SOPHARMA GROUP

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
for the year ended 31 December 2016

2016 2015
Notes 5 :
BGN'000 BGN'000
Revenue 3 877 085 874 984
Other operating income/(losses), net 4 9483 (2 678)
Changes in inventories of finished goods and work in progress (994) 4207
Raw materials and consumables used 5 (82 906) (86 396)
Hired services expense 6 (56 408) (65661)
Employee benefits expense 7 (87 159) (81501)
Depreciation and amortisation expense 16,17 (28 705) (26 326)
Carrying amount of goods sold (571 132) (568 590)
Other operating expenses 8.9 (14 313) (11599)
Profit from operations 44 951 36 440
Impairment of non-current tangible and intangible assets 10 (967) -
Finance income 11 7014 ' 6828
Finance costs 12 (12 721) (21 640)
Finance income / (costs), net (5707) (14 812)
Gain/(loss) from associates and joint ventures 13 8972 (1275)
Gain on acquisition and disposal of subsidiaries 44.1 14 860 7222
Profit before income tax 62 109 27 575
Income tax expense 14 (7207) (4 975)
Net profit for the year 54902 22 600
Other comprehensive income:
Items that will not be reclassified to profit or loss:
Gain on revaluation of property, plant and equipment 16, 18 11802 -
Remeasurements of defined benefit pension plans 31 (128) (317)
Income tax relating to items of other comprehensive income that will not be reclassified 14 (1504) 5
10 170 (312)
Items that may be reclassified to profit or loss:
Net change in fair value of available-for-sale financial assets 1 466 139
Exchange differences on translating foreign operations 2573 (39)
4039 100
Other comprehensive income for the year, net of tax 15 14 209 (212)
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 69 111 22 388
Net profit for the year attributable to:
Equity holders of the parent 50638 21314
Non-controlling interests 4264 1286
Total comprehensive income for the year attributable to:
Equity holders of the parent 63 147 22 816
Non-controlling interests 5964 (428)
Earnings per share 28 BGN 0.39 0.17

The accompanying notes on pages 5 to 144 form an integral part of the c: lidated financial ents.
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Finance Director:

Preparer:

This is a translation from Bulgarian of the consolidated financial statements of Sopharma Group for year 2016.



SOPHARMA GROUP
CONSOLIDATED STATEMENT OF FINANCIAL POSITION
as at 31 December 2016

Notes 31 December 31 December

2016 2015
BGN'000 BGN'000
ASSETS
Non-current assets
Property, plant and equipment 16 321215 315005
Intangible assets 17 34601 24127
Goodwill 17 9 885 11375
Investment property 18 9483 10 562
Investments in associates and joint ventures 19 18715 5224
Available-for-sale investments 20 5721 7 424
Long-term receivables from related parties 21 10 028 20 505
Other long-term receivables 22 4149 3546
Deferred tax assets 30 2 802 3716
416 599 401 484
Current assets
Inventories 23 171 791 163 129
Trade receivables 24 215583 205 589,
Receivables from related parties 25 14982 27434
Other short-term receivables and assets 26 17 727 14 505
Cash and cash equivalents 27 22 539 23 486
442 622 434 143
TOTAL ASSETS 859 221 835 627
EQUITY AND LIABILITIES
Equity attributable to equity holders of the parent
Share capital 134 798 134 798
Reserves 62 708 48 855
Retained earnings 28 259 984 222238
457 490 405 891
Non-controlling interests 33733 51749
TOTAL EQUITY 28 491223 457 640
LIABILITIES
Non-current liabilities
Long-term bank loans 29 25924 38 876
Deferred tax liabilities 30 11752 7952
Retirement benefit obligations 31 4539 4199
Finance lease liabilities 32 2582 1957
Government grants 33 9011 9343
Other non-current liabilities 34 165
53 842 62 492
Current liabilities
Short-term bank loans 34 170 842 190 785
Factoring agreement liabilities 37 20033 -
Current portion of long-term bank loans 29 9478 14 784
Trade payables 35 92 053 87 440
Payables to related parties 36 566 2366
Payables to personnel and for social security 38 10 093 8 894
Tax payables 39 5949 6368
Other current liabilities 40 5142 4858
314 156 315 495
TOTAL LIABILITIES 367 998 377 987
TOTAL EQUITY AND LIABILITIES 859 221 835627

The accompanying notes on pages 5 to 144 form an integral part of the consolidated financial statements.
The consolidated financial statements on pages 1 to 144 were approved for issue by the Board of Directors of Sopharma AD
and signed on 27 April 2017 by:

Executive Director:

Finance Director:

VA,

Preparer: H !‘}1; TF:;Z‘M’ 34&3

24 Jon | 201

Lyudmila Bondzho

This is a translation from Bulgarian of the consolidated financal statements of Sopharma Group for year 2016. 2



SOPHARMA GROUP

CONSOLIDATED STATEMENT OF CASH FLOWS
for the year ended 31 December 2016

Cash flows from operating activities

Cash receipts from customers

Cash paid to suppliers

Cash paid to employees and for social security
Taxes paid (except income taxes)

Taxes refunded (except income taxes)

Income taxes (paid)/refunded

Interest and bank charges paid on working capital loans
Foreign currency exchange gains/(losses), net

Other proceeds/(payments), net

Net cash flows (used in)/from operating activities

Cash flows from investing activities

Purchases of property, plant and equipment

Proceeds from sales of property, plant and equipment

Purchases of intangible assets

Proceeds from sales of intangible assets

Purchases of available-for-sale investments

Proceeds from sale of available-for-sale investments

Proceeds from dividends under available-for-sale investments
Consideration paid on acquisition of subsidiaries, net of cash received
Proceeds from disposal of subsidiaries, net of cash granted

Purchases of investments in associates and joint ventures
Proceeds/(payments) on transactions with non-controlling interests, net
Loans granted to related parties

Loan repayments by related parties

Loans granted to third parties

Loan repayments by third parties

Interest received on loans and deposits

Other proceeds/(payments), net

Net cash flows used in investing activities

Cash flows from financing activities

Proceeds from short-term bank loans (overdraft), net
Repayment of short-term bank loans (overdraft), net
Proceeds from long-term bank loans

Repayment of long-term bank loans

Proceeds under factoring agreement

Interest and charges paid under factoring agreement
Loans received from third parties

Repayment of loans to third parties

Interest and charges paid under investment purpose loans
Payment of finance lease liabilities

Treasury shares

Dividends paid

Government grants

Net cash flows from/(used in) in financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December

Notes 2016 2015
BGN'000 BGN'000

906 890 1 002 450

(819 238) (786 997)

(81499) (76 275)
(62 780) (62 297)

4 478 5889
(5551) (3272)
(7 188) (7 537)
(543) (1926)
(3337) (2 725)

(68 768) 67 310

(14 217) (17.792)

733 439
(4010) (4 794)

15 -
(2 194) (2 109)

2543 581

56 8

441 (6110) (15 604)
4501 20484 3275
19 (2 531) (8 135)
442,452 (21 935) (2 826)
(1903) (13 390)

20274 25902

(1187) (3215)

741 1 965

2486 2796

(107) -

(6 862) (32 899)

32 201 23059

(58 790) (49 397)

2694 4993
(15 838) (13003)

218,37 132 375 -
(923) -

779 590

(190) (311)

(2304) (1916)

(2212) (1865)

(852) (448)

(12 085) (3 983)

- 5685

74 855 (36 596)

(775) (2 185)

23 114 25299

27 22 339 23114

The accompanying notes on pages 5 to 144 form an integral part of the consolidated financial statements.

Executive Director:

Finance Director:

Preparer:

Lyudmila Bondz,

This is a translation from Bulgarian of the consolidated financial statements of Sopharma Group for year 2016
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SOPHARMA GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2016

1. BACKGROUND INFORMATION ON THE GROUP
Sopharma Group (the Group) is comprised of therparempany and its thirty nine (31 December 2015:

thirty seven) subsidiaries. In addition, the Grdwgs investments in seven joint ventures (31 Decembe
2015: in seven joint ventures). At the reportindedaf the consolidated annual financial statemehts,
Group has investments in two associates (31 Deae@ib: in three associates).

Parent company
Sopharma AD (the parent company) is a businestyartjistered in Bulgaria with a seat and registere

address of management: Sofia, 16, lliensko Shdbisse
The Company was registered with court on 15 NovertiB81 by Decision No 1/1991 of Sofia City Court.

Subsidiaries
The Group subsidiaries as at 31 December 2016sdm#l@aws:

Sopharma Trading AD — a business entity register&Llgaria by Decision No. 3594/16.10.1998
of Varna District Court, with a seat and addressmahagement: Sofia, Izgrev Region, 5 Lachezar
Stanchev St., Sopharma Business Towers, Buildiritpar 12;

Pharmalogistica AD — a business entity registere@ulgaria by Decision of Sofia City Court
dated 12 August 2002, with a seat and address mdgeenent: Sofia, 16, Rozhen Blvd.;

Electron commerce EOOD - a business entity regidtar Bulgaria by Decision of Sofia City
Court under Company File No. 24456 of 1991, witkeat and address of management: Sofia, 1,
Samokovsko Shousse St.;

Biopharm Engineering AD — a business entity registén Bulgaria by Decision No. 524/1997 of
Sliven District Court, with a seat and address ahagement: Sliven, 75, Trakiya Blvd.;

Momina Krepost AD — a business entity registeredBuigaria by Decision No. 3426/1991 of
Veliko Tarnovo District Court, with a seat and asklr of management: Veliko Tarnovo, 23,
Magistralna St.;

Sopharma Buildings REIT — a business entity regestén Bulgaria by Decision No. 1/14.08.2007
of Sofia City Court, with a seat and address of ag@ment: Sofia, lzgrev Region, 5 Lachezar
Stanchev St., Sopharma Business Towers, Buildinpar, 20;

Unipharm AD — a business entity registered in Butgdy Decision of Sofia City Court under
Company File No. 3685 of 1994, with a seat and esldof management: Sofia, 3, Traiko Stanoev
St.;

Phyto Palauzovo AD — a business entity registered Hulgaria by Decision No.
20120924105551/24.09.2012 of the Registry Agendih & seat and address of management:
Kazanluk, 110, 23rd Pehoten Shipchenski Polk Blvd.;

Sopharmacy EOOD - a business entity registered inlgaBia by Decision No.
201501191300026/19.01.2015 of the Registry Agemgth a seat and address of management:
Sofia, Izgrev Region, 5 Lachezar Stanchev St., &opa Business Towers, Building A, floor 12;

This is a translation from Bulgarian of the conslalied financial statements of Sopharma Group far $816.



SOPHARMA GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2016

Sopharmacy 2 EOOD - a business entity registered Birigaria by Decision No.
20150617110324/17.06.2015 of the Registry Agendih & seat and address of management:
Sofia, Izgrev Region, 5 Lachezar Stanchev St., &opa Business Towers, Building A, floor 12;
Sopharmacy 3 EOOD - a business entity registered Birlgaria by Decision No.
20151202165822/02.12.2015 of the Registry Agendih & seat and address of management:
Sofia, Izgrev Region, 5 Lachezar Stanchev St., &opa Business Towers, Building A, floor 12;
Sopharmacy 4 EOOD - a business entity registered Birigaria by Decision No.
20160229093338/29.02.2016 of the Registry Agenajh & seat and address of management:
Sofia, Izgrev Region, 5 Lachezar Stanchev St., &opa Business Towers, Building A, floor 12;
Sopharmacy 5 EOOD - a business entity registered Birigaria by Decision No.
20160301155620/01.03.2016 of the Registry Agendih & seat and address of management:
Sofia, Izgrev Region, 5 Lachezar Stanchev St., &opa Business Towers, Building A, floor 12;
Sopharmacy 6 EOOD - a business entity registered Birigaria by Decision No.
20140127170842/27.01.2014 of the Registry Agenajh & seat and address of management:
Sofia, Izgrev Region, 5 Lachezar Stanchev St., Soph Business Towers, Building A, floor 12
(Until 10 July 2016, the name of the company waarila Online EOOD);

Medica AD - a business entity registered in Bulgannder Company File No. 99/1991 of
Blagoevgard District Court, with a seat and adddsmanagement: Sofia, Oborishte Region, 82,
Knyaz Alexander Dondukov Blvd.;

Veta Pharma AD — business entity registered irg&uh under Company File No. 581/05.04.1999
of Veliko Tarnovo District Court, with a seat anddaess of management: Veliko Tarnovo, 32,
Dulga Luka St.;

Medica — Zdrave EOOD - represents Medica AD int#ralers and the concluding of contracts
with hospitals, registered in Bulgaria under Conyplite No. 7432/2001 of Sofia City Court, with
a seat and address of management: Sofia, LageifdeR&al Complex, block 38, entr. C, floor 1,
ap. 1. On 2 August 2015, a decision of the soleeswvyas entered in the Commercial Register for
staring company's liquidation procedure;

Sopharma Poland Z.0.0., Poland, in liquidation business entity registered in Poland by
Decision No. KRS 0000178554/04.11.2003 of XX Ecoiwbivision of Warsaw Regional Court
Register, with a seat and address of managemdand®®arsaw, 58, Shashkova St.;

Sopharma Warsaw SP. Z.0.0., Poland — a busineitg eegistered in Poland by Decision No.
DSR 0000372245 of 17 December 2010 by Xl Econdbiigsion of the State Court Register of
Warsaw, with a seat and address of managementndMéarsaw, 8, Halubinskiego St.;

OO0 Sopharma Ukraine, Ukraine — a business entitystered in Ukraine by Decision No.
10691020000029051/07.08.2012 in the Unified Statgifker of Legal Entities and Physical
Entities-Entrepreneurs, with a seat and addressamiagement: Ukraine, Kiev, Oblonski Region,
prospect Moskovskii No. 9, unit 4, floor 2, offide203;

PAOQO Vitamini, Ukraine — a business entity registieire Ukraine by Decision No. 133/15.04.1994
of Uman City Court, with a seat and address of mament: Ukraine, Cherkasy Province, Uman,
31, Leninski Iskri St.;

This is a translation from Bulgarian of the conslalied financial statements of Sopharma Group far $816.



SOPHARMA GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2016

Sopharma Trading d.o.o. Belgrade, Serbia — a bssiremtity registered in Serbia by BD
49136/2015 on 5 June 2015 of the Business Regiatgacy in Belgrade with a seat and address
of management: Republic of Serbia, Belgrade, 1Bn&t&cheva St.;

SIA Briz, Latvia — a business entity registered_atvia by Decision No. 000302737 / 18.09.1991
of the Commercial Registry of the Republic of Latvivith a seat and address of management:
Latvia, Riga, Rasas No. 5, LV — 1057;

SOOO Brititrade, Belarus — a business entity regist in Belarus by Decision No. 1983 /
24.09.2004 of Minsk City Executive Committee, wétlseat and address of management: Belarus,
Minsk, 118, M. Bogdanovicha St., office 303 — B;

OO0 Tabina, Belarus — a business entity register&klarus by Decision No. 1432 / 29.12.1999
of Minsk City Executive Committee, with a seat autiress of management: Belarus, Minsk, 57,
Kuybisheva St., ap.1;

SOOO Brizpharm, Belarus — a business entity regidten the Minsk City Executive Committee in
the Unified State Register of Legal Entities andividual Entrepreneurs under No. 800007989 /
07.07.2009, with a seat and address of manageBelatrus, Minsk, Esenina St., d. 16, ap. 1H;
ODO Alean, Belarus — a business entity registeredeélarus by Decision No. 100160720 /
29.05.2001 in the Minsk City Executive Committedghe Unified State Register of Legal Entities
and Individual Entrepreneurs, with a seat and addref management: Belarus, Minsk,
Tashkentskaya St., d. 16, unit 1;

OO0 Farmacevt Plus, Belarus — a business entitistezgd by the Minsk City Executive
Committee on 24.11.2000 / No 1348 in the Unifiedt&Register of Legal Entities and Individual
Entrepreneurs under No. 190174236, with a seatadddess of management: Belarus, Minsk, 1
Tverdiy Pereulok, d. 7;

UAB TBS Pharma, Lithuania — a business entity, steged by the Lithuanian Register of Legal
Entities on 01.03.2013 / 303011389, with a seatattess of management: Lithuania, Vilnius, 8
Vytauto / 7 Liubarto St., POB 08118;

ODO Vestpharm, Belarus — a business entity regdter Belarus by Decision No. 590002202 of
Grodno City Executive Committee, with a seat andress of management: Belarus, Grodno,
Dombroskogo St., d. 47, k. 3;

ODO BelAgroMed, Belarus — a business entity regesten Belarus by Decision No. 009126 /
29.06.2001 of Grodno City Executive Committee, veitheat and address of management: Belarus,
Grodno, 17 Sentyabrya St.;

TOO Sopharma Kazakhstan, Kazakhstan — a businégs registered in Kazakhstan by Decision
No. 5286-1910-04-TOO / 06.11.2014 of the MinistfyJostice, Auezovski Region, with a seat and
registered address: Kazakhstan, Almaty, Auezovekidh, Mamyr Microdistrict - 4, d. 190;

OOO Danapharm, Belarus — a business entity regibter Belarus by Decision dated 09.04.2004
of Brest Regional Executive Committee, with a sssad address of management: Belarus, Brest,
53, Masherova Blvd.;

This is a translation from Bulgarian of the conslalied financial statements of Sopharma Group far $816.



SOPHARMA GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2016

00O Galenapharm, Belarus — a business entity ezgidin Belarus by Decision dated 12.06.2013
of Brest Regional Executive Committee, with a smad address of management: Belarus, Brest
Region, Pinsk, ul. Bretskaya 118-97;

ODO Medjel, Belarus — a business entity registéneBlelarus by Decision No. 1044 / 14.09.2000
of Minsk City Executive Committee, with a seat autiress of management: Belarus, Minsk, 60,
Soltisa St.;

ODO Alenpharm-plus, Belarus — a business entityisteged in Belarus by Decision dated
25.09.2008 of Minsk City Executive Committee, wétlseat and address of management: Belarus,
Minsk, 29, Logotskiy Tract;

ODO Farmatea, Belarus — a business entity regisiar8elarus by Decision dated 17.10.2012 of
Minsk City Executive Committee, with a seat and radd of management: Belarus, Minsk, 20,
Bakinskaya St.;

OOO Mohbil Line, Belarus — a business entity regesein Belarus by Decision dated 16.03.2010
of Borisov Regional Executive Committee, with atsal address of management: Belarus, Minsk
District, Borisov, 63, Krasnoznamennaya St.;

ODO SalusLine, Belarus — a business entity regidtar Belarus by Decision No. 287 / 05.05.2006
of Grodno City Executive Committee, with a seat address of management: Belarus, Grodno, 6,
Vilenskaya St.

On 16 February 2016, the Group, through its suagidsOOO Brititrade — Belarus, acquired 50% of the
capital of OOO Mobil Line — Belarus and as a resit parent acquired control and the company was
classified as a subsidiary.

On 24 March 2016, Medica Balkans S.R.L. — Romaaisiibsidiary through Medica AD, was terminated
by liquidation and deleted from the Commercial Reagi

On 9 May 2016, the Group disposed of its inteneshe subsidiary Ivamé¢ and Sinovi d.o.o. — Serbia.

On 5 December 2016, the Group disposed of itseaten the subsidiary OOO NPK Biotest — Belarus.

On 18 November 2016, a registration was made omtbeger of UP Alphamed — Belarus into ODO
Alenpharm-plus — Belarus through combining of theseds and liabilities of both companies. The
operations of the merged-in company UP AlphamedefaiBs were terminated and all of its rights and
obligations at the time of merger were assumed bp@lenpharm-plus — Belarus.

As a result of the merger, the Group acquired thprity stake of the capital of ODO SalusLine —d&abk
and the classification of the latter was changethfan associate into a subsidiary.

On 26 February 2015 an entry was made in the Comaté€tegister at the Registry Agency on the merger
of Bulgarian Rose Sevtopolis AD (‘transforming ca@my) into Sopharma AD within the meaning of Art.
262 and the following of the Commercial Act. Thangsforming company was terminated without
liquidation and all of its assets were transfete&opharma AD (‘receiving company'). The daterudey
2015 was accepted as a date for accounting fandrger.
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On 14 May 2015, the Group sold 75% of its inteiiesthe capital of Extab Corporation, USA, while
retaining 5% of its interest, which by virtue okigned agreement was transferred on 28 Septemhér 20
into 5% interest in the capital of Extab Pharma,llSA. As a result of the transaction, the Groag hlso
disposed of its indirect interest in Extab Pharnmailed, United Kingdom — a subsidiary thereof until
14 May 2015 through Extab Corporation, USA.

As at 31 December 2015, the investment in Soph&i8®@ — USA was written-off since the activities of
the company had been suspended in the USA.

Joint ventures

The joint ventures of the Group as at 31 Decemb&6 2ire as follows:

* 0OO0O Vivaton Plus, Belarus — a business entity teggsl in Belarus by Decision No. 590004353
of Grodno City Executive Committee, with a seat address of management: Belarus, Grodno,
Kletskova Pr., d. 13 B, office 2;

» OOO Med-dent, Belarus — a business entity regidtemeBelarus by Decision No. 0018240 /
11.03.2013 of the Department of Economy at the Bgdik City Executive Committee, with a seat
and address of management: Belarus, MogilevskiBtisBobruysk, 120, K. Marx St., office 4;

«  BOOO SpetzApharmacia BOOO, Belarus — a businefty eegistered in Belarus by Decision No.
22-8 / 30.10.2000 of Mogilevsk District Executiveor@mittee, with a seat and address of
management: Belarus, Mogilevsk District, Bobruykk), K. Marx St., office 2;

* 0OOO Bellerophon, Belarus — a business entity regst in Belarus by Decision No. 1193 /
17.07.2003 of Minsk City Executive Committee, wittseat and address of management: Belarus,
Minsk, 5-45 Storojevskaya St.;

* ZAO Interpharm, Belarus - a business entity regesten Belarus in the Unified State Register of
Legal Entities and Individual Entrepreneurs under. R00000556, with a seat and address of
management: Belarus, Vitebsk, Stroitelei Square3 bBp. 2;

« 00O Ivem & K, Belarus — a business entity registéreBelarus by Decision dated 27.07.2001 of
Minsk City Executive Committee, with a seat andradd of management: Belarus, Minsk, 20,
Bakinskaya St.;

* 0OOO Ariens, Belarus — a business entity registar&klarus by Decision No. 605 / 30.12.1996 of
Vitebsk Regional Executive Committee, with a seat address of management: Belarus, Polotsk,
Shkolnaya St.
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Associates

The associates of the Group as at 31 December#&@l#s follows:
Doverie Obedinen Holding AD — a business entityisteged in Bulgaria by Sofia City
Court under Company File No. 13056 of 1996, witeeat and address of management:
1594 Sofia, 82, Knyaz Dondukov Blvd.;
OO0 Zdorovei, Belarus — a business entity regidtéreBelarus by Decision dated 04.06.2014 of
Minsk City Executive Committee, with a seat and radd of management: Belarus, Minsk, 20,
Bakinskaya St.

1.1. Ownership and management of the parent company
Sopharma AD is a public company under the BulgaRablic Offering of Securities Act. Starting from
November 2011, the shares of the company are Ieidgd in the Warsaw Stock Exchange.

The shareholding structure of the parent comparat 88 December 2016 is as follows:

%

Donev Investments Holding AD 24.78
Telecomplect Invest AD 20.15
Rompharm Company OOD 18.04
Sopharma AD (treasury shares) 4.20
Other legal persons 28.92
Natural persons 3.91

100.00

Sopharma AD has a one-tier management system witheanember Board of Directors. Company's
management in the form of Board of Directors is posed as at 31 December 2016 as follows:

Ognian Donev, PhD Chairmar
Vessela Stoeva Membel
Ognian Palaveev Membel
Alexander Chaushev Membel
Andrey Breshkov Membel

The parent company is represented and managed Byetutive Director Ognian Donev, PhD.

The Audit Committee supports the work of the Boair@irectors and plays the role of those chargeith wi
governance that exercise monitoring and controfr dle internal control system, risk management and
Company's system of financial reporting.
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The composition of the Audit Committee is as folfow

Vasil Naidenov Chairman
Tsvetanka Zlateva Member
Vasil Piralkov Member

1.2. Structure of the Group and principal activige

The structure of the Group includes Sopharma AB parent company and the subsidiaries stated below:

Subsidiaries 31.12.2016 31.12.2015 Date of Date of
Interest Interest acquisition disposal

Companies in Bulgaria % % of control of control

Sopharma Trading AD* 72.58 72.13 08.06.2006

Pharmalogistica AD 84.93 78.37 15.08.2002

Electroncommerce EOOD 100.00 100.00 09.08.2005

Biopharm Engineering AD 97.15 97.15 10.03.2006

Sopharma Buildings REIT 40.39 40.75 04.08.2008

Momina Krepost AD 93.54 92.78 01.01.2008

Unipharm AD * 77.89 52.06 27.10.2010

Phyto Palauzovo AD 95.00 95.00 21.09.2012

Sopharmacy EOOD** 72.58 72.13 19.01.2015

Sopharmacy 2 EOOD** 72.58 72.13 05.06.2015

Sopharmacy 3 EOOD** 72.58 72.13 02.12.2015

Sopharmacy 4 EOOD** 72.58 - 29.02.2016

Sopharmacy 5 EOOD** 72.58 - 01.03.2016

Sopharmacy 6 EOOD** 72.58 72.13 03.12.2015

Medica AD 97.96 66.72 26.10.2015

Medica-Zdrave EOOD (in liquidation)** 97.96 66.72 26.10.2015

Veta Pharma AD 68.05 - 11.11.2016

* efficient percentage of interest
** indirect interest
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Subsidiaries 31.12.2016 31.12.2015 Date of Date of
Interest Interest acquisition disposal

Companies abroad % % of control of control

SIA Briz 66.13 66.13 10.11.2009

SOO0O Brititrade ** 52.90 51.91 10.11.2009

PAO Vitamini 99.56 99.56 18.01.2008

Ivarci¢ and Sinovi d.o.0. - 51 10.04.2008  08.05.2016

Sopharma Warsaw SP. Z.0.0. 100.00 100.00 23.11.2010

Sopharma Trading d.o.o. Belgrade** 72.58 72.13 05.06.2015

Sopharma Poland Z.0.0. — in liquidation 60.00 60.00 16.10.2003

Medica Balkans S.R.L. ** - 66.72 26.10.2015  24.03.2016

OO0 Tabina ** 62.82 58.86 08.04.2011

SOOO Brizpharm ** 46.26 39.41 20.12.2012

ODO Alean ** 62.96 64.81 07.02.2013

OO0 Sopharma Ukraine 100.00 100.00 07.08.2012

00O Farmacevt Plus ** 42.98 42.98 31.05.2013

UAB TBS Pharma** 33.73 33.73 01.03.201

ODO Vestpharm ** 62.96 62.82 04.07.2013

OO0O NPK Biotest ** - 46.29 02.09.2013  05.12.2016

ODO BelAgroMed ** 62.96 50.26 30.07.2013

TOO Sopharma Kazakhstan 100.00 100.00 06.11.2014

OO0 Danapharm** 48.94 48.14 28.02.2015

OO0 Galenapharm** 48.94 48.14 28.02.2015

ODO Medjel** 48.94 48.14 28.02.2015

ODO Alenpharm-plus** 48.94 48.14 30.06.2015

OOO Farmatea** 22.39 33.73 30.11.2015

OO0O Mobil Line** 48.94 - 16.02.2016

ODO SalusLine** 48.74 - 18.11.2016

* efficient percentage of interest
** indirect interest

Unipharm AD is a subsidiary to Sopharma AD, thetcarthereon being acquired and exercised
through the direct participation of the parent campin the ownership of Unipharm AD with
77.88 % and the indirect participation of the pammpany with 0.01 % through the subsidiary
Medica AD holding 0.01% of the capital of Unipha&D;

Sopharma Trading AD is a subsidiary of Sopharma #i@, control thereon being acquired and
exercised through the direct participation of tlaemt company in the ownership of Sopharma
Trading AD with 72.14% and the indirect participatiof the parent company with 0.42% through
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the subsidiary Medica AD holding 0.43% of the calpivf Sopharma Trading AD and 0.02%
through the subsidiary Unipharm AD holding 0.03%ha capital of Sopharma Trading AD;
Sopharma Buildings REIT is a subsidiary by virtdeaonritten agreement for control concluded
between Sopharma AD and other shareholders;

Phyto Palauzovo is a direct subsidiary after thegereof Bulgarian Rose-Sevtopolis AD into
Sopharma AD (as from 1 January 2015);

Sopharmacy EOOD is a subsidiary of Sopharma TrafiDgvhereas the latter holds 100% of the
capital of Sopharmacy EOOD;

Sopharmacy 2 EOOD is a subsidiary of Sopharmacy E@®@ereas the latter holds 100% of the
capital of Sopharmacy 2 EOOD;

Sopharmacy 3 EOOD is a subsidiary of Sopharmacy BE@®@ereas the latter holds 100% of the
capital of Sopharmacy 3 EOOD;

Sopharmacy 4 EOOD is a subsidiary of Sopharmacy E@®@ereas the latter holds 100% of the
capital of Sopharmacy 4 EOOD;

Sopharmacy 5 EOOD is a subsidiary of Sopharmacy BE@®@ereas the latter holds 100% of the
capital of Sopharmacy 5 EOOD;

Sopharmacy 6 EOOD is a subsidiary of Sopharmacy E@®@ereas the latter holds 100% of the
capital of Pharma Online EOOD;

Sopharma Trading d.o.0. Belgrade is a subsidiarpafharma Trading AD whereas the latter
holds 100% of the capital of Sopharma Trading d.Bedgrade;

Medica-Zdrave EOOD (in liquidation) is a subsidiafyMedica AD whereas the latter holds 100%
of the capital of Medica-Zdrave EOOD,;

SOOO Brititrade, Belarus, is a subsidiary of SIAzBt atvia, whereas the latter holds 80% of the
capital of SOOOQO Brititrade;

OO0 Tabina, Belarus, is a subsidiary through Slix Bratvia, whereas the latter holds 95% of the
capital of OOO Tabina;

SOOO Brizpharm, Belarus, is a subsidiary througA Bliz, Latvia, whereas the latter holds
69.25% of the capital of SOOO Brizpharm;

ODO Alean, Belarus, is a subsidiary through BriatMia, and its subsidiary SOOO Brititrade,
Belarus, whereas SIA Briz holds 76% and SOOO Baidié holds 24% of the capital of ODO
Alean;

OO0 Farmacevt Plus, Belarus, is a subsidiary thrdbig\ Briz, Latvia, whereas the latter holds
65% of the capital of OOO Farmacevt Plus;

UAB TBS Pharma, Lithuania, is a subsidiary thro@®JA Briz, Latvia, whereas the latter holds
51% of the capital of UAB TBS Pharma;

ODO Vestpharm, Belarus, is a subsidiary through 8k, Latvia, and its subsidiary SOOO
Brititrade, Belarus, whereas SIA Briz holds 76% &@OO Brititrade holds 24% of the capital of
ODO Vestpharm;
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ODO BelAgroMed, Belarus, is a subsidiary through 8riz, Latvia, and its subsidiary SOOO
Brititrade, Belarus, whereas SIA Briz holds 76% &@OO Brititrade holds 24% of the capital of
ODO BelAgroMed,;

ODO Danapharm, Belarus, is a subsidiary through Biix, Latvia, and its subsidiary SOOO
Brititrade, Belarus, whereas SIA Briz holds 10% &@OO Brititrade holds 80% of the capital of
ODO Danapharm;

ODO Galenapharm, Belarus, is a subsidiary throughBEBiz, Latvia, and its subsidiary SOOO
Brititrade, Belarus, whereas SIA Briz holds 10% &®@OO Brititrade holds 80% of the capital of
ODO Galenapharm;

ODO Medjel, Belarus, is a subsidiary through SlAizBrLatvia, and its subsidiary SOOO
Brititrade, Belarus, whereas SIA Briz holds 10% &®@OO Brititrade holds 80% of the capital of
ODO Medijel;

ODO Alenpharm-plus, Belarus, is a subsidiary thtoG¢A Briz, Latvia, and its subsidiary SOOO
Brititrade, Belarus, whereas SIA Briz holds 10% &®@OO Brititrade holds 80% of the capital of
ODO Alenpharm-plus;

ODO Farmatea, Belarus, is a subsidiary through Bti, Latvia, and its subsidiary OOO
Farmacevt Plus, Belarus, whereas SIA Briz holdsa2ith OOO Farmacevt Plus holds 49% of the
capital of ODO Farmatea;

ODO Mobil Line, Belarus, is a subsidiary throughASBriz, Latvia, and its subsidiary SOOO
Brititrade, Belarus, whereas SIA Briz holds 10% &®@OO Brititrade holds 80% of the capital of
ODO Mobil Line;

ODO SalusLine, Belarus, is a subsidiary through &z, Latvia, and its subsidiary SOOO
Brititrade, Belarus, and its subsidiary ODO Alenphalus, Belarus, whereas SIA Briz holds
10%, SOOO Brititrade holds 80% and ODO Alenpharospholds 5% of the capital of ODO
SalusLine.

The principal activities of the Group companies &eused on the pharmaceutical sector except for
separate companies having principal activities mgtbe field of investment in real estate and sées.

The parent company holds a permit for productiopdirh of pharmaceuticals No P-1-10-14/B-1-21-002 /
28.10.2015, issued by the Bulgarian Drug AgencyARD

The principal activities of the companies withie tGroup are as follows:
Sopharma AD — production and trade in medicinalstrxres (active ingredients) and finished
drug forms; research and development activitighérfield of medicinal products;
Sopharma Trading AD — trade in pharmaceutical prtsju
Medica AD — production and trade in dressing anditsey-hygienic materials, finished drug
forms, products for dentistry and food supplements;
Biopharm Engineering AD — production and tradenifiugion solutions;
Pharmalogistica AD — secondary packaging of phaemézal products and real estate leases;
Electroncommerce EOOD - trade, transportation aackaging of radioactive materials and
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nuclear equipment for medicinal use, householdmeics and electrical equipment;

Sopharma Buildings REIT — investment of funds, awglated by issuance of securities, in real
estate (securitisation of real estate) through imse of title and other real rights over real estat
rent-out, lease, and/or sale;

Momina Krepost AD — development, implementation @naduction of medical goods for human
and veterinary medicine;

Unipharm AD — production and trade in pharmaceidijca

Phyto Palauzovo AD — production, collection, pusshagrowing and trade in herbs and medicinal
plants;

Medica-Zdrave EOOD (in liquidation) — representsdida AD in the tenders and the concluding
of contracts with hospitals;

Veta Pharma AD — production of medicinal, non-maditand other products;

Sopharmacy EOOD - franchising, know-how, rentingmiperty, trade and other;

Sopharmacy 2 EOOD - retail trade in medicinal potstu

Sopharmacy 3 EOOD - retail trade in medicinal potstu

Sopharmacy 4 EOOD - retail trade in medicinal potstu

Sopharmacy 5 EOOD - retail trade in medicinal potstu

Sopharmacy 6 EOOD - online and off-line retail &@u medicinal products;

PAQ Vitamini, Ukraine — production and trade in phaceuticals;

Sopharma Trading d.o.0. Belgrade, Serbia — conguéictivities;

Sopharma Poland Z.0.0., Poland, in liquidation +keteand public opinion research;

Sopharma Warsaw SP. Z.0.0., Poland — wholesale trapharmaceutical and medicinal products
and market and public opinion research;

OO0 Sopharma Ukraine, Ukraine — trade in pharmé&mdatand market and public opinion
research;

Briz SIA, Latvia — trade in pharmaceuticals;

SOOO Brititrade, Belarus — trade in pharmaceutjcals

OOO Tabina, Belarus — trade in pharmaceuticals;

SOOO Brizpharm, Belarus — trade in pharmaceuticals;

ODO Alean, Belarus — trade in pharmaceuticals;

OOO Farmacevt Plus, Belarus — trade in pharmaedsitic

UAB TBS Pharma, Lithuania — trade in pharmaceuicpfoduction of finished drug forms and
pharmaceutical products, research and developroénitias in the field of biotechnology;

ODO Vestpharm, Belarus — retail trade in pharmacaistand medical equipment;

ODO BelAgroMed, Belarus — retail trade in medicipedducts and pharmaceuticals;

TOO Sopharma Kazakhstan, Kazakhstan — trade inmatauticals;

OO0 Danapharm, Belarus — retail trade in mediginatiucts, medical equipment

and pharmaceuticals;

OO0 Galenapharm, Belarus — retail trade in mediciprducts, medical equipment and
pharmaceuticals;
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ODO Medjel, Belarus — retail trade in medicinalguots, medical equipment and pharmaceuticals;
ODO Alenpharm-plus, Belarus — retail trade in maudit products, medical equipment and
pharmaceuticals;

OO0 Farmatea, Belarus — retail trade in medicinabdpcts, medical equipment and
pharmaceuticals;

ODO Mobil Line, Belarus — retail trade in pharmatieals and medical equipment;

ODO SalusLine, Belarus — retail trade in pharmacalst and medical equipment.

The parent company and the subsidiaries Sopharainy AD, Medica AD, Medica-Zdrave EOOD (in
liquidation), Pharmalogistica AD, ElectroncommerE®©OD, Biopharm Engineering AD, Sopharma
Buildings REIT, Momina Krepost AD, Unipharm AD, RbyPalauzovo AD, Sopharmacy EOOD,
Sopharmacy 2 EOOD, Sopharmacy 3 EOOD, Sopharm&Q@D, Sopgarmacy 5 EOOD, Sopharmacy 6
EOOD and Veta Pharma AD perform their activitieBulgaria; Sopharma Poland Z.0.0. (in liquidation)
and Sopharma Warsaw SP. Z.0.0. operate in PolaA@ Witamini, OOO Sopharma Ukraine — in
Ukraine; Sopharma Trading d.o.o. Belgrade — in i@erBIA Briz — in Latvia; SOOOQ Brititrade, OO0
Tabina, ODO Alean, SOOO Brizpharm, OO0 Farmacews,FDDO Vestpharm, ODO BelAgroMed, OO0
Danapharm, OOO Galenapharm, ODO Medjel, ODO Alenpkaus, OOO Farmatea, OOO Mobil Line
and ODO SalusLine — in Belarus; UAB TBS Pharma -Lithuania, TOO Sopharma Kazakhstan — in
Kazakhstan, and Medica Balkans S.R.L., termindtesligh liquidation of 24 March 2016 — in Romania.
As at 31 December 2016, the interest of the Groygimt venturesis as follows:

¢ 0OOQO Vivaton Plus, Belarus, a joint venture thro&A Briz, Latvia — 50% interest jointly
with Apteka Group HoldingThe principal activities of the joint venture inde trade in
pharmaceuticals and food supplements. The compasyéen a joint venture for the Group since
20 December 2012.

« 0OOO Med-dent, Belarus, a joint venture through 8z, Latvia — 50% interest jointly
with a natural personThe principal activities of the joint venture inde trade in
pharmaceuticals and food supplements. The compasyéen a joint venture for the Group since
17 December 2013.

« BOOO SpetzApharmacia, Belarus, a joint ventureughoSIA Briz — 50% interest jointly
with a natural personThe principal activities of the joint venture inde trade in
pharmaceuticals and food supplements. The compasyéen a joint venture for the Group since
20 January 2014.

« OOO Bellerophon, Belarus, a joint venture throud® Briz — 50% interest jointly with a
natural persoriThe principal activities of the joint venture inde retail trade in pharmaceuticals,
medical equipment and food supplements. The compasybeen a joint venture for the Group
since 27 November 2014.

e ZAO Interpharm, Belarus, a joint venture through Hriz, Latvia — 50% interest jointly with a
legal entity. The principal activities of the joiménture include trade in pharmaceuticals and food
supplements. The company has been a joint vertutad Group since 31 December 2014.
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000 Ivem & K, Belarus, a joint venture through O®@rmacevt Plus and SOOO Brititrade,
which hold together 50% of the capital of OOO Iv&K. The principal activities of the joint
venture include trade in pharmaceuticals and faggplements. The company has been a joint
venture for the Group since 1 December 2015.

OO0 Ariens, Belarus, a joint venture through OOQOntecevt Plus, which holds 50% of the
capital of OOO Ariens. The principal activities dhe joint venture include trade in
pharmaceuticals and food supplements. The compasy&en a joint venture for the Group since
1 December 2015.

As at 31 December 2016, the interest of the Gro@s$ociatess as follows:

OO0 Zdorovei, Belarus — 10.75% interest (25% nohimarest through OO0 Farmacevt Plus).
The principal activities of the associate includeolesale trade in food additives and articles with
medical designation. The company has been an assdor the Group since 9 December 2015.
Doverie Obedinen Holding AD — 30.22% interest ofpBarma AD. The principal
activities of the company include acquisition, mggraent, assessment and sale of shares
in Bulgarian and foreign companies — legal entitidse company has been an associate for
the Group since 21 December 2016.

At the date of these consolidated annual finarstatements, the average number of Group's persaasel
4,543 workers and employees (2015: 4,258).

1.3. Main indicators of the economic environment

The main economic indicators of the business enument that have affected the activities of the @rou

companies throughout the period 2014 — 2016, asepted in the table below:

Indicator 2014 2015 2016
USD/BGN average for the year/period 1.47437 1.76441 1.76833
USD/BGN at end of the year/period 1.60841 1.79007 1.85545
PLN/BGN average for the year/period 0.46760 0.46754 0.44846
PLN/BGN at end of the year/period 0.45376 0.46124 0.44347
RSD/BGN average for the year/period 0.01669 0.0162( 0.01589
RSD/BGN at end of the year/period 0.01617 0.01609 0.01584
UAH/BGN average for the year/period 0.12837 0.08186 0.06916
UAH/BGN at end of the year/period 0.10169 0.07454 0.068811
EUR/BGN average for the year/period 1.95583 1.95583 1.95583
EUR/BGN at end of the year/period 1.95583 1.95583 1.95583
1000 BYR/BGN average for the year/period 0.14410 G111 -
1000 BYR/BGN at end of the year/period 0.13554 0.09629 -

1 BYN/BGN average for the year/period - - 0.89057
1 BYN/BGN at end of the year/period - - 0.95429
KZT/BGN average for the year/period 0.00863 0.0082¢ 0.00518
KZT/BGN at end of the year/period 0.00880 0.00527 0.005556

Source: BNB, National Banks of Ukraine, Poland h&erBelarus, Latvia, Lithuania and Kazakhstan.
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On 1 July 2016 the official currency of the Repalaf Belarus — Belarusian Ruble was denominated and
the currency code was changed from BYR to BYN. fbminal value of money was decreased at a ratio
10,000 to 1.

2. SUMMARY OF THE SIGNIFICANT ACCOUNTING POLICIES O F THE GROUP

2.1. Basis for the preparation of the consolidatitlancial statements

The consolidated financial statements of Sopharmauis have been prepared in accordance with all
International Financial Reporting Standards (IFR8)ich comprise Financial Reporting Standards &ed t
International Financial Reporting Interpretationsn@nittee (IFRIC) interpretations, approved by the
International Accounting Standards Board (IASB)wedl as the International Accounting StandardsS)lA
and the Standing Interpretations Committee (SIClerpretations, approved by the International
Accounting Standards Committee (IASC), which afeatively in force on 1 January 2016 and have been
accepted by the Commission of the European Union.

IFRSs as adopted by the EU is the commonly acceyastk of the general purpose framework — the basis
of accounting equivalent to the framework defimtiatroduced by § 1, p. 8 of the Additional Proeiss of

the Accountancy Act "International Accounting Staras” (IASS).

For the current financial year the Group has adbptenew and/or revised standards and interpogtsti
issued by the International Accounting StandardarBqIASB) and respectively, by the International
Financial Reporting Interpretations Committee (IERIwhich are relevant to its activities. The adapiof
these standards and/or interpretations, effecoveafnual periods beginning on 1 January 2016,nbas
caused changes in the accounting policies, exagpsdme new disclosures and the expansion of those
already adopted, however, not resulting in otheanges in the classification or valuation of indiadi
reporting items and transactions.

The new and/or amended standards and interpregatiolude:

» |AS 1 (amended) "Presentation of Financial Statdsien regarding disclosure initiative (in force
for annual periods beginning on or after 1 Janug2Bi6 — endorsed by ECJhis amendment is an
important clarification of the standard itself wahfocus on preparers of financial statements when
they need to exercise judgment for the materialitparticular information and its presentation in
the preparation of financial statements, i.e. theluding or not of specific information,
presentation approach for the statement of findupoaition and the statement of comprehensive
income — aggregation or separate presentationpagiprin the arrangement of notes as well as the
presentation of some particular items in the finarstatements;

 |AS 16 (amended) "Property, Plant and Equipmentd dAS 41 (amended) "Agriculture” —
regarding bearer plants (in force for annual persotieginning on or after 1 January 2016 —
endorsed by EC)This amendment introduces a measurement and aowpwapproach for fruit-
bearing plants (bearer plants) that applies thecjpie for property, plant and equipment (PPE)
used in IAS 16 rather than the approach presciiyddS 41 (i.e. applying the cost model with an
option to choose the revaluation model after rearhinaturity) because their involvement in
agricultural produce is similar to that of PPEhe industrial production process;
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* |AS 16 (amended) "Property, Plant and Equipmenti &S 38 (amended) "Intangible Assets" —
regarding the acceptable methods of depreciatiod amortisation (in force for annual periods
beginning on or after 1 January 2016 — endorsedEl). This clarification specifies that the
method for calculating the depreciation or amotingaof an asset, based on a ratio to expected
revenue, in the generation of which it is involvesl,not regarded an appropriate method for
measuring the economic benefits consumed as & oéghke use of this asset (allowed only in very
rare cases as an exception);

* 1AS 19 (as revised in 2011) "Employee Benefitsfdqine for annual periods beginning on or after
1 July 2014 — endorsed by EC for annual periodsfak February 2015)This amendment relates
to clarification regarding the treatment of contitibns from employees or third parties to defined
benefit plans in accordance with the formal terithe respective plan. The amendment clarifies
that these contributions should be treated asuwtied in the service cost by being allocated ® th
period of service, when they are linked to the nendf employee's years of service, and should be
deducted from the service cost in the period inciWhhe related services are rendered, when the
contributions are independent of the number ofsgeéservice;

* |AS 27 (amended) "Separate Financial Statementsdgarding the equity method in separate
financial statements (in force for annual perioggimning on or after 1 January 2016 — endorsed
by EC).This amendment restores the option of IAS 27 d@llatvs entities to use the equity method
to account for and measure the investments in @ialoigs, associates and joint ventures in their
separate financial statements;

 IFRS 10 (amended) "Consolidated Financial StatesienFRS 12 (amended) "Disclosure of
Interests in Other Entities" and IAS 28 (amendédyéstments in Associates and Joint Ventures" —
regarding exemptions from consolidation for investinentities (in force for annual periods
beginning on or after 1 January 2016 — endorsedERy. This amendment addresses issues that
have arisen in the context of applying the constiioh exception for companies with status of
parents, namely: (1) whether and how an investragtity should account for a subsidiary at fair
value if the subsidiary provides investment sewvite third parties or supporting services to the
investment entity itself, (2) the interaction beemeamendments for investment entities and the
exemption from consolidation under IFRS 10; (3) thiee a non-investment entity should apply
the fair value accounting of its joint venturesassociates that are investment entities;

* |IFRS 11 (amended) "Joint Arrangements" — regardinguisitions of interests in joint operations
(in force for annual periods beginning on or afterJanuary 2016 — endorsed by EQhis
amendment clarifies mainly that when an investguaes interest in a joint operation, which in
substance constitutes a business, this requiregpipleeation of the requirements and rules of IFRS
3 for business combinations;

* |IFRS 14 "Regulatory Deferral Accounts" (in force fmnual periods beginning on or after 1
January 2016 — EC has postponed the endorsemeo¢gsdor this interim standard until the issue
of the final standard)This is a new standard with status of an intetiam@ard, applicable only for
entities, which will adopt IFRS for the first tinas a reporting framework, and it is effective until
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the completion of the project for a new comprehensitandard intended to address such type of
rate-regulated activities. It is not applied byited that already apply IFRS;

* Annual Improvements to IFRSs 2010-2012 Cycle (Deeerf013) — improvements to IFRS 2,
IFRS 3, IFRS 8, IFRS 13, IAS 16, IAS 24, IAS 3&(te for annual periods beginning on or after
1 July 2014 — endorsed by EC for annual period®fas February 2015)These improvements
introduce partial amendments to and editions ofréispective standards primarily with a view to
remove the existing inconsistency or ambiguitiesthia application rules and requirements of
individual standards as well as to set out morecipeeterminology. These amendments are
basically focused on the following items or trangas: (a) change in the definition of 'vesting
period' and 'market conditions' and add of sepadafeitions for 'performance condition' and
'service condition' (IFRS 2); (b) clarification ¢ime accounting for a contingent consideration in a
business combination that meets the definitionffeancial instrument' (as a financial liability or
equity instrument) and its measurement at fair e/aluthe end of each reporting period, including
the effects of that in the statement of compretlvensicome (IFRS 3, IFRS 9, IAS 39 and IAS 37);
(c) requirement for disclosure on the judgments @rtdria applied in the aggregation of operating
segments for segment reporting purposes (IFRSd®)additional clarification on the adjustment
technique regarding the gross carrying amount aodraulated depreciation in cases of revalued
assets whereas setting a requirement for consysteitic the revaluation approach of the carrying
amount of the respective asset (IAS 16, IAS 38);cd{arification that an entity providing key
management personnel services to another eni#tyliso a related party thereto (IAS 24);

* Annual Improvements to IFRSs 2012-2014 Cycle (8dgme 2014) — improvements to IFRS 5,
IFRS 7, IAS 19, IAS 34 (in force for annual peridgsyinning on or after 1 January 2016 —
endorsed by EC)These improvements introduce partial amendmentanib editions of the
respective standards primarily with a view to remdhe existing inconsistency or ambiguities in
the application rules and requirements of individstandards as well as to set out more precise
terminology. These amendments are basically focosethe following items or transactions: (1)
additional clarifications that an entity may recifis an asset from ‘held for sale’ to ‘held for
distribution to owners’ (and vice versa) and tlisot treated as a change in the original plan of
disposal as well as in the date of classificatisrpar IFRS 5; (2) additional guidance to clarify
whether a servicing contract for a fully derecogdidransferred financial asset constitutes in
substance a continuing involvement in a transfeithie purposes of determining the scope of the
disclosures required, as well as clarification ba applicability of the disclosure requirements
regarding the offsetting of financial assets amdricial liabilities in condensed interim financial
statements (IFRS 7); (3) clarification regarding tequirement of the standard that high quality
corporate bonds, used to estimate the discountoafst-employment benefits, should be issued
in the same currency as the benefits to be pattidaespective employees, i.e. the depth of the
market should be assessed at currency level (IAS d®d (4) clarification on the disclosure
requirement 'elsewhere in the interim report',that this means the presentation of information in
any place in the interim financial statements bsib @resentation elsewhere in the greater interim
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report, including interim report of the managem@ntvided that a cross-reference exists between
the interim financial statement and wherever tiseldsures are included (IAS 34).

At the issue date of these financial statemenésgethre several new standards and interpretateonglhas

amended standards and interpretations, issuedbyehin force for annual periods beginning orafter 1

January 2016, which have not been adopted for apgplication.

The management of the Group has concluded thabfahiem the following are likely to have a potehtia

impact in the future for changes in the accounpoticies and the classification and values of répgr

items in the financial statements of the Groupsidssequent periods, namely:

IFRS 7 (amended) "Financial Instruments: Disclostire- regarding the relief from the
requirement to restate comparatives and the reldibedeto disclosures when applying IFRS 9 (in
force for annual periods beginning on or after Indary 2018 — not endorsed by EQ)he
amendment is related to a relief from the requirgm® restate the comparative financial
statements and the option to present modified aisces on the transition from IAS 39 to IFRS 9
(when this happens) depending on the date of trelatd application by the Group and whether it
chooses the option to restate prior periods.

IFRS 9 "Financial Instruments" (in force for annya@riods beginning on or after 1 January 2018
— endorsed by EC)his is a new standard for financial instrumetttss ultimately intended to
replace IAS 39 in its entirety. The replacementguobhas passed through three phases: Phase 1
Classification and measurement of financial assetd financial liabilities;_Phase: Hedge
accounting; and Phase IBhpairment methodology. At present, IFRS 9 hasnbissued four times:

in November 2009, October 2010, November 2013 aradly in July 2014, Phase Classification
and measurement of financial assets and finanaiailities — by the first issues it replaces those
parts of IAS 39 that refer to the classificatior aneasurement of financial instruments. It sets out
new principles, rules and criteria for classifioati measurement and derecognition of financial
assets and liabilities, including hybrid contradisRS 9 introduces a requirement that financial
assets are to be classified based on entity's dasimodel for their management and on the
contractual cash flow characteristics of the reSpecassets. It establishes two primary
measurement categories for financial assets: asedrtiost and fair value. The new rules will lead
to changes mainly in the accounting for financedeis as debt instruments and financial liabilities
designated at fair value through current profitlass (for credit risk). A specific feature of the
classification and measurement model for finanagdets at fair value is the addition of a new
category — fair value through other comprehensimeorine (for certain debt and capital
instruments)._Phase: Hedge accounting — a new chapter to IFRS 9 has laelded for this
purpose whereby a new hedge accounting modelridunted that permits consistent and complete
reflection of all financial and non-financial riglkposures, subject to hedge transactions, and also,
better presentation of risk management activitie¢he financial statements and especially, their
relation to hedge transactions, and the scopeygeddf documentation to be used. In addition, the
requirements to the structure, contents and praentapproach for hedge disclosures have been
improved. Furthermore, an option is introduced tailue changes of own debts, measured at fair
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value through profit or loss, in the part thereoédo changes in the Group's own credit quality, to
be presented in other comprehensive income raltiar in profit or loss. The entities that apply
IAS 39 will be able to apply this option but theyllvalso be able to continue applying the
requirements for fair value hedge accounting oindgrest rate exposure under IAS 39 even when
IFRS 9 becomes effective. Phasel@pairment methodology — the amendment introdubes
application of the 'expected loss' model. Undes titiodel all expected credit losses of an
amortisable financial instrument (asset) shalldmgnised in three stages, depending on its credit
quality change, and not only if a trigger event besurred as per the current model under IAS 39.
The three stages are: upon the initial recognigbthe financial asset — impairment for the 12-
month period or for the full lifetime of the assatd respectively — upon the occurrence of the
actual impairment. They also set out how to measwmmairment losses and respectively the
application of the effective interest rate;

* IFRS 10 (amended) "Consolidated Financial Stategieand IAS 28 (amended) "Investments in
Associates and Joint Ventures" — regarding the saleontribution of assets between an investor
and its associate or joint venture (in force fomaal periods beginning on or after 1 January 2016
— the EC endorsement procedure has been postponethfindefinite period)This amendment
arises as a result of the existing inconsistendyden the requirements and rules of IFRS 10 and
IAS 28 (as revised in 2011) regarding transactioetsveen an investor and its associate or joint
venture. It basically clarifies that in transacBprepresenting in substance a sale or contribaftion
an aggregate of assets but not constituting a bsssjrgains or losses are recognised partiallyeto th
extent attributable to other equity holders, wirildransactions, representing in substance a sale o
contribution of assets but constituting a busineiisin the meaning of IFRS 3 — gains or losses are
recognised in full;

* IFRS 15 "Revenue from Contracts with Customers'fqine for annual periods beginning on or
after 1 January 2018 — endorsed by EThis is an entirely new standard. It introducesirgle
complex of principles, rules and approaches foogation, accounting for and disclosure of
information about the nature, amount, timing andeutainties related to revenue and cash flows
arising from contracts with customers. It will stgedle all current standards related to revenue
recognition, mainly IAS 18 and IAS 11. The mainngiple of the new standard is to provide a
stepwise model whereby revenue amount and timifigctethe obligation characteristics and
performance of each of the parties to the tranmaciihe key components include: (a) contracts
with customers that are commercial in their sulzstaand assessment of the probability for
collecting contractual amounts by the entity ireliwith the terms and conditions of the particular
contract; (b) identification of the separate perfance obligations under the contract for providing
of a good or service, that is distinct from theesthssumed contractual commitments/promises,
from which the customer would obtain benefits;t(apsaction price determination — the amount of
consideration to which an entity expects to betledtin exchange for transferring promised goods
or services to a customer — special attention id pa the variable component of price, the
financing component, as well as the non-cash cersiin; (d) allocation of the transaction price
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to separate performance obligations under the @cntrusually on a stand-alone sale price of each
component; and (e) the point of time or the pedbtevenue recognition — when an entity satisfies
a performance obligation by transferring controlaopromised good or service to the customer,
which could occur at a point in time or over tim@he expectation is that the introduction of this
standard may lead to the following changes: (ajoimplex contracts with bundled sales of goods
and services a clear distinction will be requiretheen the goods and services of each component
and provision of the contract; (b) probability farchange in the time of sale recognition; (c)
expanding of disclosures; and (d) introduction @diional rules for recognising the revenue from
a particular type of contracts — licences; consigminone-time collection of preliminary fees;
guarantees and other similar. The standard allovill aetrospective approach or a modified
retrospective approach from the beginning of theretu reporting period with particular
disclosures for prior periods. The additionallyuisd clarifications to the standard provide
explanations on the new key principles — the idieation of the separate contractual performance
obligations, differentiation between a principatlam agent, licensing; and add transitional reliefs

* |IFRS 15 "Revenue from Contracts with Customerslasifications (in force for annual periods
beginning on or after 1 January 2018 — not endorbgdEC). These clarifications refer to (a)
identifying performance obligations on the basiglistinct promises to transfer goods or services;
(b) identifying whether an entity is a principal an agent in the transfer of goods or services
(principal versus agent considerations); and (@nices transfer. In addition, this amendment also
provides some relief in the transition to the néandard,;

* |IFRS 16 "Leases" (in force for annual periods begig on or after 1 January 2019 — not
endorsed by EC)This standard has an entirely new concept. ltblistees new principles for the
recognition, measurement and presentation of aeldgsintroducing a new model with the
objective to ensure a more faithful and adequaieesentation of such transactions both for lessee
and lessor. The standard will supersede the effesb far standard related to leases — IAS 17. (a)
The main principle of the new standard is the ishiicdion of a single lessee accounting model — an
asset will be recognised for all contracts withatimn of more than 12 months in the form of a
'right-of-use', which will be subsequently deprémi over the duration of the contract, and
respectively, a financial liability will be statdédr the lease liability under the contracts. Tlsishe
significant change in the current accounting pcactiThe standard allows an exception and
retaining the old practice for leases of low-vaaissets and short-term leases; (b) There would not
be any significant changes with the lessors angwaaild continue to account for leases as per the
old standard IAS 17 — operating and finance. Asdarthe new standard introduces a more
thorough concept, a more detailed analysis of actual terms should be carried out on their part
as well and it is possible that grounds for red@sgion of particular lease transactions may @ccu
for them (lessors), too. The new standard requirese extensive disclosures. Company's
management is in a process of research on thebpmsdffects and the cases of rental and lease
contracts with customers where changes will beiredun the accounting policies applied so far;
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* IAS 7 (amended) "Statement of Cash Flows" — reggrdisclosure initiative (in force for annual
periods beginning on or after 1 January 2017 — eotlorsed by EC)This amendment is an
important clarification of the standard itself wihfocus on the information provided to the users
of financial statements in order to improve thewderstanding of the liquidity and the financing
activities of the entity. The amendment requirest #hdditional disclosures and clarifications be
prepared in regards to the changes of liabilitiegshe entity from: (a) changes arising from
financing activities as a result of transactiorasdlag to changes in cash flows; or (b) changes
resulting from non-cash transactions such as aitignis and disposals, interest accrual, foreign
currency exchange gains and losses, changes irvdaies and other similar. Changes in the
financial assets should be included in this disglesf the resulting cash flows are presented under
financing activities (e.g. in certain hedge tratisas). It is allowable to include also changes in
other items as part of the disclosure if they aes@nted separately;

* |AS 12 (amended) "Income Taxes" (in force for ahmpaaiods beginning on or after 1 January
2017 - not endorsed by EC) — recognition of deferax assets for unrealised loss@his
amendment clarifies deferred tax assets in casesevdn asset is measured at fair value and that
fair value is below the tax base. The amendmentfiela that: (a) temporary differences arise
regardless of whether the carrying amount of trsetais less than its tax base; (b) the respective
entity should assess, when estimating its futuxaltie profits, whether it could deduct an amount
higher than the carrying amount of the asset gr(opif, according to the tax legislation, there a
restrictions for the use of taxable profits againgtich particular deferred tax assets can be
recovered, the review and assessment of deferseddsets recoverability should be made in
combination with the remaining deferred tax aseéthe same type; and (d) the deductions for tax
purposes resulting from the reversal of deferredatsets are excluded from the estimated future
taxable profit that is used to evaluate the recahiéty of those assets;

» |AS 40 (amended) "Investment Property" — regardiagsfers of investment property (in force for
annual periods beginning on or after 1 July 2018ot endorsed by ECThe amendment refers to
an additional clarification regarding the terms amileria that allow transfers of property to, or
from, the category ‘'investment property'. More #aedly, when the subject of transfer represents
buildings under construction with a change in thisie. Such transfers are possible and allowable
only when the property meets, or respectively, ega® meet, the criteria and definition of
investment property — then it is deemed that eadexists for a change in its use. A change in the
intents and plans of the management are not regaslievidence for a change in use;

* Annual Improvements to IFRSs 2014-2016 Cycle (Deee2016) — improvements to IFRS 12 (in
force for annual periods beginning on or after hdary 2017 — not endorsed by EC), IFRS 1 and
IAS 28 (in force for annual periods beginning onafter 1 January 2018 — not endorsed by EC).
These improvements introduce partial amendmentantb editions of the respective standards
primarily with a view to remove the existing incatency or ambiguities in the application of the
rules and requirements of individual standards el as to set out more precise terminology.
These amendments are basically focused on thenialipitems or transactions: (a) the scope and
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requirements to the disclosures in IFRS 12 shallyaglso to entities that are classified under IFRS
as held for sale, as held for distribution or ascdntinued operations; (b) removal of certain
exemptions in the application of IFRS 1; and (&) thoice of venture capital funds or other similar
entities to measure their investments in assoc@tgsint ventures at fair value through profit or

loss and this choice is available on an investrbgrittvestment basis, upon initial recognition

(IAS 28);

* IFRIC 22 (amended) "Foreign Currency Transactiomsl sAdvance Consideration” (in force for
annual periods beginning on or after 1 January 264180t endorsed by ECThis Interpretation
applies to the accounting for a foreign curreneysaction or part of it on the receipt of advance
consideration before the entity recognises theedlasset, expense or income. In these cases the
entities shall recognise an asset for the advaoosideration (advance consideration paid on
supply of assets or services) or a liability fofedeed income (advance consideration received from
clients on sales) and they are treated as non-mgnéipon receipt of such advance consideration
in a foreign currency, the transaction date shalubed to determine the exchange rate while in
case of multiple payments the entity shall deteendandate of the transaction for each individual
payment.

In addition, with regard to the stated below ameidwised standards, issued but not yet in forece fo
annual periods beginning on 1 January 2016, theagement has concluded that they are unlikely t@ hav
a potential impact for changes in the accountiniicigs, and in the classification and value of meing
items in Company's financial statements, namely:

* |IFRS 4 (amended) "Insurance Contracts" (in force danual periods beginning on or after 1
January 2018 — not endorsed by EChis amendment is related to the need to syncéeothie
reporting of companies that issue insurance castrachich fall within the scope of IFRS 9, by
providing two approaches to account for income xpeases arising from designated financial
assets — the overlay approach and the deferrabapipr

The consolidated financial statements have beguapgd on a historical cost basis except for: apeny,
plant and equipment, which are measured at revansalint; and b/ investment property and available-
for-sale financial instruments, which are measuaédheir fair value at the date of the consolidated
statement of financial position.

The Bulgarian subsidiaries of the Group mainta@irtaccounting books in Bulgarian Lev (BGN), whish
accepted as being their functional and presentatiorency. The subsidiaries, associates and jeintwes
abroad organise their accounting and reportingcooalance with the requirements of the respectall
legislation (OOO Sopharma Ukraine and PAO Vitaminthe Ukrainian legislation; Iv&it and Sinovi
d.o.o. (a subsidiary up to 9 May 2017) and Sophafnaaling d.o.o. Belgrade — the Serbian legislation;
SIA Briz — the Latvian legislation; UAB TBS Pharmahe Lithuanian legislation; SOOO Brititrade, OOO
Tabina, SOOO Brizpharm, OO0 Farmacevt Plus, ODCGai\|[@©OO NPK Biotest (a subsidiary up to 5
December 2016), ODO BelAgroMed, ODO Vestpharm, OD&nhapharm, OOO Galenapharm, ODO
Medjel, ODO Alenpharm-plus, OOO Farmatea, OOO Mabik (a subsidiary as from 16 February 2016)
and ODO SalusLine (a subsidiary as from 23 Noven#t¥6) — the Belarusian legislation; the joint
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ventures: OOO Vivaton Plus, OO0 Med-dent, BOOO Spgharmacia, OOO Bellerophon, ZAO
Interpharm, OO0 Ivem & K and OOO Ariens — the Besian legislation ; the associates: ODO SalusLine
(an associate up to 22 November 2016), OOO Zdor@®@0O Mobil Line (an associate up to 15 February
2016) — the Belarusian legislation; Sopharma Polar@.O. (in liquidation), Sopharma Warsaw SP.
Z.0.0. — the Polish legislation; Medica Balkans.&.Rterminated through liquidation on 24 March 8p1

— the Romanian legislation and TOO Sopharma Kazakhs the legislation of Kazakhstan). The
companies keep their accounting ledgers in theers@ local currency — Belarusian Ruble (BYN),
Ukraine Hryvnia (UAH), Serbian Dinar (RSD), EuroUE), Polish Zloty (PLN) and Kazakhstan Tenge
(KZT).

The data in the consolidated financial statememndistie notes thereto are presented in thousandhBaig
Levs (BGN’'000), unless explicitly stated otherwiaad the Bulgarian Lev is accepted as the repodirty
presentation currency of the Group. According ® pblicies of the Group, the financial statemeritdhe
Group companies abroad are restated from the oaténcy to Bulgarian Levs for the purposes of the
consolidated financial statemei(iéote 2.5).

The presentation of the consolidated financial est@nts in accordance with IFRS requires the
management to make best estimates, accruals aswhedde assumptions that affect the reported valfies
assets and liabilities and the disclosure of cgetim receivables and payables as at the date Ghtreial
statements, and respectively, on the reported ats@fitncome and expenses for the reporting ydaesé
estimates, accruals and assumptions are basedednftiimation, which is available at the date of th
consolidated financial statements, and therefdre, fture actual results might be different fronenth
(whereas in a situation of financial crisis the emainties are much more significant). The itemespming

a higher level of subjective assessment or comylexi where the assumptions and accounting estgmate
are material for the consolidated financial statetsieare disclosed iNote 2.32, Note 14, Note 16, Note
17, Note 18 and Note 19.

2.2. Definitions

Parent company

This is a company that has control over one or nabiher companies, in which it has invested. Having
control means that the investor is exposed, origass, to variable returns from its involvementiwihe
investee, and has the ability to affect those nsttinrough its power over the investee.

The parent company is Sopharma AD, Bulgéxate 1).

Subsidiary company

A subsidiary is a company, or another entity, thatontrolled directly or indirectly by the para@mpany.

The subsidiary companies are consolidated as fhendate on which the effective control over thera ha
been acquired by the Group and are de-consolideddom the date when the control over them ceases
and is transferred outside the Group. The full obdation method is applied for their consolidation

The subsidiary companies are presenteddte 1.2.
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Joint venture

A joint venture is a company, or another entityabkshed by virtue of a contractual arrangementtben
the parent company as an investor and one or ntbeg parties (companies) that start a common bssine
undertaking, and on which the joint venturers (idahg the parent, which also has such a status) hav
joint control. Joint control exists when it is cradtually agreed that the strategic financial apdrating
decisions, relating to the joint venture, shalluieg) mandatory unanimous consent of the joint wemgu
The latter have rights to the net assets of th janture.

The joint venture is included in the consolidatethfcial statements of the Group by applying theitgq
method — as from the date on which the joint cdniv@s been acquired by the venturer (the parent
company) and its consolidation under this methodemsed when the joint venture is transformed anto
subsidiary or when the joint control is transferfien the venturer to third parties.

The joint ventures are: OOO Vivaton Plus, OO0 MedtdOOO Bellerophon, BOOO SpetzApharmacia,
ZAO Interpharm, 000 Ivem & K and OOO Ariens — BekafiNote 1.2)

Associate

An associate is a company in which the investar fthrent company) exercises significant influenaei$
neither a subsidiary nor a joint venture with theeistor.

Significant influence is the right of participatiam decision-taking with regard to financial andecgting
policies of the investee but is not control or jaontrol over these policies. Usually it existcase of: (a)
possession by the investor, directly or indireabfy20% to 50% of the shares in the capital ofitivestee
company (including by virtue of an agreement betwsleareholders), and (b) in addition, the invesor
represented in the managing body of the investeéoamparticipates in the decision-taking procesthwi
regard to the policy and strategy of the invesé@el/or significant transactions exist between tivestor
and the investee.

The associate is included in the consolidated filsrstatements of the Group by applying the equity
method — from the date on which the investor (theept company) acquires significant influence dad i
consolidation under this method is ceased whencegeois transformed into a subsidiary or whersit i
accepted that the significant influence is transfé&from the investor to third parties.

The associate companies are: OO0 Zdorovei — BetardiDoverie Obedinen Holding AQ¥Note 1.2).

2.3. Consolidation principles

The consolidated financial statements include thantial statements of the parent company and the
subsidiaries, the joint ventures and the associptepared as at 31 December, which is the endofidibe
Group’s financial year. The 'economic entity' asptiom has been applied in the consolidation whefaas
the measurement of non-controlling interest in hess combinations and other forms of acquisition of
subsidiaries for which the 'proportionate shareaifassets' method has been chosen.

For the purposes of consolidation, the finandiatesnents of the subsidiaries, the joint ventures the
associates have been prepared for the same raepgrériod as the parent company using uniform
accounting policies.
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2.3.1. Consolidation of subsidiaries

In the consolidated financial statements, the nioi@l statements of the included subsidiaries are
consolidated under the 'full consolidation' methioke-by-line, by applying accounting policies thae
uniform with regard to the significant reportingemts. The investments of the parent company are
eliminated against its share in the equity of thbsidiaries at the date of acquisition. Intra-group
transactions and balances, including unrealise@-gmoup gains and losses, are eliminated in Tiile
effect of deferred taxes has been taken into addouhese eliminating consolidation entries.

The shares of shareholders — third parties in tisidiaries other than these of the shareholdetseof
parent company are presented separately in theoleied statement of financial position, the
consolidated statement of comprehensive incomdrendtatement of changes in equity as 'non-coimtgpll
interest’. The non-controlling interest includes: the combined share of the shareholders — tlirties at
the date of initial consolidation in the fair val(deemed cost) of all identifiable assets acquilietilities

and contingent (crystallised) liabilities of thespective subsidiaries assumed, determined (basebdeon
share) through the proportionate method, and @xHange in the share of these third parties iretugty

of each respective subsidiary from their initiahsolidation to the end of the reporting period.

2.3.2. Acquisition of subsidiaries

The acquisition (purchase) method of accountingsesd on the acquisition of a subsidiary (entity)t sy
Group in business combinations. The consideratiansterred includes the fair value at the date of
exchange of the assets transferred, the incurredsumed liabilities and the equity instrumentaddsby
the acquirer in exchange of the control over ttaguaee. It includes the fair value of any asselfiaiility
resulting from a contingent consideration arranggmacquisition-related direct costs are recogniasd
current expenses when incurred except for the iststs of debt or equity instruments, which are
recognised as equity components.

All identifiable assets acquired, liabilities andntingent (crystallised) liabilities assumed in thesiness
combination are measured initially at their faitues at the date of exchange. Any excess of theeggte
consideration transferred (measured at fair valig),amount of non-controlling interest in the doeg
and, in a business combination achieved in stathes,acquisition-date fair value of the acquiree's
previously held equity, over the acquired identifea assets and assumed liabilities of the acquiser,
treated and recognised as goodwill. If acquirdrares in the fair value of acquired net identifiabksets
exceeds the cost of acquisition of the businesshemtion, this excess is recognised immediatelthe
consolidated statement of comprehensive income h& Group in the item ‘'gains/(losses) on
acquisition/(disposal) of subsidiaries'. Any nomtolling interest in a business combination is suead
based on the method of the 'proportionate shattgeafet assets' of the acquiree.

When a business combination for the acquisitionacfubsidiary is achieved in stages, all previous
investments held by the acquirer at the acquisitiate are revalued to fair value and the effectthisf
revaluation are recognised in the current profitoss of the Group, respectively in ‘finance incbamed
'finance costs' or 'gains/(losses) from associabesjoint ventures', and all previously recorde@éas$ in
other comprehensive income are recycled.
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2.3.3. Disposal of subsidiaries
On sale or other form of loss (transfer) of contreér a subsidiary:
The carrying amounts of the assets and liabilifiesluding any attributable goodwill) of the
subsidiary are derecognised at the date when dosiast;
The non-controlling interest in the subsidiary israetognised at carrying amount in the
consolidated statement of financial position atltdss of control date, including all components of
other comprehensive income related thereto;
The fair value of the consideration received fréwa transaction, event or operation that resulted in
the lost of control is recognised,
All components of equity, representing unrealisaithg or losses in accordance with the respective
IFRS under the provisions of which these componfailisare reclassified to 'profit or loss for the
year' or are transferred directly to retained e
Any resulting difference as a 'gain or loss fromisposal (sale) of a subsidiary' attributable ® th
parent is recognised in the consolidated statemfestmprehensive income.
The remaining shares held that form investmengssagociates, joint ventures or available-for-sale
investments are initially measured at fair valuéhatdate of sale and subsequently — following the
accounting policy adopted by the Gro{ypte 2.13 and Note 2.14).
The acquisition (purchase-and-sale) method is egpliso in transactions of uniting and/or restnictuof
entities under a common control with companies had Group, provided that they represent direct
acquisitions from the perspective of the parentgamy.

2.3.4. Transactions with non-controlling interests

The Group treats transactions with non-controllimiggrests as transactions with holders of the commo
equity of the Group. The effects from sales of ppmmpany's shares, without loss of control, tlolds

of non-controlling interests are not treated as maments of the current profit or loss of the Grdup as
movements directly in its equity components, usutdl the 'retained earnings' reserve. And vice ajers
when the parent company purchases additional slienes holders of non-controlling interest, without
acquisition of control, the difference between tbesideration paid and the relevant share acqoiréae
carrying amount of net assets of the subsidiagtge directly recognised in the consolidated statenof
changes in equity, usually to the 'retained easiireserve.

When the Group ceases to have control, joint obraind significant influence, any retained minority
investment as interest in the capital of the retspeentity, is remeasured to its fair value, wite change
in carrying amount recognised in profit or losssgectively, any amounts previously recognised heot
comprehensive income in respect of that entityameunted for as if the Group had directly disposied
all components related to the initial investmentgisubsidiary, joint venture or associate).

2.3.5. Consolidation of associates and joint vergsr

Associates and joint ventures are included in tesclidated financial statements by applying theitgq
method whereby the investment of the parent companyitially stated at cost and is subsequently
recalculated to reflect the changes in investah® (parent company) share in the post-acquisitiein n
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assets of the associate or joint venture. Groagtssiment in an associate or joint venture incladgs the
goodwill identified on their acquisition net of amgcognised impairment.

The post-acquisition gains or losses for the Grghpugh the parent company) from associates antl jo
ventures for the respective reporting period repress share in the net (post-tax) financial ressaf their
business activities for the period, which sharegesognised and presented on a separate line in the
consolidated statement of comprehensive income.logpasly, the Group's share in post-acquisition
changes in other components of comprehensive inadragsociates and joint ventures is also recognise
and presented as movement in the other componédnt®rprehensive income in the consolidated
statement of comprehensive income, and respectivelyconsolidated reserves of the Group - in the
statement of changes in equity. The Group recogiiiseshare in the losses of associates and jeimtuves

up to the amount of its investment, including thranged internal loans, unless it has assumed oertai
obligations or payments on behalf of the assoa@afeint venture.

The internal accounts and balances between thepGuaai associates and joint ventures are not eltedna
The unrealised gains or losses from transactiotedes them are eliminated to the percentage of Esou
interest in the associates and joint ventures 8y alaking tests for impairment in case of loss. dffiect

of deferred taxes on these consolidation procechasslso been taken into account.

2.4. Comparatives

In these consolidated financial statements, theipresents comparative information for one priatry
Where necessary, comparative data is reclasgied restated) in order to achieve comparabilityi@w
of the current year presentation changes.

2.5. Functional currency and recognition of excharglifferences

The functional currency of the Group companiesigBria being also presentation currency for theu@r

is the Bulgarian Lev. The Bulgarian Lev is fixed ttee Euro, under the BNB Act, at the ratio BGN
1.95583:EUR 1.

Upon its initial recognition, a foreign currencyiisaction is recorded in the functional currencemehs
the exchange rate to BGN at the date of the tréiosaor operation is applied to the foreign curienc
amount. Cash, receivables and payables, as monefuyting items, denominated in a foreign currency
are recorded in the functional currency by applyimg exchange rate as quoted by the Bulgarian hdtio
Bank (BNB) for the last working day of the respeetimonth. At 31 December, these amounts are
presented in BGN at the closing exchange rate d.BN

The non-monetary items in the consolidated staténwnfinancial position, which are initially
denominated in a foreign currency, are accountedhfthe functional currency by applying the histaf
exchange rate at the date of the transaction andatrsubsequently re-valued at the closing exahaaig.
Foreign exchange gains or losses arising on thkerseint or recording of foreign currency commercial
transactions at rates different from those at wkively were converted on initial recognition, areognised

in the consolidated statement of comprehensiveniecim the period in which they arise and are preskn
net under 'other operating income/(losses)'.
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The functional currency of the companies in PolgB8opharma Poland Z.0.0. (in liquidation) and
Sopharma Warsaw SP. Z.0.0. is the Polish Zlotythef subsidiary TOO Sopharma Kazakhstan — the
Kazakstan Tenge, of the subsidiaries in Ukraine@RAtamini, OOO Sopharma Ukraine) — the Ukrainian
Hryvnia, of the subsidiaries in Serbia (I¢ahand Sinovi d.0.0. — a subsidiary up to 9 May 20dr&q
Sopharma Trading d.o.o0. Belgrade) — the SerbiaraDiof the subsidiary in Latvia (SIA Briz) and the
company in Lithuania (UAB TBS Pharma) — the Eurbth® subsidiaries in Belarus (SOOOQO Brititrade,
OO0 Tabina, ODO Alean, SOOO Brizpharm, OO0 Farmakaws, ODO Vestpharm, OOO NPK Biotest
— a subsidiary up to 5 December 2016, ODO BelAgrdM2OO Danapharm, OOO Galenapharm, ODO
Medjel, ODO Alenpharm-plus, OOO Mobil Line, OO0 Fetea and ODO SalusLine) — the Belarusian
Ruble.

For the purposes of the consolidated financialestants, the financial statements of the subsidiarie
abroad are restated from the functional currencthefrespective subsidiary to the presentationecay
(BGN) accepted for the consolidated financial stegets, whereas:

(a) all assets and liabilities are restated to theetwny of the Group by applying the closing exchange
rate of the local currency thereto at 31 Decembett the date of disposal of the company;

(b) all income and expenses are restated to the cyrr@inthe Group at average rate of the local
currency thereto for the reporting peri@dbte 2.6 and Note 2.7);

(c) all exchange differences resulting from the restat@s are recognised and presented as a separate
component of equity in the consolidated statemériinancial position — 'translation of foreign
operations reserve', and

(d) the exchange differences resulting from the restatd of the net investment in the companies
abroad together with the loans and other curremsgruments, accepted as hedge of these
investments, are presented directly in equity.

On disposal (sale) of a foreign operation (compathg cumulative amount of exchange differences tha
have been directly stated as a separate compohequiby, are recognised as part of the profitamslin

the consolidated statement of comprehensive incamihe line 'gains/(losses) on acquisition andatiap

of subsidiaries, net', obtained on disposal (sale).

Goodwill and adjustments to fair value arising aguasition of a company abroad are treated anaklgou
to the assets and liabilities of this company arel re@stated to the presentation currency at closing
exchange rate.

2.6. Revenue

Revenue in the Group is recognised on accrual basigo the extent and in the way the economicfiisne
will flow to the Group and respectively, the busisgisks are born thereby, and as far as reverubea
reliably measured.

The types of Group's revenue are presentétbies 3, 4 and 11

Upon sale of finished products, goods and mateniaisenue is recognised when all significant riaks
rewards of ownership have passed to the buyer.
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Upon rendering of services, revenue is recogniga@ierence to the stage of completion of the @atign

at the end of the reporting period, if this stagevell as the costs incurred for the transactiahthe costs

to complete the transaction, can be measured keliab

Revenue is measured on the basis of the fair \@ltiee products, goods and services sold, netdifant
taxes (excise duties and VAT) and any discountsrebates granted.

Revenue on sale of goods under a loyalty programmeallocated between the programme and the other
components of the transaction (sale of goods). dmeunt received under the loyalty programme is
deferred as a liability and is recognised as incarhen the company fulfils its obligations to prowithe
promoted products in line with the programme teom#hen its becomes unlikely that the points urider
programme will be used.

Foreign exchange gains or losses related to camle teceivables and payables, denominated ingforei
currency, are recognised in the consolidated s&tewi comprehensive income (within profit or |des

the year) in the period, in which they arise anel presented net under 'other operating incomeg$)ss
net'.

The gains from revaluation of investment propeotyair value are presented in the consolidateestaint

of comprehensive income (within profit or loss fbe year) on the line 'other operating income/@seys
net'. Revenue from investment property leased-ndeuthe terms of operating lease is also accouoted
under this item of the consolidated financial stegats.

Upon sale on an instalment plan, revenue is resegnon the date of sale, excluding the incorporated
interest.

Finance income is included in the consolidatedestant of comprehensive income when earned and
comprises: interest income on granted loans amd deposits, interest income on receivables und=gialp
contracts, interest income on past due receivablesme/gains from deals with investments in awdda
for-sale securities including dividends, net gadinsexchange differences under loans in foreignecary,
income from debt settlement transactions, gainagmvilue measurement of available-for-sale invesiis

in the acquisition of a subsidiary performed ings& They are presented separately from of finaostsc
on the face of the consolidated statement of congmsive income.

2.7. Expenses

Expenses are recognised in the Group when theinewered based on the accrual and matching concepts
(to the extent that this would not lead to recdgnibf an asset or liability not satisfying the idéfons for
assets and liabilities in the Framework and IFRSmelves).

Deferred expenses are put off and recognised asntuexpenses in the period when the contractsratde
they refer, are performed.

Losses from revaluation of investment propertyaio ¥alue are presented in the consolidated stateofe
comprehensive income (within profit or loss for §lear) on the line 'other operating income/(losses)
Finance costs are included in the consolidatedersiit of comprehensive income when incurred
separately from finance costs and comprise: intengsenses under loans received, bank fees andeshar
under loans and guarantees, foreign exchange setflom loans in foreign currencies, expenseskosse
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from investments in available-for-sale securitiespenses on debt settlement transactions, lossion f
value measurement of available-for-sale investmiaertse acquisition of a subsidiary performed iagsts.

2.8. Mandatory dividend for distribution
The subsidiary company Sopharma Buildings REIT ttes status of a joint-stock special-purpose
investment company within the meaning of the BuljarSpecial Purpose Investment Companies Act
(SPICA). For this reason, the company has spegdlicy for distribution of dividends to shareholden
line with the requirements of the law, namely:
» the company is obliged by law to distribute asdkvid not less than 90% of the generated profit
for the respective financial year adjusted in adance with SPICA; and
» the distribution of the remaining 10% is determirt®d a decision of the General Meeting of
Shareholders as per the common procedure of thgaBah Commercial Act, including for
dividend payment.
The statutory dividend at an amount of not lesa ®@86 of the generated profit is recognised aalality
in the current year and in decrease (mandatoryilulision) of the current profit for the year.
In 2016 and 2015, the subsidiary did not distribugndatory dividend as it reported a negative firan
result (loss).

2.9. Property, plant and equipment
Property, plant and equipment (fixed tangible aysate presented in the consolidated financiaéstants
at revalued amount less the accumulated depretiatid impairment losses in value.

Initial acquisition

Upon their initial acquisition, property, plant aeduipment are valued at acquisition cost (coskichv
comprises the purchase price, including customesland any directly attributable costs of bringihg
asset to working condition for its intended usee Tdirectly attributable costs include the cost ¢ s
preparation, initial delivery and handling costsstallation costs, professional fees for peopl®lved in
the project, non-refundable taxes, expenses omatigpd interest for qualifying assets, etc.

Property, plant and equipment of acquired subseliaare measured at fair value at the transaction
(business combination) date which is accepted g@igition price for consolidation purposes.

Upon acquisition of property, plant and equipmemder deferred settlement terms, the purchase wice
equivalent to the present value of the liabilitgatiunted on the basis of the interest level oftlracted by
the Group credit resources with analogous matarity purpose.

The Group has set a value threshold of BGN 50@vbelhich the acquired assets, regardless of hatmg
features of fixed assets, are treated as currg@anme at the time of their acquisition.
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Subsequent measurement

The chosen by the Group approach for subsequerdureraent of property, plant and equipment, is the

revaluation model under IAS 16, i.e. measuremenmewadlued amount less any subsequent accumulated
depreciation and subsequent accumulated impairingses.

The revaluation of property, plant and equipmentdsepted to be performed by certified appraisers

normally in a period of five years. Where the feitue changes materially in shorter periods, reatédn

may be performed more frequently.

Subsequent costs

Repair and maintenance costs are recognised antesxpenses as incurred. Subsequent costs indarred
relation to property, plant and equipment having thature of replacement of certain components,
significant parts and aggregates or improvemendsrastructuring, are capitalised in the carryingpam

of the respective asset whereas the residual usifus reviewed at the capitalisation date. A¢ tame
time, the non-depreciated part of the replaced com@pts is derecognised from the carrying amouthef
assets and is recognised in the current expenstsefperiod of restructure.

Depreciation methods
The Group applies the straight-line depreciatiothme for property, plant and equipment. Deprecrabb
an asset begins when it is available for use. liambt depreciated. The useful life of the groupassets
is dependent on their physical wear and tear, tharacteristic features of the equipment, the future
intentions for use and the expected obsolescence.
The useful life per group of assets is as follows:

buildings — 20-70 years;

installations — 5-25 years;

machinery and equipment — 7-25 years;

computers and mobile devices — 2-5 years;

motor vehicles — 5-17 years;

servers and systems — 4-12 years;

furniture and fixtures — 6-12 years.
The useful life, set for any tangible fixed asteteviewed by the management of each companymfltig
Group and respectively, by the parent companyhatend of each reporting period and in case of any
material deviation from the future expectationshefir period of use, the latter is adjusted proSpely.

Impairment of assets

The carrying amounts of property, plant and equigege reviewed for impairment when events or
changes in circumstances indicate that the cargingunt might permanently differ from their recalge
amount. If any indications exist that the estimatszbverable amount of an asset is lower tharaitying
amount, the latter is adjusted to the recoveratvleumt of the asset. The recoverable amount of piype
plant and equipment is the higher of fair valueslegsts to sell or the value in use. In assessihgevin
use, the estimated future cash flows are discouwotégeir present value using a pre-tax discoutd tiaat
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reflects current market conditions and assessnuértee time value of money and the risks, speddithe
particular asset. Impairment losses are recogniséte consolidated statement of comprehensivenireco
(within profit or loss for the year) unless a rexatlon reserve has been set aside for the respeasset.
Then the impairment is treated as a decreasedméberve (through other comprehensive incomeksiiie
exceeds its amount and the excess is includedmnsa in the consolidated statement of comprehensiv
income (within profit or loss for the year).

Gains and losses on disposal (sale)

Tangible fixed assets are derecognised from theatimfated statement of financial position when they
permanently disposed of and no future economicfilereere expected therefrom or on sale. The gains o
losses arising from the sale of an item of 'propeptant and equipment' group are determined as the
difference between the consideration received haaarrying amount of the asset at the date of Saky

are stated net under 'other operating income/@®sset' on the face of the consolidated staternént
comprehensive income (within profit or loss for tyear). The part of 'revaluation reserve' component
attributable to the sold asset is directly transférto ‘retained earnings' component in the cotatad
statement of changes in equity.

2.10. Biological assets

Biological assets are measured at fair value lesgstimated costs to sell. They are comprisee@i@rmial
plants.

The fair value of biological assets is determinediee basis of their present location and conditiased

on a price quoted in an active market or otherrdiitve sources of current prices. Gain or lossndial
recognition of a biological asset at fair valueslestimated costs to sell and changes in fair vigse
estimated costs to sell is recognised in the caleteld statement of comprehensive income (withafitor

or loss for the year) in the period in which its&s and is presented in 'other operating inconss&k), net'.
When the fair value of a biological asset cannotrélably measured, it is measured at cost less
accumulated depreciation or impairment losses. &uently, when the fair value of this biologicasets
becomes reliably measurable, the Group changegpjigoach and switches to measuring the assetrat fai
value less the estimated costs to sell.

2.11. Intangible assets

Goodwill

Goodwill represents the excess of the cost of guisition (the consideration given) over the fafue of
Group's share in the net identifiable assets ohtlgpiired company at the date of acquisition (i&ress
combination). Goodwill is initially measured in tltensolidated financial statements at acquisitiost ¢
(cost) and subsequently — at cost less accumulatairment losses. Goodwill is not amortised.
Goodwill arising on the acquisition of a subsidigypresented in the consolidated statement ohéiah
position in the group of ‘intangible assets' wigitedwill arising on the acquisition of a joint varg or an
associate (entities) is incorporated in the totabant of the investment and is stated in the grofip
‘investments in joint ventures' or respectivelyéisiments in associates'.
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The goodwill on the acquisition of joint venturesdaassociates (entities) is tested as part of dted t
balance (amount) of the investment. The individuedlcognised goodwill on the acquisition of sulesiidis
(entities) is mandatory tested for impairment asteonce in a year. Impairment losses on goodvelinat
subsequently reversed. Gains or losses on thédigpmsal) of a particular subsidiary (entity) bétGroup
include the carrying amount of the goodwill relatio the entity sold (disposed of).

On the realisation of a particular business contimnaeach recognised goodwill is allocated to digalar
cash generating unit and this unit is used for impent testing. The allocation is made to thosehcas
generating units that are expected to benefit fileerbusiness combination in which the goodwill aros
Impairment losses on goodwill are presented in dbesolidated statement of comprehensive income
(within profit or loss for the year) in the itermjpairment of non-current assets'.

Other intangible assets

Intangible assets are stated in the consolidateghdial statements at acquisition cost less acateul
amortisation and any impairment losses in value ifitangible assets include mainly intellectualpemy
rights, software and complex intangible asseteiflies and pharmacy chain locations).

The Group applies the straight-line amortisatiorthmé for the intangible assets with determined ulsef
life from 3 to 18 years.

The carrying amount of the intangible assets igestilbo review for impairment when events or chanige
the circumstances indicate that the carrying amauight exceed their recoverable amount. Then
impairment is recognised as an amortisation expémdthe consolidated statement of comprehensive
income (within profit or loss for the year).

Intangible assets are derecognised from the caladell statement of financial position when they are
permanently disposed of and no future economic fiitereee expected therefrom or on sale. The gains o
losses arising from the sale of an item of intalegdssets are determined as the difference bettineen
consideration received and the carrying amounhefasset at the date of sale. They are statedndet u
‘'other operating income/(losses), net' on the tdcte consolidated statement of comprehensivenieco
(within profit or loss for the year).

2.12. Investment property

Investment property is property lastingly held hg Group to earn rentals and/or for capital apptizi.
They are presented in the consolidated statemeiimanfcial position at fair value. Gains or losseising
from a change in the fair value of investment prgpere recognised in the consolidated statement of
comprehensive income (within profit or loss for tyear) as 'other operating income/(losses), netthie
period in which they arise. The income gained amestment property is presented in the same itetheof
consolidated statement of comprehensive income.

Investment properties are derecognised from theatmiated statement of financial position when they
permanently withdrawn from use and no future ecandmnefits are expected therefrom or on disposal.
Gains or losses arising from the disposal of invesit property are determined as the difference dwmtw
the net disposal proceeds and the carrying amdutiieoasset at the disposal date. They are prakente
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under 'other operating income/(losses), net' irctiresolidated statement of comprehensive incomihigwi
profit or loss for the year).

Transfers to, or from, the group of ‘investmentperty’ is made only when there is a change in the
functional designation and the use of a particptaperty. In case of a transfer from 'investmewipprty'

to 'owner-occupied property', the asset is receghia the new group at deemed cost, which is its fa
value at the date of transfer. To the oppositecdre of a transfer from 'owner-occupied propedy' t
'investment property' the asset is measured awédire at the date of transfer while the differetaéts
carrying amount is presented as a component otcdmsolidated statement of comprehensive income
(within other comprehensive income) and within &lexation reserve — property, plant and equipment' i
the statement of changes in equity.

2.13. Investments in associates and joint ventures

Long-term investments, representing shares in &dssc and joint ventures, are presented in the
consolidated financial statements under the equéthod — value that includes the acquisition cesid
the fair value of the consideration paid, includihg direct costs on investment acquisition adgisig
investor's share of profits or losses and respalgtithe other reserves of the joint ventures ast@ates
after the dates of their acquisition.

The share of profits and losses after the date@fiiaition of an associate and a joint venturerésented
on a separate line in the consolidated statemertraprehensive income (within profit or loss foe fear)
while the share of other components of comprehenisitcome — on the respective line of the consddidiat
statement of comprehensive income (within otherpra@mensive income) and as a separate movement of
the individual components of reserves in the codat#d statement of changes in equity.

The investments in associates and joint ventureshyethe Group together with the included goodark
subject to review for impairment at the date of financial statements. Where conditions for impaintn
are identified and its amount is determined, thpaimnment is included in the consolidated statenuént
comprehensive income (within profit or loss for gfear) in the item 'gain/(loss) from associates jaint
ventures'.

In purchases and sales of investments in asso@atepint ventures the date of trading (conclusibthe
deal) is applied.

Investments in associates and joint ventures aexdgnised when the rights related thereto arefeard
to third parties as a result of occurrence of legits for that and thus the significant influermesr or
joint control of the economic benefits from the @éstments is being lost. The income from their sale
presented in 'gain/(loss) from associates and j@ntures' of the consolidated statement of congrgikie
income (within profit or loss for the year).
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2.14. Available-for-sale investments and financesdsets at fair value through profit
2.14.1. Available-for-sale investments

Available-for-sale investments (financial asset®) @on-derivative financial assets representingeshan
the capital of other companies (minority interelsgld for a long term.

Initial measurement

Available-for-sale investments (financial assets) iaitially recognised at cost, being the fairuabf the
consideration given including the direct expensesoeiated with the investment (financial asset)
acquisition(Note 2.25.1)

Subsequent measurement

The available-for-sale investments (financial agsdteld by the Group, are subsequently measurkar at
value(Note 2.32)with the assistance of an independent certifigiaper.

The effects of subsequent revaluation of securtbefsir value are presented in a separate comparien
the consolidated statement of comprehensive indaitikin other comprehensive income) and recognised
in the consolidated statement of comprehensivenirecwithin profit or loss for the year) on dispoésdle)

of the respective investment by being stated aariie income' or ‘finance costs'.

Dividend income related with long-term investmeiffmancial assets) representing shares in other
companies (non-controlling interests) is recogniasdcurrent income and presented in the consotidate
statement of comprehensive income (within profitosss for the year) within the item 'finance income
When shares are written-off due to sale, the Compases the method of weighted average price
determined at the end of the month in which wrifeisomade.

Any purchase or sale of available-for-sale invesiis\¢financial assets) is recognised on the tradie, de.

the date that the Group commits to purchase otteehsset.

The available-for-sale investments (financial agsate reviewed at the end of each reporting pexiatif
conditions for permanent impairment are identifighe, latter is recognised in the consolidated state of
comprehensive income (within profit or loss for flear) under ‘finance costs'.

Where conditions for impairment are identified, théter is determined as the difference between the
carrying amount and the recoverable value of theestiment and is recognised in the consolidated
statement of comprehensive income (within profilass for the year) unless a positive reserve Hig t
investment was formed in prior periods — then thedirment is at first covered at the account of thi
reserve and is presented net in the consolidateténsent of comprehensive income (within other
comprehensive income).

2.14.2. Financial assets at fair value through pibf

The financial assets at fair value through profie aon-derivative assets acquired for the purpdse o
gaining current income through shares in fundsifieesting of cash collected in a portfolio of varso
companies. These instruments represent held simnegestments funds. The shares in investmentsfund
are initially measured at acquisition cost. Thediitransaction costs of the purchase are staterpemnse.
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Subsequently, at the end of each reporting petiwy, are measured at fair value determined on déisésb
of the terms and conditions for participation. Thi value is calculated and analysed by the imaest
funds themselves. The effects of revaluation to yalue are recognised immediately in the constdidia
statement of comprehensive income as ‘finance ietonifinance costs'.

2.15. Inventories
Inventories are valued in the consolidated findrstetements as follows:

e raw materials, consumables and goods — at the lofxsrquisition cost and net realisable value;

» finished products, semi-finished products and wiarprogress — at the lower of production cost
and net realisable value.

Expenses incurred in bringing a certain produchiwitnventories to its present condition and lomatiare
included in the acquisition cost (cost) as follows:

e raw materials, materials and goods — all deliveogts, including the purchase price, import
customs duties and charges, transportation expensesrefundable taxes and other expenses,
incurred for rendering the materials and goodsydadusage (sale);

e finished products, semi-finished products and workprogress — all necessary expenses on
production that constitute the production cost, alvhincludes the cost of direct materials and
labour and the attributable proportion of produttioverheads (both variable and fixed), but
excluding administrative expenses, exchange rates gad losses and borrowing costs.

The inclusion of fixed production overheads in fiveduction cost of finished products, semi-finished
products and work in progress is based on nornmalymtion capacity.
They are allocated to finished products on theofaithg bases chosen by the Group:

« for production of medicinal products — the standat@ of man-hours of directly engaged staff in
the production of the particular unit;

« for production of infusion solutions — quantityrainufactured finished products;

» for production of plastic medical disposable pradue planned cost of manufactured finished
products.

The parent company applies 'standard productioti fmscurrent valuation of finished products, semi
finished products and work in progress, and respdyt 'standard purchase cost' for basic raw naser
and other production materials. At the end of eaorting period the management performs analyfsis o
factors leading to variances on: (a) the supplyasf materials and other production materials — by
comparing the actual and standard acquisition castd (b) the production of finished products, semi
finished products and work in progress — by conmgathe actual and standard production costs. Where
necessary, the value of inventories, included m financial statements, is adjusted. On the bakis o
research on the good reporting practices in thernpdieeutical industry, the Company has adopted
materiality thresholds regarding: (a) variance oppdy of raw materials and other production matsria

up to 2%, and (b) variance on production — up tg W8thin which the current value of the existinggihg
stocks of raw and other materials, finished proslacid work in progress are not adjusted for thpqres

of the consolidated financial statements.
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Upon use (putting into production or sale) of inweies, they are currently expensed by applying the
weighted average cost (cost) method.

The net realisable value represents the estimaiédgsprice of an asset in the ordinary coursbudiness
less the estimated cost of completion and the agtiencosts necessary to make the sale.

2.16. Trade and other receivables

Trade receivables are recognised in the consotidatancial statements and carried at fair valugedeon
the original invoice amount (cost) less any alloe&afor uncollectable debts. In case of paymentsrozd
over a period exceeding the common credit termgrevho additional interest payment has been eredsag
or the interest considerably differs from the commmarket interest rates, the receivables are ligitia
valued at their fair value and subsequently — atréised cost, after deducting the interest incaafea in
their nominal value and determined following thieetive interest metho@Note 2.25).

An estimate allowance for doubtful and bad debtm&le when significant uncertainty exists as to the
collectability of the full amount or a part of Bad debts are written-off when the legal groundstis are
available. Impairment of trade receivables is ba&ingrued through a respective corresponding allog/an
account for each type of receivable in the iteinépexpenses' on the face of the consolidatedhstateof
comprehensive income (within profit or loss for ffear).

2.17. Interest-bearing loans and other financialseurces granted

All loans and other financial resources grantedimitelly recognised at cost (nominal amount), erhis
accepted to be the fair value of the consideratoeived on the transaction, net of the directscoalated
to these loans and granted resources. After thmlimecognition, the interest-bearing loans andeot
granted resources are subsequently measured asenfgé in the consolidated financial statements at
amortised cost by applying the effective interege method. Amortised cost is calculated by talirg
account all types of charges, commissions, andr athgts, associated with these loans. Gains arsgdos
are recognised in the consolidated statement opogimensive income (within profit or loss for theageas
‘finance income' (interest) or finance costs' tigfout the amortisation period, or when the reddesare
settled, derecognised or reduced.

Interest-bearing loans and other financial resaugeanted are classified as current ones unledsfdathe
relevant portion thereof) the Group has uncondiiignthe right to settle its obligation within arte of
more than 12 months after the end of the repogargpd(Note 2.25).

2.18. Cash and cash equivalents
Cash includes cash in hand and cash at currentiaiscwhile cash equivalents include bank depasits,
funds of which are freely available to the companié the Group in accordance with the terms and
conditions agreed with the banks within the deptsitn regardless of the original maturity of the
respective deposfiNote 2.25).
For the purposes of the consolidated statemerdasif tows:

» cash proceeds from customers and cash paid toistgpple presented at gross amount, including

value added tax (20%);

40
This is a translation from Bulgarian of the conslalied financial statements of Sopharma Group far $816.



SOPHARMA GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2016

e interest on investment purpose loans receivedpgrted as payments for financial activities while
the interest on loans related to current activifi@srking capital) is included in the operating
activities;

e interest received from short-term bank deposiiadiided in the composition of cash flows from
investing activities;

e VAT paid on fixed assets purchased from foreignpsieps is presented on the line 'taxes paid'
while that paid on assets purchased from local Ignsps presented as ‘cash paid to suppliers' in
the cash flows from operating activities as fartagpresents a part of the operating flows of the
Group companies and is recovered therewith ingbpactive period (month);

* Dblocked funds for a period of more than 3 montlesrant treated as cash and cash equivalents;

» proceeds under a factoring agreement are presentieel cash flows from financing activities.

2.19. Trade and other payables

Trade and other current amounts payable are cawi¢de consolidated financial statements at oaigin
invoice amount (acquisition cost), which is the fealue of the consideration to be paid in the rfeitior
goods and services received. In case of paymeri¢srele over a period exceeding the common credit
terms, where no additional interest payment hans bagisaged or the interest considerably diffesanfthe
common market interest rates, the payables arnalipivalued at their fair value and subsequentlat—
amortised cost, after deducting the interest inm@ed in their nominal value and determined follagyv
the effective interest methglliote 2.25)

2.20. Interest-bearing loans and other borrowings

All loans and other borrowings are initially recagpd in the consolidated financial statements at co
(nominal amount), which is accepted to be the ¥alue of the consideration received on the tranmact
netted of the direct costs related to these loasb@rrowings. After the initial recognition, thetérest-
bearing loans and other borrowings are subsequemdsured and presented in the consolidated fialanci
statements at amortised cost by applying the éffeatterest rate method. Amortised cost is cateady
taking into account all types of charges, commissiand other costs, including any discount or puemi
on settlement, associated with these loans. Gaith$ogses are recognised in the consolidated stateof
comprehensive income (within profit or loss for tfesar) as finance income or costs (interest) thnoug
the amortisation period, or when the liabilities derecognised or reduc@dote 2.25).

Interest-bearing loans and other borrowings arssdiad as current ones unless (and for the retevan
portion thereof) the Group has unconditionally tight to settle its obligation within a term of neothan
12 months after the end of the reporting period.

2.21. Capitalisation of borrowing costs

Borrowing costs that are directly attributable lte gicquisition, construction or production of aldyag
asset of the Group are capitalised as part of tdst of that asset. A qualifying asset is an adsat t
necessarily takes a period of at least 12 monthstoeady for its intended use or sale.
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The amount of borrowing costs eligible for capgtation to the value of a qualifying asset is deteech by
applying a capitalisation rate. The capitalisatiate is the weighted average of the borrowing costs
applicable to the borrowings that are outstandinging the period, other than borrowings made
specifically for the purpose of obtaining a quahfy asset.

The capitalisation of borrowing costs as part of ttost of a qualifying asset commences when the
following conditions are met: expenditures for th&set are being incurred, borrowing costs are being
incurred and activities that are necessary to pecthee asset for its intended use or sale areogress.
Borrowing costs are also reduced by any investrimaame earned on the temporary investment of those
borrowed funds.

2.22. Leases
Finance lease

Lessee

Finance leases, which transfer to the Group a antigt part of all risks and rewards incidental to
ownership of the leased property, plant and equipnage recognised as assets in the statememtasfdiial
position of the lessee and are presented as |&aseaf property, plant and equipment at their irdrage
sale price or, if lower, at the present value eftfinimum lease payments.

The lease payments are apportioned between thacBnaost (interest) and the attributable portion
(reduction) of the lease liability (principal) ss o achieve a consistent interest rate on the inémga
outstanding principal balance of the lease liabiliinterest expense is included in the consolidated
statement of comprehensive income (within profitass for the year) as finance costs (interestgdan
the effective interest ra{@lote 2.25).

Assets acquired under finance lease are depre@atdte basis of their useful economic life anchimithe
lease term.

Lessor

Finance lease, where a substantial portion ofsisrand rewards incidental to the ownership ofitlased
asset is transferred outside the Group, is writtiérfrom the assets of the lessor and is preseimdte
statement of financial position as a receivabl@nraamount equal to the net investment in the I€&senet
investment in the lease agreement represents tlegetice between the total amount of minimum lease
payments under the finance lease agreement antbthguaranteed residual value, accrued for theless
and the non-earned finance income.

The difference between the carrying amount of dsséd asset and the immediate (fair selling) vislue
recognised in the consolidated statement of congmstie income (within profit or loss for the yearthe
beginning of the lease term (when the asset isateld) as sales income.

The recognition of the earned finance income aseatiinterest income is based on the applicatiothef
effective interest rate method.
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Operating lease

Lessee

Leases where the lessor keeps a substantial paatl ofsks and economic benefits incidental to the
ownership of the specific asset are classifiedpesating leases. Therefore, the asset is not iadlir the
statement of financial position of the lessee.

Operating lease payments are recognised as expanske consolidated statement of comprehensive
income (within profit or loss for the year) on eagght-line basis over the lease term.

Lessor

Lessor continues to hold a significant part of ridks and rewards of ownership over the said asset.
Therefore the asset is still included in the corntjms of property, plant and equipment while its
depreciation for the period is included in the eatrexpenses of the lessor.

Rental income from operating leases is recognised straight-line basis over the lease term. Indtigect
costs incurred in negotiating and arranging an apeg lease are added to the carrying amount of the
leased asset and recognised on a straight-line basi the lease term.

2.23. Pensions and other payables to personnel urtde social security and labour legislation

The employment and social security relations wititkgrs and employees of the Group are based on the
Labour Code and the provisions of the effectiveiaa@ecurity legislation for the companies opeigtiim
Bulgaria, the Polish Code — for the companiesPisland the employment legislation and the Collective
Labour Agreement — for the companiesURraine the employment legislation, the General Collextiv
Labour Agreement and the effective Employment Rales Regulations — for the companieSerbia the
Labour Act — for the company inatvia, the employment legislation — for the companie8atarus the
Social Security Law of the Republic of Kazakhstafiorthe company irKazakhstarand the Labour Code

— for the company ihithuania

Short-term benefits

Short-term benefits to hired personnel in the fafremuneration, bonuses and social payments and
benefits (due for payment within 12 months after éimd of the period when the employees have rethdere
the service or have satisfied the required ternms) racognised as an expense in the statement of
comprehensive income (within profit or loss for gfesar) for the period when the service thereonbessn
rendered and/or the requirements for their reckgpte been met, unless a particular IFRS requires
capitalisation thereof to the cost of an asset,and current liability (less any amounts alreadiy mnd
deductions due) at their undiscounted amount.

At each date of consolidated balance sheet, th@aoias of the Group measure the estimated codtseon
accumulating compensated absences, which amouetpscted to be paid as a result of the unused
entittement. The measurement includes the estimatedunts of employee's remuneration and the
statutory social security and health insurancerdmittons due by the employer thereon.
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Tantieme and bonus schemes

Sopharma AD

In accordance with Articles of Association of therent company and upon a decision for approvéief
General Meeting of Shareholders, the Executive diireis entitled to one-off payment (tantieme) fa t
amount of up to 1% of Company's net profit andnipewered to determine the circle of employees among
whom to distribute up to 2% of company's profit fbe year as a bonus for each calendar year. When a
certain portion is required to be deferred for aqueof more than 12 months, this portion is meaduat
present value at the reporting date and is statddnwnon-current liabilities in the statement afdncial
position in the item 'payables to personnel'.

Sopharma Trading AD

In accordance with the Articles of Association, tErecutive Director is entitled to one-off payment
(tantieme) at the amount of 1% of Company's nefitpibthe following two conditions are present
simultaneously — a positive financial result foe trespective year and a decision of the Generatiige
The payment of an amount not less that 40% ofghtame is deferred over a period not shorter theze
years (in equal monthly instalments). For the rengi personnel, including managing staff, the amaiin
bonuses is accrued in the period when worked-out.

The amounts of this type of remuneration are reiseghafter a decision of the General Meeting of
Shareholders and are presented in the stateménan€ial position under '‘payables to personnel'.

Momina Krepost AD

In accordance with the Articles of Association doatlowing a decision of the General Meeting of
Shareholders, the Executive Director is entitlecbhe-off payment (tantieme) at the amount of 1% of
company's net profit.

Medica AD

In accordance with Articles of Association of thempany, the Executive Director is entitled to offfe-o
payment (tantieme) at the amount of 1% of compangtsprofit in case of a positive financial result
reported for the past financial year and subjeet decision of the General Meeting of Shareholders.
Long-term retirement benefits

Defined contribution plans

For Bulgaria

The major duty of the companies - employers in Brifgis to make the mandatory social security
contributions for the hired employees to the Persiéund, the Supplementary Mandatory Pension
Security (SMPS) Fund, to the General Diseases aatervity (GDM) Fund, the Unemployment Fund, the
Labour Accident and Professional Diseases (LAPD)d-and for health insurance.

The rates of the social security and health ingigarontributions are defined annually in the Lawtios
Budget of State Social Security and the Law onBhbeget of National Health Insurance Fund for the
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respective year. The contributions are split behwtle employer and employee in line with ruleshaf t
Social Security Code (SSC) at the ratio 60:40 (260%40).

These pension plans, applied by the Company ircafsmcity as an employer, are defined contribution
plans. Under these plans, the employer pays defimaothly contributions to the government funds as
follows: Pensions Fund, GDM Fund, Unemployment FubdPD Fund as well as to universal and
professional pension funds — on the basis of ffated by law, and has no legal or constructive gddiion

to pay further contributions if the funds do notdcheufficient means to pay the respective individuhe
benefits they have worked-out over the period eirtservice. The obligations referring to healtburance
are analogous.

For companies abroad

The rates of the social security contributions olaRd are approved by the Law on the National $ocia
Security System, in Ukraine — Law on Pension Promisn Serbia — the Law on Labour in the Repubfic
Serbia, in Latvia — the Law on Social SecuritylLithuania — Law on National Social Security, in 8els

— the Law on the Mandatory Contributions to thedrtor Social Security of the Population of the Miny

of Labour and Social Security, and in Kazakhstdraw of the Republic of Kazakhstan on Social Segurit
Obligations. The social security contributions bedéng apportioned between an employer and employees
at ratios regulated by the relevant local laws.

There is no established and functioning privatentdry social security scheme at the Group.

The contributions, payable by the companies of @Gmeup under defined contribution plans for social
security and health insurance, are recognised agrrant expense in the statement of comprehensive
income (within profit or loss for the year) unlesgarticular IFRS requires this amount to be chgéd to
the cost of an asset, and as a current liabilittheir undiscounted amount along with the accrdighe
respective employee benefits to which the contidimstrefer and in the period of rendering the ulyitey
service.

Defined benefit plans

In accordance with the requirements of the LaboodeC the employer of the companiesBulgaria is
obliged to pay to its personnel upon retiremeningemnity, which depending on the length of senate
the entity varies between two and six gross morghlgries as at the termination date of the empdoym

In accordance with the Labour Law$®rbig the employer of the Serbian company is obligegay to its
personnel on coming of age for retirement an indgmat the amount of at least three average salarie
calculated at the time of payment. In accordandd wie employment legislation ibkraine and the
Collective labour Agreement of the Ukrainian compahe employer is obliged to pay to its persororel
coming of age for retirement an indemnity, whiclpeeding on the length of service with the entityyma
vary between UAH 100 and UAH 200 (between BGN 7 &@N 14). Also, the company in Ukraine
accrues social indemnities, which are paid priorrédrement of employees due to specific labour
conditions. According to the employment legislation Poland, the employer is obliged to pay upon
retirement one gross monthly salary. Accordinght® émployment legislation, there are no obligatitans
the personnel on retirement in Lithuania, Latvid &elarus.

In their nature these are unfunded defined begeffiemes.
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The calculation of the amount of these liabilitiescessitates the participation of qualified acesin
order to determine their present value at the dftke financial statements, at which they are g in

the consolidated statement of financial positiond aespectively, the change in their value — in the
consolidated statement of comprehensive incomeolé®ak: (a) current and past service costs, interes
costs and the gains/losses on a curtailment atldreents are recognised immediately when incurretl a
are presented in current profit or loss under 'epyg# benefits expense’; and (b) effects from
remeasurement of obligations that in substanceesept actuarial gains and losses are recognised
immediately when occurred and are presented ta ctiraprehensive income in the item 'remeasurements
of defined benefit pension plans'. Actuarial gand losses arise from changes in the actuariahgsgns

and experience adjustments.

At the date of issue of the consolidated finanstatements, the companies of the Group assigrfiedrti
actuaries who provide their report with calculatioegarding the long-term retirement benefit oliayes.

For this purpose, they apply the Projected UnitdiZr®lethod. The present value of the defined bénefi
obligation is determined by discounting the estedatuture cash flows, which are expected to be paid
within the maturity of this obligation, and usirtgtinterest rates of long-term government bondsoilar
term, quoted in the respective country where thepaoy itself operates.

Termination benefits

In accordance with the local provisions of the emgpient and social security regulations of the Group
companies, the employer is obliged, upon terminatibthe employment contracts prior to retiremémt,
pay certain types of indemnities.

The Group recognises employee benefit obligationsemployment termination before the normal
retirement date when it is demonstrably committedsed on an announced plan, including for
restructuring, to terminating the employment cacttegith the respective individuals without posstlibof
withdrawal or in case of formal issuance of docutsdor voluntary redundancy. Termination benefite d
more than 12 months are discounted and presentde inonsolidated statement of financial position a
their present value.

2.24. Share capital and reserves
Sopharma AD (the parent company) is a joint-stookngany and is obliged to register with the
Commercial Register a specifiehare capita] which should serve as a security for the creslifor
execution of their receivables. Shareholders af#difor the obligations of the Company up to thmant
of the capital share held by each of them and nhaiyncreturning of this share only in liquidation or
bankruptcy proceedings. The parent company rejitsrishare capital at the nominal value of the share
registered in the court.
According to the requirements of the Commercial &udl the Articles of Assaociation, the parent comypan
is obliged to set asideReserve Fund (statutory reservisy using the following sources:
» at least one tenth of the profit, which should becated to the Fund until its amount reaches one
tenth of the share capital or any larger amounimag be decided by the General Meeting of
Shareholders;
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* any premium received in excess of the nominal valushares upon their issue (share premium
reserve);

» other sources as provided for by a decision of3haeral Meeting.
The amounts in the Fund can only be used to cavena loss or losses from previous years. When the
amount of the Fund reaches the minimum value dpdadif the Articles of Assaociation, the excess rhay
used for share capital increase.
The treasury sharesare presented in the consolidated statement ahdial position at acquisition cost
(cost) and Group's equity is decreased by theisgymrchase price. Gains or losses on sales Glutyea
shares are at the expense of retained earningsarandarried directly to Group's equity in the etd
earnings' component.

Revaluation reserve — property, plant and equipmenset aside from:

» the revaluation surplus between the carrying amotiptoperty, plant and equipment and their fair

values at the date of each revaluation;
» the revaluation surplus between the carrying amotiptoperty stated as owner-occupied property
and their fair values at the date when they arestedired to investment property.

Deferred tax effect on the revaluation reservdrisctly carried at the account of this reserve.
Revaluation reserve is transferred to accumulateditp when the assets are derecognised from the
consolidated statement of financial position of @eup or are fully depreciated.
The revaluation reserve covers the impairment ef dhsets to which it relates. It may be used in the
implementation of Group's dividend and capital giek only after it is transferred to the 'retairednings’
component.
Available-for-sale financial assets reserve being set aside from the difference betweenctmeying
amount of the available-for-sale financial assets their fair values at the revaluation date. Th&erve is
transferred to current profit and loss in the cdidated statement of comprehensive income (withfip
or loss for the year) when the financial assetsdigposed of (sold) by the Group and/or on idegdifi
permanent impairment of particular financial assets
The Translation of foreign operations reserviacludes the effects of restating the financiatesnents of
the companies abroad from local currency to thesgmition currency of the Group. This reserve is
recognised as a separate component of equity ioathsolidated statement of financial position asgart
of the profit or loss in the consolidated statemantomprehensive income on the line 'gains/(Idseas
acquisition and disposal of subsidiaries, net'igpabkal (sale) of a foreign operation (company).

2.25. Financial instruments

2.25.1. Financial assets

The Group classifies its financial assets in thkowang categories: 'loans (credits) and receivable
‘available-for-sale assets' and 'assets at fairevélrough profit'. The classification depends loa nature
and purpose (designation) of the financial assetheadate of their acquisition. The managemerthef
parent company together with the management ofdfgective subsidiary determine the classificatibn
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the financial assets for the purposes of the Gailthe date of their initial recognition in thetstaent of
financial position.

The Group companies usually recognise their firrdrassets in the statement of financial positiarttee
trade date, being the date on which they commpuehase the respective financial assets. All iren
assets are initially measured at their fair valwes ghe directly attributable transaction costs.

Financial assets are derecognised from the Gragp'solidated statement of financial position whes t
rights to receive cash from these assets have egkmir have been transferred, and the Group has
transferred substantially all the risks and rewasti®wnership of the asset to another entity (p@rso
external thereto. If the Group retains substantiall risks and rewards associated with the ownprsha
particular transferred financial asset, it contimue recognise the transferred asset in its cafeteli
statement of financial position but also recognaegcured liability (a loan) for the consideratieaeived.
Loans and receivables

Loans and receivables are non-derivative finarasakts with fixed or determinable payments thanat
qguoted in an active market. They are measureddrctimsolidated statement of financial positionhairt
amortised cost using the effective interest metlesd any allowance for impairment. These assets are
included in the group of current assets when hawvirajurity within 12 months or within a common
operating cycle of the respective Group companylenttie remaining ones are carried as non-current
assets.

This group of financial assets includes: loans w@n trade receivables, other receivables from
counterparts and third parties, cash and cash @&euits from the consolidated statement of financial
position(Notes 2.16, 2.17 and 2.18)terest income on loans and receivables is rasedrby applying the
effective interest rate except for short-term reakies (due in less than three months) where the
recognition of such interest would be unjustifiabkeimmaterial and within the common credit terings
presented in the consolidated statement of compsdreincome (within profit or loss for the yeander

the item ‘finance income'.

At the end of each reporting period, the Group camgs assess whether events and circumstances have
occurred that indicate the existence of objectidance necessitating loans and receivables tmpaired
(Note 2.32).

Available-for-sale financial assets

Available-for-sale financial assets are those nerivdtive assets that are either acquired for thrpgse of
being sold or are not classified in any other catggFor the Group, these are usually shares, bonds
interest in other (third) companies, acquired fareistment purposes (available-for-sale investmeats)

are included within non-current assets, except aeBroup company intends to sell them in the fahg

12 months and is actively searching for a bifidate 2.14.1).

Available-for-sale financial assets are initialgcognised at cost, being the fair value of the icemnation
given including acquisition costs associated wiin investment.

The available-for-sale financial assets are sulm®tpumeasured at fair value except for the shares
closed-end companies not traded in a stock-exchauagkeet(Note 2.14.1).

The effects, gains or losses, of revaluation tovaiue of the available-for-sale investments aoftided in

the consolidated statement of comprehensive indavitin other comprehensive income) under the item
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'net change in fair value of available-for-saleafinial assets' and are accrued to a separate equity
component — 'available-for-sale financial asseteme'.

Where subsequent permanent impairment is identdredn sale of an available-for-sale investmenrg, th
amount of impairment and all previously accumuldiesses (net) to the reserve are recognised in the
consolidated statement of comprehensive incomehifwiprofit or loss for the year) as ‘finance costs'
Analogously, on each sale of investment of thisfythe unrealised gains accumulated in the resaeve
recognised in the consolidated statement of congmstie income (within profit or loss for the yean
'finance income’'.

The recycling of accumulated effects from changeéhin fair value of available-for-sale investments a
presented within other comprehensive income (it ¢change in fair value of available-for-sale finihc
assets"), net of those resulting from new revadnatfor the period.

Dividends on shares, classified as available-fte-§@ancial assets, are recognised in the corestsled
statement of comprehensive income (within profitosis for the year) when the respective comparghd r

to these dividends is established.

The available-for-sale investments are reviewedeath reporting date for events or circumstances
indicating the existence of objective evidence ifopairment of a particular financial asset or graip
assets. They are impaired if their carrying amasrttigher than the expected recoverable amount. The
recognised impairment loss is equal to the diffeeeibetween the acquisition cost less the repaynaets
their recoverable amount, which is accepted to dpgaleto the present value of the expected futush ca
flows, discounted at the current interest ratéhowugh the yield for similar financial assets.

Financial assets at fair value through profit

The financial assets at fair value through profge aon-derivative assets acquired for the purpdse o
gaining current income through shares in fundsirigesting of cash collected in a portfolio of varso
companies. These instruments represent held siaresestments fund¢Note 2.14.2) The shares in
investment funds are initially measured at acqoisitost. Subsequently, at the date of each catetetil
financial statements, they are measured at fairevdétermined on the basis of the terms and condifor
participation. The fair value is calculated andlgsed by the investment funds themselves. The tsffeic
revaluation to fair value are recognised immedyaiel the consolidated statement of comprehensive
income in the items 'finance income' or 'financstsalepending on the financial result — profitoss.

2.25.2. Financial liabilities and equity instrumest

The Group classifies debt and equity instrumeriteeeas financial liabilities or as equity depemgdan the
substance and the conditions of the contractuaingements with the respective counterpart regarding
these instruments.

Financial liabilities

The financial liabilities of the Group include l@aand payables under factoring agreement, pay#bles
suppliers and other counterparts. They are injtisdcognised in the consolidated statement of Gran
position at fair value net of the directly attribbte transaction costs and are subsequently mehatire
amortised cost using the effective interest mehates 2.20, 2.21 and 2.22).
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2.26. Provisions

Provisions are recognised when the Group has amrebligation (legal or constructive) as a restila
past event and it is probable that an outflow sbugces will be required to settle (repay) the gaion.
The provisions are valued based on the best estiofidhe respective company management and thegGrou
at the date of the consolidated statement of filmhmmsition of the expenses necessary to settde th
respective obligation. The estimate is discounfatié obligation is long-term. When part the resesr
required to settle the obligation are expectedetodzovered from a third party, the respective comppof

the Group recognises a receivable if it is virtpakrtain that reimbursement will be received amsount
can be reliably measured and income (credit) isgeised in the same item of the consolidated setém
of comprehensive income (within profit or loss foe year) where the provision itself is presented

2.27. Income taxes

Current income taxesf the Bulgarian companies of the Group are ddterdhin accordance with the
requirements of the Bulgarian tax legislation — @@ porate Income Taxation Act (CITA). The nominal
income tax rate in Bulgaria for 2016 is 10 % (201@%).

The subsidiaries and joint ventures abroad aregeldain accordance with the requirements of the
respective local tax regulations by applying tHefeing tax rates:

Country Tax rate

2016 2015
Ukraine 18% 18%
Serbia 15% 15%
Latvia 15% 15%
Belarus 18% 18%
Lithuania 15% 15%
Poland 19% 19%
Kazakhstan 20% 20%

Deferred income taxeare determined using the liability method on alnporary differences of each
consolidated company existing at the consolidatehtial statements date, between the carrying ataou
of the assets and liabilities and their tax basefyding for those arising from consolidation astjuents.
Deferred tax liabilities are recognised for alldable temporary differences, with the exceptionhufse
originating from recognition of an asset or lialyiliwhich has not affected the accounting and déixaltle
profit/(loss) at the transaction date.

Deferred tax assets are recognised for all dedad#&émnporary differences and the carry-forward mised
tax losses, to the extent that it is probable thilyreverse and a taxable profit will be availaloletaxable
temporary differences might occur, against whiokséhdeductible temporary differences can be wlilise
with the exception of the differences arising frima recognition of an asset or liability, which lxdfected
neither the accounting nor taxable profit /(logsha transaction date.
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The carrying amount of all deferred tax assetgeviewed at each reporting date and reduced toxtesate
that it is probable that they will reverse and isight taxable profit will be generated or taxatdenporary
differences will occur in the same period, wher#isy could be deducted or compensated.

Deferred taxes, related to items directly creddedharged as other components of comprehensieeiac
or as an equity item in the consolidated staterméfiiinancial position, are also reported directiythe
respective component of the comprehensive incom¢herequity item in the statement of financial
position.

Deferred tax assets and liabilities are measurdéideatax rates and on the bases that are expecsgupty

to the period and type of operations when the assealised or the liability — settled (repaid) the basis
of the tax laws that have been enacted or subgtntenacted, and at tax rates of the country utiuer
jurisdiction of which the respective deferred assdiability is expected to be recovered or seltle

Deferred tax assets of a Group company are prabserde against the deferred tax liabilities of this
company when it is the tax payer in the respegtiviediction, and this is only in cases where tbepany

is legally entitled to perform or receive net payiseof current tax liabilities or income tax receles.

As at 31December 2016, the deferred income taxéiseoGroup companies are assessed at the rata, vali
for 2017, which is 10% for the Bulgarian companiebjle those of the subsidiaries, joint ventured an
associates abroad are as follows:

Country Tax rate 2017
Ukraine 18%
Serbia 15%
Latvia 15%
Belarus 18%
Lithuania 15%
Poland 19%
Kazakhstan 20%

2.28. Government grants

Government grants represent various forms of piogidratuitous resources by a government (local and
central authorities and institutions) and/or intergrnmental agreements and organisations.

Government grants (from municipal, government antérnational institutions, including under the
procedure of using the European funds and progranmee initially recognised as deferred income
(financing) when there is reasonable assurancethkgtwill be received by the Group and that theeta
has complied and complies with the associated tiveeguirements.

A government grant that compensates the Compangxfoenses incurred is recognised in current poofit
loss on a systematic basis in the same period ichithe expenses are recognised.

A government grant that compensates investmentnegseincurred to acquire an asset is recognised in
current profit or loss on a systematic basis okeruseful life of the asset usually proportionatelythe
amount of the recognised depreciation charge.
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2.29. Net earnings or losses per share
Net earnings or losses per share are calculatefiviing net profit or loss attributable to ordigagquity

holders of the parent company by the weighted geeraumber of ordinary shares outstanding during the
period.

The weighted average number of ordinary sharesamaing during the period is the number of ordinary
shares outstanding during at the beginning of greod, adjusted by the number of ordinary sharegbb
back or issued during the period multiplied bynaetiweighting factor.

This factor represents the number of days thasliaees are outstanding as a proportion of the notaber

of days in the period.

In case of a capitalisation, bonus issue or spijttthe number of the outstanding ordinary shaseat @he
date of such event, is adjusted as to reflect thpgstional change in the number of outstandingnamy
shares as if the event has occurred in the begjrufithe earliest presented period.

Diluted net earnings or losses per share are rotlated because no dilutive potential ordinaryreha
have been issued within the Group.

2.30. Segment reporting
The Group identifies its reporting segments andldées segment information in accordance with the

organisational and reporting structure used bynth@agement of the parent company for current genera
monitoring and management of the Group and its comapts. Operating segments are business
components, which are regularly measured by key lmesnof the management who take operating
decisions by using financial and operating inforioratprepared specifically for the segment for the
purposes of current monitoring and assessmentrédrpgance and allocating Group's resources.

Group's operating segments are currently monitareti directed separately as each of them repreaents
separate business area that bears various busisiecsand rewards. The operating segments by wthieh
Group's management monitors, measures and comtmlgsks and returns thereof are identified ire lin
with the main business activities performed witlphaceuticals, namely: production and trade.

Information by operating segments

The Group uses one measuring unit — gross margofitjpfor measuring the results in the operating
segments and allocation of resources between titera. defined as the difference between segment
revenue and segment expenses directly attributathe respective segment.

Segment assets, liabilities, respective revenupereses and results include those that are and €an b
directly attributable to the respective segmenivalt as such that can be allocated on a reasotaisis,
including inter-segment ones. Usually they inclu@@:for revenue — sales of finished products amubg;

(b) for expenses - raw materials and consumabled, uiepreciation and amortisation and productiaff st
remuneration, carrying amount of goods sold; (c)assets — property, plant and equipment, invesgori
receivables from related parties, trade receivadnhescash and cash equivalents; (d) for liabil#esirrent
payables to personnel and for social security, lplagato related parties, trade payables and baaris|éor
direct financing (long-term and short-term).
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Capital expenditures (investments) by business satgrare differentiated expenses incurred in thiege

of acquisition or construction of segment non-cori@ssets, which are expected to be used for rhare t
one period.

The Group manages its investments in securitiggaingrade accounts and financial resources guaae
well as taxes at Group and separate company lexehby are not allocated at segment level.

The results of the operations regarded as accidengs compared to the main types of operations
(activities) of the Group as well as revenue, egpsenliabilities and assets that are not subjealidcation

are stated separately in the item 'total at Grewell. In general, these amounts include: otheratipg
income unless originating from the operation ofaatipular segment, administrative expenses, interes
income and expenses, realised and unrealised gathdosses from foreign currency transactions and
investments, investments in other companies, otiagivables, tax accounts, general-purpose pramucti
and administrative equipment.

Intersegmental transfers: segment revenue, segmeertse and segment results include internal gessf
between business segments. These transfers aed atatompetitive market prices charged to nortedla
clients for similar goods and are eliminated atsatidated financial statements level.

The investments in joint ventures and associatesrded under the equity method are excluded fram th
assets by segment and the revenue by segment.afbgyesented as part of unallocated assets and the
income therefrom is presented in 'gains/(lossesh foint ventures and associates, net'.

The applied accounting policy for segment reportingased on that used by the Group for the prépara

of its statutory financial statements for publicyposes.

In addition, the Group discloses information regagdimportant clients when the amount of achieved
revenue from a client exceeds 10% of the total armaifi consolidated revenue earned from Group's
operations.

2.31. Fair value measurement
Some of Group's assets and liabilities are measamedpresented and/or just disclosed at fair védue
financial reporting purposes. These include: _(a)aorecurring (annual) basiscertain trade and other

receivables and payables, available-for-sale finahassets, investment property, granted and rexkiv
bank loans and loans from third parties, certaiade and other receivables and payables, financeelea
receivables and payables; and otlfby on a non-recurring (periodical) basiaon-financial assets such as

property, plant and equipment.

Fair value is the price that would be receivedeat an asset or paid to transfer a liability in @aderly
transaction between independent market participaintbe measurement date. Fair value is an exiepri
and is based on the assumption that the sale ttiorsavill take place either in the principal marker this
asset or liability or in the absence of a principalrket — in the most advantageous market for ssetaor
liability. Both the designated as a principal marked the most advantageous market are markethitd w
the Group companies must have an access.

Fair value is measured from the perspective ofguie assumptions and judgments that potential ehark
participants would use when pricing the respedisget or liability assuming that market particigaat in
their economic best interest.
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In measuring the fair value of non-financial asshkesstarting point is always the assumption whatiha/
be the highest and best use of the particular &ustite market participants.
The Group applies various valuation techniques Watld be relevant to the specific features of the
respective conditions and for which its has sufitiavailable inputs while trying to use at a maximthe
publicly observable information, and respectivédyminimize the use of unobservable informatiorugés
the three acceptable approachethe- market approach, the income approach and thse approach—
whereas the most frequently applied valuation teghes include direct and/or adjusted quoted market
prices, market comparables (analogues) and disedwdsh flows, including based on capitalised tenta
income.
All assets and liabilities that are measured andiselosed in the consolidated financial statemantir
value, are categorised within the following faituehierarchy, namely:
e Level 1 — Quoted (unadjusted) market prices invactnarkets for identical assets or
liabilities;
 Level 2 — Valuation techniques that use inputepthan directly quoted prices but are
observable, either directly or indirectly, inclugimvhere the quoted prices are subject to
certain adjustments; and
» Level 3 — Valuation techniques for which the lowkstel input that is significant to the
fair value measurement is unobservable.
The Group applies mainly Level 2 and Level 3 failue.
For assets and liabilities that are recognisedaimtvialue in the consolidated financial statemesrisa
recurring basis, the Group determines at the datieeoconsolidated financial statement whetherdfiens
between levels in the fair value hierarchy are dmkrto be made for a particular asset or liability
depending on the inputs available and used atititat
Internal rules and procedures for measuring theviaiue of various types of assets and liabilitiese
been developed centrally in the parent company.tRerpurpose, a specifically designated individual,
subordinated to the Finance Director of the Graaganised the performance of the overall valuation
process and also coordinates and observes theolvttk external appraisers.

The Group uses the expertise of external certifippraisers to determine the fair value of the fuithg
assets and liabilities: available-for-sale finahaasets Level 2 and Level 3, investment properties
property, plant and equipment. The choice of sugprasers is made on an annual basis using the
following criteria: applied professional standargspfessional experience and knowledge, reputatioh
market status. The need for rotation of externglraipers is periodically assessed — every threfeveo
years. The applied valuation approaches and tegbsigs well as the used inputs for each case rof fai
value measurement are subject to mandatory dissussid coordination between the external experts —
appraisers and the specifically designated indalidengaged with measurements, and so is the aroept

of the issued appraiser's reports — especially wathard to the significant assumptions and thel fina
conclusions and proposals for the fair value amotihe final fair value measurements are subject to
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approval by the Finance Director and/or Chief Agttant, Executive Director and the Board of Direstor
of the respective company and the Finance Diregfttre Group.

In accordance with Group accounting policy, atehd of each reporting period the specifically desatgd
individual, engaged with measurements, performereeal analysis of collected in advance information
about the movement in the values of assets anditleh of the Group companies that are subject to
valuation or to a disclosure at fair value, theetyb available data and the possible factors feraserved
changes, and proposes for approval to the FinameetDr, the approach for measuring the fair valtie
the respective assets and liabilities at that datbere necessary, this is explicitly consulted ville
involved external appraisers.

The results of the assessment of the fair valuesarement procedure are presented to the audit dbeemi
and to the independent auditors of the respectivepanies as well as to the Finance Director and the
independent auditors of the Group.

For the purposes of fair value disclosures, theu@roas classified the respective assets and tiabilon
the basis of their nature, basic characteristicsreaks as well as of the fair value hierarchiesi.

2.32. Critical accounting judgments on applying tH@roup's accounting policies. Key estimates and
assumptions of high uncertainty.

2.32.1. Recognition of tax assets

On recognition of deferred tax assets, the managemiethe Group has assessed the probability the
individual deductible temporary differences to mseein the future and each of the Group companies'
capability to generate sufficient taxable profit their offset. The management of the Group hassaesl

at the date of issue of the consolidated finarstatements the subsidiaries that continue to répsses in

the last years with regard to existing significantertainties as to whether and to what extentinvitie
final term, determined with the respective local tagulations for tax loss carry forward, these panies
would be able to generate sufficient taxable profit

As a result of this analysis, it has taken a denisor not recognising deferred tax assets at theuat of
BGN 5,942 thousand in the consolidated financetieshents (2015: BGN 4,243 thousandpte 30.

2.32.2. Inventories

Normal capacity

The normal production capacity of each productiomgany is determined on the basis of management
assessments (made after relevant analyses) fonaptioad of their production facilities and retam the
investments made therein, with structure of the ufastured finished products accepted as being cammo
for the company.

Allowance for impairment

At the end of each financial year, the Group congmneview the state, useful life and usabilitytiod
existing inventories. Where inventories are idésdifthat are potentially likely to not be realisstdtheir
current carrying amount in the following reportipgriods, the Group companies impair the inventdoes
net realisable value.

55
This is a translation from Bulgarian of the conslalied financial statements of Sopharma Group far $816.



SOPHARMA GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2016

As a result of the performed reviews and analyee®0il6, impairment of inventories at the amount of
BGN 2,693 thousand has been recognised in the kdatem statement of comprehensive income (within
profit or loss for the year) (2015: BGN 4,072 thaud)(Note 9).

2.32.3. Impairment of receivables

The losses from doubtful and bad debts are estthaitthe date of the consolidated financial statesen
individual basis for each receivable. Where diffi@s in collecting certain receivables are obséyibey
are subject to analysis in order to determine tteadly collectable portion therefrom while the @ning
portion to the nominal value is recognised in thasolidated statement of comprehensive income ifwith
profit or loss for the year) as impairmghitote 9).

Group's policy to ensure collectability and evatutite impairment of receivables is based on tHeviirhg
specific rules:

(a) With regard to clients — hospitals, accrual of iegt for delay starts (in- or off-balance sheet) in
case of 30 days of delay after the end of the tpetiod. If delinquency continues for further 30
days actions are undertaken for signing of a rekdhmy agreement. In case the agreement is not
complied with, the Company initiates legal acti@mal the relevant legal procedures whereby to
ensure the collection of the receivable togethén Wie respective interest and penalties;

(b) With regard to clients — pharmacies, on a 5-dagydafter the expiry of the credit period, the sales
under deferred payment terms are suspended. fsletmtinue, on the 45th day of delinquency all
sales are terminated and actions are undertakerofmiuding of an agreement for payment of the
due amounts. If the agreement is not complied Wéthal proceedings are initiated;

(c) With regard to clients —related parties (hospitals)iveries are suspended in case of more than 30-
day delinquency. If delinquencies continue for liert 30 days, actions are undertaken for signing
of a rescheduling agreement.

After 180 days of delay it is already considereat ihdicators for impairment may exist. In the asseent

of the collectability of receivables, the manageta@ithe Group companies perform analysis of thal to
exposure of each counterpart in order to estalitislactual possibility for their collection and ruotly at

the level of past due individual receivables frdme total amount due by the counterpart, includimg t
potential for collecting interest for compensatideays. When the collectability of a receivablg¥aup of
receivables) is highly uncertain, an assessmemiaide what part thereof is secured by collateraidgy,
mortgage, guarantees) and thus with ensured dolke¢through future realisation of the collateral o
guarantee payment). Where the management has dedctbhat a very high uncertainty exists as to the
collectability of certain receivables or part oeth and they are not secured by collateral, thevaiokes
are impaired to 100%Notes 24, 25 and 26).

The amount of the accrued impairment for 2016 ¢fighe reversed ones) is BGN 843 thousand (2015:
BGN 2,873 reversed impairment net of the recogni@édte 9).

2.32.4. Revaluation of property, plant and equipnien
As at 31 December 2016, an overall review was pexd in regard of the price changes in the faiueal
of Group's tangible fixed assets as well as ofrtpaysical and technical state, mode of operatioth a
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residual useful life. Respectively, revaluation waade because the adopted five-year period for thei
remeasurement, as per the policy adopted, endibatatiate. The review and revaluation were peréorm
with the professional assistance of certified aispra.

The certified appraisers developed also a serigitiest of the proposed thereby fair values, detethby
using various valuation methods in line with thasenably possible changes in the main assumptiwhs a
comments on the resulting deviations.

The management made detailed analysis of the eepbthe certified appraisers, including the sévisjt
tests. As a result thereof, the Group stated rewialn and recognised a new revaluation reservéeat t
amount of BGN 10,298 thousand, net of tax@sté 15, and recorded current impairment loss at the
amount of BGN 314 thousariote 9)

The Group decided to not revalue the following gowf assets: (a) fully depreciated assets, aatjuire
before 31 December 2001, as far as the possiblgicadd depreciation expenses for them are already
being compensated by the increased maintenancs; ¢bytcomputers and standard computer hardware,
office equipment and furniture and fixtures — asds these show a common trend of significant deere

in their current market prices within short terragtpposed to the expected term for their intersal oy

the Company; (c) assets, acquired in 2016, assféneacost of these assets is close to their &irey and

(d) assets of all groups (excluding propertieg) which the analyses of the valuation effects shmat they

are not resultant from the price and market chang#®e value of these asses, occurred during ¢nea

but ensue from the differences in the assumptionthe useful life.

2.32.5. Actuarial calculations

Calculations of certified actuaries have been &y year when determining present value of langit
payables to personnel upon retirement on the ledisassumptions for mortality rate, staff turnovater,
future salaries level and discount factor

As a result of the calculations made, a liabiligshbeen stated for long-term employee benefithet t
amount of BGN 4,539 thousand (31 December 2015: BAN9 thousandNote 31)

2.32.5. Operating lease

The Group classified a building, part of which Haekn leased to related parties under operating leas
terms, in the group of 'property, plant and equiptnef the consolidated statement of financial fiosi
Since a significant part of the building was usgdhe Group as well, the management decided tleat th
building should not be treated as investment pitgper

2.32.7. Litigation provisions

With regard to the pending litigations against camips of the Group, the management of respective
companies have judged, jointly with their lawydhgt at this stage the probability and risks okgative
outcome therefrom is still below 50% and therefoi@ provisions for payables under litigations haeen
included in the consolidated statement of finanp@dition as at 31 December 2016 (31 December 2015:
none)(Note 40)
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3. REVENUE
Group revenudncludes:

Goods
Finished products
Total

Sales of goods by type

Tablet dosage forms

Ampoule dosage forms

Syrup dosage forms

Drops

Consumables and dressing materials
Ointments

Cosmetics

Food supplements and herbs

Other

Total

Sales of finished products by type
Tablet dosage forms

Ampoule dosage forms

Syrup dosage forms
Consumables, dressing materials and apparatuses
Lyophilic products

Ointments

Inhalation products

Syringes

Drops

Other

Total

2016 2015
BGN'000 BGN'000
645,372 628,123
231,713 246,861
877,085 874,984
2016 2015
BGN'000 BGN'000
305,214 296,705
179,055 179,330
40,051 35,902
30,069 36,063
23,833 21,133
18,379 18,549
9,900 9,307
7,983 3,191
30,888 27,943
645,372 628,123
2016 2015
BGN'000 BGN'000
150,105 166,200
32,291 33,364
9,734 11,097
949 8, 956
7,316 9,579
6,220 8,015
2,546 3,433
1,128 2,242
1,496 1,185
11,928 10,790
231,713 246,861
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4. OTHER OPERATING INCOME AND LOSSES, NET
Other operating income and losses, netlude:

2016 2015
BGN'000 BGN'000
Services rendered 4,823 7,160
Government grants 1,187 1,037
Social activities and events 837 795
Rentals 792 942
Gain on sale of non-current assets 372 36
Net gain/(loss) on exchange differences under treceivables and
297 (14,257)
payables and current accounts
Liabilities written-off 222 11
Gain on change in the fair value of investment prop(Note 18) 102 85
Gain on sale of materials 57 49
Income from penalties - 204
Other 794 1,260
Total 9,483 (2,678)
The services rendered include:
2016 2015
BGN'000 BGN'000
Advertising and marketing 1,850 1,205
Pre-distribution income 1,133 672
Laboratory analyses 193 2,133
Other 1,647 3,150
Total 4,823 7,160
5. MATERIALS AND CONSUMABLES USED
Expenses on materialsmclude:
2016 2015
BGN'000 BGN'000
Basic materials 59,028 63,379
Electric energy 5,974 5,273
Spare parts, laboratory and technical materials 29,3 5,051
Heat power 2,760 3,775
Fuels and lubricating materials 2,342 2,595
Auxiliary materials 2,335 1,486
Impairment of material@\ote 9) 898 1,231
Water 607 591
Scrapped materials 535 187
Other 3,098 2,828
Total 82,906 86,396
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Expenses on basic materialsclude:

Substances (active ingredients)
Packaging materials

Liquid and solid chemicals

Herbs

Ampoules

Polypropylene, polyethylene, polystyrene
Aluminium foil

Other

Total

6. HIRED SERVICES EXPENSE
Hired services expengacludes:

Advertising and marketing services
Rentals

Consulting services

Forwarding and transportation services
Buildings and equipment maintenance
Manufacturing of medicinal products
Subscription fees

Bank and regulatory charges

Local taxes and charges
Communication services

Security

Insurance

Motor vehicles repair

Services under civil contracts

Medical services

Services on medicinal products registration
Taxes on expenses

Service fees

Destruction of pharmaceuticals
Clinical trials

Licence fees and charges
Commission fees

Documentation translation

Other

Total

2016 2015
BGN'000 BGN'000
29,149 30,144
8,857 11,396
6,936 8,270
2,550 3,455
2,054 2,115
1,416 1,345
1,422 991
6,644 5,663
59,028 63,379
2016 2015
BGN'000 BGN'000
13,705 19,248
7,276 7,102
5,405 6,541
4,457 5,492
3,864 4,771
2,354 1,961
2,335 2,177
1,993 1,498
1,934 2,523
1,556 998
1,529 1,510
1,409 1,249
1,061 865
1,004 1,431
822 820

706 1,001

572 653

554 223

440 320

407 1,349

387 414

375 366

307 284
1,956 1,403
56,408 65,661
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The expenses accrued for the year on statutory afittie individual and consolidated financial staents
amount to BGN 413 thousand (2015: BGN 360 thousamdl)tax consultations — BGN 410 thousand
(2015: BGN 79 thousand) and on other services at@@lto audit — BGN 3 thousand (2015: BGN 34

thousand), which services are performed by thesreigid auditor

7. EMPLOYEE BENEFITS EXPENSE

Current wages and salaries

Social security/health insurance contributions

Social benefits and payments

Accruals for unused paid leaves

Tantieme

Social security/health insurance contributionseaves

Other remuneration

Accruals for long-term retirement benefits to persel (Note 31)

Total

8. OTHER OPERATING EXPENSES

Receivables written-off

Entertainment allowances

Charged/(reversed) impairment of current assetgNute 9)
Scrap and shortages of goods

Business trip costs

Training

Donations

Other

Total

2016 2015

BGN'000 BGN'000
68,037 62,544
19,4 12,850

4,059 3,715
942 777

768 792

150 133

- 28

704 662
87,159 81,501
2016 2015
BGN'000 BGN'000
3,307 2,852
3,032 2,986
2,637 (32)
2,433 1,056
1,463 1,678
739 881

434 784

268 1,394
14,313 11,599
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9. IMPAIRMENT OF CURRENT ASSETS

Impairment losse®n receivables, work in progress, finished proslactd goods, net include:

Impairment of receivables

Reversed impairment of receivables

Net change in the impairment of receivables

(Notes 9, 24, 25 and 26)

(Reversed)/charged impairment of receivables uadeances granted
Impairment of finished products

Impairment of goods

Impairment of court receivabléblote 26)

Impairment of materialéNote 5)
Total impairment of current assets

10. IMPAIRMENT OF NON-CURRENT TANGIBLE AND INTANGIB

The expenses on impairment of non-current tangilaled intangible assetsclude:

Impairment of goodwil(Note 17)

Impairment of property, plant and equipméxibte 16)
limpairment of intangible fixed assets

Total

11. FINANCE INCOME

Finance incomeincludes:

Interest income on past due trade receivables
Interest income on loans granted

Net gain on transactions with investments in séegri
Income from equity investments (dividends)
Interest income on bank deposits

Total

2016 2015
BGN'000 BGN'000
3,136 921
(2,252) (1,409)
884 (488)
(35) (11)
1,829 2,424
(34) 417
©) (2,374)
2,637 (32)
898 1,231
3,535 1,199
LE ASSETS
201€ 201¢
BGN'000  BGN'000
592 -
314 -
61
967 -
2016 2015
BGN'000 BGN'000
4,702 3,801
1,792 2,766
322 161
178 6
20 94
7,014 6,828
62
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12. FINANCE COSTS

Finance costsnclude: 2016 2015

BGN'000 BGN'000
Interest expense on loans received 318,8 8,868
Net loss on exchange differences under loans &idorcurrency 1,074 4,637
Interest expense under factoring agreement 953 -
Bank fees and charges on loans and guarantees 859 834
Impairment of receivables under trade loans granted 542 -
Interest expense on finance lease 341 409
Effects from derivatives 109 -
Impairment of cash with banks under special sup&mi 8 6,438
Impairment of available-for-sale investments 4 454
Total 12,721 21,640

The impairment of cash with banks under speciabsugion abroad is related to the fact that a bank
Ukraine, in which the subsidiaries operating in toeintry had available cash, was placed under cape
supervision in 2015. The management of the Grosmbeexpectations for recovery of these amounts.

The net exchange losses on loans in foreign cuyriarc2016 are mainly result of the devaluationthu#
Ukrainian Hryvnia (UAH) against the Bulgarian Ley &bout 8% as at 31 December 2016 as compared to
31 December 2015 (27% as at 31 December 2015 cenhpaBl December 2014).

13. GAINS/LOSSES FROM ASSOCIATES AND JOINT VENTURES

2016 2015
BGN'000 BGN'000
Share in the gains/(losses) from associates, net 9,801 (679)
Share in the (losses)/gains from joint ventures (829) (596)
8,972 (1,275)
Gains/(losses) from associate=lude: 201¢ 2015
BGN '00C BGN '000
Share of the Group in the current loss of assciate (13) (64)
Effect of valuation of previously held shares skare acquisition of
significant influence over Group companies 92¢ 212
Profit from the acquisition of an associate 8,886 -
Effect of fair value measurement of previously h&dres on
acquisition of control over Group companies - (827)
Total 9,801 (679)
63

This is a translation from Bulgarian of the conslalied financial statements of Sopharma Group far $816.



SOPHARMA GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2016

(Losses)/gains from joint venturdaclude:

Impairment of an investment in a joint venture

Share of the Group in the current (loss)/profifofiit ventures
Effect of fair value measurement of previously hethares on
acquisition of control over Group companies

Total

14. INCOME TAX EXPENSE

Consolidated statement of comprehensive income
(profit or loss for the year)

Taxable profit of the Group companies for the year

Revaluation reserve included as an increase iartheal tax return
Taxable profit for the year

Current income tax expense for the year — 10%, 1%%, 19%,
20% (2015: 10%, 15%, 15.35%, 18%, 19%, 20%)

Deferred income taxes

Origination and reversal of temporary differences

Total income tax expense carried to the consolidadestatement of
comprehensive income (within profit or loss for theyear)

Reconciliation of income tax expense applicable the
consolidated accounting profit or loss

Accounting profit for the year
Income tax — 10%, 15%, 18%, 19%, 20% (2015: 10%0,155.35%,
18%, 19%, 20%)

Unrecognised amounts under the tax return

Related to increases

Related to decreases

Tax loss for the current year on which no defeteedassets are
recognised

Recognised deferred taxes on temporary differefioas prior
periods

Total income tax expense carried to the consolidadestatement of
comprehensive income (within profit or loss for tle year)

201€ 201¢
BGN '00C BGN '00C
(105) (360)
(157) (236)
(567) -
(829) (596)
W1 2015
BGN '000 BGN '000
31,324 33,060
(254) (349)
31,070 32,711
5,394 4,450
1,813 525
7,207 4,975
2016 2015
BGN '000 BGN '000
62,109 27,575
6,785
1,977
3,611 5,121
(6,209) (3,757)
2,770 1,634
250 -
7,207 4,975
64
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The tax effects regarding items of other compreiveriacome are as follows:

2016 2015
BGN '000 BGN '000

Pre-tax Tax benefit/ Amount net Pre-tax Tax benefit/ Amount net

amount (expense) of tax amount (expense) of tax
Items thatwill not be reclassified to profit or loss
Profit on revaluation of propert
plant and equipment 11,80z (1,504) 10,29¢ - - -
Remeasurements of defined
benefit pension plans (128) - (128) (317) (312)

11,674 (1,504) 10,170 (317) (312)
Items that may be reclassified to profit or Ic
Net change in the fair value
available-for-sale financial assets 1,467 - 1,467 13¢ - 13¢
Exchange differences on
translating foreign operations 2,571 - 2,571 (39) - (39)

4,039 - 4,039 100 - 100

Other comprehensive income
for the year 15,71 (1,504) 14,20¢ (217) 5 (212)

15. OTHER COMPREHENSIVE INCOME

Other components of comprehensive income include:
Items of other

Items that will not be reclassified to profit or les
Gains/losses on revaluation of property, plant and

equipment

Remeasurements of defined benefit pension plans
Items that may be reclassified to profit or loss

Net change in fair value of available-for-sale
financial assets:

Gains arising during the year

Less: Reclassification adjustments for (gains)
/losses included in profit or loss for the current

year
Net exchange rate changes from foreign
operations recalculation

Exchange differences on translating foreign openati

Less: Reclasification adjustment of exchange
differences on translating foreign operations irsgd
in profit or loss for the current year

Income tax relating to items of other
comprehensive income

Other comprehensive income for the year

comprehensive income
attributable to the Group

Items of other

comprehensive
attributable to

income
non-

controlling interests

Total items of other
comprehensive income

2016 2015 2016 2015 2016 2015
BGN'000  BGN'000 BGN'000 BGN'000 BGN'000  BGN '000
10,706 - 1,096 - 11,802 -
)(128  (263) () (54) (128) (317)
1,478 140 (12) (1) 1,466 139
1,485 432 (12) 1) 1,473 431
(7) (292) - - (7) (292)
1,846 1,620 727 (1,659) 2,573 (39)
(192) 1,620 727 (1,659) 535 (39)
2,038 - - - 2,038 -
(1,393) 5 (111) - (1,504) 5
12,509 1,502 1,700 ~ (1,714) 14,209 (212)
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16. PROPERTY, PLANT AND EQUIPMENT

Book value

Balance at 1 January

Additions

Acquired assets in newly acquired
subsidiaries

Effect from remeasurement to fair value
Effects of foreign currency restatements
Disposals

Written-off book value of assets on disposal

of subsidiaries

Allowance for impairment

Transfer to property, plant and equipment
Transfer to investment property

Balance at 31 December

Accumulated depreciation and impairment

Balance at 1 January

Depreciation charge for the year

Effect from remeasurement to fair value
Effects of foreign currency restatements
Written-off depreciation

Written-off depreciation of assets on
disposal of subsidiaries

Balance at 31 December

Carrying amount at

31 December

Carrying amount at 1 January

Land Plant Other Assets Total
and buildings and equipment in progress

2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
BGN'000 BGN'000 BGN'000 BGN'000 BGN'000 BGN'000 BGN'000 BGN'000 BGN'000 BGN'000
208,413 194,562 211,048 194,434 42,519 41,923 17,724 12,624 479,704 443,543
1,417 648 4,822 4,662 3,980 3,047 11,930 18,883 22,149 27,240
2,301 11,263 2,185 5,640 302 423 - 111 4,788 17,437
1,985 - 1,801 - 10 - - - 3,795 -
(103) (498) (114) (813) 2 (315) (18) (390) (233) (2,016)
(96) (128) (2,808) (2,429) (3,955) (2,672) (237) (1,400) (7,096) (6,629)
(3,642) - (2,627) - (2,585) - (1,633) - (10,487) -
86 - (344) - (56) - - - (314) -
11,438 2,439 8,730 9,552 1,572 113 (21,741) (12,104) - -
1,199 127 - 2 - - - - 1,199 129
222,998 208,413 222,692 211,048 41,789 42,519 6,026 17,724 493,505 479,704
33,942 27,553 103,685 91,883 27,066 25,066 6 4 164,699 144,506
7,658 6,154 13,263 13,123 4,429 4,270 - 2 25,350 23,549
(1,104) - (6,270) - (633) - - - (8,007) -
52 236 64 315 17 43 2 - 135 594

2 Q) (2,715) (1,636) (3,371) (2,313) (3) - (6,091) (3,950)
(527) - (2,399) - (870) - - - (3,796) -
40,019 33,942 105,628 103,685 26,638 27,066 5 6 172,291 164,699
182,979 174,471 117,064 107,363 15,151 15,453 6,021 17,718 321,215 315,005
174,471 167,009 107,363 102,551 15,453 16,857 17,718 12,620 315,005 299,037
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As at 31 December 2016, the tangible fixed asdetseoGroup include: land amounting to BGN 48,676
thousand (31 December 2015: BGN 47,340 thousand) lawmildings of carrying amount BGN
134,303thousand (31 December 2015: BGN 127,131sHrm).

Tangible fixed assets in progress as at 31 Decemblede:
buildings reconstruction — BGN 3,694thousand (3tdbeber 2015: BGN 3,186 thousand);
expenses on new buildings construction — BGN 1,82%usand (31 December 2015: BGN 10,898
thousand);
advances granted — BGN 723 thousand (31 Decemié&r BGN 3,372 thousand);
supply of equipment — BGN 487 thousand (31 Decergb&b: BGN 24 thousand);
other — BGN 88 thousand (31 December 2015: BGNt&8usand).

Finance lease
The carrying amount of the tangible fixed assetstgmvehicles) of the Group obtained under finaleese
as at 31 December 2016 is BGN 4,682 thousand (8&rleer 2015: BGN 3,699 thousand).

Operating lease

The Group has leased fixed tangible assets witlyiogr amount of BGN 3,296 thousand as at
31 December 2016 to related parties (31 DecemhiEs: BGN 3,396 thousand). In addition, tangible dixe
assets at carrying amount of BGN 818 thousand haee leased to third parties as at 31 December 2016
(31 December 2015: BGN 391 thousand).

Other data
The following encumbrances have been constitutedtangible fixed assets of the Group as at
31 December 2016 in relation to received lo@tates 29 and 349s follows:
Land and building with a carrying amount respedyivid BGN 25,659 thousand and BGN 72,449
thousand (31 December 2015: respectively, BGN B/tBOusand and BGN 73,697 thousand)
Pledges on facilities with carrying amount of BGN'2L thousand (31 December 2015: BGN 549
thousand);
Pledges on equipment, transportation vehicles amdtéire and fixtures — BGN 48,490 thousand
(31 December 2015: BGN 33,440 thousand);
Pledges on assets in progress — BGN 1,189 tho8aridecember 2015: BGN 681 thousand).

Periodical revaluation to fair value

Revaluation of property, plant and equipment wasopeed as at 31 December 2016 with the assistance
of an independent appraiser for the purpose ofriénéng the fair value of the assets in accordanitk

the requirements of IFRS 13 and IAS 16.
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The effects thereof are stated as follows:

Land and Plant and Other Total

buildings equipment

BGN '000 BGN '000 BGN '000 BGN '000
Revaluation to fair value as at 31 December, 86 (344) (56) (314)

carried to the statement of comprehensive

income (within profit or loss for the year)

(Note 4 and Note 10)

Revaluation to fair value, carried to the 3,089 8,070 643 11,802
statement of comprehensive income (within

other comprehensive income)

(Note 15)

Total 3,175 7,726 587 11,488

(a) Fair value hierarchy

The established fair values of zoned land plot$ wérms to entrance into the deal within 12 months,
located in Sofia and in the district cities of ttmuntry, have been assessed as inputs, used valtreion
technique, as being such of Level 2.

The fair values of the remaining property, plantl @guipment have been categorised hierarchically as
Level 3 fair values.

The revaluation of property, plant and equipmenonsa non-recurring basis (periodically — everefiv
years) and is due to the application of the revadnanodel under IAS 16.

The table below presents information on the falu@af property, plant and equipment as at 31 Déegm
2016 and the respective levels in the fair valeedrchy.

Group of assets Level 2 Level 3 Total

BGN '000 BGN '000 BGN '000
Agricultural land plots - 10,965 10,965
Zoned land plots 26,048 7,235 33,283
Buildings 3,688 110,914 114,602
Total land and buildings 29,736 129,114 158,850
Plant and equipment 231 96,632 96,863
Fruit plants - 134 134
Other assets - 17,985 17,985
Total other assets - 18,119 18,119
Total 29,967 243,865 273,832
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(b) Valuation methods and techniques and significaobservable inputs

The tables below show a description of the valmatiethods and techniques, used in measuring the fai
value of the separate groups of assets within tbpepty, plant and equipment for 2016 as well &s th
significant unobservable inputs separately for ILevend Level 3:

Groups of Valuation approaches and techniques Significant unobservable inputs
assets
Level 2
Market approach * Discount factor
Valuation technique: * Transaction costs
Zoned land Market comparables method — market Adjusted market prices to reflect the specifics of
plots prices of identical and similar properties in the valued property — location, area, term to
location and designation entrance into deal, rate of return.

* Corrections for comparability
Valuation techniques:

Buildings Market analogue method - market or bid
prices of comparable properties Corrections for comparability

Plant and Valuation techniques: Market analogue i i

i Adjustments for comparison between the
equipment method

evaluated asset and selected analogs
Groups of Valuation approaches and techniques Significant unobservable inputs and
assets quantitative parameters
Level 3

a. Market approach

Valuation technique: * Average data for offer prices and rentals of
Method of market comparisons of agricultural land from specialised websites by
agricultural land deals in the regions of  regions — areas, municipalities, districts (zemi.bg
the land valued nivi.bg, etc.);
* Average prices of agricultural land and rentajs b
b. Income approach region as per NSI data;
Capitalised rental income * Price index of agricultural land: - 1.35% as per
NSI data;
. * Price index of agricultural land rentals: 2.89% a
Agricultural
per NSI data;
land plots

* Term to entrance into deals (rent and/or sale)
with agricultural land — from 6 to 12 months
(accepted 9 months as average);

* Weight ratio between the methods used — 40%
for the the method of market comparisons and 60%
for the capitalised rental income, due to assessed
higher reliability of the comparative data on rent.
Adjusted market prices to reflect the specifics of
the valued property - location, area, term to
entrance into deal, rate of return.
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Market approach
Valuation technique: * Term to entrance into the deal — from 12 to 18
Market comparables method — market months
prices of identical and similar properties  * Price index of immovable properties with
Zoned land in location and designation production, storage and servicing purpose: -1.20%
plots * Correction ratios for comparability
Adjusted market prices to reflect the specifics of
the valued property - location, area, term to
entrance into deal, rate of return.

Cost approach

Valuation technique: * Inflation price index depending on the period
Method based on the costs of asset between the time of placing the asset in service
construction or replacement - and the current time of valuation

depreciated replacement cost method on

the basis of combined application of the

following techniques:

1) Determine depreciated replacement * Price index in the construction sector: 1.44 % as

Buildings cost on the basis of indexed historical per NSI data

cost of the asset; * Market price index of production, storage and

2) Determine depreciated replacement  servicing facilities: — 1.20%

cost on the basis of current expenses on * Weight ratio of the techniques used individually

construction or replacement. for each asset in line with the assessment of the
reliability of the used inputs and the specific
features of the asset
Adjusted prices for construction of identical
projects and purchase prices of comparable items

Cost approach — amortised revesed * Inflation price index as per Eurostat data

amount depending on the period between the time of
Plant placing the asset in service and the current tifne o
ant, .
. valuation
equipment ) , , ,
* Correction ratios for functional and economic
and other L
depreciation.
assets

Adjusted prices for construction of identical
projects and purchase prices of analogues of the
respective type of machinery and equipment.
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17. INTANGIBLE ASSETS

Book value

Balance at 1 January

Additions
Acquired assets in newly acquired subsidiaries
Effects of foreign currency restatements

Transfer
Written-off book value of assets on disposal of
subsidiaries

Disposals

Balance at 31 December

Accumulated amortisation and impairment

Balance at 1 January

Amortisation charge for the year
Allowance for impairment

Effects of foreign currency restatements
Written-off amortisation of assets on disposal of
subsidiaries

Amortisation written-off
Balance at 31 December

Carrying amount at 31 December

Carrying amount at 1 January

Intellectual property

Goodwill rights Software Other Assets in progress Total

2016 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
BGN'000 BGN'000  BGN'000 BGN'000 BGN'000 BGN'000  BGN'000 BGN'000 BGDOO BGN'000 BGN'000 BGN'000
20,560 20,103 21,114 11,978 10,254 10,357 5,122 3,346 3,466 1,096 60,515 46,880
106 1,533 411 93 2,003 344 510 623 1,239 3,451 4,269 6,044

- - 10,647 10,662 - 83 - - - 56 10,647 10,801
(135) (1,076) 45 (1,037) (1) (151) (5) (317) - %) (95) (2,583)
- - 47 (6) 3,144 74 20 1,470 (3,211) (1,538) - -
(869) - (1,051) - (332) - (1,154) - (60) - (3,466) -
- - (546) (576) (25) (453) - - (109) 402 (680) (627)
19,662 20,560 30,667 21,114 15,042 10,254 4,493 5,122 1,442 3,465 71,189 60,515
9,185 9,185 8,056 6,685 5,771 5,228 1,971 1,564 30 30 25,013 22,692
- - 1,955 1,546 924 993 688 407 - - 3,567 2,946

592 - 61 - - - - - - - 653 -

- - 11 135 - - 3 - - - 16 135

- - (1,160) - (117) - (759) - (5) - (2,041) -

- - (480) (310) - (450) - - (25) - (505) (760)
9,777 9,185 8,445 8,056 6,578 5,771 1,903 1,971 - 30 26,703 25,013
9,885 11,375 22,222 13,058 8,464 4,483 2,590 3,151 1,442 3,435 44,486 35,502
11,375 10,918 13,058 5,293 4,483 5,129 3,151 1,782 3,435 1,066 35,503 24,188
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Intangible assets in progress as at 31 Decembleidizic
* expenses on acquisition of software — BGN 1,21%¢hnod. (31 December 2015: BGN 3,169
thousand)
» advances granted — BGN 48 thousand (31 Decembér B@AN 156 thousand);
» expenses on permits for use of medicinal produd$N 25 thousand (31 December 2015:
BGN 36 thousand);
e other — 37 thousand (31 December 2015: BGN 74 tral)s

The rights on intellectual property include prodguct development activities related to medicinal
substances (active ingredients) and dosage foromjirad patents and trademarks and complex
intangible assets (licences and pharmacy chairtitos).
Within the total intellectual property, owned byetiiroup, the largest share belongs to internally
created trademarks, which have not been capitalisethe consolidated statement of financial
position.
These trademarks grant exceptional rights on tineesaof pharmaceuticals while those with biggest
relative share in the sales of the Group are: Caf@mpalgin, Broncholitin, Tabex, Analgin,
Tribestan, Vicetin, Sydnopharm, Antistenocardina8palgon, Softensif, Chlofadon, Chlofasolin,
Sofafailin, Sopral, Vasopren, Buscolisin, NivalWiaraslavin, Dimex, Allergosan, Aminalon.
Capitalised trademarks as a result of performednbss combinations are as follows: Probiotic,
Laxomucil, Alfalipoin, Influrex, etc. The Group lid a patent for production of dosage forms
containing Ranitidin.
The intangible assets, acquired through businessbioations mainly in Belarus, include the
exclusive contracts with counterparts, licencesaddtribution network
Goodwill impairment
The management of the Group performed the necegmagedures for the mandatory test for
impairment of the goodwill, recognised in the cditkied statement of financial position, on the
acquisition of a subsidiaries. For the purposehedadividual company was accepted as a 'cash-
generating unit'.
The calculations were made by the management oGthep with the assistance of an independent
certified appraiser and a detailed review was paréa on the availability of events and facts that
could serve as indicators for changes in the assongpand assessments made at 31 December 2016.
The (pre-tax) projected cash flows were based erfitfancial budgets, developed by the management
of the respective companies and of the Group abdewthat covered 3 to 5-year period as well as
other medium-term and long-term plans and inteotstlie development and restructuring of the
activities within the Group. The recoverable amooineach cash generating unit was determined on
the basis of the 'value in use'. The key assumptied in the calculations of recoverable amount
were as follows:

* growth rate within a three (or five) year periottem 0% to 55%;

» growth after the projected period upon calculabbterminal value — 0% to 5%;

» discount rate (based on WACC) — from 5.60% to 3&90

* Interest rate (price of debt) — from 2.3% to 16.5%.
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The key assumptions used in the calculations haah lokeetermined specifically for each goodwill
bearing company, treated as a separate cash-gagarait, and in line with the characteristic faats

of its operations, the business environment akd.ris

The tests and judgments of Group's managemeniripairment of recognised goodwill were made
through the prism of its projections and intentd@she future economic benefits, expected by the
Group from its subsidiaries including through theeuof their internally created trademarks,
commercial and industrial experience and the geeerhereby and expected for the future volumes
of revenue, ensuring position in the Bulgarian amdrnational markets (development and retaining),
the expectations for future sales and restructwfrthe activities, etc.

As a result of the performed analyses, the Groupagement has concluded that as at 31 December
2015 there are no conditions for recognition ofitmigal impairment of the recognised goodwill. As
at 31 December 2016, there is recognised goodmiiairment at the total amount of BGN 592
thousand for 4 subsidiaries in Belarus.

18. INVESTMENT PROPERTY
31.12.2016 31.12.2015

BGN '000 BGN '000
Balance at 1 January 10,562 10,606
Additions 18 -
Disposals - (13)
Net loss on fair value adjustment, included in praf loss 102
(Note 4) 98
Transfer to property, plant and equipmg@xote 16) (1,199) (129)
Balance at 31 December 9,483 10,562

Investment property represents buildings and thd they stand on, differentiated parts of buildings
for independent use, intended for long-term leBgegroup they are as follows:

Group of assets 31.12.2016 31.12.2015

BGN '000 BGN '000
Warehouse premises 3,921 3,801
Offices 2,722 3,921
Production buildings 2,440 2,440
Recreational fascilities 400 400
Total 9,483 10,562

There are no established encumbrances on invespraperty as at 31 December 2016 — mortgage of
offices (31 December 2015: BGN 1,199 thousand).
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Fair value measurement

Fair value hierarchy

The fair values of the groups of investment prapsrare categorised as Level 2 fair values based on
the inputs to the valuation technique used. Thedtment property remeasurement to fair value is

recurring and is due to the application of the Yalue model under IAS 40. It is performed regwlarl

at the end of each reporting period. Fair valuaétermined with the assistance of independent
certified appraisers.

The table below shows reconciliation between thenom and closing balances of the fair values of

investment properties measured at Level 2:

Warehouse Production Recreational
premises Offices  buildings fascilities Total

Balance at 1 January 2015 3,787 3,900 2,492 427 10,606
Disposals - - (13) - (13)
Net change in fair value through profit or loss
— unrealised 14 21 20 (27) 98
Transfer to property, plant and equipment - - (129) - (129)
Balance at 31 December 2015 3,801 3,921 2,440 400 10,562
Purchases and capitalised costs 18 - - - 18
Net change in fair value through profit or loss

. 102 - - - 102
— unrealised
Transfer to property, plant and equipment {1,199) - - (12,199
Balance at 31 December 2016 3,921 2,722 2,440 400 9,483

Valuation techniques and significant unobservabpits
The table below shows a description of the valuatechniques, used in measuring the fair value of
all groups of Level 2 investment properties as waslthe used significant unobservable inputs:
Groups of assets Valuation approaches and techniques Significant wbservable inputs
(Level 2)

a. Income approach a. Weighted rate of return
Valuation technique:
Method of capitalised rental income as applicatbn b. Term to entrance into rental deals

Warehouse premises . . . .
P discounted cash flows (main valuation technique)

. - b. Cost approach Adjusted prices for construction of
Production buildings ) i . ] .
Valuation technique: identical properties and purchase
Method of replacement costs — depreciated recokerab prices of machinery and equipment,
amount (ancillary supportive valuation technique) similar to those attached
a. Income approach a. Weighted rate of return
Valuation technique: b. Term to entrance into rental deals

Method of capitalised rental income as applicatibn
discounted cash flows (main valuation technique)

Offices
b. Market approach

Recreational fascilities Valuation technique: Comparability adjustments
Market multiples method (supportive valuation
technique)
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19. INVESTMENTS IN ASSOCIATES AND JOINT VENTURES

31.12.2016 31.12.2015
BGN '000 BGN '000
Investments in associates 15,033 1,536
Investments in joint ventures 3,682 3,688
Total 18,715 5,224

19.1. Acquisition of interest in an associate
As at 31 December 2016, the Group has signifigghténce in the following companies:

Acquisition Date of shares
Company % interest cost acquisition
BGN’000
Doverie Obedinen Holding AD 30.22 15,033 21.12.2016
OO0 Zdorovei
(through OOO Farmacevt Plus — 25%) 16.25 - 31.12.2015

The principal activities of Doverie Obedinen HolglimPD include acquisition, management,
assessment and sale of shares in Bulgarian andgrommpanies. The holding includes 24
subsidiaries.

On 21 December 2016 Sopharma AD aquires an addittyB71,011 shares of the capital of Doverie
Obedinen Holding AD, which grants significantpact on the consolidated net assets of the DObLIGr
OO0 Zdorovei has the trade in pharmaceutical prisdas principal activities.

As at 31 December 2015, the Group had signifiaaftuence in the following companies:

Acquisition Date of shares

Company % interest cost acquisition
BGN '000

OOO Mobil Line
(through SOOOQ Brititrade — 30%) 33.55 513 28.02.2015
ODO SalusLine
(through SOOOQ Brititrade — 25%) 29.63 1,023 28.02.2015
OOO Zdorovei
(through OOO Farmacevt Plus — 25%) 16.25 - 31.12.2015

All three associates have the trade in pharma@dydroducts as principal activities.

On 23 November 2016, the Group, through restruafudf the subsidiary ODO Alenpharm-plus —
Belarus, acquired the majority stock of the capifalDOO SalusLine — Belarus and as a result the
status of the latter was transformed into 'a sugdosid
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On 16 February 2016, the Group, through its suasidsOOO Brititrade — Belarus, acquired 50% of

the capital of OOO Mobil Line — Belarus and assulethe latter was transformed into a subsidiary.

In 2015, the Group acquired, though its subsid@®O Farmacevt Plus — Belarus, an indirect share in
OOO Zdorovei — Belarus by purchasing 25% of itstehgan associate).

On 26 October 2015 Sopgarma AD acquired 3,080,086es of Medica AD and as a result the latter
was transformed into a subsidiary.

The movement of the investments in associatesisepted below:

31.12.2016 31.12.2015
BGN '000 BGN '000
Balance at 1 January 1,536 7,672
Acquisition of shares 2,414 1,502
Share in the current profit/(loss) for the period - (64)
Transfer to investments in subsidiaries (1,536) (7,672)
Transfer from available-for-sale investments 2,805 254
Effects of foreign currency restatements - (329)
Effect of revaluation of previously held sharesaat value 928 212
Profit from the acquisition of an associate 8,886 -
Effects of transactions with companies of the Group - (39)
Balance at 31 December 15,033 1,536

Group's share in the results of the associatestaidaggregated assets (including goodwill) and
liabilities is as follows:

Share in Share in Share in Share in
31 December 2016 assets liabilities revenue profit/(loss) Interest
BGN '000 BGN '000 BGN '000 BGN '000 %
Doverie Obedinen
Holding AD* 36,608 21,575 - - 30.22
OO0 Zdorovei 295 298 - - 16.25
*Consolidated indicators
Share in Share in Share in Share in
31 December 2015 assets liabilities revenue profit/(loss) Interest
BGN '000 BGN '000 BGN '000 BGN '000 %
OOO Mobil Line 552 192 679 (18) 33.55
ODO SalusLine 1,173 407 1,206 (46) 29.63
OO0 Zdorovei 126 120 - - 16.25

The investment in associates as at 31 December 86&6 not include recognised goodwill (31
December 2015: BGN 464 thousand).
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19.2. Acquisition of interest in joint ventures
The joint ventures as at 31 December 2016 arellasvio

Company % interest Acquisition Date of shares
cost acquisition
BGN '000
OO0 Ivem & K 36.25% 678 31.12.2015
00O Ariens 32.50% 97 31.12.2015
OO0 Vivaton Plus 50% 102 20.12.2012
00O Med-dent 50% 265 17.12.2013
OO0 Bellerophon 50% 299 21.11.2014
BOOO SpetzApharmacia 50% 1,169 20.01.2014
ZAO Interpharm 50% 1,072 31.12.2014
The joint ventures as at 31 December 2015 arellasvio
Company % interest Acquisition Date of shares
cost acquisition
BGN '000
OO0 Ivem & K 38.50% 558 31.12.2015
00O Ariens 32.50% 86 31.12.2015
OO0 Vivaton Plus 50% 121 20.12.2012
00O Med-dent 50% 372 17.12.2013
OO0 Bellerophon 50% 281 21.11.2014
BOOO SpetzApharmacia 50% 1,096 20.01.2014
ZAO Interpharm 50% 1,174 31.12.2014

The principal activities of the acquired joint verd are disclosed iNote 1.

On 30 November 2015, the Group acquired indiraatiferest in OOO Ariens and OOO Ivem & K in
Belarus by purchasing 50% of their capital (joiohtol). The shares in OOO Ariens were acquired
by the subsidiary OOO Farmacevt Plus — Belaruslevthose in OOO Ivem & K — by the subsidiaries
OOO Farmacevt Plus — Belarus and OOO Tabina — &elar

The movement of investments in joint ventures espnted below:

31.12.2016 31.12.2015
BGN '000 BGN '000
Balance at 1 January 3,688 4,715
Acquisition of shares 68 644
Capital increase 271 -
Share in the current loss for the period (157) (236)
Effects of transactions with companies of the Group (64) 14
Effects of foreign currency restatements (29) (1,089)
Allowance for impairment (105) (360)
Balance at 31 December 3,682 3,688
77

This is a translation from Bulgarian of the conslalied financial statements of Sopharma Group far $816.



SOPHARMA GROUP
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2016

19.3. General information on the associates

As of 31 December 2016 the group has significaghténce in two entities. In the consolidated
financial statement the investments in the assesiate evaluated by the equity method and are as

follows:
Compan'  Principal activities  Country Carrying Ownership interes Carrying Ownership interes
name amount share / Voting amount share / Votin¢
rights share rights share
31.12.2016 31.12.2016 31.12.2015 31.12.2015
Acquisition,
Doverie management, valuati
Obedinen and sale of shares in Bulgaria 15,033 30.22% - -
Holding AD  Bulgarian and foreign
companies
00O Mobil ~ Trade in
i i Belarus - 514 33.55%
Line pharmaceuticals
. Trade in 1,022
ODO SalusLine i Belarus - 29.63%
pharmaceuticals
_Trade in -
OOO Zdorovei . - 16.25 16.25%
pharmaceuticals Belarus

15,033 1,536

The table below presents summarised financial inédion on each associate, which is material for the
Group:

Financial indicators Doverie Obedinen 000
Holding AD* Zdorovei

Summarised information from the statement of

financial position 31.12.2016 31.12.2016

BGN’'000 BGN’000

Current assets 43,958 1,458
Non-current assets 132,851 360
Current liabilities (43,708) (1,741)
Non-current liabilities (32,186) (92)
Net assets 100,915 (15)

*Consolidated indicators

Summarised information from the statement of

comprehensive income 01.01-31.12.2016  01.01-31.12.2016

BGN’000 BGN’000
Revenue 126,861 3,094
Net profit for the year 9,101 (50)
Other comprehensive income for the year, net of
tax 1,229 -
Total comprehensive income for the year 10,330 (50)
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Financial indicators

Summarised information from the
statement of financial position

Current assets
Non-current assets
Current liabilities
Non-current liabilities
Net assets

Summarised information from the
statement of comprehensive
income

Revenue

Net profit for the year

Other comprehensive income for
the year, net of tax

Total comprehensive income for
the year

OO0 Mohil OoDO 000
Line SalusLine Zdorovei
31.12.2015 31.12.2015 31.12.2015
BGN '000 BGN '000 BGN '000
432 864 579
1,212 3,096 199
(361) (836) (650)
(210) (539) (89)
1,073 2,585 39
01.01- 01.01- 01.01-
31.12.2015 31.12.2015 31.12.2015
BGN '000 BGN '000 BGN '000
2,025 4,069 2
(55) (155) -
(55) (155) -

The table below presents the reconciliation betwidensummarised financial information on the
material interests in associates and their carryamgount at 31 December, included in these

consolidated financial statements:

31.12.2016

Net assets

Group's share (%)

Group's share in the net assets
Other adjustments

Carrying amount of the investment

Doverie
Obedinen
Holding AD Zdorovei
BGN’000 BGN’000
49,742 (15)
30.22% 16.25%
22,059 (2
- 2
15,033 -
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31 December 2015 Mobil Line SalusLine Zdorovei
BGN '000 BGN '000 BGN '000
Net assets 1,073 2,585 39
Group's share (%) 33.55% 29.63% 16.25%
Group's share in the net assets 360 766 6
Goodwill 156 254 (6)
Other adjustments 2) 2 -
Carrying amount of the
investment 514 1,022 -

19.4. General information on the joint ventures

At 31 December, the Group exercises a joint corirokeven companies. The investments in joint
ventures have been measured in the consolidatadcial statements by applying the equity method
and are as follows:

Carrying Carrying
Principal amount of the Ownership amount of the Ownership
Company name activities Country investment interest share investment interest share
31.12.2016 31.12.2016 31.12.2015 31.12.2015
Trade in
OO0OQ Vivaton Plus pharmaceuticals Belarus 102 50.00% 121 50.00%
Trade in
00O Med-dent pharmaceuticals  Belarus 265 50.00% 372 50.00%
BOOO Trade in
SpetzApharmacia pharmaceuticals Belarus 1,169 50.00% 1,097 50.00%
Trade in
OOO Bellerophon pharmaceuticals  Belarus 299 50.00% 281 50.00%
Trade in
ZAO Interpharm pharmaceuticals  Belarus 1,072 50.00% 1,173 50.00%
OO0 Ivem & K Retail trade Belarus 678 36.25% 558 38.50%
Trade in
OO0 Ariens pharmaceuticals  Belarus 97 32.50% 86 32.50%
3,682 3,688

The table below presents summarised financial médion on each joint venture, which is material
for the Group.
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Financial indicators

Summarised information from the

statement of financial position
Current assets, including:
Cash and cash equivalents
Non-current assets

Current liabilities, including:
Current financial liabilities

(excluding trade and other payables and

provisions)
Non-current liabilities, including:
Non-current financial liabilities

(excluding trade and other payables and

provisions)
Net assets

Summarised information from the
statement of comprehensive income

Revenue

Depreciation and amortisation expense
on tangible and intangible assets

Interest income

Interest cost

Income tax expense

Net profit/(loss) for the year

Other comprehensive income for the

year, net of tax

Total comprehensive income for the year

000
Vivaton

Plus

BGN
'000
616
23
172
(917)

(50)
(16)

(16)
(145)

2016
BGN
'000
3,486

(75)

10
(36)

(36)

31.12.2016
000 BOOO 000
Med- Spetz  Bellerop
dent Apharma hon
cia
BGN BGN BGN
‘000 '000 ‘000
353 720 268
20 31 31
19 299 131
(280) (526) 113)
(15) (37) (10)
(58) (79)
(14) (22)
92 435 207
2016 2016 0162
BGN BGN BGN
‘000 '000 ‘000
1,493 3,471 1,631
(40) (20)
(C)]
(©)] 4 2
4 @17) (12)
4 ) (17 (12)

ZAO

Interpha

m

BGN
‘000

965

37
1,790
(603)

(44)
(312)

(312)
1,840

2016
BGN
‘000
5,121

(215)

34
07

(170)

000
lvem &
K

BGN
'000
®,37
77
1,011
(2,967)

(147)
(119)

(119)
295

2016
BGN
'000
8,232

(73)
16
(169)
(14)
(207)

(207)

000 000
Ariens Vivaton
Plus
BGN BGN
'000 '000
661 494
25 11
125 25 2
(843 (799)
(32 (45)
(15) (29)
(15 (29)
T2) (109)
2014 2015
BGN BGN
'000 '000
2|347 1,786
(14 (40)
(61) -
5
104 (44)
104 (44)
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31.12.2015
000 BOOO 000 ZAO 000 000
Med- Spetz Bellerop Interpha lvem & Ariens
dent Apharma hon rm K
cia
BGN BGN BGN BGN BGN BGN
‘000 ‘000 '000 '000 ‘000 '000
144 650 261 870 2,026 535
8 32 13 24 43 12
8 274 155 2,021 1,027 138
(108) (606) (218) 9% (2,748) (809)
(5) (31) 12) (69) (129) (21)
- (53) (25) (354) (131) 7)
- (20) (25)  350) (131) (17)
4 4 265 173 2,042 174 (153)
2015 2015 2015 2015 2015 15 20
BGN BGN BGN BGN BGN BGN
‘000 ‘000 '000 '000 ‘000 '000
1,479 3,707 2,012 5,380 9 2
(54) (17) (25) (270) - -
2 2 2 44 - -
(41) (71) (29) (244) - -
(41) (71) (29) (244) - -
81



SOPHARMA GROUP
CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDE D 31 DECEMBER 2016

The table below presents the reconciliation betwtersummarised financial information on the materi
interests in joint ventures and their carrying antoat 31 December, included in these consolidated
financial statements:

00cC 00cC 00C 00C BOOC 00cC ZAO Total
31 December 2016 Ivem & K Ariens Vivaton Plus Medden SpetzApha Bellerophor Interpharm
macie

BGN'000 BGN'000 BGN'000 BGN '000 BGN '00C BGN '000 BGN '000 BGN '00C
Net asse’ 295 (72) (145) 92 43t 207 1,840  2,65:
Group's share (%)  36.25% 32.50% 50.00% 50.00% 50.00%  50.00%  50.00%

Group's share in

107 (24) (72) 45 217 104 921 1,29¢
the net assets
Goodwill 328 105 25 94 667 237 78 1,53¢
NCl's share in th
. 289 30 149 127 291 (45) 73 914
investment
Adjustments from
transactions with (46) (14) ) ©) 3 (64)
companies of the
Group
Carrying amount

. 678 97 102 265 1,16¢ 299 1,072 3,68

of the investment

0ocC 0ocC 0ocC 0ocC BOOC 0ocC ZAO Total
31 December 2015 Ivem & K Ariens Vivaton Plusg Medden SpetzApha Bellerophor Interpharm

macic

BGN'000 BGN'000 BGN'000 BGN '000 BGN '00C BGN '000 BGN '000 BGN '00C
Net asse! 174 (153) (107) 88 26¢ 173 2,042 2,48
Group's share (%) 38.50% 32.50% 50.00% 50.00% 50.00¥ 50.00%  50.00% 50.00%
Group's share in
the net assets
Goodwill 331 106 19 169 20¢ 205 69 1,10¢
NCI's share in th

67 (50) (53) 44 132 87 1,021 1,24¢

. 160 145 161 75C (8) 83 1,32(
investment 30
Adjustments from
transactions with

. - - 10 2) 9 3) - 14
companies of the
Group
Carrying amount ;

558 86 121 372 1,097 281 1,173 3,68¢

of the investment
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19.5. Cash outflows from acquisition of joint veres and associates

In 2016:
Cash flows on acquisition of shares:
Joint venture (OOO SpetzApharmacia)
Joint venture (OOO Bellerophon)
Associate (Doverie Obedinen Holding AD)
Joint venture (OOO Ivem & K)
Joint venture (OOO Ariens)

In 2015:
Cash flows on acquisition of shares:
Joint venture (OOO Ariens)
Joint venture (OOO Ivem & K)
Associate (OOO Mobil Line)
Associate (OOO SalusLine)
Associate (OOO Zdorovei)
Associate (Medica AD)
Associate (OO0 Alenpharm-plus)

20. AVAILABLE-FOR-SALE INVESTMENTS

The carrying amount of the investments by comparasifollows:

Country 31.12.2016
BGN '000
Lavena AD Bulgaria 2,883
Olainfarm AD Latvia 1,796
Extab Pharma Inc. — USA USA 290
OO0 Pharmico Belarus 172
Hydroizomat AD Bulgaria 131
ODO DKM-Pharm Belarus 100
BTF Expat Bulgaria Bulgaria 82
000 Set Aptek Belarus 70
Sopharma Properties REIT Bulgaria 64
Todorov AD Bulgaria 37
Doverie Obedinen Holding AD  Bulgaria -
Elana Money Market Fund Bulgaria -
MF Elana Eurofund Bulgaria -
Elana Agrocredit AD Bulgaria -
Other 96
Total 5721

Interest
%

11.29
0.77
5.00
2.00

10.65
2.00
0.32
2.00
0.07
4.98

BGN'000

86

23

2,058

331

33

2,531

BGN '000
91
562
724
1,356

3,979

1,423

8,135
31.12.2015 Interest
BGN '000 %
1,567 11.03
1,553 0.77
290 5.00
172 2.00
132 10.65
100 2.00
70 2.00
39 0.05
22 4.74
2,805 19.88
257 1.14
252 6.34
67 1.26
98 11.03
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The other available-for-sale investments as at &telmber 2016, amounting to BGN 96 thousand
(31 December 2015: BGN 98 thousand), include a murabminority interests of the Group in the calpita
of five companies (31 December 2015: six companies)

The investments in Extab Pharma Inc., USA, andthakér companies in Belarus are valued and presented
in the consolidated financial statements at actjpiscost.

The available-for-sale investments measured avédire as at 31 December 2016 are as follows:

Number of Fair value per Number of Fair value per
shares held share 31.12.2016 shares held share 31.12.2015
BGN '000 BGN '000
Lavena AD 30,100 95.78 2,883 108,500 13.55 1,553
Olainfarm AD 108,500 16.55 1,796 29,393 51.78 1,567
Hydroizomat AD 318,889 0.41 131 161,014 0.14 22
BTF Expat Bulgaria 74,550 1.10 82 - - -
Sopharma Properties REIT 12,000 5.33 64 - - -
Todorov AD 169,468 0.22 37 9,220 4.23 39
Doverie Obedinen Holding AD - - - 3,725,145 0.81 2,805
MF Elana Eurofund - - - 1,667 0.15 257
Chimimport AD - - - 958 0.15 252
Elana Money Market Fund - - - 318,301 0.41 132
Monbat AD - - - 64,350 1.03 67
Chimimport AD - - - 1,000 1.38 1
Total 4,993 6,695

The table below presents Group's available-for-galestments, which are measured at fair value on a
recurring basis in the consolidated statementnairicial position:

Fair value hierarchy

Available-for-sale investments Fair value  (Level 1) (Level 2) (Level 3)
31.12.2016

BGN'000 BGN'000 BGN'000 BGN'000
Lavena AD 2,883 - 2,883 -
Olainfarm AD 1,796 1,796 - -
Hydroizomat AD 131 131 - -
BTF Expat Bulgaria 82 82 - -
Sopharma Properties REIT 64 64 - -
Todorov AD 37 37 - -
Total 4,993 2,110 2,883 -
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Available-for-sale investments Fair value Level 1 Level 2 Level 3
31.12.2015

BGN'000 BGN'000 BGN'000 BGN'000
Doverie Obedinen Holding AD 2,805 - - 2,805
Lavena AD 1,567 - 1,567 -
Olainfarm AD 1,553 1,553 - -
Elana Money Market Fund 257 257 - -
MF Elana Eurofund 252 252 - -
Hydroizomat AD 132 - 132 -
Elana Agrocredit AD 67 67 - -
Sopharma Properties REIT 39 39 - -
Todorov AD 22 22 - -
Chimimport AD 1 1 - -
Total 6,695 2,191 1,699 2,805

The table below shows the movement between theirgpamnd closing balances of the fair values at Leve
1, Level 2 and Level 3:

Available-for-sale investments Level 1 Level 2 ek8 Total
BGN'O0O0 BGN'000 BGN'000 BGN'000
Balance at 1 January 2015 1,636 1,508 2,760 5,904
Purchases 356 95 894 1,345
Issue of shares 70 - - 70
Sales - (41) - (412)
Transfer to Investments in Associates (180) (74) - (254)
Realised gain/(loss) included in the current pradfitdl loss for the year
in the itemFinance costs — Net loss on transactions with séesri 7 - - 7
Unrealised loss included in the current profit éoss for the year
(Note 14) (4) (70) (401) (475)
Unrealised gain/(loss), net, included in other coghpnsive income
(Note 15) 306 281 (448) 139
Balance at 31 December 2015 2,191 1,699 2,805 6,695
Purchases 517 328 - 845
Issue of shares 230 - - 230
Sales (1,246) (228) - (1,474)
Transfer to investments in associates (2,805) (2,805)
Transfers from Level 2 to Level 1 132 (132) - -
Realised gain/(loss) included in the current pradfitdl loss for the year
in the itemFinance income- Net gain on transactions with securities 23 9 - 32
Unrealised loss included in the current profit éoss for the year
(Note 14) (2) 6 - 4
Unrealised gain/(loss), net, included in other coghpnsive income
(Note 15) 265 1,201 - 1,466
Balance at 31 December 2013 2,110 2,883 - 4,993
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Valuation techniques and significant unobservabfmits
The table below shows the valuation techniquesiegpbr fair value measurement at Level 2 and Lével
as well as the used significant unobservable inputs

21. LONG-TERM RECEIVABLES FROM RELATED PARTIES
Thelong-term receivables from related partigs at 31 December include:

31.12.2016 31.12.2015
BGN '000 BGN '000
Long-term loans granted to related parties 9,797 20,213
Receivable under a long-term rental deposit granted 231 292
Total 10,028 20,505

The long-term loans are granted to associate (&1 ddecember, 2015 long-term loans are granted to
companies related through key management personnel)

The terms and conditions of the long-term loansig@ to related parties are as follows:

Currency Contracted  Maturity  Interest 31.12.2016 31.12.2015
amount %

‘000 BGN'000 BGN'000 BGN'000 BGN'000
including including
interest interest
EUR 16,177 1.12.2018 5.00% 9,797 48 13,074 18
EUR 3,272 1.12.2018 5.00% - - 7,139 739
Total 9,797 48 20,213 757

The long-term loans granted to related partiesirsiended to support the financing of these comanie
activities under common strategic objectives. Tamysecured by pledges on securities (shares).

The deposit receivable, received from company edl#trough key management personnel, relatedawith
rent under a concluded rental contract for adnritise offices with validity term on 1 August 2022.

22. OTHER LONG-TERM RECEIVABLES
Theother non-current receivablesf the Group as at 31 December include:

31.12.2016 31.12.2015
BGN'000 BGN'000
Receivables on sold investment in a subsidiary 38,38 3,258
Loans granted 380 240
Other 380 48
Total 4,149 3,546
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The receivables related to sold investment in esididry are with a deferred payment and expected
maturity on 31 December 2018 — the date when tialaeory actions for registration of medicinal puots
permits are expected to be completed.

The loans at the amount of BGN 380 thousand grdmyetthe Group as at 31 December 2016 are to third

parties (31 December 2015: BGN 240 thousand), wtticollateral and with an agreed annual interest of
8% (31 December 2015: 8%) and mature on 14 Novegizt.

23. INVENTORIES

Inventoriesinclude: 31.12.2016 31.12.2015

BGN'000 BGN'000
Goods 95,180 78,904
Materials 32,744 34,916
Finished products 27,504 38,159
Semi-finished products 10,339 5,262
Work in progress 6,024 5,888
Total 171,791 163,129
Goodsby typeare as follows: 31.12.2016 31.12.2015

BGN'000 BGN'000
Tablet dosage forms 45,629 36,501
Ampoule dosage forms 13,567 11,046
Syrups 7,646 6,977
Cosmetics 5,637 2,305
Consumables and dressing materials 4,671 5,172
Drops 4,001 3,425
Food supplements 3,708 473
Ointments 3,003 2,979
Suppositories 1,714 1,156
Goods in transit 280 4,262
Other 5,324 4,608
Total 95,180 78,904
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Thefinished productsnclude:

31.12.2016 31.12.2015
BGN'000 BGN'000
Tablet dosage forms 16,209 22,493
Ampoule dosage forms 3,894 5,811
Syrups 1,422 3,265
Other 5,979 6,590
Total 27,504 38,159
Materials by type are as follows: 31.12.2016 31.12.2015
BGN'000 BGN'000
Basic materials 29,727 29,501
Materials in transit 483 3,078
Auxiliary materials 887 505
Technical materials 493 496
Spare parts 424 379
Other 730 957
Total 32,744 34,916
Basic materialsby type are as follows: 31.12.2016 31.12.2015
BGN'000 BGN'000
Substances (active ingredients) 14,963 15,832
Chemicals 3,666 4,370
Vials, tubes and ampoules 2,732 3,032
Packaging materials 2,732 1,962
Herbs 2,278 1,201
PVC and aluminium foil 1,130 1,492
Other 2,226 1,612
Total 29,727 29,501

As at 31 December 2016, there were establishedatggedges on inventories at the amount of BGN
64,693 thousand (31 December 2015: BGN 82,439 #mlsas collateral under received by the Group
bank loans and issued bank guaran(Bleges 29, 34 and 41).
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24. TRADE RECEIVABLES

Trade receivableinclude: 31.12.2016 31.12.2015

BGN'000 BGN'000
Receivables from clients 214,616 206,204
Impairment of uncollectable receivables 2,483) (2,165)
Receivables from clients, net 212,133 204,039
Advances to suppliers 3,577 1,712
Impairment of advances (227) (162)
Advances granted, net 3,450 1,550
Total 215,583 205,589

Thereceivables from clientare interest-free and are mainly denominated iNB@d EUR.

Usually the Group companies negotiate with theants payment terms within the range of 30 to 1&@sd

for receivables under sales unless there are dietednspecific conditions for maturity for particuldients

or in the cases where new markets and productdeareloped and new trade counterparts are attracted.
The Group has defined common credit period foraup@ days for clients and pharmacies and up to 180
days for other customers, where no interest isgethrexcept in the case of restructured receivables
relating to particular agreement, where a longantand a payout plan is applied. When selling nadic
equipment on the hospital market, the credit pecimald reach up to 2 years and above due to thedial
circumstances of counterparties.

Any delay after this period is regarded by the @rag an indicator for impairment. The managing ésdi
of the Group companies assess collectability bylyaitay the exposure of the particular client, the
opportunities for settlement (of the client andotigh the collateral) and take decision on the amoun
recognition and charging of the respective impairine

Theage structureof non-matured (regular) trade receivables iHews:

31.12.2016 31.12.2015

BGN'000 BGN'000

up to 30 days 72,018 61,638
from 31 to 90 days 50,655 50,279
from 91 to 180 days 5,604 2,980
from 181 to 365 days 3,056 2,807
from 1 to 2 years 10 111
over 2 years 967 1,653
Total 132,310 119,468
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Theage structureof past due but not impaired trade receivables illows:

31.12.2016 31.12.2015

BGN'000 BGN'000

from 31 to 90 days 20,867 15,651
from 91 to 180 days 15,131 11,956
from 181 to 365 days 13,981 15,597
from 1 to 2 years 7,441 12,162
over 2 years 6,847 6,631
Total 64,267 61,997

With regard to the past due but not impaired reddies, there are usually already achieved or pgndin
agreements for interest-bearing rescheduling ofethgayments together with the interest due for each
specific client (including penalty interest for ag).

Theage structureof past due impaired trade receivables is asvialio

31.12.2016 31.12.2015

BGN'000 BGN'000

from 31 to 90 days 941 2,345
from 91 to 180 days 3,212 3,978
from 181 to 365 days 4,932 8,172
from 1 to 2 years 5,335 7,049
over 2 years 3,619 3,195
Allowance for impairment (2,483) (2,165)
Total 15,556 22,574

Most of the receivables overdue are from publicpitats. For all receivables overdue, the company's
policy is to charge and collect additional interest arrears, which fully compensates the payments
overdue and costs / losses sustained, both wittiadmgreements with the respective hospital int deb
through lawsuits.

The impairment amount is calculated on an individhaesis by applying the discounted cash flows ntho
with a discount rate based on the price of attchotsources by the company adjusted against thegeve
net yield and conservative prognosis on the exdecésh flows, determined on the grounds of debtor's
history and the concluded agreements, respecticelyrt rulings. Where the management has concluded
that a very high uncertainty exists as to the ctdleility of certain receivables or part of thenddhey are

not secured by collateral, the receivables are iragao 100%(Note 2.32.3).
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As at 31 December 2016, there are establishedadp#edges on trade receivables at the amount di BG
75,755 thousand (31 December 2015: BGN 86,876 #mul)s They are established as collateral under
received by the Group bank loans and issued baatagteegNotes 29, 34 and 41).

Movement in the allowance for impairment

31.12.2016 31.12.2015
BGN'000 BGN'000

Balance at the beginning of the year 2,165 2,962
Impairment amount accrued 1,501 1,216
Amounts written-off under uncollectable receivables (316) (226)
Reversed impairment (682) (1,758)
Impairment written-off on sale of a subsidiary (132) (29)
Effect of foreign currency restatements (5) -
Transfer to impairment of court and awarded red#es(Note 26) (48) -
Balance at the end of the year 2,483 2,165

The advances grantedo suppliers are regular and are mainly denomihateBGN and EUR and are for

the purchase of:

31.12.2016 31.12.2015
BGN'000 BGN'000
Raw materials and consumables 2,239 740
Services 950 475
Goods 215 265
Other 173 232
Allowance for impairment (127) (162)
Total 3,450 1,550
25. RECEIVABLES FROM RELATED PARTIES
Receivables from related parties by type are abfus: 31.12.2016 31.12.2015
BGN'000 BGN'000
Trade loans granted 11,818 21,545
Receivables on sales of finished products and maéger 3,122 5,889
Advances granted 42 -
Total 14,982 27,434

The trade loans granted to related partiemre unsecured and are to companies related thrkegh
management personnel and companies under a cormdoect control. They amount to BGN 11,818
thousand (31 December 2015: BGN 21,545 thousand).
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Thegranted loansare as follows:

Currency  Contracted Maturity Interest 31.12.2016 31.12.2015
amount
(original
currency)
‘000 % BGN '000 BGN '000 BGN '000 BGN '000
including interest including interest

to companies related through key management persginn

EUR 7,845 31.12.2017 4.10% 6,292 5 7,982 146
BGN 6,000 31.12.2017 3.50% 4,472 72 4,636 1
EUR 12,557 31.12.2017 3.05% 560 1 8,310 26
BGN 1,300 31.12.2017 5.50% - - 503 42
to companies under a common indirect control
BYN 186 30.6.2017 27.50% 146 - - -
BYN 122 28.1.2018 27.50% 104 - - -
BYN 70 24.3.2017 20.00% 67 1 - -
BYN 126 30.6.2017 27.50% 59 - - -
BYN 23 28.2.2017 20.00% 22 1 - -

to a company controlled by an associate
BGN 190 31.12.2017 3.50% 96 - 114 -
Total: 11,818 80 21,545 215

Thereceivables on sales of finished products and migksrare interest-free and denominated in BGN and
in Belarusian rubles.

The Group companies usually negotiate payment tbatwgeen 90 and 180 days for receivables on séles o
finished products and up to 30 days for receivablesales of materials (including substances -vecti
ingredients). The Group has set a maximum credibg@ef up to 365 days for sales counterparts ateel
parties. Any delay after this period is regardedh®yGroup as an indicator for impairment. The nyana
bodies of the Group companies assess collectabyitgnalysing the specific receivables and thetioosi

of the debtor company as well as the circumstafarethe delay and the opportunities for repayment a
after that, they take a decision on whether impairhshall be recognised and charged on an individua
basis and at what amount.

Theage structureof non-matured (regular) trade receivables frolateel parties is as follows:

31.12.2016 31.12.2015
BGN'000 BGN'000
up to 30 days 1,597 2,265
from 31 to 90 days 686 1,925
from 91 to 180 days 70 36
from 181 to 270 days - 114
from 271 to 360 days - 230
Total 2,353 4,570
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Theage structureof past due but not impaired trade receivables frelated parties is as follows:

31.12.2016 31.12.2015
BGN'000 BGN'000
from 31 to 90 days 194 883
from 91 to 180 days 219 32
from 181 to 365 days - 145
from 1 to 2 years - 259
Total 413 1,319
Theage structureof past due impaired receivables from relatedgmrs as follows:
31.12.2016 31.12.2015
BGN'000 BGN'000
over 1 year 412 -
Allowance for impairment (56) -
Total 356 -
Movement in the allowance for impairment
31.12.2016 31.12.2015
BGN'000 BGN'000
Balance at 1 January 24 141
Impairment amount 32 -
Impairment of uncollectable receivables written-off - (117)
Balance at 31 December 56 24
26. OTHER SHORT-TERM RECEIVABLES AND ASSETS
Other receivables and prepaymensthe Group include:
31.12.2016 31.12.2015
BGN'000 BGN'000
Court and awarded receivables 5,516 4,308
Impairment of court receivables (2,518) (2,379)
Court and awarded receivables, net 998, 1,929
Taxes refundable 6,918 5,418
Loans granted to third parties 2,566 2,940
Prepayments 2,055 1,978
Receivables from NHIF 1,001 201
Receivables on deposits placed as guarantees 342 554
Amounts granted to investment intermediaries 101 440
Receivables from investment transactions 38 -
Financial assets at fair value through profit 316 314
Other 1,392 731
Total 17,727 14,505
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Part of the court and awarded receivables origimatmly in relation to sales to state hospitalgp&enent
schedules have been agreed or are in a procesgredénaent for most of them. For this reason, the
management of the Group made an assessment tlyed paktial impairment was necessary for the above

receivables.

The financial assets at fair value through prod by the Group, are classified as Level 1 inféirevalue

hierarchy(Note 2.14.2and consist of 210,958.41 shares in Raiffeiseng@d) trust fund.

Taxes refundablénclude: 31.12.2016 31.12.2015
BGN'000 BGN'000
Excise duties 3,597 2,692
VAT 2,353 1,839
Income tax 966 882
Local taxes and charges 2 5
Total 6,918 5,418
Prepaymentsnclude: 31.12.2016 31.12.2015
BGN'000 BGN'000
Insurance 825 777
Subscriptions 735 518
Rentals 114 44
Advertisements 48 52
Licence and patent fees 38 43
Vouchers 16 18
Other 279 526
Total 2,055 1,978

The loans granted to third parties, amounting td\BZ566 thousand (31 December 2015: BGN 2,940

thousand), are granted to six entities (2015: edgities) — counterparts for working capital. Tdrenual
interest agreed for these loans for 2016 was betwe® and 8% (2015: between 5.05% and 7%).

27. CASH AND CASH EQUIVALENTS

31.12.2016 31.12.2015
BGN'000 BGN'000
Cash at current bank accounts 17,353 23,773
Impairment of cash at current bank accoyNiste 12) 172) (6,438)
Short-term deposits 3,996 4,300
Cash in hand 1,138 1,393
Short-term blocked funds 24 86
Cash and cash equivalents presented in the consa@ied statement of
cash flows 22,339 23,114
Blocked cash under court cases and issued bankgjeas 200 372
Cash and cash equivalents presented in the consaied statement of
financial position 22,539 23,486
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The available cash and cash equivalents of the=ao®i mainly denominated in BGN, BYN and UAH (31
December 2015: in BGN, UAH and RSD).

The average level of the annual interest on curaenbunts in BGN and foreign currency is within the
range from 0.01% to 1% (2015: from 0.01% to 1%) #mat on deposit accounts in BGN and foreign
currency is mainly within the range from 0.3% t®d.{2015: from 0.3% to 17%).

The short-term blocked funds as at 31 December 28t®unting to BGN 24 thousand (31 December
2015: BGN 86 thousand), represent mainly blockedi$uunder performance guarantees.

28. EQUITY
Share capital
As at 31 December 2016, the registered share tapi&Bopharma AD amounts to BGN 134,798 thousand

distributed in 134,797,899 shares of nominal v&8&N 1 each.

Share capital net

Ordinary shares issued and fully paid Shares  of treasury shares
number BGN '000
Balance at 1 January 2015 126,670,847 113,905
Capital increase 2,797,899 2,798
Treasury shares (153,342) (521)
Treasury shares sold 1,350 5
Expense on treasury shares - (2
Balance at 31 December 2015 129,316,754 116,185
Balance at 1 January 2016 129,316,754 116,185
Treasury shares (554,158) (1,212)
Treasury shares sold 221,723 324
Expense on treasury shares - -
Balance at 31 December 2016 128,798,189 115,297

The shares of Sopharma AD are ordinary, non-cagh, nght of dividend and liquidation share and are
registered for trade in the Bulgarian Stock Excleandofia AD and Warsaw Stock Exchange.

In 2015 the share capital of Sopharma AD was irsgedy 2,797,899 new shares with nominal value of
BGN 1 each and issue value of BGN 4.14 equal tdaimeorice of 1 share of Sopharma AD in relation t
the merger of Bulgarian Rose Sevtopolis AD into I@yma AD (takeover). Exchange ratio was set for the
purpose, which was calculated on bases of thessetafair value of both companies.

Thetreasury sharesare 6,035,303 at the amount of BGN 19,501 thougahdecember 2015: 5,481,145
shares at the amount of BGN 18,613 thousand).
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As at 31 December 2016, the company has sharesbhdéis subsidiaries and associates, as follows:
e by Unipharm AD — 151,166 shares (31 December 209%;166 shares);
* by Medica AD — none (31 December 2015: 27,573 share
* by Sopharma Trading AD — none (31 December 2013:14Bshares).

Statutory reservest the amount of BGN 47,841 thousand (31 Deceribéb: BGN 45,256 thousand)
have been set aside from allocation of profit af frarent company and included all amounts for the
Reserve Fund.

The revaluation reserve— for property, plant and equipmentamounting to BGN 32,277 thousand
(31 December 2015: BGN 23,445 thousand), has beeasse from excess of the carrying amount of
property, plant and equipment of the Group comaanir their fair values at the dates of the rebgec
regular revaluation. The effect of deferred taxeghe revaluation reserve is stated directly throather
components of comprehensive income for the year.

The available-for-sale financial assets resefrvamounting to BGN 2,808 thousand — a positive régu
(31 December 2015: BGN 1,330 thousand — a positouge), has been set aside from the effects of
subsequent measurement of available-for-sale imegrgs to fair value (including the consolidatedrett

the change in this reserve in associates on th&iation under the equity method).

The translation of foreign operations reseryeamounting to BGN 717 thousand — a negative figure
(31 December 2015: BGN 2,563 thousand — a negdiiee), has been set aside from exchange
differences arising as a result of translatiorhef¢urrency in the financial statements of foreigmpanies

to the presentation currency of the Group.

The retained earnings reservéncludes the component 'other reserves', whichtaiom the amounts
distributed from profits of the Group companies gyated in prior years, as well as the component
‘accumulated profits and losses'.

Retained earnings amounting to BGN 259,984 thousand at 31 Decem(@3dr December 2015:
BGN 222,238 thousand), include also the recognammimulated actuarial loss at the amount of BGN
1,729 thousand (31 December 2015: BGN 1,601 thal)satated upon remeasurements of defined benefit
pension plans in relation with the amendment to 18&mployee Benefits.

Net earnings per shal

201¢ 201t
Weighted average number of shares 129,056,144 129,156,964
Net profit for the yearattributable to the equity holders of the
50,638 21,314
parent (BGN’'000)
Net earnings per share (BC 0.39 0.17
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29. LONG-TERM BANK LOANS

Maturity 31.12.2016 31.12.2015
Contracted Non-current Current Non-current Current
loan amount portion portion Total portion portion Total
‘000 BGN'000 BGN'000 BGN'000 BGN'000 BGN'000 BGNI'00

Credit lines and working capital loans
BGN 4,250 16.04.2023 1,094 209 1,303 1,304 210 1,514
EUR 1,452 31.12.2017 510 510 488 578 1,066
EUR 450 31.12.2017 - 162 162 162 173 335
BGN 120 25.08.2020 64 24 88 88 24 112
EUR 590 31.08.2021 70 70 - -
EUR 2,050 17.06.2018 - 4,052 - 4,052
EUR 2,505 31.10.2016 - - 4,946 4,946
BYN 100 25.03.2016 - - 92 92
EUR 689 04.01.2016 - - 72 72
BYN 30 12.02.2016 - - - - 10 10
BYN 50 25.03.2016 - - - - 49 49
Investment-purpose loans
EUR 32,000 15.04.2021 23,844 7,185 31,029 30,819 7,380 38,199
EUR 2,000 30.06.2018 489 975 1,464 1,467 974 2,441
EUR 479 25.10.2018 220 276 496 496 276 772
EUR 172 28.02.2021 213 67 280 - -
Total 25,924 9,478 35,402 38,876 14,784 53,660

The Group has gradually established a policy faruah re-negotiation of the terms and conditions of
initially agreed long-term credit lines, includimgaturity terms. Starting from the date of re-neafaiin,
the extended credit lines are presented as shartiank loangNote 34).

Part of the agreed long-term loans in 2015 arenuobided in the liabilities of the Group as at 3@dember
2016 due to the loss of control over two of itssdiaries.

The bank loans obtained in Euro are contracted lynah interest rate, determined on the basis of
EURIBOR plus a mark-up of up to 4.9%, or fixed @94, or BELIBOR of up to 2%; for loans in BGN —
interest is based on SOFIBOR plus a mark-up obup%% (2015: in EUR — EURIBOR plus a mark-up of
up to 4.9%, or fixed to 12.5%, or BELIBOR of up2%o; for loans in BGN — SOFIBOR plus a mark-up of
up to 3.5%; and for loans in BYN — up to 36% fixeld)ans are intended for providing working capital.
Investment-purpose loans are intended for purcbsngible fixed assets and expanding of actisitie
The following collateral has been established woéa of the creditor banks:
* Real estate mortgagédote 16);
» Special pledges on:
- machinery and equipme(itiote 16);
- inventories(Note 23);
- trade receivable@Note 24).
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30. DEFERRED TAX ASSETS AND LIABILITIES

The total change ideferred tax assets and liabilitiesf the Group for the respective financial yeaass
follows:

2016 2015
BGN '000 BGN '000

Balance at 1 January (4,236) (2,879)

including: Deferred tax assets 3,716 3,849

including: Deferred tax liabilities (7,952) (5,728)

Acquired on purchase of a subsidiary (2,059)
(1,483)

Recognised in profit or loss for the year 525

g p y (1,813) (525)

Recognised in other comprehensive income 4
(1,504)

Derecognised on disposal of a subsidiary 160 -

Recognised in the statement of changes in equaytlacurrent tax 24 67

return

Translation to presentation currency reserve (98) 156

Balance at 31 December (4,236)
(8,950)

including: Deferred tax assets 2,802 3,716

including: Deferred tax liabilities (11,752) (7,952)

On recognising deferred tax assets, the probalolity reversal of the individual differences ane th
abilities of the Group companies to generate gdeffictaxable profit in the future, have been tak#o
accouni(Note 2.27).
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The change in the balancedsferred tax assets/(liabilitiespr 2016 by items of temporary differences isa@lkvs:

Deferred tax assets (by temporary
differences)

Intangible assets
Available-for-sale investments

Inventories

Trade receivables

Cash

Retirement benefit obligations

Other current liabilities

Property, plant and equipment

Intangible assets acquired in
business combinations

Balance at 1 Acquired on Recognised Recognised in Derecognised Recognised Translation to Balance at 31
January 2015 purchase of in profit or other on disposal of a in the presentation December 2016
a subsidiary loss for the comprehensive subsidiary statement of currency
year income changes in reserve
equity and
the current
tax return
Assets/(Liabilities) Assets/(Liabilities)
BGN '000 BGN '000 BGN '000 BGN '000 BGN '000 BGN'0 BGN '000 BGN '000
(88) - (110.00) - - - 79 (119)
58 - - - - - - 58
2,960 - (860) - - - (22) 2,079
1,928 - (702) - - - 1) 1,225
17 - - - - - - 17
891 2 39 - 3) 4) (55) 870
516 - 1 - @) - (23) 533
(8,494) 14) (427) (1,504) 117 (21) (35) (10,336)
(2,024) (1,471) 246 - 53 7 (88) (3,277)
(4,236) (1,483) (1,813) (1,504) 160 24 (98) (8,950)
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The change in the balanceds#ferred tax assets/(liabilitiespr 2015 by items of temporary differences isalkvs:

Deferred tax assets (by temporary
differences)

Intangible assets
Available-for-sale investments

Inventories

Trade receivables

Cash

Retirement benefit obligations

Other current liabilities

Property, plant and equipment

Intangible assets acquired in
business combinations

This is a translation from Bulgarian of the consglalied financial statements of Sopharma Group far 2816.

Balance at 1 Acquired on Recognised Recognised Translation to Balance at 31
January 2014 purchase of in profit or on disposal of a in the presentation December 2015
a subsidiary loss for the comprehensive statement of currency
year changes in reserve
equity and
the current
tax return
Assets/(Liabilities) Assets/(Liabilities)
BGN '000 BGN '000 BGN '000 BGN'0 BGN '000 BGN '000
171 - (249) - (10) (88)
100 - (33) - 9) 58
4,162 7 (2,209) - - 2,960
1,100 2 826 - - 1,928
- - 17 - - 17
693 21 197 - (24) 891
375 87 82 (28) 516
(7,495) (632) (473) 67 39 (8,494)
(985) (1,544) 317 - 188 (2,024)
(1,879) (2,059) (525) 67 156 (4,236)
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31. RETIREMENT BENEFIT OBLIGATIONS

The long-term employee benefits as at 31 Decennichrde:

31.12.2016 31.12.2015

BGN '000 BGN '000

Long-term retirement benefit obligations 4,314 4,022
Long-term benefit obligations for tantieme 225 177
Total 4,539 4,199

Long-term retirement benefit obligations

The long-term payables to personnel include thegmievalue of the obligation of the Group companies
operating mainly inBulgaria and Ukraine (Serbia up to 31.12.201%) pay indemnities to the hired
personnel at the date of the statement of finamwaltion on coming of age for retirement. In adeorce
with the Labour Code iBulgaria each employee is entitled to indemnity on retinetvat the amount of
two gross monthly salaries, and if he or she hakeebfor at least the last 10 years of the serpm@od

for the same employer — six gross monthly salaidke time of retiremerfiNote 2.23)

Employer's obligations to personnel on retirementltie companies abroad are as follows:

» Ukraine - the employer is obliged to pay between BGN 7 B&IN 14 depending on the length of
service as well as a social pension, which the emyp@ccrues after employees' retirement due to
specific work conditions;

» Latvia and Belarus- the employer does not have a legal obligatigretgsonnel upon retirement;

» Kazakhstan— according to the Kazakhstan legislation, the leygs does not have a legal
obligation to personnel upon retirement.

» Serbia— the employer is obliged to pay 3 average saarie

For the purpose of establishing the amount of tleddiggations to personnel, the Group companies have
assigned an actuarial valuation by using the sesvif a certified actuary.
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The movements in the present value of retirememefiteobligations to personnel are as follows:

2016 2015

BGN '000 BGN '000

Present value of the obligation at 1 January 4,02z 3,57¢

Effect from acquisition of subsidiaries - 154

(14)

Effect from disposal of subsidiaries -
Current service cost for the year 543 463
Interest cost for the year 161 19¢
Net actuarial loss recognised for the period - 17
Past service cost in relation to staff curtailment - (14)
Payments made in the year (490) (553)
Effect of restatement (36) (133)
Remeasurement gains or losses for the year, imgudi 12¢€ 317
Actuarial losses arising from changes in finan@asumptior 88 346
Actuarial losses arising from changes in demogrejassumptions 5 25¢&
Actuarial losses arising from experience adjustrs 35 (287)
Present value of the obligations at 31 December 4,314 4,02z

The amounts of long-term retirement benefits ofspenel accrued in the consolidated statement of
comprehensive income are as follows:

2016 2015

BGN '000 BGN '000
Current service cost 543 463
Interest cost 161 196
Net actuarial loss recognised for the period - 17
Past service cost in relation to staff curtailment - (14)
Components of defined benefit plan costs recogniséd profit or
loss(Note 7) 704 662
Remeasurement gains or losses on the retiremeefibebligations,
including: -
Actuarial losses arising from changes in finanassumptions 88 346
Actuarial losses arising from changes in demograsisumptior 5 258
Actuarial losses arising from experience adjustre 35 (287)
Components of defined benefit plans cost recogniséd other 128
comprehensive incomégNote 15) 317
Total 832 979
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The following actuarial assumptions were used ficuating the present value of the liabilities fbe
companies in Bulgaria as at 31 December 2016:

The discount factor is calculated by using 2.5%uahinterest rate as basis. (2015: 2.8 %). The
assumption is based on yield data for long-termeguwent securities with 10-year maturity;

The assumption for the future level of the salareebased on the information provided by the
Company's management and amounts to 5% annuallgomatpared to the prior reporting period
(2015: 5%);

Mortality rate — in accordance with the table oe tiotal mortality rate of the population in
Bulgaria, issued by the National Statistics Insitior the period 2013 — 2015 (2015: 2012 - 2014);
Staff turnover rate — from 0 % to 20% for the fiage groups formed (2015: between 0% and
20%).

This defined benefit plan exposes the Group congzato the following risks: investment risk, intdres
risk, longevity risk and salary growth related riskie management of the parent defines them asafsl|

investment risk — as far as this is unfunded ptlae,Group companies should monitor and balance
currently the forthcoming payments under it witle #nsuring of sufficient cash resources. The
historical experience and the liability structudeow that the annual resource required is not
material compared to the commonly maintained liquittls;

interest risk — any increase in the yield of goweent securities with similar term will increase the
plan liability;

longevity risk — the present value of the retiretimmefit liability is calculated by reference ket
best estimate and updated information about thdatitgrof plan participants. An increase in life
expectancy would result in a possible increaséénliability. A relative stability of this indicato
has been observed in the recent years; and

salary growth related risk — the present valuehef ietirement benefit liability is calculated by
reference to the best estimate of the future imerdéa plan participants' salaries. Such an increase
would increase the plan liability.

The sensitivity analysis of the main actuarial agsiions is based on the reasonably possible chasfges
these assumptions at the end of the reporting ghegigsuming that all other assumptions are heldtanh

The effects of the change (increase or decreasé@pbwf salary growth, discount rate and staff tuaro
rate on the amount of the stated current servis¢ @od interest cost for 2017 and respectivelythen
present value of the obligation for payment of idedi retirement benefits, are assessed as follows:
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Effects of changes in the basic assumptions oartt@int of stated expenses for 2016:

Increase Decreas!

BGN '000 BGN '000

Change in salary growth 53 47
Change in discount rate 1y 11
Change in staff turnover rate (40) 44

Effects of changes in the basic assumptions oartimint of the stated liability as at 31 Decembet&®0

Increase Decreas

BGN '000 BGN '000

Change in salary growth 52 (45)
Change in discount rate (7) 10
Change in staff turnover rate (38) 42

The weighted average duration of the defined benbfigation to personnel is from 4 to 15 years.
The expected indemnity payments upon retiremenewutite defined benefit plan for the following five
years are as follows:

Forecasted payments Old age and lengthof Disability Total
service retirement retirement

BGN '000 BGN '000 BGN '000

Payments in 2017 691 18 709
Payments in 2018 328 16 344
Payments in 2019 388 16 404
Payments in 2020 439 16 455
Payments in 2021 370 16 386
2,216 82 2,298

Long-term benefit obligations for tantieme

As at 31 December 2016, the long-term benefit altiligps to personnel include also the amount of BGN
225 thousand (31 December 2015: BGN 177 thousamgjesenting a payable to personnel related to
tantieme payment for a period of more than 12 nme#athntil 2019 (2015: until 2018).

32. FINANCE LEASE LIABILITIES
As at 31 December, the finance lease liabilitiee ander revocable contracts for motor vehicles
acquisition. They are presented net of the futoterést due and are as follows:

Term 31.12.2016 31.12.2015
BGN'000 BGN'000
Up to one yea(Note 40) 1,104 1,068
Over one year 2,582 1,957
Total 3,686 3,025
104
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The minimum lease payments under finance leaséu@s follows:

Term 31.12.2016 31.12.2015
BGN'000 BGN'000

Up to one year 1,254 1,226
From one to three years 2,711 2,143
3,965 3,369

Future finance costs under finance leases (279) (344)
Total 3,686 3,025

The lease payments due within the next 12 monthgrasented in the consolidated statement of finnc
position as 'other current liabilitig®ote 40).

33. GOVERNMENT GRANTS
The government grants to Group companies as ae8&mber include:

31.12.2016 31.12.2015

BGN'000 BGN'000

Government grants, non-current portion 9,011 9,343
Government grants, current porti@vote 40) 1,224 1,376
Total 10,235 10,719

The government grants received as at 31 Decembdo dne following Group companies:

31.12.2016 31.12.2015
BGN'000 BGN'000
Sopharma AD 6,365 6,868
Biopharm Engineering AD 2,093 2,604
Unipharm AD 879 1,238
Veta Pharma AD 769 -
Medica AD 129 -
Sopharma Trading AD - 9
Total 10,235 10,719

The government grants are received under Europgeama@onal Programmes mainly in relation to the
acquisition of machinery and equipménNbtes 16 and 41).

The current portion of the grants, amounting to BGR24 thousand (31 December 2015: BGN 1,376
thousand), will be recognised as current incomer akie following 12 months from the date of the

consolidated statement of financial position angresented as 'other current liabiliti@gbte 40).
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34. SHORT-TERM BANK LOANS
Theshort-term bank loan®f the Group as at 31 December are as follows:

Currency Contracted Maturity 31.12.2016 31.12.2015
amount
'000 BGN'000 BGN'000
Bank loans (overdrafts)
EUR 21,000 31.10.2017 30,425 28,003
EUR 20,000 31.10.2017 11,603 30,491
EUR 7,500 25.04.2017 10,743 10,742
BGN 10,000 31.01.2017 10,001 10,001
EUR 5,000 25.04.2017 9,757 9,757
BGN 20,000 21.04.2017 9,242 -
EUR 10,000 20.03.2017 6,827 2,193
EUR 3,000 25.04.2017 5,862 5,861
EUR 7,000 13.02.2017 5,299 11,184
EUR 2,500 14.09.2017 4,824 976
EUR 3,500 02.09.2017 4,698 5,744
UAH 59,000 31.12.2017 4,060 -
EUR 2,050 31.10.2017 3,712 3,904
EUR 3,090 29.09.2017 2,949 -
EUR 6,000 15.02.2017 2,056 -
BYN 1,528 29.05.2017 1,458 -
BYN 500 21.10.2018 477 -
BYN 350 19.03.2017 314 -
BYN 150 22.02.2017 66 -
BYN 14 31.01.2017 13 -
EUR 10,000 31.01.2016 - 19,553
BGN 5,000 15.08.2017 - 9,787
BGN 293 30.04.2016 180
BGN 500 20.09.2016 70
EUR 5,000 15.08.2016 - 4
124,386 148,450
Credit lines

EUR 8,434 31.01.2017 15,908 15,872
BGN 10,000 31.01.2017 10,000 9,978
BGN 18,000 30.10.2016 8,005 10,006
EUR 5,000 31.08.2017 2,613 6,479
EUR 3,000 01.11.2019 5,913 -
EUR 2,600 28.05.2019 3,052 -
BGN 1,000 20.12.2018 680 -
BYN 300 30.01.2018 285 -
46,456 42,335

Total 170,842 190,785
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The bank loans obtained in Euro are contracted lynain interest rate, determined on the basis of
EURIBOR plus a mark-up of up to 3%, or fixed to52%, or EONIA plus a mark-up of up to 2.1%; for
loans in BGN — interest is based on SOFIBOR plusask-up of up to 3.26%; for loans in BYN — fixed
rate of 36.8%; and for loans in UAH — fixed rateléf5% (2015: in EUR — EURIBOR plus a mark-up of
up to 3%, or fixed to 25.5%, or EONIA plus a magk-ef 2.1%; for loans in BGN — SOFIBOR plus a
mark-up of up to 3.26%; for loans in USD — fixeteraf up to 10%; and for loans in BYN — fixed rafe
27%). Loans are intended for providing working ¢alpi

The following special pledges have been establisteedollateral for the above loans in favour of the
creditor banks:

- machinery and equipme(iote 16);

- raw materials, consumables and finished prodiMdse 23);

- trade receivable@Note 24).

As at 31 December 2016, there are special pledgeseceivables from related parties, subject to

consolidation and eliminated for the purpose of ¢basolidated financial statements, at the amoftint o

BGN 18,229 thousand (31 December 2015: BGN 18,8@9d9and), established as collateral under received
by the Group bank loans and issued bank guarafitesss 29, 34 and 41).

35. TRADE PAYABLES

Trade payablesnclude: 31.12.2016 31.12.2015
BGN'000 BGN'000

Payables to suppliers 91,091 87,046
Advances from clients 962 394
Total 92,053 87,440

Thepayables to suppliersefer to: 31.12.2016 31.12.2015
BGN'000 BGN'000

Suppliers outside Bulgaria 22,123 63,786
Suppliers from Bulgaria 68,968 23,260
Total 91,091 87,046

The payables to suppliers are regular, interest-émed refer to supplies of materials, goods andces.
The average credit period, for which usually neliest is charged on trade payables, is up to 138 da
The payables to suppliers are denominated in tl@mMiog currencies:

-in EUR —BGN 47,119 thousand (31 December 2019\B®,456 thousand);

-in BGN — BGN 22,600 thousand (31 December 206N 3,688 thousand);

-in USD — BGN 2,274 thousand (31 December 2019\BI(®24 thousand);

-in BYN — BGN 18,866 thousand (31 December 2016NB20,197 thousand);

- in other currency — BGN 232 thousand (31 Decer2bab: BGN 1,681 thousand).
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36. PAYABLES TO RELATED PARTIES
Thepayables to related partiggfer to:

31.12.2016 31.12.2015
BGN'000 BGN'000
Payables to subsidiaries and associates 292 151
Payables to companies related through key managirgpnnel 240 1,702
Payables to main shareholding companies 25 102
Payables to companies related through a main shldegh 9 411
Total 566 2,366
The payables to related parties by type are aofed:
31.12.2016 31.12.2015
BGN'000 BGN'000
Payables on supply of goods and materials 331 2,348
Supply of services 235 -
Other - 18
Total 566 2,366

The payables to related parties are regular, devaigd in BGN, interest-free and are not additignall
secured through a special pledge or guaranteesb@tbup.

37. FACTORING AGREEMENT LIABILITIES

The Group entered into a factoring agreement wiinancial institution (Factor), dated 19 Janua®l @,
and Factor 2, dated 16 Mrch 2016 for transfer oifstarg non-callable receivables from clients.

The Factor is entitled to recourse for all amoyrd®l in advance regardless of whether they areidiect
not in the approved credit limit. The approved dréighit is BGN 20,000 thousand. The transferred
invoices are paid in advance up to 90% (ninetycgat) of their amount with VAT included.

The interest for the amounts paid in advance iSSIMFIBOR + 1.80% on an annual basis.

As of 31 Decmber the payable under the factorimgergent amounts to BGN 20,033 thousand.

Factor 2 has the right of recourse for all advanedgther or not included in the approved credititli
which varies according to sales to customers aiod gpproval by the bank.

The interest on the funds transferred shall bedteof refinancing of the National Bank of the Rielic of
Belarus plus 7% on an annual basis and shall déheld monthly at the end of each calendar montle. Th
contract was valid until December 15, 2016, andfa&l December 2016, the company has discharged all
its obligations in relation to it.

In 2016 total funding provided amounts to BGN 138, 8housandNote 2.18).
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38. PAYABLES TO PERSONNEL AND FOR SOCIAL SECURITY

Payables to personnel and for social secuiitiglude:

Payables to personnel, including:
current wages and salaries
tantieme
accruals on unused compensated leaves

Payables for social security/health insuranceptiolg:

current payables for social security contributions
accruals on unused compensated leaves
Total

39. TAX PAYABLES
Tax payablesnclude:

VAT

Taxes on expenses
Individual income taxes
Income taxes
Withholding taxes
Other

Total

31.12.2016 31.12.2015
BGN'000 BGN'000
8,264 7,310
3,675 3,342
2,895 2,486
1,694 1,482

1,829 1,584
1,588 1,375

209

10,093 8,894
31.12.2016 31.12.2015
BGN'000 BGN'000
4,493 4,976

544 513

458 427

385 378

5 5

64 69

5,949 6,368

By the date of issue of these consolidated findrstetements the following inspections and audits o
Group companies have been performed:

Company Full-scope tax VAT inspection Inspection under the social

audit security legislation
Sopharma AD 31.12.2011 30.11.2011 30.09.2013
Sopharma Trading AD 31.12.2011 31.12.2011 31.12.2004
Biopharm Engineering AD 31.12.2014 28.02.2015 30.04.2009
Momina Krepost AD 31.12.2005 31.10.2006 31.10.2006
Pharmalogistica AD 31.12.2005 31.03.2007 none
Sopharma Buildings REIT none 30.11.2016 none
Electroncommerce EOOD 31.12.2005 30.04.2006 none
Unipharm AD 31.12.2011 31.12.2011 31.08.2013
PAO Vitamini 31.12.2013 31.12.2013 01.04.2014
00O Sopharma Ukraine 31.12.2014 31.12.2013 31.03.2016
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SIA Briz 31.12.2010 28.02.2014 31.12.2014
SOOO Brititrade 31.12.2011 31.12.2011 31.12.2011
00O Tabina 31.12.2010 31.12.2010 31.12.2006
ODO Alean 28.02.2011 28.02.2011 28.02.2010
SOOO Brizpharm 31.12.2012 31.12.2012 none
ODO Vestpharm 30.04.2005 30.04.2005 31.03.2004
ODO BelAgroMed 28.02.2003 28.02.2003 30.05.2005
OO0 Vivaton Plus 29.02.2012 29.02.2012 29.02.2012
00O Med-dent 31.12.2010 31.12.2010 31.12.2007
BOOO SpetzApharmacia 31.03.2014 31.03.2014 31.12.2007
OOO Bellerophon 01.04.2010 01.04.2010 None
Medica AD 31.12.2002 31.01.2013 31.01.2016
OOO Mobil Line 31.03.2010 31.03.2010 31.03.2006
00O lvem & K 30.04.2008 30.04.2008 30.11.2007
OOO NPKF Ariens 31.12.2011 31.12.2011 31.12.2010
ODO Medjel 31.04.2013 30.04.2013 31.12.2012
Veta Pharma AD none 30.09.2016 30.06.2016
ODO SalusLine 31.10.2007 31.10.2007 31.03.2016

Tax audit of the companies in Bulgaria is performethin a 5-year period after the end of the yeaew

the tax return for the respective liability has mesibmitted. The tax audit confirms ultimately tlae
liability of the respective company — tax liablerpen except in the cases explicitly stated by ker.the
companies outside Bulgaria a tax audit is perforaedollows: in Ukraine, Latvia and Belarus — witfa
term of three years, in Poland, Kazakhstan andubitie — within a term of five years, and in Serbia
within a term of ten years.

The companies Phyto Palauzovo AD, OOO Farmacew, FI0DO Sopharma Kazakhstan, OOO Farmatea,
UAB TBS Pharma, OOO Galenapharm, OOO Danapharmh&@om@m Warsaw SP. Z.0.0. have not been
subject to full-scope tax audits, VAT audits anshiections under the social security regulations.

40. OTHER CURRENT LIABILITIES
Other current liabilitiesinclude: 31.12.2016 31.12.2015

BGN'000 BGN'000

Government grantéNote 33) 1,224 1,376
Finance lease liabilitie@Note 32) 1,104 1,068
Share purchase liabilities 860

Awarded amounts under litigations 343 359
Dividends payable 697 749
Trade loans received from third parties 360 570
Deductions from work salaries 183 178
Other 371 558
Total 5,142 4,858
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41. CONTINGENT LIABILITIES AND COMMITMENTS

Litigations

Sopharma AD

In relation to the amount of EUR 1,034 thousand NB&,022 thousand) awarded by the Court of
Arbitration in Paris, Sopharma AD initiated casesPbland against former members of the Management
Board of the convicted company for caused damagesian-performance of the obligations regarding the
bankruptcy of the said company. As at 31 DecembBé&62the cases are pending in the District Coult an
the Regional Court of Warsaw.

Issued and granted quarantees

Sopharma AD
The Company is a co-debtor under received banks|omsued bank guarantees and concluded lease
agreements as well as a guarantor before banksugpdiers of the following companies:

Maturity Currency Amount Debt status
Original 31.12.2016
Currency BGN'000 BGN'000
Sopharma Properties REIT 2024 EUR 22,619 44,240 28,818
Mineralcommerce AD 2017 — 2021 BGN 701 701 585

Total 29,403

The Company has provided the following collaterafavour of banks under loans received by related
parties:
(a) under loans of companies related through kegagament personnel:
Mortgages of real estate — none (31 December ZBESBt 1,119 thousandNote 16)
(b) under loans of third parties:
Special pledge on inventories — none (31 Decemb#s:2BGN 2,623 thousan@)ote 23)

Bank guarantees

Sopharma Trading AD

The bank guarantees issued for the Company aredares payments to suppliers of goods, for good
performance — ensuring future deliveries of phaeuntical and medicinal products to hospitals under
concluded contracts, customs office guaranteeseantr participation.
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The bank guarantees have been issued by:

31.12.2016 31.12.2015

BGN '000 BGN '000

Raiffeisenbank EAD 4,664 5,010
SG Expressbank AD 4,049 3,936
ING Bank N.V. 1,883 3,776
10,596 12,722

The collateral for issued bank guarantees is &awel
- Special pledge on goods in circulation at the arhotBGN 9,801 thousand (31 December 2015:
BGN 9,801 thousandNote 23).
- Special pledge on receivables from clients withaaryegng amount of BGN 2,347 thousand
(31 December 2015: BGN 2,347 thousa(idjte 24).
- As at 31 December 2016, there is no a special pledtablished on PPE (motor vehicles) (31
December 2015: BGN 2 thousar{tijote 16).

Unipharm AD
The following have been issued as at 31 Decemb&6:20ank guarantees at the amount of BGN 74
thousand within the loan agreement limit, a bankrgatee for arranging discounts under OrdinancdMo
for medicinal products to the NHIF at the amounBGN 10 thousand and a bank guarantee at the amount
of BGN 20 thousand secured in cash.
Under a contract for issuing multiple bank guarestelated 23 February 2012, special pledges hare be
established on Company's assets as follows:

- Pledge on current and future movables (materimished products, goods) with a carrying amount

of BGN 400 thousand;
- Pledge on current and future payment accounts apsite DSK Bank EAD.

Electroncommerce EOOD
The bank guarantees issued for the company amouBGN 74 thousand as at 31 December 2016 (31

December 2015: none).

Assets held under safe custody

Sopharma Trading AD
According to concluded pre-distribution contradise Company has received goods for safe custody
amounting to BGN 4,046 thousand as at 31 Deceniis €31 December 2015: BGN 2,892 thousand).
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Significant irrevocable agreements and commitments

Sopharma AD

The Company received three government grants u@gberational Programme "Development of the
Competitiveness of the Bulgarian Economy" 2007 +3Mote 33 and Note 40jelated to technological
renovation and modernisation of tablet productiacilities and implementation of innovative produicts
the ampoule production sectigNote 16).The Company undertook a commitment that for aogeaf 5
years after the completion of the respective ptejéiwey shall not be subject to significant modifions
affecting the essence and the terms and condit@reir execution or giving rise to unjustifie@rnefits

to the company, neither modifications resultingrra change in the nature of ownership over thetasse
acquired in relation to the grants. On non-comgkéamvith these requirements, the financing shall be
returned. At the date of preparation of the finahstatements, all contractual requirements weregbe
fulfilled.

Unipharm AD

The company is a beneficiary under three grantraotd for acquisition of assets. In accordance thi¢h
contractual provisions, the tangible and intangfbled assets, acquired with project funds, sheatdain
within the assets of the beneficiary and the reogivegion (Republic of Bulgaria) for a period of
minimum five years after execution of the totalestment. On non-compliance with these requirements,
the financing shall be returned. At the date ofppration of the financial statements, all contraktu
requirements were being fulfilled.

Biopharm Engineering AD
The company has assumed a commitment under agpamact with a term of five years after completion
of the project for acquisition of
(a) line for production of amino acid solution for pateral nutrition, which includes components for
inflation, filling and hermetisation in aseptic ém@nment, and
(b) clean rooms construction (omega profile ceilingspasation walls, doors, blocking devices,
lighting, air conditioning, etc.). The term commed on 27 April 2015 (the date on which the
project was ultimately approved by the financingtitution) and according to the contract the
project should not suffer significant changes mfigr to its nature, the conditions of its
performance or leading to unjustifiable benefitstiie company as well as changes resultant from
modification in the nature of ownership of infrasttural component or discontinuance of
production activities. On non-compliance with thesguirements, the financing shall be returned.
At the date of approval for issue of the finan@gtdtements, all contractual requirements were
being fulfilled.

Sopharma Trading AD

The company is a beneficiary under a governmenntgntract under Operational Programme
"Development of the Competitiveness of the Bulgarizconomy” for the project on Development and
Implementation of Information Security Managemewst8m Project in accordance with 1ISO 27001:2007
in the amount of BGN 82 thousar{tllote 33 and Note 40)

113
This is a translation from Bulgarian of the conslalied financial statements of Sopharma Group far $816.



SOPHARMA GROUP
CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDE D 31 DECEMBER 2016

42. SEGMENT REPORTING

The segment reporting in the Group is organisetherbasis of two basic business segments — 'prioduct
of pharmaceutical products' and 'distribution ofarphaceutical products (goods). The group ‘other'
includes mainly production and distribution of nomarmaceutical products.

Theitems of income, expenses and result of busineggrentsdetermined in the Group include:

Production of Distribution of Other Elimination Consolidated
pharmaceutical products pharmaceutical products
(goods)
201¢ 2015 201¢ 2015 201¢ 2015 201¢ 2015 201¢ 2015
BGN BGN

BGN'00C BGN'000 BGN'000 BGN '000 '000 ‘000 BGN'000 BGN '000 BGN '00( BGN '000

External sale 223,18: 244,91 628,07t 604,510  25,82¢  25,56: - - 877,08 874,984
Intersegmental sal 104,04: 105,75¢ 80 27 692 - (104,815) (105,785) - 0
Total revenue 327,22 350,66¢ 628,15t 604,537  26,51¢ 25,556  (104,815) (105,785)  877,08! 874,984
Segment result

(margin) 114,22¢ 125,58: 61,68¢ 49,385  12,98¢ 7,731 2,35¢ 67t 191,25: 183,373
Non-allocated operating income 9,48: (2,678)
Non-allocated operating expenses (155,783 (144,255)
Profit from operations 44,95: 36,440
Finance (costs)/income, net (5,707 (14,812)
Impairment of non-current assets (967, -
Gain (loss) on disposal of subsidiaries 14,86( 7,222
Gain (loss) from associates and joint ventures, net 8,97: (1,275)
Profit before income tax 62,10¢ 27,575
Income tax expense (7,207 (4,975)
Net profit for the year 54,90: 22,600
Attributable to share owners of the parent 50,63¢ 21,314
Non-controlling interests 4,26¢ 1,286

Theassets and liabilities of the business segmentdude:

Assets by business segn Production of Distribution of Other Total
pharmaceutical pharmaceutical products
products (goods)
201€ 2015 201¢€ 201¢ 201¢€ 2015 201¢ 2015

BGN'000 BGN '000 BGN '00C BGN '00C BGN'00C BGN '000 BGN '00C BGN '00C

Property, plant and equipment 160,02: 159,54( 44,76 43,02: 23,55: 22,33¢ 228,33t 224,89
Inventories 65,08: 82,12: 102,08: 75,00° 4,62¢ 6,001 171,79 163,12
Receivables from related parties 20,47¢ 42,52¢ 3,68¢ 5,38( 84¢ 36 25,01( 47,93¢
Trade receivables 26,707 26,99: 175,51 166,60- 13,36¢ 11,99¢ 215,58: 205,58¢
Cash and cash equivalents 12,15¢ 11,25( 8,107 10,09: 2,07¢ 1,767 22,33¢ 23,11«
Segment assets 284,44: 322,42t 334,14« 300,10¢ 44,47( 42,13 663,05¢ 664,66¢
Non-allocated assets 196,16! 170,95¢
Total assets 859,22: 835,62
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Production of Distribution of Other Total
Liabilities by business segm pharmaceutical pharmaceutical products
products (goods)
201€ 2015 201¢€ 201¢ 201¢€ 2015 201¢ 2015

BGN'000 BGN '000 BGN '00C BGN'00C BGN'00C BGN'00C BGN'00C BGN '00C

Payables to personnel and for social

security 2,08( 1,87¢ 3,19¢ 2,747 35¢ 324 5,63: 4,94:
Trade payables 7,41z 11,04 80,60: 75,33¢ 4,03¢ 1,06% 92,05! 87,44(
Payables to related parties 38C 1,257 151 1,10: 35 11 56€ 2,36¢€
Bank loans 83,901 110,66: 122,34: 133,78: - - 206,24 244,44!
Segment liabilities 93,77 124,83: 206,29: 212,96: 4,42¢ 1,40( 304,49t 339,19
Non-allocated liabilities 63,50: 38,79¢
Total liabilities 367,99t 377,98

The capital expenditures, depreciation/amortisatiomnd non-monetary expenses other than
depreciation/amortisation by business segniecitide:

Production of Distribution of Other Total
pharmaceutical pharmaceutical
products products (goods)
201¢ 2015 201¢ 2015 201¢ 2015 201¢ 2015

BGN'00C BGN'00C BGN'00C BGN'00C BGN'00C BGN'00C BGN'00C BGN '00C

Capital expenditures 5,553 10,228 12,235 9,418 530 697 18,318 20,343
Depreciation and amortisation 13,968 13,322 8,701 6,239 1,432 865 24,101 20,426

Non-monetary expenses, other than

o o 1,224 3,677 1,004 (2,478) 7 - 2,235 1,199
depreciation and amortisation

The distribution of Group revenuny type and by geographic aréaas follows:

Bulgaria Europe Other countries Total
201¢ 201¢ 201¢€ 201¢ 201¢ 2015 201¢ 2015
BGN '00C BGN '00C BGN '00C BGN '00C BGN '00C BGN '00CBGN '00C BGN '00C
Sales of finished products 96,59( 86,11! 113,052 140,88 22,07: 19,86¢ 231,71 246,86
Sales of goods 541,04( 531,31t 104,168 96,57! 162 23z  645,37: 628,12!
637,63( 617,42 217,22 237,45! 22,23t 20,09¢ 877,08t 874,98
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The carrying amount as at 31 December of Group'scnaent assets other than financial instrum
distributed by geographic are& as follows:

Bulgaria Europe Other countries Total
201¢€ 2015 201¢€ 2015 201¢ 2015 201¢€ 2015
BGN'00C BGN'00C BGN'00C BGN'000 BGN'00C BGN'00C BGN'00C BGN '000

Property, plant and equipment 302,10: 293,74 19,00¢ 21,027 104 23t 321,21t 315,00!
Intangible assets 21,78¢ 15,30¢ 12,77¢ 8,76% 3¢ 56 34,60: 24,127
Goodwill 6,93¢ 6,83( 2,94¢ 4,54% - - 9,88t 11,37¢
Investment property 9,48t 9,36% - 1,19¢ - - 9,48: 10,56:

340,30° 325,24; 34,73« 35,53¢ 14z 291 375,18« 361,06¢

The total revenue from transaction with the largéients of the Group and the respective businegsent
is as follows:

201¢ % 201¢ %
BGN '000 BGN '000
Client 1 163, 194 18% 152,621 17%

Client 1 is an association of a group of entergrigh similar business characteristics, which gane
principal is the Bulgarian state.

43. FINANCIAL RISK MANAGEMENT

In the ordinary course of business, the Group carexposed to a variety of financial risks the most
important of which are market risk (including cureg risk, risk of a change in the fair value anater
risk), credit risk, liquidity risk and risk of intest-bearing cash flows.

The general risk management is focused on thecdiffi to forecast the financial markets and to ecéi
minimizing the potential negative effects that nigffect the financial results and position of Geoup.

The financial risks are currently identified, meagsland monitored through various control mechasism
order to establish adequate prices for the finighrdiucts and services of the Group companies laad t
borrowed thereby capital, as well as to assessuadielyy the market circumstance of its investments a
the forms for maintenance of free liquid funds tigib preventing undue risk concentrations.

Risk management is currently performed by the mamant of the parent company and respectively, the
managing bodies of the subsidiaries, in line whig policy defined by the Board of Directors of pgaent.

The Board of Directors has approved the basic jplies of general financial risk management, on the
basis of which specific procedures have been éstegdal for management of the separate specific tgpes
risk such as currency, price, interest, credit #igdidity risk and the risk of use of non-derivadiv
instruments.
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The structure of financial assets and liabiliteas follows:

31.12.2016 31.12.2015
BGN '000 BGN '000
Financial assets 276,657 292,729
Loans and receivables, including: 270,620 284,991
Receivables and loans
(Notes 21, 22, 24, 25 and 26) 248,281 261,877
Cash and cash equivalents
(Note 27) 22,339 23,114
Available-for-sale financial assets 5,721 7,424
Available-for-sale investments
(Note 20) 5,721 7,424
Financial assets at fair value through profit(Note 26)
316 314
Financial liabilities 324,251 339,389
Financial liabilities at amortised cost 324,251 339,389
Short-term and long-term bank loans
(Notes 29 and 34) 206,244 244,445
Other loans and liabilities
(Notes 32, 33, 35, 36 and 40) 97,974 94,944
Payables under factoring agreement (Note 37) 20,033 -

Foreign currency risk

The Group companies perform their operations witiva exchange with foreign suppliers and cliems a
therefore, they are exposed to currency risk.

The Group through the companies in Belarus and ib&raarries out business in these countries and,
therefore, has significant exposure in BYN and UAHe currency risk is related with the adversetitga

of the exchange rate of these currencies against BGuture business transactions as to the resegni
assets and liabilities denominated in foreign awyeand as to the net investments in foreign comegsan
The rest of the companies abroad perform saleslynaitthe local markets, which leads to currensk tio
their currencies as well — Serbian Dinar (RSD),igholloty (PLN), Lithuanian Lit (LTL), US Dollar
(USD), British Pound (GBP) and Kazakhstani TengéTK

There are forward contracts regarding the dealsazakhstani Tenge.

Most operations of the Group companies are usukdhominated in BGN and the fact that the BGN is
fixed to the EUR reduces the potential currencytiiitly for the companies of the Group.

To control foreign currency risk, there is an impénted system in the whole Group for planning irhpor
supplies, sales in foreign currency as well as gutapes for daily monitoring of US dollar exchangées
and control on pending payments. The exposuresrafsa all subsidiaries in Bulgaria to foreign cuncg
risk are insignificant because almost all salesparéormed to the local market in Bulgarian Lev&(i).
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The import of goods is performed mainly in Euro @UThe loans denominated in a foreign currency
have been granted mainly in EUR.

The assets and liabilities of the Group denominateBGN and presented by a foreign currency are as
follows:

in other
31 December 2016 ¢ BGN in EUR in BYN in UAH in USD  currency Total
BGN BGN BGN BGN BGN BGN BGN
'000 '000 '000 '000 '000 '000 '000
Available-for-sale financial
assets 3,584 1,796 - - 341 - 5,721
Financial assets at fair value
through profit 316 - - - - - 316
Loans and receivables,
including: 199,432 44,006 14,250 4,832 5,343 2,757 270,620
Receivables and loans 183,632 41,750 12,424 3,365 5,086 2,024 248,281
Cash and cash equivalents 15,800 2,256 1,826 1,467 257 733 22,339
Total financial assets 203,332 45,802 14,250 4,832 5,684 2,757 275,656
Short-term and long-term
bank loans 39,319 160,252 2,613 4,060 - - 206,244
Other loans and liabilities 46,809 47,639 19,646 148 3,492 273 118,007
Total financial liabilities 86,128 207,891 22,259 4,208 3,492 273 324,251
in other
31 December 2015 ¢ BGN in EUR in BYR in UAH in USD  currency Total
BGN BGN BGN BGN BGN BGN BGN
‘000 ‘000 ‘000 ‘000 ‘000 ‘000 ‘000
Available-for-sale financial
assets 5,529 1,553 - - 342 - 7,424
Financial assets at fair value
through profit 314 - - - - - 314
Loans and receivables,
including: 185,120 66,247 11,759 7,471 6,214 8,180 284,991
Receivables and loans 170,093 64,738 10,753 5,784 4,805 5,704 261,877
Cash and cash equivalents 15,027 1,509 1,006 1,687 1,409 2,476 23,114
Total financial assets 190,963 67,800 11,759 7,471 6,556 8,180 292,729
Short-term and long-term
bank loans 67,933 167,293 9,148 - - 71 244,445
Other loans and liabilities 27,673 40,227 20,945 272 4,024 1,803 94,944
Total financial liabilities 95,606 207,520 30,093 272 4,024 1,874 339,389
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Foreign currency sensitivity analysis

The foreign currency sensitivity of the Group expes is mainly related with the Ukrainian Hryvnia
(UAH) and the Belarusian Ruble (BYN). With regaadthe other currencies in which the Group operates
or in which other companies of the Group operagzl{ian Dinar, Polish Zloty, US Dollar and Kazakimsta
Tenge) the foreign currency risk of the Group mitied, because their exposures in these curreacees
relatively small and are more easily regulatedhgyrhanaging bodies of the respective subsidiaries.

The effect of foreign currency sensitivity to 10iPGrease/decrease in current exchange rates of ®GN
Belarusian Ruble (BYR), Ukrainian Hryvnia (UAH), Ullar (USD) and in general to the other foreign
currency exposures, based on the structure ofgior@irrency assets and liabilities at 31 Decembérom

the assumption that the influence of all other alalgs is ignored, has been measured and presented a
impact on the post-tax consolidated financial resntl on the equity of the Group.

2016 2015
BYR UAH usD BYR UAH uUsD

BGN BGN BGN BGN BGN BGN

'000 '000 '000 '000 '000 '000
Financial result (721) 56 197 (1,650) 648 214
Retained earnings (721) 56 197 (1,650) 648 214

In case of 10% increase in the exchange rate @rBghn Ruble to the Bulgarian Lev, the ultimatpait

on the (post-tax) profit of the Group for 2016 weble a decrease by BGN 721 thousand (1.31%), while
for 2015 it would be an increase by BGN 1,650 tlamals(7.3%). The effect in terms of value on Group's
equity — through the component 'retained earningsould be the same. The Group analyses the cyrrenc
exposure in this currency and undertakes timelysoness to reduce its effects on the results of ttoeis

In case of 10% increase in the exchange rate ohibilan Hryvnia to the Bulgarian Lev, the ultimate
impact on the (post-tax) profit of the Group forlBOwould be an increase by BGN 56 thousand (0.1%),
while for 2015 it would be an increase by BGN 6#8usand (2.9%). The effect in terms of value on
Group's equity — through the component 'retainediegs' — would be the same.

In case of 10% increase in the exchange rate of WSBGN, the final effect on post-tax profit of the
Company for 2016 would be an increase by BGN 1#&nghnd (0.36%), while for 2015 it would be an
increase by BGN 214 thousand (0.9%). The effecteims of value on Group's equity — through the
component 'retained earnings' — would be the same.

Respectively, on 10% decrease in the exchangeobhtéd8H, BYR and USD to BGN, the ultimate impact
on the (post-tax) profit of the Group would be daural reciprocal of the stated above.

'‘Other currencies' include mainly: BGN 2,043 trangin PLN net financial assets, BGN 2,530 thodsan
in RSD net financial assets (2015: BGN 2,930 thodsa PLN net financial assets, BGN 2,530 thousand
in RSD net financial assets).
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The impact of the remaining currencies (other t@nUkrainian Hryvnia, Belarusian Ruble, USD, Euro
for 2016) on Group's (post-tax) profit in case 0%dincrease in their exchange rates to the Bulgdrés
is as follows:

2016 2015
PLN RSD PLN RSD
BGN '000 BGN '000
Financial result 165 - 237 215
Retained earnings 165 - 237 215

Respectively, on 10% decrease in the exchangeahtke Polish Zloty and Serbian Dinar to the Bulga
Lev, the ultimate impact on the (post-tax) profitttee Group would be equal and reciprocal of tlatest
above.

The effect on equity is of the same amount and dlirection of a decrease and reflects in the corapon
'retained earnings'.

Group's management is of the opinion that the ptedeabove currency sensitivity analysis basechen t
balance sheet structure of foreign currency denatathassets and liabilities is representativeiferusual
currency sensitivity of the Group for the reportiresr.

Price risk
The Group companies are exposed to price riskvantories based on three main factors:

(a) a possible increase of purchase prices of raw raend consumables, since a significant portion
of the raw materials used are imported and thesessmt a significant share of production costs;

(b) a possible increase in supplier prices of goodd; an

(c) the growing competition on the Bulgarian pharmaicalt market, affecting the prices of
pharmaceuticals.

For the purpose of mitigating this influence, thanagement of the Group applies a strategy aimed at
optimisation of production costs, validation ofeaftative suppliers that offer beneficial commercial
conditions, expanding product range by means of geweric products development and last but not,leas
adoption of a flexible marketing and price poliByice policy is a function of three main factorstructure

of expenses, prices of competitors and purchasipgaity of customers.

The Group is exposed to a significant price ridoakith regard to the shares held thereby, clask#is
available-for-sale investments, mostly through gagent company. For this purpose, the management
monitors and analyses all changes in security nisuked also uses consulting services of one offnibst
authoritative in the country investments intermadi In addition, at this stage, the managemestdiaen

a decision for a reduction in its operations orclstmarkets, retaining of the purchased sharesofugdr
periods with current monitoring of the reportedtbg respective issuer financial and business iholisas
well as the development of the operations in therenment of crisis.
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Credit risk

Credit risk is the risk that any of the Group'sits will fail to discharge in full and within theormally
envisaged terms the amounts due under trade rébtesvarhe latter are presented in the consolidated
statement of financial position at net value affeducting the impairment related to doubtful and ba
debts. Such impairment is made where and when ®vhave existed identifying loss due to
uncollectability as per previous experience.

In the years of its trade experience, the Groupitmplemented different schemes of distributiometach

its efficient approach of today, in conformity witle market conditions, using various ways of paynas
well as relevant trade discounts.

The Group works on its main markets with countdspaiith history of their relations on main markets,
which include a big number of licensed Bulgariad &oreign traders of pharmaceuticals.
The cooperation with the state hospitals also reguthe implementation of deferred payments policy.

There is a concentration of significant credit fiiskhis type of counterparts that form 39% of Grsurade
receivables (31 December 2015: 44%). It is mitidateough implemented procedures for selection and
current monitoring of the liquidity and financigbbility of these trade partnei®©n delay in payments of
the receivables from these counterparts, the Ghasyset a period of 30 days after which it startivities

for collection of receivables. With regarddients — hospitalsin case of 30 days of delay after the date on
which the credit period expires, interest for ddklpeing charged and if delinquencies are nolesetfter
further 30 days, a meeting with the managementrrisnged for the purpose of signing rescheduling
agreement. If the agreement is not complied wébal proceedings are initiated. With regardltents —
pharmacies in case of a 5-day delay after the expiry of thedit period, the subsequent sales under
deferred payment terms are suspended. If delingeer@ee not settled up yo the 45th day, all sates a
ceased and negotiations are held for concludinggaeement. If the agreement is not complied wibal
proceedings are initiated.

Deferred payments (credit sales) to other countey@ae offered only to clients having long accooht
business relations with the Group, good finanoialijion and no history of credit terms violations.

The credit policy of the Group envisages that evegw client shall be investigated with regard ® it
creditworthiness prior to being offered the staddarms of supply and payment.

The analysis, performed by the Group, includesidbuiot limited to visits to clients' premises, lalgo —
collection of information on monthly turnovers aimdsome cases a promissory note is required inuiavo
of the Group company for 130% - 135% of the creggédnted. These limits are reviewed on a monthly
basis. The clients that cannot cover the creditwoess criteria may perform purchases in cash.

As at 31 December 2016, the Group has concentratitrade receivables from a single counterpart tha
exceeds 10% of the total amount of trade receigaddepresented in the consolidated statementanidial
position.
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The concentration of the first five clients witlgeed to trade receivables of the Group is as fatow

31.12.2016 % credit exposure to tot 31.12.2015 % credit exposure to tot
trade receivables trade receivables
BGN '000 % BGN '000 %
Client 1 16,751 8% 16,786 8%
Client 2 13,792 7% 20,638 10%
Client 3 7,934 4% 12,740 6%
Client 4 6,947 3% 6,675 3%
Client 5 6,232 3% 6,010 3%

Collectability of receivables is controlled dirgctby the Executive, Finance and Trade Directorhaf t
parent company and, respectively, by the managodieb of the subsidiaries. Their responsibilitytas
provide operating control and regulate receivabiesonformity with the actual market situation atie
needs of the Group. The Group has developed pahcyprocedures to assess the creditworthiness of it
counterparts and to assign credit rating and ciedits by groups of clients. The management of the
Group currently monitors and regulates the coneéintr of receivables by client and counterpartoitalt

for the Group.

The financial resources of the Group as well asdbilement operations are concentrated mainly in
different first-class banks. To distribute cashwdoamong them, the management of the parent company
and the subsidiaries take into consideration atgteal of factors, as the amount of capital, rdliisb
liquidity, the credit potential and rating of thark etc.

Liquidity risk

The liquidity risk is the adverse situation wher tBroup encounters difficulty in meeting uncondititly
its obligations within their maturity.

The Group generates and maintains a significantmwelof liquid funds. An internal source of liquightds

for the Group is its main economic activity of @smpanies generating sufficient operational floBanks
and other permanent counterparts represent extsooates of funding. To isolate any possible gdnera
liquidity risk, the group implements a system dkemiative mechanisms of acts and prognoses, thé fin
aim being to maintain good liquidity and, respesliy ability to finance its economic activities. i$hs
supplemented by current monitoring of the matwitié assets and liabilities, control over cashlowt
and ensuring their current balancing with inflowsluding renegotiation of maturities and optimisatof
debt structure, increase and internal restructwirgelf-generated funds and their investment.
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Maturity analysis

The table below presents the financial non-denrealiabilities of the Group, classified by remaigiterm
to maturity, determined against the contractualuniiyt at the consolidated financial statements .dahe
table is prepared on the basis of undiscounted ft@sk and the earliest date on which a payablemes
due for payment. The amounts include principal iatetest.

Maturity analysis

31 December 2016 uptol 1to3 3t06 61to 12 lto2 2to5 over 5 Total
month months months months years years years
BGN BGN BGN BGN BGN BGN BGN BGN
‘000 '000 '000 ‘000 '000 '000 '000 ‘000
Short-term and long-term
bank loans 37,135 14,702 59,642 71,405 9,453 18,429 - 210,766
Other loans and liabilities 60,009 41,989 11,257 1,488 1,130 1,385 - 117,258
Total liabilities 97,144 56,691 70,899 72,893 10,583 19,814 - 328,024
31 December 2015 uptol 1to3 3t06 6to 12 lto2 2to5 over5 Total
month months months months years years years
BGN BGN BGN BGN BGN BGN BGN BGN
'000 ‘000 ‘000 '000 '000 000 ‘000 '000
Short-term and long-term
bank loans 27,768 20,866 31,504 131,994 13,479 24,367 2,409 252,387
Other loans and liabilities 40,430 42,271 9,786 1,415 622 1,180 - 95,704
Total liabilities 68,198 63,137 41,290 133,409 14,101 25,547 2,409 348,091

Risk of interest-bearing cash flows
Interest-bearing assets are in the structure ofgaowis are: cash, bank deposits and loans granfeeé
interest rate. On the other hand, the borrowingd®iGroup in the form of long-term and short-téoans
are usually with a floating interest rate. Thiscamstance makes the cash flows of the Group fsrtial
dependent on interest risk. This risk is coveretivim ways:
(a) optimisation of resources and structure of creelources for achieving relatively lower price of
attracted funds; and
(b) combined structure of interest rates on loans cimimgrtwo components — a permanent one and a
variable one; the correlation between them, as a®ltheir absolute value, are maintained in a
proportion favourable for the Group companies. fixed component has a relatively low absolute
value and sufficiently high relative share in tbtat interest rate. This circumstance eliminates th
probability of a significant change in interesterdtvels in case of variable component updating.
Thus the probability for an unfavourable changeash flows is reduced to a minimum.
The managing bodies of the Group companies togetlithr the management of the parent currently
monitor and analyse the exposure of the respectwgpany to the changes in interest levels. Simaniati
are carried out for various scenarios of refinagcienewal of existing positions, and alternativmaricing.
The impact of a defined interest rate shift, exgpedsin points or percentage, on the financial tesudi
equity is calculated based on these scenariose&an simulation, the same assumption for inteast r
shift is used for all major currencies. The caltales are made for major interest-bearing positions
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Interest analysis interest-free with  with fixed Total
floating  interest %
interest %
31 December 2016 BGN '000 BGN'000 BGN '000 BGN '000
Available-for-sale financial assets 5,721 - - 5,721
Available-for-sale financial assets through profit 316 - - 316
Loans and receivables, including: 212,141 7,590 50,889 270,620
Receivables and loans 205,994 15 42,272 248,281
Cash and cash equivalents 6,147 7,575 8,617 22,339
Total financial assets 218,178 7,590 50,889 276,657
Short-term and long-term bank loans - 174,982 31,262 206,244
Other loans and liabilities 94,272 23,341 394 118,007
Total financial liabilities 94,272 198,323 31,656 324,251
Interest analysis interest-free with  with fixed Total
floating  interest %
interest %
31 December 2015 BGN '000 BGN'000 BGN '000 BGN '000
Available-for-sale financial assets 7,424 - - 7,424
Available-for-sale financial assets through profit 314 - - 314
Loans and receivables, including: 200,803 7,568 76,620 284,991
Receivables and loans 190,953 15 70,909 261,877
Cash and cash equivalents 9,850 7,553 5,711 23,114
Total financial assets 208,541 7,568 76,620 292,729
Short-term and long-term bank loans 988 233,288 10,169 244,445
Other loans and liabilities 91,716 2,729 499 94,944
Total financial liabilities 92,704 236,017 10,668 339,389

The table below demonstrates Group's sensitivifyossible changes in interest rates by 0.5% baseideo
structure of assets and liabilities as at 31 Deegrabd with the assumption that the influence bbthler

variables is ignored. The effect is measured ardgmted as impact on the financial result afteztaand
respectively, on equity.

Impact on post-tax financial result and equity

Increase / decrease in interest rate profit/(loss)
2016 2015
BGN '000 BGN '000
Increase (945) (1,114)
Decrease 945 1,114
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Capital risk management
The capital management objectives of the Grouptareuild and maintain capabilities to continue its
operation as a going concern and to provide returrthe investments of shareholders and economic
benefits to other stakeholders and participantgsirbusiness as well as to maintain an optimaltahpi
structure to reduce the cost of capital. Analogapsroach is applied also at the level of a sepd@abep
company with regard to its capital structure andificing.
The Group currently monitors capital availabilitydastructure on the basis of the gearing ratios Taiio
is calculated as net debt divided by the total amhatfi employed capital. Net debt is calculated aalt
borrowings (current and non-current ones) as pteden the consolidated statement of financial {pwsi
less cash and cash equivalents. Total employetbt#épequal the sum of equity (including non-coiiing
interest) and net debt. It is a characteristicuiesafor both presented periods that the Group @earits
operations both through its own generated profeé By maintaining a certain level of trade and other
current payables and loans (bank, commercial olasp016, the strategy of the parent company's
management was to maintain the ratio within 25-26% Group level (2015: 25-35%).
The table below shows the gearing ratios base@pitat structure:

2016 2015

BGN'000 BGN'000

Total borrowings, including: 229,963 247,470
Bank loans 206,244 244,445
Loans and finance lease and factoring liabilities 23,719 3,025
Less: Cash and cash equivalents (22,339) (23,114)
Net debt 207,624 224,356
Total equity of the Group 491,223 457,640
Total capital of the Group 698,847 681,996
Gearing ratio 0.30 0.33

The liabilities shown in the table are discloseMlaotes 29, 32 and 34 and 37.

Fair values

The fair value concept presumes realisation offithencial instruments through sales. However, irstno
cases especially in regard of trade receivablespagedbles as well as loans and deposits with bahks,
Group expects to realise these financial assetstateugh their total refund or respectively, ssttent
over time. Therefore, they are presented at aneoriest.

In addition, a large part of the financial assetd &abilities are either short-term in their na&utrade
receivables and payables, short-term loans) ormpegsented in the consolidated statement of financia
position based on market value (deposits placeld banks, investments in securities, loans withtiihga
interest rate) and therefore, their fair valuelisast equal to their carrying amount.

An exception to this rule is that they are parthaf investments in other minority interests, forichtthere
is no market and no objective conditions for deteimng their fair value, and therefore are accepted
they should be presented at aquisition cost. Ircts® of loans and advances with fixed interestrahe
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methodology used for determining the latter usesdirrent observations of the Group with regard to
market interest rates as a starting point for tleutation.

Part of the investments in other companies as ntynmterests represent an exception to this rsilece
neither market nor objective conditions exist sattktheir fair value could be reliably determined.
Therefore, they are presented at acquisition cost)

As far as no sufficient market experience, stabdibd liquidity exist in regards of purchases aal@s of
certain financial assets and liabilities and stitl adequate and reliable quotes of market prices ar
available, some alternative assessment methodseahdiques are applied. The management of the fparen
company is of the opinion that the estimates offitrenncial assets and liabilities presented indta¢gement

of financial position are as reliable, adequate mastworthy as possible for financial reportingmses
under the existing circumstances.

44. ACQUISITIONS AND INCREASING THE INTERESTS IN SU BSIDIARIES
44.1  Acquisition of subsidiaries

In 2016, the Group, through its subsidiariy Soptaiimading AD, established the following companigs b
contribution for 100% of interest in the capitaltbé companies.

date of acquisition effective amount of capital
interest % contribution
BGN '000
Through Sopharmacy EOOD
(Sopharma Trading AD subsidiary)
Sopharmacy 4 EOOD 29.02.2016 72.58% 5
Sopharmacy 5 EOOD 01.03.2016 72.58% S)

In 2016, the Group acquired the following new sdiasies:

date of acquisition % interest acquired net

assets at fair

value

BGN '000

Veta Pharma AD 11.11.2016 68.05% 9,469
Though its subsidiary SIA Briz

OO0 Mobil Line 16.02.2016 48.14% 1,209

ODO SalusLine 18.11.2016 48.74% 3,306

In 2015, the Group through Sopharma Trading ADldistaed the following companies by contribution for
100% of interest in the capital of the companies.
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effective amount of capital
date of acquisition interest % contribution
Through Sopharma Trading AD BGN '000
Sopharmacy EOOD 19.01.2015 72.13% 2,105
Sopharma Trading d.o.0. Belgrade 05.06.2015 72.13% 579*
Through Sopharmacy EOOD
(subsidiary of Sofarma Trading AD)
Sopharmacy 2 EOOD 05.06.2015 72.13% 355
Sopharmacy 3 EOOD 02.12.2015 72.13% 350

* capital of BGN 400 thousand was transferred buyfistered in 2016

In 2015, the Group acquired the following new sdiasies:

acquired net

date of assets at fair
acquisition % interest value
BGN '000
Medica AD, including Medica Zdrave EOOD 26.10.2015 66.72% 32,216
Through Sopharma Trading AD
Pharma Online EOOD 03.12.2015 72.13% 541
Though SIA Briz
OOO Danapharm 28.02.2015  48.14% 596
OO0 Galenapharm 28.02.2015 48.14% 1,366
ODO Medjel 28.02.2015 48.14% 580
ODO Alenpharm-plus 30.06.2015 48.14% 3,631
OO0 Farmatea 30.11.2015 33.73% 757

The scope of activities of the acquired subsidsaisedisclosed in Note 1. The carrying amountsyelsas
the fair values of the net assets at acquisitiath@iew subsidiaries (Note 2.3.2) are presentEtvbe

In 2016:
Carrying
Fair value amount
BGN '000 BGN '000
Property, plant and equipmeiote 16) 4,788 4,786
Intangible assetéNote 17) 10,647 4
Inventories 1,536 1,536
Other receivables and assets 1,329 1,329
Cash and cash equivalents 439 439
Loans (1,328) (1,328)
Trade payables (670) (670)
Other current liabilities (2,755) (1,215)
Total net assets 13,984 4,881
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Share of non-controlling

Net assets acquired by the

Total net assets at: Non- interest Group
Carrying controlling Carrying Carrying
Fair value amount interests Fair value amount Fair value amount
BGN '000 BGN '000 % BGN '000 BGN '000 BGN '000 BGN '000
Veta Pharma AD 9,469 4,595 32% 3,025 1,468 6,444 3,127
OOOMobil Line 1,209 117 51% 617 60 592 57
ODO SalusLine 3,306 169 51% 1,695 87 1,611 82
13,984 4,881 5,337 1,615 8,647 3,266
In 2015:
Fair value Carrying amount
BGN '000 BGN '000
Property, plant and equipme(iNote 16) 17,461 16,703
Intangible assetéNote 17) 11,929 448
Inventories 8,711 8,711
Other receivables and assets 11,700 11,700
Cash and cash equivalents 1,695 1,695
Loans (5,319) (5,318)
Trade payables (2,258) (2,258)
Other current liabilities (4,232) (2,412)
Total net assets 39,687 29,269
Share of non-controlling Net assets acquired by the
Total net assets at: Non- interest Group
Carrying controlling Carrying Carrying
Fair value amount interests Fair value amount Fair value amount
BGN '000 BGN '000 % BGN '000 BGN '000 BGN '000 BGN '000
Medica AD,
including Medica
Zdrave EOOD 32,216 28,402 33% 10,631 9,373 21,585 9,029
Pharma Online
EOOD 541 2 28% 151 1 390 1
OOO Danapharm 596 39 52% 309 20 287 19
OO0O Galenapharm 1,366 134 52% 708 69 658 65
ODO Medjel 580 69 52% 301 36 279 33
ODO Alenpharm-
plus 3,631 547 52% 1,883 284 1,748 263
OO0 Farmatea 757 76 66% 502 50 255 26
39,687 29,269 14,485 9,833 25,202 19,436
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The investment price on the acquisition of subsiégand the resulting goodwill at the date of the
transaction for acquisition of control by the pareompany itself were as follows:

In 2016:
The Group, through Sopharma Trading AD, has paidagie of the capital of Sopharmacy 4 EOOD — BGN

5 thousand and Sopharmacy 5 EOOD — BGN 5 thousand.
In addition, the Group has also the following pas#s of subsidiaries:

Veta Pharma  OOO Mobill ODO
AD Line SalusLine Total

Acquisition cost Bulgaria Belarus Belarus

BGN'000 BGN'000 BGN'OO0O  BGN'000
Transfer from associates - 514 1,023 1,537
Interest by the acquisition of control
date - - (12) (12)
Measurement to fair value of previous
interest by the date of acquisition of
control - (108) (29) 227)
Amounts paid in current period /5 - - 6,549
Amounts accrued in current period - 709 2,137 2,846
Share of the non-controlling interests
in the investment on indirect
acquisition - (686) (1,767) (2,453)
Total acquisition cost 6,549 429 1,362 8,340
Fair value of the acquired net assets (6,443) (583) (1,449) (8,475)
Goodwill 106 - - 106
Gain on acquisition - (154) (87) (241)

In 2015:

The Group, through Sopharma Trading AD, contribugledre of the capital of Sopharmacy EOOD — BGN
2,105 thousand, Sopharmacy 2 EOOD — BGN 355 thaljssopharmacy 3 EOOD — BGN 350 thousand,
Sopharma Trading d.o.o. Belgrade — BGN 579 thousand
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In addition, the Group has also the following pasés of subsidiaries:

Medica AD,
including Pharma OoDO
Medica Online 000 000 OoDO Alenpharm- 000
Zdrave EOOD EOOD Danapharm Galenapharm Medjel plus Farmatea Total
Acquisition cost Bulgaria Bulgaria Belarus Belarus Belarus Belarus Blarus
BGN '000 BGN '000 BGN '000 BGN '000 BGN '000 BGN '000 BGODO BGN '000

Transfer from

associates 7,672 - - - - - - 7,672
Transfer from

available-for-sale

investments - - 39 86 31 207 - 363
Interest by the

acquisition of control

date 4,545 - - - - 1,545 - 6,090
Measurement to fair
value of previous
interest by the date of
acquisition of control (884) - 21 51 27 (344) - 1Q29)
Amounts paid in
current period 10,839 420 761 1,686 620 2,396 755 7,470
Contingent payment - 180 - - - - - 180
Share of the non-
controlling interests in
the investment on
indirect acquisition - - (386) (857) (318) (2,040) (256) (3,857)
Total acquisition cost 22,172 600 435 966 360 1,764 499 26,796
Fair value of the
acquired net assets (21,495) (541) (287) (658) (79 (1,748) (255) (25,263)
Goodwill 677 59 148 308 81 16 244 1,533
The cash outflows from acquisition of control wasefollows:
In 2016:
Cash flows on acquisition of control
Veta Pharma AD Mobil Line SalusLine Total
Aquisition cost Bulgaria Belarus Belarus
BGN '000 BGN '000 BGN '000 BGN '000
Consideration paid in cash 6,549 - - 6,549
Cash and cash equivalents in the
acquired companies (400) (22) (18) 3
Cash outflow on acquisition of
control, net 6,149 (21) (18) 6,110
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In 2015:
Cash flows on acquisition of control
Medica AD,
including Pharma ODO
Medica Zdrave  Online 000 000 OoDO Alenpharm- OO0
EOOD EOOD Danapharm Galenapharm Medijel plus Farmatea  Total
Aquisition cost Bulgaria Bulgaria Belarus Belarus  Belarus Belarus Blarus
BGN'000 BGN'000 BGN '000 BGN '000 BGN '00C BGN'000 BGN'000 BGN '00f
Consideration paid
in cash 10,839 420 726 1,608 592 2,396 755 17,33¢
Cash and cash
equivalents in the
acquired companies (1,543) (28) (4) (35) (12) (58) (52) (1,732)
Cash outflow on
acquisition of
control, net 9,296 392 722 1,573 580 2,338 703 08,6
44.2. Increasing interest (purchases from non-cooitmg interests)
The Group performed transactions for purchase ditiadal shares from non-controlling interests:
In 2016the Group acquired the following shares:
Increases in interests transaction % change acquired net
(purchases from non-controlling date in interest assets
interests) BGN '000
Pharmalogistica AD 08.12.2016 6.56% 293
Medica AD 30.06.2016 31.24% 10,348
Sopharma Trading AD 22.12.2016 0.46% 321
Momina Krepost AD 10.08.2016 0.76% 38
ODO Alenpharm-plus 02.06.2016 0.79% 8
OO0 Mobil Line 02.06.2016 0.79% 11
ODO MEDJEL 02.06.2016 0.79% 3
00O Galenapharm 02.06.2016 0.79% 8
OO0 Danapharm 02.06.2016 0.79% 5
00O Tabina 31.08.2016 3.97% (20)
SOOO Brizpharm 24.02.2016 6.85% 36
SOOO Brititrade 02.06.2016 1.50% (13)
ODO SalusLine 27.12.2016 4.89% 166
ODO BelAgroMed 13.10.2016 12.70% 29
ODO Vestpharm 10.11.2016 0.13% 1
Phyto Palauzovo AD 13.10.2016 45.01% 47
Unipharm AD 05.12.2016 26.00% 6,352
17,643
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In 2015the Group acquired the following shares:

Increases in interests transaction % change in acquired net
(purchases of non-controlling interests) date interest assets

BGN '000
Momina Krepost AD 31.10.2015 39.45% 1,883
Sopharma Trading AD 28.02.2015 0.30% 193
Pharmalogistica AD 31.12.2015 1.83% 79
OO0 Farmacevt Plus 02.10.2015 9.25% 65
ODO Alean 16.04.2015 17.86% 37
Unipharm AD 31.12.2015 0.14% 32
ODO Vestpharm 23.03.2015 3.31% 24
Phyto Palauzovo AD 31.12.2015 47.51% 13
ODO BelAgroMed 13.03.2015 3.31% 9
SOOO Brizpharm 31.12.2015 0.39% 1
2,336

The acquisition cost of the purchased additionateshin 2016, the effects and the cash outflowatimg
to these transactions, were as follows:

Increases in interests (purchases of non-controllginterests) Total

BGN '000
Acquisition cost

Consideration paid in cash 21,946
Indirect acquisition through a subsidiary 26
Share of the non-controlling interests on indieaxjuisition (2,557)
Total acquisition cost 19,415
Fair value of the acquired net assets (17,643)
Effects assumed by the Group at the account of @Zsdetained earnings' reserve 1,772
Cash outflow on increases in interests (purchase$ mon-controlling interests) 21,946

The acquisition cost of the purchased additionateshin 2015, the effects and the cash outflowatimg
to these transactions, were as follows:
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Increases in interests (purchases of non-controllginterests) Total
Acquisition cost BGN '000
Consideration paid in cash 2,940
Indirect acquisition through a subsidiary 827
Share of the non-controlling interests on indilquisition (233)
Total acquisition cost 3,534
Fair value of the acquired net assets (2,336)
Effects assumed by the Group at the account of deetained earnings'

reserve 1,198

Cash outflow on increases in interests (purchase$ mon-controlling
interests) 2,940

45. DISPOSAL OF SUBSIDIARIES AND JOINT VENTURES AND DECREASING THE
INTERESTS IN SUBSIDIARIES

45.1. Total disposal of subsidiaries and joint vergs

In 2016the Group reported disposal of its interest infdtl®wing subsidiaries:

Effective
Company Date of sale interest %

disposed
Ivarci¢ and Sinovi D.o.o 08.05.2016 51.00%
OOO NPK Biotest 05.12.2016 46.29%

On 24 March 2016, Medica Balkans S.R.L. — Romarda terminated by liquidation.

In 2015the Group reported disposal of its interest infdtl®wing subsidiaries:

Effective Effective
Company Date of sale interest % interest %
disposed retained
Extab Corporation, USA 14.05.2015 75.00% 5.00%
Extab Pharma Limited, United Kingdom 14.05.2015 75.00% 5.00%
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The net assets of the disposed of company arernpeesas follows:

Disposal with loss of control
Date of disposal of interest

Property, plant and equipmgiiNote 16)
Intangible assetéNote 17)

Inventories

Other receivables and assets

Cash and cash equivalents

Deferred tax liabilities

Trade payables

Other payables and liabilities

Net assets

The financial result from the disposal of the sdiasy is as follows:

Consideration received

NCI share in the recieved monetary assets

Receivable
Fair value of retained interest

Less:

Net assets written-off

Goodwill

Share of non-controlling interests
Transformation reserve

Gain on disposal of a subsidiary

Net cash flows on disposal of a subsidiary
Consideration received

Less:
Cash

Net cash flows on disposal of a subsidiary

31.12.2016 31.12.2015
BGN '000 BGN '000
6,691 -
564 -
3,723 -
2,022 96
5,243 10
(141)
(4,259) (21)
(1,973) (571)
11,870 (486)
2016 2015
BGN '000 BGN '000
25,717 3,285
(1,610) -
- 3,258
- 290
24,107 6,833
(11,870) (486)
(861) -
5,400 (97)
(2,157)
14,619 7,222
25,717 3285
(5,233) (10)
20,484 3,275
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45.2 Decreasing interests (sales of non-controllimgerests)

In 2016:
transaction % change in
Company date interest net assets sold
ODO Alean 31.12.2016 1.85% 9
00O Farmatea 31.12.2016 11.34% (99)
(108)
Decreases in interests Total
(sales of non-controlling interests) BGN'000
Proceeds from partial disposal of shares in Graulisidiaries 188
Carrying amount of the net assets at the daterthpedisposal of shares in
subsidiaries (108)
Effects for the Group 80
Cash inflow on partial disposal of shares in subsidries 11
In 2015:
Decreases in interests transaction % change
(sales of non-controlling interests) date in interest net assets sold
BGN '000
Sopharma Trading AD 31.12.2015 0.06% (39)
SOOQOO Brititrade 31.12.2015 13.23% 650
611
Decreases in interests Total
(sales of non-controlling interests) BGN '000
Proceeds from partial disposal of shares in Grauylisidiaries 489
including advance paid in a prior period 325
Carrying amount of the net assets at the datertibpdisposal of shares in subsidiaries 611
Effects for the Group 1,100
Cash inflow on partial disposal of shares in subsidries 114
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46. RELATED PARTY TRANSACTIONS

Related parties Relation type Relation period
Telecomplect Invest AD  Main shareholding company 12@015
Donev Investments AD Main shareholding company 2@045
Sopharma Properties REICompany related through a main shareholder 20065
Sofprint Group AD Company related through a maiareholder 20162015
Company related through key management

Elpharma AD 2016 2015
personnel
Company related through key management

Telso AD 2016 2015
personnel
Company related through key management

Telecomplect AD 2016 2015
personnel
Company related through key management

DOH Group up to 20/12/20162015

personnel

Related party transactions are as follows:

Supplies from related parties: 2016 2015
BGN ‘000 BGN ‘000

Supply of inventories from:

Companies related through a main shareholder 6,870 8,577

Associates 983 567

Companies under a common indirect control relatealigh key

management personnel 101 373

Total 7,954 9,517

Supply of services from:
Companies under a common indirect control througghrkanagement

personnel 3,368 3,349
Companies related through a main shareholder 2,656 2,619
Main shareholding companies 266 228
Associates 248 -
Joint ventures 143 -
6,681 6,196
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Supply of property, plant and equipment from:

Companies under a common indirect control througghrkanagement
personnel

Companies related through a main shareholder

Associates

Supplies for acquisition of non-current assets:
Companies under a common indirect control throughrkanagement
personnel

Investments acquired from:
Companies related through key management personnel

Accrued dividends to:

Main shareholding companies

Companies under a common indirect control throughrkanagement
personnel

Key management personnel

Sales to related parties

Sales of inventories to:

Joint ventures

Associates

Companies related through a main shareholder

Companies under a common indirect control throughrkanagement
personnel

Sales of services to:

Associates

Companies related through a main shareholder

Companies under a common indirect control throughrkanagement
personnel

Companies under a common indirect control

74 20
2 -
1 -
77 20
4,869 7,000
4,869 7,000
4,933 -
4,227 -
1,704 -
15 ;
5,046 -
30,460 22,733
2016 2015
BGN ‘000 BGN ‘000
10,785 2,986
1,106 7,431
584 783
- 6,601
12,475 17,801
277 21
196 42
57 404
- 133
530 600
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Other sales to:

Associates 124 -

Companies related through a main shareholder 12 -

Companies under a common indirect control throughrkanagement

personnel - 2
136 2

Dividend income from:
Companies related through a main shareholder 12 -
12 -

Interest on loans granted:
Companies under a common indirect control througghrkanagement

personnel 1,475 2,603
Associates 10 -
1,485 2,603

14,638 21,006

The accounts and balances with related partiegrasented ifNotes 21and 25.

The composition of key management personnel ofGtaup includes the disclosed in Note 1 Executive
Director and the members of the Board of Directafrshe parent company. Additionally, it include® th
Executive Directors, the members of Boards of Dimecand the General Managers of the subsidiamies i
the Group.

Salaries and other short-term benefits of key mamapt personnel amount to BGN 5,021 thousand (2015:
BGN 4,771 thousand) and include:

* current wages and salaries — BGN 4,512 thousd@ib(BGN 4,300 thousand);

* tantieme — BGN 509 thousand (2015: BGN 471 thadisan

The remuneration and other income of the key manage personnel of the parent company
amounts to BGN 1,138 thousand. (2015 :BGN 1,15dghnd) including:

* current wages and salaries — BGN 884 thousand(BXEN 889 thousand);

* tantieme — BGN 254 thousand (2015: BGN 256 thadisan
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47. SUMMARISED INFORMATION ON SUBSIDIARIES

The table below presents the groups of subsididegsnding on the availability of lack of non-catling
interests (NCI):

31.12.2016 31.12.2015

number number

Subsidiaries entirely owned by the Group 4 4
Subsidiaries with non-controlling interests matefioa the Group 7 10
Subsidiaries with non-controlling interests immaéifor the Group 28 23

39 37

The table below presents information on the shatd hy the material non-controlling interests i th
operations of the Group:

Country and NClI share in Profit / (loss) NCI at 31
subsidiary ownership / Voting rights share distributed to NCI December
held by NCI (if different from
the share in ownership)
31.12.2016 31.12.201 2016 2015 31.12.2016 31.12.2015
% % BGN '000 BGN '000 BGN '000 BGN '000
Bulgaria
Sopharma Trading AD 27.42 27.87 2,983 3,190 18,032 18,132
Unipharm AD 22.11 47.94 (67) 193 5,400 11,384
Medica AD 33.28 97 10,793
Pharmalogistica AD 21.63 (39) 935
Momina Krepost AD 7.22 (12) 345
Veta Pharma AD 31.95 - (17) - 3,008 -
2,899 3,429 26,440 41,589
Latvia
SIA Briz 33.,87 33.87 330 300 13,131 12,829
Serbia
Ivan¢i¢ and Sinovi d.o.o. 49.00 1,384 5,280
Belarus
ODO Alenpharm-plus 51.86 (328) 1,275
ODO SaluslLine 51.26 11 1,738
OO0 Farmacevt Plus 57.,02 488 923
OOO NPK Biotest 53.71 (55) 830
SOOO Brititrade 47.10 48.09 1,524 (2,969) (665) 362)
2,023 (3,352) 1,996 (262)
Immaterial NCI (1,317) (812) 6,954 6,269
Total 3,935 949 48,521 65,705

The table below presents summarised financial inédion on subsidiaries having non-controlling ietts
material for the Group. The amounts, presentechétable, are before the elimination of intragroup
balances and transactions and after adjustment® rwadeflect differences in the Group accounting
policies and the accounting base, as well as tieetsfof valuation of assets and liabilities at failue at
the acquisition date.
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Financial indicators Sopharma Unipharm SIA Briz Veta 000 ODO SO00
Trading AD Pharma Farmacevt SalusLine Brititrade
AD AD Plus

BGN '000 BGN '000 BGN '000 BGN '000 BGN '000 BGN '000 BGN '000

Summarised statement of financial position as atB&cember 2016
Current assets 245,437 8,503 29,818 2,069 12,397 1,199 32,571
Non-current assets 34,419 19,376 33,770 9,996 2,286 3,953 14,329
Current liabilities (210,757) (1,826) (24,425) (1,450) (12,953) (1,064) (47,167)
Non-current liabilities (3,336) (1,628) (394) (1,201) (111) (697) (1,144)
Equity attributable to: 65,763 24,425 38,769 9,414 1,619 3,391 (1,411)
Equity holders of the parent 47,731 19,025 25,638 6,406 696 1,653 (746)
Non-controlling interests 18,032 5,400 13,131 3,008 923 1,738 (665)
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Summarised statement of comprehensive income ferybar ended 31 December 2016

Revenue 613,130 17,185 30,691 474 32,345 477 56,990
Net profit for the year attributable

to: 10,872 (301) 974 (54) 856 22 3,236
Equity holders of the parent 7,891 (234) 644 (37) 368 11 1,712
Non-controlling interests 2,981 (67) 330 (17) 488 11 1,524
Total comprehensive income for the

year attributable to: 10,584 1,579 974 (54) 856 22 3,236
Equity holders of the parent 7,682 1,230 644 (37) 368 11 1,712
Non-controlling interests 2,902 349 330 (17) 488 11 1,524
Dividends paid to non-controlling

interests (2,733) (423) (28)

This is a translation from Bulgarian of the consglalied financial statements of Sopharma Group far 2816.
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Summarised statement of cash flows for the yearesh@1 December 2016

Net cash flows from/(used in)

operating activities (90,775) 2,546 (5,309) (158) (2,232) 184 (11,667)
Net cash flows from/(used in)
investing activities (5,292) (1,557) 6,535 (25) (1,004) (2) (5,262)
Net cash flows from/(used in)
financing activities 93,621 (971) (1,335) 136 3,550 (149) 17,365
Effects of restatements for foreign
subsidiaries and hyperinflationary
economies 21 2 34
Net increase/(decrease) in cash and
cash equivalents (2,446) 18 (109) (47) 335 35 470
Summarised statement of cash flows for the yeareth@1 December 2015
Sopharma Unipharm SIA Briz Veta 000 ODO SO00
Trading AD Pharma Pharmacevt Salusline Brititrade
Financial indicators AD AD Plus
Net cash flows from/(used in)
operating activities 22,462 2,412 1,240 868 4,928
Net cash flows from/(used in)
investing activities (6,729) (1,164) (1,410) (535) (9,246)
Net cash flows from/(used in)
financing activities (13,576) (1,196) 239 (611) 4,273
Effects of restatements for foreign
subsidiaries and hyperinflationary
economies - - - (200) (29)
Net increase/(decrease) in cash and
cash equivalents 2,157 52 68 (478) (74)

This is a translation from Bulgarian of the consglalied financial statements of Sopharma Group far 2816.
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48. EVENTS AFTER THE REPORTING PERIOD

On 5 January 2017, a merger agreement was annoimtesl USA between Achieve Life Science, Inc., a
company in which Sopharma AD holds 4.7% of the tediNote 20) and OncoGenex Pharmaceuticals,
Inc. The agreement has been submitted for considerto the Securities and Exchange Commission
(SEC). After the approval thereby, the name ofdbmbined company will be renamed to Achieve Life
Sciences Inc. and will be a public company andsteged for trade in NASDAQ. Thus, it will have an
easier access to capital, if additional capitaldeded, for the purposes of obtaining an approeah the
Food and Drug Administration (FDA) for selling Tabm the USA. As a result of the above, Sopharma
AD will hold 423,000 shares (3.525%) of the capitbAchieve Life Sciences Inc.

On 31 January 2017, an agreement for transformétimugh a merger was concluded between Sopharma
AD (receiving company) and Medica AD (transformiogmpany) laying down the way in which the
transformation would be made. The fair value of gshares of the parties, involved in the transfoiomat
has been determined on the basis of the genegpted valuation methods resulting in an exchaate

of 0.9486. On 24 March 2017, an additional agred¢rbetween Sopharma AD (receiving company) and
Medica AD (transforming company) and updated jicgttfon of the fair prices of both companies, meli
with the instruction of the Financial Supervisiommission (FSC), were submitted to the FSC for
consideration. Pursuant to Art. 261b (1) of the @urtial Act, each shareholder of Medica AD shall
acquire 0.8831 shares of the capital of Sopharmaf@ne share of Medica AD. All other conditions
concerning the merger procedure are laid down enTitansformation Agreement. At the date of issue of
these financial statements, the FSC has not issaegproval of the transformation agreement unaer A
124 of the Public Offering of Securities Act (POSA)n April 25, 2017 the Financial Supervision
Commission approves the merger between Medica ADSmpharma AD(Note 16)

On 22 February 2017, the deletion of the busineggyeMedica-Zdrave EOOD was entered in the
Commercial Register at the Registry Agency.

On 15 March 2017 Sopharmacy 7 EOOD was entereaeirCobmmercial Register under UIC 204501313.
The capital of the company is BGN 5,000 and the se¥ner of the capital is the subsidiary of Sopfaarm
Trading AD — Sopharmacy EOOD. The principal adiégtof Sopharmacy 7 EOOD cover retail trade in
medicinal products.

On April 04,2017 a contract was signed for the slde Group's participation, through the subsidiBIA
Briz, Latvia of 50%, in the joint ventut@OO Vivaton plus, Belarus. Under the terms of the it the
transaction should be finalized within 30 days fritva date of its conclusion, thereby acquiring caraf
those companies.

On April 14, 2017 Sopharma AD aquired 51% of theiteh of RAP PHARMA INTERNATIONAL OOO,
Moldova.

This is a translation from Bulgarian of the conslalied financial statements of Sopharma Group far $816.
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On April 18, 2016 the Group aquired, through itdsidiary SOOO Brititrade, Belarus, an additionadb
of the shares of ZAO Interpharm, Belarus, thusiggisontrol over the entity.

On 24 April 2017, the Company's Board of Directatsts session decided to summon an Extraordinary
General Meeting of Sopharma AD on 24 April 2017ciBi®ns are expected to be taken at that meeting fo
Company to become a co-debtor under: (a) investrimam contracts concluded between financial
institutions and a subsidiary at the amount of ELZR000 thousand and BGN 16,000 thousand; and (b)
turnover capital loan contract concluded betwedinancial institution and a subsidiary at the antooih
BGN 14,000 thousand, and to provide its own ass®tsollateral in the form of mortgages of real testa
(land and buildings) and special pledge on mackiaad equipment.

On April 25, 2017 Sopharma AD submits a correctedtaf a tender offer based on Art. 149 para. thef
Public Offering of Securities Act for the purchasé all shares of Unipharm AD from the other
shareholders.

144
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General information about Sopharma Group

1. Main activities

Sopharma Group (the Group) is a leading Bulgarian producer, exporter and local distributor of
pharmaceutical products with a strong presence in Eastern and South-eastern Europe, offering a wide
range of prescription medicines and OTC products.

The Group operates in the following areas:

- production of pharmaceutical products including medicines, primarily generics, herbal-based
substances and food supplements, which is primarily done by Sopharma Group (the Group) and
to a lesser extent by its production subsidiaries including Unipharm AD and Medika AD in
Bulgaria, and PAT Vitamins in Ukraine;

- distribution of pharmaceuticals, medical supplies, sanitary materials, vitamins, food
supplements and cosmetics, which is mainly performed by Sopharma Trading in Bulgaria, Briz
SIA in the Baltic region, and Brititrade SOOO in Belarus;

- production and distribution of non-pharmaceutical products, primarily medical supplies such as
syringes and other disposables used in medicine, which is mainly performed by Momina Krepost
AD, and other complementary activities to the production of pharmaceutical products and
distribution of pharmaceutical products.

2. Registration of the Group

Sopharma Group is a Group registered in Bulgaria under the Provisions of the Commercial Act,
with its registered office in Sofia, 16lliensko shose str.

Sopharma Group was established in 1933. The court registration of the Group is from
15.11.1991, decision Nel1 / 1991 of Sofia City Court. Sopharma Group is a public Group under
the Public Offering of Securities Act.

The Group conducts the production and marketing of medicinal substances and dosage forms;
research, engineering and implementation activities in the field of phytochemistry, chemistry
and pharmacy. Sopharma Group provides services related to production, as well as to ancillary
and supporting activities.

The Group has marketing authorizations under the Law on Medicines and Pharmacies in Human
Medicine for all products of its manufacturing portfolio.
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3. Controlled companies

Sopharma Group consists of Sopharma Group and 48 legal entities, including 39 subsidiaries, directly or

indirectly controlled by the Group, 7 joint ventures, and 2 associated companies.

Interest as at

31.12.2016 in %

Sopharma Trading AD, Sofia, Bulgaria
Biopharm Engineering AD, Sliven, Bulgaria
Pharmalogistica AD, Sofia, Bulgaria
Elektroncommerce EOOD, Sofia, Bulgaria
Sopharma Buildings REIT, Sofia, Bulgaria
Momina Krepost AD, Veliko Tarnovo, Bulgaria*
Unipharm AD, Sofia, Bulgaria

Phyto Palauzovo AD, Kazanluk, Bulgaria**
Sopharmacy EOOD, Sofia, Bulgaria**
Sopharmacy 2 EOOD, Sofia, Bulgaria**
Sopharmacy 3 EOOD, Sofia, Bulgaria**
Sopharmacy 4 EOOD, Sofia, Bulgaria**
Sopharmacy 5 EOOD, Sofia, Bulgaria**
Sopharmacy 6, EOOD, Sofia, Bulgaria**
Medica AD, Sofia, Bulgaria

Medica-Zdrave EOOD, Sofia, Bulgaria** (in process of liquidation)
Veta Pharma AD, Veliko Tarnovo, Bulgaria
PAO Vitamini, Uman, Ukraine

Sopharma Poland LLC, Warsaw, Poland in Liquidation
Sopharma Warsaw Sp. z. 0. o, Warsaw, Poland
Sopharma Trading d.o.o. Belgrade

BRIZ ZAO, Riga, Latvia

Brititrade SOOO, Minsk, Belarus**

Tabina SOOO, Minsk, Belarus **

Brizpharm SOOO, Minsk, Belarus**

Alean ODO, Minsk, Belarus**

Sopharma Ukraine, Kiev, Ukraine

Vivaton 000, Grodno, Belarus***

000 Med-dent, Bobruisk, Belarus***

00O Pharmacist Plus, Minsk, Belarus**
Vestpharm ODO, Grodno, Belarus **

NPK Biotest OO0, Grodno, Belarus **
BelAgroMed ODO, Grodno, Belarus **

BOOO SpetzApharmacia, Bobruisk, Belarus***
ZAO TBS Pharma, Vilnius, Lithuania**

72.58
97.15
84.93
100.00
40.39
93.54
77.89
95.00
72.58
72.58
72.58
72.58
72.58
72.58
97.96
97.96
68.05
99.56
60.00
100.00
72.58
66.13
52.90
62.82
46.26
62.96
100.00
50.00
50.00
42.98
62.96
62.96
50.00
33.73
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Interest as at

31.12.2016 in %

00O Bellerofon, Minsk, Belarus*** 50.00
TOO Sopharma Kazakhstan, Almaty, Kazakhstan 100.00
ZAO Interpharm, Vitebsk, Belarus*** 50.00
000 Ivem and K, Minsk, Belarus*** 50.00
00O Ariens, Polotzk, Belarus*** 50.00
000 Danapharm, Brest, Belarus** 48.94
000 Galenapharm, Pinsk, Belarus** 48.94
ODO Medjel, Minsk, Belarus** 48.94
ODO Alenpharm-Plus, Belarus** 48.94
00O Pharmateia, Minsk, Belarus*** 22.39
000 Mobil Line, Borisov, Belarus** 48.94
ODO Salius Line, Grodno, Belarus** 48.74

*effective interest in percent
**indirect interest

*¥**joint venture

4. Management board

Sopharma Group has a one tier management system with a Board of Directors of five members as
follows: Ognian Donev, PhD - Chairman and members Vessela Stoeva, Alexander Tchaushev, Andrey
Breshkov and Ognian Palaveev. The Group is represented and managed by the Executive Director Ognian
Donev, PhD.

Members of the key management personnel of the Group include the disclosed in Note Nol Executive
Director and members of the Board of Directors of the Group. Additionally, it includes the executive
directors, the board of directors and the managers of subsidiaries of the Group.
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5. Shareholder structure as at 31 December 2016

B Donev Investments Holding AD
B Telecomplect Invest AD
B Rompharm Company
B MUPF Allianz Bulgaria
Telso AD
Sopharma AD (treasury shares)

Other legal entities

B Physical persons

Il. Recent developments

1. Industrial activity

Sopharma Group has twelve manufacturing facilities, which are compliant with EU regulations
and are located in Bulgaria and one facility in the Ukraine certified and acknowledged by the
local authorities and all countries from the CIS. With the exception of the facility in the Ukraine
all other facilities have been examined and certified according to the EU GMP.

The production activities of the Group are carried out and developed in the following areas:

- Production of pharmaceutical products;

- Substances and preparations based on vegetable raw materials (phytochemical production);
- Veterinary vaccines;

- Infusion solutions;

- Concentrates for hemodialysis;

- Medical disposable products for human and veterinary medicine;

- Injection molded products for the industry, agriculture and households.

2. Products

Sopharma AD

The Company has a portfolio of more than 210 products: mainly generics and 15 original products, of
which 12 products are phyto-based. The original products of the Group (and in particular Carsil and
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Tempalgin) are key contributors to its revenue from export markets, while for the domestic sales the
most important products are generics, of which the leading drug is Analgin.

The product portfolio of the company is focused on the following therapeutic areas: cardiology,
gastroenterology, pain management, cough and cold, immunology and dermatology, respiratory and
asthma, neurology and psychiatry, urology and gynecology.

The most important pharmaceutical products in terms of their contribution to revenue are:

+ Carsil - original plant-based product, used to treat gastroenterological disorders (liver
disease);

4+ Tempalgin — original analgesic (painkiller);

*—

Tabex — original plant-based drug used for smoking secession;

+ Tribestan — original plant-based drug used for stimulation of the male reproductive
system;

4+ Broncholytin - original plant-based product used to suppress cough;
+ Analgin — generic analgesic (painkiller);

4+ Nivalin — original plant-based product used for diseases of the peripheral nervous
system;

+ Methylprednisolone - generic medicine for cases of severe allergies and certain life-
threatening conditions;

Unipharm

Unipharm is an established manufacturer of medicinal products meeting the highest standards of Good
Manufacturing Practice. The mission of Unipharm is the production of medicines with care for people.
The core operations of Unipharm AD are production of pharmaceuticals, research and experimentation
in the production of pharmaceuticals, establishing quality of manufactured medicines, wholesale trading
activities at home and abroad. The company strives to meet the requirements of the market and
concentrates on finding new market niches to meet the growing needs of consumers. The company
invests in production and scientific implementation mainly in the field of generic products.

Products

e Solid dosage forms
e Concentrates for hemodialysis
e Liquid dosage forms

The company's products are sold mainly on the Bulgarian market, but also in countries such as Russia,
Ukraine, Georgia and other CIS nations, Tunisia, Lithuania, Latvia, Poland and others.
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Biofarm engineering

Biopharm Engineering AD is a rapidly growing company. It has modern production units and constantly
expand and modernize production facilities. The strategy of Biopharm Engineering AD is built on the
market and technological advantages of the company. The company holds a certificate of good
manufacturing practice (GMP). The company develops successfully in the following areas:

e production of infusion solutions;
e production of injection solutions;
e production of veterinary medicinal products and immunological preparations

Products

e infusion and injection solutions;
e veterinary medicinal products — vaccines and diagnostic kits.

Main markets
The manufactured infusion solutions are marketed through the parent company Sopharma AD both on
the Bulgarian and the international market.

Medica

Medica AD is a Bulgarian manufacturer of high quality medical supplies and generic pharmaceutical
products, with over 40 years of history. The manufacturing facilities of Medica meet all European
standards of production and meet the requirements of good manufacturing practice (GMP). The
company is ISO-certified and has implemented a system of quality management and employs 230 highly
qualified employees.

Products

e Maedical supplies

e Pharmaceutical products
e Food supplements

e Cosmetic products

Main foreign markets for Medica are Ukraine, Moldova, Russia, Macedonia and others, which comprise
26% of the company’s revenues.
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PAT Vitaminy

PJSC "Vitamini" is producing and selling medicines in the form - tablets, powders, oily solutions, syrups
and tinctures. Drugs production of PJSC "Vitamini" is highly efficient, with excellent quality, accessibility
successfully sold not only in Ukraine and CIS countries.

Currently, the production is carried out in the following production sites:

e liquid dosage forms;

e two production sites for solid dosage forms;
e extracts production site;

e tinctures production site;

e solutions production site;

e powder production site.

3. Distribution
Sopharma Trading

The company is a leading distributor of pharmaceutical products and cosmetics in Bulgaria with a market
share of pharmaceutical products of 21% (according to IMS). Sopharma Trading is the only distributor on
the Bulgarian market of particular pharmaceutical products for several leading international
pharmaceutical and other companies the field of healthcare such as Amgen, Astra Zeneca, GE
Healthcare, Johnson and Johnson, Abbot Diagnostics, Hartmann, Novartis and Novo Nordisk.

The Group offers more than 10 000 products (particularly pharmaceutical products, medical equipment
and devices, accessories, cosmetics, vitamins and food supplements) in its portfolio, including the brands
of Sopharma, and holds exclusive rights for Bulgaria over brands of strategic partners such as Aboca,
Colief, Jamieson, Planter's, Premax, Skincode, SVR Laboratories, US Pharmacia and Wyeth, specialized
services (such as software solutions for pharmacies and advice and consulting services) and national
logistics services. Sopharma Trading cooperates with more than 400 partners and over 3 000 clients.

RIZ

The main directions of economic activity are:

Distribution of medicines and dietary supplements in the wholesale and retail segment;
Distribution of cosmetics and perfumery products in the wholesale and retail segment;
Registration of medicines in Latvia, Lithuania, Estonia, Belarus, Bulgaria

Launch of the medicines produced in third countries to the European Union;

Marketing support of the products on the mentioned markets.

Production.

o Uk wnNeE
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The company is constantly evolving, having certificates of GMP, GDP, the license to import medicines
produced in third countries into the EU, as well as psychotropic license. In 2015, the company
successfully passed the next commission on the re-certification of GMP and GDP. The company's mission
is to meet the needs of customers in the natural, effective and modern medicines and cosmetics, dietary
supplements, that improve health and quality of life. Using the resources and capabilities, we will
promptly provide our customers with quality medicines and essential goods. The main objective of the
company is to increase the portfolio of SIA "BRIZ" products and Sopharma AD products on the markets
of Latvia, Lithuania, Estonia and Belarus. Besides representative, sales and marketing services.

lll.  Information compliant with art. 39 of the Accounting Law

1. Revision of the activities of the Group and the main risks it faces (art. 39, item 1 of the
Accounting Law)

Key financial indicators

1-12/2016 1-12/2015 change

Indicators
BGN '000 BGN '000 %
Sales revenues 877 085 874 984 0,2%
EBITDA 73 656 62 766 17,4%
Operating profit 44 951 36 440 23,6%
Net profit 54 902 22 600 142,9%
CAPEX 26 418 33284 -20,6%
31.12.2016 31.12.2015
BGN '000 BGN '000
Non-current assets 416 599 401 484 3,8%
Current assets 442 622 434 143 2,0%
Owners' equity 491 223 457 640 7,3%
Non-current liabilities 53 842 62 492 -13,8%
Current liabilities 314 156 315 495 -0,4%
Ratios 2016 2015
EBITDA / Sales revenues 8,4% 7,2%
Operating profit/ Sales revenues 5,1% 4,2%
Net profit/ Sales revenues 6,3% 2,6%
Borrowed capital/Owners' equity 0,75 0,83
Net debt/ EBITDA 2,82x 3,57x
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Risks relating to the Group’s business and the industry the Group operates in

-

The Group faces significant competition.

Reputation of the Group may be adversely affected by untrue or misleading information
available on websites containing the name “Sopharma”, including www.sopharma.com,
which have not been authorized by the Group.

-

-

The Group is dependent on regulatory approvals.

Government regulations affecting the Group's business may change, thus possibly
increasing compliance costs or otherwise affecting its operations.

-

+ Part of the Group’s revenues, in particular in Bulgaria, depend on the inclusion of the
Group’s medicines on reimbursement lists.

+ The Group’s production facilities and processes are subject to strict requirements and
regulatory approvals that may delay or disrupt the Group’s operations.

+ The Group’s ability to pay dividends depends on a number of factors and there can be
no assurance that the Group will be able to pay dividends in accordance with its
dividend policy or at all in any given year.

+ The Group is subject to operational risk, which is inherent to its business activities.

+ The Group is subject to numerous environmental and health and safety laws and
regulations and is exposed to potential environmental liabilities.

+ Litigation or other out-of-court proceedings or actions may adversely affect the Group’s
business, financial condition and results of operations.

Risks relating to Bulgaria and other markets in which the Group operates

+ The macroeconomic environment, particularly in Bulgaria, Russia and Ukraine, has a
significant effect on the Group’s operations and position.

+ The political environment in Bulgaria has a significant effect on the Group’s operations
and financial condition.

+ The political environment in the Group’s export markets, especially in Russia and
Ukraine, has a significant effect on the Group’s operations and financial condition.

+ Risks related to the Bulgarian legal system.

+ Developing legal frameworks in some countries in which the Group sells its products, in
particular Russia and Ukraine, may negatively impact the Group’s operations in such
countries.

+ Risks relating to exchange rates and the Bulgarian Currency Board.
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+ Interpretations of tax regulations may be unclear and tax laws and regulations
applicable to the Group may change.

Currency risk

The Group performs its activities with an active exchange with foreign suppliers and clients.
Therefore, it is exposed to currency risk mainly in respect of USD. The Group supplies part of its
raw and other materials in USD. The currency risk is related with the adverse floating of the
exchange rate of USD against BGN in future business transactions as to the recognized assets
and liabilities denominated in foreign currency and as to the net investments in foreign
companies. The remaining part of Group operations are usually denominated in BGN and/or
EUR. The Group sells some of its finished products in Russia in euro and thus eliminates the
currency risk associated with the depreciation of the Russian ruble in the recent months. The
accounts with subsidiaries in Ukraine are also denominated in euro. However, in connection
with the instability in the country and the continued depreciation of the Ukrainian hryvnia, in
order to minimize currency risk, the Group conducts through its subsidiaries a currency policy,
which includes the implementation of advance payments and shortening of the periods of
delayed payments and immediate exchange of revenues in local currency in euros, as well as
raising of the price mark-ups on products in order to compensate for possible future
devaluation of the hryvnia. To control foreign currency risk, the Group has introduced a system
for planning import supplies, sales in foreign currency as well as procedures for daily monitoring
of US dollar exchange rate movements and control on pending payments.

2. Analysis of the main financial and non-financial indicators related to the activities of
Sopharma Group (art. 39, item 2 of the Accounting Law)

Revenue from sales of the Group increase by BGN 2.1 million or 0.2%%, reaching BGN 877.1 million in
2016 compared to BGN 875 million in the first half of 2015. Sales of goods increased by BGN 17.3 million
or 3%, reaching BGN 654.4 million in 2016 compared to BGN 628.1 million in the first half of 2015. Sales
of finished products decreased by 15.2 million BGN, or 8%, to BGN 231.7 million in 2016 compared to
BGN 246.9 million in 2015.
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Distribution of sales revenues by geographic region
H Europe
H Bulgaria

& Other

The contribution of sales in Bulgaria to the consolidated sales revenue in 2016 amounted to 73%,
increasing by 3% compared to the same period of 2015. Sopharma has a 4% share of the Bulgarian
pharmaceutical market in terms of value and a 14% share in terms of sold quantity (units). The positions
of the main competitors of the Company in the country are as follows: Novartis — 7% (4% in units), Roche
— 6% (0.3% in units), Actavis — 5% (11% in units), GlaxoSmithKline — 4% (2% in units), Sanofi-Aventis — 4%
(3% in units), Astra Zeneca — 3% (1% in units), Bayer — 3% (2% in units).

The Group’s income from sales in Europe amounts to 25% of the total consolidated sales in 2016 and
marks a decrease of 2% compared to the first half of 2015.

Sales by type of formulation

The types of formulation with the highest share in the volume of sales are tablet forms,
followed by ampoules, syrups, unguents, lyophilic products and others.

Revenue earned from sale of finished products 1-12/2016 1-12/2015 change

BGN '000 BGN '000 %

Tablet dosage forms 150 105 166 200 -10%
Ampoules 32291 33364 -3%
Syrups 9734 11 097 -12%
Consumables, dressing materials and apparatuses Drops 8949 -

Lyophilic products 7 316 9579 -24%
Unguents 6220 8015 -22%
Inhalers 2 546 3433 -26%
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apparatuses Drops

Drops 1496 1185 26%
Syringes 1128 2242 -50%
Other 11928 11746 2%
Total 231713 246 861 -6%
Products sales revenues by type
o '1% 59, = Tablet dosage forms
2% 1% o = Ampoules
0,
3 /O \‘ Syrups
4%
4% = Consumables, dressing materials and

= Lyophilic products

Unguents

= Inhalers

= Drops
= Syringes
= Other
Revenue earned from sale of 2016 2015 Change
goods BGN'000  BGN '000 %
Tablets 305,214 296,705 3%
Ampoules 179,055 179,330 0%
Syrups 40,051 35,902 12%
Drops 30,069 36,063 -17%
Consumables, dressing materials
and apparatuses 23,833 21,133 13%
Unguents 18,379 18,549 -1%
Cosmetic products 9,900 9,307 6%
Herbs and food additives 7,983 3,191 150%
Others 30,888 27,943 11%
Total 645,372 628,123 3%
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ETablets

Bampoules

mSyrups

" Drops

W Consumables, dressing materials and

apparatuses

Unguerts

Cosmetic products

Herbs and food additives

Others

Other operating revenues

Other revenues 1-12/2016  1-12/2015 change Relative

BGN '000 BGN '000 % %

Services rendered 4823 7 160 -33% 51%
Financing from public institutions 1187 1037 14% 13%
Net profits(losses) from exchange rate differences under 297 (14 257) -107% 11%
Services related to social activities and events 837 795 5% 9%
Rentals 792 942 -16% 8%
Income from sales of LTA 372 36 933% 4%
Written-off payables 222 11 2%
Other (see Notes to the financial statements) 953 1598 -88% 2%
Total other operating income 9483 (2 678) 454% 100%

Other operating income increase by BGN 12.2 million, reaching BGN 9.5 million in 2016, compared to
BGN (2.7) million in the first half of 2015 due to a decrease in net losses from exchange rate differences
under trade receivables and payables and current accounts by BGN 14.6 million and an increase in
revenues from sales of LTA by BGN 0.3 million.

Operating expenses

Operating expenses 1-12/2016 1-12/2015 change relative

share of

expenses in

2016

BGN '000 BGN '000 % %

Changes in inventories of finished goods and work in 994 (4 207) 124% 0%
Materials 82 906 86 396 -4% 10%
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Hired services 56 408 65 661 -14% 7%
Personnel 87 159 81501 7% 10%
Depreciation and amortization 28 705 26 326 9% 3%
Carrying amount of goods sold 571132 568 590 0% 68%
Other operating expenses 14 313 11599 23% 2%
Total 841 617 835 866 1% 100%

Operating expenses in 2016 increased by BGN 5.8 million or by 1% from BGN 835.9 million in
2015 to BGN 841.6 million in 2016. The change is a consequence of growth of sales and,
respectively, of the carrying amount of goods sold by the group, an increase in personnel costs,
depreciation and other costs.

The cost of materials (with a 10% share) is reduced by BGN 3.5 million or 4% to BGN 82.9 million
in 2016 compared to BGN 86.4 million in 2015. The cost of basic materials Decreased by BGN
4.4 million or by 7%, the most significant impact being reported for the costs of substances,
packaging materials, liquid and solid chemicals, which decrease by BGN 1 million, BGN 2.5
million ., BGN 1.3 million. The increase is reported for the costs of electricity and auxiliary
materials, while the decrease is related to the costs of heating, fuels and lubricants and others.

Expenditures for external services account for 7% relative share of operating expenses and
decrease by BGN 9.2 million or by 14% to BGN 56.4 million in 2016 compared to BGN 65.6
million in 2015 Mainly as a result of reduced advertising costs by BGN 6.1 million and
consultancy services by BGN 1.5 million. Decrease is recorded in the costs of maintenance of
buildings and equipment, forwarding, transport and logistics services, local taxes And fees,
marketing services, and more. Increases include medication, rent and other costs.

Personnel costs (with a 10% share) increased by BGN 5.7 million or by 7% to BGN 87.2 million in
2016 compared to BGN 81.5 million in 2015. The overall growth of these Costs are due both to
the increase in the remuneration of hired personnel and the increased staff in the Group as a
result of the consolidation of new companies.

Other operating expenses (with a 2% share) increased by 2.7 million or 23% from BGN 11.6
million in 2015 to BGN 14.3 million in 2016. Increased impairment Of current assets net of BGN
1.4 million, marriage and lack of goods by BGN 1.4 million. Decrease of mission expenses, tax
and tax payments, training, donations, etc.

Depreciation costs (with a 3% share) increased by BGN 2.4 million or 9% from BGN 26.3 million
in 2015 to BGN 28.7 million in 2016.

Financial income and expenses

Finance income 1-12/2016 1-12/2015 change relative

BGN '000 BGN '000 % %

Interest income on overdue commercial receivables 4702 3801 24% 67%
Interest income on granted loans 1792 2 766 -35% 26%
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Net gain from operations with investments in securities 322 161 100% 5%
Dividends 178 6 2867% 3%
Interest income on bank deposits 20 94 -79% 0%
Total 7014 6 828 3% 100%

Finance costs change relative
Interest expenses on loans 8831 8 868 0% 69%
Bank fees on loans and guarantees 859 834 3% 7%
Net loss on exchange rate differences on loans in foreign 1074 4637 -77% 8%
Impairment on commercial loans granted 542 - - 4%
Interest expense on finance lease 341 409 -17% 3%
Factoring interest costs 953 - - 7%
Derivatives effects 109 - - 1%
Impairment of cash in banks under special supervision 8 6438 -100% 0%
Impairment of available and for sale investments 4 454 -99% 0%
Total 12 721 21 640 -41% 100%

Financial revenues increased by BGN 0.2 million to BGN 7 million in 2016 compared to BGN 6.8
million in 2015. There was an increase of interest receivable on arrears of trade receivables by
0.9 million BGN. The decrease recorded interest income on loans granted by BGN 1 million.
Financial expenses decreased by BGN 8.9 million from BGN 21.6 million in 2015 to BGN 12.7
million in 2016. The most significant decrease is recorded in the impairment of cash in banks
under a special Oversight by BGN 6.4 million and a decrease in net foreign exchange losses on
foreign currency loans of BGN 3.6 million.

Net financial revenues (expenditures) decreased by BGN 9.1 million to BGN (5.7) million as of
31.12.2016 compared to BGN (14.8) million at 31 December 2015

Financial result
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EBITDA Operating profit Net profit

Profit before interest, taxes and depreciation (EBITDA) increased by BGN 10.9 million or by 17%,
reaching BGN 73.7 million in 2016 compared to BGN 62.8 million, In 2015

Profit from operating activities increased by BGN 8.5 million or 23% to BGN 44.9 million in 2016
compared to BGN 36.4 million in 2015.

Net profit increased by BGN 32.3 million or by 143% to BGN 54.9 million in 2016 compared to
BGN 22.6 million in 2015.
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Assets
31.12.2016 31.12.2015 change 2016
BGN '000 BGN '000 % %
Non-current assets
Property, plant and equipment 321215 315 005 2% 77%
Intangible assets 34 601 24 127 43% 8%
Goodwill 9 885 11375 -13% 2%
Investment property 9483 10 562 -10% 2%
Investments in associated companies and joint ventures 18 715 5224 258% 5%
Available-for-sale investments 5721 7424 -23% 1%
Long-term receivables from related parties 10 028 20 505 -51% 2%
Other long-term receivables 4149 3546 17% 1%
Deferred taxes 2 802 3716 -25% 1%
416 599 401 484 4% 49%
Current assets
Inventories 171791 163 129 5% 39%
Trade receivables 215583 205 589 5% 49%
Receivables from related parties 14 982 27 434 -45% 3%
Other receivables and prepayments 17 727 14 505 22% 4%
Cash and cash equivalents 22 539 23 486 -4% 5%
442 622 434 143 2.0% 51%
TOTAL ASSETS 859 221 835 627 3% 100%

The total assets increased by BGN 23.6 million or by 3% to BGN 859.2 million as of 31.12.2016
compared to BGN 835.6 million as of 31.12.2015. This is a consequence of an increase of both
non-current and current assets.

Non-current assets increased by BGN 15.1 million or by 4%, mainly due to an increase in
intangible assets and investments in associates and joint ventures.
Assets in property, plant and equipment increased by BGN 6.2 million. Assets in land and
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buildings increased by BGN 8.5 million and machinery, equipment and equipment by BGN 9.7
million. Acquisition decreased by BGN 11.7 million.

Intangible assets increased by BGN 10.5 million, in the part of intellectual property rights by
BGN 9.2 million and software products by BGN 4 million and decreased mainly in the part of
intangible assets in the process of acquisition with BGN 2.1 million.

Investments in associates and joint ventures increased by BGN 13.5 million compared to
31.12.2015. Available-for-sale investments decreased by BGN 1.7 million.

Long-term receivables from related enterprises decreased by BGN 10.5 million, or by 51%, to
BGN 10 million.

Other long-term receivables increased by BGN 0.6 million.

Current assets increased by BGN 8.5 million or 2% to BGN 442.6 million as of 31.12.2016
compared to BGN 434.1 million as of 31.12.2015.

Inventories accounted for 39% of current assets and increased by BGN 8.7 million compared to
31.12.2015, in the part of goods by 16.3 million BGN and semi-finished products by 5.1 million
BGN, while Decreases in the part of finished goods stocks by BGN 10.7 million and stock of
materials by BGN 2.2 million.

Trade receivables have a relative share of 49% of current assets and increased by BGN 10
million in the part of advances provided, net of BGN 1.9 million and receivables from customers,
net of BGN 8.1 million.

Receivables from affiliated companies accounted for 3% of the current assets and decreased by
BGN 12.5 million, mainly in claims on sales of production and materials by BGN 2.8 million and
commercial loans granted by 9.7 million BGN.

Other short-term receivables and prepaid expenses accounted for 4% of current assets and
increased by BGN 3.2 million as a result of tax refunds by BGN 1.5 million, other short-term
receivables by BGN 1.5 million and Court and receivables, net of BGN 1.1 million. Cash and cash
equivalents decreased by BGN 0.9 million as compared to 31 December 2015 and deposits of
BGN 4 million were available at the end of the period.
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Liabilities and owners’ equity

EQUITY 31.12.2016 31.12.2015 change From owners
Equity attributable to owners of the parent BGN '000 BGN '000 % %
Share capital 134 798 134 798 0% 27%
Reserves 62 708 48 855 28% 13%
Retained earnings 259 984 222 238 17% 53%
457 490 405 891 13% 93%
NON-CONTROLLING INTEREST 33733 51 749 -35% 7%
TOTAL EQUITY 491 223 457 640 7% 100%
31.12.2016 31.12.2015 change % total
LIABILITIES BGN '000 BGN '000 %
Non-current liabilities
Long-term bank loans 25924 38 876 -33% 7%
Deferred tax liabilities 11 752 7 952 48% 3%
Long-term liabilities to personnel 4539 4199 8% 1%
Finance lease liabilities 2582 1957 32% 1%
Government grants 8373 9343 -10% 2%
Other non-current liabilities 672 165 307% 0%
53842 62 492 -14% 15%
Current liabilities
Short-term bank loans 170 842 190 785 -10% 46%
Current portion of long-term bank loans 20033 5%
Trade payables 9478 14 784 -36% 3%
Payables to related parties 92 053 87 440 5% 25%
Payables on contract for factoring 566 2 366 -76% 0%
Payables to the personnel and for social security 10 093 8 894 13% 3%
Tax payables 5949 6368 -7% 2%
Other current liabilities 5142 4 858 6% 1%
314 156 315495 -0.4% 85%
TOTAL LIABILITIES 367 998 377 987 -3% 100%
TOTAL EQUITY AND LIABILITIES 859 221 835 627 2.9%
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The equity of Sopharma Group increased by BGN 33.6 million compared to 31.12.2015 mainly
due to an increase in retained earnings. The non-controlling interest is decreased by BGN 18
million. The equity related to the equity holders of the Company holds 53% of total equity and
liabilities, and there is some improvement in the financial autonomy of the Group. The same
increased by 51.6 million. Lev mainly through retained earnings.

Non-current liabilities decreased by BGN 8.7 million or 14%, from BGN 62.5 million at the end of
2015 to BGN 53.8 million at the end of 2016 mainly due to a decrease in long-term bank loans
13 million. lev increase recorded deferred tax liabilities by BGN 3.8 million.

Current liabilities decreased by BGN 1.3 million or by 1% compared to the end of 2015, mainly
due to a decrease in short-term loans by banks by BGN 20 million, short-term part of long-term
bank loans by BGN 5.3 million , As well as liabilities to related enterprises by BGN 1.8 million.
Increase in liabilities under factoring contract by BGN 20 million, trade payables by BGN 4.6
million and payables to staff and social security 1,2 BGN million. Total liabilities on bank loans,
leasing and factoring of the Group decreased by BGN 17.5 million compared to the end of 2015,
with the net debt after deducting cash and cash equivalents decreased by BGN 16.6 million.

Ratios
31.12.2016 31.12.2015 Change

ROE 11,9% 5,3%
ROA 6,0% 2,5%
Asset turnover 1,05 1,04
Current liquidity 1,41 1,38
Quick ratio 0,86 0,86
Cash/current liabilities 0,07 0,07
Owners’ equity/liabilities 1,33 1,21

1 Net profit on an annual basis attributable to equity holders of the Company / arithmetic
mean of non-minority interest for the last five quarters

2 Net profit on an annual basis attributable to equity holders of the Company / arithmetic
mean of total assets for the last five quarters

3 Revenue from sales on an annual basis / arithmetic mean of total assets over the last five
quarters

4 Current assets / current liabilities

5 Receivables + Cash / Current liabilities

6 Cash / Current liabilities

7 Own capital / Liabilities
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Cash flow
31.12.2016 31.12.2015
BGN '000 BGN '000
Net cash flow from/(used in) operations (60 158) 67 310
Net cash flow used in investment activities (6 862) (32899)
Net cash flow (used in)/from financial operations 66 245 (36 596)
Net increase/(decrease) of cash and cash equivalents (775) (2 185)
Cash and cash equivalents on 1 January 23114 25299
Cash and cash equivalents on 31 December 22339 23114

The net cash flows generated by operating activities in the year 2016 amounted to BGN 60.2
million outflow, from investment activity amounted to BGN 6.9 million outflow and from
financial activity amounted to BGN 66.3 million inward flow. As a result of these activities, the
cash and cash equivalents decreased net by BGN 0.8 million and by 31.12.2016 amounted to
BGN 22.3 million compared to BGN 23.1 million at 01.01.2016

In 2016, companies from the Group have entered into factoring contracts, with the factoring
receipts amounting to BGN 132.4 million being reported as cash flows from financial activities.
As a consequence, there is a significant decrease compared to the previous year of the net cash
flows from operating activities at the expense of an increase in net cash flows from financing
activities.

Ecology and Environmental Protection
Sopharma upholds and respects its commitments in accordance with national legislation on
environmental protection. The Group implement measures to:
e separate collection of waste, minimization, recovery and recycling of industrial and
household waste;
e ensuring proper training of personnel on issues related to environmental protection and
pollution prevention;
e responsibly fulfills the mandatory requirements of Decree 137 of Council of Ministers
and Ordinance on packaging and packaging waste;
e annually measures the emission of waste gases into the air from factory Phytochemistry
and the Plant for solid dosage forms;
e monthly Sofiyska Voda measures the emissions in wastewater from production sites A
and B.

In 2016 the separately collected waste decreased by 2% compared to previous years.
Production waste is transferred to licensed companies for recycling. The measured annual
emission of waste gases in the air and emissions from wastewater are within the required
norms. The conditions of the Permit for discharge are strictly kept. The Group prepares a
monthly report on the imported and / or marketed packaging by type of material for which a
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monthly installment is payed to Ecobulpack under the contract for the recovery of packaging
waste which Sofarma AD has.

Employees

By 31.12.2016, the average staffing of the Sopharma Group was 4 543 (compared to 4 258 in
2015). The average number of employees of Sopharma AD as at 31.12.2016 is 1873 (at 2 010 in
2015) and Sopharma Trading AD is 728 (compared to 730 in 2015)

The training programs offered to employees of the Company aim to develop employee
competencies. The training policy is specifically aimed at providing high professional knowledge
as well as in relation to the requirements for health and safety at work.

Employees are entitled to the higher additional remuneration required by applicable law on
overtime, night shifts and work on Saturdays, Sundays and holidays. Employees who work
under specific, harmful or dangerous conditions receive personal protective equipment and
allowances.

3

Important events after the date of the annual financial statements (art. 39, item 3 of
the Accounting Law)

On 5 January 2017, in the US Achieve Life Science Inc. and OncoGenex Pharmaceuticals
Inc. announced a merger agreement under which OncoGenex Pharmaceuticals Inc. will
acquire Achieve Life Science Inc. through of all-stock. Upon completion of the proposed
merger it is expected that the shareholders of Achieve Life Science Inc. will own 75% of
the outstanding shares of the combined Group, while current shareholders of
OncoGenex Pharmaceuticals Inc. will own the remaining 25% of the outstanding shares.
The agreement is submitted for approval by the Securities and Exchange Commission
(SEC). After its approval the combined Group will be renamed Achieve Life Sciences Inc.
and will be recorded in the NASDAQ. As a result of the above - mentioned actions
Sopharma will own 423 000 shares (3.525%) of the capital of Achieve Life Science Inc..

On 31 January 2017 the Contract for merger, as well as reports of the management
bodies of the companies involved in the transformation of the Group under art. 262i of
the CA and the report of the examiner under art. 262m of the CA for transformation
through merger between Sopharma Group, Sofia, UIC 831902088 and Medica AD, Sofia,
UIC 000000993 were filed with the FSC for approval pursuant to art. 124, par. 1 of the
Public Offering of Securities Act (POSA). As a result of the merger, all assets of Medica
AD shall be transferred to Sopharma Group and the latter shall become its legal
successor. Medica AD shall be terminated without liquidation. On 20 March 2017
Sopharma Group, Sofia, UIC 831902088 and Medica AD, Sofia, UIC 000000993 signed an
annex to the Contract for transformation through merger reflecting the comments by
the FSC. All documents will be filed with the FSC for approval pursuant to art. 124, par. 1
of the Public Offering of Securities Act (POSA) after an independent certified evaluator
prepares a report. As a result of the merger, all shareholders of the transferring Group
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Medica AD, with the exception of the receiving Group Sopharma Group, which is also a
shareholder of the transferring Group, will receive shares of Sopharma Group and
become shareholders of it. Against one share of Medica AD each shareholder pursuant
to art. 261b, app. 1 of the CA shall receive 0.8831 treasury shares of the capital of
Sopharma Group. All other conditions concerning the merger procedure are included in
the Contract.

e On February 22, 2017, the deletion of Medica - Health Ltd in the Commercial Register of
the Registry Agency

e On March 15, 2017Sopharma Trading AD entered in the Commercial Register a
subsidiary under the name of Sofarmacy 7 EOOD, with headquarters in Sofia, lzgrev
District, 5 Lachezar Stanchev Str., Sopharma Business Towers Building A, 12th floor. The
company will operate under UIC 204501313 and its manager is Valeria Vidulova-Kaneva.

e On 05.04.2017 Sopharma AD received a decision of the CPC that the acquisition by
Sopharma AD of shares of the capital of Doverie United Holding AD at this stage is not
subject to prior notification under Art. 24, para. 2 of the LPC. Sopharma AD will take
appropriate action in reaching the established thresholds requiring a tender offer to the
other shareholders of Doverie United Holding AD.

e On April 14, 2016, Sopharma AD announced that the Company acquired 51% of the
capital of the Moldovan distributor of medicinal products RAP Pharma International
after obtaining permission from the Moldovan Competition Commission to realize the
acquisition

e The Board of Directors, pursuant to art. 223 of the Commercial Act /CA/ and art. 115 of
the Public Offering of Securities ACT /POSA/, convenes an Extraordinary Meeting of
Shareholders of Sopharma Group, which shall be held on 24 April 2017 at 11:00 at the
Group's headquarters in Sofia, at: 5 Lachezar Stanchev Str., Building B and in the
absence of quorum on 8 May 2017 at the same place, the same time and with the same

agenda:

1. Approval of Substantiated report by the Board of Directors for transactions under art. 114,
par. 1 of POSA; Draft decision: EGM approves the Substantiated report, prepared by the Board
of Directors, for transactions under art. 114, par. 1 of POSA, with the participation of the public
Group SOPHARMA GROUP.

2. Authorization of the Board of Directors of the Group to conclude a contract for provisioning
of collateral in the form of a corporate guarantee in the form of a mortgage on a real estate
owned by Sopharma Group and a special pledge on machines and equipment, as a collateral
under a contract with a Financial Institution (Raiffeisenbank Bulgaria) for an investment credit
provided to the subsidiary Sopharma Trading AD — a transaction within the scope of art. 114,
par. 1 of POSA, according to Chapter One of the Substantiated report; Draft decision: EGM
authorizes the Board of Directors of the Group to conclude a contract for provisioning of
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collateral in the form of a corporate guarantee according to the terms and conditions, listed in
Chapter One of the Substantiated report, i.e. conclude a contract for provisioning of collateral in
the form of a corporate guarantee in the form of a mortgage on a real estate owned by
Sopharma Group and a special pledge on machines and equipment, as a collateral under a
contract with a Financial Institution (Raiffeisenbank Bulgaria) for an investment credit provided
to the subsidiary Sopharma Trading AD.

3. Authorization of the Board of Directors of the Group to conclude a contract as a co-debtor for
a contract between a Financial Institution (Raiffeisenbank Bulgaria) for an investment credit
provided to the subsidiary Sopharma Trading AD — a transaction within the scope of art. 114,
par. 1, item 2 of POSA, according to Chapter Two of the Substantiated report; Draft decision:
EGM authorizes the Board of Directors of the Group to conclude a contract as a co-debtor for a
contract between a Financial Institution (Raiffeisenbank Bulgaria) for an investment credit
provided to the subsidiary Sopharma Trading AD — a transaction within the scope of art. 114,
par. 1, item 2 of POSA, according to Chapter Two of the Substantiated report.

4. Authorization of the Board of Directors of the Group to conclude a contract as a co-debtor
with a Financial Institution (DSK Bank Bulgaria) for an overdraft credit provided to the subsidiary
Sopharma Trading AD - a transaction within the scope of art. 114, par. 1, item 2 of POSA,
according to Chapter Three of the Substantiated report; Draft decision: EGM authorizes the
Board of Directors of the Group to conclude a contract as a co-debtor with a Financial
Institution (DSK Bank Bulgaria) for an overdraft credit provided to the subsidiary Sopharma
Trading AD — a transaction within the scope of art. 114, par. 1, item 2 of POSA, according to
Chapter Three of the Substantiated report.

5. Authorization of the Board of Directors of the Group to conclude a contract as a co-debtor
with a Financial Institution (Societe Generale Expressbank Bulgaria) for an investment credit
provided to the subsidiary Sopharma Trading AD — a transaction within the scope of art. 114,
par. 1 of POSA, according to Chapter Four of the Substantiated report; Draft decision: EGM
authorizes the Board of Directors of the Group to conclude a contract as a co-debtor with a
Financial Institution (Societe Generale Expressbank Bulgaria) for an investment credit provided
to the subsidiary Sopharma Trading AD — a transaction within the scope of art. 114, par. 1 of
POSA, according to Chapter Four of the Substantiated report.

6. Authorization of the Board of Directors of the Group to conclude a contract for rent of real
estate as a tenant with Sopharam Properties REIT as a renter — a transaction within the scope of
art. 114, par. 1 of POSA, according to Chapter Five of the Substantiated report; Draft decision:
EGM authorizes the Board of Directors of the Group to conclude a contract for rent of real
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estate as a tenant with Sopharam Properties REIT as a renter — a transaction within the scope
of art. 114, par. 1 of POSA, according to Chapter Five of the Substantiated report.

7. Authorization of the Board of Directors of the Group to conclude a contract for trade of
medicinal products with the subsidiary Sopharma Kazakhstan AD — a transaction within the
scope of art. 114, par. 1 of POSA, according to Chapter Six of the Substantiated report; Draft
decision: EGM authorizes the Board of Directors of the Group to conclude a contract for trade
of medicinal products with the subsidiary Sopharma Kazakhstan AD — a transaction within the
scope of art. 114, par. 1 of POSA, according to Chapter Six of the Substantiated report.

e Sopharma Trading AD has reached agreement and agreement to acquire PharmaStor
pharmacies with the intention of their subsequent joining Sopharmacy's family. The
merger of SOpharmacy and PharmaStor will provide a stronger market position for the
two chains so that they can meet the increasing needs of Bulgarian patients for quality
health services. The merger will also bring a larger scale for the operations of Sopharma
Trading AD in the retail segment of the pharmacy market. The acquisition is subject to
prior approval by the Commission for the Protection of Competition.

e On April 24, 2017, an Extraordinary General Meeting of Shareholders of Sopharma
Trading AD took place, where decisions were taken to empower the Board of Directors
of the Company to conclude the transaction from the scope of Art. 114, para. 1, item 2
of the Public Offering of Securities Act, under the conditions and within the term:s,
according to Section I, Il and Ill of the Motivated Report, prepared by the Board of
Directors, as well as approval of the Motivated Report of the Board of Directors under
Art. 114a, para. 1 of the Public Offering of Securities Act regarding the expediency and
conditions of transactions from the scope of Art. 114, para. 1 of POSA.

e The Group acquires an additional 50% of the shares in ZAO Interfarm, acquiring control
of these companies.

e The Group sold its share in OO0 Vivaton Plus.

e Pursuant to Art. 100k., Para. 1 of the Public Offering of Securities Act, please be
informed that on 25.04.2017 Sopharma AD received approval of the Financial
Supervision Commission of the Contract for transformation by merger and an additional
agreement with it from 20.03.2017, signed on 31.01.2017 between "SOPHARMA" AD,
hereinafter referred to as "Receiving Company" and "MEDICA" AD, hereinafter referred
to as "Transforming Company", in accordance with the requirements of Art. 262e and ff
of the Commercial Law as a result of which all the assets of Medica JSC will be
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transferred to Sopharma AD and the latter will become its successor. Medica AD will
cease without liquidation. The Financial Supervision Commission also approved the
reports of the management bodies of the two companies prepared in accordance with
the provisions of Art. 262 and of the Commerce Act and the record of the appointed
examiners of the participants in the transformation under Art. 262m of the Commercial
Law. As a result of the merger, all shareholders of the transforming Medica AD, with the
exception of the receiving company Sopharma AD, which is also a shareholder in the
transforming company, will acquire shares in the capital of Sopharma AD and become
shareholders in it . Against each of its shares by Medica AD each shareholder of the
company on the grounds of Art. 261b, ap. 1 of the Commercial Code will acquire 0.8831
of the repurchased shares of the capital of Sopharma AD. A vote on the transformation
of the GMS of the two companies is forthcoming. Please, on the grounds of Art. 100k,
para. 1 of the Public Offering of Securities Act to make the above information public.

e On 25 April 2017 Sopharma AD presented an adjusted tender offer under Art. 149, para.
6 of the Public Offering of Securities Act for the purchase of the shares of the remaining
shareholders of Unipharm AD at a price of BGN 4,350 per share. . The Financial
Supervision Commission (FSC) has not taken any interest in the submitted draft tender
offer.

4. Planned development of Sopharma Group (art. 39, item 4 from the Accounting Law/
planned economic policy for the next year (art. 247, para 3 from the Commercial Code)

# On the local market the Group aims to make treatment more accessible to patients through
the faster development and registration of generic products.

+ With regard to foreign markets, the efforts are focused on retaining and increasing
the share of the Group on the main markets (Russia, Ukraine and Poland) as well as
establishing and extending presence in other countries (USA, Central and East European
countries, and the Caucasian region).

+ The Group continues the policy of active partnership with recognized international
pharmaceutical companies, with new companies as well as broadening the product range of
already established collaborations.

+ The planned investment program of the Group for 2017 includes investments amounting to
BGN 9 million for acquisition of buildings, machines, equipment and software. These assets
will be used for renovation of the current production facilities.

5. Research and development (art. 39, item 5 of the Accounting Law)
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Sopharma Group focuses its R&D mainly on generics. The R&D projects are focused on finding
and developing new formulas and compositions or physical properties (such as formulation or
tablets) of the products in order to adapt them to current market needs. Strategic goal of
Sopharma Group in the future is to achieve a stable result in developing eight to ten new
products annually.

The Group mainly submits applications for marketing authorizations of new products, including
new forms of products in Bulgaria and / or export markets and for existing products in new
markets.

Intellectual property

Although oriented towards generic pharmaceuticals, Sopharma Group is known for many years
with its traditional production of several unique products based on plant extracts obtained by
in-house-developed extraction technologies. In addition to trademark these products are
protected with patent or corporate know-how.

For the distinguishing of the manufactured generic products Sopharma Group relies on brand
names, all of which are registered trademarks of the Group.

In all the years of its existence, Sopharma Group generates and protects its intellectual
property. As a result, the Group owns a large number of intellectual property assets, the
majority being registered rights (trademarks, patents, designs) and few of which are
unregistered items - mainly technologies.

These assets are the result of the policy of the Group towards product and technological
improvement, and innovation in particular.

New developments and products

+ New products with marketing authorizations in the period January -
December 2016:

Authorizations were received for the bringing to 6 destination for marketing of the new
products for the Group — Desloratadin film tablets, Ibandron film tablets and Amlodipin tablest
and Videral drops, Deavit drops and Tuspan syrup have been implemented.

+ Expectedin 2017
Three to five new products are expected to be introduced by the end of 2017.
+ Developments

Around 15 production processes and technologies are in the process of transfer, validation and
optimization. Pharmaceutical development is carried out of over 10 new products for the
Group.
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6. Information for treasury shares required under art. 187d of the Commercial Code (art.
39, item 6 of the Accounting Law)

In 2016 the Group bought back 554 158 shares (2015: 153 342 shares) and sold 221 723
shares (2015: 1 350 shares). The shares bought back during the year represent 0.25% of the
capital of the Group and the average purchase price is 2.72 BGN.

Shares Capital, net from
treasury shares

amount BGN '000
Outstanding shares on 1 January 2016 129 316 754 116 185
Sold treasury shares 221723 324
Treasury shares acquired (554 158) (1212)
Outstanding shares on 31 December 2016 128 984 319 115 297

The Board of directors is authorized under certain conditions in accordance with decisions of
the General Meeting of Shareholders as of 23 June 2010, 30 November 2011, 1 November 2012
and 28 February 2013.

Number and nominal value of the treasury shares and the % of capital they represent

Sopharma Group owns 5813 582 treasury shares representing 4.31% of the capital of the
Group.

7. Branches of the Group (art. 39, item 7 of the Accounting Law)

Sopharma Group does not have branches.

8. Used financial instruments (art. 39, item 8 of the Accounting Law)

The general risk management is focused on the difficulty of forecasting the financial markets
and aims at minimizing the potential negative effects that could affect the financial results and
position of the Group. The financial risks are identified, measured and monitored through
various control mechanisms in order to establish adequate prices for the products and services
of the Group and the borrowed thereby capital and to assess adequately the market
circumstance of it investments and forms for maintenance of free liquid funds through
preventing undue concentration of a risk.
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Risk management is carried out by the management of the Group under the policies adopted by
the Board of Directors. The latter has approved the basic principles of general financial risk
management, based on which are developed specific procedures for the management of
individual specific risks such as currency, interest rate, credit and liquidity risk and the use of
derivative instruments.

Credit risk

Credit risk is the risk that any of the Group’s clients will fail to discharge in full and within the
normally envisaged terms the amounts due under commercial receivables. The latter are
presented in the statement of financial position at net value after deducting the impairment
related to doubtful and bad debts. Such impairment is made where and when events have
existed identifying loss due to uncollectability as per previous experience.

The Group has developed policies and procedures for assessing the creditworthiness of its
counterparties and setting credit rating and credit limits by group of clients.

The Group's cash and payments operations are concentrated in various premium banks. In the
distribution of cash flows between them, the management of the Company and the subsidiaries
take into account a number of factors, including the capital, security, liquidity, credit potential
and rating of the bank, etc.

Liquidity risk
Liquidity risk is the adverse situation when the Group encounters difficulty in meeting
unconditionally its obligations within their maturity.

The Group generates and maintains a sufficient volume of liquid funds. An internal source of
liquid funds for the Group is its main economic activity generating sufficient operational flows.
Banks and other permanent counterparts represent external sources of funding. To isolate any
possible liquidity risk, the Group implements a system of alternative mechanisms of acts and
prognoses, the final aim being to maintain good liquidity and, respectively, ability to finance its
economic activities. This is complemented by the monitoring of due dates and maturity of
assets and liabilities as well as control of cash outflows.

Risk of interest-bearing cash flows

The assets structure represents the interest baring assets as cash, negotiated with a floating
interest rate and loans granted, with fixed interest rate. On the other hand, Group’s borrowings
in the form of long-term and short-term loans are usually with a floating interest rate. This
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circumstance makes the cash flows of the Group partially dependent on interest risk. This risk is
covered in two ways:
a) optimization of the sources of credit resources for achieving relatively lower price of
attracted funds;

b) the combined structure of interest rates on loans, which consists of two components — a
permanent one and a variable one, the correlation between them, as well as their
absolute value, can be achieved and maintained in a proportion favorable for the Group.
The permanent component has a relatively low absolute value and sufficiently high
relative share in the total interest rate. This circumstance eliminates the probability of a
significant change in interest rate levels in case of variable component updating. Thus
the probability for an unfavorable change of cash flows is reduced to a minimum.

The Group’s management currently monitors and analyses its exposure to changes in interest
rates. Various scenarios are simulated taking into consideration refinancing, renewal of existing
positions, and alternative financing. Based on these scenarios, the impact of a defined interest
rate shift, expressed in points or percentage, on the financial result and equity is calculated. For
each simulation, the same assumption for interest rate shift is used for all major currencies. The
calculations are made for major interest-bearing positions.

Information under Annex 10 to Article 32, paragraph 1, point 2 of Ordinance 2 to the Public
Offering of Securities Act

1. The information given in terms of value and quantity regarding the main categories of
goods, products and / or services provided, indicating their share in the Group's sales
revenue as a whole and the changes occurring during the accounting financial year

The information is included in Section Ill, point 2 of this Statement. The Group does not publish
information in quantitative terms due to the specificity of the production produced.

2. Information on revenue broken down by category of activity, internal and external
markets as well as information on the sources of supply of materials necessary for the
production of goods or the provision of services reflecting the degree of dependence on
each individual seller or buyer / User, in case the relative share of one of them exceeds
10 per cent of the costs or revenues from sales, information is provided for each person
individually about his share in the sales or purchases and the links With the issuer

Information on revenue broken down by category of activity, internal and external markets is
set out in Section III.2 of this Report.

For 2016 there are no clients whose relative share exceeds 10% of the total costs of services
and materials provided.
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The raw materials used exceed 3,500 nomenclature numbers, which have a dynamic structure
and a variety of origins (synthetic, plant), aggregate (liquid, solid, gaseous).

The bulk of raw materials and materials are secured by imports. Sources of supply are validated
manufacturers, which is in line with regulatory requirements and aims to maintain quality
persistence and traceability. The respective contractors operate according to GMP, GDP and
other industry standards. Sopharma JSC works with a number of Bulgarian and foreign suppliers
and their selection is carried out according to an elaborated in-house procedure and aims to
provide both alternative provisioning in the supply process and competitive flexibility in the
trade relations.

The starting conditions of Sopharma AD in the negotiation process are: quality consistency,
competitive prices, attractive payment terms, rhythmic and timely deliveries, preventing the
accumulation of inventories on the one hand and at the same time ensuring the regularity of
the production process.

For 2016, there are no suppliers whose relative share exceeds 10% of total costs of services and
materials.

3. Information on significant transactions concluded

The Group has adopted that significant transactions are those that result or may be reasonably
assumed that will lead to favorable or unfavorable change in the amounts of 5 or more percent
of sales revenues or net profit.

On May 9, 2016 in Belgrade, Serbia a transaction for the sale of the shareholding of Sopharma
Group in the capital of Ivanchich and Sons doo, Serbia was concluded.

The value of the transaction is subject to a confidentiality clause. The net profit of the
transaction for the Group reflected in the financial statements amounted to BGN 12.7 million.

4. Information regarding transactions between the issuer and related parties during the
reporting period, proposals for concluding such transactions as well as transactions that are
outside its usual activity or substantially deviate from market conditions when, the issuer or
its subsidiary is party, indicating the value of the transactions, the nature of relatedness and
any information necessary to assess the impact on the financial position of the issuer

Information regarding the transactions between Sopharma Group and related parties during
the period is specified in Notes to the Financial Statements "Related Party Transactions".
Sopharma Group has not entered into transactions that are outside its usual activity or
substantially deviate from market conditions.

5. Information about events and indicators unusual for the issuer that have a significant
impact on its activity and realized income and expenses; assessment of their impact on the

current year results
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In 2016 no events and indicators of unusual nature.

6. Information on off-balance sheet transactions - nature and business purpose, the financial
impact of transactions on the activity, if the risks and benefits of these transactions are
material to the issuer and the disclosure of this information is essential for assessing the
financial position of the issuer

The off-balance transactions as at December 31, 2016 are listed in the annual report in the
“Contingent liabilities and commitments” section.

7. Information on shares of the issuer, its major investments in the country and abroad (in
securities, financial instruments, intangible assets and real estate), as well as investments in
equity securities outside its group of companies under Accounting Law and the sources /
methods of financing

Information on shareholdings and major investments, domestic and foreign, of Sopharma
Group are listed in the Notes to the annual financial statements - "Investments in subsidiaries",
"Investments available for sale" and "Investments in associates". Information regarding
investments in intangible assets and real estate is presented in the Notes “Intangible assets”,
“Property, plant and equipment” and “Investment property”.

8. Information about the concluded by the issuer, its subsidiary or parent Group in their
capacity as borrowers, loan contracts specifying the terms and conditions, including the
deadlines for repayment as well as information about guarantees and commitments

Information on concluded by Sopharma loan agreements are listed in the annual report in an
Notes to the annual financial report "Long-term bank loans" and "Short-term bank loans."
Information on the loans of subsidiaries will be available in the consolidated financial
statements.

9. Information about the concluded by the issuer, its subsidiary or parent Group in their
capacity of lenders, loan agreements, including the provision of guarantees of any kind,
including related parties, and the specific terms, including the deadlines for payment and the
purpose for which they were granted
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Long-term loans granted to related parties are given to companies related to key management
personnel:

e Contractual amount 16 177 thousand EUR; interest rate - 5%; maturity — 1 December
2018; balance at 31 December 2016 - 9797 thousand BGN

Long-term loans to related parties were granted to assist in financing the activities of these
Companies for strategic purposes. They are secured by pledges of securities (shares).

Provided current loans by Sopharma Group to related companies:

Companies related through key management:

e Contract amount EUR 8 133 thousand; Interest rate - 4.10%; Maturity - 31.12.2017;
Balance as at 31 December 2016 - BGN 6 292 thousand;

e Contract amount 6 000 thousand BGN; Interest rate - 3.50%; Maturity - 31.12.2017;
Balance as at 31 December 2016 - BGN 4 472 thousand;

e Contract amount 12 731 thousand euro .; Interest rate - 3.05%; Maturity - 31.12.2017;
Balance at 31.12.2016 - BGN 560 thousand;

e Contractual amount of BGN 190 thousand; Interest rate - 3.50%; Maturity - 31.12.2017;
Balance at 31.12.2016 - BGN 96 thousand;

e Contractual amount of BGN 1 300 thousand; Interest rate - 5.50%; Maturity -
31.12.2017; Balance at 31.12.2016 - 0.

Companies under common indirect control:

e Agreed amount 186 thousand euro; Interest rate - 27.50%; Maturity - 30.06.2017;
Balance at 31 December 2016 - BGN 157 thousand;

e Agreed amount 122 thousand Belgian rubles; Interest rate - 27.50%; Maturity -
28.01.2018; Balance at 31 December 2016 - BGN 109 thousand;

e Agreed amount 70 thousand euro; Interest rate - 20.00%; Maturity - 24.03.2017;
Balance at 31 December 2016 - BGN 67 thousand;

e Agreed amount 126 thousand euro; Interest rate - 27.50%; Maturity - 30.06.2017;
Balance at 31 December 2016 - BGN 63 thousand;

e Contractual amount 23 thousand euro; Interest rate - 20.00%; Maturity - 28.02.2017,;
Balance at 31 December 2016 - BGN 23 thousand;

10. Information on the use of funds from the issuance of new securities during the reporting
period

During the reporting period, the Group did not issue securities.
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11. Analysis of the relationship between the financial results reflected in the financial
statements for the financial year and earlier published forecasts for these results

There are no published forecasts of financial results.

12. Analysis and evaluation of the policy on the management of financial resources, including
the ability to meet its obligations, possible threats and measures that the issuer has taken or
will take to resolve them

The Group's management currently controls the collection of receivables, the implementation
of financial ratios of bank contracts concluded and regularly services its obligations. Financial
risk management is fully disclosed in the "Financial Risk Management" as part of the individual
financial statements of the Group.

13. Assessment of the feasibility of investment intentions, indicating the amount of available
funds and possible changes in the financing structure of this activity

The planned investment program for 2017 includes investments of EUR 9 million BGN for the
acquisition of buildings, machinery, equipment and software. Sources of funding are its own
funds from regular business. The Group is not experiencing difficulties in carrying out its
investment intentions and payments for operating activity thanks to the generated positive
thanks to cash flow and good liquidity.

14. Information about changes in the reporting period in the basic principles of management
of the issuer and its group of companies under accounting the Law

During the reporting period there were no changes in the basic management principles of
Sopharma AD and its economic group.

15. Information about the main characteristics applied by the issuer in the process of
preparing the financial statements, internal control system and risk management

The information is provided in item 3 of the Corporate Governance Declaration pursuant to Art.
100m para. 8 of POSA published together with the management report.

16. Information about changes in management and supervisory boards during the accounting
year

In 2016 there is no change in the governing bodies of Sopharma Group.
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17. Information on the amount of remuneration, rewards and / or benefits of each of the
members of the management and supervisory bodies for the financial year, paid by the issuer
and its subsidiaries, regardless of whether they have been included in the expenses of the
issuer, or arising from profit distribution, including:

The amount of accrued and paid by the Group remuneration of the Board of Directors and the
Procurator
Remuneration Tantiems

BGN BGN Total
Ognian lvanov Donev 360 200 253 539 613 739
Vesela Lyubenova Stoeva 120000 - 120 000
Andrey Lyudmilov Breshkov 125 847 - 125 847
Ognian Kirilov Palaveev 120 200 - 120 200
Alexander Victorov Tchaushev 120 200 - 120 200
IF:/rzi)r::ur\a/::retzkov Badinski - 38 400 i 38 400

Remuneration and other income of key management personnel amounted to BGN 1,138
thousand. (2015: BGN 1,154 thousand) and are:

e Current remunerations - 884 thousand BGN (2015: BGN 889 thousand);

e Premiums - BGN 254 thousand (2015: 265 thousand BGN).

Remuneration and other income of key management personnel of all companies in the Group
amounted to BGN 5,021 thousand. (2015: BGN 4,771 thousand) and are:

e Current remunerations - 4,512 thousand BGN (2015: BGN 4,300 thousand);

e Premiums - BGN 509 thousand (2015: 471 thousand BGN).

Contingent or deferred wages arising during the year, even if the remuneration is due at a later
date

On the grounds of Art. 24 para. 3, part B of the Articles of Incorporation of the Group to the
CEO of the Group is entitled to an additional remuneration of 1% of the profit realized in 2015
according to the adopted Annual Financial Report by the General Meeting of Shareholders.
According to Article 7.2, para. 3 of the Remuneration policy, 40% of the additional
remuneration to the CEO amounting to 101 415.43 BGN matures in 2019.
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The amount of accrued and paid remunerations to the members of the Audit Committee

) ] Remuneration
Members of the Audit Commitee

BGN
Tzvetanka Zlateva 12 000
Vasil Naidenov 12 000
Vasil Piralkov 12 000

18. Information on held by members of management and supervisory bodies, the procurators
and the senior management of the issuer shares, including the shares held by each of them
individually and as a percentage of shares of each class and provided by the issuer options on
its securities - type and amount of securities on which options have been set, exercise price of
the options, purchase price, if any, and the term of the options.

The acquired, held and transferred by the members of the Board of Directors in 2016 shares of
the company are as follows:

31.12.2016 31.12.2015

Members of the Number % of Number % of Acquired Transferred

Board of Directors  of the of the shares in shares in change
shares capital shares capital 2016 2016

Ogni | 246

gnian vanov .0 0,18% 0 0% 246 600 -

Donev 600

Vesela Lyubenova 0 0% 0 0% ¥ _ 0

Stoeva

Andrey Lyudmilov 0 0% 0 0% 0 h 0

Breshkov

. Kiril

Ognian MOV 120430 0,09% 102585 0,08% 17845 - 17 845

Palaveev

Al i

exander VICLOTOV. cq 4er  0a% 97976 0,07% - 38514 -38 514

Tchaushev Yayiwies
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The company has no issued bonds.

31.12.2016 31.12.2015
Members of the Audit
Commitee Number % of the Number of % of the

of shares capital shares capital

change

Tzvetanka Zlateva 0 0% 0 0% 0
Vasil Naidenov 100 0,00007% 100 0,00007% 0
Vasil Piralkov 0 0% 0 0% 0

19. Arrangements (including after the end of the financial year) as a result of which future
changes may occur in the holding of shares or bonds by current shareholders or bondholders

No such arrangements.

20. Information about pending legal, administrative or arbitration proceedings relating to
liabilities or receivables of the issuer of at least 10 percent of its equity; if total liabilities or
receivables of the issuer in all proceedings exceeds 10 per cent of its equity, provide
information about each case separately

There are no pending legal, administrative or arbitration proceedings relating to liabilities or
receivables.

21. Information about the Investor Relations Director, including telephone number and
mailing address

Director of Investor Relations is Pelagiya Viyacheva, tel. +359 2 8134 523, correspondence
address - Sofia, 5 Lachezar Stanchev str., Building A, et. 11.

Information about the shares of Sopharma AD

The total number of shares issued by Sopharma, issued on 31.12.2016, is 134 797 899 with a
nominal value of BGN 1 per share. All issued shares are registered, dematerialized, ordinary and
indivisible, according to the Articles of Association of the Company. All issued shares are of one
class. Each share gives equal rights to its holder in proportion to the nominal value of the share.
The shares of Sopharma AD are traded on the official market of BSE - Sofia AD and on the
official market of the Warsaw Stock Exchange. The shares participate in the formation of the
SOFIX, BGBX40 and BGTR30 indices of BSE - Sofia AD.

The company's shares are included in the Dow Jones STOXX EU Enlarged Total Market Index
with a weight of 0.11%, with a weight of 5% in Erste Bank Bulgaria Basket, in the Raiffeisen
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Bank's Raiffeisen Osteuropa Fonds certificate as well as in the new Dow blue-chip index Jones
STOXX Balkan 50 Equal Weighted Index.

Sopharma AD is one of the three Bulgarian companies included in the Central and Eastern
Europe (CEE) Index, which the Warsaw Stock Exchange began to calculate as of May 30, 2012.
The index is called WIG-CEE and is the third after WIG-Poland and WIG-Ukraine, which is based
on the country's country of origin. WIG-CEE is calculated on a common yield basis and includes
dividend yield and share subscription rights.

Key indicators of the shares of Sopharma Group

31.12.2016 31.12.2015
Total number of issued shares 134 797 899 134 797 899
Average-weighted number of outstanding
shares for the last four quarters 129 081 505 129 155 015
Number of shares outstanding at the end of the
period 128 984 319 129 316 754
Earnings per share in BGN 0,39 0,17
Price per share at the end of the period in BGN 2,992 2,72
Price/Earnings ratio (P/E) 7,67 16,00
Book value per share in BGN 3,55 3,14
Price/Book value ratio (P/B) 0,84 0,87
Sales per share in BGN 6,80 6,77
Price per share / Sales per share(P/S) 0,44 0,40
Market capitalization in BGN 403 315 314 366 650 285

Trade with shares of Sopharma Group on Bulgarian Stock Exchange — Sofia AD for the period
01 January 2016 — 31 December 2016

13.05

.00

12.95

12.90

1285

qZ.80

12.75

12.70
q2.65
1260
12.55

> infostocl hg
2.50

1 S000K
42000k
l 11000k

Ok,

Any PeE Map Anp [EETH b2 HI b2 AET Cen CET Hoe ek
2016

Management report — Sopharma Group 2016

37



Sopharma Group

Information under Article 247 and Art. 240b of the Commercial Code

Restrictions on transfer of securities, such as restrictions for possession of securities or
the need to obtain approval of the Group or another shareholder:

Information under Art. 247 of the Commercial Code

Information on the Company's operations and status and explanations regarding the
annual financial statements

Section Il, item 2 describes the activity and the state of the Company and clarifies the
annual financial statement

There is no restriction on the ownership of shares or need to obtain approval from
Sopharma Group or another shareholder. No information has been received by the Group,
which gives reason to believe that there are any restrictions on the transfer of shares.

Remuneration received during the year by the members of the boards

In Section IV, item 17, the remuneration and other earnings of key management
personnel are stated.

Acquired, held and transferred by the members of the boards during the year shares and
bonds of the company

The Articles of Association of Sopharma AD do not provide for restrictions on the right of
the members of the Board of Directors to acquire shares and bonds of the company.

Participation of board members in commercial companies as unlimited liability
partners, the holding of more than 25 percent of the capital of another company, as well as
their participation in the management of other companies or co-operatives, such as
procurators, managers or board members

Participation of the members of the Board of Directors by more than 25 per cent of the
capital of other companies:

Ognyan lvanov Donev controls or holds directly / indirectly a significant share (over 25%)
of the capital of the following companies:

Management report — Sopharma Group 2016

38



Sopharma Group

Donev Investments Holding AD, UIC 831915121, with registered office in Sofia, 12
Pozitano Str.

Telecomplect Invest AD, UIC 201653294, Sofia, 9, Slaveykov Square.

Telekomplect AD, UIC 831643753, with address of management in Sofia, 5 Lachezar
Stanchev str., Building A

Sopharma Buildings REIT, UIC 175346309, with address of management in Sofia, 5,
Lachezar Stanchev Str.

Sopharma Real Estate REIT, UIC 175059266, with address of management in Sofia,
5 Lachezar Stanchev Str., Building A.

SOFPRINT GROUP AD, UIC 175413277, with headquarters and address of
management: Sofia, 12 Pozitano Str.

Sofconsult group AD, UIC 175413245, with headquarters and address of
management: Sofia, 12 Pozitano Str.

Sofia Inform AD, UIC 121303553, with address of management in Sofia, 12 Pozitano
str.

Elfarma AD, UIC 130299513, with headquarters and address of management: Sofia,
16, lliensko shose Str.

Sopharma Trading AD, UIC 103267194, with headquarters and address of
management: Sofia, 5, Lachezar Stanchev Str.Sopharma AD, UIC: 831902088, with
registered office in Sofia, 16, lliensko shose Str

Vessela Lyubenova Stoeva controls or holds directly / indirectly a significant proportion (over

25%) of the capital of the following companies:

VES Elektroinvest Systems EOOD, UIC 201712700, with headquarters and address
of management: Sofia, 9, PR Slaveykov Square.
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e Eco Solar Invest Ltd., UIC 201634905, with headquarters and address of
management: 48, Alabin str., Sofia.

e Aquitatics Ltd., UIC: 203934379, with headquarters and address of management:
Sofia, 9 PRSlaveikov Square.

Alexander Viktorov Tchaushev controls or holds directly / indirectly a significant share (over
25%) of the capital of the following companies:

e Sofservis Ltd., UIC 131407109, with registered office in Sofia, Tsar Boris Ill-th Blvd No
339

e Alfa In EOOD, UIC: 131156322, with management address: Sofia, Dimcho Debelyanov
1B.

Andrey Ludmilov Breshkov controls or holds directly / indirectly a significant share (over 25%) of
the capital of the following companies:

e Breshkov & Sons Ltd., UIC 115114555, with headquarters in Plovdiv, 36 Gladstone Street
e SIF Ltd, UIC 131304899, with registered address in Sofia, Nikolay Haytov Str.

Ognian Kirilov Palaveev controls or holds directly / indirectly a significant share (over 25%) of
the capital of the following companies:

e Melnitsa village of Stefanovo Ltd., UIC 201045146, with management address in the
village of Stefanovo, Lovech region.

e Sirius Ltd., UIC 110543305, with management address in the village of Stefanovo, Lovech
region, Apriltsi Str.

e OKP Investments Ltd., UIC: 204361991, with registered address at 15 Krushova gradina
Str., Sofia.

Participation of the members of the Board of Directors in the management of other companies
or co-operatives, such as procurators, managers or councilors:

Ognian Ivanov Donev participates in a management / controlling body in the following
companies:

e Elpharma AD, UIC 130299513, with address of management in Sofia, 16, Iliensko shose
Str. - Member of the Board of Directors and Executive Director.
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Sopharma Trading AD, UIC 103267194 with headquarters in Sofia, 5 Lachezar Stanchev
Str. - Chairman of the Board of Directors.

Donev Investments Holding AD, UIC 831915121, with registered office in Sofia, 12
Positano Str. - Chairman of the National Assembly.

Unipharm AD, UIC 831537465, with headquarters in Sofia, 3 Trayko Stanoev Str. -
Chairman of the National Assembly.

Kaliman - PT, UIC 121120513, with address of management in Sofia, 5 Lachezar Stanchev
Str. - Chairman of the Board of Directors.

Telecomplect AD, UIC 831643753, with address of management in Sofia, 5 Lachezar
Stanchev str., Building A- Chairman of the National Assembly.

Doverie United Holding AD, UIC 121575489, with registered office in Sofia, 82 Knyaz
Dondukov Blvd. - Member of the National Assembly, Deputy Chairperson.

Doverie Capital AD, UIC 130362127, with registered office in Sofia, 82 Knyaz Dondukov
Blvd. - Member of the National Assembly.

Medica AD, UIC: 000000993, with head office in Sofia, 82 Knyaz Dondukov Blvd. -
member of the Board of Directors.

Riton P AD, UIC: 822106398, with address of management in Panagyurishte, 30 Krastyo
Geshanov Str. - member of the Board of Directors.

Sopharma AD, UIC: 831902088, with address of management in Sofia, 16, lliensko Shose
Str. - Member of the Board of Directors and Executive Director.

Vessela Lyubenova Stoeva participates in a management / controlling body in the following

companies:

Elfarma AD, UIC 130299513, with address of management in Sofia, 16 lliensko shose Str.
- Member of the Board of Directors.

VLS AD, UIC 175082980, with headquarters in Sofia, 9 PRSlaveykov Square - Member of
the Board of Directors.

VES Elektroinvest Systems EOOD, UIC 201712700, with headquarters and address of
management: Sofia, 9 Slaveikov Square - Manager.
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Sopharma AD, UIC: 831902088, with address of management in Sofia, 16, lliensko Shose
Str. Chairman of the Board of Directors.

Alexandar Viktorov Tchaushev participates in a management / controlling body in the following

companies:

Monbat AD, UIC 111028849 with registered office in Sofia, Lozenets, 4, Golo Bardo Str. -
Member of the Board of Directors.

DK-Domostroene AD, UIC 102148397 with registered office in the town of Bourgas, PC
8000, Pobeda - Member of the Board of Directors.

Agency for Management and Advertising in Sport EAD, UIC 130969084 with
headquarters in Sofia, Vazrazhdane district, 42, Todor Alexandrov Blvd. - Member of the
Board of Directors.

Sopharma AD, UIC: 831902088, with headquarters in Sofia, 16, lliensko Shose Str. -
Member of the Board of Directors.

Andrey Lyudmilov Breshkov participates in a management / controlling body in the following

companies:

Simol EAD, UIC 101795403, with headquarters and address of management in
Blagoevgrad, 3, Georgi Izmirliev Sq. - Chairman of the Board of Directors.

Visaton Ltd, UIC 202235166, with headquarters and address of management: Sofia,
Sredets, Tsar Boris Il Blvd Ne225A - President of the Board of Directors.

ZAD Energia, UIC 831040933, with headquarters and address of management: Sofia, 33,
Knyaz Dondukov Blvd. - Member of the Board of Directors.

Sopharma AD, UIC: 831902088, with headquarters and registered office in Sofia, 16,
Iliensko shose Str. - Member of the Board of Directors.

Expat Beta REIT, UIC: 200059488, with headquarters and management address in Sofia,
GS Blvd. Rakovski Ne96A - Member of the Board of Directors.
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Ognian Kirilov Palaveev participates in a management / controlling body in the following
companies:

e Sirius Ltd., UIC 110543305, with headquarters and business address in Lovech
Municipality, Stefanovo, 7, Apriltsi Str. - Member of the Management Board.

e Sopharma AD, UIC: 831902088, with headquarters in Sofia, 16, lliensko Shose Str. -
Member of the Board of Directors.

e Unipharm AD UIC: 831537465, with headquarters in Sofia, 3, Trayko Stanoev Str. -
Member of the Board of Directors.

e Melnitsa village of Stefanovo Ltd., UIC 201045146, with management address in the
village of Stefanovo, Lovech region.

e OKP Investments Ltd., UIC: 204361991, with management address in Sofia, 15, Krushova
gradina Str. — Manager

Planned economic policy in the next year (Article 247 (3) of the Commercial Code)

The information is reflected in Section lll, Item 4 of this Report - Future Development of the
Enterprise (Art. 39, Item 4 of the Accountancy Act).

Information under Article 240b of the CA on the obligation of board members to notify in
writing the board of directors or the board of directors when they or their affiliates conclude
contracts with the company that go beyond its normal business or materially deviate from
the market conditions

In 2016, there are no contracts that go beyond the company's usual business or substantially
deviate from market conditions.

Ognian Donev, PhD
/Executive Director/
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Corporate Governance
DECLARATION
under Article 40 of the Accounting Act and article 100n, paragraph 8 of the Public
Offering of Securities Act
SOPARMA GROUP

The undersigned Ognyan Ivanov Donev, in his capacity as CEO of Sopharma AD, declare
the following:

I. Information regarding compliance where appropriate:

a) the Corporate Governance Code approved by the deputy chairman of the Financial
Supervision Commission, or

b) other Corporate Governance Code;

c) information on corporate governance practices that are applied by Sopharma AD
(the Company) in addition to the code under letter "a" or "b".

The public companies in Sopharma Group (the Group) have adopted and continue to
respect the established in October 2007, with subsequent amendments in 2012 and 2016,
National Corporate Governance Code / NCGC /, approved by the deputy chairman of the
Financial Supervision Commission. The good corporate governance is a set of well-balanced
relationships between management bodies of the public companies in the Group, their
shareholders and all stakeholders - employees, business partners, creditors of the company,
and potential future investors and the general public.

The Management of the public companies in the Group adhere to the Good Corporate
Governance Program, which is consistent with the effective regulation, the internationally
recognized standards of good corporate governance and the Bulgarian National Corporate
Governance Code.

Along with the principles bearing recommendatory nature, Sopharma Group
establishes a set of corporate governance requirements, compliance with which is mandatory
for the management bodies of the public Companies, namely:

e Protecting the rights of shareholders;

e Ensuring fair treatment of all shareholders, regardless of the number of
shares held by them;

e Recognition of the rights of interested parties and promote cooperation
between the public company and stakeholders;

e Providing timely and accurate disclosure of information on all matters
related to the public companies in the Group, including financial position, performance,
ownership and the management;

e Supporting the strategic management of the companies control over the
activities of the Management and their accountability to the public companies in the
Group and shareholders.
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The Corporate Governance Code applies the principle "comply and explain”, which
means that its recommendations are followed and whether there is a deviation from them or
not, the management of the public companies in the Group periodically disclose information on
corporate governance to the type and extent, provided in NCGC, namely:

The actions of the Management of the public companies in the Group are in the
direction of strengthening the principles of good corporate governance, enhancing the
confidence of shareholders, investors and those interested in the management and operations
of the public companies in the Group.

The Management of the public companies in the Group complies with the Good
corporate governance program, which is consistent with existing regulations, internationally
recognized standards of good corporate governance and the National Corporate Governance
Code.

The Management of the public companies in the Group approves Policy on disclosure of
information in accordance with legal requirements and regulations.

Sopharma AD is involved in the formation of the Association "National Committee on
Corporate Governance."

1. Parent Company management /SOPHARMA AD/- BOARD OF DIRECTORS

1.1. Functions and duties

The Board of Directors of Sopharma AD manages independently and responsibly the
Company in accordance with the established vision, goals and strategies of the Company and
shareholders' interests. The Members of the Board of Directors give guarantee for their
management in the amount of their quarterly gross remuneration, determined by the General
Meeting of Shareholders.

During its mandate the Board of Directors shall be guided in its activities by the
generally accepted principles of integrity, management and professional competence. The
Board of Directors observe the Code of Ethics of the Company adopted by a protocol of the
Board of Directors of 26.03.2007.

The management of Sopharma AD, represented by Board of Directors also:

e monitors the results of the Parent Company‘s the Group activities and, if necessary,
initiate changes in the management;

e treats equally all shareholders, acts in their own interest and with due diligence;

e provides and controls the integrated functioning of the accounting and financial
reporting;

e is responsible for the establishment and proper functioning of the financial
information system of the Parent Company and the companies in the Group.

e gives guidelines, approves and controls the implementation of the business plan of the
Parent Company and the companies in the Group, material transactions and other activities set
out in the statutes of the Company.

* reports on its activities to the General Meeting of Shareholders, by preparing an
Annual report on its activities and submitting it for adoption by the General Meeting.
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1.2. Appointment and dismissal of members of the Board of Directors

General Meeting of Shareholders elects and dismisses members of the Board of
Directors of Sopharma AD, according to the law and the statutes of the Company, subject to the
principles of continuity and sustainability of the work of the Board of Directors. All members
meet the legal requirements for taking up their duties.

By proposals for election of new members of the Board of Directors, they shall comply
with the principles of compliance competence of candidates to the character of the Parent
Company's activities and companies in the Group activities.

Their duties and tasks, the criteria for their remuneration, their duties of loyalty to the
Company and grounds for dismissal are determined In the contracts for management,
concluded with the Board members. Management contracts with the Board of Directors or with
the Executive Director comply with the Statue of the Parent Company and with the prepared by
the Board of Directors Policy for the remuneration of the Board of Directors, which is approved
by the General Meeting of Shareholders on June 21, 2013 .

1.3. Structure and competence

The number of members and the structure of the Board of Directors are set out in the
Articles of Association. The Parent Company is managed and represented by a Board of
Directors, which consists of five individuals, meeting the requirements of Article 234 of the
Commercial Code and Article 116a, paragraph 2 of the Public Offering of Securities Act.

The members chosen by the General Assembly Board of Directors is structured in a way
that ensures professionalism, impartiality and independence of decisions and actions of its
members in the management of the Parent Company.

The Board ensures proper division of tasks and responsibilities among its members. The
main function of independent directors is to control the actions of the executive management
and to participate effectively in the work of the Company in accordance with the interests and
rights of the shareholders. The main functions of the Board of Directors and the number of
independent members enshrined in the Article of Association of the Company. At the Board of
Directors of Sopharma AD there are two independent members.

The Members of the Board of Directors of Sopharma AD have appropriate knowledge
and experience required for the position they take. After their election, the new members of
the Board of Directors are introduced to fundamental legal and financial issues related to the
Company. The company promotes training of members of the Board of Directors.

Members of the Board of Directors has sufficient time to perform their tasks and duties.
The Parent Company’s Article of Association determined the number of companies in which
members of the Board of Directors can occupy managerial positions, because the activities of
the Board members cannot be restricted.

The election of the Board of Directors of the Parent Company is through a transparent
procedure which should ensure timely and sufficient information on the personal and
professional qualities of the candidates. The number of consecutive mandates of the Board of
Directors ensures efficient operation of the Parent Company and compliance with the legal
requirements. According to the Articles of Association of the Parent Company, the members of
the Board of Directors may be re-elected without limitation.
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1.4. Remuneration of the Board of Directors

The Board of Directors of Sopharma AD has developed and implemented Policies for
the formation of the remuneration of the Board of Directors, adopted by the General Meeting
of Shareholders on June 21, 2013. The remuneration policy was developed in accordance with
Decree Ne 48 of March 20, 2013 of the financial supervision Commission and with the Public
offering of securities Act. The size and structure of remuneration are determined by the
General Meeting of the Parent Company.

In accordance with legal requirements and best practice of corporate governance, the
size and structure of the remuneration account:

¢ responsibilities and contributions of each member of the Board of Directors on the
activities and results of the Parent Company. Members of the Board of Directors receive a fixed
remuneration as determined by the General Meeting of Shareholders amount paid under the
terms and conditions of agreements concluded between them and the Company management
contracts.

* The ability to select and retain qualified and loyal members of the Board of Directors
of Sopharma AD. These requirements are implemented through policy formation of the
remuneration of the Board of Directors adopted by the General Meeting of Shareholders on
June 21, 2013

¢ The need for conformity to the interests of the members of the Board of Directors and
long-term interests of the Parent Company. The remuneration of the members of the Board of
Directors are formed based on the results of the Parent Company and are consistent with the
business strategy, objectives, values and long-term interests of the Parent Company.

e The Executive member of the Board of Directors receives fixed remuneration as
determined by the General Meeting of Shareholders, amount paid under the terms and
conditions of, the signed between him and the Parent Company, management contract.
According to the Statute of the Parent Company, when there is positive financial result /profit/
to the Parent Company and a decision of the General Assembly, the Executive Director is
entitled to receive a one-time remuneration of up to one percent of the net profit of the Parent
Company.

e Salaries and bonuses of the members of the Board of Directors and the Executive
Director of the Parent Company must be approved by the General Meeting of Shareholders.

Until now, the Executive Board member have not been provided with shares or other
financial instruments.

Members of the Board of Directors receive a fixed remuneration as determined by the
General Meeting of Shareholders amount paid under the terms and conditions of agreements
concluded between them and the Parent Company management contracts.

With the qualified majority, the Board of Directors may take a decision to determine the
circle of employees, among which may be distributed as bonus cash amount to 2% of the profit
of the Parent Company for each financial year. The same is possible only if there is a decision of
the General Meeting of Shareholders to determine the specific amount of the bonus amount
taken at a meeting, which approved the corresponding audited annual financial statements and
there is a positive financial result / profit /.

The disclosure of the information about the remuneration of the Board of Directors is in
accordance with legal regulations and the Statues of the Parent Company.
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The remuneration of the members of the Board is presented in the financial statements,
the Report on the implementation of the remuneration policy of the Board of Directors and
published on the website.

1.5. Conflict of interests

Members of the Board of Directors shall endeavor to avoid and prevent real or potential
conflict of interest.

Procedures for preventing and disclosing conflicts of interest are regulated by the
Statute of Sopharma AD, the Code of Ethics of the Company, as well as instructions and
explanations about the duties and responsibilities of insiders possessing inside information in
Sopharma AD in connection with the requirements of the Law of enforcement measures
against market abuse with financial instruments.

Members of the Board of Directors shall endeavor to disclose immediately conflicts of
interest and provide shareholders access to information about transactions between the
Company and members of the Board of Directors or related parties.

Any conflict of interests in the Parent Company shall be disclosed to the Board of
Directors.

Potential conflict of interest exists when the Parent Company intends to carry out a
transaction with a legal entity in which the member of the Board of Directors or related
(interested) parties thereto have a financial interest.

1.6. Committees

The work of the Board of Directors is assisted by committees and The Board of Directors
determines the need for setting up according to the specifics of the Parent Company.

In accordance with the requirements of applicable law, the Board of Directors proposes
to the General Meeting of Shareholders to elect an audit committee that complies with the
legal requirements and the particular needs of the Parent Company.

The Committees are created based on the written terms of reference, scope of tasks,
operation and reporting procedures. The Audit Committee of Sopharma AD consists of three
people with three-year mandate determined by the General Meeting of Shareholders. The
members of the Audit Committee meet the requirements of Article 40, paragraph 3 and 4 of
the Independent financial audit Act.

2. INDEPENDENT FINANCIAL AUDIT AND INTERNAL CONTROL

The Audit Committee of Sopharma AD and its members, in their capacity as persons
charged with governance, oversee the internal audit activities and monitor the overall
relationship with the external auditor, including the nature of the non-audit services provided
by the Group Auditor.

The management of Sopharma AD, assisted by the Audit Committee, sets out their
motives, in writing, to the General Assembly, for their proposal and choice of auditor, guided by
the established professionalism requirements.

The Management of the companies in the Group ensures compliance with the
applicable to the independent financial audit law.

By selecting and appointing an external auditor, a rotation principle applies. The
auditors are elected by the General Meeting of Shareholders for each financial year.
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The Group has established an internal control system that identifies risks associated
with the operation of the Companies and supports their effective management. It ensures the
effective functioning of the reporting and disclosure of information.

3. PROTECTION OF SHAREHOLDERS

The Management of the public companies in the Group, ensures equal treatment of all
shareholders, including minority and foreign shareholders and protects their rights and
facilitates them within the limits permitted by applicable law and in accordance with the
Statutes of the public companies in the Group. The Managements provide information
regarding their rights to all shareholders.

3.1. General Meeting of Shareholders

All shareholders are informed of the rules under which shall be convened and held
General meetings of shareholders, including voting procedures. The Managements of the public
companies in the Group provide sufficient and timely information concerning the date and
venue of the meeting, as well as full information on the matters to be discussed and decided at
the meeting.

During the General Assembly, the Managements of the public companies in the Group,
provide the right of all shareholders to express their opinions and ask questions.

All shareholders are entitled to participate in the General Meeting of Shareholders and
to express their views:

e Shareholders entitled to vote are eligible to exercise their right at the General Meeting
of the public companies in person or by proxy, as well as by correspondence or by electronic
means.

e The Managements of the public companies in the Group exercises effective control,
establish the necessary organization to vote on the authorized persons in accordance with the
instructions of the shareholder or authorized by the law.

* The Managements of the public companies in the Group organize and conduct regular
and extraordinary General meetings of shareholders of the public companies in accordance
with statutory procedures to ensure equal treatment of all shareholders and the right of each
shareholder to express its views on the items on the agenda of the General Assembly.

* The Managements of the public companies in the Group organize the procedures and
conditions for holding the General Meeting of Shareholders in a manner that does not impede
or unnecessarily expensive vote.

e The Managements take action to encourage the participation of shareholders at the
General Meeting of shareholders, incl. by providing opportunities for telepresence by technical
means (incl. Internet) where this is possible and necessary, and does not contradict the NCGC.

All members of the managements are trying to attend the General Meetings of
Shareholders.

3.2. Materials of the General Meeting of Shareholders

Documentation and materials related to the agenda of the General Assembly are
concrete and clear and do not mislead shareholders. Any suggestions on major corporate
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events are presented as separate items on the agenda of the General Assembly, including
proposal for profit distribution.

The public companies in Group maintain on their website a special section on the rights
of shareholders and their participation in the General Meeting of Shareholders.

The Managements of the public companies in the Group assist shareholders, entitled
under current law to include additional items and propose decisions on already included in the
agenda of the General Assembly.

3.3. The Managements of the public companies in the Group guarantee the right of
shareholders to be informed about the decisions of the General Meeting of Shareholders.

3.4. Uniform treatment of the shareholders of one class
All shareholders of the same class are treated equally.
All shares within a class give equal rights to the shareholders of the same class.

3.5. The Managements of the public companies in the Group ensure that sufficient
information to investors about the rights attaching to the shares of each class prior to their
acquisition.

3.6. Consultations on shareholders on major shareholder rights

Within the limits permitted by applicable law and in accordance with the Statutes of the
companies in the Group, corporate governance does not preclude shareholders, including
institutional ones, to consult each other on matters relating to their basic shareholder rights in
a way that does not admit committing abuses.

3.7. Transactions of shareholders with control rights and transactions of abuse

The Managements of the public companies in the Group do not allow carrying out
transactions with shareholders with control rights that violate the rights and / or legitimate
interests of other shareholders, including the terms negotiated with itself.

4. DISCLOSURE OF INFORMATION

The Managements of the public companies in the Group approved Policy on disclosure
of information in accordance with legal requirements and regulations.

In accordance with the adopted Policy of disclosure the Managements establish and
maintain a system of disclosure.

The system of disclosure ensures equal access to information (shareholders,
stakeholders, Investment Community) and prevents misuse of inside information.

The Managements of the public companies in the Group also:

e ensure that the system of disclosure provides complete, timely, accurate and
understandable information that enables objective and informed decisions and assessments.

¢ timely disclose capital structure of the companies and the agreements that lead to
scrutiny under its rules on disclosure of information
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¢ in accordance with the current legislation and the Statutes of the Companies, ensure
that the rules and procedures under which the acquisition of corporate control and
extraordinary transactions such as mergers and sales of substantial portions of the assets are
made, are clearly and timely disclosed.

e approve and monitor compliance with internal rules for the preparation of annual and
interim reports and procedures for disclosure

¢ have adopted internal rules that provide timely disclosure of any significant periodic
and occasional information about the public companies, their management, corporate
manuals, operational activity, shareholding structure.

As part of the disclosure, Sopharma Group maintains a website of the company with

established content, scope and frequency of information disclosed. The website of the
Company is: www.sopharmagroup.com

The information disclosed by the company web site includes:

¢ basic identifying the Group's commercial and corporate information;

* up-to-date information on shareholding structure;

* Statutes of the Group and adopted policies related to the activities and
functioning of the Group

¢ information on the structure and composition of the management bodies of the
companies in the Group, as well as basic information about their members, including
information about committees;

¢ financial statements for the last 10 years;

* materials for the upcoming General Meetings of Shareholders, as well as
additional ones received by law;

¢ information on decisions of General meetings of shareholders at least the last
three years incl. information on dividends distributed by the Group for that period;

¢ information about the auditors;

* information about upcoming events;

¢ information on issued shares and other financial instruments;

¢ important information related to the Group;

* information about shareholder rights including sufficient information on the right
of shareholders to request inclusion of items and propose decisions on already included in
the Agenda of the General Assembly under article 223a of the Commercial Code.

* information contact about the Director of Investor Relations of Sopharma AD.

The Group maintains also an English version of the corporate website with similar
content.

The Group periodically discloses information relating to Corporate governance.
Disclosure of Corporate governance is carried out in accordance with the principle "comply and
explain".

The Managements of the public companies in the Group provide disclosure of any
significant periodic and occasional information about the Group, through channels that
provides equal and timely access to relevant information by users.
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5. STAKEHOLDERS

The Managements of the Companies in the Group provide effective interaction with
stakeholders. This category includes certain groups of persons who directly affect the
Companies in the Group and which in turn could affect their activities, including suppliers,
customers, employees, creditors, civil society groups and others. The companie in the Group
identify who are the stakeholders with respect to their activities based on their degree of
influence, role and relationship to sustainable development.

In their Policy towards stakeholders, the Managements complies with legal
requirements and principles of transparency, accountability and business ethics.

In accordance with this policy, the Managements of the Companies in the Group have
developed specific rules for addressing stakeholder interests, That rules should ensure their
involvement in solving specific issues, that require their input. These rules ensure balance
between the development of the Group’s economic, social and ecological environment in which
it operates.

The managements maintain effective relationships with stakeholders. Periodically, in
accordance with legal norms and international best practice for disclosure of non-financial
information, the Group informs the stakeholders about the economic, social and environmental
related issues, such as combating corruption; working with employees, suppliers and
customers; corporate social responsibility; environmental Protection.

The Managements guarantee the right for timely access to relevant, sufficient and
reliable information on the companies in the Group when stakeholders involved in corporate
governance.

The Managements maintain effective relationships with stakeholders.

Disclosure

The Managements of the public companies in the Group approved Policy on disclosure
of information in accordance with legal requirements and regulations. The system of disclosure
ensures equal access to information (shareholders, stakeholders, Investment Community) and
prevents dealing with inside information and market manipulation in financial instruments.
Sopharma Group ensures that the system of disclosure provides complete, timely, accurate and
understandable information that enables objective and informed decisions and assessments.

The Group maintains also an English version of the corporate website with similar
content.

In 2016 the Managements of the public companies in the Group disclosed publicly
regulated information through its provision of the Financial Supervision Commission and the
public. Regulated information shall be disclosed to the public in a way that ensures it reaches
the widest possible audience simultaneously and in a way that does not discriminate them.

Sopharma AD uses X3NEWS information system, based on the contract with Service
Financial Markets Ltd., which can ensure effective dissemination of regulated information to
the public in all Member States.

The Managements of the public companies in the Group prepare a Report on the
Implementation of the remuneration policy of the members of the Board of Directors in 2016.
The report reveals how the remuneration policy is being applied, paying special attention to
avoid creating incentives for excessive risk taking, conflict of interest or other conduct leading
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to adverse effects. The size and structure of remuneration are determined by the General
Meeting of the public company.

General Meeting of Shareholders

The Managements of the public companies in the Group take action to encourage the
participation of shareholders at the General Meeting of shareholders, incl. by providing
opportunities for telepresence by technical means (incl. Internet) where this is possible and
necessary, and does not make the voting more difficult or unnecessary expensive.

Processes and procedures for holding General Meetings of Shareholders ensure equal
treatment of all shareholders, including minority and foreign, and protect their interests.

Materials related to the General Meeting of Shareholders are available to the
shareholders on the day of the announcement of the invitation for it at the Financial
Supervision Commission, on the company's website and for Sopharma AD at:
www.sopharmagroup.com at least 30 days before the date of holding the General Meeting and,
upon request, provided free of charge to shareholders.

Shareholders entitled to vote, may exercise their right at the General Meeting of
Shareholders in person or by proxy, as well as by correspondence or by electronic means. The
order of participation of shareholders at the General Meeting is announced in the invitation.

The public companies in the Group submit the Protocol from the General Assembly in
three days from holding of, to the Financial Supervision Commission, Bulgarian Stock Exchange-
Sofia, the public and at the company's website and for Sopharma AD at:
www.sopharmagroup.com.

In 2016 Sopharma AD held one General Meeting of Shareholders.

The Managements of the Companies in the Group believe that they have created
prerequisites for sufficient transparency in relationships with investors, financial analysts,
media and the capital market.

Il. Explaination which parts of the Code of Corporate Governance under p. 1, letter "a"
or "b" of art. 100 "H" par. 8 are not complied with and the reasons for it accordingly when
the issuer has decided not to invoke any of the rules of Corporate governance code -
warranted

The public companies in the Group comply with all parts of the corporate governance
code under p. 1, letter "a"

lll. Description of the main features of the internal control and risk management of
the issuer in relation to the financial reporting process

The internal control system of financial reporting and accounting of the Companies in
the Group was developed as a result of studies of good reporting and control practices in
Bulgaria and major pharmaceutical groups, and subject to national legal requirements, incl. for
listed companies on regulated markets and groups. It is in a constant process of monitoring by
the Managements and further development and improvement.

The internal control systems of financial reporting and accounting of the Companies in
the Group are a complex of behavioral and technical principles, rules, procedures and control
activities, which are specially developed and adapted to the specifics of the Companies, their
activities and reporting system. They are aimed at:
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e providing ongoing monitoring and reporting activities targeted towards their goals and
expectations of its various users and achieve the necessary efficiency and effectiveness, incl.
the use of resources employed; and

e ensuring adequate and timely address the identified business risks that have an impact
on the financial, managerial and operational reporting.

In particular, they are developed in a way that create comfort leadership that:

e The Companies comply with applicable legal requirements in accounting, reporting
and other directly related fields, particularly the requirements of the Accounting Act and
International Financial Reporting Standards;

e the Companies comply with the instructions and guidance to senior management
regarding the reporting and documentation;

e there is the required effectiveness and efficiency of the financial accounting process,
incl. consolidation and documentary justification;

e there is a high degree of security protection and maintenance of the company's assets,
incl. and prevention of fraud and error; and

e there is provision of reliable, quality and timely financial and operational information
for internal and external users.

The main components of the internal control system on financial reporting and
accountability include:

a) acceptance and observance of ethical principles and rules of conduct, adopted in a
Code of Ethics for the employees, and in terms of financial reporting and accounting and all
related processes, procedures and actions of all personnel of the Companies in the Group;

b) developing and defining the optimal structure of the units involved in the processes
related to financial reporting, with clearly defined responsibilities and delegation powers and
duties, incl. by developing written internal documents;

c) developing policies for recruitment, training and development of personnel in the
processes of accounting and financial reporting;

d) developing, implementing and maintaining control procedures and rules for each
stage of the process relating to accounting, financial reporting and accountability priority
gradual introduction of formalized written procedures;

e) developing procedures for identifying, monitoring and managing risks relating to
accounting, financial reporting and accountability, incl. development of adequate measures and
actions for their minimization; and

f) developing and maintaining adequate organization of information system incl. access
controls, input, processing and retrieval of data, system changes, allocation of responsibilities
of employees in her party, as well as storage and preservation of the integrity and authenticity
of data in the system.

Control environment

Ethical principles and rules related to the processes of accounting, financial reporting
and accountability

The Managements of different levels of the companies in Sopharma Group have
implemented and continuously monitor compliance with ethical values such as integrity,
independence and objectivity as foundations of professional conduct of all persons involved in
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the processes related to accounting and financial reporting in the Companies. It is the
framework against which the control environment was built, and which have influenced the
effectiveness of the design model, administration and ongoing monitoring of other components
of internal control in the field of accounting and financial reporting. Integrity and ethical
behavior are the product of established common ethical and behavioral standards of the
Companies in the Group. They are clearly communicated to the entire financial accounting and
control staff and they constantly affirm in practice.

Ethical principles governing the professional conduct that should be observed by all
persons involved directly or indirectly in accounting and business processes and related
financial reporting are: objectivity; impartiality; independence; conservatism; transparency;
methodological soundness; sequence and the use of independent experts. These principles
apply to all stages of financial reporting in: accounting policy choice; closing of accounts; design
and implementation of accounting estimates and develop public and government financial
statements of other public reports and documents containing financial information.

Management bodies responsible for different components of the overall process of
accounting and financial reporting

Management bodies which carry certain responsibilities and powers regarding the
financial reporting process and respectively other related process are different in the different
companies in the Group: For the whole Group they are: Board of Directors, Audit Committee,
Chief Financial Officer, Chief Accountant, Head of "Reporting" and Head of "Internal Audit"- for
the Parent Company.

Their functions and responsibilities can be summarized as follows:

¢ The Board of Directors accepts and affirms accounting policies and changes thereto for
each reporting period, developing accounting estimates at the date of each reporting period,
incl. methodologies; financial statements and reports and other public documents containing
financial information; functions, organization and responsibilities of all departments and their
leaders involved in processes and associated financial reporting; development, deployment and
ongoing monitoring functioning of the various components of the internal control system, incl.
activities of the department "Internal Audit";

e The Audit Committee independently monitors the implementation of the financial
reporting processes, accounting policies and the effectiveness of the internal control system of
the company, incl. risk management, as well as the implementation and results of the external
and internal audit;

e The CFO is responsible for the overall organization, operation and monitoring of
accounting and financial reporting. He directly manages the entire process takes all key
decisions related to the financial statements and other public documents with financial
information. He also approves the first level accounting policy, the main accounting methods
and evaluates and approves the reports of independent experts (appraisers, actuaries,
consultants and others) involved in the financial reporting process. He currently monitores,
along with the chief accountant and head of the department "Reporting" effects and risks on
the financial statements of the identified business risks for the Company;

e The chief accountant organizes and manages the accounting and reporting of the
Company - controls and methodological manages current accounting, manages the preparation
of financial and management reports; is responsible for development and implementation of
accounting and reporting methods and techniques; is responsible for the process of closing of
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accounts and preparation of all accounting estimates, offers and develops accounting policies
and changes in them, monitors ongoing changes to IFRS. He is the direct contact with internal
and external experts for financial reporting purposes;

e The department "Reporting" and its head carries overall organization, providing
methodological and implementation process related to the preparation of the consolidated
financial statements of the Company, incl. current control, instruction, monitoring and analysis
of financial statements for purposes of consolidation of group companies Sopharma;

¢ "Internal audit" performs subsequent control over the operations and activities
related to the preparation of the financial statements of the Company and compliance with the
internal controls put in place by individual routine and non-routine processes.

Policies and practices related to human resources in financial and accounting
departments

The Companies in the Group have established policies and rules relating to the
Management of human resources in the financial reporting process and other processes
associated with it. These include enforced and implemented policies and procedures for the
selection and appointment of such staff aimed at education and work experience, computer
literacy and possession of languages of candidates when selecting leading requirements set out
in the job descriptions of individual positions.

To the policies for personnel management are included those related to continuous
further professional training, upgrading and expansion of knowledge and skills of employed
specialists. In case of changes in the regulations, IFRS, tax and other laws affecting their work
directly, the employees must attend different kind of trainings. The purpose of this policy is to
achieve an increase in their expertise and improve their skills to increase efficiency in the
performance of their duties.

Procedure of the Group to assess the risk associated with financial reporting

The Board of Directors, Audit Committee, Finance Director and Chief Accountant of the
Parent Company have a key role in permanently identify, monitor and control business risks,
incl. to identify and control the effects of those that have a direct impact on individual
processes and areas of accounting, financial reporting and accounting of the companies. They,
together, provide overall monitoring of the process of risk management.

Risk factors related to reliable financial reporting include external and internal events,
transactions or circumstances that may arise and reflect negatively on the entity's ability to
create, maintain and process accounting and operational data in a way that ensures reliable
financial reporting, records and reports. The Group has defined as essential following factors:

a) as external risks are determined: change in the business environment and market
environment of the companies and their major products; the activities of competitors; changes
in legal and regulatory framework; changes in key suppliers or customers; fraudulent or
malicious actions by outsiders; rapid corporate growth and growth of the group; development
of the companies in which they hold significant investments in the form of shares and / or
loans.

b) to internal risks are assigned: change the technological base of the companies in the
Group, the manner and intensity of use of their assets and resources; new products and
activities; new accounting policies and IFRS; changes in the staff of the departments responsible
for and / or financial reporting; changes in information systems; mistakes at work and / or
insufficient knowledge or skills of staff rapidly expanding business abroad; administration of

Corporate governance declaration Sopharma Group

13



multiple estimates - especially use of fair values and calculating the recoverable amount of
certain non-current assets, with the participation of outside experts.

Risk factors that are repetitive and / or are related to the application of accounting
policies and estimates, are currently monitored by the chief accountant of the Group, who
offers solutions for the management and proper coverage of their effects in the financial
statements. New risk factors are identified by the CFO of the Parent Company, and are
evaluated and developed together with the chief accountant and head of the department
"Reporting." If necessary, technical assistance of independent consultants is used, incl. and
implementation of new IFRS. The general supervision of the process of managing the risks
associated with financial reporting is carried out by the Audit Committee of the Companies in
the Group.

Information system of the companies in the Group. Department "Accounting” -
organization of the accounting function in the company and the financial reporting process

Information System

The information system of the companies in Sopharma Group includes infrastructure
(physical and hardware components), software, people, procedures and data. In 2013
Sopharma AD has implements ERP system Microsoft Dynamics AX. It covers all processes in
sales, warehouse, mainly planning, production and accounting. The system was adapted and
implemented not only taking into account the specifics of the company itself but also are
borrowed best practices from the pharmaceutical sector and other manufacturing industries.

Besides the main information system, Sopharma AD uses the following systems: Hermes
- a system of human resource management that covers the entire management cycle
associated with the planning, evaluation, remuneration and human capital development in
Sopharma AD. The relationship between them is that they enter data from Hermes into
Microsoft Dynamics AX. The quality of information generated by the system Microsoft
Dynamics AX and other products provide significant opportunities for management to take
adequate, reasonable and timely decisions in managing and controlling activities on the
preparation of various financial and management reports and other public documents with
financial information.

The information system of Sopharma Trading AD includes infrastructure (physical and
hardware components), software, people, procedures and data. The company started in 2014
the phased implementation of SAP ERP system. It covers all major transaction processes in the
company. The system is adapted and implemented, taking into account the specifics of the
company itself, but also good practices from the pharmaceutical sector and other production
branches are borrowed.

In addition to the main information system, the following systems are also used in the
company: FM + Transportation Planning and Management, Mobile Driving Management
Application (on SAP Mobile Platform), KNAPP WMS and SAP WMS Warehouse Management,
SAP Hybris - Online Sales Management , Hermes - HR management. The relationship between
them is accomplished through interfaces. The quality of information generated by the SAP ERP
system and other products provides significant opportunities for management to make
adequate, timely and timely decisions in managing and controlling the preparation of various
financial and management reports as well as other public documents with financial
information.

Given the smaller scale of operations of the other companies in the Group, each of them
uses software that is in line with its needs.
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The information system, relevant to the purpose and process of the financial reporting,
includes, methods and documentation, which:

« identifies and records all valid transactions;

e timely describes the transactions in sufficient detail to allow their appropriate
classification for financial reporting purposes;

¢ evaluates transactions in a way that allows to reflect their appropriate value in the
financial statements;

¢ determines the time period in which transactions arise, to enable their recording in
the appropriate accounting period;

e present transactions and related disclosures appropriately in the financial statements
in accordance with the accounting framework.

The "Information Technology" Department is responsible for the risk-free functioning of
the information system in the Parent Company, and in Sopharma Trading AD - Business and
Technological Development. In each of the companies in the Group in which the IT department
is established, it is responsible for the smooth operation of different types of software.

"Accounting"” Departments - Implementation of the accounting policy and a key role in
financial reporting

The accounting department of the Parent company is directly subordinate to the
Executive Director. It is headed by the Chief accountant. The following positions are
subordinate to the Chief accountant: Deputy chief accountant and heads of sectors and
operational accountants. Structurally, the Department consists of the following sectors: fixed
assets, materials, expenses, implementation, foreign currency transactions, local currency
transactions, salaries. According to their functional characteristics they cover and fully realize
the accounting and reporting function in the company's internal accounting controls and the
preparation of financial statements. The Department’s responsibilities include the correct and
consistent application of the developed accounting policies, the development and application
of internal chart of accounts; reporting methodologies, current bookkeeping; current
accounting analysis and control of accounting data and documentation; addition of and
classification of accounting data for financial reporting purposes; preparation and / or
processing of incoming data for approximate accounting estimates with the involved experts
and reporting of identified deviations to the Financial Director; and compliance with regulatory
requirements in the field of accounting, taxation and other related areas.

The accounting department of Sopharma Trading AD is directly subordinated to the
Financial Director. It is headed by a Chief Accountant and a Deputy Chief Accountant.
Structurally, the accounting department consists of a Chief Accountant, Deputy Chief
Accountant and 8 Operating Accountants.

In each of the companies in the Group there are corresponding structures that ensure
the proper functioning of both- the company itself and the control of its financial and
accounting activities.

The accounting policy of the Parent Company and the Group, respectively, for the
purpose of preparing the consolidated financial reports is subject to annual approval at two
levels by the Financial director and the Board of Directors of the Parent Company. The most
important aspects necessary for a proper understanding of the financial statements must be
disclosed.
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Choosing the reporting framework is defined based on the requirements of the
Accounting Act. The Company applies International Financial Reporting Standards (IFRS) as
adopted by the European Union. The current control for the proper application of IFRS is
performed by the chief accountant, finance director and audit committee. Further confirmation
of the correctness of the application is received by the external auditors.

The preparation of financial statements of the Parent Company for public use is the
result of a comprehensive process of closing an accounting period. This process is formalized
through rules and instructions adopted by the management. They are linked to the
performance of certain actions and procedures, respectively preparation of certain documents
by persons from the "Accounting" Departments or other officials and those actions and
procedures are directed to: carrying out inventories; analysis of accounts; sending confirmation
letters; determining the best estimates as amortization, revaluations and impairment charges,
which are based on reasonable assumptions and classification of accounting data; research and
analysis of certain legal documents (contracts, litigation, opinions of legal advisors); research
and evaluation reports of experts (appraisers, actuaries, internal auditors, other domestic
experts and officials); preparing reports and financial packages for consolidation; preparation,
analysis and discussion of draft financial statements.

The process of closure of accounts is managed directly by the Chief Accountants and the
Head of Reporting department, while the Financial Director monitors and takes the final
decisions on key issues related to the recognition, classification, evaluation, presentation and
disclosure concerning certain objects, operations and events as well as overall performance
financial statements- individual and consolidated financial statement of the Parent Company.

Control activities

Control activities in the developed and implemented internal control processes include:
reviewing the implementation and results of operations; information processing; physical
controls and segregation of duties and responsibilities.

General controls that relate to financial reporting can be categorized as procedures
relating to current and periodic reviews and analysis of financial indicators and the input data
used for their calculation represented in the financial to show the results of the companies in
Sopharma Group.

Controls on the parent company's information systems encompass both application
program controls and common IT controls, which are policies and procedures that help ensure
the continuous functioning of information systems. Typical application controls that are set are:
verification of mathematical accuracy of records, maintenance and review of accounts and
workflows, automated controls such as input checks and sequencing checks, and non-
automated tracking of exception reports. Common IT controls include: program change
controls, controls that restrict access to programs or data, controls on the implementation of
new editions of bundled software application programs, and system software controls that
restrict access or ongoing monitoring of the use of system support functions could change
financial data or records without leaving a trace of follow-up.

In Sopharma Trading AD, the general controls relevant to financial reporting can be
categorized as procedures related to current and periodic reviews and analyzes of the financial
indicators and their inputs, through which the performance and results of the company’s
activity are presented in the financial statements. In turn, they include such reviews and
analyzes of factual reported results against budget, forecast, prior periods and industry
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segments. Such financial analyzes are done through the SAP ERP and SAP BI. For the purposes
of management, separate forms are approved and approved according to the monthly reports.
The reports contain factual and budget figures, analysis of deviations. Comparison of current
with previous period. Typically, they may also contain suggestions for optimizations or review
of certain budgets.

The IT Department is responsible for the implementation of the control activities in each
company in the Group where it exists.

Applied physical controls in the companies in the Group include:

a) measures for the physical security of assets - safe equipment and facilities, and
special conditions of access to assets and documents;

b) a specific procedure for approval of access to computer programs and data files;

c) periodic inventories - procedures for organizing and holding inventory through
physical counting / weighing of stocks / sending appropriate written confirmation and
comparing the amounts reflected in inventory control and accounting records / registers.
Procedures are also introduced to ensure the timely analysis of the results of the inventories
and developing solutions for their accounting and respectively approval by the Executive
Director.

Internal controls are provided for the developed and implemented management
procedures, organization and execution of the main routine processes (supply and sales) as well
as the processes of preparation and adoption of complex estimates (amortization, impairment,
revaluation actuarial calculations and long-term provisions). They include: authorization of
individual transactions and issuance of primary documents; review and verification of
documents issued and involved in the operation assets; subsequent restatement and
comparisons with other documents (contracts, orders, confirmations, price lists, etc.) and
persons, as well as segregation of duties and responsibilities of participating officials on each
step of the process to ensure checks and balances between them and to reduce the possibilities
that any person is in a position both to make and to conceal errors or fraud in the normal
course of performing his/her duties.

The companies in the Group are in constant expansion of formalized control procedures
and activities.

Monitoring of controls

An important objective with high priority for the managements and particularly the
Financial Directors is to establish and maintain continuous and effective internal controls.
Monitoring of controls by the managements includes considering whether they are working as
intended and whether they are modified appropriately to reflect changing conditions. The
ongoing monitoring of controls may include activities such as a review by the management of
the Company as to whether internal management reports are timely and whether key data are
consistent with third party endorsement and assumptions by internal auditors of compliance
with policies and the procedures for the implementation of the routine processes (sales and
deliveries) by the personnel employed in them, incl. Internal controls, including when
comparing contracts with counterparties, as well as oversight of ethics or business practice by
the legal department of companies and the investor relations division of public companies.
Ongoing monitoring is done to ensure that controls continue to operate effectively in time.

Internal auditors, as well as other personnel performing supervisory, monitoring or
control functions, incl. The Company's accounting departments and the Reporting Division also
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contribute to the ongoing monitoring of the entity's internal control over its processes through
its assessments of individual controls or control groups. Normally, they periodically provide
such information in the course of performing their duties and functions, and their judgments
about the operation of certain internal controls, focusing significantly on the assessment of
their effectiveness, communicate with the relevant persons the information on the strengths
and weaknesses of internal controls and make recommendations for their improvement.

Activities include monitoring the use of information from external parties that indicate
problems or identifying areas in need of improvement. Such parties are customers, suppliers
and servicing banks. In addition, the regulatory authority in the face of the FSC can also
communicate with management on matters affecting the functioning of the internal control, for
example, exchange of information directly monitored by the Commission related to the
implementation of specific activities or transactions of the companies or revisions by the FSC
itself. Also when implementing the activities on current monitoring management always takes
into account the communication with external auditors related to internal control and the
weaknesses discovered by them and the recommendations made.

IV. Information in accordance with Article 10, paragraph 1, letter "c", "d", "e", "h" and
"i" of Directive 2004/25 /EC of the European Parliament and of the Council as of 21 April 2004
on proposals for takeover;

1. Significant direct or indirect shareholdings (including indirect shareholdings through
pyramid structures and cross-shareholdings) within the meaning of Article 85 of Directive
2001/34/EC;

There is no reaching, exceeding or falling below one of the thresholds of 10%, 20%, 1/3,
50% and 2/3 of the share capital of Sopharma AD during the year.

2. Holders of all securities with special control rights and description of these rights;

For the Parent Company, there are no securities with special rights issued. According to
the Articles of Incorporation of Sopharma, all shares issued by the Companies in the Group are
of the same class, registered, common and indivisible. Each share entitles to one vote at the
General Meeting of Shareholders, to dividends and liquidation part, in proportion to the
nominal value of the share.

3. All restrictions on the voting rights, such as restrictions on the voting rights of holders
of a given percentage or number of votes, deadlines for exercising the voting rights or systems
through which through cooperation with the company the financial rights attached to the
securities are separated from the holding of the securities;

There are no restrictions on the voting rights.

4. The rules which regulate the appointment and replacement of Board members and
amendments to its Articles of Incorporation.

The Board of Directors proposes to the General Meeting amendments and / or
supplements to the Articles of Incorporation, changes in the constitution of the Board of
Directors release and election of new Board Members.
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Members of the Board of Directors may be physical or legal persons meeting the
requirements of Article 234 of the Commercial Code and Article 116a, paragraph 2 of the Public
Offering of Securities.

When a member of the Board of Directors is a legal entity, it shall designate a
representative / and / for the performance of duties in the Board. The legal entity is jointly and
unlimitedly liable with the other members of the Council for the obligations arising from the
actions of his representative.

Natural persons who are legal persons - members of the Board of Directors must meet
the requirements of Art. 234, paragraph 2 of the CA.

They can not be members of the Board of Directors of persons who were members of
management or supervisory body of a company terminated due to bankruptcy in the last two
years preceding the date of the declaration of insolvency, if unsatisfied creditors.

You can not be a member of the Board a person who has been governor, member of the
management or supervisory body of the company, which was established by an effective
penalty decree defaulting on creation and preservation of its defined levels of stocks under the
stocks of oil and oil products.

At least one third of members of the Board of Directors must be independent entities.
The independent member of the Board can not be:

e employee of the public company;

e shareholder who owns directly or through related parties, at least 25 percent of the
votes in the General Assembly or related company;

¢ a person who is in permanent trade relations with the public company;

e member of the management or supervisory body, procurator or employee of a
company or other entity.

® a person connected with another member of management or supervisory body of a
public company.

Members of the Board of Directors can be reelected without limitation.

With changes in legislation, the next General Meeting of Shareholders shall decide on
amending the Constitution in order to align its provisions with those of existing regulations. By
making this decision, the affected versions of the Charter shall be interpreted in accordance
with the Constitution and laws of the country.

The Articles of Association shall be amended by the General Meeting of Shareholders
with a majority of 2/3 / two thirds / of the represented at the General Meeting capital. The
current Constitution was entered in the Commercial Register under number Ne
20,150,226,134,200.

5. The powers of board members, and in particular the right to issue or buy back shares.

The powers of the Board of Directors are regulated in the Articles of Incorporation. A
decision to issue bonds can be taken by the Board of Directors with a qualified majority of two
thirds of its members.

The Board of Directors is authorized to buy back shares under certain conditions,
according to the decisions of the General Meeting held on 23.06.2010, EGM of 30.11.2011 on
the EGM of 01.11.2012 and EGM of 28.02.2013.
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V. Composition and functioning of the administrative, management and supervisory
bodies and their committees

1. Composition of the Board of Directors:

Sopharma AD is managed and represented by a Board of Directors, which consists of
five physical persons meeting the requirements of Article 234 of the Commercial Code and
Article 116a, paragraph 2 of the Public Offering of Securities. The composition of the Board of
Directors can be changed by the General Meeting at any time.

The composition of the Board of Directors is described in section |. Overview of
Sopharma in the Management report.

According to Article 116 Paragraph 2 of the Law on Public Offering of Securities at least
one third of the members of the Board of Directors must be independent. In this case, these
are:

¢ Andrei Lyudmilov Breshkov

¢ Alexander Viktorov Tchaoushev

Members of the Board of Directors are aware of their rights and duties associated with
the position they take.

2. Rules of the Board of Directors

Sopharma AD has developed Rules of the Board of Directors that match and are an
addition to the principles enshrined in the Good Corporate Governance Program. The Articles
of Incorporation are prepared in accordance with the requirements of POSA and include
provisions on the right of shareholders to timely notification on various issues.

The Board of Directors shall hold regular meetings at least once a month.

3. Minutes of meetings

All members present at a Board meeting signs minutes of meeting with the Protocol.
Minutes of meetings are kept by the Investor Relations Director of the Company;

The minutes of meetings are trade secret. Facts and circumstances that are included

therein can be published, disclosed or brought to the attention of third parties only by a
decision of the Board of Directors or when it is required by law.

4. Responsibility

Members of the Board of Directors must give a guarantee for their management in an
amount determined by the General Meeting, but not less than three times their monthly gross
salary.

Members of the Board of Directors are jointly liable for the damages caused to the
Company.

Each member of the Board of Directors may be released from liability if it is established
that they have no fault for a damage. The General Meeting can discharge the Board of Directors
on the Annual General Meeting in the presence of audited annual financial statements for the
previous year and interim financial statements for the period from the beginning of the current
year to the date of the general meeting.

The Board of Directors reports for its activities to the General Meeting of Shareholders.
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5. Role of the Board of Directors to implement the principles of good corporate
governance

The Board of Directors decides on all matters relating to the Parent Company, except
those under current law and the Statute of the Company are of the exclusive competence of
the General Assembly. According to the structure and composition of the management bodies
of each of the Group's companies, their functions are allocated to the departments that exist in
them. The functioning of the management and supervisory bodies is aimed at bringing the
management of each company in line with the strategic objectives of both- those of the
company itself and those of the Group.

Assigns its decisions and functions under the operational management of the Company
to one of its members /CEQ/. The Executive Director may be changed at any time.

Members of the Board of Directors shall submit a declaration to the Financial
Supervision Commission / FSC / to BSE - Sofia and the company itself in case of their
participation as members of management and supervisory bodies of other companies, as well
as information on legal entities, who they hold directly or indirectly more than 25% of the
capital or which they control, as well as a present or future transactions which consider that
they can be recognized as stakeholders. This circumstance is declared and updated within
seven days of its occurrence.

In carrying out its activities the Board of Directors comply with the accepted principles
of Corporate governance of the Company;

The Board of Directors shall make best efforts to ensure easy and timely access to public
information for an informed exercise of shareholders' rights, respectively making an informed
investment decision of investors.

6. Due diligence. Avoiding conflict of interest
Members of the Board of Directors are required to:

e carry out their duties with due diligence, to be loyal to the Company and act in the
best interest of its shareholders;

¢ perform their duties with the inherent professional skill, diligence and responsibility in
a way that they reasonably believe is in the interest of all shareholders of the Company, by
using only information that they reasonably believe to be reliable, complete and timely;

e to the interest of the Company and the investors in the Company before their own
interest and not used for the benefit of themselves or others at the expense of the Company
and shareholders facts and circumstances that are learned in the course of their professional
duties;

e avoid direct or indirect conflicts between their interests and the interests of the
Company, and if such conflicts arise - to disclose promptly and fully and do not participate and
do not affect the other members of the council in making decisions in such cases;

¢ not to disclose information about the deliberations and decisions of the meetings of
the Board of Directors, as well as other non-public information about the Company, even after
they cease to be members of the Board of Directors until the public disclosure of the
circumstances of the Company;

e provide and disclose information to shareholders and investors in accordance with
regulations and internal acts of the Company.
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The Board of Directors assisted by an Audit Committee, which under the Independent
Financial Audit and International Standards on Auditing, performs the following functions:

* monitors the financial reporting processes in the Company;

¢ monitors the effectiveness of the internal control;

* monitors the effectiveness of risk management in the Company;
e monitors the independent financial audit in the enterprise;

¢ reviews the independence of the auditor of the Company in accordance with the law
and the Code of Ethics for Professional Accountants, including monitoring the provision of
ancillary services by the auditor to the audited entity.

At an extraordinary General Meeting of Shareholders of Sopharma AD held on
20.11.2008 was elected an Audit Committee composed of three people: Tsvetanka Zlateva Vasil
Piralkov and Vasil Naydenov , elected for a 3-year mandate, which has been re-elected two
consecutive times.

VI. Description of the diversity policy, applied to administrative, management and
supervisory bodies of the issuer in relation to aspects such as age, sex or education and
professional experience, the objectives of this policy of diversity, the manner of its
implementation and results during the reporting period.

Sopharma Group is making every effort to ensure equal opportunities in recruitment
and compliance in form and substance of the whole range of laws pertaining to fair
employment practices and prevent discrimination.

Discrimination, whether based on race, sex, or expression of gender, color, creed,
religion, national origin, nationality, citizenship, age, disability, genetic information, marital
status (including domestic partnerships and civil unions as defined and recognized by applicable
law), sexual orientation, culture, ancestry, veteran's status, socioeconomic status or other
legally protected personal characteristic, are unacceptable and completely not consistent with
the traditions of the Company Group, for providing a respectful, professional and dignified
workplace. Retaliation against individuals for raising claims of discrimination or harassment is
also prohibited.

The main objectives that the Company Group set itself in the implementation of
diversity policies are:

e Attracting, hiring and holding on of people with a wide range of professional skills. The
diverse capabilities of management and staff open new opportunities for innovative and
creative solutions increase creativity and innovation. This in turn would lead to more efficient
adaptation to the impact of globalization and technological change. A diverse workforce can
increase companies effectiveness to achieve its objectives. It can lift morale, giving access to
new market segments and increase productivity.

¢ Fostering a working environment that accepts ethno-cultural diversity and in which
individual differences are valued and respected

e Solve one of the most important issues for the employer - that of labor shortages and
problems relating to the recruitment and retention of highly skilled workers.

e Improving the reputation and overall performance of the companies in the group to
external stakeholders and society

¢ Creating opportunities for disadvantaged groups and building the unity of society.

Corporate governance declaration Sopharma Group

22



Sopharma Group strives to achieve targets as approved and put into practice important
for company types manifolds. By adopting best practices from other companies and
institutions, the managements of the companies in the Group want to make diversity
management a functioning part of the company. Sopharma endeavor employees, consumers,
customers and investors to be informed about the importance of diversity to them and their
work, aiming to build their confidence and willingness to support.

Diversity policy provides a variety of board members, ensuring reliable system
management and control, and good corporate governance is an essential element of safe and
stable operation of Sopharma Group. They meet the highest standards applied by the Company
in order to realize its objectives and strategies.

The composition of the Management of the companies in the Group and the number of
people involved in it, is consistent with the size, complexity and scope of the operations of the
companies and ensure sufficient level of general expertise.

Members of the Board of the Management of the companies in the Group have
extensive experience as a theoretical gained through education, training and qualifications and
practical acquired during previous positions occupied. They are persons of good repute and
managerial capabilities, with high professional and moral qualities.

Compliance with the principle of gender equality, as witnessed by the many women
occupying senior positions in the companies in the Group

Diversity policy with respect to the management authorities do not allow a limitation of
age composition.

In the companies in the Group there are representatives from various minority ethnic
groups- ethnicities. The companies in Sopharma Group employ people from disadvantaged
backgrounds. The aim is to provide young people with opportunities for professional and
personal development.

Male to female ratio is in favor of women and required by the nature of the production
process.

The policy of diversity in terms of personnel (directors of departments, heads of
departments, employees) does not allow restriction of age composition.

As Sopharma Group companies have no discrimination on any grounds.

Section V of the Rules of Internal labor order of Sopharma AD regulates the rights and
protection of employees when it comes to any discriminatory action by the employer.

On the basis of Ordinance on labor readjustment / SG, issue 7/1987, issue 7/1987,
amended. and supplemented. Issue 111 of 28.12.2001, amend. Issue 78 of 30.09.2005 which
entered into force on 01.10.2005 /, Ordinance Ne 8 for determination of jobs suitable for labor
readjustment of disabled performance / SG issue 52 / 1987. SG issue 47 / 1990 / Ordinance
amending and supplementing Ordinance Ne 8 for determination of jobs suitable for labor
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readjustment of persons with disabilities / SG. 44/1993. / and according to Art. 27 of the
integration of people with disabilities, each year a special Committee on labor readjustment
meets in Sopharma AD. It develops a list of suitable locations and positions for labor
readjustment of disabled workers with permanent disabilities in accordance with the
percentage allocated to the sector in accordance with Art. 315 of the Labor Code and of
pregnant workers and workers who are breastfeeding. Commission shall examine specific cases
for labor readjustment and indicates appropriate places according to the approved list.

£l

Ognian Donev, Ph[;lﬂ LII\

Executive Director

27.04.2017
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