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1. REPORT ON COMPLIANCE WITH THE PRINCIPLES AND RECOMMENDATIONS OF THE BANK OF
RUSSIA CORPORATE GOVERNANCE CODE

This report on compliance with the principles and recommendations of the Corporate Governance Code of the Bank of Russia (the “CG Code”) was
reviewed by the PAO Sovcomflot Board of Directors as part of its review of the 2018 Annual Report of PAO Sovcomflot at the meeting held on 11 April
2018.

The Company's corporate governance system is based on Russian statutory requirements and applicable international best practices of corporate
governance.

The Company recognises that high standards of corporate governance are important not only for improving investment attractiveness, but also for
enhancing the Company’s performance and reputation.

In the reporting year the Company continued work to improve the corporate governance model and practices. In accordance with the road map for
implementing the CG Code at PAO Sovcomflot, approved by the Board of Directors in 2015, the following key internal documents that set forth the
principles of corporate governance were updated (or re-approved): Amendments to the Charter of PAO Sovcomflot and Regulations on the PAO
Sovcomflot Board of Directors. These documents were updated to reflect recommendations of the CG Code, as well as the specifics of the Company's
operations. The results of the CG Code implementation in accordance with the road map were reviewed by the Company's Board of Directors in 2018.

The form below contains the recommendations of the Corporate Governance Code observed, partially observed or not observed by the Company, with
justification of the reasons for non-observance (or partial observance) and indication of alternative mechanisms used by the Company and its plans for
improving the corporate governance system.

Principles of corporate governance Criteria for assessing compliance with the Status of |Explanations for deviations from criteria for
principle of corporate governance compliance | assessing compliance with the principle of
with the corporate governance
principle of

corporate
governance

1.1 |The company should ensure fair and equal treatment of all its shareholders in the course of exercise by them of their right to participate in management of the

company.
1.1.1 The company should afford its shareholders the 1. The internal document of the company Not Considering the fact that the sole shareholder of
best possible opportunities to participate in approved by the general meeting of shareholders observed  PAO Sovcomflot is the Russian Federation, in
general meetings, create conditions for and governing procedures for holding a general accordance with Clause 3, Article 37 of the
developing a well-grounded position on the meeting is available in the public domain. Federal Law "On Joint-Stock Companies’, the
items on the agenda of the general meeting and (nor}— bl provisions defining the procedure and time limit
coordinating their actions, and also an . . applicable) for preparing, convening and holding the general
R . . 2. The company provides convenient ways of . . -
opportunity to express their opinions on the e ith th bli h as th meeting are not applied, except for provisions
issues discussed communncatpns wit ,t € public, su_c asthe . related to time limit for holding annual general
hotline, e-mail or online forum, which enable its meeting
shareholders to express their opinions on the ’
agenda during preparations for holding the
general meeting. The said actions were In accordance with the Regulations on the
undertaken by the company before each general Management of the Federally Owned Shares of
meeting held during the reporting period Open Joint-Stock Companies and Exercising the
1.1.2 Procedures for notification of the general 1. A notice of the general meeting was posted ipzaal _R|gr.1t ﬂ: t:/|e Part|C|pat|orf1 gf theJ R.u551an
meeting and provision of materials for it should  (published) on the website at least 30 days prior ederation in t € anfgement o een oint-

. Stock Companies (the “Golden Share”) approved
enable the shareholders to get properly prepared to the date of the meeting. by Russian G Resolution No. 738 dated
for participation therein y Russian overnmer‘n esolution o ate

December 2004, the rights of the Russian
2. The notice of the meeting includes the venue Federation as a shareholder are exercised by the
of the meeting and documents required for access Federal Agency for State Property Management
to the premises. (Rosimushchestvo) as agreed with the Russian

Ministry of Transport

3. The shareholders were granted access to
information on who proposed items for the
agenda and nominated candidates for the board
of directors and auditing commission of the
company
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1.1.3 During the preparation for and holding of the
general meeting the shareholders should be able
to freely and timely receive information about the
meeting, to pose questions to members of the
company's executive bodies and board or
directors, and to communicate with each other

1. In the reporting period the shareholders were
given the opportunity to pose questions to
members of the company's executive bodies and
board of directors before and during the annual
general meeting.

2. Positions of the board of directors (including
special opinions recorded in the minutes)

regarding each item on the agenda of the general

meetings held during the reporting period were
set out in the materials for the general meeting.

3. The company provided the eligible
shareholders with access to the list of persons
entitled to attend the general meeting from the
date it was received by the company in all cases

when general meetings were held in the reporting

period

1.1.4 There should be no unjustified difficulties
preventing shareholders form exercising their
right to demand that a general meeting be
convened, to nominate candidates to the
company's governing bodies, and to place
proposals on its agenda

1. In the reporting period the shareholders were
able to place proposals on the agenda of the
annual general meeting at least during 60 days

after the end of the corresponding calendar year.

2. In the reporting period the company did not
refuse to include shareholder proposals on the
agenda or candidates for the company's bodies

due to typos and other insignificant flaws in such

proposals

1.1.5 Each shareholder should be able to freely
exercise his/her right to vote in a straightforward
and most convenient way

1. An internal document (internal policy) of the
company contains provisions whereby each

participant in the general meeting may, until the
end of the general meeting, request that a copy of
the voting ballot filled out thereby be certified by

the counting commission

1.1.6 Procedures for holding a general meeting set by
the company should provide equal opportunity to
all persons present at the general meeting to
express their opinions and ask questions that
might be of interest to them

1. At the general meetings of shareholders held in

the form of joint presence during the reporting

period a sufficient time for reports on the agenda

was provided and there was sufficient time to
discuss these issues.

2. Candidates to the company's management and
control bodies were available to answer questions

from shareholders at the meeting at which their
candidatures were put to the vote.

3. When making decisions related to the
preparation for and holding of general meetings,
the board of directors considered using
telecommunication systems to provide the
shareholders with remote access to the general
meetings during the reporting period

1.2.1 The company should develop and put in place a
transparent and clear mechanism for determining
the amount of dividends and their payment

1.2 |Shareholders should be given equal and fair opportunities to participate in the profits of the company by means of receiving dividends

1. The company has developed a dividend policy

which has been approved by the board of
directors and disclosed.

2. If the company’s dividend policy uses indicators

from financial statements to determine the

dividend amount, the respective provisions of the

dividend policy take into account indicators of
consolidated financial statements

Observed

1.2.2 The company should not make a decision on the
payment of dividends, if such decision, without
formally violating limits set by law, is unjustified
from the economic point of view and might lead
to false assumptions about the company’s
activities

1. The dividend policy of the company clearly
indicates financial/economic circumstances in
which the company should not pay dividends

Observed
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Status of |Explanations for deviations from criteria for
compliance | assessing compliance with the principle of
with the corporate governance

Criteria for assessing compliance with the
principle of corporate governance

principle of
corporate
governance

1.2.3 The company should not allow the deterioration
of the dividend rights of its existing shareholders

1.2.4 The company should strive to rule out any ways
through which its shareholders can obtain any
profit (gain) at the expense of the company other
than dividends and liquidation value

1. In the reporting period the company did not Observed
take any action leading to the deterioration of

dividend rights of its existing shareholders

1. In order to rule out any ways through which Not
shareholders can obtain any profit (gain) at the observed
expense of the company other than dividends and (non-

liquidation value, the company’s internal
documents establish control mechanisms
ensuring that any persons affiliated (associated)
with its major shareholders (individuals who have
the right to dispose of the votes attached to
voting shares) are identified in a timely manner as
well as the procedure for approval of transactions
therewith in instances where such transactions
are not formally recognised under the law as
interested party transactions

In accordance with Article 81 of the Federal Law
"On Joint-Stock Companies’, the Russian
Federation as the sole shareholder of PAO

applicable) Sovcomflot is not deemed to be a controlling

person and the affiliation criteria are not applied

1.3 |The corporate governance system and practices should ensure equal terms and conditions for all shareholders owning shares of the same class (category), including

minority and foreign shareholders, as well their equal treatment by the company

1.3.1 The company should create conditions which
would enable its governing bodies and
controlling persons to treat each shareholder
fairly, in particular, which would rule out the
possibility of any abuse of minority shareholders
by major shareholders

1. During the reporting period, procedures for Not
managing potential conflicts of interest of major  observed
shareholders were efficient and the board or (non-
directors paid due attention to the conflicts applicable)

between shareholders, if any.

The sole shareholder of PAO Sovcomflot is the
Russian Federation

1.3.2 The company should not perform any acts which
will or might result in artificial redistribution of
corporate control

1. There are no quasi-treasury shares or they were Observed
not voted during the reporting period

1.4 |Shareholders should be provided with reliable and effective means of recording their rights in shares as well as with the opportunity to freely dispose of their shares

in a non-onerous manner

1.4.1 Shareholders should be provided with reliable
and effective means of recording their rights in
shares as well as with the opportunity to freely
dispose of their shares in a non-onerous manner

1. The quality and reliability of the work carried ~ Observed
out by the company’s registrar in keeping the
register of securities owners meet the needs of

the company and its shareholders

2.1 |The board of directors should be in charge of strategic management of the company, determine major principles of and approaches to creation of a risk management

and internal control system, monitor the activity of the company’s executive bodies, and carry out other key functions

2.1.1 The board of directors should be responsible for
decisions to appoint and remove executive
bodies, including in connection with their failure
to properly perform their duties. The board of
directors should also carry out supervision to
ensure that the company’s executive bodies act in
accordance with the approved development
strategy and main business goals of the company

1. The board of directors has the powers set forth Partially
in the charter to appoint and remove members of observed
executive bodies and determine the terms and

conditions of contracts with them.

2. The board of directors reviewed the report(s) of
the sole executive body and members of the
collegiate executive body on the implementation
of the company’s strategy

In accordance with the current Charter of PAO
Sovcomflot, the authority to form the sole
executive body and early terminate its powers is
vested in the general meeting of shareholders -
the Company's sole shareholder (Art. 12 of the
Charter); the authority to form the collegiate
executive body and early terminate its powers
and to determine the remuneration and
compensation for its members is vested in the
Company's Board of Directors (Art. 13 of the
Charter).

The Board of Directors reviews reports from the
Company's executive bodies concerning the
implementation of the Company's strategy on a
regular basis in accordance with the requirements
of the Company's Charter

2.1.2 The board of directors should establish basic
long-term targets of the company'’s activity,
evaluate and approve its key performance
indicators and principal business goals, and
evaluate and approve its strategy and business
plans in respect of its principal areas of
operations

1. Items discussed at the board of directors Observed
meetings during the reporting period included the

progress in implementation and updating of the

strategy, approval of the company’s financial and

business plan (budget), as well as criteria and

indicators (including intermediate indicators) of
implementation of the strategy and business

plans of the company
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Principles of corporate governance Criteria for assessing compliance with the Status of |Explanations for deviations from criteria for
principle of corporate governance compliance | assessing compliance with the principle of
with the corporate governance

principle of
corporate
governance

2.1.3 The board of directors should determine the 1. The board of directors determined the Observed
principles of and approaches to creation of a risk  principles of and approaches to creation of a risk
management and internal control system in the  management and internal control system in the
company company.

2. The board of directors evaluated the company’s
risk management and internal control system
during the reporting period

2.1.4 The board of directors should determine the 1. The company has developed and implemented Observed
company’s policy on remuneration and/or a policy(ies) on remuneration and/or
reimbursement (compensation) of expenses for ~ reimbursement (compensation) of expenses for
members of the board of directors and executive members of the board of directors and executive
bodies and other key managers of the company  bodies and other key managers of the company,
which was approved by the board of directors.

2. Matters related to the said policy(ies) were
considered at meetings of the board of directors
held during the reporting period

2.1.5 The board of directors should play a key role in 1. The board of directors plays a key role in Observed
prevention, detection and resolution of internal  prevention, detection and resolution of internal
conflicts between the company’s bodies, conflicts.

shareholders and employees

2. The company has established a system
designed to identify transactions involving a
conflict of interest and a system of measures
aimed at resolving such conflicts

2.1.6 The board of directors should play a key role in 1. The board of directors has approved regulations Observed
procuring that the company is transparent, on information policy.
discloses information in full and in due time, and
provides its shareholders with unhindered access

to its documents 2. The company has designated persons

responsible for implementation of the information
policy

2.1.7 The board of directors should monitor the 1. The board of directors reviewed the company’s Observed
company’s corporate governance practices and corporate governance practices during the
play a key role in its material corporate events reporting period

2.2 |The board of directors should be accountable to the company’s shareholders.

2.2.1 Information about the board of directors’ work 1. The company’s annual report for the reporting  Observed
should be disclosed and provided to the period includes information on attendance of
shareholders meetings of the board of directors and
committees by individual directors.

2. The annual report contains information on
principal results of evaluation of the work of the
board of directors performed during the reporting

period
2.2.2 The chairman of the board of directors must be 1. The company has a transparent procedure, Observed
available to communicate with the company’s which enables its shareholders to pose questions
shareholders to the chairman of the board of directors and

express their positions on them
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Principles of corporate governance

Criteria for assessing compliance with the Status of
principle of corporate governance

with the

principle of

corporate

governance

Explanations for deviations from criteria for

compliance | assessing compliance with the principle of

corporate governance

2.3 |The board of directors should be an effective and professional governing body, which is able to exercise objective independent judgments and make decisions in the
best interests of the company and its shareholders

2.3.1 Only persons with impeccable business and 1. The procedure for evaluating the performance  Observed
personal reputation as well as knowledge, skills  of the board of directors adopted in the company
and experience necessary to make decisions that includes, but is not limited to, assessment of the
fall within the competence of the board of professional qualifications of the board members.
directors and are required for the effective
performance of its functions should be elected to . . i
the board of directors 2. Ir'1 the re.port'mg penoq the board of directors

(or its nominating committee) evaluated
candidates to the board of directors to determine
whether they have the necessary experience,
knowledge and business reputation, whether
there was any conflict of interest, etc.

2.3.2 Members of the company’s board of directors 1. In the case of each general shareholders Not Members of the Company's Board of Directors are
should be elected through a transparent meeting with an agenda including the election of observed  elected following a review of the candidates by
procedure enabling the shareholders to obtain the board of directors held during the reporting  (non- the commission for selecting candidates to the
information about candidates sufficient for them period, the company presented to the applicable) governing bodies of companies with state

to get an idea of their personal and professional
qualities

shareholders biographical details of all candidates
to the board of directors, the results of evaluation
of the candidates by the board of directors (or its
nominating committee), information on whether
the candidates meet the independence criteria in
accordance with recommendations 102 - 107 of
the Code, and the written consent of the
candidates to be elected to the board of directors

participation, which enables the shareholder to
receive information about the candidates
necessary to get an idea of their personal and
professional qualities

2.3.3 The composition of the board of directors should 1. As part of the procedure of evaluating the work Observed
be balanced, in particular, in terms of of the board of directors during the reporting
qualifications, experience, knowledge and period, the board of directors reviewed its own
business skills of its members. The board of needs in terms of professional qualifications,
directors should enjoy the confidence of the experience and business skills
shareholders

2.3.4 The membership of the board of directors should 1. As part of the procedure of evaluating the work Not In accordance with Article 12.4 of the Company's
enable the board to organise its activities in a of the board of directors during the reporting observed  Charter approved by the shareholder, members of
most efficient way, in particular, to form period, the board of directors considered whether (non- the Board of Directors, numbering nine, are
committees of the board of directors, as well to ~ the number of members of the board of directors applicable) elected at the general meeting of shareholders.

enable substantial minority shareholders of the
company to elect a candidate to the board of
directors for whom they would vote

met the needs of the company and the interests of
its shareholders

The sole shareholder of PAO Sovcomflot is the
Russian Federation

2.4 |The board of directors should include a sufficient number of independent directors.

2.4.1 Anindependent director should be a person who
has sufficient professional skills, experience and
independence to have his/her own position, is
able to make objective and bona fide judgments,
free from the influence of the executive bodies,
any individual group of shareholders or other
stakeholders. It should be noted that, under
normal circumstances, a candidate (or an elected
member of the board of directors) may not be
deemed to be independent, if he/she is
associated with the company, its substantial
shareholder, material counterparty, competitor, or
the government

1. During the reporting period all independent
members of the board of directors met all the
criteria of independence set out in
recommendations 102 - 107 of the Code or were
determined to be independent by decision of the
board of directors

Partially
observed

During the reporting period the independent
members of the Board of Directors met the
criteria of independence or were determined to
be independent by the commission for selecting
candidates to the governing bodies of companies
with state participation and, subsequently, by the
decision made by the sole shareholder at their
election
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principle of corporate governance

2.4.2 Candidates to the board of directors should be 1. During the reporting period the board of Partially Independent members of the Company's Board of

evaluated to determine whether they meet the
criteria of independence, with a review to
determine whether or not independent board
members meet the independence criteria
conducted on a regular basis. When carrying out
such evaluation, substance shall take precedence
over form

directors (or its nominating committee) formed an
opinion on the independence of each candidate to
the board of directors and submitted the relevant
report to the shareholders.

2. The board of directors (or its nominating
committee) reviewed the independence of the
current board members identified as independent
directors in the company’s annual report at least
once during the reporting period.

3. The company has developed procedures
determining which actions a board member is
required to undertake in the event that he/she
ceases to be independent, including an obligation
to notify the board of directors to this effect in a
timely manner

observed

Directors are elected following a review of the
candidates by the commission for selecting
candidates to the governing bodies of companies
with state participation, which enables the
shareholder to receive information about the
candidates necessary to get an idea of their
personal and professional qualities.

The criteria of independence are defined in the
Regulations on the Company's Board of Directors
and are similar to those defined in the CG Code

2.4.3 Independent directors should account for at least

one-third of all directors elected to the board of
directors

1. Independent directors account for at least one-
third of the total number of board members

Observed

2.4.4 Independent directors should play a key role in

preventing internal conflicts in the company and
its performance of material corporate actions

1. Independent directors (who have no conflict of
interest) carry out a preliminary evaluation of the
company’s material corporate actions that could

involve conflicts of interest and the results of this
evaluation are presented to the board of directors

Observed

2.5 |The chairman of the board of directors should help it carry out the functions assigned to the board in a most efficient manner.

take the necessary measures to provide the board
members in a timely manner with information
required to make decision on issues on the
agenda

directors to take measures to ensure that
materials relating to the agenda of the board
meeting are provided to the board members in a
timely manner is set forth in the company’s
internal documents

2.5.1 The chairman of the board of directors should be 1. The chairman of the board of directors is an Partially Considering the fact that, in accordance with
an independent director or the senior independent director or the senior independent ~ observed  Russian Government Resolution No. 738, the
independent director among the company’s director among the independent directors is Chairman of the Board of Directors of the
independent directors should be identified, who identified. Company (in which 100% of the shares are held
would coordinate work of the independent by the Russian Federation) is charged with certain
directors and liaise with the chairman of the . . X duties, including deciding on the need to obtain
board of directors 2. The role, r|qhts and dut|e's of th? chairman of voting directives for the Board of Directors
the‘boz_ard of dII'ECtOI‘S‘ (and, if applicable, the members who are government appointees on the
jsemor |ndepenqe.nt director) are properly defined agenda items of the Board not expressly specified
in the company’s internal documents in Russian Government Resolution No. 738, a
government appointee who has sufficient
knowledge and experience, taking into account
the specifics of the Company's activities, is
elected as Chairman of the Company's Board of
Directors.
The role, rights and duties of the Chairman of the
Board of Directors are defined in the Regulations
on the Board of Directors approved by decision of
the Company's sole shareholder
2.5.2 The chairman of the board of directors should 1. The performance of the chairman of the board  Observed
ensure that the board meetings are held in a of directors was evaluated as part of the
constructive atmosphere and that any items on  procedure of evaluating the performance of the
the meeting agenda are discussed freely. The board of directors in the reporting period
chairman should also monitor fulfilment of
decisions made by the board of directors
2.5.3 The chairman of the board of directors should 1. The duty of the chairman of the board of Observed
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principle of
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governance

2.6 |Members of the board of directors should act in good faith and reasonably in the best interests of the company and its shareholders, being sufficiently informed, with

due care and diligence

2.6.1 Board members should make decisions
considering all available information, with no
conflict of interest, treating all shareholders
equally, and in the context of normal business
risks

1. The company’s internal documents establish
that a member of the board of directors shall
notify the board of directors if he/she has a
conflict of interest relating to any item on the
agenda of the meeting of the board of directors or
its committee before discussion of such item is
commenced.

2. The company’s internal documents provide that
a board member shall abstain from voting on any
issues in respect of which he/she has a conflict of
interest.

3. The company has established a procedure
enabling board members to receive, at the
expense of the company, professional advice on
issues within their competence

Observed

2.6.2 Rights and duties of board members should be
clearly stated and documented in the company’s
internal documents

1. The company has adopted and published an
internal document that clearly defines the rights
and duties of board members

Observed

2.6.3 Board members should have sufficient time to
perform their duties

1. Individual attendance of meetings of the board
of directors and committees and the time devoted
to preparation for meetings was taken into
account when performing the procedure of
evaluating the board of directors in the reporting
period.

2. In accordance with the company’s internal
documents, board members are required to notify
the board of directors of their intention to take a
position in governing bodies of other entities
(other than entities controlled by or affiliated with
the company), as well as of such appointment

Observed

2.6.4 All board members should have equal
opportunity to access the company’s documents
and information. Newly elected board members
should be provided with sufficient information
about the company and the work of its board of
directors as soon as practicable

1. In accordance with the company’s internal
documents, board members have the right to
access the company’s documents and make
inquiries concerning the company and entities
under its control, and the executive bodies of the
company are required to provide such information
and documents.

2. The company has a formalised introductory
programme for newly elected board members

Observed

2.7 |Meetings of the board of directors, preparation for them, and participation of board members therein should ensure efficient work of the board

2.7.1 Meetings of the board of directors should be held 1. The board of directors held at least six Observed
as needed, having regard to the scope of the meetings during the reporting year
company’s activities and the goals set by the
company for a specific period

2.7.2 The company’s internal documents should 1. The company has approved an internal Observed

establish a procedure for preparing for and
holding board meetings that enables the board
members to prepare properly for such meetings

document establishing the procedure for
preparing for and holding board meetings which,

inter alia, provides that a notice of a meeting shall

be given, as a rule, at least 5 days before the date
of the meeting

2.7.3 The form of a meeting of the board of directors
should be determined with due regard to the

1. The company’s charter or internal documents
provide that the most important issues (according

importance of the issues on the agenda. The most to the list provided in recommendation 168 of the

important issues should be decided at meetings
held in person

Code) shall be decided at meetings held in person

Observed

2.74 Decisions on the most important issues relating
to the company’s activities should be made at a
meeting of the board by a qualified majority vote
or by a majority vote of all elected board
members

1. The company’s charter provides that decisions
on the most important issues outlined in
recommendation 170 of the Code shall be made
at a meeting of the board by a qualified majority
of at least three-fourths or a majority of all
elected board members

Observed
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2.8 |The board of directors should form committees for preliminary consideration of the most important issues relating to the company’s activities.

2.8.1 An audit committee comprised of independent
directors should be formed for preliminary

1. The board of directors has formed an audit
committee composed entirely of independent

Partially
observed

A majority of the Audit Committee members are
independent directors.

consideration of matters related to control over
the company’s financial and economic activities

directors.

2. The company’s internal documents define the
tasks of the audit committee, including, but not
limited to, those set out in recommendation 172
of the Code.

3. At least one member of the audit committee
who is an independent director has experience
and knowledge in the preparation, analysis,
evaluation and audit of accounting (financial)
statements.

4. Meetings of the audit committee were held at
least once per quarter during the reporting period

The Audit Committee held 5 meetings during the
reporting period.

The Committee is chaired by an independent
director.

The Regulations on the Audit Committee of the
PAO Sovcomflot Board of Directors are in
accordance with the recommendations of the CG
Code

282

A remuneration committee consisting of
independent directors and chaired by an
independent director other than the chairman of
the board of directors should be formed for
preliminary consideration of matters related to
the development of efficient and transparent
remuneration practices

1. The board of directors has formed a
remuneration committee composed entirely of
independent directors.

Partially
observed

2. The chairman of the remuneration committee is
an independent director other than the chairman
of the board of directors.

3. The company’s internal documents define the
tasks of the remuneration committee, including,
but not limited to, those set out in
recommendation 180 of the Code

A majority of the HR and Compensation
Committee members are independent directors.
An independent director was elected as Chairman
of the Committee.

The Regulations on the HR and Compensation
Committee of the PAO Sovcomflot Board of
Directors are in accordance with the
recommendations of the CG Code

A nominating (appointments, human resources)
committee with a majority of its members being
independent directors should be formed for
preliminary consideration of matters relating to
human resources planning (succession planning),
professional composition and efficiency of the
board of directors

1. The board of directors has formed a nominating Observed
committee with a majority of its members being
independent directors (or its functions specified in
recommendation 186 of the Code are delegated

to another committee <4>).

2. The company’s internal documents define the
tasks of the nominating committee (or a relevant
committee with combined functions), including,
but not limited to, those set out in
recommendation 186 of the Code

The tasks of the nominating committee are
performed in the Company by the HR and
Compensation Committee of the PAO Sovcomflot
Board of Directors

Taking into account the company’s scope of
activities and related risk level, the board of
directors should make sure that the composition
of its committees is fully aligned to the
company’s goals. Additional committees (strategy
committee, corporate governance committee,
ethics committee, risk management committee,
budget committee, health, safety and
environment committee, etc.) should be either set
up or not deemed necessary

1. In the reporting period the company’s board of Observed
directors reviewed the composition of its

committees for alignment with the tasks of the

board and the company’s goals. Additional

committees have either been set up or not

deemed necessary

2.8.5 The composition of the committees should be 1. The committees of the board of directors are Partially The Audit Committee and the HR and
determined in such a way that it would allow a headed by independent directors. observed  Compensation Committee of the PAO Sovcomflot
comprehensive discussion of issues being Board of Directors are headed by independent
considered on a preliminary basis with due regard . directors. The Strategy Committee and the
for differing opinions 2 Internal dgc.uments (policies) of the company Committee for Innovative Development and

include provisions that per59ns who ar.e ngt Technical Policy of the PAO Sovcomflot Board of
membgrs of the audit comAmlttee, n9m|nat|ons Directors are headed by directors who are
commlttee.and remuneratlon com.mlt.tee. may government appointees.
atte'nd th.elr meetings only at the invitation of The Regulations on Committees provide that
their chairmen .
persons who are not committee members may
attend their meetings only by decision of their
chairmen
2.8.6 Chairmen of the committees should inform the 1. During the reporting period, chairmen of the =~ Observed

board of directors and its chairman of the work of
their committees on a regular basis

committees reported on the work of their
committees to the board of directors on a regular
basis
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2.9 |The board of directors should ensure that the quality of its work and that of its committees and members is assessed

2.9.1 Assessment of the quality of the board’s work 1. Self-assessment or external evaluation of the ~ Observed
should be aimed at defining how efficiently the  board’s work conducted in the reporting period
board of directors, its committees and members  included evaluation of the work of the
work and whether their work meets the needs of committees, individual members of the board and
the company’s development, revitalizing the work the board of directors as a whole.
of the board and identifying areas where it might
be improved
2. The results of self-assessment or external
evaluation of the board of directors conducted
during the reporting period were discussed at a
meeting of the board of directors held in person
2.9.2 The work of the board of directors, its committees 1. The company retained a third-party entity Not A decision to organise an external assessment of
and board members should be evaluated on a (consultant) to carry out an independent observed  the Board of Directors' work will be taken by the

regular basis, at least once a year. To carry out an
independent evaluation of the quality of the
board of directors’ work, a third-party entity
(consultant) should be retained at least once
every three years

evaluation of the quality of the board’s work at
least once during the last three reporting periods

Company's Board of Directors and recommended
by its HR and Compensation Committee where
necessary

3.1 |The company’s corporate secretary should be responsible for efficient day-to-day relations with its shareholders, coordination of the company’s actions to protect the

rights and interests of its shareholders, and supporting the work of its board of directors

3.1.1 The corporate secretary should have knowledge,
experience, and qualifications sufficient for
performance of his/her duties, as well as an
impeccable reputation and should enjoy the trust
of the shareholders

1. The company has adopted and disclosed an

internal document - regulations on the corporate observed

secretary.

2. The company’s website and annual report
provide biographical details of the corporate
secretary with the same level of detail as for
members of the board of directors and executive
managers of the company

Partially Regulations on the Corporate Secretary of PAO
Sovcomflot were approved by the Board of
Directors decision on 11 April 2017. The
Company's Corporate Secretary was appointed by

the Board of Directors decision on 31 July 2017

3.1.2 The corporate secretary should be sufficiently
independent of the company’s executive bodies
and have the powers and resources required to
perform his/her tasks

1. The board of directors approves the
appointment/removal of and additional
remuneration payable to the corporate secretary

Observed

4.1 [The level of remuneration paid by the company should be sufficient to attract, motivate and retain persons with the necessary skills and qualifications. The

remuneration of members of the board of directors, the executive bodies and other key managers of the company should be paid in accordance with the

remuneration policy adopted in the company

4.1.1 The level of remuneration paid by the company 1. The company has adopted an internal Observed
to members of the board of directors, executive ~ document(s) - remuneration policy (policies) for
bodies and other key managers should be members of the board of directors, executive
sufficient to motivate them to work efficiently bodies and other key managers, which clearly
and enable the company to attract and retain define(s) approaches to remuneration for these
knowledgeable and skilled specialists. The persons
company should avoid setting the level of
remuneration any higher than necessary, or
creating an unjustifiably wide gap between the
levels of remuneration paid to the above persons
and other employees of the company
4.1.2 The company’s remuneration policy should be 1. During the reporting period the remuneration ~ Observed
developed by the remuneration committee and ~ committee reviewed the remuneration policy
approved by the board of directors. The board of (policies) and its implementation practices and,
directors, with the support of its remuneration where necessary, made appropriate
committee, should monitor introduction and recommendations to the board of directors
implementation of the remuneration policy in the
company and if necessary review and amend the
same
4.1.3 The company’s remuneration policy should 1. The company’s remuneration policy (policies)  Observed

contain transparent mechanisms to determine the
amount of remuneration for members of the
board of directors, the executive bodies and other
key managers of the company, as well as to
regulate all types of payments, benefits and
privileges provided to the above persons

contains (contain) transparent mechanisms to
determine the amount of remuneration for
members of the board of directors, the executive

bodies and other key managers of the company, as
well as to regulate all types of payments, benefits

and privileges provided to the above persons
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4.1.4 The company should develop a policy on
reimbursement (compensation) of expenses
containing a list of reimbursable expenses and

1. The remuneration policy (policies) or other
internal documents of the company establishes
(establish) the rules for reimbursing expenses to

specifying service levels to which members of the members of the board of directors, the executive
board of directors, the executive bodies and other bodies and other key managers of the company

key managers of the company may be entitled.
This policy can be made an integral part of the
company’s remuneration policy

Observed

4.2 |The system of remuneration for board members should ensure that the financial interests of the directors are aligned with the long-term financial interests of

shareholders

4.2.1 The company should pay a fixed annual fee to
members of the board of directors. The company
should not pay a fee for attending individual
meetings of the board of directors or its
committees.

The company should not use any forms of short-
term incentives or additional financial incentives
for members of the board of directors

1. A fixed annual fee was the only form of
monetary remuneration of the board members for
their work on the board during the reporting
period

Observed

4.2.2 Long-term ownership of shares in the company
should contribute most to aligning financial
interests of board members with the long-term
interests of shareholders. However, the company
should not make the right to dispose of shares
dependent on the achievement of certain
performance indicators, and board members
should not take part in option programmes

1. If the company’s remuneration policy (policies)
being its internal document(s) provides (provide)
for allotment of company shares to members of
the board of directors, clear rules regarding
ownership of shares by board members, aimed at
promoting long-term ownership of such shares
are established and disclosed

Not
observed
(not
applicable)

The Regulations on the Payment of Compensation
and the Reimbursement of Expenses to Members
of the PAO Sovcomflot Board of Directors provide
for payment of compensation to Board members
in monetary form.

The sole shareholder of PAO Sovcomflot is the
Russian Federation

4.2.3 The company does not provide any additional
payment or compensation in the event of early
dismissal of board members in connection with a
change of control over the company or other
circumstances

1. The company does not provide any additional
payment or compensation in the event of early
dismissal of board members in connection with a
change of control over the company or other
circumstances

Observed

4.3 | The system of remuneration for members of the executive bodies and other key managers of the company should provide that their remuneration is dependent on

the company’s performance results and their personal contributions to the achievement thereof.

4.3.1 Remuneration for members of the executive 1. During the reporting period the amount of Observed
bodies and other key managers of the company  variable portion of remuneration for members of
should be set so as to ensure a reasonable and the executive bodies and other key managers of
justified ratio between its fixed and variable the company was determined using annual
portions that is dependent on the company’s performance indicators approved by the board of
performance results and their personal directors.
(individual) contributions to the end result
2. During the latest evaluation of the
remuneration system for members of the
executive bodies and other key managers of the
company, the board of directors (the remuneration
committee) made sure that the company used an
effective ratio between the fixed and variable
portions of remuneration.
3. The company has in place a procedure ensuring
that any bonuses wrongfully obtained by
members of executive bodies and other key
managers are repaid to the company
4.3.2 The company should introduce a long-term 1. The company has introduced a long-term Not The Regulations on Long-Term Incentives
incentive programme for members of the incentive programme for members of the observed  approved by the Company's Board of Directors do
executive bodies and other key managers of the  executive bodies and other key managers of the  (non- no provide for the use of shares or other financial

company involving its shares (or options or other
derivative financial instruments, the underlying
asset for which are the company’s shares)

company involving the company’s shares (financial applicable)

instruments based on the company’s shares)

2. The long-term incentive programme for
members of the executive bodies and other key
managers of the company provides that the right
to dispose of shares and other financial
instruments used in the programme shall arise no
earlier than three years from the date when such
shares were provided. In addition, the right to
dispose of the same is made conditional on the
achievement by the company of certain
performance indicators

instruments, as 100% of the shares are held by
the sole shareholder, the Russian Federation
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4.3.3 The amount of severance pay (golden parachute) 1. The amount of severance pay (golden Observed

payable by the company to members of executive parachute) paid by the company during the

bodies or other key managers in the event of reporting period in the event of early termination

early termination at the initiative of the company, of members of executive bodies or other key

provided that there have been no bad faith managers at the initiative of the company,

actions on their part, should not exceed twice the provided that there have been not bad faith

value of the fixed portion of the annual action on their part, did not exceed twice the

remuneration value of the fixed portion of the annual

remuneration

5.1 |The Company should create an efficient risk management and internal control system designed to provide reasonable assurance that the company’s goals will be

achieved

5.1.1 The board of directors should determine the 1. The functions of various management bodies ~ Observed
principles of and approaches to organising the and divisions of the company within the risk
risk management and internal control system in  management and internal control system are
the company clearly defined in the company’s internal
documents/relevant policy approved by the board
of directors

5.1.2 The company’s executive bodies should ensure 1. The company’s executive bodies ensured the Observed
the establishment and continuing operation of an distribution of functions and authority in risk
efficient risk management and internal control management and internal control between
system in the company managers (heads) of divisions and departments
accountable to them

5.1.3 The company’s risk management and internal 1. The company has approved an anti- corruption Observed
control system should give an objective, fairand  policy.
clear view of the current state and future
prospects of the company and ensure integrity
and transparency of its accounts and reports, and
reasonableness and acceptability of risks being
assumed by the company

2. The company has organised an easy way to
inform the board of directors or its audit
committee of any breaches of legislation, internal
procedures and the ethics code of the company

5.1.4 The board of directors should take the necessary 1. During the reporting period the board of Observed
measures to ensure that the existing risk directors or its audit committee evaluated the
management and internal control system of the  efficiency of the risk management and internal
company is consistent with the principles and control system of the company. Information about
approaches to its organisation defined by the the main results of this evaluation is included in

board of directors and that it operates efficiently the company’s annual report

5.2 |The company should organise internal audits for regular independent evaluation of the reliability and efficiency of its risk management and internal control system

and corporate governance practices

5.2.1 The company should create a separate structural 1. To carry out internal audits, the company has ~ Observed

division or retain an independent third-party created a separate structural division, which
organisation to carry out internal audits. The functionally reports to the board of directors or its
internal audit division should have separate lines audit committee, or retained an independent

of functional and administrative reporting. third-party organisation with the same line of

Functionally, the internal audit division should reporting
report to the board of directors

5.2.2 The internal audit division should evaluate the 1. The efficiency of the internal control and risk ~ Observed
efficiency of the internal control system, the risk management system was evaluated as part of
management system and the corporate internal audit conducted during the reporting
governance system. The company should apply  period.
generally accepted standards of internal auditing

2. The company applies generally accepted
approaches to internal control and risk
management

6.1 [The company and its activities should be transparent to its shareholders, investors, and other stakeholders.

6.1.1 The company should develop and implement an 1. The board of directors has approved the Observed
information policy ensuring the efficient company's information policy, which was
exchange of information by the company, its developed by taking into account

shareholders, investors, and other stakeholders.  recommendations of the Code.

2. The board of directors (or one of its
committees) considered matters related to the
company’s compliance with its information policy
at least once during the reporting period
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In view of the fact that the sole shareholder of
PAO Sovcomflot it the State (Russian Federation),
the Company does not publish a memorandum
setting out the plans of the controlling person in
respect of corporate governance in the Company

Partially
observed

The company should disclose full, up-to-date and reliable information about the company in good time to enable its shareholders and investors to make informed

decisions

The company should disclose information in
accordance with the principles of regularity,
consistency and timeliness, as well as
accessibility, reliability, completeness and
comparability

1. The company’s information policy defines
approaches and criteria for identifying
information that may have a significant impact on
the valuation of the company and the value of its
securities and on procedures ensuring the timely
disclosure of such information.

2. If the company’s securities are traded on
foreign organised markets, disclosure of material
information in the Russian Federation and in such
markets is synchronous and equivalent during the
year.

3. If foreign shareholders hold a substantial
number of company shares, disclosures during the
reporting year were made not only in Russian, but
also in one of the most common foreign
languages

Observed

6.2.2

The company should avoid using a formalistic
approach to information disclosure and disclose
material information about its activities even if
disclosure of such information is not required by
legislation

1. During the reporting period the company
disclosed the annual and semi-annual financial
statements prepared under IFRS. The annual
report of the company for the reporting period
included the annual financial statements prepared
under IFRS, together with the auditor’s report.

2. The company discloses full information on the
company’s capital structure in the annual report
and on the company’s website in accordance with
recommendation 290 of the Code

Observed

The annual report, as one of the most important
tools of information exchange with shareholders
and other stakeholders, should contain
information making it possible to assess the
company’s performance results for the year

1. The company’s annual report contains
information on the key aspects of its operating
activities and financial results.

2. The company’s annual report contains
information about the environmental and social
aspects of the company’s activities

Observed
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The company should provide information and documents requested by its shareholders in accordance with the principle of equal and unhindered accessibility

6.3.1 The company should provide information and 1. The company’s information policy provides a Observed
documents requested by its shareholders in non-burdensome procedure for giving its
accordance with the principle of equal and shareholders access to information, including
unhindered accessibility information about legal entities controlled by the
company, at the request of shareholders
6.3.2 When providing information to its shareholders, 1. During the reporting period the company did ~ Observed

the company should maintain a reasonable
balance between the interests of individual
shareholders and its own interests, mindful of its
interest in keeping important business
information that may have a material impact on
its competitiveness confidential

not refuse shareholder requests for information or
such refusals were justified.

2. In cases determined by the company’s
information policy, shareholders are notified of
the confidential nature of information and assume
an obligation to keep it confidential

Any actions that will or may materially affect the company’s share capital structure and its financial position and, accordingly, the position of its shareholders

(“material corporate actions”) should be taken on fair terms ensuring that the rights and interests of the shareholders as well as other stakeholders are observed

7.1.1 Material corporate actions are deemed to include
reorganisation of the company, acquisition of 30
or more percent of its voting shares (takeover),
making major transactions by the company,
increasing or reducing its share capital, listing
and delisting of its shares, as well as other
actions which might result in material changes in
the rights of shareholders or infringement of their
interests. The company’s charter should contain a
list of (criteria for identifying) transactions or
other actions that constitute material corporate
actions and provide that decisions on such
actions shall fall within the competence of the
board of directors

1. The company’s charter contains a list of
transactions or other actions that constitute
material corporate actions and the criteria for
identifying them. Decisions on material corporate
actions fall within the competence of the board of
directors. In cases where the law expressly places
these corporate actions within the competence of
the general shareholders meeting, the board of
directors provides appropriate recommendations
to the shareholders.

Partially
observed

2. According to the company’s charter, material
corporate actions include, as a minimum,
reorganisation of the company, acquisition of 30
or more percent of its voting shares (takeover),
entering by the company into major transactions,
increasing or decreasing its share capital, and
listing and delisting of its shares

The Company's Code of Corporate Governance
(Article 7) defines material corporate actions.
According to the current Charter of the Company,
material corporate actions are approved by the
General Meeting of Shareholders (the sole
shareholder) or the Board of Directors of the
Company depending on the competence
established by laws and the Company's Charter.
All issues that must be submitted to the General
Meeting of Shareholders are subject to
preliminary consideration by the Board of
Directors (Article 12 of the Company's Charter)

7.1.2 The board of directors should play a key role in
passing resolutions or making recommendations
relating to material corporate actions, relying on
opinions of the company’s independent directors

1. The company has in place a procedure whereby Observed
independent directors can communicate their

opinions on material corporate actions before

their approval

7.1.3 When taking material corporate actions which
would affect rights and legitimate interests of
shareholders, equal terms and conditions should
be ensured for all shareholders; if statutory
mechanisms designed to protect shareholder
rights prove insufficient, additional measures
should be taken to protect the rights and
legitimate interests of the company’s
shareholders. In such instances, the company
should not only seek to comply with the formal
requirements of law, but should also the guided
by the principles of corporate governance set out
in the Code

1. Taking into account specific features of the Observed
company’s operations, its charter sets lower

criteria for recognizing the company’s

transactions as material corporate actions than

the minimum criteria set by law.

2. During the reporting period all material
corporate actions passed an approval process
before their execution
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7.2 | The company should have in place a procedure for taking material corporate actions that enables its shareholders to receive full information about such actions in
due time and influence them, and that also guarantees that the shareholder rights are observed and duly protected in the course of taking such actions

Observed

7.2.1 Information about material corporate actions
should be disclosed together with explanations
concerning reasons for, conditions and
consequences of such actions

1. During the reporting period the company
disclosed information about its material corporate
actions in due time and in detail, including the
reasons for and the timing of such actions

Annexes

7.2.2 Rules and procedures in relation to material
corporate actions taken by the company should
be set out in its internal documents

1. The company’s internal documents provide a
procedure for retaining an independent appraiser
to value assets being disposed of or acquired in a
major transaction or an interested party
transaction.

2. The company’s internal documents provide a
procedure for retaining an independent appraiser
to estimate the acquisition and redemption value
of company shares.

3. The company’s internal documents provide for

an expanded list of grounds on which members of

the board of directors and other persons referred
to in respective laws are deemed to be interested
parties in transactions of the company

Observed
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2. SOVCOMFLOT GROUP - KEY RISKS

Economic Changes in freight and hire rates on the international Draft and approve the Development Strategy of the Group and regularly

risks freight market update the document in connection with changes in market conditions and
the external environment; identify the optimal ratio of revenues from long-
term and spot contracts

Seasonal and regional changes in the supply of and  Monitor global freight markets to make timely decisions on the optimal
demand for tonnage distribution of the fleet

Strong competition from other carriers Leverage the Group’s accumulated experience in the operation of different
types of vessels, taking into account customer requirements

Arrival of new cargo transportation, loading, storage  Build and commission specialised state-of-the-art vessels; promptly sell
and warehousing technologies and resulting changes obsolete fleet

in technological requirements in the field of maritime

transport

Quantitative and qualitative changes in global fleet  Diversify the Group’s activities and break into new, promising segments

composition
Environmental Accidents having negative environmental impacts Identify significant environmental aspects of the Group’s activities, plan and
risks implement required environmental measures, monitor and analyse their
sufficiency
Impact on the atmosphere of polluting emissions, Implement integrated management and control systems based on

and on the oceans from the dumping of wastewater  international safety and quality standards
and different types of garbage

Regulatory Changes in international legislation and shipping Monitor changes in shipping industry regulations, be proactive in response to
and legal risks industry regulations, customs and tax laws, licensing, such changes, and maintain a constructive dialogue with regulatory
environmental protection, etc. authorities

The introduction of stringent requirements on vessels Draft and implement best-practice design and technological solutions that
by leading classification societies, as well as meet current and potential future requirements
international oil and trading companies

Seizure of the vessels of Group companies, in respect Monitor the likelihood of claims and other legal encumbrances in respect of
of which maritime liens or maritime claims may arise the Group’s vessels; proactively respond to potential actions in this area

Inadequate insurance coverage of the Group's vessels Insure the Group fleet with leading international and Russian companies

Operational Mechanical faults and damage to vessels; maritime Improve technical management systems and procedures, implement an

risks casualties across-the-board critical analysis of the reasons for breakages and
emergencies, increase the professional level of fleet personnel and onshore
support
Delays and defaults on obligations by main Conclude contracts with reputable and highly reliable counterparties
counterparties
Suspension of activities owing to labour disputes Promptly consider the legal interests of Group employees and introduce a
culture which promotes the joint resolution of issues as they arise
Dependence of the Group on hiring and retaining Improve HR policies, create a high-performing team united by common goals
qualified personnel and valid material and moral incentives
Country risks  Adverse changes in the political and economic Draft anti-crisis action plans if adverse scenarios arise
situation in countries and regions where the Group
operates
Negative impact of restrictions imposed against Diversify the customer base, project portfolio and areas of activities, and
Russia by a number of Western countries sources of Group financing
Pirate attacks on the Group’s vessels Organise security for the Group’s vessels in dangerous regions, ramp up

cooperation with respective international and national authorities, introduce
and adjust the rules to be applied by vessels during crises

Financial risks Changes in foreign currency exchange rates, which Use foreign exchange hedging instruments
have an adverse impact on the Group’s expenses and

income

Increased interest payments on current loan Use interest-rate risk hedging instruments, diversify sources of borrowing
obligations

Exceeding of an acceptable debt burden on the Improve the procedures for ensuring the optimal structure of assets and
Group’s balance sheet liabilities, in conjunction with an operational analysis of changes in the

financial environment

104



About Strategy

Group
performance

Corporate
governance

Sustainable Annexes

development

Share capital
and dividend policy

3. PARTICIPATION OF PAO SOVCOMFLOT IN COMMERCIAL AND NON-PROFIT ORGANISATIONS

Information on participation of PAO Sovcomflot in commercial and non-profit organisations as at 31 December 2018.

Company’s name Country of Equity Principal activity
incorporation stake

PAO Novoship and its subsidiaries Russia 89.4563% Ownership and control of active companies within the Group

SCF Tankers Limited and its subsidiaries Liberia 100% Ownership and management of ship-owning companies

SCF Overseas Holding Limited and its Cyprus 100% Ownership and management of ship-owning companies

subsidiaries

Intrigue Shipping Limited and its Cyprus 100% Ownership and management of ship-owning companies

subsidiaries

000 SCF Arctic Russia 100% Ownership and management of ship-owning companies

000 SCF Varandey Russia 100% Ownership and operation of vessels

000 SCF GEO Russia 100% Ownership and operation of vessels

000 SCF Shelf Russia 100% Ownership and operation of vessels

00O SCF Prirazlomnoye Russia 100% Ownership and operation of vessels

000 SCF Atlantic Russia 100% Ownership and operation of vessels

000 SCF Novy Port Russia 100% Ownership and operation of vessels

Sovcomflot Bulk Shipping Inc. and its Liberia 100% Ownership and management of ship-owning companies

subsidiaries

Sovcomflot (UK) Ltd. United Kingdom 100% Ship agency services

Sovcomflot (Cyprus) Limited Cyprus 100% Accounting, treasury and financial consulting

SCF Management Services (Cyprus) Ltd  Cyprus 100% Technical management of ships

000 SCF Management Services (St. Russia 100% Technical management of ships

Petersburg)

000 SCF Management Services Russia 100% Technical management of ships

(Novorossiysk)

SCF Management Services (Dubai) Ltd.  UAE 100% Management services for ship-owning companies, technical and commercial
management of ships

Sovcomflot Training Centre Russia 100% Professional training and development of marine and river transport
specialists

SCF Capital Designated Activity Ireland 100% Financing activities

Company

SCF Marpetrol S.A. Spain 100% (inactive company)

Sovchart S.A. Switzerland 100% (inactive company)
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4. MAJOR AND INTERESTED-PARTY TRANSACTIONS

a) information on the interested-party transactions concluded by the Company during the reporting year, including a list of the transactions concluded
by the Company during the reporting year which are considered related-party transactions in accordance with the Federal Law “On Joint-Stock
Companies”, indicating an interested party (parties) on each transaction, essential terms and the company’s management body which passed the
decision on approval of the transaction;

b) information on the major transactions concluded by the Company during the reporting year, including a list of the transactions concluded by the
Company during the reporting year which are considered major transactions in accordance with the Federal Law “On Joint-Stock Companies”, and other
transactions to conclusion of which the approval procedure of major transactions applies in accordance with the charter of the company, indicating
essential terms on each transaction and the company’s management body which passed the decision on approval of the transaction.

PAO Sovcomflot did not conclude major transactions in 2018. During the reporting period the Company made five interested-party transactions. One of
them was approved in advance by the Company's Board of Directors in accordance with statutory requirements.

In accordance with Article 83 of the Federal Law "On Joint-Stock Companies", the Board of Director adopted the decision dated 21 September 2018

(Minutes No. 175) to approve an interested party-transaction - conclusion of supplementary agreement No. 6 to Contract No. SCF-5/2 dated 29 June

2012 (the "Contract”) between PAO Sovcomflot (the customer) and OOO SCF Arctic (the contractor) that amends the Contract as follows:

- Contract price: the cost of works under the Contract is 5,236,840 (five million two hundred thirty six thousand eight hundred and forty) rubles 00
kopecks, including 18% VAT of 798,840 (seven hundred ninety eight thousand eight hundred and forty) rubles 00 kopecks;

- The supplementary agreement to the Contract shall apply to the relations between the Parties from 1 April 2018;

- The rights and obligations of the parties not modified by the supplementary agreement shall remain unchanged and the parties shall be governed
by the provisions of the Contract, subject to the terms of the supplementary agreement.

The supplementary agreement to Contract No. SKF-5/2 dated 29 June 2012 between PAO Sovcomflot and OOO SCF Arctic is an interested party-
transaction for the following reasons: Members of PAO Sovcomflot Executive Board (E.N. Ambrosov, N.L. Kolesnikov, A.V. Ostapenko, I.V. Tonkovidov)
concurrently act as Members of OO0 SCF Arctic Board of Directors. Supplementary agreement No. 6 is concluded on 24 September 2018.

Interested-party transactions made by the company during the reporting period that do not require consent or approval of the company’s management
bodies according to the amendments to Federal Law “On Joint-Stock Companies” which entered into force on 1 January 2017:

1. Supplementary Agreement No. 5 dated 26 March 2018 to the Sublease Agreement dated 1 April 2013 between PAO Sovcomflot (the “Lessor”) and
000 SCF Arctic (the “Lessee”), under which the rented area as specified in Clause 1.1 of the Agreement was changed and the Lessor shall, for a
consideration, provide to the Lessee for temporary use (sublease) a part of the non-residential building with a total area of 1,616.92 sqm
(hereinafter jointly referred to as the "Premises”) located at 3a Moyka River Embankment, Saint Petersburg, for use as an office, and the Lessee shall
use the Premises according to the terms of the Agreement and pay the Lessor a rent for this.

In respect of all other obligations not covered by the said supplementary agreement the parties shall continue to be governed by the provisions of
the Sublease Agreement.

The supplementary agreement to the Sublease Agreement enters into force on 01 April 2018.

2. Sublease Agreement for Premises dated 30 March 2018 between SCF Management Services (St. Petersburg) Ltd. (the “Lessee”) and PAO Sovcomflot
(the "Sublessee"), under which the Lessee shall provide to the Sublessee for temporary use a part of the property, rented under the lease agreement
dated 12 March 2018, of the non-residential building with a total area of 12 (twelve) sqm located at 8 Prospekt Ostryakova, 3rd floor, Vladivostok,
Primorsky Krai, for use as an office. The Agreement is concluded for a period of 11 (eleven) months and enters into force on 01 April 2018. The size
of a monthly rent for the subleased premises is 17,400.00 (seventeen thousand four hundred) rubles, VAT amount (18%) of 3,132.00 rubles, total
amount of 20,532.00 (twenty thousand five hundred thirty two) rubles.

. Supplementary Agreement No. 3 dated 15 May 2018 to the Sublease Agreement dated 10 December 2015 between PAO Sovcomflot (the "Lessor")
and OO0 SCF GEO (the "Lessee"), under which the parties agreed to extend the lease of the Premises for the period from 01 May 2018 to 31 March
2019 on the previous terms. In all matters not covered by Supplementary Agreement No. 3 parties shall be governed by the terms of the Sublease
Agreement and current legislation.

W

Supplementary agreement No. 3 to the Sublease Agreement dated 10 December 2015 enters into force on 1 May 2018.

4. Supplementary Agreement No. 6 dated 1 October 2018 to the Sublease Agreement dated 1 April 2013 between PAO Sovcomflot (the “Lessor”) and
000 SCF Arctic (the “Lessee”), under which the rented area as specified in Clause 1.1 of the Agreement was changed and the Lessor shall, for a
consideration, provide to the Lessee for temporary use (sublease) a part of the non-residential building with a total area of 1,601.57 sqm
(hereinafter jointly referred to as the "Premises”) located at 3a Moyka River Embankment, Saint Petersburg, for use as an office, and the Lessee shall
use the Premises according to the terms of the Agreement and pay the Lessor a rent for this.

In respect of all other obligations not covered by the said supplementary agreement the parties shall continue to be governed by the provisions of
the Sublease Agreement.
The supplementary agreement to the Sublease Agreement entered into force on 1 October 2018.
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5. INFORMATION ON LITIGATIONS INVOLVING PAO SOVCOMFLOT

As a global shipping company, the Issuer operates in various jurisdictions and is involved in court/arbitration proceedings relating to cargo
transportation by sea. The Issuer’s third-party liability is, as a rule, insured with international mutual insurance clubs, which assist the Issuer in the
settlement of court/arbitration disputes.

In addition, in carrying out its activities the Issuer is governed by the requirements of anti-corruption laws and the highest corporate and ethical
standards, the principles of fair and faithful conduct of business, and expects compliance with such standards from its business partners.

As part of the policies and procedures applied by the Issuer to counter fraud and corruption in any form, the Issuer initiated the following litigations
between 2005 and 2007:

During 2005 through to 2009, a number of Sovcomflot Group companies filed claims in London against Yuri Nikitin, former Sovcomflot CEO Dmitry
Skarga and former Novoship President Tagir Izmaylov for losses arising out of various transactions that had taken place from 2000 through to 2004.
The trial of the claims filed commenced at the High Court in London in October 2009 and concluded in mid-2010. Judgment was handed down on 10
December 2010. The Group was successful on a number of claims, and unsuccessful on a number of others. In addition to the awarded damages, the
Group recovered over $200 million from different defendants out of court.

As a result of the Group recovering at trial an amount less than the total amount of the two freezing orders granted against some of the defendants in
2005 and 2007 in the course of the proceedings, in December 2014 these defendants filed a claim for damages said to have been suffered by virtue of
the freezing orders.

Following a trial, three judgments were handed down during August-October 2016. In relation to the 2005 freezing order the Court awarded the
defendants $59.8 million in damages and $11.0 million in interest; a total sum of $70.8 million.

The Group appealed these judgements in higher courts and was granted a stay of execution pending the Supreme Court’s decision.

The application to the Supreme Court was refused in June 2018, and all the costs due to the defendants in relation to their claim (and the Group's
related appeals) were agreed and paid by the Group in July 2018.

In late 2005 the Group investigated a number of transactions which involved the former management of Novoship (UK) Ltd (‘NOUK”). NOUK and other
companies of the Group filed claims at the Commercial Court in London in December 2006 and subsequently joined further defendants. The trial for
these claims commenced on 16 May 2012 and concluded on 5 July 2012. Judgment was handed down on 14 December 2012. The Group was initially
successful on all claims, but after appeal unsuccessful on some claims against certain defendants. Those defendants have indicated an intention to
pursue the Group for damages in respect of $90 million of security provided during the litigation. No claim has yet been filed for damages.

In relation to the successful claims concerning certain transactions involving the former management of NOUK, the Group was awarded $59.2 million
plus interest. After initial recoveries of $7.9 million, in September 2013 the Group concluded a settlement agreement with some of the defendants.
When payment was not received, in breach of the settlement agreement, the Group pursued various enforcement actions and subsequently recovered
an additional $55.6 million, of which $40.6 million was received in 2015 and another $15 million in 2016.

On 23 April 2018, the Dorogomilovo Court of Moscow adjudged Yuri Nikitin, Dmitry Skarga and Tagir Izmaylov guilty of having committed a number of
crimes during the period 2000-2005 and causing damage to the Group amounting to over $300 million. The accused were sentenced to long terms of
imprisonment. In addition, the funds held by Yuri Nikitin and companies controlled by him as well as other property of the accused are subject to
confiscation.

However, not all wrongdoings by Yuri Nikitin, Dmitry Skarga and Tagir Izmaylov were subjected to judicial review, and the Issuer is taking all necessary
actions to protect its interests.
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6. INFORMATION ON THE RESULTS OF IMPLEMENTING ORDERS OF THE RUSSIAN PRESIDENT AND
THE RUSSIAN GOVERNMENT

- orders and decrees of the Russian President;
- orders of the Russian Government.

1. Information regarding the establishment of specialised committees under the Board of Directors (Supervisory Board) of the Company in accordance
with Russian Government Order No. VZ-P13-6294 dated 23 July 2009.

In accordance with the PAO Sovcomflot Board of Directors decision dated 5 February 2009 (Minutes No. 95), the following committees of the PAO
Sovcomflot Board of Directors have been established: the Strategy Committee, the Audit Committee, and the HR and Compensation Committee.

In accordance with the PAO Sovcomflot Board of Directors decision of 25 February 2011 (Minutes No. 109 dated 28 February 2011), the Committee
for Innovative Development and Technical Policy was created at PAO Sovcomflot.

N

On implementing the energy conservation and energy efficiency strategy of the joint-stock company in accordance with Clause 8 of Russian
Government Order No. ISh-P9-3772 dated 18 June 2008 on the implementation of Russian Presidential Decree No. 889 dated 4 June 2008 “On
Certain Measures to Increase the Energy and Environmental Efficiency of the Russian Economy”.

To implement Russian Presidential Decree No. 889 dated 4 June 2008 “On Certain Measures to Increase the Energy and Environmental Efficiency
of the Russian Economy”, the PAO Sovcomflot Board of Directors considered on 17 December 2008 whether it was necessary to draft an energy
conservation programme for PAO Sovcomflot. The energy conservation programme was included as an independent section of the PAO Sovcomflot
Development strategy.

W

On the sale of non-core assets in accordance with Russian Presidential Decree No. 596 "On the Long-Term State Economic Policy" dated 7 May
2012 and Russian Government Order No. 894-r dated 10 May 2017.

On 19 May 2011 the PAO Sovcomflot Board of Directors approved the Programme for the Sale of Non-Core Assets of Sovcomflot Group (Minutes
No. 110). To implement this decision, the Board of Directors and the Executive Board of PAO Novoship (a subsidiary of PAO Sovcomflot) adopted
respective decisions on the alienation of non-core assets.

In accordance with the methodological guidelines for identifying and disposing of non-core assets developed by the Federal Agency for State
Property Management, the company has developed the following updated and new regulatory documents, which were approved by the PAO
Sovcomflot Board of Directors on 11 October 2016 (Minutes No. 157 dated 13 October 2016):

- Non-Core Asset Disposal Programme,

- Regulations on the Sale of Non-Core Assets,

- Non-Core Asset Register.

In pursuance of Russian Government Order No. 894-r dated 10 May 2017, on 31 October 2017 (Minutes No. 167) the PAO Sovcomflot Board of
Directors adopted a decision on amending the employment contract with the Company's Chief Executive Officer to include provisions on personal
responsibility for the disclosure of information about sale of non-core assets on the Interdepartmental Portal for State Property Management and
a decision on conducting an analysis of the company's non-core asset disposal programme and register by 1 January 2018.

On 31 January 2018 (Minutes No. 169) the PAO Sovcomflot Board of Directors approved the revised non-core asset disposal programme and the
updated non-core asset register.

Information contained in the Non-Core Asset Register is provided in a separate appendix to this annual report.

4. Information about activities aimed at drafting innovative development programmes in joint-stock companies included in the list of organisations
that draft innovative development programmes, approved by Russian Government Order No. DM-P36-7563 dated 7 November 2015.

The PAO Sovcomflot Innovative Development Programme for the period 2011-2015 was approved by the PAO Sovcomflot Board of Directors on
19 May 2011 (Minutes No. 110 dated 23 May 2011), and was submitted to and approved by the Russian Ministry of Economic Development. PAO
Sovcomflot has been annually submitting a report on the implementation of actions of the Innovative Development Programme to the Russian
Transport Ministry, the Ministry of Education and Science of Russia, and the Russian Ministry of Economic Development.

Based on the results of the meeting of the Presidium of the Russian Presidential Council for Economic Modernisation and Innovative Development,
PAO Sovcomflot, among other infrastructure and transport sector companies, is not included in the list of organisations that are required to draft
innovative development programmes (Minutes No. 2 dated 17 April 2015).

At present the monitoring of the indicator of the company's innovative development is included in the list of mandatory KPIs of the company,
which is approved and assessed by the PAO Sovcomflot Board of Directors on an annual basis and is implemented by the company management.
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5. On proposals and recommendations to stimulate the development of environmental liability mechanisms based on international standards,
including non-financial reporting and voluntary certification and marking systems subject to an independent audit and assurance, in accordance
with Sub-clause m, Clause 1 of the List of Orders of the President of the Russian Federation, No. Pr-1640 dated 6 June 2010.

On 30 May 2012 the PAO Sovcomflot Board of Directors (Minutes No. 119 dated 31 May 2012) adopted a decision to instruct the PAO Sovcomflot
Executive Board, in cooperation with the Committee for Innovative Development and Technical Policy of the Board of Directors, to ensure the
annual publication of the non-financial reports of PAO Sovcomflot in accordance with the principles of the Sustainability Reporting Guidelines of
the Global Reporting Initiative (GRI Guidelines), and also with due account of the basic performance indicators developed by the Russian Union of
Industrialists and Entrepreneurs recommended for use when preparing corporate non-financial reports, with the mandatory inclusion of the
following information:

- Performance indicators related to inputs (raw materials, energy, water);

- Performance indicators related to outputs (emissions, discharges, waste);

- Information on environmental protection actions and expenses;

- A corporate chart of responsibility for environmental aspects of operations;

To implement these decisions, PAO Sovcomflot publishes annual non-financial reports related to sustainable development as one of the sections
of the annual report.

6. On the advisability of applying recommendations on managing intellectual property rights in accordance with Russian Government Order No. ISh-
P8-5594 dated 25 August 2017.

PAO Sovcomflot specialists participated in preparing and assessing draft recommendations on the management of intellectual property in
organisations with state participation at the stage of drafting by the Russian Ministry of Economic Development.

On 30 May 2014 the PAO Sovcomflot Board of Directors (Minutes No. 135) adopted a decision a decision to consider it advisable to apply
recommendations on the management of intellectual property rights, taking into account the specifics of PAO Sovcomflot’s operations.

On 31 January 2018 the PAO Sovcomflot Board of Directors (Minutes No. 169) adopted a decision to conduct an analysis of the management of
intellectual property rights in the company in accordance with the recommendations on managing intellectual property rights in organisations
(the "Recommendations”) approved by Russian Government Order No. ISh-P8-5594; develop a programme (an internal document) for managing
intellectual property rights in the company in accordance with the Recommendations and have it approved at a meeting of the Company's Board of
Directors; publish and subsequently update information on the implementation of the programme (internal document) from managing intellectual
property rights on the Interdepartmental Portal for State Property Management.

7. On the drafting and approval of the long-term development programme of the Company, and also the audit of the implementation of the long-
term development programme (in the event of its implementation in the reporting year) as well as approval of the standard for performing such an
audit in accordance with Sub-clauses 32, 33 and 34, Clause 1 of Russian Presidential Order No. Pr-3086 dated 27 December 2013.

The PAO Sovcomflot Board of Directors considered the issue “On the Action Plan to Prepare the Long-Term Development Programme of PAO
Sovcomflot, the Standard on Its Audit, and Amending the Internal Regulations on the Compensation of the Sole Executive Body” on 30 September
2014 (Minutes No. 138 dated 3 October 2014).

The Long-Term Development Programme developed by PAO Sovcomflot in 2014 underwent an expert evaluation at the Russian Ministry of
Transport and the Federal Agency for State Property Management, was considered and recommended for approval by the Strategy Committee of
the PAO Sovcomflot Board of Directors, was reviewed at the meeting held with the participation of representatives of the Government of the
Russian Federation, and was recommended for approval by the PAO Sovcomflot Board of Directors (Minutes No. AD-P9-179pr dated 12 November
2014).

Based on the model standard developed by the Russian Ministry of Economic Development, the draft Standard for the Audit of the Implementation
of the Long-Term Development Programme of PAO Sovcomflot was prepared, as well as corresponding amendments to the Regulations on the
Wages and Material Incentives of the Employees of PAO Sovcomflot ensuring that the compensation of the PAO Sovcomflot sole executive body is
linked to the attainment of PAO Sovcomflot performance targets.

The PAO Sovcomflot Board of Directors approved the Long-Term Development Programme and Standard for the Audit of the Implementation of the
Long-Term Development Programme of PAO Sovcomflot at the meeting held on 19 November 2014 (Minutes No. 139 dated 24 November 2014).

In 2016 the PAO Sovcomflot Board of Directors reviewed the report and the auditor's opinion on the implementation of the PAO Sovcomflot Long-
Term Development Programme in 2015 (Minutes No. 152).

In 2017 the PAO Sovcomflot Board of Directors reviewed the report and the auditor's opinion on the implementation of the PAO Sovcomflot Long-
Term Development Programme in 2016 (Minutes No. 162).

In 2018 the PAO Sovcomflot Board of Directors reviewed the report and the auditor's opinion on the implementation of the PAO Sovcomflot Long-
Term Development Programme in 2017 (Minutes No. 171).
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8. On including the main parameters of requirements for labour resources in the long-term development programme of the Company, including for
engineering-technical professions, in accordance with Sub-clause b, Clause 2 of the List of Orders of the President of the Russian Federation, No.
Pr-1627 dated 1 July 2014.

On 19 November 2014 the PAO Sovcomflot Board of Directors considered the issue “On Approval of the Long-Term Development Programme of the
Company” (Minutes No. 139 ) and adopted the required decisions for the execution of this Order of the President of the Russian Federation.

9. On including in the Company’s Long-Term Development Programme a list of actions aimed at the planned and phased replacement of the
procurement of foreign products (work, services) with the procurement of Russian products (work, services) equivalent in terms of technical
characteristics and consumer attributes, in accordance with Russian Government Orders No. AD-P9-9176 dated 12 December 2014 and No. ISh-
P13-1419 dated 5 March 2015.

On 7 April 2015 the PAO Sovcomflot Board of Directors considered the issue “On Amending the Long-Term Development Programme of the
Company” (Minutes No. 143 dated 9 April 2015) and adopted the required decisions for the execution of Russian Government Orders.

10. On improving the system of key performance indicators of the Company in accordance with Clause 5 of the List of Orders of the President of the
Russian Federation, No. Pr-1474 dated 5 July 2013.

The system of key performance indicators (KPIs) adopted at PAO Sovcomflot, which are used to assess the annual performance of Executive Board
members, was modified in accordance with the requirements arising from the PAO Sovcomflot Long-Term Development Programme (LDP). In
particular, the list of KPls and KPI targets has been brought in line with the LDP. Furthermore, in accordance with Russian Government Order No.
ISh-P13-2043 dated 27 March 2014, the PAO Sovcomflot Board of Directors approved amendments to the Regulations on Wages and Material
Incentives of Employees of PAO Sovcomflot at its meeting on 19 November 2014 (Minutes No. 139 dated 24 November 2014).

11. On increasing labour productivity in accordance with Clause 6, Section 2 of the action plan to ensure an increase in labour productivity and
establish and modernise highly productive working places, approved by Russian Government Order No. 1250-r dated 9 July 2014.

On 10 December 2014 the PAO Sovcomflot Board of Directors considered the issue “On Increasing Labour Productivity at PAO Sovcomflot”
(Minutes No. 140 dated 12 December 2014) and adopted the necessary decisions.

12. On introducing a system of paying bonuses to managers based on key performance indicators of their activity, considering the need to reduce
operating expenses (expenditures) by at least 2-3 percent (by 10 percent in 2016) in accordance with Sub-clause 5, Clause 1 of the List of Orders
of the President of the Russian Federation No. Pr-2821 dated 5 December 2014, Clause 4, Section 2 of the minutes of the meeting held by the
Prime Minister of the Russian Federation, No. DM-P13-2pr dated 18 January 2016 and Russian Government Order No. ISh-P13-2047 dated 11 April
2016.

The system of key performance indicators (KPIs) adopted at PAO Sovcomflot, which are used to assess the annual performance of Executive Board
members, was modified in accordance with the requirements arising from the PAO Sovcomflot Long-Term Development Programme (LDP).

On 19 May 2015 the company’s board of directors (Minutes No. 144) made a decision on developing a set of measures aimed at the attainment of
the indicator for reduction of operating expenses (expenditures) of at least 2-3 percent annually, and determining the target indicators of
implementation of these measures; including the list of measures, indicators of implementation of these measures, and OpEX reduction indicators,
starting from its value in 2015, in the Company’s long-term development programme, taking into account the provisions of the methodological
guidelines on drafting long-term development programmes; including the target OpEX reduction indicator in the list of key performance indicators
for management, that must be taken into account when making decisions on staff compensation and HR decisions, and linking the achievement of
the OpEX reduction indicator with the amount of compensation of the Company’s management team; amending the employment agreement
(contract) with the Company’s sole executive body so as to include therein an obligation to achieve the OpEX reduction indicator determined in
the Company’s long-term development programme.

On 25 August 2016 the PAO Sovcomflot Board of Directors (Minutes No. 156 dated 25 August 2016) made a decision on developing a set of
measures to reduce operating expenditures by at least 10%, with consideration of this issue at a meeting of the Board of Directions on a quarterly
basis and quarterly submission of reports on the implementation of these measures to the Ministry of Transport.

13. On introducing an integral KPI of innovative activities in accordance with Russian Government Orders No. AD-P36-6296 dated 15 September 2015
(Clause 5), No. DM-P36-7563 dated 7 November 2015 and No. AD-P36-8381 dated 10 December 2015 (Clause 1).

On 25 August 2016 the PAO Sovcomflot Board of Directors (Minutes No. 156) made a decision on developing a set of measures to ensure the
inclusion of an integral key performance indicator of innovative activities developed in accordance with the recommendations approved by Russian
Government Order No. DM-P36-7563 dated 7 November 2015, starting from 2016.

On 6 December 2016 (Minutes No. 158) and on 12 December 2017 (Minutes No. 168) the PAO Sovcomflot Board of Directors approved the lists of
target KPIs for the Company's management, which include an integral KPI of innovative activities.
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On introducing systems of lean manufacturing in accordance with Clause 2.3, Section | of the Minutes of the Russian Government Military-
Industrial Commission meeting No. 4 dated 25 April 2014 (this order does not apply to the company).

On developing and approving a list of internal regulations governing activities of a joint-stock company and on ensuring that reports on the
implementation of long-term development programmes and approval of key performance indicator are provided in accordance with Clauses 2 and
3 of Russian Presidential Order No. Pr-3013 dated 27 December 2014.

On 7 August 2015 the PAO Sovcomflot Board of Directors (Minutes No. 147) made decisions on drafting the following internal documents:
Regulations on increasing the investment and operating efficiency and reduction of costs; Regulations on internal audit; Regulations on the quality
management system; Regulations on the risk management system; Regulations on the preparation and implementation of the innovative
development programme; and submitting information on the implementation of the guidelines concerning key performance indicators (KPIs) and
long-term development programmes (LDPs) to the Federal Agency for State Property Management.

The respective internal documents have been drafted and approved by authorised governing bodies. The Company regularly updates information
about the implementation of above documents on the Interdepartmental Portal for State Property Management and reports thereon to the Federal
Agency for State Property Management and Russian Ministry of Transport.

On implementing the Corporate Governance Code at joint-stock companies in accordance with Russian Government Order No. ISh-P13-5859 dated
31 July 2014.

On 7 April 2015 the Company’s Board of Directors (Minutes No. 143) considered and approved an action plan (road map) developed by PAO
Sovcomflot to implement the Corporate Governance Code.

In accordance with the above plan, in 2017 the company continued work to improve the corporate governance model and practice; in particular,
key internal documents that set forth the principles of corporate governance were approved and implemented (in whole or in part), such as the
PAO Sovcomflot Charter, Regulations on the PAO Sovcomflot Board of Directors, Regulations on the General Meeting of Shareholders of PAO
Sovcomflot, Regulations on the Corporate Secretary of PAO Sovcomflot, Regulations on the Audit Committee of the PAO Sovcomflot Board of
Directors, Regulations on the HR and Compensation Committee of the PAO Sovcomflot Board of Directors, and Regulations on the Internal Audit
Department of PAO Sovcomflot. These documents have been updated in accordance with the approved road map by taking into account the
recommendations of the Corporate Government Code recommended by the Bank of Russia and the specifics of the Company's operations.

On establishing a unified treasury at a joint-stock company, its subsidiaries and associates in accordance with Russian Presidential Order No. Pr-
1032 dated 7 May 2014.

On 9 September 2014 the PAO Sovcomflot Board of Directors considered the issue “On Establishing a Unified Treasury at PAO Sovcomflot, its
Subsidiaries and Associates” (Minutes No. 137 dated 12 September 2014) and adopted the necessary decisions to implement Russian Presidential
Order No. Pr-1032 dated 7 May 2014.

On 19 May 2015 the Company’s Board of Directors (Minutes No. 144) decided to perform an analysis of the results of creating a unified treasury of
the Company, its subsidiaries and associates on an annual basis, submitting a report on the results of the analysis to the Russian Ministry of
Finance and the Federal Financial Monitoring Service, and increasing the return on investment of free financial resources.

Information about activities aimed at amending the procurement regulations of the company, including taking into account Russian Government
Orders No. DM-P9-38pr dated 14 June 2016 and No. DM-P13-1100 dated 01 March 2016, the minutes of the Government Import Substitution
Commission meeting No. 2 dated 25 April 2016 "On the drafting and implementation of import substitution plans in the energy sector” (this order
does not apply to the company).

On amending the procurement policy of a joint-stock company as regards competitive domestic software in accordance with Russian Government
Order No. ISh-P13-1872 dated 1 April 2016.

On 25 August 2016 the Company's Board of Directors (Minutes No. 156 dated 25 August 2016) made a decision on making amendments to the
Regulations on the Procurement of Goods, Works and Services for the Needs of PAO Sovcomflot concerning implementation of Russian
Government Order No. ISh-P13-1872 dated 1 April 2016.

On amending the procurement policy of a joint-stock company as regards innovative building materials in accordance with Clause 7 of the Minutes
of the meeting held by Prime Minister of the Russian Federation No. DM-P9-38pr dated 14 June 2016.

On 6 December 2016 the Company's Board of Directors (Minutes No. 158 dated 9 September 2016) made a decision on making amendments to the
Regulations on the Procurement of Goods, Works and Services for the Needs of PAO Sovcomflot concerning implementation of Russian Prime
Minister Order No. DM-P9-38pr dated 14 June 2016.

On expanding the practice of using factoring when performing agreements for the supply of goods (performance of work, rendering of services) in
accordance with Russian Government Order No. DM-P13-1100 dated 1 March 2016 (Clause 89 of the Russian Government's action plan aimed at
ensuring sustainable socio-economic development of the Russian Federation in 2016).
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On 6 December 2016 the Company's Board of Directors (Minutes No. 158 dated 9 December 2016) made a decision on making amendments to the
Regulations on the Procurement of Goods, Works and Services for the Needs of PAO Sovcomflot concerning implementation of Russian
Government Order No. DM-P13-1100 dated 1 March 2016.

On developing and approving regulations to ensure rationing of procurement and introduction of procurement norms in joint-stock companies in
accordance with Clause 2 of the List of Russian Government Orders No. DM-P9-8413 dated 12 December 2015.

On 31 May 2016 the Company's Board of Directors (Minutes No. 153 dated 31 May 2016) made a decision on developing norms for procurement of
goods, works and services providing for ceiling prices on such goods, works and services and/or requirements for their quantity, consumer
properties and other characteristics ensuring that the customers' needs are met and preventing the procurement of goods, works and services with
excessive consumer properties; posting them on the company's website; their mandatory application; monitoring them on an annual basis; and
ensuring that they are updated each year.

An internal document, "Norms for Procurement of Certain Goods, Works and Services by PAO Sovcomflot', was approved by the PAO Sovcomflot
Executive Board on 5 July 2017.

On monitoring the results of procurement activities of joint-stock companies, including as regards compliance with the approved procurement
plan and relevant norms for procurement of goods, works and services for the needs of joint-stock companies and as to whether the intended use
of goods, works and services procured by joint-stock companies corresponds to their chartered activities, and also on adjusting (updating) norms
for procurement of goods, works and services for the needs of joint-stock companies.

On 31 May 2016 the Company's Board of Directors (Minutes No. 153 dated 31 May 2016) made a decision on developing norms for procurement of
goods, works and services providing for ceiling prices on such goods, works and services and/or requirements for their quantity, consumer
properties and other characteristics ensuring that the customers' needs are met and preventing the procurement of goods, works and services with
excessive consumer properties; posting them on the company'’s website; their mandatory application; monitoring them on an annual basis; and
ensuring that they are updated each year.

An internal document, "Norms for Procurement of Certain Goods, Works and Services by PAO Sovcomflot', was approved by the PAO Sovcomflot
Executive Board on 5 July 2017.

Information on the implementation of occupational standards in joint-stock companies in accordance with Clause 3, Section | of the Minutes of the
Russian Government meeting No. 9 dated 24 March 2016, taking into account the provisions of Federal Law No. 122-FZ dated 2 May 2015 "On
Amendments to the Labour Code of the Russian Federation” and Articles 11 and 73 of the Federal Law "On Education in the Russian Federation”
regarding the mandatory application of requirements for employee qualifications needed to perform a specific job.

On 25 August 2016 the Company's Board of Directors (Minutes No. 156 dated 25 August 2016) made a decision on developing a set of measures to
ensure that occupational standards are implemented in PAO Sovcomflot with due regard for the provisions of Federal Law No. 122-FZ dated 2 May
2015 “On Amendments to the Labour Code of the Russian Federation” and Article 73 of the Federal Law “On Education in the Russian Federation”
through approval and implementation of the relevant plans and taking into consideration the work on implementation of occupational standards
in assessing and rewarding HR management at PAO Sovcomflot.

The company reports on the implementation of professional standards via the Interdepartmental Portal for State Property Management.
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7. LIST OF KEY INTERNAL REGULATIONS SERVING AS THE BASIS FOR THE COMPILATION OF THIS
ANNUAL REPORT
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The PAO Sovcomflot Charter;

Regulations on the General Meeting of Shareholders of PAO Sovcomflot;

Regulations on the PAO Sovcomflot Board of Directors;

Regulations on the PAO Sovcomflot Executive Board;

Regulations on the Chief Executive Officer of PAO Sovcomflot;

Regulations on the PAO Sovcomflot Auditing Commission;

Regulations on the Payment of Compensation and the Reimbursement of Expenses to PAO Sovcomflot Board of Directors Members;
Regulations on the Payment of Compensation and the Reimbursement of Expenses to PAO Sovcomflot Auditing Commission Members;
Regulations on the Dividend Policy of PAO Sovcomflot;

The Long-Term Development Programme of Sovcomflot Group;

. The PAO Sovcomflot Development Strategy;

. The PAO Sovcomflot Corporate Governance Code;

. Regulations on the Audit Committee of the PAO Sovcomflot Board of Directors;

. Regulations on the Committee for Innovative Development and Technical Policy of PAO Sovcomflot;

. Regulations on the HR and Compensation Committee of the PAO Sovcomflot Board of Directors;

. Regulations on the Strategy Committee of the PAO Sovcomflot Board of Directors;

. The Information Policy of PAO Sovcomflot

. Regulations on the Internal Audit Department of PAO Sovcomflot;

. Regulations on the Corporate Secretary of PAO Sovcomflot;

. Regulations on the Procedure for Procuring Goods, Works and Services for the Needs of PAO Sovcomflot;

. Regulations on the Professional Training/Retraining and Raising the Qualifications Level of PAO Sovcomflot Personnel;
. Regulations on Wages and Material Incentives for PAO Sovcomflot Employees;

. The Long-Term Motivation Programme for PAO Sovcomflot Employees;

. The Programme on the Sale of PAO Sovcomflot Non-Core Assets;

25.
26.
27.
28.
29.
30.
31

The PAO Sovcomflot Energy Conservation and Energy Efficiency Programme;

The PAO Sovcomflot Project Management Regulation;

The Standard for Auditing the Implementation of the PAO Sovcomflot Long-Term Development Programme;
The Technical Policy of PAO Sovcomflot;

Regulations on the PAO Sovcomflot Risk Management System;

Regulations on the Finance Department - Treasury of PAO Sovcomflot;

Regulations on Sponsorship and Charity of PAO Sovcomflot.
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8. NON-CORE ASSET SALE PROGRAMME

In 2018, in accordance with the decision of the PAO Sovcomflot Board of Directors dated 31 January 2018 (Minutes No. 169 dated 5 February 2018) and
based on the results of the analysis for compliance with the methodological guidelines for identifying and disposing of non-core assets approved by
Russian Government Order No. 894-r dated 10 May 2017, a new version of the Programme on the Sale of PAO Sovcomflot Non-Core Assets was
approved and the register of PAO Sovcomflot non-core assets, which also includes the non-core assets of its subsidiary PAO Novoship, was updated.

The Programme on the Sale of PAO Sovcomflot Non-Core Assets defines the main approaches, principles and procedures for identifying and disposing
of non-core assets belonging to the Company.

The main objectives of the PAO Sovcomflot non-core asset disposal programme are to

- promote more efficient use of assets and maximise income (minimise losses) on the sale of the Company’s property;
- reduce financial costs associated with the maintenance and servicing of non-core assets;

- form additional sources of financing;

- improve the competitiveness and investment attractiveness of the Company;

- increase capitalisation.

Non-core asset register (as of 31 December 2018)

Means for identifying a non-core asset Activity using the non- Residual (net Planned method of
core asset book) value of the |disposing of the
non-core asset, non-core asset

RUB

Non-core assets of PAO Sovcomflot

1 0.3% interest in the State registration number: 1010211708 Banking 5,116,000 Sale, public
National Reserve Bank electronic
(NRB) auction

2 2% interest in the St. Registration number: 1-02-80100-N Organisation of 8,700,000 Sale, public
Petersburg International exchange trades electronic
Commodity Exchange auction

Non-core assets of PAO Novoship

3 Recreation Centre Sukhaya Shchel, Novorossiysk (cadastral number of the Health resort facilities 134,472,625 Sale, tender
Moryak land plot: 23:47:0116009:8) (territory) in operation

4 Territory located at 1st  1st Railroad Loop St., Novorossiysk (cadastral numbers of  Production and 32,674,74793 Sale, tender
Railroad Loop St., the land plots: 23:47:0109008:505; 23:47:0109008:506; warehousing facilities
Novorossiysk 23:47:0109008:753; 23:47:0109008:168) (territory) in operation

5 Territory located at 120 120 Sukhumi Highway, Novorossiysk (cadastral number of ~Administrative and 9,477,718.03 Sale, tender
Sukhumi Highway, the land plot: 23:47:0208016:7) production facilities
Novorossiysk (territory) in operation

PAO Sovcomflot and PAO Novoship did not make any disposals of non-core assets in 2018.
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