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This version of the Annual report is a translation from the erginal, which was prepared in Croatian language. All
possible care has been taken to ensure that the transfatfon is an accurate ropresantation of the original. However,
in all matters of interpredation of infurrnation, viows or apinions, the original language versinn of the Annual report
takes precedence aver transiation,
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MEDIKA d.d. and its ssebsidinries

MANAGEMENT REPORT

MANAGEMUENT REPORT

In 2018, the Medika Group (the “"Group”) generated a consolidated revenue in the amount of TIRK
3.078,27% thougand, HRK 251,647 thousand aboveihe priar year's Riure. The consobdated operaling profl
amourts to LHIRK 42018 thousand, which is by TIRK 4,996 thousand higher than the prioy vear's figure.

The consnlidated profit befors tax amounts to FIRK 41,151 1hougand, and the consalidaied nct profil
amounés 1o HRK 33,684 1thousad, which is HRE 9,825 thousand less than the 201 7 figuie.

By amalysing the individual cperating segments (Note 6 to the financial statements), 50.9% of the total
consolidated revenue was gencraled by pharmacics (2017: 52.8%4), of which 11.8% by own pharmuacics
(2017: 12.5%). At the same time, 32.4% of the total consolidated reverue was generaled from hospitals
(2017 30.19%).

Total consolidaled asscls mnourt o HRE 1,990,478 thousand, representing a decrease of 2.8% from the
prior year. The amount of consolidated non-current assets inereased by 0.6% in redation 1o the prior year,
wheress the amount of current assets decreased by 3.7%. The consolidated current assets account for 78.0%
of the total assets, Trade and other reccivables represcetit the most sipnifivant item of the iotal consolidated
assels aod ane increased by 1.7% fiom the prior year. In addition, inventories rose by 12.7% compared with
the prier year,

In 2018, the Group adjusted the valus of rescivables for the loans to Agrokor d.d. in the total amount of
[IRK 50,06 thousands {Note 18).

There was a change in equity, comprising share capital, ireasury shares and cuplil loss, in the pesilion of
lreasury shares, whose amount increased by HRK 21589 thousand, since the Company acquived 1,500
shares in the siock market.

Thee totul comsolidated lean det amounts @ HRER 276,944 thousand, composing HRE 270,830 thousand
of short-term loans and finance lease obligations and TTRK &,1 14 thousand of lotng-{crm barrawings and
Granes bease obligations (Note 25}, The Group kas no long-tema loans at 31 Decernber 20185,

The equity-to-assets ratio is 23%, showing that the Company tinances 23% of its total consolidated assets
Tromm ownt sources, Thas indicator has nol changsed compared wilh provious yoar,

The consolidated perlfomanes is presenled o lhe stalomont of comprehensive income on page 33 of Lhe
financial statements.



MEDIEA d.d. and fls subsidiaries

MANAGEMENT REPORT (continued)

Expected tutere development of the Groap

The Comginy will mainlain the distribution of medicinal products and medical devices as [ts principal
aetivity and beost the operations involving thaze products that consitituie the Company's core busingss,

Zdravstvene ustanove Tickarne Prima Pharme has 4 stalegy W expund its phamoacy notwork all over Lhe
terTitory of the Republic of Croatia,

Treasury shares

In 2018, the Company acquired [,300 treasury sharcs in todal atount of HEXK 21,589 thousund. Al
31 Decembor 2018, Moedika d.d. held 2,240 shaves, which represents 9.74% of the tetal amount of shares.
The nominal value per share amounis o HEE 6,930,

Subsidinry nod associate cotitics

The Comypatty is the whole owner of fls subsidianics Zdravsiveny uslanova (U} Liekame Prma haone
and Primus nekretning d.o.o.

7L Lickarne Prima Pharme hag the following fully owned subsidiancs: ZU Lickame Delonga and Z1J
Liekame [nes Skoko; it also has an associate, ZU Liekarne Jagatic, in whick it holds a share of 494,

Related parties

The Company with the majority of voting rights, i.e. the parent company Auctor do.o,, halds an awnership
inlerest of 32.86%, i, 36.40% voling sharcs,

Pliva Flrvatska d.o.o., Zagreb, has an ownership interest of 25.325% and 28.05% of the voting rights in the
Company,

Lisks
Credit vish

‘Fhe most significant market risk for the CGroup is the long collection period for trade recetvables, especially
those HZZO (Croatian State Health Insurance) and HZZO relaled reecivables, Therefore, a sipnifieant
ammunt of working capital of the Group has beety immohilized, which sipnificantly afects the cash flow
and the Group's abilily o timely sctéle its own Habililics. As the receivables represent, divectly or imdircat]ly,
armounts owed by state institutions, their collection should net be regarded as probable of default risk, This
indirectly incresses the need for additional funding, which means additional business costs,

Credit risk arizres primarily from trade receivables. The risk iz higher when deating with pharmacies, which
are cxposed (o lhe roing-conectn sk unlike hospitals, which, albeit wiih exiended collection periods, are
nat exposed to the risk of default and the going-concern rigk.

Price rivk

A conlinuing deetease in the poces of proscoplion medicing products on the HZAZO list and the HAZD
administrative approach in determining the prices and marging represents another risk of the Group. To
lowwer this 1isk, the Group has focused on expanding the lines of products that are not limited by law in
respect of the price of the product,
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MEDIKA d.d. nod its subsidiarics

MANAGEMENT REPORT (continued)

Risks (continucd)
Forefaa exchange risk

Toreign exchanges feurrancy) risk is a significant Goenctsl dsk. The Group sencrates most of its revenne on
Lo domestic markel and in Croatian kama (ILIRK). [lowever, purchazes are patly made on foreign markels,
which gmves tise 1o the sk of ckposure 10 changes in forcipn cxchange rates mostly against the eurn. All
loans are kuna-dencminated: hence, there is no exposure to foreign exchange rigk,

Interest pore yisk

The Group's interest rate nsk artses from its short-term and long-term boreowitges at variable ralcs, which
expore the (roup to cash-flow interest rate risk. Fixed-rate horrowings cxpose (he Group to the interest-
rate fair value risk. ‘The Group does not nse derivative instruments to actively hodge its cash Now and Lair
valug imgrest tate risk crposute,

A parl of the Group's assels are micrest-beming, as @ result of which its revenne and operating cash flows
depend on fluctsations in market interest cates.

CORPORATE GOVERNANCE STATEMENT

Az an entity listed on the oMficial markel ol the Zagmeb Slock Exchangs, Medika d.d. applies the Corporate
Govermumee Code of the CFS5A {Croatian Financial Services Supervisory Agency) and the Zagreh Stock
Exchange, which is published on the website of the Zagreb Stock Exchange. In the iusiness year 2008, the
Company substantially complied with and adopted the recommendations specified in the Cade. Miner
departures Fom the individoa] recommendations provided in the Code are expfained in the questionnaire
the Comparny publishes on the Zapreb Stock Hxchange website and on ils own websils and subnzits 1o the
CFSSA

The key components of the internal contrel and risk manzgement system in the area of financial reporling
include the following:
= an appropriste organisational structure at all fevels, with approprisic segrepation of dulics and

defimed levels of powers;
intermal controls integrated into business processes and aclivilics;
a comprehiensive set of accounting policies and procedures governing the preparation of antual
report o aceordanee with Inlomaliona] Accounling Standards and  Intermational Financial
Reporting Standards adopted by the Burapean Thian,

The Comparty is not involved in any mutoal-sharcholding relationship wilh other companies, it has no
speurilics with special fights or securities with restriction to vote. There are no instances of any Anangial
rights arising from securitics being separaled fom holding such sceurities,

Corporale fovernanes
Medika iz a Croatian joint-stock compatty bascd on the dualistic povemance medel and its goveming bodies
arc the following:

»  General Assembly

=  Supervisory Board

s [Idanagement.

Creneral Assembly

The Guiwaal Asscmbly decides in the maiters specified by the law and the Company’s Statute which it also
adopts, as well as decides on the wse od the prodl, on e inercase and decrease of shere capital, efection
and revocation of the Supervisory Board members, it provides note of release to the members of the
Management and the Supervisoty Boand, appoinds the cxlemmal auditor and performs other duties in
accordance with the law and the Company®s Statute,
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MEDTK A d.d. and its subsidiaries
MANAGEMENT REPORT (continued)
CORMORATE GOVERNANCE STATEMENT {continued)

Superiisory Boavd

The Supervisory Board oversess the management of the Company’s aftairs. To this end, it reviews and
examings the business records, accounts and documentation of the Company. ‘The Supervisory Board
appoints members of the Management and provides 13 cotsent with certam Marmagoment decisions, such
as strategic plans, business plans, financial statements and major investments. The Supervisory Board
subimdls s reporl on the supervision over the mawnapemenl of e Compuny™s alluirs o the Geneal
Assembly to which it also presents deciston proposals for adoptinn. The Supervisory Board consists of
seven members, Ordinary Supcrvisury Board mectings usually take place on a guarlerly basis, ‘The
Supervizory Board may decide on matters, i.e. cast vota bry telephone. The term of affics of the Supervisory
Bowd members is povemed by the Company”s statute and expires at the closing of the (eneral Assenbly
meeting in which approvals of aetion are granted lor the third business year lollowing, bul cxeluding, the
year of election.

"The members of the Supervisory Board are as follows: Rugica Vadié, Chairwoman, Mr Damjan MoZina,
Wice Chaitmun, Memrbers: Mr Nikica Gabrzé, Mr Mihacl Fugan, Mr Oleg Uskobovic, Mrs Sanja Palic
and brs Cracijela Balaban.

Maneieement

Managemenl defines business plans and contreds the implomentation, co-ordinates the activities of
incividnal organisational units of the Company and their alignmend with the curtent reguirements and
business pians, reports to the Supervisory Board about the operational developmerts and activities,
profifabilily aod ellicieney, signilicanl lrasaclions snd cvenls as well as olhor matlers specificd in the
Statute.

The Management of Medika has one member: Mr Jasminko Herceg, Director, representing the Comparry
andl managing ils w{fains solcly.

Auedis Compnitter

The Audit Conmnittee hias been established by decisinn of the Supervismy Board, The activities of the Audit
Cotmmdtles are governed by the Companties Acl, the Avcounling Acl und other repulalions. The lam of
office of the Audit Committee mermbers coincides with the term of otfice for the Supervisory Toard.

The Awdit Committers consists of the following members: Wrs Rufica Vadid, Chalvwoman, Mr Oleg
Uskakovié and Mr Dalibor Brigk,

NON-FINANCTAL REPORT

Non-finaneial report was prepared according to the (Guidelines for reporting on non-finaneial
infometion of the Europesn Comimission,

Business Description of the Medika Group

Muodika d.d. Chereinafier “Moedike™ or “the Company™), cstablished in 1922, is the oldest and leading
wholesaler in Croatia, whose primary activily 1s the sale and storage and alse (the distnbution ol humat
and veterinary digs, medical products, equipment and dental supplies, dietetic, cosmetic, hygienic and
olher products intensded Lor the healihears markel,

The: Company supplics phiarmacics, healtheare Gcilitics, hospitals, health conters, outpatient facilitics,
dociors’ oflices, wholesalers and spegialized slores with the widest range ol products,
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MEDIE A dod. and its subsidinries

MANAGEMENT REPORT {continuecd)

MNON-FINANCIAL REPORT (continued)
Business Description of the Mcedilka Groop (continuced)

The Company owns 100% shares in Zdravstvena ustanova (7)) Ljekarne Prima Pharme and in the
company Primus nekrelnine d.o.o,

£U Ljekarmne Prima Pharme has the lollowing [ully owned subsidiaries: ZU Ljekarne Delonga and ZU
Ljekarne Tnes Skokn: it also has an assnciate, ZU Liekarne Jagatié, in which it holds a share of 49%.

.
L

Medika .

Medika Group

Medika is the whole owner d
of subsidiary Health 0
institution (ZU) Ljekarne 100 A’-‘
Prima Pharme, which has @ PRIMAPHARME
fully owned subsidiaries: —

o

100% zu Ljekarne Delonga

100% zu Ljekarne Ines Skoko
49%  zU Liekarne Jagatié

The Medika Group makes sales revenue through wholesale and metail channels, which are [urther
detailed helow. The wholesale sales revenue is made in the Company, and the retail sales revenue
lthrough the Prima Pharme Group.

Wholesale

Within the wholesale channel, Medika’s customers are divided into several following segments:

phammacics

hospitals

other (health centres, polyclinics, dental clinics and polyelinics, veterinary clinics and farms,
other wholesalers).

Financial segment information ¢an be found in Note 6 of these [nancial slalcmenls.
Wholesale Sales Promramme

In its sales progranune, Medika holds a wide range of products divided into several lines of products
deseribed below.




MEDLEKA d.d. and its subsidiarics

MANAGEMENT REPORT (continues)

NON-FINANCIAL REPORT (continned}
Whaolegale (coatinned)

Wholesale Sales Programime (continued)

Pharmacentios

Pharmaceulics represents a large part ol Lhe Company's operating income and offers the widest range of
pharmaceutical products cither from domestic or [oreign manufacturers. Thanks Lo this, medieinal
praducts available on the Furopean and world market are available to our customers tan,

As a part of its pharmaeeutical sales programme, Mediks cnsures the urgent supply and import of
medicinal praducts implies the supply and import of otherwise unlicenced medicinal products in the
Eepublic of Croatia,

'The regulatory compliance for urgent supply and itnport of medicinat praducts s issucd by the Apetcy
for Medicinal Products and Medical Dovices of Croatia (TTALMED) in cases of medically justificd
urgency, protection of human health, research neccesily, clinical trials, pre-clinical development, in
cases of natural disasters or other urgrent states, as well as for urgenl cases of individual treajment using
a medicinal produe preseribed by a physician or a denlist administering the {rcatment.

Medicinad Products and Special Praducts

Medical Products are one of the most comprehensive sales prograras of the Conpany. The range of
different programs enfails clinical and laboratory disgnostics, hemodialysis, cardiac surgery,
aphthalmology, orthopedics, medical supplics, bandages and samilary supplies, disinfection malcriaks
and supplies and other medical programs. Along with the constant monitoring of the offer, the mle iz
that Lhe products must meet the highest criteria of modern medicine,

DNetetics and cosmetics

Dietetics and cosmetics mclude a wide range of products, primarily non-prescription drugs, cosmetics,
congutner poods, high quality diztetics and denmatological cosmetics.

Pentel Department

Wilhin this sales programme, the Company is one of the Jargest distributors of equipmend, medicinal
products and materials for dental and prosthodontic activity.

Cngoing professional education of employees forms an integra? part ol the development strategy of this
pregramme. Knowledge of the new products and programs and mastering innovative skills for the
cmployces of the Company lacililates the daily sates. Tn this way, bater information to cnd-users is
provided in their everyday practiee, in termus of now professional technigues and technologies.

Feterinary

Wide range of sales programs of Lhe Company is reflected i the offer products of all domestic and
foreign manulacturers.

This program’s customers comprise veterinary offices and elinics, farms and veterinary pharmacics and
other businesses subjucls registerad for the sale of velerinary medicines and veletinary activities.
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MEDIKA d.d. and its subsidiarics

MANAGEMENT REPORT (comniboued)

NON-FINANCTAL REPORT (comtinted)
Wholesale {conlinued)

Wholesale Sales Prooramme (contitued)

Feterinary foontinned)

Tmiparted products repstoned Tor the domestic markel aze available in the procurement and sales offices
ot the Company, inclading the emergency import of velerinary drugs Jor cnd-uscrs.

Logistics

Storage, goods manipulation and disteibubon services Lo cuslomers are Lhe primary activily of Modika,
where it has been continuously invested in new technologies and work processes.

The tortal storage spaces iz 36,900 m2. Zagreh Logistics Center is a place whore the dectstons on the
procurcmenl and distrdbution src made, while in modemby structured distribution and storage centers in
Orijelk, Rijeka and Split has heen organized storage and distribution,

Retail
Sales in the relail channck lakes place through the eperations of 30 Prima Pharme Group phannacics.

Pharmnuey aclivily provides the supply and manufaelure of medicines and the supply of medical products
to citizens, health care institations and other legal entities as well ag to the private health practifioners,
The supply of drugs and medical products implies the medicinal products retail. In addition to the supply
ot drups and medical products, the pharmacy activiy inclides the supply of homeopathic produgts, the
supply of baby food and dietary products, the supply of cosmetic and other health care products which
are regulated by the General Acl of the Croatian Chamiber of Phatmmaeisly and counscling rogandimes 1be
prescribing i.e. pioper application of medicines, medical, homeopathic and dietary products.

Rusginess environment and competition

In the wholesale trade of medicinal products and medical deviees, the four largest compames have the
largest market share (Phoenix Famacija, Medika, Medical Intertrade and (datal Phanma). Medika (Group
15 dislittguished by the slee of Us markel share, {he wide range of the sales progmanme and by the largscst
network of pharmacies in the country.

‘The Iong period of eallection of receivables from customers, especially in the part referring to customers
within the HZZQ systemn (Croatian Health Tnsurance Fund) has a signiftean impacl on the operalions
ol companics in the wholesale irade of medicinal products and medical devices, Therefore, o sipmi[Qeant
armount of working capitat of the (Group has been immaebilized, which significantly affects the cash flow
and the (roup's ability to timely settle its own liabilities. AR the receivables represent, directly or
indirgeily, amaunls owed by state institutions, their collection should nol be regarded as probable of
delault msk, However, this is relected through additional lunding requirements and with it additional
operating expenses.

The political environment also significantty influences the operalions of wholesalers, Announced
reliorms of the health system o the Tulure, which would resolt in chamges Lo Lbe system and the model
of health insurance snd changes in lbeir funding, could have a positive impact on the collection of
receivahles.
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MEDEKA d.d, and its snbsidiaries

MANAGEMENT REPORT (continecd)

NON-FINANCIAL R¥POWRT {continued}
Business cnviromnert and competition (continued}

Phannacy activity is carried out within the primary health care network in accordance with a separale
Liw (the demographic and geographic erileria) in pharmaecics and pharmacy depots, The abalition of
detined criteria tor opening of pharmacies would significantty affect the expansion of the pharmacy
nelwork. Due e legal constrainls, {he expansion of the pharmacy nelwork can only be achicved through
acquisitions, which is also one of the strategic poals nfithe Medika (Group.

Rusincss objectiives in the short tevm

+  Umne ol the mes! importanl goals 15 o maintain a stable markel shaee and a lcading posilion,

&« Vertical integration or expansion of its own sales network is still an imperative of the nverall
development of the Medika Group and onc of (he stzalcgic goals, By incrcasing the nutnber of
quality pharmacies in its ownership, the Medika Group increases the market potentiat, and thus
the total value of the Companies in the Group.

+ In order o mainion the leading position, Group needs (o continually work on expanding its
range of products and developing new services.

*  lmprovement mnd implementation of new logistics solutions, which can only be achicved 101k
process of issuing poods is fully automated, i.e. Warehouse Management System (WMS).

Ta see the Group’s operational goals achieved in 2018 consult the chapter Resufts of Oualiny
Marnagement System and Frvirormental Frotection under item 4 on page 16,

Medika Group and customer relationship
AMedike d d, and customer relationship

it everyday activities, the Company tries to understand the current and anticipate the fiture needs of
customers and business partners, snd meet (hedr demends ina Umely nymner. The focus onthe custoners
is demonsirated throughout the activities, which all represents an added value {o the core business.

gt Promotional aclivilics
The main goal of promotional activities is to position the company in a business environment:

»  Informing users in all available ways,

Bupporting users in using the Company's services by providing quality as a prionly goal,

»  Praviding additional services and eonterts in order to bring owr customers closer to some new
skills and tools they can use in their business,

«  Monilonmg, messuring: and constanly improvinge custamer satisfaction levels 15 a fundamental
reflection of service quality.

Caoperation with the Croatian Chamher of Pharmacists and the Croatian Pharmaceutical Society, las
heen taking place place through projects in which Medika has been actively involved, inter alia, by the
engagement ol 1ls cmployecs,

Cooperation with the Croatiun Chamber of Dental Medicine bas resulled in the Company's parlicipalion
in all professional conicrenees, in their organization and publishing ads and promotional articles in
protessional journals published by the Chamber.
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MEDIK A d.d. and its subsidiarics

MANAGEMENT REFORT (continued)

NON-FINANCIAL REFPORT (continued)
Mediks Gronp and customer relationship {continued)
Mediha d.d. and customer velationship fconfinued)

Inn its public anvouncemends, Muodika has been directed to the professional public, and therelore the
publication of advertisements have been related to profossional publicalions, such as the Croatian
Chamber of Pharmacists' Journal, the Phannaceutical Jowmal S Prefessional Journal of the Croalian
Iharmaceutical Society, and the Pharmabiz — Professional Journa! for Moedicinal Products nad Medicat
Nvices,

The web sites of Medika have been primarily designed for the professional public and they have been
representing the main activity of the Company, and «ll cvents thal provide added value to the customers
kave been announced there.

b} Education

The Cotpany pays pathicular allention o informing its partners and customers about new health gystem
programs. By presentations and visits to customers, the comipolent and profussional staff have been
miformityr currenl and polential customers about both standard and new products,

Educalion for pharmacists, dentists and veterinariang represents an additional ealuc o our primary
activity by which we have been bringing them closcr 1o Lhe news from the profession and exchanging
business experiences.

Prima Pharme Group and relationship with padients

All pharmacies advise on proper drig use, which means when a palicnl comes with a problematic or a
newly prescribed Lherapy, he is provided with counselling and a written instruction on pharmacy carc
{how to use which drugs, what parameters 1o follow, what G habits 10 change).

In pharmacies, there arc counscling centers for reproductive health or diabetes who have at their dispnsal
trained employees who are ready to answer questions of patients, ag needed and upon amival. Alse, the
counschng plan for cach pharmacy is published on the AU Ljekarna Prima Pharme website, and the
phannacy manager is free to determine the day of counseling and the concepl of it, according to the
instruclions gyven

Educuiion tcams of MA pharmacists are divided in teams in charge of three arcas: public health aclions,
leaflets for patictds, and developmunt of counsclling pharmacies and clinical pharmacies. We launched
the project Ler’s fatk about health, which enghbles our patienls 1o mect MA pharmacists who, in
cooperalion wilth medical spreialists Gom different areas of biomedicine, along with a patient-specific
program offer individual counselling and educational matenals, depending of the relevant topic,

Medika Group and supplicr relationship

The eooperation with supplicrs of Izads goods, matenals or services is contracted based on the received
offers, supplisrs documentations and assessments made.
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MEDIK A d.d, and its subsicdiaries

MANAGEMENT REFORT (conlinuei)

NON-FINANCIAL REPORT (conlinued)

Medika Group and supplier relationship (confinued)

Medika Group supplivs the ollowing goods:

Trade goods — products the Medika Group supplies and unaltered forwards to its customers, ie.
scls to fimal customers in phanmacies. They relor to drugs, medical products, velennaty-medical
products, animal feed, veterinary tools, active substances, cosmetics, tood supplements, general
purpase objects, dangerous chemicals, biocides, baby food and equipment;

Mhaterials £ eyuipment £ sysletns (MOS) — suppliers’ product, which Medika Group supplices and
uses for product realisation {drags eguipment materials, equipment, computer progranumes,
vihicles, syslems cic.);

Services — products the Medika Group supplies as process or product suppart (for example,
cleandng scrviees, lease ).

The assessment provess for trade poods supphicrs (evaluation, (racking deadlines, compiling a list of
auppliers aeconding to thetr staties) has been established within the SAP computer system in the company
Medika in 2018,

Risk management

Compliance with the policy and achieving the objectives is an obligation of the Management Board and
of all employess, and it is 8 measurc of the qualily of our busines, The aim of fsk manapemenl is 1o
provide the company Medika d.d. business within the limits of acceptable risk and to prevent the
occurrence of unacceptable risks for:

patients {indirect customer users)
supplicrs

cmployees

customers

sharcholders {owners)

the social community
environment.

Regulatony Risk Management Requirsments:

Good Practice it Wholesale Medieation (DDPY / Good Manufacturing Practice {TJPP); 150
Go01; 15O 14001; [0 50001;

Fisk mesnagoment is part of the gualily system, with the active invelverocnl of the
management atatt as well as the accompanying services;

Risk management in medicinal product quality throughout ihe lilfe cycle of the medicinal
product (includimg DEP);

Planning - providing expected results, effectiveness, prevention and reduction of unwanted
effects, achieving improvements.
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MEDIKA d.d. and its suhsidiarics

MANAGEMENT REPORT (continued)

NON-FINANCIAL REPORT {confinued)
Significant risks and risk maniagement

Below arc some of Lhe mote sipnd Deanl business msks and the activites that are regularly camied out to
in order to minimize them.

Businesy Risks

Contormity risks —inadequaie compliance wilth regulalory regquirements

v Aclivitics: moniloring of legal and other regulations, assessment of area of compliance,
change management process.

Stratepic risks - stratepic risk iz the risk of loss that may arize due to adverse business docisions, luck of
abilily L adopt 0 changes in the economic environment and similar,

s Activities: preparation of strategic developmetd puidelines with the shoet-term and
ndivm-lemm goals, prepandion of annual business plans approved by the Supervisory
Board.

Cnerational risks

The risk of tnauthosized endry ino warchouse spaces

o Activitios: the system of objeel prolection and aulborized access to premises, external
and internal control of the facility, record / 1ng of employess, visitors, system, process
of dealing wilh counter[cils.

The sk affecting the guality of the goods in mandpulation - inadequate conditions of receiving/staring
drug - expasure o outdoor weather conditions - receipl, storage, distdbulion

o Activilies: design and build of the object - materials of defined mechanical resistance
and stabitity, performance of the ramp for the acceptance of vehicles, therme - technical
mstallalion, muniloring system of conditions in the space, process of monitoring of
measuring and other cquiptment,

The rigk of colaminalion of joods - producl conlamination by different types of contaminants and
origin
= Awclivitics: design and build of the object - matertals of defined mecharical resistance
and stabitity, design and bwild of ctergy inlrastruciure and atests, process of
maintenance and cleaning of the infrastructure.

Security risks — fire protection, safety at work, illepat actions of thind parlics, cnvironmental impacts
+  Aglivities - emplovess cducahion, appoinmenl of responsible porson for transport aned
storage of dangerous chemicals, systamatic positioning of dangerous chemicals, regular

lesling of imstallalions, produstion of safe working instructions, 24 hour duty, business
entry procedures, technical protection and video surveillance, passaps conlrol.
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MEIMEKA da. and s subsidiaries

MANAGEMENT REPORT (continued)

NON-FINANCEAL REPORT {continucd)

Significant risks and risk management {eontinecd)

Chperational risks foontinved)

Legal regulation — high and strict regalation of all aspects of the aciivity

¢ Activities: - eatablishment of a databasc of alt relevanl laws and regulalions, menitorng
of legislation, regular review of intermet databases of professional regulatory hodies and
chamhers, regular updaling ol data so Lhal possitle changes would not endanger the
business itself, sach executor as well a5 any other person in charge of a particular
busimess area must independenlly monitor the relevant laws and regulations, and, in
case of aiy doubt, consult a lepal service that will give an opinion, il neccssary applying
the principles ol conllicl resolulion of laws.

Finuncial risksy [hancial rsks are explained on pages 2 and 3 of these financial statements.
(Juality and Lnvirormental Policy

The systematic approach to quality issues in the Company started in 2001, when the process of crealing
a quality managemetd sysiem aceording o ISO 9001 was inilialed, which was resulted with the
certificate in 2002, By meeting the requiremerts of TS( 9001, the Company's business has raincd a now,
powet{ul backbone for syslemulic moenilonng of 1he cfficiency of all business activities with speciat
emphasis on activities within the logistics sepment. The principles of good distribution practics, with
which afl the company's logistical provesses have already been alipned, have been applied through an
internatinnally standardized format and in a way that enables ¢ffective moniieting and improvemsml of
processes and operations.

The concept of Quatity Management System and Environmental Protection of the Cormpany has been
based on the idea thad praducts ¢ serviees of highly recopmizable quality are easier to find some new
customers and to retzin the existing ones.

The Company accepts the principle of the responszibility 10 WA the requircments relating 1o Lhe
covirowmental prolection and envirommental preservation and pratection of the health and safety of its
employecs,

The commitrnenl of the Company's conplovees towirds Lhe qualily amd environmental protection (s one
of the fundamental values of our business, confirmed by employvees involvement and Managomen
decisions, The Company has been systematically managing its own envirnmmental impacts throughout
contimaous impravement of environmental velations, tmely and cllective preventon of possible
pollution, in complisnce with regulations and by putting all the efforts to reduce the use of natural
resourees, as well as informing all stakcholders of the constant the need for envirowmental concem. By
defining the poals of quality and environmental proteetion and their realizalion, the mlernational
standards amd roguirciments of the System we have have been tuining into practical action, while
supporting the theory of sustainable development and social responstbality. Quality and Environmental
Policy is available to all interested pacties through the means of communication available to the
Cotpany. I is encloscd on the nexl page.
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MEDIEA d.d. and its sobsidiaries

MANAGEMENT REPORN (continued)

o Medika

POLITIKA KVALITETE I ZASTITE OKOLISA

Medika je dionicke druitvo koje obavlja djelatnost prometa na veliko (nabava,

skladidtenje, prodaja i distribucija) humanib lijekova i velerinarsko-medicinskih

proizvoda, medicinskih proizvoda, hrane za Zivotinje, pribora za uporabu u

veterinarstvu, kozmetike, dodataka prehrani i predmeta za opéu upgrabu namijenjenih

prvenstveno sustavima zdravstvene zaitite i zadtite zdravlja Zivotings, Medika takoder

abavlja djelatnost proizvadnje humanih lijekova i veterinarsko-medicinskih proizvoda.

Medika d.d. se obvezuje da ée:

primjenjivati vazeée hrvatske i europske zakone, norme i preporuke u cijelom
podrudju poslovanja,

voditi sustay upravljanja kvalitetom i zadtitom okolifa na temelju medunarodnih
narmi IS0 9001, 1SO 14001 te zahtjevima Dobre proizvodacke prakse i Dobre
distribucijske prakse,

razumjeti sadagnje i buduée potrebe kupaca, ispuniti njihove zahtjeve i nastojati
nadmagiti njihova ogekivanja,

neprekidno  pobeljavati odnos s Kupcima, dobavljafima i drudivenom
zajednicom,

uspostaviti djelotvorne i ulinkovite procese, te ciljeve kvalitete i zastite okolia,
upravljati rizicima i osigurati lanac sigurnosti opskrbe,

te¥iti jedinstvenim riefenjima i automatiziranim sustavima u provedenju procesa
kaji pridonose brzini opskrbe,

osigurati ukljuenost svih zaposlenika u sustay upravljanja kvalitetom i zaititom
okolida i trajnu edukaciju svih zaposlenika,

pridrfavati se natela odgovornosti za ispunjavanje rahtjeva koji s¢ odnose na
brigu o oéuvanju i zaftili akoliSa te zadtiti zdravlja i sigurnosti zaposlenika,
neprekidno poboljSavati odnos prema okeliSu, pravevremenim i uttinkovitim
sprefavanjem moguéih  zagadenja, smanjivanjem iskoriitavanja prirodnih
resursa, kao i upoznavanjem svih sudionika u procesima o potrebi stalne brige za
okolis,

neprekidno poboljiavati i prilagodavati poslovanje potrebama dobavijaca i
krajnjih korisnika proizveda u sustavu zdravsivene zastite.

Pridrzavanje politike i ostvarivanje ciljeva obveza je Uprave i svih zaposlenika te je

mjerilo kvalitete nageg poslovanja.

Direktor

@ ,\4 e Li!-:"- 4 d.d. Jasminkb IIcaI:c-:_f_g. dipl.oec,
Zagreb, ﬁ' 0.0k 'LoAS Suslav upravijanja kvallelom (
NRIGINAL H'n |
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MEDIECA .. ind its sicbsidinries
MANAGEMENT REFORT (continucd)
NON-FINANCIAL REPORT (continued)
Quality and Environmental Policy (continoed)

Due to the wide range of product programmes that the Company stores and distributes, and due to the
[act {hat ihe trade warttover (or the most of them i3 speciReally repuladed, 1he Company has oblaned g
series of certificates, permissions and licenses to prove the compliance with the requirements of the
stindlards and relevanl livws and repulalions regulating the umover of certain iypes of products,

Cheality muanagement system and ervironmental protection

The integrated quality and envirommnental management system is based on IS0 2001 2015, 14001: 2015
and Gaod Manwlactaring Praciice and Gaod PHsinbution Practices requirements, and 150 50005:201]
was introduced in 2018, for the energy management system.

Thanks to the inspection visits of various state institutinns and repulatory bodies, external auwdits made
by poncipals and other business parlners and regular intemal reviews, the system has boen conslantly
upgraded and refined.

The success of the quality assurance and environmental pratection gystem 13 an integral part of the
overall business success of the Company The lntegrated Quality Management and Environmental
Managemend System ensurc that the Corpany 15 under the supervigion, amd also thal the Managemeni
and the Management Board are using the mznagement systeimn as an objective, documented and
mwsurable ook for plantingy, monitodne and anslysis of the fuliilment of ohjcetives, chsuning the dsk
reduction and continuous improverment.

The Cuality Department and the Quality Management Representative continuously carry out andits and
revicws of the qualily assurunce syslem: and confim that process muanagement, moemilorng and
measurement are in ling with the ohjectives and environmentat palicy and that they regularly veport all
of it to the Management. "Fhe Eeport on the activities of the Quality Management and Envirommental
Managemend System Report is prepared at least onee a year,

The Qualily and Envirommental Policy kas been ltansformed and acecssible 1o all micresied partics, and
appropriate to the purpose / context of the orpanization and it clearty mentions the commitment to
somplidance, mmprovement aod covironments prolection. Thare e oo oew regquests from inlerested
parties that have an impact on the guality system. The context of the arganization has not been changed.

Results of the Quality Management System amd Environmental Protection

The Qualily and Environmenl Management Team helds repular mecliogs and meports on the aclivilics
to the Management.

An inlegraled quality and enviranmental thanagement system hrased on ISQ 90012015, 14001:2015 and
AO00E-2011 and Good Manufacturing Practice and Ciond Distribution Practices requirements, has been
miaintained Lhrough conlinuous provess of implementalion and eohancernent aclivities. Processes and
quality indicatars are aligned with the (Juatity Palicy. The Quality Policy has been passed and accessible
to all interested parties, n an spproprate context of the Company, and it clearly menlions lhe
commitment to eamplignee, improvement and environmenial protection.
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MIDIKA d.d. and its snbsidiaries

MANAGEMENT REPOR]T (continued)

NON-FINANCIAL REMORT {continned)

R N A L AR A

Results of the Quality Management System and Environmental Protection (continued}
Some of the key sctivities cunducted during the year 2018;

e MNew contracts for the provision of services of secondary diugs equipment have been signed,
and drogs cquipment for new contractusal collaborations have been conducted,

&« Monitoring and conducting employee training through a weh application;

¢ L'he assessment process for goods suppliers {(evaluation, tracking deadlines, compiling & list
ot suppliers aceording ta their statug) has heen established within the SAP computer system;

s« Review of the Quality Management System and Envirommental Protection documentation
contmued in 2015,

»  Systematic and documented validation/qualification of the carpo area of delivery vehicles,
storupe spaces and fow-tempenaiure chambers also conlinued;

¢ Renewal of the fteed (trucks and passenger cars) — decrcased average age of vehicles;

s [mplementation nfthe warehouse managemeint system (WHMMS) in DSC Rijeka was finalised;

v Climale-Ventlalion-Healing System (K VG upprade amd recenstiouclion project in all ol the
facility of the lopistics centre in Fagreh was finalised;

s Fhe enerpy renewal program in the centre ’C Split has been continued;

o A new energy tpanagement sysiem in ling with (he BN TS0 50000:2011 — Energy
Management System was introduced,

s A reguest was submitted for co-linancing a BES projest of construction of a solar power
ptant on the Medika huitding in Osijek, within the project “Increasing energy etficiency and
usc of BES in the privale service scetor (lourdsm, lrade)”, launchod in May 2018 by the
Environmental Profeelion and Tnergy Eftieiency Tund;

s The activities of implementing drup seriafization in wholesale stores

IR LML
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Formite and lioences for husiness

New licenses for Medica d 4. have besn obtained:
= auew certificate of energy management system IS0 5U001:2011.
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t. Results and reports of internal and external andits

) During 2018, a mumber of inlemal and cxlernal audils woere carded oul ol all cenres of the
Company, Tmprovemenis in the CAPA {corrective action-preventive action) monitoring and
closure were noted. All CAPPAs are tracked through Quality Indicators and were ropulaly
rupurled lo the Managrement Board,
In case of internat and external audits, in both cases, 2018 saw a decline in the mumber of
deviations, duc Lo mainlenance, conlinued mprovemenis and harmonisation ol the sysiem and
the requiretments,

by In January 2018, an audil plun [or supplices of services or maletials was prepared by he
Company and all planned audits were realized in 2014,
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MEDIKA d.d. and its snbsidiavies

MANAGEMFENT REPORT (conlinued)

NON-FINANCIAL REPORT {conlinned)
Resukts of the Quality Managemeni System and Environmental Protection (continued)
Permits and licences for buviness fcontinuid)

The audit and review of the syslem arc based on the evaluation and analysis of the following aspects

{continued):

2. Status of deviations, corrective and preventive actions
The noded decresse in lhe number of new deviations results from the increase in system
compliance and eontinuous implementation af audil of sysiem documentation, corrective /
provenlive aclions and education of employees.

3. Complaints and refurns of goods Fom cusiomers
Indications of complaints and remras from custotiiers are among the mosi itmponant indrealors,
In general letms, o downward trend in complsints was paticularly evident after the
introduction of the WMS system and a wircless {ssuing syster in distribulion centres. In 2018,
{he poal to mainlain the total mumber of complaints on the level of the Company under 01.3%
was achieved.

A decrease in munber of telums by customer was noled [or the whels company Modike (5%0)
and the average number of returnz amounted to 0.52% of the fotal numbear of 1asued items
(0.55% in the previous petiod).

More than 0% of recorded returns represented returnz of goods by customers due to one of
the [mlowing reasons: order moistakes (mistakes in the onders placed by the phannacy), old
supplies in apreement with the salesman, patient cancelling the order or shorl deadiing,

4, Achicvement of shed-term goals (auality indicators)
Feview of operating short-term goals achieved in 201 8;

= Completed {re)vatidation of storage and other areas in ling with the requirements Good
BEristribution Praclives  the tunzel was 100%46, which wis teached,
Production materials reject — the < 1,0% target achieved,
Complaints - the < 0,30% target achieved,
Proclacts ralio i supply {shorlage of o pooduct in the market supply) and tolal items issucd
- the < 7,5% target achieved,
Saled - planmed revenue - kgel achivved, revenue increase higher than plammed,
Market share — the goal wae 10 mainlain the market leader posilion in 2018, which was
reached.

5. Monitoring of significant envirnnmental aspects

The vear 2018 saw the continuation of the activities carried out in the past period, which have

contibuted to:

» BMore efficient waste manapement — Reduction of soil pollution — a container for
temporary dispasal of huzardous amd non-hazandous wasle was purcliascd,

+ Reduction of exhaust cmissions into ihe mr by renewing the [eet {Teighl and pussenger
cars) - renewat of the fleet of vehicles (delivery and personal official);

*  FReduclion of waler pellution from cossposl  conneclion of intermal sewerage system to
main collector in Dugopolje;

»  Rationalization of electricity consamption by completing the changes in Split
{accompanying lighling, envitunmental lighling and Fagade buildings).
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MEDNKA d.d. and its subsidiarics

MANAGEMENT REPORT {comtinued)

NOMN-FINANCIAL REPORT (continpad}
Results of the Quality Management Syséem and Esvironmental Protection {contioucd)
Formin and Heences for bsiness feontimd}

The audit and review of the syslem sre bused on {he evaluation and_gnalysis of the following aspects
{continned):

The energy renewal program at all lacations has been continucd.

The Board's intent iz to continueusly ensure the use of modemn organizational, teclmical and
technological solutions in operations and supervision and to prevent possible polluiion and
reduce {he vulnerability of the negalive iImpacls of business on the environment and the
sustainable use of resources.

. Internal emplovee education
In the year 2018, all the cducation according to the plan and the program of comtinunus education was
conducted, and a large rumber of unplanned education related 1o the Qualily syslem and cavironmentst
prolegtion and coninuwous cducalion were camded out in accordance with changes in system
doeumentation. Some of the most significand are from the [ollowing arcas:
» Efficient communication,

»  Risk management,

*  Deviations management,

»  Packing of dangernus substances,

*  Hyyicne snd clothing of croployeos,

e Internal audits,

»  SAP Education (SAP [ransactions),

*  Scilmolivation and molivaiion of coployess,

+  Web application for internal trainitigs,

Conducting {rainings of new emplayees according 1o eslablished themes continued in 2018 with the
frequency of implementation every two months. In the period considered, 4 trainings of newcomers
were earried oul with the [ollowing lopmcs:
+ Organization of Medilea d.d. and a review of working: roprulations,
= (uality management systen, in general,
GDE (Good Pruclice in Wholcsale),
Devialions management aed praduct cotplainls,
Counterfeit goods,
»  Oceupalional ssfoty snd fire protection.

Muonitoring and conducting employee training through o web application.
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MEDPIKA d.d. and its subsidiagies

MANAGEMENT REPORT (continucd)

NON-FINANCIAL REPORT (continued)
Results of the Ouality Management System and Emvironmental Protection {continued)
Formits cond lfcences for business feontinied}

The awdif and review of the syatem are hased on the evaluation and analysis of the following aspects
{continued):

7. Working with customers
Medika pays spoemat allention (o the education of pharmactsts which are an added valuc fa the
core husiness of the Company. 'The Company’™s goal is to bring new husiness backgrounds and
sharc business cxpercness, bul also touch on lopies thatl mercly roly on the Industry, B is worth
noting that ail the courses that were held were evaluated hy the Croatian Chamber of
Phannacists.

'The following professional lectures were organized in cooperation with business partners:

¢ Cousnsedling of pharmacisls, Opatija

s Professional meeting of InPharm “Pharma & Teauty™, Zagreh

= For doctors of dental medicine: lecture “Aesthetics and Precision”

[ ]

¥. Changes that may have an impact on the system

Medika d. d processes are aligned wikh all the posilive Tegal regulations, cepoecially those that
regulate the wholesale tumover of medicines and medical products, ie Good Distributinn
Practice {IDFY and Good Manulaciurnge Praclice (DPFY for (he druy munuefacturing process
{secondary equipment).

Areas / Activities Affecting the Quality Management Syatem and Bnvironmental Protection:

¢ The impact of drug serialization establishment of a WMS system at the distribution
centre Rijeka,

¢ Intraduction of a computer system for carrving out and keeping records of educatinn.

Environmental issues and social aspecis of business operations

The integrated quality and envircnmental management system is based on [S0 Y001:2015 and 14001;
2015 slundards, and durtng 2013 the transition to new standards and alignment with new regquirements
has been carried out.

A representative of the Cuslity and Knvironmental Management Board has been appointed to carry out
activities to meet the requirements of the 150 14001:2015 and 150 9001: 2015 standards and Lhe
requirements of Good Manufacturing Practice and Goaod Distribution Practices. |

In 2018, an cocrey manageemenl system was inlroduecs, in line wilth IS0 S0001:2011.

Ag Tor the preventive measures, Medilea has planned annual activities, 1.e. plang of preventive inspectian,
which relate to all relevant aspects:

= Emissions inlo si

o Discharge inlo walcr

*  Waste management, especially hazardous waste

»  Hpil contamination

Measurements are performed by authorized surveyors.
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MEDTKA d.d. and its subsidiaries

MANAGEMENT REPORT {cunfinued)

NON-FINANCIAT REPORT {continwed)
LEnvironmental issues nmd socinl aspects of business operations (continued)

Wasle management

Medika d.d. has provided working instruclivns snd procedures tw provent unconlrolled waste peneralion
and the prevention of unpredictable situations. All waste i3 properly stored and tranzported by authorized
collectors.

Wasle in Modika d.d. onpamated and delivered during 2018,

Wastc name . Quantity int

Print toners

Cardboard

Ofly water from separators

0.32
1.10

16.24

Plastic packaging o 5.83
| Styrofoam EOR
Wedieal relrigerator : 0.08
Lrade goods 2.23
Accurmulators e 128
Chemicals S S 2.
Cylostalics .00
Medicines 9.84
| rease traps 492
Paper e e 2 A2
Texlile 0.08
FC tubes 5 .05
| _Air conditioners 087
T'H waste SN U = 3
Bulky waslc 4.43
Written-down drugs N .06

Collecting the returns [eam cusiomers
In all pharmacies of the Prima Pharme Ciroup, it is possible for the customers (patients) to dispose old
medicinal products (hal are properly disposed of allerwards,

During 2018, & total amount of 1,552 kg of old medicinal products collecled in Lhe pharmacics Tom
customery (paticnis) were propetly disposed,
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MEDIKA d.d. and its subsidiarics

MANAGEMENT REFORT (continucd)

NON-FINANCIAT. REPORT {continucd)
Envireumental issues and social aspeets of business operations (continued)

Congumption of engrgy sources
An overview of consumption of mportanl energy sources in the Medika Group tor 2018

(as Flectricity
Vear | Fuel (00'D | (000" kWh) | (000'KWh)
M8 712 887 . 13l
w7 0 626 | 1325 3,073
2086 558 360 | 2,83

Emplovees
Education of new emplopecs ia the Mediha Group

In the company Modika d.¢. employess get acquainted with the basic labor laws and intermal acts, work
organization, worl safety during initiat education of new cmployees {roore details aboul cducating new
emplovees m Modika dd., sce page 17 of these financial statements). Continoous education has been
provided related to quality standards, occupational safety, personal development and professional
trainings.

Prima Pharma Group has also been organizing cducaiions for all cmployess, among other things, about
{he management of husiness processes and the manapement of people in organizations.

Prims Pharma Group also organizes a programme called Talent pool, a 2-year programme [or
develaping young talents, including employees decmed (o bave potential lor growth, development and
taking on new, mor responsible roles in the (uture, promoting health institution vales. The aim of the
pragramme i to develop competencies for managing people wilhin Lhe orpanisalion, cnsuring a wider
perspective for managing business processes, aequiring knowledge from difterent husiness areas, and
sharing best cxperiences and practice among pharmacies and regions. The Falenl puol is a conlinued
and strategic way of development [or the Prima Pharma Group, which will continue in the foltowing
YCAS.

Classes are organized in one-day or two-day modules during the period of 18 months, and they cover
dilferent topics such as:

Team Leadership

Finange and Controlling

[.epal Framework of the Personnel Scrvice
Clentral Procutement

Sales Academy for Pharmaeista.

¥ W & # BN

20

SRS N

LN A I A A R

Wy

e T N TN T r O T i B e e e

EXXERPETS

A

EREEEEN}

A L A A A A A L A A A A A A AL LA A A S AL AL AR

LA RIALAI AL S



MEDIKA d.d. and its subsidiarics

MANAGEMENT REPORT (continued)

NON-FINANCIAL REPORT (continued)

Employees (continued)

Realization of emplovee rights

Asat 31 December 2014, there are 12 employees on maternity or parental leave in the Company Medika.

As parental leave can also be used by fathers, in the last couple of vears, there were 6 male emplovees
thatl had uscd parenlal leave,

In the Prima Pharma Group, 34 employees arc on malemity or parental leave.

Employment of persons with disabiliticr and enconvagement of emplovment of young people

Medika CGroup has 11 persons enrolled in the Register of Persons with Disabilities (70% and more
disabilily), and a lurger nummber of cmployees with a lowdr pereentage of established physical disability,

Alse, Medika Group has been using incentive measures [or employing young people under 30 for an
indefinite period, and the Group currently has 109 employees for whom the ahove mentioned benefit

has been usad.

Emplavee structure on 31 December 201 8:

s Number of Medika Group cmployecs

o Medika Group - 821 employees, of which;

LU msame
Oelongs
N

TiLjranmeines
Ekakn
3%

WiLjekarnefima
Fharme
i

Medika d.d. — 434 employvees

ZU Lickamna Prima Pharme — 347 cmployces
71 Ljekarne Tnes Skoko — 20 employees

ZU Ljckome Delonga 16 cmployees.

Kadiged.o
3%
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MEDIKA d.d. and its subsidiarics

MANAGEMENT REPORT (continued)

NON-FINANCITAL REPORT (continued)
Employees (continued)

e The age struciure of employees in the Medika Group on 31 December 201 5:

Age structure of employees in Grupa Medika

5L and abowe: Mo .||\..||||| -
11% i

[ BT 75 ated
1
2%

©oewveen 4 ami
5l
plikd

oamaten 35 and
&
ARY

e The ratio of men and women in the Medika Group

Medika d.d. Prima Fharme Group

hedika Grop

SenEn
50%

I iner
| 5%

»  Experts with higher education in Medika Group:

- In Medika d.d. - 108 cmployees with higher education (25% of the tolal number of
cployees)

- Prima Pharme CGroup - 194 employees with higher education (51% of the total number of
cmployees).

o Women in the mandpement siructure (in pereentage) in the Medika Group: 40%, of which;
- Medika d.d. — 20%
- Prima Pharme Group  67%.
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MEDIKA d.d. 2nd its subsidiarics

MANAGEMENT REPORT (continued)

NON-FINANCTAT REPORT {continned)
Employees (conlinued}
Coonpaiional safety and Realth profection

In aucordance wilh the Oceupational Salely Acl, all now cmployecs are required 1o undergo training on
work safety and fire protection related to the following areas: safe work, fire minimum, evacuation and
TCSCUG,

Specific work saloly training is also carmcd oul in accondance with the specifc requirciments ol the
workplace, such as

* Training to work with dangerous chemicals,

=  Forkdill handling traiming,

+ Training For storage and transport of flammable liguids and pases.

During 201§, there were 13 work-related injuries at the Group level.

In addition o compulsoty job-related medical examinations, all employees are allowed to perform a
general medical examination at the expense of the employer every other year,

Students seholarships and ca-nperaiion with the Faculfy of Pharmacy and Blochemistry

With the intention to bring closer the pharmacy activity to the future voung pharmacists from the Faculty
of Pharmacy and Biochemisty before the end ol the study and in order (o provide support [or Lhe shosen
profesgion, the Prima Pharma Group regutarly anncunces scholarship tenders.  During 201%, five
students received a scholarship, Adler completing Lbeir sladics, {hey woere given the opperiumily o work
al ZU Lickarna Prima Pharme Chereinafier: “lhe Ingtitution™),

In the last [ow years, the Istilution has boen regularly available o the Facully of Pharmacy and
Biachemistry and the Student Asseciation of CPSA regarding all the ideas and projects in order to biing
closer to students the the prelcssion of & pharmacist and his ecccupatton. Through the expenise of
etnplayees, their core values and openness to new directions of pharmaceutics the poal is to combine
vouth and experience.

In addition te supporting projects, congresses, student's competitions, studenls is also olfered (he
allending to intermal lrainng courses snd projects which are beld al the Instituiion level, Tie this way, we
are trying to introduce them to the real pharmacy, pharmacists and pharmaceutics, that are awaiting for
them alter the completion of the study.

[rojects in which the lnstitution has participated:

+ Pharmacy and Medical Biachemistry Smdents Conpgresses
= {Competition in Macketing Skifls
= Carcer Days.

As o signatory of the Professional Fraining Agreemenl concluded by the Institulion with the Faculty of
Pharmacy and Riochemisiey of the University of Fagreb, students have at their disposat expert,
motivated and interested magisters whose role as a meator is to transfer the besl of (he aclual phatmacy
praclice.
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MEDHKA d.d, nod its subsidiaries

MANAGEMENT REPORT (continucd)

NON-FINANCIAL REPORT (continued)
Emplovees (continued)
Relatinnship with the Union

In Medika d.d. a trade union branch of Medika, ‘I'rade Union of Croatia / S55H was organized. The
Company has a proper eo-operation with the union commission, within the legal ohligations and powers.
In Z1J Ljekarne Prima Pharme also has been organized a trade union of Independent Trade Union HUTS
*ZU Lijekame Prima Pharme”,

Both the Compamy and the ZU have the elected Workers' Council, which, according lo stalutory powers,
proleels and promates the interests of the workers by econsulting, common decision making or
negotiations with the employer on matters of importance [or the posilion of the workers, and belore the
adoplion of certain decisions, the Company and the 71 shall consult with the Workers Couneil.

Anti-corruption megstres

Medika d.d. as 4 company incorporated into the olficial market of the Zagreb Stock Tixchange, applies
the Corporate Governance Code issued by the Croatian Financial Services Supervisory Agency and the
Zagreb Stock Exchange as detailed in page 3 of these fnancial stalements, T the vear 2015, the
Company was closely following and applying the recommendations set out in the Code, which also
applies to added anti-corruption measures,

Alsn, the adopted Employee Regulations of the Company and its afliliated companics as well as the
other adopled regulations in the companies of the Medika Group, contains provisions relating to the
rules of conduct and ethics of employees in order to regulate also the bribery and commuplion issucs; the
education for employecs related Lo the prevention of conflicl of interest, the suppression of corruption
and the rules of ethical behavicur of employees was conduced as well.

Signed on hehalt of the Management on 21 March 2019 by

Jasminko Hereeg
: | vy
Directar — 1

3 I\'..__M dil{a d.d.

ZAG B &R Gepradha 1
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MEDIK A d.d. and its subsidiaries

STATEMENT OF RESPONSIBILITIES OF MANAGEMENT AND SUPERVISORY BOART)

Pursuant to the Accounting Act of the Republic of Croatia, the Management is responsible for ensuring
that ‘consolidated financial statements arc prepared for cach fnancial vear in accordance wilth the
International Financial Reporting Standards (“the TFRS5™) which give a true and fair view of the
financial position and results of operations of the Medika Group (“ihe Group™) [or thal period.

After making enquiries, the Management has a reasonable expectation thal the Group has adequate
resourees o conlinue in operalional existence for the [oresceable Tulure. TFor this reason, the
Management continues to adopt the going concern basis in preparing the financial statements.

In preparing consolidated financial statements, the Management is responsible for:
e selecting and then consistently applying suitable accounting policies;
¢« makine reasnnable and prudent judpments and estimates;
¢ [ollowing applicable accounling standards, disclose and explain any material departures in (he
financial statements; and
& preparing the financial statements on the going concern basis unless it is inappropriate to
presume that the Group will continue in business,

The Management is responsible for keeping proper accounting records, which disclose with reasonable
accuracy at any iime, the financial position of the Group sod heir compliance with the Croatian
Agcounting Act. The Management is also responsible for satepuarding the assets of the Group, and
henee, for taking reasonable steps Tor the prevention and deteelion of aud and other teegularilics.

Managemenl is responsible for submilling its annual report, logether with the comselidated [nancial
statements, to the Supervisory Board, following which the Supervisory Board is required to approve the
consolidated financial stalements for submission 1o the General Asscmbly ol Sharcholders [or adoption.

The fnancial slalements sctoul on pages 33 (o 90 were authersed by the Management for submission
tn the Supervisory Board on 21 March 2019, in witness whereof they have been signed below.

Signed on behalf of the Management on 21 March 2019 by

Jasminkno llerceg
Directar

Medil{a dd.

an "".,"" Capradka 1
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INDEPENDENT AUDITOR'S REPORT

to the shareholders of Medika d.d. and its subsidiaries:

Statement of Avdit of the Financial Statements

Oplnlon

We have audited the financial statkements of Medika d.d., 2agrch, (the "Company™, and its subsidiaries
{"the Group™ which comprise the consolidated statement of financiat position as at 31 December 2018,
the consolidated statement of comprehensive income, consolidated statement of changes in
sharehplders' equity and the caonsalidabed statement of cash flows far the year then ended, and notes to
the fimnanciat statements, Including a summary of significant accaunting podicies.

In cur opinicn, the accompanying financial statements present Fairly, in atl material respects, the financial
position of the Group at 31 December 2018, its financial performance and its cash flows for the year
then ended in accordance with Internaticnal Financial Reporting Standards as adopted by the European
Lnlon (IFRSs).

Basis for Opinian

We conducted our audit in accordance with the Audit Act and International Standards on Aaditing (154s].
Cur responsibilities under those standards are further described in the Auditor's Responsibilitics for the
Audit af the Financial Statermnents section of our report. We are independent of the Group in accordance
wlth the International Ethics Standards Bazrd for Accountants’ Code of Ethics for Professional
Accountants (IESBA Coded and we have Fulfilled gur ethical responsibilities in accordance with the IESBA
Code. We believe that the audit evidence we have obtalned 15 sufflcient and appropriate to provide a
basis for our opinion.

Thiy versios) of e auilor s regond v bartsialion fro The originad, which was propdred in the Craatien language. Al pessibio care has
Feerl {akert (0 oasers Lhal Hhe eansiation 18 a0 sccursde reprosentation of the anginal, Hawewvar, Jn all maltors af interpratation af
ifermation, wiaas oF epinlons, the orlginal languags worslon of the repoit takes precedencs over this transiztian.

[Tie cempany was reglstemad at Zegrab Corrmarclys Court; MES 230002053, sald i Inital ceziml: Kn 48,000,00; Apard Mamhbems: Arer sl wtadnik, Marna
Mondetls, Jura] Moraves, raden Nomidevls, commercal bank: Zonreasdss beakia d.d., Tro ara Josipn Jalpbca 19, 10 DG Fagreh, Bans pocownk np. Hanp -
1101096313 SWI-T Coda; ZABAHRZYX [BAN: HR2F2IG00001 20130631 3; Prvredna banka 7acres 4.d., Rodeedae casta B4, 10 000 2aRneh, sank 2ooounk nn,
2340009-1110090294; SWIF- Code: PAZCHRZY [EAN - FRIE23450091 110050 294 ; RalHfelsenbani szt d.d., Fetnngslka B, 10000 Fagres, bank aooount no.
2tB1003-1100248905; SWIFT Code. RZIHHRZX BAN: HR1024340031505 240505,

Doioste el s Lo ang o moe of Delollle ~eache Tahimaisd Lmites, & UK orvete conpany limibed by gLarantee, anc ks retwork of meraber Trms, each ar whisk 15
b legety Sepdrate and indegenders ealily. DTTL does ok provlde servizes b clleris, P:ease cBe hEtp e, S2l0i8 oo fmrfatogt for & detalles descripton af tne
agy* Slruclure of Celoille Teache Teunalsu Limives and ils inenber lims.
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Deloitte.

INDEPENDENT AUDITOR'S REPORT (continued)

Statement of Audit of the Financial Statements (continued)

Key Audit Matters

Kay audit mattars are thaose matters that, in our professicnal judament, were of most significance in our
audit of the financial statements of tha current period, These matters were addressed I the cantext of
our audit of the financial statements as a whele, and in forming our opinion thereen, and we do not

pravide a separate opinion on these matters.

Key avdit matter

HAow our audit addressed themﬂéj}"éﬂd&' )

matlier

Complexity of revenue

Refer to Motes 5 and 6§ o the consolidatad financiaf statements on pages 63 ko 65,

Reverue |5 an impartant measure used to
evaluate the perfarmance of the Group. There is
a risk that revenue is presented in amaunts
higher than actually generated by the Group.

Revenue comprises the fair wvalue of the
- ¢onslderation receives or receivables for sald
D products, goods or services within the normal
 course of busincss of the Group. Reverue is
: reported in the amount net of valuc added tax,
: estimated returns, rebates and discounts.

Revenue is recognised when the delivary liability
has been settled by transferring the control of the
prowmised goeds or services 1o the custaomer.

calculated revonue from transactions, as well as

that revenue was one of the key audit matters.

Given the potential consequences af inaccurately |

unreglised revenue transactions, we concluded :

Our audit approach included both IT system '
tests and substantive procedures, which are
the fallowlng:

We evaluated the refevant IT system |
and the design and  operational ;
effectiveness of controls  over |
capturing and recording the revenue |

transactions. In daing so, we invalved
gur IT specialists to assist In the audik
of the automated conkrols;

By applying substantive testing, we
have assessed the occurrence of
revenue recorded. Based on  our
sample, we confirmed the revenus par

individual custemer, by confirming the |
opening and cdlosing balances, and |
payments throughaut the year for the
relavant customers. In line with the :
afarernentioned sample, we aligned !
the turnover with the recorded :

revenue of selected customers;

By substantive testing we have
asgesgsed that only  centractually
agreed discounts were approved to
the customers, and adequately
recorded,
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Deloitte.

INDEPENDENT AUDITOR'S REPORT (continued)

Valuation of trade receivables
Refer o Mote 18 to the consofidated financial statements on pages 76 to 79,

A significant market risk for the Group is the long  As part of our audit, we performed the
foflowing suhstantive procedures:

collection  period for  receivables,  especially
becausze the majority of the customers are health
institutions whose funding depends on HZZ0 (the
Croatian Stake Health Insurance].

As at 3 December 2018, the gross balance of :

trade raceivables amounts to HRK 1,168,963
thawsand, and the impairment provisions
recognised for expected credit loss amount to
HRK 14,415 thousand.

Trade receivables are rocognised initiglly at fair

! value and subsequently at amortised cost, which
. is determined using the effective interest method,
" adjusted For expected credit losses.

The expecied credit loss is assessed based on the :
customer's activity, historical data, the current

and expected liquidity of the Health System of the
Fepublic of Croatia, as well as specific
asscssments of the Sales Sector for individuat
customers, depending on the current state of the

~market and the inability to callect thera.

Because of the significance, complexity and :
potential considerable effect of the judgements !

on the financial statements and the high balance |

of trade receivables, this is ane of the key matters
addrassed in our audit.

We have assessed the first application
of IFRS 8 “Financial instruments® in
the financial
Company;

staterments of the |

We have gained an understanding of -

the entity's pracess of calculating and
recognlsing the expected credit loss
on the cuskamer’s brade receivables,
We have also reviewed, in detail, the
ageing analysis of tradc receivables to
assess  the spedific
provislons  for  each
custamer,

We assessed the reasonableness of

the expectocd credit loss and other
assumptions made, whilez developing
the expected credit loss medel.

amount  of
individual ;
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Deloitie.

INDEPENDENT AUDITOR'S REFORT (continued)

Valuatlon of goodwill and the related intangible assets (pharmacy licences)
Refer fo Mote 15 to the consefidated financiaf statements on pages 73 to 74.

- Goodwill  and  tho related  intangible asseks
{pharmacy licences} have been recagnised in the |
consolidated staternent of financial position as a
consequence of the acquisitive nature of the Group.
As requirad by the applicable accounting standards,
' managerment conducks annual impairment tests to !
" assess the recoverability of the ¢arrying amaunt of !
goodwill and the related intangible assets which
relakec to pharmacy licences,

The estimate is performed using discounted cash ;
flow madels. As disciosed in Note 15, there are a
number of key sensitive judgements made in
determining the inputs into these models which
i includea:

‘e PEVenues growth, including market !
developments and volume growth, '

« pperating margins, and

« the discount rates applied in the future cash
flow projections,

s« terminal growth rate.

Accardingly, the impairment test of these assets is
considered to be a key sudit matter.

In perfortming the impairment kests of goodwill
and the related intangible asscts [pharmacy
licences}, we focused on the key assumptlons
made by management. We have engaged
internal specialists to assist with validating |
assumptions applied to calculate the discount
rates and other key assumptions used in the
model.

Owyr audit procedures included:

-

Criticafly ewvaluating whether the model
used by management to calculate the

value in use of the individual cashi
generating units complies  with  the -

requirements of IAS 36 “Impairment of
Assets, ™

Assessing the assumptions underlying khe
calculation of the discount rates and
recalculating the discount rates and the
terminal growth rate;

Analysing Ehe future cash Flows projections
applied in Ehe models to determine

whather  they are reasonable and |
supportable glven the current :
macroeconomic  climate and  expected

future performance of the cash generaking
units;

Assessing the accuracy of management’s
projections by comparing the projocted
cash flows, including the assumptions
relating to revenue growth rates and
gperating  margins, against  historical
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Deloitte.

INDEPENDENT AUDITOR'S REPORT (continued)

Statement of Audit of the Financial Statements (continued)

Other Information

Management is respensibile for the other information. The other information comprises the information
included in the Annual Report, but does net incude the financial statements and our auditor's report,

Qur oplnlan on the annual financial statements daes not cover the other information,

In connection with our audit af the financial statements, our respansibility is te read the other information
and, in doing so, cansider whether the other informakion is materlally incansistent with the financial
statements or our knowledge obtained in the audit or otherwise appears ta be materially misstated. Wih
respect to the Management Report and the Carporate Governance Statement, which are included in the
Annual Report, we have alse performed the pracedures prescribed by the Actounting Act. These
procedures include examination of whether the Management Repert and Corporate Governance
Staterment include required disclosures as set out in the Articles 21, 22 and 24 of the Accounting Act and
whether the Corporate Gavernance Statemeant includes the information specified in the Article 22 and 24
of the Accounting Act.

Based an the procedures performed during our audit, to the extant we are able to assess i, we report
that:

1. Information included in the other infermation is, in all material respects, consistent with the
accompanying annual financlal statements for the year;

2. Management Report has been preparcd, in all material respects, in accordance with Articles 21
and 24 of the Accaunting Act;

3. Corporate Governance Statement has been prepared, in all material aspects, in accordance with
Article 22, paragraph 1, points 3 and 4 of the Accounting Act, and includes alse the information
from Article 22, paragraph 1, points 2, 5, 6 and 7 and Article 24, paragraph 2 of the same Act.

Bascd pn the knowledge and understanding of the Graup and its environment, which we galned during
our audit of the financial statements, we havo not identlled material misstatements in the other
information.

Responsibilities of the Management and those charged with governance for the annual
financial statements

Managoment is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRSs and for such internal control as Management determines is necessary to cnable
the preparation of financial statements that are free from material misstatement, whether due to fraud
ar errgr.

In preparing the financial statements, Managemont is responsible for assessing the Group’s abllity to
cortinue as & going corcern, disciosing, as applicable, matters retated to gaing concern and using the
gaing concern basis of accounting unless Management either intends to llguldate the Group or to ccase
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group's financial reporting process.
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Deloitte.

INDEPENDENT AUDITOR'S REPORT (continued)
Statement of Audit of the Financial Statements (continued)

Auditor's Responsibilities for the Audit of the Annual Financial Statements

Our abjectlves are to obtain reasonable assurance abaul whether the financial statements as 2 whaole
are free from material misstatemeant, whether due to fraud or error, and to issue an auditor's report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not 2 guarantce that an
audit conducked in accordance with 1SAs will always detect a material misstatement when it exists.
Misstaternents can arise from fraud or error and are considercd material I, individually or in the
aggregate, they could reasonably be expected t¢ influence the econamic decisions of users taken an the
basis of these financial statements.

As part of an audit in accordance with ISAs, we exercisa professional judoment and maintain professional
skepticism throughout the audit. We also:

= Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud ar errar, design and perferm audit procedures responsive to those risks, and obtaln
audit evidence that is sufficlent and appropriate to provide a basis for our opinion. The risk of
nat detecting a material misstatement resulting from fraud is higher than for one resulting fram
arror, as fraud may invalve collusion, forgery, intentional omlssions, misrepresentations, or the
gverride of internal controd.

« Obtain an undorstanding of internai control relevant to the audit In order to design audit
proceduras that are approgriate in Ehe circumstances, but net for the purpose of expressing an
opinion on Eho cffectiveness of the Greup's internal control.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
gstimates and related disclosures made by Managemsant.

« Ceonclude on the appropristeness of Management’s use of the going concarn basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related ta
events or canditions that may cast significant doubt on the Group’s ability to coantinue as a gaing
concern. If we conclude that a material uncertainky exists, we are required ta draw atkention in
our auditar’s report te the related disclosures in the flnancial statements or, if such disclosures
are inadeguate, to madlfy our opinion. Our conclusions are based on the audit evidence obtained
up to the dake of our auditor's report. However, fulure events or conditions may cause the Group
to cease to continue as a gaing concarn,

¢+ Evaluate the overall presentation, structure and content of the financial statements, including
the disclosures, and whether the financial statements reprosent the underlying Eransactions and
events in a manner that achieves fair presentation.

»  Obtain sufficient appropriate audit cvidence regarding the financial information of the entities or
business activities within the Group to express an opinion an the consalidated financial
gtatements. We are responsible for the direction, supervision and performance of the group
gudit, We remain salely respansible for our audit opinion.

We communicate with those charged with governance regarding, amang cther matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our andikt.

We alse provide those charged with governance with & statement that we have complied with relevant
ethical requirements regarding independence, and communlcate with them all relationships and other
matters that may reasanably te thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with thoso charged with governance, we determine those matkers that
were of most significance in the audik of the financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor’s report unless law or regulation
precludes public disclosure about the matter or when, in extremely rare circumstances, we determine
that a matter should not be communicated in our report because the adverse consequences of doing so
would reasonably be expected to outweigh the public interest benefits of such communication.
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Deloitte

INDEPENDENT AUDITOR'S REPORT (continued)
Reporting in line with Other Legal and Regulatory Requirements

Other Regulatory Requirements of Regulation (EU) MNo. 537 /2014 of the European Parliament
and the Council and Audit Act

We were appointed as the statutory auditor of the Company and the Group by the General Assembly on
the meeting held an 28 June 2018 to perform audit of accompanying financial statements. Our total
uninterrupted engagement has lasted 5 years and covers period from 1 January 2014 to 31 December
2018.

We confirm that:

= ouraudit opinion on the accompanying financial statements is consistent with the additional report
issued to the Audit Committee of the Company on 15 March 2019 in accordance with the Article 11
of Regulation (EU) Mo. 537/2014 af the European Parliament and the Council;

= no prohibited non-audit services referred to in the Article 5(1) of Regulation (EUY Mo, 537/2014 of
the European Parliament and the Council were provided.

There are no services, in addition to the statutory audit, which we provided to the Company and its
controlled undertakings.

The engagement partner an the audit resulting In this indepandent auditor’s report is Marina Tonzetic.

S

Marina TonZetic
Member of the Board and Certified Auditor

Deloitte d.o.o.

21 March 2015
Radnicka cesta 80
10 000 Zagreb
Republic of Croatia



MTEDIICA d.d. and its subsidiaries
CONSOLIDATED STATEMENT OF COMPREHENSEVE INCOAME

FOR THE YEAR ENDED 31 DECEMBER 2018

(AR amowms ave expressed in thousandy of TIRK} Note pAU R 2T
Income 5.8 3,078,278 2,826,631
Cost of gonds sold i) (2,786,039 (2,534,602
Staff exponscs 7 (113,431 (113,751}
Marketing and promotion expenses R (11,1243 {17.727)
Drepreciation and amorlisalion 14, 15 {14,840 (13,618)
Other operaling expenges 9 (110,135} (110,183}
(iher (lnsses)gains — net 10 (291} 362__ _
Profit trom operations 42,018 37,022
Finaneial meome 11 5,343 11,6838
Finangial expenses 11 {8,148) {Izﬁﬁ_}g
Net financial 1oss (2.805) (974)
Share in the profit of associales 16 [,938 1,789
Profit betore tax 41,151 37,837
Income lax 12 {7.467) 5,672
Profit for the year 33,084 43,509

Other comprehensive income for (he year - -

Tutal comprehensive income for (be year 33,684 43,5019

Larnings per share
busic and diluted {in [IRK and lipa) 13 1,193.20 1,502.28

The notes on pages 38 Lo 90 [orm an integral part of these consoliduled linancial statements.
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MUEDIKA d.d., Zagreb, and its subsidiaries
CONSOLIDATED STATEMENT OF FINANCEAL POSITION

AT 31 DPECEMBLER 2018

Asx at 31 Pecember

{4t amaunts are expressed in thousands of HRK) Note 218 . 2017

ASSETS

Non-current assets

Properly and equipment 14 188,440 L} 142

Trdangible assets 15 162 916 L89,706

[nveslimenls 10 agsociates 16 21,838 21,433

Drelerred tax asgets 26 11,370 16,106

Trade and othwr Teccivables 18 22653 16,976 %

437218 434,473

Current asscts i

Inventories 19 346,266 307,213

Trade and other reecivahles 12 1,171,272 1,586,915 ¢

Incoms tax receivable 7136 3,871

Cash and cash equivalents 20 28,593 144,785
1,353,267 612,784

Total assety 1,990,478 2047257 :

EQUITY AND LIABILITIES
Capital and reseryves

Share capital 21 164,399 185,988
Reserves 22 87,360 67,360
Rolained eamings and income for the year 219167 185,483
450926 43883

Noo-current liabilitics - -
Bomowings 25 fi,114 5785
Deletred tax liahilities 26 15,023 15,023
Pravisions 27 T4 804
22,777 22,312

Current liabilitics

"I'rade and olher pavahles 24 1,244,572 1,214,159
Borrowings 25 270,850 370875
Provisions 27 1.373 R8N
1,516,773 | 585914
Total equily and Habilitics 1,990,478 2,047,257

The notes on pages 3% to 90 form an inlegral part of these consolidaled [Inancial statements.
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MEDIKA d.d,, Zagicb, and its subsidiaries

CONSOLIDATED STATEMENT OF CIIANGES IN STIAREIHOLDERS' EQUITY

FOR TIIE YEAR ENDED 31 DECEMBER 2018

FAI oty are expressed

in thousands of [IRK) Note

Balance at 1 January 2017

Camprehensive income lor Uhe
yeuar

Profit far the year

Other comprehenstve income tor
the year

Tota) comprehensive income Tor
the year

Transaclions with awners
recagnised direcily in equity

Locrease in share capilal 2]
Belease of trcasury shares 21
Turchase of treasury shares 21
Mrivideruds paid 23

Translers 22
Twial transactians wilh owners
recoghnised divectly in equity

Balanee at 31 December 2017

Balance at 1 JTanuary 2018

Comprehensive lncome for the
YeAr

Trofit for the year

Other comprehensive income [or
the year

Total caniprehensive income for
the vear

Transactions with owners
recognised directly in eguity
Purchasc of lreasury shares 21

Tatal transactions with owners
recopnised directly in cquity

Balance at 31 Becember 2015

Total

455,028

43,504

43,509

1.620
(3,342)
(F7,984)

(5%, 706)

434,831

438,831

33,684

33,684

{21,38%)

TRegerve Relained

for re- eurings

Share invesied and

. Reserves .

capitat prolit ineome
lor the

- — year
183,151 4. 529 67,278 200,040
- - - 43 504

B} - - 43,508

4,520 (4,520 - -

| pdlh - - n
£3,342) - - -
- - - (57484

- - 87 (82}

2,807 {41,52%) 82 (55,060)
185,988 - 47,360 155,483
[R5, 9558 - a7, 3al 185443
- - - 33 684
- - - 33,084
{21,584 - - )
{21,58%) - - .

164,399

67,360

219,147

450,924

The notes on pagcé 38 to 90 form an intcgrﬁl part of theso consolidated Anancial statements,
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MEDIEA o.d. nnd ils subsidiaries

CONSOLIDATED SFATEMENT OF CASH FLOWS

FOR THE YEAR ENDLD 31 DECEMBER 2018

el cermicnents are exprassed in thencsands of LIRK)

Cash flow from operating activities:
Profit for the year

Adjusted by

Meame tax

Depreciation and amortisation

Inpaiement of trade and other reveivables, ool

lmpairment of intangible assets

Valoe adjnstment an ventorics

Unrealised foreipn exchanpe dillerences

Changos in provisions

Ciain on disposal of tangible assets

Dhisposal of 1angible assets expense

literest income

Interest expense

Tramster of (profil} of swsouiawe

Changes:
Decezase in imventorics
{Inurcuse ) dectense in trade and other receivaldes
[ncrease in trade and ather payables
fDecrensel increase in dividends payable

Cash penerated from eperalions

Indurest paid

lncome taxes paid

Cash flow fram operating aclivilles

Cash flow from investing activities:

Purchases ol properly and equipment

Procesds from Lhe gale of property and equipmeni
Purchases of intangible assets

Anquisition of subsidiary, net of cash avguited
Froceeds from repayment of given loans

Given loans

Tnterest reccived

Share of profit from aszociates received

Cash flow from Investing activitics:

MNale

12
14, 15
9, 18
9,15
19

27
10

13
11
Ll
[6

24 /v

15

14

2018 2017
33,684 43,509
7.467 (5,672)
14,840 13,618
48,955 50,049
. 705

5 424 4,504
(1.479) 535
429 (773)
(755) (104)

8 2,207
(5.343) (11,638)
8,247 12,687
(1,938) (1,789]
(44,677) (34,415)
(110,713} 142,163
56,414 20,353
(12,030) 12,030
L (863) 247,971
(8,689 (13,288)
{6.962}) (12,599
(16,514) 212,490
(7432} (5,173)
1125 1,004

(5 1394) (5.678)

. (736)

56,144 47,779
(23,460 (12,000}
14,313 1337
1,553 1,654
37,149 19,178

The noles on pagcs 38 to 90 form an integral part of these consolidated financial statements.
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MIEUDEKA d.d. nnd ils subsidiaries
CONSOLIDATED STATEMENT OF CASH FLOWS (continued)

FOR THE. YEAR ENDED 31 DECEMBER 2018

fAll amunts are expressed i thousends of

LRK) Note N ;0 15 1'.-'. L7

Cash flow from Tinzncing activities
Repayments of barrowings {773,000k {204,5604)
Proceeds from borrowings &73,0010 fid, T

Procoeds from relurmed deposits Tl -
Ropaynent of finance leascs {3,279} (3,412)
Putchasc of lreasury shares 21 {21,589) (3.342)
Release of treasury shares 21 - 1,620

Dividends paid (12,030 {45 954)

A A

it

]

Cash flow from financing acibvites (136,427) {190,992)

DR

Nt (decrease)finerease in cash and cash

. {116,192) 60,276
equivalents

LM P A N S I AR M

Cs::rse}; :.m:l cash cquivalents at the beginning of the 144,785

PXTERTOS

SR SR T

Cagh and cash cquivalenis at the exd of year 20 18,593 144,785

e A A A AT

The notes on pagc.s 38 10 90 form an iniugréi part of these consokidaled [inanciat statements.



MEDLKA d.d., Zapgreh, and its subsidiaries

NOTLES 10 THE SEPARATLE FINANCEAL STATEMENTS (continued)

NOTFE t — GENERAL DATA

Medika d.d. (hereinaller: “the Company™) is a joint stock company incorporaled in the Republie of
Croalia. The principal activity ol the Company and its subsidiarics (logether “the (roup™) is the
whalesale and retzil distribution of pharmacentical products, The Company is headguariered in Zagreh,
Capraika 1.

"The Group is cotnprised of the Company and (he (llowing subsidiaries and associaies:

Subsidiaries:
Lo M8 207
Zdruvslvena ustanova [jekame Primy Pharme, Zagreh 1O 100%
- Zdvavslvene ustanova Ligkare Delongy, Zapteb (since hay 2007) 10605 100%
- Zdravstvena ustancnva [jckarne Ines Skoke, Zapreb (since March 2011) 1060%; 144
- Liekarna Ana Fantelic, Rijeka (acquired and merged in 2017) - -
- Zdravstvona ustanova Liskarne Soling Farm, Biograd nu Mora (bought and sold i _
in 2017}
Primius nokremine d.c.o,, Fapgrch 100% LR
Agsuciates:
2018 2017
Zdravstvena usianova Lickarne Tagatic, Zugreh (since Novemher 2R} 0% 94,

As at 31 December 2018, the Company's sharcs were listed on the official market of the Zagreb Stock
Exchange. The ownership siructure of the Company 1s shown in Note 21

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

St out belaw are the principal accounting policies adopted in the preparation of these consolidated
financiat statements. The accouting poticies bave been consistent]y applied to afl lhe vears presented
in these Mnanwial statements, untess staled olherwise.

2.1 TRasis of preparation

The cansolidated financial staternents of the Group have been prepared in accordance sith International
Finmnecial Reporting Standards adopted by the Turopean Union (IFRS). The consolidated {inwncial
gtatements have been propared under the historieal cosl convention untess stated olberwise,

The preparation of consolidaled financial statemenls W conformity with Intemational Financial
Reporting Standards adopted by the Europoan Umion (TFRS) requires the use of certain eritical
accounling estimates. !t also requircs management to exercise its judgement in the process of applying
the Group accounting policies. The areas involving a higher degree of judgement or complexity, or areas
where assummplions and estimates are significant to the consolidated financial statements are disclosed
in Note 4,
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MEDIKA (khd. and its subsidiarics

NOTES TO THE SEFPARATE FINANCIAL STATEMENTS (continued}

FOR TIIE YEAR ENDED 31 DECEMBER 2018

NOTT, 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Initial applieation of new nmeadments to the existing standards cttective for the current reporting
period

Ihe following amendmetts to the existing slandards snd new interpretation issued by the Inlemalional
Accounting Standards HBoard (JASR) and adopted by the EU we ellective for ihe curent reporting
period:

IFRS 9 “Finaneial Instruments™, adopted by the Europesm Unjan an 22 Noventher 2016 {effcclive
for annual periods beginning on or alter 1 January 201 %),

IFRS 15 “Revenuc from Contracts with Customers™ and amendments to IFRS 15 “Ellcelive date
of IFRS 157, adopled by the Turopean Hnion on 22 Seplember 2016 (cifective for annual periods
beginming on or after 1 lamaary 2018},

Amendments to IFRS 2 “Share-based Payment™ - “Classification and Measurement of Share-
based Payment Transuctions”, adopted by the European Union on 27 February 2018 (effective for
ammual perieds hepinning on or after 1 January 2018,

Amendments (o TFRS 4 “Insurance Contraets”  “Applying TFRS 9 'Tinancial Instruments' with
TFRS 4 “Insurance Contracts™”, adapled by the Turopean Union on 3 November 2017 (effective for
annual pedods beginting on or after 1 January 2018 or [or periads when an entity {irst applics
IFRS 9 “Tinancial Instruments™),

Amendments (o TFRS 15 “Revenuc from Contraces with Customers” — Clarifications Lo IFRS 13
“Revenie from Contracts with Customers”, adopted by the Ewropean Union on 31 Qetober 2017
{effeclive for anmual periads bepinning on or alter 1 January 2018},

Amendments (o LAS 40 “Inyvestment Property® - “['ransfurs of Investment Property™, adopled by
the BU on 14 March 2017 {effective [or annual periods beginning on or after 1 Janwary 2018),

Amendments tn IFRS 1 and 1A8 28 “Improvements te TFRSs (cyele 2014-2016)" resulling from
the anmal improvemenl project of TTRS {IFRS 1, IFRS 12 and IAS 28) primarily with a view Lo
removing inconsisiencies and clazifying wording - adopled by the B on 7 February 2018
famendraents to IFRS 1 and IAS 28 arc to be applied for anmal periods beginning on or after 1
Jarmary 2018).

IFRS 22 “Foreign Currency Transactions and Advance Consideration”, adopted by the
European Unian on 28 March 2018 (effeclive for annual periods heginning on or afler 1 January
20183,

The adoption of these amendments to the cxisting standards has not led to any malerial changes in the
Group's financial slalomenls,
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MEDIKA d.d. and its subsidiarics
NOTES TO TIIE SEPARATE FINANCIAT STATEMENTS (conlinued?}

FOR THE YEAR ENDED 21 DECEMEEN 2018

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTENG POLICIES {continued}

Initial application of new amendments to the existing standards effective tor the current reporting
period {continued)

Impuct of initial npplication of IFRS 9 Firnancial Insteameais

In the currend year the Group applicd IFRS 9 Finmaneial Instuments {amended in July 20143 and the
related amendremts of other TPRSe that are offective [or the atmual period beginning on or after 1
January 2018, The Lransitional provisions of IFRS 2 allow subjects to not adjust comparable data, which
the Group took advantage of,

In addition, the Group adopied the amendwd IFRS 9 Finuncial insiruments: Disclosures applicd w
disclosures for 2015,

IFRS % introduces new requiremeants for
1} Classification and measunament of fnancisf assets and financial liabilities,
2} Impaiment of financial assets, and
31 Hedgoe aceounting,

Below are the details of these new requirements, as well as their impact on the Company's consolidated
financial statements,

The Group implemented IFRS 9 in sceordance with the ransitional provisions listed in IFRS 9,
ferd Clussification and meesurement of financial assets

The date of first application {i.e. the date on which the (iroup assessed the existing financial assets and
tinancial liabtlities in aceordance with the TFRS 9 reguirements} is | Tanuary 20138, Accordingly, the
Group applicd the IFRS 9 requirements to the instruments which continued to be recognised as of |
Jatwaty 2018 and did nerl apply requircmends fo the insloumers thal had already ceased to be recogniscd
on | January 2014,

All recognised [nancial assets within the Bamework of [FRS 9 should be subsequently measured at
depreciated cost, tair value through other camprehengive income ot fair value through profit or loss on
Lhe basts of the bustness model of the subject for the management of financial assets and contractual
cash flow characteristics of Tinancial asscls,

In parlicular:

«  Debt instruments held within a husiness model whose abjective is to gather contractual cash
Quws, amd which have conlractual cash Aows that are solely payments of principal and interest
on the principal amount outstanding, later measured al depreciated cost;

s Deb instruments held within the business model whose objective is to gather contracted cash
[lows and sch debl msltuments, and which have contraclod cash {tows that are solely payments
nf principal and interest on the principal amoant outstanding, tater measured at fair value through
olher comprehensive inceme (FYTOCI,

« All other debt investments and equily investmends, allocated in other models or insofur as they
havie ot met the crteria of contractual cash flows, they are subsequently measured at fair value
through prafil or loss,
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MEMKA d.d. and iés subsidiaries

NOTES TO THE SEPARATE FINANCTIAL STATEMUENTS {continned)

NOTE 2 - SUMMARY OF SIGNIF1CANT ACCOUNTING POLICIES {continned)

Initial application of new amcadments to the existing standards cffeetive for the curvent reporting
period {continued)

Impact of initiat application of IFRS 9 Financinl Instruments (continued)
fa; Classification and meairement of financial assely feontimad}

Despite the aforementioned, the Group may upon the inilial recognition of financial assets irevocably
determing the fallowing:

s The Group may irrevocably decide on subsequent changes o the fair vatue of investments in
cquity that are not held for trading nor ss conlingent amounts recogniscd by an acquirer in a
business merger, in othor comprehensive income (FYTOCT oplion);

s The Group may irtevocably decide on debt investmenls that comply with depreciated costs or
FVTOCT eriteria that are measurcd at fair value through profit or foss il this eliminates or
significanlly reduces accounting discrepancies {(FVITL opiion).

Tr the current year, ihe Group only has instruments that are measured at depreciated cost.

In the event that recognition of debt investment measured at FY'1TOCT ceases, cumulative profit or loss
previously recognised in other comprehensive incomy is reclassified from capital n prafil or loss ag an
adjusiment due to reclassification. In the event that recognition of cquily investment for which the
FVTOCE option bas been selected ceases, cumulative profit or lass previously recopniscd in other
comprchensive income is later trans[erred 1o retained earnings.

Debl instrumenis that are subseguently measured at depreciated cost or al FVTOCT, are subject to
mnpairmant (ree paragraph {b)).

Munagement of the Group has reviewed and assessed the existing financial assels ot the Group as a1 |
Tanmary 2018 on the basis of facts and circumstances thal existed an this date and concluded that the
initial application of RS 9 did nol have an impact on the financial asscls of the Group with respect Lo
clazzification and measuremcnis,

Bascd on the performed analysis, the Group concluded that the given loans do not comprise clauscs
which would lead 1o coniractual cash flows test failurc. Given loans were contracted with 4 [ixed interest
rats reflecting the time value of moency. Following the aforementioncd, |kere are no toans which would
consequently be measurcd at fair value through profic or loss.

fb) Imprtivinent of financiol assety

In relation to impairment of naneial assets, TFRS Y requires an cxpeeled eredit Inss model, as epposcd
to the incurred loan luss model according to 1AS 39, The capeeled eredit loss model requires thal the
Group lakes into account the expected credit losses and changes in these cxpecled eredit losses on each
repotling date so as to rellect changes in eredit risk from the initial recognition of financial asscls, In
other words, il i¢ no longer necessary for a credit cvenl to have occurmed before crodil losses are
rocHmised,
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MEDIKA .. and s subsidiaries

NOTLES 10 THE SEPARATE FINANCIAL STATEMENTS (continucd)

NOTE 2 - SUMMARY O SIGNIFICANT ACCOUNTING POTLTCTES (continued)

Initiad application of new amcndments to the existing standards effective for the current
reporting period (continued)

Impact of initial application of TFRS ¢ Financiaf Fustruments (continied)
B Impairaent of finauciol assets (confinied)

MNemuly, IFRS 9 requites that the Group recopnizes expected credit losses o
{17 Debt instruments subsequently measured at deprecialed cost or at TVTOCT;
{2} Louse roccivablus;
{3) Trade receivahles and contractad asscls; snd
{4) Financial guaranice comiracts o which TFRS 9 impairment requirements apply.

The Group has assets measured 4t depreciated cosl,

In particular, IFRS 9 requircs the Group 10 mcasure provisions for expected loan losses for financial
mstruments in the amount equal to life-long expected credit losses {ECL) il the eredit risk of the relevant
financial instrument significantly increascd sinee Lhe initial recognition, if thers i abjective proof of an
impairment, and i the case of purchaszed or incurred credit-impaired financial assets. Howoeyer, if the
eredil rigk for the financial instrument has not signi Gcantly increased sinee the initial recoprition (aside
from purchased or imewrred credit-mmpairved tinancial assets), the (Group shall be obliged 1o measure the
loss [or this financial instrument in the amowunt equal lo a I2-month ECL. JFRS 9 also requires a
simplified approach o measurng provisions for losses in an amount equal to life-long ECL for trude
recoivables, conlraclual assets and receivables for leases under ceniain circums|ances,

"T'he Group applics a simplificd approach for trade receivables.

Review of the IFRS 9 application mmpact:

firr thouseands of HRK) FAS 39 c:;‘ri:l!;gt IFRS 9 t:::g;:ﬁ Differenee

Trade receivables 0 2E5 285

The Group did nol record the impagt of TFRS 9 to retained earnings since the amouni is not significant,
fa} Classification and measurement of financial onbilities
A sipgnificant change mtroduccd through TFRS 9 as regards the classification and measurement of

fimancial liabilitics relers 1o caleulation of changes in the fair value of fnanciaf liabililics, measured at
tair value through profit or loss, and which may be atiribuied to the changes in credit risk of the issuer.
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MEDTKA d.d. and its subsidiaries
NOTES TO TIHE SEPARATE FINANCIAL STATEMENTS {continucd)

FOR THE YEAR FNDED 31 DECEMBER 2018

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLTCIES {continued)

Initial application of new amendments to the existing standards effective for the current reporting
perind [continped)

Tmpact of initial application of IFRS 9 Financiol Tustruments (continued)
fa) Classification und measwrement of fingncial Habifities feomtined)

MNamely, IFRS 9 royuires that changes in the fair value of financial labililies that may be attributed to
changus in credit risks of those liabilities are recorded it olher comprehensive income, except in the case
when the recognition of the impacl of changes in the credit risk of liabilitics in ether comprehensive
income would ereate ar increase the accounling discrepangics tn profit or loss. Changes in fair value that
may be attributed to loan dsk of Gnuncial liabilities are subsequently not reclassificd lo prafit or loss,
they arc ralher iranslerred to retained profit when the (nancial lizbility ceases to be recopmiscd.
According to 1AS 39, the entire amounl ol changes to the fair value of financial liabililics carried
measured st fair value Lhrough profit or loss was shown in the profi and loss account.

The Ciroup has no [nancial Habilities that are measured at fair value through profil or Inss.

Standards and amcendinents to the existing standards issued by IASB and adopted by the EU but
not yct ettective

At the date of authorisation of these financial statements, the [ollowing new standards and amendmoents
i the existing standards werc issucd by TASH and adopted by the EL, but not yot effcetive:

e IFRS 16 “Leases”, adopted by the Europcsn Union on 31 Cetoher 2017 (effective for annual
periods begimming on or aflcr 1 January 2019),

e  Amcndments to 1FRS 9 “Financial Instruments” — “Prepaymenl Feaures with Negative
Compensalion”, adopted by the laropean Union on 22 March 2018 (eftective for annual periods
beginning an or after | January 20193,

«  IFRIC 23 “Uncertainty over Income Tnx Treatments” — adopted by the Europesn Union on 23
Crotober 2018 (effective for annual periods beginning on or alier 1 January 2019).

The Group has decided not to adopl these new standards and amendmenls lo cxisling standards in
advance of their cllvefive dates.

The (iroup anticipates thal the adoplion of the new standard IFRS 16 Leuses will have a material impact
on the [inancial statements in the period of the Initial application of the standard. The Group assesses
that the irmpact on the staternent of [nencial position amoanted o HRK 36,875 thousand of recopnised
value of asscts with the right to use and liabilities per lease,

In addition, the Group anticipales that the adopiion of these slandards and amendments to existing
slazutards will have no material impact on the [nancial statements in the period of the milial application
nf the standard.

41

e PR

ELASS SRR

i

F
e
]
o
i 3
B2
2
=
=

B
=



MEDIKA d.d. nod iés subsidiarics
NOTES TO THE SEPARATE FINANCIAL STATEMENTS {continucd)

FOR THE YEAR ENDED 31 DECEMRER 2018

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICTES (continucd)

New stundards and amendments fo the existing standardy issued by IASR but nat yet adopted by
the EU

At present, IFRS as adopted by the EU do not signilicantly differ from regulations adopted by the
mtommalional Accranting Standards Board (TASB) except for the follewing new standards, amendments
(o the existing standards and new interpretation, which were not endorsed for use in EU as al the date of
publicalion ol these financial statements (the effective dates stated below is for TRRS in full):

s IFRS 14 “Regulatory Deferral Accounts” (clicctive tor annual perieds beginning on or after T
Tanuary 2016) - the Huropean Commission has decided not 1o launch the endorsement process of
this inrerim slandard and to wait for the Onal standard,

s IFIRS 17 “Iosurance Contracts™ (offcetive for annual periods beginning on or after 1 January
2021},

e Amendments to IFRS 3 “Rusiness Combinations” — Detining business operations {effective for
business combinations with the acquisition date on or after the stare of the first annmal reporling
period starting on or after 1 Fanmary 2020 and oblaining funds on or after the slarting date of the
relovanl poticd),

»  Amcndments tov IFRS 10 “Consolidated Financial Statements” and [AS 28 “Investmenis in
Associntes and Joint Ventures” - Sale or Coniribution of Assets between an Tnvestor and iis
Associate or Joint Venlure and further amendments {clloctive date deferred indefinitely until the
rusearch project on the equily method has heen concluded),

« Amendments to [AS 1 “Presentation of financial stntements" and TAS R “Accounting Polickes,
Changes in Accounting Estimates and Errars”™ — Definition of Malerial (effective for annual
periods starting on or alier | January 2020),

«  Ametdments to L1AS 19 “Employee Benefits™ — Plan Amendmaent, Cartailment or Scillement
{effective for annual periods beginning on or alter [ January 20199,

s  Amcndments to IAS 28 “Investments in Associates and Joint Ventures”  “Long-term Interests
in Associates and Joint Venturcs™ {clleclive tor annual periods beginning on or afier
1 January 2019,

« Amendments to various standards entitled “lmprovements to TFRS Standards 2015-2017
Cyele® resulting from the amual [FRS improvement project {IFRS 3, IFRS 11, TAS 12 and [AS 23)
primarily aimed at climinaling incongistencies and clarying wording (effective lor annual neriods
heginning on or alter | Jatwary 2019),

+  Amendments to the Conceplual Framework for Finuncial Reporting (cffective for amnual
periods beginning on or after 1 January 2020).

Acenrding to the Group's estimates, the adoption of relevans new accounting siandards and amendments
1o cxisting standards will not materially atfect their financial stalemeni,
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MEDIKA d.d. and its subsidiaries
NOTES T} THE SEPARATE FINANCIAL STATEMENTS (continucd)

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 2 - SUMMARY OF SICNIFICANT ACCOUNTING POLICIES (continued}
2.2  Consvlidation
fed  Subsidiaries

Subsidiarics arc all companies {including structured entities) condralled by the Company., Control is
achieved when the Company has power over the investee, is exposed, or has rights, to vatiable redutmis Tom
its involvernent with the investee, and has the abilily to use ils power Lo alleel its returns. A subsidiary is
consolidated when the Company oblaing control over the subsidiary and esases when the Company loses
control over it

Such investments are presented in these [inuncial slulements at cost less any inpairment losses, i any,

The acquisition method of accounling s wsed to account for subsidiaries acquired by the Group, The
cusl ol acqguisition is measured as the fair value of the assels @ven, oquily nsiruments issued and
liabilities incurred or assumed al the dale of acquisition, plus costs directly attrilntable to the acquisition.
Identifiable assets acquired and Habilities and contingend Habalilics assumed m g business combination
are measured initiatly al their [uir valucs at the acquisition date, irrespective of the extent of any mmority
interest. The excess of the cost of acguisition over the fair value of the Group’s share of the identitiable
nel asscls acquired 1s recorded ws goodwill (Note 2.6). [ the cost of acquisition is less than Lhe Gair valuc
of the net assets of the subsidiary acquired, the difference is recognised directly in profit or loss.

All intra-proup transactions, balances and unrcalised gains on transactions between (iroup companies
are climinated. Unrealised losses ave also eliminated unless there sre indications that 4 iransferved asset
may he impaired. Accaunting policics of subsidiaries have been changed where necessary {0 ensure
consistency with the policy adapted by the Group.

fh) Associnfes

Companies are considered (o be associales of the Group iF the Group holds hetween 20% and 50% of
the voting power in a company, i.e. in which il has a sipeaficant influsmee, but not contrel, Such
investmends are preseited in the financial statements of the Group at cost tess any impairmend logses, [
any.

‘The (Giroup’s shars of its associates’ post-sequisilion profits or losses is recognized in profit or loss, and
ils share of post-acquisition mevements in reserves is recognized in rescrves, The cumukative post-
acquisition movemenis are adjusted againsl the canrying amount of the investment. When the Group®s
share of losses in an arsociate equals or execcds ils intcrest I the associate, including any unsecured
roecivables which [orm an intepral part of the net investment, the Group does nok recognizg [urther fossos
unless it has incarred obligalions of made pauymenls on behalf of the asseciate.

LUnrealised gams {rom iransaclions belween the Group and its associates arve eliminated to (he extent of
the Group’s interest in the retevant associate, Unrealised losscs arc also eliminated unless there are
inlicalions thal an asscl exchanged in the transzction nay be impaired. Accoutding policics of associales
have heen chanped where necessary o chsure consislency with the policies adopted by the Group.
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MEDIK A d.d. and ity subsidiaries
NOTES TO TI SEPARATE FINANCIAL STATEMENTS (continued)

TOR {HE YEAR ENDED 31 DECEMRER 2014

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICEES (continued)
2.3 Opcerating sepment reporting

An operating scgment is an integral part of a husiness enlity that engages in business activities from
which revermes can be realized that give risc o cxpenses and for which there are separale finuticial
staternenls us well as the operating resulls of which are regularly reviewed by chicl operaling decision
maker of the business enlily in order to decide on resources to be allocated to Lhe segment.

2.4  Foreign currencics
fat Functivnnl and reporfing currency

Items included in the financial stalernents of each individual metdher of the Group are presented in the
currency of the primary ceotiomic savironment in which the Group member aperates (functionat
currency). Yhe consotidated financial stalements are presented in the Croatian kuna, wiich is hoth the
funelional and reperting currency of the Group and all its members, rounded Lo the nearest thousand.

B} Forcipa currency tronsaoiions

Foreign-cutrency transactions arc lranslated into the funclional carrency wsing ihe exchange rales
prevailing at the dates of the transactions. Forcign exchange pains and Insses resukting from the
settlemnent of such transactions and [omt the translation of monctary assets and liablitics denominated
in foreipn crencics are recognised in the income siatetment, lowever, il the gain or loss on a monetary
item is recognized directly in the reserve, then any componeni of foreign currency application and profit
or loss should be recogmizcd directly in the rescrves.

Non-monetary assets and ilems denominated in forcign correncies that arc measured at histerical cost
are not re-transiated.

Foreign-currency denuminated non-monetary assets and liabilitics measured at historical cost are
translated (o Lhe [unctional currency using the exchange ratc list in effect at the transaclion dates.

2.5 Property and equipment

Property and equipment are earried ar historicsl cost less accumulaled depreciation and accumulated
impairmeat losscs. Historical cost includes eosts divectly atiribulable to the acquisition ol an asset.

Subsequent expendilure is inchaded in the assel’s carrying amount or recognised as a separale asset, as
approprisle, only when it is probable that future economic benefits associated wilh the asset will flow o
{he Group, and the cost of the asset can be measured reliably. The carrying amount of a replaced part is
derecognised. All other investmenl and maintenance costs are charged to the profit ind Joss account in
Lhe [nangial period they incurted in,

Land amd asscts under development are not depreciated. Depreciation of other assets is provided using
ihe sttaight-line method so as to write down Lhe cost of an asscl over its estimated vsclul Tite.
Dlepreciation is provided on an individual asset basis until the asscl is fully written ol or writtent down.
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MEDMKA d.d. and iis subsidiaries

NOTES TO THE SEPARATE FINANCIAL STATEMINTS {continued}

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOTNTING POLICIES (continued)
2.5  Property and cquipment (eentineed}

‘The estimated useful lives are as follows:

Buildings 040 years
Equipment 220 years

The residual value of an asset is the estimated amount that the Group would curmently obtain from
disposal of the asset, less the cslimaled cosls of disposal, if the asset were already of the age and in the
condition expected at the end of its useful life, The residual value of an assel is nil if the Group expects
1o use the assct umtil ¢the end of dis uschud life, Lhe assets” residual values and useful lives are reviewed,
and adjusted if appropriate, at each reporling date.

If the carrying amount of an asset exceeds 118 oslimialed recoverable amount, it s written down
immediately to its recoverable amount (Note 2.7).

{(3ains and losses arisen on disposal are determined by comparing the proceeds wilh carmying amount,
and are recogmsed within “Olher pains{losses)  not” in the income statement.

2.6 lotungible assces
fu)  Coodwilf

Goodwill reprosenls the excess of the cost of acguisition of a subsidiary over the acquisition-date fair
vatue ot the Group’s share ol the nol identifable asscls of the acquired subsidiary at the date of
acquisition.

Separately recopnised goodwill is tested anrmaally for imparmeniand is cartied gt cosl loss acoumulated
impairment losses, Impairment fosses on goodwill are not reversed. For the purpase of impairment
testing, gondwill acquired in a husiness combination is allvcated om the acquisition date, to each of
ihe sequirer’s cash gencrating units, or groups of cash generating unitz, expected to bene[il rom the
synergies of the combimation. Each such unil or group of units to which the goodwill iz so allocated
Tepresents the bowest level within the Group at which the goodwill is monilored for inlermal managemend
PuUrposcs.

Any gain of loss on remcasurcroent sl fair value is included in profit or loss.

(ains and fosses on disposal of a business include the carrying amount of goodwill rolaiing 1o that
busingss,

fh) Licences

Cost mewred by the Group in obtaining pharmacy operation licences, without which no pharmmacy acliviies
can be performed, are capilalised 1o the cxtont that kilure economic activities are probable. These licences
are amortized over their usefill life estimated in the range frotn 5 years {o an infinite lifctioe, Impairment
resvicw 18 e onoun anmual basis.

fl  Soffware
Software licences are capitalised based on the cost of purchase and costs incurred in bringing sofiware inko

aworking condilion lor ils intended use. The cost is amortised over the useful life of the aszets, which ranges
from 5 to 14) vears.
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MEDIKA d.d. and its subsidiaries
NOTES T0O THF. SEPARATLE FINANCIAT, STATEMENTS {conlinned)

FOR Ti1l YEAR ENDED 31 BECEMBER 2018

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
2.6 TIntangible assety {canfinued)
fif)  Cther rights

{Jiher rights are shown a¢ historical cost, they have a Gnite uzefisl life and are carrtied al cost less accumulated
amertisation, Amortisation is cafeulaled using the straight-line melhod 10 alloeate the cost of other righls
vver their estimated usclul lives (5 years),

2.7 Imipairment of non-financial assets

Assels that have an indefinile uselul life are not subject o arnortisation and are tesicd annually for
impairment. Asscls that are subject to amoriisation and depreciation are reviewed for impaimmenl
whenever events or changes in circumsiances indicate that the carrying amount may not be recoverable,
An impainment loss is reeognised for the amoutt by which the asset’s carrying amount exceeds ils
recoverable amount. The recoverable amount is the higher of an asset's fair value less costs 1o s¢ll and
value in use. For the purpose of assessing impairment, assets are grouped at the lowest Jevels for which
there are scparately identifiable cash Hows {cash-generating units). Non-financial assels other than
goudwill that suffered an impairment are reviewed [or possible reversal of the mpairment at gach
reporting dale.

& Financial instrumenis

Financial assets and [nancial Yiabilities are recogmiscd in the statement of financial position of the Group
whin the Group becomes a parly lo the contrachial provision of the instrament.

Financial assets and {inancial labilities are initialfy measured at fair value. Lrsnsaction eosts which may
he directly atuibuted to the acquisition or issuing the financial asscls and [inancial liahilities {other than
financial assets and financial liabilities measured al [uir value through profit or loss} arc added to or
deducted from the fair value of financial assels and financial liabiliticy al initial recopnition, where
appropriale. Transaction costs which may be directly attribuled Lo the aequisition of financial assets or
financial liabilitics at fair value through profil and loss are recognised immediately in profit and loss,

Financial asseis

Uniill 31 December 2017, the Group classifies its financial assets by 31 December 2017 as trade ond
other recetvables, creept investments in subsidiaries and associales (Nole 2.2). The classificalion
depends on the purpose for which the [inancial assets are acquired at initial recognition (LAS 39).

Ity line with IFRS 9, all recognised financial assets are subsequently criively measured at dopreciated
cost, [air value throush other comprehensive income or [iv value through profit or luss, depending en
ihe business model and characteristics of contracted cash flows of financial asscls.

As al | Tanuary 2018, the Group classifies its financial asscls in a category measured at depreciated cost,
using the effective interest rate method, within a business model whese wim s 10 callect contrasicd cash
flows and according to which the cash inflow is made cxclusively hased en payments of pnincipal and
nterest an the principal amount outstanding (IFRS 9.

Al ciuch reporting date the Group performs a review o ldenlify any objective evidence that a tinancial
asset may be impaired. Tmpairment testing ol Lrade and Tnan receivables is deseribed in Note 2.11.
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MEDIK A d.d. and its subsidiaries
NOTES 10 THE SEPARATE FINANCIAL STATEMENTS (continucd)

FOR TIE YEAR ENDED 31 DECEMBER 2018

NOTE 2 - SUMMARY OF SIGNTITCANT ACCOUNTING POT.TCTES {continued)
2.8 Financial instruments (conrtined)
Financial assets {continucd)

Financial assets are non-derivalive financial assets with [ixed or determinable payments that are nol
quoted in an aclive market. They are reported in Lhe current assets, except for assuts which mature more
ithan 12 months after the dale of statement of financial position. Such asscis are classified as non-current
aa5eis,

The (iroup derceogmses @ financial asset only when the contractual rights to the vash fows [rom the
asscl expire; or it transters the financial asset and substantially all the risks and rewards of ownership of
the asret to another eniily. Ihe Group neither transfezs nor relaing sobstantialty allf the risks and rewards
of owncrship and continues to control the transferred agset, the Ciroup recognises ils relained interest in
{he asset and an associaled Habilly for amounts it may have to pay. 1 the Group retains substantially all
the dsks and rewards of ownership of a lransferred financial asset, the Group vonlinues to recognize the
[inancial asset and also recopnizes a eollateralised bomowing for the proceeds received.

On derecognition of a financial assel in ils entirety, the difference between the asset's carrying amount
and the sum of Lhe consideration received and reocivable and the cammlative gain or koss thal had been
recopnized in other comprehensive income and accumulated in equity is recogmised in profit or toss.

(1) Depreciated cost and effective interest rafe method

The effective interesl method is a methed of calculaling the depreciated cost of a debl instrument and of
allocaling interest income over the rolevanl period.

Yor {inancial asscts, asids from purchased or incurred credit-impaired financial asscls (1., assets which
were eredit-impaired during 1he initial recognition), the clleelive interest rate is a rate thal aceuratcly
discounts the cslimated fiture cash inflow (including all fees and points paid or reeeived, which
consiitute an integral part of the clfoctive interest rate, tramsuctiom costs and other premiums or
discounts), excluding the crpected credit losses, during the cxpeeted life of a debt instrumetil or, where
approptiale, during a shorter perod, 1o gross carrying amounts of the debt instument at initial
recognition. For purchased ar incurred credit-impaired Onancial assets, the effective inlerest rate
adjusted (o the loan is caleulated by discounting cstimated future cash flows, including expected credit
losses, to the deprectated cost ol the debt instrument at initial measarement.

The depreciated cost of finanuiul asscls 18 the amount at which the inancial instrument is measured al
initial recopnilion, less of payments of principal and plus accunmlated depreciation, using the effective
intcrest rate method for any difference between the opening amount and amoust al maturity, adjusted for
any loss. (iross canrying amount of financial assets is Lhe dupreciated cost of financial assels before
adfustments for any 105s.

Interest income is recognised by applying the cffective interest rate for debt instruments, which are
subscquently measured at depreciated cost, For (inancial assets, other than purchascd or ineurred credit-
impaired financial asscls, inerest incnme iz calculated by applying the effective interest rate lo the gross
carying amoeunt of financial assets, aside for the financial assets which subscyuenily became credit-
irnpaired.
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MENDIKA d.d. and its subsidiaries
NOTES TO THE SEPARATE FINANCIAL STATEMENTS (continned)

FOR THE YEAR ENDED 31 DECEMBER 2018

KOTE 2 — SIMMARY OF SIGRIFICANT ACCOUNTING POLICIES (continued)
2.8 Finanocial instruments (eoatinued)
Financial ussets {continwed)

(i) Depreciafed cost and effective interest rate method feontinued)

For financial assets which subsequently became crodit-impaired, interest income is recognised by
applving the effective intoresl rale o the depreciated cost of financial asscls. I in the following reperting
periods, Lhe credi visk tor the credit-impaired fSnancisl insieument improves in the way thal Lhe inancial
instrument is no longer credit-impaired, the interest income is recognised by applying the effective
interest rale o the gross carrying amount of the fnancial asscis,

For the purchased or incurred credit-tmpaired financial assels, the Group recognises interest income: by
using ihe effective interest rate adjusted by the eredit risk to the depreciated cosl of financial assets at
initial recognition. The caleulation is not retarned to o gross basis, even if the credit risk of the [inancial
assils subscquently improves so that the Onancial assets are no longer credit-impaired.

[ntercst income are recognised in the profit and foss account, and are included in the item “Financiat
income — interest income” (Note 11},

FTmputirment of financial assets

The: Group recopnises the provisions [or ckpeeled credit losses of trade receivables and debt instruments
measured at deprocisled cost. The amount of expected credit losses is calenlared at every reporimyg date
in order ta reflect the changes in Lhe credit risk since the initial recognition of an individual financial
instrument.

The Group always recogmises life-long expected credit losses (ECL) [or {rade receivables hased on 2
selected simplificd approach. The expected credit losses lor these financial assets arc deseribed in Note
2.11. The Group currently does not adjust the toss rate for future macrocconomic eonditions, since it has
not performed an analysis of the impact of macroeconomic fetors on historical loss rates, including the
line value of money, where appropriule.

For the given loans, the Group recognises the life-long TCIL in case of a significand increase in credit
tigk since initial recogmition. However, i the credit risk for the financial instrument has not significantly
increased since the initial recognition, the Group measurces the loss for this financial instrutnety in the
amount equal to a 12-month ECL.

Lifc-long FCT. represents expected credil lusscs resulting from all potential cases of defauli during the
expected lifetime of the financial instrument. By contrast, a E2-month ECT. represents a part of the life-
long ECL, on account of the probability of a defaull status in the 12 months following the reporting date.

1) Slgnificant increase in oredit risk

When assessing whether the eredil risk for the financial instrumernd significantly increased since the
initial recognition, the Geoup compares the risk of delaull on the reporting date (o the sk of default of
ihe financizl instrument on the dade of initial recognition. During the assessment, the Group considers
hoth quantitative and qualitative information which arc reasonable and available, incleding the historical
cxpencnes, which can be accessed wilhuut utinecessary costs or engagemenis.
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MEDMKA d.d. and its subsidiarics
NOTES TO THE SEPARATE FINANCIAL STATEMENTS (continued)

ORI THE YEAR ENDED 3 TECEMBER 2018

NOTE 2 - SUMMARY OF SIGNIFECANT ACCOUNTING POLICIES (continued)
2.8 Finanocial instrumends (conrtinied)

Financial asscts (confinued)

Inpairment of fingnciol assety fcomtinued)

i} Significant increrse In credit Fisk foomtinued}

In particular, for the loans given, the Group relics on days of default when assessing significant credit
nisk deterioration, Tf the debtor is in defanlt more than 30 days, then the Group assumes Lhid there 15 4
significant increase in credit risk,

Despite the aforementioned, we assume that the credit sk [or the [nanctal instrument has not
sigmificanmtly increased sinee the initial recognition if we determine that the financial instrument has #
low credit rigk at the reporting date. We conclude thal Lhe Onancial instrumend has a Tow eredit rigk ift
¢ The finmcial mstrumenl has a low sk ol delalt;
The debtor has a strong ability to settle hin/her contractual obligations in the short term; and
Adverse changes in economic and business condilions inm (he lomge et may, bub do not
nccossatily buve Lo, deercase the lessee’s ability to meet his/her contractual cash flow
nhligations,

Hewever, the Group does not currently use the simplification of a low credil risk when assessing the
significant increase in eredit sk,

The Croup regularly moniters the cficicacy of crileria used (o determine whether thers has been a
sigrificanl increasse in eredil sk and reviews them so that the criteria may identify a significan! increase
in credit risk hefore any default occurs,

fif) Definition of defoudt status

The [olowing facts, which represent a case of default for intemal credit sk managemenl purposcs are
data that are internally developed or obtained Fom exéernal sources, indicating that it is unlikely that the
debtor will pay his/her creditars, including the Grouap, in full (without considering any collateral held by
the CGrroup).

(i1} Credit-impaived financial agscts
IFinancial assets are credit-impaired when one of more events with an adverse effect on estimated future
cash Dows and [nancial assets oceurred. Proot' of credit impatrment of the financial assct includes data
availahle on the following events:
«  Sipnifican! Onancial dificullics ol the issser or debtor;
o DeBaali status (as defined ahove);
»  When the issuer, due to the debtor’s financial difficultics, pranis (the deblor & concession, which
he would olherwise nol consider;
= Il becomes probable that the debtor will go into bankraptey or undertake another Gype of
financial restructuring,
= The dissppearence of an aclive market {or a specific financial asset because of financial
dilficulties.
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BMEDIEA & and s subsidiaries
NOTES PO THE SEPARATE FINANCIAL STATEMENTS (continued)

FOR TIIE YEAR ENDED 31 DECEMBLER 2018

NOTE 2 - SUMMARY OF SICNIFLCANT ACCOUNTING POLICIES {continued)

1R Financial instrumcnts (cantinaed)

Financial assets {comtinued)

Fapprairment of financial assets (continued)

fiv Write-off policy

The Group writes off financial assets when there are data pointing to the fact that the debtor is in serdous
financial difficulties and thal there 3s oo real chances of relum, T example whon the debior has pone
inler lguidaton or bankruptey. Written-off tinancial assets can still be subject to enfbreement activities
within the (roup recovery procedurcs, wilth regard 1o (he relevanm legal advice, where appropriate,
Becovery is recogmised o lhe profn, or 1oss account.

v} Measurament and recognition of expeated credit fosses

Measuroment of expecled credil losses represents 3 Ings vate lunction, calenlated in line with the madel
deseribed in Nate 2,11, Ia terms of exposure in the moment of defandt, forthe financial assets it represents
a gross cairying amount of the asscts al the reporlings date,

lFor the financial assets, the expected credit loss is asscssed as Lhe difference belween all conlractual cash
flows maluring i ling with the contract and all expected cash flows, discounted at the original effective
irtferest rate.

Il the Group measured provisions for expected loan {osses for financial instruments in the amount cqual
to life-long ECL in the previous reporling petiod, bul at the curreni reporling date it determined that the
tife-long TICT. conditions are no longer met, the {(roup measures the loss in the amownt equal to a 12-
maonth ECL at the current repotting date, cxeept Lor the assals for which o sitnplilied approach was used

(rade receivables),

The Group recopniscs impairment gains and losses in the profit and loss aceount tor all financial
instruments with the appropriate adjustment of the camying amouzl thoowgh the loss provisions sceoutil.,

Financial linhilities

Financial liubilitics recognized by the Group are trade payables and horrowings.
The Company measurcs all [inancial liabilitics al depreciated cost,

fiz} Trade payafies

Frade payables are recognised initially at fair value snd subscyuenlly masutcd al smorliseld eosl uging
the effective inferest method.

fh) Barrowings

Barrowings are recognized initially at fair value, net of transaction costs incurred. I lulure parieds,
bomowings are reporied al deprecialed cost. Any dilference between the proceeds (net of transaction
eosts) and the redemption value is recognised in the income statement over the period of the borowings
using the effective interest method.

52

R R R EE T IR ER N EERERY

DRI s

AR e Y DAt e e Y A

=

S

e R



MEDIKA d.d. and its subsidiaricy
NOTES TO THE SEPARATE FINANCIAL STATEMENTS {continued)

FOR TIIE YEAR ENDED 31 DECEMBER 2018

NOTL 2 - SUMMARY OF SIGNIFICANTY ACCOUNTING POLICILS {continued)
2.8 Financial instruments {continged)

Financial liabilities (continued}

th) Barrawings fconfinued)]

Rorrowings are classificd as current liabilities unless the Group has an unconditional right o deler
settlemenl of the lighility for at least 12 months aller the reporting date.

The Group derccognises financial liabiliics when, and only when, the Group’s obligations are
discharged, eancelled or they uxpire, The difference berween the carrying amount of a derecognised
financial labikily and paid fee per lizhility fee arc caleulated inta profit or loss.

2.9 T.eases

The CGroup leases cortain property and equipment. Leases of properly and equipment where (he Group
boars all (he tisks and rewards of ownership are classified as financial leascs. Financial leases are
capitalised at the inception ol Lhe lease by refarence to the [ower of the [air value of the leased property
or the presenl value of the minimum lease payment. Fach lease payment is allocated botweon the liahility
and (inance charges so as to achicve a constant rate on the balance outstandimg, The intevest element af
the finance vosts is charged to the income siatemenl over the lease period. Properly and equipment
acquired under finance leases arc depreciated over the shorter of the usclul life of the asset and the leasc
term.

T.eazes under which the Group does not bear all the significan nsks and rewards of ownership are
classifod as operating leases. Paymenls under operating leases are recognised in the tneome statement
over the term of the underlying lease.

210 Inventories

Invenlorices are stated at the lower of cost or net realisable value. Cosl includes all costs attributable 1o
the purchase of gouds and is calenlated based on Lhe weighied average purchase price. Net realisable
valuc Tepresents the estimated selling price in the ordinary course of business less all variable selling
costs. Txamination of damaged and/or ohsolete inventorics 1s preformed contimously and for all such
inventories a provision iz charged to cost of goods sold.

Inventores with no mewvement within one year, or two years, from the reporting dale ate deemed to be
slow moving and obsolete inventorics and iherefore are value adjusicd. For inventories with no
mavement within one year, an irpairmant allowance of 50% of the value of the inventory is recognized,
and for invenlories with no movement within two ycars, an irmpairmant atlowance of 100% of the value
af the stack is recognized.

2.1t Trade and loan receivahles

The Group always Teports the provisions for expecled eredit losses of trade receivables in the amount
equal to the lite-long ECL.

Trade and credit recsivables are recogmised initially at fair value and subscquently measured at amortised
cost using the effective inlerest methad.
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MEDLEA d.d, and its subsidinries

NOTES 10 THE SEPARATYE FINANCIAL STATEMENTS {continued)

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 2 - SUMMARY OF SIGNIFICANYT ACCOUNTING POLICIES (continued)

201 Tradec and loan receivables {continued)

The impairment loss is assessed hased on the customer™s aclivity, i.e. the bormower's activity, and based
on historical data, the current and expected liguidity of the Health System of the Republic of Crealia, as
well as apecitic assessmenls of the Sates Sector fur individual customers, depending on the current stale

of the market and (he inabitity to colieel them.,

There were no changes it he assessment technivues or material assumptions during the current reporting
period.

The impairment losses on trade reecivables are recognised in the income statement within “Other
operating expenses”.

Loans and receivables with maturitias preater than 12 months atter the reporling date are classified as
non-currenl wsacls,
2.12 Cash and cash equivalents

Cush and cash equivalents cumprise cash, demand deposils with banks and other short-term highly liquid
tnstruments with eriginal taturities of up o three months.

2.13 Share capital

Share capital consisls ol ordinary shares,

The consideration paid for purchased treasury shares, including any directly alirfbutahle incremenlal
costs {net of income axes) is deducted rom cquity anributable to the Cotnpany’s equity helders until
the shares are cancelted, reissusd or dispnsed of. When such shares are subsequonily sold or reissued.
any consideration reecived, net of any dircelly attributable incremental transaction costs and Lhe related
income lux effects, is included in cquily attributable to the Company®s equity holders.

2,14 Reserves

fa)  Legod reserves

The legal reserves arc required under Croatian law according o which the Company has to build up
legal reserves with a mininmm of a lwenticth part (5%} of the profit for the year until the legal reserves
together with capital reserves reach 5% of the share capital. T.epal reserves arc nol distrihutable.

fhi (ther reserves

Other reserves are formed in accordaniee with Croatian law and decisions of the General Assembly.
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MEDIKA d.d, and its subsidiarics
NOTLES 10 1HE SEPARATE FINANCIAL STATEMENTS {continued)

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 2 - SUMMARY OF SIGNIFICAN'T ACCOUNTING POLICIES (coniinned)
2,14 Inventorics {continued)
fej  Reserves for trecsury shores

Reserves for treasury shares are formed in accordanee with Croatian law and devisions of the General
Agsembly,

215 Income tax

Current tax is doterinined on the basis of the tax laws in effect in the Republic of Croatia at the balince
sheet date. From time to time, tbe Management reviews individual items declared in Lhe tax relurns
where such items mighi be subject to various tax imerpretations and considers forming provisions, where
necessary, bascd on the amount expeeted 1o be paid to the T'ax Administration.

Current lax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted al the date of the financial statemenls, and any adjustment Lo lax payable in respect
of previous yoars.

Deferred tax is culeulaled using the liability method, whilst taking inte account the temporary diflercnecs
between the tax hases of asscls and liakilities and their carrying amounts in financial reporls. However,
deferred taxes arc nol recognised if it derives Fom the initial recognition of agsels or liabilities within «
tramsaction which is not a business merger and which has no bearing on the accounting prafif or taxable
profit ftax loss). Deferred 1ax assets and Habilities are determined using tax rales that have heen enacted
ar subslantially enacted by the reporling dale and are expected to apply when the related deferred income
lax assct is realised or the dulirred tax lability is setiled.

Delerred tax assets are recogmsed up to the amount of the future taxable profit which is likely to be
avaitable for the use ol temporary differences.

2.16 Employee benetits
fuy Obligations in respect of retivement and other pusi-cmployment benefits

In the normal course of business the Geoup makes payments, through salary deductions, 1o mandatory
pension fnds on behall of its employees, as required by law. All coninibutions paid to the meamdatory
pension lunds are recognised s salary expense when accrued, The Group does mot have any other
pension scheme and consequently, las no other ebligations in respect of cmployee pensions. in addition,
the Group is tot obliged to provide sny olher post-retirement benefils.

fh} Long-term emplaves benefiis

I'he Group recognises a liability for long-term employee benelits (ubilee awards and retirement benetits
[or full-age retivement} evenly over the period the benefil is earned based on actual years of service. The
long-term employee benefit obligation is delermined using assumplions regarding the likely number of
stalf 1o whom the benefit will be payable, estimated bene[it sost and the discount rate. Benefits falling
due more than 12 months after the reporting dale aze discounted to their prosent value,
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MEDIKA ld. and its subsidiarics

NOTES TO THE STPARATE FINANCIAL STATEMENTS (continucd)

NOTYE 2 - SUMMARY OF STGNIFTICANT ACCOUNYTING POLICTES (continucd)
2.16 Lmployce benefits (conlinwed)
fo) Short-term employee benefits

The Group recopmises @ provision for honuases, unused aimusl leave and other henetits when there is a
conlraciual abligation or a past practice giving rise 1o # consiructive obligation.

Short-lerm liabilities for termination benefits are payable when employment is terminated by the Group
hefore the normal retirement dale, or whenever an emplovee accepés voluntary redundancy in exchange
for these benefils, The Group recognises tenninalion bencfits when it is demenstrably commilicd {o
cither; terminating the employmenl of cumrent criployees according to a detailed formal plan without
possibility of withdrawal; or providing termination benefits as a result of an offer made to encourage
voluntaty redundancy.

Shori-lerm employee henefits include lerminalion benefits and jubiles awards {stated in paragraph (b)
ahave), which will be paid wilthin 4 petiod of |2 months after the reporling date.

217 Provisions

Provisions are recognised if the Group has a present obligation, tegal or construclive, us 4 result of'a past
event and it is probable (hat an qutflow of resources will be reyuired Lo settle the ohligation, and & relinble
catimate can be made of the amount ol the obligation,

Where there are a number of similar obligations, the likelihood that an outflow will be reguired in
settlernent is determined by consideting the class of obligations as a whole, A provision is recognised
even if the fikelihood of an outflow with respeet o any item ingluded in the same class of obligations
gy he amall.

Pravisions are measured at the present value of the expenditures expected to be required to settle the
obligation using a pre-lax rale thal retlects current market asscssmoents of the time value of money and
(he risks specific to the obligation. The amount of provision increases in each pered (o refleet the
passage of time. 'L'his inerease is presented as interest expense.

.18 Revenue recognition

Revenue comprises the fair value of the consideration receives or receivables for sold products, goods
or services wilhin Lhe nermal course of business of the Company. Revenue is reported in the amount net
ol valuc added 1ax, estimated returns, rebates and discounts. Revenue is recognised when the ddivery
liahility has been settled by transferring the control of the promiscd goods or services to the customer.

fre) Seles of goods

Sales of puods revenue (s recognized when the control of goods is transferred to the the customer, i.e
when the goods are delivered 1o the customer. The delivery is perfurmed when the goeds have been
dispatched to a specific location, risk of obsolescence and loss is transferred to the customer, (he
customet received the goods pursusml (o the contract, and the Company has objective proof that all of
the conditions for the receipl of gaods have heen met.

The Company allocates Lhe Iransaction eost to the detivery liability bascd on the relative individual sales
prices.
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MEDIKA d.d. apd its subsidiaries
NOTES 1O THE SEPARATE FINANCIAL STATEMENTS {continuzed)

FOR TIL YEAR ENDED 31 DECEMBER 2018

NOTE 2 - SUMMARY OF SIGNTFICANT ACCOUNTING POLICTES (continncd)

2.18  Revenuc recognition (continmed)

fi)  Sales nf goods (continued)

Retail revermie is recopmized al ihe time of sale of goods 1o the buyer, Retail revenuog is mostly made in
cash or through crodit cards. Reported revenuc ineludes credit card fees that arc included in other
aperating expenses,

fh)  Service revenme

Service reverue is rocopnized in the accounting pertod in which service is performed.

fo) Financial inconme

Financial income represents inlerest income earned on term deposils with batiks and on given loans and
is recopniscd on o iime proportion basis using cffective interest rate method.

2.19 Tinance cxpcnse

Tinance eXpenses comprise micrest expense accrued on bumowings, impairment losses recopmiscd on
{inancial asscts, and foreign exchanee losses, Borrowing costs are recognised in income statement using
the effective interest rate,

Burrowing eosts directly attributable o the acquisition, construction or production of qualifying asscls,
which are asscts that neeessarily take a substantial period of lime to get ready for their intended wse or sale,
are: added to the cost of those asscls, ungil such time as the assets arc substantialty ready for their imtendd
use.

2.20 Dividends payablc

Thvidends payable to the Company’s sharehalders are recopnised us a lighility in the financial statements
in the period in which the dividends are approved in the General Meeting of the Conpany's sharcholders.

2.21 Value added tax

The Tax Authorities require that VAT is settled on a nel basis. VAT on sale and purchase transactions
is recognised in (he staterment of financial position on a net bhasis. Where an amounl receivable is
impaired, the impairment loss is recognised in the gross amount of the receivable, i.e. including VAT,
2.22 lLinrnimgs per share

"The Conipany presenis basic earnings per share {EPS8) for its ordinary shares, Basic camings per share

are delermined by dividing the profil ot loss for the year from ordinary shares by the weighted average
mumber of ordinary sharcs during the year.
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MEDIKA d.d. and iéts subsidiarics
NOTES TO THE SEPARATE FINANCIAL STATEMENTS (continued)

1O THE YEAR ENDED 31 DECEMBER 2018

NOTE 3 - FINANCIAT RISK MANAGEMENT
3.1 Fioaocial risk faciors

The Group's aclivilies expose it 10 various financial risks: market risk {which includes foreign exchange
tislk, fair vahze interest rate 1isk, interest rate cash fow dsks and investmen in seeuriiics risk), eredil visk
and liguidily risk. The pharmaceuticals wholesale and pharmacy industry in the Republic of Croatia is
highly influenced by the state which plays its role by imposing strict legislation and the health sysiem
funding. As the dynamic of fumding by the sfale i3 beyond cantrol or prediction and given the inability
Lo predict financial market trends, the overall risk management of the Ciroup is focused on minimising
or efiminating the potential sdverse impued on the Group’s Onancial position, Risk management within
the Group is the respansibility of the Finance Division that, in cooperation with other divisions within
the Ciroup, identifies, assesses the nisks and proposes sk proteclion measures.

fiz) Merkat risk
(1) Foreian exchange visk

The Group gencrates most of ils Tevenue oft the domestic market and in Croatian laena (T1IRK). Iowever,
the Group purchazes a part of goods on foreign mearkets, which exposes it o the currency nisk arising
from changes in foreigm exchange rales mostly apainst the cura, which may affect future operating results
and cash flows, The Tinance Division of the Company seeks to minimise the foreign exchange risk by
reducing the balance of forcign-curmency denommaied linancial liahilifies, This mainly relates tn
borrowings, which are almast entirely denominated in the Croatian kuna, and hence the exposure to the
foreipn exchange risk is insignificanl. The Purchase Pivision reduced the Toreign exchange risk arising
from Labilitics owed Lo foreign supplicrs by agresing the Croatian kuna as the payment currency. lt is
the tendeney in the future to agree payments in Croatian kana wilh s many cxisting [otein supplices
as possible so as 1o minimise (he rigk arising from transactions with forsign supplisrs,

Az at 31 December 208, (Notes 18, 20, 24, 25), il the curo would weaken/sirengtben againgt the
Croatian kuna by 1.0% {2017. 1.0%), with all other variables held constant, the net profit for the
reparting perind would have been HIRK 4,185 thoussnd higherlowea (2017 HRK 3,308 thousand
higherflower), mainty as a result of foreign exchange gains/losses on translation of enre-denominated
irade payables,

fii) Caxk flow and foir value interest rate risk

"The Group’s inderusl rale risk arises from ilg borrowings, which expose the Group to cash-flow interest
vate rigk, Fixed-rate horrowings expose the Group to the intercslrale fair value risk,

The Group dogs nat use derivatlive instruments to actively hedge its cash flow and fair value interest rale
rigk exposure, However, the Group contlnuously monitors changes in interest rales, Various sconatios
are simulated taking mlo account relinancing, renewal of existing positions and alternative financing.

As at 31 December 2018, if the effective interesl rate on borrowingy (isswed at variable rate) would be
0.10% highet/lawer on an annual levet (2017: 0.10%), the net profit for the reporting pertod would be
HREK 27 thousand Iowerthigher (2017 TIRE 214 thousand).
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RLEDIKA dal, and its subsidiaries

NOTES TO THE SEPARATE FINANCIAL STATEMENTS (coniinwed)

g E A E AR IRR LA A LAT AL AL

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 3 - FINANCIAL ISK MANAGEMENT {rontinucd)

NN R

3.1 Financial risk factors (continued})
() Creelif risk

Crrrent assets thal cxpose the Group to credit risk consists nsinly of cash, irade and other receivables.
The Group has no signiticant concenlralions of credit risk. The Group has sales policics in place to
ensure that the sale is made Lo cusiomers with an appropriate credil history, With respeet to credit risk
eXposure, customers are grouped into three calegories: pharmacies, hospitals and ether customers. A
higher credit risk s found smony pharmacies since they have a potential going cencern issue. However,
collection perivd for hospitals is longer, but there is no sk that the receivables will not be recoverd,
i.e. there is no going concom issue, Other ¢ustomers are not significant because of dispersion over a
larze number of cusiemets and individually small balances. The Group secures the recovery of a parl of
the trade receivables with bills of cxchange and promissory notes. A detailed crodil risk analysis is
mresented in Notes 17 and 18,

i
3
i

ER

For trade receivables, (he Group applied a simplified approach 10 measuring loss far the life-long ECL.

A O

The Croup s expesed 1o one customer from the hospital segment, accounting for 22% of total trade
receivablys.

HRXRNTD

fo) Ligquidity visk

Prudent Houidity risk management implies the maintenance ol a sufficient cash level, ensuring the
availability of financial assets due to adeguate amounts of contracted credit lines and Lhe ability to settle
all liahilities. 1t is the ehicelive of the Company and the Group Lo maintain flexibiliy in funding, by
ensuring availability of the agreed credit lincs. The Finance Thepartment of the Company rogularly
monitors the tevel of available sources of cash funds. Customers consisl largely of those owned by, or :
dependent of, the Republic of Croatia. Hence, the Group’s liguidity risk level also depends on the state, :
The insufticient level of cash fom perioed (o period is & direct consequence ol 1be schedule of payments
received from the slate in settling the state's habilities concerning (he health systen. Where the payment :
periots are extended by the state, the Group agrecs extended payment deadlines with dls supplicrs. Any
shortfall is covered using lines of credit available at commereial banks. At 31 December 2018, Lhe
bulunce of cash and cash equivalents amounts 1o HRK 28,593 thoussnd, and the Group had [ree credit
lines in the amount of HREK 198,700 thousand zvailable at demwmd for liguidity risk management
pUIpOSCS.
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METMKA d.d. and its subsidiaries

NOTIS TO THE SEPARATE FINANCIAL SFATEMENTS (continued}

FOR THE YEAR ENDED 31 DECEMBER 2018

SHHTTOREE DAL

NOTE 3 - FINANCTAL RISK MANAGEMENT (confinued)
A1  Financial risk Factors (continned)

fo) Liguidity visk fconfinted)

The table helow analyses financial liabilities of the Group by conlraciual malurilies, The amounts
presented helow represent undiscounted cash [ows,

S

, o " Up to 1 niouths
{in thousands of HRK) 1 oronth to 1 year -3 years  Over 3 years Total
At 31 Pecember 2018
Trade znd other payables 380,134 864.433 - - L2572 :
Bottoswings Nl 272118 6,320 - 279,009

_ : . Upiol 1 months
(fu thowsands of HRK) month to 1 yeur 1-3 years Ower 3 years Tatal
31 Deecmber 2017
‘I'rade and other payables $48 363 705,062 234 - 1,214,159 :
Rormowings 90,664 281,785 5,005 13 378,400

In 2019, the Group wilt settle frade and other liabilitics aceording 1o the collection of receivables which
depends on the liguidity ol the enlive healtheare system,

32 Capital management

The Group's objectives when managing capilal are o safeguard the Group's ability to continue us 4
gning concem in order lo chsure refurng to shareholders and benefits for other slakcholders and
mainlain an optimal capital structure to reduce the cosl of capital.

it e s

In order Lo maintain or adjust the capital structure, the Group may adjugt the amount of dividends paid
tn shareholders, retum capilal 1o sharchelders, 1ssus new shares or sell assets to reduce deb

The Group monitors capital on the basis of the scll-financing ratio in the financial statements. This ratio :
is caleulated as the proportion of total equity and total assets.

o



MERMKA d.d. and its subsidinries
NOTES TO THE SEPARATE FINANCIAL STATEMENTS (continucd)

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 3 - FINANCTAL RISK MANAGEMEXNT {continued)
3.2 Capital manapement (continued)

The eyuiiy-to-lotal assets ratio is as follows:

2018 AT

fia thosscoads of HEED)

Totlak capital {equity and reserves) 456,926 438,831
Tatal assets L besedTe 2,047,257
Eqguity 10 assets ratio 23% 1%

The 2018 ratio increased in relalion o the 2017 ratio and shows that the Group finances 23% ol ifs total
assely from own sources. Consequently, 77% of the asscls arc [nanced [rom sources other than owner's
equity {2017; 79%0).

33  Fair value measorement

The notninal amount vakue of trade reccivables less impairment allowance and of trade payables arc
agsumed to approximaie their fair values.

NOTE 4 - KEY ACCOUNTING ESTIMATES AND JUDGEMENTS

The Ciroup makes estimates thal arc cominually reviewed and are based on expericnce and other [aclors,
including expectations of future events that are believed to be reasonable under the circumstances. The
Group makes estimates and assumplions congerning the fature. The resulting accounting eslimates will,
by definition, scilom cgual the actual results. The estimates and assumplions thal have a significant risk
ol causing a material adjustment to the carrying amounts of assets and liabitities within the next [nancial
year are discussed bolow,

Assumptions for defernining the amount of provisions for trade receivabies

Mue to the significance of the smounl of irade receivables recognised in the stalemeni ol financial
position, Lhe Manapemend cstimates the probability of recovering wade reccivables (i.e. potential losses)
hased on an analysis of individual categorics of such assets. Factors taken into consideration by the
Managemenl include: reecivables from customers in earlier years, currenl and expeeted liquidity of the
Health System of the Republic of Croatia, as well us a spocilic assessment of the Sales Sector for
individual customers, depending on the current market trends and their financial posilion,

As at 31 December 2018, if the assessed imecoverable amount of receivables would be 1% lower/higrher,
with all other varables held constant, the net profit for the reporting period would be HRE 157 thousand
higher/lowet than reported (2017 LIRK 1635 thousand higherlower than reported), and the effect in the
hospital segment would be HRK 4 (heusand (201 7: HRK 12 thousand), in the pharmacy scgment HRE
#8 thousand {2017: BRK §9 thousand), in the own pharmacy scpmeent HREK 2 {housand (2017 TIRK 3
{housand) and in the segment ‘Others' HREK 63 thousand (201 7: 1HRK &4 thousand).
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MEDTK A d.d. and iis subsidiaries

NOTLS TO THE SEPARATE FINANCTAL STATEMENTS (continucd}

FOIL TIUE YEAR ENDED 31 DECEMBER 2018

NOTE 4 - KEY ACCOUNTING ESTIMATES AND JUDGEMENTS (continued)

[isefid life of praperty and equipment

Tietermining the useful lives of assets is based on historicu]l expericnes with similar assets as well ag
anticipated changes in ihe ceonomic environtnent and tactors relating to the industry in which the Group
operates. The useful life is reviewed annually or whenever there are imdications of significant changes
in the underlying assumptions.

Business mode! assessment

Classification and measurement of financial asscts depends on the resulis of the verification of
contraciual cash Oows and the busingss model test {see Finanelal assete section in Mote 3). The Group
defines ita business model on a level reftecting the way in which the groups of [nancial assets are
managed jointly in order {0 sitain 2 speci e business goal, This assessment entails the judgement which
relteels all of the relevant proot, including the way in which the performance of the assels iy asscssed
and their impact measurcd, risks alTecling the assels value angd the way they are managed, and the way
[or delermining the fees Tor persons in charge of management of the relevant assels. The Group menilorg
the financial assets measured at depreciated cost which are derccognised hefore they mature, in order to
understand the reason for their sale and whether the reasons comply with the business goals for which
the assets were held. Monitoring is a part of a comtinucd asscssmcnt of the Group concerning the
approprigtencss of the business model within which the financial assets are held, and if it is ool
appropriate, whether there a8 change in the business model oceurmed and, sceordingly, whether there wilt
be a change in asscl classificalion in the fufure, Such changes were not necessary during the periods
reporled.

Based on ihe performed analysis, the Group concluded that the given loans de nol comprise ¢lavses
which wonld lead to contractual cash flows test [ailurc, Given foans were contracted with a fixed interest
rite Teleeting the tme value of money, Tallowing the aforementioned, there are no loans which would
eonsequently be measured at fair value through profit or loss,

Siernfficant increase in credit risk

As specified in Note 3, TCT. i= measured as a provision in the amount equal 1o 4 12-month ECT. [ior the
assets allocated to Level 1, orto a life-long ECL [ur asscts allocated to T.evel 2 or 3. Aggets are transfemed
1o Lovel 2 when there is & signilican ingrease in credit risk since the date of initial recopmition. IFRS %
does not define what constitutes a significant increase in credit nsk. When assessing whether the credit
risk of an assel has increased significantly, the Group considers quantitative and qualitative information
which ate reasonable and availahle.

ECL provisions colonlation

When measuring ECL, the Group uscs reasonable and relevant information, based on historical data.
ECI. caleulation mode! is further deseribed in Note 2011,

)



MLEDLKA kd, and its sechsidiaries

NOTES TO THE SEPARATE FINANCIAT. STATEMENTS (continncd)

NOTE 5 - REVENLX

Satce revenue — related parties
Sales and other revenue — related pagiics (Nole 31)

Other neomc

NOTLE 6 ~ SEGMENT INFORMATION

2018 27

firr dhorsandy of TIRE)

3,023,631 2,775,668
37,570 35,734
17477 5,228

3,078,278 2,826,631

Seprment mlormalion follows the structure used by the Company and the Group for inemal reporling
parposes, which has remained unchanged in comparison with the prior year,

The Giroup monitors revenues and gross profil through (wo main distribution channels: wholesale and

retail,

The wholesale distribution chunnel consists af:

1. Pharmacies, which arc divided [or (he reporting parposes into the foflowing catepories:

»  counly pharmacics
* private pharmacies

2, Hospitals

3. hher customers, divided into:
» dental practices
»  velernery climics
o pedical centres

s wholesalers

w  pther customers (herbal phartnacics, comnanies, optics and other)

Retail distribution channel consists of scll-owned pharmacics (subsidiary ZUJ Prima Pharme and its

subsidiutics}.

The Group uses margin caloulated as sales revenue minus cost of goods sold as 4 porformance measure

of a particutar segment.

There are no transactions between the scpments, The Company and the CGroup apply the same accounting

puolicics i all the semmends,
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MEDIKA d.d, and iis subsidiaries

NOTES TO THE SEPARATE FINANCIAL STATEMENTS (continued}

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 6 - SEGMENT INFORMATION (continued)

The segments’ results [or the year ended 31 December 2018 are as follows:

{in thowsendy of HRE)

Sales reveie

Sales and other rovenoe: —
related partiox (Mote 31)
Cither mcome

Total incame

Coat of goods sold
Scoment resolt
Olpcraling cxpenses
Profit from aperatinns
Finaneial ineome
Finanoial cxpenses

Wet fimancial Ioss
Share in the profit of associales
Profit hefore tax
Tncom tax

Prufit for the year

Wholesale o Rgiz Yolal

Pharmacies Huspitals (Mler _ pharmacics
1,164,337 995,702 S0217R 3a1,214 3,023,631
37,483 - B7 - 37,51
178 B CE L 3,032 17077
1,202,198 996,629 515,805 364,244 3,078,278
(L9STL)  (924297) (4647650 (2T7410)  (2,786,039)
82,627 71,736 o 51,040 50,836 202,239
(250221}
42018
R 5 343
(8,14%)
.(2,“5}
T
41,1;;
S {;:4,5?}
R .3.3,1"34
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MEDIKA d.d. and i&s subsidiarics
NOTLES TO TIHE SEPARATE FINANCIAL STATEMENTS (continnued)

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 6 - SEGMENT INFORMATTON {conlinued)

The segments’ resufts Tor the yvear ended 31 December 2017 are as [ullows,

Wholesale

Retail

- C Total
fir thowsends of IIRE) FPharmacies  Iospitnals Other Ot
pharmacies
Sales revenue 1,103,739 BE1K25 468 716 351 3K 2.TT5 608
Sales and other revenue —
related parties (Note 31} 35440 - 294 - 35,734
Other ingame M0 5 11,971 2,933 o 15229
Total income L1392 A7 ¥51.H30 483,981 354,341 28266
Cost of goods sold (1,050,205) (782,917 (430365} (271210 (2,534,697}
Scpment result 89,274 65,919 su,616 83,130 241,939
CInorating cxpenscs (254917}
Profit fronm operations 37,022
Finznecial income 11,638
Finsncizl cxponses {12,812}
Met financial lss {974}
Share in the peofit of associares 1,784
Profit before tax 37,837
Ieome tax 5,672
Profit for the year 43,500
The analysis of trade receivahles by the segments al 31 Theeomber 2018 is as Tollows:
oo ¥ h0lcsale Retail
. . " . Own Tuotal
i theusands of FRE) Pharnacies Hospilals {)ther pharmacies
,:.;?{Li{;muuivahm{ [Merde 198,436 R7R,261 20,075 46,376 1,154,548
The analysis of trade receivables by the segments at 31 Threcember 2017 is as (0llows:
Wheolcsalc _ Hetail
, ) . . . . Own Total
fin thowsandy of LK) Pharmagics Hospitals Dtlmr  pharmacics
1uds receivablos (Note 273 357 559,562 90,770 71,241 §,094.930

1BAL

Oiher assels are nel analysed by scpment considering the smne assets are used in all segments for
performing activities. Turthermore, the Group docs nol Gellow assels por peogrraphical arcas since il

uperates mersly in the area of Republic of Croatia,
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MLEDIKA (L. and i¢s subsidiarics
NOTES O THE SEPARATE FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 7 - STAVF EXPENSES

018

2017

fin thonsandy of JHE)

MNet zalurics f2,259
Conjributions from and on salancs A/ 31,089
Taxes and suriaxcs 4,463
Munagement honuses 4,071
Iimployee transporlation costs 3,805
Other cmployee henetits /i 3,621
Termination benefits o 4n3

113,831

61,302
31,226
8,431
5,251
3,687
3,108

Al 31 December 2018, there wore 821 persons employed at the Graup (2017 780 employees).

/i Pension contributions recopnised by {he Group as payable (o mandatory pension funds in respect of

2018 amount o HRK 17 425 thousand (2017: HRK 16,494 thousand).

fif Okher employee benelits relate to accruals for unuscd annial Jeave, business trip cxpenses, aids,

ywards and similar.
NOTE 8 — MARKETING AND FPROMOT1I0ON EXPENSES

2018

L

iin Hhronsandy of HRE)

Donalions 6,763

Entertainment 2541

Marketing » L7789
11,124

13,393
2,582

&6
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MEDIKA d.d. and its subsidiaries
NOTES TO THE SEPARATE FINANCTAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBLR 2018

NOTE 9 - OTHER OPERATING EXPENSLS

R BN N N A A e R A L LA e e

2018 2017

fd thorrorndy of HRED

Impairment of trade angd other reccivables, net (Nole 18) 48 B35 50,044
Maintenance of assets, security services and property insurance 14,457 13,165
Malerials and energy 13,332 11,841
lental costs 11,898 12,152
Professional lraining and consullancy scrvices 7,790 B.a7Ts
Taxes and contributions independent of the resulls 3,047 3,904
Bank und paymoent operation charges 2,977 2720
Telephone, postat and utility services 2,066 2,015
Impainnent of intangible assets (Note £5) - 705
Titigation pravisions (Note 27) 483 £526)
Othercosts 4178 4393
110,135 110,183
NOTE 10 - OTHER (LOSSESYGAINS - NET
2018 2017

{in thonsands af HER)

Net foreign exchange tossas — {rade and othet payables (582} {1,116}
{ain on disposal of a subsidiary - 10
Gaing lrom the sale o propurly and cyuipmenl {nct) 745 104
{fains from the sale of intangible asset {net) - 1,814
Mel [urcipn cxchange losses - nade and other receivables (63 {65}
Met foreign exchanpe losses — cash and eash cuivalends 1401y {387

(291) 362

NOTLE 11 - NETF FINANCIAL LOSS
2018 2007

Financial income

fin thomsandy of T

Interest income 5,342 11,638
luterast income — related companies (Note 31) 1 -
5,343 11,638
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MEDIKA d.d. and its subsidiaries

NOTES 10O THE SEPARATE FENANCIAL STATEMFENTS (continucd}

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 11 - NET FINANCIAL T.OSS {continwed)

Financial expenscs

Intercst cxpense:

Bank losns and finance leases
Foreign eschange gains — net

Foreign cxchange gaing
Forcign exchange losses

NOTLE 12 - INCOME TAX

{uirent tax
Taeferred tax liability (Mote 26)

2018

2087

i thonzands of HRK)

{8,247}

262
(163)
09

e

2018

(12,687}
(12,687

8l

(12,612)

2017

{in Hhomsendy of TRE)

4,70
4,736

1.467

8,910
(14,582)

Rooonciliation of the Group’s tux (benefie) / expense as per income slalement and the tax at the stalutory

tax rate is presented in Lhe table helow:

Praofit before taxation

Ineome lax al the rate of 18%, (2017 18%)

Eficct of non-taxable income and 1ax incentives

Effect of non-deductible expenses

Tux ineentives ta encourage investment activity

Tmpairment losses on inlangibhe assets that are not deductible

Effect of deforred tax asset based on lemporary ditferences and tax
mecnlives to encourage mveslment activity (Note 26)

Iiffect of defermed tax based on unvecogmised und unused tax losses
and deductible temporary differences (Note 246)

Income tax

Fifestive tax rate

63

2017

fiu thousandy of JIE)

41,151
7,407
(9,672)
799

17,837
6,810

(£,121)
9,630
{6,620)
127

(14,9813
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MEDIKA d.d. and ity snbsidiaries
NOTES 10 THE SEPARATE FINANCLAL STATEMENTS {continued)

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 12 - INCOME TAX {continued)

According to the caleulation of inconme tax for 2318, a transterable tax lass of HRE 23,174 thousands
was made (2017 HRIC 0}, On his basis (he Company recogniscd deferred tax assets in the amount of
IRK 4,172 thousand, with the option of e to 2023 (Nowe 260,

Under the local regutations, the Tax Awhotily may 4l any lime inspecl the books and records of the
Uroup companies within 3 years following the end of the year in which the tax liahility is reported and
may impose gdditional tax assessments and penaliics. The Munagement is nol fomibiar with any
circumstances which may lead to contingent liabilities in that respect,

Jux incenfives o elCoNye e INvestment dofvity

In secordance with Act on Investment Prometion and [nvestment Climate nprovement, the Company
acquired status of the support measures holder, Based on the Ministry of Eeonomy's cerlificate, Lhe
Company was granted tax incentives as a support tor eligihte labour expenses velated to investment
projesd and supporling maeasures for capital costs ol ihe project in the permitled amount of tax incentives
for investments amounted to HHIRK 12,60] thousand. The Company will have a possibility of reducing
Luture Baa liakdlitdes based on income in order (o deercase income tax rate by 50%, The Company con
use the stated tax incentives latest until 2023, Made investments suhject to supervision of the competent
instilutions fmam Lhe penied of using the supporling measures. If the conditions of states supporting
measures are not accomyplished, the Company will have to retroactively pay ineome tax including delaull
intercst.

Based on the assessment of the profitability of tax relief by the Management Board, in the financial
stalemends [or 2017, the Compaty initially recopnized the total amount of tax reliel yranted as defermod
tax assets and tax revenue. ‘Fhe utilization of deferred tax assets an the hagis of tax relief was recorded
in 2017 al the current tax cxpense of the Company's profit of HRK 6,620 thousand which would be
payable if there was no such relief. In the coming vears, deferred tax asscis will be uiibized in accordance
wilh lux relich, i, the avedlability of tax liability that the Company will be able to mitigate through
incentive measures,
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MEDIKA d.d. and 1is subsidiaries
NOTLES TO THE SEPARATE FINANCLAL STATEMENTS (continned}

FOR Ti1¥ YEAR ENDED 31 DECEMBIR 201¥

NOTE 13 —- EARNINGS PLIL SHARE

Tarnings per share are determined, by dividing the Group’s net profit by the weighted averuge number
of ordinary shares in issue during the yoar, excluding the average mumber of ordinary shares redecrml
and held by Lhe Company as treasury shares. The weighted average number of shares decreascd o 28,230
as the Comparny had transactions involving its treasary shares n 2018,

208 27
Net profit attributable (o the shareholders (fr thuusands af HRE) 33,684 43,509
Weighted average number of sharcs {(excluding treasury shares) 28,230 28,962
Rasic/diluted earnings per share (fn HRK und lipa) £,193.20 1,502,128
i Weighted average numther of shares (exciuding treasury shares) 2018 9017
Numnher of shares (in pleces) 30,194 30,194
Tffect of treasuty shares . $1.964) (1,232)
Weighted average number of shares (excluding freasury shares) 28,230 258,962

n
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MEDKA d.d. and its subsidiarics
NOTES 10O THEYE SEPARATE FINANCIAL STATEMENTS {continued)

FOR TIE YEAR ENDED 31 DECEMBER 2018

NOTE 14 - PROPERTY ANTY EQUTPMENT

Assets pnder i
. ] ) ] . sunstruction i
(Al amonnis are exprassed in thowsands of Land Buitdings Equipme and Total
HRE) i
prepayment
N %
Balance at 31 Decenther 2016
Cost 25227 143,730 E09,040 w054 339064
Avoumulaed deprecistion . {63.3R4) (R3,RRRE) - {147,274
Net carryling amounl 15,227 132,353 25,152 9,054 191,784
For the year ended 31 December 2017
Opening careying amount, net 25227 132,353 25,132 4,054 191,784
Additions - - 559 10,057 10614
Acquisition ol g subsidiary (Nofe 29} - - 3 - 3
Tranafer fom assels under vonsineclion - B3l §.957 {4,788} -
Disposals - (34%) (hdl} - EEI
Depreciation mnd amortisstion T & Y (6.361) . (11,273)
Closing sarrying simonit, et 25,227 127,923 27,664 9,323 190,142
Balanee al 31 December 2017 j
Cost 25227 193,996 10,414 9,323 340,960
Avoumubaied depreciation - {6R.073) [R2,743) - {150.818) /
Net carrying amonnt 25,127 127,923 27,669 4,323 190,142 :
Far the year ended 31 Decembor 2018 /
(pening carmying amaount, net 25,227 27023 27,669 93123 190,142 ”
Additions - - 667 10,872 11,53 ;
Transfer to [ntangible assets (Nowe 15} - - (3} {227} {230
Transter from assets under construction - 330 11,877 {12,207} -
Tiisposals - {75) (188} {10} {373
Tiepreciation and amartisation R 4,922) {7,716} - (12,638}
Closing carrying amownd, net 25,227 123,25h 32206 7,751 133,440 :
Balunie at 31 December 20018 :
Cost 252279 193,876 117,057 7,751 345,511
Accumutared depreciation - (72,6200 {84,851 - {187 AT
Net carrying amouni 25,217 123,256 32,200 1.8 1RR, 440
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MEDIKA d.d. and its subsidiaries
NOTES TO THE SEPARATE FINANCIAL STATEMINTS {continucd}

FOR THE YEAR ENDED 31 DECEMBER 2018

NGOTE 14 - PROPERTY AND EQUIPMENT {continuad)

Loans and finance lease liabilities {Mote 25) have been secured by plodges over properly and cquipment
with o carving amount of HRK 134,863 thousand as al 31 Plecember 2048 (2017
HEK 138,914 thousand}.

Delivery vehicles and a fork lift under finance lease armangements arc as follows:

2018 2017

fin thousands of TTRE)

Cost — capitalised finance leasc 13,532 13,243
Accumulated depreciation £5,123) {4,900
Net cacrying amGnrnt 8,407 R,343
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MEDTKA .d. and its subsidiaries

NOYTES TO THE SEPARATE FINANCTIAL STATEMENTS (continucd)

NOTFL 15 — INTANGIBLE ASSELS

{AR cmonnts gre expressed i thouseends of HRE)

Balauce at 31 December 26
{Cost
Accwmilated depreciaiion and impairment

Net carrying amonnt

For the year ended 31 December 2017

Opening carrying amaount, net
Additions

Tranzfers

Acyuisition of a subsidiary {Nede 29)
Expenses

Impairament {Notc 9]

Depreciation and amorlisalion
Closing cartying stmount, net

Balance at 31 December 2017
Tt
Aceunulaled depreciation and impairment

XNet carrying amount

Eor the year ended 31 December 2018

Opening camying amount, net
Additions

‘Transfers

‘I'tanafer from tangible axsels {Note 14)
L penses

Depracigtion and umoriisation

Clowing carTyitlg amaumnt, net

Balznce at 31 Devembrer 2018
Cost
Accumnulated depreciation and impanment

Nel earryving amourt

Licences, Assets onder
Coodwill  sollwarce and S Total
constructiomn
olher rights i o
T70t6 167 318 32 245,216
_ {H353) | (47.742) .- . (57095)
A7,063 119576 552 188,121
67,6603 119,576 LT 1RE 121
- o5l 4,713 3ATR
- 4,723 {4,723} -
1,254 - - 1,254
- {1,993} {214} (2,207}
{703) - - {715)
- {2,345) - (2.345)
63,212 124,924 Al 189,796
TR.2T 176,045 Gl 255,925
(E0058) (56,071) - {66,129}
63,212 120,924 440 189,796
ak.212 120,924 340 189,796
- 3,025 2,064 5,004
- 2,187 (2,187} -
- 230 - 230
- (K} - (5)
- (2,202} - (2203
fk212 124,156 342 ix2a10
78,270 181,102 542 259014
L0y (56,4461 - {67,004)
124,156 542 192,910

68,212
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BMLEDEK A .. and its subsidinrics

NOTES 10 FHE SEPARATE FINANCIAL STATEMENTS (continued)

NOTE 15 - INTANGIBLE ASSETS (continucd)

Licences
Al the reporting date, pharmacy licences with an indefinite usclul lile amount In total to HRK 113,164
thousand (2017 HRK 110,634 thousand). Pharmacy aclivitics cannot be undertaken without pharmacy
licenees.

fmpairorent test of goodwitl and ficences with indefinite uscful life

The CGroup caleuled recoverable amount using value-in-use method. Valucdn-use eash flow
projeclions were based on a 7-year business plan approved by Management and Director. Discount rule
ol 9.36% (20FT: 8.97%) and terminal prowth rate o[ 2,5% (2017.: 2,5%) were used [or discounting the
projected cash flow. In 2018, the recoverable amount exceeds the carying amount, while in 2017, an
impaittent loss on goodwill in the amauant of 1IRK 705 thousand was recognised based on a goodwill
impairmenl Lest.,

NOTE 16 — INVESTMENTS TN ASSOCIATES

The Ciroup holds 1 49% share in the associalc Zdravstvena ustanova Liekame Jagalié, which was
acquired in 2008,

2018 o7

itn thonsendy of HRE)

Balance at 1 Junuary 21,453 21,318
Share of profit paid (1,553) fl,054)
Trunsler of profit made 1,838 1,789

Balance at 31 Txeeember 21,838 21,453

Informalion on associates for Lhe year ended 31 December can be sumimarised as follows:

Al amotns ave exprassed in thewsandy of HRE) Assels Liabilittes  Income Nel gain
Balance at 31 December 2018

ZU Lijekarne Tapahc 21,827 11,574 59 444 3,954
Total 21,627 11,578 0,844 3,954
(AR cmownts are expressed in thowsemnds of HRE} Assets Liabililies Iocome  Nel gain

Balanee at 31 December 2017

AU Liekarne Japati' 24,323 14,942 55,583 34652
Totsl 24,323 14,942 55,583 3,652
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MEDIK A d.d, and its snbsidinries
NOTES TO THE SEPARATE FINANCIAL STATEMENTS {continued)

FOR THE YEAR ENDED 3T DECEMEBER 2018

NOTE 17 - FINANCTIAT, INSTRUMENTS BY CATEGORY

2018 2017

fin thousandy of HRE)

Finnncial assets — category: I.oans and receivables

T.ans and reccivables { Note 18/v/) 1,184,428 1,168,876

Cash und cash equivalents (Nete20y 28593 o 144785
1,213,021 1,313,661

it thousandy af HRE)

Financial liabilities -~ category: Other linhilities

Trade payablos (Nole 2410 1,217,809 1,178,391

Other liabilities {MNote 24417 26,763 37,768

Tenal horrowings (Noie 25} 276,944 376,660

1,521,516 1,590,819

The gualily of financial receivables not yel duc and not impaired can be assessed bascd on the historical
data about the cusicemers,

The quality of reccivables not yet duc and not impaired is considered from the aspect of the dillerent
credit risk cxposures of the deblors:

2018 2017

fire thonisandy af JHRK)

Pharmueics 124, KiX5 254 085
Haspitals 190,957 169,672
11220 33,824 36,307
Othet _ 56,717 14453
Balance at 31 December 413,303 533,197
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MEDTK A d.d. and its subsidiarics
NOTES TO THE SEPARATE FINANCIAL STATEMENTS {cantinued)

FOR THE YEAR ENDED 31 DECEMRBER 2018

NOTE 18 — TRADE AND OTHER RECEIVARLES

2018 W7

itn thonsands of FRE)
[.ong-tcrn receivablics:

Given loans /if 22083 15,642
Trade receivables fiif 280 1,023
Longr-term deposits 290 3t
22,653 16,976
Current receivablcs:
Trade receivables Aif 1,154 208 1,083,907
Other current recelvables fiif 0,207 4.654
iven loans Av/ Jan 52,623
Given Inans — current poction of non-cumrent reeeivables &/ 7.407 5.8%1
Short-term deposits . 30
1,171,272 1,136,915
1,193,925 1,173,891
{1/ Given loans, #s reporied in the statement of financial position as al 31 December, arc as
follows:
 Effective 2018 2017
_ Interest ratc e e —
{ist thouzands of HRK)
Losns imven o pharmacies 3.004-50% 2R 846 21,047
Cther given loans 4.0%-50% e 2%
Tolal non-m:lrrent receivables, including 29 490 21323
CUTTEIL poTion
Cumrenl portion o non-current receivables {7,407 {5,080)
22,083 15,642
The [air valug of long-term receivables approximates Lhe carrying amounts.
"The maturily ol long-lerm loans is as follows:
2018 2017
{in thowsands of HIRK)
From ! to 2 years 7,380 4.R26
From2toSyeors ] 14694 10816
22,083 15,642
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BIEDIK A d.i. and its subsidiarics

NOTES TO THE SEPARATE FINANCIAL STATEMENTS {continued)

FOR TIIE YEAR ENDED 31 DECEMRER 2018

NOTE 18 - TRADE AND OTHER RECEIVARLES (continucd)

{1if Trade receivables, as reporied in the slatemend. of fingneial position at 31 December, arc as [ollows:

Tomestic trade receivabley

Trude receivables — related parties (Note 31)

Foreign trade receivables

Txpected credit losses

Maturity analysis of receivables:

Not yel due

(O—E80 days past due
181 -360 days past duc
Ower 360 days past due

_...3018 —l}
{in thausands af (IR}

1,157,728 1,095,684
10,260 13,062
975 1,373
1,168,963 1,110,121

(14,415) {15,191}
1,154,548 1,094 930
2018 017

it thonsands of FRE)

Movements n impairmend allewance for trade receivables:

Balance at 1 Jaouary
Decrease (Note 9)
Amounts wrilten-ofl

Bulance ut 31 Pecember

413303 533,397
523,918 405,924
155,538 130,683

o 76,204 40,117
1,168,963 1,119,121
A8 2017

fin tromsandy of HRKD

15.161 16,980
(353) {1.772)
) (17)
14,415 15,191

The carying amounts of the Company's trade and other reecivahles are dennminated in the following

CLTENCIES:

LR
DKK
([P

N3 2017

1o thousandy of FREG

1192962 _ 1,172,522
663 1,108
2RR 171
o 12 =
1,193,925 1,173,8NM
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MEDIKA d.d. and its subsidinries
NOTLES TO THFE SEPARATE FINANCIAL STATEMENTS (conlinned}

FOR TIE YEAR ENDED 3t DECEMBER 2918

NOTLE 18 — FRADFE AND OTHLER RECEIVARLES (continucd)

fitif Other rovcivables, as reported n the balance sheet as at 31 Decembe, are as follows:

AR 20197
fir thausands of {RX)
Prepaid expenses 5,898 THY
VA'| receivables nod yet recopnized 2,628 3,327
Oder 683 347
9207 4,654

fivf Given loans, as reported in the balance shect as at 31 December, arc as follows:

Effective intercst

2018 2017
rate
o ihnusands of [IRK)

(iven Inans 3.0% B 1,698 105,742

1,658 05,742
tmpaiment allowanee o 1308 (53,119)

399 52,623

Maovements in reserves for impairment of given loans:

2018 2017

fin thousands aof HRE)

Balanec at 1 January 53,119 1,208
Increase {Mole ¥ 44 508 51,321
Wiilc-of o (101.319) o T
Ralance at 31 December 1,208 53,119

In 2018, the Company adjusted the value of boan receivables to Agrokor d.d. inthe tatal amount of HRK
50,006 thousand, and derecognised Lhe principle in the amount of HRK 100,006 thousand, together with
the itterest receivables in the amount of 1HIRK §,313 thousand.
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MEDIKA d.d. and its subsidiaries
NOTLES 10 THE SEPARATE FINANCEAT STATEMENTS (continucd)

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 18 - TRADE AND OTIIER RECEIVABIES (continucd)
/v Financial asscts by category include the Tollowing:

2018 2017

fin fronsands of HRE)

(Fiven cash loans 20910 62,563
CGliven commodily loans R0 11,383
Trade reecivables 1,154,548 1,094,530

1,184,428 1,168,876

‘The commodity loans given relate to trade reccivables past due that have been reprogrammed and the
payment has been agreed in fiture periods. The loans are net intended 1o generate financial benefit, e
rather 1o cotlect current roecivables from customers.

NOTE 19 - INVENTORIES
2018 2017

itn thowsardy of ARE)

Trade goods 330,020 289,036
Trade goods  rofated parties {(Note 31) 13324 14 473
Prepaymenils tiade 3,217 3,755
Materials K 302
Impairment allowance on invenlorics (869 (353)
346,266 307,213

In 2018 the CGroup recognised an aHowance in the amount of [IRK 5,624 thousand (201 7: HRK 4,504
thousand) as ar capense, which refates Lo damaged, expired invenlories and inventorics withdrawn from
1the market which is included in the enst of goods sold,

Inventorics in the smount of HRK 130,000 thousand (2017 HRK 130,000 thousand) have been pledyped
ay collateral for the bormowings (Note 25).

NOTEF. 20 - CASH AND CASI LQUIVALENTS
_ s 2017

fin ihonsands of JIRK)

Domestic cwrency (HRK) account balance 25,492 144,746
Foreign cutrency aceount balance 72 1Y
Cash i hand 22 23

28,593 144,785

Cash on HIRK and forcign-currency denominated accounts is held wilh corimereial banks in Croatia.
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MEDIKA d.d. and fis subsidiaries

NOTLES 10O THE SEPARATE FINANCIAL STATEMENTS (continucd}

NOTE 21 - STIARE CAPITAL

At 31 December 2018, the share capiial of the Company amomiz to LIRK 209,244,420 thousand
(31 Deeember 2017 FIRK 209,244,420) and is divided into 30,194 shares (2017 30,194 shares). The
nominal value per share amounts (o HRE 6,930 (31 December 2017, TIRK 6,930). All issued shaves are

fully padd in.

Ralance ai t January 2017
Reloase of treasury shares 'Y

Acquisition ol lressury shares e

Balance at 31 Pocembor 2007

Balatce at 1 JTaomary 2018

Avcquisition of treasury shares it

Balznce at 3 December 2018

. . . Capital
Nl’? mbcl_ Share capilai Freasury gains’ Taotal
of shares shares
e {lesscs) _
{in pigces) fin thawsands of [IRE)
30,194 204,715 (13,221} {8,313 183,181
- - 265 655 1,620
, - (3,347) - (3,342)
- 4,529 - o 4,524
30,194 209,244 {15,508) [7,658) 185,988
30,194 209 244 {15,598 (7.658) |R 5,988
o . : (21,388) - {28,589}
30, 1% 209,244 (37,187 (7.638) 144,309

Wiy T 2018, there was no release of treasury shares (2017: 100 trcasury shares were granted to the key

managemenl ).

Wit in 2018, the Compeny acquired 1,500 treasury shares {2067 238 treasury shares).

4iiiy There was no change m the share capital ilem in 2018, The share capitat was increased based on the
decision of the Generat Assemihly held on 18 May 2017, The Commercial Courl in Zagreb issued a
decision on the registration of the increase ol share capital onl2 July 2017, The share capital was
increased by @ lolul of HRE 4,528 thousand from esrnings retained in prior poriods,

The ownership structure of the Company as at 31 Decemher is as follows:

Auctor d.o.a,

Miva Hrvatska d.owo.
Ciher dopal persons
Keka d.d. Nove Mesto
Treasury shares
Matural porsomns

Tatal

pal 2017

Number o Number o

of sharcs o of shares s
9,921 32.868% 14,305 47 3%
7,646 25.32% T Gy 25324
3,974 P3.10% 1,123 392%
3614 11.497% 3614 1197
2,440 G.74% 1,440 4.7
2,099 B.95% oS 6.84%

30,144 L% 30,394

100%%

At 3 December 2014, Auctor d.o.o. hald 9,921 sharcs, which represents 36.40% (2017: 49.75%) of
shares with voling righis taking itto account non-voting treaswry sharcs.
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MEDIKA d.d. and its subsidiaries

NOTES 10 THFE SEPARATE FINANCIAL STATEMENTS (continucd}

FOR THLE YEAR ENDED 31 DECEMBER 2018

NOTLE 22 - RESERVES

fia thousands af HEK) Lepal rescrves
Balance at 31 December 2016 18,466
Changes during the year B3
Balance at 31 December 2017 15,548

Chanpey during the vear -

Ralance at 31 December 2018 18,548

Reserves for

treasury Total
shares

48,812 67,278

- 32

48,812 67,3610

48 812 67,360

Legal reserves amaunt to TIRK 18,548 thousand {31 December 2007 JIRK 18,548 thousand),

Tt 2017, the legal rescrves were increased from the olher veserves (in retained samings) bascd on a

decision adopted at the Ceneral Assembly held en 18 May 2017,

NOTE 23 - RETAINED EARNINGS

Ilncluded in Lhe relgined earning are other Tescrves in the total amount of HEK 31,714 thousand (2017:

HREK 31,714 thousznd).

The other reserves in the amount of HRK 31,714 thousand comprise reserves arisen as a resull of

hyperinflation during Lthe 19908, which resulted in a high tncrease of prices.

I 2017, the (General Asscrbly adopled in its meeting held on 19 Decernber 2017 a decision to distribute
dividends from the retained earnings in the amouni of HRK 57,984 thousand. The dividend per share

ameunded o TTRE 2,000,000,
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MIDIKA d.d, and ils subsidiaries

NOTES 10 THE SEPARATE FINANCTAL STATEMENTS {continued)

FOR TTIE YEAR ENDED 31 DECEMBER 2018

NOTE 24 - TRADE AND OTHER PAYABLES

Trade payahles /i
(ther liabilitics At

Aif Trade payables recognised as at 31 December arc as [olows:

TForeign trade payables
Diamestic trade payables

Frade payables - relaled parties (Note 31

2018 217

{tn thomsands of HER)

1,217,809 1,176,391
36,763 37,768
1,244,572 1,214,159
2018 2017

fin thousands of HRK)

769,708 459,658
375,422 598,321
e ABBT9 118,412
1,217,809 1,176,391

The carrying amounts of the Company's trude payables are denominated in the following curencies:

1MEK
ELR
NEKEK
Other curTenecics

{11/ Olher payables recopnised as at 31 Necember are as follows:

VAT payable
Salaries payahle
Unuscd annusl koave

Oither taxes and confributions payable

Dividends payablc
Oiher

2018 2017
{in thousands af HERD)
499, B 768,542
499 983 393,277
17,654 14,571
1,217,809 1,176,3N
2018 27

(T thausands of HRK)

9,805 g 214

9183 8,961

3,007 2,580}

154 o

: 12,030

.......................... 4494 . dHl6
26,763 37,768
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MUDIKA d.d. sod its subsidiaries
NOTFES TO FLIE SEPARATE FINANCIAL STATEMENTS (continucd}

FOR THE YEAR ENDED 31 BECEMBER 2018

NOTE 25 - RORROWINGS

2018 2017

fin Fhonsands of ARE)
T.ong-term:
Finumcial lease Aif 6,114 5,785

Short-term:

Shori-letm 1oans /if 267,235 367,694
Financial lease Al R 3,179

270 830 70,875
Total orrowings 276,944 376,600

{if Shortterm loans relale to financing from various banks for working capilal purposes. They are
denominated in Croatian kunas (HRE), with marurities runging [rom three to eleven months. A
porticn of the loans are with 2 fixed interest rate.

fitt T.ong-term finance leasc liabilities relate to the purchase of delivery vehicles and 4 [ork 1ifl. Tn 201,
new leuse conlracts were concluded, with an interest rate of 2.75% (2017 2.82%-3.13%). The leasc
lighilities are repayable within four to six years and are sceured by a pledge over all Lhe vehicles and
the fork il subjcet to the finance leasc (Nole 14), Tease liabilities are clleclively secured since the

The gross Gnance lease liability is as follows:
2018 2017

iin thousands af HRE)

Upta 1 vear 3,807 3,408
1 to 3 years 6,326 6,010
Fulure linancing costs A (454)
Carrying amount ol the tinance leaze liabilitics 9. 689 8,964

The catrying amount of the finance kease liahitity is as follows:

2018 m7

fire thinssasds of FIRK)

Upto | yoar 3,375 3,179
110 5 years o114 3,785
4,689 8,964
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METMEKA d.d. and its subsidiaries
NOTES TO THE SEPARATE FINANCIAL STATEMENTS {continued)

FOR THE YEAR ENDED 31 DECEMBLER 2018

NOTE 25 - BORROWINGS (continoed)

‘The long-term portion iz due and payable as [ollows:

2018 2017
{in fonsoandy of FRE)

| to 2 years 2,750 2,624
2 lo 5 years e 304 3,161
6,114 5,785

The eftective interest rates at the reporling date are as follows: :
2018 2017

IIRK FIR HRK EUR /

%o Yo pl Fi i

Long-term borrowings
I'inancial fease - 282G 397 - 2829 3.97%

Short-term buerrowings
Shori-term lodans 1.81%—2.10% - DTORG D O

The fair vatue of the finanee lease labdlities approximates their carrying amounts.
The carrying amounts of bong-term and shorl-lerm bortowings correspond matnly with their fair values.

'The Company®s cxpusure o changes in the interest rates on the borrowings sned the coniractual repricing
dates al the reporiing date iz as follows:

2018 27
fin thousands of {IRK)

Yariablc-rate borrowings

1p to 3 months L3432 A4, 009

3 to 12 months 15,635 223,064

Over 1 year L 2232 N
1039899 263,073

Fixed-ratc loans

Fixcd-rate loans e DT 143 113,587
167,045 113,587

Total horrowings 276,944 376,661

Given that borrowings in the amount of HRK 167,045 thousand bear interest at fixed rates (2017 HRK
113,587 thousand), there is no exposure to interest rate changes.

4



MEDIKA d.d. and its subsidiarics

NOTES TO THE SEPARATE FINANCEAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 15 - BORROWINGS (continucd)

The carrying amounts of Lhe Group®s borrowings were lranslaled from the following currencies:

LUR

1K 2017
{in thowsands of HEK}
287,255 367 600
................ 9,689 5,964
376,660

176,944

Loans reeeived are securcd by registered lien over the Group's property and cquipment (Note 14).
inventories (Nole 19) as well as bills of exchange and promissory notes.

NOTE 26 - DEFERRED TAX

Pursuant to the income tax legislation, defemred lax assets and deferved tax liabilitics are measured at the
actual tax rale of 18%, which is cffcetive as from 1 Jamuary 2017,

PDeferred tax assety

fin tirouseneds of
HRFK)

Balanee al L
Junuary 2017
Fax charged to
profit or lass
Tax credited 1o
profit or loss
Balanec at 31
December 2007

Balance at 1
January 2038
Tax charged 1o
prodit or loss
Tax credited Lo
prefit or loss
Balance at 31
December 2015

Lontpair-  Impair- Impair- Limpair-
ment ment  Provisi- bent ment
allowan-  zlowan- ons lor  allowance aliowan-
o 0n cean emnploy- on CC 60
ibventor  veceivab o¢  intenyib- Tax given
-ies -les  benefits Ic assets  inceniives loans

To0 54 237 433 -

(135} REN (423 (211 - -

- - 5,9%] &.000

655 48 145 227 5,981 9,600

655 4% 195 237 5,941 &,000

- (13} {6} - (2.000)

111 - - -

Tisi 35 159 227 -

85

Tax loss
transler

- La. 104

- 14,106
{& 015}

4172 4,283

4,172 11,370

FERR R
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MEDIKA d.d, and iés subsidiarics
NOTES 10 THE SEPARATE FINANCIAL STATEMENTS {continued)

FOR THE YEAR ENDED 3] DECEMBER 2018

NOTE 26 — DEFFERED INCOME TAX {continned)

Deferred tax assets (continued)

Tn 2017, the Company acknowledged the deferted tax asscl based on the Ministry of Eeonimmy®s
cerificele on the stats of the support measures holder for investments, based on the fulfillment of the
conditions of the Act on Investment Promotion and lovesimenl Climaie Tmprovement.

The total amount of subvention that the Company cun wse is HRK (2,601 thousand, of which the
Compaty used 1TIRK 6,620 thousand in 2017 {Note 12). ‘The Company plans to contimue using the
remaining ameuat of the subvention in the following years.

Deferred tax tiahilitics

Acquisition of a

(in thousands of HRE) subsidinry —
liccnees
Ralance at T Jaonary 2017 15,923

Changes during the yoar -

Balance at 31 Decemher 2H7 15,923

Balance af 1 January 2(HE 15,5923
Chanpes during Lhe vear -
Balance at 31 December 2018 15,923

The deferved tax Labilily arose at the acquisition of the subsidiary as a result of the dilTerence arising
from Lhe measurement of assets and liabililics of subsidiaries in consolidation at fair vahies, while the
tax base of assets and lisbilitics remained at the level of expense.

6



MEDNCA dud. and ity subsidiaries

NOTES TO TLHE SEPARATE FINANCIAL STATEMENTS (continucd)

FOR THE YEAR ENDED 31 DECEMBLR 2018

NOTE 27 —PROVISIONS

(in thowsands of HRE) E‘EE::E‘;’;_ dm‘pj;:: Tolal

Balance at 31 December 2017 1,112 572 1,684
[ong-torm portion GHES - 504
Short-term porfion 308 572 80
Balancc at 1 Janmary 2018 1,112 572 1,684
Increase 37 483 620
Utklized during wear (191} - {191}
Balanee at 31 Diecemher 2018 1,058 1,355 2,113
Long-tern portion 740 - 40
Shoti-lerm portion 318 1,053 1,373

Eplaves benefits

I'his provision comprises estitmated long-term employee benefits relading o retirement henefits and
jubilee awards, as defined by the Collective Agreementl. The nom-current partion of the provision relates
to the rights estimalet 1o breomne vested with respect to retirement benefits and jubiles awards that will
b paid one year after the date of the statement of financial pogiion, The current portion includes jubilec
awards and retirement benelits which will be paid within 12 months after the date of Lhe stalement off
[inancial posiiion,

Legal disprles

During 2018, the Group has reversed the provision [or one legal dispute in the total amount of HRK 57
thousand and increased Lhe provisions for legal disputes and for interests por legal dispule in ihe amount
ol HRE. 54% thousand, based on assessment of the attomoeys and the Management. As the amount of the
provisions increase exceeds the amounl of the provisions reversal, the Crroup reported nel expense from
the increasc of provisions amounting to [IRK 483 thousand {Note 95,

NOTLE 28 - OPERATING LEASES
The Company and the Group rent vehicles and office space under operaling lease contracts.

The contractual rents under the operating leases arc as follows:

2HE 2017

(in thourands of HRK)
Upla 1 year 5,962 1,176
| ta 3 years 7,125 9,034
Over 5 yuars Lse 2,200
Contractual rents under operating leases 14,651 17,476
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MEDEKA d.d. and its subsidiaries
NOTES 10 THE STPARATLE FINANCIAL STATEMENTS (continued}

FOR TIL YEAR ENDED 31 DECEMBER 2018

NOTE 29 - ACQUISITION OF SUBSIDIARTES

Acquisition of Lienlth Ensfitutions

In 2018, the Group did not acquire a mew subsidiary. In 2017, the Group acquired 100% ownership over
one pharmacy in the agreed amount of TTRK 1,005 thousand.

From the date of acquisilion to the reporting date of 31 December 2017, on Lhe busis of the newly acquired
snbsidiarics, Lhe Group generated revenucs in the amount of HEK 1,988 thousand and profit in the amount
of HREK 97 thousand. The subsidiary was acquired as o' 1 January 2017.

‘These amounis have been calewlated using the Ciroup's accounding policies. The nel book value of assets
acquired and goodwill determined are as follows:

O A T

2017
fint thousards nf HRK)
Acguisition cost 1,005
- Consideration paid 1,005 G
Fuir value of assets acquired o 249 /
Goodwill (Note L5} 1,254
‘Ihe fair valuc of the acquired asscts is ag follows:
2017

L

fin throwsards of IRE)

Praperty and syuipment {MNate 143 3 f
Inventories 2 :
Keceivables 1,077 :
Cash and cash cquivalents 3450
Corrent lighiliies (L&}
Mol asselys acguired (249} \
Purchase consideration paid in cash 1,045
Cash and cagh equivalents acquired {289y
Net ensh outilew 7 :

In 2017, the Group has allocated the purchase price on identified assets, which include including
intangible assels not identified in the statcmnent of financial posilion, in accordance with IAS 38
“Intangible Asscls™.

The Managemenl of the Croup identificd and fair valued a pharmacy licence as the enly form of
inlangiblc assets which ariscs on the acquisition of medical institutions/pharmacics. The assets were fair
valued at the acquisilion date at the net prescnl vaiue of cash flows [rom the use of identified tangble
and intangible assets of the Group and those divectly attribulable io them.

g5
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MEDPIKA (Ld. and its subsidiarics :
NOTES TO THE SEPARATE FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2018

L L EXP TR R EERTRY

NOTE 30 - SUBSEQUENT EVENTS AFTER REPORTING DATE

in March 2014 the Group slarled enlorgements against 11 customers from the hospilal seginent in the
lal arnount of receivables for goods in the amound of HRE 119,564 thousand for a slowed down
collection.

AEXTAEEIAY PR AR E TR i

After the reporling puriod, the Group paid an advance for the purchasc of a4 pharmacy licence at the
weddress Vukovarska 44 Srebreno.

SRR S s

NOTE 31 - RELATED-PARTY TRANSACTIONS

e R

The Group enters into transactions with relaled partics.

The relaled parties include:

S AL AN L

2018 7
1. Assoviate of Zdravstvena ustancva Ljekarne P'rima Pharme, Zagreb:
Zdravstvena ustanova Ljckarne Jagatié, Zagreh 4094 o

2. The Compmay wilh the majority of voting rights, Le. the parent company Auclor d.o.0,, holds an
ownership interest of 32.86%, 1.e. 36.40% voling shares,

3. Pliva Hryvatska d 0.0, Xagreb, has an ownership inlerest of 25.32% and 28 (5%, of the voting rightls
in the Company.

4, Other relaicd companies; Avctor d.o.o, a related panty of Auctor dowo,

Ralances resulting from transactions with the related parties and included in the statement of [inuncial
position at 31 Becember 201% and 3! December 2017 as well as the tlems resulling from these
lransaclions are as follows:

i
#

fin thowsands of HREG Note 2018 2017

A R R R T

Trade and ether receivabies
Prosede recenatdes

Associate nf Z1T Ljckwme Prima Pharme 10,053 12,835
Plive Hrvatska d.o.o. 207 _22?
18 10,260 13,062

Inventarics
Pfiva Hrvalska d.o.o. 13,328 14 473
19 13,328 14,473

Payables to suppliers
Pliva [Irvarska d.0.0. 72 A7Y 118,412
24 72679 118,412

Sales and other incone
Associate of AU Ljekarne Prima Phame 37,483 35,444
Pliva Hrvarska d.o.0. 57 286
56 37,570 35734

g9



MEDIKA d.d. and iis subsidiaries
NOTES TO THE SEPARATE FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2018

NOTE 31 - RELATED-PARTY TRANSACTIONS (continucd)

fin thousands af [IRK) Naote 2018 7

Financial income

Oither related companies 11 [ -
1 =
Purchase of trade goods
Pliva ITrvatska d.ovo. 183,955 212,189
o 143,955 212,189
Key management compensafion —salaries and 8,660 8121
bonuses for five members
Supervisory Board and Audil Committee 452 453

compensation
NOTE 32 - APPROVAL OF FINANCIAL STATEMENTS
The consolidated financial stalements set out on pages 33 to 90 were approved by the Management of

the Company in Zagreb on 21 March 2019,

Signed on behall of the Management of the Company on 21 March 2014%:

Jasminko Ilerceg
Diirector
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