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Disclaimer

Whilst every effort has been made in ensuring the correctness of the analysis and calculations
performed, the accuracy of the raw data which has served as the central input to all analysis and
calculations cannot be warranted. The raw data received has not been audited and was used in the
format received. Where significant anomalies or outliers were detected and addressed with the
respective participants, in the final presentation we have relied on the final data presented and
explanations provided as accurate. We are therefore not in a position to verify the accuracy of the
figures, which are contingent on the accuracy and granularity of the data provided.

The outcome of all analyses performed and calculations should therefore be considered in the light of
all assumptions made and where these assumptions are not clear or obvious the reader should
request clarification in this regard.

The assumptions made with respect to market estimates and other statistical assessments are based
on the raw data received and extrapolated via statistical analysis. The statistical estimates are
therefore subject to accuracy of the raw data received and may change if new data is received or if
the current data is changed.
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Executive Summary

The Pharmaceutical Task Group (PTG) is a collective of South African pharmaceutical trade
organisations, which aims to constructively engage with key healthcare stakeholders, including
government, on strategic healthcare reform initiatives in South Africa.

The PTG collective represents the following South African based trade organisations:

Innovative Medicines South Africa (IMSA).

National Association of Pharmaceutical Manufacturers (NAPM)
Pharmaceuticals Made in South Africa (PHARMISA)
Pharmaceutical Industry Association of South Africa (PIASA)

Self Medication Manufacturers Association of South Africa (SMASA)

=A =4 =4 -4 =4

The PTG collectively represents 57 individual manufacturing companies, which account for greater
than 80% of all medicines sold in the South African market.

41 Individual companies submitted data for the financial year end 2008 (FY08) in response to this
survey, these companies account for approximately 74%? of the South African medicines market.

Below is the summary of the findings of the survey, unless otherwise stated all figures are
representative of those companies that participate.
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% Based on MAT Rand Shares as at June 2008 from the IMS database and the relative market share as stated in
company financial statements, we were able to derive a theoretical revenue market average estimate of R
36.1bn. By extrapolation, our survey respondents reported total revenue of R26.7bn, thus we have estimated that
the respondents represent approximately 74% of the total market.
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Figure 1 (on the previous page) and figure 2 represent the aggregated financials of the sample and
industry respectively. The items in the graph coloured blue (Other Revenue, Export Revenue,
Operational Revenue and Total Revenue) represent income for firms and industry. The items
coloured grey represent expenses for the sampled firms and the extrapolated industry (Total Spend,
Salaries, Total Tax contribution, CSI and R&D).

Figure 2 represents the estimated pharmaceutical industries contribution to the South African
economy. Each bar item is separated into two sections. For the revenue items, the darker blue
section represents the sampled companies figure, while the lighter blue section represents the
additional extrapolated value, which combined represents the estimated industry figure. With regards
to the expenses, the lighter grey section represents the samples value, and the darker section
represents the additional value of the estimated remaining industry.
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The pharmaceutical industry generated a total of R 36.08bn in

CONFIDENTIAL

revenue in 2008. The revenue constituted:

(0]
(0]
(0]

Operational Revenue

Export Revenue
Other Revenue

:R 32.53bn
:R 2.49bn
:R 1.06bn

1 The sampled pharmaceutical companies paid a total of R 1.18bn in Income Taxes and
R 548.81m in Value Added Tax (VAT). The industry is estimated to have contributed
R 1.60bn in Income Tax and R 741.64m in VAT
1 The sampled pharmaceutical industry contributed 1.17% to Gross Domestic Product (GDP)l
while the industry is estimated to have contributed 1.58% to GDP*
1 The industry is estimated to have invested R 1.34bn in capital during 2008, and this is
predicted to rise in 2009 (R1.58bn) and 2010 (R2.39bn)
1 The pharmaceutical industry invested approximately R 536.32m in research and development
1 Total spend for the pharmaceutical industry is estimated at R 11.95bn
1 Based on the market size representation, the industry is anticipated to have invested
R 659.47m in corporate social investment (CSI)
1 2008 exports of prescription medications to global markets totalled R1.47bn of which R496m

were to the SADC region

1 According to the EEA2 reports provided for the study, the industry employed 6 071 permanent
employees (9 624 employees were reported according to total data collected. However only
6 071 were reported in the apportioned EEA2 reports. This is due to the fact that not all
companies submitted EEA2 reports, and that the EEAZ2 reports reflect the entire company) of

which 54.06% were employment equity candidates (asclassi fi ed accor di
Equity Act No. 55 of 19980)
Race
Gender African  Coloured Indian White Foreign Total
Nationals
Male 876 361 279 972 31 2519
Female 837 606 323 1776 10 3552
Total 1714 967 601 2748 41 6071
% contribution 28.22% 15.93% 9.90% 45.27% 0.67% 100%

Table 1: Employment Equity Demographics according to Race and Gender (Excluding temporary employees)
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Introduction

This study focused on the high level analysis of the financial and labour aspects of the pharmaceutical
industry with the aim of addressing the following questions:

What is the estimated size of the pharmaceutical industry based on revenue as a benchmark?

1 What is the total number of factories categorised according to manufacturing and packaging?

What are the value contributions according to the key financial metrics, including total spend,
salaries, taxes, VAT, R&D expenditure, exports and CAPEX?

1 What is the projected 2009, 2010 and 2011 CAPEX investment?
1 What is the labour contingent of this industry and the industry contribution to employment equity?
This report will address each of these questions based on the specific approach followed.
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Insights into the Healthcare Sector: A year in review(2008}

As Deloitte comments on and assesses the financial value add of the healthcare sector (being
primarily made up of the pharmaceutical and medical devices industry for the purpose of this
engagement), it is important to contextualise the engagement within the operating environment at a
specific point in time. The need for this is to ensure that abnormal or extraordinary contingencies are
accounted for in understanding the true potential and actual value add of the industry and to ensure
that during discussions the necessary adjustments and insights are given due consideration.

There are two contingencies which one needs to consider as significant for the FY08, with both of
these contingencies being difficult to quantify in terms of the short and long term impacts to the
healthcare sector (within the context and scope of this engagement). The first event relates to the
impacts of the credit crisis which is believed to have begun in 2007, and the second the electricity
crisis of Eskom which occurred through a series of power system events since October 2007,
culminating in high-profile extended load shedding periods in January 2008.

Whilst it is not possible to understand the impacts of the energy crisis on the healthcare sector without
further analysis, many sectors of the economy were without energy for manufacturing purposes for
extended periods of time or forced to reduce energy consumption and thereby impacting on levels of
productivity. This may have had adverse impacts to the value chain directly or indirectly.

Like all other industries, the healthcare sector has not been immune to the financial crisis, thus as the
crisis deepened, many companies in the healthcare sector, particularly biotechnology companies and
healthcare providers faced significant challenges accessing capital. The situation was further
exacerbated by higher capital costs due to changing risk management strategies from financial
institutions and access to capital in addition to continuing declines in aggregate demand. On a global
scale many healthcare companies responded by laying off employees and delaying non-critical
investments, preferring to preserve cash and effectively manage costs.

From a pharmaceutical perspective, hospitals have lowered their capital expenditure in response to
declining patient demand for elective procedures. I n
only seeing the tip of the iceberg and trends are likely to getwo r s e, not bett dhisis t hrougt
based on a market survey in the US and does not necessarily reflect trends in the South African

markets. Furthermore, this is based on capital expenditure only and does not take changes of other

non capital expenditure into account.
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Pharmaceutical Industry Study

Approach

PTG and Deloitte Consulting embarked on this study in October 2009. The process illustrated below
was followed:

Collectand Analvse Write u Present
validate Y P reportto

data data e stakeholder

Conductsurvey

briefing sessions

PTG was responsible for bringing the pharmaceutical industry players on-board and partnered with
Deloitte in briefing them about the study. The project briefing pack contained all the relevant
documents required and was circulated to participating members prior to the briefing sessions to allow
them to clarify any questions that they may have had. The briefing sessions were conducted
telephonically and in certain instances, where specifically requested, carried out individually.

Refer to Annexure C for list of the data requested. A signed declaration of accuracy was signed by all
member firms who submitted data, and a signed declaration is available from PTG.

The role of Deloitte was to facilitate the gathering of financial and labour information from the
respective pharmaceutical companies. Deloitte was responsible for validating and conducting high
level data checks on the data received as well as critically analysing the data and drafting the final
report.

The involvement of Deloitte in this process was also centred on ensuring confidentiality of all
information received. A number of security measures were installed to facilitate sensitive financial and
employment information received. These included de-identifying the n a me of each
information received using a unique coding system; password protection on each data set received
with only the Deloitte team having access to this password; all information was sent only to Deloitte
staff directly from the respective companies; a non-disclosure agreement was signed between PTG
and Deloitte with individual non-disclosure agreements signed with a company on request; all
information to be reported on in this final report is to be done so on an aggregate basis with no
reference being made to individual companies. All of these controls were strictly adhered to during the
entire period of the project with no breaches reported.

A few challenges were faced during the collection of the data phase of this project. Some of the more
prominent challenges experienced include:

Accurate and complete submission of data in the requested format.

Submission of the organisations employment equity report (EEA2).

Short timeframe available for the companies to complete the survey.

In instances where companies had business operations in more than just the pharmaceutical
industry, the separation of the operational revenue, taxes, salaries and related number of
employees posed to be a challenge for some of the participating companies.

=A =4 =4 =4
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Industry Analysisand Findings

The data that was collected was validated and analysed at a high level and within specific
parameters. While performing the analysis of this data, certain assumptions had to be made.

Financial Data Assumptions

1 The information and data provided by members is accurate and complete.

1 Allrequested data and information provided was done so in complete compliance of the
definitions set out in the definitions sheet supplied in the briefing pack distributed (refer to
Annexure B) provided in the survey definition sheet.

1 Allfinancial data that has been reported in this survey represents data only pertaining to an
organisation® South African operations.

1 The financial period under review refers to the FY08 for each member. Data obtained
therefore explicitly represents an organisationos

1 Ininstances where a company has business operations in more than just the pharmaceutical
industry, it is assumed that such companies have only reported on their pharmaceutical
operations related financial information.

1 Taxes and salaries for certain companies were apportioned based on provided operational
revenue in the pharmaceutical and other business operational areas.

I CAPEX figures provided are nominal.

Employment Equity Assumptions

1 All employment equity information that has been reported in this survey represents
employment equity for the company& South African operations.

1 The employment equity statistics are for 2008.

1 Itis assumed that employment equity is distributed equally across the different divisions of the
company.

1 Ininstances where a company has business operations in more than just the pharmaceutical
industry, it is assumed that these companies have only reported on their pharmaceutical
operations related employment and salary information.
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Employment Equity Calculations

It was identified during the briefing phase of this project that companies may operate apart from only
pharmaceutical operations in other business areas as well. The employment equity analysis for this
study was to be based on the Employment Equity reports received from member firms. Since these
reports are representative of the entire organisation, where companies operate in more than just the
pharmaceutical business space, certain assumptions had to be made when using these EEA2
reports. The aim was to address the above mentioned problem to prevent further requesting these
companies in furnishing employment equity statistics pertaining only to pharmaceutical related
operations. The assumptions made are as follows:

1 The data template requested a split of total number of employees between employees in the
pharmaceutical division and the total for all other divisions. An assumption was made of the
complete accuracy of employee headcount per above mentioned split.

1 The assumption was that employment equity is achieved consistently across the company.

1 In certain instances, member firms that participated in the survey did not submit their EEA2
reports. This will result in the analysis of only the employment equity data received and will
not be representative of the whole pharmaceutical industry.

T The number of emp !l oy e elarmacauticdl Hizsion veas prppartioped s
against the employment equity statistics per the EEA2 report to determine this number.

Additional Assumptions

1 The pharmaceutical industry Corporate Income Tax (CIT) refers to taxes attributed to the
entire medical, dental and other health and veterinary services sector. This value has been
used in this report for purposes of tax analysis.

I All Rand values rounded to the nearest two decimal places.

91 All percentages rounded to the nearest whole number.

1 Summation differences occur due to rounding.

Market Size Estimation

1 The calculation of the survey response as a percentage of the total market size is a difficult
exercise as there is no starting point on which to benchmark the sample size. The essence of
this study is to try and estimate the market size, and we have been able to construct a
probable survey response by taking point estimates into account and deriving a first view
theoretical market estimate. Based on MAT Rand Shares as at June 2008 from the IMS
database and the relative market share as stated in company financial statements, we were
able to derive a theoretical revenue market average estimate of R 35.5bn.

1 By extrapolation, our survey respondents reported total revenue of R26.3bn, thus we have
estimated that the respondents represent approximately 74.22% of the total market.
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Financial contribution of the pharmaceutical industry to the South African Economy

Revenue

Revenue is a critical financial measure of an organisation. Participating companies were requested to
report on the businessd operational and eXxpoiness
may have accrued in FY08. This provided a root financial basis for measurement against to assist in
the aggregate financial information analysed for this industry.

The sampled pharmaceutical industry recorded total revenue of R 26.70bn which is approximately
1.17% of the national GDP. (GDP for 2008 was recorded at R 2 283.78bn).l The firms that submitted
data equated to approximately 74% of the medicines market in South Africa. This enabled
extrapolation of the data which revealed that the pharmaceutical industry recorded approximately
R 36.08bn in total revenue which contributed 1.58% of national GDP'.

Of the total operational revenue, 0.30% was not broken down per product category (categories
include Fast Moving Consumer Goods (FMCG), Schedule 0, Schedule 1, 2 and Prescription
medications). Accordingly, operational revenue of only R 24.00bn could be analysed by product
category splits.

Export revenue of R 1.85bn was reported. The breakdown per product category was only supplied for
exports amounting to R 1.81bn.

Operational Export Revenue Other Revenue Total
Revenue

FMCG R 2.89bn R 277.19m R 3.17bn
Schedule 0 R 2.48bn R 72.95m R 2.55bn
Schedule 1&2 R 2.93bn R 72.93m R 3.01bn
Prescription R 15.7bn R 1.38bn R 17.09bn
Medications
Sub total R 783.01m R 26.59bn
Unallocated R 73.02m R 39.00m RO R 112.02m
Revenue
Total Revenue R 24.07bn R 1.85bn R 783.01m”’ R 26.70bn
% contribution 90.16% 6.91% 2.93%

Table 2: Breakdown of Total Revenue

POt her rrezeivedifraneal sampled companies was not reported according to the product categories
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The information tabled on the previous page (table 2) is represented visually in the graph below
detailing the breakdown of total revenue. The requested data template completed by participating

companies defined each of these categories of revenue individually, therefore representing its true
revenue accrued.

Other Total Exports
Revenue 6.91%
2.93%_\

- \ Total
Operational

Revenue
90.16%

Total operational revenue equated to 90.16% of the total revenue earned while a further 6.91% and
2.93% were earned from the exports and other sources respectively. The above values indicate that
the sampled SA companies are not heavily involved in the export markets.
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Operational Revenue analysed bydduct Category

It is necessary to analyse the pharmaceutical product category mix in order to understand the current
spend on pharmaceutical products and to identify potential growth points. This also assists in
identifying the specific category that contributes the highest to operational revenue for companies.

Prescription medicines currently account for 65.43% or R 15.7bn of allocated operating revenue®.

FMCG
12.04%

Schedule 0
10.31%

Schedule 1 &
2
12.22%

Prescription
Meds
65.43%

[ . . . . . .

Figure 4 represents the product category split for all companies sampled. However certain companies did not
provide Operational Revenue in the category split requested, resulting in this graph representing a proportion of
total allocated and unallocated Operational Revenue received
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Operational Revenuénalysed by 8ctor

An important focus area of revenue is the split between revenue spend in the public and private
sector. This provides a basic view of this industry& involvement in the public sector.

Figure 5

Operational revenue amounting to R 22.3bn was categorised between the public and private sector.
76.26% of operational revenue is derived from the private sector with more than 85% of revenue
being derived from prescription pharmaceuticals.
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Exports and Imports

The diagram below highlights South Africa és t radi ng (i pgitens in preammedceugcalpor t )
products globally:

(UN Comtrade Product code: 30%)

Figure 6

France:
Imports:
R1.42bn

United

Kingdom: Germany:

Imports: Imports:

R 1.20bn R 1.54bn
United Exports:

States of R 92.20m

America:
Imports:
R 1.42bn

Nigeria:
Exports:
R 107.38m
Uganda:
Exports:
R 80.73m

Zambia:
Exports:
R 169.43m
Kenya:
Exports:
R 138.03m

Figure 6 above deinpoitdndexmntradeh with the top& pabtreers in each. The top
importer of pharmaceutical products into South Africa was Germany, with a rand value of 1.54bn.
France and the United States of America imported roughly the same value of products, at R 1.42bn.
India provided R 1.28bn worth of pharmaceutical products, which was closely followed by the United
Kingdom at R 1.20bn.

The top export partner for South Africa was Zambia, with R 169.43m worth of products exported.
Kenya purchased a substantial amount of pharmaceutical products, with a value of R 138.03m.
Nigeria purchased R 107.38m worth of pharmaceutical products, which was closely followed by
Germany (R 92.20m) and Uganda at R 80.73m.
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Exports

According to the UN Comtrade, the South African pharmaceuticals industry exported prescription

medications worth R 1.47bn.

In FY08 the sampled pharmaceutical companies exported prescription medications to the value of

R 1.38bn which may be expressed as 5.18% of total revenue®,

FMCG
15.35%

Prescription v
76.58%

Figure 7

Schedule 0
[ 4.04%

—_Schedule1& 2
\ 4.04%

4 Differences in United Nations export figures and the data collected exist due to the differing reporting time

period during 2008 and the fact that 100% market share was not collected
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The major exporters of pharmaceutical products in the following emerging economies in 2008 were:

Exporter  Approximate  Export  GDP (curregt Pharmaceutical Approximated Pharmaceutical
Export Value ~ Value  US$)2008™ Export % of total export Export % of
(ZAR) (USD) GDP®’ Value (USD)  Total Exports
China 23.91bn 2.89bn 4 326.10bn 0.07% 1514.17bn 0.19%
India 41.41bn 5.00bn 1217.49bn 0.41% 292.20bn 1.71%
Russia 2.55bn 308.56m 1 607.82bn 0.02% 530.58bn 0.06%
Brazil 7.95bn 960.19m 1 612.54bn 0.06% 225.76bn 0.43%
South 1.47bn 176.93m 276.76bn 0.06% 99.64bn 0.18%

Africa

Table 3: Emerging Economies Exports”

As is highlighted from the above figures, South Africa is keeping pace with the emerging markets
based on the pharmaceutical exports as a percentage of GDP. However, the total size of the exports
is significantly smaller, but this is justified against the powerful manufacturing capabilities and relative
sizes of the other emerging markets economies. This reveals that the SA pharmaceutical companies
are competing well on the international stage when comparing to the emerging markets.

The South African pharmaceutical industry exported R 1.47bn worth of prescription medications in
2008. Of this amount R 587.77m (40% of exports) were attributed to following top five export

partners®:

Zambia
Kenya
Nigeria
Germany
Uganda

=A =4 =4 -4 A

R 169.43m
‘R 138.03m
R 107.38m
R 92.20m
R 80.73m

The South African pharmaceutical industry exported R 496.91m of prescription medications to nations
that are members of the Southern African Development Communities (SADC)4:

Zambia
Zimbabwe
Mozambique
Seychelles
Mauritius
Tanzania
Malawi

DRC

Angola
Madagascar

=A =4 =4 =4 4 -4 -4 -4 -4 -

: R 169.43m
77.34m
65.91m
54.40m
48.34m
32.92m
22.40m
12.69m

9.32m

4.16m

A X0V X0V X0V XVODOIOADO
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The analysis performed has revealed that the pharmaceuticals industry is a major importer of
pharmaceutical products. In 2008, South Africa imported products to the value of approximately
R12.97bn*. Sout h Af

Germany
USA
France
India
USA

=A =4 =4 4 -4

Import patterns of the emerging economies during 2008 were as follow:

ri cads minjths periodmered:r t i ng
:R 1.54bn
:R 1.42bn
:R 1.42bn
:R 1.28bn
:R 1.20bn

partners

Importers  Approximate Import GDP (current  Pharmaceutical Approximated Pharmaceutical
Import Value Value US$) 2008°7 Import % of Import Value  Import % of Total
(ZAR) (USD) GDP®’ (USD) Imports
China 40.57bn 4.90bn 4 326.10bn 0.11% 1211.33bn 0.40%
India 7.46bn 901.29m 1217.49bn 0.07% 365.25bn 0.25%
Russia 74.79bn 9.04bn 1 607.82bn 0.56% 369.797bn 2.44%
Brazil 35.35bn 4.27bn 1612.54bn 0.27% 225.76bn 1.89%
South 12.97bn 1.57bn 276.76bn 0.57% 110.71bn 1.42%

Africa

Table 4: Emerging Economies Imports

4,6,7

The above table shows that compared to other BRIC countries (Brazil, Russia, India, and China), as a
percentage of GDP, SA is the second largest importer of pharmaceutical products. However, the
imports form a smaller proportion of total imports. The approximate value of both imports and exports
reveal that SA is heavily reliant on imports of pharmaceuticals.

The SA pharmaceuticals industry imported pharmaceutical products to the value of R 1.63m from
nations that are members of the SADC community. The breakdown is as follows®:

Zimbabwe
Mauritius
Tanzania
Malawi
Zambia
Seychelles
Angola
DRC

=A =4 =4 4 -4 -4 -8 A

R 1.34m
:R0.14m
R 0.06m
R 0.04m
R 0.02m
:R0.01lm
:R0.01lm
:R0.01lm
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Sampled I ndustryds Contribution to Overal/l Tax F

For the purpose of the study, taxes and VAT paid were aggregated to reveal the companies
contribution to the overall tax revenue collected by the government.

e Y The sampled companies collectively paid R 1.73bn in taxes
The pharmaceutical and VAT during FY08. The industry as a whole was estimated
industry contributed to have contributed R 2.34bn in taxes. In FY08, the combined

45.95% of the taxes and value for total tax and VAT equated to R 195bn’. The
VAT paid by the medical, Healthcare sector contributed 2.61% (R 5.09bn) of total tax and
dental & other health & VAT collected by the governmentl.
veterinary services sector . ) ) ]
U ) The sampled medical devices companies contributed 34.00%

of the tax and VAT paid by the healthcare sector and 0.89% of
total tax and VAT collected. The extrapolated industry contributed 45.95% of the tax and vat revenue
collected from the healthcare sector, and the industry contributed 1.20% of total tax and vat revenue
collected. These figures confirmt he phar mac e ut iankad asstrongfidancat contribugor
to the healthcare sector.
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The amount of capital expenditure a company spends during the year often provides clues about the
company's growth plans. Increased CAPEX spending usually means a company is preparing to
expand its operations and is optimistca bout t he

economyos

prospects

The graph below represents the CAPEX spend in FY08 and the forecasted CAPEX for FY09, FY10

and FY11.
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R1 400 000 000

R1 200000 000;

R 1 000 000 000;
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R 400 000 000y
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@05 Real Change in CAP|

The above figure shows the aggregated CAPEX investment for the years FY08 through to FY11, as
well as the percentage change in the CAPEX values. These CAPEX figures are represented in
nominal and real terms. The real figures and percentage change were adjusted for the effects of
inflation by using the predicted Consumer Price Index (CPI)2'e.

The sampled CAPEX figures were then adjusted for the effects of inflation based on the following CPI

figures®:

® It is assumed that the CAPEX values provided were nominal
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Year Inflation * Nominal Nominal % Change Real Real %
(Extrapolated) (Extrapolated) Change

2008 11.50% R 988.77m R 1.34bn R 886.76m R 1.2bn

2009 7.20% R 1.17bn R 1.58bn 16.51% R 1.09bn R 1.47bn 21.19%

2010 6.22% R 1.77bn R 2.39bn 49.90% R 1.66bn R 2.25bn 51.28%

2011 5.15% R 1.32bn R 1.79bn -24.75% R 1.26bn R 1.7bn -23.98%

Table 5: Table: Forecasted Nominal and Real CAPEX

The nominal and real CAPEX figures show an increase in the expenditure in CAPEX over the period
FY08 to FY10. This indicates that the sampled pharmaceutical companies are optimistic for the
industry over this period which will ultimately contribute to a positive growth rate for the economy at
large. There is however a decline in nominal and real CAPEX for the budgeted FY11 year.

Investment in Research and Development

Investment in R&D has played less of a role in the strategies of the sampled pharmaceutical
companies. Total R&D was R 396.87m which comprised 1.49% of total revenue. The R&D figure
reported accounts for the direct R&D spend, which is estimated at 25% of pharmaceutical R&D in
South Africa. The remaining R&D is completed by international parties. The value of the total R&D
conducted on behalf of the pharmaceutical industry in South Africa is estimated by the industry to be
R1.75bn for 2008. The industry however predicts that this will decrease if there are not efficient
regulatory processes in place in SA.

This is further supported by international evidence that the Health Care sector had the highest R&D
sales intensity (along with Software and Internet) in 2006 at 13% of sales.
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0.00%
Health Software | Computing| Aerospace| Auto Industrials | Consumer| Telecom Other Chemicals
Care and and and and
Internet | Electronics| Defense Energy
R&D as a % of Sale  13.30% 13.30% 7.00% 4.80% 3.80% 2.20% 2.00% 1.40% 1.10% 1.00%

Page23

Insights to the high-level financial contribution of the Pharmaceutical Industry in South Africa

Deloitte.



CONFIDENTIAL

Total Spend

The total spend was calculated by adding each firm& total operating expenditure and cost of sales,
and then subtracting expenses such as R&D, CSlI, salaries and the value of imports in the cost of
sales’. This figure gives a representation of the monetary spend of the respective companies within
South Africa. The sampled firms had aggregated total spend of R 8.84bn, with an industry estimate of
R 11.95bn.

Number of Factories

The sampled pharmaceutical companies have reported a total of 41 factories country nationwide.

Manufacturing Factories Packing Factories Mixed Factories Total

9 11 20 41

Table 6: Number of pharmaceutical factories in South Africa

20 Companies reported that they had factories in South Africa, with 6 companies reporting that they
had manufacturing facilities in the country. Of the 20 companies that reported having factories, 9
reported having packaging facilities and 10 companies reported having mixed factories.

" For firms that were unable to submit the data, the sample average difference between procurement cost and the
total spend figure was used to adjust the respective figure
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Corporate Social Responsibility and Investment

During FY08, the pharmaceutical industry invested a total of R 488.01lm in Corporate Social
Investment (CSI) through the SA operating unit and alternative funding methods which is cumulatively
reflective of 1.83% of total revenue for the companies sampled. Based on the representation of the
market that was covered in the study, it is estimated that R 659.47m was spent on CSI.

Figure 10 reveals that 22.33% of the CSR expense was attributable to the SA operating unit, and that
77.67% was financed through alternative funding.

Figure 10

CSI/CSR
through SA
operating unit

22.33%

CSI/CSR
through
alternative
funding
77.67%
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Labour contribution of t he pharmaceutical industry to the South African Economy

Participating companieswer e requested to provide the company®6s e mpphamnaeeaticdl business.mat i on

The sampled pharmaceutical companies employed approximately 6 071 permanent employees in FY08. According to the EEA2 reports, the following
aggregated apportioned® employment equity for the industry was calculated”

African Coloured Indian White Foreign Total
Male Female Male Female Male Female Male Female Male Female

Top Management 4 4 3 2 8 3 67 16 14 0 120
Senior Management 18 18 9 9 16 19 126 94 5 1 314
Proft—;-ssonally qufslllfled and experienced 55 65 40 57 60 50 280 289 6 0 872
specialists and mid-management
Skilled technical and academically
qualified workers, junior management, 237 324 103 186 91 179 454 1011 5 5 2597
supervisors, foremen, and
superintendents
Sem_l-skllled and discretionary decision 248 168 75 131 73 63 a1 363 1 3 1165
making
Unskilled and defined decision making 315 259 132 251 30 9 4 3 0 0 1003
TOTAL PERMANENT 876 837 361 606 279 323 972 1776 31 10 6071
Temporary employees 33 50 6 10 20 7 29 62 0 1 218
GRAND TOTAL 910 887 367 616 298 330 1001 1839 31 11 6 289

Table 7: Employment Equity Demographics

9 pPlease refer to assumptions on page 11

" The number of employees in the sampled pharmaceutical industry will not equate to the EEA2 reports as approximately 74% of the sampled market share was able to submit

EEAZ2 reports.
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Figure 11

Figure 12
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Male Female
African 876 837
Coloured 361 606
Indian 279 323
White 972 1776
Foreign National 31 10

Based on the sampled companies (as illustrated in figures 11 and 12), the employment equity profile
reveals that employees classified as White comprise 45.58% of the workforce. Further breakdown of
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