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Company Commissioned Report
JSC Pharmsynthez (“Pharmsynthez”) is a bio-pharmaceutical company incorporated in Russia that has mandat-
ed AS LHV Pank (LHV) to undertake research into itself and its operating industry with the aim of producing an in-
dependently written report suitable for institutional and professional investors. The report contains a fair valuation 
range derived independently by LHV, using a combination of intrinsic and comparative valuation methodologies. 
 
Other than a fixed monetary fee, LHV will not receive any other compensation or benefits from Pharmsynthez, 
investment banks or any other party associated with the Pharmsynthez-related IPO process (should one take 
place). Pharmsynthez agrees not to distribute the report to parties other than those who qualify as institutional 
or professional investors. Pharmsynthez agrees that LHV does not have any role in the IPO process (should one 
take place) and therefore absolves LHV of any associated liability therein. LHV does not guarantee to take on the 
publishing of subsequent reports and updates on the company, which are distributed to various institutional and 
professional investors, should Pharmsynthez be listed on MICEX. 
 
For the avoidance of doubt, irrespective of the fact that this report is commissioned by Pharmsynthez, it may not, 
under any circumstances, be considered as a representation or warranty given by Pharmsynthez to any person. 
Nor can the estimates and future prospects indicated herein be considered to be given by Pharmsynthez. This 
report may not be considered to be part of a prospectus drawn up by Pharmsynthez or any other public offering 
related document. Pharmsynthez assumes no liability or responsibility for distribution or content of this report.
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► Pharmsynthez: Developing Solutions

•	 Pharmsynthez is a St Petersburg based pharma-
ceutical manufacturing and distribution company, 
which focuses primarily on selling original drugs in 
the Russian market. The company holds a portfolio 
of four proprietary drugs that have established a 
solid and growing market position in Russia since 
2002. It has a further seven original drugs under 
development, with an expected launch date in 
2012-2013.

•	 The manufacture and distribution of original prod-
ucts account for a dominant part of the revenue, 
however, in 2009 Pharmsynthez generated 31% of 
its total income from providing R&D services under 
a government contract. 

•	 The company currently has facilities to produce 
active pharmaceutical ingredients with final dos-
age production outsourced to other manufactur-
ers. Pharmsynthez plans to develop the capacity 
to do this in-house using the proceeds from the 
IPO fundraising, which would greatly improve the 
operating profitability over the medium-term. 

•	 Pharmsynthez has aggressive plans to expand its 
current original drug portfolio and establish foreign 
sales channels that would involve, inter alia, acqui-
sitions of other European pharmaceutical compa-
nies.

•	 The estimated post-money fair value range is RUR 1,535-1,700m, which has been established through a 
combination of fundamental and relative valuation techniques. However, as we see that the company is still 
going through an aggressive growth phase until 2012-13, we have placed more emphasis on the fundamen-
tal valuation than the 2012E peer implied valuation.

•	 The future success of the company is largely dependent on meeting its revenue forecasts and on increas-
ing profitability. Therefore, it is critical to evaluate the sales prospects of the R&D drugs and the ability to 
decrease costs through the in-house manufacture of final dosage products.

Key Numbers 2008 2009 2010E 2011E 2012E 2013E

Sales, RURm 180 228 297 329 350 405

Gross Profit, RURm 80 74 96 112 178 240

EBIT, RURm 7 9 32 -61 -3 138

Net Income to Shareholders, RURm 2 14 28 -38 3 111

P/E, x* 762.5 115.3 58.4 n.m. 562.2 14.5

EV/EBITDA, x* 62.9 58.0 21.9 -34.5 49.2 7.8

EV/EBIT, x* 226.4 174.8 36.5 -22.6 -466.0 10.9

P/B, x* 6.1 6.0 2.2 2.3 2.3 2.0

* - based on post-money base case DCF equity value

Introduction
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► Pharmaceutical Sector

Global Pharmaceutical Market
The global pharmaceutical market was not significantly 
affected by the adverse economic conditions of the last 
few years, displaying an average growth rate of 7.4% 
from 2002-2009. It is believed that similar growth can 
be expected in the future, with IMS Health forecast-
ing an annual increase in the pharmaceutical market 
of between 5-8% for 2009-2014. If such figures are 
attained, total market volume would reach USD 1,069 
-1,230bn by the year 2014. Based on PWC estimates, 
the global pharmaceutical market would be worth 
some USD 1,300bn by 2020.

The growth rate in emerging markets has been even 
higher, with average increases in excess of 15% per 
year. Furthermore, drug consumption per capita is 
significantly lower than in developed economies and 
greater convergence towards the levels seen in west-
ern markets is expected. As the pharmaceutical sector 
in emerging countries rapidly gains size, it is attracting 
increasing interest from the leading multinational phar-
maceutical companies, potentially setting it up as the 
primary arena for competition in the coming decade.

Naturally, companies with a strong position in the 
emerging economies will be able to greatly benefit from 
the rapid growth of these markets.

Russian Pharmaceutical Market
Considering that Russia is, by a long stretch, Pharm-
synthez’s leading market, we have focused specifi-
cally on the developments and underlying forces in 
that country’s pharmaceutical sector. In its outlook for 
the global pharmaceutical sector, PWC sees Russia 
as one of the markets that will experience dramatic 
growth in the consumption of medicines – by 2020, 
estimates suggest that Brazil, China, India, Indonesia, 
Mexico, Russia and Turkey could account for 20% of 
global pharmaceutical sales. This would make it an at-
tractive sector, especially for companies that are willing 
to transform (especially through R&D) and capitalise on 
the opportunities that exist.

Russia’s pharmaceutical market has displayed signifi-
cant annual growth since 2003, averaging 23% over 
the period. It also demonstrated a strong resilience in a contracting economic environment by growing 22% in 
2009. That year, Russia’s total market volume reached RUR 550bn and average annual drug consumption per 
capita was USD 82, significantly below that in the USA (USD 704) and Western Europe (USD 343). The highest 
growth rates have been reported for drugs in respiratory and anti-tumour and immunomodulators.

Since 2005, local government has become a significant contributor to market growth after launching a prefer-

Global Pharmaceutical Market

Source: IMS
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ential drug provision programme. Under this scheme 
a number of drugs are selected for state procure-
ment and are provided at subsidised rates to selected 
groups of the population (mostly retirees). According to 
various industry estimates, the growth of the procure-
ment scheme has underpinned the sector’s growth in 
Russia over the last four years. Over 90 companies 
(also foreign) are entitled to dispense medicine under 
the programme and such status is highly desirable for 
manufacturers, as studies show that the average price 
of drugs purchased via the scheme is several times 
higher than when sold through retail chains. Contracts 
under the programme also ensure a stable sales chan-
nel. 

According to Pharmexpert, during H2 2009, the lead-
ing local drug suppliers for state purchases were 
Stolichnye Apteki State Unitary Enterprise (21.4%) and 
Pharmimex ZAO (16.3%). These were the only two 
companies to hold more than 10% of the market, in 
terms of value. This was followed by R-Pharm ZOA, 
Rosta ZOA, Protek CV ZOA and Pharmstandard OAO, 
each of which held a market share in excess of 5%. Al-
though Pharmsynthez is not in the top-ten, in terms of 
market share of value sales, its Neovir and Sehydrin are 
both included in this state procurement programme. 

It is expected that, in the medium-term, the current 
system will be replaced with compulsory health in-
surance under the government’s Health-2020 policy. 
Health-2020 is designed to increase life expectancy 
and provide medical insurance to the entire Russian 
population. This should ultimately result in improved 
levels of access to and quality of medical services, 
positively refocusing the healthcare system and chang-
ing the role of private medical services and insurance 
companies.

Another important driver of the Russian pharmaceuti-
cal market has been the rapid expansion of pharmacy 
chains, increasing the availability of drugs to the popu-
lation. The leading retail chains have pursued rapid re-
gional expansion, while the competition has intensified 
in the two key markets of Moscow and St Petersburg. 

The sector’s rapid growth has also been boosted by a general shift in preference away from cheaper generic 
drugs to more expensive, branded products. Such a shift is helped by the increasing wealth of households, as 
well as a prevailing preference for self-medication. However, considering that Pharmsynthez’s products are all 
prescription based, it would not gain from such a shift in consumer patterns.

Russia is dependent on foreign manufacturers of drugs. Based on Pharmexpert estimates, nearly 75% of the 
wholesale price of drugs could be attributed to imports. In a bid to increase the domestic market’s share, Russia 
launched its Pharma-2020 program, which aims to diversify its local economy. The state has committed to invest 

Russian Pharmaceutical Market, RURbn

Source: Pharmsynthez
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RUR 120bn in the pharmaceutical sector over the coming decade. The broad aim of this investment is to double 
the share of local producers’ sales in the local drug market and is generally geared towards supporting the R&D 
activities of Russia’s manufacturers. It is expected that both local and international companies will be able to 
benefit from such initiatives which will be implemented through federal government programmes. Such a stream 
of money to the pharmaceutical sector should be very beneficial for the local companies in the sector. However, 
it could also lead to increased competition for resources and product market share, including from multinational 
companies that would be incentivised to set up manufacturing and R&D arms in Russia.

Increasing Need for Medication
Pharmsynthez’s leading products are anti-virals (for treating STIs [sexually transmitted infections]), gynaecologi-
cal treatments and oncology treatments, while its pipeline products mainly treat multiple sclerosis. Underlying all 
this is a growing need in Russia for medicines treating cancer, multiple sclerosis, HIV and (although official statis-
tics suggest otherwise) other STIs, which are becoming more prevalent. Focusing on diseases considered a pri-
ority in Russia could also increase the potential of receiving state funding via programmes such as Pharma-2020.

It is widely thought that there was a significant increase in the number of STIs in eastern Europe, especially in 
Estonia, Russia and Belarus, in the late 1990s. While, officially, the prevalence of STIs has more than halved 
between 2000 - 2008, from 120.9 people in every 100,000, to 56.4, there has been an exponential boom in the 
number of registered HIV patients. Naturally, HIV is listed as a socially significant disease and a future product 
focus for Pharmsynthez (with the development of HIVirin). 

Russian Pharma Supply Characteristics, 2009 January April July October Total

Pharma market supply, wholesale prices, USDm 2,350 2,930 2,630 4,020 11,930

Imports, wholesale prices, USDm 1,840 2,260 1,890 2,880 8,870

Local manufacture without exports, wholesale prices, USDm 510 670 740 1,140 3,060

Market sector characteristics (without auctions)

Drug sales (without auctions), consumer prices, USDm 3,760 3,530 3,860 4,550 15,700

Imported drug sales (without auctions), consumer prices, USDm 2,990 2,740 3,100 3,370 12,200

Local drug sales (without auctions), consumer prices, USDm 780 770 770 1,180 3,500

Average price per pack, wholesale prices, USD (incl. DLO/Seven Diseases) 2.79 2.75 3.17 2.95 2.92

Average price per pack, retail prices, USD (incl. DLO/Seven Diseases) 3.34 3.36 3.78 3.61 3.52

Source: Pharmexpert, Rostat

HIV/AIDS Statistics in Russia 2001 2004 2005 2006 2007

People living with HIV 390,000 n.a. n.a. n.a. 940,000

 - low estimate 260,000 n.a. n.a. n.a. 630,000

 - high estimate 860,000 n.a. n.a. n.a. 1,300,000

Deaths due to AIDS 1,900 n.a. n.a. n.a. 40,000

 - low estimate 1,100 n.a. n.a. n.a. 23,000

 - high estimate 6,400 n.a. n.a. n.a. 71,000

People receiving antiretroviral therapy n.a. 3,000 5,000 15,000 31,000

 - low estimate n.a. 3,000 4,500 14,000 30,000

 - high estimate n.a. 3,500 5,500 15,000 33,000

Estimated number of people needing antiretroviral therapy n.a. 71,000 110,000 150,000 190,000

 - low estimate n.a. 44,000 67,000 95,000 120,000

 - high estimate n.a. 170,000 220,000 260,000 300,000

Estimated antiretroviral therapy coverage, % n.a. 4 5 10 16

 - low estimate n.a. 2 2 6 10

 - high estimate n.a. 7 7 15 25

Source: UNAIDS/WHO

Pharmaceutical Sector
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The growing prevalence of cancer is a particular concern to Russia, which recently raised the disease to epi-
demic status. The country’s health system is widely considered ill-equipped to deal with its existing caseload. Of 
the approximately 2.5m people suffering from cancer in Russia, 300,000 die every year, and more than 450,000 
new cases are recorded annually. 

Changing demographics largely explain this new concern: between 2001 and 2009, the share of the population 
under 20 has fallen from 26.2% to 21.4%, and the proportion of those over 50 has risen from 28.3% to 32.2%. 
As the population ages, so cancer is likely to account for a larger percentage of all illnesses, consuming a greater 
share of the health budget. There is also a markedly higher incidence of cancer relative to other emerging coun-
tries. 

Despite a decline in the incidence of TB between 2000 and 2006, it seems that the illness has started to re-
emerge. According to a 2009 WHO Russian TB study, there are some 110 new cases registered per 100,000 
people every year, of which 16% are found in HIV-positive patients. A 2007-11 national strategic plan was put in 
place, with most of the funding supplied by the state. There are some strong targets in place for 2015: to reduce 
the prevalence of TB from 115 cases per 100,000 in 2007, to 34 per 100,000 (note: the WHO’s statistics are 
lower than the official statistics), and concurrently reduce TB-related deaths from 18 per 100,000 to just 3.7 per 
100,000.

Socially Significant Diseases, per 100,000 People 2000 2005 2006 2007 2008

Active TB 89.8 84.0 82.6 83.3   85,1

Syphillis 164.5 69.0 62.7 63.1   59,9

Gonorrhea 120.9 71.7 62.2 60.8   56,4

Trichomoniasis 318.1 215.5 199.9 186.3   167,4

Malignancies 293.7 312.0 314.6 320.5   322,7

Acute viral hepatitis B 42.6 8.7 7.1 5.3   4,0

Acute viral hepatitis C 21.2 4.5 4.1 3.6   2,8

Patients registered with HIV 54.0 165.4 166.5 188.2   212,2

Source: Russian Federal State Statistics Service

Crude Rate of Cancer in Men, per 
100,000 Population

Brazil China India Indonesia Mexico Russia Turkey

Oesophagus 6.4 26.2 5.5 0.4 1.4 8.4 1.7

Stomach 15.5 39.9 4.2 2.5 9.0 44.4 9.6

Colon and rectum 11.0 13.3 3.6 8.9 5.6 32.7 7.4

Liver 2.6 37.9 1.7 8.4 3.3 5.6 2.1

Pancreas 3.1 3.8 1.1 1.4 3.1 9.5 2.0

Larynx 6.5 1.5 4.5 1.5 3.6 9.8 6.4

Lung 15.8 40.7 6.6 14.2 11.2 80.4 37.3

Skin melanoma 2.1 0.2 0.3 0.3 1.0 3.0 0.8

Prostrate 37.1 1.5 3.1 4.7 19.2 15.6 6.1

Testis 1.5 0.5 0.6 0.9 3.3 2.2 1.4

Kidney, etc. 2.6 2.0 0.9 1.4 3.7 12.6 1.7

Bladder 6.6 3.6 2.3 2.9 3.8 15.3 8.6

Leukaemia 5.2 5.7 2.8 3.8 5.6 8.6 5.1

Source: International Agency for Research on Cancer, Globocan 2002 database

Pharmaceutical Sector
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► Pharmsynthez

The joint stock company, Pharmsynthez, is a pharmaceutical company based in St Petersburg, Russia. It is en-
gaged in producing and distributing official and generic active pharmaceutical ingredients. Initially, the firm was 
established in 1996 as a structure within Pharmavit Holding, which united a number of pharmaceutical trade 
and production companies controlling a significant share of the Russian market. The company specialises in 
researching, developing and producing fine organic synthesis drugs. 

In 2001 Pharmsynthez was registered as a separate entity and the current research and production complex 
was put into service with four fully equipped production lines.  In 2007, the Amber Trust II investment fund took 
a controlling stake in the company and Pharmsynthez continued to focus on developing its proprietary drug 
portfolio as well as gaining exclusive distribution rights to introduce four new drugs to the Russian markets. The 
company has implemented quality management systems to meet the necessary local and international best-
practice procedures, including EU GMP and ISO 9001:2001 standards compliance.

Current Ownership and Corporate Governance
The company is majority owned (75%) by the buyout and private equity investment fund, Amber Trust II, which 
is managed by Firebird Management and Danske Capital. Amber Trust II specialises in equity investments in the 
Baltic states and Russia, managing EUR 150m of capital. It is registered in Luxemburg and is regulated by that 
country’s Financial Sector Surveillance Commission. With a general holding period of 5-8 years, the fund can be 
expected to exit from the investment in 2014-2016. This is currently planned via a later listing on the NASDAQ 
stock exchange. Both Danske Capital (Denmark) and Firebird Management (USA) are specialist asset managers 
with a significant track record in emerging and eastern European markets. 

The remainder of the shares in Pharmsynthez are owned by the Chairman of the Board, Dmitry Genkin (17%), 
who has previously headed a number of large pharmaceutical companies in Russia and Great Britain (including 
Pharmavit), as well as other senior management (8%). The company seeks to float 30% of its shares (new issue) 
through the stock market.

The corporate governance 
structure of the company 
consists of seven mem-
bers of the board of direc-
tors,  including two inde-
pendent members and a 
general director. In 2010, 
the company brought in a 
new CFO whose primary 
task is to oversee corpo-
rate governance, change 
the company’s reporting 
standard to IFRS and prepare for the subsequent NASDAQ listing. 

Company History

1996 2001 2004 2006 2007 2008 2010

Foundation of 
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Products and Revenues
In 2009, the company reported a turnover of RUR 228.4m, achieving an average revenue growth of 15.7% per 
annum over the previous four years. However, the recorded growth rate is below the average for the Russian 
pharmaceutical market since 2003, which was 23% (CAGR).  

The revenues of Pharmsynthez are generated primarily from sales in Russia (98.7%), with some coming from 
other CIS markets (Azerbaijan, Ukraine, Belorussia and Kazakhstan). Following the IPO, the company wishes 
to enter the European and US markets with its existing portfolio and the original drugs it is currently developing. 
Such an entry could be assisted by planned acquisitions of selected small-and-medium sized European phar-
maceutical companies. 

The company’s current revenue structure can be divided into three segments:

•	 Manufacturing of substances and distribution of ready-made drugs;
•	 Contract manufacturing;
•	 Contract R&D services.

Pharmsynthez’s most significant and steady revenue 
stream is generated from manufacturing and distribut-
ing its portfolio of original and partner drugs, which has 
accounted for an average 81% of its total sales vol-
ume over the last four years. The company has been 
providing contract manufacturing services since 2008, 
while it has earned income from contract R&D services 
since only 2009. Revenues for outsourced R&D come 
from a government contract to develop MyeloXEN and 
PulmoXEN (drugs used to treat multiple sclerosis and 
cystic fibrosis) under the state-funded Pharma-2020 
programme. The continued provision of similar R&D 
services is not deemed as an important factor in future 
growth, with the company focusing instead on the de-
velopment and distribution of its original product lines.

Pharmsynthez’s drug portfolio can be subdivided into 
five categories:

•	 Drugs based on original and patent protected sub-
stances (Sehydrin, Neovir, Pencrofton, Fenazid);

•	 Drugs with exclusive distribution contracts (Pros-
tenongel, Misoprostol, Neostim, Glaumax);

•	 Therapy vaccines currently in development (My-
eloXEN, HIVirin);

•	 Anti-tumour and anti-viral drugs, planned for launch 
in 2012-2013 (Fludarabin, Kladribin, Ribavirin);

•	 Original patented drugs for sales in foreign coun-
tries (Virexxa, MyeloXEN, PulmoXEN).

Sales of original drugs account for a significant ma-
jority of the company’s total revenues (69% in 2009). 
Approximately 2% of Pharmsynthez’s 2009 sales were 
generated from drug sales via exclusive distribution 
contracts set up since 2007. 

Revenue Contribution by Sales Segment, RURm

Source: Pharmsynthez
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Neovir and Sehydrin are 
both listed as preferred 
drugs in the Russian 
state procurement pro-
grammes, ensuring sig-
nificant sales volumes. 
From the company’s per-
spective, all of its original 
drugs have good growth 
potential and it should 
be possible to grow their 
market shares in each of 
the respective categories. 
It is important to note that 
currently the company is 
manufacturing only the 
active pharmaceutical in-
gredients for its own prod-
ucts, while the final dos-
age stage is outsourced 
to outside manufacturers.

Nevertheless, the com-
pany thinks that the most 
significant future sales 
potential (targeted at 25% 
per year) is in expanding 
its original drug range. By 
developing a portfolio of new original products, the company aims to compete with existing foreign and local al-
ternatives in the Russian market. The current pipeline consists of seven drugs, each of them targeted for markets 
with significant estimated sales potential. 

For example, PulmoXEN, which is being developed to treat cystic fibrosis, is targeted at a market that has an 
estimated global sales volume of USD 1.5bn (in 2009) and only one incumbent alternative, Pulmozim, produced 
by Roche (Switzerland). The market size for drugs used to treat multiple sclerosis is estimated at around USD 
3.\5bn, with few alternative competing drugs. The company sees similarly high market potential for other drugs 
in development. The results of clinical trials for the line of drugs in development are expected in 2011-2012.

Russia’s drug registration procedures have an international reputation for their complexity and frequent changes 
in regulation. However, it can be expected that the process is more straightforward for an established company, 
like Pharmsynthez, which has a track record of successful completions. Each drug registration requires an exten-
sive list of documentation for submission, including reports of clinical trials and comparative studies of alternative 
drugs. Typically, the registration process takes one year. However, delays can be expected, which pose a risk for 
the company’s sales targets. Drug registration in Russia is valid for a five year period, after which re-registration 
is required. 

The company aims to establish and grow its sales abroad by selling exclusive licenses for the production and 
distribution of its drugs to selected multinational or regional players, and by establishing channels for foreign dis-
tribution. It is worth noting that re-registration is required in each of the markets considered and that this could 
hold things up. 

The company has managed to register Virexxa as an orphan drug in the EU and is in the process of applying for 
the same status in the US. By definition an orphan drug is one that is developed to treat a specific, rare medical 

Current Drug
Portfolio

Sales 
start

Share in 
sales

CAGR Description

Sehydrin 2002 13% 51% Oncology patients of III, IV stages

Fenazid 2002 8% 15%
Complex treatment of tuberculosis 

patients

Neovir 2002 29% 14% Antiviral agent

Pencrofton 2002 17% 42% Gynecology

Neostim 2009 0.02% n.a.
Leukopenia, cytomegaloviral retinitis, 

GIV-infection

Misoprostol 2007 0.3% 34% Gynecology

Prostenongel 2007 1.4% 11% Gynecology

Glaumax 2010 n.a. n.a. Ophthalmology

Source: Pharmsynthez

Pipeline 
Developments

Planned 
start of sales

Use
Sales forecast in Russia 

for 2015, RURm

Virexxa 2013 Antitumor drug 307 (in EU)

Ribavirin 2012 Antiviral agent (except HIV) 55

Fludarabin 2012 Antitumor drug 74

Kladribin 2012 Drug for disseminated 
sclerosis

15

MyeloXEN 2013
Disseminated sclerosis 

therapy
646

HIVirin 2013 HIV therapy 65

PulmoXEN 2013 Mucoviscidosis 185

Source: Pharmsynthez

Pharmsynthez
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condition and thus not produced in large quantities. Usually this applies to diseases that have, as a matter of 
public policy, been classified as orphan diseases and, due to the rarity of the disease, trial orphan drugs require 
fewer stage III clinical trials. This is to encourage the development of treatments and reduce the costs for a phar-
maceutical company to undertake the necessary R&D. 

Competition
Pharmsynthez competes with both multinationals and local players. It is fairly difficult to pin down any specific 
competitor, as the companies involved vary with the type of drug. Regardless, the company tries to compete on 
various levels, including price, drug effectiveness and efficiency, as well as reducing side effects.

The main competitor to Pharmsynthez’s leading drug in terms of sales, Neovir, is the locally produced Cyclopher-
one (which shares c.a. 20% of the market). This is mostly cost-driven competition, with the latter more favourably 
priced than the former. Yet the company notes that the popularity of Neovir is gradually improving as it has fewer 
side effects and has been proven to respond both more quickly and with more durability with a lower dose.

The company also com-
petes on the strengths of 
the drugs it is develop-
ing. In this area, it feels 
the playing field is less 
inclined towards the large 
multinationals such as 
Roche, Merck and Teva, 
with issues of product ef-
ficiency and relative pricing coming to the fore.

Another factor to consider is Russia’s Pharma-2020 programme. Essentially, this aims to promote the research, 
development and manufacture of drugs in Russia and thereby increase the hold local companies have on the 
market for generic and original medicines. This would reduce the country’s dependency on foreign drug manu-
facturers and is set to be rolled out in three stages:

1.	 2009-12: localisation of production and development of drugs
2.	 2013-17: import substitution of generic drugs by 50%
3.	 2018-20: import substitution of innovative drugs by 50%

This programme should benefit Pharmsynthez, consid-
ering that the company already holds R&D contracts 
under its remit (for the development of MyeloXEN and 
PulmoXEN) and that most of the competition for new 
products is foreign. As the Pharma-2020 programme 
can be expected to limit (foreign) competition, Pharm-
synthez could gain from this in the longer term.

Concurrently, as mentioned previously, when it comes 
to cystic fibrosis (which PulmoXEN would treat), Ro-
che’s Pulmozim is currently the only drug available. 
Pharmsynthez, though, has identified that Russia’s 
hospital acquisitions only satisfy 8% of the demand for 
the product, leaving an apparent gap to fill. Similarly, 
Merck’s Movectro is the only drug available in pill form 
for multiple sclerosis. Pharmsynthez’s Cladribine would be able to compete with this product based on the lack 
of competition, the advantages of the drug and the demand for such a treatment.

Key Competitor Country Competitive drug Pharmsynthez drug

Roche Switzerland Pulmozim PulmoXEN

Merck Germany Movectro Cladribine

Teva Israel Copaxone MyeloXEN

Polysan Russia Cyclopherone Neovir

ChemRar Russia Portfolio of drugs Hivirin, Fludarabin, Kladribin, Sehydrin

Source: Pharmsynthez

Target Market Structure

Source: Pharmsynthez
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► Financial Projections

The key drivers underlying the company’s projected growth are the launch of new drugs, developments in the 
Russian pharmaceutical market and geographic expansion.

As discussed previously, Pharmsynthez plans to introduce seven more original products that are currently in R&D 
for the next two to three years, adding to its current portfolio of four original products and four foreign drugs that 
are distributed predominantly in Russia.

Russia’s pharmaceutical market, which is currently the company’s primary market, accounting for 99% of rev-
enues, demonstrates a significant, long-term growth potential due to, among other things, government procure-
ments and health insurance reforms. These expectations are a significant factor in the organic development of 
the company, since Russia will remain a major market for the company’s existing and new portfolio of products.

Pharmsynthez believes that the following factors will shape the growth of the Russian pharmaceutical market in 
the future:

•	 Long-term expansion in the state’s procurement of drugs (anticipated at minimum of 5% growth per year); 
•	 Growth due to reforms in medical insurance, with expected increases in coverage and amounts insured; 
•	 Anticipated additional support from government in buying locally manufactured drugs; 
•	 Russian GDP expected to increase by over 4% per year;
•	 Ageing population, with the proportion of senior people expected to rise by 3-4pp over the next ten years;
•	 An increase of 3.5% in the average price of a ‘drug package’, due to the industry’s expected transition to 

GMP;
•	 Growth stemming from the government’s funding for the Russian pharmaceutical sector’s development 

(Pharma-2020).

Pharmsynthez expects the abovementioned factors will boost the expansion of Russia’s pharmaceutical market 
so that average per capita drug consumption will reach USD 150-200 (the current level of eastern Europe) in the 
coming 3-5 years.  Combine this with an increased market share, from 24% in 2009, to 50% by 2020 because 
of government-led initiatives, and the stage should be set for an interesting investment case. 

Revenues
The company is expected to generate revenues of RUR 297m in 2010, 53% of which are generated from its 
current portfolio of products, and 47% from R&D contracts. 

Since the primary focus of the company is pharmaceutical product manufacturing and sales, R&D contracts 
are not expected to be a primary long-term source of income. Instead we focus more on the current portfolio of 
products in the medium-term and the new product portfolio in the longer-term to provide the bulk of the com-
pany’s revenue stream.

The existing R&D contracts are expected to be fulfilled by 2012. As part of an ongoing state programme, Pharm-
synthez could always benefit from further R&D work under this scheme. Any new or additional R&D contract 
work would provide additional upside to our existing outlook. 

Our base assumption, though, plays it safe, with revenues from R&D contracts forecast to end in 2012. As a 
result, the current business sectors are expected to consist solely of current portfolio products starting in 2013. 
We have also decided to remain conservative (relative to management) in estimating the potential growth of 
future revenues, i.e. 10-15% per annum. We have based our forecast on a combination of expectations for the 
development of the primary market, and the historical growth in the revenues generated by the current portfolio. 
Should the company therefore be able to achieve its targeted growth rates, we feel that there could be greater 
upside potential.

Financial Projections
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Pharmsynthez plans to 
expand to new geograph-
ic markets in the EU and 
the USA, registering its 
pharmaceutical products 
there, developing a distri-
bution network and start-
ing its marketing activities. The expansion plans include buying two or three smaller (already identified) pharma-
ceutical companies to facilitate the process and benefit from an increased scale of operations. This is another 
important factor to consider when projecting the future growth of the company. However, at this early stage, we 
have not included this in our model, which could add upside potential to our estimates and may explain the dif-
ference between our outlook and the management’s targets.

New products are set to be introduced starting in 2012 and because of the rapid rate of growth forecast for 
product sales, they are expected to form a significant portion of total revenue over time – though beyond our 
immediate forecast horizon, this product portfolio could extend to 50% of total revenue by 2015. The main mo-
tivation for this belief, which is emphasised in our discussion of the Russian pharmaceutical sector, is that these 
products will meet a growing need in the market as the prevalence of terminal diseases increases.

When trying to gauge the potential value of these new products, we have used the historical sales development 
of Pharmsynthez’s innovative products, while also considering the target markets for the new products. Market 
analysis suggests relatively high demand for the treatments the company is developing, based on total market 
size and competitive landscape. We expect the first five years following the product launches to be the catalyst 
behind the growth. Once the products have settled in the market, we maintain that growth may slow towards 
the industry average of 10-15%. 

The estimated product growth we used is also significantly lower than the company’s own targets. Although 
there is very little risk to Virexxa launching on time and only a small chance that the three Biobetters will not make 
it to the market, we still remain cautious on our approach to these products in case of anything unforeseen over 
the horizon.

It must be noted that since the revenues from the new products are expected to exceed 50% of all the com-
pany’s earnings at some point beyond our base 2010-13 forecast period, their relative success is a critical factor 
in estimating the company’s value. Any failure to meet the revenue projections for the new products would ad-
versely affect the company’s estimated value. As the new product sales are expected to take off in 2012-2015, 
the likelihood of errors creeping into the forecasts is therefore highest in these years.

Profitability
Pharmsynthez’s gross margin over the 2007-09 review period has typically fallen short of the industry average 
of 60%. One may question whether this has to do with the products, but, according to the company, there is no 

Current Business Sectors, RURm 2010E 2011E 2012E 2013E

Forecasts used in the analysis 297 329 318 281

Company management forecasts 272 334 345 673

% compared to company management forecasts 109% 99% 92% 42%

Source: Pharmsynthez, LHV

Revenue Structure, RURm 2008 2009 2010E 2011E 2012E 2013E

Current business sectors 180 228 297 329 318 281

Current portfolio 164 158 156 189 248 281

Contract manufacturing 14 0 1 0 0 0

R&D contracts 0 71 140 140 70 0

New products 0 0 0 0 32 123

Total revenue 180 228 297 329 350 405

Current business sectors, % of total 100% 100% 100% 100% 91% 70%

New products, % of total 0% 0% 0% 0% 9% 30%

Total revenue growth 4% 27% 30% 11% 6% 16%

Source: Pharmsynthez, LHV

Financial Projections
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one particular item that has better or worse margins than the rest.

Instead, the relatively narrow margins can mostly be explained by the fact that final dosage production is out-
sourced. This not only affects profitability, but probably applies pressure to inventory and other working capital 
levels. Part of the proceeds from the planned capital raising will be invested in the construction of a final dosage 
production facility, from 2011-12. By dealing with this part of the value chain, it would seem natural that gross 
margins should increase and potentially converge towards the industry average. On the other hand, failing to do 
so would mean that the company’s profitability will be lower than expected. 

One other factor coming into play recently (i.e. 2009) is the global crisis. This not only depressed the company’s 
2009 revenues from manufacturing and sales of the current drug portfolio, it also weighed down on its profit mar-
gins. This explains the drop in 2009 gross margins from 44% in 2008, to 32%. As the global economies regain 
strength, so margins should solidify and widen.

In terms of operating costs, R&D spending is likely to spike in 2011 and 2012 and fall back considerably once 
this batch of new products has entered the market (note: R&D is expensed rather than capitalised). This would 
be a natural result of the development of the new product portfolio and the tests for the EU’s market. There is 
also probably going to be an ongoing increase in marketing expenses as the company tries to increase exposure 
to and awareness of its products (something it has not done much of in the past). Considering that the drugs 
are all prescription-based, exposure through marketing and medical representatives becomes more critical to 
ensure that they are selected as prescribed medication.

At the same time, the company is to restructure its distribution chain. At the moment its products are sold via 
a large wholesale distributor, who channels the drugs onto pharmacies and hospitals. The company though is 
considering using an in-house sales force and medical representatives, which would allow them to target end-
user distributors more directly and effectively, especially with the expansion of pharmacy chains through Russia. 
Although this may push up expenses, it should help sales. 

The 2011-12E investment 
period, in which R&D 
and marketing expenses 
step up a notch relative 
to 2010E, means that 
the company’s profits are 
likely to suffer a temporary 
knock. However, we em-
phasise that this should 
only be temporary, as, 
come 2013, we should 
see revenues from the 
new product portfolio and 
R&D expenditure should 
fall back. At this point, we feel that operating margins could jump to 34% and thereafter remain within a 34-39% 
range.

We do not anticipate financial expenses (though some may feed through on account of currency fluctuations) as 
the company bears no debt, while interest income may be sufficient to tip the 2012E operating loss back into a 
small net profit. However, net profits should only properly start to develop from 2013, when we expect them to 
reach RUR 111m.  

Interim Results
Already, though, Pharmsynthez is set to exceed its own and our 2010 forecasts. The company has set 2010 rev-
enue and operating profit targets of RUR 271.6m and RUR 28.0m, respectively. Based on its recently published 

Profitability, RURm 2008 2009 2010E 2011E 2012E 2013E

Sales 180 228 297 329 350 405

Gross profit 80 74 96 112 178 241

EBITDA 26 28 53 -40 32 191

EBIT 7 9 32 -61 -3 138

Net Profit 2 14 28 -38 3 111

Gross margin, % 44.3 32.3 32.3 34.1 50.9 59.4

EBITDA margin, % 14.5 12.2 17.8 -12.2 9.2 47.3

EBIT margin, % 4.0 4.1 10.6 -18.6 -1.0 34.1

Net Profit, % 1.2 6.1 9.3 -11.5 0.8 27.5

Source: Pharmsynthez, LHV

Financial Projections
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nine-month results, the company has already earned 
RUR 180.6m revenues and RUR 39.0m operating 
profit. It would appear that this is associated with the 
significant improvement in gross margins, from 35.9% 
in Jan-Sep 2009, to 44.3% in Jan-Sep 2010.  

On the grounds of the strong improvement in its gross 
margins, this result suggests that the company has al-
ready surpassed its operating profit target for the year 
– the management’s annual gross margin forecast is 
only 34.0%. 

On an indicative basis, in 2009 the company man-
aged to raise its sales, from RUR 103.9m at the end of 
September, to RUR 228.4m at the end of December 
(though one must remember that revenues from R&D 
contracts only really began to flow into the company in 
2009, but the exact timing of this is not indicated). Sim-
ilarly, the company managed to convert a RUR 11.5m 
loss at the end of September into a RUR 14.0m profit 
during the last quarter. Based on this, and provided 
that Q4 is a stronger quarter, it would appear that the 
company may be able to meet (if not exceed) its inter-
nal targets and our 2010 expectations.

Investments
The company aims to 
raise some RUR 600m 
through the capital rais-
ing, although, consider-
ing the lack of meaningful 
debt, it could have bor-
rowed instead. The list-
ing will increase public 
exposure and place the 
company in a better posi-
tion to achieve its long-term strategic goal. Already it has earmarked four main investment plans that would be 
financed by the new equity. These investments, which are due to be implemented through 2011-2012 are listed 
in the table above.

Each of these projects is viewed as creating value and thereby warrants the investments. Taking each investment 
individually, we can envisage the following benefits:

•	 Construction of official medicine production facilities: as discussed previously, by controlling its own produc-
tion process, the company should be able to build on its margins and potentially improve its working capital 
management. 

•	 Building a network of medical representatives: as noted, the development of an in-house network will allow 
the company to bypass the middle man, giving it direct access to pharmacies and hospitals. Although this 
may increase some costs, it should also increase the exposure of the drugs and promote sales growth.

•	 Acquiring European pharmaceutical companies: with two or three targets already in mind, carefully buying 
up EU bio-pharmaceutical companies would allow for synergies, access to new technologies and a foreign 

Target Project Value, RURm % total

Construction of officinal medicine production facilities 130 21.7

Building of medical representatives network 40 6.7

Acquisition of European pharmaceutical companies 270 45.0

Funding of the two stage of Virexxa and MyeloXEN clinical 
trials in the EU

160 26.6

Total 600 100.0

Source: Pharmsynthez
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base from which to expand into new markets.

•	 Funding of the two stages of clinical trials for Virexxa and MyeloXEN in the EU and the US: as highlighted 
earlier, we view the launch of the new product portfolio as being an important step in driving the company’s 
future revenue growth. These two drugs in particular are poised to lead in terms of sales volumes.

Additionally, the company anticipates making regular 
investments in property, plant and equipment to match 
the levels of depreciation, in order to maintain an ad-
equate asset base for operations. 

Additional investments in working capital are anticipat-
ed as sales grow, based on historical and anticipated 
trade financing needs. The company plans to finance 
its capital expenditure and working capital needs using 
only equity financing.

As the company’s own production facility comes on-
line, potentially from 2012, and its own distribution 
network is established, we feel that it should be able 
to reduce its inventory and accounts payables. This is 
based on the fact that contract manufacturers require Pharmsynthez to hold a specified quantity of inventory.

► Operational Risk

While Russia’s pharmaceutical market portrays great 
historical and potential future growth prospects, it can 
be also associated with a number of specific risks, 
such as significant state control of the sector and a 
litany of legal and administrative barriers. Nevertheless, 
Pharmsynthez has a successful track record of coping 
with these and is well positioned to benefit from the 
changing regulations and flow of government resourc-
es into the sector. 

The company aims to use the proceeds of its IPO to 
more than double its existing sales volume by the end 
of 2013 and to increase the rate at which its average 
revenues have grown, from the current 15% to 25%.  
While prospects look good for development in the lo-
cal market, a certain degree of caution has to be ap-
plied pertaining to the possible speed that new, original 
drugs may be introduced, as well as to plans to pen-
etrate foreign markets. There are a number of risks as-
sociated with such matters, including potential delays 
in registrations and approvals, the costs of establishing 
sales channels abroad and the uncertainty surround-
ing clinical tests for new original drugs. All these can 
significantly influence the rate of sales growth and the 
anticipated profitability of the company. 

Furthermore, it is important to note Pharmsynthez’s 
current reliance on sales of its existing original drug 

CapEx, RURm 2010E 2011E 2012E 2013E

CapEx to expand n.a. 200 200 n.a.

CapEx to restore 21 21 36 54

Depreciation 21 21 36 54

Source: Pharmsynthez, LHV

Working Capital 2010E 2011E 2012E 2013E

Investments, RURm 7 5 -10 11

Days Inventory 96 90 60 60

Days Receivables 69 70 70 70

Days Payable 92 90 90 90

Source: Pharmsynthez, LHV
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portfolio in Russia, as well as a large contract for R&D. 
As a result, the current revenue stream can be consid-
ered rather narrow, leaving the company open to sig-
nificant risks if anything impacts on sales of its original 
drugs portfolio or influences the execution of its exist-
ing R&D projects. 

Yet, let us reconsider the new product portfolio: My-
eloXEN, PulmoXEN and HIVirin (which the company 
estimates should be worth some RUR 0.9bn in Rus-
sian sales by 2015 – 67% of the sales value of the new 
product portfolio by that date) all fall under the biobet-
ters category. This alone reduces a significant part of 
the risk that the drugs would not reach the market. 
This is because a biobetter is in the same class as an 
existing biopharmaceutical. As a result, the new drug 
essentially traces an existing drug with established 
therapeutic and commercial success, thereby reduc-
ing the risk of failure. 

Already, market leaders such as Novo Nordisk, Merck 
and Roche are jumping onto the bandwagon and re-
placing expired patent biopharmaceuticals with bio-
betters, which are expected to be more effective, with 
fewer side effects than the original products. Concur-
rently, they tend to have lower early-stage R&D costs. 
Therefore, by following this route, Pharmsynthez gets 
to tap into a USD 120bn global biopharmaceuticals 
market with reduced costs and entry risks.

► Valuation

We valued the company’s post-money equity value by using discounted cash flow (DCF) and relative (industry 
value multiples) methods. 

Discounted Cash Flow Valuation
The discounted rate (WACC) used in the DCF valuation was calculated using a CAPM framework and by esti-
mating the risk free rate, equity beta, equity risk premium and additional required premiums. The base assump-
tions applied were:

•	 Risk-free rate: the yield of a ten-year Russian government bond was used as a proxy for risk-free rate, which 
is 5.4% as of November 2010.

•	 Equity risk premium: In order to calculate the equity risk premium, a country risk premium is estimated and 
added to the market risk premium for mature markets. The mature market risk premium is represented by the 
historical average difference between US stock market returns and developed country government bonds. 
This averages 4.9% over 1928-2006. A country risk premium is approximated to the spot difference between 
a Russian ten-year government bond yield and the US ten-year government bond, which is 2.9% as of No-
vember 2010.

•	 Beta: an estimated beta of 0.58x is applied. This is based on the European pharmaceutical and biotechnol-
ogy industry’s unlevered beta.

•	 Company-specific risk premium adjustment: an additional premium required by investors for small capitalisa-
tion stocks is estimated to be 4.7%. This is based on the US stock market data for period 1926-2007.

•	 After tax cost of debt: the company carries no debt.

Valuation
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•	 Terminal value: a terminal growth rate of 2% has been applied post-2019.

Based on these as-
sumptions, we calculat-
ed a cost of equity (and 
WACC) of 14.6%. Under 
our base case DCF sce-
nario, we estimated a 
fair equity value of RUR 
1.6bn. Note that this base 
case incorporates the as-
sumption that only the 
minimum of RUR 450m is 
raised during the capital 
raising exercise. Should 
the upper end of the fi-
nancing sought, i.e. RUR 
600m, be reached, the 
DCF value would increase 
to RUR 1,769m. By being 
able to raise an additional 
RUR 150m and further in-
crease the immediate net 
cash position, the com-
pany’s fair equity value 
would gain a further 9% 
under a base case sce-
nario.

To set up a potential fun-
damental fair value range, 
we have performed a sen-
sitivity analysis on three 
variables: WACC, the EBIT margin and the terminal growth rate. On an individual basis, the greatest sensitivity 
sits with a change in WACC, which causes our base case valuation to range between RUR 1,467-1,800m. This 
is a wider spread than implied through changes in the EBIT margin and the growth rate. We have only applied 
a 1% change to the sensitivity of the EBIT margin and terminal growth rate, which may downplay the implied 
ranges generated from these variables, especially considering the general outlook that we have for the sector. 
We therefore feel that the WACC implied range could be a more realistic representation of a fundamental fair 
value range. Based on this, we set our DCF fair equity value range at RUR 1,467-1,800m.

Relative Valuation 
On approaching the relative valuation, we focused initially on a wider pool of peers from Europe, Russia and the 
CIS. We then narrowed the selection down to central Europe, Russia and CIS as group 1 peers and western 
Europe as group 2 peers. After excluding outliers and other companies that had limited data points, we arrived 
at a list of 13 Group 1 peers and 134 Group 2 peers.

The average implied valuation range, relative to the peer groups, was based on market capitalisation weighted 
multiples. Off these multiples, a fairly wide range of values were determined, reaching up to a maximum of RUR 
2,082m. One warning on this range is that it includes implied values relative to 2010E, 2011E and 2012E mul-
tiples.

While we considered the 2010E and 2011E peer multiples and Pharmsynthez’s financial expectations, we also 

Free Cash Flow, RURm 2010E 2011E 2012E 2013E 2014E 2015-19E

EBIT 32 -61 -3 138 204 1,902

Taxes -6 12 1 -28 -41 -380

NOPLAT 25 -49 -3 110 163 1,522

Depreciation 21 21 36 54 54 268

Capital expenditure -21 -221 -236 -54 -54 -268

Change in working capital -7 -5 10 -11 -26 -106

FCF 18 -254 -193 99 137 1,416

Discounted FCF 17 -217 -144 65 78 521

RURm 2010E

PV of interim FCFs 320

PV of terminal value 835

Enterprise value 1,154

Net debt / (Net cash) -465

Equity value 1,619

Source: LHV

Sensitivity Analysis Equity Value, RURm Change against base case

Base case 1,619 n/a

WACC + 1% 1,467 -9%

WACC - 1% 1,800 +11%

EBIT margin + 1% 1,667 +3%

EBIT margin - 1% 1,571 -3%

Terminal FCF growth rate + 1% 1,691 +4%

Terminal FCF growth rate - 1% 1,557 -4%

Source: LHV
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felt it was necessary to reflect on the 2012E expectations. We believe that the 2010E multiples are no longer 
meaningful as the year is almost over, thereby placing the emphasis instead on the 2011E and 2012E multiples. 
We considered the 2012E multiples, as we felt that Pharmsynthez’s story is based on its future growth, which 
is more of a medium- to long-term case, rather than a short term one. As we have explained throughout the 
report, the rollout of the new products in 2012-13 will give a boost to the company. Until then, it may incur large 
expenses that should reduce after the new drugs have been released into the market. As a result, the near term 
multiples may not represent this potential added value.

Based on this assumption, we still find a fairly wide range emerging, depending on the specific multiple used. 
We find that the P/E and EV/EBITDA multiples clearly reflect the above argument, leaving the implied range well 
below the fundamental, P/B and P/S ranges. Reflecting our view that the 2012E implied value is a more accurate 
depiction of the company’s worth, we have opted to establish the peer implied fair value range on the widest 
selection of companies, i.e. peer Group 1 and peer Group 2 combined.

We feel that the company’s growth potential could currently merit higher multiples, as implied by our base case 
DCF fundamental value. It should therefore be noted that, when applied to our 2013E financials for Pharmsyn-
thez, the multiples fall more in line with the Group 1 average. Our implied 2013E P/E of 14.5x and EV/EBITDA of 
7.8x seems more comparable to the 2010-12E Group 1 peer average (which does not show significant variability 
over the period). This marks the potential of the company through its intended expansion and development and 
warrants our belief that an interim pricing premium could be justified. 

Valuation Summary
Based on the discussion throughout the report, we feel that there is significant longer-term potential for the com-
pany, particularly once the investments and development costs of 2011-12 have been absorbed and the new 
product portfolio is rolled out. As this is likely to only start occurring after 2012, we place more emphasis on the 
fundamental valuation (and the P/S and P/B multiples), as it is the only range that fully reflects the longer-term 
perspective of the company. In contrast, multiples such as EV/EBITDA and P/E, in particular, reflect what we 
believe to be a short-term perspective that is naturally biased by the costs involved in the company’s significant 
development phase. 

For current valuation purposes, though, we feel that it is necessary to limit the valuation to the 2012E implied 
ranges, as extending the peer implied range to 2013 may be too far in the future right now for pure comparative 
valuation purposes. As we pointed out in the relative valuation section of the report, the 2013E earnings multiples 
converge towards the peer multiples, emphasising that the 2012E ranges for P/E and EV/EBITDA may well be 
understating the case for Pharmsynthez. 

In summary, we have established, using the various methods, the following fair value ranges:

Peer Valuation
P/E P/S P/B EV/EBTIDA

2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E

Base case DCF 
implied multiple, x

58.4 n.m. 562.2 5.5 4.9 4.6 2.2 2.3 2.3 21.9 n.m. 49.2

Group 1 average, x 14.7 13.8 13.2 1.9 1.7 1.6 1.8 1.6 1.6 9.3 8.7 8.3

 - implied average 
equity value, RURm

408 n.m. 38 552 566 562 1,339 1,143 1,131 954 n.m. 306

Group 2 peer 
average, x

10.9 10.3 10.0 2.5 2.4 2.3 2.8 2.5 2.2 9.4 13.1 12.9

 - implied average 
equity value, RURm

302 n.m. 29 736 785 788 2,082 1,755 1,598 962 n.m. 453

Total peer average, x 11.0 10.3 10.1 2.5 2.4 2.2 2.8 2.4 2.2 9.4 11.0 10.7

 - implied average 
equity value, RURm

304 n.m. 29 731 779 782 2,059 1,736 1,586 959 n.m. 383

Source: Bloomberg, LHV
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•	 P/B: RUR 72-3,056m
•	 P/S: RUR 3-2,330m
•	 DCF: RUR 1,467-1,800m
•	 EV/EBITDA: RUR 118-472m
•	 P/E: RUR 10-54m

(Note: the peer implied fair value range is derived from 
2012E multiples for the full peer group excluding out-
liers)

Therefore, the current premium, relative to the peers, is 
justified based on the growth potential of the company. 
We therefore place the majority of our emphasis on the 
fundamental value, and set our fair equity value range 
for Pharmsynthez at RUR 1,535-1,700m. 

Fair Value Range: RUR 1,535-1,700m

Source: LHV
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► Financial Summary

Income Statement, RURm 2008 2009 2010E 2011E 2012E 2013E

Sales 180 228 297 329 350 405

COGS -100 -155 -201 -217 -172 -164

Gross Profit 80 74 96 112 178 240

Marketing Expense -29 -26 -33 -60 -62 -61

Administrative Expenses -30 -31 -20 -22 -24 -27

R&D 0 0 -10 -92 -95 -15

Other Income -14 -7 -1 0 0 0

EBIT 7 9 32 -61 -3 138

Financial Expense -2 -3 -3 0 0 0

Financial Income 0 0 0 14 7 1

EBT 6 6 29 -47 4 139

Taxes -3 8 -1 9 -1 -28

Net Income to Shareholders 2 14 28 -38 3 111

Balance Sheet, RURm 2008 2009 2010E 2011E 2012E 2013E

Cash 3 22 465 233 38 118

Accounts Receivable 85 64 57 63 67 78

Current Deferred Taxes 1 1 4 -7 1 21

Inventories 68 67 53 54 28 27

Short Term investments 0 0 0 0 0 0

Other Current Assets 1 1 1 1 1 1

Total Current Assets 159 155 580 344 136 246

PP&E 207 195 195 395 595 595

Intangible Assets 3 2 3 3 3 3

Other Long Term Assets 17 23 23 23 23 23

Deferred Tax Assets 0 0 0 0 0 0

Total Assets 386 375 800 764 756 865

Accounts Payable 91 80 51 54 42 40

ST Borrowings 25 22 0 0 0 0

Deferred Income 0 0 0 0 0 0

Divdends Payable 0 2 0 0 0 0

Total Current Liabilities 116 104 51 54 42 40

Deferred Tax Liability 4 1 1 1 1 1

Total Liabilities 120 105 51 54 43 41

Share Capital 248 248 248 248 248 248

Share Premium 0 0 450 450 450 450

Reserves 0 0 0 0 0 0

Retained Earnings 18 23 51 13 15 127

Total Equity 266 270 748 710 713 824

Liabilities and Equity 386 375 800 764 756 865
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Cash Flow Statement, RURm 2008 2009 2010E 2011E 2012E 2013E

Operating activities

Net profit 2 14 28 -38 3 111

Depreciation and amortisation 19 19 21 21 36 54

Gross cash flow 21 33 49 -17 38 165

Change in working capital -39 11 -7 -5 10 -11

Total operating cash flow -18 44 41 -22 49 154

Investing activities

Capital expenditure -3 -6 -21 -221 -236 -54

Change in other assets -1 -5 0 0 0 0

Total investing activities -4 -11 -21 -221 -236 -54

Financing activities

Change in debt 17 -3 -22 0 0 0

Change in deferred tax 2 -4 -3 11 -8 -20

Change in other liabilities 0 2 -2 0 0 0

Change in shareowners’ equity -0 -9 450 0 0 0

Total financing activities 19 -14 422 11 -8 -20

Change in cash and cash equivalents -3 19 442 -232 -195 80

Cash and cash equivalents at beginning of period 6 3 22 465 233 38

Cash and cash equivalents at end of period 3 22 465 233 38 118

Financial Summary
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Other Financial Data 2008 2009 2010E 2011E 2012E 2013E

Income Statement

Sales Growth, % 4.3 26.9 30.0 10.9 6.2 15.6

Gross Margin, % 44.3 32.3 32.3 34.1 50.9 59.4

Operating Margin, % 4.0 4.1 10.6 -18.6 -1.0 34.1

EBITDA Margin, % 14.5 12.2 17.8 -12.2 9.2 47.3

Net profit Margin, % 1.2 6.1 9.3 -11.5 0.8 27.5

Balance Sheet

Debt/Equity, % 9.4 8.0 0.0 0.0 0.0 0.0

Asset Turnover, x 0.5 0.6 0.4 0.4 0.5 0.5

Debt/EBITDA, % 96.0 77.9 0.0 0.0 0.0 0.0

Mixed Ratios

Days Inventory 248 157 96 90 60 60

Days Receivables 173 103 69 70 70 70

Days Payable 331 189 92 90 90 90

ROE, % 0.8 5.2 3.7 -5.3 0.4 13.5

ROIC, % 2.7 3.8 12.3 -13.6 -0.5 20.3

ROA, % 0.6 3.7 3.5 -5.0 0.4 12.9

Valuation*

P/E, x 762.5 115.3 58.4 n.m. 562.2 14.5

EV/EBITDA, x 62.9 58.0 21.9 -34.5 49.2 7.8

EV/EBIT, x 226.4 174.8 36.5 -22.6 -466.0 10.9

P/B, x 6.1 6.0 2.2 2.3 2.3 2.0

* - based on post-money base case DCF equity value

Financial Summary
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Disclaimer
The copyright in this report belongs to AS LHV Pank (hereinafter ‘LHV’). LHV is a full service bank with a focus on the Baltic region. LHV is a member of the Tallinn, Riga, and Vilnius stock exchanges, 
and is under the supervision of the Estonian Financial Supervisory Authority (Eesti Finantsinspektsioon; see also www.fi.ee). Readers of this report should be aware of that LHV and LHV affiliated 
companies (hereinafter ‘LHV’s Group’) are constantly seeking to offer investment banking services to companies (hereinafter, ‘Company’ or ‘Companies’) mentioned in research reports or may 
have other financial interests in those Companies. LHV’s Group may be the arranger or one of the arrangers of an offering of securities of the Company. LHV’s Group may have been the arranger 
or one of the arrangers of an offering of securities of the Company during the last 12 months preceding the publication of the fair value range. During the last 12 months preceding the publication 
of the fair value range, LHV’s Group may have made an arrangement with the objective of offering investment banking services to the Company and LHV’s Group may have received or may have 
been promised a one-time or a continual fee according to such an arrangement. LHV’s Group may have made an arrangement with the objective of preparing an investment recommendation to 
the Company. LHV’s Group may act as a market maker, or act as principal or agent, buying or selling securities or derivatives of the Companies mentioned in the report. All reports are produced 
by LHV’s research department, which is separated from other departments by a “Chinese Wall”. 

LHV does everything possible to avoid the conflict of interests but it cannot guarantee that conflict of interests situations do not arise at all.

This report is based upon information available to the general public. The information contained within has been compiled from sources deemed to be suitably reliable. However, no guarantee to 
that effect is given and henceforth neither the accuracy, completeness, nor the timeliness of this information should be relied upon. Any opinions expressed herein reflect a professional judgment 
of market conditions as at the date of publication of this document and are therefore subject to change without prior notice. Any Company mentioned in this report may have been provided with a 
portion of this report prior to its publication in order to verify its factual accuracy and the report may have been subsequently amended. 

The report is not intended for public distribution and may not be reproduced, redistributed or published in any form whatsoever (in whole or in part) without prior written permission of LHV. The 
user shall be liable for any non-authorised reproduction or use of this report, whether in whole or in part, and such reproduction may lead to legal proceedings. LHV does not accept any liability 
whatsoever for the actions of third parties in this respect. This information may not be used to create any financial instruments or products or any indices. Neither LHV nor its directors nor its 
representatives nor its employees will accept liability for any injuries, losses or damages, direct or consequential, caused to the reader that may result from the reader’s acting upon or using the 
content contained in the publication. 

The analyst(s) of this report hereby confirm that the views expressed in this report accurately reflect their personal views about the Companies and securities covered at the time of publication. The 
authors further confirm that they have not been, nor are nor will be receiving direct or indirect compensation in exchange for expressing any of the views contained in the report. The analysts receive 
remuneration based on among others, the overall group revenues of LHV, including investment banking revenues. However, no compensation is based on a specific investment banking transaction. 

This research report is produced for the private information of recipients and LHV is not advising nor soliciting any action based upon it. If you are not a client of LHV, you are not entitled to this 
research report. This report does not by any means constitute an offer or a solicitation, nor a recommendation to purchase or sell securities, commodities, currencies or other investments referred 
to herein. This report does not constitute independent investment advice. LHV does not assume any fiduciary responsibility or liability for any consequence, financial or otherwise, arising from any 
investment or disinvestment decision taken on the basis of this report. It has been prepared without regard to the individual financial circumstances and objectives of those who receive this report. 
The securities referred to in this report may not be suitable for all investors. Investors should independently and carefully evaluate every particular investment and seek the advice of a financial 
adviser if needed. 

The analysis contained in this research report is based on numerous assumptions; different assumptions could result in materially different results. Any valuations, projections and forecasts con-
tained in this report are based on a number of assumptions and estimates and are subject to contingencies and uncertainties. The inclusion of any such valuations, projections and forecasts in this 
report should not be regarded as a representation or warranty by or on behalf of LHV or any person within LHV that such valuations, projections and forecasts or their underlying assumptions and 
estimates will be met or realised. Past performance is not a reliable indicator of future returns. 

Where an investment is described as being likely to yield income, please note that the amount of income that the investor will receive from such an investment may fluctuate due to currency ex-
change rate moves and taxation considerations specific to that investor. 

The information contained in this report does not constitute advice on the tax consequences of making any particular investment decision.
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