., Kenshou Co., Ltd., KS 
Hokkaido, KS Tokai, Seiei, Shield California Centers, Inc., Shield Denver Centers, Inc., Shield Distribution 
Incorporated, Bluebird Development LLC., Kobayashi Healthcare Inc., Kobayashi Healthcare LLC, 
Kobayashi Healthcare Europe, Ltd., Kobayashi Pharmaceuticals of America Incorporated, Shanghai 
Kobayashi Daily Chemicals Co., Ltd., Kobayashi Pharmaceutical (Hong Kong) Co., Ltd., Kobayashi 
Pharmaceutical Life Service Co. Ltd. 
 
Mail Order Medical Supplies Incorporated changed its name to Shield Distribution Incorporated, and 
Kobayashi Combe has been merged with the Company. 

 
2.  Names of major non-consolidated subsidiaries 
Kobayashi Sales Promotion, Uomasa, Pt Kobayashi Eglin, KMS, Sokai Drug Ltd., Cancer Immunity 
Information Research Center. 
 
Reason for exclusion from scope of consolidation 
All of the six non-consolidated subsidiaries are small companies, and their combined total assets, sales, net 
income (amount corresponding to equity holding) and retained earnings (amount corresponding to equity 
holding) all have no important impact on consolidated financial statements. 
 
2. Application of equity method 
 
1. Number of companies accounted for by equity method:     2 companies 
 
Names of major companies 
Medicon Inc. Itoh Kanpo Pharmaceutical Co., Ltd. 
 
2. Names of non-consolidated subsidiaries and major affiliated companies not accounted for by the equity 
method 
PT Kobayashi Eglin, Kics Co., Ltd., The Fan Ltd., and Sokai Drug Ltd.  
 
3. Reason why the equity method is not applied 
Companies not accounted for by the equity method have been excluded from the application of the equity 
method because they have minimal impact on consolidated net earnings and consolidated retained 
earnings, and have little importance in terms of overall group earnings. 
 
4. Among the companies accounted for by the equity method, when the third quarter account settlement 
date differs from the consolidated third quarter account settlement date, third quarter financial statements 
relating to each company’s third quarter accounting period were used. 
 

3.   Fiscal years of consolidated subsidiaries 
 

Among the consolidated companies, Shield California Health Centers, Inc., Shield Denver Health Centers, 
Inc., Shield Distribution Incorporated, Bluebird Development LLC., Kobayashi Healthcare Inc., Kobayashi 
healthcare Europe, Ltd., Kobayashi Pharmaceuticals of America Incorporated, Shanghai Kobayashi Daily 
Chemicals Co., Ltd., Kobayashi Pharmaceutical (Hong Kong) Co., Ltd. have a third quarter account 
settlement date of September 30. When preparing third quarter consolidated financial statements, third 
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quarter financial statement as of that date were used, and in the case of important transactions that 
occurred between that date and the third quarter consolidated account settlement date, necessary 
adjustments were made on a consolidated basis. 
 
In addition, as the account settlement date of the consolidated subsidiary Kiribai Chemical Co., Ltd. is 
September 30, we used third quarter financial statements based on a provisional settlement of accounts 
that was conducted as of the third quarter consolidated account settlement date. 

 
4.  Accounting standards 

(1) Valuation criteria and valuation methods for major assets 
1. Inventories 
a) Commodities and raw materials …Stated principally at cost determined by the moving average method  
b) Finished goods, work in process and supplies …Principally stated at cost determined by the total 
average method 
 
2. Marketable securities 
Other marketable securities 
With fair market value ･･･Market value method based on quoted market price on third-quarter consolidated 
account settlement date 
(Unrealized holding gain or loss is directly charged or credited to shareholders’ equity and cost of securities 
sold is principally computed by the moving average method.) 
Without fair market value ･･･Principally stated at cost determined by the total cost method 
 
3. Derivatives …Market value method 
 
(2) Methods of depreciation for major depreciable assets 
1. Property, plant and equipment 
The Company and its domestic consolidated subsidiaries compute depreciation by the declining balance 
method. Overseas consolidated subsidiaries use the straight-line method. However, the Company and 
some domestic consolidated subsidiaries apply the straight-line method to buildings acquired after April 1, 
1998 (excluding equipment belonging to buildings). 
 
2. Investments and other assets 
Depreciation is computed by the straight-line method.  
However, in the case of software used by the Company itself, the straight-line method based on the period 
of possible use within the Company (5 years) is adopted. 
 
3. Long-Term Prepaid Expenses 
Long-term prepaid expenses vary in uniformity of payment. 
In addition, the depreciation period is based on the same standards applied to the methods specified by 
corporate tax law. 
 
(3) Criteria for appropriation of important reserves 
1. Allowance for doubtful accounts 
The Company and its domestic consolidated subsidiaries provide for doubtful accounts principally at an 
amount computed based on the historical bad debt ratio. In addition, an estimate of uncollectible amounts 
from certain specific doubtful receivables is provided. 
Overseas consolidated subsidiaries post an estimate of uncollectible amounts in accordance with the actual 
state of loans. 
 
2. Allowance for bonuses 
The Company and its domestic consolidated subsidiaries post an estimated allowance to provide for the 
payment of bonuses to employees.  
 
3. Reserve for sales returns 
The Company and six domestic consolidated subsidiaries post an estimated amount of sales return losses 
to provide for sales return losses. 
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4. Reserve for retirement allowances 
To provide for employees’ accrued retirement benefits, the Company and two of its domestic consolidated 
subsidiaries charged to income the amount recognized as having been incurred at the end of the third 
quarter consolidated accounting period based on the projected amounts of the liability for accrued 
retirement benefit liabilities and pension assets at the end of the consolidated accounting fiscal year. Other 
domestic consolidated subsidiaries posted 100% of the payment amount required at term-end. In addition, 
some overseas consolidated subsidiaries have adopted defined contribution pension plans. Actuarial 
differences are amortized on a straight-line basis over a period which falls within the average estimated 
remaining years of service (ten years) of the participants commencing the year following. 

 
5. Provision for directors’ retirement allowances 
To provide for the provision of retirement allowances for directors, the Company and four domestic 
consolidated subsidiaries posted a payment amount required at the end of the consolidated third quarter 
term based on internal regulations. 
 
6.  Provision for loss on investment 
To provide for the provision of loss on investment in affiliate companies, the Company provided an 
estimated amount based on consideration of financial status of the affiliate companies. 

 
(4) Method of accounting for major lease transactions 
Finance leases, except for those which transfer the legal title of the underlying property from the lessor to 
the lessee at the end of the lease term, are accounted for as operating leases. 

 
(5) Derivatives and hedging activities 
1. Hedge accounting methods 
The Company uses deferral hedge accounting. In the case of forward foreign exchange contracts, if 
conditions for appropriation are fulfilled, appropriation treatment is adopted. 
 
2. Hedging measures and hedged items 
Hedging instruments 
Forward foreign exchange contracts 
Hedged items 
Foreign currency-denominated liabilities and foreign currency-denominated options 
 
3.Hedging policy 
In the case of foreign currency option contracts, the Company’s policy is to hedge the foreign exchange 
fluctuation risk by attaching forward foreign exchange agreements. 
 
4.Method of evaluating effectiveness of hedging 
In the case of currency-related transactions, the Company evaluates the effectiveness of hedging by 
comparing the accumulated gain or loss on each hedging instrument and on the related hedged item from 
the commencement of the hedge. 

 
(6) Other important items forming the basis for preparation of consolidated 
financial statements 
Method of accounting for consumption tax, etc: The Company adopts the tax exclusion method. 

   
5．Amortization of consolidation adjustment accounts 

The consolidation adjustment accounts are amortized over ten years in the case of Kiribai Chemical Co., 
Ltd. and over five years in other cases by the straight-line method. 

 
6．Scope of funds in consolidated cash flow statements 

Cash and cash equivalents in the consolidated statements of cash flows are composed of cash on hand, 
bank deposits available for withdrawal on demand and highly liquid, short-term investments with a maturity 
of three months or less that can be readily converted into cash and which represent a minor risk of 
fluctuations in value. 
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VI. Changes in Important Items Forming the Basis for 
Preparation of Quarterly Consolidated Financial Statements 
 

(Accounting Standard for Impairment Loss of Fixed Assets) 
 
The accounting standard for impairment of fixed assets [“Opinion Paper on Establishing Accounting Standard 
for Impairment of Fixed Assets" (Business Accounting Council, August 9, 2002) and “Application Indicators for 
Accounting Standard for Impairment of Fixed Assets” (Business Accounting Standard Application Indicator 
Number 6, October 31, 2003) is applied beginning with the current consolidated fiscal period.  Accordingly third 
quarter net earnings before adjustments, such as taxes for the third quarter consolidated fiscal period, fell by 
1,632 million yen.  Additionally, total losses were deducted directly from the amount for each asset in 
accordance with the revised rules for mid-term consolidated financial statements. 
 
Although the last day of the third fiscal quarter was a holiday for financial institutions, accounting for matured 
bills was processed to settle accounts due as for the third quarter of the previous year. 
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VII. Notes to Consolidated Financial Statements 
 
（Related to quarterly consolidated balance sheet） 

End of current consolidated third quarter 
accounting period 

（As of December 31, 2005） 

End of previous consolidated third quarter 
accounting period 

（As of December 31, 2004） 

Previous Financial year 
（As of March 31, 2005） 

   
     1. Accumulated depreciation of property, 

plant and equipment amounts to 18,891 
million yen. 

1. Accumulated depreciation of property, 
plant and equipment amounts to 18,732 
million yen. 

1. Accumulated depreciation of property, 
plant and equipment amounts to 18,876 
million yen  

 
     2. The main assets and liabilities relating  
      to  non-consolidated  subsidiaries    and 
      affiliated companies are as follows. 

 

 
2. The main assets and liabilities relating 
to non-consolidated subsidiaries and 
affiliated companies are as follows. 

 
2. The main assets and liabilities relating 
to non-consolidated subsidiaries and 
affiliated companies are as follows. 

Investments and other assets 

Investment 
securities 

(Shares) 

 
 

7,376 million yen 
 Other 
     (Equity) 

 
3  million yen  

Investments and other assets 

Investment 
securities 
     (Shares) 

 

2,421 million yen
 Other 
     (Equity) 3  million yen 

Investments and other assets 

Investment 
securities 

(Shares)  2,374 million yen
  Other 
     (Equity) 3 million yen 

    
     3. The following assets have been  
     provided  as security 

 
3. The following assets have been 
provided as security 

 
3. The following assets have been 
provided as security 

  

Bill receivable 90 million yen 

Buildings & 
structures 

 
1,036 million yen 

Land 
 

2,122 million yen 

Investment 
securities   152 million yen 

Total 3,401 million yen 
  

  

Bill receivable  157 million yen

Buildings & 
structures 
 1,095 million yen

Land 
 

2,122 million yen

Investment 
securities  111 million yen

Total 3,487 million yen
  

  

Bill receivable  137 million yen

Buildings & 
structures 
 

1,079 million yen

Land 
 2,122 Million yen

Investment 
securities  124 million yen

Total 3,464 million yen
  

    （Liabilities corresponding to the above）   （Liabilities corresponding to the above） （Liabilities corresponding to the above） 
 

Trade notes and 
accounts payable 
 

9,424 million yen 
 

Short-term loans 
 

 160 million yen 

Long-term loans 
 

   27 million yen 

 Total 9,611 million yen  

 
Trade notes and 
accounts payable 
 

8,403 million yen

Short-term loans 
 

 200 million yen

Long-term loans 
 

   34 million yen

 Total 8,637 million yen 

 
Trade notes and 
accounts payable 
 

8,312 Million yen

Short-term loans 
 

 180 Million yen

Long-term loans 
 

   32 million yen

 Total 8,524 million yen  
    4. Commitment line Contracts  

  In order to provide access to a stable 
and effective source of operating capital, 
the company has entered into 
commitment-line contracts with fifteen 
trading banks. The balance of un-
realized debt based on these contracts 
at the end of the current third quarter 
consolidated reporting period is as 
shown below. 

 

 
     4. Commitment line Contracts 

 In order to provide access to a stable 
and effective source of operating capital, 
the company has entered into 
commitment-line contracts with fifteen 
trading banks. The balance of un-
realized debt based on these contracts at 
the end of the current third quarter 
consolidated reporting period is as 
shown below. 

 
    4. Commitment line Contracts  

 In order to provide access to a stable 
and effective source of operating capital, 
the company has entered into 
commitment-line contracts with fifteen 
trading banks. The balance of un-
realized debt based on these contracts at 
the end of the current third quarter 
consolidated reporting period is as 
shown below. 

Total debt 
commitment 
 

29,116 million yen

Realized debt 
balance 
 

-- million yen

Balance 29,116 million yen
 

Total debt 
commitment 
 

33,100 million yen

Realized debt 
balance 
 

-- million yen

Balance 33,100 million yen
 

Total debt 
commitment 
 

33,103 million yen

Realized debt 
balance 
 

450 million yen 

Balance 32,653 million yen
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     5. Regarding bills at maturity at the end 

of the current third quarter, the maturity 
date was a bank holiday, though 
accounts were settled as though the 
settlement was held on the maturity date. 
  

Bills receivable 1,179 million yen 
Bills payable 1,546 million yen 
 

 
     5. Regarding bills at maturity at the end 

of the previous third quarter, the maturity 
date was a bank holiday, though 
accounts were settled as though the 
settlement was held on the maturity date. 

  
Bills receivable 1,227 million yen
Bills payable 1,179 million yen

 

   
     5.   

 
    6. The Company has issued 42,525,000 
    shares of common stock. 
 

 
    6. The Company has issued 42,525,000  
    shares of common stock. 
 

 
    6. The Company has issued 42,525,000 

shares of common stock. 
 

 
    7. The Company holds 1,253,000 shares 
    of treasury stock. 
 

 
     7. The Company holds  902,000 shares  
     of treasury stock. 

 
     7. The Company holds 903,000 shares of
     treasury stock. 

 
 
（Related to quarterly consolidated statement of Income ） 

Consolidated third quarter accounting 
period（April 1, 2005 to December 31, 

2005） 

Consolidated third quarter accounting period
（April 1, 2004 to December 31, 2004） 

Previous financial year 
（April 1 2004 to March 31, 2005） 

1. The major components of selling, 
general & administrative expenses 
were as follows.  

1. The major components of selling, 
general & administrative expenses 
were as follows. 

1. The major components of selling, 
general & administrative expenses 
were as follows. 

  
Sales promotion  3,971 million yen 

Freight & storage 7,594 million yen 

Advertising 10,097million yen 

Salaries & bonuses 9,607 million yen 

Rental charges 2,343 million yen 

Commissions 
paid 2,876 million yen 
Research & 
development 1,691 million yen 

  

  
Sales promotion  3,615 million yen

Freight & storage 6,269 million yen

Advertising 9,472 million yen

Salaries & bonuses 8,679 million yen

Rental charges 2,000 million yen

Commissions 
paid 2,403 million yen
Research & 
development 1,809 million yen 

  
Sales promotion  4,715 million yen

Freight & storage 8,059 million yen

Advertising 11,494 million yen

Salaries & bonuses 11,571 million yen

Rental charges 2,705 million yen

Commissions  
paid 3,572 million yen
Research & 
development 2,115 million yen

  
 

2.  Within extraordinary gains, gains on 
the sale of fixed assets comprise the 
following. 

 
Land 46 million yen 

Other 6 million yen 

   Total 53 million yen 
 

 
2. Within extraordinary gains, gains on 
the sale of fixed assets comprise the 
following. 
 
Land 5 million yen

Other 0 million yen

Total 6 million yen
 

 
2.  Within extraordinary gains, gains on 
the sale of fixed assets comprise the 
following. 

 
Land 5 million yen

Other 0 million yen

Total 6 million yen
  

3.  Within extraordinary losses, losses 
on the disposal of fixed assets comprise 
the following. 
 

 
3. Within extraordinary losses, losses on 
the disposal of fixed assets comprise the 
following. 

 
3. Within extraordinary losses, losses on 
the disposal of fixed assets comprise the 
following. 

 
Buildings & 
structures 
 

16 million yen

Machinery & 
equipment 
 

35 million yen

Tools and 
vessel 
 

16 million yen

Other 15 million yen

 
   Total 84 million yen 

Buildings & 
structures 
 

17 million yen

Machinery & 
equipment 
 

46 million yen

Other 14 million yen

 
    Total 78 million yen 

 
 

Buildings & 
structures 
 

18 million yen

Machinery & 
equipment 
 

62 million yen

Land 2 million yen

Other 35 million yen

 
    Total 118 million yen 
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4. R&D expenses included in general, 

selling & administrative expenses 
and manufacturing expenses in 
period 

1,691 million yen 

 
4. R&D expenses included in general, 

selling & administrative expenses 
and manufacturing expenses in 
period 

1,809 million yen 

 
4.  R&D expenses included in general, 

selling & administrative expenses 
and manufacturing expenses in 
period 

                2,115 million yen 
 

 
5. Proceeds on goodwill transfer 
 
The company arrived at the basic 
agreement to the effect to cancel a joint 
relation between Medtronic Sofamor 
Danek in the United States that was 
originally the joint investment on March 
27, 2002 regards Kobayashi Sofamor 
Danek Ltd., a company for which equity 
method accounting was adopted. It is 
scheduled for the share stocks to be 
sold off based on this mutual agreement 
in April, 2002, and to accept value of 
goodwill transfer as being divided into 
seven years from the period on March, 
2003, and to sum it up to the 
extraordinary gain as proceeds of 
goodwill transfer.  
 
Summary of the agreement of goodwill 
transfer 
(1) Goodwill to be transferred: 
Sales of medical equipment 
(2) Date of the transfer: 
April 1, 2002 
(3) Price of the transfer and receiving 
method: 
58 million US dollars over seven years 
(4) Receiving schedule and amount: 
 

April 17, 2002 3 million dollars 

April 3, 2003 6 million dollars 
April 5, 2004 7 million dollars 
April 4, 2005 10 million dollars 
April 3, 2006 10 million dollars 
April 3, 2007 11 million dollars 
April 3, 2008 11 million dollars 

 
 
 

 
5. Proceeds on goodwill transfer 
 
Same as left. 

 
5. Proceeds on goodwill transfer 
 
Same as left. 
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（Related to quarterly consolidated cash flow statement） 

          Consolidated third quarter accounting  
Period (April 1, 2005 to Dec. 31, 2005） 

Consolidated third quarter accounting 
 period（April 1 to Dec. 31, 2004） 

Previous financial year 
（April 1 2004 to March 31, 2005） 

6. Impairment losses 
 

6. Impairment losses 6. Impairment losses 

The Group recorded impairment losses for each 
of the asset groups listed below. 

(Unit: millions of yen) 

Location Type Kind Impairment 
loss 

Osaka 
and 
other 

Manu-
facturing 
facilities 

Machinery 
and 
equipment 

62 

Same 
as 
above 

Same as 
above Lease 132 

Osaka Rent Land 1,075 

Miyagi Idle LLand 362 

Total   1,632 
 
 
Kobayashi Pharmaceutical is grouping the assets 
for each operating division into basic, minimum 
units producing cash flow. 
 
Furthermore, the Company, its delivery centers, 
and other outlets appropriated an extraordinary 
loss of 1,632 million yen from sharply falling real 
estate prices on common property such as leased 
properties and unused land, low prospects for the 
use of production equipment, a decrease in 
recyclable book values.  We are also evaluating 
land by net sale price and determining the 
recyclable amounts of concerned properties 
based on figures provided by real estate 
appraisers.  We are using these figures to 
estimate the value other assets as well. 

 
（Related to quarterly consolidated cash flow statement） 

  Consolidated third quarter accounting 
period（April 1, 2005 to Dec. 31, 2005） 

Consolidated third quarter accounting 
 period（April 1, 2004 to Dec. 31, 2004） 

Previous financial year 
（April 1 2004 to March 31, 2005） 

 
1. A reconciliation of cash and time 
deposits in the consolidated interim 
balance sheets to the balance of cash 
and cash equivalents in the statements of 
cash flows at the end of the third half is 
as follows: 

 

 
1. A reconciliation of cash and time 
deposits in the consolidated interim 
balance sheets to the balance of cash and 
cash equivalents in the statements of cash 
flows at the end of the third half is as 
follows: 

 

 
1. A reconciliation of cash and time 
deposits in the consolidated interim 
balance sheets to the balance of cash 
and cash equivalents in the 
statements of cash flows at the end of 
the financial year is as follows: 

（As of December 31, 2005） （As of December 31, 2004） （As of March 31, 2005）
 

Cash & time deposits 22,950 million 
yen 

Time deposits with 
original maturity of 
more than 3 months 
 

－million yen 

 
Cash & cash 
equivalents 

 
22,950 million 

yen  

 
Cash & time deposits
 

18,696 million yen

Time deposits with 
original maturity of 
more than 3 months 
 

   －million yen

 
Cash & cash 
equivalents 

18,696 million yen

 

 
Cash & time deposits 19,035 million 

yen
Time deposits with 
original maturity of 
more than 3 months 
 

－million yen

 
Cash & cash 
equivalents 

19,035 million 
yen    

 


