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McKesson Reports Fiscal 2015 Second-Quarter Results
Release Date:
Tuesday, October 28, 2014 3:10 pm CDT

Terms:
Dateline City: 
SAN FRANCISCO

Revenues of $44.8 billion for the second quarter, up 36%.
Second-quarter GAAP earnings per diluted share from continuing operations
of $2.05, up 13%.
Second-quarter Adjusted Earnings per diluted share from continuing
operations of $2.79, up 21%.
Fiscal 2015 Outlook: Adjusted Earnings per diluted share of $10.50 to
$10.90.

SAN FRANCISCO--(BUSINESS WIRE [1])--McKesson Corporation (NYSE:MCK) today reported that revenues for the second quarter ended
September 30, 2014 were $44.8 billion, up 36% compared to $33 billion a year ago. On the basis of U.S. generally accepted accounting
principles (“GAAP”), second-quarter earnings per diluted share from continuing operations was $2.05 compared to $1.82 a year ago.

Second-quarter Adjusted Earnings per diluted share from continuing operations was $2.79, up 21% compared to $2.30 a year ago.

“McKesson delivered another quarter of solid results reflect ing strong execution across our business. We are very pleased with our
performance for the first  half of Fiscal 2015,” said John H. Hammergren, chairman and chief executive officer. “We continue to expect
Adjusted Earnings per diluted share from continuing operations of $10.50 to $10.90 for the fiscal year ending March 31, 2015.”

For the first  half of the fiscal year, McKesson generated cash from operations of $165 million, and ended the quarter with cash and cash
equivalents of $3.8 billion. During the first  half of the fiscal year, McKesson paid $115 million in dividends, had internal capital spending of $272
million, and spent $31 million on acquisit ions.

Segment Results

Distribution Solut ions revenues were $44 billion, up 37% for the quarter on a reported and constant currency basis, mainly driven by the
contribution from our acquisit ion of Celesio and market growth.

North America pharmaceutical distribution and services revenues, which include results from U.S. Pharmaceutical, McKesson Canada and
McKesson Specialty Health, were up 14% as reported and 15% on a constant currency basis for the quarter, reflect ing continued demand for
two recently launched drugs for the treatment of Hepatit is C, market growth and our mix of business.

International pharmaceutical distribution and services revenues were $7.3 billion, an increase of 4% on the underlying results of Celesio on a
constant currency basis.

Medical-Surgical distribution and services revenues were up 4% for the quarter, driven by market growth.

In the second quarter, Distribution Solut ions GAAP operating profit  was $793 million and GAAP operating margin was 1.80%. Second-quarter
adjusted operating profit  was $1,063 million and the adjusted operating margin was 2.42%.

Technology Solut ions revenues were $770 million, down 6% in the second quarter compared to the prior year, driven by anticipated revenue
softness from the Horizon clinical software platform and the planned elimination of a product line, part ially offset by growth in other
technology businesses. GAAP operating profit  was $125 million for the second quarter and GAAP operating margin was 16.23%. Adjusted
operating profit  was $139 million for the second quarter and adjusted operating margin was 18.05%.

Fiscal Year 2015 Outlook

McKesson expects Adjusted Earnings per diluted share from continuing operations between $10.50 and $10.90 for the fiscal year ending
March 31, 2015, based on an updated exchange rate of $1.31 per Euro, which excludes the following GAAP items:

Amortizat ion of acquisit ion-related intangible assets of $1.32 per diluted share.

Acquisit ion expenses and related adjustments of 57 cents per diluted share.

LIFO inventory-related charges of 97 cents to $1.07 per diluted share.

Adjusted Earnings

McKesson separately reports financial results on the basis of Adjusted Earnings. Adjusted Earnings is a non-GAAP financial measure defined as
GAAP income from continuing operations, excluding amortizat ion of acquisit ion-related intangible assets, acquisit ion expenses and related
adjustments, certain lit igation reserve adjustments, and Last-In-First-Out (“LIFO”) inventory-related adjustments. A reconciliat ion of
McKesson’s financial results determined in accordance with GAAP to Adjusted Earnings is provided in Schedules 2, 3 and 4 of the financial
statement tables included with this release.

Risk Factors

Except for historical information contained in this press release, matters discussed may constitute “forward-looking statements” within the
meaning of Section 27A of the Securit ies Act of 1933 and Section 21E of the Securit ies Exchange Act of 1934, as amended, that involve risks
and uncertaint ies that could cause actual results to differ materially from those projected, anticipated or implied. These statements may be
identified by their use of forward-looking terminology such as “believes”, “expects”, “anticipates”, “may”, “will”, “should”, “seeks”,
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“approximately”, “intends”, “plans”, “est imates” 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. It  is not possible to predict or identify all such risks and
uncertaint ies; however, the most significant of these risks and uncertaint ies are described in the company’s Form 10-K, Form 10-Q and Form
8-K reports filed with the Securit ies and Exchange Commission and include, but are not limited to: changes in the U.S. healthcare industry and
regulatory environment; changes in the Canadian healthcare industry and regulatory environment; changes in the European regulatory
environment with respect to privacy and data protection regulat ions; managing foreign expansion, including the related operating, economic,
polit ical and regulatory risks; the company’s ability to successfully identify, consummate, finance and integrate acquisit ions; material adverse
resolut ion of pending legal proceedings; exposure to European economic condit ions, including recent austerity measures taken by certain
European governments; competit ion; substantial defaults in payment or a material reduction in purchases by, or the loss of, a large customer
or group purchasing organization; the loss of government contracts as a result  of compliance or funding challenges; public health issues in the
U.S. or abroad; malfunction, failure or breach of sophist icated internal information systems to perform as designed; the adequacy of
insurance to cover property loss or liability claims; the company’s failure to attract and retain customers for its software products and
solut ions due to integration and implementation challenges, or due to an inability to keep pace with technological advances; the company’s
proprietary products and services may not be adequately protected, and its products and solut ions may be found to infringe on the rights of
others; system errors or failure of our technology products and solut ions to conform to specificat ions; disaster or other event causing
interruption of customer access to data residing in our service centers; the delay or extension of our sales or implementation cycles for
external software products; changes in circumstances that could impair our goodwill or intangible assets; new or revised tax legislat ion or
challenges to our tax posit ions; general economic condit ions, including changes in the financial markets that may affect the availability and
cost of credit  to the company, its customers or suppliers; changes in accounting principles generally accepted in the United States of
America; and withdrawal from part icipation in mult iemployer pension plans or if such plans are reported to have underfunded liabilit ies. The
reader should not place undue reliance on forward-looking statements, which speak only as of the date they are first  made. Except to the
extent required by law, the company undertakes no obligation to publicly release the result  of any revisions to these forward-looking
statements to reflect events or circumstances after the date hereof, or to reflect the occurrence of unanticipated events.

The company has scheduled a conference call for 5:00 PM ET. The dial-in number for individuals wishing to part icipate on the call is 719-234-
7317. Erin Lampert, senior vice president, Investor Relat ions, is the leader of the call, and the password to join the call is ‘McKesson’. A replay
of this conference call will be available for five calendar days. The dial-in number for individuals wishing to listen to the replay is 719-457-0820
and the pass code is 2208902. A webcast of the conference call will also be available live and archived on the company’s Investor Relat ions
website at http://investor.mckesson.com [2].

Shareholders are encouraged to review SEC filings and more information about McKesson, which are located on the company’s website.

About McKesson

McKesson Corporation, currently ranked 15th on the FORTUNE 500, is a healthcare services and information technology company dedicated
to making the business of healthcare run better. We partner with payers, hospitals, physician offices, pharmacies, pharmaceutical companies
and others across the spectrum of care to build healthier organizations that deliver better care to patients in every sett ing. McKesson helps
its customers improve their financial, operational, and clinical performance with solut ions that include pharmaceutical and medical-surgical
supply management, healthcare information technology, and business and clinical services. For more information, visit
http://www.mckesson.com [3].

 

Schedule 1
McKESSON CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS - GAAP
(unaudited)

(in millions, except per share amounts)
 

 Quarter Ended September 30,   Six Months Ended September 30,

    

2014 2013 Change 2014 2013 Change

 

Revenues $ 44,758 $ 32,985 36 % $ 88,816 $ 65,224 36 %
Cost of sales (1) (2)  (41,835)  (30,964) 35  (83,096)  (61,273) 36
Gross profit 2,923 2,021 45 5,720 3,951 45

 

Operating expenses (2,135) (1,300) 64 (4,244) (2,560) 66
Lit igation charges  -   (35) -  -   (50) -
Total operating expenses  (2,135)  (1,335) 60  (4,244)  (2,610) 63
Operating income 788 686 15 1,476 1,341 10
Other income, net 24 9 167 44 15 193
Interest expense  (99)  (59) 68  (200) (118) 69
Income from continuing operations before income taxes 713  636 12  1,320 1,238 7
Income tax expense  (222)  (213) 4  (404)  (387) 4
Income from continuing operations after tax 491 423 16 916 851 8
Loss from discontinued operations, net of tax (3)  (14)  (19) (26)  (28)  (23) 22
Net income 477 404 18 888 828 7
Net income attributable to noncontrolling interests (4)  (8)  -  -  (16)  -  -

Net income attributable to McKesson Corporation $ 469  $ 404  16 $ 872  $ 828  5
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http://cts.businesswire.com/ct/CT?id=smartlink&url=http%253A%252F%252Fwww.mckesson.com%252F&esheet=50971412&newsitemid=20141028006659&lan=en-US&anchor=http%253A%252F%252Fwww.mckesson.com&index=2&md5=719bd5a6f3d88f2134a50745a7bb04ce


 

 

Earnings (loss) per common share attributable to McKesson
Corporation (5)

Diluted

Continuing operations $ 2.05 $ 1.82 13 % $ 3.83 $ 3.66 5 %
Discontinued operations  (0.06)  (0.08) (25)  (0.12)  (0.10) 20
Total $ 1.99  $ 1.74  14 $ 3.71  $ 3.56  4

 

 

Basic

Continuing operations $ 2.08 $ 1.85 12 % $ 3.89 $ 3.73 4 %
Discontinued operations  (0.06)  (0.09) (33)  (0.12)  (0.10) 20
Total $ 2.02  $ 1.76  15 $ 3.77  $ 3.63  4

 

Weighted average common shares

Diluted 235 233 1 % 235 232 1 %
Basic 232 229 1 231 228 1

 

(1)

 
Technology Solut ions segment results for the first  six months of fiscal year 2015 reflect a non-cash pre-tax charge of $34 million ($27
million after-tax) primarily relat ing to depreciat ion and amortizat ion expense due to the reclassificat ion of the workforce business within
our International Technology business from discontinued operations to continuing operations. The charge was primarily recorded in cost
of sales.

(2) Cost of sales for the second quarter and first  six months of fiscal year 2015 includes charges of $94 million and $192 million related to
our last-in-first-out ("LIFO") method of accounting for inventories. Cost of sales for the second quarter and first  six months of fiscal
year 2014 includes $44 million of LIFO charges. The amounts were all recorded in our Distribution Solut ion segment.

(3) Primarily represents the software business within our International Technology business in our Technology Solut ions segment, which was
sold during the second quarter of fiscal year 2015. Fiscal year 2014 also reflects our Hospital Automation business in our Technology
Solut ions segment, which was sold in the third quarter of fiscal year 2014. The amounts are fully attributable to McKesson Corporation.

(4) Primarily represents the noncontrolling shareholders' port ion of net income from Celesio, our majority-owned subsidiary, acquired in the
fourth quarter of fiscal year 2014.

(5) Certain computations may reflect rounding adjustments.

 

Schedule 2A
McKESSON CORPORATION

RECONCILIATION OF GAAP OPERATING RESULTS TO ADJUSTED EARNINGS (NON-GAAP)
(unaudited)

(in millions, except per share amounts)
 

   Change
Quarter Ended September 30, 2014 Vs. Prior Quarter

As Reported
(GAAP)

 
Amortizat ion

of Acquisit ion-
Related

Intangibles
 

Acquisit ion
Expenses and

Related
Adjustments

 Lit igation
Reserve

Adjustments
 LIFO-Related

Adjustments
 Adjusted

Earnings
(Non-GAAP)

As Reported
(GAAP)

  Adjusted
Earnings

(Non-GAAP)

       

Revenues $ 44,758 $ - $ - $ - $ - $ 44,758 36 % 36 %
 

Gross profit $ 2,923 $ 3 $ - $ - $ 94 $ 3,020 45 46
Operating
expenses (2,135) 129 62 - - (1,944) 60 59
Other income, net 24 (1) - - - 23 167 156
Interest expense  (99)   -    -    -    -    (99) 68 68
Income from
continuing
operations before
income taxes 713 131 62 - 94 1,000 12 25
Income tax
expense  

(222)
  

(39)
  

(22)
  

-
   

(37)
  

(320) 4 22



Income from
continuing
operations after
tax 491 92 40 - 57 680 16 27
Income from
continuing
operations, net of
tax, attributable to
noncontrolling
interests (1)

 

(8)

  

(12)

  

(2)

  

-

   

-

   

(22) - -
Income from
continuing
operations, net of
tax, attributable to
McKesson
Corporation $ 483

  

$ 80

  

$ 38

  

$ -

  

$ 57

  

$ 658

 

14 23
Diluted earnings
per common share
from continuing
operations, net of
tax, attributable to
McKesson
Corporation (2) $ 2.05

  

$ 0.33

  

$ 0.16

  

$ -

  

$ 0.25

  

$ 2.79

 

13 % 21 %
Diluted weighted
average common
shares

 
235

   
235

   
235

   
-

   
235

   
235

 
1 % 1 %

 

 

Quarter Ended September 30, 2013

As Reported
(GAAP)

 
Amortizat ion

of Acquisit ion-
Related

Intangibles
 

Acquisit ion
Expenses and

Related
Adjustments

 Lit igation
Reserve

Adjustments
 LIFO-Related

Adjustments
 Adjusted

Earnings
(Non-GAAP)

 

Revenues $ 32,985  $ - $ - $ - $ - $ 32,985

 

Gross profit $ 2,021  $ 5 $ -  $ - $ 44 $ 2,070

Operating
expenses (1,335) 65 13 35 - (1,222)

Other income, net 9 - - - - 9

Interest expense  (59)   -    -    -    -    (59)

 

Income from
continuing
operations before
income taxes 636 70 13 35 44 798

Income tax
expense  (213)   (25)   (5)   (2)   (17)   (262)

Income from
continuing
operations after
tax 423 45 8 33 27 536

Income from
continuing
operations, net of
tax, attributable to
noncontrolling
interests

 

-

   

-

   

-

   

-

   

-

   

-

 

Income from
continuing
operations, net of
tax, attributable to
McKesson
Corporation $ 423

  

$ 45

  

$ 8

  

$ 33

  

$ 27

  

$ 536

 

Diluted earnings
per common share
from continuing
operations, net of
tax, attributable to
McKesson
Corporation (2) $ 1.82

  

$ 0.19

  

$ 0.03

  

$ 0.14

  

$ 0.12

  

$ 2.30

 



Diluted weighted
average common
shares

 
233

   
233

   
233

   
233

   
233

   
233

 

 
(1) Primarily represents the noncontrolling shareholders' port ion of income from continuing operations from Celesio, our majority-owned

subsidiary, acquired in the fourth quarter of fiscal year 2014.

 
(2) Certain computations may reflect rounding adjustments.

 

Refer to the definit ions related to Adjusted Earnings (Non-GAAP) financial information.

 

Schedule 2B
McKESSON CORPORATION

RECONCILIATION OF GAAP OPERATING RESULTS TO ADJUSTED EARNINGS (NON-GAAP)
(unaudited)

(in millions, except per share amounts)
 

  Change
Six Months Ended September 30, 2014 Vs. Prior Period

As Reported
(GAAP)

 
Amortizat ion

of Acquisit ion-
Related

Intangibles
 

Acquisit ion
Expenses and

Related
Adjustments

 Lit igation
Reserve

Adjustments
 LIFO-Related

Adjustments
 Adjusted

Earnings
(Non-GAAP)

As Reported
(GAAP)

 Adjusted
Earnings

(Non-GAAP)

        

Revenues $88,816 $ - $ - $ - $ - $ 88,816 36 % 36 %
 

Gross profit  (1) $ 5,720 $ 5 $ - $ - $ 192 $ 5,917 45 48
Operating expenses (4,244) 256 111 - - (3,877) 63 61
Other income, net 44 - - - - 44 193 193
Interest expense  (200)    -     -     -     -     (200) 69 69
Income from
continuing
operations before
income taxes 1,320 261 111 - 192 1,884 7 26
Income tax expense  (404)    (80)    (37)    -     (75)    (596) 4 26
Income from
continuing
operations after tax 916 181 74 - 117 1,288 8 26
Income from
continuing
operations, net of
tax, attributable to
noncontrolling
interests (2)

 

(16)

   

(23)

   

(6)

   

-

    

-

    

(45) - -
Income from
continuing
operations, net of
tax, attributable to
McKesson
Corporation $ 900

   

$ 158

   

$ 68

   

$ -

   

$ 117

   

$ 1,243

 

6 21
Diluted earnings per
common share from
continuing
operations, net of
tax, attributable to
McKesson
Corporation (3) $ 3.83

   

$ 0.66

   

$ 0.30

   

$ -

   

$ 0.50

   

$ 5.29

 

5 % 20 %
Diluted weighted
average common
shares

 
235

    
235

    
235

    
-

    
235

    
235

 
1 % 1 %

 

 

Six Months Ended September 30, 2013



As Reported
(GAAP)

 
Amortizat ion

of Acquisit ion-
Related

Intangibles
 

Acquisit ion
Expenses and

Related
Adjustments

 Lit igation
Reserve

Adjustments
 LIFO-Related

Adjustments
 

Adjusted
Earnings

(Non-
GAAP)

 

Revenues $65,224  $ - $ - $ - $ - $ 65,224

 

Gross profit $ 3,951  $ 11 $ -  $ - $ 44 $ 4,006

Operating expenses (2,610) 130 26 50 - (2,404)

Other income, net 15 - - - - 15

Interest expense  (118)    -     -     -     -     (118)

Income from
continuing
operations before
income taxes 1,238 141 26 50 44 1,499

Income tax expense  (387)    (52)    (10)    (8)    (17)    (474)

Income from
continuing
operations after tax 851 89 16 42 27 1,025

Income from
continuing
operations, net of
tax, attributable to
noncontrolling
interests - - - - - -

                

Income from
continuing
operations, net of
tax, attributable to
McKesson
Corporation $ 851

   

$ 89

   

$ 16

   

$ 42

   

$ 27

   

$ 1,025

 

Diluted earnings per
common share from
continuing
operations, net of
tax, attributable to
McKesson
Corporation (3) $ 3.66

   

$ 0.38

   

$ 0.07

   

$ 0.18

   

$ 0.12

   

$ 4.41

 

Diluted weighted
average common
shares

 232     232     232     232     232     232  

 

(1)

 
Technology Solut ions segment results for the first  six months of fiscal year 2015 reflect a non-cash pre-tax charge of $34 million ($27
million after-tax) primarily relat ing to depreciat ion and amortizat ion expense due to the reclassificat ion of the workforce business within
our International Technology business from discontinued operations to continuing operations. The charge was primarily recorded in cost
of sales.

(2) Primarily represents the noncontrolling shareholders' port ion of income from continuing operations from Celesio, our majority-owned
subsidiary, acquired in the fourth quarter of fiscal year 2014.

(3) Certain computations may reflect rounding adjustments.

 

Refer to the definit ions related to Adjusted Earnings (Non-GAAP) financial information.

 

Schedule 3A
McKESSON CORPORATION

RECONCILIATION OF GAAP SEGMENT FINANCIAL RESULTS TO ADJUSTED EARNINGS (NON-GAAP)
(unaudited)
(in millions)

 

 

 Quarter Ended September 30, 2014  Quarter Ended September 30, 2013  Change

As Reported
(GAAP)

 
Adjustments

 
Adjusted
Earnings

(Non-GAAP)
As Reported

(GAAP)
 

Adjustments
 

Adjusted
Earnings

(Non-GAAP)
As Reported

(GAAP)
 

Adjusted
Earnings

(Non-GAAP)

REVENUES     



Distribution
Solut ions

North America
pharmaceutical
distribution &
services $35,148 $ - $ 35,148 $30,702 $ - $ 30,702 14 % 14 %
International
pharmaceutical
distribution &
services 7,312 - 7,312 - - - - -
Medical-Surgical
distribution &
services

 
1,528

    
-

    
1,528

  
1,467

    
-

   
1,467

 
4 4

Total
Distribution
Solut ions

 
43,988

    
-

    
43,988

  
32,169

    
-

   
32,169

 
37 37

 

Technology
Solut ions -
Products and
Services

 
770

    
-

    
770

  
816

    
-

   
816

 

(6) (6)
Revenues $44,758    $ -    $ 44,758  $32,985    $ -   $ 32,985  36 36

 

GROSS PROFIT  

Distribution
Solut ions $ 2,540 $ 94 $ 2,634 $ 1,624 $ 44 $ 1,668 56 58
Technology
Solut ions  383     3     386   397     5    402  (4) (4)
Gross profit $ 2,923    $ 97    $ 3,020  $ 2,021    $ 49   $ 2,070  45 46

 

OPERATING
EXPENSES

Distribution
Solut ions $(1,766) $ 177 $ (1,589) $ (945) $ 98 $ (847) 87 88
Technology
Solut ions (260) 11 (249) (277) 14 (263) (6) (5)
Corporate  (109)    3     (106)  (113)    1    (112) (4) (5)
Operating
expenses $ (2,135)   $ 191    $ (1,944) $ (1,335)   $ 113   $ (1,222) 60 59

 

OTHER INCOME,
NET

Distribution
Solut ions $ 19 $ (1) $ 18 $ 6 $ - $ 6 217 200
Technology
Solut ions 2 - 2 - - - - -
Corporate  3     -     3   3     -    3  - -
Other income,
net $ 24    $ (1)   $ 23  $ 9    $ -   $ 9  167 156

 

 

OPERATING
PROFIT

Distribution
Solut ions $ 793 $ 270 $ 1,063 $ 685 $ 142 $ 827 16 29
Technology
Solut ions  125     14     139   120     19    139  4 -
Operating profit 918 284 1,202 805 161 966 14 24
Corporate (106) 3 (103) (110) 1 (109) (4) (6)
Interest
Expense  (99)    -     (99)  (59)    -    (59) 68 68
Income from
continuing
operations
before income
taxes (1) $ 713

   

$ 287

   

$ 1,000

 

$ 636

   

$ 162

  

$ 798

 

12 25



 

STATISTICS

Operating profit
as a % of
revenues

Distribution
Solut ions 1.80 % 2.42 % 2.13 % 2.57 % (33) bp (15) bp
Technology
Solut ions 16.23 18.05 14.71 17.03 152 102

 

(1)  For the fiscal year 2015, the amount is prior to attributing income from continuing operations from Celesio to the shareholders of
noncontrolling interests.

 

Refer to the definit ions related to Adjusted Earnings (Non-GAAP) financial information.

 

Schedule 3B
McKESSON CORPORATION

RECONCILIATION OF GAAP SEGMENT FINANCIAL RESULTS TO ADJUSTED EARNINGS (NON-GAAP)
(unaudited)
(in millions)

 

 

 Six Months Ended September 30, 2014  Six Months Ended September 30, 2013  Change

As Reported
(GAAP)

 
Adjustments

 
Adjusted
Earnings
(Non-GAAP)

As Reported
(GAAP)

 
Adjustments

 
Adjusted
Earnings
(Non-GAAP)

As Reported
(GAAP)

 
Adjusted
Earnings

(Non-GAAP)

REVENUES     

Distribution
Solut ions

 

North America
pharmaceutical
distribution &
services $69,452 $ - $ 69,452 $60,748 $ - $ 60,748 14 % 14 %
International
pharmaceutical
distribution &
services 14,919 - 14,919 - - - - -
Medical-
Surgical
distribution &
services

 
2,907

    
-

   
2,907

  
2,824

    
-

   
2,824

 

3 3
Total
Distribution
Solut ions 87,278 - 87,278 63,572 - 63,572 37 37

 

Technology
Solut ions -
Products and
Services

 
1,538

    
-

   
1,538

  
1,652

    
-

   
1,652

 

(7) (7)
Revenues $88,816    $ -   $ 88,816  $65,224    $ -   $ 65,224  36 36

 

GROSS PROFIT  

Distribution
Solut ions $ 4,998 $ 192 $ 5,190 $ 3,144 $ 44 $ 3,188 59 63
Technology
Solut ions (1)  722     5    727   807     11    818  

(11) (11)
Gross profit $ 5,720    $ 197   $ 5,917  $ 3,951    $ 55   $ 4,006  45 48

 

OPERATING
EXPENSES

Distribution
Solut ions $ (3,494) $ 336 $ (3,158) $ (1,850) $ 179 $ (1,671) 89 89



Technology
Solut ions (531) 21 (510) (560) 26 (534) (5) (4)
Corporate  (219)    10    (209)  (200)    1    (199) 10 5
Operating
expenses $ (4,244)   $ 367   $ (3,877) $ (2,610)   $ 206   $ (2,404) 63 61

 

OTHER
INCOME, NET

Distribution
Solut ions $ 37 $ - $ 37 $ 10 $ - $ 10 270 270
Technology
Solut ions 2 - 2 - - - - -
Corporate  5     -    5   5     -    5  - -
Other income,
net $ 44    $ -   $ 44  $ 15    $ -   $ 15  193 193

 

OPERATING
PROFIT

Distribution
Solut ions $ 1,541 $ 528 $ 2,069 $ 1,304 $ 223 $ 1,527 18 35
Technology
Solut ions  193     26    219   247     37    284  (22) (23)
Operating
profit 1,734 554 2,288 1,551 260 1,811 12 26
Corporate (214) 10 (204) (195) 1 (194) 10 5
Interest
Expense  (200)    -    (200)  (118)    -    (118) 69 69
Income from
continuing
operations
before income
taxes (2) $ 1,320

   

$ 564

  

$ 1,884

 

$ 1,238

   

$ 261

  

$ 1,499

 

7 26
 

STATISTICS

Operating
profit  as a %
of revenues

Distribution
Solut ions 1.77 % 2.37 % 2.05 % 2.40 % (28) bp (3) bp
Technology
Solut ions 12.55 14.24 14.95 17.19 (240) (295)

(1)

 
Technology Solut ions segment results for the first  six months of fiscal year 2015 reflect a non-cash pre-tax charge of $34 million ($27
million after-tax) primarily relat ing to depreciat ion and amortizat ion expense due to the reclassificat ion of the workforce business within
our International Technology business from discontinued operations to continuing operations. The charge was primarily recorded in cost
of sales.

(2) For the fiscal year 2015, the amount is prior to attributing income from continuing operations from Celesio to the shareholders of
noncontrolling interests.

 

Refer to the definit ions related to Adjusted Earnings (Non-GAAP) financial information.

 

Schedule 4A
McKESSON CORPORATION

RECONCILIATION OF GAAP SEGMENT FINANCIAL RESULTS TO ADJUSTED EARNINGS (NON-GAAP) - BY ADJUSTMENT TYPE
(unaudited)
(in millions)

 

 

 Quarter Ended September 30, 2014   Quarter Ended September 30, 2013

Distribution
Solut ions

 Technology
Solut ions

 
Corporate &

Interest
Expense

 
Total

Distribution
Solut ions

 Technology
Solut ions

 
Corporate &

Interest
Expense

 
Total

As Reported (GAAP):       

Revenues $43,988 $ 770 $ - $44,758 $32,169 $ 816 $ - $32,985



 

Gross profit $ 2,540 $ 383 $ - $ 2,923 $ 1,624 $ 397 $ - $ 2,021

Operating expenses (1,766) (260) (109) (2,135) (945) (277) (113) (1,335)

Other income, net  19     2     3     24   6     -     3     9  

Income from continuing
operations before interest
expenses and income taxes 793 125 (106) 812 685 120 (110) 695

Interest expense  -     -     (99)    (99)  -     -     (59)    (59)

Income from continuing
operations before income
taxes (1) $ 793

   
$ 125

   
$ (205)

  
$ 713

 
$ 685

   
$ 120

   
$ (169)

  
$ 636

 

 

Pre-Tax Adjustments:
Gross profit $ - $ 3 $ - $ 3 $ - $ 5 $ - $ 5

Operating expenses 119 10 - 129 53 12 - 65

Other income, net  (1)    -     -     (1)  -     -     -     -  

Amortizat ion of acquisit ion-
related intangibles 118 13 - 131 53 17 - 70

 

Gross profit - - - - - - - -

Operating expenses 58 1 3 62 10 2 1 13

Other income, net - - - - - - - -

Interest expense  -     -     -     -   -     -     -     -  

Acquisit ion expenses and
related adjustments 58 1 3 62 10 2 1 13

 

Operating expenses -
Lit igation reserve
adjustments - - - - 35 - - 35

 

Gross profit  - LIFO-related
adjustments 94 - - 94 44 - - 44

                    

Total pre-tax adjustments $ 270    $ 14    $ 3    $ 287  $ 142    $ 19    $ 1    $ 162  

 

 

Adjusted Earnings (Non-
GAAP):
Revenues $43,988 $ 770 $ - $44,758 $32,169 $ 816 $ - $32,985

 

Gross profit $ 2,634 $ 386 $ - $ 3,020 $ 1,668 $ 402 $ - $ 2,070

Operating expenses (1,589) (249) (106) (1,944) (847) (263) (112) (1,222)

Other income, net  18     2     3     23   6     -     3     9  

Income from continuing
operations before interest
expenses and income taxes 1,063 139 (103) 1,099 827 139 (109) 857

Interest expense  -     -     (99)    (99)  -     -     (59)    (59)

Income from continuing
operations before income
taxes (1) $ 1,063

   
$ 139

   
$ (202)

  
$ 1,000

 
$ 827

   
$ 139

   
$ (168)

  
$ 798

 

 
(1) For the fiscal year 2015, the amount is prior to attributing income from continuing operations from Celesio to the shareholders of

noncontrolling interests.

 

Refer to the definit ions related to Adjusted Earnings (Non-GAAP) financial information.

 

Schedule 4B
McKESSON CORPORATION

RECONCILIATION OF GAAP SEGMENT FINANCIAL RESULTS TO ADJUSTED EARNINGS (NON-GAAP) - BY ADJUSTMENT TYPE



(unaudited)
(in millions)

 

 

 Six Months Ended September 30, 2014   Six Months Ended September 30, 2013

Distribution
Solut ions

 Technology
Solut ions

 
Corporate &

Interest
Expense

 
Total

Distribution
Solut ions

 Technology
Solut ions

 
Corporate &

Interest
Expense

 
Total

As Reported (GAAP):       

Revenues $ 87,278 $ 1,538 $ - $88,816 $ 63,572 $ 1,652 $ - $65,224

 

Gross profit  (1) $ 4,998 $ 722 $ - $ 5,720 $ 3,144 $ 807 $ - $ 3,951

Operating expenses (3,494) (531) (219) (4,244) (1,850) (560) (200) (2,610)

Other income, net  37    2    5    44   10    -    5    15  

Income from continuing
operations before interest
expense and income taxes 1,541 193 (214) 1,520 1,304 247 (195) 1,356

Interest expense  -    -    (200)   (200)  -    -    (118)   (118)

Income from continuing
operations before income
taxes (2) $ 1,541

  
$ 193

  
$ (414)

 
$ 1,320

 
$ 1,304

  
$ 247

  
$ (313)

 
$ 1,238

 

 

Pre-Tax Adjustments:
Gross profit $ - $ 5 $ - $ 5 $ - $ 11 $ - $ 11

Operating expenses 236 20 - 256 107 23 - 130

Other income, net  -    -    -    -   -    -    -    -  

Amortizat ion of acquisit ion-
related intangibles 236 25 - 261 107 34 - 141

 

Gross profit - - - - - - - -

Operating expenses 100 1 10 111 22 3 1 26

Other income, net - - - - - - - -

Interest expense  -    -    -    -   -    -    -    -  

Acquisit ion expenses and
related adjustments 100 1 10 111 22 3 1 26

 

Operating expenses -
Lit igation reserve
adjustments - - - - 50 - - 50

 

Gross profit  - LIFO-related
adjustments 192 - - 192 44 - - 44

              

Total pre-tax adjustments $ 528   $ 26   $ 10   $ 564  $ 223   $ 37   $ 1   $ 261  

 

 

Adjusted Earnings
(Non-GAAP):
Revenues $ 87,278 $ 1,538 $ - $88,816 $ 63,572 $ 1,652 $ - $65,224

 

Gross profit  (1) $ 5,190 $ 727 $ - $ 5,917 $ 3,188 $ 818 $ - $ 4,006

Operating expenses (3,158) (510) (209) (3,877) (1,671) (534) (199) (2,404)

Other income, net  37    2    5    44   10    -    5    15  

Income from continuing
operations before interest
expense and income taxes 2,069 219 (204) 2,084 1,527 284 (194) 1,617

Interest expense  -    -    (200)   (200)  -    -    (118)   (118)

Income from continuing
operations before income
taxes (2) $ 2,069

  
$ 219

  
$ (404)

 
$ 1,884

 
$ 1,527

  
$ 284

  
$ (312)

 
$ 1,499

 



 
(1) Technology Solut ions segment results for the first  six months of fiscal year 2015 reflect a non-cash pre-tax charge of $34 million ($27

million after-tax) primarily relat ing to depreciat ion and amortizat ion expense due to the reclassificat ion of the workforce business within
our International Technology business from discontinued operations to continuing operations. The charge was primarily recorded in cost
of sales.

(2) For the fiscal year 2015, the amount is prior to attributing income from continuing operations from Celesio to the shareholders of
noncontrolling interests.

 

Refer to the definit ions related to Adjusted Earnings (Non-GAAP) financial information.

 

Schedule 5
McKESSON CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited)
(in millions)

 

 

 September 30,   March 31,
2014 2014

 

ASSETS
Current Assets

Cash and cash equivalents $ 3,804 $ 4,193

Receivables, net 15,391 14,193

Inventories, net 14,063 13,308

Prepaid expenses and other  621  879

Total Current Assets 33,879 32,573

Property, Plant and Equipment, Net 2,174 2,222

Goodwill 10,095 9,927

Intangible Assets, Net 4,099 5,022

Other Assets  1,985  2,015

Total Assets $ 52,232 $ 51,759

 

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilit ies

Drafts and accounts payable $ 22,656 $ 21,429

Short-term borrowings 525 346

Deferred revenue 1,003 1,236

Deferred tax liabilit ies 1,734 1,588

Current port ion of long-term debt 427 1,424

Other accrued liabilit ies  2,992  3,478

Total Current Liabilit ies 29,337 29,501

Long-Term Debt 9,620 8,949

Other Noncurrent Liabilit ies 2,749 2,991

 

McKesson Corporation Stockholders' Equity 8,931 8,522

Noncontrolling Interests  1,595  1,796

Total Equity  10,526  10,318

Total Liabilit ies and Equity $ 52,232 $ 51,759

 

Schedule 6
McKESSON CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)



(in millions)
 

 Six Months Ended September 30,

2014   2013

 

 

OPERATING ACTIVITIES

Net income $ 888 $ 828

Adjustments to reconcile to net cash provided by operating act ivit ies:

Depreciat ion and amortizat ion 543 332

Deferred taxes 110 151

Share-based compensation expense 82 73

LIFO charges 192 44

Other non-cash items 18 18

Changes in operating assets and liabilit ies, net of acquisit ions:

Receivables (1,535) (393)

Inventories (1,161) (235)

Drafts and accounts payable 1,502 344

Deferred revenue (251) (232)

Taxes (66) 3

Lit igation charges - 50

Lit igation sett lement payments - (20)

Other  (157)  (150)

Net cash provided by operating act ivit ies  165   813  

 

INVESTING ACTIVITIES

Property acquisit ions (191) (133)

Capitalized software expenditures (81) (66)

Acquisit ions, less cash and cash equivalents acquired (31) (116)

Other  (4)  41  

Net cash used in investing act ivit ies  (307)  (274)

 

FINANCING ACTIVITIES

Proceeds from short-term borrowings 1,790 150

Repayments of short-term borrowings (1,572) (150)

Proceeds from issuances of long-term debt 7 -

Repayments of long-term debt (233) -

Common stock transactions:

Issuances 66 119

Share repurchases, including shares surrendered for tax withholding (105) (128)

Dividends paid (115) (99)

Other  (6)  71  

Net cash used in financing act ivit ies  (168)  (37)

Effect of exchange rate changes on cash and cash equivalents  (79)  2  

Net increase (decrease) in cash and cash equivalents (389) 504

Cash and cash equivalents at beginning of period  4,193   2,456  

Cash and cash equivalents at end of period $ 3,804  $ 2,960  

 

Definitions related to Adjusted Earnings (Non-GAAP) Financial Information
 

Adjusted Earnings represents income from continuing operations, excluding the effects of the following items from the Company’s GAAP
financial results, including the related income tax effects:

 



Ticker: MCK
Exchange: NYSE

Amortizat ion of acquisit ion-related intangibles - Amortizat ion expense of acquired intangible assets purchased in connection with
acquisit ions by the Company.

Acquisit ion expenses and related adjustments - Transaction and integration expenses that are direct ly related to acquisit ions by the
Company. Examples include transaction closing costs, professional service fees, restructuring or severance charges, retention payments,
employee relocation expenses, facility or other exit-related expenses, recoveries of acquisit ion-related expenses or post-closing expenses,
bridge loan fees, gains or losses related to foreign currency contracts, and gains or losses on business combinations.

Lit igation reserve adjustments - Adjustments to the Company’s reserves, including accrued interest, for est imated probable losses for its
Average Wholesale Price lit igation matter, as such term is defined in the Company’s Annual Report on Form 10-K for the fiscal year ended
March 31, 2014.

LIFO-related adjustments - Last-In-First-Out ("LIFO") inventory-related adjustments.

 

Income taxes on Adjusted Earnings are calculated in accordance with Accounting Standards Codificat ion ("ASC") 740, “Income Taxes,” which
is the same accounting principle used by the Company when presenting its GAAP financial results.

 

The Company believes the presentation of non-GAAP measures such as Adjusted Earnings provides useful supplemental information to
investors with regard to its core operating performance, as well as assists with the comparison of its past financial performance to the
Company’s future financial results. Moreover, the Company believes that the presentation of Adjusted Earnings assists investors’ ability to
compare its financial results to those of other companies in the same industry. However, the Company's Adjusted Earnings measure may be
defined and calculated differently by other companies in the same industry.

 

The Company internally uses non-GAAP financial measures such as Adjusted Earnings in connection with its own financial planning and
report ing processes. Specifically, Adjusted Earnings serves as one of the measures management ut ilizes when allocating resources,
deploying capital and assessing business performance and employee incentive compensation. Nonetheless, non-GAAP financial results and
related measures disclosed by the Company should not be considered a substitute for, nor superior to, financial results and measures as
determined or calculated in accordance with GAAP.
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