6.9.4. Related party transactions

The volume of transactions with related parties during the reporting period was as follows:

Related | Type of relation Type of Applied Volume of Volume of
parties transactions pricing | (ransactions transactions
methods for in 2017 in 2016
each type of
transactions
SUN Other related Purchase of According to RUB RUB
PHARMACE party( Parent goods | the agreement 2233258 2146 616
UTICAL | company of the (market price) thousand thousand
INDUSTRIE SUN
S LTD (India) | PHARMACEU
TICAL
INDUSTRIES
LTD (India)
group)
SUN Other related | Receiptofa According to - -
PHARMACE party (Parent bonus for | the agreement
UTICAL | company of the purchasing
INDUSTRIE SUN volume
S LTD (India) | PHARMACEU
TICAL
INDUSTRIES
LTD (India)
group)
SUN Other related | Compensatio According to RUB 27 476 -
PHARMACE party(Parent nfor | the agreement thousand
UTICAL | company of the discount
INDUSTRIE SUN given to the
S LTD (India) | PHARMACEU buyer
TICAL
INDUSTRIES
LTD (India)
group)
Ranbaxy Other related Purchase of According to | RUB 891 890 | RUB 896 850
Therapy party (the goods | the agreement thousand thousand
company of the (market price)
SUN
PHARMACEU
TICAL
INDUSTRIES
LTD
Ranbaxy Other related | Receipt of a According to RUB 810 -
Therapy party (the bonus for | the agreement thousand
company of the purchasing
SUN volume
PHARMACEU
TICAL
INDUSTRIES
LTD
Representativ Other related Purchase of According to = RUB 275
e Office party(the fixed assets | the agreement thousand
of Ranbaxy Representatve (market price)
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Laboratories Office of the
Ltd. SUN
PHARMACEU
TICAL
INDUSTRIES
LTD in Russia
Representativ Other related Agency According to RUB 1 259 RUB 1514
e Office party(the contract | the agreement thousand thousand
Of SUN Representatve
PHARMACE Office of the
UTICAL SUN
INDUSTRIE | PHARMACEU
SLTD TICAL
INDUSTRIES
LTD
Representativ Other related Purchase of According to - =
e Office party(the fixed assets | the agreement
of Ranbaxy Representatve (market price)
Laboratories Office of the
Ltd. SUN
PHARMACEU
TICAL
INDUSTRIES
LTD
Ranbaxy Principal Repayment According to - -
(Netherlands) | shareholder (99 of a long- the set-off
B.V. percent of term loan agreement
stocks)
Ranbaxy Principal Repayment = -
(Netherlands) | shareholder (99 of a short-
B.V. percent of term loan
stocks)
Ranbaxy Principal Accrual of 3M Libor + USD 271 USD 233
(Netherlands) | shareholder (99 interest 150 bp p.a. thousand thousand
B.V. percent of under the
stocks) short-term
loan
agreement

Accounts receivable and payable to related parties of the Company as at December 31, 2017 were as

follows:
in RUB’000
Related party Type of Amount of Amount of
relation accounts accounts
receivable receivable
(payable) (payable)
2017 2016
SUN PHARMACEUTICAL INDUSTRIES LTD | Other related
(India) party(Parent
company of
the SUN
PHARMACE (1384 027) (1 502 589)
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UTICAL
INDUSTRIES
LTD (India)
group)
Ranbaxy Therapy (Romania) Other related
party(Parent
company of
the SUN
PHARMACE
UTICAL
INDUSTRIES
LTD (India)
group) (419 082) (460 673)
Ranbaxy (Netherlands) B.V. (for received loans Principal
and loan interest) shareholder
(99 percent of
stocks) (399 904) (431 788)
Cash flows from related parties were as follows:
Related party Type of relation Type of Amount in Amount in
transactions 2016 2015

SUN Other related party | Payment for goods RUB 2 324 RUB 1713

PHARMACEUTICAL (Parent company 344 thousand | 503 thousand

INDUSTRIES LTD of the SUN

(India) PHARMACEUTI
CAL
INDUSTRIES
LTD (India)
group)

Ranbaxy Therapy Other related party | Payment for goods RUB 932 671 RUB 899
(the company of thousand | 892 thousand
the SUN
PHARMACEUTI
CAL
INDUSTRIES
LTD (India)
group)

Representative Office Principal Repayment of a RUB 1 259 RUB 1 789

Of SUN shareholder (99 short-term loan thousand thousand

PHARMACEUTICAL percent of stocks)

INDUSTRIES LTD

Ranbaxy (Netherlands) Principal Repayment of a RUB 25 366 RUB 5790

B.V. shareholder (99 long-term loan thousand thousand
percent of stocks)

In 2017, the following amounts were accrued in favor of the main management personnel (management):
wages - 73,085 thousand rubles; paid annual leave in the amount of 4,794 thousand rubles; bonus (bonus)
by the results of 2016 in the amount of 7 519 thousand rubles, other premiums 6 630 thousand rubles,

compensation payments amounted to 6 438 thousand rubles. In 2017, the Company granted short-term
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interest-free loans to management personnel amounting to 687 thousand rubles. Long-term payments in
favor of key management personnel in 2017 were not.

In 2016, the following amounts were accrued in favor of the main managerial personnel (management):
wages - 60,685 thousand rubles; paid annual leave in the amount of 2,900 thousand rubles; bonus (bonus)
for the year 2015 in the amount of 6,437 thousand rubles, other premiums of 18,329 thousand rubles,
compensation payments amounted to 1,055 thousand rubles. In 2016, the Company granted short-term
interest-free loans to management personnel amounting to 3,228 thousand rubles. Long-term payments in

favor of key management personnel in 2016 were not.

6.10. Information about the risks of business activity

6.10.1 General information about potential major risks of business activity.

The Company's activities are subject to various risks that may affect the achievement of set
objectives. For the purposes of management of potential risks, the Company has implemented and
develops a risk-based approach to business activities aimed at ensuring that the Company's management
makes the most effective and efficient management decisions under uncertainty and identifying
opportunities for achievement of the Company's objectives.

The most significant risks that could affect the Company's activities are grouped as follows:

o credit risks;

e liquidity risks;

e currency risks;

o legal risks.

6.10.2 Disclosure of information about credit risks.

The Company’s credit risk is mainly concentrated in its trade and financial activities, and other
accounts receivable.

Management is making every possible effort to minimize the Company’s risk exposure. In particular,
the creditworthiness of customers is assessed on the basis of the contractors’ financial statements, which
is a prerequisite for establishing credit limits under contracts for supply of goods. Management believes
that there are no significant losses for which no provision for impairment related to these and other

receivables was made as at December 31, 2017.

In order to reduce the risk of impairment of receivables from commercial organizations, the
Company implements a number of procedures. Credit risk is determined by summarizing the probability
and the possible impact of events that affect the customers’ ability to meet their obligations. Credit rating
is assigned to a customer at the beginning of cooperation and is then periodically reassessed on the basis
of its credit history. As part of the credit risk management policy, the Company carries out preventive

procedures, which include, but are not limited to, advance payments, requirement of a collateral, bank
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guarantees, letters of credit, and third party guarantees. To collect overdue receivables, the Company

performs a number of actions starting from notification, suspension of the supply of goods, offsetting, and

applying to courts.

As at December 31, 2017, the receivables secured by guarantees and sureties were as follows:

Buyer Debt amount, Collateral Guarantor / Surety
rubles amount, rables
BSSLLC 19 022 047 110 000 000 | VTB Bank OAO
Grand Capital OAO Sberbank of Russia
55137275 150 000 000
FC 000
GDP 55 770 648 55 000 000 | RaiffeisenBank, OJC
Katren NPK ZAO Katren (Russia)
330 386 208 900 000 000
AO
Protek TsV QAO Sberbank of Russia
592 935 801 600 000 000
ZAO
ProfitMed OAO Sberbank of Russia
31 366 938 65 000 000
CISC
Pulse FC 00O. 458 910 723 400 000 000 | OAO Sberbank of Russia
Archimed 000 2111230 7000000 | OAO Sberbank of Russia
F adest ) 40 000 000 OAO Sberbank of Russia
Farmpespektiva RaiffeisenBank, OJC
55 633 805 120 000 000
000
Total 1601 274 675 2 447 000 000

6.10.3 Disclosure of information about liquidity risks.

The Company monitors the risk of liquidity shortage at the stage of developing a cash flow budget
and reviewing its implementation. The Company aims to maintain a balance between the provision of
money and flexibility through the use of loans granted by the parent company. The cash flow budget
takes into account the timing of cash inflows and outflows from the Company’s operations. Decisions to

22



invest available funds or raise external funding are adopted based on the projected cash flows. Through
implementation of the liquidity risk management policy the Company ensures the availability of sufficient

cash to meet liabilities when due.

6.10.4 Disclosure of information about currency risks.

In 2017, the Company had payables denominated in the loan currency and incurred foreign currency
liabilities related to payment of interest on loans, due to which the Company is exposed to currency risk.
These transactions are denominated in US dollars. Due to the sharp devaluation of the ruble during 2017,
the Company incurred significant foreign exchange losses totaling RUB 21 665 thousand.

In order to reduce currency risk, the Company has switched to contracts with suppliers of goods
providing for payments in rubles. With respect to monetary assets and liabilities denominated in foreign
currencies, the Company's policy is aimed at maintaining the net position at risk within reasonable limits
by purchasing and selling foreign currency at spot rates when necessary to address short-term imbalances.

Existence and movement of liabilities denominated in foreign currencies:

Liabilities denominated in US |Liabilities denominated in Euros
dollars (USD’000) (EUR’000)

Balance as at December 31,
2016 7118 none
New liabilities 271 none
Repaid (446) none
Balance as at December 31,
2017 6943 none

Official foreign currency exchange rates set by the Central Bank of the Russian Federation as at the
balance sheet date were as follows:

Exchange rate as at December | Exchange rate as at December
31,2017 31, 2016

US dollar (USD) 57,6002 60,6569

After the reporting date, the ruble rate strengthened by 1% against the US dollar and amounted to
57.1072 rubles per US dollar at the date of signing (compiling) of these statements (March 26, 2013)..

6.10.5 Disclosure of information about other risks.

At present, the Company’s major legal risks are related to changes in the tax legislation, legal
regulations, and amendments to bylaws.

Currently, Russia has a number of taxes imposed at the federal, regional, and local levels. These
taxes include the value added tax, the corporate income tax, the property tax, various insurance
contributions (for mandatory pension insurance, mandatory social insurance, compulsory medical

insurance), and other taxes.
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The current tax legislation is subject to frequent changes. In addition, the interpretation of certain
provisions of tax legislation can be changed by the judiciary. This results in a large number of disputes
between tax authorities and taxpayers. These disputes are mainly resolved in courts. In addition,
compliance with tax and other laws (for example, customs and currency laws) is subject to examination
by various government authorities entitled to impose fines and penalties.

In accordance with applicable laws, tax authorities may audit the company’s activities for the three
years preceding the year of audit. The fact that the company’s activities for a certain period have been
audited by tax authorities does not mean that the company’s tax liabilities for that period will not be
audited in the future: tax authorities have the right to conduct a repeated tax audit by decision of a higher
level tax authority or in case the taxpayer files revised tax declarations stating a lesser amount of tax than
that declared previously.

The tax risks resulting from all these facts considerably exceed those that are customary for
companies in countries with a better developed tax system. Management believes that the relevant
provisions of legislation have been interpreted correctly and that the probability of maintaining the status .
of the Company in the context of tax, currency and customs legislation as at December 31, 2017 is high.
6.11. Summary.

According to the results of its activities in 2017, the Company earned a profit of RUB 63 547
thousand. In 2017, sales increased by 6,12 percent, while the share of cost in sales increased by 3,58
percent, which amounted to 57,77 percent in 2017 vs. 61,35 percent in 2016 and the share of business
expenses increased insignificantly by 0,7 percent (29,73 percent in 2017 vs 27,73 percent in 2016).

There was a slight increased of other income by 108,66 percent in 2017, while other expenses also
increased by 112,99 percent.

As a result of the Company’s investment activities, namely, placement of funds in bank deposits,
the Company made a profit of RUB 8 927 thousand, loaning, that gave a profit amounted to RUB 4 234
thousand in 2017.

CEO / Artur Valiev /

March 26, 2018
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