2014 Budget Proposal — Assumptions

3. Branded competition in 2013 includes Opana ER, Exalgo and Nucynta ER. Embeda is assumed to be on the market in 2014 and
per Pfizer’s press release minimal norcfield force promotion is expected so minimal impact is anticdipated.
4. Major events /assumptions impacting the forecast include:

& Opana ER from Endo has two non-therapeutically equivalent generics on the market - so promotion on the brand is
expected to be light.

b. Exalge from Mallinckrodt is expected to have generic completion on three strengths in November 2013 and the fourth
streng th in May 2014 under a patent settlement agreement with Actavis - so promotion of the brand isexpected tobe
light.

¢ These generics could become new managed care offerings preferred by payers — putting further pressure on Purdue
brands.

d. Purdue’s 525 sales representatives will deliver 758,164 sales calls in 2014 with a 6733 primary call split between
OxyContin and Butrans (in 2013 the estimated call splitis 275,849 / 406,556). This is up from 698,225 / 18% OuxyContin
primary and 680,970 / 40% OxyContin primary sales calls in 2012 and 2013 (September ytd annualized), respectively. As
a result OxyContin primary sales calls are expected to increase by 308% ard 81% versus 2012 and 2013, respectively.

e Losses in OxyContin managed care coverage inchude United Healtheare MAPD plans effective 1.1.2013 (peak loss of sales
of $60 million), Medco PDP plans effective 1.1.2014 (peak loss of sales of $46 million) and Humana commerdal plans
effective 1.1.2014 (peak loss of sales of $11 million).
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| 2014 Budget Proposal — Assumptions

f. Settlement agreements with Actavis, Ranbaxy, Par and a contingency for other possible settlements will resultin a gross
sales reduction of about $261 million in 2014 and a net profit reduction of about $200 million.

(5000's)
Ranbaxy Actavis Par Contingency Total

Gross Sales 1 (74,0454) & (1394381) & 27,0778y & 20,7252y & (261,286.4)
Deductions:

Fee for Service 1,498.7 28222 5481 4195 52884
SDHchs 1,488.3 28027 5443 4166 52519
Savings Card Discounts 13965 2,6298 510.7 390.9 4,927.9
Rebates (exchuding Best Price impact) 19,1015 35,9709 6,985.2 534635 67,4041
Proposed Regulation 1,066.3 2,007.9 386.9 208.4 3,7625
Mediraid Best Price Ispact (6,962.9) 13,112.1} {2,546 .35 - 226212

Net Sales (56,457.0) {106,316.7}) {20,645.8) {13,833.3) (197,272%
COGE and S&W (1,630.9) (3,071.9) (624.0% (477.6} {5,804 4)
Transfer Price 3,678.2 3,076.9 13746 10521 G4815

Gross Profit 3 (541097} $ (106311.7) & (198952 & (13,278.8) 5 (193,5955)

These and other settlements will impact OwyContin sales in 2015 and beyond. The 2015 impact is now projected at $230.5
mllion and $158.2 mllion, gross sales and gross profit, respectively.

Further actions anticipated by pharmacies, pharmacy hoards, wholesalers and state governments and impact of the new
label are estimated to reduce demand by 5169 million in 2014.

. The E2E sales force effectiveness initiatives are assumed to have a favorable impact on 2014 sales - adding $71 million of
gross sales to the 2014 budget.

@
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2014 Budget Proposal — Assumptions

3. Trade mventorv assumptions:
{at Gross sales value - in thousands)

It/ {

se) ion (nuentory £ WAC 5 4,004 5 (B9,435)

(1) Exchdes ospital/Other rnventens

@craase in inventory value from 12/31/13 to 12/41/ 14 dus to forecasted decling ir e mang resuiting from generic compatitian

6. Managed care formulary coverage is assumed to be as follows:

S (111,876 *

T il

Coammmrcial (2080w Hves) L] Anstumt (St 2015) Frresfipt bl
Fuane 1 (Pratarad) [ B, 896 23
“Hiawr 100 B A Wy
Rastrictud Accons % 5 5%
(e e Povmulpry o 20 5%

Medicars Part B (33mm lives)

Puadnrvac L B oy R gy
o raterrnd 1604 (£ 204
st oy B omimustaey WA Wi s

Explanation of Changes in Formulary Coverage:
1 ed Healthcare MAPD plans were remov ed from formulary, effective 1/1/13.

2. Humana shift from Tier II to restricted access, effective 1/1/14.
3. Medco/ESIPDP plans will be removed from formulary, effective 1/1/14.

2012 Actuat 20138 Latest Estimate 2014 Budget Proposal
Mamth ar ‘Wonttis an Morths gn
Galtars Hprt ollars Handt Oollars Mang
Whelesaler - Begmaing 057 213,167 122 176,003 0.91
Pharmacy - Begnning 0.6 215,911 0.6 223,639 116
Upening Trade Inventory st WAC $ 182 $ 489077 218§ 399,662 207
Whatesaler - Enging 273,167 Laz 196,003 051 123,676 0.5
Fhacmacy - Erifing 235,811 ] 2 116 164,089 13t
Closing Trade Inventory Wac ™! §  amBO7E 218§ 366641 207§ 287765 212
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Marnaged care payer and blended rebate assumptions are as follows:

1

2013 Latest

2011 Actual 2012 Actual Estimate* 2014 Budget?

Commercal B51% 50.1.0% 50.27% 50.52%
Medicare Part D 22 90% 26 50% 25.19%
Tricare TG0 % T 60% 7 66%
Medicaid 10.22% 9.70% 942%
Cash / Non-Rebated 1577 % 1070% 9.46%
100.00% 100.00% 100.00%

1. The payer percentages experienced in Q1 2013 are expected tocontinue through Q4 2014,
2. The impact of setlements is assumed to be evenly spread pro rata acress all channels (payer rates will be the same before and after

settlements).
2011 Actual 2012 Actual 20314 Budget

Commerdal® 18.23% 18.20% 20.25%
Viedicare Part D° pEAFEN 25 0% 35656%
Tricare: W% T 0% Zii%
Medicaid* 28.32% 29.30% 51.12%

1. Increase driven by (&) increase in Medco / Express Scripts blended rebate increase to 21.7% from 19.6% end 15.6% respectively and (b}
impact of price probec tion rebates.
2. Increase driven by higher rates offered to maintain business, primarily Optum (from 23.3% t030.0%)

. Increase in rate due to price increases outpacinginflation. 2041 reflects Purdue offer to pay new formulation utilization at the original

formmlation rate through the end of 2011
4. Increasing rates driven by price increaseimpact on inflationary penalty, as well as on Best Price due to higher commercial rates offered

via price protection
5. Assumes all setlemant licenses of authorized generic product arelimitad to the 10mg, 20mg 40mg and 50mg and all 2014 shipments
occur in Q3 2014 The 2014 Medicaid rate reflects an effactive rate of 85% in Q3 2014 as & result of the imp act of authorized genenc
shipmments on the Best Price of the 10mg, 20mg, 40mg and 80mg, which will result in Medic aid rebate e of

approvimately §22.6 million.
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2014 Budget Proposal — Assumptions

target gcsl of 3 millicm. pmgmm

Butrans:

1. ERO market and OxyContin Rcs ave projected as follovs:

Nt Sales Impact of 7% price increase etfective February 15t

2. Butrans price budgeted to increase by 9.5% in January 2014 and 6% in August 2014
approsimately $10.0 million, as per the memo to the Board mapperting e price increase reconmendation:

8. Shelf life of OxyContin is ncreased freen 24 to 36 months in late 2013 — reducing future retum expectations.

9. Bavi ion of the 525/ 590 cost pmmem fox eVaucher and paper Savings card program with a savings

vate due to rending and addition of Walgreans to

oucher program. Total budget redemption cost for Oxchmhn 5 $34. 3 williom, inclusive of savings target

2011 2012 2013 Latest 2014

Actual Actaal Estimate Proposed

Total ERO MarketRx's 2600WBVE Z64MIM 2610V 25 0VEN
Butrans R's 271 465 541k 410k
Butrans Share of ERO 107% 18% 21% 2.4%

&in a Net sales i of

Grass Sales Impact of price increasse proposat (Mot 1) 6
fmpact on retates:
Wllwneisel cetate rate i unokf el outiook of LE% on aneas 1o tates [CR TR
Brrpact of inflatioe penatty o Medinaio Rebates [ER
Bengpact af price protection on Medicand rebates fLep e
INATT Of pRICe PrOTECtnn DR COmECE) rERstEs [EX IRt T
It of prkce protection on Medicare Past  rebwbes frrl B9%
Fa Fon Gorvice R
Sates BI5CoWNts (08) 3%
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2014 Budget Proposal — Assumptions

3. Major events impacting the forecast include:
Improved Tier 2 commercial managed vare coverage, see table below, resulting in a 1.16 % increase in forecasted Rus,

Improved Medicare Part D coverage resulting in a 1.15% increase in forecasted Rxs.

Decrease in primary sales calls from 406,556 in 2013 to 252,469 in 2014, net of improved call targeting is expected to
reduce demand by 52 million,

The new 15 meg patch launched in October 2013,

4. 2013 assumes formulary coverage changes as follows:

Commerciat (208mm lives) e Aol (Sept 20133 Projected

i (f (Prafecter) 6% 5% A3 (3§
Thase I Ja% A B4%
Restricted Access 6% 4% 1%
Mot on Formulaty % % T
Wedicare Part D (33mm lives}
Ftsfnrred 1 424 i)
NaornPratered % 3% Vil
Ko o Fommulaey 5% T o

Changes in formulary coverage and estimated peak sales impact:
1. Increase driven by formulary wins of Caremark [$9.2 million, Cigna [$1.7 million], Optum [55.4 million], Prime [54.6 million] and Med
Impact [54.8 million].
2, Increase driven by formulary wins of ESI/ Medeo [$3.8 million], Optam [$3.6 million], CIGNA [51.2 million], Med Impact [51.1 million],
Envision [50.8 miflion] and Healthnet [50.5 oillion].
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| 2014 Budget Proposal — Assumptions

5. Butrans paver percentages (ie., Split of sales between commercial, Medicare Past D, Medicaid, Tricare and Cash or Non-Rebated)
experienced in Q1 2013 to continue through Q4 2014, other than formulary gains for commercial {Caremark, Cigna, Optum,
Prime and Med Impact} and Medicare Part D (Optum, Med Impact and Envision).

2013 Latest 2014 Budget
2011 Actual 2012 Actual Estimate Proposal
Commercial 0.53% 7.10% 30.05% 45.67%
Medicare Part D 0.00% .29% 173% 657%
Tricare 3.58% 5.12% 5.08% 5.08%
Medicaid 3.34% 3.80% 645% 6.45%
Cash/Reb. Ineligible 92.55% 81.70% 56.68% 36.22%
100.00% 100:00% 100.00% 100.00%
6. Butrans rebate rate assumptions are as follows,
2013 Latest
2011 Actual 2012 Actual Estimate 2014 Budgel
Commercial® 18.25% 15.92% 18.59% 21.61%
Medicare Part Dt 0.00% 25.07% 29.62% 31.65%
Tricare? 22.89% 26.69% 32.66% 33.66%
Medicaid? 23.98% 28.32% 3547% 47.18%

protection

1. Higher rates driven by price protection rebates tniggered by price increases,

2. Higher rate reflects valuntary rebate offered to drive growth.
3. Increasing rates driven by price increase impact on infl ationary penalty, aswell as on Best Price due to hi gher commercial rates offered via price
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| 2014 Budget Proposal — Assumptions

7. Tradeinventory was 522.3 million at12/31/2012 and is assumed to be $31.0 million at 12/31/2013 and $31.0 million at
12/31/2014.
8, LTS West Caldwell plantis qualified to supply Butrans becoming a backup to the German facility and effectively increasing the
remaining shelf life when shipped from 16 to 17 months.
9, Savings card assumes continaation of the 15/ 550 cost parameter for eVoucher and paper Savings Card program and 50/ 5100
offering for the trial card. Total budget redemption cost for Butrans is $9.7 million.

TARGINIQ

In Q3 2013 Purdue files a NDA for Targiniq with a pain indication. Timing of approval, final labeling and more are uncertain so the
sales and launch costs for Targinig are not included in the budget. Prelaunch expenses of 511.7 million are included in the budget G &P
$9.2 million, R&D 51.8 million and Tech Ops 50.7 million}. To give a sense of what a first vear Targiniq P&L mightlook like the
numbers below from the most recent 10 vear plan are a guide:

{5 millions) 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Gross Sales - - S 413 % 1303 5 18227 5 I3 S 300 S 310 S 23 3 145
Net Sales - - 311 95.7 137.6 210.2 216.3 54 17.4 124
Cost of Sales - - 33 o3 15.2 238 24.5 24 16 11
Gross Margin - - 27.8 85.5 122.5 186.4 L8 22.9 15.8 1.3
Total Ope rating Expenses 58.5 12.5 94,1 885 824 87.2 41.5 3.6 3.5 0.4
Operating income / (loss) $ {585 $ (1250 6 (663} $ (300 $ 401 § 933 % 1504 $ 193 $ 123 § 109

Note - The 10 vear plan assumed that sales force would be reallocated from OxvContin and Butrans to Targiniq. This position will be
revisited in the coming months.
Note - The 10 vear plan P&L above is for the first full 12 months of commercialization. If approved in 2014 the 2014 commercialization
period would be shorter.
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INTERMEZZO
Int the 4t quarter 2013, Purdue is in negotiations to sell its interest in Intermezzo to Transcept. The terms, and conditions of such a sale
would likely require Purdue to continue to commercialize Intermezzo for several months into 2014, During those months Purdue

would seek to have a financial breakeven on any Intermezzo activity. Due to the uncertainty of a transaction and timing of a transition
of the product back to Transcept the 2014 budget shows Intermezzo 2014 activity as a breakeven on the Other Expense line.

B. Pipeline projects, if successtul, would launch as follows:

¢ Targiniq

o Pain Q42014

o Pain+ OIC Q22017
» BuTrans (additional strengths) Q4 2014
# BuTrans (Second Generation) Q12017
« YD Q1 2015
« TRPV1 Q42020
+  MS Contin Reformulation Q22017
¢  OxycodoneIRTR Q22015

C. Fee for Service

Fee for Service agreements have been entered into with wholesalers accounting for 98.43% of Rx sales. These agreements call for
a fee to be paid for wholesaler inventory management and data services. In 2013 and 2014 the average fee is approximately
2.01% and 1.98% of gross Rx sales respectively. The reduced rate is largely due to mix in sales between wholesalers which have
different rates. The fee is reduced by the profit wholesalers earn marking inventory to market when Purdue increases its price,
to the extent that they hold inventory levels above their “allowed levels”. This reduction in expense (i.e., credit) is reflected in
Sales Discounts & Allowances in the P&L - in 2014 we assume wholesalers’ inventory levels are at their “allowed levels” and
there is no reduction in fees.
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2014 Budget Proposal — Assumptions

D. 37 Party Royalty Income (and AG bansfex price margin)

a. Patentlitigation setfements operate under authorized generic mapply agreements. Authorized generic settlement incomne
is calculated as the net value of price i ived above the cost of manufacturing and shipping the AG
product. The following parties and bottles are asswmed to be shipped in the third quarter of 2014:

¢ Actavis (125,000 botles)

Ranbaxy (67,200 bottles)

Par (43,500 bottles)

Contingency (33,295 bottles)

$3.7 million of AG transfer price margin is included in the 2014 budget on this P&L line related to these licenses.

b. Noramco royalties of 2.5% on sales of their low ABUK, active phannacen tical ingredient continue at current rate through
2014,

Raoyalties from King at 3% of net sales related to Embeda not budgeted. Wo royalty income hasz been budgeted due

Pfizer's announcement that the product would retarn to market in late 2013 but vwith minimal non-rep promotion

d HIKMA $3.3 million upfront license fes (hydromorphone pure AP patent license) received in 2012 is amortized overthe
first five years of the agresment.

a

E. 3= Party Royalty Expense
a. MeGinity - :arsltv &20% of net sales.  Note: royalty vwas reduced from 2.53% in September 2010 upon initiation of
& Vsl!v bl
b. G thal d when the G thal patent was listed in the Orange Book (9/2010). Royalty & 4.0%
for the ﬁrﬁtS’l hlhon mmma] net sales, 3.0% for the next 51 billion arowal net sales, and 2.0% feo all remaining net sales
over 52 billion. (Annual miniso e 20 million Euros and masdraumn 50 million Eures). 2013 is the first year thaat this royalty
fell below the 50 million Euro masdmurmn.
LTS - royalty paid at 5.5% of net sales of Butrans.
Perrigo - 5200k royalty per year related to Butrans license agreement.
Transcept - royalty paid at 15.0% of net sales of Intermezzo through 2013, In 2014 the budget does not include Intermezzo
sales or expense - see above.
NOTE - the McGinity and Grunenthal royalties in the 2014 budget assume that Purdue does not pay & royalty on sales of
the AG product authorized under patent settlements when thet product is sold by Actavis and the other licensees to third
parties. This is based on advice from counsel.

s opn

™

F. Inflation Factor

3% inflation on all costs except compensation and enexgy. Oil and energy cost based on mid 2012 pricing unless a long term
contract is in place. For compensation, see below.
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| 2014 Budget Proposal — Assumptions

G. Human Resources
a. Total 2013 compensation is estimated at ---

Mid Year Latest
Update Estimate
FY Ptan FY Est, Corments

Salaries - Exempt 142,777,203 $ 125696913 Driven by open positions
Salaries- Non Exempt $ 17,921,488 15,532,392 Oriven by open positions
Secr. & Clerical OT 51,350,460 1,002, 294
Part-Time Payroll 51,242,409 1,402,428
Annual Bonus $ 26,634,583 27,342,290 Estimate provided by HR

Home Office $189,926,143  § 170,976,318

Salaries- RMs 52,487,847 2,187,755
Salaries- DiVis S B,624,456 7,592,180
Salaries- Reps. $ 42,732,320 39,257,817
sub-total $ 53,884,623  $49,037,765
Ince ntive Bonus Reps $ 22,712,415 20,150,183 Paid 4012, 1013 snd 2013 {30213 due in Dec}
Incentive Bonus DR $ 4,698,500 3,958,663 Paid 4012, 1013 and 2013 (3013 due in Dec)
Incentive Bonus R $ 1,021,500 968,749 Paid 4012, 1013 and 2013 (3013 due in Dec)
sub-total $ 28,432,815  $25,077,595

Field $ 82,277,438 $74,115,360

Payroll Taxes $ 17,097,340 17,190,218 Taxeswill be favorable - straight line formula over inflates FY Est.
Fringe Benefits 75,219,071 73,302,137 Driven by open positions
Fleet 17,282,796 14,118,262 Driven by Intermezzo Sales Field

Total 381,802,787 349,702,296

b. Vacant and new headcount are budgeted at the mid-point of the target grade level compensation.

¢. Salaries and target bonuses will be budgeted to increase by 4.5% (includes 3.0% merit and an allowance of 1.5 % for
promotions and market place adjustments). The new salaries are budgeted to be effective April1, 2014, Subject to
Compensation Committee approval.
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d. The healthcare component of benefit program expenses are budgeted to increase by 3.1%. Information regarding total
healthcare costs, cost per employee and the split of costs paid between employee and employer follows:

2012 2013 2014
Total cost of heakthcare (in millions)  $24.5 3266  $27.2
Caost peremployee 513,395 §13,974 514,318
Employervs. employ ee split:
Employ er 76% 754 T4%,
Eroploy ee 245 258 26%

e, Non-field bonuses have been bud geted in the Incentive line in the P&L. The 2013 Latest Estimate assumes the same
award as 2012 and the 2014 Bud get assumes a 100% award.
Field sales bonuses related to 2013 and 2014 are assume to be paid at 89% and 100% of target, respectively.

. Field sales bonuses are budgeted in the S&P line.

. For employees that are eligible for LTRIP bonus grants, we have assumed funding at 85% of each employee’s target.

i, We assume no change to matching contributions and Employer Retirement Contributions to the 401(k) Plan or the
defined benefit plan benefit formula. We have made the following actuarial assumptions in estimating the defined
benefit plan funding and expense:

i. Returnonassets of 7% for 2013 and 2014
ii. Discount rates for the net periodic benefit cost for the years ended December 31, 2013 and 2014 are 3.95% and
4.80%, respectively
ifi. The discount rate used for determining the pension benefit obligation for each of the years ended December 31,
2013 and 2014 i5 4.80%.
iv. Qur goal is to fund the plans to about 95% of the plan liability as defined by ERISA.
v. PPLP pension funding for the years ended December 31, 2013 and 2014 are estimated at $10.5 million and $13.0
million, respectively.
vi. PF Labs pension funding for the years ended December 31, 2013 and 2014 are estimated at $0.2 million and zero,
respectively. (There are no current employees earning henefits in this plan.)

=oae
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H. Facilities

1.

a  Purdue currently occupies or sublets all space in Cne Stamford Forum exceptlevel 2. Level 4 was taken back on July 1,
2013,
b. Purdue’s sub-lease from UBS of One Stamford Forumn for floors 3-8 are budgeted according to the terms of the sub-lease
as follows:
i. Rent and experses related to floors 5, 8, 7 and & to Purdue operations “above the line” in 2014
ii. Rentand expenses related to the unused third floor, net of sub-lease income and the unused 4% floor that is taken
back from UBS on July 14, 2013 is charged to “one-time costs / discontinmed operations”, which is “below the
Line™ in 2013,

Techxucal Operations

Wilscm remains the primary commercial mannfacturing site for OwyCentin, MS Contin, and Rhodes Pharma’s MISER (Marphine
Sulfsts Extended Release) with 2014 forecasted tablet production of 832 million tablsts, up 32% versus the 2013 Latest Estimate.
Wilson will also supply authorized generic product to meet the Oy Contin sett] req and will prepare for the Launch
of Taxgnuq and Rhodes Pharma’s owycodons APAP. Wikan will supply CryContin to Australia and Mundi Phsnna as the rumber
of d to increass to over 20 which is up from ~16 in 2013. The site will conts tock
tromstars and devdapmen& activities for existing and pipeline prochucts such as Targiniq Hydrocontin, OCI (tuumdme Re}eeﬁr&—
Tamper Resistant Oxycodone), and MSR (M5 Centin R -~ Tamper Rezsistant) through the Pharmaceutical Technology
group.

b. Totowa will continue to in read; a5 a fully qualified OwgrContin back-up site in 2014 The Totowa lab will continue to
provide release mdstabﬂuy testing in support of Totows Readiness and Rhodss Phammacauticals devalopment activity.

¢. The Wilsen center will continus to provide for Purdue products such as
OseyComtin, M5 Contin emsd Dilaudid. Wilson will also continue to distrik isti Rhodes P products such as
MEER (Morphing Sulfate Extended Rel and Dilaudid Authorized Generic and is prepared to the anticipated 2014
launches of Oxy APAP (Orycodone/ Acetaminophen) and HYD APAP (Hydrocodone, Acetaminopher).

d. Project Breeze (new manufactaring facility) is progressing as planned and will break ground Q1 2014 in the Treybum Cerporate Park
in Durham, North Carolina.

e The 2014 budgst the followi ¥ of Onycodone from Rhades Technologies:

Purdue Oxycodone Purchases from Rhodes Technologies
2014 Budget

kilos $'5 (MM's)

Commerclal Regulrements 13,502 $ 44,1
Development Requirements 657 s 2.1
Total 2014 Requirements 14,159 s 46.3
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J. S&P
a. Purdue Sales Calls: Primary position split Oxy Contin, Butrans (67 /33).
b. Sales Force achieves the following call goals:
i 7.3 calls per day (up from 6.9 in 2013}
i Days on territory of 204.9 ox 79% {up from 200.9 or 77% in 2013)
i, Vacancy rate of 3.5% down from 3.7% in 2013
iv. 1497 calls perrep per year (up from 1.385 in 2013
¢ 2014 productrelated assumes:
i Zevofor Intermezzo
i, $9.2 million for Targiniq pre-approval spend (includes Market Research)
il $6.9 million for HYD pre-approval spend (includes Market Fe search)
K. R&D

a. Key drivers / objectives of the dinical programs include:
1. Targinig complete G motility stady and continue phase 3 studies for pain + OIC indication.
2. Hydrocodone: complete phase 3 efficary and safety studies. develop I55/ISE and file NDA.
3. Pediatric Programs
» Reformulated OxyContin - complete pivotal pediatric exclusivity study and prepare BPCA filing.
« Butrans - continue study that meets PREA requizements.
s HYD -commence study to meet PREA requiremeris.

4. MS Contin TR: complete pilot P to determine optimal formulation and initiate phase 1 BE studies.
5. Butrans 24 Generatiorr inibabe site transfer to West Caldwell NT and irdtiste phase 1 studies.

6. ADIR Oxycodone: complete BE and pivotal abuse lisbility studies and file 2D

7. Butrans Additional Stengths continue to pursue label modification strategy.

5. ORL-1: complete dental pain POC study and initiate multiple ascending dose and other phase 1 studies.
9. TRFV-1: complete proof of concept study in PHIN and inifiate phase 2 POC study in DPN.

Initiate the bridging studies for Navl.? and Mu Opioid compounds.
bud geted to Shiono g collabor ation work (primarily ORL-1 backup). The balance

4

7% of Discovery research headcourt is
dedicated to Purdue research,

d. Continue to meet FD'A requirements for Reformulated OxyContin and Butrans as it pertains to post market support,
REMS and classwide REMS
e. The 2014 Budget Proposal includes minimal carryover spend for Intermezzo,

i

f. Theunderspend estimate included in consolidated R&D Expense is $28.2 million.
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L. Licensing & Business Development

A

Possible new product licenses or acquisitions have not been induded in the 2014 budget. These will be presented to the
Board for approval on a project-by-project basis, when the economics, iming and justification are known.

. A €25 million milestone is assumed to be paid under the Grunenthal patent license agreement for Oxy Contin-RF

marketing authorization in Asia.

. A €3 million milestone is assumed to be paid under the Grunenthal patent Hcense agreement at the grant of final U.S.

FDA approval to market the first Hydrocodone-TFF Product. Budget assumes April 2014 NDA filing and expedited
approval in October 2014.

. A 81 million milestone is assumed to be paid under the MeGinity patert license agreement for Hy drocodone MDA filing

in U5, Budget assumes April 2014 NDA filing and expedited approval in October 2014

A %4 million milestone is assumed to be paid under the McGinity patent license agreement for Hy drocodone NDA
approval in US. Budget assumes April 2004 NDA filing and expedited approval in October 2014.

M. Treasury/Finance

.

b.

An average of 0.04% interest rate per anmum earned on average cash balance. Interest rate forecast is based on Bank of
America and Merrill Lynch forecasts along with Purdue’s internal feedback.

2014 year-end unrestricted cash balance targets at =$550 million and a bank group equity of $550 million (or all US.
Pharma companies stockholders’ equity at $590 million.)

. Restricted Cash

o 12/31/2013 outstanding balance = $38 million (QST and letters of credit)
*  12/31/2014 outstanding balance = 21 million {for letters of credit ondy)
The decrease of 517 million represents the balance of the Antitrust Q6T that is expected to be returned in 2014,

. Purdue’s line of credit of $45 million with Bank of America was rerewed in Movember 2012 with a 3-year tenor.

CONFIDENTIAL TREATMENT REQUESTED
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| 2014 Budget Proposal — Assumptions

N. ExUSA

a. Fundings of Lucien, Japan, Germany and other countries continue outside of the Bank Group via Purdue Holdings LP
ownership interests. 2014 Pundings are assumed at $83 million for Lucien, $29 million for Japan and 876 million for other
countries {Asia Pacific and Latin America).

b. MRL development work on the OxyContin new formula is funded by USA.

¢ Butrans additional strengths will be funded by USA. There will be no recharge of studies conducted by Mundipharma
Fesearch Limited (“"MRL"} to the USA, or equally of studies performed by the USA to MRL in support of the Butrans 24
Generation project.

d. 2014 includes Purdue’s funding of 55% of the clinical development costs related to Light Sdence Oncology dinical
program of 55.2 mitkion.

Q. Other Ex USA
a. Includes salary costs of four employees supporting non-Purdue matters, Chadbourne and Parke legal fees, IAF and ex-
USA legal costs of $12 million in 2013 and $11 million in 2014,
. Purdue Pharma Technologies has an accrual of $3.4 million as of September 30, 2013 representing the estimated clean-up
costs related to the Lodi site.
¢ While we expect to collect insurance on 65% on past and future costs which could approsamate 59 million, insurance
income is only recognized when collected and contingent income is not budgeted.

P. OxyContin Royalties

a. Mo change in royalty rates.

b. On existing OxyContin formula the royalty rate is 7%.

¢ The royalty rate on the new formula will be 10% for duration, even after patent expiration.
d. Royalty income projections provided from Management Revisions,
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| 2014 Budget Proposal — Assumptions

Q. Insurance
a. We assume that Purdue maintains the $500 million net worth covenant required to satisfy its obligation under the
McGinity License Agreement.
b. We assume that our existing credit revolver line (with $45 milfion in total capacity) would cover alt letters of credit
requirements from insurance policies.
¢ Assume all insurance policies to be renewed with changes in premium comparable to industry benchmarks as forecasted
by our insurance broker (Marsh).

4. We assume no material change in our fronted U S product Hability insurance policy.

R. Tax and Distributions
a. For 2013 and 2014 the federal statutory withholding tax rate applied to taxable income is 434% (comprising a federal
income tax rate of 39.6%, a Medicare tax rate on net investment income of 3.8% ), and stafe withholding tax ratesof 51%
and 5.9%, respectivelv. The effective tax rate (tax distributions divided by GAAP Profit After Tax) for 2013 and 2014 is
47.6% and 27.8% due to the following book /tax differerwes:

2013 2014
Book Net Income 842,369 375,383
Federal Tax Provision on Corporations 4,674 4,674
Health Care Reform Fee 27,240 28,026
Meals & Entertainment 7,158 7138
Political Contributions 2,944 2,544
Book depreciation in excess of tax depreciation 3,343 1,565
Book pension expense in excess of tax deductible plan contributions 7,755 2,111
Post-retirement medical benefits expense in excess of tax deductible pavments 10,059 8,035
Foreign book losses inexcess of tax deductible losses 24,741 52,022
Qualified Settlement Trust reversionary taxable income 7, 16,932
Tax write-off of Transcept Milestone Pavmernts (39,972)
Irfinity Opening Day Gain {124,381) -
Paymentof 12/31/2013 CM5 Medicaid Ruling Accrual (224,293}
All other (tax deductible milestones, legal settlements, ete. ) (9,279} {23,105}
Partnership taxable income 803,623 209,677

b, Non-tax distributions are budgeted to ensure that unrestricted cash is equal to or greater than 5500 million and bark
group equity is equal to or greater than 5600 million.
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2014 Budget Proposal — Assumptions

S, One time charges/Other Items

a. Includes the cost of operating the 62nd Street Office, rent on idle space at One Stamford Forum and 58 million of other
reserves.

T. lmpact of Healthcare Legislation

a. The Health Care Reform Fee is estimated to be 527.2 million in 2013 and 5280 million in 2014, Amounts are charged to
the P&L on a straight line basis and paid in September of each vear.

b. Brand drug manufacturers pay 50% of a patient’s prescription drug spend while in the Medicare Part D coverage gap
(“donut hole”). Purdue's expense 15 estimated to be $48.4 muillion in 2013 (which is net of a $10.0 million reduction it
prior years’ accruals) and 570.1 million in 2014. The increase in liability is being reviewed; likely drivers include an

increased Medicare Part D population, price increases, and fewer branded drugs being utilized in the coverage gap.

¢. Health Care exchanges will be implemented in 2014. There have been different reports on the number of lives that will be
covered by exchanges which range anywhere from 4 million to 9 million, These lives will represent a poor and sick
population and we expect plans to be highly generic, with limited plans offering OxyContin or Butrans, and even if they
do, patient preference will be toward lower cost generics. Qur budget assumption for both sales and rebates is that there
will be no impact on 2014.

G
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Purdue Pharma - 2014 Budget Presentation

President’s Overview

John H. Stewart
October 29 2013

1
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Year in Review 2013
OxyContin — FDA’s Decision of April 16"

o Marked the achievement of a goal more than 8 years in the making.

o Demonstrated the quality and comprehensiveness of the company’s
R&D processes—in a new area of science.

o Resulted from a company-wide, sustained effort with major support
arising out of the activities of the Federal and State Government
Affairs Groups, the Law Enforcement Liaison and Education
personnel, and the Legal Department - among others.

o Avoided what would in all likelihood have been a “patent cliff” event

o Established a regulatory precedent for AD formulations

2
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Year in Review 2013
OxyContin — FDA’s Decision of April 16"

a Points to recognition of the positive impact of abuse-deterrent

formulations, and Purdue’s contributions to their development by:

= FDA

= DEA

» Members of Congress and State Legislators
» | aw Enforcement Officials

o Received substantial, but relatively short lived, coverage in the
media

o Not seenas particularly compelling to payers, many opioid
prescribers and the community that focuses on the abuse of
prescription opioids.
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Year in Review 2013

OxyContin — Commercial

a 2013 sales projection of $2,461.4 million is $455 million - 15.6% -
below budget, driven by:
® Ongoing decreases in the number of prescriptions
= Shift toward prescriptions for lower daily dosages/tablet strengths
» Reductionin the average number of tablets per prescription

a Analysis (McKinsey) of factors driving OxyContin’s sales
performance identified opportunities for significant gains.

4
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Year in Review 2013
OxyContin

o Substantial focus on the problems associated with opioids remains —
at both the public and scientific levels.

a OxyContin/Long-Acting opioid class labeling proposed by FDA, and
post-marketing studies mandated.

a Patent challenges continue

5
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Year in Review 2013

Butrans

a 2013 sales projection of $145 million is $32 million - or 28% - over
last year, but is also $16.6 million below budget.

a Prescription growth continues to represent the #1 opioid analgesic
launch since OxyContin.

a Position on Managed Care Formularies continues to improve.
u Lifecycle Management Activities underway

6
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Year in Review 2013
R&D Activities

o Interactions and Relations with FDA Very Positive

®  OxyContin AD Development Program setting the standard, and the epidemiology
program continues to generate impressive data.

* FDA’'s Analgesics Division engaged and supportive of the company’s additional
AD development programs.

"  Targinig ER NDA filed.
®* HydroContin NDA on target for filing in Q2 2014.

®" FDA inspection and interactions with field officers successful.

7
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Year in Review 2013
R&D Activities

a Discovery Compound Progressing

" TRPV-1 Phase Il Studies on schedule
®"  ORL-1 POC Study underway

" Nav (Sodium Channel Blockers) and Functionally Biased Opioid development
programs continue

a Functional Groups Active and Contributing
" Health Outcomes & Pharmacoeconomics
* R&D Innovations

8
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| Year in Review 2013
Legal

Redacted

9

CONFIDENTIAL TREATMENT REQUESTED PURDUE-COR-00016016
NOT FOR CIRCULATION/COMMITTEE MEMBERS AND STAFF ONLY



Year in Review 2013

Corporate Affairs and Communications

o Broadening Awareness and Appreciation of the Impact of Abuse-
Deterrent Opioid Formulations

o Supporting our Federal and State Government Affairs Objectives
o Contributing to Market Access Activities
a Supporting New Product Launches

10

10
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Objectives - 2014

o Maintain OxyContin’s Exclusivity

a Effectively respond to the FDA'’s required changes to the labeling of
ER opioid analgesics, and their requirement for additional post-
marketing studies.

o Gain FDA approval of the Traginiq ER NDA — Pain Indication
a File the NDA for HydroContin

a Deliver a Second-Generation Butrans Patch that meets the target
product file.

11

11
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Objectives - 2014

o Successfullyimplement the sales and marketing effectiveness
improvements arising out of the McKinsey/E2E projects.

a Build more proactive market access support teams — complete with
strategically aligned efforts from the AE, MSL and PSL groups.

o Generate substantial opinion leader dialogue on the value of abuse-
deterrent opioids.

u Reduce the organization’s culture of near-complete risk avoidance.

12
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Objectives - 2014

a OxyContin — Achieve $1,977 million in gross sales, inclusive of $261
million negative impact of generic settlements.

a Butrans — Achieve $189 million in gross sales, an increase of $44.1
million — or 30.5% - over 2013 LE.

o Laxatives — Achieve $50.3 million in gross sales, an increase of $1.0
million or 2.0% - from 2013 LE.

a Profit — Deliver an operating margin of $554.5 million — 36.1% of net
sales.

u Favorably resolve the CMS “line extension” rebate issue — resulting
in a savings of $265 million.

13

13

CONFIDENTIAL TREATMENT REQUESTED PURDUE-COR-00016020
NOT FOR CIRCULATION/COMMITTEE MEMBERS AND STAFF ONLY



BUDGET PRESENTATION - 2014
Stamford, Connecticut

October 29", 2013 & October 30", 2013

Day One — Tuesday. October 29, 2013

1.0 Introduction John Stewart 12:30h-13:15h

2013 Review and 2014 Budget Overview

2.0 Marketing & Sales 13:15h-15:30h
2.1 Departmental Actions/Budget Overview Russ Gasdia 13:15h-13:30h
2.2 Analgesic Market Review David Rosen 13:30h-14:00h

2.3 E2E Project -on Lowne_ 14:00h-14:30h
2.4 Managed Care Strategics and I (4:30h-15:15h

Market Access Objectives
2.5 Brand Business Unit Reports (written only — no formal presentations)

e OxyContin BBU Report — Ron Cadet
e Butrans BBU Report - Gary Lewandowski
e Laxatives BBU Report - Charlene Bailey

2.6 Budget Proposal Russ Gasdia 15:15h-15:30h
3.0 Research & Development 15:30h-17:45h
15:30h-16:00h

3.1 Departmental Actions/Budget Overview

I
3.2 Clinical Program Review
e Targiniq ER - 16:00h-16:30h
e HydroContin 16:30h-17:00h
3.3 Health Outcomes and Pharmacoeconomics _ 17:00h- 17:30h
3.4 Budget Proposal - 17:30h - 17:45h

Additional Q& A Session (if needed) 17:45h — 18:00h

End of Purdue Budget Presentation for Day One

Page 1 of 2

CONFIDENTIAL TREATMENT REQUESTED PURDUE-COR-00016021
NOT FOR CIRCULATION/COMMITTEE MEMBERS AND STAFF ONLY



Day Two — Wednesday, October 30, 2013

4.0 Licensing & Business Development - 10:00h — 11:00h

4.1 Acquisition timelines for Clarus (oral formulation of testosterone) and Rhythm
(ghrelin agonist for diabetic gastroparesis) products.

5.0 Communications & External Affairs 11:00h - 12:00h

5.1 Communication Plans in Support of Key Issues _ 11:00h — 11:15h
and Product Launches

¢ Regulatory and legislative support for abuse-deterrent formulations
e Opioid prescribing guidelines
CMS line extension policy

5.3 Budget Proposal - 11:50h-12:00h

6.0 Law Department Phil Strassburger  12:00-12:30h

7.0 Technical Operations - David Lundie
(written report only — no formal presentation)

Lunch 12:30h-13:30h
8.0 Finance — 2014 Overall Budget Review Ed Mahony 13:30h-
14:30h

9.0 Executive Session John Stewart 14:30h-16:00h

End of Purdue Budget Presentation

Page 2 of 2
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Message

From:
Sent: 10/23/2013 10:23:44 PM
To: Boer, Peter
Pickett, Cecil
Lewent, Jud Costa, Paulo
Snyderman, Ralph
Sackler, Dr Kathe
Sackler, Jonathan
Sackler Lefcourt, lleng
Sackler, Beverl
ackler, Dame Theresa
ackler, Dr Raymond R
Sackler Dr Richard!
Sackler, Mortimer D.A.
CC: tewart, John H. (U
Baker, Stuart D
BCC: Stewart, John H. (US

Subject: Purdue 2014 Budget Proposal
Attachments: Finance - Budget Proposal v3.pptx; Agenda 2013 v9.docx; JHS Budget Presentation 2013 (4).pptx; Purdue 2014
Budget Proposal Memo.docx

In some devices the message below was received garbled. So this is an updated

version of the Purdue Budget Proposal with the message now also an attached
Word file.

Ed

Purdue 2014 Budget Proposal
Narrative
October 23, 2013

The following is an overview of the proposed Purdue 2014 Budget.

1.0 Net Sales

2013 2014
2011 2012 2013 Latest Proposed
Actual Actual Budget Estimate Budget
Total $2.2B §2.2B $2.4B $2.0B $1.58
OxyContin $2.0B $2.0B $2.1B $1.8B $1.3B
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Butrans $55.9M $84.0M $126.9M $110.3M $135.5M

The budget process started with a deep analysis of the factors influencing OxyContin’s 2013 sales performance and
then building the 2014 based on that analysis. The following are highlights:

1.1 OxyContin demand is running below 2012 levels, and also below 2013 Budget. The reasons for the
decrease generally relate to:

) Anti-opioid pressures by groups such as PROP,

DEA enforcement and control activities directed at wholesalers and drug chains,

Continued payer pressure to move demand to low-cost generics

Increasingly restrictive opioid prescribing guidelines and regulations,

S&P execution and

t) IMS data has been overstated by about 6% for the last 3 years. IMS has since confirmed the overstatement
and will be correcting their reporting. This resulted in the 2013 OxyContin net sales budget being over-calculated
by $81M.

coog

) (D

The 2014 Budget and business plan addresses each of these:

- Items A to ID above will be addressed by the External Atfairs group and the R&D Health Outcome group —
who will present next week.

- Item E — the S&P investment in OxyContin is proposed to increase from $50.8M and 2.5% of sales to
$108.6M and 8.3% of sales in the 2014 proposal, and S&P execution is being addressed by the E2E initiative
inspired by the recent McKinsey report. The E2E project status will be presented by the project leadership team
next week.

- Finally, on Item F —in building the 2014 budget the IMS data has been corrected.

Redacted

1.2 Butrans demand is growing steadily as a result of continued S&P investment and improved managed care
coverage. The 2014 Budget Proposal projects that growth to continue, and for the brand to achieve a positive
annual P&L in 2014 -- its fourth year on the market. The prospects for continued profitability are bright
considering that there have been no paragraph 4 filings and that prospects are good for patent term extension.

1.3 Intermezzo net sales are stable and at an annual run rate of $10 to $11M. Current S&P investment is
minimal. In 2014, the budget proposal is to run the brand at a breakeven P&L or better. Redacted

Redacted

2.0 Operating Expenses

2013 2014 Proposed
2011 2012 2013 Latest Budget
Actual Actual Budget Estimate
Total Operating Expenses $714M $868M $930M $825M $719M
2.1 In view of the projected lower sales, the Proposed Budget includes an operating expense reduction of

$149M or 17% vs. 2012 and $106M or 13% vs. 2013 Latest Estimate. These decreases impacted all areas of Purdue.
The detail of the reductions will be covered next week, and the following are a few highlights.
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2.2 G&A spending in the Proposed 2014 Budget is $135M - $18.9M or 3% lower than the 2013 Latest
Estimate. This Budget Proposal assumes a G&A staft reduction of 49 or 13%, a $4.1M reduction in grants related
spending and other reductions.

Redacted

2.4 R&D spending in the Proposed Budget 1s $263M - $36M or 12% lower than the 2013 Latest Hstimate due
to lower spending as the HYD and ONU programs.. Additional reductions, now budgeted in the Other US P&L
line, were previewed at the October 3 Board meeting and will be discussed next week.

2.5 S&P spending in the Proposed Budget is $258M - $17M or 6% lower than the 2013 Latest Estimate. The
S&P decrease s lower than the decreases in other areas primarily because management sees significant opportunity
to improve sales of OxyContin and Butrans -- especially in view of the E2E initiatives to improve the efficiency of
the S&P investment.

2.6 Other — U.S. income of $5.6M includes $13.6M of confidential expense reductions -- including 23
headcount reductions -- offset by a $10M President’s fund.

3.0  Operating Margin after Incentives and Settlements is the pretax profit of all Purdue U.S. operations --
2014 Proposed Budget is $554.5M - $312.6M less than 2013 Latest Estimate due to lower sales offset partially by
expenditure reductions.

4.0  Non-tax Distributions in the Proposed 2014 Budget are $314.1M.

5.0 Other items of note:

5.1 The 2014 Budget assumes that the Medicaid Rebate Line Extension regulation is unfavorably resolved,
resulting in a higher OxyContin rebate back to August 2010 and a $265M additional rebate payment in 2014. A
tavorable outcome would result in a potential distribution of the $265M with 50% being tax and 50% non-tax.

5.2 The 2014 Proposed Budget includes $11.7M funding of Targiniq prelaunch activities. As timing of
approval, labeling and other details become clearer, a sales and launch budget will be proposed. For reference, the
most recent 10 Year Plan had first 12 months Targiniq nets sales and operating margin/(loss) of $31.1M and
(866.3M), respectively.

5.3 The 2014 Proposed Budget includes $6.9M to fund prelaunch activities for HydroContin.

6.0 Conclusion: We believe that this budget proposal strikes a good balance between aggressive cost
management, investing in the promotion of OxyContin and Butrans and investing in the R&D pipeline and related
activities.

7.0 Attached are the following:

7.1 Agenda for Budget Meeting

7.2 2013 Review and 2014 Budget Overview

7.3 Finance 2014 Overall Budget Review
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Ed Mahony John Stewart
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2014 Budget Proposal

Ed Mahony
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2014 Budget Proposal - Index

Net Sales

Financial Statements and Highlights
Purdue P&L by Brand Business Unit
Strengths/Opportunities and Challenges
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Page #
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15-19
20
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2014 Budget Proposal - Net Sales
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k3 Latest 2014 Budget 2028 Budget vs
2011 Actuad 2012 Aot uad JULH Bamsiper Extimate Proposal 2013LE
s 146.8 5 1527 5 & 1416 s 1408
27.1 340 383 dez
4041 4025 366.8 3430
7.7 1053 6L 2436
6337 6187 5170 MES
3007 3407 3268 3205
10568 10231 aih B4l 53335
5 17810 5 27774 § P05 5 24814 s 13773 s |484.1)
1)
Butrans 735 1128 R 1447 188 8 411
Interriezan - 166 'z 138 - 1139), (2)
Dilavdid 248 238 7 143 132 (3
M5 Comtin 13.3 130 i 116 114 o7
Laxa tives 511 515 i 433 303 11
Betadine'Retasept 151 116 e 155 112 01
Showe Mag 5.4 36 L 53 56 0.2
Ryzalt 1.2 16.51
Ui ginyt 10,31 2}
), Other 10.1) 0L
TotaiGrom Sales § 28712 8 30049 s i 285 8 27116 s 22588 s (ﬁiﬂ)j
Fee for Service 5 7451 & 169.3) 5 : & 154.3) s 444 s 89
Salex Discounts & &lowarzes 56.21 43400 EZ 1394 453 1594
Patent Savings Cand Oiscounts TL5.6) 254} 4L.8] f44.1) 07
Rebates on Branded Sales 1545.9) 15176t 1535.4| 1570.1) 134.7)
Propased regulstion adj for Madicaid rebater 158.3 1604} i 155.01 i2835) %5
Other 12.4 2.5 48 B0 3.2 .
Totsl Rebates & Deductions 5 §  (748.7) $ B4 § [LELEN 4 {724.1) $ (724 4) 4 10.3)] 4)
Rebates and Deductions % 215.2% 26.8% bR 216.7% 321%
Total Net Sales $ 22225 $ 2,2009 Lok 307 $ 19875 $ 15344 $ [4%
et Sales Variance: § Warance % Variance
2013 LE @ 2012 3 {213.5) 5.7%
012 LE w. 20128 $ {422.9) 2
0148 w 2013 LE 3 {4831}
See next slide for footnote explanations )

P:\Finance\Share\SalesData\Budget_Fcst_Strat\2014\2014 Budget\Sales\[Net Sales
Slide for Board.xIsx]Net Sales

3

CONFIDENTIAL TREATMENT REQUESTED PURDUE-COR-00016029
NOT FOR CIRCULATION/COMMITTEE MEMBERS AND STAFF ONLY



2014 Budget Proposal — Gross to Net Sales Highlights

1.  OxyContin gross sales reduction of $484 mmor 19.7% assumes:

® february 2014 price increase of 7% $180
s E2E forecasted upside 71
» | ower scripts and continued shift to lower strengths and lower tablets per script (455)
* Trade inventory reduction due to lower demand and AG's in Q4 2014 {18}

Total $(484)

2. Butrans gross sales increase of $44.1 mm or 30.5% is largely driven by the 9.5% January and 6%
August price increases ($22 mm) and volume ($25 mm).

3. Intermezzois assumedto be returned to Transcept during 2014 and to be break even until then.

4. Rebates and deductions increase from 26.7% of sales in 2013 to 32.1% of sales in 2014 largely due
to higher rebates:

a) Higher rebate rates on OxyContin commercial and Medicare Part D due to a combination of
higher rates paid to maintain business and due to price protection agreements.

b) Higher Medicare Part D coverage gap rebates.

c) Higher Medicaid rebates as a result ofthe Best Price impact ofthe OxyContin authorized
generic settlements ($22.6 mm).

d) Butrans commercial and Medicare Part D formulary wins.

4
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2014 Budget Proposal — P&L Highlights

1. MNet sales are lower than budget by $423 mm due to lower volume of OxyContin ($376 mm), Intermezzo ($32 mmj,
and Butrans ($17 mm) sales
a.  Discounts and Allowances are $49 mm favorable to 2013 budget due to lower than expected returns which
resulted in reducing prior year accruals by $17 mm.
b.  Savings Card Discounts are $10 mm over budget due to expanding use to commercially insured over 65's and
increased usage.
c..__Rebates are over budget by 2.2% of gross sales_due to new_contracts.

’ Redacted

3. R&D spending is $78 mm lower than budget largely due to lower clinicalinon-clinical spend for BUP higher strengths,
ONU and VD programs.

4. 3&P spending is $34.7 milion lower than budget due fo reduced Intermezzo promotional and contract sales force
spend of $16.3 mm, sale bonus lower than target of $3.2 mm, reduced people costs due to higher vacancies in sales
force of $2.6 milion and all other of $ 12.6 mm_

5. Incentive bonus is projected to payout at the same rate as 2012,

6.  Ex US expenses are higher than budget due to higher funding requirements for Latin America and Asia Pacific.

6
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. OxyContin -26.5%
. Butrans  +22.8%
mm accrual reversal not repeating

reducing eligibility and Jor reducing the patient savings amount.

so there is no incremental proposed rule rebate in this quarter

8. Royalty expense is budgeted to be lower by $16 mm or 16% due to lower sales

11, Incentive bonus assumes company performance is 100% in 2014
12.  ExUS expenses are budgeted to increase due to higher fundings of Europe and Japan

2014 Budget & Targiniqg:

Board meeting

2014 Budget Proposal — P&L Highlights

7 Net Sales are budgeted to decrease $453 mim or 23% vs. 2013. Changes by product include

a Discounts and Allowances in 2014 are expected to cost $5.9 mm more than 2013, on lower sales, due to prior year $17

b Patient Savings Card Discounts in 2014 are expected to cost $44 mm —same as 2013 — on lower sales. This is due to
continuing trend toward more and costlier redemptions. The 2014 Budget anticipates a $3.0 mm savings by selectively

C The Proposed Medicaid Rebate Regulation expense is lower in 2014 as a result (1) lower sales and (2) the factthat in Q3
2014 Purdue will pay a 100% Medicaid rebate {due to the shipment of the authorized generic product setting best price],

d Other includes $3.5 mm of authorized generic transfer price margin in 2014 related to settlerment agreements

9 G&A, Legal, R&D and S&P are budgeted to be lower due to cost reductions covered later in the presentation
10.  Cther- US includes $15.6 mm of specific cost reductions offset by $10 mm President's Reserve

¢ In Q32013 Purdue filed an NDA for Targinig with a pain indication. Timing of approval, final labeling and more are uncertain so the
sales and launch costs for Targiniq are not included in the budget. A Traginiq budget will be proposed at a future
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Income swtement ling
Lo itams 25 2 percent of
gross sales

Inpome statement ling
b, itRMs ag & peroent of
netsakes

L]
2014 Budget Proposal - P&L ratios
2013 Late st 2014 Budget
201 il . | 2003 Bge Estinate Proposal

GRO S5 BRANDED PRODUCT SALES 100% % 100% 100%
Fee for Serdce ~2.3% -2 0%

Discounts and Alowsnces ok By -1.5%
Patignt Savings Card Discount % £ 8% %
Rebaws on Branded Sales <1E4% AT 2% 7%
Froposed Regulaton Adiusim ent for Medicaid Fetates -23% 2% %
Other D.8% Q1% o02%

NET BRANDED REVENUES T4B% 73.2% 4 733% 87.9%
Cost of Goods Soig -5 8% -4 5% -5 2% -5
Feovalty Expense. “35% 4% 3.5% 4%
Shipping and Warehousing 4% 4% 4% e

TOTAL COST OF GOODS SOLD -55% -53% 5 5% % B

GRO S5 PROFIT 54.9% 63.% 65.2% §2.8% 58.1% )

! Redacted i
Fesearch and [i 4 B ey Ry T2 1% TI2%
Research and Dewelopment Oer - Milestones and Allisnces L% % £.8% L%

Salgs and Promaosion -10.3% -138% -13.8% -188%
Heaith Care Rebrm Fee ~12% -T4% -1.4% 1%
Cther US 1% 0 4% £ 1% 2 4%

COPERAT NG EXPENSES ~230% -354% -41.8% -483% (2}

OPERAT ING BARGIN BEFORE INCENTIVES AND SETTLEMENTS 53.8% 47 % 45.5% 28.7%
Incante Bonus -t 5% -1 8% ¢ -t.8% 2%
Insurance hoome 1.4% D3% i 40% 1%
Settement Expense =DA% 8% 3% 2.0%

TOTAL INCENTIVES AND SETTLEMENT § 4% 2% -1.9% -2.%%

CPERAT ING MARGIN AFTER INCENTIVESAND SETTLEMENT § 53.4% 450 A7.2%

Reyaity heome - exUS 4.1% 38% ¢
Ex US Expanses. BB 3%
Dther eelS expanses 0% 7%
Cine Time Charges / Other tems £1% -01%
Gain on Infinity stock Q0% 0% i
Interest heome (Expense), net 0% 19 3 %
TOTAL OTHER MEMS -15% Q1% g
PROFIT BEFORE TAX 51.4% 45. 9% 42.9% 42.6% .
See next page for footnote explanations
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2014 Budget Proposal - P&L Ratios Highlights

1. Higher due to a 2013 return accrual reversal not repeating in 2014 - (0.6%).

2. Combinedrebates higherin 2014 due to increase in Medicare Part D Rates (Primarily Optum
Medicare Part D from 23.5% to 50.0%), higher Medicaid rebates (due to the Best Price impact of
the OxyContin authorized generic settlements) and higher Medicare Part D Coverage Gap
Discount expense.

3. Despite reducing operating expenses by a total of $105.9 mmin 2014 versus 2013, due to lower
sales, operating expenses have increased from 41.5% of net salesin 2013 to 46.9% of net salesin
2014.

4. Ex-US expenses higherin 2014 due to funding of Europe and Japan.

9
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| 2014 Budget Proposal - Cash Flow

2013 2014
201 2012 2013 Latest Budget
(% MMs) Actual Actuat Buchget Estimate Proposal
Operating activities
Net income . N N $ 11448 3§ 10083 & 1 $ 8426 ¢ 375.6
Adjustments to reconcile net income to net
cash provided by operating activiies:
Uepreciation and amortization . ... ... 283 29.1 318 332
Impairment of intangible asset ... ... 4.0 200 o0 o0
Deferred incometaxes .. ............ e {4.3) (2.8} 0.3 [
Lass on unconsolidated, associated companies 1124 101.0 158.8 1879
Changes to working capital ... ... ... ... 162.0 88.6 135 {301.2) (z
Long-term assets and liabilities .. . .. 288 (209 1165 a0
Total cash provided by operating activities . .._.._......... . 14758 12424 11635 3045
investing activities
Capital expenditures ... TR (26.8) (30.5) (326) (610) @
Purchase of product marketing rights and other intangibles {100 {300} .0 (8.1
Restricted cash,net. ... ... .. .. . ira 173 31 16.9
Investments in associated companies, net (1003} (891} {178.9) {188.1) @)
Acquisition of Infinity common stock . 0.0 (27 5} .0 o0
Funding of Infinity LOC ..., P {600} 0.0 a0 [0,
Total cash used in investing activities ........................ (1742) (159.7} (147.1) (208.3) (240.2)
Financing activities
Payments (o) from associates,net............... (3.8} (2.7} 175 o0
Distributions to partners for required tax payments (5534) (459.2} (400.6) (104.5) (5
Distributions to partners non-tax . (6575.2) (4716} § (540.9) (314.1) (5)
Total cash used in financing activities ........................ (1,132.2) (933.6) (976.3) (924.0) (418.6)
Increase in cash and cash equivalents .. ...................... 169.4 1491 (116.3) 311 (354.3)
Cash and cash equivalents.
Unrestricted cash at the beginning of the period 437 1 606.5 755.6 7867
Unrestricted cash at the end of the period . .............. $ 6065 $ 7556 & $ 7867 § 4324 ()

See next slide

for explanations of footnotes
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2014 Budget Proposal - Cash Flow Highlights

~No

Represents P&L impact of investments in Europe, Japan, Latin America and Asia
Pacific.

Change in working capital primarily due to reduction in rebate accruals (due to
generic settlements reducing Q4 2014 brand demand and rebates thereon) and
rebates for CMS proposed rules of $224 mm which are assumed in this budget to
be paid in Q2-2014.

Total 2014 capital expenditures of $61 mm assumes $38 mm related to the new
manufacturing facility.

Funding of Europe ($83 mm), Japan ($29 mm), Latin America ($38 mm) and Asia
Pacific ($38 mm).

Tax distributions assume a statutory tax rate (federal plus state) of 49.3% in 2014.

Tax distributions are only 27.8% of 2014 pre-tax book income due to the tax
benefit from payment of the CMS line extension rebates ($224 mm), tax write-off
of Transcept milestones expensed for book income in prior years (340 mm) offset
by the non-deductible Health Care Reform Fee ($28 mm), foreign book losses in
excess of tax deductible losses (352 mm) and other book/tax differences ($14
mm).

Assumes that Abbott equity covenant will be reduced to $350 mm.

Purdue maintains cash of ~ $400 mm (three months of net sales in 2014.)
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2014 Budget Proposal - Balance Sheet
2011 2012 2013 Lateat Budget
WAL Actual Actual 5wt Esfimate Proposat
ASSETS
CURRENT ASSETS
Cash and casn equivaients o . RETR G065 § TEEE $ 7867 (1 $ 4324 1y
ACEounts receivabie R 2188 1671 1048 i3 92.3 (@
Due from asscciated CoMpanies ... ... ... .. 278 418 162 16.2
Other receivaties . . . 10.1 3.0 102 12.0
Invenmries L o . 442 506 482 48,3
Prepaid expenses ang other assets . . . B2.7 221 195 (4 198 (4
Restricted casn - current 16.0 255 169 () 0.0
TOTAL CURRENT ASSETS . .._...................... 561 10742 10035 6180
Froperty snd equipment, net 1432 1495 1572 1913 5
in i i 19.5 75 275 isl /.1 g8
Due from associated companies 3.3 L 30 3.0
Restricted casn - longterm ... . . 425 172 214 .1
DoMWL 28.4 a4 234 248
Praguct fights, trade Marks and otner imangivles, net 1682 1752 1664 167 &
Ctnerassets 78.3 225 212 19.7
Investment in Infinity SIDCK. ... e 0.0 1895 73 X!
Defermd income t3xes . . 17.2 198 s i8S 19.5
3 144683 $ 18803 & 14145 § 14431 $ 1,092 1
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Agcountspayable .. 3 874 & 71 s 780 5 555
Acorued expenses andtaxes payacie .. e 6325 G947 6222 (3 315.2 (1)
Due to associated companies 1.8 124 143 149
TOTAL CURRENT LIABILITIES. 731.5 7783 677 7145 3991
Ctheriong-tem lispilites 229.6 2302 at s 1886 (& 1831
TOTAL LIABILITIES ... ... B55.1 TH085 7081 5041 5921
EQUITY
Capital stock - common o R 0.0 oo oo oo 0.0
Aaditional paid in captal e . 2.0 20 20 2.0
Subscription recei@nie EE 1.0y (1) d (19) (1.)
Accurmuisted otner comprenensive income . . . (148.1) 1399} 128 4 (T62) (8) (r2.2}
Unrealized gain / loss on Infinity Stock . oo 975 60 -t 0e (7
Retained esrnings and patners capital G35 8 7482 2 E14.2 s71.2
TOTALEQUITY. . 491.6 6707 Te5.2 5390 §00.0 ()
TOTAL LIABILITIES AND EQUITY . ...ttt i ) 14468 & 16803 & ta14s$ 14431 ) 1,092.1
12
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| 2014 Budget Proposal — Balance Sheet Highlights

(1) CMS Medicaidrebate rules forline extensions are now expected to be finalized and paid in 2014 (vs.
2013 as assumedin 2013 Budget) with additional rebates paid of $224 mm million in Q2-2014. This
results in higher accruals and cash in the 2013 Latest Estimate and lower accruals and cash in 2014,
Other decreases inaccruals in 2014 are due to lower Medicaid and Tricare rebates due to timing of
payments ($56 mm) and lower HMO rebates as a result of Authorized Generics settlements (315

mm).
(2) Restricted cash represents the following:
013 2014
2011 20812 2013 Latest Budget
(§ kMs) Actual Actuzl Bodger  Eatimate  Proposal noss
Current Qualified Settement Trust (5T ) [ Anttrisy) 5 430 % 238 ¢ R 169 § GO
Long-term  Letters of credic - fronted product lisbilityinsurance (US) 100 130 100 104
Leters of cre dit - fromted product liabilityand climeal vial insurance (extS) 25 25 25 2%
Letters of cre dit - securityfor incured butnot w1 paid inssrance claims 27 a7 27 s
Letters of cre dic - PP Tech / NJDEP 0.0 0.0 35 35w
Letiers of credic- otrers 03 03 03 G3
Caflateral 00 1.7 2.1 a1
Long-term : Sub-total 155 17.2 PR FAB!
TOTAL - RESTRICTED CASH § 85§ a1 5 AR ] 380§ 1
MNows

(1) 2013 Budget assumed all remaining setbements paid owtbyune 2013 with balance of QST returned to Purdue in 2013
2013 Latest Estimate: As of Auguet 2013, all known setlements hawe been paid fum the QST leaving the remaining batance of $23.9 mm 10 be
returned to Purdue. The Trustee has agree d to distibute the remaining funds ro Purdue. The fret37 mm intefim payment was received in September 2013,
Asecond interim payment in the amount of §& mim will tie due after aruling fom the Probate Coun (expected sometme in Q2 2014)
Receiptofthe balance isexpected in 2014
(2) Based on curent estimate for environ mental clean-wpliabilityat Lodi,

13
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2014 Budget Proposal - Balance Sheet Highlights

(3) Decrease is due to lower sales.

(4) Decrease from 2013 budgetis due to lower clinical upfront payments.

(5) The 2014 budgetassumes $61 mm of capital expenditures, of which $38 mm relates to the
new facility.

(8) Increaseis primarily due to $9 mm of higher 2013 funding than in original budget.

(7) All shares of Infinity stock were distributed in 2013.

(8) Accruals for pension and other post retirement obligations are recordedat net present value.
An increasein the discount rates from 3.95% at 12/31/2012tc 4.8% in the 2013 Latest Estimate
(3.95% in 2013 Budget)results in a reduction in these long term liabilities, with offsettingincome
recordedin the unrealized gain line of stockholders equity. The pensionaccruals are assumed at
$119 mm for 2013 Budget, $75 mm for 2013 Latest Estimate, and $74 mm for 2014 Budget
Proposal.

(9) Bank Group and Internal Reporting Group equity are projectedto be $400 mm and $500 mm at
12/31/2014, respectively. The difference represents ex- US investments that are held outside of
the bank group but within internal reporting.

14
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2014 Budget Proposal
Brand Business Unit P&L
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.
| 2014 Budget Proposal - OxyContin P&L
(ghanrs) 2011 % 2012 % #013 % 2043 Latest % 2014 Budget %
Actual _ Sales Actual Safes: Buidyer _ Sales Estimate __ Sales Proposal _ Sales Growh
Gross Sales' s 27810 § 2714 5 29168 s 2461.4 § 19772
Fee for Service (71.0 26% (65 6 24% 21% (504 20% (40,0 20%
Saiee Discounts & Afiowences ™ (583 21% (1164 4.2% 2.5% 33.0¢ 13% (38.7) 20%
Savings Cards Discourds ™ (tos 4% REE] 07% 8% (e 14% (343 17%
Rebates ‘4% (B404  19.4% (505.6) 19.4% 18.8% (5165  21.0% (5327 265%
Propossd regutsticn adf for Medisaid Rebates (629 25% (604 22% 22% (509 2% (285 14%
Net Sakes 20308  7E0% 2,006.7 72.8% 21476 ThE% 17749 120% 1,021 859% -27%
COGSShipping & Warehousing ™ (8t 40% (745 7% v 6% (650 7% 85 38%
Royatty Enpensedia ot of Mikatone Py f. (1108 55% (1085 5.4% 5.2% (326 53% ey 0%
Gross Profit 1,838.4 1,822.3 1613.3 1,1741 | Ean
Product Spending 0y 2s% t52.04 9% o0 4r% 8oy 1% (1086]  83%
Marketng Expense (159 (1 : (23.3) (255
Salee Foroe Experce (357 (a7 (856 (821
Other Expenses
& &4 Allocafion st 5% 73y (7.9 (7.0 (675
Legat Fees * (210 (37 (348 (19.8
RED M arket Supgort ™ (%55 (494 150.2) (439
fraurance incom e Selien ent Expense 300 43 g 0y
Healh Care Fefom Fee (223 30,0 ; (25.8 (@87
Product Contripution s 16129 798% s 16778 TEE%  § 16679 TA™ S 13209 753% S 9085  698% |
litess
(1) 2074 Budget Propos sl indudes price incresse of 7.0% on Fbrusry 7, 2014 snd impact of generics etiement sgreements (5261 mmj.
(2 harge in % of s ks byyesr s dug o updatad estimstes of rehars
{32013 Latest Estimate inclides 8 anetime 536 g1c 8 change in for sstimating f ions. The incresse in 2013 expense over 2012 & Blcdue t inoressing the patiet limit
froen 875 1o 880, apening up the program 1o sge over 85 and higher redemption rates
{4) The incremse inthe biended rebate rate fram 21 0%in 2013 to 20.9% in 2014 s primavily due 1o {8) inres e in Medicare Fart D rates of 2.7% 1ergety due ta the rebstar ste on Optum incressing fam 23 5% in 2013
10 B0% in 2014, (b} the inrease in Idedicsid rates &3 & result of the suthorized generie tersfer prive seting o b best price for one quarter {16%), (c) higher commercialrebate rates largely driven by Medm/ES|
(119} anel (0] higher coverage gap experse (1.1%)
(5) The ineresse in blented rebste from 18 5% in the 2012 Budgetto 21% in the Letest Estimate is largely due 1o & change insales mix between chamels {1.7%) snd inaresse inedicsre Pent D coversge
gep expense [0.8%).
{8) COGS refledts Lrit standard cost, inventry and otfer feg.
(752014 s ales foroe sliocation sssumes 67% Ci/Cortin /328 Buians,
(8) Legel fees. include patent ials snd Grunentsl Low ABUK in 2013, with costs expected to degease in2014
(9)RED 2014 Buoget corprises pedistric program (35,0 me), PD UFA fees {31.9 mm), slocated people costs across sllof RAD 16
(558 mm), scverse events and product mplaing processing (819 mim, Classwide REMS slocstion (34.3 crm), Healt Pakoy o
alocaion (5113 myn. ard all gthes 1 36,7 rmim,

P:\Finance\Share\SalesData\Budget_Fcst_Strat\2014\2014
Budget\BBU\OxyContin\[BBU Oxy 10_17_13.xIsm]BOARD SLIDE (Abbr. Footnotes)
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| 2014 Budget Proposal — OxyContin P&L

(SMMs)

Grunenthal:
Net Sales

Royalty Calculated Before Cap'™

Royalty Due'™;

Mchinity:
Net Sales

Royalty Due'®

Total Royalty Expense™

Milestane Amortization Expense®

Total Royalty & Milestone Expense

(1) 2009 royalty represents pre-launch contractual minimurn. Tiered royalty at 4.0% for the first §1 billion annual net sales, 3.0% for the next billion
annual net sales, and 2.0% for all remaining net sales over $2 billion. Post-launch royalty due considers contractual minimum and maximum (EUR
20 mm and EUR 50 mm, respectively). In 2010 actual royalty paid at the minimum of EUR 20 mm was higher than the calculated royalty
2012 and 2013 budget royalties are reflected as being paid at the cap of EUR 50 mm which is lower than the calculated royalty

{2) McGinity royalty equals 2 6% of Net Sales prior to commencement of Grunenthal royalty payments (Sept. 2010} and 2% of Met Sales thereafter

(3) The 2013 Latest Estimate and 2014 Budget Proposal assume that the proposed Medicaid rebate line extension rule is finalized Q1 2014, This
allows us to take the cumulative impact of the proposed rule rebates through 12/31/13 inte our 2013 royalty expense calculation and the 2014
impact inte our 2014 calculation. This results in our royalty expense decreasing by $11.2 mm in 2013 and $1.4 mm in 2014

2009 2010 2011 2012 2013 2013 Latest 2014 Budget
ACT ACT ACT ACT Sudget Esti Proposal
§ - § 6045 § 21534 § 20471 2277+ & 15786 § 12755
- 242 731 709 2 574 483
5 68 § 274 § 638 § 642 ¢ 641§ 5714 § 483
S § 10112 5 20218 § 20488 S 22154 5 16046 & 13025
$ $ 223 $ 404 $ 428 ¢ 443§ 324§ 261
[ sslls_ass]l[s 1oz)[s 1ora][s  rossl[s  sos][s _ 143]
$ $ 02§ 06 % 23§ 42§ 42§ 42
s 68][§ 498][5 1108][8 1004][s 1126]|[s§ 936][§  785]

{4) Milestones incurred at or subsequent to FDA approval are amortized through 2017 (expected useful life)

In 2011,

CONFIDENTIAL TREATMENT REQUESTED
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| 2014 Budget Proposal - Butrans P&L

{SNrs)
010 % w11 % we % wir % W13Latest % 2014 Budget %
Actual _ Sakes Aotua) _Sales hotus! _Sdes  Budyer Ssles Estimate _Sdes Proposal Seles _Growth

Gross Saks (10) s - s 75 5 12 § 1447 s 1gEE Oom

Fee for Senice " E 1.8 2.5% {27} 24% 21% 20 21% {38) 209

Sales Discounis & Alowance s ™ By 1 (137 43% Y {38) 219%

N e p . y

Savings Cards Dissounts - #4 B0% €.2) 5 5% 54% 8.9 B.1% 9.8 5.2%

Febates - ay 42% 61 5o 0% (7.2 18% (257) 18.9%
Hlet Sales - 559 A% M men 7935 103 %25 9355 b3 23%

ooGs (0.8} A (8.4 A% 79} 9.4% 2 58% #8 4 77} 5%

Shigging & Warshousing - g 5% ©8  0m < 03% 04 0% 02 0.2%

Royslty Expensemor of Missone Pymis ¥ - @4 E0% 45 5 3 58% BY 6% i7.5) 5%
Gross Profit 0.3 457 i 980 4208
Product § pending ®7) HA sy 255% (53] 15 792% e 5% BE1) 5.0 1%

Marketing Expense (67} (281} (20.4) : (213 1227

Sales Faree Expense ™ - (52.4) 185.5) i (76.8) (644
OtherE xpenses

36,4 Macstion 316% ofnel ssies : 24 (51 ‘ 8 a1

i

REL ftarieet Support ™ 183} §22.2) 7.1} E 7.8 (156}

Health Care Reform Fee ® - - (r2) : a1 {18}
Product Contribation § (168 NA g potay 1een § 552} 0% 9% §  pes) BI% S 54 .7 2

figtes;

(12014 Fae For Sequoe ewpense assumes 98.43% of szies e subjeot o Fes fie Senice agresments with 3 blended Fee br Serice e of 1 30%

(2) B rormpt paydisoounts 3t 2% of salks and change in esene beestmatd bt eenms of Bura s, The change in % of 53k bysear s due to updand esimaes of mums,

(3) Increase inbended @ bate mte Fom 11.5% in 2012 15 18.9% in 2014 is primarityd v 1 (3} formutny wins in Weditsre P anD and commercial (4.4%), {6) Higher Medicaid ebatesdue 1o intason adjustme nt and bastprion beiny lowered 35
5 resutt of anditional price procton mbates 35 3 resut of2014 prios incresses being higher han e price raset (5.8%), (o) additinnal price prolecton rebates on comme iz and Medicare PartD (15%) and (d) higher Medizars PatD
CoVEragE Gap discount expense (0.4%)

(#)The increase in blended rebate rat fom 5% in the 2073 Budgetio 11 5% in e 2033 Lat st Estima @ (5 dus to higher Commercial sales 1.1 % (Medoo, B8/, A2 and Envsion), TRUARE ssles (0.8%), higher biended rebats ras for
commersial {0.5%) and higher Medicare Part D Coverage Gap expense (0.3%)

(5) The low Cost of Goods Sold expense as 3 % ofsales of 3 2% inthe 2013 Latest Estmate is due 1o the 522 mm LTS reimb ursement for unusable patohes made at e West Cakiwell plant received in 2013, bat e patches were expensed
in2012.

(&) Rooaityis paid 1 LTS at5 5% of netsales

(7) 2014 sales farce allocabon assumes 67% CxContn § 33% Buvans

(8) RED 2014 Budyet comprises Butm ns pedi avic program (33.3 mm}, FOUFA es (30.8 mm), alixcatad peop b coss across i of RED (33.9 mm), ad wrse evems and poduct complaints pe cessing ($4.1 mm) and al ather (53 5 mm),

(%) Represe nis P udue's portion of te $2.8 billon indistyfee, whith is allocated hetwaen Buvans and Chooentn based on e simated presrio bon drug 58k to the go wErmment

(10} 2014 price increases in January (3 5%) and August (8% are budgeted 1o a2 .
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| 2014 Budget Proposal - Laxatives P&L

(50015
2010 % 2011 % 2012 % 201 % 2013 Latest % 2014 Budget %
Actual _ Ssles Actual _ Sales Actual __Bsles Enrdg et Saks Estimate _ Seks Proposal _ Ssk5  Groweh
Gross sakes " s 481 $ 51.1 $ .5 E 5 49.3 $ 50.3
Sates Discounts & (12)  25% (1.1 21% (2.6 5% 13% 43 % (1. 20%
Het Sales 468 975% 5.0 978% 8.5 948% 98.7% o8 973% 83 978% +3%
coas (9.1 19.5% B 183% (9.2 188% (e 20T% 9 192% (108  214%
Shipging & Warehousing (13  41% (20 4% (2.4 4% B 48% (24  50% (2 52%
Gross Profit 353 2.9 e 6.2 %4 .2
Product Spending (217} 463% wrp 354% ey 38E% (ise;  322% (6.0 204% (152  308%
Markating Expense (15.5) (12.8 (4.3 E (154 (145
Sales Foroe Expenge &3 3.9 (4.5 o7 07 0.7
Cther Expenses
RED Maket Suppert © (1.2) 1.5 (1.3 s 0.5 (0g
Product € ontrbution s 130 6% g d99 484§ i 354N & P57 396% g 195 4T% § onp  A00% | % ]

Hotes:
{1) Laxstives incldes Senckot, Senckot S, Colscs and Peri-Colace Brands . The Gross Ssies impact of product divers ion i estimsted st $2.8 mm in2012 and $1.0 mmin 2012

(2) COGS refiect units atstandard cost. imventory sdpstment and other cost (eg. snmus] cammercisl stabilty, valdaticnwork). 2013 Latest Estimete to 2014 Budget incress e of 2.2% of net ssies dus to
{i} Inre@s & in COGS o stndard primarily dus 1 increase in product volume Bnd mix [for axemple, e incress & in s8les of Senckot versis Colaoe in 2014, with Senckot heving 3 highes CIOGS %), Colsee 3 5%
price increase (50,13 mim), and 3% incresse in overhesd cost (80.05 )

(i) Incress e inather COBS due o techtrarsfer for Colace Soft Gel Caps from C slatent to Accucaps (301 mem), validation work related ta line exters iors (30.2 mim) and Senckot S/PerC olace sssay adjustment
180.1 mm)

(%) Marketing expenses include cons urmes sdvestising, ce-op advertising, sdvertising s0d sgency fees, sarmples, coupons snd othiers. 2013 Latest Estimate inchides sarmples reserve Farsferred 1o SEP fom COBS

{506 men)

(4) Seks foroe expense includes costof outzide seles agent (Acosts). In2012 and pricr Laxatives were detsiled in o sertiory position bys sles foroe:

{5} Inctuddes. estimatest RAD suppert soross Medical Services, Drug Safety, Reguistory and othes support funchons

19
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2014 Budget Proposal - Strengths/Opportunities and Challenges

Strengths/Opportunities

OxyContin

+  Gold standard, very high brand recognition

Managed Care coverage

Incremental promotional activity

Tamper resistant formula

+  Medicaidline extension rebate rule resolved
in our favor

+ Demographics and under treatrnent of pain
support market growth

»  Sales Force effectiveness (E2E) project

.« .

.

Butrans

+  Safe, effective and convenient

« Base of prescribers and formulary wins established
and growing

+  Classll convenience

«  Steady increase in Managed Care coverage

» Titration education underway

Pipeline

+ Targiniq potential approval in 2014

«  Hydrocodone IR TR may be to market before other
products in development

Overall

«  Costreductionfefficiency initiatives continue

+  US economic recovery could result in further growth
in overall market

Challenges

Managed Care pressure

Abuse of opioid medicines as a class lead
regulators to limit patient access - for example,
monthly tablet or mg. limits

Growth of government as payer and related price
pressure

Patent challenges
i Redacted i

Perception that Bufrans is not covered/high cost
Reduction in primary sales presentations

Dose limited to 20 megfhour

Titration challenge

Typical industry risks such as timelines, safety and
efficacy --- Purdue’s pipeline should generally be
less risky than standard

Future opportunities, licenses and acquisitions

would be funded outside the budget 2

CONFIDENTIAL TREATMENT REQUESTED
NOT FOR CIRCULATION/COMMITTEE MEMBERS AND STAFF ONLY

20

PURDUE-COR-00016046



2014 Budget Proposal - Back-Up

21
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2014 Budget Proposal
Purdue P&L
By Cost Center
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| 2014 Budget Proposal - Cost of Goods Sold

2092 L ote st 2014 Buaget
{BMINVTS) 20114 Aotual 2012 Aotusl W B0 Estimate Proposal Chenge
Hot Bales 8 22226 L] 22008 ki Al 0 k] S BB7.6 L] 1 E24S
Matavial a8 808 k] 78.8 i3 N a T8 8 658
853 % OF 08t S8/ES 4% 3E% LR 38% 43% 4N
Lebor & Overhons s a7E 8 ens  » 7w . 728 a
a5 3 % of e v s 1o 0% 3 3 6%
Inverdary Vanan oos 8.1 a4 @ 28 a8 &0
coas . . am
Rnodes Pharmaced tiosl $Mund| Recovery 14-6) (.75 188 a1 @
Tota) Cost of Goods 2oid [ 48,6 3 PR (] 1418 (] 1233 -3 112.00
a5 2 % o nat swins 57 P T P
[Famasaunt ELH EZE) TF e =3 EX|

(1] inermms e of 0366 fram 3.5% 104156 DRing criver Dy NZner net s siss ST £ eoes
(2 Higher cuer hmmd FecTEey o rEnGRSEting @nd disFlBuion valumes ingees e i Rnades (B2 R ey, (812 rmg ardt Austrails (50 7me:
(2] Far cornpesison 1 Sther Prarme CORMDAMS we woUl 505 royan expens e of 5.8% Bna s Npoing Warensis Ing costs of O B of et seies for @ D 2012 COGE

U ot et saies Of 14 4% BEnchmens comonnies (Mercs, FREsr, TR SrRKioe, AISOt St Farmest) © O S renge Man 149 10 2498 Of set s

BT BUB G vE. 018 Latest Extaiala: FEE Uatost Extiniats v, 2014 BUOG ot Fropasat

202 Busaet % REEE 2MZ Latest Extrnate N
Ntorial v1a.a RERY
" tirrm Ml retmted o Cog SOt (5115 mmi, Interrezzs (520 mm), it Mt retmte 0 Cagaantin (5112 mm) sna Siow Mag cost

Dfimanio (812 e mre Butrans (810 mm). AT U o LTy TR S I 1 CoTtra PRarmscsi B0 S mm

CAmen prrded by Fbodes Ternnoingies DRy Imuane aece ingeese
B4 mman Fudues O anede ST §0.3 ram.

Bupply Chain Sro Pasty AothitiesProd ot Dovelopment (5.8 |Anooes tr: v 1551
Fragcn carcsieg o seleymd LNt 201 4 releied o Dhoa, BN s Rt InCre s & 11 Ouernemd recovery of (84 § mem 1o
Butnrs snd Comos Aty mw of Rihodes 2

ecduet
carsven by MSER s for ecms e iy ARAR mUncn, Recmery B 1004
VirisDie an  pOrn of fmd cuerhesd

DU PO £ AUSIEale: InCremse In avertesn sy of (84,0 mm o

Heagoount mistsa aosts 03| et rg af S e s s e Grosuns dreen By Nigner

o pesltons, ¥ sining & tral VR s the ot Gourtries bl ng S URRared Wil exceed 20 0 2014,
Wagos and Fringe 9.9
Fios itare Tars e s UBRGN Frogact B eezs (5.7 mim, Erpioyee

Utiities 07| |Benetn (543 menj, snd Progurenen & (T re-cganzsions (807 men

Lawer utlitties deteen by mflder winter and 3 ummer mants et praddmd Gy himnt §1.3 ror ard ©oen aos o in 5013 50.7 mm.
Bupply Chaln Sra Party AothvitiesProd uck Dovelopment oz
ki iesn f e B Stage 3\ IGRHISN reauirene ot of Key 3d party

Other 02| |suppiiers 805 men, Bur e Active Preree cewtics | Ingred et

Valldmtion for & hernote s upater (Mo roap) 50,2 rm, and Coiece 5 e
v s ter o MRUEaRG 0.7 e,

A e 1.1

2012 Latest Extimate E) 1439 ] [2014 Budget Proposs) 8 1sze
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» L]
2014 Budget Proposal - Selling and Promotion
Pk 2013 Latest 2014 Budget .
M ACT 2012 ACT Fhchpen Estimate Proposal Variance
Operating Expenses (SMMs):
Warketing $ 756 & 96,6 $ 105.9 $ 91.9 $ {14.0}
Field Saies 137.9 1876 168.2 164.0 (4.3)
Sales Support 10.7 13.0 14.2 128 1.3}
Cecupancy & Depreciation 5.2 54 53 54 o1
Task Savngs - - (100 {16.2) (3.2)
Transcept Contribution - - 8.6 - BB
Total S&P $ 229.3 $ 031 $ $ 275.2 $ 258.1 $ {17.1§
Met Sales - S $ 22225 & 22009 Eo24nE $ 19875 5 1.534 4
8&F a5 g % of Net Sales 10.3% 13, 8% 13 8% 16 8%
w13 2013 Latest 2014 Budget "
AN ACT 22 ACT Eiudeferer Estimate Proposal Varianca
Approved Headcount:
I arketing 49 53 el 83 53 -
Field Sales Bid B9 &7 671 661 {10y
Sales Support a 32 K 28 30 2
Total S&P 740 754 P 752 744 )
Maote:
Sales Representatives 7/ 526 525 biws] 525 526 -
(1) Intermezzo CSO Reps not included in Purdue Headoount (2012 Budget = 275 Reps, reduced to 90 Reps in Dec 2012, reduced to 0 in May 2013.)
24

P:\Finance\Share\SalesData\Budget_Fcst_Strat\2014\2014 Budget\S&P
Expenses\[Consolidated S&P Summary.xIsx]S&P by Expense Type
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2014 Budget Proposal - Selling and Promotion

2013 Latest Estimate S&P Expense
Salaries and Related

Sales bonus budgeted at target

Elimination of Intermezzo Contract Sales Force

Promotional/Product Spending:
Butrans
OxyContin
intermezzo
Targiniqg (pre-approval spend only)
HYD (pre-approval spend only)
Laxatives/All Other

2014 Budget S&P Expense

All other (Incl. underspend estimate, increasing from $10MM to $16.2MM)

$

$

275.2

(7.2)

(7.7)
258.1

25

P:\Finance\Share\SalesData\Budget_Fcst_Strat\2014\2014 Budget\S&P

Expenses\[Consolidated S&P Summary.xlIsx]
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(BMM's)

| 2014 Budget Proposal — G&A

Mo Resoupors
| Acclmiar Sevices

Cithes
2014 Budget:

2013
2013 Latest 2014 Budget
2012 Actual Bucgor __Estimate Proposal

GaA Expenses 151 6 AR
A Yo of Mook 69% & 59 1%
Hewdaount 385 i 3 (49)
2013 LE vs 2013 Budget: 2014 vs 2013 LE:
2013 Budget: 2013 Latest Estimate
Fxtprnad Adbairs Lovwer grant spending and corporate identity progsams Fosternad Al Redhuction in grasts and corporate daes.
Chuality Yiening of new bires, loveer prodoct complint processing, m Reeduction of 27 positions (52 mum) offset by an increase in outside services

Tevwer consulting B1 . vedueedd software maintenance, Boenses and hardveage supgon,

eraed aed tranicing, totuk of (52 ).

License and Business Loweer consulting spend (06) Lo Reduction of 7 positions
Dhevelogment
nugnenscr Lowwer business intervuption insuesnce apud reducesd safes () | Fiesen Resfction of § fill thne positions and one pap tme position, redoced

on other policies. wonsulting and ouside services
Cother Savings generated across all other deparmments O |Secoiy Rednction of 3 positions, ebminate RX Patrol, reduced grants
2013 Latest Estimate: $163.9 | |wap Hrchced expoliment expected in 2014

Redduetion of & positions.
Reduction of 3 positions.
Rech

s ety across all other departments, nclading Benefits

$163.9
+1)
(5.

i
[
(©.6)
@3
(4 8]
$136.0
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2014 Budget Proposal - Information Technology

Note: Includes total Purdue IT spend, some of which is reflected in the COGS line

(ShAn) 2012 201 2013 2014 $ Var 2014 % Var 2014
Actual Lriginal Latest Proposed Bud vs. 2013 Bud vs.
Bldget Estimate Budget LE 2013LE
People Costs $24.4 [ G261 $24.0 -$2.1 -8.1%
Mon People Costs 176 ‘ 19.1 182 (0.8} -4 3%
Total {includes MFG and R&D) $41.7 3 $45.2 $42.3 -$2.9 -6.5%
Meadeournt 124 131 1 104 -27 -20.6%
Y of Met Sales * 1.8% 1.9% 2.2% 2.7%
2013 LE vs. 2013 Budget: 2014 increase vs. 2013 Latest Estimate
2013 Budget: $45.6 2013 Latest Estimate: $45.2
Fositions open for part of 2013 (0.7} 4 5% compensation increase, eliminate 27 positions (2.1}
{staggered dates, all by June 30th)
All other 0.3 Heduced software maintenance, licenses and (18
hardware support
2013 Latest Estimate: $46.2 Increase in consulting and outside senvices to offset 1.7
reduction in headcount
Decrease in other consulting and outside services (0.4}
“ Industry average for IT spend as a % of sales is 2.9% Reduced traveltraining and hiring costs (0.3}
(Source: PISA) All other 0.5
2014 Budget: $42.3
27
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2014 Budget Proposal - Legal Department

Redacted

28
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2014 Budget Proposal - Legal Fees

Redacted

29
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2014 Budget Proposal - Legal Fees

Redacted

30

30

CONFIDENTIAL TREATMENT REQUESTED PURDUE-COR-00016056
NOT FOR CIRCULATION/COMMITTEE MEMBERS AND STAFF ONLY



2014 Budget Proposal - R&D Expense

2013 2014 2014
2012 2013 Latest Budget VS,
{SMnM) Actual Budget Estimate Proposal 2013 LE
R&D Spend S 3125 S 3773 S 2992 S 263.4 S (35.8
R&D as % of Net Sales 14.2% 15.7% 15.1% 17.2% 2.1%
Headcount {end of year Budget) 359 360 360 361 1
2013 Budget 5 w13 2013 Late st Estimate 5 2992
e rease)
(Decrense)
Br4s - Development spend not incuded in CAgnal Buiget. BNA - S difitional clinical s pend oo further program. 513
e - R une of Ginical spend dus to 2change in Fing stategy for ighes strength BUF - Feduceddinical/nondinical spendin higher strengths and pediatsic program (28}
program |5L5. 5 mam| af the phase effort |25 men| (554 mm | ffset by an increase in 2nd Gen (53.6 mmj
3t cuver BREACR Cronsts | SL4mm). Het reductions in other areas| 56 9mm) ) ) ‘
7 uen by defering spend n BUFDS tech tansfer and biosns ytic and drug suppiy HYD - al /1 spend due 1o wind-down of the pivotal studies {211}
st aesons w2 BUR programs. (526.1 mem} offset by increases in spend for the MDA compitation and filing/othe s
v re ical spend i (s25mmjto [EX (57.0 mam ).
laver yeacs, efimminasion of neuropathic pgin study [ S1.5mm) and fnvaeah’e ISR - Ingreased tirical spend due to completion of phase 1 Pilot K study a5 wel) 123

recanciiing atjustrents based on stuty coseouts (SLSmm. Cifsetting these

asinitiation of pivotal BE and sbuse potential studies ($3.2 mm). Increased spend
arnourts 15 2n increase in phase 3 safery studies due to tming/other [ 52 6mm). Lt P P udies (53 ! o

tar tech transfer and nan tlinical areas supporting the deve lopment efforts (S3.1
[\ - Roclueet o micad spend due o S owes enroiiment in the phase 2 POC studies (102 i ° ® f

o co andt BN, of Burn Inju ry FO! ‘ of coin Fharm o -
S7.0mm). Cthes spend reduct: ons dr ven by Tox and BA s ud (ONU - Fechoed clinical /nanclinical spend due to wind-dawn of pain-aniy studies {L8.7}
suppies/ather (53.2mem). (5133 um} and lower Regulatory spend attributed to 2013 WDA filing [52.4 mor|
ORE - due 0 loswer than expeded CROCO:LS in pediatric fas [(RF - Reducad ciinical/ nanclinical spend dua o change in scope of pediatric studies
studies ($2.90m). Cther spe ctions driven g support for the (51,5 o) and lower tech rarsfer and HOPE supportiother (S48 mm)]
HOPE, publications, etc | (587 mm). LA | owertech transter al support/other (1., . [3.3‘[
pend due to siowes enre/ ment and protocol changes inthe  (40.0) ORL- (nceeased clinical spend due to additional studies tosupport a new 4.7
e U pain + OICstu dies and deferring spend on the pain +CIC SHDA [545.3 mem . formulation atter completing the Phase 3 Deotal Pain study ($29mm). (ncreased
Off setting these amounts inere ase i clinical szdue to study timing and nonclinical spend reflects additional taxicology and dinical swpplies ($1.8 mm).
aif ather (58.3 e .
o Other a0 41 Other (112}
Subtotal 5 1764 Subtotal § (35.8)
2013 latest Estimate: 5 %52 2014 Budget Proposat 5 263.4
31
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2014 Budget Proposal - Headcount

32
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| 2014 Budget Proposal - Headcount

Met increase in Headoount
04 000 ot ma mm PP M4 Positons | Positions 18| Treypurn | D14TEIRE
Latest Budget Eiminsted in | Eliminated in horesse/
Approved Approved Approves Approved Budget s o i ot Proposed | Transters | | noCBR
B84 519 207 e w1 aT A (N E @ (50 1 (49
&P 1128 28 7w e Tn TR (Y 744 z 4 |
RaD 844 177 5w wm 0 It} 5 .
Totas s 7 17 18 18 18 15 @ [
Wenufacturing & Sopply Chain % o1 & 57 €0 5 (3 53 @ )
Wison 73 128 [E O T TR 198 @ ) ®)
Tregbum ) 2 a 11
Pres dents Reserve . . 4 5 K 1 1
Otrier 82 z 4 4 5 [ [
Fras idert's Feducion 24 5 24 (244
TOTAL 3,408 1114 1898 a7E2 1784 4777 1,69 2 (5] 12 181
Postions Himinated =95

Reconcitstion of 2013 Budget fo 2013 LE

MNote (1)~ Includes I rew positions In Corporate Affairs & Communications, 2positions athoGited from President’s Ressrve to Finance, 3 transferred from Supply Chaen o Corparate Procura ment, 1 transfer from RAT: and (2}
positions retumed 1o the President’s Reserve

Note {2)- 81rtemezzo relatad positionz were remaoved be tweer the 2013 Budget and the 2013 Latast Estimate.

Note(3)~Indudes 11T re-org , 3 tranisfers to Corparate Procurement and 1 transferre  to Wilson

Note{5)- The 2013 rmid-year update Included 3 tsrge tad radution of 25 poastians which ae achieved thcugh defaye d filing of apen postion: pending the 2014 budget process.

Pecongiliation of 201 24E to 2014 Budnet Propes el
fiote {4)- Teybum has beer addad 10 the schedule for 2014 & transfers within Tech Opsand 2 ae addiiona headasunt.
see fallowing pages
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| 2014 Budget Proposal - P&L — 2005 to 2014

(80008 4005 Achat | 2000 AGks) | ZUNT Actunt | SOUE At | DG Autiad | B0 Actus) | 201 Achisl | 2912 Actat iy [y
Gross Branden Produst Salkes 91,226,204 | 2766000 41,104,580 | 42668476 | 62,012,140 | 92 127,873 | $2,971001 | 82,004 506 82,211,605 | 93,368,787
Fon for gervics orss|  toram|  agrerl  ssery|  wsmes|  rszam|  cason|  esaem 3 (88,308 (44,444
Disoounts and 4 lkwances arussy  cazme|  wisan|  oerre|  esren|  @srse|  seazm| (e (39,4007 (5,300
Fationt B2y Ings Card Diseounts - - - o34aes[  czaan|  wsssn  wssrm|  wsace (44, BaL| (44,924

brtes on Brandsd Bales @aoser| wedsdy| (4sgsz|  pezisy| wesoexm| @1e3n|  pesEsu| (517808 (538,357 (870,098
Fraposed moutation adlustment forediosk rete s (2) - - - - - wopan| eezser| o2z wsotsl @y
chher 5,760 | 149988 80,9 41 18,128 37 24 EEren) 12,380 2455

Fesates as % of Gross BRnony Progut Saies 2.2% 5% aa% 5% i 2% 7% 7%

NET REVENUEE

81 NES | G645 | 1566026 | 2104085 | 2200 522 |

Cost of Gooax Bold uzazen| (sesssl (ovEcy| o sose 1185 930 (148 475
COBE 85 % o¢ Gross Blenoe Frosuc Saes (324 T2 3% T3 s 37 %
Royatly Expenss 44,508 &3 14,303 (24187 (53,342 1120 2687 pivc| vosTae|  (es, Tyl
BhippIng and Wa ehousing w7208 BanTY sat]  (ozss RERETd 1814 te En (10,1387] 18,307]
PROEE PROFIT 0688 HAEEEE | BT FATEATE T, 7R [ EVE AR

B4 (inal. Lagal Department but oxol. Legal Fassy aarsanl ossosl crenael  mzsasn aszgigy| 1260
Gad 55 % of nat Ranons 12.0% Ta0% 7 B0% 7 7%, 60%
Lognl Fees s 3s0| (e03sw|  Ee3sm 7RO, sr.erE| (2528
Fes saaroh and Cevelopment ARt TN RH e 20449 @enzary| (28,411
0 Othar - Milestone and Atianoss (1) - - 1453 43 At s, 5277]
REDEs % of rat Fevnons 33% Te% 0T 5% e
Abbott Commizson @v.ezn| sz - - - -
@ty ana Fromvotion w7 g0l ol eorw|  ossgss 275,19 (258,300]
267 8% of rer SEaruns 5% 2 o%] Tred 5.3% 273 J8.5%,

27290 (28,751

CHPE RA TINGS EXPE NS ES:

Opamiiny Sxgenses 2z % of NEt Rewenaes

2584 25 8 % o nat Rewenans 268%) 2%
Rnodes @eTH  (EIBH - - - - - - - -
[DPE Rk TING Mié ROIN BEFORE INCENTIVE 8 BETTLEMENT 8 o478 287 SE1EIE s34 1488704 20T 2H8 1524208 1,214 800 1062 788 BR&2ZL B04,608 B9, 14D
[EERR TG MR SEEORE MOENTNE 2 SETTLEUENTS . T T T g ST Ly Eoias o b
Insontve Borus 2.7 129,53 | (43,65 4] (20774 33,2037 32,7 44 (23,0847 i g1 {3%,300;| 139, 500
I ranne Inoame. &0, 23820 1718 B782 15,883 59t s80
Bottiement Expanse 4100 ongy]  (BS 4 43) (AARE (A0 415 r.azs; i2.evayl
[ TEXTA L ANCENTIMES AND BETTLEMENT 2 AT TERY] AADR A T [CEX AT (4 R Hﬂﬁﬂlui 127 a2 [EEXITT
|cPE RA TING. PROFIT MARGIN 947,472 | (esp02)| 620796 | 1084720 | 4600844 | ez | 1,208712 620,262 267,186 £E4,480
Clsratg st M 85 % of nk REAOIRS e ez v #5% 0% n 7% 45% s iy 0%
Otheritems.
Royaty Inoome . ex U aa2e8 | Em.a80 74,488 781437 £a7Es 21287 22.981 40882 28,021
EXURExponses (43,259 15881 1 A5.F93) {133,408 {1325 48) (85 0523 181,742 (198,374
Other ax-Ug sxpenses - - - = - {98 D28} {12,136} (18, 0287
Cne T e Charges Other tems ABE)) [k e 124477 @.4as; {41, 840 @164y
Qein on Ledintty stock - - - - - - 124,881 B
Intorest Income, net | 535 ase 1384 72 173
TOTAL T HER ITEME T ARTE] AN aea]| (71809 (68.e88] %080 P YT
PROETAO82 BEFORETAX #1.950.001 | 91.602,020 | 89 472087 [ 91,046822 | 91000868 | 7 vrvzes | sesr2a0 |

Footnoses
1) RED M liestanes 8N 4 lisrce s era (epord In e “Otoee ke 0 2005 and 2008
201 40 2010 a5 R AZcros o N DECAMDEr 2011, 70 DATAT e e aCONOMICS 0fow SAFNINGS. Tie ATuTTNENt Was rasliocsted I

3010850 2G11 @ Hoow 1 MDA OFEhE NG HEr RGBS 05 (e NAS SETES aCErUng BLI NZHer i when the new BITRIVEAN Of
Orfony e BUnCNes. B e OIWEsE A NS, N8t SMES WO M PEL Smtements wik notte 15 Drewusly l1sued repors
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2014 Budget Proposal - Net Sales — 2010 to 2014
OxyContin Price/Volume Roll forward

2010 vs. 2011 vs. 2012 vs. 2013 LE vs.
2011 2012 2013 LE 2014 B
Opening Net Sales $ 23501 (% 2,2225| % 2,200.9| $ 1,987.5
OxyContin Volume and Mix (310.5) (178.4 (254.3) (451.5)
OxyContin List Price 147.2 103.2 101.6 90.6
OxyContin Other Price (10.4)| 50.7 (81.8) (109.0)
All Other Products 461 2.9 211 16.7
Ending Net Sales $ 22225|% 2,2009] % 1,987.51 % 1,534.4

($12.4MM).

Note 1 - Variance from 2013LE to 2014B primarily driven by Rebates Rate ($102.1MM) and Savings Cards Rate

35
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|2014 Budget Proposal — G&A Headcount

Ga&A proposed headeount decrease of (49) from 2013 Latest Estimate to 2014 Budget Proposal
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| 2014 Budget Proposal - External Affairs

(SMIN s) 2013 2014
2012 2013 Latest Budget $ Variance 2014 [ Variance 2014
Actual Budget Estimate Proposal vs. 2013 LE vs. 2013 LE
State Government Affairs (SGA} $10.7 3115 $11.0 $9.1 ($1.9} {17.3%)
Federal Goverrment Affairs (FGA) 35 358 35 34 0.1} (2.4% )
Public Affairs (PA} 52 71 6.7 53 (1.5} (AR Y
Pharma Fund (Fund} 1.0 1.9 1.7 1.1 0.8} {3.6%)
Total: External Affairs $20.3 $24.1 $22.9 $18.8 (%4.1) (17.8%)
Headcount 18 18 18 18

2013 Latest Estimate vs. 2013 Budget: 2014 Budgetyvs 2013 Latest Estimate:
2013 Budget: $24.1] 2013 Latest Estimate: $22.9
Reduction of various Helathcare Allance State Governrrent prograns (0.5) |People cogts'reduced Pediatic consultant (0.1)
Reduced organizaional grantsiprogrars/dues {1.6)
Reduced Safeguard My Meds carrpaign and Infermezzo consuling fees 1. 4% Reduced Product Marketng Support Consutting fees AR
Reduced Corporate {denfity (Ant-Diversicn campaign spend 0.4y
Fharra Fund grants giveback 021 |Reduced Priarms Fund Grants 10.6)
Al other 0.3}
2013 Late st Estimate: $22.9 |2014 Budget: $18.8
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| 2014 Budget Proposal - R&D Expense

1SMINY
2013 2014
Latest  Budget 215 16 2m7 018 2019 220 2021 022
Estimatz _Pro, | _Estimate Estinete Estimate Estmate Estimate Estimate Estimate Estivate  Total
Butrars

BUF - Bxsting Srangths 5 108 § 86 § 91 & 04§ - |3 - 5 - s - s - 5 - § 290
BUP - Add') Srengths 7.3 1.4 0.8 0.8 - - - - - - 101
BUP - 2nd Generation 1.0 62 148 33 - - - - - - 254
Totzl 19.2 18.1 24.9 4.2 - - - - - - 645
Hytracedane (HYD) 65.4 405 28.9 16.6 116 0.5 - - - - 164.9
Targirie (ONU; {3} 8.3 0.4 364 8.7 &4 -2 25 - - - 047
Loxy ADIROCH 179 135 0.8 - - - - - - - 322
Onycentin 255 28 47 6.2 52.3
CRLAT - Shionogi {2} 28 T4 18 - - - - - - - 120
TREYT - Purdue {3} 137 12,5 48.5 13357 1Ms 581 138 &6 - - 287.0
TRPVT - Shicnogt {4} g6 5.9 187 - - - - - - - 2
MEC - Reformulated 32 21.2 242 - - - - - - - 487
EbEA - Eilinds 32 5.4 51 08 - - - - - - 14.2
Total Development Projects 2393 2049 1904 65,1 1214 659 16.6 6.6 - - 1Me.7
Diswowery (5 225 218 259 267 275 283 282 3.6 30.9 e 2764
Al Cothex (5, {6) 481 58.6 1.4 3.2 54.8 410" 320 17.8 77 78 3843
Totat R&D {before Underspend Estimate) 3115 2881 2777 285.0 203.7 135.2 777 54.1 388 398 16814

Underspend Estimate {12.3) (24T} (15.0) 10.0 15.0 20.0 70 - - - -
Total RBD $ 2982 $ 2634 § 2627 § 2650 § 2187 § 1552 § 847 $§ 544 $§ 386 § 198 $§16814

Hote 1: Includes clinicslnanclinics! sxpense relsted to DIC 5 tudies
tlote 2: fs s umes thet we progress the CRLT program though Dental Pain study stage gate. Note that ccs ts for Shionogi collaboration projects ere st 50% in ecoardance with the
contract

Hote 3 Assumes post herpetic neurslgis phase 2 FOC study fevorable: eading to phase 2 POC for disbetic: periphers| neurapstiy and subsequent phase 3 studiss

Note 4: As sumes that we progress the TRV back-up program thiough IND filing to Lead program [TRP\1 - Purdug) decision point

tote 5 Dis covery and All Otves impsct futlee years . We 55 Lme annusl growth bes ed o inflaticn of 2%,

tote 6: Includes Gost not allocstad o s pecific development projects or Merket Support (cther than pedistric Bnd phes & 4 clinical s tudiss that are budgeted specifcslly in the
projsct budgets). Reduced in out yesrs due to the decline in project s pend
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| 2014 Budget Proposal — S&P Headcount

Coentruects

2012 2014 X
lnt B T
Estimste Propessl
Hales 815 208 @
Seles Teaining 16 15 )
Swles. O per ations 12 15 3
Waark eting 8 o4 1
Wansged Heel 2 - @)
Care & Wenaged
har eting
St ategies
Weneged Werkets 19 1% )
Contracting & Ops.
Al Othes k) » -
Furictions.
TOTAL S&P 752 744 @,

1- Coonminatar- Thizis 3 nequest to covert an unk udgetad Inter budgeted headcount curres fiied by Sue Vosier. This
position wi be responsite far muitigie Saies Cperatans deliveraties and data management/varidation of the faZawing weas: » Generate, vaiidate and
pubZsh weekly, biweekly sng monthiy iter tive Savings Rrograms data snd reponts; & Vouchsy, Sampie, Savin i card 3nd et progran fepots
for ! brands. s Generate, vaiidata, and & Saings Brogram re ports » Respon sbie for purchase arder tracking and
nvoice managament for muitipie pragra ing ouer S40 mi%ian Savings Cand, 2 Voucher, and Letter Program vendirs -,
data management and Gecsion SUPPOrt .« Un derStaNds ing LK s reca ved from varous mtena stakeholde s e ate d 10 The AXEFNAtE Saving:

ragams. » Responsibie for the monthiy creation snd distriur Ve ntery fe ports. s Create ester s for sarings card and SRF disvibuton
= azsistwith elearming L surveys, 2, and Incasting tracking test resuits.  Serve 3 backupto SAP no charge order

- Last year we added the Ares Dissctor pasition (2] within the P urdue Saies Force, but 63 nor apprave 3y additons?
adminxtrative support for these twe indvidu 5. The Are s Ditector inveives manag ng rouzhiy ane-haif of the Purtus Saies Force o mugh’y 300
neEvidu . We have Bn en oo Us BMount of GATA 10 Use 10 BSLESME N Market potenta and evaluate perormance atthe rsgiona), Gsic and
cepresemative ievel, The e Director does not have the Bme 1 desp dive inta each of the indivduas sress they supervise. The objectve of 3 singie
an shaved amang the two Ase s Disectors would be that rather than regu/ar s0mi nistrative suppa’t we provide &n anaiyzt detieated to con dueting
and preparing standad reports 5 we 25 ad hoc anaiyss of market tran ds and penetration and swes force effectveness a3 Evels 10 batter
prepare the Area DireCar ta a0 ate W MaNaRe h/3/Mer bl siness uit

anay:

1-% Product Manager - The adgtion of 3 Semer Prod uct kanager wou id provide needed support 3nd expertize in order to deveiop the faunch stratag)
and execute 3% he necessary pre-aunch actvities needed Tor Targinig,

* There w be Sgnificant deveiopment of few work strasms 1o fre pare for the [sunch of Targinig in osde tx hetp ensurs sucoes:
ncuding: Market Rese arch, Devslaproent/ Exscution of varous promotiona Smitatives sequired for aunch, KOL Devsiopment, Advisery Boards, Speakes
Traning, Crassfunctionsi Leadership - Wor kwith various de partments (e, Saies, S3ies Traning, Medics: Affains, Market5tategies, Medica Services,
Financa, Fubiic Affairs, Project 0 ensure the organzation & gicaly @igned in effonts # ercaize Twgng andto
continue the suceess of the OnCantn franch
« Based on resewrch conductad by TEas, vith
fnan3gars 1o zuppart  produetizunch. In seme
nateatial

than L5 months to taunch  productin the US, pharmace utical compan
ancas, compan e have muth highas headzount te zuppart

s typicay hive 3 brand
aunching poaductwith b ackbuster
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| 2014 Budget Proposal — R&D Headcount

20"_3 DY remer
Latest  Budget Comments
o (Decrexse)
Estimate Proposal

Qutsource 7 8 1 1- Contracting Compliance Specialist: THis ro)e will support 3 newly reguired work strear. This role is respors isle to provide aralysis and

Manapernent reparting support 1 Camporate Compliance e garding Health Care Expenditures as perthe (aws enactedio the US and ather coutries andin
particular the Uaited States Sunshing Act Rational Physician Payment Transparency Program: Open Paymaents.” The rule will retuire drug and
dewice manufacturers that recefve gove meent redmburs ements to collect data on gifts and payrments 10 teaching hospitals ard phys iciars,
startingan August 1st, 2013 and continuing ye arty thereafter, Within this new wark steeam, the manufacturers will repart the Augustto
December 013 data to CW5 ty Warch 31, 2014, which will then become public on Sept. 30, 2014

Healh Cutcomes 5 g 4 1- Head of Payer Seientific Ligisong : New capability sdded ta Purdue. Description of groups function is below.
3~ Payer Scientific Ligisars (PoL) - » Choervigw: The decisions that payers make with respecttolisting drug peod uets on theirformularies anert @
greatinflugnce on the vititiate core erdial suocess of those prod uets ~ and payers are incre asingly Semanding information beyond that which is
required by the FDA. The heacof the Payer Soe rtific Liaison tear is responsible for leating the maembers of the PSLteaes, establishing team
aned indeidu sl objectives in coflsboration with the cormercial o rganization, developing peformance indicators and measuning progress toward
the achieve mentofthe team’s objectives. The posifian will alse have resparsibiities for leading saentific cormunication with assigned
payers organizations todemonstrate the value of pharmace uticals and he alth care solutions. Communications include approved scientific,
medicat, financial, and seanomics datathat will be shared with farmulary decision makers, phamacy directors, medical dirgctors, their adviserns
and otherentites wha make orinfluenc masket access decisions. The head of the Payer Scentfic Liaison team will communicare back 1o the
R&D organin ation appaunities 1 di monatiate value and guide the design of economic analysis and dinis| programs that demnrstrate to
payers the value of markete dand pipeline products. « Staffing levels atcomparable comparies: Boahringer Ingetheins is currerithy recruiting fur
an Brecutive Directorto headthe HEQR fieldtear. Boetidngeringe (heim is currently reoruiticg for dicectoc)eve| HEOR fiekf te am. The acconcts
assigred tyindiidual PoLs will e L1 mauhed 10 the sccounts of the Nation 3 Accaurt Brecutives.

Dscovery 53 52 [§1]

MonClinice 55 54 4

Project kgmnt 2 18 [

Health Pelicy 41 4 [

Al Cther Functions 179 17

TOTAL R&D 0 260
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2014 Budget Proposal — Tech Ops Headcount

013

2007

2014 Budget Pasition  Treykum T{fﬁrn

Latest Comments
Approved Esfirmte Proposal Elimirated  Transfers Requests
Tikowa 90 18 18 - 3 -
Supply 501 &5 53 - 2
Chain
Wilson 138 202 196 2} 4y
Treyburn - - 11 - 9 2 2new professionals and 9 fransfers within Tech Ops
TOTA 275 275 275 ¥4 - 2
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2014 Budget Proposal - P&L Ratios Compared to Other Pharma Companies
Annual Data As % of Net Sales

Pretax Profit| | rR&D| | SG&A

Purdue US 2012A 45.9% 14.3% “24.3%

2013LE 42.6% 15.6% 25.8%

20148 24.8% 17.5% 29.7%

Endo 2012 -24.5% 7.5% 28.1%

Allergan 2012 26.4% 17.0% 38.9%

Forest 2012/3 -1.4% 31.1% 50.3%

Abbott 2012 15.7% 10.5% 29.7%

Pfizer 2012 20.5% 12.4% 27.6%

Eli Lilly 2012 23.9% 23.4% 33.2%

AstraZeneca 2012 27.6% 15.3% 33.8%

J&J 2012 20.5% 11.4% 31.0%

PFeers (17) Median 2002 20.0% 16.9% 29.7%

{1} Includes Legal fees and Health Care Reform Fee
42
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2014 Budget Proposal - Gross to Net Sales Reconciliation— All Products

%691, X iof %0
S 2EActuat ke IR ey 20 gt sales il oy
ot Soibden % 29702 J00.0% 4 KM, OO 09 § LA20 Y 200, 0% 4 ERITN 100, %
Varlatbe Deductions 16,3 9% . %% / 5.4% [EEE 5,906
Rehites:
Connnreia Pasa 2040 nry a0
Wi Part O [rE¥] [EER 1905 105
et Part 13 - Coverage Gap® w28 IR 5 ¢ 4w 0.8
Whind il JLEN v 712 i
inspasct of Propnssd Regulation X 540 5
FRICARE 322 IER 18.3 6.5
Hessgshen 0.5 &3 L¥3
Trade irveotory” 5.2 : (16.4) [ B!
Yotal Hebates G148 20 7% B0 28,29 : 5504 pra 50616 . 5%
b 12 0.9 25 003% T ag @25 2.0 A
et satus SR R R G, R EUUGEGT TR FTheers TR TR U

() VA B AULTIONG represent Fee Tos service, prompt pry GRTaunts, patient Savings Casd expenss or change in the muenaes or fulure returms of praduct
waree aroed 59 - 695 with thir exception of 201 Actuat detver by AIEROT reEures eseree for OryCoti e Foetts

fal frotarr teesbida areed Y

12} Mnslicare Part [ Coversge Gap (f.e., donut hotal rmereasing sEndcanty due to o number of Laetors nciuding an
Brarded s in e coverage gag 1 OxyComin (o rep s arger e f e gl e,

(0] Do dhniel Business retlEcts decreasing UtlEation GHSER by Fgher OxyContin o rses.

(5 Traet leventary reflects Soiustrnent 0o Chunges in e isventary fewel.

65y O AT AUTOr 2 Ed gererts transter price aargin undier CongComim stk
de T ity veryalty e

e

me sarmed under various o

preemets

TS T i 2OLG Budet Proposal) snd Watson MS Contin agreerme

ariabbe deaductions

Part o prece incraases and fewer

t {in 2L, s el

Roflforwand of Effective Retuts Bt to the: 2064 Budget Peogpasal:
2013 Budget
(Change i Bayer:
ey Canten bughr thrs articspatad Commeresat sibes Rrman by Cacmmark,
oy CErten Opturm 08P Frmmabary s
Oy Contin tughe thie w Frart U3 gibbavs, {6 i It Ermvestan ard Carenari)
Mt Part I Coneenijye S DISCHITT Expe i
Lonser ChmyCormtin Wi il halus, st By Watyor forubary wir
2003 Latost Estionate
CHyYCOATIT INCHORE I MGGHTARE Part () fates (Benacdy Optas Medicare Part D from 23.5% to 50.09)
QuyContin bradicaid mpact (Frimanty Bt Price imeact of the DayCantin suthonzed generc settlemants)
Mg dicare Part O Covere Gap DISCeunt Expeme
Ot
2014 Budget Proposas

tuen and Prime)

it e

A

6
0%
1,99
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@,

265,50
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| 2014 Budget Proposal - Third Party Milestones
Expense — US: OxyContin

(M sy
2009 & Prior 2010 201 2012 2013 2013 Latest 2014 Budget Cumulative
ACT ACT ACT ACT Budger Edimate Proposal Payment
Grunenthal:
Contract Execution $ 228 % - 2 - 5 - § § - $ -
Broad Claim Patert (assumes patent issued) - - - 13.2 . - -
Further Claim Fatent (assumes patent issued) - - - 8.5 -
McGinity:
License Fee 5.0 - - - - -
MDA Filing in LS. (OxyCortin} 1.0 - - - - -
ND& Approval in U.S. (Oxy Contin) - 4.0 - - . - -
Total Milestones Paid!" $ 298 § 40 § . $§ 198 § - $ - $ -
Milesione Amortization Expense® $ 238 $ 02 $ 06 $ 42 § 4.2 $ 4.2 4.2

(1) Ex LIS milestones paid or to be paid by the end of 2014 tatal $27.3 mm (Gunenthal} are not included above

(2) Wilestones incurred prier te FDA approval are expensed immediately (100%). Milestanes incurred at or subseguent to FDA approval are amartized through 2017
{over their ex pected useful life)
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(36m25)

GROSS SALES "

MNET SALES.

GROSSPROFIT

S&P EXPEMSES
Warketing Expense
Sales Forcs Expense ™

TOTAL
OTHER EXPENSES ™

PRODUCT CONTRIBU TION

Motes:

COGS (30 6 mm),

2008

%

10

| 2014 Budget Proposal - Historical Laxatives P&L

% 2011 2012 % 2013 Latest % 2014 Budget
Actusl __ Sales Actysl  Sales Actsal  Sales Actual _ Sales Estimate _ Sales Proposal

$ 52.2 100,056 48,1 10008 § .1 100,086 B15 f0m  § 493 0o § 5K
51.1 7.5 46.9 7 59 50,0 H7. 438 54.8% 479 57 3% 49.3

420 B82.1% B9 76, 596 »Y 77 7% 376 TEF% 364 75 8% 6.2

(118 2 (5.5 329 (3.8 e (143)  2693% (154} 320% (14.5)

B2 121% B3 1 3.9 7.7% 45} 955 07} 1.4% [k}

sy B @ 6 7T % on)  388% 180} 3% “5.2)

(112} 219 (12) 2% 0.3 25% 0.3} 27% (0.8} +.7% (08

s 127 4.9 13.0 &% g 8y 35.8% 173 354% g 195 o g 20.2

et

co-op

G

(1) Lawatives includes Senokot, Senokot 5, Colace and Per-Colace Brands. The Gross Saks impact of product diversion s estimated at $2.8 mm i 2013 and $1.0 mm in 2012
(2) M ark etirtg expenses incude consumer

41.0%

and agency Bes, samples, coupons and others. 2013 Latest E stimafe includes samples resarve transmad to S&F fom

(3) Sates force expense incudes cost ofoutside sales agents (Acosta). In2012 and prior Laxatives were detalled in a tertiary position oy sales frce.

(4)Cther includes estimated RE&D market support across i edical Senices, Dug Sakty, Regulatory and other support bncions. 2008 Actual includes $10.0 mm of costs refated to product recal and
qualiication ofPurdue C anade

45

CONFIDENTIAL TREATMENT REQUESTED
NOT FOR CIRCULATION/COMMITTEE MEMBERS AND STAFF ONLY

45

PURDUE-COR-00016071



| 2014 Budget Proposal — Butrans Inception to date P&L

(5’5}
2009 &Prior 2010 we % wmz % 2012 WMILaest % 0M4Budge %
Actual Actual Achaal _ Sales Aol 3 Estimate _ Sales Proposs) _Sdes  Growth
Gross Saks 3 s - T8 5 1128 1447 s wah
Fee for Senios - - (1.8 (2.7 {30y 38
Sales Dise. & Aowanoas/Savings Cars Dissourds ™ - - (46} 2% (198) (2 [ 4% (138 B 2%
Fetates ¥ - - 31 (61 172 @57
Net Sales - - 569 28] 1103 155 %
OGS - o [z 8.3% (a0 15.5% f#5.07 [CE I+ 54 114%
COGEShiping & Wershousing - (0.8 (693 8% " [-2%) 78
oyl Expensedinar. of Miesions Pimis, - - (4 (45} - &%) 75
Gross Profit - oy 457 78 ey %9 200
Product Spending - ®3) 208 25.5% 053y 125.9% 75.0% @7 S EB 6ANN
Metzting Expense oo ©7) fri:a 7 0.4 219 (23.7}
SalesFore Bpenss ¥ [ 00 227 855 768 {644
Other Expenses
G & A Allocsban af 6% of ret sales [ o0 (34 {59 186 27
Lagal Fees ™ 00 02 (©7) {08 fix
RED Mssber Support ™ 00 9 222 [#7.9) [156)
Health Care Refom Fee ™ - - N (13 (16
Procuct Cartribition S - 3 mem § QoY -8B § sy 06 5 wow 28% § 58 4% su%
Pre-Launch RED (48t 2) - . - .
PO on Highes Strengts and 2nd Gansrabn Fath - 81 135 (240 e -
Net Cantribution $ (46127 3 ey 8 [446) 6% 8§ qmny) N6 5 092 K% § 58 42%
e

(13.ower emenses ofier 2012 reflects decreasing estimates of muums ofsethy oreasing savings 0316 discout expense

(2o rase in blnded rebate e fum 11 9% 2013 10 18 9% 1 2014 & pdmarik vae 1 (57 formulsry wirs i Medicare Par D aad commertis| {4 4%). ) rignerhiedicaid rebstes foe o iBGon adjustmentand estofios being bwered 2sa resultad
sdditinral pice protection mbaws a5 3 Rsut of 2014 srice inceases being gher tan e pnce reset (0.8%) (o) sddiion s prine wraneation rebates on eumme reig| ane Medicere PartD (1 0 {6} nigner Medicam Pant [ coverage gap discount
anpanse {0 4%)

(3)The increase inblended rbate rate fom 9% inthe 2013 Budgetto 11 9% inthe 2013 Latest £ s due to higherC 1 1% Medco. 51 Siena and Ewis
(0 9%; and vigher Wedizare Pat D Coverage Gap expense [0.3%)

(4 Rmratyis paic o LTS & 3.5% ofnet sskes

(5 Wintketing epenses inchide madketing edusation gmpzans. maket research 8¢ agene e atient savings trY admin fees, comentions and olnec specis) pomotions.

(@ %8les e skacation i based uaen call ros Ko and costuer cad Bumns wrimary calk e weignted at82% in 2012 Acwsl 58% in 2013 Latest Estimate end 334 in 2014 Budget Proacsal

(7)Legaliees oover o eigation scdiviies. msporses b Psagran 4 chalknges and document reiew costs

(8/RAD 2014 Budget comprises Butrans pediatic pogram 3.3 mm| PLUFA fes (3.8 mm ). 2lbcated people costs aooss sl of RAD (92 %mm) acverme eents and prduct compbints processing 4.1 mm) and 3l other (33.5 mm),
(31 Represents Fumie's partion ofthe $2.8 bilios indusiry fee. which is 8locsizd 1o Butans based an estinatd pres origtion drm sales 10 P gove mment

TRCARE z3ks {0 6%, higher slended moste rates for commeiak
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Mete 1 - 2014 Budoeted Gross Sales are estimated to be betr sen $TOMM-S11MM. Product Contribution s expected 1o be ek even
Note 2 - Incresse from 2013 Foecast due t bigher PDEs & 3 resut of a) Tartiary cals a5 % of prirmary cals at 0% vers s 35% in origived budoet and & Limited Iierrezzs Primany calls in CI3 and Q4 201 3 (approwdrmately
tiote 3- Reflect uofantmilestone avments (S25kM oaid in 2002) and P payrrent for orane bock istinas (5200 paid in 2012

2014 Budget Proposal —~Intermezzo Inception to date P&L

3085
1445

MiA

2010 201 2012 2013 2013 Latest
{$Mg} Milestones Actual Actual Actual % Sales Budiyet Sales Estimate
Gross Sales $ 165 & 58 $ 138
Fag for Senviog 04" ©3) §
Gales Discourts & Alonarces (99) 6% ©0) |
Savings Cards Discounts 08y J’ {14)
Rebates 0 z 03}
Net Sales 56 4.0 18
COGSGhipping & Warehousing 24y 43 3 {36)
Royaity Expernse 108 +19% B4 17
Gross Profit 24 338 6.6
Product Spending {48 {300 {788} HiA Hi#A {50.7)
NMarketing Expense 09 {18) (30 {334) 310
Salen Foroe Expense- ISF 09 00 o 481) (105)
Sabes Force Expense- SF Aflecation 02
(Nete ) ]
Other Expenses
G&A 00 on 0o o2 {12)
Legal Feex o o 00 (Q4) G 1.5
RED Market Sepport 0o 0o og 27y G 15
Trarscept Coribution - - - - 2o &5
Ofver Expeoseddiestones (Note 3 (450 00
Product Contribution s 145.04 (1.5} (3.0} (79.4 [ S (195 Mih $ (38.7)

HiA

Proposal

2014 Budget

See Notet
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2014 Budget Proposal — Assumptions

A, Sales
OxyContin:

1. ERO market and OsyContin Rx's @) are projected as follows:
2011 2012 2013 Latest 2014
Actual Actual Estimate Proposed
Total EROQ Market Rx's 26.0MM  2640MM 26.1MM 25.0MM
OxvContin Rx's (a) 6.1MM 3.8MM 5.5MM 4.6MM
OsvContin Share of ERO 235% 22.0% 211% 184%

(a) Restated to correct for a 6% overstatement recently acknowledged by IMS.

2. QxyContin price increased by 5.5% in February 2013 and is budgeted to increase 7.0 % in February 2014 resulting in a NetSales
increase of approximately 580.7 million net of all expected rebate impacts. The following is an excerpt from the supporting
documentation for the Board approved price increase recommendation:

Gross Sales impact of 7% price increase effective Febosry 1st 1404
Impat on rebates:
#lended rebate rate in unofficial cuthook of B6.3% or norease i safes 1
Imgact of mflation penskty oo Mediceid rtbates f15.9)
Impact Of price peotection on Medicaid (etates (e )
pratection (ebates lowsr “Best Price” which incresses Medicaid

rebates)
Impact of price protection on commencial rebites {3 da%
Impaet of price geatection on Medicare Part U rebites () %
Fee For Service {5.0)
Sales scounts {3}

Net Sales tmpact of 1% price increase eftective February 1st
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2014 Budget Proposal — Assumptions

3. Branded competition in 2013 includes Opana ER, Exalgo and Nucynta ER. Embeda is assumed to be on the market in 2014 and
per Pfizer’s press release minimal norcfield force promotion is expected so minimal impact is anticdipated.
4. Major events /assumptions impacting the forecast include:

& Opana ER from Endo has two non-therapeutically equivalent generics on the market - so promotion on the brand is
expected to be light.

b. Exalge from Mallinckrodt is expected to have generic completion on three strengths in November 2013 and the fourth
streng th in May 2014 under a patent settlement agreement with Actavis - so promotion of the brand isexpected tobe
light.

¢ These generics could become new managed care offerings preferred by payers — putting further pressure on Purdue
brands.

d. Purdue’s 525 sales representatives will deliver 758,164 sales calls in 2014 with a 6733 primary call split between
OxyContin and Butrans (in 2013 the estimated call splitis 275,849 / 406,556). This is up from 698,225 / 18% OuxyContin
primary and 680,970 / 40% OxyContin primary sales calls in 2012 and 2013 (September ytd annualized), respectively. As
a result OxyContin primary sales calls are expected to increase by 308% ard 81% versus 2012 and 2013, respectively.

e Losses in OxyContin managed care coverage inchude United Healtheare MAPD plans effective 1.1.2013 (peak loss of sales
of $60 million), Medco PDP plans effective 1.1.2014 (peak loss of sales of $46 million) and Humana commerdal plans
effective 1.1.2014 (peak loss of sales of $11 million).
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| 2014 Budget Proposal — Assumptions

f. Settlement agreements with Actavis, Ranbaxy, Par and a contingency for other possible settlements will resultin a gross
sales reduction of about $261 million in 2014 and a net profit reduction of about $200 million.

(5000's)
Ranbaxy Actavis Par Contingency Total

Gross Sales 1 (74,0454) & (1394381) & 27,0778y & 20,7252y & (261,286.4)
Deductions:

Fee for Service 1,498.7 28222 5481 4195 52884
SDHchs 1,488.3 28027 5443 4166 52519
Savings Card Discounts 13965 2,6298 510.7 390.9 4,927.9
Rebates (exchuding Best Price impact) 19,1015 35,9709 6,985.2 534635 67,4041
Proposed Regulation 1,066.3 2,007.9 386.9 208.4 3,7625
Mediraid Best Price Ispact (6,962.9) 13,112.1} {2,546 .35 - 226212

Net Sales (56,457.0) {106,316.7}) {20,645.8) {13,833.3) (197,272%
COGE and S&W (1,630.9) (3,071.9) (624.0% (477.6} {5,804 4)
Transfer Price 3,678.2 3,076.9 13746 10521 G4815

Gross Profit 3 (541097} $ (106311.7) & (198952 & (13,278.8) 5 (193,5955)

These and other settlements will impact OwyContin sales in 2015 and beyond. The 2015 impact is now projected at $230.5
mllion and $158.2 mllion, gross sales and gross profit, respectively.

Further actions anticipated by pharmacies, pharmacy hoards, wholesalers and state governments and impact of the new
label are estimated to reduce demand by 5169 million in 2014.

. The E2E sales force effectiveness initiatives are assumed to have a favorable impact on 2014 sales - adding $71 million of
gross sales to the 2014 budget.

@
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2014 Budget Proposal — Assumptions

3. Trade mventorv assumptions:
{at Gross sales value - in thousands)

It/ {

se) ion (nuentory £ WAC 5 4,004 5 (B9,435)

(1) Exchdes ospital/Other rnventens

@craase in inventory value from 12/31/13 to 12/41/ 14 dus to forecasted decling ir e mang resuiting from generic compatitian

6. Managed care formulary coverage is assumed to be as follows:

S (111,876 *

T il

Coammmrcial (2080w Hves) L] Anstumt (St 2015) Frresfipt bl
Fuane 1 (Pratarad) [ B, 896 23
“Hiawr 100 B A Wy
Rastrictud Accons % 5 5%
(e e Povmulpry o 20 5%

Medicars Part B (33mm lives)

Puadnrvac L B oy R gy
o raterrnd 1604 (£ 204
st oy B omimustaey WA Wi s

Explanation of Changes in Formulary Coverage:
1 ed Healthcare MAPD plans were remov ed from formulary, effective 1/1/13.

2. Humana shift from Tier II to restricted access, effective 1/1/14.
3. Medco/ESIPDP plans will be removed from formulary, effective 1/1/14.

2012 Actuat 20138 Latest Estimate 2014 Budget Proposal
Mamth ar ‘Wonttis an Morths gn
Galtars Hprt ollars Handt Oollars Mang
Whelesaler - Begmaing 057 213,167 122 176,003 0.91
Pharmacy - Begnning 0.6 215,911 0.6 223,639 116
Upening Trade Inventory st WAC $ 182 $ 489077 218§ 399,662 207
Whatesaler - Enging 273,167 Laz 196,003 051 123,676 0.5
Fhacmacy - Erifing 235,811 ] 2 116 164,089 13t
Closing Trade Inventory Wac ™! §  amBO7E 218§ 366641 207§ 287765 212
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| 2014 Budget Proposal — Assumptions

Marnaged care payer and blended rebate assumptions are as follows:

1

2013 Latest

2011 Actual 2012 Actual Estimate* 2014 Budget?

Commercal B51% 50.1.0% 50.27% 50.52%
Medicare Part D 22 90% 26 50% 25.19%
Tricare TG0 % T 60% 7 66%
Medicaid 10.22% 9.70% 942%
Cash / Non-Rebated 1577 % 1070% 9.46%
100.00% 100.00% 100.00%

1. The payer percentages experienced in Q1 2013 are expected tocontinue through Q4 2014,
2. The impact of setlements is assumed to be evenly spread pro rata acress all channels (payer rates will be the same before and after

settlements).
2011 Actual 2012 Actual 20314 Budget

Commerdal® 18.23% 18.20% 20.25%
Viedicare Part D° pEAFEN 25 0% 35656%
Tricare: W% T 0% Zii%
Medicaid* 28.32% 29.30% 51.12%

1. Increase driven by (&) increase in Medco / Express Scripts blended rebate increase to 21.7% from 19.6% end 15.6% respectively and (b}
impact of price probec tion rebates.
2. Increase driven by higher rates offered to maintain business, primarily Optum (from 23.3% t030.0%)

. Increase in rate due to price increases outpacinginflation. 2041 reflects Purdue offer to pay new formulation utilization at the original

formmlation rate through the end of 2011
4. Increasing rates driven by price increaseimpact on inflationary penalty, as well as on Best Price due to higher commercial rates offered

via price protection
5. Assumes all setlemant licenses of authorized generic product arelimitad to the 10mg, 20mg 40mg and 50mg and all 2014 shipments
occur in Q3 2014 The 2014 Medicaid rate reflects an effactive rate of 85% in Q3 2014 as & result of the imp act of authorized genenc
shipmments on the Best Price of the 10mg, 20mg, 40mg and 80mg, which will result in Medic aid rebate e of

approvimately §22.6 million.
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2014 Budget Proposal — Assumptions

target gcsl of 3 millicm. pmgmm

Butrans:

1. ERO market and OxyContin Rcs ave projected as follovs:

Nt Sales Impact of 7% price increase etfective February 15t

2. Butrans price budgeted to increase by 9.5% in January 2014 and 6% in August 2014
approsimately $10.0 million, as per the memo to the Board mapperting e price increase reconmendation:

8. Shelf life of OxyContin is ncreased freen 24 to 36 months in late 2013 — reducing future retum expectations.

9. Bavi ion of the 525/ 590 cost pmmem fox eVaucher and paper Savings card program with a savings

vate due to rending and addition of Walgreans to

oucher program. Total budget redemption cost for Oxchmhn 5 $34. 3 williom, inclusive of savings target

2011 2012 2013 Latest 2014

Actual Actaal Estimate Proposed

Total ERO MarketRx's 2600WBVE Z64MIM 2610V 25 0VEN
Butrans R's 271 465 541k 410k
Butrans Share of ERO 107% 18% 21% 2.4%

&in a Net sales i of

Grass Sales Impact of price increasse proposat (Mot 1) 6
fmpact on retates:
Wllwneisel cetate rate i unokf el outiook of LE% on aneas 1o tates [CR TR
Brrpact of inflatioe penatty o Medinaio Rebates [ER
Bengpact af price protection on Medicand rebates fLep e
INATT Of pRICe PrOTECtnn DR COmECE) rERstEs [EX IRt T
It of prkce protection on Medicare Past  rebwbes frrl B9%
Fa Fon Gorvice R
Sates BI5CoWNts (08) 3%
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d.

2014 Budget Proposal — Assumptions

3. Major events impacting the forecast include:
Improved Tier 2 commercial managed vare coverage, see table below, resulting in a 1.16 % increase in forecasted Rus,

Improved Medicare Part D coverage resulting in a 1.15% increase in forecasted Rxs.

Decrease in primary sales calls from 406,556 in 2013 to 252,469 in 2014, net of improved call targeting is expected to
reduce demand by 52 million,

The new 15 meg patch launched in October 2013,

4. 2013 assumes formulary coverage changes as follows:

Commerciat (208mm lives) e Aol (Sept 20133 Projected

i (f (Prafecter) 6% 5% A3 (3§
Thase I Ja% A B4%
Restricted Access 6% 4% 1%
Mot on Formulaty % % T
Wedicare Part D (33mm lives}
Ftsfnrred 1 424 i)
NaornPratered % 3% Vil
Ko o Fommulaey 5% T o

Changes in formulary coverage and estimated peak sales impact:
1. Increase driven by formulary wins of Caremark [$9.2 million, Cigna [$1.7 million], Optum [55.4 million], Prime [54.6 million] and Med
Impact [54.8 million].
2, Increase driven by formulary wins of ESI/ Medeo [$3.8 million], Optam [$3.6 million], CIGNA [51.2 million], Med Impact [51.1 million],
Envision [50.8 miflion] and Healthnet [50.5 oillion].
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| 2014 Budget Proposal — Assumptions

5. Butrans paver percentages (ie., Split of sales between commercial, Medicare Past D, Medicaid, Tricare and Cash or Non-Rebated)
experienced in Q1 2013 to continue through Q4 2014, other than formulary gains for commercial {Caremark, Cigna, Optum,
Prime and Med Impact} and Medicare Part D (Optum, Med Impact and Envision).

2013 Latest 2014 Budget
2011 Actual 2012 Actual Estimate Proposal
Commercial 0.53% 7.10% 30.05% 45.67%
Medicare Part D 0.00% .29% 173% 657%
Tricare 3.58% 5.12% 5.08% 5.08%
Medicaid 3.34% 3.80% 645% 6.45%
Cash/Reb. Ineligible 92.55% 81.70% 56.68% 36.22%
100.00% 100:00% 100.00% 100.00%
6. Butrans rebate rate assumptions are as follows,
2013 Latest
2011 Actual 2012 Actual Estimate 2014 Budgel
Commercial® 18.25% 15.92% 18.59% 21.61%
Medicare Part Dt 0.00% 25.07% 29.62% 31.65%
Tricare? 22.89% 26.69% 32.66% 33.66%
Medicaid? 23.98% 28.32% 3547% 47.18%

protection

1. Higher rates driven by price protection rebates tniggered by price increases,

2. Higher rate reflects valuntary rebate offered to drive growth.
3. Increasing rates driven by price increase impact on infl ationary penalty, aswell as on Best Price due to hi gher commercial rates offered via price
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| 2014 Budget Proposal — Assumptions

7. Tradeinventory was 522.3 million at12/31/2012 and is assumed to be $31.0 million at 12/31/2013 and $31.0 million at
12/31/2014.
8, LTS West Caldwell plantis qualified to supply Butrans becoming a backup to the German facility and effectively increasing the
remaining shelf life when shipped from 16 to 17 months.
9, Savings card assumes continaation of the 15/ 550 cost parameter for eVoucher and paper Savings Card program and 50/ 5100
offering for the trial card. Total budget redemption cost for Butrans is $9.7 million.

TARGINIQ

In Q3 2013 Purdue files a NDA for Targiniq with a pain indication. Timing of approval, final labeling and more are uncertain so the
sales and launch costs for Targinig are not included in the budget. Prelaunch expenses of 511.7 million are included in the budget G &P
$9.2 million, R&D 51.8 million and Tech Ops 50.7 million}. To give a sense of what a first vear Targiniq P&L mightlook like the
numbers below from the most recent 10 vear plan are a guide:

{5 millions) 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Gross Sales - - S 413 % 1303 5 18227 5 I3 S 300 S 310 S 23 3 145
Net Sales - - 311 95.7 137.6 210.2 216.3 54 17.4 124
Cost of Sales - - 33 o3 15.2 238 24.5 24 16 11
Gross Margin - - 27.8 85.5 122.5 186.4 L8 22.9 15.8 1.3
Total Ope rating Expenses 58.5 12.5 94,1 885 824 87.2 41.5 3.6 3.5 0.4
Operating income / (loss) $ {585 $ (1250 6 (663} $ (300 $ 401 § 933 % 1504 $ 193 $ 123 § 109

Note - The 10 vear plan assumed that sales force would be reallocated from OxvContin and Butrans to Targiniq. This position will be
revisited in the coming months.
Note - The 10 vear plan P&L above is for the first full 12 months of commercialization. If approved in 2014 the 2014 commercialization
period would be shorter.
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| 2014 Budget Proposal — Assumptions

INTERMEZZO
Int the 4t quarter 2013, Purdue is in negotiations to sell its interest in Intermezzo to Transcept. The terms, and conditions of such a sale
would likely require Purdue to continue to commercialize Intermezzo for several months into 2014, During those months Purdue

would seek to have a financial breakeven on any Intermezzo activity. Due to the uncertainty of a transaction and timing of a transition
of the product back to Transcept the 2014 budget shows Intermezzo 2014 activity as a breakeven on the Other Expense line.

B. Pipeline projects, if successtul, would launch as follows:

¢ Targiniq

o Pain Q42014

o Pain+ OIC Q22017
» BuTrans (additional strengths) Q4 2014
# BuTrans (Second Generation) Q12017
« YD Q1 2015
« TRPV1 Q42020
+  MS Contin Reformulation Q22017
¢  OxycodoneIRTR Q22015

C. Fee for Service

Fee for Service agreements have been entered into with wholesalers accounting for 98.43% of Rx sales. These agreements call for
a fee to be paid for wholesaler inventory management and data services. In 2013 and 2014 the average fee is approximately
2.01% and 1.98% of gross Rx sales respectively. The reduced rate is largely due to mix in sales between wholesalers which have
different rates. The fee is reduced by the profit wholesalers earn marking inventory to market when Purdue increases its price,
to the extent that they hold inventory levels above their “allowed levels”. This reduction in expense (i.e., credit) is reflected in
Sales Discounts & Allowances in the P&L - in 2014 we assume wholesalers’ inventory levels are at their “allowed levels” and
there is no reduction in fees.
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2014 Budget Proposal — Assumptions

D. 37 Party Royalty Income (and AG bansfex price margin)

a. Patentlitigation setfements operate under authorized generic mapply agreements. Authorized generic settlement incomne
is calculated as the net value of price i ived above the cost of manufacturing and shipping the AG
product. The following parties and bottles are asswmed to be shipped in the third quarter of 2014:

¢ Actavis (125,000 botles)

Ranbaxy (67,200 bottles)

Par (43,500 bottles)

Contingency (33,295 bottles)

$3.7 million of AG transfer price margin is included in the 2014 budget on this P&L line related to these licenses.

b. Noramco royalties of 2.5% on sales of their low ABUK, active phannacen tical ingredient continue at current rate through
2014,

Raoyalties from King at 3% of net sales related to Embeda not budgeted. Wo royalty income hasz been budgeted due

Pfizer's announcement that the product would retarn to market in late 2013 but vwith minimal non-rep promotion

d HIKMA $3.3 million upfront license fes (hydromorphone pure AP patent license) received in 2012 is amortized overthe
first five years of the agresment.

a

E. 3= Party Royalty Expense
a. MeGinity - :arsltv &20% of net sales.  Note: royalty vwas reduced from 2.53% in September 2010 upon initiation of
& Vsl!v bl
b. G thal d when the G thal patent was listed in the Orange Book (9/2010). Royalty & 4.0%
for the ﬁrﬁtS’l hlhon mmma] net sales, 3.0% for the next 51 billion arowal net sales, and 2.0% feo all remaining net sales
over 52 billion. (Annual miniso e 20 million Euros and masdraumn 50 million Eures). 2013 is the first year thaat this royalty
fell below the 50 million Euro masdmurmn.
LTS - royalty paid at 5.5% of net sales of Butrans.
Perrigo - 5200k royalty per year related to Butrans license agreement.
Transcept - royalty paid at 15.0% of net sales of Intermezzo through 2013, In 2014 the budget does not include Intermezzo
sales or expense - see above.
NOTE - the McGinity and Grunenthal royalties in the 2014 budget assume that Purdue does not pay & royalty on sales of
the AG product authorized under patent settlements when thet product is sold by Actavis and the other licensees to third
parties. This is based on advice from counsel.

s opn

™

F. Inflation Factor

3% inflation on all costs except compensation and enexgy. Oil and energy cost based on mid 2012 pricing unless a long term
contract is in place. For compensation, see below.
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| 2014 Budget Proposal — Assumptions

G. Human Resources
a. Total 2013 compensation is estimated at ---

Mid Year Latest
Update Estimate
FY Ptan FY Est, Corments

Salaries - Exempt 142,777,203 $ 125696913 Driven by open positions
Salaries- Non Exempt $ 17,921,488 15,532,392 Oriven by open positions
Secr. & Clerical OT 51,350,460 1,002, 294
Part-Time Payroll 51,242,409 1,402,428
Annual Bonus $ 26,634,583 27,342,290 Estimate provided by HR

Home Office $189,926,143  § 170,976,318

Salaries- RMs 52,487,847 2,187,755
Salaries- DiVis S B,624,456 7,592,180
Salaries- Reps. $ 42,732,320 39,257,817
sub-total $ 53,884,623  $49,037,765
Ince ntive Bonus Reps $ 22,712,415 20,150,183 Paid 4012, 1013 snd 2013 {30213 due in Dec}
Incentive Bonus DR $ 4,698,500 3,958,663 Paid 4012, 1013 and 2013 (3013 due in Dec)
Incentive Bonus R $ 1,021,500 968,749 Paid 4012, 1013 and 2013 (3013 due in Dec)
sub-total $ 28,432,815  $25,077,595

Field $ 82,277,438 $74,115,360

Payroll Taxes $ 17,097,340 17,190,218 Taxeswill be favorable - straight line formula over inflates FY Est.
Fringe Benefits 75,219,071 73,302,137 Driven by open positions
Fleet 17,282,796 14,118,262 Driven by Intermezzo Sales Field

Total 381,802,787 349,702,296

b. Vacant and new headcount are budgeted at the mid-point of the target grade level compensation.

¢. Salaries and target bonuses will be budgeted to increase by 4.5% (includes 3.0% merit and an allowance of 1.5 % for
promotions and market place adjustments). The new salaries are budgeted to be effective April1, 2014, Subject to
Compensation Committee approval.
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2014 Budget Proposal — Assumptions

d. The healthcare component of benefit program expenses are budgeted to increase by 3.1%. Information regarding total
healthcare costs, cost per employee and the split of costs paid between employee and employer follows:

2012 2013 2014
Total cost of heakthcare (in millions)  $24.5 3266  $27.2
Caost peremployee 513,395 §13,974 514,318
Employervs. employ ee split:
Employ er 76% 754 T4%,
Eroploy ee 245 258 26%

e, Non-field bonuses have been bud geted in the Incentive line in the P&L. The 2013 Latest Estimate assumes the same
award as 2012 and the 2014 Bud get assumes a 100% award.
Field sales bonuses related to 2013 and 2014 are assume to be paid at 89% and 100% of target, respectively.

. Field sales bonuses are budgeted in the S&P line.

. For employees that are eligible for LTRIP bonus grants, we have assumed funding at 85% of each employee’s target.

i, We assume no change to matching contributions and Employer Retirement Contributions to the 401(k) Plan or the
defined benefit plan benefit formula. We have made the following actuarial assumptions in estimating the defined
benefit plan funding and expense:

i. Returnonassets of 7% for 2013 and 2014
ii. Discount rates for the net periodic benefit cost for the years ended December 31, 2013 and 2014 are 3.95% and
4.80%, respectively
ifi. The discount rate used for determining the pension benefit obligation for each of the years ended December 31,
2013 and 2014 i5 4.80%.
iv. Qur goal is to fund the plans to about 95% of the plan liability as defined by ERISA.
v. PPLP pension funding for the years ended December 31, 2013 and 2014 are estimated at $10.5 million and $13.0
million, respectively.
vi. PF Labs pension funding for the years ended December 31, 2013 and 2014 are estimated at $0.2 million and zero,
respectively. (There are no current employees earning henefits in this plan.)

=oae
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| 2014 Budget Proposal — Assumptions

H. Facilities

1.

a  Purdue currently occupies or sublets all space in Cne Stamford Forum exceptlevel 2. Level 4 was taken back on July 1,
2013,
b. Purdue’s sub-lease from UBS of One Stamford Forumn for floors 3-8 are budgeted according to the terms of the sub-lease
as follows:
i. Rent and experses related to floors 5, 8, 7 and & to Purdue operations “above the line” in 2014
ii. Rentand expenses related to the unused third floor, net of sub-lease income and the unused 4% floor that is taken
back from UBS on July 14, 2013 is charged to “one-time costs / discontinmed operations”, which is “below the
Line™ in 2013,

Techxucal Operations

Wilscm remains the primary commercial mannfacturing site for OwyCentin, MS Contin, and Rhodes Pharma’s MISER (Marphine
Sulfsts Extended Release) with 2014 forecasted tablet production of 832 million tablsts, up 32% versus the 2013 Latest Estimate.
Wilson will also supply authorized generic product to meet the Oy Contin sett] req and will prepare for the Launch
of Taxgnuq and Rhodes Pharma’s owycodons APAP. Wikan will supply CryContin to Australia and Mundi Phsnna as the rumber
of d to increass to over 20 which is up from ~16 in 2013. The site will conts tock
tromstars and devdapmen& activities for existing and pipeline prochucts such as Targiniq Hydrocontin, OCI (tuumdme Re}eeﬁr&—
Tamper Resistant Oxycodone), and MSR (M5 Centin R -~ Tamper Rezsistant) through the Pharmaceutical Technology
group.

b. Totowa will continue to in read; a5 a fully qualified OwgrContin back-up site in 2014 The Totowa lab will continue to
provide release mdstabﬂuy testing in support of Totows Readiness and Rhodss Phammacauticals devalopment activity.

¢. The Wilsen center will continus to provide for Purdue products such as
OseyComtin, M5 Contin emsd Dilaudid. Wilson will also continue to distrik isti Rhodes P products such as
MEER (Morphing Sulfate Extended Rel and Dilaudid Authorized Generic and is prepared to the anticipated 2014
launches of Oxy APAP (Orycodone/ Acetaminophen) and HYD APAP (Hydrocodone, Acetaminopher).

d. Project Breeze (new manufactaring facility) is progressing as planned and will break ground Q1 2014 in the Treybum Cerporate Park
in Durham, North Carolina.

e The 2014 budgst the followi ¥ of Onycodone from Rhades Technologies:

Purdue Oxycodone Purchases from Rhodes Technologies
2014 Budget

kilos $'5 (MM's)

Commerclal Regulrements 13,502 $ 44,1
Development Requirements 657 s 2.1
Total 2014 Requirements 14,159 s 46.3
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2014 Budget Proposal — Assumptions

J. S&P
a. Purdue Sales Calls: Primary position split Oxy Contin, Butrans (67 /33).
b. Sales Force achieves the following call goals:
i 7.3 calls per day (up from 6.9 in 2013}
i Days on territory of 204.9 ox 79% {up from 200.9 or 77% in 2013)
i, Vacancy rate of 3.5% down from 3.7% in 2013
iv. 1497 calls perrep per year (up from 1.385 in 2013
¢ 2014 productrelated assumes:
i Zevofor Intermezzo
i, $9.2 million for Targiniq pre-approval spend (includes Market Research)
il $6.9 million for HYD pre-approval spend (includes Market Fe search)
K. R&D

a. Key drivers / objectives of the dinical programs include:
1. Targinig complete G motility stady and continue phase 3 studies for pain + OIC indication.
2. Hydrocodone: complete phase 3 efficary and safety studies. develop I55/ISE and file NDA.
3. Pediatric Programs
» Reformulated OxyContin - complete pivotal pediatric exclusivity study and prepare BPCA filing.
« Butrans - continue study that meets PREA requizements.
s HYD -commence study to meet PREA requiremeris.

4. MS Contin TR: complete pilot P to determine optimal formulation and initiate phase 1 BE studies.
5. Butrans 24 Generatiorr inibabe site transfer to West Caldwell NT and irdtiste phase 1 studies.

6. ADIR Oxycodone: complete BE and pivotal abuse lisbility studies and file 2D

7. Butrans Additional Stengths continue to pursue label modification strategy.

5. ORL-1: complete dental pain POC study and initiate multiple ascending dose and other phase 1 studies.
9. TRFV-1: complete proof of concept study in PHIN and inifiate phase 2 POC study in DPN.

Initiate the bridging studies for Navl.? and Mu Opioid compounds.
bud geted to Shiono g collabor ation work (primarily ORL-1 backup). The balance

4

7% of Discovery research headcourt is
dedicated to Purdue research,

d. Continue to meet FD'A requirements for Reformulated OxyContin and Butrans as it pertains to post market support,
REMS and classwide REMS
e. The 2014 Budget Proposal includes minimal carryover spend for Intermezzo,

i

f. Theunderspend estimate included in consolidated R&D Expense is $28.2 million.
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| 2014 Budget Proposal — Assumptions

L. Licensing & Business Development

A

Possible new product licenses or acquisitions have not been induded in the 2014 budget. These will be presented to the
Board for approval on a project-by-project basis, when the economics, iming and justification are known.

. A €25 million milestone is assumed to be paid under the Grunenthal patent license agreement for Oxy Contin-RF

marketing authorization in Asia.

. A €3 million milestone is assumed to be paid under the Grunenthal patent Hcense agreement at the grant of final U.S.

FDA approval to market the first Hydrocodone-TFF Product. Budget assumes April 2014 NDA filing and expedited
approval in October 2014.

. A 81 million milestone is assumed to be paid under the MeGinity patert license agreement for Hy drocodone MDA filing

in U5, Budget assumes April 2014 NDA filing and expedited approval in October 2014

A %4 million milestone is assumed to be paid under the McGinity patent license agreement for Hy drocodone NDA
approval in US. Budget assumes April 2004 NDA filing and expedited approval in October 2014.

M. Treasury/Finance

.

b.

An average of 0.04% interest rate per anmum earned on average cash balance. Interest rate forecast is based on Bank of
America and Merrill Lynch forecasts along with Purdue’s internal feedback.

2014 year-end unrestricted cash balance targets at =$550 million and a bank group equity of $550 million (or all US.
Pharma companies stockholders’ equity at $590 million.)

. Restricted Cash

o 12/31/2013 outstanding balance = $38 million (QST and letters of credit)
*  12/31/2014 outstanding balance = 21 million {for letters of credit ondy)
The decrease of 517 million represents the balance of the Antitrust Q6T that is expected to be returned in 2014,

. Purdue’s line of credit of $45 million with Bank of America was rerewed in Movember 2012 with a 3-year tenor.
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| 2014 Budget Proposal — Assumptions

N. ExUSA
a. Fundings of Lucien, Japan, Germany and other countries continue outside of the Bank Group via Purdue Holdings LP
ownership interests. 2014 Pundings are assumed at $83 million for Lucien, $29 million for Japan and 876 million for other

countries (Asia Pacific and Latin America).
b. MRL development work on the OxyContin new formula is funded by USA.

¢ Butrans additional strengths will be funded by USA. There will be no recharge of studies conducted by Mundipharma
Fesearch Limited (“"MRL"} to the USA, or equally of studies performed by the USA to MRL in support of the Butrans 24
Generation project.

d. 2014 includes Purdue’s funding of 55% of the clinical development costs related to Light Sdence Oncology dinical
program of 55.2 mitkion.

O. Other ExUSA

Redacted

. Purdue Pharma Technologies has an accrual of $3.4 million as of September 30, 2013 representing the estimated clean-up
costs related to the Lodi site.

¢ While we expect to collect insurance on 65% on past and future costs which could approsamate 59 million, insurance
income is only recognized when collected and contingent income is not budgeted.

P. OxyContin Royalties

a. Mo change in royalty rates.

On existing OxyContin formula the royalty rate is 7%.

The royalty rate on the new formula will be 10% for duration, even after patent expiration.
. Royalty income projections provided from Management Revisions.

=

[
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| 2014 Budget Proposal — Assumptions

Q. Insurance
a. We assume that Purdue maintains the $500 million net worth covenant required to satisfy its obligation under the
McGinity License Agreement.
b. We assume that our existing credit revolver line (with $45 milfion in total capacity) would cover alt letters of credit
requirements from insurance policies.
¢ Assume all insurance policies to be renewed with changes in premium comparable to industry benchmarks as forecasted
by our insurance broker (Marsh).

4. We assume no material change in our fronted U S product Hability insurance policy.

R. Tax and Distributions
a. For 2013 and 2014 the federal statutory withholding tax rate applied to taxable income is 434% (comprising a federal
income tax rate of 39.6%, a Medicare tax rate on net investment income of 3.8% ), and stafe withholding tax ratesof 51%
and 5.9%, respectivelv. The effective tax rate (tax distributions divided by GAAP Profit After Tax) for 2013 and 2014 is
47.6% and 27.8% due to the following book /tax differerwes:

2013 2014
Book Net Income 842,369 375,383
Federal Tax Provision on Corporations 4,674 4,674
Health Care Reform Fee 27,240 28,026
Meals & Entertainment 7,158 7138
Political Contributions 2,944 2,544
Book depreciation in excess of tax depreciation 3,343 1,565
Book pension expense in excess of tax deductible plan contributions 7,755 2,111
Post-retirement medical benefits expense in excess of tax deductible pavments 10,059 8,035
Foreign book losses inexcess of tax deductible losses 24,741 52,022
Qualified Settlement Trust reversionary taxable income 7, 16,932
Tax write-off of Transcept Milestone Pavmernts (39,972)
Irfinity Opening Day Gain {124,381) -
Paymentof 12/31/2013 CM5 Medicaid Ruling Accrual (224,293}
All other (tax deductible milestones, legal settlements, ete. ) (9,279} {23,105}
Partnership taxable income 803,623 209,677

b, Non-tax distributions are budgeted to ensure that unrestricted cash is equal to or greater than 5500 million and bark
group equity is equal to or greater than 5600 million.
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2014 Budget Proposal — Assumptions

S, One time charges/Other Items

a. Includes the cost of operating the 62nd Street Office, rent on idle space at One Stamford Forum and 58 million of other
reserves.

T. lmpact of Healthcare Legislation

a. The Health Care Reform Fee is estimated to be 527.2 million in 2013 and 5280 million in 2014, Amounts are charged to
the P&L on a straight line basis and paid in September of each vear.

b. Brand drug manufacturers pay 50% of a patient’s prescription drug spend while in the Medicare Part D coverage gap
(“donut hole”). Purdue's expense 15 estimated to be $48.4 muillion in 2013 (which is net of a $10.0 million reduction it
prior years’ accruals) and 570.1 million in 2014. The increase in liability is being reviewed; likely drivers include an

increased Medicare Part D population, price increases, and fewer branded drugs being utilized in the coverage gap.

¢. Health Care exchanges will be implemented in 2014. There have been different reports on the number of lives that will be
covered by exchanges which range anywhere from 4 million to 9 million, These lives will represent a poor and sick
population and we expect plans to be highly generic, with limited plans offering OxyContin or Butrans, and even if they
do, patient preference will be toward lower cost generics. Qur budget assumption for both sales and rebates is that there
will be no impact on 2014.

G
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3. Branded competition in 2013 includes Opana ER, Exalgo and Nucynta ER. Embeda is assumed to be on the market in 2014 and
per Pfizer’s press release minimal non-field force promotion is expected so minimal impact is anticipated.
4. Major events/assumptions impacting the forecast include:

a. Opana ER from Endo has two non-therapeutically equivalent generics on the market -- so promotion on the brand is
expected to be light.

b. Exalgo from Mallinckrodt is expected to have generic completion on three strengths in November 2013 and the fourth
strength in May 2014 under a patent settlement agreement with Actavis - so promotion of the brand is expected to be
light.

¢. These generics could become new managed care offerings preferred by payers - putting further pressure on Purdue
brands.

d. Purdue’s 525 sales representatives will deliver 758,164 sales calls in 2014 with a 67:33 primary call split between
OxyContin and Butrans (in 2013 the estimated call split is 278,849 / 406,556). This is up from 698,225 / 18% OxyContin
primary and 680,970 / 40% OxyContin primary sales calls in 2012 and 2013 (September ytd annualized), respectively. As
a result OxyContin primary sales calls are expected to increase by 308% and 81% versus 2012 and 2013, respectively.

e. Losses in OxyContin managed care coverage include United Healthcare MAPD plans effective 1.1.2013 (peak loss of sales
of $60 million), Medco PDP plans effective 1.1.2014 (peak loss of sales of $46 million) and Humana commercial plans
effective 1.1.2014 (peak loss of sales of $11 million).
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f. Settlement agreements with Actavis, Ranbaxy, Par and a contingency for other possible settlements will result in a gross
sales reduction of about $261 million in 2014 and a net profit reduction of about $200 million.

($000's)
Ranbaxy Actavis Par Contingency Total

Gross Sales ol (74,0454) $ (139,438.1) $ (27,077.8) $ (20,725.2) $  (261,286.4)
Deductions:
Fee for Service 1,498.7 2,822.2 548.1 419.5 5,288.4
SD&A 1,488.3 2,802.7 544.3 416.6 5,251.9
Savings Card Discounts 1,396.5 2,629.8 510.7 390.9 4,927.9
Rebates (excluding Best Price impact) 19,101.5 35,970.9 6,985.2 5,346.5 67,404 .1
Proposed Regulation 1,066.3 2,007.9 389.9 298.4 3,762.5
Medicaid Best Price Impact (6,962.9) (13,112.1) (2,546.3) - (22,621.2)

Net Sales (56,457.0) (106,316.7) (20,645.8) (13,853.3) (197,272.9)
COGS and S&W (1,630.9) (3,071.9) (624.0) 477.6) (5,804 .4)
Transfer Price 3,978.2 3,076.9 1,374.6 1,052.1 9,481.8

Gross Profit $ (54,109.7) $ (106,311.7) % (19,895.2) % (13,278.8) $  (193,595.5)

These and other settlements will impact OxyContin sales in 2015 and beyond. The 2015 impact is now projected at $230.5
million and $158.2 million, gross sales and gross profit, respectively.

g. Further actions anticipated by pharmacies, pharmacy boards, wholesalers and state governments and impact of the new
label are estimated to reduce demand by $169 million in 2014.

h. The E2E sales force effectiveness initiatives are assumed to have a favorable impact on 2014 sales -- adding $71 million of
gross sales to the 2014 budget.
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5. Trade inventory assumptions:
(at Gross sales value - in thousands)

2012 Actual 2013 Latest Estimats 2014 Budget Proposal
Months on Months on fonths on
Dotiars Hand Dollars Hand Doliars Hand

Wholesaler - Beginning 722,435 5.97 373,167 1.22 176,003 0.91
Pharmacy - Beginaing 197,638 0.85 215,911 .95 223,638 1.15
Dpening Trade Inventory at wac ! $ 420078 182 § 489,077 2318 § 399641 2.07
Wholesaler - Ending 273,167 1,22 176,003 0.91 123,676 0.91
Pharmacy - Ending 315,911 .95 223,638 116 164,089 1.21
Closing Trade inventory Wac ¥ % 489,078 218 § 399641 207 § 287,765 212
increasef{Dacreasel in Inventory & WAL $ 69,004 $ 189,433 $ {111,876} ©
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6. Managed care formulary coverage is assumed to be as follows:

Projected

Tier Il {Preferred) 85% 85%

Yo “ 84% (2
Tier il 5% 4%
Restricied Access G% 5% 5%
0% B34
il Bl
10% 12% 21%
B33% 37 %

Explanation of Changes in Formulary Coverage:

1. United Healthcare MAPD plans were removed from formulary, effective 1/1/13.
2. Humana shift from Tier II to restricted access, effective 1/1/14.
3. Medco/ESI PDP plans will be removed from formulary, effective 1/1/14.
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7. Managed care payer and blended rebate

assumptions are as follows:

2013 Latest

2011 Actual 2012 Actual Estimate! 2014 Budget!?

Commercial 48.51% 50.10% 50.27% 50.32%
Medicare Part D 22.90% 26.90% 28.19% 26.65%
Tricare 2.60% 2.60% 2.66% 2.67%
Medicaid 10.22% 9.70% 9.42% 9.41%
Cash / Non-Rebated 15.77% 10.70% 9.46% 10.95%
100.00% 100.00% 100.00% 100.00%

1. The payer percentages experienced in Q1 2013 are expected to continue through Q4 2014.

2. The impact of settlements is assumed to be evenly spread pro rata across all channels (payer rates will be the same before and after

settlements).
2013 Latest
2011 Actual 2012 Actual Estimate 2014 Budget
Commerciall 18.23% 18.20% 18.32% 20.25%
Medicare Part D2 25.91% 28.00% 29.70% 39.66%
Tricare® 40.17% 22.20% 26.11% 27.11%
Medicaid*? 28.52% 29.30% 33.99% 51.12%

1. Increase driven by (a) increase in Medco / Express Scripts blended rebate increase to 21.7% from 19.6% and 15.6% respectively and (b)

impact of price protection rebates.
2. Increase driven by higher rates offered to maintain business, primarily Optum (from 23.5% to 50.0%).

3. Increase in rate due to price increases outpacing inflation. 2011 reflects Purdue offer to pay new formulation utilization at the original

formulation rate through the end of 2011.
4. Increasing rates driven by price increase impact on inflationary penalty, as well as on Best Price due to higher commercial rates offered

via price protection.
5. Assumes all settlement licenses of authorized generic product are limited to the 10mg, 20mg, 40mg and 80mg and all 2014 shipments

occur in Q3 2014. The 2014 Medicaid rate reflects an effective rate of 85% in Q3 2014 as a result of the impact of authorized generic
shipments on the Best Price of the 10mg, 20mg, 40mg and 80mg, which will result in additional Medicaid rebate expense of

approximately $22.6 million.
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8. Shelf life of OxyContin is increased from 24 to 36 months in late 2013 --- reducing future return expectations.

9. Savings card assumes continuation of the $25/$90 cost parameter for eVoucher and paper Savings card program with a savings
target goal of $3 million. Program assumes continued increase in redemption rate due to trending and addition of Walgreens to
eVoucher program. Total budget redemption cost for OxyContin is $34.3 million, inclusive of savings target.

Butrans:

1. ERO market and OxyContin Rxs are projected as follows:

2011 2012

Actual Actual

Total ERO Market Rx's 26.0MM  26.4MM
Butrans Rx's 278k 469k
Butrans Share of ERO 1.07% 1.8%

2013 Latest
Estimate

26.1IMM
541k
2.1%

2014
Proposed

25.0MM
610k

2.4%

2. Butrans price budgeted to increase by 9.5% in January 2014 and 6% in August 2014 resulting in a Net sales increase of
approximately $10.0 million, as per the memo to the Board supporting the price increase recommendation:

Gross Sales impact of price increase proposal {Note 2}

impact on rebates:
Blended rebate rate in unofficial cutlook of 18% on increase in sales
Impact of infiation penalty on Medicald Rebates
frnpact of price protection on Medicald rebates
impart of price protection on commercial rebates
fpact of price protection on Medicare Part D rebates

Fee For Service

Sales Discounts

A

Met Sales impact of 7% price increase effective February ist
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3. Major events impacting the forecast include:
a. Improved Tier 2 commercial managed care coverage, see table below, resulting in a 1.16% increase in forecasted Rxs.
b. Improved Medicare Part D coverage resulting in a 1.15% increase in forecasted Rxs.
¢. Decrease in primary sales calls from 406,556 in 2013 to 252,469 in 2014, net of improved call targeting is expected to
reduce demand by $2 million.
d. The new 15 mcg patch launched in October 2013.

4. 2013 assumes formulary coverage changes as follows:

Connnercial (208

Tiet il {Preferred} 5% 33% 43% (13

Tier il

Restricted Access

. Noton Formul

Prefemed

Non-Preferred %

Changes in formulary coverage and estimated peak sales impact:
1. Increase driven by formulary wins of Caremark [$9.2 million, Cigna [$1.7 million], Optum [$5.4 million], Prime [$4.6 million] and Med
Impact [$4.8 million].
2. Increase driven by formulary wins of ESI/Medco [$3.8 million], Optum [$3.6 million], CIGNA [$1.2 million], Med Impact [$1.1 million],
Envision [$0.8 million] and Healthnet [$0.5 million].
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5. Butrans payer percentages (i.e., Split of sales between commercial, Medicare Part D, Medicaid, Tricare and Cash or Non-Rebated)
experienced in Q1 2013 to continue through Q4 2014, other than formulary gains for commercial (Caremark, Cigna, Optum,
Prime and Med Impact) and Medicare Part D (Optum, Med Impact and Envision).

2013 Latest 2014 Budget
2011 Actual 2012 Actual Estimate Proposal
Commercial 0.53% 7.10% 30.05% 45.67 %
Medicare Part D 0.00% 0.29% 1.73% 6.57%
Tricare 3.58% 5.12% 5.08% 5.08%
Medicaid 3.34% 5.80% 6.45% 6.45%
Cash/Reb. Ineligible 92.55% 81.70% 56.68% 36.22%
100.00% 100.00% 100.00% 100.00%
6. Butrans rebate rate assumptions are as follows:
2013 Latest
2011 Actual 2012 Actual Estimate 2014 Budget
Commercial? 18.25% 15.92% 18.99% 21.61%
Medicare Part D! 0.00% 25.07% 29.62% 31.65%
Tricare? 22.89% 26.69% 32.66% 33.66%
Medicaid? 23.98% 28.32% 35.47% 47.18%

1. Higher rates driven by price protection rebates triggered by price increases.
2. Higher rate reflects voluntary rebate offered to drive growth.

3. Increasing rates driven by price increase impact on inflationary penalty, as well as on Best Price due to higher commercial rates offered via price

protection.
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7. Trade inventory was $22.3 million at 12/31/2012 and is assumed to be $31.0 million at 12/31/2013 and $31.0 million at
12/31/2014.

8. LTS West Caldwell plant is qualified to supply Butrans becoming a backup to the German facility and effectively increasing the
remaining shelf life when shipped from 16 to 17 months.

9. Savings card assumes continuation of the $15/$50 cost parameter for eVoucher and paper Savings Card program and $0/$100
offering for the trial card. Total budget redemption cost for Butrans is $9.7 million.

TARGINIQ

In Q3 2013 Purdue files a NDA for Targiniq with a pain indication. Timing of approval, final labeling and more are uncertain so the
sales and launch costs for Targiniq are not included in the budget. Prelaunch expenses of $11.7 million are included in the budget (S&P
$9.2 million, R&D $1.8 million and Tech Ops $0.7 million). To give a sense of what a first year Targiniq P&L might look like the
numbers below from the most recent 10 year plan are a guide:

(S millions) 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Gross Sales - - S 413 S 1303 S 1922 S 3013 S 3100 § 310 § 203 S 14.5
Net Sales - - 311 95.7 137.6 210.2 216.3 25.4 17.4 12.4
Cost of Sales - - 3.3 10.3 15.2 23.8 24.5 2.4 1.6 11
Gross Margin - - 27.8 85.5 1225 186.4 191.8 22.9 15.8 11.3
Total Operating Expenses 58.5 12.5 94.1 88.5 82.4 87.2 41.5 3.6 3.5 0.4
Operating Income / {loss) S (585) $ (125) $ (663) S (3.00$ 401 $ 993 $ 1504 $ 193 $ 123 $ 109

Note - The 10 year plan assumed that sales force would be reallocated from OxyContin and Butrans to Targiniq. This position will be
revisited in the coming months.

Note - The 10 year plan P&L above is for the first full 12 months of commercialization. If approved in 2014 the 2014 commercialization
period would be shorter.
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INTERMEZZO

In the 4t quarter 2013, Purdue is in negotiations to sell its interest in Intermezzo to Transcept. The terms, and conditions of such a sale
would likely require Purdue to continue to commercialize Intermezzo for several months into 2014. During those months Purdue
would seek to have a financial breakeven on any Intermezzo activity. Due to the uncertainty of a transaction and timing of a transition
of the product back to Transcept the 2014 budget shows Intermezzo 2014 activity as a breakeven on the Other Expense line.

B. Pipeline projects, if successful, would launch as follows:

e Targiniq

o Pain Q4 2014

o Pain + OIC Q22017
e BuTrans (additional strengths) Q4 2014
e BuTrans (Second Generation) Q12017
e HYD Q12015
e TRPV1 Q4 2020
e MS Contin Reformulation Q22017
e Oxycodone IR TR Q22015

C. Fee for Service

Fee for Service agreements have been entered into with wholesalers accounting for 98.43% of Rx sales. These agreements call for
a fee to be paid for wholesaler inventory management and data services. In 2013 and 2014 the average fee is approximately
2.01% and 1.98% of gross Rx sales respectively. The reduced rate is largely due to mix in sales between wholesalers which have
different rates. The fee is reduced by the profit wholesalers earn marking inventory to market when Purdue increases its price,
to the extent that they hold inventory levels above their “allowed levels”. This reduction in expense (i.e., credit) is reflected in
Sales Discounts & Allowances in the P&L - in 2014 we assume wholesalers’” inventory levels are at their “allowed levels” and
there is no reduction in fees.
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D. 3t Party Royalty Income (and AG transfer price margin)

“ Redacted

The following parties and bottles are assumed to be shipped in the third quarter of 2014:
e Actavis (125,000 bottles)
e Ranbaxy (67,200 bottles)
e Par (43,500 bottles)
e Contingency (33,295 bottles)
e $3.7 million of AG transfer price margin is included in the 2014 budget on this P&L line related to these licenses.
b. Noramco royalties of 2.5% on sales of their low ABUK active pharmaceutical ingredient continue at current rate through
2014.
c. Royalties from King at 3% of net sales related to Embeda not budgeted. No royalty income has been budgeted due to
Pfizer’s announcement that the product would return to market in late 2013 but with minimal non-rep promotion.
d. HIKMA $3.5 million upfront license fee (hydromorphone pure API patent license) received in 2012 is amortized over the
first five years of the agreement.

E. 3" Party Royalty Expense
a. McGinity - royalty @ 2.0% of net sales. Note: royalty was reduced from 2.5% in September 2010 upon initiation of
Grunenthal royalty obligation.

b. Grunenthal - royalties commenced when the Grunenthal patent was listed in the Orange Book (9/2010). Royalty @ 4.0%
for the first $1 billion annual net sales, 3.0% for the next $1 billion annual net sales, and 2.0% for all remaining net sales
over $2 billion. (Annual minimum 20 million Euros and maximum 50 million Euros). 2013 is the first year that this royalty
fell below the 50 million Euro maximum.

c. LTS - royalty paid at 5.5% of net sales of Butrans.

d. Perrigo - $200k royalty per year related to Butrans license agreement.

e. Transcept - royalty paid at 15.0% of net sales of Intermezzo through 2013. In 2014 the budget does not include Intermezzo
sales or expense - see above.

f. NOTE - the McGinity and Grunenthal royalties in the 2014 budget assume that Purdue does not pay a royalty on sales of
the AG product authorized under patent settlements when that product is sold by Actavis and the other licensees to third
parties. This is based on advice from counsel.

F. Inflation Factor

3% inflation on all costs except compensation and energy. Oil and energy cost based on mid 2012 pricing unless a long term
contract is in place. For compensation, see below.
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G. Human Resources

a. Total 2013 compensation is estimated at ---

Mid Year Latest
Update Estimate
FY Plan FY Est. Comments
Salaries - Exempt $142,777,203 $ 125,696,913 Driven by open positions
Salaries- Non Exempt $17,921,488 15,532,392 Driven by open positions
Secr. & Clerical OT $1,350,460 1,002,294
Part-Time Payroll $1,242,409 1,402,428
Annual Bonus $ 26,634,583 27,342,291 Estimate provided by HR
Home Office $189,926,143 $170,976,318
Salaries- RMs $ 2,487,847 2,187,769
Salaries- DMs S 8,624,456 7,592,180
Salaries- Reps. $42,732,320 39,257,817
sub-total $53,844,623  $49,037,765
Incentive Bonus Reps $22,712,415 20,150,183 Paid 4Q12, 1Q13 and 2Q13 (3Q13 due in Dec)
Incentive Bonus DM $ 4,698,900 3,958,663 Paid 4Q12, 1Q13and 2Q13(3Q13 due in Dec)
Incentive Bonus RM $1,021,500 968,749 Paid 4Q12, 1Q13 and 2Q13 (3Q13 due in Dec)
sub-total $28,432,815 $25,077,595
Field $82,277,438 $74,115,360
Payroll Taxes $17,097,340 17,190,218 Taxes will be favorable - straight line formula overinflates FY Est.
Fringe Benefits 75,219,071 73,302,137 Driven by open positions

Fleet 17,282,796 14,118,262 Driven by Intermezzo Sales Field
Total 381,802,787 349,702,296

b. Vacant and new headcount are budgeted at the mid-point of the target grade level compensation.

c. Salaries and target bonuses will be budgeted to increase by 4.5% (includes 3.0% merit and an allowance of 1.5% for
promotions and market place adjustments). The new salaries are budgeted to be effective April 1, 2014. Subject to
Compensation Committee approval.

CONFIDENTIAL TREATMENT REQUESTED
NOT FOR CIRCULATION/COMMITTEE MEMBERS AND STAFF ONLY

PURDUE-COR-00016104



d. The healthcare component of benefit program expenses are budgeted to increase by 3.1%. Information regarding total
healthcare costs, cost per employee and the split of costs paid between employee and employer follows:

2012 © 2013 = 2014

Total cost of healthcare (in millions): $24.5 $26.6  $27.2
Cost per employee: $13,395 $13,974 $14,318

Employer 76% 75% 74%

Employee 24% 25% 26%

e. Non-field bonuses have been budgeted in the Incentive line in the P&L. The 2013 Latest Estimate assumes the same
award as 2012 and the 2014 Budget assumes a 100% award.

f. Tield sales bonuses related to 2013 and 2014 are assume to be paid at 89% and 100% of target, respectively.

g. Field sales bonuses are budgeted in the S&P line.

h. For employees that are eligible for LTRIP bonus grants, we have assumed funding at 85% of each employee’s target.

i. We assume no change to matching contributions and Employer Retirement Contributions to the 401(k) Plan or the
defined benefit plan benefit formula. We have made the following actuarial assumptions in estimating the defined
benefit plan funding and expense:

i. Return on assets of 7% for 2013 and 2014

ii. Discount rates for the net periodic benefit cost for the years ended December 31, 2013 and 2014 are 3.95% and
4.80%, respectively

iii. The discount rate used for determining the pension benefit obligation for each of the years ended December 31,
2013 and 2014 is 4.80%.

iv. Our goal is to fund the plans to about 95% of the plan liability as defined by ERISA.

v. PPLP pension funding for the years ended December 31, 2013 and 2014 are estimated at $10.5 million and $13.0
million, respectively.

vi. PF Labs pension funding for the years ended December 31, 2013 and 2014 are estimated at $0.2 million and zero,
respectively. (There are no current employees earning benefits in this plan.)
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H. Facilities

a. Purdue currently occupies or sublets all space in One Stamford Forum except level 2. Level 4 was taken back on July 1,
2013.

b. Purdue’s sub-lease from UBS of One Stamford Forum for floors 3-8 are budgeted according to the terms of the sub-lease
as follows:

i. Rent and expenses related to floors 5, 6, 7 and 8 to Purdue operations “above the line” in 2014

ii. Rent and expenses related to the unused third floor, net of sub-lease income and the unused 4" floor that is taken
back from UBS on July 1s, 2013 is charged to “one-time costs / discontinued operations”, which is “below the
line” in 2013.

I. Technical Operations

a. Wilson remains the primary commercial manufacturing site for OxyContin, MS Contin, and Rhodes Pharma’s MSER (Morphine
Sulfate Extended Release) with 2014 forecasted tablet production of 852 million tablets, up 32% versus the 2013 Latest Estimate.
Wilson will also supply authorized generic product to meet the OxyContin settlements requirements and will prepare for the launch
of Targiniq and Rhodes Pharma’s oxycodone APAP. Wilson will supply OxyContin to Australia and Mundi Pharma as the number
of countries supported is expected to increase to over 20 which is up from ~16 in 2013. The site will continue to support technology
transfers and development activities for existing and pipeline products such as Targiniq, Hydrocontin, OCI (Immediate Release-
Tamper Resistant Oxycodone), and MSR (MS Contin Reformulation - Tamper Resistant) through the Pharmaceutical Technology
group.

b. Totowa will continue to maintain readiness as a fully qualified OxyContin back-up site in 2014. The Totowa lab will continue to
provide release and stability testing in support of Totowa Readiness and Rhodes Pharmaceuticals development activity.

c. The Wilson warehouse and distribution center will continue to provide commercial distribution for Purdue products such as
OxyContin, MS Contin and Dilaudid. Wilson will also continue to distribute existing Rhodes Pharmaceuticals products such as
MSER (Morphine Sulfate Extended Release) and Dilaudid Authorized Generic and is prepared to support the anticipated 2014
launches of Oxy APAP (Oxycodone/ Acetaminophen) and HYD APAP (Hydrocodone/ Acetaminophen).

d. Project Breeze (new manufacturing facility) is progressing as planned and will break ground Q1 2014 in the Treyburn Corporate Park
in Durham, North Carolina.

e. The 2014 budget assumes the following purchases of Oxycodone from Rhodes Technologies:

Purdue Oxycodone Purchases from Rhodes Technologies
2014 Budget
kilos $'s (MM's)
Commercial Requirements 13,502 S 44.1
Development Requirements 657 S 2.1
Total 2014 Requirements 14,159 S 46.3
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J. S&P
a. Purdue Sales Calls: Primary position split OxyContin/Butrans (67/33).
b. Sales Force achieves the following call goals:
i. 7.3 calls per day (up from 6.9 in 2013)
ii.  Days on territory of 204.9 or 79% (up from 200.9 or 77% in 2013)
iii.  Vacancy rate of 3.5% down from 3.7% in 2013
iv. 1,497 calls per rep per year (up from 1,385 in 2013)
c. 2014 product related assumes:
L. Zero for Intermezzo
ii.  $9.2 million for Targiniq pre-approval spend (includes Market Research)
iii.  $6.9 million for HYD pre-approval spend (includes Market Research)

K. R&D
a. Key drivers / objectives of the clinical programs include:
1. Targiniq: complete GI motility study and continue phase 3 studies for pain + OIC indication.
2. Hydrocodone: complete phase 3 efficacy and safety studies, develop ISS/ISE and file NDA.
3. Pediatric Programs
e Reformulated OxyContin - complete pivotal pediatric exclusivity study and prepare BPCA filing.
e Butrans - continue study that meets PREA requirements.
¢ HYD -commence study to meet PREA requirements.
MS Contin TR: complete pilot PK to determine optimal formulation and initiate phase 1 BE studies.
Butrans 2nd Generation: initiate site transfer to West Caldwell, NJ and initiate phase 1 studies.
ADIR Oxycodone: complete BE and pivotal abuse liability studies and file NDA.

Butrans Additional Strengths: continue to pursue label modification strategy.

® N o 0 e

ORL-1: complete dental pain POC study and initiate multiple ascending dose and other phase 1 studies.
9. TRPV-1: complete proof of concept study in PHN and initiate phase 2 POC study in DPN.
b. Initiate the bridging studies for Nav1.7 and Mu Opioid compounds.

c. 7% of Discovery research headcount is budgeted to Shionogi collaboration work (primarily ORL-1 backup). The balance
dedicated to Purdue research.
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d. Continue to meet FDA requirements for Reformulated OxyContin and Butrans as it pertains to post market support,
REMS and classwide REMS.

e. The 2014 Budget Proposal includes minimal carryover spend for Intermezzo.

f. The underspend estimate included in consolidated R&D Expense is $28.2 million.
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d. Continue to meet FDA requirements for Reformulated OxyContin and Butrans as it pertains to post market support,
REMS and classwide REMS.

e. The 2014 Budget Proposal includes minimal carryover spend for Intermezzo.

The underspend estimate included in consolidated R&D Expense is $28.2 million.
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L. Licensing & Business Development

d.

b.

Possible new product licenses or acquisitions have not been included in the 2014 budget. These will be presented to the
Board for approval on a project-by-project basis, when the economics, timing and justification are known.

A €2.5 million milestone is assumed to be paid under the Grunenthal patent license agreement for OxyContin-RF
marketing authorization in Asia.

A €3 million milestone is assumed to be paid under the Grunenthal patent license agreement at the grant of final U.S.
FDA approval to market the first Hydrocodone-TRF Product. Budget assumes April 2014 NDA filing and expedited
approval in October 2014.

A $1 million milestone is assumed to be paid under the McGinity patent license agreement for Hydrocodone NDA filing
in U.S. Budget assumes April 2014 NDA filing and expedited approval in October 2014.

A $4 million milestone is assumed to be paid under the McGinity patent license agreement for Hydrocodone NDA
approval in U.S. Budget assumes April 2014 NDA filing and expedited approval in October 2014.

M. Treasury/Finance

a. An average of 0.04% interest rate per annum earned on average cash balance. Interest rate forecast is based on Bank of
America and Merrill Lynch forecasts along with Purdue’s internal feedback.
b. 2014 year-end unrestricted cash balance targets at *$550 million and a bank group equity of $550 million (or all U.S.
Pharma companies stockholders’ equity at $590 million.)
c. Restricted Cash
e 12/31/2013 outstanding balance = $38 million (QST and letters of credit)
e 12/31/2014 outstanding balance = $21 million (for letters of credit only)
The decrease of $17 million represents the balance of the Antitrust QST that is expected to be returned in 2014.
d. Purdue’s line of credit of $45 million with Bank of America was renewed in November 2012 with a 3-year tenor.
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N. Ex USA

a. Fundings of Lucien, Japan, Germany and other countries continue outside of the Bank Group via Purdue Holdings LP
ownership interests. 2014 Fundings are assumed at $83 million for Lucien, $29 million for Japan and $76 million for other
countries (Asia Pacific and Latin America).

b. MRL development work on the OxyContin new formula is funded by USA.

c. Butrans additional strengths will be funded by USA. There will be no recharge of studies conducted by Mundipharma
Research Limited (“MRL”) to the USA, or equally of studies performed by the USA to MRL in support of the Butrans 2nd
Generation project.

d. 2014 includes Purdue’s funding of 55% of the clinical development costs related to Light Science Oncology clinical
program of $5.2 million.

O. Other Ex USA

Redacted

b. Purdue Pharma Technologies has an accrual of $3.4 million as of September 30, 2013 representing the estimated clean-up
costs related to the Lodi site.

c. While we expect to collect insurance on 65% on past and future costs which could approximate $9 million, insurance
income is only recognized when collected and contingent income is not budgeted.

P. OxyContin Royalties

a. No change in royalty rates.

b. On existing OxyContin formula the royalty rate is 7%.

c. The royalty rate on the new formula will be 10% for duration, even after patent expiration.
d. Royalty income projections provided from Management Revisions.
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Q.Insurance

a. We assume that Purdue maintains the $500 million net worth covenant required to satisfy its obligation under the
McGinity License Agreement.

b. We assume that our existing credit revolver line (with $45 million in total capacity) would cover all letters of credit
requirements from insurance policies.

c. Assume all insurance policies to be renewed with changes in premium comparable to industry benchmarks as forecasted
by our insurance broker (Marsh).

d. We assume no material change in our fronted U.S. product liability insurance policy.

R. Tax and Distributions

a. For 2013 and 2014 the federal statutory withholding tax rate applied to taxable income is 43.4% (comprising a federal
income tax rate of 39.6%, a Medicare tax rate on net investment income of 3.8%), and state withholding tax rates of 5.1%
and 5.9%, respectively. The effective tax rate (tax distributions divided by GAAP Profit After Tax) for 2013 and 2014 is

....................................................................... 2013 2014
Book NetIncome @ 842,569 375583
Federal Tax Provision on Corporations dord 4,674
Health Care Reform Fee 27,40 . 28,026
Meals & Entertainment 7158 7,158
Political Contributions 2,944 2,944
Book depreciation in excess of tax depreciation 3,343 1,565
Book pension expense in excess of tax deductible plan contributions 7,755 2,111
Post-retirement medical benefits expense in excess of tax deductible payments 10,059 8,035
Foreign book losses in excess of tax deductible losses - 24,741 52,022
Qualified Settlement Trust reversionary taxable income 7000 16,932
Tax write-off of Transcept Milestone Payments (39,972)
Infinity Opening Day Gain (124381) :
Payment of 12/31/2013 CMS Medicaid Ruling Accrual (224,293)
All other (tax deductible milestones, legal settlements, etc.) (9,279) (25,109)
Partnership taxable income 803,623 209,677

b. Non-tax distributions are budgeted to ensure that unrestricted cash is equal to or greater than $500 million and bank
group equity is equal to or greater than $600 million.
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S. One time charges/Other Items

a. Includes the cost of operating the 62nd Street Office, rent on idle space at One Stamford Forum and $8 million of other
reserves.

T. Impact of Healthcare Legislation

a. The Health Care Reform Fee is estimated to be $27.2 million in 2013 and $28.0 million in 2014. Amounts are charged to
the P&L on a straight line basis and paid in September of each year.

b. Brand drug manufacturers pay 50% of a patient’s prescription drug spend while in the Medicare Part D coverage gap
(“donut hole”). Purdue’s expense is estimated to be $48.4 million in 2013 (which is net of a $10.0 million reduction in
prior years” accruals) and $70.1 million in 2014. The increase in liability is being reviewed; likely drivers include an
increased Medicare Part D population, price increases, and fewer branded drugs being utilized in the coverage gap.

¢. Health Care exchanges will be implemented in 2014. There have been different reports on the number of lives that will be
covered by exchanges which range anywhere from 4 million to 9 million. These lives will represent a poor and sick
population and we expect plans to be highly generic, with limited plans offering OxyContin or Butrans, and even if they
do, patient preference will be toward lower cost generics. Our budget assumption for both sales and rebates is that there
will be no impact on 2014.
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BUDGET PRESENTATION - 2014
Stamford, Connecticut

October 29", 2013 & October 30", 2013

Day One — Tuesdav, October 29, 2013

1.0 Introduction John Stewart 12:30h-13:15h

2013 Review and 2014 Budget Overview

2.0 Marketing & Sales 13:15h-15:30h
2.1 Departmental Actions/Budget Overview Russ Gasdia 13:15h-13:30h
2.2 Analgesic Market Review David Rosen 13:30h-14:00h

2.3 E2E Project [ i Lown i (+0oh-14:30n

2.5 Brand Business Unit Reports (written only — no formal presentations)

2.4 Managed Care Strategies and
Market Access Objectives

e OxyContin BBU Report — Ron Cadet
e Butrans BBU Report - Gary Lewandowski
e [axatives BBU Report - Charlene Bailey

2.6 Budget Proposal Russ Gasdia 15:15h-15:30h
3.0 Research & Development 15:30h-17:45h

3.1 Departmental Actions/Budget Overview 15:30h-16:00h
3.2 Clinical Program Review

e Targiniq ER
e HydroContin

16:00h-16:30h
16:30h-17:00h

3.3 Health Outcomes and Pharmacoeconomics 17:00h- 17:30h

3.4 Budget Proposal 17:30h - 17:45h

Additional Q& A Session (if needed) 17:45h — 18:00h

End of Purdue Budget Presentation for Day One
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Day Two — Wednesday, October 30", 2013

4.0 Licensing & Business Development _ 10:00h — 11:00h

4.1 Acquisition timelines for Clarus (oral formulation of testosterone) and Rhythm
(ghrelin agonist for diabetic gastroparesis) products.

5.0 Communications & External Affairs

5.1 Communication Plans in Support of Key Issues Raul Damas
and Product Launches

11:00h - 12:00h

11:00h — 11:15h

5.2 Federal and State Activity Raul Dama_ 11:15h - 11:50h

e Regulatory and legislative support for abuse-deterrent formulations
e Opioid prescribing guidelines
e (CMS line extension policy
5.3 Budget Proposal Raul Damas

6.0 Law Department Phil Strassburger

7.0 Technical Operations - David Lundie
(written report only — no formal presentation)

11:50h-12:00h

12:00-12:30h

Lunch 12:30h-13:30h
8.0 Finance — 2014 Overall Budget Review Ed Mahony  13:30h-14:30h
9.0 Executive Session John Stewart  14:30h-16:00h
End of Purdue Budget Presentation
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Purdue Pharma - 2014 Budget Presentation

President’s Overview

John H. Stewart
October 29 2013

1
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Year in Review 2013
OxyContin — FDA’s Decision of April 16"

o Marked the achievement of a goal more than 8 years in the making.

o Demonstrated the quality and comprehensiveness of the company’s
R&D processes—in a new area of science.

o Resulted from a company-wide, sustained effort with major support
arising out of the activities of the Federal and State Government
Affairs Groups, the Law Enforcement Liaison and Education
personnel, and the Legal Department - among others.

o Avoided what would in all likelihood have been a “patent cliff” event

o Established a regulatory precedent for AD formulations

2
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Year in Review 2013
OxyContin — FDA’s Decision of April 16"

a Points to recognition of the positive impact of abuse-deterrent

formulations, and Purdue’s contributions to their development by:

= FDA

= DEA

» Members of Congress and State Legislators
» | aw Enforcement Officials

o Received substantial, but relatively short lived, coverage in the
media

o Not seenas particularly compelling to payers, many opioid
prescribers and the community that focuses on the abuse of
prescription opioids.
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Year in Review 2013

OxyContin — Commercial

a 2013 sales projection of $2,461.4 million is $455 million - 15.6% -
below budget, driven by:
® Ongoing decreases in the number of prescriptions
= Shift toward prescriptions for lower daily dosages/tablet strengths
» Reductionin the average number of tablets per prescription

a Analysis (McKinsey) of factors driving OxyContin’s sales
performance identified opportunities for significant gains.

4
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Year in Review 2013
OxyContin

o Substantial focus on the problems associated with opioids remains —
at both the public and scientific levels.

a OxyContin/Long-Acting opioid class labeling proposed by FDA, and
post-marketing studies mandated.

a Patent challenges continue

5
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Year in Review 2013

Butrans

a 2013 sales projection of $145 million is $32 million - or 28% - over
last year, but is also $16.6 million below budget.

a Prescription growth continues to represent the #1 opioid analgesic
launch since OxyContin.

a Position on Managed Care Formularies continues to improve.
u Lifecycle Management Activities underway

6
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Year in Review 2013
R&D Activities

o Interactions and Relations with FDA Very Positive

®  OxyContin AD Development Program setting the standard, and the epidemiology
program continues to generate impressive data.

* FDA’'s Analgesics Division engaged and supportive of the company’s additional
AD development programs.

"  Targinig ER NDA filed.
®* HydroContin NDA on target for filing in Q2 2014.

®" FDA inspection and interactions with field offices successful.

7
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Year in Review 2013
R&D Activities

a Discovery Compound Progressing

" TRPV-1 Phase Il Studies on schedule
®"  ORL-1 POC Study underway

" Nav (Sodium Channel Blockers) and Functionally Biased Opioid development
programs continue

a Functional Groups Active and Contributing
" Health Outcomes & Pharmacoeconomics
* R&D Innovations

8
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Year in Review 2013
Legal

Redacted

9
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Year in Review 2013

Corporate Affairs and Communications

o Broadening Awareness and Appreciation of the Impact of Abuse-
Deterrent Opioid Formulations

o Supporting our Federal and State Government Affairs Objectives
o Contributing to Market Access Activities
a Supporting New Product Launches

10
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Objectives - 2014

o Maintain OxyContin’s Exclusivity

a Effectively respond to the FDA'’s required changes to the labeling of
ER opioid analgesics, and their requirement for additional post-
marketing studies.

o Gain FDA approval of the Targiniq ER NDA — Pain Indication
a File the NDA for HydroContin

a Deliver a Second-Generation Butrans Patch that meets the target
product file.

11
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Objectives - 2014

o Successfullyimplement the sales and marketing effectiveness
improvements arising out of the McKinsey/E2E projects.

a Build more proactive market access support teams — complete with
strategically aligned efforts from the AE, MSL and PSL groups.

o Generate substantial opinion leader dialogue on the value of abuse-
deterrent opioids.

u Reduce the organization’s culture of near-complete risk avoidance.

12
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Objectives - 2014

a OxyContin — Achieve $1,977 million in gross sales, inclusive of $261
million negative impact of generic settlements.

a Butrans — Achieve $189 million in gross sales, an increase of $44.1
million — or 30.5% - over 2013 LE.

o Laxatives — Achieve $50.3 million in gross sales, an increase of $1.0
million or 2.0% - from 2013 LE.

a Profit — Deliver an operating margin of $554.5 million — 36.1% of net
sales.

u Favorably resolve the CMS “line extension” rebate issue — resulting
in a savings of $252 million.

13

13
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Purdue 2014 Budget Proposal
Narrative
October 23, 2013

The tollowing is an overview of the proposed Purdue 2014 Budget.

1.0 Net Sales

2013 2014
2011 2012 2013 Latest Proposed
Actual Actual Budget Estimate Budget
Total $2.2B $2.2B $2.4B $2.0B $1.5B
OxyContin $2.0B $2.0B $2.1B $1.8B $1.3B
Butrans $55.9M $84.0M $126.9M $110.3M $135.5M

The budget process started with a deep analysis of the factors intluencing OxyContin’s 2013
sales performance and then building the 2014 based on that analysis. The following are
highlights:

1.1 OxyContin demand is running below 2012 levels, and also below 2013
Budget. The reasons for the decrease generally relate to:
a) Anti-opioid pressures by groups such as PROP,
b) DEA enforcement and control activities directed at wholesalers and drug
chains,

O

Continued payer pressure to move demand to low-cost generics
Increasingly restrictive opioid prescribing guidelines and regulations,
S&P execution and

) IMS data has been overstated by about 6% for the last 3 years. IMS has
since confirmed the overstatement and will be correcting their
reporting. This resulted in the 2013 OxyContin net sales budget being
over-calculated by $81M.

¢

\_/\9;‘\_/

The 2014 Budget and business plan addresses each of these:

- Items A to D above will be addressed by the External Aftairs group and the
R&D Health Outcome group —who will present next week.

- Item E — the S&P investment in OxyContin is proposed to increase from
$50.8M and 2.5% of sales to $108.6M and 8.3% of sales in the 2014 proposal,
and S&P execution is being addressed by the E2E mitiative inspired by the
recent McKinsey report. The E2E project status will be presented by the
project leadership team next week.

- Fmally, on Item F —in building the 2014 budget the IMS data has been
corrected.
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1.2

1.3

Redacted

Butrans demand is growing steadily as a result of continued S&P investment and
improved managed care coverage. The 2014 Budget Proposal projects that growth
to continue, and for the brand to achieve a positive annual P&L in 2014 - its
fourth year on the market. The prospects for continued profitability are bright
considering that there have been no paragraph 4 filings and that prospects are
good for patent term extension.

Intermezzo net sales are stable and at an annual run rate of $10 to $11M. Current
S&P investment 1s minimal. In 2014, the budget proposal is to run the brand at a
breakeven P&L or better. i Redacted

Redacted

2.0 Operating Expenses

Total Operating Expenses

21

22

231

24
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2013 2014
2011 2012 2013 Latest Proposed
Actual Actual Budget Estimate Budget
$714M $868M $930M $825M $719M

In view of the projected lower sales, the Proposed Budget includes an operating
expense reduction of $149M or 17% vs. 2012 and $106M or 13% vs. 2013 Latest
Estimate. These decreases impacted all areas of Purdue. The detail of the
reductions will be covered next week, and the following are a few highlights.

G&A spending in the Proposed 2014 Budget is $135M - $18.9M or 3% lower than
the 2013 Latest Estimate. This Budget Proposal assumes a G&A staft reduction
of 49 or 13%, a $4.1M reduction in grants related spending and other reductions.

Redacted

R&D spending in the Proposed Budget is $263M - $36M or 12% lower than the
2013 Latest Estimate due to lower spending as the HYD and ONU

programs.. Additional reductions, now budgeted in the Other US P&L line, were
previewed at the October 3 Board meeting and will be discussed next week.
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2.5 S&P spending in the Proposed Budget is $258M - $17M or 6% lower than the
2013 Latest Estimate. The S&P decrease is lower than the decreases in other areas
primarily because management sees significant opportunity to improve sales of
OxyContin and Butrans -- especially in view of the E2E initiatives to improve the
efficiency of the S&P investment.

2.6 Other — U.S. income of $5.6M includes $13.6M of confidential expense reductions
- including 23 headcount reductions -- offset by a $10M President’s fund.

3.0 Operating Margin after Incentives and Settlements is the pretax profit of all Purdue
U.S. operations -- 2014 Proposed Budget is $554.5M - $312.6M less than 2013 Latest
Estimate due to lower sales offset partially by expenditure reductions.

4.0 Non-tax Distributions in the Proposed 2014 Budget are $314.1M.
5.0 Other items of note:

5.1 The 2014 Budget assumes that the Medicaid Rebate Line Extension regulation is
unfavorably resolved, resulting in a higher OxyContin rebate back to August 2010
and a $265M additional rebate payment in 2014. A favorable outcome would
result in a potential distribution of the $265M with 50% being tax and 50% non-
tax.

52 The 2014 Proposed Budget includes $11.7M funding of Targiniq prelaunch
activities. As timing of approval, labeling and other details become clearer, a sales
and launch budget will be proposed. For reference, the most recent 10 Year Plan
had first 12 months Targiniq nets sales and operating margin/(loss) of $31.1M and
($66.3M), respectively.

5.3 The 2014 Proposed Budget includes $6.9M to fund prelaunch activities tor
HydroContin.

6.0 Conclusion: We believe that this budget proposal strikes a good balance between
aggressive cost management, investing in the promotion of OxyContin and Butrans and
investing in the R&D pipeline and related activities.

7.0 Attached are the following:

7.1 Agenda for Budget Meeting

7.2 2013 Review and 2014 Budget Overview

7.3 Finance 2014 Overall Budget Review

Ed Mahony John Stewart
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Message

Sackler, Dr Richard

Sackler, Mortimer D.A.

From: Stewart, John H. (US)
Sent: 04
To: Baker, Stuart D
Judy Lewent
Sackler, Dame Theresa Sackler, David
ackler, Dr Raymond R
Sackler, Jonatha
nyderman, Ralp
CC:
BCC: Stewart, John H. (US
Subject: Budget Presentation - Revised Version John Stewart's Opening

Attachments: JHS Budget Presentation 2014 FINAL.pptx

Some edits were made to the version of my opening presentation presentation that was sent to you fast night, so here is

a copy of the “final” - which will appear in the Budget Books to be distributed Tuesday Morming.

Regards - John

CONFIDENTIAL TREATMENT REQUESTED
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| President’s Overview

John H. Stewart
President & CEO

1
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Year in Review 2013
OxyContin — FDA’s Decision of April 16"

o Marked the achievement of a goal more than 8 years in the making

o Demonstrated the quality and comprehensiveness of the company’s
R&D processes—in a new area of science

o Resulted from a company-wide, sustained effort with major support
arising out of activities by the Federal and State Government Affairs
Groups, the Law Enforcement Liaison and Education personnel, and
the Legal Department - among others

o Avoided what would, in all likelihood, have been a “patent cliff’ event

o Established a regulatory precedent for AD formulations

2
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Year in Review 2013
OxyContin — FDA’s Decision of April 16"

o Recognizes the positive impact of abuse-deterrent formulations, and
Purdue’s contributions to their development, by influential
organizations including:

» FDA
= DEA
* Members of Congress and State Legislators
» | aw Enforcement Officials

o Received substantial, but relatively short lived, coverage in the
media

o ADF notseen as particularly important/compelling to payers, many
opioid prescribers and the members of the health community who
focus primarily on the abuse of prescription opioids

3
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Year in Review 2013
OxyContin

o Substantial focus on problems associated with opioids remains — at
both the public and professional levels

a New OxyContin/Long-Acting opioid class labeling proposed by FDA,
and post-marketing studies mandated

a Patent challenges remain

4
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Year in Review 2013

OxyContin — Commercial

a 2013 sales projection of $2,461 million is $455 million - 15.6% -
below the original budget, driven by:
® Ongoing decreases in the number of prescriptions

® (Ongoing shift toward prescriptions for lower tablet strengths and
daily dosages

» Reduction in the average number of tablets per prescription
» Restrictive dispensing policies at retail pharmacies

o Analysis (McKinsey) of factors driving OxyContin’s sales
performance identified opportunities for important gains

5
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Year in Review 2013

Butrans

a 2013 sales projection of $145 million is $32 million - or 28% - over
last year, but is also $15 million - or 9% - below budget

a Prescription growth continues to represent the #1 opioid analgesic
launch since OxyContin

a Position on Managed Care Formularies continues to improve
u Line Expansion and Lifecycle Management Activities underway

6
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Year in Review 2013
R&D Activities

o Interactions and Relations with FDA Very Positive

= OxyContin AD Development Program sets the standard, and the
epidemiology program continues to generate impressive data

= FDA’s Analgesics Division engaged and supportive of the
company'’s additional AD development programs

= Targiniq ER NDA filed
» HydroContin NDA on target for filing in Q2 2014
®» FDA inspections and interactions with field offices successful

7
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Year in Review 2013
R&D Activities

o Datain support of long-term safety and efficacy of opioids being
generated

o Discovery Compounds Progressing
* TRPV-1 Phase Il Studies on schedule

®» ORL-1 POC Study underway
®= Nav (Sodium Channel Blockers) and Functionally Biased Opioid
development programs continue
o Functional Groups Active and Contributing
®» Health Outcomes & Pharmacoeconomics (HOPE)
®» R&D Innovations

8
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| Year in Review 2013

Legal

Redacted

Corporate Affairs and Communications

o Broadening Awareness and Appreciation of the Impact of Abuse-
Deterrent Opioid Formulations

a Supporting Federal and State Government Affairs Objectives
o Contributing to Market Access Activities

9
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Objectives - 2014

o Maintain OxyContin’s Exclusivity

o Effectively respond to the FDA's required changes to the labeling of
ER opioid analgesics, and the requirement for additional post-
marketing studies

o Gain FDA approval of the Targiniq ER NDA — Pain Indication
o File the NDA for HydroContin

a Deliver a Second-Generation Butrans Patch that meets the target
product profile.

o Investin a late-stage, non-opioid product

10

10
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Objectives - 2014

a Successfullyimplement the Sales and Marketing effectiveness
improvements arising out of the McKinsey and E2E Projects

o Build more proactive Market Access Support Teams — with
strategically aligned efforts from the AE, MSL and PSL Groups

o Generate substantial opinion leader dialogue on the value of abuse-
deterrent opioids

o Challenge restrictive Federal, State and Organizational Activities
a Progress the Treyburn facility and establishmentof a NC Tech Ops

Hub
o Recognize and address the negative impacts of a culture of risk
avoidance
11
11
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Objectives - 2014

a OxyContin — Achieve $1,977 million in gross sales, inclusive of
the $261 million negative impact of generic settlements

a Butrans — Achieve $189 million in gross sales, an increase of
$44 1 million - or 30.5% - over 2013 LE

a Laxatives — Achieve $50.3 million in gross sales, an increase of
$1.0 million or 2.0% - from 2013 LE

a Profit — Deliver an operating margin of $554.5 million —
36.1% of net sales

a Favorably resolve the CMS “line extension” rebate issue —
resulting in a savings of $252 million

12

12

CONFIDENTIAL TREATMENT REQUESTED PURDUE-COR-00016144
NOT FOR CIRCULATION/COMMITTEE MEMBERS AND STAFF ONLY



Sackler, Mortimer D.

Baker, Stuart

: ahony, Edwar
Sent: Mon 10/28/2013 12:36:10 PM
Subject: RE: Purdue 2014 Budget Proposal

1. Yes --- | did mean Q3 2014
2. As mentioned in my earlier email -- Russ will send answers to the market questions

3. The presentations are being loaded into the Board portal: Redacted
i Redacted ;

----- Original Message-----

From: Sackler, Mortimer D.A.

Sent: Monday, October 28, 2013 8:08 AM

To: Mahony, Edward; Baker, Stuart D.

Cc: Boer, Peter; Pickett, Cecil; Lewent, Judy; Costa, Paulo; Snyderman, Ralph; Sackler, Dr Kathe;

Sackler, Jonathan; Sackler Lefcourt, llene; Sackler, Beverly; Sackler, Dame Theresa; Sackler, David;

Sackler, Dr Raymond R; Sackler, Dr Richard; Stewart, John H. (US); Roncalli, A : ner,

Todd:; Damas, Raul: Gasdia, Russell; Lundie, DavidW
einstein, Bert

Subject: Re: Purdue 2014 Budget Proposal

Thank you Ed. | assume you meant Q3 2014 below, correct? Also, why would we make our transfer
price so low for the AG? It should reflect the fully loaded cost of the product which is higher than that,
especially to an AG. Have we included in fully loaded cost the costs of running our Radars and other
monitoring programs? We certainly should include those costs as well as probably any other costs we
incur for regulatory reasons and possibly any we incur to maintain/grow the scripts. It should not be
priced based on marginal cost especially since we are in a decline.

Also, where are the rest of the presentations from the Agenda? We were supposed to receive them at
least a week ahead of time and the meeting is tomorrow.

Can someone also please send me a couple of charts on the market share development for controlled
release analgesics over the last few years and the projection for next year. One of those charts should
show the breakdown of OxyContin market share by strength against competitors. | would like to
understand more the recent dynamics of the market and where the patients are shifting to that we are
losing.

Regards,

Mortimer

> On Oct 28, 2013, at 7:42 AM, "Mahony, Edward" <} & rharma.com> wrote:

>
> Mortimer,
>

> | think that you are referring to the table on page 48.
>

> BACKGROUND
>

> A number of managed care contracts include a price protection feature which awards an additional
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rebate if Purdue's annual price increases are higher than 6%. The proposed 2014 price increase for
OxyContin is 7% --- therefore this additional rebate is activated for those commercial and Med D
contracts. This additional rebate also sets a new best price so indirectly impacts Medicaid rebates.

>

> RESPONSE

>

> These price protection features do not impact the settlements.

>

> The settlements do impact Medicaid Rebates when the counterparty elects to receive the Authorized
Generic (AG). For Medicaid Rebates the AG transfer price we receive from the counterparty becomes
our best price. That transfer price is about 4% of brand selling price (our COGS) so our best price is
very low and our Medicaid Rebate becomes very high. To mitigate this additional Medicaid rebate we
ship AG to all counterparties in only one quarter of 2015 (Q3). The budgeted impact of the settlement
related higher Medicaid rebate is $22.6 million for 2014.

>

> This Medicaid Rebate impact has been included in all of our estimates of the cost of settlements.
>

> From: Sackler, Mortimer D.A.

> Sent: Monday, October 28, 2013 7:12 AM

> To: Mahony, Edward; Baker, Stuart D.

> Cc: Boer, Peter; Pickett, Cecil; Lewent, Judy; Costa, Paulo; Snyderman, Ralph; Sackler, Dr Kathe;
Sackler, Jonathan; Sackler Lefcourt, llene; Sackler, Beverly; Sackler, Dame Theresa; Sackler, David;

Sackler. Dr Raymond R: Sackler. Dr Richard; Stewart, John H. (US);
Gasdia Russell;-undie, David;

> Subject: Re: Purd
>

> Ed,

>

> What are the "price protection agreements" referred to in the attached and how are they and any other
rebates impacted by our generic settlements? Was that impact accounted for when estimating the cost
of he settlements and have we done anything to reduce that impact from the settlements and hence
lower their cost?

>

> Regards,
>
> Mortimer
>

> On Oct 23, 2013, at 7:05 PM, "Mahony, Edward" _@pharma.com> wrote:

>
> Purdue 2014 Budget Proposal

> Narrative
> October 23, 2013
>
> The following is an overview of the proposed Purdue 2014 Budget.
>
>
>1.0 Net Sales
>
>
>
>
>
>
>
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>

> 2011

>

> Actual
>

>

>

>

> 2012

>

> Actual
>

>

>

>

> 2013

>

> Budget
>

>

> 2013

>

> Latest
>

> Estimate
>

>

> 2014

>

> Proposed
>

> Budget
>

>

>

>

> Total

CONFIDENTIAL TREATMENT REQUESTED PURDUE-COR-00016147
NOT FOR CIRCULATION/COMMITTEE MEMBERS AND STAFF ONLY



> Butrans
>
>
>
>
> $55.9M
>
>
>
>
> $84.0M
>
>
>
>

> $126.9M
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$110.3M

$135.5M

VVVVVVVVVVVYVYVY

> The budget process started with a deep analysis of the factors influencing OxyContin's 2013 sales
performance and then building the 2014 based on that analysis. The following are highlights:

>

>

>

> 1.1 OxyContin demand is running below 2012 levels, and also below 2013 Budget. The
reasons for the decrease generally relate to:

>

>a) Anti-opioid pressures by groups such as PROP,

>

>b) DEA enforcement and control activities directed at wholesalers and drug chains,

>

>¢)  Continued payer pressure to move demand to low-cost generics

>

> d) Increasingly restrictive opioid prescribing guidelines and regulations,

>

>e)  S&P execution and

>

> f) IMS data has been overstated by about 6% for the last 3 years. IMS has since confirmed the

overstatement and will be correcting their reporting. This resulted in the 2013 OxyContin net sales
budget being over-calculated by $81M.

>

> The 2014 Budget and business plan addresses each of these:

>

> - ltems A to D above will be addressed by the External Affairs group and the R&D Health
Outcome group - who will present next week.

>

> - Item E - the S&P investment in OxyContin is proposed to increase from $50.8M and 2.5% of

sales to $108.6M and 8.3% of sales in the 2014 proposal, and S&P execution is being addressed by the
E2E initiative inspired by the recent McKinsey report. The E2E project status will be presented by the
project leadership team next week.

>

> - Finally, on ltem F - in building the 2014 budget the IMS data has been corrected.

Redacted

>
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>

>1.2 Butrans demand is growing steadily as a result of continued S&P investment and improved
managed care coverage. The 2014 Budget Proposal projects that growth to continue, and for the brand
to achieve a positive annual P&L in 2014 -- its fourth year on the market. The prospects for continued
profitability are bright considering that there have been no paragraph 4 filings and that prospects are
good for patent term extension.

>

>

>

>1.3 Intermezzo net sales are stable and at an annual run rate of $10 to $11M. Current S&P

Redacted

i >
>
>
>2.0 Operating Expenses
>
>
>
>
> 2011
> Actual
>
>
> 2012
> Actual
>
>
> 2013
> Budget
>
> 2013
> Latest
> Estimate
>
> 2014 Proposed Budget
>
>
> Total Operating Expenses
>
>
> $714M
>
>
> $868M
>
>
> $930M
>
>
> $825M
>
>

> $719M
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>

>

>

>2.1 In view of the projected lower sales, the Proposed Budget includes an operating expense
reduction of $149M or 17% vs. 2012 and $106M or 13% vs. 2013 Latest Estimate. These decreases
impacted all areas of Purdue. The detail of the reductions will be covered next week, and the foliowing
are a few highlights.

>

>

>

>2.2 G&A spending in the Proposed 2014 Budget is $135M - $18.9M or 3% lower than the 2013
Latest Estimate. This Budget Proposal assumes a G&A staff reduction of 49 or 13%, a $4.1M reduction
in grants related spending and other reductions.

>

>

Redacted

>

>

>

>24 R&D spending in the Proposed Budget is $263M - $36M or 12% lower than the 2013 Latest
Estimate due to lower spending as the HYD and ONU programs.. Additional reductions, now budgeted in
the Other US P&L line, were previewed at the October 3 Board meeting and will be discussed next week.
>

>

>

>2.5 S&P spending in the Proposed Budget is $258M - $17M or 6% lower than the 2013 Latest
Estimate. The S&P decrease is lower than the decreases in other areas primarily because management
sees significant opportunity to improve sales of OxyContin and Butrans -- especially in view of the E2E
initiatives to improve the efficiency of the S&P investment.

>

>

>

>2.6 Other - U.S. income of $5.6M includes $13.6M of confidential expense reductions --
including 23 headcount reductions -- offset by a $10M President's fund.

>

>

>

> 3.0 Operating Margin after Incentives and Settlements is the pretax profit of all Purdue U.S.
operations -- 2014 Proposed Budget is $554.5M - $312.6M less than 2013 Latest Estimate due to lower
sales offset partially by expenditure reductions.

>

>

>

>4.0 Non-tax Distributions in the Proposed 2014 Budget are $314.1M.

>

>

>5.0 Other items of note:

>

>

>

>51 The 2014 Budget assumes that the Medicaid Rebate Line Extension regulation is
unfavorably resolved, resulting in a higher OxyContin rebate back to August 2010 and a $265M
additional rebate payment in 2014. A favorable outcome would result in a potential distribution of the

$265M with 50% being tax and 50% non-tax.
>
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>

>

>52 The 2014 Proposed Budget includes $11.7M funding of Targiniq prelaunch activities. As
timing of approval, labeling and other details become clearer, a sales and launch budget will be
proposed. For reference, the most recent 10 Year Plan had first 12 months Targiniq nets sales and
operating margin/(loss) of $31.1M and ($66.3M), respectively.

>

>

>53 The 2014 Proposed Budget includes $6.9M to fund prelaunch activities for HydroContin.
>

>

>

> 6.0 Conclusion: We believe that this budget proposal strikes a good balance between aggressive
cost management, investing in the promotion of OxyContin and Butrans and investing in the R&D
pipeline and related activities.

>7.0 Attached are the following:

>7.1 Agenda for Budget Meeting

>7.2 2013 Review and 2014 Budget Overview

>7.3 Finance 2014 Overall Budget Review

\Y

> Ed Mahony John Stewart
>

> <Finance - Budget Proposal v3.pptx>

> <JHS Budget Presentation 2013.pptx>

> <Agenda 2013 v9.docx>
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Message

From: Gasdia, Russell
Sent: 10/28/2013 4:06:35 PM
To: Mahony, Edward
Sackler, Mortimer D.A.
Baker, Stuart D.
CcC: Boer, Peter
Pickett, Cecil
Snyderman, Ralph
Sackler, Dr Kathe
Rackler, Jonathan
ackler Lercourt, fene
Sackler, Beverly
Sackler, Dame Theresa
Sackler, Dr Raymond R
Sackler, Dr Richard
Stewart, John H. {(US
Damas, Raul
Dolan, Jameyq undie, David
[Rosen, David (Sales and
Marketing )|
BCC: tewart, John H. (U
Subject: RE: Purdue 2014 Budget Proposal

Attachments: RE: Purdue 2014 Budget Proposal

All

As Ed indicated earlier today, below is a response to Mortimer's question, which he posed in the third
paragraph of his email back to Ed.

This was put together by David Rosen, who will be presenting an overview of the analgesic market during
tomorrow's Sales & Marketing section of the Budget Meeting.

Russ

From David Rosen:

Hello, Mortimer. Below you will see the OxyContin strength Rx history as well as statistical projections as per
your request (note we further impact these trends downward for future market events that affect
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OxyContin). Indeed the Rx trends for the higher strengths as well as the product in general are down. This is
also evidenced in slide 10 and 11 of the OxyContin monthly report we attached for your reference.

<<,..>>

These same trends of overall slight decline as well as changing the distribution of strengths are occurring for
most of the other extended release opioids. Total prescriptions in the ERO market have declined 1.2% in the
past 3 months (slide 5 in attached). In addition, Kg/Rx for all of the ERO’s have been declining more rapidly
than Rx’s. This is an indication that the high dose prescriptions are declining throughout the ERO

market. Even generic 2x/day morphine most recently has experienced a Kg/Rx decline despite being the only
major ERO to have a nominal increase in overall Rx.

We have performed extensive analysis examining the sources of these declines for both OxyContin and the
market, and we have looked at where these patients are going.

Bottom line: there are, corresponding with DEA pressures and “good faith dispensing policies” at large chain
pharmacies, fewer patients switching into the ERO market from other products, and there are fewer patients
titrating to the higher strengths from the lower ones. Some supporting evidence is below.

Overall the drivers of TRx decline for the entire ERO market and for OxyContin specifically are similar. Existing
ERO and OxyContin patients, in general, are not increasingly switching away either to other products or out of
the market. Switches away from ERO’s as a class and from OxyContin is slowly improving in our favor, both
absolute and as a percent of TRx. We have also shown in studies that average patient length of therapy, for
instance, is not substantially changing over time.

The primary source of loss of business is decreasing incoming Rx’s, specifically from switches from other
opioids. This applies to both the ERO market as a whole, and to OxyContin specifically.

<<...>>

<<, >>

Switches to the ERO market are declining {-8.3%) for the 12/12 month period ending July 2013. The declining
trend accelerates in mid-2012, which roughly coincides with other negative trends (e.g., declining tablets per
Rx) associated with external pressures on the market (DEA/pharmacies).

<<L,,.>»>

Similarly OxyContin’s switches from other opioids are declining -8.7% for the 12/12 period ending Jul 2013.

<<, >>

The vast majority of switches to OxyContin come from IR/Combination opioids (about 91%). For the 12/12
month period ending July 2013, the growth of switches to OxyContin from hydrocodone combinations was -
13.2%, oxycodone combinations was -11.7% and oxycodone IR was -5.9%. Generics are not immune to this
trend. Generic 2x per day morphine, whose 12/12 month TRx growth ending Jul 2013 was +7.4% also had
sharply declining switches to the product group relative to its TRx trend. 12/12 growth from hydrocodone
combos was -4.8%, oxycodone combos was -4.2%, and oxycodone IR was -1.6%. This is a driver of slowing
growth of the 2x per day morphine products.

In addition, also correlating with the DEA pressures and pharmacy changes, upward titration has also been
declining for OxyContin as can be seen in the data and chart below. This represents monthly OxyContin Rx’s
that have been switched from a lower OxyContin strength. Although not shown, similar trends exist in other
ERO’s.

<L >>
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6/6 month growth

15mg 0.3%

20mg -8.5%
30mg -5.7%
40mg -9.2%
60mg -8.5%

80mg -13.1%

Please let us know if you have any additional questions regarding the material presented in the email.

David Rosen | Executive Director, Forecasting, Analytics and Market Research | Furdue Pharma | One Stamford Forum Stamford CT

06901 l-@__gh_a_r_ma_-_ggm | office [ - - -

From: Mahony, Edward

Sent: Monday, October 28, 2013 11:12 AM

To: Sackler, Mortimer D.A.; Baker, Stuart D.

Cc: Boer, Peter; Pickett, Cecil; Lewent, Judy; Costa, Paulo; Snyderman, Ralph; Sackler, Dr Kathe; Sackler,
Jonathan; Sackler Lefcourt, llene; Sackler, Beverly; Sackler, Dame Theresa; Sackler, David; Sackler, Dr Raymond

R; Sackler, Dr Richard; Stewart, John H. (US);
-Gasdia, Russell; | ]I Lundie, David;

Subject: RE: Purdue 2014 Budget Proposal

Mortimer,

The transfer price of the AG is Purdue's fully loaded cost to manufacture and distribute. Phil asked that
further detail be discussed off email.

Russ will send data you requested on the market.
Ed

From: Sackler, Mortimer D.A.
Sent: Monday, October 28, 2013 8:08 AM
To: Mahony, Edward; Baker, Stuart D.

Cc: Boer, Peter; Pickett, Cecil; Lewent, Judy; Costa, Paulo; Snyderman, Ralph; Sackler, Dr Kathe; Sackler,
Jonathan; Sackler Lefcourt, llene; Sackler, Beverly; Sackler, Dame Theresa; Sackler, David; Sackler, Dr Raymond

R; Sackler, Dr Richard; Stewart, John H. (US);
- Gasdiai Russell_ Lundie, David

Subject: Re: Purdue 2014 Budget Proposal

Thank you Ed. | assume you meant Q3 2014 below, correct? Also, why would we make our transfer price so
low for the AG? It should reflect the fully loaded cost of the product which is higher than that, especially to an
AG. Have we included in fully loaded cost the costs of running our Radars and other monitoring

programs? We certainly should include those costs as well as probably any other costs we incur for regulatory
reasons and possibly any we incur to maintain/grow the scripts. It should not be priced based on marginal cost
especially since we are in a decline.
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Also, where are the rest of the presentations from the Agenda? We were supposed to receive them at least a
week ahead of time and the meeting is tomorrow.

Can someone also please send me a couple of charts on the market share development for controlled release
analgesics over the last few years and the projection for next year. One of those charts should show the
breakdown of OxyContin market share by strength against competitors. | would like to understand more the
recent dynamics of the market and where the patients are shifting to that we are losing.

Regards,

Mortimer

> On Oct 28, 2013, at 7:42 AM, "Mahony, Edward" <-QEIJM> wrote:

>

> Mortimer,

>

> | think that you are referring to the table on page 48.
>

> BACKGROUND

>

> A number of managed care contracts include a price protection feature which awards an additional rebate if
Purdue's annual price increases are higher than 6%. The proposed 2014 price increase for OxyContin is 7% ---
therefore this additional rebate is activated for those commercial and Med D contracts. This additional
rebate also sets a new best price so indirectly impacts Medicaid rebates.

>
> RESPONSE

>

> These price protection features do not impact the settlements.

>

> The settlements do impact Medicaid Rebates when the counterparty elects to receive the Authorized
Generic (AG). For Medicaid Rebates the AG transfer price we receive from the counterparty becomes our
best price. That transfer price is about 4% of brand selling price (our COGS) so our best price is very low and
our Medicaid Rebate becomes very high. To mitigate this additional Medicaid rebate we ship AG to all
counterparties in only one quarter of 2015 (Q3). The budgeted impact of the settlement related higher
Medicaid rebate is $22.6 million for 2014.

>

> This Medicaid Rebate impact has been included in all of our estimates of the cost of settlements.

> From: Sackler, Mortimer D.A.
> Sent: Monday, October 28, 2013 7:12 AM
> To: Mahony, Edward; Baker, Stuart D.
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> Cc: Boer, Peter; Pickett, Cecil; Lewent, Judy; Costa, Paulo; Snyderman, Ralph; Sackler, Dr Kathe; Sackler,
Jonathan; Sackler Lefcourt, llene; Sackler, Beverly; Sackler, Dame Theresa; Sackler, David; Sackler, Dr Raymond

R; Sackler, Dr Richard; Stewart, John H. (US);
- Gasdia, Russe!| | ] JJJ Lundie, David

> Subject: Re: Purdue 2014 Budget Proposal

>
> Ed,
>

> What are the "price protection agreements" referred to in the attached and how are they and any other
rebates impacted by our generic settlements? Was that impact accounted for when estimating the cost of he
settlements and have we done anything to reduce that impact from the settlements and hence lower their
cost?

>

> Regards,

>

> Mortimer

>

> On Oct 23, 2013, at 7:05 PM, "Mahony, Edward" ||| | | 2 0harma.com> wrote:
>

> Purdue 2014 Budget Proposal

> Narrative

> October 23, 2013

>

> The following is an overview of the proposed Purdue 2014 Budget.
>

>

>1.0 Net Sales
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> Actual
>

>

>

>

> 2012

>

> Actual
>

>

>

>

> 2013

>

> Budget
>

>

> 2013

>

> Latest
>

> Estimate
>

>

> 2014

>

> Proposed
>

> Budget

>
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>

> OxyContin

>
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>

> Butrans

>
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>$126.9M
>
>
>
>
>$110.3M
>
>
>
>
>$135.5M
>
>
>

>

> The budget process started with a deep analysis of the factors influencing OxyContin's 2013 sales
performance and then building the 2014 based on that analysis. The following are highlights:

>
>

>

>1.1 OxyContin demand is running below 2012 levels, and also below 2013 Budget. The reasons for
the decrease generally relate to:

>
>a) Anti-opioid pressures by groups such as PROP,

>

>b) DEA enforcement and control activities directed at wholesalers and drug chains,
>

>c¢) Continued payer pressure to move demand to low-cost generics

>

>d) Increasingly restrictive opioid prescribing guidelines and regulations,

>

>e) S&P execution and

>

> f) IMS data has been overstated by about 6% for the last 3 years. IMS has since confirmed the
overstatement and will be correcting their reporting. This resulted in the 2013 OxyContin net sales budget
being over-calculated by $S81M.

>
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> The 2014 Budget and business plan addresses each of these:

>
> - ltems A to D above will be addressed by the External Affairs group and the R&D Health Outcome
group - who will present next week.

>

> - Item E - the S&P investment in OxyContin is proposed to increase from $50.8M and 2.5% of sales to

$108.6M and 8.3% of sales in the 2014 proposal, and S&P execution is being addressed by the E2E initiative
inspired by the recent McKinsey report. The E2E project status will be presented by the project leadership
team next week.

>

> - Finally, on Item F - in building the 2014 budget the IMS data has been corrected.

Redacted

>

>

>
>

>

>1.2 Butrans demand is growing steadily as a result of continued S&P investment and improved
managed care coverage. The 2014 Budget Proposal projects that growth to continue, and for the brand to
achieve a positive annual P&L in 2014 -- its fourth year on the market. The prospects for continued
profitability are bright considering that there have been no paragraph 4 filings and that prospects are good for
patent term extension.

>
>

>

>1.3 Intermezzo net sales are stable and at an annual run rate of $10 to $11M. Current S&P

investment is minimal. |n 2014, the budget proposal is to run the brand at a breakeven P&L or
better. | Redacted

Redacted

>2.0 Operating Expenses
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>
>

> 2011

> Actual

>

>

> 2012

> Actual

>

>

> 2013

> Budget

>

> 2013

> Latest

> Estimate

>

> 2014 Proposed Budget
>

>

> Total Operating Expenses
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>
>

>

>2.1 In view of the projected lower sales, the Proposed Budget includes an operating expense
reduction of $149M or 17% vs. 2012 and $106M or 13% vs. 2013 Latest Estimate. These decreases impacted
all areas of Purdue. The detail of the reductions will be covered next week, and the following are a few
highlights.

>
>

>

>2.2 G&A spending in the Proposed 2014 Budget is $135M - $18.9M or 3% lower than the 2013 Latest
Estimate. This Budget Proposal assumes a G&A staff reduction of 49 or 13%, a $4.1M reduction in grants
related spending and other reductions.

>

>

Redacted

>
>

>

>2.4 R&D spending in the Proposed Budget is $263M - $36M or 12% lower than the 2013 Latest
Estimate due to lower spending as the HYD and ONU programs.. Additional reductions, now budgeted in the
Other US P&L line, were previewed at the October 3 Board meeting and will be discussed next week.

>
>

>

>2.5 S&P spending in the Proposed Budget is $258M - $17M or 6% lower than the 2013 Latest
Estimate. The S&P decrease is lower than the decreases in other areas primarily because management sees
significant opportunity to improve sales of OxyContin and Butrans -- especially in view of the E2E initiatives to
improve the efficiency of the S&P investment.

>
>

>

>2.6 Other - U.S. income of $5.6M includes $13.6M of confidential expense reductions -- including 23
headcount reductions -- offset by a $10M President's fund.

>
>

>
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>3.0 Operating Margin after Incentives and Settlements is the pretax profit of all Purdue U.S. operations --
2014 Proposed Budget is $554.5M - $312.6M less than 2013 Latest Estimate due to lower sales offset partially
by expenditure reductions.

>4.0 Non-tax Distributions in the Proposed 2014 Budget are $314.1M.

>5.0 Other items of note:

>5.1 The 2014 Budget assumes that the Medicaid Rebate Line Extension regulation is unfavorably
resolved, resulting in a higher OxyContin rebate back to August 2010 and a $265M additional rebate payment
in 2014. A favorable outcome would result in a potential distribution of the $265M with 50% being tax and
50% non-tax.

>
>

>

>5.2 The 2014 Proposed Budget includes $11.7M funding of Targiniq prelaunch activities. As timing of
approval, labeling and other details become clearer, a sales and launch budget will be proposed. For
reference, the most recent 10 Year Plan had first 12 months Targinig nets sales and operating margin/(loss) of
$31.1M and ($66.3M), respectively.

>5.3 The 2014 Proposed Budget includes $6.9M to fund prelaunch activities for HydroContin.

>6.0 Conclusion: We believe that this budget proposal strikes a good balance between aggressive cost
management, investing in the promotion of OxyContin and Butrans and investing in the R&D pipeline and
related activities.

>
>
>
>7.0 Attached are the following:
>

>
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>7.1 Agenda for Budget Meeting

>7.2 2013 Review and 2014 Budget Overview
>

>

>7.3 Finance 2014 Overall Budget Review

>

>

>

>

>

> Ed Mahony John Stewart

>
> <Finance - Budget Proposal v3.pptx>
> <JHS Budget Presentation 2013.pptx>
> <Agenda 2013 v9.docx>
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To: Mahony, Edward||| 2 oharma.com]; Sackler, Mortimer D.A. [l rharma.com]; Baker, Stuart
D @ chadbourne.com

@pharma.com]; Lewent, Judypharma.com];

@pharma.com]; Sackler, Dr
pharma.com]; Sackler Lefcourt,
Ppharma.com]; Sackler, Dame

Cc: Boer, Pete @boer.org]; Pickett, Cecil
Costa, Paulo [@pharma.com]; Snyderman, Ralp
Kathe] [@pharma.com]; Sackler, Jonathan
llene @pharma.com]; Sackler, Beverly

Theresa lwmdsackler.co.uk]; Sackler, David Wpharma.com]; Sackler, Dr Raymond
R pharma.com]; Sackler, Dr Richard [@pharma.com]; Stewart, John H.
(US) pharma.com]; Roncalli, Anthony K chadbourne.com]; Baumgartner,

Todd @pharma.com]; Damas, Raul @pharma.com] pharma‘com]-
(@pharma.coml: Lundie, David [@pharma.comy;
@pharma.Comy, [@pharma.com|; Weinstein,

Bert kwpharma.com|; Rosen, David (Sales and Marketing)| [@pharma.com]

From: asdia, Russel
Sent: Mon 10/28/2013°8:06:35 PM (U
Subject: RE: Purdue 2014 Budget Proposal
ATT22537

ATT53346

ATT94189

ATT76812

ATT71523

ATT56601

All

As Ed indicated earlier today, below is a response to Mortimer's question, which he posed in the third paragraph of his
email back to Ed.

This was put together by David Rosen, who will be presenting an overview of the analgesic market during tomorrow's Sales
& Marketing section of the Budget Meeting.

Russ
From David Rosen:

Hello, Mortimer. Below you will see the OxyContin strength Rx history as well as statistical projections as per your request
(note we further impact these trends downward for future market events that affect OxyContin). Indeed the Rx trends for
the higher strengths as well as the product in general are down. This is also evidenced in slide 10 and 11 of the OxyContin
monthly report we attached for your reference.

<< >>

These same trends of overall slight decline as well as changing the distribution of strengths are occurring for most of the
other extended release opioids. Total prescriptions in the ERO market have declined 1.2% in the past 3 months (slide 5 in
attached). In addition, Kg/Rx for all of the ERO’s have been declining more rapidly than Rx’s. This is an indication that the
high dose prescriptions are declining throughout the ERO market. Even generic 2x/day morphine most recently has
experienced a Kg/Rx decline despite being the only major ERO to have a nominal increase in overall Rx.

We have performed extensive analysis examining the sources of these declines for both OxyContin and the market, and we
have looked at where these patients are going.

Bottom line: there are, corresponding with DEA pressures and “good faith dispensing policies” at large chain pharmacies,
fewer patients switching into the ERO market from other products, and there are fewer patients titrating to the higher
strengths from the lower ones. Some supporting evidence is below.

Overall the drivers of TRx decline for the entire ERO market and for OxyContin specifically are similar. Existing ERO and
OxyContin patients, in general, are not increasingly switching away either to other products or out of the market. Switches
away from ERO’s as a class and from OxyContin is slowly improving in our favor, both absolute and as a percent of TRx. We
have also shown in studies that average patient length of therapy, for instance, is not substantially changing over time.
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The primary source of loss of business is decreasing incoming Rx’s, specifically from switches from other opioids. This
applies to both the ERO market as a whole, and to OxyContin specifically.

<<, >>

<<, >>

Switches to the ERO market are declining (-8.3%) for the 12/12 month period ending July 2013. The declining trend
accelerates in mid-2012, which roughly coincides with other negative trends (e.g., declining tablets per Rx) associated with
external pressures on the market (DEA/pharmacies).

<<, >>

Similarly OxyContin’s switches from other opioids are declining -8.7% for the 12/12 period ending Jul 2013.

<< >>

The vast majority of switches to OxyContin come from IR/Combination opioids (about 91%). For the 12/12 month period
ending July 2013, the growth of switches to OxyContin from hydrocodone combinations was -13.2%, oxycodone
combinations was -11.7% and oxycodone IR was -5.9%. Generics are not immune to this trend. Generic 2x per day
morphine, whose 12/12 month TRx growth ending Jul 2013 was +7.4% also had sharply declining switches to the product
group relative to its TRx trend. 12/12 growth from hydrocodone combos was -4.8%, oxycodone combos was -4.2%, and
oxycodone IR was -1.6%. This is a driver of slowing growth of the 2x per day morphine products.

In addition, also correlating with the DEA pressures and pharmacy changes, upward titration has also been declining for
OxyContin as can be seen in the data and chart below. This represents monthly OxyContin Rx’s that have been switched
from a lower OxyContin strength. Although not shown, similar trends exist in other ERO’s.

<<,..>>

6/6 month growth

15mg 0.3%
20mg -8.5%
30mg -5.7%
40mg -92%
60mg -8.5%

80mg -13.1%

Please let us know if you have any additional questions regarding the material presented in the email.

David Rosen | Executive Director, Forecasting, Analytics and Market Research | Purdue Pharma | One Stamford Forum Stamford CT 06901 |
harma.com | ¢ Redacted

From: Mahony, Edward
Sent: Monday, October 28, 2013 11:12 AM

To: Sackler, Mortimer D.A.; Baker, Stuart D.

Cc: Boer, Peter; Pickett, CeC|I Lewent, Judy; Costa, Paulo; Snyderman RaIph Sackler, Dr Kathe; Sackler, Jonathan; Sackler
Lefcourt, Ilene; Sackle nd R; Sackler, Dr Richard;
Stewart, John H. (US): asdia, Russell,_
Lundie, David;
Subject: RE: Purdue 2014 Budget Proposal

Mortimer,
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The transfer price of the AG is Purdue's fully loaded cost to manufacture and distribute. Phil asked that further detail be
discussed off email.

Russ will send data you requested on the market.

Ed

From: Sackler, Mortimer D.A.
Sent: Monday, October 28, 2013 8:08 AM
To: Mahony, Edward; Baker, Stuart D.

Cc: Boer, Peter; Pickett, Cecil; Lewent, Judy; Costa, Paulo; Snyderman RaIph Sackler, Dr Kathe; Sackler, Jonathan; Sackler
Lefcourt, llene; Sackle nd R; Sackler, Dr Richard;

Stewart, John H. (US Gasdia, Russell,_

Lundie, David

Subject: Re: Purdue 2014 Budget Proposal

Thank you Ed. | assume you meant Q3 2014 below, correct? Also, why would we make our transfer price so low for the
AG? It should reflect the fully loaded cost of the product which is higher than that, especially to an AG. Have we included
in fully loaded cost the costs of running our Radars and other monitoring programs? We certainly should include those
costs as well as probably any other costs we incur for regulatory reasons and possibly any we incur to maintain/grow the
scripts. It should not be priced based on marginal cost especially since we are in a decline.

Also, where are the rest of the presentations from the Agenda? We were supposed to receive them at least a week
ahead of time and the meeting is tomorrow.

Can someone also please send me a couple of charts on the market share development for controlled release analgesics
over the last few years and the projection for next year. One of those charts should show the breakdown of OxyContin
market share by strength against competitors. | would like to understand more the recent dynamics of the market and
where the patients are shifting to that we are losing.

Regards,

Mortimer

> On Oct 28, 2013, at 7:42 AM, "Mahony, Edward" -ghgr_rn_a;cgm> wrote:
>

> Mortimer,

>

> | think that you are referring to the table on page 48.

>

> BACKGROUND

>

> A number of managed care contracts include a price protection feature which awards an additional rebate if Purdue's
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annual price increases are higher than 6%. The proposed 2014 price increase for OxyContin is 7% --- therefore this
additional rebate is activated for those commercial and Med D contracts. This additional rebate also sets a new best
price so indirectly impacts Medicaid rebates.

>
> RESPONSE

>

> These price protection features do not impact the settlements.

>

> The settlements do impact Medicaid Rebates when the counterparty elects to receive the Authorized Generic (AG). For
Medicaid Rebates the AG transfer price we receive from the counterparty becomes our best price. That transfer price is
about 4% of brand selling price (our COGS) so our best price is very low and our Medicaid Rebate becomes very high. To
mitigate this additional Medicaid rebate we ship AG to all counterparties in only one quarter of 2015 (Q3). The budgeted
impact of the settlement related higher Medicaid rebate is $22.6 million for 2014.

>

> This Medicaid Rebate impact has been included in all of our estimates of the cost of settlements.

> From: Sackler, Mortimer D.A.
> Sent: Monday, October 28, 2013 7:12 AM
> To: Mahony, Edward; Baker, Stuart D.

> Cc: Boer, Peter; Pickett, Cecil; Lewent, Judy; Costa, Paulo; Snyderman, Ralph; Sackler, Dr Kathe; Sackler, Jonathan;
Sackler Lefcourt, llene; Sackler, Beverly: Sackler, Dame Theresa; Sackler, David: Sackler, Dr Raymond R; Sackler, Dr Richard;

Stewart, John H. (US Gasdia, Russell_

Lundie, David

> Subject: Re: Purdue 2014 Budget Proposal
>

> Ed,

>

> What are the "price protection agreements" referred to in the attached and how are they and any other rebates
impacted by our generic settlements? Was that impact accounted for when estimating the cost of he settlements and
have we done anything to reduce that impact from the settlements and hence lower their cost?

>
> Regards,

>
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> Mortimer

>

> On Oct 23, 2013, at 7:05 PM, "Mahony, Edward" _@_Qha_rr_n_a_.ggm> wrote:

>
> Purdue 2014 Budget Proposal
> Narrative

> QOctober 23, 2013

>

> The following is an overview of the proposed Purdue 2014 Budget.
>

>

>1.0 Net Sales

> 2011

> Actual

> 2012
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> Actual

> 2013
>

> Budget

>

> 2013
>

> Latest
>

> Estimate

> 2014

>

> Proposed
>

> Budget

>

>

> Total
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>

> OxyContin

>
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>

> Butrans
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>

>$126.9M

>

>

>$110.3M

>

>

>$135.5M

>
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> The budget process started with a deep analysis of the factors influencing OxyContin's 2013 sales performance and then
building the 2014 based on that analysis. The following are highlights:

>

>

>1.1 OxyContin demand is running below 2012 levels, and also below 2013 Budget. The reasons for the decrease
generally relate to:

>a) Anti-opioid pressures by groups such as PROP,

>b) DEA enforcement and control activities directed at wholesalers and drug chains,

>c) Continued payer pressure to move demand to low-cost generics

>d) Increasingly restrictive opioid prescribing guidelines and regulations,

>e) S&P execution and

>f)  IMS data has been overstated by about 6% for the last 3 years. IMS has since confirmed the overstatement and
will be correcting their reporting. This resulted in the 2013 OxyContin net sales budget being over-calculated by S81M.

>
> The 2014 Budget and business plan addresses each of these:

>

> - Items A to D above will be addressed by the External Affairs group and the R&D Health Outcome group - who will
present next week.

>

> - Item E - the S&P investment in OxyContin is proposed to increase from $50.8M and 2.5% of sales to $108.6M and
8.3% of sales in the 2014 proposal, and S&P execution is being addressed by the E2E initiative inspired by the recent
McKinsey report. The E2E project status will be presented by the project leadership team next week.

>
> - Finally, on Item F - in building the 2014 budget the IMS data has been corrected.
>
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Redacted

>

>1.2 Butrans demand is growing steadily as a result of continued S&P investment and improved managed care
coverage. The 2014 Budget Proposal projects that growth to continue, and for the brand to achieve a positive annual P&L
in 2014 -- its fourth year on the market. The prospects for continued profitability are bright considering that there have
been no paragraph 4 filings and that prospects are good for patent term extension.

>

>

>1.3 Intermezzo net sales are stable and at an annual run rate of $10 to S11M. Current S&P investment is
minimal. In 2014, the budget proposal is to run the brand at a breakeven P&L or better. i Redacted

Redacted

>2.0 Operating Expenses

>
> 2011

> Actual

>
> 2012

> Actual
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>
> 2013

> Budget

>

> 2013

> Latest

> Estimate

>

> 2014 Proposed Budget
>

>

> Total Operating Expenses

>$719M
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>

>2.1 In view of the projected lower sales, the Proposed Budget includes an operating expense reduction of $149M
or 17% vs. 2012 and $106M or 13% vs. 2013 Latest Estimate. These decreases impacted all areas of Purdue. The detail of
the reductions will be covered next week, and the following are a few highlights.

>

>

> 2.2 G&A spending in the Proposed 2014 Budget is $135M - $18.9M or 3% lower than the 2013 Latest Estimate.
This Budget Proposal assumes a G&A staff reduction of 49 or 13%, a $4.1M reduction in grants related spending and other
reductions.

Redacted

>

> 2.4 R&D spending in the Proposed Budget is $263M - $36M or 12% lower than the 2013 Latest Estimate due to
lower spending as the HYD and ONU programs.. Additional reductions, now budgeted in the Other US P&L line, were
previewed at the October 3 Board meeting and will be discussed next week.

>

>

>2.5 S&P spending in the Proposed Budget is $258M - $17M or 6% lower than the 2013 Latest Estimate. The S&P
decrease is lower than the decreases in other areas primarily because management sees significant opportunity to
improve sales of OxyContin and Butrans -- especially in view of the E2E initiatives to improve the efficiency of the S&P
investment.

>

>2.6 Other - U.S. income of $5.6M includes $13.6M of confidential expense reductions -- including 23 headcount
reductions -- offset by a $10M President's fund.

>
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>

>3.0 Operating Margin after Incentives and Settlements is the pretax profit of all Purdue U.S. operations -- 2014
Proposed Budget is $554.5M - $312.6M less than 2013 Latest Estimate due to lower sales offset partially by expenditure
reductions.

>4.0 Non-tax Distributions in the Proposed 2014 Budget are $314.1M.

>5.0 Other items of note:

>

>5.1 The 2014 Budget assumes that the Medicaid Rebate Line Extension regulation is unfavorably resolved,
resulting in a higher OxyContin rebate back to August 2010 and a $265M additional rebate payment in 2014. A favorable
outcome would result in a potential distribution of the $265M with 50% being tax and 50% non-tax.

>

>

>5.2 The 2014 Proposed Budget includes $11.7M funding of Targiniq prelaunch activities. As timing of approval,
labeling and other details become clearer, a sales and launch budget will be proposed. For reference, the most recent 10
Year Plan had first 12 months Targiniq nets sales and operating margin/(loss) of $31.1M and ($66.3M), respectively.

>5.3 The 2014 Proposed Budget includes $6.9M to fund prelaunch activities for HydroContin.

>

>6.0 Conclusion: We believe that this budget proposal strikes a good balance between aggressive cost management,
investing in the promotion of OxyContin and Butrans and investing in the R&D pipeline and related activities.
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