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VIA FEDERAL EXPRESS

Lisa Vanjoske, Esq.
Assistant Chief Accountant

Secuiities and Exchange Commission
100 F Street, NE _
Washington, D.C. 20549-0005

Re:

Dear Ms. Vanjoske:

On behalf of our client, Cardinal Health, Inc. (the “Company”), set forth
below are responses to the questions of the Staff of the U.S. Securities and Exchange
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Commission (the “SEC” or “Commission”) that you communicated to Eric Slusser,
Senior Vice President-Finance, Chief Accounting Officer and Controller of the Company,
in a telephone conversation on January 13, 2006, with respect to the Company’s

responses in the letter, dated November 23, 2005 (the “Initial Response Letter™), filed
with the Commission for the filing referenced above. For the Staff’s convenience, the

Staff’s questions (based on the Company’s best understanding of the questions

communicated by the Staff to Mr. Slusser) are set forth below in bold, followed in each

case by the Company’s response.
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1.

The Staff asked about the nature of investor inquiries regarding bulk sales and
whether the Company’s Bulk Revenue disclosure in its SEC filings provides the
infermation sought by investors.

Response: As noted by the Staff, on page 17 of the Initial Response Letter, under the
Company’s response to the Staff’s Comment No. 6, the Company stated that it
frequently responds to investor inquiries regarding bulk sales. Bulk Revenue is a
term used throughout the pharmaceutical distribution industry to describe a specific
category of operating revenue. Although the major industry participants may define
“Bulk Revenue” differently because of their different customer mix and business
practices, in order to analyze companies within the pharmaceutical distribution
industry, historically, some investors and analysts have inquired about the amount of
the Company’s Bulk Revenue, related growth rates and the reasons why Bulk
Revenue is growing or declining during the reporting period. In the past, the
Company has typically received three or four inquiries along these lines during any
quarter. The Company believes that the disclosure in its SEC filings adequately
answers these questions. The Company discloses its definition of Bulk Revenues, the
amount of Bulk Revenue for the current and comparable prior year periods, the
percentage increase or decrease in Bulk Revenue and the reason for the current period
growth or decline.

The Staff asked why itis necessary to have four characteristics or categories for
the Company’s definition of Bulk Revenue,

Response: On pages 18 through 21 of the Initial Response Letter, under the
Company’s response to the Staff’s Comment No. 6, the Company described the
characteristics that transactions must exhibit to fall under the Company’s definition of
Bulk Revenuve. The Company distinguishes between Bulk and non-Bulk Revenue
because of the differences in the nature and character of the business activities
associated with Bulk and non-Bulk Revenue. Bulk activities typically involve much
larger or higher volume quantities than non-bulk activities, and generally involve

| unopened cases or full pallets, which are shipped directly from the manufacturer or

from the Company to customers’ own warehousing facilities and processing centers.
As aresult, in the Company’s Annval Report on Form 10-K for the fiscal year ended
June 30, 2005, the Company noted that the following are characteristics of Bulk
Revenue:

1. Deliveries to customer warehouses whereby the Company acts as an
intermediary in the ordering and delivery of pharmaceutical products.

2. Delivery of products to the customer in the same form as the products are
received from the manufacturer.
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3. Warehouse to customer warehouse or process center deliveries.

4. Deliveries to customers in large or high volume full case quantities.

The Company believes that it is important to copsider each of these characteristics in
determining whether a transaction is a Bulk Revenue transaction, and that merely
looking at whether a transaction involves a drop-shipment (i.e., a shipment directly to
the customer) or a cross-dock shipment (i.e., a shipment to the Company aad then to
the customer) would miss important characteristics of a Bulk Revenue transaction—
specifically, that Bulk Revenue transactions involve large or high volume deliveries
and generally do not require the Company to break down inventory received from the
manufacturer into smaller sizes.

The following are sample transactions touching on the various characteristics making
up the definition of Bulk Revenne:

» Cross-dock of full case quantities. Transaction flow in this type of transaction

1s as follows: Customer orders from the Company. The Company orders
from manufacturer. Manufacturer ships to a Company facility. Product is
received at the facility, checked for accuracy, matched to the customer order
and shipped to the customer facility. Product is shipped typically the same
day so it does not enter into the Company’s warehouse stock. The
manufacturer invoices the Company. The Company invoices the customer.

This transaction exhibits each of the four Bulk Revenue characteristics set
forth above. The delivery represents a shipment to the Company aod then to
the customer warchouse, where the Company acts as an intermediary in
ordering and delivering the products. The products remain in their original
case packaging from the manufacturer and are not broken down into
individual units. Product sales under these transactions represent large or high
volume full case quantity shipments from the Company’s warehouse to
customers who warehouse their pharmaceutical products or provide mail order
services.

Drop-ship of large or high volume full case guantities. Transaction flow in
this type of transaction is as follows: Customer orders from the Company.
The Company orders from the manufacturer. The manufacturer ships directly
to the customer facility. The manufacturer invoices the Company. The
Company invoices the cusiomer.
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This transaction exhibits the first, second and fourth Bulk Revenue
characteristics set forth above. The delivery represents a shipment from the
manufacturer directly to the customer warchouse, where the Company acts as
an mtermediary in ordering and delivering the products. The products remain-
in their original case packaging from the manufacturer becanse the shipment
occurs directly from the manufacturer to the customer without any
intervention by the Company. Product sales under these transactions
represent large or high volume full case quantity shipments.

o Inveniory filt of large or high volume full case guantities. Throughout the
normal course of business, the Company acquires inventory that is not already
ordered by a customer in order to meet the customer’s on-demand needs.
Transaction flow in this type of transaction is as follows: The Company
orders from the manufacturer in anticipation of future orders from the
customer. The manufacturer ships to a Company facility. The Company
warchouses the product in its existing case form. The manufacturer invoices
the Company. The customer orders from the Company. The Company ships
the product in its current form to the customet’s warchouse and/or processing
center facility. The Company invoices the customer.

This transaction exhibits the second, third and fourth Bulk Revenue
characteristics set forth above. The products remain in their original case
packaging from the manufacturer in anticipation of the Company recetving an
order that can be filled with this inventory, and are not broken down into
individual unis. Product sales under these transactions represent full case

- quantity shipments from the Company’s warehouse inventory to customers
who warehouse their phacrmaceutical products or provide mail vrder services.

In summary, while two or more characteristics may apply to any one particular Bulk
Revenue transaction, there are distinctive differences between each type of Bulk
Revenue transaction that we believe support having four separate characteristics in
the definition of Bulk Revenue. As illustrated above, a transaction need not exhibit
all four characteristics to meet the definition of a Bulk Revenue transaction. For
example, an inventory fill transaction of large or high volume full case quantities
meets the definition of Bulk Revenue, but the Company does not act as an
intermediary in the ordering and delivery of the products in the same way as it does
with cross-dock and drop-ship transactions. A drop-shipment of large or high volume
full case quantities also meets the Bulk Revenue definition, but delivery does not
occur from warehouse to customer warehouse or process center. While the Company
recognizes that the concept of Bulk Revenuc is complex, it continues to befieve that it
is important to describe Bulk Revenue transactions in the way that the bulk sale
process is defined internpally using the four characteristics.
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3.

The Staff asked the Company to describe the form of transaction in which the
Company acts as principal for deliveries to customer warehouses and the rights
and obligations of the parties involved. The Staff asked for a specific example.

esponse: On page 21 of the Initial Response Letter, the last sentence of the Staff’s
Comment No. 7 asked the Company to describe for the Staff the form of transaction
and the rights and obligations of the parties involved when the Company acts as
principal for deliverics to customer warchouses. When the Company acts as an
intermediary in the ordering and delivery of the product, it purchases the product
from the manufacturer and then sells this product to its customer. See Exinbit A for a
summary of terms of cross-dock and drop-ship transactions generally and the specific
terms governing the Company’s relationship with three of its larger customers for
these types of transactions.

In response to the Staff’s request, the Company is supplementally providing to the
Staff copies of agreements between the Company and the three customers referenced
in Exhibit A. Due to confidentiality considerations, the Company respectfully
requests that the Staff not make any copies of these agreements or disclose the
agreements to any person other than Staff membets for the purpose of reviewing this
response letter. In addition, pursnant to Rule 12b-4 under the Securities Exchange
Act of 1934, as amended (the “Exchange Act”), the Company respectfully requests
that, after the completion of the Staff’s review of these agreements, the Staff return
the originals and all copies of the agreements that it may have to the undersigned or
the Company and not retain any copies.

The Staff asked whether the Company’s customers have ever looked to the
supplier for acceptability of products porchased.

Response: The third sentence of the Staff’s Comment No. 7 on page 22 of the Initial
Response Letier asked the Company to tell the Staff, in part, whether the Company’s
customers have ever looked to the supplier for acceptability of products purchased,
including, but not limited to, the quantity, guality, and/or return righis of purchased
product. The following is a brief description of the Company’s process around
resolution of customer order issues. Customers contact the Company’s customer
service personnel bandling cross-dock and drop-ship transactions in the event of a
problem with an order. Problems can include the following: quantity discrepancies,
expected shipping date, pricing discrepanctes, unit of measure discrepancies,
expiration date of product and damaged product. The Company employs two full-
time customer service representatives to serve as the main contdcte for cross-dock and
drop-ship customers.
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In the event of a new cross-dock or drop-ship customer or customer warehouse,
Company operations staff meets with the customer warehouse operations ( generally
by telephone) and provides a general understanding of the transaction process. This
would include providing the customer with specific contact information at the
Company with respect to different transactions and requests, including customer
service resolution contact information (e.g., names, phone nombers and e-mail
addresses of assigned Company customer service personnel).

With respect to the Staff’s specific question, although the Company cannot state for
certain that its customers have never contacted the vendor directly with respect to the
acceptability of products purchased in cross-dock and drop-ship transactions (the
Company does not have knowledge of all of its customers’ actions and relationships),
it believes that due to the commercial structure of its customer relationships, such
contact is unlikely. In part, this is due to the fact that business dealings with vendors
have clcar lines of responsibility and vendors generally prefer to deal with the
Company on such matters and have the Company resolve them. Furthermore, the
customer 1s paying the Company for the product and not the manufactorer, so the
Company (not the customer) is the party with the financial recourse against the
manufacturer. Customers generally deal with third-party returns processors to return
product back o the manufacturer if the product becomes unmerchantabie after it has
inttially been accepted by the customer.

The Staff asked for examples, such as sales or marketing agreements, that
support the Company’s assertion that it is the primary obligor in cross-dock and
drop-ship arrangements.

Response: See Exhibit A for a summary of icrms of cross-dock and drop-ship
transactions generally and the specific terms governing the Company’s relationship
with three of its larger customers for these types of transactions. The Staff requested
examples, such as sales or marketing agreements. The Company believes that these
contract terms support the Company’s assertion that it is the primary obligor in the
arrangement as discussed in the Company’s response to the Staff’s Comment No. 7,
which response appears on page 23 of the Initial Response Letter under the headings
“Indicators of Gross Revenue Reporting—Primary Obligor in the Arrangement,”

In response to the Staff’s request, the Company is supplementally providing to the
Staff copies of agreements between the Company and the three customers referenced
in Exhibit A. Due to confidentiality considerations, the Company respectfully
requests that the Staff not make any copies of these agreements or disclose the
agreements to any person other than Staff members for the purpose of reviewing this
response letter. In addition, pursuant to Rule 12b-4 under the Exchange Act, the
Company respectfully requests that, after the completion of the Staff’s review of
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these agreements, the Staff return the originals and all copies of the agreements that it
may have to the undersigned or the Company and not retain any copies.

The Staff asked the Company to better demonstrate that it has the eredit risk in
cross-dock and drep-ship transactions and whether there is anything in the
Company’s payment terms that mitigates the credit risk.

Response: See Exhibit A for a summary of terms of cross-dock and drop-ship
transactions generally and the specific terms governing the Company’s relationship
with three of its larger customers for these types of wansactions. The smanufacturer
has the credit risk relating to the payvment obligation from the Company. The
Company believes that the contract terms summarized in Exbibit A demoastrate that
it has credit risk relating to the payment obligation of the customer as discussed in the
Company’s response to the Staff’s Comment No. 7, which response appears on page
26 of the Initial Response Letter under the headings “Indicators of Gross Revenue
Reporting—Credit Risk.” The Company does not belicve that there is anything in its
payment terms that mitigates this credit risk.

In response io the Staff’s request, the Company is supplementally providing to the
Staff copies of agreements between the Company and the three customers referenced
in Exhibit A. Due to confidentiality considerations, the Company respectfully
requests that the Staff not make any copies of these agreements or disclose the
agreements to any person other than Staff members for the purpose of reviewing this
response letter. In addition, pursnant to Rule 12b-4 under the Exchange Act, the
Company respectfully requests that, after the completion of the Staff’s review of
these agreements, the Staff return the originals and all copies of the agreements that it
may have to the undersigned or the Company and not retain any copies.

The Staff asked why the Company does not disclose revenue by therapeutic -
category for its Pharmaceutical Distribution and Provider Services segment.

Response: We understand that pharmaceutical manufacturers disclose revenue by
therapeutic category under SFAS 131. The Company, however, does not manage
(and generally does not track) its Pharmacentical Distribution and Provider Services
revenue by therapeutic category because this categorization is not considered to be a
meaningful measure in the distribution of pharmaceuticals. Each order placed by a’
customer may nclude different pharmaceuticals spanning multiple therapeutic
categories. The Company will ship all items ordered in the same shipment to the
customer regardless of therapeutic category. This is consistent with the segment
disclosures of other major pharmaceutical distributors.

* #* *
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Should you have any questions or conuments regarding the foregoing, please
contact the undersigned at (212) 403-1309 or my colleague, David K. Lam, at (212) 403-
1394, At the Staff’s request, Eric R. Slusser, Senior Vice President-Finance, Chief
Accounting Officer and Controller, or Jefirey W. Henderson, Executive Vice President and
Chuef Financial Officer, would be happy to answer any questions that you may have.

Very truly youtrs,

XY -w=n

David A. Katz

Enclosures

cc: Tmm B. Rosenberg, Esq.
Securities and Exchange Commmission

Ivan K. Fong
Jeffrey W. Henderson
Eric R. Slusser

Cardinal Health, Inc.
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Exhibit A

General Description of Cross-Dock and Drop-Ship Transaction Terms

Payment obligations:

Title and risk of loss:

Pricing:

The Company has an obligation to pay to the
manulacturer the purchase price for the merchandise
sold to the Company.

The customer has an obligation to pay the Company the
purchase price for the merchandise sold to the customer.

The point at which the Company acquires title and risk
of loss to the merchandise depends upon the shipping
terms agreed upon between the Company and the
manufacturer. Historically, “FOB destination” shipping
terms were used in these types of transactions. In such
an mstance, the Company would acquire title and risk of
loss to the merchandise when it is delivered to either the
Company facility {(in the case of a cross-dock or
warehouse-to-warehouse transaction) or the customer’s
facility (in the case of a drop-ship transaction).
However, some manufacturers have begun switching to
“FOB shipping point” delivery terms, which cause title
and risk of Joss to pass to the Company when the goods
are delivered to the carrier at the manufacturer’s facility.

As between the Company and its customer, the
Company retains Gtle and risk of loss to the merchandise
until it is delivered o the customer’s facility. While this
term may be specified in a contract (as with the contract
with Customer C discussed below), more frequently it is
not. This is the industry standard, however.

Pricing is negotiaied separately with cach customer.

Summary of Cross-Dock and Prop-Ship Terms in Agreement with Customer A

Title and risk of loss:

Payment obligations:

The gencral terms and conditions of Customer A’s
cross-dock and drop-ship purchases under Customer A’s
agreement are sct forth in the Seciion 2(b) Disclosure
Schedule to the agreement. The agreement does not
specifically address the 1ssues of title and risk of loss.
However, as between the Company and Customer A and
in accordance with the industry standard, title passes
from the manufacturer (o the Company before the
Company sells the merchandise to Customer A, and the
Company retains title and risk of loss to the merchandise
until it is delivered to Customer A’s facility.

The cross-dock and drop-ship payment terms set forth in
the Section 4 Disclosure Schedule siate that “[Customer
A} will cause [the Company] to receive payment in full
for all Brokerage Purchascs' that arc not fillcd by
product from [the Company] then-current inventory not

Brokerage Purchases” under this agreement primarily represent eross-dock shipments and drop-shipments.
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Indemmity obligations:

Responsibility for incorrectly filled orders (due to
product shoriage, overage or wrong item) or
merchandise damaged in bransit:

later than {a specified number of] days prior to the date
upon which fthe Company] would be required to pay the
manufacturer’s invoice to achicve a cash discount
pursuant to the manufacturer’s then-stated payment
ferms.”’

Furthermore, with regard to purchases filled from the
Company’s inventory, the Section 4 Disclosure Schedule
states that “[Customer A] must cause fthe Company] to
receive payment, not later than [a specified number of}
days after the date of the invoice . . . for such product.”
The Section 3(h) Disclosure Schedule, which sets forth
Customer A’s cost of goods for purchases also makes it
clear that the Company is ordering the merchandise from
the manufacturer.

Section 18 of the agreement sets forth the Company’s
indemnity obligations with regard to the merchandise
purchased by Customer A under the agreement.

Scction B of the Section 2(b) Disclosure Schedule in
Customer A’s agreement addresses the obligations of the
partics with respect to: (i) customer orders that are not
correctly filled (i.e., customer receives less merchandise
than ordered, more merchandise than ordered or
dilferent merchandise than ordered); or (3i) merchandise
that is damaged upon delivery to the customer.

Swmmary of Cross-Dock and Drop-Ship Terms in Agreement with Custemer B

Title and risk of loss;

Payment terms:

Warranties and indemmity obligations:

The agreement with Customer B does not specifically
address the issues of tile and risk of loss. However, as
hetween the Company and Customer B and in
accordance with the industry standard, title passcs from
the manufacturer to the Company before the Company
sells the merchandise to Customer B, and the Company
retains title and risk of loss to the merchandise until it is
delivered Lo Customer B’s facility. To that end, Section
1(b) of the agreement makes it clear that Customer B is
purchasing the merchandise directly from the Company
as it permits the customer to make direct purchases from
the manufacturer should it desire to do so.

Section 4 sets forth Customer B’s payment terms for the
merchandise purchased by Customer B from the
Company under the agreement. Each Customer B
warchouse will pay the Company for all invoices within
[a specified number of] days after the date of the
Company’s invoice from the manufacturer.

Section |7 of the agreement sets forth the Company’s
warrantics and indemnity obligations with rcgard to the
merchandise purchased by Customer B under the
agreement.
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Responsibility for incertectly filled orders (due to
product shortage, overage or wrong item) or
merchandise damaged in transit:

Customer B’s agrecment does not include specific
language about the obligations of the parties with respect
(0: (i) customer orders that are not correctly filled (i.c.,
customer receives less merchandise than ordered, more
mcrchandise thaw ordered or different merchandise than
ordered); or (i} merchandise that is damaged upon
delivery to the customer, However, the “Shorts and
Damaged Rx Products” section of the Company’s
Returned Goods Policy attached to the agreement as
Exhibit C sets forth the time periods within which the
customer must report to thé Company any claim of
shoried or damaged product. If the customer notifies the
Company of such an instance within the time frame sct
forth in the policy, the Company will typically anthorize
the customer’s return of the product and give the
customer full credit for the retum.

Summary of Cross-Dock and Drop Ship Terms in Agrecment with Customer C2

Title and risk of loss:

Payment terms:

Warranties and indexnnity obligations:

Responsibility for incorrectly filled orders (due to
product shortage, overage or wrong itcm) or
merchandise damaged in transit:

The Company and Customer C have been operating
under the terms and conditions of a draft agreement that
has yet to be executed. Section 3(D) of the draft
agreement speciltcally provides that the Company shall
retain title to the merchandise and risk of loss or damage
until the merchandisce is delivered to and accepted by
Customer C at the Jocation designaied by it in
accordance with the terms of its purchase order.

Section 4 of the draft. agreement sets forth Customer C’s
payment terms for the merchandise purchased by
Customer C from the Company under the draft
agreement. Payment for merchandise delivered to
Customer C’s warchouses shall be duc and payable on
the Ispeeificd] day following the date of each invoice.

Sections 14 and 15 of the draft agreement set forth the
Company’s warrantics and indemnity obligations with
regard to the merchandise purchased by Customer C.

Section 7 of the draft agreement addresses the
obligations of the partics with respect to: (i) customer
orders that are not correctly filled (i.e., customer
receives less merchandise than ordered, more
merchandisc than ordered or different merchandisc than
ordered) or (i) merchandise that is damaged upon
delivery to the customer.

” Most of the bulk-Lype transactions with this customer involve inventory fill of large or high volume full case
quantities, in which the customer orders the merchandisc from the Company, and the Company fills the customer’s
order with merchandisc from the Company’s inventory. The samie contract terms generally apply to cross-dock and

drop-shipment transactions with this customer.



