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Dynamics of DS
Pharmacy Sales in
Russia

DS Sales Structure
by Price Segments in
2021
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Ranking
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10

11

12

13

14

15

16

17

Change

Group

DS affecting the whole body [V]
DS affecting the digestive system [A]

DS affecting the central nervous system function
(N]

DS affecting the reproductive system [G]

DS used for treatment of skeletal system conditions
(M]

DS supporting cardiovascular system functions [C]

DS for treatment of respiratory organs conditions
[RI

DS for treatment of various skin and hair conditions
[D]

Slimming and cleansing DS [W]

DS affecting sensory organs [S]

DS affecting hematopoietic system [B]

DS supporting the immune system function [l]
DS used in case of poisoning and intoxication [T]
DS affecting the urinary system [U]

DS affecting the endocrine glands function [H]

DS used to treat conditions caused by bacteria,
viruses and fungi [J]

DS used for treatment and prevention of oncology
conditions (except reproductive system tumors) [0]

Value,

min roubles

28 361.4

17 102.3

7790.7

6 458.7

6 253.3

39113

3037.6

27333

1835.4

1821.3

1738.2

1579.3

999.6

951.4

784.9

135.2

66.3

Share, %

33.1%

20.0%

9.1%

7.5%

7.3%

4.6%

3.6%

3.2%

21%

2.1%

2.0%

1.8%

1.2%

1.1%

0.9%

0.2%

0.1%

Dietary Supplements

Table 19

Growth, % Sales rating according
2021/2020 to the DS classifier
chapters in 2021

14.0%

13.2%
5.9%
6.9%

11.0%
9.3%

14.3%

25.1%

23.2%
-13.4%
9.1%
7.4%
17.2%
-2.1%

-1.4%

19.6%

-12.2%
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Cheap supplements are still the most highly de-
manded by Russian customers, despite a drop
in their sales by 7.9% in roubles and by 8.2%
in packages. In consequence, items «below
RUB 50» are being gradually pushed off from
shelves: in 2021, their share shrank by 3.4%
to 34.4% of sold packages. Due to the low val-
ue in roubles, the lower segment hardly goes
beyond 3% (-0.6% in comparison with 2020).
Hematogen and Ascorbic Acid brands account
for more than 40% of the sales in packages in
the «below 50 roubles» segment.

The changes in prices for dietary supplements
have been analyzed by using the Laspeyres
price index. One of the reasons for the rise in
the weighted average prices was the DS infla-
tion rate. In 2021, DS prices in roubles grew by
5.0%, which is still lower than in 2020.

DS are marketed by manufacturers as nutri-
tional supplements helping to prevent various
diseases. The DS classifier by effect (devel-
oped by DSM) contains 17 chapters, most of
which have the 2nd sub-level, and some — the
3rd.

Over the year, the ranking somewhat changed:

e B] DS affecting hematopoietic system
(+23.2%) significantly strengthened its ranking
position, by moving two position lines upwards
owing to the growth in sales.

e Supplements affecting the urinary system
(+17.2%) and dietary supplements used in case
of poisoning and intoxication (-2.1%) switched
their positions due to varying trends.

Multi-purpose supplements of group [V] «DS
affecting the whole body» (a 33.1% share in
roubles) are traditionally the most in-demand
on the market. Compared with 2020, sales in
this DS group grew by 14.0%. The main DS
brands in group [V] are: Solgar Vitamin and
Herb’s Solgar (13.8% in the group’s sales in rou-
bles), and Evalar (6.9%) from the same-name
company.

As before, ranking second is [A] DS affecting
the digestive system (20.0%), its sales grew
by 13.2%. The most popular products in this
group are Russian Binnopharm Group’s Maxi-
lac (14.0% in the group’s sales in roubles), and
PharmaMed's Bac-Set (12.2%).

Inflation for DS

Change in DS prices
on the Russian
pharmacy market s
N~
P
3°
s -
o2
©
N
..... .
o
2017 2018 2019 2020 2021
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The third-ranking is [N] DS affecting the central
nervous system function (9.1%), also with pos-
itive sales dynamics: +5.9% The group is head-
ed by Russian Evalar's supplements — Evalar
Glycine (11.2% in the group’s sales) and The
Calming Formula (10.3%).

13 groups demonstrated positive dynamics.
The maximum growth rates were observed for:

e supplements used to resolve various prob-
lems with the skin and hair (+25.1%): the pos-
itive dynamics in [D] were thanks to Zincorol
(+118.4%), Anti-Age (+97.1%), and Perfectil
(+54.8%);

o DS affecting hematopoietic system (+23.2%):
sales of [B] brands such as Folic Acid and Vita-
mir grew by 272.6% and 115.4%, respectively;

e DS used to treat conditions caused by bac-
teria, viruses and fungi (+19.6%) rank third by
the annual growth rates: the group’s sales grew
mostly thanks to 9-ka STOPrazit (+89.7%) and
Now Foods (+80.1%).

The heaviest drop in sales, by 13.4%, was ob-

25.1%

23.2%
19.6%
17.2%
14.3% 14% 13.2%
I I I I |
D B J U

served in [W] = DS for slimming and cleansing,
which used to be highly demanded. Sales of
the weight-loss supplements such as Mod-
elform, Reduxin Light and Turboslim product
lines dropped in 2021 by 37.3%, 22.2% and
17.0%, respectively.

TOP 20 DS brands leading in sales
volumes on the Russian market

At the end of 2021, pharmacies offered 3,040
DS brands (around 11,127 SKUs) from 1,054
manufacturers. More than 330 new brands
emerged on the market over the year. Earlier,
it was easy for novelties to get to the top in
rankings thanks to their adequate promotion;
now, it is more difficult to launch «attractive»
products.

The most successful “novelty” was Bayer's
Teraflex: at the end of the year, it ranked 247th
(sales volume: 60.7 million roubles). The prod-
uct sold as a drug in various dosage forms is
well known to the customer. In 2021, pharma-
cies started offering also a Teraflex Plus food

® Growth, % 2021/2020

9.1%
7.4% 6.9%

9%

14% 21?

- %
122 -13,4%

Dietary Supplements

DS sales dynamics by
classifier chapters,

roubles
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Table 20

TOP-20 DS brands in
Russia in 2021

76

Ranking

—_

10

11

12

13

14

15

16

17

18

19

20

Change

+3

+4

+4

+3

+6

+10

+4

Brand

Solgar

Evalar

Maxilac
Doppelherz
Bac-Set
Detrimax
Fitolax
Femibion
Anti-Age
Vitrum
Vitamishki

VTF

Supradyn
Turboslim
Evalar Glycine
Natures Bounty
Bud’ Zdorov!
Formula Spokoistviya
Elevit

Vitamir

Value,
min roubles

6 123.1

3113.0

2389.8

2336.5

2097.2

1925.8

1883.5

1851.5

1771.7

1443.8

954.8

913.6

889.7

877.0

872.0

842.0

804.6

800.8

771.7

757.1

Share, %

7.2%

3.6%

2.8%

2.7%

2.5%

2.3%

2.2%

2.2%

2.1%

1.7%

1.1%

1.1%

1.0%

1.0%

1.0%

1.0%

0.9%

0.9%

0.9%

0.9%

Growth, %
2021/2020

1.6%

87.2%

47.8%

12.7%

38.6%

18.0%

-3.1%

10.3%

60.6%

-4.6%

1.7%

20.5%

-10.5%

-17.0%

-1.1%

-17.1%

71.5%

-11.1%

80.6%

30.5%



supplement that contains glucozamin and
chondroitin sulphate enriched with B group
vitamins. This combination is good for the
regeneration of the spine and surrounding tis-
sues in conditions causing back pain.

Several significant changes can be seen in
the ranking of the top 20 brands leading by
sales value. Also the positions of the top three
brands changed. Except for the leader — Solgar
Vitamin and Herb's Solgar dietary supplements
(7.2% in roubles) affecting the whole body and
its individual systems. The second-ranking are
Evalar dietary supplements from the same-
name manufacturer (3.6%), with a variety of
products. The third-ranking is synbiotic Maxi-
lac (2.8%) that helps to maintain the balance
of the gastrointestinal microflora. This supple-
ment is made by Russian Binnopharm Group.

Domestic to imported DS ratio,
RUB mln

© Domestic
85 560

® Imported

76 908

44222
39 592 (51.7%)

(51.5%)

37315
(48.5%)

There are three novelties in the ranking.
Own-branded Bud' Zdorov! products made
for pharmacies by 8 companies. Having in-
creased its sales by 71.5%, the brand moved
up by 11 position lines to rank 17th. Sales of
another novelty, Bayer's Elevit vitamin and min-
eral complex for pregnant and nursing women
(+10 position lines) grew by 80.6%. Russian
Kvadrat-C's Vitamir moved up from the 24th to
the 20th position, having increased its sales of
vitamin complexes over the year by 30.5%.

The most prominent growth was with Evalar
(+87.2%; +3 position lines), the brand demon-
strated the highest growth rates in the top
twenty. The brand offers a variety of products:
its positive dynamics were thanks to the im-
munity maintenance and enhancement sup-
plements — Evalar Zinc (+1,601.1%), Evalar
Zinc+D3+C+Quercetine (+1,185.7%), and Evalar

Domestic to imported DS ratio,
min packages

@ Imported ©® Domestic

338 341

77
(22.5%)

2020 2021

2020 2021

Dietary Supplements

Structure of domestic

and imported DS
sales volumes

77



[

(]
00000cr0OUP

[

[

Structure of domestic
and imported DS
sales volumes.

by countries in 2021
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Zinc+Vitamin C (+151.6%). Among those that
performed not so well, let us mention Natures
Bounty, with a 17.1% drop.

It is of note that during the spread of the coro-
navirus infection vitamin complexes, especially,
immune enhancement ones, gained much pop-
ularity. That is why products of this category
grow faster than the market on the whole.

As before, Evalar holds most positions in the
ranking of the brands — six out of twenty, ac-
counting for 10.9% (+1.1% against 2020).

The DS market is dominated by products man-
ufactured in Russia. Russian DS account for
77.5% of sales in volume and for 51.7% in value.
In roubles, the market structure changed in fa-
vour of Russian dietary supplements (their mar-

® Russia

ket share grew by 0.2%), whereas in packages,
on the contrary, the share of imported DS rose
over the year from 21.6% to 22.5%.

In absolute terms, both categories grew in sales
in value: sales of imported supplements grew in
2027 against 2020 by 10.8%, sales of Russian
supplements — by 11.7%. In packages, sales of
Russian dietary supplements dropped by 0.2%,
sales of imported supplements grew by 4.9%.

In 2021, the average per package price of a Rus-
sian DS was 167 roubles (+11.9% against 2010),
which is something like 3 times lower than the
per package price of an imported supplement —
540 roubles (+5.6%).

The leaders among foreign DS manufacturers
are USA (37.7%), Germany (20.5%) and India

® Imports

USA 18%
Germany 10%
India 3%
France 2%
Canada 1%
China 1%
Great Britain 1%

Other countries 11%



(6.3%). The most popular American DS are Sol-
gar supplements, by Solgar Vitamin and Herb.
The leaders among German manufacturers are
Stada (Vitrum and Artra brands) and Queisser
Pharma (Doppelherz DS line). The top-ranking
among Indian manufacturers are Dr.Reddy’s (Fe-
mibion) and Sun Pharmaceutical (Neotravisil).

TOP 20 DS manufacturers, leading
in sales volumes on the Russian
market

DS manufacturers’ concentration on the
pharmacy market is quite high — the TOP 20
companies hold 62.1% of the market.

For many years, Evalar, a Russian compa-
ny, has remained the market leader (16.2%
in roubles). In 2021, it saw a sales volume
increase by 16.1%. The growth in the man-
ufacturer's sales was thanks to the Evalar
supplement (+87.2%) that covers a wide
range of products, and the Anti-Age DS line
(+60.6%) for rejuvenation inside out. Sales
of Evalar Bio herbal teas and Turboslim
weight loss supplements dropped, on the
contrary, by 19.8% and 17.0%, respectively.
Today, Evalar's portfolio comprises 380 var-
ious DS product names, grouped in 93 one-
brand product lines. Each year, the compa-
ny launches new products on the market.
In 2021, Evalar continued re-arranging its
production capacities to manufacture di-
etary supplements for boosting the immune
system and for protection against viruses,
which are of vital importance at the times
of a pandemic: Vitamins D3 and C, zinc, and
others. Pharmacies started offering over
90 new DS in terms of dosage forms. The
best-selling novelty is Vitamin C in the form
of effervescent tablets Evalar Vitamin C Ef-
fervescent Tablets 2000 mg 3.8 g No. 15.
In 2021, its sales were worth 91.6 million

roubles. In 2021, the company extended its
supplements portfolio by adding Miramed,
the first toothpaste containing the antisep-
tic molecule benzyldimethyl [3-myristoila-
mine)-propyl] ammonium chloride mono-
hydrate. The manufacturer is promoting
Miramed Antiseptic as a toothpaste fighting
against gum inflammation and protecting
against cold viruses.

American Solgar Vitamin and Herb (7.2%)
ranks second, having increased its sales by
1.6%. The company has only one brand, Sol-
gar, which is a series of dietary supplements
with various action spectra: from supple-
ments to maintain the gastrointestinal bal-
ance to supplements supporting the cen-
tral nervous system. Sales volumes of the
company’s five major products names in-
creased. The highest growth was observed
in products recommended by the manufac-
turer as an additional source of magnesium
- Solgar Magnesium Citrate (+31.1%), of
Vitamin C, zinc and copper — Solgar Skin,
Nails and Hair (+26.7%), and of iron — Solgar
Gentle Iron (+22.2%). One of the DS groups
in the manufacturer’'s portfolio is declining
in sales: Solgar Vitamin D3 (-32.6%), Solgar
Multi | (-30.2%), and Solgar Zinc Picolinate
(-13.4%).

PharmaMed (5.3%) with its major supple-
ment Bac-Set (a 46.2% share in the manu-
facturer’s sales) went up to rank third, hav-
ing increased its sales volumes by 21.6% in
roubles. The company’s portfolio comprises
9 brands. Most of all, the growth in sales
was boosted by the increased demand for
kids vitamins Kids Formula (+64.0%), the di-
etary supplement for men'’s health SpermAc-
tin Forte (+44.3%), and the multiprobiotic
for adults and children Bac-Set (+38.6%) to
maintain and restore the normal intestinal

Dietary Supplements
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Table 21

TOP-20 DS
manufacturers in
Russia in 2021

Ranking

Note: 1
«manufacturer»

means the parent 2
company that may
incorporate several 3
manufacturing sites.

10
11
12
13
14
15
16
17
18
19

20

80

Manufacturer

Evalar

Solgar Vitamin and Herb
PharmaMed
Kvadrat-C

Stada

Unipharm
Binnopharm Group
Queisser Pharma
Vneshtorg Pharma
Dr.Reddy's

Bayer

OTCpharm

Bausch Health
Laboratoires Ineldea
Mirrolla

Natures Bounty
Biokor

Polpharma
Recordati

Pharm-Pro

Value,
min roubles

13 834.6

6 123.1

45439

32471

2918.4

2893.7

2391.9

2336.6

2246.0

20254

1722.4

1567.7

1399.9

1238.0

1011.9

842.0

748.0

720.6

707.8

690.4

Share, %

16.2%

7.2%

5.3%

3.8%

3.4%

3.4%

2.8%

2.7%

2.6%

2.4%

2.0%

1.8%

1.6%

1.4%

1.2%

1.0%

0.9%

0.8%

0.8%

0.8%

Growth, %
2021/2020

16.1%

1.6%

21.6%

20.3%

-14.8%

20.7%

47.3%

12.6%

18.6%

8.4%

21.2%

-24.1%

-5.8%

27.4%

68.3%

-17.1%

6.0%

-3.3%

-19.4%

10.1%



microflora. Vitamins, minerals and medic-
inal plant extracts for optimal weight cor-
rection under the Diet Formula line (-24.3%),
and Life Formula, a specialized line of bio-
complexes with medicinal plant extracts for
women (-19.9%), became less popular than
a year earlier.

High growth rates were demonstrated by Mir-
rolla (+68.3%). Most of the profits gained by the
Russian manufacturer came from the Mirrolla
line of dietary supplements (58.1% in the com-
pany’'s sales; +101.0% against 2020). The max-
imum growth was observed for Synbiotic Max

(+7,850.6%) used to help the normalization and
maintenance of the normal intestinal microflora.

Second by the growth rates was another Russian
manufacturer, Binnopharm Group (+47.3%). The
manufacturer has a narrow product line, only 4
brands; the brand that contributed to the company's
growth most of all was Maxilac (+47.8%) to main-
tain the balance of the gastrointestinal microflora.

The negative dynamics in sales of OTCPharm
(-24.1%) were mostly due to the decline in the sales
of Junivit (:92.3%), Uronorm (-46.9%), and Asvitol
(28.2%).

Dietary Supplements
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Online sales of basic
pharmacy assortment
groups in total sales
volumes

82

6 . Cosmetics

For a long time, the pharmacy assortment
was expanding on account of parapharma-
ceuticals, and this process was driven by cos-
metic products. In the first place, it happened
because pharmacies looked for a more mar-
ginal product category and, in the second
place, because consumers saw pharmacies
as one of the most reliable sales channels,
which offered, among other things, exclusive
items with declared effects proved by clinical
studies.

In 2020—-2021, the cosmetics sales structure
changed significantly. Last year, it was mainly
due to the impact of Covid-19. The year 2021
triggered the consumer’s shift towards online
channels. Pharmacies had to compete for
the consumer attention with the e-commerce

segment: amid the pandemic and the devel-
opment of social networks, it became much
more convenient to buy products in the In-
ternet. The segment of pharmacy cosmetics
had to compete not only with pharmacy Web-
sites and marketplaces, but also with online
stores having a strong position in the beauty
industry.

According to research findings of MIGEL
AGENCY, pharmacies now rank 4th as a po-
tential channel for selling cosmetics: the
top-ranking, as before, are supermarkets
(Magnit, Auchan); second come large chains
(Rive Gauche, LEtoile); online stores (includ-
ing marketplaces such as Ozon, Wildberries)
now come third. 40% of consumers have
bought and continue buying cosmetics in

ECom share by types of goods, rub., 2021

Medical devices N 14.1%

Selective (premium and luxury) cosmetics
Dietary supplements

Medical appliances and instruments
Active (medicinal) cosmetics
Diagnostic devices and instruments
Medicines

Patient care products

Cosmetics (mass market)

Barrier contraceptives

Oral care products

Dressings

Repellents and insecticides

3 5%
O 2. 4%
S 12
—— 10 2%
I o
—— C; 3
— 2%
— 7.5
-7
— 6.2

— S

_ 3.6%



pharmacies. It must be said, however, that
surveys show that in 2021 41% (from 24%)
of respondents chose to buy cosmetics more
often online, and only 26% opted for offline
(against 49% in 2020).

No wonder that even on the already existing
‘pharmacy” Internet platforms, cosmetics
take the lead in the overall sales of cosmetic
products.

All'in all, over 2021 cosmetic products ordered
via online pharmacy channels made for around
11%, which is 2% more than in 2020 (+37%
in the online segment). Cosmetic products
that can be found mainly in pharmacies (it is
about selective cosmetics brands such as La
Roche-Posay, Vichy, Bioderma, and the like) are
more often ordered via the Internet; their share
is 13.8%. The higher share of this group of
products is linked, among other things, to the
answer to the question why consumers pre-
fer to use online media for making purchases:
because such media offer the best price. Se-
lective cosmetics have the maximum average
weighted per package price (around 1,000 rou-
bles), that is why this category is characterized
by higher price sensitivity.

Among competitors for pharmacy cosmet-
ics (and for pharmacies in general) are also
large supermarkets. Following the example of
Magnit Cosmetics, another cosmetics retail-
er plans to launch the so-called drogerie for-
mat by opening pharmacy outlets within its
cosmetics and perfumery stores. At the end
of 2021, L'Etoile opened the first pharmacy at
the premises of its cosmetics and perfumery
store in Novy Arbat in Moscow. The pharma-
cy is operated by Alkor & Co. LLC that manag-
es the chain of L'Etoile stores. Now, the com-
pany holds licenses for 5 pharmacies. LEtoile
plans to open a chain of pharmacies, but not
a big one — up to 15 pharmacies in Moscow

Cosmetics

and several pharmacies in cities with a popu-
lation of over one million.

The spread of the coronavirus infection af-
fected sales of cosmetics in Russia. In 2020,
sales of cosmetics in pharmacies dropped by
almost 7% in money terms. Negative trends
were observed for this group as far back as
in 2008-2009, when the financial and eco-
nomic situation in the country was getting
worse, the sales of products of this category
were not growing and even dropped in 2010
by 3% in money terms against 2009. It should
be noted that such negative dynamics are ob-
served not only in pharmacy sales, but also
in sales of cosmetics through other channels.

In the first half of 2021, the demand for cos-
metics started to recover after a slump in
2020. If we compare sales volumes with last
year's figures by month, we will see that from
May pharmacy cosmetics started demon-
strating positive dynamics. All told, volumes
sold in 2021 were 1.7% higher in roubles than
in 2020. And cosmetic products became one
of the few groups in the pharmacy assort-
ment to show such dynamics.

Covid-19 accelerated the appearance of new
trends also in the beauty industry, and in par-
ticular, in the segment of pharmacy sales of
cosmetics. Certain trends were triggered by
the pandemic; others emerged as a result of
quarantine measures and self-isolation.

Cleansers have always accounted for a large
proportion of the cosmetics range. Amid the
pandemic, the most demanded were anti-
bacterial products for hand care: wet wipes,
sanitizers and soaps. Before 2020, each year
this product category saw a continuing de-
cline, but last year it grew to 3% in roubles

83
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Figure 37

Dynamics of sales
of the main non-drug
product groups in
pharmacies

84

and to 7% in packages. In 2021, the consum-
er demand for these products remained (they
accounted for 2% in value and for 5% in vol-
ume). Though in 20217 their sales declined in
comparison with the peak 2020 - by -45.5%
in roubles and by -30.6% in packages, sales
volumes are still 3 times higher than in 2019.
At the same time, the intensive use of sani-
tizers has its drawback — their drying effect
on the hand skin. As a result, products that
restore the damaged acid mantle of the skin,
such as creams, serums, scrubs and masks
with special formulations, started gaining
in popularity. Over the year, the share of [B]
Skin Restoration and Regeneration grew from
258% to 26.5% in roubles; against 2020,
sales of restoring cosmetics grew by 4.7% in
value terms.

The pandemic triggered additional upward
dynamics in the skincare segment. One of the
factors accounting for that is the perception
of the process of buying: women see it, above
all, as a chance to spend more time on their

beauty as well as a way to take care of them-
selves and of their health. Covid-19 not only
made us wash our hands with soap more
often, but also wear face masks everywhere,
which affects our skin. Skin becomes more
sensitive and more vulnerable. The pandemic
brought us a new term — “maskne”. It refers
to redness, irritation and even inflamed acne
that appear on the face after wearing a mask
for long periods of time. That is why among
the products highly sought by consumers in
2021 were face care products (+2% in sales
in roubles), especially, moisturizers (around
20% of sales of facial cosmetics).

Endless online communications and the need
to wear a mask in public places significant-
ly shifted the focus of interest towards hair
care. The most significant growth for the year
among products with intended use was ob-
served in [V] Hair and Scalp Care (+1.0% to
2020 in packages). In absolute terms, the
growth rate made for 5% and also hit its max-
imum.

Dynamics of the main types of goods, 2021/2020

in roubles in packages

Dietary supplements _ 11% . 1%
Medical devices _ 8% -1%i
Dressings - 3% -11% _
Repellents and insecticides - 2% -5% -
Cosmetics - 2% -5% -
Patient care products I 1% -5% -
Diagnostic devices and instruments 0% [ -7% _
Oral care products -1 %l -5% -
Barrier contraceptives -2% - -4% -
Rehab products -2% - -6%-
Hygienic products  -6% - -15% _



As a result of all these trends, every year
pharmacies expand the range of cosmetic
products, and this expansion is because of
the appearance of new brands as well as be-
cause of the extension of the existing prod-
uct lines. In 2021, Russian pharmacies sold
over 2,200 various cosmetic brands (21,355
SKU). Manufacturers offered 213 new brands
to consumers. Among the most successful
brands were: ranking 138th is Elatea (Pervoye
Resheniye), the natural cosmetic brand of-
fering a line of face and body care products;
the 278th position belongs to Novatenol (Ser-
vier), the revitalizing and moisturizing spray
foam for damaged skin; the 290th position
belongs to Terra Organica (Geo Organics), a
line of olive extract-based cosmetics. These
brands managed to get into the top 300 by
sales volumes in value terms because their
overall sales during the analyzed period were
worth over 99 million roubles.

According to 2021 results, cosmetics sales
share is the third-largest (after medications
and dietary supplements) in the pharmacy
sales structure. Against 2020, sales grew by
2% in money terms and dropped by 5% in vol-
ume terms. The volume of cosmetics sales
via pharmacies amounted to 165 million
packages, or 44.8 billion roubles a year.

@ Sales volume, RUB bin O Growth, %

@ Sales volume, min packages (O Growth, %

45.5 46.4

443

441

44.8

2017 2018 2019 2020 2021

For the last 2 years, the markup on pharmacy
cosmetics has been increasing: if in 2019 it
was 39.7%, in 2020 it was already 42.1%, and
in 2021 — 44.1%.

Cosmetic products can be classified by dif-
ferent parameters: price, intended use, age
and social group, effect or indications for
use. DSM Group conducted an analysis and
suggested its own classification of cosmetic
products according to their purpose, action
and price. Cosmetic products sold through
pharmacy chains were divided into 3 groups:

Active (medicinal) cosmetics are used for
treatment and prevention of certain diseas-
es and contain various biologically active
substances (this category includes «Sofyay,
«Boro Plus», “911 Your Emergency Service’,
ete).

Selective (premium and luxury) cosmet-
ics are characterized by specialized product
lines, clearly distinguished between each oth-
er and intended for certain skin or hair con-
ditions. As a rule, such cosmetics are sold
mainly through pharmacies (Librederm, La
Roche-Posay, Vichy, etc.).

Mass-market cosmetics - affordable cos-
metics, intended for skin, hair and nail care

1948 1954 1894

173.3 164.8

2017

2018 2079 2020 2021

Cosmetics

Figure 38

Pharmacy Cosmetics
Sales Volumes Growth

in Russia
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Structure of sales
via pharmacies
depending on the
type of the cosmetic
product
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and sold both through pharmacies and other
points of sale (for example, Johnsons, Flore-
san, Nivea, etc.).

The sales structure on the pharmacy cos-
metics market shifted towards medicinal
cosmetic products: the share of active cos-
metics grew by 1.1% in roubles, and by 4.1%
in packages. Active (medicinal) cosmetics
account for half the sales volume of all cos-
metics and plays a major role in the overall
dynamics of the pharmacy cosmetics mar-
ket: +3.8% in value and +2.5% in volume. Over
the year, pharmacies sold 926 brands of me-
dicinal cosmetics from 454 manufacturers
(4,700 full names). Promotion of these prod-
uct items that are on the borderline between
non-drugs and drugs and affordable pricing
policies underlie the increased demand for
this cosmetics category.

The share of selective cosmetics remained
almost unchanged against the previous year
(by less than 1%). Premium cosmetics remain
the most marginal category. Whereas in rou-
bles it accounts for 36.0%, in volume terms
the share of luxury cosmetics is distinctly

Structure and dynamics of pharmacy
cosmetics sales, by product type, RUB

lower — 10.0%. Though in packages sales vol-
umes dropped by 5%, in roubles this segment
showed positive dynamics: +1.8% to the pre-
vious year. The highest growth rates among
the top 20 luxury cosmetics brands were ob-
served in 8.1.8 Beauty Formula (+1,188.3%
in roubles), Eucerin (+99.3%). and CeraVe
(+86.7%).

Pharmacies are not the main promotion
channel for mass-market cosmetics. How-
ever, this sub-segment accounts for 34.8% of
the market in volume and is popular among
consumers, since it offers quite affordable
products. As a result, mass market cosmet-
ics account for 16.2% in roubles. In packages,
this segment saw the heaviest drop (-15.1%
to 2020). Most often, products of this catego-
ry are bought in pharmacies impulsively, or in
addition to some drugs. In 2021, customers
were more conscious in their choices seeking
particular products in pharmacies.

In 2021, the average weighted price of a cos-
metic product in retail pharmacy prices was
272 roubles per package. The price rose by
7.0% against 2020. If we look at the market

Structure and dynamics of pharmacy
cosmetics sales, by product type, packages

Selective cosmetics _ 36% - 10%
(premium and luxury) i 1.8% ; -

I 35.9% 0%
Medicinal I 17.5% ,, o, N 55 2
o meics  —c 7 1% "
Cosmatios e ————a TR
(mass mare — — P

® 2020 ® 2021



segment by segment, we can see that pric-
es in all the categories have increased. The
price of one package of active cosmetics has
increased by 1.2%, prices for premium prod-
ucts and mass market cosmetics have grown
by 7.2% and 11.1% respectively.

Pharmacies offer their clients a wide range of
cosmetic products in various forms and with
different intended purposes. Multi-purpose
cosmetics are the most in-demand (its share
of the sales volume in packages was 35.9%).
And it is not surprising as around 53.4% in
the structure of the multi-purpose cosmetics
market belong to antibacterial, antiseptic and
wound care products. In money, the highest
share is with face skincare products: 24.8%.

Five top-ranking groups showed positive
sales dynamics. The highest growth among
all the groups was observed in feet cosmet-
ics (+7.7% in roubles) and hair and scalp
products (+5.8%). In volume terms, on the
contrary, most of the groups saw a decline in
sales; the most significant drop was observed
in facial products (-16.1% in packages). At the

® 2020 @ 2021

116

Cosmetics
(mass-market)

Medicinal (active)
cosmetics

same time, sales of hair and scalp care prod-
ucts and lip care products increased by 4.6%
and 1.2%, respectively.

The largest share in cosmetics structure ac-
cording to the age criterion belongs to cos-
metics intended for all age groups (80.0% of
sales volume in value and 81.1% in volume).
Next come cosmetics for babies and children
(from 0 to 14 years old): 8.6% in roubles and
13.9% in packages. Third-ranking are cosmet-
ics for young adults (older than 25), with the
market share of 5.4% in roubles. There is a
preponderance of high-priced premium and
luxury cosmetics in this category — 80.2% of
rouble volumes come from selective cosmet-
ics. The majority of cosmetic products for
middle aged people (after 45) and for teenag-
ers and young people (14-25 years old) are in
the high price range: selective cosmetics hold
around 73% of sales value. The segment of
cosmetics for the elderly (over 60 years old)
demonstrates the maximum rates of drops in
money (-36.5% to 2020).

987
921

Selective cosmetics
(premium and luxury)

Cosmetics

Figure 40

Weighted average
price of a cosmetic
product in pharmacies
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Cosmetics Structure
According to its Intended
Purpose in 2021
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Russian cosmetics are more in demand on
the pharmaceutical market than imported
brands, domestic cosmetic products make
for over 76.1% of the sales volume. When
analyzing sales volumes in roubles, it should
be noted that the market is divided almost in
half, but imported products prevail slightly
(about 50.4% of sales).

Within segments, the domestic to imported
cosmetics ratio notably varies.

In 2021, premium cosmetics were mostly
represented by imported cosmetic products,
which hold 85% of the market in roubles and
66% in packages. Librederm, a Russian brand,
has 95.9% of domestic selective cosmetic
sales in roubles.

The segment of medicinal (active) cosmet-
ics is represented, on the contrary, mostly by
Russian brands that lead both in value (72%)
and in volume (83%).

Structure of pharmacy cosmetics sales,
by intended purpose (RUB)

-10.1%
+7.7%

+5.8%

+3.8%

+5%

2020 2021

® Face skincare (H)
© Body care (R)
@ Feet care (L)

® Multi-purpose (S)
@ Hair and scalp care (V)
® Other

® Multi-purpose (S)
® Face skincare (H)
® Lip care (C)

The share of domestically-made cosmetics in
the mass market segment grew against the
previous year by 0.5% in roubles and by 3.9%
in packages. The key made-in-Russia brands
are: Detskiy Krem, Kora, and Moyo Solnyshko,
which together hold a 19.1% market share in
roubles.

Selective cosmetics

In 2021, pharmacies sold 16.0 million pack-
ages of premium cosmetic products for
around 15.8 billion roubles (in retail prices).
Compared with the previous year, sales grew
by 1.8% in rouble terms and dropped by 5.0%
in volume. Six brands from the top ten suf-
fered a noticeable drop in sales against 2020.

The positioning of selective cosmetics as
pharmacy cosmetics is no longer relevant:
manufacturers want to keep up to date and
seek to work with large online marketplaces.
It also affects the sales dynamics.

Structure of pharmacy cosmetics sales,
by intended purpose (packages)

11.1%
+1.2%

+4.6%

-16.1%

-0.4%

-4.1%

2021

2020

© Body care (R)
@ Hair and scalp care (V)
© Other



But most of all the demand for this category
was surely affected by the macroeconomic
situation. Due to its high cost, this market
segment is sensitive to the decreasing pur-
chasing power of people whose real dispos-
able income remains as low as ten years ago.

Changes were observed only in the lower
part of the ranking of the leading brands. La
Roche-Posay, a French brand, retained the
first place, due to sales growth by 7.8%. The
brand’'s market share increased noteworthi-
ly = by 1.6% to 28.6% in money terms. La
Roche-Posay cosmetic products, formulated
with thermal water, are specifically designed
for problem skin, that is why 39.0% of the
brand sales come from Effaclar lines (prod-
uct lines designed for oily and problem skin
care) and Lipikar (face products against irri-
tation and itching).

At the end of 2021, Vichy cosmetics (-2.2%)
ranked 2nd. The share of Vichy brand in the
selective cosmetics segment shrank (-0.8%,
t019.2%). Allin all, pharmacies sold 378 SKUs

Selective cosmetics

Medicinal cosmetics

in product lines with an average price of 1,529
roubles. 34.4% of products are anti-ageing
and anti-wrinkle products [A13]. About 42.9%
in value terms belong to face care products,
Vichy also offers a rich assortment of body
care (20.1%), and hair and scalp care (19.9%)
products.

Russian Librederm ranks 3rd in the selec-
tive cosmetics category: the brand’'s market
share shrank from 15.9% to 14.2% in the
segment’s value volume as a result of a 9.1%
drop in sales compared with 2020. However,
Librederm product lines account for 33.4% of
sales volume in packages, and for this rea-
son Librederm can be still considered to be
the most popular selective cosmetics brand
among pharmacy customers. The drop in the
brand’s pharmacy sales was due to the inten-
sive promotion of the brand in its own stores
and on various online marketplaces. Its prod-
uct line incorporates 393 full product names,
of which face care products have the largest
share (63.3% in roubles).

Mass market cosmetics

© @ 'mported

[ ) . Domestically-produced

Cosmetics

Pharmacy cosmetics
sales shares by origin
depending on the type of
cosmetic product in 2021
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Table 22

TOP 10 selective
cosmetics brands in
2021

Table 23

TOP-10 brands of
active (medicinal)
cosmetics in 2021
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Ranking

10

Ranking

10

Change

+2

+1

+1

Change

+3

+1

+3

Brand

La Roche-Posay
Vichy
Librederm
Bioderma
Avene

CeraVe

Uriage

Filorga

Ducray

Mustela

Brand

Loshadinaya Sila

Lactacyd

Alerana

911 Your Emergency Service
Lipobase

Cetaphil

Zinovit

Boro Plus

Emolium

Dry Dry

Sales volume,
min roubles

4 527.1

3038.3

2241.2

1417.6

1009.4

655.2

513.4

363.2

281.4

247.5

Sales volume,
min roubles

742.5

715.2

712.8

638.8

564.7

507.2

487.7

431.3

425.0

399.4

Share, %

28.6%

19.2%

14.2%

9.0%

6.4%

4.1%

3.2%

2.3%

1.8%

1.6%

Share, %

3.5%

3.4%

3.4%

3.0%

2.7%

2.4%

2.3%

2.1%

2.0%

1.9%

Growth, %
2021/2020

7.8%

-2.2%

-9.1%

16.2%

-8.0%

86.7%

-9.4%

15.5%

-6.4%

-30.4%

Growth, %
2021/2020

-11.2%

-1.7%

7.1%

7.2%

23.1%

9.6%

20.9%

-10.1%

-13.9%

-4.3%



The maximum growth rates were observed
in CeraVe products for intense skin hydration
(+86.7%; +2 position lines), which contain ce-
ramides to repair and strengthen skin barri-
ers. The leading products within the brand are
moisturizers.

Medicinal cosmetics

Manufacturers are marketing active cos-
metics as products that not only solve aes-
thetic problems, but also have therapeutic
properties. This group of cosmetic products
dominates the pharmacy market. Premium
cosmetics mainly target facial skin prob-
lems, while medicinal cosmetics have a wider
range of indications for use. Most of sales in
this assortment group come from products
used in the treatment of strains, bruises, in-
flammation of joints (a 10.4% share in rou-
bles), for various skin conditions and injuries
- cuts, bruises, cracked skin, burns (9.9%), for
skin prone to allergic reactions (8.4%).

The top 10 brands account for 26.8% of active
cosmetics sales, which is significantly lower
than in the luxury brands segment (90.4%).
This is partly due to the fact that selective
cosmetics lines are very wide and are aimed
at addressing a number of problems at a time.
Active cosmetics brands are usually promoted
as products meant for addressing one specif-
ic problem. Consequently, the category range
is quite wide: pharmacies offer more than 900
brands of medicinal cosmetics.

Changes were observed in the lower part
of the ranking. As before, Loshadinaya Sila
(Horsepower) remains the leader among
medicinal cosmetics brands (a 3.5% share in
the group), despite a 11.2% decline in sales.
Body care products, used in the treatment of
strains, bruises and joint conditions, account
for 48.1% of the brand’s sales volume in rou-
bles.

The second place goes to Lactacyd (a 3.4%
share), a line of products for daily intimate
hygiene, formulated with natural lactic acid,
which helps to restore and maintain a healthy
vaginal flora. Over the year, the brand’s sales
dropped by 1.7%. The product line includes
around 20 product names.

Alerana is a cosmetic product developed for
hair and scalp care. That is why, 70.7% of
products manufactured under this brand are
shampoos. After a 7.1% increase in sales, Al-
erana retained its 3rd ranking and increased
its share by 0.1% to come to 3.4%.

By maintaining high growth rates for several
consecutive years, the following brands in the
top 10 demonstrated the best performance:
a line of Lipobase family products for the
treatment of sensitive, dry and irritated skin
(+23.1%; +3 position lines), and Zinovit zinc-
based broad-spectrum products (+20.9%; +3
position lines) intended, inter alia, for preven-
tion of dandruff, treatment of irritated and
peeling skin, and acne conditions.

Cosmetics

01



[ 3

(]
00000cr0OUP

[

[

92

Emolium special-purpose dermatological
products for dry skin prone to psoriasis and
atopic dermatitis moved down from the 5th
to the 9th position line due to a 13.9% drop
in sales.

Mass-market cosmetics

Multi-purpose cosmetics make for 36.5% of
mass-market cosmetics that are mainly in-
tended for cleansing (20.6%).

Changes in the ranking of mass market cos-
metics are more distinct than in the top 10
in other categories. The top three brands are
last year's leaders. The first place tradition-
ally goes to Johnson's children cosmetics (a
6.3% share in roubles). A notable share in the
competitive environment by value volumes of
sales belongs to two Russian brands - Dets-
kiy Krem (4.6%), and Kora (3.3%).

Six out of the ten brands holding the key po-
sitions showed positive dynamics. The maxi-

mum growth in sales was observed for: Asian
Ullex cosmetics (+38.3% against 2020; +9 po-
sition lines) for daily facial care, and Russian
EVO specialized products (+13.8%; +4 posi-
tion lines) to repair and maintain healthy skin
and hair, for special and daily care.

The most notable downgrading was observed
for Novosvit (-21.3%; -3 position lines), offer-
ing a line of face and body care products in-
tended to moisturize and nourish the skin, re-
pair the epidermis and activate its protective
functions, and promote active rejuvenation.

A distinctive feature of the ranking of mass
market cosmetics sold in pharmacies is a va-
riety of baby/kids brands. 23.6% of products
sold are products for babies and kids (0-14
years old). Three children’s brands are found
in the 2021 ranking, they are the major brands
in this category (accounting for 62.9% in rou-
bles of all mass-market cosmetics for chil-
dren, sold through pharmacies).



Ranking

10

Change

+1

+4

+9

+4

Brand

Johnsons

Detskiy Krem

Kora

Neutrogena

Moyo Solnyshko

EVO

Ullex

Chlorohexidine

Laino

Novosvit

Sales volume,
min roubles

446,6

3249

235,0

2319

228,3

203,4

185,0

173,5

170,3

149,2

Share, %

6,3%

4,6%

3,3%

3,3%

3,2%

2,9%

2,6%

2,4%

2,4%

2,1%

Growth, %
2021/2020

-7,6%

8,1%

-11,4%

12,8%

0,6%

13,8%

38,3%

3,2%

-6,3%

-21,3%

Cosmetics

Table 24

TOP-10 brands
of mass-market
cosmetics in 2021
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Number of pharmacy
outlets in Russia
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Pharmacy
o chains

The «new reality» is particularly true for retail
pharmacies. And it is not just a matter of online
commerce. Although it was the authorization
of over-the-counter drug delivery that has trig-
gered these changes. The market has become
attractive to many players whose names were
not previously associated with «pharma». On
the one hand, this should increase the number
of points of sale and outlets (and, consequently,
make drugs more accessible to the public), but
on the other hand, it can intensify competition
for «traditional» players (which may have a neg-
ative impact on their efficiency and result in their
closure).

As of the end of December 2021, there were
65,600 pharmacies in Russia. Itisonlya 1.7% in-
crease from the previous year (+1,080 outlets).

The increase is caused by the growth of federal
chains (+1,700 outlets, mainly due to the phar-
macy chains Aprel, Implosia, Planeta Zdorovya)

and interregional chains (+2,720 outlets due to
Aptechnaya Set 36.6 moving into this category
while expanding its geographical presence). But
the number of single outlets and small chains
continues to decline (by 1,045in 2021).

There was no boom in new pharmacies open-
ing in 2021. But projects to create them were
launched or announced. The state is still an ac-
tive player in this market. For example, since Jan-
uary 1, 2022, medical workers in rural areas have
been allowed to sell drugs and dispense subsi-
dized medications. This will solve the problem of
making drugs available to people living in rural
areas without pharmacies.

In fact, state pharmacies can become one of the
main players to increase sales outlets in sparsely
populated or hard-to-reach communities. In 2021,
the state chain Gubernskiye Apteki launched the
Drugs for Villages project, which started deliv-
ering sets of drugs and first aid medications to
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people living in remote areas of Krasnoyarsk Krai.
The list includes 435 municipalities.

In Irkutsk Region, the Pharmacy on Wheels proj-
ect was developed as part of the Mobile Pharma-
cy in Rural Areas program, created by a member
of the Youth Parliament. It is aimed at providing
medicines to the residents of villages and com-
munities where there are no stationary pharma-
cies. Since no federal law permitting the opera-
tion of mobile pharmacies has yet been passed,
a «hybrid» format was implemented in the region.
First, the Youth Parliament members traveled to
the villages and collected applications from the
residents, then purchased drugs at wholesale
prices and made home deliveries.

Meanwhile, in Saratov Region, state pharmacies
are being revived in general (after their privatiza-
tion and sale). 180 state pharmacies and phar-
macy outlets are expected to open there in 2022.
They will be located in medical facilities. The
first two state pharmacies opened in the region
in 2020 and ten more in 2021. During the year,
Kurskaya Pharmatsiya expanded its presence in
Kursk Region by opening its pharmacy outlets
in all outpatient clinics of the region to dispense
subsidized medicines.

One of the active players, which is trying itself in
allkinds of fields, is Russian Post, a Russian post-
al operator. In 2021, Russian Post was granted an
indefinite license for the wholesale trade, storage
and transportation of drugs. The company plans
to deliver drugs from its pharmaceutical ware-
house opened at the Vnukovo logistics center
to pharmacies, medical institutions and distribu-
tors. The company also plans to create licensed
sorting centers for storing and processing drugs
in cities with populations over 500,000.

In 2021, Russian Post obtained a permit for the
remote retail sale of drugs. Last January, the

company launched a website, pochta-apteka.ru,
to sell drugs, which operates on an online book-
ing basis. The portal users can order drugs to be
delivered to some post offices. In addition, there
is the website market.pochta.ru.

The company’s offices became home to its first
pharmacies. A pilot project to sell drugs in post
offices was launched in 2019 in Samara Re-
gion. In 2021, pharmacies started operating in
the post offices of Moscow, Ulyanovsk Region,
Chuvash Republic, etc. (a total of 11 regions). In
2022, Russian Post plans to launch a project to
create mini-pharmacies on the premises of its
offices in the regions of the Far Eastern Federal
District. Next year, kiosks and pharmacy outlets
will appear in post offices in Khabarovsk Krai and
Buryatia. Five billion roubles will be spent for this
project. Another 15 billion roubles has been set
aside for the upcoming stages.

Russian Post can take a significant share of
the pharmacy market. This is also facilitated by
government support. For example, in the fall of
2021, the President gave instructions to consider
expanding the list of services provided at Russian
Post offices, including the possibility of making
drugs available to the public. The Ministry of
Health and Russian Post are to prepare a plan for
arranging drug sales in post offices across the
country. By the end of 2025, 25,160 of the exist-
ing 37,000 or so post offices are scheduled to be
gradually upgraded to meet this goal.

Of course, changes in the market conditions
are not only caused by government agencies.
For-profit companies are also showing interest in
the pharmacy market and are looking for oppor-
tunities to expand their presence. For example,
at the end of 2021, the first pharmacy appeared
in L'Etoile cosmetics and perfume store on Novy
Arbat Street. The chain plans to open a total of
about 15 outlets in its existing stores.

Pharmacy chains
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Cooperation between pharmacy chains and gro-
cery retailers is already an established trend. In
2021, Aloe began opening 15-to 110-square-me-
ter points of sale in the checkout area of Lenta
hypermarkets. The project will include 85 cities
and create over 165 pharmacies. In addition,
Rosneft and Aloe have jointly launched a service
of road pharmacies, Apteka Auto, based at gas
stations, where over-the-counter and non-medic-
inal drugs will be sold.

The influx of <new» players in the pharmacy mar-
ket was «sparked» by the drug remote sale law
of April 2020, which so far applies to over-the-
counter drugs. In fact, the market had existed
for quite some time. For many years, consumers
had reserved drugs online to pick them up later in
pharmacies. For example, Eapteka.ru appeared
back in 2011, and a year later, in 2012, consum-
ers welcomed today's most popular marketplace
Apteka.ru. In 2021, the online pharmacy service
added about 23,000 outlets and saw an 18% in-
crease in turnover.

Eapteka.ru is now an online pharmacy store
owned by Sberbank and called Sber Eapteka. The
core business is built around the online sale of
drugs, and now their delivery. As part of this evo-
lution, Sber Eapteka began delivering over-the-
counter drugs through Samokat delivery service,
so far only in Moscow (home delivery should be
within 1.5 hours). In Ulyanovsk Region in October
2021, Sber Eapteca began delivery via Russian
Post: Mail carriers bring the order the day after
it is placed. The delivery is free regardless of the
order price. Additional investments are made in
particular to open pharmacy outlets on the prem-
ises of Sberbank offices, which will increase the
number of points where online orders can be
picked up.

After the law was passed, market players be-
came able to make home deliveries of drugs. 780

pharmaceutical market players applied for re-
mote sale permits (by the end of the year, about
400 legal entities were authorized sell drugs on-
line, which geographically cover 57 regions).

The 2021 volume of pharmacy eCom was about
126.4 billion roubles (drugs and parapharmaceu-
ticals), which corresponds to 8.7% of the phar-
macy market capacity. At the end of the year, it
was already at 10%. Whereas the sales dynam-
ics across the market makes for around 3.5%,
the online turnovers grew against 2020 by 36%.
It should be noted that at the moment the online
option is appreciated mainly by people living in
Moscow. The share of pharmacy eCom in the
capital is 18% (in December, it exceeded the «psy-
chological» threshold of 20%). So, one third of all
drugs ordered online are sold in Moscow.

In fact, the structure of the market as a whole
has not changed much so far. Most consumers
still prefer to order needed drugs online and pick
them up later at a conveniently located pharma-
cy. There are several factors at play here. The first
reason is that the law applies to OTC drugs only.
Interestingly, the share of OTC drugs has not in-
creased since the authorization, but, on the con-
trary, has decreased: it was around 39% in June
2020 and 34% in June 2021. At the end of 2021,
Rx drugs ordered online accounted for 62.5% of
the total volume of all drugs (around 52% across
the market). The weighted average cost per
package of prescription drugs is 2.2 times high-
er than that of over-the-counter drugs. Which
means that the consumer is again looking for
more expensive products at a better price, using
the websites of pharmacy aggregators and mar-
ketplaces. This is why brand rankings are shifting
towards high-priced prescription drugs.

A study of the pharmacy eCom structure shows
some interesting facts, which indicate that there
are a number of limitations and peculiarities in



the development of this segment, and it is very
unlikely to completely replace the traditional
pharmacy.

Pharmacies offer not only drugs, but also a huge
selection of various parapharmaceutical groups
of products, which are also fully available at on-
line pharmacy marketplaces. And of course,
when it comes to online sales of drugs, it is as-
sumed that it is this category that should be most
in demand with the consumer. But, in fact, this is
not yet the case. Drugs ordered online are in the
middle of the list and account for about 8% of all
drug sales. Some categories have a higher eCom
share of the total volume. For example, medical
supplies with a share of about 14% or selective
cosmetics (share of 13.8%).

The main reason for this trend is that drugs are
largely fast-moving consumer goods that are
needed here and now, and even «one day for
delivery» can be critical for this category. But
for other types of pharmacy products, it's not
so much of an issue. What is more important is
the cost of the necessary item. Online platforms
offer the best deals and allow customers to wait
until they can buy the required item for the lowest

Pharmacy market

@ Pharmacy market share in general, RUB bin

® eCom turnover, RUB bin

1282 1407 1455.5

possible price. Moreover, the weighted average
cost per package is higher for such groups, so
the difference between online and offline prices
can be significant.

The share of pharmacy marketplaces remains
high in the structure of the overall online phar-
macy market. The Top 3 platforms account for
64.7%.

But over the past year, there has been an in-
crease in pharmacy aggregators (unlike market-
places, they only offer the products available at
participating pharmacies, while marketplaces
offer products that are available at the distribu-
tors’ warehouses). Previously, they only informed
customers about availability and prices in phar-
macies, but now they already allow them to book
goods in a convenient pharmacy connected to a
particular service. One of the largest aggregators
is Uteka. About 50,000 pharmacies are currently
connected to it. Among other major aggregators
are Megapteka.ru (over 20,000 pharmacies) and
009.RF (14,000 pharmacies). Even if pharmacies
have their own online services, they also connect
to such aggregators to gain additional visibility
and increase sales.

eCom share

8.7%

6.6%

) I

2079 2020

2021

Pharmacy chains

Figure 44

Pharmacy eCom
Dynamics, 2019-2021
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Table 25

Ranking of remote
order services by
sales turnover in 2021

* The volume is
shown only for the
products ordered
online.

08

- Number
£ Remote order service of pickup
= points
&

1 Apteka.ru 22 840
2 Sber Eapteka 892

3 Zdravcity 19750
4 Uteka 50 000
5 Asna.ru 7 000
6 009.RF 14 000

The changes in legislation have not only made
it possible for pharmacy chains to sell drugs
remotely, but also provided access to the phar-
maceutical market for the largest online retail
players, some of which have obtained pharmacy
licenses and started to include over-the-counter
drugs in their product range. This has also been
facilitated by more simplified rules for entering
the online market. Effective September 1, 2021,
only one sale point is enough to get an online li-
cense. Now it is also legal for pharmacies to en-
ter into contracts with the owners of aggregators
to place offers and trade through their websites.

Such companies as Ozon, Yandex.Market and
Wildberries are already selling drugs online. Yan-
dex Market began delivering over-the-counter
drugs to the door via the express-delivery option.
It is the second marketplace to receive a license
to sell drugs online (after Ozon). Now it collab-
orates with such pharmacy chains as Dialog,
Rigla and Samson-Pharma (all in all, orders can
be picked up in 3,500 pharmacies). Wildberries
offers some products of CV Protek and the phar-
macy chain Monastyrev.

Value Turnover in cosr:?r::rcial
billion' ::g::rs: d segment,
roubles t0 2020 2021
59.3 18% 4.1%
15.4 62% 1.1%
9.1 45% 0.6%
3.0 - 0.2%
1.0 - 0.07%
0.7 - 0.05%

AliExpress Russia has opened a pharmacy show-
case of drugs available for reservation. Custom-
ers can reserve items online and pay for them at
the pharmacy. The product range, which includes
over 15,000 items, is provided by the Vse Apteki
service.

Grocery retail also plans to actively participate
in online drug delivery. VkusVill began delivering
drugs from its own dark stores in the summer
of 2021. For this purpose, the company entered
into partnership agreements with the pharmacy
chains Planeta Zdorovya and Serdce Rossii (the
companies assemble orders). Azbuka Vkusa
plans to enter the online OTC drug sale market in
2022. The grocery store chain has not yet found
partners to open pharmacies, but its supermar-
kets have already begun stocking the shelves
with dietary supplements. The retail chain Per-
ekryostok has received a license to handle phar-
maceuticals too — drugs are available on its mar-
ketplace Vprok.ru.

SberMarket, an online service for home delivery
of groceries and goods, has begun delivering
drugs. SberMarket delivers items from pharma-
cies that are part of the Erkapharm Group. The



technical partner of the project is the Vse Apteki
service. Delivery started in Moscow and St. Pe-
tersburg, and will expand to cities with a popula-
tion of over a million people in the future.

As part of its online sales efforts, Magnit opened
its first pharmacy dark store in Krasnodar in
October 2021. It will operate in a click&collect
pharmacy format. Its total area is about 250 sq.
m. Customers have access to a wider range of
products than in the traditional Magnit Apteka
— about 8,000 items. The dark store will deliver
online orders to about 30 pharmacies.

Another impetus for the accelerated eCom
growth could be the authorization of prescription
drug delivery. Both public organizations and the
business community are lobbying for the adop-
tion of amendments to the legislation. But the
right thing to do would probably be, first, to ful-
ly implement an electronic prescription system,
and then to allow delivery of all drugs. All phar-
macies must connect to the unified state health
care information system, in which electronic pre-
scriptions are processed. Under Order No. 66 of
the Ministry of Health, all the 85 regions of the
Russian Federation must adopt this system by
2023. Therefore, delivery of Rx drugs is unlikely to
be authorized before this time.

® TOP-3
© TOP-5
® TOP-10
® TOP-20

2078

2079

In general, the capacity of the pharmacy mar-
ket in 2021 was 1,456 billion roubles (+3.5% as
compared to the previous year). Despite the rapid
eCom growth, consolidation in the market is still
on therise. In 2021, the share of the TOP-20 was
69%, which is 3% higher than in 2020.

Figure 34 shows the growth of turnover and num-
ber of outlets in the top 20 pharmacy chains in
2018-2021.1n 2021, the Top 20 had 43,700 phar-
macies, which is only 21% more than in 2020. In
the 2021 ranking, 11 chains had over 1,000 out-
lets, and all were ranked 1 through 11.

The major factor in the increased concentra-
tion of the top 20 players in 20271 was the ac-
quisitions of pharmacy chains. Over the past
few years, the process of consolidating and
merging pharmacy chains has slowed down
and mainly involved the acquisition of small
regional companies.

The year 2021 saw one of the biggest deals
of recent years. Katren holding from Novosi-
birsk closed the deal to purchase a controlling
stake in the pharmacy chain Erkapharm. Ka-
tren already owned the chain Melodiya Zdor-
ovya. Combining the sales volumes of the
two players brought the holding company to
the third position in the ranking with a share of

2020 2021

Pharmacy chains

Concentration of TOP-
20 Pharmacy Chains
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Figure 46

Dynamics of Growth
in the Sales Turnover
and Number of
Outlets of TOP-20
Pharmacy Chains

100

6.1%. The main purpose of the acquisition is to
strengthen the position in distribution in order
to increase the share in the largest chains. In
addition, some Erkapharm pharmacies were
rebranded as Apteka.ru, which means that the
deal also helped the online service increase the
number of pickup points.

By the way, Protek is doing the rebranding in
order to expand its ZdravCity service. Zhivika
pharmacies (the discounters of the Rigla phar-
macy chain) have begun to operate under the
ZdravCity brand in Moscow Region. The grad-
ual rebranding of the capital’s retail outlets will
be completed in the spring of 2022. In June
2021, the project was joined by the chain's
discounters in other regions — Central Russia,
Arkhangelsk Region, Kaliningrad and Siberia. A
total of about 240 pharmacies will be involved.
Rigla has also announced the acquisition of
the retail chain Apteki Vyatki (12 pharmacies)

in Kirov. It is entering a new region to expand
the geography of its presence. Some of the
acquired pharmacies will operate under the
ZdravCity brand.

Aptechnaya Set 36.6 has once again begun its
regional expansion. Earlier, the player focused
on expanding in Moscow Region. In 2021, it
acquired a chain in Tver with a similar name -
36.6 Zdorovye.

Neopharm has increased its presence in Mos-
cow and Moscow Region by managing the
Moscow branch of Aptechnye Traditsii Group.
The Moscow branch of Aptechnye Traditsii in-
cludes 31 outlets in Moscow, 36 pharmacies in
the towns surrounding Moscow, and 5 outlets
in Obninsk. It is not rebranding, but the chains
will have the same pricing and product range

policy.

TOP 20 pharmacy chain dynamics (commerce)

21%
16% A
AN :
8%
AN 43 670

2018
® 2019
® 2020
® 2021

Sales outlets

15%
13% /?\ 8%
A H

N
£ 1006

Turnover, RUB bin



Aptechnye Traditsii will continue to expand in
priority regions, including Kursk and the Vol-
ga region. For example, Aptechnye Traditsii
pharmacies will start operating in Ulyanovsk
Region, about one hundred pharmacies are
planned to open under the Sotsialochka brand.
Aptechnye Traditsii raised money to expand its
chain in Ulyanovsk Region by selling its outlets
in Central Russian cities to the pharmacy chain
Pharmaimpex (64 pharmacies).

Tula's pharmacy chain Zdes Apteka, which is
also a member of the IRIS partnership, has ac-
quired the pharmacy chain Vek Zhivi (67 phar-
macies in Moscow).

The IRIS partnership sees its development in
attracting new players. For this purpose, the
company has lowered its membership require-
ments: now it can be joined by chains with a
turnover of 1 billion roubles a year and with
the possibility of buying out 1% of the share.
The first chain that joined IRIS under the new

conditions in November 2021 was Astrakhan's
pharmacy chain Shakh, which includes 110
pharmacies. Therefore, IRIS" turnover for last
year is shown without the chain Shakh.

We would like to conclude our review with
some good news. The simplified system for
monitoring the movement of drugs (SMDLP),
which was in effect until February 1 of this
year, has now become permanent. Appropriate
changes were made to Decree No. 1556, it was
signed on January 31, 2022. The document
allows pharmacies and medical institutions to
withdraw drugs from circulation through the
cash registers and withdrawal registers imme-
diately after the system notification about the
drugs they received, that is, they do not need to
wait for confirmation from the system that the
acceptance information has been successful-
ly registered. The information is automatically
confirmed by the labeling system itself. Thus,
the recipients of drugs do not depend on errors
or delays of the suppliers.

Pharmacy chains
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Table 26

2 . Sharein commercial ~ 1“Ve"  Number of
£ Pharmacy chains Volume, increase
Ranking of Pharmacy 5 in billion roubles Seggﬁ"t' compared to outlets
Associations by Sales 2020
fumoverin 2021 1 ASNA 203.0 13.9% 0.0% 15963
2 Rigla 112.6 7.7% 19.3% 3396
United AS ERKAFARM
3 and MELODIYA 89.0 6.1% -4.4% 1815
ZDOROVYA
4 April 78.3 5.4% 50.3% 3069
5 IRIS 70.3 4.8% 8.0% 2765
6 Neo-pharm 56.9 3.9% 10.5% 1003
7  Pharmacy chain 36.6 53.1 3.6% 12.1% 1616
8 Implosia 52.5 3.6% 3.7% 3631
9 Planeta Zdorovya 51.3 3.5% 4.0% 2127
10 Vita 49.1 3.4% 4.9% 2072
11 Pharmland 45.2 3.1% 27.4% 1545
12 Maxavit 223 1.5% 5.9% 735
13 E-apteka 17.9 1.2% 62.5% 200
14 Zdorov.ru 17.6 1.2% 9.2% 94
15 Pharmaceut+ 17.2 1.2% 9.0% 568
16  Apteka-Timer 15.6 1.1% -20.0% 808
17  Apteka Nevis 14.3 1.0% 9.4% 594
18  Gubernskiye apteki 14.2 1.0% 11.7% 367
19  Magnit 13.5 0.9% 0.5% 835
20 Aloe 12.0 0.8% 62.1% 467
21 IDEA 11.0 0.8% 1.5% 316
22  Monastyrev.rf 8.9 0.6% 21.3% 110
23  Zdorovye (Ust-Labinsk) 8.5 0.6% 4.4% 180
24  Nadezhda-Pharm 7.0 0.5% 18.8% 335
25  Peterburgskiye apteki 6.9 0.5% 3.0% 83
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40

41
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47

48

49

50

Pharmacy chains

Edelweiss

Antey
Pharmeconom
Volgopharm
Garmoniya zdorovya
Vasha No. 1
Aliya-Pharm
Aptechnye traditsii

Nizhegorodskaya

Oblastnaya Pharmatsiya

Sovetskaya Apteka
Vita-plus

Arbik

Gran (Simferopol)
Trika (Moscow)
Dialog

Serdtse Rossii
O'Vita

Pharmiya

MFK Severo-Zapad
Vitapharm (Moscow)
Lucky-Pharma
Orenlek
Apteka25.rf
Deshevaya Apteka

Mir Lekarstv

Volume,
in billion roubles

6.9

6.7

6.2

5.6

5.0

4.8

4.8

4.8

4.7

4.5

4.2

3.5

3.5

3.4

3.3

3.2

3.1

3.0

29

2.7

2.6

2.6

2.3

2.2

2.1

Share in commercial
segment,
2021

0.5%

0.5%

0.4%

0.4%

0.3%

0.3%

0.3%

0.3%

0.3%

0.3%

0.3%

0.2%

0.2%

0.2%

0.2%

0.2%

0.2%

0.2%

0.2%

0.2%

0.2%

0.2%

0.2%

0.2%

0.1%

Turnover
increase
compared to
2020

10.3%

-2.8%

-4.2%

0.2%

16.5%

36.0%

17.3%

-8.9%

19.4%

18.0%

43.4%

28.5%

18.0%

11.0%

-5.0%

1.0%

6.0%

22.4%

15.0%

5.0%

21.0%

13.0%

17.1%

-12.0%

13.7%

Number of
outlets

235

574

159

153

186

70

191

181

252

365

228

164

111

56

72

194

103

176

100

40

162

137

24

79

141

Pharmacy chains

103



[ J

@
00000cr0OUP

[}

[

Table 27

Ranking of Marketing
Associations by Sales
Turnover in 2021

104

o . Turnover

€ Marketing Volume, Share n I increase Number
S  Association in billionroubles comm:rgloam compared of outlets
@ segment, to 2020

1 ProApteka 1471 10.1% 24.5% 8932

2 MFO 99.5 6.8% 7.7% 5581

3 Sozvezdiye 92.4 6.3% 48.2% 4984
4  Vesna 22.3 1.5% 1.6% 1681



8 . Distributors

Strange as it may seem but the pandemic that
has significantly changed the market structure
has not increased the consumption in packag-
es. It means that the logistics load on whole-
salers as the main link in Russia between pro-
ducers and pharmacies or hospitals has varied
little, if at all. Of course, distributors had to deal
with shortages emerging in certain subjects
of the Russian Federation and to re-distribute
the product range among the regions. Still, the
segment was mainly driven and affected by
non-Covid-specific factors.

On the whole, under-performance of the phar-
macy market stifles the growth of the largest
pharmaceutical distributors. A stronger in-
volvement in the public segment in 2021, on
the contrary, contributes to potentially higher
performance. In this context, the position of
wholesalers on the market can change signifi-
cantly.

The competition for profitability in the distribu-
tor segment has become much stronger in the
recent years. What explains it is the changing
market situation and the desire of other supply
chain participants to take hold of the profit dis-
tribution processes. Direct contracts between
the producer and the pharmacy chain is an
example of this. Certainly, producers prefer to
work with large chains, and this is one of the
market trends (on the one hand, the concen-
tration of traditional pharmacy players is grow-
ing, on the other hand, pharmacy associations
that aggregate small and medium-size retail
segments are rapidly developing). Pharmacy
associations are also interested in disengag-
ing from the distribution chain or in dealing

with one wholesaler only. This format helps to
reduce costs, excluding several logistics steps
from the supply chain.

The shift towards direct contracts has been
observed already for a number of years, so far
without any snowball effect though. Logistics
operators, for example, Santens, made some
effort to promote direct contracts. Yet, it looks
like both pharmacies and producers are likely
to opt for the formats reducing the number of
distribution chain participants. It is in line also
with the drugs labelling initiative that is sup-
posed to prevent pharmacy chains from get-
ting wholesale market bonuses.

At the same time, the public procurement
segment can choose direct communications
schemes. But this is getting more and more
relevant for large producers. After all, should
an overall bidding ranking of suppliers (winning
bidders) exist, 5 producers, some of which even
ranking high, will be in the top 50. For example,
in the 2021 ranking Pharmstandard ranks 2nd,
only 20% behind the leader. Among large pro-
duction companies playing a lone hand in ten-
dering are GlaxoSmithKline with a 2.3% share
and Biocad with a 1.3% share.

State regulation does not frequently interfere
with the wholesale segment but can have its
effect on the ultimate financial performance
in terms of pricing. The main tool is regulat-
ing prices for VEDs, specifically, setting maxi-
mum retail and wholesale markups. Variances
in these parameters are less frequent than in
the registration prices for drugs. Yet, in 2021
they changed, too. The maximum wholesale

Distributors
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Figure 47

Concentration in the
Distribution Segment
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markups on prices for drugs were reduced in
Moscow on average by 3.7%. A respective res-
olution of the Moscow City Government took
effect as from 1 November 2021. Till the end of
the year, wholesale markups were revised in 24
other regions of the Russian Federation. This
is, by the by, one of the factors that drove down
the ultimate prices for customers and also the
inflation on drugs in 2022.

In the current market situation, stability of op-
erations in the wholesale segment remains
the decisive factor in the provision of drugs.
In 2021, the Russian pharmaceutical market
in distributor prices was worth 1,979 billion
roubles, which is 14.5% more than in 2020. At
the end of 2021, the 10 largest distributors on
the pharmaceutical market accounted in the
aggregate for 72.7%, which is 1.4% lower than
in 2020. The decreasing concentration on the
pharmaceutical market is due to the high dy-
namics in the public procurement segment, the
appearance of new bidders as well as high the
intense growth of the existing ones.

Over the recent years, the allocations of funds
for the existing programs (the national cancer
and heart disease project, in the first place) as
well as on new projects (in 2021, the “Krug Do-
bra” ("Circle of Kindness”) initiative for support
of children with rare and orphan diseases re-
ceived separate funding) have been growing.

@® TOP-3
® TOP-5
® TOP-10

2017 2078

Another driver for the growth of public pro-
curement distributors was, of course, supply
of hospitals with drugs to treat the coronavirus
infection.

If we compare the top 5 distributors in the
commercial segment of the market, the aver-
age growth is at 8%, for the public segment
the top 5 distributors are growing on average
by 33%. Let us note that only one company,
Protek, can be found in both of these rankings
(top 5), the other companies in the top 5 are
different. Protek is one of the few companies
that focus mainly on the pharmacy channels
but, at the same time, have a distinct share in
the public tenders for drugs (around 10% of the
overall gross turnovers). By contrast, Pulse and
Katren hold around 1% of their total sales on
the public market.

These trends were reflected in the distributor
ranking. Even the top 3 distributors changed.
The rankings of pharmacies and producers
do not vary much (at least, for a long period of
time until 2021), whereas in the wholesale seg-
ment the competition over the first place never
ends.

At the end of 2021, Pulse maintained its lead-
ership first gained by it in 2020. The company’s
growth rates are one of the highest among the
top 10 companies in the pharmacy segment.

2079 2020 2021
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Distributor

Puls

Protek

Katren

R-Pharm

Grand Capital
Pharmcomplect
BSS

Profit-med

Irwin 2
«Asfadis» Association
Pharmimex
Avesta Pharmaceuticals
Lancet
Agroresursy
G.D.P.

Magnit
ZdravServis
Euroservice GC
Biotec
Severo-Zapad
Medipal-onko
Primapharm
Pharmstor
Medintorg

Pharmservice

Volume,
in billion
roubles

291.0

257.2

249.1

200.7

111.3

98.1

76.7

58.9

49.6

45.7

44.5

41.4

39.3

33.7

33.2

23.7

20.9

19.1

17.4

12.6

12.5

12.1

9.6

9.0

7.9

Increase

14.0%

7.5%

3.2%

51.3%

17.4%

-8.1%

15.3%

3.4%

56.0%

5.9%

22.6%

12.3%

2.3%

8.6%

-9.3%

-28.7%

5.8%

18.0%

-57.7%

9.6%

3.3%

124.1%

-22.4%

23.7%

new

Share

14.7%

13.0%

12.6%

10.1%

5.6%

5.0%

3.9%

3.0%

2.5%

2.3%

2.2%

2.1%

2.0%

1.7%

1.7%

1.2%

1.1%

1.0%

0.9%

0.6%

0.6%

0.6%

0.5%

0.5%

0.4%

Distributors

Table 28

TOP 25 distributors
on the pharmaceutical
market, 2021

Note: sales volumes
are given in purchase
prices inclusive

of VAT (including
sales volumes in the
pharmacy segment
and non-drugs; public
procurement - drugs

only)
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It helped the distributor not only to keep its
leading position but also to increase its share
on the pharmacy market (at the end of 2021 -
23.9%, against around 21.7% in 2020). The dis-
tributor has not yet taken a strong hold of the
«promising» market for public procurement,
but puts on this direction and has ambitions to
develop the public procurement segment.

As part of the continuous modernization of
the warehouse facilities, Pulse launched in
Yekaterinburg a new automated conveyor line
for order batching, which supports, inter alia,
3PL order handling services. The number of
clients requesting these services is increas-
ing, and expanding their scope is strategically
important for Pulse. At the same time, one of
the constraints for the project development is
labelling. One the one hand, formally, 3PL oper-
ators are not economic agents involved in the
circulation of drugs, by definition they offer out-
sourced warehousing and logistics functions.
At the same time, they are partly in charge of
some of business processes of producers, im-
porters and distributors, i.e. entities that are
economic agents and are required to report to
the State Information System for the Monitor-
ing of Movements of Medicinal Products. That
is why, for the system to be implemented in the
distributor operations, software needs to be
modified to be adapted to appropriate proto-
cols and standards.

In 2021, Pulse celebrated its 25th anniversa-
ry. The company’s history dates back to 1996;
it has intensively grown in the last ten years
thanks to its regional expansion to become the
market leader.

The second-ranking distributor in 2021 is Ka-
tren that moved up one position line: the dis-
tributor’s turnovers grew by 7.5%. Katren is the
only company in the ranking that is internation-
al (it has representative offices in CIS countries)
and is rated by an international rating agency.

In 2021, S&P Global Ratings affirmed in its re-
port Katren's BB-/B rating, Outlook Stable.

The key event for the industry in 2021 was
the acquisition by Katren of 50.01% of shares
of one of the largest pharmacy chains, Erka-
pharm GC (Doctor Stoletov, Samson-Pharma,
Ozerki brands). Apart from the fact that this is
the biggest deal on the market over the last few
years, it has been authorized by FAS (the Fed-
eral Antimonopoly Service) subject to restric-
tions that earlier did not apply to the pharmacy
market. For the maintenance of competition,
the agency demanded that prior to the date of
the deal the number of pharmacies owned by
the parties to the deal in the Oryol Oblast be
reduced, and also prohibited them to open new
pharmacies in Saint Petersburg during 3 years.

Before that, Katren already had its own retail
channel — the Melodiya Zdorovya pharmacy
chain, and is intensively promoting Apteka.ru
online resource. The deal will help the distrib-
utor to consolidate its position on the market
at the time it is contracting and to increase the
number of its online service outlets. In line with
this strategy, some of Erkapharm’s points of
sale have already been marked with the Apte-
ka.ru signboards.

Apteka.ru is one of the best known pharmacy
product booking platforms, which has long
been advancing and accounts for a significant
share in its segment. Interestingly, Katren does
not own the Apteka.ru trademark. It applied
for its registration, but Rospatent (the Federal
Agency for Intellectual Property, Patents and
Trademarks) rejected the application. The
agency's expert examination established that
the proposed combination consists of unpro-
tected verbal elements only, and such elements
may be used by any company elsewhere.

In 2021, Protek ranked 3rd, with a 12.6% share.
The company showed a 3.2% increase in sales.



The wholesale segment is only part of the big
group of companies. Cumulatively, Protek GC
is the largest pharmaceutical company rank-
ing 54th among Russia’s largest companies
according to Expert-400. By the end of 2020,
the company had strengthened its position by
moving up five position lines in comparison
with the previous year (the 59th position). Ac-
cording to RAEX-600, the company ranks 52nd
among Russia’s largest companies.

The company continues developing in all direc-
tions. In July 2021, it started the construction
of a new complex in the logistics park near
Moscow. The total complex area will be over
61 thousand sqg. m., warehouse facilities will
cover more than 58 thousand sg. m., the pal-
let capacity of production areas will be over 66
thousand. Commercial activities are expected
to be launched in 2023.

Expansion of the company’s logistics capac-
ities will lay the ground for intensive e-com-
merce development. Now, the company is
actively promoting its own Internet project
— ZdravCity. ZdravCity covers 81 regions of
Russia, by uniting over 19.5 thousand partner
pharmacies. Among the project partners are
Sber ecosystem companies, Yandex, and Mail.
Ru Group. Already in the autumn 2020, Protek
started opening dark stores (specialized ware-
house facilities to cater to the e-commerce
segment) at the premises of the Rigla phar-
macy chain, the Group’s retail segment. At the
end of 2021, it had already 57 dark stores in 34
regions of Russia. The purpose of a dark store
is to provide for the express delivery of online
orders to the end customer and to promptly
supply pharmacies that are ZdravCity's part-
ners with rare SKUs. The product range of one
dark store is 2.5-3 times wider than that of an
ordinary pharmacy.

Among the companies focused mainly on
working with pharmacies, worth mentioning

are Grand Capital (+1 position line, ranks 4th),
and Avesta (+2 position lines, ranks 8th). As a
result, in the pharmacy segment rating the dis-
tributors rank higher than on the market in gen-
eral. In the overall rating, Grand Capital ranks
fifth, and Avesta is not even in the top 10.

Worthy of particular mention are the compa-
nies that focus their efforts on the public sec-
tor rating.

The first among classical distributors in the pub-
lic segment (excluding producers also winning
in and supplying under tenders) is R-Pharm. The
company'’s total turnovers are worth 200.7 bil-
lion roubles, 57% of which are budget-funded.

Besides distribution, R-Pharm is actively devel-
oping the production segment, having expanded
its capacity by acquiring the Teva pharmaceuti-
cal plant in the territory of the Yaroslavl Industri-
al Park (Novosyolki). In 2021, the company was
one of those producing Covid-19 vaccines. The
company’s plants are currently producing three
vaccines — Sputnik V, Sputnik Light, and Astra-
Zeneca. The vaccines are being produced by
R-Pharm at the group’s plants in Yaroslavl, and
at the production facilities built in SEZ Technop-
olis Moscow. The total investments in the pro-
duction of the vaccines already exceeded $500
million.

The production facilities are being expanded
also on account of foreign sites. R-Pharm Ger-
many (incorporated in R-Pharm Group) got an
investment loan from Raiffeisenbank to launch
the production of various biopharmaceuticals,
including coronavirus infection vaccines and
drugs on the basis of monoclonal antibodies, at
the company’s plant in lllertissen. The produc-
tion is expected to be launched in January 2022.

The ranking comprises companies that operate
on the public market and, in addition, have a nar-
row area of focus. 75% of the portfolio of Irwin

Distributors
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Top 10 distributors
by segments
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Ranking Distributor Share
..... 1Pu|323'9/°
2 Katren 21,4%
..... 3 PrOtek18’3%
o 4 ....... G rand Capltal ......................... 8 , 9% .......
..... Spharmcomplethg%
..... 6Proﬂtmed4'9%
..... 7 BSS3'5/°
""" 5 AvestoPharmoceuticals  30%
..... 9 Agroresursyz,g/o
10 easfedisr Association  2,9%

2 are in the segment of oncology or cardiology.
It was one of the companies to demonstrate
the highest growth rates, and for this reason the
company found itself in the top 10 distributors
and ranked 9th (in 2020, it ranked 16th). In the
public procurement segment, Irwin 2 moved
from the 4th to the 2nd position line. One of the
factors accounting for its growth was that the
company became one of the suppliers under
the new national programme “Krug Dobra” (“Cir-
cle of Kindness"). For that to happen, PharmEco
LLC (in which Irwin 2 is incorporated) acquired
a 32% share in FarmaMondo LLC. FarmaMon-
do S.A. (Switzerland) has been a major supplier
of drugs worldwide for over a century. Among
FarmaMondo's partners are foreign bio-tech
production companies that are not present on
the Russian market. One of the company’s core
services is supply of unregistered drugs.

Distributor Share
B Rpharm13'9/o
Irwin 2 5,9%
...... Pharmlmexs,z%
...... G DP3'8%
...... PrOtek3,0%
...... LancetZ,G%
...... 8881'7/0
...... Medlpalonko1'5%
...... S everozapad1'5%
...... anapharmw%

Companies such as Medipal-Onco, Pharmstore
and Primapharm also have a narrow area of fo-
cus. Their performance and ranking are directly
conditioned on state orders and implemented
programmes.

GDP has practically left the retail market to fully
focus on state orders. As a result, the company
grew on the public procurement market by 42%
to rank 4th (at the end of 2020, the company
ranked 6th). GDP is the former distribution unit
of 36.6 Pharmacy Chain, it started working inde-
pendently from 2021.

Diversification of distributors is an established
market trend. Some focus on the production
segment, some opt for retailing, others manage
to perform well in all segments. Probably, only
extremely specialized companies that focus
their operations in the public procurement seg-



ment remain wholesale drug suppliers. In 2021,
there were several noteworthy projects on the
diversification into the adjacent markets.

In January 2021, BSS became the owner of 60%
in BSS Food LLC. The company will set about
developing a new area for the group — supplies
of baby and medical food, including specialized
food for infants with health problems. In the re-
cent years, BSS has been extending business
areas. In 2020, it established a separate unit
for the distribution of aesthetic medicine and
cosmetic products — BSS Cosmetics, and a
unit for supplies of implants and post-surgery
garments — BSS Aesthetics. Later, the holding
company announced the establishment of BSS-
Lab to supply reagents for laboratory research
in immunochemistry, biochemistry, hematology,

hemostasis, urine analysis, as well as products
for microbiological laboratories.

Several distributors started approaching the
market for medical services. Euroservice invest-
ed in the oncological centre in Tula (a medical
centre with an area of 350 sg. m., with a diag-
nostic unit and a day patient department for 10
beds). The Atlas medical centre, 99.9% in which
belong from June 2020 to Protek, intends to
open a chain of clinics in Moscow. Investments
in the project are estimated at 3 billion roubles,
the chain will be built along the development of
Protek PJSC Medicine Segment. R-Pharm en-
tered the public procurement market by leasing
medical equipment through its own company R
Pharm Medical Systems.

Distributors
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9 . Production

Amid the continuing pandemic of the coro-
navirus infection, one of the crucial topics of
2021 was the development and production of
Covid-19 vaccines. Russia has registered the
following vaccines: Sputnik V (August 2020),
Epivaccorona (October 2020), Covivac (Feb-
ruary 2021), and Sputnik Light (May 2021).
Altogether, the domestic market saw around
140 million vaccine doses to fully vaccinate
over 73 million Russians (as at the end of De-
cember). Part of the produced vaccines are
exported. All in all, in 2021 Russia supplied
around 233 million doses on the domestic
and international markets, that is, around 93
million doses were exported. As a result, Rus-
sia ranks fifth worldwide in the production
and export of the coronavirus vaccines. Yet,
Russia accounts only for 2.6% in the global
exports of the Covid-19 vaccines. The leader
is China holding 41% of the global supply; then
comes the European Union with a 37% share;
the third-ranking is the USA (9.5%).

In terms of the vaccines, the global leader is
Chinese Sinovac (around 2.37 billion doses at
the beginning of December), followed by Eu-
ropean AstraZeneca (2.26 billion doses) and
another Chinese vaccine Sinopharm (almost
2.1 billion doses) (according to the data of the
World Trade Organization).

Though Russia has registered several vac-
cines, only one of them, Sputnik V, is being ex-
ported globally. Sputnik V ranks second by the
number of approvals/authorizations in various
countries. As at January 16, 2022, the vaccine

was approved for use by the state regulators in
71 countries. In this context, the Russian Direct
Investment Fund is currently applying much ef-
fort to launch the production of the vaccine in
the territory of other countries (such as China,
India, and Hungary).

In Russia, Sputnik Vis being produced on seven
sites: Medgamal branch of the Gamaleya Na-
tional Research Centre for Epidemiology and
Microbiology, Binnopharm JSC, R-Pharm JSC,
Biocad CJSC, Generium JSC, Lekko CJSC, and
Pharmstandard-UfaVITA OJSC. Epivaccorona
is produced at the Geropharm plant. Covivac is
released by the vaccine developer, the Chuma-
kov Centre, and, from the end of 2021, also by
biopharmaceutical company Nanolek.

As at the beginning of 2022, only domestically
made vaccines were approved for use in Rus-
sia. At the same time, Russia is considering
two applications from foreign producers of the
coronavirus vaccines. Applications for regis-
tration has been filed by AstraZeneca and by a
Chinese firm (probably, CanSino Biologics that
has developed single-dose AD5-nCoV (Con-
videcia)). If the vaccine is approved for use, its
producer in Russia can be Petrovax. R-Pharm
has already started the production of the coro-
navirus vaccine under the license of the Oxford
University and AstraZeneca. The vaccine pro-
duced by R-Pharm will be fully for export.

[t must be said that the pandemic of Covid-19
has not had any major impact on the develop-
ment prospects of the Russian producers. One



of the development priorities in this agenda is
Pharma-2030 Strategy. The strategy developed
for the next decade envisages a shift in the fo-
cus of the pharmaceutical industry towards lo-
calization of the production of substances and
full-cycle release of pharmaceuticals.

The first year of the pandemic revealed Rus-
sia's heavy dependence on the imports of
pharmaceutical substances and highlighted
several problems domestic producers are likely
to face. Increasing the local substance produc-
tion content is a priority.

Today, domestically produced drugs are main-
ly made of imported substances. Substances
for 81 INNs out of 215 INNs from the list of
strategically important drugs are not pro-
duced in the territory of the Russian Feder-
ation, and for 32 INNs there are no facilities
even for the production of finished dosage
forms. Moreover, even those INNs, for which
Russia produces API, are not fully made of
domestically-produced substances. In most
cases, a company specializing in the produc-
tion of drugs produces substances only for its
own needs. Of 215 INNs, API are imported for
117 INNs. By 2024-2025, 65% of 215 INNs
are envisaged to be fully produced in Russia;
the target figure for 2030 is 80%.

To encourage API production, it is proposed to
review the preferences in the public procure-
ment of drugs and to prioritize those produced
under a full cycle, by converting the “two's com-
pany, three's none” principle into “one’s compa-
ny, two's none”. Then, where drugs produced
from substance to finished product are offered
for tendering, all other offers will be rejected.

As a result, several projects related to pro-
duction sites that have been announced or
launched in 2021 are targeted at releasing ac-
tive pharmaceutical ingredients.

Several new projects emerged in 2021 regarding
localization of foreign producers in Russia:

e In April 2021, Takeda (Japan) localized at its
plant in Yaroslavl the production of innovative
Ninlaro (INN-Ixazomib) used in the treatment
of multiple myeloma (the drug is classified
as an orphan drug and is on the VED list). In-
vestments in the localization in Russia of the
finished dosage form production totalled 590
million roubles. Now, the Japanese corporation
is looking into localizing 3 other drugs — their
production can be launched any time soon,
more projects are being considered.

e The biopharmaceutical company AbbVie
and R-Pharm Group completed transfer of the
technologies for the deep localization of the
production of Sevoflurane, an inhalation anes-
thetic. The drug will be produced at R-Pharm’s
facilities from the substance supplied by Ab-
bVie. The commercial production of the drug
fully localized in Russia was launched in the
second quarter of 2021, the output will come
to 200 thousand vials a year.

e Abbott opened a new research-and-technol-
ogy production centre at the premises of the
production site of Veropharm (Abbott Group) in
Belgorod. The centre will accelerate the trans-
fer of production technologies, the localization
of the company’s international portfolio, and
the development and release of new drugs on
the Russian market.

e Sanofl and Nanolek agreed to localize the
production of the meningococcal vaccine
Menactra. The vaccine will be produced at the
Nanolek plant in the Kirov Oblast. According to
the output plan, the first batches are expected
as early as 2022. It is scheduled to produce 2.2
— 3.5 million doses a year, this amount will be
sufficient to fully meet the need of the Russian
healthcare system for this vaccine.

Production
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Table 30

Key production
sites launched
on the Russian
pharmaceutical
market in 2021
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Initiator

Biokhimik JSC
(incorporated
in Promomed)

Grotex LLC
(Solopharm)

Sputnik Technopolis
LLC (R-Pharm JSC)

Pharmasyntez JSC

Pharmasyntez JSC

Pharmasyntez JSC

Region

Saransk

Saint
Petersburg

SEZ Technopolis
Moscow, Moscow

Irkutsk

Irkutsk

Tyumen
Oblast

Description

A newly opened ampoule production
unit. The newly opened line for the
production of in-demand drugs such
as Meloxicam, Drotaverine, Ketoprofen,
Papaverine, and others. The unit will
produce also anticoagulants used in
the treatment of the novel coronavirus
infection: Enoxaparin sodium and Na-
droparin calcium

A newly opened industrial site -
full-cycle biotechnological production
of drugs in ampoules for the treatment
of cancer, autoimmune and ophthalmic
diseases

Production of Sputnik V, a Russian coro-
navirus vaccine, on a new site

A newly opened production line - granu-
lation for the large-scale production of
solid dosage forms for socially signifi-
cant diseases (HIV, TB, etc.). The first
drug to be produced on the new site will
be Merifatin to treat type 2 diabetes

Newly opened large-capacity facilities
for the production of antibiotics and an-
tivirals in solid, liophilized and injectable
dosage forms, including Remdeform
(INN Remdesivir), a novel drug to treat
the coronavirus infection

Large-scale production of drugs for the
treatment of heart diseases, more than
30 drug names, the production capacity
will cover 20% of Russia’s needs

Capacity

The newly opened
line will increase the
output of finished
pharmaceutical
products in am-
poules two-fold - to
15 million units a
month (over 173
million ampoules a
year)

Up to 10 million
doses of the vaccine
a month

1 million tablets per
hour

4 billion tables and
18 million vials, of
which over 13 mil-
lion are solutions,
concentrates and
emulsions; 5 million
lyophilisates a year
for solutions for
infusion

Investments

1.1 billion
roubles

Over 10 billion
roubles from the
Moscow City
Government,
R-Pharm and the
Russian Direct
Investment Fund
(RDIF) will invest
4 billion roubles

Over 1 billion
roubles

4 billion roubles



Initiator

Ozon Pharm LLC

R-Pharm JSC

Nanolek

Binnopharm
Group

Pharm
Aid Ltd.

Renewal
(PFK Obnovlenie)

STADA
Nizhpharm

B. Braun Melsungen
AG (Germany)

Active
Component JSC

Region

SEZ Togliatti,
Samara Oblast

Moscow

Kirov
Oblast

Obolensk,
Moscow Oblast

Kaluga
Oblast

Suzun,
Novosibirsk
Oblast

Nizhny
Novgorod

Tver

Pushkin,
Leningrad Oblast

Description

A second drug production line. The
newly opened line will produce 17
drugs, most of which are on the VED
list, including Areplivir, a drug to treat
coronavirus patients

The Industrial Development Fund (VEB.
RF) and R-Opra LLC (incorporated in
R-Pharm) signed a loan agreement for
the construction of new pharmaceutical
facilities for the localization of foreign-
made drugs.

The output will be drugs for the
treatment of oncological, respiratory,
rheumatic, neurological, kidney, cardio-
vascular, orphan diseases, HIV, and also
immunosuppressants

Nanolek has started producing CoviVac,
the coronavirus vaccine developed by
the Chumakov Centre, RAS

Production of the linezolid
substance used in

the production

of antibiotic Linezolid

in pills

Rostec, RUSNANO and

Ishvan Pharmaceutical, UAE,
will build a production complex
for the production of live

and inactivated vaccines.

At phase one, the complex

will produce vaccines

against the rotavirus

infection and chicken pox

Continuous full-scale
production of semi-solids
(ointments, gels, liniments)

A new unit for
the preparation of substances

Construction of a production
and logistics complex

with a phased commissioning
of facilities for the production
of medical products,

suture materials,

orthopedic implants,

and desinfectants

Second phase construction
of the plant for the production
of active pharmaceutical
ingredients (API)

for antineoplastic drugs

Capacity

Up to 275 thousand
packages a day

Up to 1 million
doses a month

By 2025,

the new complex’s
capacity will be

4 million doses
ayear, and over

8 million doses

by 2026

Over 18 million
packages a year

up to 100
tons a year

Production

Investments

Over 3 billion
roubles

A 2 billion
roubles loan
The total project
budgetis 7.4
billion roubles

40 million
roubles

Around
400 million
roubles

Over 2 million
euros

3 billion roubles

around 3 billion
roubles
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e Gedeon Richter launched at its own Ye-
goryevsk plant the production of Caripra-
zine used to treat patients with schizo-
phrenia and bipolar disorder.

e R-Pharm Group and Beijing Health
Guard Biotechnology (China) signed a
license agreement on the development
and commercialization in Russia of a
nonavalent human papillomavirus (HPV)
vaccine. The agreement envisages phase
[1l clinical studies, the registration of the
vaccine in Russia, and localization of the
production of the finished dosage form
at R-Pharm’s plant in Yaroslavl. In March
2021, the Russian Government put the
HPV vaccine on the national development
strategy for the immunoprophylaxis of
infectious diseases through to 2035. In
2024, it is planned to put HPV vaccines
also on the National Preventive Vaccina-
tion Schedule.

Another mechanism available for the support
and development of the production of own sub-
stances in the territory of Russia is Special Invest-
ment Contract (SPIC). At the end of 2020, the list
of modern technologies, on the basis of which
SPICs can be concluded, was updated. The list
covered more than 600 strategic areas in a va-
riety of industries, including chemical and phar-
maceutical segments involving the production of
new drugs and pharmaceutical substances that
have no equals in Russia.

At the moment, a SPIC for substance production
was made only with Active Component in 2020.
One SPIC for finished drug production was made
in 2021. Skopinpharm, incorporated in Pharmi-
mex, signed with the Ministry of Industry and
Trade of Russia and the Ryazan Oblast a SPIC
on the integration of technologies for the produc-
tion of dosage forms of protein kinase inhibitors
and for the manufacturing of tissue imaging

equipment for the diagnosis of oncological and
sentinel lymph node diseases. This is the first
so-called SPIC 2.0, a special investment contract
with updated criteria and requirements. The esti-
mated investments are worth 3.6 billion roubles.
The project suggests establishing the production
of six drugs for oncological and hematologic dis-
eases, five of which have no equals in Russia.

Every year, the number of localization and do-
mestic production expansion projects is increas-
ing, but the share of the drugs made in Russia
is decelerating in growth; moreover, in 2021,
negative dynamics were observed in packages.
This is due to the dependence of the market on
innovative drugs. Extra funding of purchases in-
creases the share of imported drugs. The share
of localized drugs has been recently growing on
account of domestic producers that get exten-
sively involved in the import substitution process
and are launching on the Russian generic market
high-cost original drugs that cease to be under
patent protection.

In 2021, the results of the national programme
on the development of the pharmaceutical and
medical industry were analyzed. By the end of
2020, the targets were completed less than by
50%: 10 out of 24 indicators failed to be achieved
(41.7%). One of the sub-programmes that failed
to be implemented concerned the development
of the production of drugs and envisaged do-
mestic performance targets. It is worth men-
tioning that the programme was approved as
far back as 2014. Its implementation deadlines
were extended several times. In 2018, the gov-
ernment started elaborating a revised version of
the programme through to 2030. As before, the
key objective is to head for the development and
production of domestic innovative products and
for the import independence.



At the end of 2021, localized drugs accounted
for 45% in value. For the original drugs, this figure
was almost half as high, 26% only. It must be said
though that such a small share is mainly due to
the fact that so far the domestic producers of-
fer few original drugs — in this segment Russian
companies account only for 13%.

The structure of localized drugs is shifting in
favour of domestic producers. In 2018, Rus-
sian companies made for around 30%, and in
2021 — already for around 36%; yet, localized
drugs accounted for a smaller share in the
sales structure for the same period, having
dropped from 13% to 9%.

At the end of the year, imported drugs accounted
for 55% in money (-1.4% to 2020), and for 32.7%
in packages (+0.8% to 2020).

Covid-19 had but a minor impact on the sales
structure by the extent of localization; more
influence it had on the ranking of and growth
rates among producers. Those companies
whose product mix portfolios offered a high-
er share of products recommended for the
treatment of the coronavirus infection were at

Drug consumption structure, RUB

® Imported

® Localized

an advantage. In consequence, in 2021 one of
the most stable rankings (producer ranking)
changed drastically. Even the top three posi-
tions changed.

In 2021, the top 20 producers held in aggregate
a 46.0% share. The 2021 ranking is character-
ized by numerous shifts. Only 3 companies re-
tained their positions compared with 2020. 2
“‘new” companies can be seen in the ranking:
Russian R-Pharm and Pharmasyntez. Now,
there are four Russian producers in the top 20.

The first-ranking at the end of 2021 is Bayer
(+2 position lines), with a 18.9% growth in sales
against 2020. This growth is on account of a
high share in the company’s portfolio of drugs
recommended for the treatment of Covid-19
— around 35%, namely, Xarelto. Also the share
of the public segment in the company’s sales
grew notably — from 23% to 34%.

As before, second comes Novartis, with a 3.5%
share. The company’s high share is on account
of its pharmacy sales (62%). At the same time,
its growth dynamics are not very high, only
around 5%, because there are no drugs for the

Drug consumption structure, packages

® Domestic

Production

Figure 48

Consumption structure

by origin, 2021
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Table 31

Top 20 producers by
sales volumes on the
Russian pharmaceutical
market in 2021
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Ranking

10

11

12

13

14

15

16

17

18

19

20

Change
to 2020

Producer

BAYER

NOVARTIS

SANOFI

OTCPharm

PFIZER

GLAXOSMITHKLINE

JOHNSON & JOHNSON

BIOCAD

STADA

ABBOTT

F.HOFFMANN-LA ROCHE

TEVA

ASTRAZENECA

MERCK

R-PHARM

SERVIER

BRISTOL-MYERS SQUIBB

A. MENARINI

PHARMASYNTEZ

KRKA

Value,
min roubles

79,509.0
70,890.0
67,712.8
55,326.9
52,838.4
52,468.2
49,750.0
45,451.6
42,678.2
42,603.8
40,805.1
40,387.2
39,822.6
37,753.1
34,862.2
34,622.6
34,246.2
33,918.6
33,073.6

33,070.1

Value
growth

18.9%

5.2%

-11.7%

11.1%

38.2%

9.3%

3.9%

34.9%

-0.7%

4.9%

24.2%

0.4%

21.9%

-12.3%

703.0%

-2.2%

-9.2%

8.8%

59.4%

0.6%

Share

4.0%

3.5%

3.4%

2.8%

2.6%

2.6%

2.5%

2.3%

2.1%

2.1%

2.0%

2.0%

2.0%

1.9%

1.7%

1.7%

1.7%

1.7%

1.6%

1.6%



treatment of the coronavirus infection in the
company'’s portfolio.

Sanofi is one of the few companies that went
negative compared with 2020. As a result, it
lost its leadership and moved down to the 3rd
position line. The share of sales in the retail
segment remains prevailing for the company
(around 57% of turnovers are pharmacy sales).

Share of products recommended for treatment
of Covid-19, in company sales volume, 2021, rub.

BAYER _ 35.7%
NOVARTIS :|3°/°
SANOFI :-7.7%
OTCPHARM _ 37.4%
PFIZER —45.9%
GLAXOSMITHKLINE 40.1%
JOHNSON & JOHNSON 0%
Blocap [N 37.7%
0.3%

STADA

ABBOTT §0.2%

F.HOFFMANN-LA RocHE [ 17%
TEvA 10.4%
ASTRAZENECA [l 9.6%

MERCK : 0%

R_PHARM [ 91.3%

SERVER : 0%

BRISTOL-MYERS SQUIBB | 0%

A.MENARINI Il 4,2%

PHARMASINTEZ S 33.4%

KRKA | 0.4%

Producers that are intensively involved in the
provision of drugs for the treatment of Covid-19
performed far above the market trends. That is
why companies such as R-Pharm and Phar-
masyntez found themselves in the top 20.
R-Pharm moved up 63 position lines to rank
15th; Pharmasyntez gained 9 position lines to
rank 19th.

Company sales increase,
2021/2020, rub.

_19%
iS%

-12%i
3-11%
— 38%
- 9%
i4%
_ 35%
jIS%
_24%

10%

_ 22%
-12% -
_ 703%
2% I
-9% -
- 9%
_ 59%

11%

Production

Figure 49

Growth dependence

on the share of drugs
recommended for the
treatment of Covid-19
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