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“Our results in fiscal 2011 extend our track record of
growing EPS, which we have increased at a 13.9%

compound annual growth rate since fiscal 2007.”

John H. Hammergren, Chairman, President and Chief Executive Officer, McKesson Corporation

Financial Results

Five-Year Total Revenue (in millions)

$108,702

$106,632

$101,703

2007 2008 2009 2010

Total Stockholder Return**

18.67%

$112,084

Five-Year EPS*

2007 2008 2009 2010 2011

*Diluted earnings per share from continuing operations, as displayed above, excludes
adjustments for litigation charges (credits) net (“EPS”). For supplemental financial data and
corresponding reconciliation to U.S. generally accepted accounting principles (“GAAP"), see
Appendix A to this 2011 Annual Report. Non-GAAP measures should be viewed in addition t
and not as an alternative for, financial results prepared in accordance with GAAP.
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S&P 500 INDEX .

10 YEARS

**The percentages displayed represent total annualized stockholder return for each period presented, including the reinvestment of dividends.



Dear FeIIow Stockholders

| am pleased to report that McKesson de||vered another strong
performance in fiscal 2011, marked by outstanding execution

in Distribution Solutions, continued success in expandrng our
relationships with customers and suppliers, and near record Ievels
of capital deployment, including the $2.1 b||l|on acqursrtlon of us
Oncology our Iargest acqursrtron in a decade.

McKesson generated revenues of $112 1 b||||on and
exceeded expectations for both earnings and cash
flow. Earnings per diluted share from ‘continuing
operations (EPS) was $4.86, and cash from
operations was-$2.3 billion. We ended the year with -
cash and equivalents of $3.6 billion. Our strong cash
flow creates additional opportunities for the company
to create value for our customers,-suppliers and-*
stockholders. Our resilts in fiscat 2011 extend‘our:
track record of growing EPS, which 'we have |ncreased
ata13.9%c ompound annual growth rate srnce .
fiscal 2007. i i

Healthcare is an indispensable indus-try,:.Wit-_h--; .
spending projected to reach $4.3 trillion, or
approximately 20.3% of gross domestic product;’ -
by 2018, according to the Centers for Medicare

and Medicaid Servicés. Nevertheless, all segments
of healthcare face a wide array of business, care

and connectivity challenges, creating'significant
opportunities for McKesson to partner with its =~
customers in déeper and broader ways. Our fiscal - -
2011 performan’c"e reflects the clarity with which "~
we se€ the industry, the soundness of the strategy
we have developed to serve it, and-our success

in working with our customers to buiild healthier
organizations that deliver better, more cost-effective
care. We are uniquely positioned to help improve the
business and clinical performance of all sectors of
the healthcare system, leading to better results for’
our customers, better health for patlents and better
returns to our stockholders

We expect a comblnatron of |nterna| and external
factors to drive our ongoing success, ranging from
positive demographic trends-and a robust market
for generic medications, to our diversified solution
portfollo and fmanoal strength In’ the remalnder of

this Ietter I WI|| provrde more detail on these factors
and explain why they create new opportunities to
extend the company’s lead in healthcare services
and continue our track record of strong revenue.and
earnrngs growth ‘

Expanded Hea/thcare Needs of an

Aging Population

According to the Centers for Disease Control and
Prevention (CDC), the global population of péople 65
years and older continues to grow, driving increased’
demand for healthcare services and pharmaceuticals.
In the United States, this demographic segment is
expected to climb from 35 million people in-2000, -
or 12% of the -population, to 72 million people in-
2030, or-20% of the population. According to the -
CDC, healthcare costs for people over.65 are three
to five.times more than for those younger than 65.
The rise"in serious and chronic conditions; along

with advances in medical technologies, procedures
and'pharmaceuticals, fuels the need for the kind of -
improved, coordinated and streamlined healthcare
system McKesson supports in. partnership with -
customers in every sector.

Push for Access and Efficiency through
Healthcare Reform

Today’s public policy agenda supports greater access:
to healthcare and improved. efficiency, contributing to
the imperative for.a more cost-effective, connected. -
and automated healthcare system. Providers, * -
physicians, payers and pharmacies are focused -

.on achieving operational improvements, meeting

regulatory requirements, and preparing for the
clinical,financial and administrative complexities
associated with evolving integrated care models. "
These trends create additional demand for our:
solutions andexpertise in both our distribution and.

***Daluted earnings per share from contlnumg operatlons excludes ad]ustments for Imgatlon charges (credits) net ("EPS” ) For supplemental financial data and correspondmg reconcrllatlon toU.S.
generally accepted accounting principles (“GAAP"), see Appendix A to this 2011 Annual'Report.Non-GAAP measures should be viewed in addition to, and ‘not as an alternative for, financial results .

prepared in accordance with GAAP.



technology segments. We were pleased that our

key hospital clinical systems received government
certification in fiscal 2011 for Stage 1 Meaningful Use,
enabling our customers to pursue incentive funds
under the American Recovery and Reinvestment

Act (ARRA). The increased focus on improving

quality and providing greater access affords excellent - -

opportunltles for growmg our busnness

Robust Market for Generlc Med/catlons
According to IMS Health, generic medications have
experienced almost double-digit growth since 2005,
a trend expected to continue. McKesson purchases
generics as a single organization, while providing
tailored offerings for each customer segment. We
create value for customers and manufacturing -
partners through our. scale, distribution efficiency,
global sourcing initiatives and understanding of each
stakeholder’s individual requirements. McKesson is
among the largest buyers of generics in the United
States, and well positioned to benefit from the -
expanding use of generic medlcatlons

H/gher-Marg/n Busmesses in Fast—Growth Sectors
McKesson consistently uses its strong balance sheet
to acquire and build higher-margin.businesses in the
fast-growth sectors.of healthcare, and we combine

our diverse assets to generate additional value forour .

customers. Continuing this practice, our-acquisition
of US Oncology was a major highlight in fiscal 2011.
One of the largest oncology services companies in -
the United States, US Oncology serves more than
1,400 phy5|c1ans who treat over 850,000 patients
annually throughout the nation. This acquisition
strengthens -our position in specialty distribution and -
advances our ability to provide enhanced service
offerings to providers, manufacturers; payers and -
patients. :

Strength and Breadth.in Technology Offerings
Today'’s hospitals, payers, pharmacies and physician
practices face a broad set of challenges, including
new payment models, regulatory changes, increased
cost pressures and a higher:bar for quality. of care. -
Our technology solutions empower our customers to
overcome these obstacles; while creating stable and
recurring revenue streams for the company. McKesson
Provider Technologies provides a comprehensive suite -
of technology solutions to.hospitals and physician

- offices. Our RelayHealth division connects and .-
streamlines operations within and between care
settings, and our Health Solutions division combines
expert technology and evidence-based clinical
information to allow payers to manage financial,

administrative and dlinical processes and improve

. care quality. Our customer relationships will deepen
as we work closely together to lower medical and *
administrative costs and i |mprove care coordlnatlon
across. settlngs : i : v '

Success ln Drlvmg Cost Control and

Quality Improvements

McKesson uses Six Sigma process d:sapllne to reduce
costs-and continually i improve quality in every aspect.
of our business. We collaborate with suppliers

to develop joint process improvements.and have
extended Six Sigma consulting to our customers,
enabllng them to achieve higher levels of operational -
excellence and efficiency. We also drive down costs
in other ways, including our global sourcing program,
which coordinates and optimizes purchasing across
the various busmesses and geographles of I\/IcKesson.v

Strong, Stable Relatlonsh/ps Wlth

Manufacturing Partners , -

Over McKesson's long and successful hlstory, we

have built excellent relationships with our vbran_ded
manufacturing partners through a combination of
best-in-class distribution and marketing services..

Our adherence and comphance programs, for .
example, help patients stay on their prescrlbed
medications, resulting in better. health.outcomes and
incremental revenue for our manufacturing partners,
our customers and McKesson. Further, our strong.
relationships with our manufactunng partners enable
usto earn steady levels of compensation and expand -
margins. We will continue to develop innovative-, -
programs that support our partners’ business and.
clinical strategies, while remaining laser-focused
on providing the most efficient, cost-effective and
reliable distribution services in the lndustry

Financial Strength and FIex:b/I/ty
Our strong balance sheet and cash flow. allow us

to deploy capital to optimize the performance of

our existing portfolio, lay the foundation for future
growth and provide our stockholders with both short

- and long-term returns. In fiscal 2011, we repurchased



$2.1 billion of common stock, paid $171 million in
dividends (reflecting a 50% dividend increase), made
$388 million in internal investments and completed
the $2.1 billion purchase of US Oncology. We plan
to maintain our portfolio approach in fiscal 2012. In
April 2011, our board authorized the repurchase of
an additional $1 billion of common stock, bringing
the total authorization to approximately $1.5 billion,
and approved a new policy increasing our quarterly
dividend from $0.18 to $0.20 per share. These
actions demonstrate our confidence in our business
and the stability of our future cash flow.

Summary and Outlook

Looking ahead, we expect the forces that have
produced attractive market conditions for McKesson
will continue in fiscal 2012. Access, quality and cost
will remain critical healthcare challenges over the -
next five years, compelling providers, manufacturers
and payers to seek broad solutions that enable
them to improve financial, clinical and operational
performance. Against this backdrop, we see the
following positive trends in the core areas that drlve
McKesson’s financial success: :

* Growing market for pharmaceuticals and medical
supplies, with particular opportunities to expand -
our generics business and address the nearly
$300 billion untapped market opportunity created
by poor medication adherence.

* Expanding use of healthcare information
technology, driven by ARRA, the need to integrate
business and clinical processes, and the pressure
on all stakeholders to improve efficiency.

* Accelerating demand for connectivity solutions,
spurred by the need to coordinate care across
settings, optimize financial performance and
improve quality.

industry Leadershlp

“We are uniquely positioned to heip
improve the business and clinical
performance of all sectors of the
healthcare system, leading to better
results for our customers, better
- health for patients and better returns
to our stockholders "o

Making the business of healthcare run better by
improving the health and vitality of our customers
and supplier partners remains our core focus. We
know that every improvement in the operation,
infrastructure and delivery of care increases safety,
reduces costs and improves outcomes. Our leadership
in these areas delivers value to our stockholders, and
most importantly, leads to better health for all.

On behalf of the Board of Directors and our 36,400
dedicated employees, thank you for your commitment
to McKesson.

John H. Hammergren
Chalrman President and Chief Executive Officer
- McKesson Corporation

In March 2011, McKesson was rated among, the world s most admlred compames in healthcare by FORTUNE Magazine -
for the second year in a row: Currently ranked- 15th on the Fortune 500, McKesson is:

* #1 in pharmaceutical distribution in.the U.S. and Canada

* #1 in pharmaceutical distribution for generic pharmaceuticals

* #1 in medical-surgical distribution to alternate care sites
* #1 in medical management and claims auditing
* #2 in speciafty distribution and services



FOR BETTER HEALTH

McKesson helps its McKesson Brings

customers build healthier Healthcare Together
McKesson makes better care possible

organizations that } , :

. by connecting stakeholders, integrating
deliver better care to systems, streamlining processes and
patients in every setting. * improving information flow, which
reduces waste, improves safety and frees
healthcare prowders to focus more fully
. on patlent care.

' Building the Infrastructure for

Personalized Medicine

M C KE S S 0 N . h:our ‘Advanced Diagnostics

- Management (ADM) offering, we are

making. the promise of personalized

.- medicine a‘reality: By combining our

lndustry-leadmg InterQual clinical

with'intelligent, Web-based

i ';’deasuon tools; ADM: helps physicians -
. select the most.effective tests for

, their: patlents wihile enabling payers to

- fmake coverage rulés transparent so all

3 keholders understand which tests are

McKesson Helps Deliver Better Care

As one of the largest providers of healthcare services and
information technology. in North America, we work with
pharmacies, physician practices, hospitals and-payers to-reduce
medication errors, standardize care protocols, and provide :
caregivers with the knowledge and tools they need to prowde the;
best possible care, every time. ) . e e

Empowering Pharmacists to Spend More Tlme

Caring for Patients

McKesson's partnership with more than 26,000 U.S. retail
pharmacy locations allows those pharmacists to get out from
behind the counter and spend more time counseling patients.
Our generics purchasing programs, managed-care services, and
pharmacy systems and automation solutions enable pharmacists
to overcome key business challenges, and our medication therapy
management, clinical counseling and adherence programs help
them to provide improved.clinical support. The result is win-win:
enhanced business performance for our customers and better
outcomes for patients.
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McKESSON CORPORATION
PART I
Item 1. Business
General

McKesson Corporation (“McKesson,” the “Company,” the “Registrant” or “we” and other similar pronouns), is
a Fortune 15 corporation that delivers medicines, pharmaceutical supplies, information and care management
. products and services de51gned to reduce costs and improve quahty across the healthcare industry.

The Company s ﬁscal year begins on Apr11 1 and ends on March 31. Unless otherwise noted, all references in
this document to a particular year shall mean the Company’s fiscal year. :

Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act-of
1934, as amended (the “Exchange Act,”) are available free of charge on our website (www.mckesson.com under the
“Investors — Financial Information — SEC Filings” caption) as soon as reasonably practicable after we electronically
file such material with, or furnish it to, the Securities and Exchange Commission '(“SEC” or the “Commission”).
The content on any website.referred to in this Annual Report on Form 10-K is not 1ncorporated by reference into this
report, unless expressly noted otherwise.

The public may also read or copy any materials that we file with the SEC at the SEC’s Public Reference Room
at 100 F Street, NE, Washington, D.C. 20549. The public may obtain information on the operation of the Public
Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains a website that contains reports, proxy
and information statements, and other information regarding issuers, 1nclud1ng the Company, that file electronlcally
with the SEC. The address of the website is http://www.sec.gov.

Business Segments

We operate in two segments. The McKesson Distribution Solutions segment distributes ethical and proprietary
drugs, medical-surgical supplies and equipment and health and beauty care products throughout North-America.
This segment also provides specialty pharmaceutical solutions for biotech and pharmaceutical manufacturers, sells
financial, operational and clinical solutions for pharmacies (retail, hospital, alternate site) and provides consulting,
outsourcing and other services. This segment includes a 49% interest in Nadro, S.A. de C.V. (“Nadro™), one of the
leading pharmaceutical distributors in Mexico, and a 39% interest in Parata Systems, LLC (“Parata”), which sells
automated pharmacy and supply management systems and services to retail and institutional outpatient pharmacies.

The McKesson Technology Solutions segment delivers enterprise-wide clinical, patient care, financial, supply
chain, strategic management software solutions, pharmacy automation for hospitals, as well as connectivity,
outsourcing and other services, including remote hosting and managed services, to healthcare organizations. This
segment also includes our Payer group of businesses, which includes our InterQual® clinical criteria solution,
medical management tools, claims payment solutions and care management programs. The segment’s customers
include hospitals, physicians, homecare providers, retail pharmacies and payers from North America, the United
Kingdom, Ireland, other European countries and Israel.

Net revenues for our segments for the last three years were as follows: :

(Dollars in billions) ..~ - o 2011 2010 , 2009

Distribution Solutions : oo $ 1089 97% $ 1056 97% $ 103.6 97%
Technology Solutions 3.2 3% 3.1 3% 3.0 3%

Total . $ 112.1 100% $§ 108.7 100% $ 106.6 100%



McKESSON CORPORATION
Distribution Solutions

McKesson Distribution Solutions consists of the following businesses: U.S. Pharmaceutical Distribution,
McKesson Canada, Medical-Surgical Distribution, McKesson Pharmacy Systems and Automation and McKesson
Specialty Care Solutions. This segment also includes our 49% interest in Nadro and 39% interest in Parata.

U.S. Pharmaceutical Distribution: -~ This business supplies pharmaceuticals and/or other healthcare-related
products to customers in three primary.customer channels: (1) retail national accounts (including national and
regional chains, food/drug combinations, mail order pharmacies and mass merchandisers); (2) independent retail .
pharmacies; and (3) institutional healthcare providers (including hospitals, health systems, integrated delivery
networks, clinics and alternate site providers). This business also provides solutions and services to pharmaceutical
manufacturers.

Our U.S. pharmaceutical distribution business operates and serves. thousands. of customer locations through a
network of 28 distribution centers, as well as a primary redistribution center, a strategic redistribution center and two
repackaging facilities, serving all 50 states and Puerto Rico. We invest in technology and other systems at all of our
distribution centers to enhance safety, reliability and provide the best product availability for our customers. For
example, in all of our distribution centers we use Acumax® Plus, an award-winning technology that integrates and
tracks all internal inventory-related functions such as receiving, put-away and order fulfillment. Acumax®-Plus
uses bar code technology, wrist-mounted computer hardware and radio frequency signals to provide customers with -
real-time product availability and 1ndustry-leadmg order quality and fulfillment in excess of 99.9% adjusted
accuracy. In addition, we offer Mobile Manager®™, which integrates portable handheld technology w1th Acumax®
Plus to give customers complete ordering and 1nventory control. We also offer McKesson Connect™, an Internet-
based ordering system that provides item lookup and real-time inventory-availability as well as ordermg, purchasmg,
thud—party reconciliation and account management functionality. Together, these features help -ensure customers
have the right products at the right time for their facilities and patients.

To maximize distribution efficiency and effectiveness, we follow the Six Sigma methodology — an analytical
approach that emphasizes setting high-quality ob]ectlves collecting data and analyzing results to a fine degree in
order to improve processes, reduce costs and minimize errors. We continue to implement information systems to
help achieve greater consistency and accuracy both 1nternally and for our customers.

The major offerings of the McKesson U. S Pharmaceutical Dlstnbutlon business by customer group can be
categorized as retail national accounts, independent retail pharmacies and institutional healthcare providers.

< Retail National Accounts — Business solutions that help nétional account customers increase revenues and
profitability. Solutions include:

e Central Fill™ — Prescription refill service that enables pharmac1es to more quickly refill prescnpt1ons
remotely, more accurately and at a lower cost, while reducing inventory levels and i improving customer service.
¢ Redistribution Centers — Two facilities totaling over 500 thousand square feet that offer access to inventory for
- single source warehouse purchasing, including pharmaceuticals and biologicals. These distribution centers also
“provide the foundation for a two-tiered distribution network that supports best-in-class direct store delivery.
¢ EnterpriseRx® — A fully integrated and centrally hosted pharmacy management solution (software as a
service model). EnterpriseRx® centralizes data, reporting, pricing and drug updates, providing the operational
control, visibility and support needed to reduce costs and streamline administrative tasks.
e RxPak®™ — Bulk-to-bottle repackaging service that leverages our purchasing scale and supplier relationships to
provide pharmaceuticals at reduced prices, help increase inventory turns and reduce working capital investment.
e Inventory Management — An integrated solution comprising forecasting software and automated replenishment
technologies that reduce inventory-carrying costs. -
* . McKesson OneStop Generics® — Generic pharmaceutical purchasmg program that helps phanna01es maximize
their cost savings with a broad selection of generic drugs, low pricing and one-stop shopping.



McKESSON CORPORATION

Independent -Retail Pharmacies — Solutions for. managed care contracting, ‘branding and advertising,
merchandising, purchasmg, operational. efficiency and automation that help 1ndependent pharmacists focus on
patlent care while i 1mprov1ng proﬁtablhty Solutions include: o

. Health Mart® —Health Mart® is a natlonal network of more than 2,700 1ndependently—owned pharmacies and
is one of the industry’s most comprehensive pharmacy franchise programs.” Health Mart® provides franchisees
with managed care .that drives pharmacy benefit manager recognition,. branding that drives consumer
recognition, in-store programs that drive manufacturer and payer recoghition: .and community advocacy
programs that drive industry recognition. Health Mart® helps franchrsees grow their businesses by focusing on
the three principles of successful retailing: :

—  Attract new-customers;
~ ' Maximize the value of current customers and
. —- Enbance business efficiency. : Loy -

o . AccessHealth® — Comprehensive managed care and reconc111at10n ass1stance services that help mdependent
pharmacies save time, access compet1t1ve reimbursement rates and improve cash flow. .

e McKesson ‘Reimbursement Advantage™ (“MRA”) — MRA is one of the industry’s most comprehenswe
reimbursement opt1mlzat1on packages comprising ﬁnanc1al services (automated claim resubm1ss1on) analytrc
services and customer care. e :

e.  McKesson OneStop Generics® — described above.. -

EnterpriseRx® — described above. .
Sunmark® — Complete line of more than 1,000 products that provide retail independent pharmacies. with
value-priced alternatives to national brands.

e FrontEdgé™ — Strategxc planning; merchandlsmg and price mamtenance program that helps 1ndependent

* pharmacies maximize store proﬁtablhty

o McKesson Home Health Care - Comprehensive line of more than' 1,800 home health care products, including
durable medical equipment, drabetes supphes self -care supphes and dlsposables from nationat brands and the
Sunmark® line.

e Central Fill™ -- described above.

Institutional Healthcare Providers — Electronic ordering/purchasing and supply chain management systems that
help customers 1mprove ﬁnanc1a1 performance increase operatlonal efﬁcrenc1es and deliver better patient care.
Solutions include:

. McKesson Pharmacy Optlmlzatron® - An expenenced group . of pharmacy profess1onals prov1d1ng consultlng
services and pharmacy practice resources. McKesson Pharmacy Optimization® develops customized and
quantifiable solutions that help hospitals create and sustain financial, operational and clinical results.

e . Fulfill-Rx®™ — Ordering and inventory management system that integrates McKesson pharmaceutlcal
distribution services with our automation solutions, thus empowering hospitals to optimize the often

4 comphcated and disjointed processes related to unit-based cabinet replenishment and inventory management.

e  Asset Management — Award-winning inventory optimization and purchasing management program that helps'

- institutional providers lower costs while ensuring product avarlablhty

e SKY Packaging — Bllster-format packaging containing the most widely prescribed dosages and strengths in
generic oral-solid medications. SKY Packaging enables acute care, long-term care and institutional pharmacies
to provide cost-effective, uniform packaging.

e McKesson OneStop Generics® — Generic pharmaceut1cal purchasing program that enables acute care
pharmacies to capture the full potential of purchasing generic pharmaceuticals. The Long—Term Care OneStop

_ Generics program allows a long-term care pharmacy to capture savings on generic purchases.

e McKesson 340B Solution Suite — Solutions that help providers manage, track and report on medication
replemshment associated with the federal 340B Drug Pricing Program.

¢  High Performance Pharmacy® — Framework that identifies and categorizes hospital pharmacy best practices to
help improve clinical outcomes and financial results. The High Performance Pharmacy Assessment Tool
enables, hospital pharmacies to measure against comparable institutions and chart a step-by-step path to high
performance :
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McKesson Canada: * McKesson Canada, a- wholly-owned subsidiary, is one of the largest pharmaceutical
distributors in Canada. McKesson Canada, through its network of 17 distribution centers, provides logistics and
distribution to more than 800 manufacturers — delivering their products to retail pharmacies, hospitals, long-term
care centers, clinics and institutions throughout Canada. Beyond pharmaceutical distribution, logistics and order
fulfillment, McKesson Canada-has automated over 2,500 retail pharmacies and is also active in hospital automation
solutions, dispensing more than 100 million doses each year. In partnership with other McKesson businesses,
McKesson Canada provides:-a. full range of services to Canadian manufacturers and- healthcare providers,
contributing to the quahty and safety of care for patients.

Medical- Surgical Distribution:  This business provides medical-surgical supply d1str1but10n equlpment
logistics and other services to healthcare providers including physicians’ offices, surgery centers, extended care
facilities, homecare and occupational health sites through a network of 28 distribution centers within the U.S. This
business is a leading provider of supplies to the full range of alternate-site healthcare facilities, including physicians’
offices, clinics and surgery centers (primary care), long-term care, occupational health facilities and homecare sites
(extended care). Through a. variety of technology products and services geared towards the supply chain, our
Medical-Surgical Distribution business is focused on helping its customers operate more efficiently while providing
one of the industry’s most extensive. product offerings, including our own private label line. This business also
includes ZEE® Medical, one of the most extensive product offerings in the industry of first aid, safety and training
solutions, prov1d1ng services to industrial and commercial customers. This business offers an extensive line of
products and services aimed at maximizing productivity and minimizing the liability. and cost associated with
workplace illnesses and injuries. ;

McKesson. Pharmacy Systems. and Automation: This busmess supphes integrated. pharmacy management
systems, automated dispensing systems and related services to retail, outpatlent .central fill, specialty and mail order
pharmacies. Its primary offering is EnterpriseRx®, a fully integrated and centrally hosted pharmacy management
solution (software as a _service model). EnterpriseRx® centralizes data, reporting, pricing and drug updates,
providing the operatronal control, visibility and support needed to reduce costs and streamline administrative tasks.
We also own a 39% interest in Parata, which sells automated pharmacy and supply management systems and
services to retail and institutional pharmacies.

- McKesson Specialty Care Solutions: This business provides solutions for patients with complex diseases and
advances specialty care by facilitating collaboration among healthcare providers, drug manufacturers and payers
through our expertise in specialty drug distribution and commercialization support. The business provides direct-to-
physician specialty distribution services ensuring specialty drugs are received in manufacturer recommended
conditions. - This business also offers our industry leading Lynx® integrated technologles and clinical tools, which
help provider organizations to 1mprove their inventory management, business efficiencies and reimbursement
processes. The business also works with rnanufacturers to optimize delivery of complex medication to patients
through custom distribution and safety programs that support appropriate product utilization, as well as the
development and management of reimbursement and patient access programs that help patients to gain cost effective
access to needed therapies. On December 30, 2010, we acquired US Oncology Holdings, Inc. (“US Oncology™) of
The Woodlands, Texas, an integrated oncology company, which expands our existing spemalty pharmaceutical
distribution business and adds practice management services for oncologists.  US Oncology is affiliated with
community-based oncologists, and works with patients, hosprtals payers and the broader medlcal industry across all
phases of the cancer research and delivery continuum.

Technology Solutions :

Our Technology Solutions segment provides a comprehensive portfolio of software, automation, support and
services to help healthcare organizations improve quality and patient safety, reduce the cost and variability of care
and better manage their resources and revenue stream. This segment also includes our InterQual® clinical criteria
solution, medical management tools, -claims payment solutions and care mariagement programs. Technology
Solutions markets its products and services to integrated delivery networks, hospitals, physician practices, home
healthcare providers, retail pharmacies and payers. Our solutions and services are sold internationally through
subsidiaries and/or distribution agreements in Canada, the United Kingdom, Ireland, other European countries and
Israel.



McKESSON CORPORATION

- The product portfolio for the Technology Solutions segment is designed to address a wide array of healthcare
clinical and business performance needs ranging from medication safety and information access.to revenue cycle
management, resource utilization and physician adoption of electronic health.records: (“EHR”). - Analytics :software
enables organizations to measure. progress as they automate care processes for optimal clinical outcomes, business
and operating results and regulatory compliance. To ensure that organizations achieve the:maximum value for their
information technology investment, we also offer-a wide range of services to support the implementation and use-of
solutions as well as assist with business and clinical redesign, process re- engmeermg and stafﬁng (both information
technology and back-office).

Key solution areas are as follows:

Clinical and financial management: We provide comprehensive. clinical and financial information systems. for
hospitals and health systems of all sizes. These systems are designed to improve the safety and quality of patient
care and improve clinical, financial and operational performance. Clinical functionality includes a data repository,
care planning, physician order entry and documentation, nursing documentation with bar-coded medication
administration, laboratory, radiology, pharmacy, surgical management, emergency department and ambulatory EHR
systems, a Web-based physician portal and a comprehensive solution for homecare. Revenue management solutions
are designed to imiprove financial performance by reducing days in accounts receivable, preventing insurance claim
denials, reducing costs -and improving productivity. Solutions:include online patient billing, contract management,
electronic claims processing and coding compliance checking. These solutions streamline patient access and help
organizations to forecast financial responsibility for constituents before -and during care, allowing providers to
collect their reimbursements more quickly and at a lower cost. :

-Enterprise imaging: -In addition to document imaging to facilitate maintenance and access to complete medical
records, we: offer medical -imaging and information management systems for healthcare enterprises, including a
picture- archiving communications system, a radiology information system and a comprehensive cardiovascular
information system. Our enterprise-wide approach to medical imaging enables organizations to take advantage of
specialty-specific workstations while building an integrated image repository that manages all of the images and
information captured throughout the care continuum.

Performance management: Performance management solutions are designed to enhance an organization’s
ability to plan and optimize quality care delivery. Enterprise visibility and performance analytics provide business
intelligence that enables providers to manage capacity, outcomes, productivity and patient flow.. Workforce
management solutions assist caregivers with staffing and maintaining labor rule continuity between scheduling, time
and attendance and payroll. A comprehensive supply chain management solution integrates enterprise resource
planning applications, 1nclud1ng financials, materials, human resources/payroll ‘with scheduling, pomt of use,
surgical and anesthesia services and enterprise-wide analyt1cs

Automation: Automation solutions inc'hid'e technologies that help hospitals re-engineer and improve their
medication use processes. Examples include centralized pbarmacy automation for dispensing unit-dose
medications, unit-based cabinet technologies for secure medication storage and rapld retriéval and an anesthesia cart
for dispensing of medications in the operating room. Based on a foundation of bar-code scanning technology, these
1ntegrated solutions are de51gned to reduce errors and bring new, levels of safety to patients.

Physician practice solutions: We pr0v1de a complete solution for phys101an practices of all sizes that 1ncludes
software, revenue cycle outsourcing and connectivity services. Software solutions include practice management and
EHR software for physicians of every size and specialty. Our physician practice offering also includes outsourced
billing and collection services as well as services that connect physicians with their patients, hospitals, retail
pharmacies and payers. Revenue cycle outsourcing enables physician groups to avoid the infrastructure investment
and administrative costs of an in-house billing office. Services include clinical data collection, data input, medical
codmg, billing, contract management, cash collections, accounts recelvable management and extensive reporting’ of
metncs related to the phys1c1an practice.
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Connectivity: Through our vendor-neutral RelayHealth® and its intelligent network, the Company provides
health information exchange and revenue cycle management . solutions that streamline clinical, financial and
administrative: communication between ®patients, providers, payers, pharmacies, ‘manufacturers, government and
financial institutions. RelayHealth® helps.to accelerate the delivery of -high-quality care and improve financial
performance through-online consultation of physicians by patients, electronic prescribing by physicians, point-of-
service resolution of pharmacy claims by payers, pre-visit financial clearance of patients by providers and post-visit
settlement of provider: bills by payers and patients. RelayHealth® securely processes more than 14.8 billion
financial and clinical transactions annually. : . o

In addition to the product offerings described above, Technology Solutions offers a comprehensive range of
services to help organizations derive greater value, enhance satisfaction and return on investment throughout the life
of the solutions implemented: The range of services includes: - o :

. Technology Services: Technology services supports the smooth operation of numerous: organizations’
information ‘'systems by providing the technical. infrastructure designed to maximize application accessibility,
availability, security and performance. : . ‘ :

OQutsourcing Services: ‘With these services, we help providers focus their resources on healthcare while their
information technology or: operations are supported through managed services, including outsourcing.. Service
options include remote hosting, managing hospital data processing operations, as well as strategic. information
systems planning and management, revenue.cycle processes, payroll processing, business office administration and
major system conversions. ' :

Professional Services: Professional services help customers achieve business results from their software or
automation investment. A wide array of service options is available, including consulting for business and/or
clinical process improvement and re-design as well as implementation, project management, technical and education
services relating to all products in the Technology Solutions segment. ' o

Payer Group: The following suite of services and software products is marketed to payers, hospitals and
government organizations to help manage the cost and quality of care:

e - Disease management programs to improve the health status and health outcomes of: patients with chronic
conditions; ' : '
" Nurse advice services to provide health information and recommend appropriate levels of care; ~
Clinical and analytical software to support utilization, case and disease management workflows;
Business intelligence tools for measuring, reporting and improving clinical and financial performance; :
InterQual® Criteria for clinical decision support and utilization management; and '
Claims payment solutions to facilitate accurate and efficient medical claim payments.

Business Combinations and Discontinued Operation

We have undertaken strategic initiatives in recent years designed to further focus on our core healthcare
businesses and enhance our competitive position. We expect to continue to undertake such strategic initiatives in
the future. These initiatives are detailed in Financial Notes 2 and 6, “Business Combinations” and “Discontinued
Operation,” to the consolidated financial statements appearing in this Annual Report on Form 10-K.

Competition

. Inevery area of healthcare distribution operations, our Distribution Solutions segment faces strong competition,
both in price and service, from national, regional and local full-line, short-line and specialty wholesalers, service
merchandisers, self-warehousing chains, manufacturers engaged in direct distribution, third-party _logistics
companies and large payer organizations. In addition, this segment faces competition from various other service
providers and from pharmaceutical and other healthcare manufacturers as well as other potential customers of the
segment, which may from time-to-time decide to develop, for their own internal needs, ‘supply management
capabilities that would otherwise be provided by the segment. Price, quality of service, and in some cases,
convenience to the customer are generally the principal competitive elements in this segment,
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- Our Technology Solutions segment. experiences substantial competition from many firms, including other
software services firms, consulting firms, shared service vendors; certain hospitals and hospital groups, payers, care
management .organizations, hardware vendors:-and :internet-based companies with technology applicable to. the
healthcare industry. Competition varies.in size from small to large companies, in geographical:coverage and in
scope and breadth of products and services offered.

Intellectual Property Doy

The principal, trademarks and .service marks of the D1str1but10n Solutrons segment 1nc1ude AccessHealth®
Acumax®, . Central Fill®™, Closed Loop Distribution™™, Cypress™, Cypress Plus®, Edwards Medical Supply®,
Empowering Healthcare®, EnterpriseRx®, Expect. More From Moore™™, FrontEdge™, Fulfill-Rx™, Health Mart®,
High Performance Pharmacy®, LoyaltyScript®, Lynx®, Max Impact®, McKesson®, McKesson Advantage™
, - McKesson Connect™, McKesson Empowering Healthcare®, McKesson High Volume Solutions™, McKesson Max
Rewards®, McKesson OneStop Gererics®, McKesson Pharmacy Central™, McKesson Pharmacy Optimization®,
L McKesson Priority Express OTC™; McKesson Reimbursement Advantage™, McKessonSupply Manager™,
MediNet™, Medi-Pak®, Mobile Manager®™, Moore. Medical®, Moorebrand®, Northstarx®, Onmark®,: OTN®,
Pharma360®, - PharmacyRx™,  Pharmaserv®, RX Pak™, RxOwnership®, ServiceFirst™, Staydry®, Sterling
Medical Services®, Sunmark®, The.Supply Experts®, Supply Management OnlineSM,-.TriaIScript®, Valu-Rite®,
XVIII-B Medi Mart®, Zee Medical Service®, ZEE®, US Oncology®, . United We: Win™, ‘Triangle Design®,
AccessMed®, OncologyRx:Care Advantage®, Oncology T.odaySM, Nexcura®, Innovent®, Comprehensive Strategic
Alliance (CSA)SM, Advancing Cancer Care in America®, iKnowMed™, Accessmed®, CaresRx>™, Research &
Education®, Heal Living Well After Cancer®, Heart Profilers & Design®, Iknowchart™, Oncology Today
Translg&ng Knowledge Into Cancer Care®, RadmapTM Selectplus Oncology® US Cancer, Alhance , and Market
Focus :

Thev sub‘stantial ‘majority of technical concepts and codes embodied‘in‘ our Technology: Solutions segment’s
computer programs and: program.documentation are protected as trade secrets. The principal trademarks and service
marks for this segment are: AcuDose-Rx®, ANSOS One-Staff™, Ask-A-Nurse®, Care Fully Connected™,
CareEnhance®, Connect-RN™, Connect-Rx®, CRMS™, DataStat®, ¢Premis®, Episode Profiler™, E-Script™,
Fulfill-Rx*, HealthQuestTM, Horizon Admin:Rx™, Horizon Clinicals®; -Horizon Enterprise . Reveénue
Management™, HorizonWP®, InterQual®, Lytec®, - MedCarousel®, --Medisoft®, ORSOS: . One-Call™,
PACMED™, PakPlus-RxTM Paragon®, Pathways 2000®, Patterns Profiler™, Per-Se™, Per-Se Technologies®,
PerYourHealth.com®, Practice Partner®, Premis®, Prolntercept®, ProMed®, ProPBM®, RelayHealth® ROBOT-
Rx®, SelfPace® ‘Series 2000™,; STAR 2000™, SupplyScanTM TRENDSTAR® and WeersrtTM ;

We also own other regrstered and unreglstered trademarks and. service: marks and similar nghts used by our
business segments. Many of the principal trademarks and service marks are registered in the Unitéd States, or
registrations have been applied for with respect to such marks, in addition to certain other jurisdictions. The United
States federal registrations of these trademarks have terms.of ten or.twenty years, depending .on date of registration,
and are subject to-unlimited renewals. We believe that we have taken all necessary steps to preserve the registration
and duration of our trademarks and service :marks, although- ne.assurance can be given that we will be .able to
successfully enforce or protect. our rights thereunder in the event ‘that they are subject to third-paity infringement
claims.. We do not consider any particular patent, license, franchise or concession to be material to our business.
We’also hold copyrlghts in, and- patents related to, many of our products. :

Other Information about the Busmess

Customers: Durmg 2011, sales to our ten largest customers accounted for approximately 51% of our total
consolidated revenues. Sales to our two largest customers, CVS Caremark Corporation (“CVS”) and Rite Aid
Corporation- (“Rite. ‘Aid”), accounted for approximately. 14% and .11% -of our total consolidated revenues. At
March 31, 2011, accounts receivable from our ten largest customers were approximately 43%  of total accounts
receivable. Accounts receivable from CVS, Wal-Mart Stores, Inc. (“Walmart™) and Rite Aid were approximately

13%, 10% and 9% of total accounts receivable. Substantially all. of these, revenues-and accounts receivable are
included in our Distribution Solutions segment : -
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: Suppliers:- We obtain pharmaceutical and other products from manufacturers, none of which accounted for
more. than approximately 7% of our purchases in 2011. The loss of a supplier could adversely affect our business if
alternate sources -of supply are unavailable. We believe that our relationships with our suppliers on the whole are
good. The ten largest suppliers in 2011 accounted for approximately 47%of our purchases.

A significant portion of our distribution arrangements with the manufacturers prov1des us compensatlon based
on a percentage of our purchases. In addition, we have certain distribution arrangements with branded
pharmaceutical manufacturers that include an inflation-based compensation component whereby we benefit when
the manufacturers increase their prices as. we sell our ex1st1ng inventory -at- the new higher prlces For these
manufacturers, a reduction in the frequency and magnitude of price increases, as well as restrictions in the amount of
inventory available to us, could have a materlal adverse impact on our gross profit-margin.

Research and Development Our development expendltures prlmarlly consist of our investment in software
held for sale. We.spent $471 million, $451 million and $438 million for development activities in 2011, 2010 and
2009 and of these amounts, we capitalized 14%, 17% and 17%. Development expenditures are primarily incurred
by our Technology Solutions segment. Our Technology Solutions segment’s product development efforts apply
computer technology and installation methodologies to specific information processing needs.of hospitals and other
customers. -We believe that a substantial and sustained commitment to such expenditures is important to the long-
tetm success of this business. Additional information regarding our development activities is included in Financial
Note 1, “Significant Accountmg Pohcles ” " to the consohdated financial statements appearmg in this Annual Report
on Form 10-K.

- Environmental Regulation Our operatlons are-'subject to regulation under various federal state local and
foreign laws concerning the environment, including laws addressing the discharge of pollutants into the air and
water, the management and disposal of hazardous substances and wastes and the cleanup of contaminated sites. We
could incur substantial costs, including cleanup costs, fines and civil or criminal sanctions and third- -party damage or
personal injury clalms 1f in the future we were to violate or become liable under environmental laws.

We are comm1tted to maintaining . comphance Wlth all enVIronmental laws apphcable to our operations,
products and services and to reducing.our environmental impact-across all aspects of our busmess We meet this
comrmtment through an environmental strategy and susta1nab111ty program. . . :

We sold our chemical distribution operatlons in 1987 and retained responsibility for certain environmental
obligations. Agreements with the Environmental Protection Agency and certain states 1may require environmental
assessments and cleanups at several closed sites. These matters are described further in Financial Note 17, “Other
Commitments and Contingent Liabilities,” to the consolidated ﬁnanmal statements appearing in th1s Annual Report
on Form 10-K: = : ‘ . :

" The liability- for env1ronmenta1 remedranon and other env1ronmental costs’ is accrued when the Company
consxders it probable-and can reasonably estimate the costs: Environmental costs‘and accruals, including that related
to our‘legacy chemical distribution operations, ‘are presently not material to our operations or financial position.
Although there 'is n6 assurance. that existing or future:environmental laws applicable to our operations or products
will not have a material adverse impact on our operations' or financial condition, we do not currently anticipate
material capital expenditures for environmental matters. - Other than the expected expenditures that may be required
in connection with our legacy chemical distribution operations, we do not anticipate making substantial capital
expenditures either for environmental issues, or to comply with environmental laws and regulations in the future.
The amount of our capital expenditures for environmental comphance was not material in 2011 and is not expected
tobe mater1a1 in the next year : o

Employees On March 31 2011, we employed approx1mate1y 36,400 persons compared to 32,500 .on March
31, 2010 and 2009. -

F inancial Informatzon About Forezgn and Domestzc Operations: Informatlon as to foreign and domestic
operations is included in Financial Notes 1 and 20, “Significant Accounting Policies” and' “Segments of Business,”
to the consolidated financial statements appearing in this Annual Report on Form 10-K.
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Forward-Looking Statements-

This Annual Report to Stockholders, including the Chairman’s 2011 letter, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” in Item 7 of Part II of this report and the “Risk Factors”
in Item: A of Part I of this report, contains forward-looking statements.within the meaning of section 27A of the
Securities Act of 1933, as amended and section 21E of the Securities Exchange Act of 1934, as amended. Some of
these statements  can be identified by. use of forward-looking words such as “believes,” “expects,” “anticipates,”
“may,” “will,” “should,” “seeks,”..“approximately,” “intends,” “plans” or “estimates,” or the negative of these
words, or other comparable terminology. The discussion of financial trends, strategy, plans or intentions may also
include forward-looking statements. Forward-looking statements involve risks and uncertainties that could cause
actual results to differ materially from those projected, anticipated, or implied. Although it is not possible to predict
or identify all such risks and uncertainties, they may include, but are not limited to, the factors discussed in Item 1A
of Part I of this report under “Risk Factors.” The reader should not consider the list to be a complete statement of all
potentlal risks.and uncertamtles A : : :

These and other risks and uncertainties are described herein and in other information contained in our publicly
available SEC filings and press releases. Readers are cautioned not to place undue reliance on these forward-
looking statements, which speak only as of the date such statements were first made. Except.to the extent required
by federal securities laws, we undertake no obligation to publicly release the result of any revisions to these forward-
looking -statements - to reflect: events or- c1rcumstances after the date hereof, or to- reﬂect the occurrence of
unantlc:lpated events: :

Item 1A . Rlsk Factors

.~ The risks described below could have a material adverse impact on our financial position, results of operations,
liquidity and cash flows. Although it is not possible to predict.or identify all such risks and uncertainties, they may
include, but are not limited to, the factors discussed below. Our business operations could also be-affected by
additional factors that are not presently known to-us or that we currently: consider not to be material to our
operations. The reader should not consider this list to be a:complete statement of all risks and uncertainties. --

We are subject to.legal proceedings that could have a material adverse impact on our financial position and
results of operattons : : :

From time-to—time and in the ordinary course of our business, we and certain of our subsidiaries may become
involved -in -various legal proceedings involving. antitrust, commercial, employment, environmental, intellectual
property, regulatory, tort and other various claims:. All such legal proceedings are inherently unpredictable, and the
outcome can result in excessive verdicts and/or injunctive relief that may affect how we operate our business or we
may enter into settlements of claims for monetary damages. In some cases, substantial non-economic remedies or
punitive damages: may besought: - For some complaints filed against the Company, we are currently unable to
estimate the amount of poss1ble losses that might be incurred should these legal proceedings be resolved agalnst the
Company. :

The outcome of litigation and other legal matters is always uncertain and outcomes that are not justified by the
evidence or existing law can occur.  The Company. believes that it has valid defenses to the legal matters pending
against it and is.defending itself vigorously. Nevertheless, it is possible that resolution of one or any combination. of
more than one legal matter could result in' a:material adverse impact on our financial position or results of
operations. For example, we are involved in a number of legal proceedings described in Financial Note 17, “Other
Commitments and Contingent Liabilities,” to the accompanying consolidated financial statements that could have
such an impact; including class actions and other legal proceedings alleging that we engaged in 111ega1 conduct that
caused average wholesale prlces to rise for certdin prescrlptxon drugs during spec1ﬁed penods C

L1t1 gatlon is costly, time-consuming and disruptive to normal busmess operatlons. The defense of these matters
could also result in continued diversion of our management’s time and attention away from business operations,
which could also harm our business. Even if these matters are not resolved against us, the uncertainty and expense
associated with unresolved legal proceedings could harm our business and reputation. For additional information
regarding certain of the legal proceedings in which we are involved, see Financial Note 17, “Other Commitments
and Contingent Liabilities,” to the accompanying consolidated financial statements.
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Changes in the United States healthcare industry and regulatory environment could have a material adverse
impact on our results of operations.

Our products and services are primarily intended to function within the structure of the healthcare financing and
reimbursement system: currently being used -in the United States. In recent years, the healthcare industry in 'the
United States has changed significantly in an effort to reduce costs. -These changes have included increased use.of
managed care, cuts in Medicare and Medicaid reimbursement levels, consolidation of pharmaceutical and medical-
surgical supply distributors and the development of large, sophisticated purchasing groups..” We expect the
healthcare industry in the United States to continue to change and for healthcare delivery models.to evolve in the

Changes in the healthcare industry’s or our pharmaceutical suppliers’ pricing, selling, inventory, distribution or
supply policies or.practices could significantly reduce our revenues and net income. Due to the diverse range of
healthcare supply management and healthcare information technology products and-‘services:that we offer, such
changes could have a material adverse impact on our results of operations, while not affecting some of our
competitors who offer a narrower range of products and services.: - : : PR

.+ The majority of our U.S. pharmaceutical distribution business” agreements with manufacturers are structured to
ensure that we are appropriately and predictably compensated-for the services we provide; however, failure to
successfully renew these contracts. in a timely and favorable manner could have a material adverse-impact on our
results of operations. In addition, branded price inflation can be the partial economic basis of some: of our
distribution business agreements with pharmaceutical manufacturers. If the frequency or rate of branded price
increases slows, it could have a material adverse impact on our results of operations. : : '

In addition, we also distribute generic pharmaceuticals, which. can be subject to both price deflation and price
inflation. Healthcare and public policy trends indicate that the number of generic drugs will increase over the next
few years as a result of the expiration of certain drug patents. In recent years, our financial results have improved
from our generic drug offerings. -An increase or a decrease in the availability- or changes in pricing trends or
reimbursement of these generic -drugs could have a material adverse impact on.our resuilts.of operations.

-~ Generic drug manufacturers are increasingly challenging the validity or enforceability. of patents on branded
pharmaceutical products. During the pendency of these legal challenges, a generics manufacturer may begin
manufacturing and selling a generic version of the branded product prior to the final resolution to its legal challenge
over the branded product’s patent. To the extent we source and «distribute such generic products launched “at risk,”
the brand-name company. could assert. infringement claims- against us. ‘While we generally obtain indemnification
against such claims from generic manufacturers as acondition of distributing their products, there can: be no

assurances that these rights will be adequate or sufficientto protectus. ~ = . . .. . & .. .

In recent years, the pharmaceutical suppliers have been subject to.increasing consolidation. As-a result, a small
number of very. large companies control a.significant share of the market. - Accordingly, we depend: on fewer
suppliers for our products and therefore we may be less able to negotiate price terms with suppliers. s

* Many healthcare organizations also have consolidated to create larger-healthcare enterprises with greater market
power. If this consolidation trend continues, it.could reduce the size of our target- market and .give the resulting
enterprises greater bargaining power, which may:lead to erosion of the prices for our preducts. and services. ‘In
addition, when healthcare organizations combine they often consolidate infrastructure including IT systems, which
in turn may erode our customer and revenue base. .- o St a— o

The healtheare industry is highly regulated, and further regulation of our distribution businesses and computer-
 related products and services could: impose increased .costs, negatively impact our profit margins and the profit
margins of our customers, delay the introduction or implementation of our new products, or otherwise negatively
impact.our business and expose the Company to litigation and regulatory investigations. s

¢
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Healthcare Fraud:. We are subject to extensive and frequently changing local, state. and federal laws and

‘regulations relating to healthcare fraud, and the federal government continues to strengthen its position-and scrutiny

over practices involving fraud affecting Medicare, Medicaid and other government healthcare programs. Our
relationships with pharmaceutical and medical-surgical product manufacturers and healthcare providers, as' well as
our provision of products and services to government entities, subject our business to laws.and regulations on fraud
and abuse, ‘which among: other things (1) ‘prohibit persons from soliciting, ‘offering, receiving.or paying any
remuneration in orderto induce the referral .of a patient for treatment or for inducing the ordering or purchasing. of
items or services that are in any way paid-for by Medicare, Medicaid or other government-sponsored healthcare
programs, (2) impose a number of restrictions:upon referring physicians and providers of designated health services
under Medicare and Medicaid programs, and (3) prohibit the knowing submission of a false or fraudulent claim for
payment to a federal health care program such as Medicare-and Medicaid. Many of the regulations applicable to. us,
including those relating to marketing incentives, are vague or indefinite and have not been interpreted by the courts.
They may be interpreted or applied by a prosecutorial, regulatory, or judicial authority in-a manner that could
require us to make changes: in-our opérations. If we fail‘to comply-with applicable laws and regulations, we could
suffer civil and criminal penalties, including the loss of licenses or our ability to participate in Medicare; Medicaid
and other federal and state healthcare programs.

:Reimbursements: Both our profit margins and the profit margins of our customers may be adversely affected by
laws:and regulations reducing reimbursement rates for. pharmaceuticals, medical treatments and related :services, or
changing the methodology by which reimbursement levels are determined. For example, the Patient Protection and
Affordable Care Act and the Health Care and Education: Reconciliation” Act. (collectively the “Affordable Care
Act”), signed into law in.2010, revised the federal upper limits. for Medicaid reimbursement for multiple source
generic drugs available for purchase by retail community pharmacies-on a nationwide basis to-a limit of not less than
175% of the ‘weighted average (determined on thé basis of utilization) of the most recently reported monthly average
manufacturer price (“AMP”) using a smoothing process. In addition, Medicare, Medicaid and the State.Children’s
Health Insurance Program (“SCHIP”) Extension "Act .of 2007 requires-the Centers for Medicare and Medicaid
Services (“CMS”) to adjust the calculation of the Medicare Part.B. drug average sales price (“*ASP”) to an actual
sales.volume basis. We expect that the use of-an AMP benchmark and the revised ASP calculations would result in
a reduction in the Medicaid reimbursement rates to our customers for.certain generic pharmaceuticals, which could
indirectly impact the prices that-we can charge our customers and cause corresponding declines in our profitability.
There can be no assurance that these changes would not have-a material adverse impact on our results of operations.

Operating, Security and Licensure Standards: We are subject to-the. operating and security standards of the
Drug Enforcement Administration (the “DEA”), the Food and Drug Administration (“FDA”),-various state boards of
pharmacy, state health departments, the U.S. Department of Health and Human Services (“HHS”), the CMS and
other comparable agencies. ' Certain of our businesses may-be required to register for permits.and/or licenses with,
and-comply with operating and security standards of the DEA, FDA, HHS, CMS, various state boards of pharmacy,
state health departments and/or comparable state agencies as well as foreign agencies and certain accrediting bodies,
depending upon the type of operations and location of product distribution, manufacturing and sale:. As-part of these
operating, security. and licensure :standards, we regularly receive requests for. information and -occasionally
subpoenas from government authorities. Although we believe that we are in compliance in all material respects with
applicable laws and regulations, there can be no assurance that a regulatory agency or tribunal would not reach a
different conclusion concerning the compliance of our operations with applicable laws and regulations. In addition,
there can be no assurance that we will be. able to maintain or renew existing permits, licenses or any other regulatory
approvals or ebtain without significant-delay future. permits, licenses or other approvals needed for:the operation of
our businesses. Any noncompliance by us with applicable laws and regulations or the failure to maintain; renew or
obtain necessary permits and licenses could have a material adverse impact on our results of operations.

. CL o . ) A . T .

Pedigree Tracking: There have been.increasing efforts by various levels of government agencies, including
state boards of pharmacy and comparable government agencies, to regulate the pharmaceutical distribution system
inorder to prevent the introduction of counterfeit, adulterated and/or mislabeled drugs into the pharmaceutical
distribution system (“pedigree tracking”). Certain states have adopted or are: considering laws and regulations that
are intended to protect the integrity of the pharmaceutical distribution system, while other government agencies are
curreritly evaluating their recommendations. - For example, Florida has adopted pedigree tracking requirements and
California has enacted a law requiring chain of custody technology using radio frequency taggmg and electromc
pedigrees, which will be effective for us in July-2016. " : :
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- Final regulations under the-federal Prescription Drug Marketing Act requiring pedigree and chain of custody
tracking in certain circumstances became effective December 1, 2006.- This latter regulation has been challenged in
a case brought by secondary distributors. A: preliminary injunction was issued by the United States District Court
for the Eastern District of New York that temporarily enjoined implementation of this regulation. This injunction
was affirmed by the Court of Appeals for the Second Circuitin July 2008. In December 2008, both parties agreed to
delay this litigation, pending the outcome of certain U.S. congressional legislative initiatives. In addition, the Food
and Drug Administration. Amendments Act of 2007 (“FDAA”), which went into effect on October 1, 2007, requires
the FDA to establish standards and identify and validate effective technologies for the purpose of securing the
pharmaceutical supply. chain against counterfeit drugs. . These standards may include any track-and-trace or
authentication technologies, such as radio frequency -identification devices and other similar technologies.. On
March 26,.2010, the FDA released the Serialized Numerical -Identifier (“SNI”) guidance for manufacturers who
serialize pharmaceutical packaging. We expect to be able to-accommodate these SNI regulations in our distribution
operations. Nonetheless, these pedigree tracking laws and regulations.could increase the overall regulatory burden
and costs associated with our pharmaceutical distribution business, and could have a material adverse impact on our
results of operations. - . - : : : - S

Privacy: State, federal and foreign laws regulate the confidentiality of sensitive personal information, how that
information may be used, and the circumstances under which such: information may be released. These regulations
govern the disclosure and use of confidential personal -and. patient medical record information and require the users
of such information to implement specified privacy and security measures. Regulations currently in-place, including
regulations governing electronic health data transmissions, contintie to evolve and are often unclear and difficult to
apply. Although our.policies, procedures and systems are being updated and modified to comply with the current
requirements of applicable state and foreign laws, including the Health Insurance Portability and: Accountability Act
of 1996 (“HIPAA”) and the Health Information Technology for Economic and Clinical Health (“HITECH”) Act
portion of the American Recovery and Reinvestment Act (“ARRA”) of 2009, evolving laws and regulations in this
area could restrict the ability of our customers to obtain, use ‘or disseminate patient information, or it .could require
us to incur significant additional costs to re-design our products in a timely manner, either of which could have a
material adverse impact on our results of operations. In addition, the HITECH Act expanded HIPAA privacy and
security requirements and increased financial penalties for violations. It also extended certain provisions .of the
federal privacy and security standards to us in o