





Summary

In 2012, the audit of government programs that a ffect the pharmaceutical
market took place. In the previous year, a number of laws were approved. It will
affect the development of the market in the short and long term (for example,
increasing the availability of high -quality, effective and safe medicine s to meet
needs of the population is the main goal of "The Strategy of providing the

population of the Russian Federation with drugs till 2025".

The Russian pharmaceutical market is among the ten largest pharmaceutical
markets in the world. At the end of 2 012 Russia took the 7th place. In Russia in
2012, the value of the pharmaceutical market amounted to 921 billion rubles (VAT)
in consumer prices, which is 12% more compared to 2011. Russia was ranked third

for growth rate.

The Russian pharmaceutical market is import oriented. 76% of drugs in
terms of money consumed by the population are produced abroad. Therefore, on
the first place in the ranking of foreign producers is: SANOFI, NOVARTIS. On the
third line is PHARMSTANDARD - the only domestic manufacture o f the top 20
leading players in the Russian pharmaceutical market.
The development of the pharmaceutical distribution sector of the market is on a
given vector in recent years - business diversification: all national distributors are
within the control str  ucture of a subordinate pharmacy chains, the second direction,
which is actively developing I is domestic manufacture. In 2012, there was a
redistribution of the market. "Protek” took the leading position with a share of
16.5%. "Sensation" of the year i the distributor "Katren" got the second place.
Rounding up the Top -3 was the distributor "SIA" (Leader of previous years). Their

combined share of the total market is 44%.

For the pharmacy chain, the year was marked by the development of new
formats within t  he chain. Many market players have discount stores under different
brand names now. On the other hand pharmacy chains offer premium pharmacies,
shops and cosmetic studios, etc. Also redistribution of the market take place in the

retail segment - the leader of the pharmacy chain is "Rigla”, "A5" takes the second



place, the leader of previous years, "36.6" get only the third place. Their combined

share reaches 7.3%.

Commercial segment of the Russian market in 2012 shows strong growth
(+15%). Volume of sales i n 2012 in the commercial segment amounted to about
537 billion rubles. (17.3 billion dollars). It was sold 4.46 billion units, which was

almost coincided with the index in 2011.

The "parapharmaceutical " s e-grisie leviel indternalsnod t ree
growth in 2012. In 2012, the capacity of this segment amounted to 149 billion
rubles, which is 14% higher than the volume in 2011. Despite this, the pharmacy is
actively developing this tendency in their sales i firstly non -drug products under its

own brand n ame are manufactured.

The state sector shows a growth of 4% in 2012. This is one of the most
stable segments of the pharmaceutical market, because its development depends
on budget funds. At the end of 2012 it was spent 78.4 billion rubles in order to
purc hase medicines for the privileged categories of citizens (Drug reimbursement
program). The increase amounted to -7.4% and was negative compared to 2011.
At the end of 2012 segment capacity of hospital purchases amounted to 157 billion
rubles, which is 11.7 % higher than in 2011. In natural terms, the volume of
purchased drugs is approximately 1.1 billion units, which is also higher by 8.3%
than in 2011.

The value of drug import in Russia in 2012 amounted to 14.4 billion dollars,

which is 9% higher than in 20 11.

According to the forecast DSM Group, the Russian pharmaceutical market will

grow in 2013 by 12% in rubles and will exceed 1,035 billion rubles.



1. Pharmaceutical market value in Russia

Russia, in the times of the Soviet Union, preferred to live by five year
periods. Todayds Russia is developing | arger
2013, Russia has launched a number of new federal programs related to a variety
of areas - from health care to aviation industry. Over the period of 2013 - 2015, the
expected funding of the 50 federal target programs will be at 1,021 billion Rubles in
2013, 926.2 billion Rubles in 2014 and 935 billion Rubles in 2015.

One of the first long  -term projects related to the pharmaceutical market was
the Concept of Long -Term S ocio -Economic Development of the Russian

Federation until 2020 adopted in 2008.

In 2012, the  Strategy for the Development of Medical Science in
Russia until 2025 was approved. The strategy includes measures to develop
innovative products and critical techn ologies. The main purpose of the document is
to create high -tech innovative products and use them in public health practices.
The expected share of innovative products on the market will be up to 10% of the
amount of newly registered products. Today, Russia is in the fourth place after
China, the U.S. and Japan in the total number of scientists . As regards research
funding, Russia ranks ninth in the world. As regards the number of scientific

publications, it is in the 15th - 18th place.

On December 24, 201 2, the State Program Development of Health Care

of the Russian Federation until 2020 was approved. Over 33 trillion Rubles will

be allocated from budgets of all levels to support its implementation. The State

Program measures are expected to be implemented in two phases: the first phase -
from 2013 through 2015, the second phase - from 2016 through 2020. The State
Program includes 11 subprograms: fiPrevention of Diseases and Promotion of
Healthy Lifestyles. Development of Primary Health Care 0; AEnhanced Prov ision of
Specialized, including High -Tech, Health Care, Emergency Care, including

Emergency Specialized Care, Medical Evacuation 0, etc.

The State Program of Development of Pharmaceutical and Medical
Industries was adopted. It involves the allocation of mo re than 100 billion rubles
out of the federal budget by 2020. The State Program is to ensure the application

of international standards in the industry, and the inflow of foreign investments.



The State Program Development of the Pharmaceutical and Medical Industries

consists of three subprograms:

91 Development of Drug Production; the main goal is to organize
production of generic and innovative drugs to treat socially significant diseases.

1 Development of Medical Device Production aims to organize production
of high -tech medical devices.

1 Improved State Regulation in the Field of Pharmaceuticals and Medical
Devices aims to create a legal and regulatory framework, improve the quality and
safety of products, and ensure the priority development of the national

pharmaceutical and medical industries, etc.

Also, the State Program has its targets: nationally produced pharmaceuticals
must take up 50% of the market by 2020, and nationally produced medical devices
- 40%.

The Strategy of Pharmacological Support for the Population of the
Russian Federation until 2025 was adopted. The aim of the Strategy is to
increase availability of high -quality, effective and safe pharmaceuticals to meet the
needs of the population and the health care system through development of a
rat ional system, aligned with the available resources, and of the pharmacological

support of the population of the Russian Federation.

Also 2012 saw the approval of the Strategy of the Long -Term
Development of the Pension System and the adoption of the State Program
Social Support of Citizens", both of which will also indirectly affect the

pharmaceutical market.

The pharmaceutical market in Russia is going through a time of change and
state innovations. The reform of the pharmaceutical market is not over yet, and in
the future, the industry awaits new changes. From January 1, 2014, GMP (Good
Manufacturing Practice - GMP) standards will be mandatory. The question whether

the industry is prepared to adopt these standards in 2014 is still debated.

So far, the imp act of the developed strategies and programs on the numerical
indicators of the pharmaceutical market has been minimal. And the market is
growing quite steadily at an average rate.

Figure 1-2 shows the dynamics of the pharmaceutical market in Russia over
2010 -2012 in retail prices.
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Over the past year, the market capacity reached 921 billion R ubles (or 29.7
billion Dollars), which is 12% more than in 2011. The market growth has

accelerated and remains stable, though without recovering the pre -crisis 20 -25%.

The market growth in packages, compared with the Ruble -expressed growth,
looks very mod est at a 1.3% gain. If we consider the market by segment,
pharmacy sales of pharmaceuticals showed the greatest growth at 15% - b37
billion Rubles, pharmacy sales of parapharmaceuticals grew by 14% (149 billion
Rubles), the government procurement market sh owed the smallest growth at +4%

- 236 billion Rubles.

The government continues to adhere a clear policy in the sphere of
pharmacological support of the population. In 2012, the public funds had a market
share of 25.6%. Furthermore, procurement of drugs by medical institutions is
growing faster at +11%, whereas in the drug reimbursement program, the state
Asaves upod through the tender system and I mpor
supplies showed a negative growth of -7.5%). Also, the drug supplies to the
pharmacies to meet the subsidized provision system requirements have been

affected by a decline in the numbers of beneficiaries.

The market growth continues to be driven through an increase in the drug
price index. It is comparable with the consumer price index of the State Statistics
Committee and is 6.0%. The index grew due to a drop in profitability for the entire
supply chain, as a result of changes in taxation and price regulation for drugs from
the list of vital and essential drugs (VED). If the inde x of VED prices was only 1.5%,
and this was due to peculiar registration of imported pharmaceuticals and increased
currency costs, the index of pharmaceuticals beyond the VED list was 7.8% for
2012. That was the only way the market was able to somewhat com pensate for the

lost income from the controlled drugs.

Russia's pharma market value compared to the rest of the world

According to IMS HEALTH, the total sales of drugs in 14 major pharmaceutical
markets across the world over 12 months - from January to  December 2012 -
amounted to 573.4 billion US Dollars (a gain of less than 1%). Traditionally, the
most rapidly growing markets include countries in Latin America and China. .

At the end of 2012, Rus sia is the world's 7th leading pharmaceutical market

and the third -fastest one percentage -wise.


http://dic.academic.ru/dic.nsf/bse/95735

The biggest market is the U.S., where only the retail sales of drugs are worth
236.5 billion dollars, though in 2012, the drug sales in the U.S. market shrank.
Sales also declined in almost all European countries. Generally, the pharmaceutical

markets of the top 5 European countries fell by 2%.
Figure 3
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Russia is still 3 and 5 times behind, respectively, the average European and US
drug consumption. Only Brazil and China have smaller per -capita drug consum  ption

than Russia (140 Dollars) at 115 and 38 Dollars, respectively.



Figure 4
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2. Commercial segment of RTU drugs

The RTU drug commercial market in 2012 amounted to 537 billion Rubles in
consumer prices, or 408 billion Rubles in pharmacy purchase prices ! (Figure 5)
which is 14% more than in 2011. 4.5 bi llion packages were sold, which

substantially coincides with the 2011 figure.

1. Imported to domestic RTU drug retail commercial market

sales ratio

The breakdown of the RTU drug commercial market by sales of domestic and
imported pharmaceuticals is shown in Figure 5.

Figure 5

Shares of imported and domestic RTU drug sales

on the retail commercial market in Russia
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Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. ISO

9001:2008
Note : Sales value are g ivenin pharmacy purchase prices, VAT included.

L All volumes and prices further on in the RTU drug commercial segment section are given in pharmacy purchase
prices, VAT included.
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In value terms, the share of domestic drugs traditionally accounts for about
one-fourth of the Russian RTU drug commercial market. In 2012, the share of
domestic drugs accounted for 24%. At the same time, d omestic pharmaceuticals
prevail in pharmacy sales in volume terms - 58.0%. It is worth noting that in 2012
the share of the domestic drug packages decreased by 2.3%. This was due to
cheap pharmaceuticals, such as ACTIVATED CARBON, BACTERICIDAL PATCH,
CORVALOL, VALIDOL, etc., priced within 15 -20 Rubles.

In 2012, sales of domestic drugs were less pronounced than those of the
imports: 11% vs 15% in value terms. In volume terms, sales of Russian drugs
decreased by 3%, while imported pharmaceuticals gained 5%.

The average price of a domestic drug package in 2012 was 38 Rubles, which is
more than 4 times less than the price of an imported drug package. In 2012, the

price of an imported package averaged toward 166 Rubles.

2. The ratio of sales of Rx drugs to OTC drugs in the retall

commercial market

At the end of 2012, the pharmaceutical market was stirred up by a new wave
of information about the decision allowing sales of OTC drugs at retail stores.
This information appeared on the market in late October, and already in early
December, the Industry and Trade Ministry prepared and sent to the Ministry of
Health for approval a list of OTC drugs that can be sold in grocery stores -
consists of 34 drug groups without specific names.
Representatives of the pharma community stated that this decision might put
many retail pharmacies out of business, with the consumer being hit the hardest.
Though the Ministry of Health periodically asserts its support for this initiative,
the decision to allow retail sales of OTC d rugs is premature in Russia.

The ratio of Rx vs OTC drugs is shown in Figure 6.
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Figure 6

Shares of OTC and Rx drugs

on the retail commercial market in Russia
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Source : Monthly retail audit of the pharmaceutical market i n the Russian Federation, DSM Group. ISO
9001:2008
Note : Salesv alue are given in pharmacy purchase prices, VAT included.

Note:  When calculating shares of Rx and OTC, drugs were distributed officially according to the OTC list. The fact
that that pharmac ies freely dispense Rx drugs was ignored.

Sales of prescription and non  -prescription drugs grew in monetary terms in the
RTU drug retail commercial segment, as based on the 2012 results. Typically, sales
of prescription drugs rise faster than sales of OTC drugs, as was the case in 2012.
Compared with 2011, the value volumes of OTC drugs gained 14%, while that of Rx
drugs gained about 15%. In volume terms, equivalent dynamics was observed:
negative growth in sales of OTC drugs ( -2%) and an increase in sales of Rx drugs
(+4%). The share of Rx drugs in Rubles amounted to 49.8%; in volume terms,
non - prescription drugs dominate (71.3%).

The thing to notice is that the average cost of Rx drugs in 2012 was 160
Rubles, while the price of OTC drugs was on average 2 .5 times lower - 64 Rubles

per packaging.
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3. RTU drug sales on the retail commercial market broken down

by ATC group

RTU drug pharmacy sales by Level | ATC group in Russia are shown in Figure 1.
Table 1

RTU drug sales on the Russian retail commercial market broken down

by ATC group

The group's

Actual volume, share in the
million packs actual

volume, %

The group's
share in  sales
value, %

Sales value,
min Rubles

Level | ATC groups

A: Alimentary tract and metabolism 80,549 19.8% 815.1 18.3%
R: Respi ratory system 51,471 12.6% 621.9 14.0%
C: Cardiovascular system 50,901 12.5% 429.0 9.6%
N: Nervous system 48,345 11.9% 850.8 19.1%
M: Musculo -skeletal system 31,307 7.7% 281.2 6.3%
J: Antiinfectives for systemic use 29,644 7.3% 264.2 5.9%
G: Genito -urinary system and sex 29,502 7 2% 777 1.7%
hormones
D: Dermatologicals 23,606 5.8% 478.0 10.7%
_ L: Antlneopla\_stlc and 17,569 4.3% 772 1.7%
immunomodulating agents
[~] Pharmaceuticals without an ATC 13,840 3.4% 2558 5 7%
group
B: Blood and blood formin g organs 13,204 3.2% 125.2 2.8%
S: Sensory organs 11,399 2.8% 112.9 2.5%
H: Systemic hormonal preparations, 2654 0.7% 196 0.4%
excluding sex hormones
V: Various 2,171 0.5% 22.9 0.5%
P: Antiparasitic products, insecticides 1,460 0.4% 239 0.5%
and repellents
Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. ISO

9001:2008
Note : Sales value are given in pharmacy purchase prices, VAT included.

Note :[~] Pharmaceuticals without an ATC group (homeopathic drugs , drugs of plant and animal
origin, substances etc.)
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In value terms, the rating of ATC groups slightly changed as compared to 2011
(with changes mostly coming from the improved position of the ATC group [R]
Respiratory system). In 2011, drugs from the ATC group [A] Alimentary tract and
metabolism retained the leading positions (19.8%) as in previous periods.
Compared with 2011, this group shows 16% sales growth in monetary terms. As
based on the quantity of packages sold, this segment shows a minor positiv e gain
of 1.6%. Thus, we can conclude that the observed increase in sales in Rubles for
this group is due to higher prices for drugs.

About 16% of the sales value of the ATC group [A] falls under the subgroup
[A1l1l] Vitamins. This group includes vitamins, m ultivitamins and vitamin -mineral
complexes. The MILGAMMA brand was No. 1 in sales value in the group [A11], with
a Ruble share of 16%. In the value rating of the vitamin products, the national
product line KOMPLIVIT is No. 3 (7.6%). In terms of packages so Id, the inexpensive
domestic product ASCORBIC ACID leads (18.2% of [A11] sales).

In volume terms, antidiarrheals (JAO7]) at 26,1% of the group sales are No. 1
of the Group [A] subgroups, as in the previous year. LINEX, a product well known
to consumers th rough active promotion, is at the value rating top in [A07] - 23,3%
of all sales of antidiarrheals. However, in terms of packages sold, LINEX is only
rated second, significantly behind ACTIVATED CARBON having a 60.3% share of the
[AO7] sales.

The Group [R] Respiratory system moved from the fourth place to the second
in 2012.

The largest share of the sales value in the group [R] falls under the subgroup
[RO5] Cough and cold preparations (30% of sales for the group [R]). Inside the
group, LASOLVAN is atthe  top, with a 4% share of the total value of the group [R],
sales for this brand gained 12.5% as compared to 2011.

The group [R] has another key subgroup - 25% came from nasal preparations
[RO1]. Furthermore, the bulk of sales in the subgroup comes from the brands
TYZINE, AQUA MARIS and OTRIVIN. TYZINE pharmacy sales doubled over the year,
OTRIVIN also showed impressive dynamics (+50% compared to the value of sales

in 2011).

The structure of the commercial market by ATC groups is quite stable from
year to y ear. Capacity gains and average package cost gains in the ATC groups are

shown in Figure 7.
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At the end of 2012, almost all ATC groups show gains in the value of the sales,
with the exception of the ATC group [L] Antineoplastic and immunomodulating
agents ( sales of the group drugs shrank by 2.3%). In monetary terms, maximum
gains of 23% were noted for the group [D] Dermatologicals (due to increased sales
of the brands EXODERIL, MIRAMISTIN, BEPANTEN, etc.). In volume terms, the

largest pharmacy sales gain was registered for the RTU drugs in the group [M]
Musculo -skeletal system drugs - it amounted to +10%.
Figure 7
Structure of the RTU drug commercial market in 2011 -2012
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Source : Monthly retail audit of the pharmaceutical market in the Russian Fede ration, DSM Group. ISO
9001:2008 Note : Sales value are given in pharmacy purchase prices, VAT included.
The largest price for a weighted average package, as based on the 2012
results, was for the group [G] Genito -urinary system and sex hormones. Such a

high price is due to the fact that the package price for some RTU drugs in this
group is about and over 5 thous. Rubles. Also a high price for a weighted average
package was noted in the groups [L] Antineoplastic and immunomodulating agents

- about 210 Rubles , and [H] Systemic hormonal preparations, excluding sex

hormones - about 130 Rubles.
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Contribution of different ATC groups to the overall growth of the commercial

market was estimated using the weighted growth - an index that takes into

account the share  of an ATC group multiplied by the rate of its growth (Figure 8).

Figure 8

Weighted growth of the RTU drugs in the retail commercial market
by ATC group

Aggregate commercial 1 dze
J market growth of 14% )

R
1,98%

Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group
9001:2008

The value capacity of the RTU drug commercial market in 2012 increased
mostly due to [A] Alimentary tract and metabolism, [R] Respiratory system and [C]
Cardiovascular system, which in aggregate totaled 7.0% or about 45% of the

market grow th as a whole.

4. Manufacturers of the RTU drugs in the retaill commercial
market

Table 2 lists the TOP 20 manufacturers that are sales leaders

commercial market in Russia in 2012.

. 1SO

in the

17



Table 2

TOP -20 RTU drug manufacturers by pharmacy sales volume in the retail
commercial market in Russia in 2012

Sales value, min

& Rubles
& Sales value
= Manufacturer increase
2
g
1 - NOVARTIS 24,759 16.66% 6.07%
2 - SANOFI 21,838 10.92% 5.36%
3 - PHARMSTANDARD 17,718 -0.39% 4.35%
4 - BERLIN-CHEMIE 13,992 6.91% 3.43%
5 - TAKEDA 13,534 13.39% 3.32%
6 - BAYER 13,252 17.65% 3.25%
7 1 TEVA 12,532 22.57% 3.07%
8 -1 GEDEON RICHTER 11,409 4.15% 2.80%
9 2 PFIZER 11,081 25.78% 2.72%
10 1 ABBOTT 10,867 13.26% 2.67%
11 -1 SERVIER 10,613 18.05% 2.60%
12 1 KRKA 8,542 20.30% 2.10%
13 -1 STADA 8,399 13.87% 2.06%
14 - MERCK 7,930 16.09% 1.95%
15 - BOEHRINGER INGELHEIM 7,539 15.24% 1.85%
16 2 ASTELLAS PHARMA 7,012 29.51% 1.72%
17 - LADSOIT?I?AI?I'%\I;ISES 6,431 18.38% 1.58%
18 -2 ACTAVIS GROUP 5,780 6.41% 1.42%
19 - GLAXOSMITHKLINE 5,758 10.64% 1.41%
20 1 JANSSEN PHARMACEUTICA 4,545 12.95% 1.11%
Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. ISO
9001:2008

Note : Sales value aregiven in pharmacy purchase prices, VAT included.

In 2012, the Russian pharmaceutical market had about 1,000 players (550
domestic manufacturers and 501 foreign manufacturers).

The TOP 20 manufacturers account for 54.8% of all RTU drug sales value.
Compared to 2 011, the total share of the Top Twenty remains virtually unchanged.

NOVARTIS has kept its leading position in the rating, with a 6.1% share in
Rubles. NOVARTIS has quite a significant portfolio (more than 100 drugs sold on

the commercial market). The lar gest volume of the company's sales was generated
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by LINEX -as based on the results of 2012, its sha
11.7% in monetary terms, with a gain of 11% compared to sales in 2011. The

highest increase in sales was noted for OTRIVIN (+5 1%), SINECOD (+61%),

GALVUS (+109%), etc. In volume terms, such well -known brands as TERAFLU,

LINEX, KETONAL lead the sales. These three items account for 29% of packages

sold, which is equivalent to the total share of
value.

SANOFI-AVENTIS, the runner -up, lost 0.71% of the Ruble share to the leader.

The dAirrepl aceabl|ESSENT$AAH, BG -SPA, MAGNE - give the company
strong market positions, and ESSENTIALE and NO -SPA are TOP -20 brands.

As in 2011, PHARMSTANDA RD is in the third place, with a share of 4.35%. The
company's sales in 2012 demonstrated a decline at -0.4%, it is noteworthy that the
largest domestic drug manufacturer is the only one of all rated companies to
demonstrate reduced pharmacy sales. This is due to a drop in sales of the leading
pharmaceutical brands - ARBIDOL ( -22% compared to sales in 2011), KODELAK ( -
29%).

As based on 2012, the following companies improved their standing as Top -20
manufactures on the Russian commercial drug market: TEVA (p harmacy drug sales
grew by 22.6% driven by strong growth in demand for such RTU drugs as
SUMAMED, AMBROBENE and HYLAK), PFIZER (which gained almost 26% compared
the sales level in 2011 due to increased sales of several brands, in particular
TYZINE, LYRICA and DIFLUCAN), ABBOTT moved one place up in the rating.
Furthermore, KRKA moved from the 13th place to the 12th, helped by more than
20% growth in sales of the companyds drugs (the
as ENAP (+5%), LORISTA (+77%), GERBION ( 24%) and ATORIS (41%)).

ASTELLAS PHARMA moved from the 18th place in 2011up to the 16th in 2012,
having demonstrated the highest pharmacy sales gains of 29.5% among the top
twenty companies. Russian pharmacies sell 19 pharmaceutical brands of the
company, with DE -NOL, OMNIC, FLEMOXIN and others showing marked demand
gains. In 2012, sales grew almost for all drugs of ASTELLAS PHARMA.

We should also mention JANSSEN PHARMACEUTICA which is the pharmaceutical
business unit of Johnson & Johnson. In 2012, the com pany ranked 20th, having
increased its domestic pharmacy sales by nearly 13%. This was also caused by
rising demand for drugs, such as the antidiarrheal IMODIUM (+35% compared to
sales in 2011), the antiulcer agent PARIET (+13%) and MOTILIUM, a drug that
relieves symptoms of dyspepsia (+28%).
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5. Retail commercial market drugs

Table 3 lists the TOP 20 brands that are sales leaders in the commercial
market in Russia in 2012.
Table 3

TOP 20 brands by sales value terms, in the commercial market in Russia in
2011 -2012

Sales value, min

S Rubles
Q Sales value
S EVENE]  GEE increase
()]}
E
c
1 1 ESSENTIALE 3,812 5.5% 0.93%
2 -1 ARBIDOL 3,744 -22.1% 0.92%
3 3 CONCOR 3,291 16.5% 0.81%
4 1 ACTOVEGIN 3,214 10.7% 0.79%
5 -2 VIAGRA 3,037 -4.7% 0.75%
6 1 LINEX 2,892 11.2% 0.71%
7 -3 NUROFEN 2,844 -71.7% 0.70%
8 1 ALFLUTOP 2,683 26.0% 0.66%
9 -1 TERAFLU 2,443 11.3% 0.60%
10 3 DETRALEX 2,336 17.7% 0.57%
11 6 NISE 2,218 22.0% 0.54%
12 3 NO-SPA 2,095 12.1% 0.51%
13 3 LASOLVAN 2,091 13.2% 0.51%
14 46 REDUXIN 2,079 108.1% 0.51%
15 -3 ANAFERON 2,077 3.2% 0.51%
16 2 MEXIDOL 2,054 13.7% 0.50%
17 4 MILGAMMA 2,053 22.5% 0.50%
18 51 KAGOCEL 2,049 124.7% 0.50%
19 -5 MOVALIS 2,021 6.7% 0.50%
20 -10 OSCILLOCOCCINUM 2,013 -4.0% 0.49%
Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. ISO
9001:2008

Note : Sales value are given in pharmacy purchase prices, VAT included.

In aggregate, the top 20 leading brands account for 12.5% of the value of the
RTU drug commercial segment. The three sales hits have changed: ESSENTIALE
became the leader (displacing ARBIDOL to the 2nd place), CONCOR settled the
third position, surpassing VIAGRA and ACTOVEGIN.
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It should be noted that 2012 did n ot bring about any "large  -scale" epidemics
of influenza and other respiratory infections, drugs in this category grew at an
uneven pace: sales of ARBIDOL and OSCILLOCOCCINUM shrank by 22% and 4%,
respectively, at the same time, demand for TERAFLU, ANAFERON and KAGOCEL
increased. KAGOCEL showed a particularly noticeable growth, its sales more than
doubled over 2012.

Two drugs - the above mentioned KAGOCEL (+51 line) and REDUXIN that
moved from the 60th line to the 14th - improved their positions in the 2012 rating
most noticeably. A massive advertising campaign that stimulated a growing
demand for the eponymous nutritional  supplement also "boosted" sales of the drug.

As a result, over 2012, pharmacy sales of REDUXIN increased by 108%, as
compared to 2011.

In terms of sold packages, inexpensive preparations, such as ACTIVATED
CARBON, CITRAMONUM and ACETYLSALICYLIC ACID, have the leading positions. Of
the RTU DRUG's that made it to the TOP -20 by value, only NUROFEN is rated as a
TOP-20 drug in volume terms, wi th its 16th place. It should be noted that the TOP -
20 RTU DRUG's in volume terms are almost 100% the so -called "traditional”
pharmaceuticals, that is those sold only in Russia and the former Soviet Union. In
the Ruble rating, they stand below the 100th pos ition. The weighted average price
of the TOP 20 in packages is about 10 Rubles.

6. Vital Drugs

Currently, the the VED list has about 500 INN's. These are essential drugs that
contribute to reduced mortality and morbidity in the population. The number of
drugs in the list of vital and essential drugs (VED) doubled over three years, from
about 5,000 items in 2009 to 10,000 in 2012. In 2011, the list of such drugs was
expanded to include 37 international non -proprietary names, in 2012, it was
expanded toinc lude 29.

Drugs in this list are subject to state regulation in force from April 2010.
Regulation is based on determining the manufacturer's maximum price and
maximum trade markups, that is the wholesale and retail prices. Markups vary by
region. According to the pricing methodology, Russian pharmaceutical
manufacturers can annually re -register the prices adjusted for inflation, or subject
to changes in the prices for raw -stuff and materials or overheads. Foreign

manufacturers register the prices based on th e data of the minimum prices in the
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manufacturing countries and states where the drugs are registered. However, in
reality, neither domestic, nor foreign manufacturers have been able to raise the ex
works prices for the VED drugs in two years since this sy stem was put in place. This
gave rise to tensions in the pharma community.

In October 2012, a new pricing method was approved for the VED drugs. This
method assumes annual indexation of the prices for the domestic drugs that are in
the VED list, depending on the inflation rate. The inflation rate had earlier been a
criteria to raise the price, however, domestic manufacturers had not been able to
raise the prices based on this indicator. As for foreign companies, the methodology
for determining the maximum e x-works price for them has not changed.

The VED list for 2013 will be the same as in 2012. As a result, the current full
VED list contains 567 pharmaceuticals, of which 93 titles (16.4%) are manufactured
only by domestic companies, 207 titles (36.5%) - only by foreign companies, and
267 titles (47.1%) are manufactured by both Russian and foreign pharmaceutical
companies.

The renewal of the VED list for 2013 is explained by the current preparations
to migrate to the new insurance -based drug provision system which, according to
the Russian Ministry of Health plans, may take effect in the near years.

Based on the 2012 results, 479 INN's listed as VED's (corresponding to 1604
brands) were on sale at pharmacies. VED sales totaled 100.6 billion Rubles, or

1,262 m illion packages (Figure  9).
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Figure 9

VED to non -VED sales ratio

Total market value
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Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. ISO
9001:2008
Note : Sales value are given in pharmacy purchase prices, VAT included

The thing to mention is that in value terms, VED sales increased slower than
sales for the other drugs (13% vs. 15%). In volume terms, quite the opposite is
true: VED sales in packages grew by 6%, while the sales of the drugs outside of the
list decreas ed by 2%.

The share of domestic drugs, as well as across the market as a whole,
dominates in volume terms (53.4%), while in money terms, its share is only
25.1%.

The weighted average price of VED's was 92.7 Rubles as based on the 2012
results, whereas the price of one package of a domestic pharmaceutical was 43
Rubles, and that of an imported one was 4 times as high (149 Rubles).

Another interesting fact is that the price of VED's exceeded the weighted
average price of the other drugs, whereas earlier the drugs not listed as VED's
averaged a 7% higher price. Thus, we can conclude that the VED segment sales are
shifting more markedly toward more expensive drugs than across the market as a

whole.

Figure 1 0 shows the index of prices for different groups of dr ugs.
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Figure 1 0

Dynamics of the price index on the commercial market in 2012
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Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. ISO
9001:2008
Over 12 months of 2012, the VED prices increased by 1.5 times . Drugs not
listed as VED's gained 7.8% in their price, compared with December 2011. The
main increase in the prices was in the 2nd half of 2012 - during this period, the
price index rose by 4%. That was the only way the market was able to somewhat
compens ate for the reduced income due to the fixed VED prices.
RTU drug sales by INN added to the VED list are rated in Table 4. At the top of
the VED rating by INN is XYLOMETAZOLINE. Note that in 2011, UMIFENOVIR
(ARBIDOL) led the rating, however, the 22.1% fal | of the pharmacy sales of this

INN in 2012, at a time when the demand for TYZINE (INN XYLOMETAZOLINE)
tripled, displaced the leading INN. PANCREATIN preparations are in the second

place in the VED rating, with MEZIM -FORTE leading the sales. INN BISOPROLO L is
in the third place (CONCOR is the INN leader).
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Table 4

Sales rating for INN's listed as VED's

Rating of % of VED sales,

Leading brand

Value , min Rubles among INN's

2012 Rubles

1 XYLOMETAZOLINE 4.17% 5,287 TYZINE
2 PANCREATIN 3.57% 4,531 MEZI M-FORTE
3 BISOPROLOL 3.08% 3,906 CONCOR
4 UMIFENOVIR 2.95% 3,744 ARBIDOL
5 AZITHROMYCIN 2.40% 3,039 SUMAMED
6 AMOXICILLIN + CLAVULANIC ACID 2.25% 2,848 AMOXICLAV
7 ENALAPRIL 2.03% 2,576 ENALAPRIL
8 ETHYLMET:LI&H(;EE?é(YPYRIDINE 1.81% 2298 MEXIDOL
9 FLUCONAZOLE 1.80% 2,278 FLUCOSTAT
10 DROTAVERINE 1.78% 2,255 NO-SPA
11 INTERFERON ALFA-2B 1.69% 2,137 VIFERON
12 OMEPRAZOLE 1.68% 2,125 OMEZ
13 ADEMETHIONINE 1.61% 2,039 HEPTRAL
14 IBUPROFEN 1.58% 2,009 NUROFEN
15 ATORVASTATIN 1.55% 1,971 TORVACARD
16 DIDROGESTERON 1.49% 1,891 DUPHASTON
17 CETIRIZINE 1.47% 1,858 ZYRTEC
18 AMBROXOL 1.32% 1,680 LASOLVAN
19 TAMSULOSIN 1.27% 1,606 OMNIC
20 CLOPIDOGREL 1.22% 1,549 PLAVIX
Source : Monthly retail audit of the pharmaceutical market in the Russia n Federation, DSM Group. ISO
9001:2008

ENALAPRIL shows the largest weighted average price growth (+17%) due to
the release of "large" ENAP packages (in 2012, sales of ENAP 10 mg, 500/1000
pills/package, grew)

7. Price segmentation of retail commercial m arket drugs

The average cost of an RTU drug package in the commercial market in 2012
increased by 14.2% to 91.5 Rubles.

Let's consider what this value consists of.
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Figure 11 shows the structure of the commercial market and the average price

per package i n the price segments in 2011 -2012.

Figure 11

RTU drug value sales on the retail commercial market broken down by
price segment
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Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. 1ISO 9001:2008

Note : Sales value are given in pharmacy purchase prices, VAT included.

The greatest fear in 2012 was the possibility that cheap drugs would be
eliminated from the distributers’ and pharmacies' offerings due to the regulated
prices for VED's. The fears proved g roundless, the offering is largely determined by
the needs of consumers, and pharmacies always try to close positions for items out
of stock. If there is a disconnect between the pharmacy's offering and the buyers'
need, the buyer is inevitably lost.

As seen in Figure 9, the share of drugs priced below 50 Rubles fell by 1.6%
over the last year, the share of these drugs in the VED list dropped by 1.1%. And
this has been characteristic of our market in recent years, and not related directly
to the regulation  of prices. This tendency can be seen as the shifting of consumer
preferences toward more expensive and more effective drugs. Thus, sales of such
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popular pharmaceuticals as NAFTIZIN, ACTIVATED CARBON, CITRAMCITRAMONUM
AND ANALGIN dropped by 32.6 million p ackages.

And if we "fix" the consumer basket at the 2011 level (i.e. irrespective of the
drug price in 2012, it will end up in the same segment as it is based on the 2011
results), the share of pharmaceuticals priced below 50 Rubles in 2012 will amount
to 10.2%, that is only 0.2% less than in 2011. Changes will also be minimal for the
remaining segments. Thus, we can conclude that market shares by price segment
change mainly due to price increases and transition of a pharmaceutical from one
price group to  another higher one.

The segment of pharmaceuticals priced below 50 Rubles remains the most
capacious in volume terms, amounting to 57%.

The fastest growing price group both in value terms (+25%) and in volume
terms (+24%) is a group of pharmaceuticals pri ced above 500 Rubles, its share
increased by 1.9% to 22.0% in Rubles. In packages, the share of this group is
minimal at 2.2%.

The group that is most capacious as based on the results of 2012 is a group of
pharmaceuticals priced between 150 and 300 Rubles. It took up 29.2% of the
volume in money terms. Sales growth for this group was +18% in 2012 as

compared to 2011.

8. The price index for retail commercial market drugs

To make an objective estimate of drug price change on the retail commercial
market se gment, a price index based upon a fixed list of ready -to-use drugs was

considered. 2.

As in previous years, the market growth continues to be driven through an
increase in the drug price index. In 2012, the drug inflation rate (6.0%) was lower
than the ove rall consumer price index of the SSC (6.6%). Drug prices rose
unevenly, the main growth came in the second half. The index grew due to a drop
in profitability for the entire supply chain, as a result of changes in taxation and

price regulation for VED drug S.

2 Price index for the current year was calculated on the basis of an intersected list of all full names of
drugs present on the market in the previous year.
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The price rise of the most popular drugs on the market was slightly lower: in
2012 the price index of the TOP -100 brands (in turnover) amounted to 4.9%
(Figure 12).

Figure 1 2
Change in prices of RTU drugs on the Russian commercial market in 2012
smmm==price index for the market, Rubles smmm=price index for TOP 100, Rubles
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Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. ISO
9001:2008

The price index for imported and domestic drugs in 2012 is shown in Figure
13.

In 2012, the changes in prices for domestic and imported drugs w ere
different. The indicators were 8.0% and 5.4%, respectively. Prices for drugs
produced in Russia grew at a substantially faster rate than those for imported

pharmaceuticals.
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Figure 1 3

Price index for drugs of domestic and foreign manufacturers on the
Russian commercial market in 2012
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Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. ISO
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According to the State Statistics Committee, drugs cover about 1.8% of the
base structure of consumer spending in Russia, which is 0.08% lower, compared to
2009. Thus, the SSC somewhat lowered the importance of drugs in consumer

spending.

Figure 1 4 shows the overall consumer price index and price indices for

various categories of goods and services.
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Figure 1 4

The index of consumer prices in Russia
(December 2012 compared to December 2011)

consumerpice oo | .

oo R © 5%
Senvces I 7 o
Non oo R 52

e N

Drugs — 6.0%

Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. ISO
9001:2008 , SSC

The overall index of consumer prices in 2012 w as 6.6%. The highest price
rise was observed in the food segment (7.5%). The price rise for non -food products
was the lowest (5.2%). The index of drug prices was lower than overall inflation

rate.

9. New drugs on the retail commercial market

New drugs are brought to market each year. In 2012, more than 620 new drug
brands appeared in the Russian pharmacies. Compared to 2011, this figure
increased almost 1.8 -fold (in 2011, around 180 brands appeared in pharmacies).

Total sales volume of new products am ounted to 862 million Rubles in 2012
and about 4.6 million packages, which amounted to 0.21% of the sales value and
0.10% of real pharmacy sales of all drugs on the retail commercial market. The
weighted average cost per standard package of a new drug was about 187 Rubles.

Most of the new drugs are produced by foreign manufacturers, the Russian

manufacturers brought to market 228 brands in 2012.
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Table 4

Top 20 new brands in 2012
on the commercial market of the Russian Federation

S
Value , min Date of appearance

e Brand name Company i : ppear

= in pharmacies

o
1 WICKS PROCTER & GAMBLE 189.5 May 2012
2 ANVIMAKS ANVILAB 67.2 October 2012
3 HONDROGARD FARMFIRMA SOTEX 58.9 February 2012
4 ALERANA VERTEX 56.5 March 2012
5 ORTANOL LEK D.D. 45.0 June 20 12
6 NASIVIN SENSITIVE NYCOMED 42.3 April 2012
7 ORSOTEN SLIM KRKA 39.9 January 2012

NEXT PHARMSTANDARD 31.6 April 2012

9 ROSUKARD ZENTIVA 15.6 August 2012
10 ROXERA KRKA 13.4 May 2012
11 ANTISTEN MV OZON 13.2 March 2012
12 LISINOPRIL -TEVA TEVA PHARMACEUTICAL 12.0 April 2012
13 EFFEZEL GALDERMA 10.7 May 2012
14 SUMATROLID SOLUTAB OZON 7.9 July 2012
15 DIAFLEX ROMPHARM S.C.ROMPHARM COMPANY 7.5 June 2012
16 BRILINTA 7.5 May 2012
17 NOVALGIN CONCERN STIROL 6.8 June 2012
18 ROSULIP EGIS 6.2 June 2012
19  ONBREZ BREEZHALER NOVARTIS 5.6 March 2012
20 TUTABIN LABORATORY TUTEUR 5.0 April 2012

Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group.

9001:2008

in 2012. This brand includes a whole range of different pharmaceuticals,

The WICKS brand is the sales

leader among the new drugs brought to market

nutritional

supplements and parapharmaceuticals. In recent years, the following drugs were

registered under the WICKS brand: WICKS ACTIVE
BALSAM WITH MENTHOL AND EUCALYPTUS, WICKS ACTIVE SINEX AND WICKS
ACTIVE EXPECTOMED. All of these drugs became available in mid

SYMPTOMAX, WICKS ACTIVE

-2012 and relieve

cough symptoms of various diseases. The total sales of the drugs sold under the

brand na me WICKS was almost 190 million Rubles, as based on the 2012 results.

Another line of anti

-cold drugs produced under the brand name ANVIMAKS

(ANVILAB LTD.) is rated second. Though this drug was brought to market in

October 2012, the volume of its sales is

rather high, amounting to about 67 million




Rubles in pharmacy purchase prices. The reason is this pharmaceutical is not a new

product but rather a new brand that emerged as a result of the rebranding of
ANTIGRIPPIN -MAXIMUM. Importantly, the composition, th e release form and
packaging design of this product are the same, which contributed to its successful

market promotion under a new name.

HONDROGARD based on chondroitin sulfate, from ZAO FARMFIRMA SOTEX,
ranked third in the sales of new products (59 milli on Rubles). The drug is available
as a solution for intramuscular injection and is used for degenerative diseases of
the joints and spine.

The spray ALERANA (JSC VERTEX) made it to the rating of new drugs in 2012.

The brand ALERANA currently covers a numbe r of anti -hair loss agents: shampoos,
nutritional  supplements, and different product kits. In 2011, the manufacturer
created a new product to deal with alopecia - the spray ALERANA based on
minoxidil - and registered it as a drug. Its sales in 2012 amounte d to about 57
million Rubles.

Analysis of new drug sales, as based on the 2012 results, with regard for the
pharmacological groups identified that the pharma group ARD AND COLD
RELIEVERS was the most capacious in money terms, which is due to the launch of
the brands WICKS and ANVIMAKS.

The pharma group TISSUE REPAIR STIMULATOR is in the second place, due to
the launch of HONDROGARD and another five new products (ADGELON, ARTRADOL
etc.)

The pharma group ALOPECIA CURE is on the third place, due to the brand
ALERANA brought to market.

It must be emphasized that, based on the results of 2012, the TOP -20 new
brands rating includes quite a lot of new nationally produced brands - seven items.
Furthermore, the three of them (ANVIMAKS, HONDROGARD And ALERANA) are
amo ng the top 5 in terms of new product sales.

Thus, the drug market has been developing actively from year to year.
Recently, there has been a marked trend towards an increasing number of new
tittes. An increased share of new nationally produced items is an important

indicator.
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3. Drug reimbursement program

As one of social support measures, drug reimbursement program covering
certain categories of citizens supports citizens eligible to state aid.

DRP was established as part of the health care reform and has changed the
approach to providing people with drugs. Previously, the state provided free drugs
to patients with certain diseases, and since 2005, all representatives of the
privileged citizen categories are on DRP.

In 2007 -2008, it became necessary to revise the existing system under
which privileged categories of citizens are provided with pharmaceuticals, and the
two components of the drug reimbursement program were singled out:

1. Pharmaceuticals centrally procured with the federal funds that are

inten ded to treat patients with malignant neoplasms of the lymphoid,
haematopoietic and related tissues, hemophilia, cystic fibrosis, pituitary
dwarfism, Gaucher's disease, multiple sclerosis, and after transplantation

of organs and/or tissues (Decree of the Go vernment of the Russian
Federation, dated February 14, 2009, No. 115, in Moscow). This program

was called "7 high -cost nosologies" (7 nosologies", "high -cost nosologies
(HCN)").

2. Essential drug reimbursement program (EDRP) performed regionally.

Today benefi ciary drug coverage, funded by the state, has become an
established segment of the pharmaceutical market.

Since 2007, beneficiaries have had the right to choose how to receive the
benefit: compensation or prescription drugs. Around 12 million people are no w
eligible to beneficiary coverage.

In 2012, there were 3.7 million beneficiaries who have chosen drug
coverage. (Figure 1 5). The Russian authorities allocated nearly 27 billion rubles on
drugs for the privileged categories of citizens in 2012. The standar d amount is the
basis for calculating the subsidy which is then transferred to the regions to finance
drug coverage. For an individual citizen entitled to subsidized drugs, this standard
amount cannot limit the price of a prescription.

As can be seen from  Figure 1 5, based on the results of 2012, 78.4 billion
Rubles was spent on drug purchases for the privileged categories of citizens. As

compared to 2011, the gain is -7.4%. In real terms, about 83.9 million drug
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packages were sold under this program. This i s 13.6% less than in 2011. Thus, if in
2011 this indicator showed positive dynamics, and before that the number of
packaged sold had been on continuous decline, from 2012 the situation got back to

the initial state.

Figure 1 5

Federal beneficiaries number dynamics (mIn people) and the value of
money spend under DRP
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Source: DSM Group. 1SO 9001:2008

Despite the declining number of federal beneficiaries, the amount of funding
allocated to the program is growing every year. In 2013, the allocated funds wi I
continue to grow at the 2012 level, amounting to 52 bin Rubles. The largest budget
allocations will go to Moscow (more than 4.5 billion Rubles), St. Petersburg (about
1.3 billion) and Moscow region (1.23 billion).

The standard amount of monthly financi al costs per citizen receiving state
social assistance in the form of drugs, medical accessories, and nutritional care for
children with disabilities will be 604 Rubles in 2013, as in 2012.

It should be noted that during the period of the DRP program, the level of
availability of quality drugs to beneficiaries increased significantly. This is reflected
in the growth of the average price of a sold package. In 2012, the average price of
prescriptions for subsidized drugs increased by 7,1% and amounted to 935 Rubles.
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If the two parts of the program are considered separately, the share of sub -
program on expensive drugs procurement is increasing. While the funding is
declining: in 2012, it was at 37.8 billion Rubles, which is 1.5% less than in 2011
(Figure 1 6). The "7 nosologies" (high  -cost nosologies) program is peculiar in that it
covers a small number of beneficiaries - different data puts their number at about
100 thousand people. Thus, the HCN program allocates about 378 thous. Rubles
per one beneficiary. In volume terms, consumption under the HCN program
amounted to about 2.8 million packages, which is 1.6% lower than in 2011. Thus,
based on the results of 2012, a tendency towards a reduced number of packages

sold was observed (in the past 2 years, this in dicator showed growth).

Figure 1 6

Ratio of spending under the "7 nosologies" programs and EDRP in the total
volume of funds spent under the DRP, in Rubles
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Source: DSM Group. SO 9001:2008

EDRP

Currently, the possibility of ex panding the "7 nosologies" program is widely
discussed: in 2014 it may include another 27 rare diseases affecting about 13
thous. people in Russia now. According to preliminary estimates of the Ministry of
Health and Social Development, an additional 4.5 b illion Rubles need to be

allocated from the national budget to treat these diseases.

Another fundamental change which may affect the "7 nosologies" program is
a bill that would allow the regional authorities, from 2014, to purchase drugs for

people with r are diseases with the funds allocated from the federal budget (a
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program similar to the EDRP). These measures will allow for prompt provision of

required drugs to citizens. Today the Ministry purchases drugs once a year.

The EDRP program had 40.6 bin Ruble s spent on it in 2012, which is 12.5%

less than in 2011. Furthermore, the share of the EDRP sub -program in the total
beneficiary drug coverage dropped from 55% to 52% (Figure 1 6). In volume terms,
about 81.1 million packages were purchased, which is 14% le ss than in 2011. Thus,

the average price per prescription was 500 Rubles, up from 2011 (492 Rubles).

1. Ratio of imported and domestic drugs the DRP program

The DRP program includes mainly "imported drugs", while the domestic
production takes only a mod est place in the volume of the reimbursed drugs.
According to the program Pharma -2020, the main task of the government is to
dramatically change this situation: the ultimately targeted share of domestic
products should be about 50%.

It is therefore no mer e chance that the market, in particular, the subsidized
drug coverage program, now exhibits a tendency toward a growing number of
domestic products that can replace its imported counterparts.

Based on the results of 2012, the share of domestic products in value terms
increased by 2% (Figure 1 7). The increase in cash costs for the purchase of
domestic drugs was 12%, while the consumption of imported drugs decreased by
10%.

"Victory" of domestic drugs can be exemplified with INN ZOLEDRONIC ACID:
in 2010, the share of imported drugs for this INN was 73%, in 2011, it was already
28%, and in 2012 it shrank to 14%. Imported drugs were driven out by domestic
counterparts: RESORBA (ZAO PHARM  -SINTEZ), ZOLERIKX (BIOCAD) RESOKLASTIN
FS (SINTEZ AKO) and VEROKLAST (OOO L ENS-PHARM)

With respect to the HCN program, for subsidized pharmaceuticals, we can give
an example of NOVOSEVEN (NOVO NORDISK) having been replaced with the
domestic pharmaceutical COAGIL (LEKKO) with the same INN EPTACOG ALFA
[ACTIVATED].

For the INN IMAT INIB, most of the drugs are the imported drugs GLEEVEC
(NOVARTIS) and GENFATINIB (LABORATORY TUTEUR S.A.C.I.LF.I.A.), but this year,
with the market launch of the new drug FILACHROMIN FS (ZAO F -SINTEZ),

transition to the domestic pharmaceutical can be expec ted in the coming years.
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As regards the INN INTERFERON BETA -1B, there has been an ever more
marked shift from the imported pharmaceuticals BETAFERON (BAYER AG) and
EXTAVIA (NOVARTIS) toward the domestic pharmaceuticals RONBETAL (ZAO
BIOCAD) and INFIBETA (Z AO GENERIUM).

Figure 1 7

Ratio of imported and domestic RTU drug sales

Sales value Real volume

R — @ Imports T T
mDomestics -

Source: DSM Group. SO 9001:2008
Note :the sales value shown is in final consumer prices with VAT included.

Thus, despite the positive trends, the rat io continues to favor imported drugs:
the value share of imported drugs is 87%, and the value share of domestic drugs is
13%.

In volume terms, the share of domestic drugs reduced by 1% (a growth of -
15%). If in 2011, it amounted to 46%, in 2012 it amounted to 45%. The share of

imported drugs in packages increased by 1%.

The ratio of imported and domestic RTU drug sales under the "7 nosologies"
program and the EDRP is shown in Figure 1 8. In the part of the DRP program
corresponding to 7 high  -cost nosologies , domestic drugs covered about 9% of the
sales value in 2012. In volume terms, their share was about 10%. Furthermore, the
share of domestic drugs increased by 2.5% compared to 2011. Bringing new drugs
to market is not a quick process, so the share of Russ ian producers in subsidized

programs will increase "in leaps and bounds."
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Figure 1 8

Ratio of imported and domestic RTU drug sales
under the "7 nosologies" programs and EDRP
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Note :the sa les value shown is in final consumer prices with VAT included.

Under the EDRP program, the share of Russian drugs amounts to about 17%

in terms of money (+3.7% to 2011), and about 41% in terms of packages ( -15%
to 2011).
2. Proportion of Rx and OTC dru gs within the DRP program

It is not a great surprise that the Rx drugs prevail in the DRP program both by
sales value and by sales volume, as all these drugs are prescribed by physicians
strictly according to the therapeutic indications.

In 2012, the shar e of Rx drugs in the DRP program sales value in Russia
amounted to 98%, as in the previous year. Rx drug share by sales volume did not

change, as compared to 2011, amounting to 88%.

3. Drug sales by ATC groups within the DRP program

The ratio of the Leve |I-1 ATC groups in pharmacy sales within the DRP program

in 2012 in Russia is shown in Table 6.
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Table 6

Drug sales by ATC groups on the DRP market

The group's

share in the
actual

volume, %

The group's Actual
sharein sales volume,
value, % million  packs

Sales value,
min Rubles.

Level | ATC groups

_L: Antineoplastic and 37,837.1 48.3% 3.2 3.9%
immunomodulating agents

A: Alimentary tract and metabolisi 11,661.0 14.9% 18.3 21.9%

B: Blood and blood forming organy  10,766.3 13.7% 5.2 6.2%

R: Respiratorgystem 4,478.8 57% 54 6.4%

C: Cardiovascular system 3,504.4 4.5% 29.6 35.2%

N: Nervous system 3,476.5 4.4% 12.8 15.3%

H: System|c_hormonal preparationg 17403 2 204 1.2 1.4%
excluding sex hormones

M: Musculeskeletal system 1,368.2 1.7% 3.6 4.3%

J:Antiinfectives for systemic use 1,288.3 1.6% 0.9 1.1%

V: Various 873.2 1.1% 0.3 0.4%

[~] Pharmacel;trlgsl)s without an AT 623.0 0.8% 0.2 0.2%

G: Genlteurzlgfr%?éztem and sex 451.7 0.6% 0.9 1.1%

S: Sensory organs 283.0 0.4% 2.0 2.4%

D: Dermatologicals 31.4 0.04% 0.3 0.3%

P: Antiparasitic products, insecticidg 37 0.005% 0.01 0.01%

and repellents

Source: DSM Group. 1SO 9001:2008
Note :the sales value shown is in final consumer prices with VAT included.

The ATC rating by sales volume in accordance with the DRP program is quite
stable.

Group [L] Antineoplastic and immunomodulating agents remain the most

expense item of the DRP program - in 2012 more than 48% of all allocated state
funds were spent for their purchase. However, the purchase  costs did not change
significantly compared to the previous year in Rubles ( -0.4%), but rose in packages
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(+5.7%). Antineoplastic agents ([LO1] and [LO2]) of the latest generations have

proven efficacy in the treatment of patients with oncological diseases , and improve

the quality and length of life. The leaders in this ATC group are GLEEVEC,
MABTHERA, VELCADE, averaging a price per package of 50 thousand rubles. Based
on the results of 2012, only GLEEVEC sales increased, while those of MABTHERA
and VELCADE fell.

Group [A] Alimentary tract and metabolism are in the second place in ATC
group rating. In 2012, sales in this group fell by 11.4% in money terms, and by
6.4% in packages. Almost 72% of all sales in this group accounts for diabetes
mellitus drugs ( [Al10]). The foreign -made drugs LANTUS and CEREZYME lead the
sales in this group. The average price per pack for LANTUS is about 3,300 Rubles,
and that for CEREZYME is about 70 thousand Rubles.

At the bottom of the rating is group | E] Blood and blood formi  ng organs

(13.7%). The tendency for this group was as follows: in terms of value, sales fall,

while in real terms, they grow - 2012 was no exception ( -6.3% in Rubles and 2.4%
in packages). The most capacious subgroup in this ATC is [B02] HEMOSTATICS,
accou nting for 74% turnover. The prices went down due the replacement of the

Danish hemostatic NOVOSEVEN with its Russian counterpart COAGIL -VII.

In 2012, the DRP structure by ATC groups did not change significantly
compared to the previous year: the groups [C ] and [R] traded places, but the five
ATC leaders are the same, accounting for 87% of the ruble volume at the end of
2012 (Figure 1 9).
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Figure 1 9

Ratio of sales by ATC groups in the DRP program

OL: Antineoplastic and immunomodulating
agents

OA: Alimentanytract and metabolism

B: Blood and blood forming organs

OR: Respiratory system

OC: Cardiovascular system

OOther ATC groups

Source: DSM Group. ISO 9 001:2008

Group [L] Antineoplastic and immunomodulating agents still takes two fifths of
the DRP sales, there is a significant increase in its share in value terms (+3.5%).
This is the most expensive drug group in the DRP - the weighted average price per
package is about 12,500 Rubles. At the end of 2012, sales value in Rubles declined
in all 5 leading ATC groups. The groups [L] ( -0,4%) and [B] (  -6,3%) were affected
to a lesser extent. The largest decline in sales was for group [C] ( -35,7%). Positive
growth in packages was observed only for the groups [L] and [B] of these TOP -5
ATC groups.

It is interesting to look at how much money is spent for treatment of specific
disease under the DRP. To this end, we aligned the drugs to the therapeutic
indications. Th e result is the following rating of costs in the DRP by disease (Table
7).
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Table 7

Cost rating in the DRP by diseases, 2012

Diseases ‘ mlnvstjtje; Share

ONCOLOGY 28,160.9 35.9%

DISORDERS OF BLOOD AND HEMOPOIETIC ORGANS 10,771.9 13.7%
IMMUNE SYSTEM DISORDERS 10,270.5 13.1%
DIABETES MELLITUS 8,491.0 10.8%
RESPIRATORY DISORDERS 4,489.9 5.7%
CARDIOVASCULAR DISORDERS 3,504.5 4.5%
NERVOUS SYSTEM DISORDERS 3,246.6 4.1%
ALIMENTARY DISORDERS 3,002.2 3.8%
HORMONAL DISORDERS 1,742.6 2.2%

OTHER 1,549.3 2.0%

INFECTIOUS AGENTS DISEASES 1,549.3 1.5%
MUSCULOSKELETAL DISORDERS 1,085.6 1.4%

MALE AND FEMALE REPRODUCTIVE DISORDERS 451.7 0.6%
OCULAR DISORDERS 282.8 0.4%

AIDS/HIV 142.0 0.2%

SKIN DISEASES 36.0 0.05%

Source: DSM Group. 1SO 9001:2008
Note : the sales volume shown is in final consumer prices with VAT included.

Oncology drugs rank first, accounting for 36% of the sales value of the entire
DRP segment (about 28 billion Rubles). The largest value of purchases are for the
drugs INN Imatinib (GLEEVEC), INN Rituximab (MABTHERA) and INN Bortezomib
(VELCADE) added to the "high  -cost 7 nosologies" as agents for treating patients
with malignant neoplasms of the lymphoid, haematopoietic and related tissues.
According to the Russian Ministry of Health and Social Development, cancer is the
second cause of death in Russia after cardiovascular diseases. In 2009, the National
Cancer Program started, which improved early diagnosis of neoplastic diseases and

reversed the mortality from this pathology in Russ ia for the first time in several
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decades. For example, in 2010 compared with 2009, mortality decreased by 0.9%,

while in 2011 compared to 2010 it shrank a further 1.1%, which is the best result

over the past 15 years. According to the Health Minister B. Sk vortsova, in 2012
Russia had a decrease of mortality from all of the most significant diseases, with a

steady decline in mortality from cancer.

At the end of 2012, in the sales rating, drugs for blood disorders overtook the
agents for immune system disorde rs.

Of the agents for the disorders of blood and hemopoietic organs, the biggest
sales were generated by the INN BLOOD COAGULATION FACTOR VIl (41,5%), INN
EPTACOG ALPHA [ACTIVATED] (13.3%) and INN EPOETIN ALFA (10.3%). However,
compared to 2011, their sal es dropped significantly. Of the INN leaders, the INN
BLOOD COAGULATION FACTOR IX retains positive growth (+99,4%) due to
increased sales of the drugs IMMUNIN and OCTANINE added to the program "7
nosologies."

Drugs used to treat disorders of the immune sys tem rank third, which
translates to 13.1% of the purchase volume under the DRP (about 10.3 billion
Rubles). In this group, the largest increase of costs was noted for drugs with
immunomodulatory and immunosuppressive action.

As in the previous year, of th e immunomodulating agents, the drug
COPAXONE-TEVA (INN GLATIRAMER ACETATE) accounted for most spending, also
at the end of 2012, GENFAXON and RONBETAL had leading positions. It should be
noted that COPAXONE -TEVA (INN GLATIRAMER ACETATE) is listed as a drug used
for the treatment of multiple sclerosis under the "7 nosologies" program. At the
same time, the INN GLATIRAMER ACETATE is on the list of strategic drugs,
manufactur ing of which must start in this country in the near future. In 2012, the
share of COPA XONE-TEVA declined as compared to 2011 ( -25% in Rubles), while
the sales of another drug for the treatment of multiple sclerosis GENFAXON
increased (+77%).

Several immunosuppressants are used also to treat autoimmune diseases such
as rheumatoid arthritis, Crohn's disease and so on. Their purchase costs also
increased. So, one of the group leaders, the selective immunosuppressant
REMICADE, which has already been mentioned above, is intended to treat these
pathologies.

Thus, diseases that can be referred to high -cost nosologies are at the top of

the DRP rating. At the end of 2012, the total share of the spending on the drugs for
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these three groups amounted to over 60% of the entire DRP segment, or 50 bin
Rubles.

4. Manufacturers in the DRP segment

Table 8 lists the TOP 20 manufacturers that lead by consumption value in the
DRP in 2012.

In 2012, over 421 manufacturers took part in the DRP program, which is more
than in 2011. Of the manufacturers that took part in the DRP for the first time,
SINNAGEN CO. lead s by sales value. (205 min.). Under the DRP program, this
company supplies CINNOVEX, an ATC [L] drug for the treatment of multiple
sclerosis. TEKHNOLOGIA LEKARSTV OOOQO, a company which produces antineoplastic
agents (BICALUTAMIDE, ANASTROZOLE -TL and LETROZO LE), antimicrobial agents
(VALACYCLOVIR in tablets) and drugs for the treatment of nervous system

disorders (QUETIAPINE), is the second place of the "newcomers" in sales volume.

Table 8

TOP -20 RTU drug manufacturers by the consumption volume in the DRP
program in 2012

Sales value,
Manufacturer min Rubles
2012

Sales value
increase

w—
ON
[

£ o

EN

@

1 0 F.HOFFMANN-LA ROCHE 14,850.3 25.1% 18.9%
2 +1 JANSSEN PHARMACEUTICA 6,236.0 -11.4% 8.0%
3 -1 NOVARTIS 5,419.4 -42.4% 6.9%
4 TEVA PHARMACEUTICAL 3,901.8 -25.0% 5.0%
5 SANOFI 3,628.2 -8.3% 4.6%
6 +9 LABORATORY TUTEUR 3,563.0 154.9% 4.5%
7 BAXTER HEALTHCARE 2,905.2 -8.2% 3.7%
8 NOVO NORDISK 2,837.0 -8.6% 3.6%
9 MERCK 2,581.0 -11.2% 3.3%
10 -4 ASTRAZENECA 2,511.7 -24.0% 3.2%
11 -1 PHARMSTANDARD 2,418.9 -6.0% 3.1%
12 +33  F-SINTEZ 1,762.1 604.8% 2.2%
13 -1 ELILILLY 1,419.3 -16.2% 1.8%
14 +3 BOEHRINGER INGELHEIM 1,333.6 1.3% 1.7%
15 -1 GENZYME CORPORATION 1,217.7 -15.3% 1.6%
16 +43  TALECRIS BIOTHERAPEUTICS 1,150.9 1006. 9% 1.5%
17 +1 OCTAPHARMA AG 1,138.8 -1.2% 1.5%
18 -7 BAYER 1,061.0 -46.1% 1.4%

44



19 +1 ASTELLAS PHARMA INC 949.7 -0.3% 1.2%

20 -4 SERVIER 924.0 -30.0% 1.2%
Source: DSM Group. SO 9001:2008
Note :the sales value shown is in final consumer prices with VAT included.
As in the past year, FFHOFFMANN -LA ROCHE led the manufacturers ranking. In

2012, the total amount of state funds spent for procurement of drugs produced by
this company amounted to nearly 15 billion Rubles that is by 25,1% more than in
2011. Th e most costly drug, as in the past year, was MABTHERA, a drug based on
monoclonal antibodies, (about 58% of all drugs in value terms), with its purchases
gaining 51.4%.

In 2012, despite the negative sales growth, JANSSEN PHARMACEUTICA
overtook NOVARTIS, t aking the second place and moving NOVARTIS down to the
third place. This was possible due to a substantial drop in NOVARTIS sales ( -42,4%
compared to 2011), largely because of shrinking sales of the antineoplastic drug
GLEEVEC (-47% compared to 2011). Furt hermore, the DRP expanded to include
JANSSEN PHARMACEUTICA pharmaceuticals, such as the transdermal therapeutic
system for the treatment of pain syndrome DUROGESIC MATRIX, the neuroleptic
XEPLION, the drug for treatment for psoriasis STELARA, etc.

Table 9 shows the top manufacturers participating in the "7 nosologies"

program and EDRP.
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Table 9

TOP -20 drug manufacturers by sales in the DRP segment in accordance
with the "7 nosologies" and EDRP programs

7 nosologies

Manufacturer . Manufacturer

F.HOFFMANN-LA ROCHE 9,895.3 F.HOFFMANN-LA ROCHE 4,954.9

1 1
2 JANSSEN PHARMACEUTICA 5,110.0 2 SANOFI 3,628.2
3 NOVARTIS 4,241.6 3 NOVO NORDISK 2,812.3
4 LABORATORY TUTEUR 3,123.7 4 MERCK 2,567.0
5 TEVA PHARMACEUTICAL 3,010.7 5 ASTRAZENECA 2,511.7
6 BAXTER HEALTHCARE 2,873.7 6 ELILILLY 1,410.9
7 PHARMSTANDARD 1,731.4 7 BOEHRINGER INGELHEIM 1,333.6
8 F-SINTEZ 1,132.7 8 NOVARTIS 1,177.8
9 GENZYME CORPORATION 1,122.4 9 JANSSEN PHARMACEUTICA 1,126.0
10 TALECRIS BIOTHERAPEUTICS 1,101.6 10 SERVIER 924.0
11 OCTAPHARMA 925.0 11 TEVA PHARMACEUTICAL 891.1
12 BAYER 808.7 12 FRESENIUS 840.8
13 ASTELLAS PHARMA 614.9 13 KRKA 726.3
14 BIOTEST PHARMA 588.9 14 PHARMSTANDARD 687.5
15 BIOCAD 529.6 15 GLAXOSMITHKLINE 647.6
16 CSL BEHRING 454.7 16 F-SINTEZ 629.4
17 SINNAGEN 204.9 17 FARMFIRMA SOTEX 594.3
18 GENERIUM 120.8 18 ABBOTT 537.4
19 PANACEA BIOTEC 78.3 19 FARM-SINTEZ (MOSCOW) 535.9
20 VEROPHARM 39.6 20 VEROPHARM 524.6
Total 99.8% Total 71.6%

Source: DSM Group. 1SO 9001:2008

6 companies from TOP 20 were included in this ranking of manufacturers
participating in the "7 nosologies" program under the common list: F.HOFFMANN-LA
ROCHE LTD, JANSSEN P HARMACEUTICA NV, NOVARTIS, TEVA PHARMACEUTICAL
INDUSTRIES LTD, PHARMSTANDARD OAO and F -SINTEZ ZAO. F.HOFFMANN -LA
ROCHE LTD ranked first both in the "7 nosologies” program and in the EDRP. Itis
worth noting  that the TOP 20 companies in the HCN rating incl ude 5 domestic
producers: PHARMSTANDARD OAO, F -SINTEZ ZAO, BIOCAD ZAO, GENERIUM ZAO
and VEROPHARM OAO, more than in 2011. It also evidence of the trend to

substitute imports and increase the volume of domestic production.

5. DRP segment drugs

Table 10 shows TOP 20 brands leading by sales value inthe DRP in 2012.
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Table 10

Top 20 brands by sales value
in the DRP in 2012

Manufacturer Sales value, Sales
Brand name min Rubles value
2012 increase

N
—
o
N
Y—
o
(o))
=
T
o

1 +1 MABTHERA F.HOFFMANN-LA ROCHE 8,581.2 51.4% 10.9%
2 +1 VELCADE JANSSEN PHARMACEUTICA 5,110.0 -7.7% 6.5%
3 -2 GLEEVEC NOVARTIS 3,315.9 -46.8% 4.2%
4 0 COPAXONE-TEVA TEVA PHARMACEUTICAL 2,878.5 -24.6% 3.7%
5 0 LANTUS SANOFI 2,403.9 1.6% 3.1%
6 +4 GENFAXON LABORATORY TUTEUR. 2,306.7 77.3% 2.9%
7 0 HERCEPTIN F.HOFFMANN-LA ROCHE 1,954.7 16.3% 2.5%
8 +1 REMICADE CENTOCOR 1,672.4 21.4% 2.1%
9 -1 COAGIL LEKKO FF 1,435.6 -13.6% 1.8%
10 +4 PULMOZYME F.HOFFMANN-LA ROCHE 1,184.7 8.2% 1.5%
11 new FILACHROMIN FS F-SINTEZ 1,132.7 new 1.4%
12 -1 CEREZYME GENZYME CORPORATION 1,122.4 -12.6% 1.4%
13 +126 KOATE-DVI TALECRIS BIOTHERAPEUTICS 1,101.6 1,242.8% 1.4%
14 +1 AVASTIN F.HOFFMANN-LA ROCHE 0.1 6.0% 1.2%
15 -2 HUMULIN ELILILLY 966.8 -14.8% 1.2%
16 +53 IMMUNATE BAYER 913.7 302.1% 1.2%
17 +2 KETOSTERIL EVALAR 838.2 6.6% 1.1%
18 new GENFATINIB LABORATORY TUTEUR 806.9 new! 1.0%
19 -2 SYMBICORT ASTRAZENECA UK 774.7 -6.4% 1.0%
20 -4 OCTANATE OCTAPHARMA 757.4 -9.8% 1.0%

Source: DSM Group. 1SO 9001:2008
Note :the sale s volume shown is in final consumer prices with VAT included.

The value of sales for the top 20 brands in 2012 amounted to 51.3% of the
sales value, which is 3.7% less than in 2011.

In 2012, MABTHERA became the new leader in brands, with a share of 10.9%
VELCADE moved up to the second place with a share of 6.5%. But the leader of the
previous year, Gleevec, went down 2 positions to the third place with a share of
4.2%.

Two new players in the rating should be noted - hemostatic agents for the

treatment of hemophilia and other diseases associated with blood -clotting disorder
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- KOATE-DVI (TALECRIS BIOTHERAPEUTICS INC and BAYER AG) and IMMUNATE
(BAXTER HEALTHCARE CORP).

New drugs made it to the DRP rating - drugs for the treatment of leukemia
FILACHROMIN FS (F-SINTEZ ZAO) and GENFATINIB (LABORATORY TUTEUR
S.A.C.LE.LA).

The weighted average price for the TOP 20 brands is very high - more than 8,
592 Rubles per package. The most expensive drug was the drug for the treatment
of such an orphan disease as Gauch er disease, CEREZYME (about 72,000 Rubles),
the "cheapest" drug was HUMULIN (about 722 rubles.), a genetically engineered
human insulin.

Most TOP 20 drugs and the three leaders belong to group [L] Antineoplastic
and immunomodulating agents (10 brands). ATC [B] Disorders of blood and
hemopoietic organs have the second place by this measure.

Most drugs in this rating are drugs provided under the "7 nosologies" program.

The hypoglycemic LANTUS, which ranks 5th in the TOP -20 list, is the leader of the

general list of subsidized drugs.

6. Segments by price in the DRP

As was mentioned above, in 2012, the average cost per package in the DRP
continued to grow and amounted to about 935 rubles. It should be noted that such
impressive result is observed neither in the commercial segment of the market, nor
in hospital procurement.

Since the DRP was introduced, the price structure in this market segment has
been continuously changing to feature expensive drugs more prominently. At the
end of 2012, the segment of ex pensive drugs priced from 500 Rubles took up 89%
of the sales value.

The drug consumption structure within the DRP is presented in Figure 20.

As is clear from the Figure, the average cost per package in the segments
has remained virtually the same, excep t for the expensive drug segment priced
above 10,000 Rubles. In the latter segment, the average price fell compared with

the previous year and amounted to about 30 thousand Rubles.

48



Figure 20

Value of sales under the DRP
according to price segments

EDRP 2011
ODRP 201 2
4
26,8
S 0% oo :
8 T T T T
below 50 Rubles from 50 Rubles to . from 150 Rubles to . from 500 Rubles to above 10,000
150 Rubles 500 Rubles 10,000 Rubles Rubles

—1 1— Average weighted  price per package, Rubles

Source: DSM Group. 1SO 9001:2008
Note :the sales value shown is in final consumer prices with VAT included.

It should be noted that the drugs included to the HCN are presented mainly
in the segments from 500 rubles per pa ckage - they cover 99.9% of the sales
value. 77% of sales are covered by drugs priced over 10,000 rubles.

EDRP sub-program drugs are mostly concentrated in the segment priced
from 500 rubles to 10,000 rubles - more than 48%. The segment priced over
10,000 rubles also covers a large sales value of 30%. This segment includes such
sales leaders as the hypoglycemic agent LANTUS (the weighted average price per
package is more than 3,346 rubles) and the antineoplastic drug HERCEPTIN (the
weighted average price p ackage is around 67 thous. Rubles), and the

immunosuppressant REMICADE (39 thous. Rubles).
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4. Sales value in the segment of health

care institutions (HC I)

Since 2011, Russia has pursued an active health system modernization
program. The main task of th e modernization program is to raise medicine to a new
level. To make it affordable and high quality, and not only in the regional capital,
but also in the province. At the same time, doctors should provide treatment and
prevention. Morbidity is expected to decline and life expectancy - to increase.

The implementation of the modernization program seeks to achieve the
following objectives:

1. Reinforce the physical infrastructure of medical institutions.

2. Introduce modern information systems in health care.

3. Implement standards of health care delivery.

460 billion Rubles was allocated to implement the program. In 2011, the
federation units used only about 20% of the allocated amount. Active spending
came in the second half of 2012. Still, the program is n ot fully implemented. By the
end of the year, 70% of the budgeted money had been used. 8% of health care
providers did not complete overhaul. Only 12.7% of the HC I's in the plan finished
the full scope of medical equipment deliveries. There are only 3 unit s of the Russian
Federation not connected to the Unified Doctor Appointment Registration System.

The plan is to continue with the health care system modernization in 2013.

As part of and in connection with the program implementation, we have
observed stea dy growth of the HC | segment in recent years, as well as a qualitative
change in the structure of purchased drugs. At the end of 2012, the market for this
segment grew by 11.7% in Ruble terms (compared to 2011) and amounted to 157
billion Rubles. In volume terms, the volume of drugs purchased in 2012 amounted

to about 1.1 billion packages, which is also 8.3% higher than in the previous year.

Let us consider the basic pharmacoeconomic indicators of the hospital
procurement segment.

The cost of one RTU drug package purchased by an HC | amounted to an
average of 143 rubles. Compared to 2011, the increase of average price of package

in the HC | segment was about 3.1%.
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As in the previous year, in the HC | segment, imported products accounted for
the largest share by sales value , while domestic drugs lead by volume in packages.
Thus, in volume terms, two times as much domestic drugs, as the cheaper ones,

are procured compared to imported drugs. Domestic drugs take up about 30% of

the money volume and 67% in volume terms. Nonetheless, compared to 2011,
their share in sales value, and especially in physical volume decreased (Figure 21),
while the share of imported drug procurement in 2012 increased.
Figure 21
Ratio of imported and domestic RTU drug sales
Sales value Real volume 1
= mlmports
mDomestics
Source: DSM Group. 1SO 9001:2008
Note :the sales value shown is in final consumer prices with VAT included.
The imported drugs procurement in 2012 grew in rubles by 15%, and that of

domestic drugs - by 6%. In volume terms, the vol ume of imported drug

procurement was up 58%, while the volume domestic drug procurement fell by 6%.

A package of an imported drug costs almost 5 times as much as a package of
a domestic drug purchased by HC I's: in 2012, one imported RTU drug package on
average cost 299 Rubles, a domestic package cost 64 Rubles. Compared with the
previous year, the gap between the cost of an imported package and a domestic
package narrowed: in 2011 imported drugs were 7 times as expensive as
domestics. Compared to 2011, th e cost of a purchased imported drug package fell
by 27.5%, and one domestic package in 2012 cost the hospitals 12.8% more. Thus,

in 2012, HC I's purchased more imported drugs though of the cheaper variety (than
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in the previous year) and fewer domestic drugs though of the more expensive

variety (as compared to 2011).

The structure of HC | segment by price category is shown in Figure 22.

Sorting the drugs into price categories revealed that in 2012 all segments

showed an increase in sales value, with the excep tion of the 50 to 150 Ruble

segment, where the procurement volume shrank by 4%.

Figure 22

Structure of HC | segment by price category in 2011 and 2012

m2011 2159,81]

02012
[91,61]
22,04 =] 22,49
% | 11,8% 7,2% % | 61,9%
below 50 Rubles from 50 Rubles to 150 from 150 Rubles to 500 above 500 Rubles
Rubles Rubles

—{1— Average weighted price per package, Rubles

Source: DSM Group. SO 9001:2008
Note :the sales value shownisin final consumer prices with VAT included.

The most capacious segment is the segment of drugs priced above 500 Rubles,

and its share increased by almost 1% due to reduced procurement volumes in the

50 to 150 Ruble segment. In 2012, it took about 61.9% of th e sales value of the

HCI sector sales value, and only 4.1% in volume terms. Note that the average cost

of one package in the segment priced above 500 rubles is about 2160 Rubles,
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which is almost 15 times higher than the average price of all RTU drugs in ho spital
purchases.

In natural volume terms, the segment of pharmaceuticals priced below 50
Rubles is the most capacious - its share amounts to 74,8%. This is because
hospitals purchase large quantities of domestic solutions such as SODIUM
CHLORIDE, GLUCOSE, CEFAZOLIN, etc. These 3 brand account for about 33% of
the total hospital procurement in volume terms.

As seen in Figure 23, of the imported drugs, the drug segment priced above
500 Rubles has the largest share. (73.5%). Domestic products are equally
conc entrated in the price categories "below 50 Rubles" (28.6%) and "from 150 to
500 Rubles" (24.2%), 12.4% falls within the segment "from 50 to 150 Rubles", and
the largest sales volume amounting to 34.8% falls within the segment "above 500

Rubles".

Figure 23
Structure of HC | segment by price category for imported and domestic

drugs in 2012
Bimported RTU drugs
oODomestic RTU drugs

TI"Z’—“%\ % | 34,8%
below 50 Rubles from 50 Rubles to 150 from 150 Rublesto 5 00 above 500 Rubles
Rubles Rubles

—{ T Average weighted cost per package, Rubles

Source: DSM Group. 1SO 9001:2008
Note :the sales value shown is in final consumer prices with VAT included.
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If in the segments with the cost of a package below 500 Rubles the difference
between the weighted average price of imported and domestic drugs is not as
noticeable, in the most capacious segment "above 500 rubles", imported drugs are

almost 2 times as expensive as domestics.

The ratio of RTU drug hospital procurement by Level | ATC group in Russia for
2012 is shown in Table  11.

The HCI1 segment drug rating by ATC group considerably differs from the
commercial market. The three leading ATC groups did not change compared to
2011. The undisputed leader in hospital purchases is group [J] Anti -infectives for
systemic use. If in 2011 this group showed a decrease in sales value compared to
the previous similar period, by the end of 2012, this group showed the greatest
increase in sales of all ACT Level | groups, both in rubles (+45%) and in packages
(21%).

Sales growth in group [J] was mainly due to increased hospital procurement of
antivirals for systemic use [JO5] (+73% in Rubles) and drugs for treatment of
tuberculosis [J04] (+77% in Rubles). Positive growth was observed for the most
capacious sub -segment of group [J] - [JO1] antibacterials for systemic use (+34%).

The total share in rubles for these 3 subgroups was approximately 83.6%.

An increase in purchases in subgroup [JO5] most ly affected drugs for the

treatment of the HIV infection, such as KALETRA, PREZISTA, REYATAZ, ISENTRESS,

etc.
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Table 11

Structure of RTU drug hospital procurement by ATC group in 2012

The group's The group's
. Actual .
Sales value, share in share in the
volume,
min Rubles sale s value, actual
% volume, %

Level | ATC groups

million packs

J: Antiinfectives for systemic use
58,831.0 37.4% 360.1 32.6%
B: Blood and blood forming organs
30,629.6 19.5% 387.8 35.2%
L: Antineoplastic and
immunomodulating agents 17,965.8 11.4% 115 1.0%
N: Nervous system
14,889.9 9.5% 101.2 9.2%
A: Alimentary tract and metabolism
11,379.3 7.2% 77.0 7.0%
C: Cardiovascular system
6,457.9 4.1% 52.3 4.7%
V: Various
3,836.6 2.4% 9.2 0.8%
M: Musculo -skeletal system
3,683.1 2.3% 21.0 1.9%
R: Respiratory system
3,406.0 2.2% 29.3 2.7%
H: Systemic hormonal preparations,
excluding sex hormones 2,208.6 1.4% 14.5 1.3%
G: Genito -urinary system and sex
hormones 1,710.6 1.1% 3.0 0.3%
D: Dermatologicals
1,006.7 0.6% 29.1 2.6%
S: Sensory org ans
898.9 0.6% 5.6 0.5%
[~] Pharmaceuticals without an ATC
group 327.8 0.2% 1.2 0.1%
P: Antiparasitic products, insecticides
and repellents 36.5 0.02% 0.3 0.03%
Source: DSM Group. 1SO 9001:2008
Note :the sales value shown is in final consumer prices wi th VAT included.

In subgroup [JO4], the largest share of purchases fell to antibiotics [JO4AB]
and aminosalicylic acid and derivatives [JO4AA]. These subgroups account for more
than 80% in Rubles and also showed the greatest gains compared to 2011: for
[JO4AB] +104%, and for [JO4AA] +89%. High growth in subgroup [JO4] is mainly
due to increased procurement of AMINOSALICYLIC ACID, drugs for treatment of
tuberculosis TERIZIDONE and CAPREOSTAT, etc.

Sales of the most capacious subsegment in group [J] - Antiba cterial drugs for

systemic use [JO1], which accounted in 2012 for 45% of the value of procurement
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in the entire subgroup [JO1], compared to 2011, consolidated their positions and
rose in Rubles (+34%) and packages (+14%). Of the procurement leaders in this

subsegment, most sales growth was identified for the brands CEFTRIABOL,

AVELOX, LEVOFLOXACIN, CEFOGRAM, etc., and the best  -selling brand in [JO1] - the

carbapenem antibiotic MEROPENEM - showed a 31% decline in purchases.

If in 2011, the sub -segment of vac cines [JO7] was nhoted for one of the most
significant drops in purchases, in 2012 it showed an increase in sales compared to
the previous period. Thus, purchases of myelitis vaccines increased, particularly for
POLIORIX, which led to a high gain in the sub segment. In addition to the myelitis
vaccines (17.2% share in [J07], gain of +211%), the leaders in the subgroup in
procurement volume are hepatitis vaccines (18.9% share in [J07], gain of +26%)
and rabies vaccines (12.7% share in [J07], gain of +11%)

Based on the results of 2012, group [B] Blood and blood forming organs took

the second place in the ATC group rating in the hospital segment. Compared to

2011, the number of purchased drug packages of this group increased by 21%, and
HCI spending for procureme nt - by 14%. The largest volume of funds falls to the
drugs in subgroup [BO5] Plasma substitutes and perfusion solutions (a share of
55% in Rubles in group [B]). The most "procured" drug, as in 2011, continues to be
SODIUM CHLORIDE which is widely used as a solvent for many drugs administered
by injection and infusion.

Group [L] Antineoplastic and immunomodulating agents ranks third.
Compared with the previous year, procurement of drugs in this group decreased by
13% in money terms and by 6% in packages. Th e most capacious subgroup
continues to be [LO1] Antineoplastic agents which account for 70% of the total
costs across the subgroup. While drugs based on the INN Docetaxel led INN
purchases in money terms and the situation here changes every year, in volume
terms in 2012, as well as for the previous years, at the top of group [L] is the
antineoplastic drugs INN CYCLOPHOSPHAMIDE with a share of 23% which have a

low price (about 48 Rubles per package).

Table 12 ranks the TOP 20 manufacturers in the HC | segmen t based on the

results of 2012.
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Table 12

TOP 20 manufacturers in the HC I segment based on the results of
2012

Sales value,
Manufacturer min Rubles
2012

Sales value
increase

=
o
o
=
T
o

1 +1 GLAXOSMITHKLINE 8,758.5 24.9% 5.7%
2 -1 SANOFI 7,890.0 -2.7% 5.1%
3 +6 ABBOTT 7,036.1 138.7% 4.6%
4 F.HOFFMANN-LA ROCHE 5,314.5 -13.5% 3.4%
5 MERCK 5,242.3 3.8% 3.4%
6 NOVARTIS 4,3715 -10.8% 2.8%
7 +1 TAKEDA 4,309.5 36.1% 2.8%
8 -2 ASTRAZENECA 3,731.7 -11.7% 2.4%
9 +11 JANSSEN PHARMACEUTICA 3,156.1 70.9% 2.0%
10 +5 ABOLMED 3,069.4 35.0% 2.0%
11 +19 KRASFARMA 2,962.1 116.9% 1.9%
12 +7 MICROGEN 2,938.9 47.8% 1.9%
13 1 PFIZER 2,658.0 -4.2% 1.7%
14 4 BIOTEC MFPDK 2,552.8 -11.1% 1.7%
15 4 TEVA PHARMACEUTICAL 2,486.7 -12.3% 1.6%
16 0 SINTEZ AKO 2,381.3 9.8% 1.5%
17 -10 VEROPHARM 2,327.7 -29.5% 1.5%
18 5 GEDEON RICHTER 2,311.5 -6.7% 1.5%
19 +2 BAYER 2,207.2 28.0% 1.4%
20 -3 BRISTOL -MYERS SQUIBB 2,169.2 1.5% 1.4%

Source: DSM Group. SO 9001:2008
Note :the sales val ue shown is in final consumer prices with VAT included.

If in the previous two years, the three leaders in the manufacturer's rating had
been the same, 2012 brought about serious changes. GLAXOSMITHKLINE took the
first place in 2012, with a share of 5.7%, ahead of its nearest rival in the past year
- SANOFI-AVENTIS (5.1% share). GLAXOSMITHKLINE was in the first place thanks
to substantially increased (3000 -fold) procurement of the myelitis vaccine
POLIORIX and of the brands for the treatment of the HIV inf ection - ZIAGEN,
EPIVIR 3TC, TELZIR, the anticoagulant FRAXIPARINE and other brands.

ABBOTT ranked third with a share of 4.6%, having moved 6 lines up and
demonstrated the strongest sales growth of the TOP -10 manufacturers (138.7%).
ABBOTT made it to thet op three companies by acquiring SOLVAY PHARMA back in
2011. ABBOTT significantly reinforced its positions, including the hospital

procurement segment, thanks to the merger and revision of the portfolios of the
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two companies. In addition, some of the compan y's drugs generated substantially
increased sales. The leading hospital purchase is KALETRA, a drug for the treatment

of the HIV infection. It experienced a 8.5 -fold increase in procurement, compared
to the previous year. PROPOFOL, a drug for general anest hesia, generated 20x
more sales, and the antiviral drug SINAGIS generated 4x more sales.

Compared to the previous year, the TOP -20 rating now includes JANSSEN
PHARMACEUTICA (+11 positions and 9th place) and KRASFARMA (+19 positions
and 11th place). These ¢ ompanies showed the strongest growth in hospital
purchases: +70.9% and +116.9%, respectively.

KRASFARMA's high gain was due to increased purchases of drugs such as
LEVOFLOXACIN (23x increase), VANCOMYCIN (75x increase), and CEFUROXIME
(125x increase).

JANSSEN PHARMACEUTICA showed +70.9% growth in Rubles mainly due to
increased purchases of drugs for the treatment of the HIV infection - PREZISTA

(3.8x increase) and INTELENCE (3.5x increase).

The maximum decline in purchases, as compared to 2011, was note d for
VEROPHARM (-29.5%) which "rolled back" in the ranking from the 7th to the 17th
place. This significant decline was because hospitals reduced purchases of some of
the core drugs produced by the company. These are mostly the antineoplastic
drugs, such as PACLITAXEL, TAUTAX, DOXORUBICIN -LENS, VERO VANCOMYCIN,
etc.

Thus, compared to 2011, the reason for the changed positions of the
manufacturers was largely the increased purchases of drugs for the treatment of
the HIV infection, as well as anti -TB drugs, and reduced purchases of
antineoplastics. Importantly, as regards the HIV drugs, instead of growing
purchases we should rather talk of recovering the necessary level of coverage

provided by these drugs that was lowered in the previous year.

Table 13 ranks the TOP 20 brands in the HC | segment based on the results of
2012.
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Table 13

TOP 20 brands in the HC | segment based on the results of 2012

SEEEITE, Sales value
Brand nane min Rubles i
2012 increase
1 0 SODIUM CHLORIDE 7,463.7 45.0% 4.7%
2 +46 KALETRA 3,860.3 749.8% 2.5%
3 -1 COMBIVIR 2,100.2 -1.0% 1.3%
4 +1 CLEXANE 1,947.7 21.5% 1.2%
5 +1 VACCINE 1,852.9 19.4% 1.2%
6 +24 CAPREOMYCIN 1,798.6 214.3% 1.1%
7 +50 PREZISTA 1,546.0 284.7% 1.0%
8 +6 ALBUMIN 1,494.7 70.7% 1.0%
9 -2 GLUCOSE 1,473.6 -2.4% 0.9%
10 -7 HEPARIN 1,353.8 -28.3% 0.9%
11 -1 ACTOVEGIN 1,304.0 14.9% 0.8%
12 -8 MERONEM 1,160.2 -31.4% 0.7%
13 -2 KIVEXA 1,154.4 9.3% 0.7%
14 +76 CEFTRIABOL 1,129.3 283.6% 0.7%
15 +29 ISENTRESS 1,122.2 138.3% 0.7%
16 -3 CEFTRIAXONE 1,104.8 23.9% 0.7%
17 -2 FRAXIPARINE 1,019.4 23.1% 0.6%
18 +56 AVELOX 979.5 194.0% 0.6%
19 -10 IMMUNOGLOBULIN 934.7 -23.3% 0.6%
20 +16 REYATAZ 907.2 71.5% 0.6%
Source: DSM Group. 1SO 9001:2008
Note :the salesv alue shown isin final con sumer prices with VAT included.
SODIUM CHLORIDE - a solvent for a number of injection and infusion

formulations - was in the first place in the hospital brand ranking, as in the previous

periods. The share of the brand is the highest in the HC | segment, a mounting to
4.7%. KALETRA with a share of 2.5% is in second place in the ranking of most
purchased brands. The strongest procurement growth was noted for this drug. As

noted above, it is largely thanks to this brand that ABBOTT was able to become one

of th e top three companies in the hospital segment, based on the results of 2012.

The drug COMBIVIR manufactured by GLAXOSMITHKLINE is in the third place.

The share of the TOP 20 brands in the hospital purchases is about 23%.
Importantly, the rating includes b oth expensive imported drugs, and cheap
domestic products (SODIUM CHLORIDE, GLUCOSE).

Compared to 2011, the 2012 rating has six new brands, including three
antiviral drugs for the treatment of the HIV infection - PREZISTA, ISENTRESS,

REYATAZ, and three ant imicrobial agents: for the treatment of tuberculosis
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(CAPREOMYCIN), diseases of the respiratory system (AVELOX) and the broad
spectrum cephalosporin antibiotic CEFTRIABOL
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5. Nutritional supplements

Nutritional supplements (NS) in pharmacies and on the Russian market have
long been a recurring issue in debates. Periodically, proposals are tabled to tighten
control over the circulation of nutritional  supplements. Still another wave came at
the end of 2012.

To prevent the convergence of nutritional  supple ments and drugs under the
same brand name, the Federal Antimonopoly Service proposed that the Ministry of
Health register nutritional supplements in the same way as drugs. In that case,
manufacturers of supplements would have to spend millions of dollars o n clinical
trials, and the time of the registration procedure would increase to 1.5 to 2 years.

The FAS has argued for several years on the advisability of regulating nutritional
supplements with the law On Circulation of Drugs. Today, however, the market
offers products that are positioned as both drugs and supplements, which misleads
consumers.

The All -Russian Public Opinion Research Center (VTsIOM) presented data ® on
the level of awareness the Russians have with respect to nutritional  supplements,
and on how widespread the use of nutritional  supplements among our fellow
citizens is. For most Russians, a  nutritional supplement is an addition to food. 60%
of the respondents think so. 16% of the respondents say that nutritional
supplements are vitamins. Only 5% of respondents believe that nutritional
supplements are drugs.

Every fourth Russian takes nutritional  supplements with varying degree of
frequency. Every tenth respondent occasionally consumes supplements (only
subject to deterioration of health), one in five respondents takes nutritional
supplements seasonally, and 6% follow a regimen. Only 2% do so on a regular
basis.

Where to sell nutritional supplements is another topic for debate. Many
legislators believe that nutritional  supplements should be re  moved from pharmacies
and sold in special sectors of stores. And the Russian State Duma will soon consider

appropriate amendments to the laws.

% The All -Russian opinion poll was conducted December 1 -2, 2012 among 1,600 people in 1 38 villages
in 46 regions and republics of Russia.
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As of now, most of the Russians who take nutritional  supplements buy them at

pharmacies (70%).  And we hope thatt his situation will not change.

As can be seen from Figure 24, in 2012 pharmacies sold about 294 million
packages of nutritional supplements for a total of about 22.2 billion Rubles in
wholesale prices and 29.8 billion Rubles in retail prices. The growth i n value terms

(in pharmacy purchase prices) amounted to 18.6%, sales in packages slightly

declined, compared to 2011 ( -0.7%). Thus, we can conclude that the observed
increase in sales in Rubles is exclusively due to growing prices for nutritional
supplemen ts. So, if in 2011, the cost per one conditional package of a nutritional

supplement was 63.1 Rubles, in 2012, it was 75.7 Rubles, which is 19.9% higher.

Figure 24
Sales of nutritional supplements in Russia in 2011 -2012
BSales value , min Rubles
OReal volume, min  packs
18683 Wl +186% >
296 294
-0,7%0
T T 1
2011 2012
Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. ISO
9001:2008
Note : Sales value are given in pharmacy purchase prices, VAT included.
NS price dynamics was analyzed using the Laspeyres price index (Figure 25).
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Figure 25

Change in NS prices on Russian commercial

pharmacy market in 2012
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Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group.
QMS meets the requirements of 1ISO 9001:2008

According to Laspeyres index, in 2012 NS prices increased by only 5.5% in

Ruble terms compared to 2011, while in 2010 the price growth was about 6,3%.

If in the drug market, foreign products have the largest share of sales, the
nutritional  supplement market has domestic products - 67% in value terms and
84% in volume terms (Figure 26). Of the domestic manufacturers, Evalar leads the
sales by volume. Year after year, of imported products, nutritional  supplements
produced in Germany (a 7% sha re in Ruble terms of the total NS market sales),
United States (4%) and Denmark (3%) retain their sales leadership. At the top of
the German manufacturers rating is traditionally QUEISSER PHARMA GMBH &
CO.KG (DOPPELHERTS NS line); the most popular American products come from
PHARMA-MED INC (KIDS FORMULA, LIFE FORMULA and MEN'S FORMULA NS line);
and FERROSAN AG (BAD BIFIFOR line and MULTI  -TABS vitamin complexes) top the

list of Danish manufacturers.
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Figure 26

Sales of domestic and imported NS
by country
Russia Imports
Germany
USA
Denmark
Malaysia
Netherlands
Canada

China

Other countries

Real volume

Source : Monthly retail audit of the pharmaceutical market in the Russian Federation, DSM Group. I1ISO
9001:2008
Note : Salesv alue are given in pharmacy purchase prices, VAT included.

Imported nutritional supplemen ts, like imported drugs, are more expensive

than domestics: the price of one package of imported nutritional  supplements was
157.8 Rubles, that of a domestic was 60.1 Rubles. In 2012, domestic nutritional
supplements became pricier (+17.1%) than the import ed ones (+16.5%).

It should be noted that in 2012 consumers became more willing to purchase
more expensive nutritional supplements. While in the past year, the bulk of sales
came from the 50 to 150 Ruble price range, by the end 2012, around 33.9% of
sales in money terms came from nutritional  supplements, the weighted average
price per conditional package ranged between 150 to 500 Rubles. Approximately
30.4% came from the NS's priced from 50 to 150 Rubles, expensive NS's (priced
above 500 rubles) had 21.9%, while the cheapest NS's (below 50 Rubles) had 14%

of sales in Rubles.
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