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Krka (KRKG SV) A].IA INVESTEMENT
CULTURE
12M Target price: 64 EUR Recommendation: BUY
Previous target price: 58 EUR, HOLD (12.5.2017)
KEY MARKET DATA: SHARE PRICE DYNAMIC:
Stock data as of 17.08.2017 : Price performance: 3M 12M 70
Market price (EUR) 54.9 Price change in % 2.1% -7.0%
52 week range (EUR) 49.2-62.0 SBI 20 index change in % 3.1% 11.5% 65
Market Cap (EUR) 1,798.7 Relative to SBI 20 indexin % -0.9% -16.6% 60
Valuation multiples: TTM Forward
Avg. daily trade vol., EUR(K) 358  EViSales 14 13
Average daily % of stock traded 0.020% EV/IEBITDA 6.5 5.7 50
No. of Shares in millions 328 EVIEBIT 111 9.5 45
P/IE 13.6 12.0 = KRKG === SBITOP Index
Dividend yield 5.0% P/B 1.2 1.2 40
avg.16  nov.16 feb.17 majl7 avg.17
KEY COMPANY DATA & ESTIMATES: KEY CURRENT DEVELOPMENT:
T FY2015 FY2016 S R " Stronger sales, improved margins and lowered capex guidance
Sales 1,164.6 1,174.4 1,225.7] 1,259.0 1,291.2 pOSitively affected Krka‘s valuations. Although tax gUidance
EBITDA 306.7 2282 2584 2976 3013 increased, overall effects led us to an increase of target price (from
Margin 26.3%  19.4%|  21.1% 23.6%  23.3% EUR 58.0 to EUR 63.6) and recommendation.
= Additionally, several new product launches
EBIT 199.4 1224 152,21  178.2  183.0 S 200 -
Net income 158.2  108.4 130.00 1477 1528 are plfanned fg_r 2H17, which is crucial ot
regarding positive West Europe sales 1g0 | =Krka

EPS el € 4.0 s it dynamic. Consequently its implied 2H17 —Richter
DPS 265 275 3.0 3.1 will balance out the drop in sales during ¢°
RIETEEEEL 0.0 0.0 14.8 0.0 0.0 1H17. This is encouraging, especially if at 1490
Cash 35.8 38.6 53.0 37.8 38.7 the same time East FEurope sales
Net debt -92.6 -48.6 -82.7 -138.0 -180.9 momentum continues. 120
Equity 1,404.7 14434 15245 15233 15462 = Small investment in China (R&D company) 100
Assets 1,809.2 1,9115 1,964.9 2,005.3 2,069.1 was revealed in the beginning of July. First
ND/EBITDA 0.3 -0.2 -0.3 -0.5 -0.6 intended as market penetration, then 80
P/E 134 15.8 13.6 11.9 115 manufacturing agreements and follow up .,
EV/EBITDA 6.7 7.4 6.5 5.7 5.6 investments are expected adding sales

Source: Bloomberg, LISE, own calculations of multiples

and production capacity.
contribution only after 2020.

Meaningful
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1H17 ReSUItS A]-IA INNE\aY\éSTEMENT

CULTURE
Sales in Russia influenced by strong MalsES 1H16 1HL7 M . 30 sales growth in Romania is due to
growth of ruble versus euro. Namely Slovenia 1.2 430 44%  cautious purchasing approaches of the
average ruble appreciation was 20% South-East Europe 11872 798 | 3.9%< (istributors picked up in the second
in the mentioned period. East Europe without Russia 52.4 57.6 9.8% quarter (18% 2q16 to 2q17 vs. -12% 1q16
Sales in Western Europe decreased [USS12 1231 1864 | 27.1% 0 1q17).
Central Europe 141.4 154.4 9.2%

by 4.8% in the first half, however, . 1 Strong growth continued also in Croatia
second quarter sales was higher ©?ech Republic 124 22.0 77"M’v\(+13%to EUR 15.7m).

than in the same eriod 2016 Western Europe 150.4 143.2 -4.8% .
(+1.6%). High competiion is sill Ovrses w5 mew T N care systom and
affecting sales in Germany and Totl 603.8  655.0 8.5% . e

9 y changes of leadership in subsidiary.

Spain - (expiry of public tenders) gos% 63% = Human heath products sales are up 9.6%

where revenues decreased by 12% = 0 9 X . .
58% 59% 5oy, 99% 5796 57% 0 m
and 19%, respectively. On the other 60% d 470 52% 55% YoY in 1H17 with domestic health results

hand sales improved on the second

. . 40%
largest market in the region, France,

services up 7.2% YoY to EUR 16.5m. On
the other hand animal health products
sales stood at EUR 35.0m, down 6.3%.

where sales grew by 11% YoY. 20%

Pricing pressures in the second
quarter were less severe. That 0%

= |n the first half-year of 2017 Krka entered
a new therapeutic area: the treatment of

together with more profitable product \&w (L&Q@ &”‘mﬁ &0@\6 & %0@\% GJO,LQ@ 5 \Q,Lw Pbo,pm HIV _infekiz_tions v(;/ith th;a _corg_binatior_ll cif
mix contributed to improved margins. ® Gross margin ® EBITDA margin emtricitabine and tenofovir disoproxil. It
- o was launched in Slovenia and Latvia.
Additionally, positive effects to| [MFINERCIAMENT(YUD) 1H16 1H17 Yo Vi While first . hil lativel
stockpiling and change in the value \Total expenses 566.2 589.3 4.1% and  also fe g rynents i ;‘u pliers
of inventories of products and work \esiTpa 147.1 177.3  20.5% however fir; aaﬁ/f net cash pcfsitior;
in progress (EUR 30.3m versus EUR " gB|TDA margin 24.4% 27.1% . P
. ) . already improved.

3.4m in 1H16; deducted from period gt 943 1241 31.6% N 10 CF for 1H17: EUR 117.8

i = Net operatin or : .8m.
expenses).  According to  the g marain 15.6%  18.9% P _9

i . Note that high level of cash at the end of
statements Krka is now well Net income 20.0 017 30.9% ote that hig evel of cas at the end o
repared for new product launches the June was prior to the payment of
Exppected for the secI:Oond half 2017 Balance Sheet (EURm) Decl6 Marl7  Cho. dividends — EURp88m in July e

_ _ ' Inventories 280.7 300.8  7.2% _ . _
Effective t t higher due t In 1H17 Krk d first ket
. ective tax rate Wa.S \gher due 1o Trade and other receivables 544.2 529.6 -2.7% n o rka receive Irst-marketing
higher EBT and relatively unchanged _ authorizations (MAs) for 9 new products (5
Cash and Short-term fin. Inv. 48.6 59.2 21.9%

level of tax allowances (capex etc.). prescription, 2 non- prescription and 2

animal) in 17 dosage forms / strengths.



Sales distribution and dynamic

NEW
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Slovenia 21.1
South-East Europe 34.2
Romania 11.9
Other SEE 22.3
East Europe ex Russia 30.2
Ukraine 13.6
Other EE 16.6
Russia 70.3
Central Europe 63.5
Poland 30.5
Czech Republic 12.0
Madzarska 5.7
Other CE 15.3
WE 65.0
Overseas 10.1

21.9
33.8

9.3
24.5
31.7
16.3
15.4
78.8
715
30.6
131
14.6
13.2
61.7

2.9

22.1
30.6
11.7
18.9
25.8
11.7
141
60.5
68.7
29.5
18.6

7.9
12.7
44.5

8.9

215
47.2
17.7
29.5
42.1
27.5
14.6
88.4
79.2
30.9
19.3
14.5
14.5
55.2

9.4

19.3
34.2
12.5
21.7
31.6
13.2
18.4
84.6
62.1
315

3.2
11.0
16.4
59.8

6.5

19.1
41.2
15.3
25.9
32.4
12.8
19.6
72.2
68.1
31.8
14.8

8.9
12.6
62.5

5.8

Source: Krka Interim and Annual report / our estimates for missing data.
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Investment Thesis

POSITIVE:

Traditionally Krka was more focused on South East and East
European markets, however Krka Group has in the last few years
strengthened its sales in West European markets as well, and
consequently diversified its sales. Its true, however, that pricing
pressures and sales volatility on these markets are higher.

Balance sheet remains strong as Krka has a net cash position with
no financial debt. In addition the Group is still generating strong
annual cash flow with EBITDA ex CAPEX at EUR 96m in 2016 and
EUR 125m in 1H17. That supports both (hefty) dividend policy and
share buyback program (up to 10% of issuance).

FX volatility exposure to Russia (~20% of sales) was a headwind,
but it can quickly shift to tailwind. Positive effects were evident
already in the first half 2017.

The company is R&D oriented with 38% of sales generated with
products developed in the last 5 years. After weaker launches in
2016 management believes pipeline will be stronger in 2H17.
Also some other negative one-offs that weigh in onto 2016 results
should disappear during 2017.

Although there is strong trend of commoditization in generic drugs
market, Krka is countering this negative trend with branding and
promotions which are important for diffraction from chemically
identical competitive products.

In comparison to other competitors, Krka decided for organic
growth wit very limited use of M&A. That gives Krka better control
over production quality.

Valuations of large generic manufacturers are under significant
pressures in the last few years, however, consolidation process in
the industry can result in significant takeover premium. Latest case
of Stada M&A deal implies target EUR 87 per share.

Source: Annual Reports, Bloomberg

NEW
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ALTA

Dividend per share at constant growth
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Sales of leading products in 2016 in EURm

ATORIS (atorvastatin)
LORISTA (losartan)
NOLPAZA (pantoprazole)
PRENESSA (perindopril)
VALSACOR (valsartan)
ENAP (enalapril)
EMANERA (esomeprazole)
ROSWERA (rosuvastatin)
ZYLLT (clopidogrel)
KARBIS (candesartan)

o

20 40

Share of products developed in the last five years in
Krka Group sales (in %)
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48.5

45.6 45.3

43.3
38.4
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Investment Thesis

NEGATIVE:

With patent expirations and governments looking to lower health |
costs there is growing demand for generic drugs. On the other hand
we can see that even generic drugs segment is under significant
pressure due to competition and healthcare reforms.
Additionally, future pricing pressures could be even stronger in
case of Krka which in the past exploited opportunities related to
differences between process and product patent protection and
which could decrease in the future. Margins are and will be under
pressure.

While Krka has somewhat offset pricing pressures with higher
production volumes, they have also avoided riskier but also
potentially more profitable industry trends — production partnerships
with low cost manufacturers and investing in biogenerics. This was
also lowering Krka growth profile as double digit volume growth
was offset by above mentioned pricing pressures.

N

New strategy coming out only in end-November. Investors are
consequently still nervous from very weak 3Q16 implying a strategic
shift is needed.

Krka Group strong cash generation, healthy balance sheet and
presence on Eastern European markets could be appealing as M&A
target for industry consolidators, however, we believe this scenario
is highly unlikely. Beside statutory obstacles Krka is also listed as
strategic investment for Slovenia. Strive for independence remains
high and any potential acquirer would face an uphill battle.

Krka’s extensive exposure to conducting business in emerging high
growth markets leads also to higher downside risk based on
macroeconomic and political instability of those markets. In the
last years this risks realized through increased level of trade
receivables and higher sales and margin volatility due to situation in
Ukraine and Russia.

Source: Annual Reports, Bloomberg

ALTA |
INVESTEMENT

CULTURE

==@==Sales YoY
e=@==EB|ITDAM

Industry is under pressure and so is Krka

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

o 174 171 173
Profit in EURmM 156 165 165 166 g

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Trade and other receivables in EURm
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Stada comparison

ALTA
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Stada found itself under significant activist investors pressures which resulted in major M&A developments. In February 2017 after

multiple speculations and names which included Advent International, Permira, CVC, Bain Capital and Cinven, the latest two managed
to persuade shareholders with EUR 65.53 per share offer. Additionally, investors will receive 72 cents of dividend per share. Taking all
that into account the transaction is valued at EUR 5.4bn.

Krka and Stada sale its products on very similar markets, however, actual exposure in case of Slovenian company lean much more

toward Eastern Europe. Beside higher exposure to higher growth markets Krka operates without financial leverage and is almost
without M&A legacies. Note that Stada has EUR 405m (12% of Assets) of goodwill versus EUR 43m (4% of Assets) in case of Krka.

STADA . .
.. Financial performance
Key indicators
EV/EBITDA 10.3 2,400 30%
’ 2,100
EV/EBIT 16.5 1,800 2504
EV/Sales 2.4 1,500
Net debt / EBITDA 3.2 1,200 20%
Net debt to Equity 121% 900
ROE 9.1% 600 15%
300
0 - W 0w
2016 2015 2014
KRKA Financial performance
0,
EV/EBITDA 6.5 1,250 30%
EV/EBIT 11.2 1,000
25%
EV/Sales 1.4 750
o 20%
Net debt / EBITDA 0.3 500 0
Net debt to Equity -5.4% 250 15%
ROE 8.5%
0 - 10%
2016 2015 2014

Source: Annual Reports, Bloomberg

. Sales

mmmm EBITDA

m EBIT
Net profit

e EBITDA
margin

. Sales

= EBITDA

mm EBIT
Net profit

e EBITDA
margin

Sales breakdown (EURm)

= Germany
Italy

= Spain

= Russia
Belgium
France

= Vietnam

= Serbia
Others

Sales breakdown (EURm)

454

R\ 4

= Russia
Poland

= Germany

= Slovenia
Romania
Madzarska

= Ukraine

= Spain
Others



Relative valuation ALTA | v event

CULTURE
EVIS EV/EBITDA P/E

Company name 2017F 2017F 2017F

Stada Arzneimittel 2.3 2.2 2.0 13.4 11.0 9.8 42.1 17.5 15.7
Richter Gedeon 2.7 2.4 2.2 12.0 9.8 8.9 19.6 15.7 125
Recordati 6.3 5.4 5.2 19.0 15.6 14.8 27.3 23.0 21.7
Teva Pharmaceutical 2.2 2.3 2.3 11.3 7.4 7.3 27.5 4.1 4.0
Mylan 2.6 25 2.4 11.7 7.3 7.0 25.1 5.9 5.6
Hikma Pharmaceuticals 2.4 2.2 1.9 10.6 8.0 7.1 25.3 12.6 9.9
Taro Pharmaceutical Ind. 3.1 3.6 n.a. 5.4 6.8 n.a. 10.0 12.3 n.a.
Dr. Reddy's Laboratories 2.6 2.1 1.9 14.8 9.5 8.1 29.2 154 12.8
Cipla 3.4 2.6 2.3 19.3 13.1 11.3 42.6 21.1 18.2
Krka 1.4 1.3 1.3 6.5 5.7 5.6 13.6 11.9 11.5
Median 2.6 2.4 2.3 12.0 9.5 8.5 27.3 154 12.6

EBITDA EBIT margin Profit Assets Div. yield Assets/  Net debt to

Company name margin TTM (%) ’ margin (%) RIOIE T ROk UV turnover (03;) Equity EBITDA
Stada Arzneimittel 17.3% 8.5% 4.2% 9.1% 2.8% 0.66 1.13 3.29 3.21
Richter Gedeon 22.2% 14.2% 14.3% 9.0% 7.5% 0.53 1.64 1.20 -0.68
Recordati 33.0% 29.6% 21.5% 26.4% 14.8% 0.69 1.01 1.79 0.90
Teva Pharmaceutical 19.8% 11.3% 3.2% 2.6% 0.9% 0.27 5.01 3.54 7.46
Mylan 22.0% 7.4% 5.5% 5.1% 1.9% 0.34 0.00 2.77 5.46
Hikma Pharmaceuticals 23.0% 15.5% 7.9% 6.7% 3.6% 0.45 1.91 1.82 1.57
Taro Pharmaceutical Ind. 57.6% 55.8% 49.7% 18.6% 17.0% 0.34 0.00 1.10 -3.11
Dr. Reddy's Laboratories 17.3% 9.0% 8.0% 9.2% 5.2% 0.64 1.00 1.77 1.27
Cipla 17.8% 8.3% 7.6% 8.6% 5.1% 0.67 0.35 1.67 1.06
Krka 21.1% 12.4% 10.6% 8.5% 6.6% 0.62 5.01 1.29 -0.32
Median 22.0% 11.3% 7.9% 9.0% 5.1% 0.53 1.01 1.79 1.27

= Our relative analysis implies a vast 61% upside as target price based on EV/Sales, EV/EBITDA, EV/EBIT and P/E as target
price is set at EUR 87.6. That is only slightly below our previous analysis. While Krka‘s TTM earnings and our estimates for
2017 and 2018 improved, negative trends in the industry affected industry valuations.

=  Despite weak third quarter 2016, margins are only slightly below peer median. However note that EBITDA growth expectations
(TTM till 2018F) are higher (almost double) for peer group than for Krka. This possibly explains the valuation discount.

= At the same time dividend yield is significantly higher. Given no debt and expected recovery of profitability we believe future
dividend return is sustainable and is unlikely to be cut as for instance in case of Teva.



FCF valuation - forecasts ALTA

ESTIMATES:

EURM 2017F 2018F 2019F 2020F 2021F 2022F 2023F PAZIS 2025F 2026F
Sales 1,259.0 1,291.2 1,322.0 1,352.5 1,384.0 1,411.7 1,439.9 1,468.7 1,498.1 1,528.1
COGS 541.4 555.2 568.5 581.6 595.1 607.0 619.2 631.6 644.2 657.1
R&D costs 125.9 129.1 132.2 135.2 138.4 141.2 144.0 146.9 149.8 152.8
Administrative expenses 81.8 83.9 85.9 87.9 90.0 82.9 84.5 86.2 88.0 89.7
Selling and marketing costs 339.9 348.6 356.9 365.2 373.7 381.2 388.8 396.6 404.5 412.6
EBITDA 297.6 301.3 305.9 310.4 315.1 317.6 321.6 325.6 329.8 334.0
EBITDA margin 23.6% 23.3% 23.1% 23.0% 22.8% 22.5% 22.3% 22.2% 22.0% 21.9%
EBIT 178.2 183.0 187.6 192.1 196.9 199.5 203.4 207.5 211.7 215.9
EBT 178.0 184.1 189.7 195.5 201.8 206.3 211.4 215.7 220.0 224.4
Net income 147.7 152.8 157.4 162.3 167.5 171.2 175.5 179.0 182.6 186.3
EURM 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F 2025F 2026H,
Total Assets 2,005.3 2,069.1 2,142.8 2,237.5 2,339.4 2,458.4 2,479.6 2,501.2 2,523.2 2,545.4
Inventories 289.6 297.0 304.1 311.1 318.3 324.7 331.2 337.8 344.6 351.5
Trade receivables 541.4 555.2 568.5 581.6 595.1 600.0 604.8 609.5 614.2 618.9
Cash 37.8 38.7 39.7 40.6 41.5 42.4 43.2 44.1 44.9 45.8
Equity 15233 1,546.2 15953 1,646.8 1,700.7 11,7609 1,825.0 1,890.0 1,956.2 2,023.8
Debt 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trade payables 125.0 128.2 131.3 134.3 137.5 140.2 143.0 145.9 148.8 151.8

MAIN ASSUMTIONS:

NEW
INVESTEMENT
CULTURE

We expect that sales volume in the next few years will continue to
increase and average value per piece to slowly drift lower — hence
resulting in slower revenue growth and margin contraction.

= After last conference call we have also implemented lower capex
guidance for 2017 (and onwards; EUR 120m) and higher effective tax
rate.

= Although margins improved significantly in 1H17 we remain cautious
regarding performance in the second half of the year. We believe that
positive effects came mainly from higher sales growth in Russia, which is
strongly related to FX movements. Given the latest trends and weakening
of ruble, positive contribution from Russia could be less significant.

2011 2012 2013 2014 2015 2016

==o==Production of finished pharmaceutical products in billion pieces

==@==Prescription pharmaceuticals (revenues in EURm)
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FCF valuation - commentary

VALUATION TABLE:
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ALTA

EURmM 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F 2025F 2026F
NOPLAT 147.9 151.9 155.7 159.5 163.4 165.5 168.9 172.2 175.7 179.2
NOPLAT growth 29.5% 2.7% 2.5% 2.4% 2.5% 1.3% 2.0% 2.0% 2.0% 2.0%
Depreciation 119.4 118.3 118.3 118.3 118.2 118.2 118.1 118.1 118.1 118.1
Depretiation/Sales 9.5% 9.2% 9.0% 8.7% 8.5% 8.4% 8.2% 8.0% 7.9% 7.7%
CAPEX 120.0 120.0 120.0 120.0 120.0 120.0 120.0 120.0 120.0 120.0
CAPEX/Sales 9.5% 9.3% 9.1% 8.9% 8.7% 8.5% 8.3% 8.2% 8.0% 7.9%
Change in net working capital 9.5 18.1 17.3 171 17.7 8.5 8.5 8.5 8.5 8.6
NWC/Sales 56.1% 56.1% 56.1% 56.1% 56.1% 55.6% 55.1% 54.6% 54.1% 53.6%
FCF to firm 137.8 132.2 136.8 140.7 144.0 155.3 158.6 161.9 165.3 168.8
Value in forecasting period 917 Tax rate 17.0% 17.0%

Continuing value 894 Cost of debt 1.0% 1.0%

Total enterprise value 1,812 Beta 0.9 0.9 120 am 120 2n 120 gu 120 3 120 gu 120 ¢ 120 gu 120 ma 120 g2 120
Net debt -48 Cost of equity 9.6% 9.6%

Equity value 1,859 Debt/Equity 0.0% 0.0%

No. of shares (in mio) 32.2 WACC 9.6% 9.6%

Equity value per share 57.7 Perpetuity growth rate 2.0%

= Given higher sales growth, margin recovery in the first half 2017 and especially

=0=NOPAT e=@=CAPEX

lower capex guidance (short and long term) our FCF price target increased from
EUR 49.8 per share to EUR 57.7.

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

WEIGHTING SCHEME & END COMMENTARY:

Combination of FCF and relative valuation derives to a target price of EUR 63.6 per share
versus previous price target of EUR 58.0. Consequently given almost 16% upside we
upgraded our recommendation from hold to buy.

Note that Krka‘s profit margins largely depend on less stabile Eastern European markets, on
the other hand Krka can surprise on the upside with stronger than expected launches of new
products which are expected for the second half of the year.

As noted new strategic document of Krka Group is expected at end-November.

A

EUR EUR
o7. 7 87.6
9




Historic Financial Data ALTA | v
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2008 2009 2011 2012 2013 2014
Assets 879.1 1,121.4 1,271.0 1,341.0 1,488.2 1,534.0 1,626.7 1,759.9 1,795.7 1,809.2 1,911.5
Non-current assets 574.8 749.4 809.1 808.0 846.5 863.9 926.0 974.0 1,008.8 986.6 1,038.1
Current assets 304.3 372.0 462.0 533.0 641.7 670.2 700.7 785.9 786.9 822.6 873.5
Short term investment 24.1 4.4 2.1 3.0 1.9 1.7 11.8 21.0 1.8 49.2 9.5
Cash 10.4 15.8 7.6 13.4 7.8 20.2 23.0 67.3 23.6 35.8 38.6
Equity 570.9 680.9 783.3 920.4 1,053.3 1,139.8 1,240.5 1,332.6 1,351.9 1,406.0 1,444.4
Equity of non-controlling interests 7.9 10.0 1.8 1.7 1.6 1.5 1.4 1.4 1.3 1.2 1.1
Provisions 122.6 143.6 149.7 107.5 108.9 104.8 104.7 103.1 97.5 84.9 90.8
Non-current liabilities 41.4 108.7 102.5 1235 86.7 43.6 28.2 129 13.1 12.7 12.3
Non-current financial liabilities 37.4 90.3 83.7 105.1 67.2 25.5 12.9 0.0 0.0 0.0 0.0
Current liabilities 137.3 184.5 219.7 181.1 222.4 2379 238.4 291.4 317.1 284.2 350.1
Current financial liabilities 48.8 62.5 100.1 51.1 57.9 44.1 134 0.0 38.0 0.0 0.0

2008

2009

2011

2012

2013

2014

Sales revenues 668.0 780.9 949.9 953.0 1,010.0 1,075.6 1,143.3 1,200.8 1,191.6 1,164.6 1,174.4
Total Revenues 678.8 785.1 988.5 1,035.9 1,057.1 1,099.7 1,156.3 1,242.3 1,278.6 1,221.6 1,192.7
Cost of goods, materials and services 299.5 338.6 422.0 406.8 4745 486.6 523.6 557.7 506.1 538.3 579.1
Labour costs 159.4 181.9 224.0 239.4 258.2 269.2 293.2 310.9 330.9 3234 336.6
D&A plus impairments a47.7 56.9 71.6 76.7 81.7 102.9 106.8 113.4 109.9 124.8 121.3
Other operating expenses 14.4 24.8 34.1 78.1 31.2 29.4 40.4 32.6 54.8 35.6 33.2
EBITDA 198.2 240.6 308.4 311.7 293.2 298.7 282.3 321.7 374.5 306.7 228.2
Operating income 150.5 183.6 236.8 235.0 211.5 211.6 192.3 227.6 277.0 199.4 122.4
Financial Income 15.5 7.6 3.0 11 8.0 0.5 5.4 21 15 25.6 65.7
Financial expenses 17.2 16.3 34.2 11.7 8.1 12.1 7.2 28.4 103.1 44.3 71.8

Interest cost 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
EBT 148.8 174.9 205.6 224.3 211.4 200.0 190.5 201.3 175.3 180.7 116.3
Total taxes 36.7 42.1 49.7 50.6 40.5 37.2 30.7 28.6 9.2 22.5 7.8
Net profit / loss 112.1 132.9 155.9 173.7 170.9 162.7 159.8 172.8 166.2 158.2 108.5

Attributable to equity holders of the parent 111.7 132.6 156.0 173.8 170.8 162.7 159.8 172.7 166.1 158.2 108.5
CAPEX -107.2 -113.0 -146.4 -90.3 -115.4 -109.7 -153.3 -157.3 -173.7 -95.9 -131.8
in EURm 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Gross margin 55.2% 56.6% 55.6% 57.3% 53.0% 54.8% 54.2% 53.6% 57.5% 53.8% 50.7%
EBITDA margin 29.7% 30.8% 32.5% 32.7% 29.0% 27.8% 24.7% 26.8% 31.4% 26.3% 19.4%
EBIT margin 22.5% 23.5% 24.9% 24.7% 20.9% 19.7% 16.8% 19.0% 23.2% 17.1% 10.4%
Net margin 16.7% 17.0% 16.4% 18.2% 16.9% 15.1% 14.0% 14.4% 13.9% 13.6% 9.2%
Assets Turnover 0.76 0.70 0.75 0.71 0.68 0.70 0.70 0.68 0.66 0.64 0.61
ROA 12.7% 11.8% 12.3% 13.0% 11.5% 10.6% 9.8% 9.8% 9.2% 8.7% 5.7%
Assets to Equity 1.54 1.65 1.62 1.46 1.41 1.35 1.31 1.32 1.33 1.29 1.32
ROE 19.6% 19.5% 19.9% 18.9% 16.2% 14.3% 12.9% 13.0% 12.3% 11.3% 7.5%
Net debt / EBITDA 0.4 0.6 0.6 0.5 0.4 0.2 0.0 -0.2 0.0 -0.1 -0.2
Debt to Assets 9.8% 13.6% 14.5% 11.6% 8.4% 4.5% 1.6% 0.0% 2.1% 0.0% 0.0%
Debt to Equity 0.15 0.22 0.23 0.17 0.12 0.06 0.02 0.00 0.03 0.00 0.00
TIE ratio
NWC / Assets 20.6% 20.5% 26.2% 28.8% 31.4% 29.6% 27.1% 23.1% 26.9% 25.1% 24.8%
Days inventory outstanding 141.3 185.0 182.8 163.0 176.4 190.7 174.8 154.3 177.6 185.0 176.9
Days receivable outstanding 84.1 84.2 92.6 128.3 145.5 133.7 132.6 140.4 157.8 145.6 169.1
Days payable outstanding 107.8 131.5 103.4 116.7 126.5 145.3 156.9 190.7 201.3 192.7 220.7
EBITDA - CAPEX 91.0 127.6 162.0 221.4 177.7 189.0 129.0 164.5 200.8 210.9 96.4
Source: Annual and Interim reports 10



Company & ALTA Description

COMPANY DESCRIPTION:

One of the largest pharmaceutical producers in Central and
Eastern Europe.

Sells Branded and non-branded generics.

Sale is diversified over Europe, however there is even more
emphasis on overseas (3% of total sales).

82% of sales revenues is attributed to prescription
pharmaceuticals, 10% non-prescription, 5% animal health
products and 3% health resorts (2016 data).

ALTA |
INVESTEMENT

CULTURE

OWNERSHIP STRUCTURE:

SDH d.d. 16.2%
KAD d.d. 10.7%
Splitska Banka (Fiduciary account) 6.8%
Addiko Bank (Fiduciary account) 3.7%
Krka 1.7%
Source: KDD
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Preparved by:
Matej Simnic
Analyst
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First release:
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Market data capture date:
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CONTACTS:

ALTA Invest, investicijske storitve, d.d.
Zelezna cesta 18, 1000 Ljubljana, Slovenia
phone: + 386 1 32 00 300

e-mail: invest@alta.si

http://www.alta.si

Head of Research:
Saso Stanovnik
saso.stanovnik@alta.si
+386 (1) 32 00 310

Institutional Trading:
Darko Jur€evi¢
darko.jurcevic@alta.si
+386 (1) 32 00 395

ABOUT ALTA INVEST:

v' Our trading advantage is our execution of
large trading blocks with low impact on the
market.

v' 38,300 brokerage clients with EUR 3.3 bn of
assets.

v" European Banking award: Best Broker & Best
Asset Manager in 2015 and 2016.

TTM market share:

ALTA;
27.2%

Other:
72.8%
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The research department of ALTA Invest, investicijske storitve, d.d. (eng. ALTA Invest, investment services, Inc.), is, in order to avoid and deter conflict of interests, a separate organizational part of the company. It is independent in its
decisions regarding selection, monitoring and updating of its investment recommendations of an individual issuer. According to its information policy, ALTA Invest, investicijske storitve, d.d. observes data privacy and strongly defends access
to its data bases and other materials connected with the research department against any unauthorized access or personnel.

ALTA Invest, investicijske storitve, d.d. may trade with the financial instruments mentioned in this document for its own account and may also engage in securities transactions in a manner inconsistent with the content of this research report
as a result of short-term trading recommendations by analysts.

Remuneration of the analyst who provides monitoring of a certain issuer is based, among other factors, also on the profitability of ALTA Invest, investicijske storitve, d.d.; a part is also profit arising from ALTA Invest, investicijske storitve, d.d.
investment services.

ALTA Invest, investicijske storitve, d.d. is supervised by the Slovenian Securities Market Agency (Agencija za trg vrednostnih papirjev), Poljanski Nasip 6, 1000 Ljubljana, Slovenia.
CONFLICT OF INTEREST

ALTA Invest, investicijske storitve, d.d. (ALTA Invest, investment services, Inc.), declares that all of its affiliated legal entities, financial analysts, and with them related clients and any other subjects that have participated in the creation of this
document, do not hold any important stakes concerning the financial instruments that are the subject of this document. Nor do they have any important financial interest with the issuer of those instruments that might arise from cross-
ownership, financial instrument market making, facilitating public offerings for financial instruments or any other special services connected to such instruments in the past 12 months, as well as interests from the purchases of this document,
the remuneration of the employees and/or other participating subjects, especially financial analysts, connected with turnover of tangible financial instruments or with other interest relations, eg. any other agreements, which might refer to
providing services with financial instruments. ALTA Invest, investicijske storitve, d.d. also declares, that there are neither no conflicts of interests of the stated individuals/entities connected with financial instruments, which are subject of this
document, nor any conflicts of interests concerning the issuer of the instrument.

LIMITED LIABILITY

The document was prepared by ALTA Invest, investicijske storitve, d.d. (ALTA Invest, investment services, Inc.), Zelezna cesta 18, Ljubljana. ALTA Invest, investicijske storitve, d.d. is a member of the Ljubljana Stock Exchange and is
supervised by the Slovenian Securities Market Agency, Poljanski nasip 6, Ljubljana.

The document is, according to the Article 378 of The Securities Market Act, treated as an investment recommendation. The recommendation is prepared solely for the purposes of better understanding financial instruments and
performance of capital markets and is not intended for a specific audience. Therefore it is not to be construed as an offer to buy or sell, nor as a solicitation of an offer to buy or sell any financial instrument. Additionally, no opinion in the
document is intended to provide any personal investment services or advice, since it does not take into consideration any specific investment objectives, financial context or situation, investor knowledge, investor experience or any particular
needs of any specific person that has, for whatever reason, become familiar with the contents of this document or part of such.

The document was prepared for the purposes of ALTA Invest, investicijske storitve, d.d. clients and is not subject to reproduction, distribution or publication without the explicit permission of ALTA Invest, investicijske
storitve, d.d.. Similarly, any kind of mediation, variation or summarizing of this document is only permitted with the prior explicit written consent of ALTA Invest, investicijske storitve, d.d. Therefore with the acceptance and examination of this
document, the reader is obligated not to disclose the contents, opinions, conclusions or any other data from this document, as well as any investment recommendations, evaluations, forecasts or target prices, without the prior explicit
permission of ALTA Invest, investicijske storitve, d.d.

Any information in this document is based on data obtained from public sources, printed media, annual and semi-annual reports, company presentations, Bloomberg L.P., electronic media and other sources, which ALTA Invest, investicijske
storitve, d.d. considers to have been reliable on the date of publication or, exceptionally, indicates doubts concerning the reliability of such. The financial analysts that have prepared this document have gathered the data, reorganised it and
processed it according to the principles of fairness and with professional care; however, no representations or guarantees are made by ALTA Invest, investicijske storitve, d.d. with regard to the accuracy or completeness of the data. The
facts, on which the document is grounded, are clearly differentiated from those interpretations, assessments, opinions and other information that are not strictly factual in nature. Projections, forecasts and target prices are marked, and the
document clearly indicates the central assumptions on which they are based, and are subject to change without notice. These forward looking statements involve known and unknown risks, uncertainties and other factors, which may cause
actual results, performance, achievements, or prospects to differ materially from any future results, performance, achievements or prospects expressed or implied by such statements. The document may also contain historical data on the
profitability of certain financial instruments; however, past performance is not necessarily indicative of future results.

ALTA Invest, investicijske storitve, d.d. points out that any investments in financial instruments, including the financial instruments that are the subject of this document, pose certain risks. When investing in financial instruments, it is
important to be aware of both systematic and unsystematic risks. Unsystematic risk applies to certain financial instrument that are not under the influence of the entire financial market and are relatively independent of developments on those
markets. The effects of unsystematic risk can be reduced or eliminated with portfolio diversification. On the other hand, systematic risk applies to factors that influence the entire financial market and therefore affect the value of an investor's
portfolio. Furthermore, settlement and custodial risk in emerging markets may be higher than in markets where there is a long-established infrastructure. Stock liquidity may be impacted by the number of market participants that may
therefore impact the reliability of any investments made as a result of acting upon information contained in this document. Further, risks not discussed in this document may apply to the discussed security. Investors should always investigate
the various risk aspects of any security in any market before making an investment decision. We advise investors to contact the appropriate investment consultants or brokers to gather additional information.

The selling price of a financial instrument is usually not known in advance and can differ from the expected target price used to calculate expected gross return. Therefore, realized and expected gross returns may differ. Also, the investor
must take into account that provisions, trade costs and taxes will influence the final net return earned on the difference between the purchase and selling price of a financial instrument. The difference may be positive or negative and cannot
be forecast with any certainty in advance. In addition, all investors should be aware of the possibility of failure to achieve forecasted events and valuation assumptions on which the document is based, as well as the possibilities of price
fluctuation of a particular financial instrument and/or issuer. In the case of unfavourable movements of the price of a particular financial instrument, there is the possibility of lower future value of the investment compared to the initial
(purchase) value or vice versa. If a financial instrument is denominated in a currency other than the investor’s currency, a change in exchange rates may adversely affect the price or value of, or the income derived from, the financial
instrument, and such investor effectively assumes this currency risk. The reader of the document should also be aware of the significant impact of certain assumptions on predicting the target price of the issuer of the financial instrument,
which is presented in the document, especially in the sensitivity analysis, as well as the fact that past performance is not necessarily an indicator of future profitability of the issuer of the financial instrument and vice versa.

CULTURE

12



DISCIaImer A]-IA :\INE\aY\éSTEMENT

CULTURE

ALTA Invest, investicijske storitve, d.d. accepts no responsibility for any damage or loss arising from the use of information in this document.

Target price and recommendation is set by determining the fair value of stocks, taking into account fundamental factors and news and should be understood as such. The target price and recommendation does not indicate any relative
performance of the stock versus a regional or sector benchmark.

BUY: The investment rating reflects the total expected return (the difference between the current price of the stock and estimated price, expressed in %, and the estimated dividend yield) for a potential investment in the 12-month period
from the date of the initial rating, which is more than 10%.

HOLD: The investment rating reflects the total expected return (the difference between the current price of the stock and estimated price, expressed in %, and the estimated dividend yield) for a potential investment in the 12-month period
from the date of the initial rating, which is between 0% and 10%.

SELL: The investment rating reflects the total expected return (the difference between the current price of the stock and estimated price, expressed in %, and the estimated dividend yield) for a potential investment in the 12-month period
from the date of the initial rating, which is lower than 10%.

NO RECCOMMENDATION / EVALUATION: No recommendation can be given on the basis of the data available.

In the period between 30.6.2016 and 1.7.2017 the structure of all investment research was:

Number Share Share of issuers, for which ALTA Invest, investicijske storitve, d.d., has provided investment services regarding financial
instruments in last 12 months
Buy 23 55% 14%
Hold 19 45% 10%
Sell 0 0% 0%

Recommendations issued by ALTA Invest, investicijske storitve, d.d. Zelezna cesta 18, 1000 Ljubljana, are valid for 12 months, except in case of previous update of the recommendation. However, ALTA Invest, investicijske storitve, d.d. is
not engaged in periodical updating of the recommendations of the issuer under consideration as well as is not obliged to notify readers about any kind of valuation, opinion or forecast changes, which have arisen from the occurrences after
the recommendation release. When dealing with its customers, ALTA Invest, investicijske storitve, d.d. is not obliged to act in accordance with opinions and assessments expressed in investment recommendations.

Financial analysts responsible for the preparation of the document and other individuals that are familiar with the content of the document have not engaged in any personal transactions or trade with the financial instruments that are the
subject of the document nor have they been connected with the financial instruments during the preparation period of the document, up to and including one day after its publication.

SPECIFIC DISCLOSURES

ALTA Invest, investicijske storitve, d.d. Zelezna cesta 18, 1000 Ljubljana, Slovenia, and the financial analyst responsible for monitoring the issuer under consideration, guarantee that this document has not been disclosed to the issuer of
the financial instrument before its public release.

ALTA Invest, investicijske storitve, d.d. and its related legal entities can own shares of the issuer under consideration. A financial analyst responsible for monitoring of the issuer under consideration does not have any significant financial
interests concerning the financial instrument. They also do not have any conflict of interest concerning the issuer under consideration.

ALTA Invest, investicijske storitve, d.d. and/or its related legal entities have not performed (any) services concerning financial instruments to the issuer under consideration herein within the past 12 months.
ALTA Invest, investicijske storitve, d.d. and related entities may hold securities of the issuer in question herein.
STATEMENT OF FINANCIAL ANALYST

ALTA Invest, investicijske storitve, d.d. (eng. ALTA Invest, investment services, Inc.), and the undersigned financial analysts, responsible for the monitoring of the issuer under consideration, declare that they have not received any kind of
compensation that could affect the formulation of this document or opinions expressed in this document. The recommendation has not been disclosed to anyone before it was publicly released.

Matej Simnic, Analyst. On the day of the public release, the author of the recommendation did not held securities of the relevant issuer.
Saso Stanovnik, Head of research. On the day of the public release, the author of the recommendation held securities of the relevant issuer.

First release of the recommendation was performed on 13.4.2010.
Quarterly updates are planned for data, valuation, target price and recommendation.

OTHER INFORMATION

Other information about the services of ALTA Invest, investicijske storitve, d.d. and financial instruments, including general conditions for the provision of services, price lists and other disclosures and information can be found at
http://www.alta.si/, http://www.alta.si/Organizacija_skupine/Ceniki_pogoji_in_akti and http://www.alta.si/Osnove_trgovanja/Razlaga_financnih_instrumentov.

ALTA Invest, investicijske storitve, d.d., Zelezna cesta 18, SI-1000 Ljubljana. Registered at the District Court of Ljubljana, Registration Number: 3710432000, ID for DDV: SI89931181, Share capital: 2,031,803.00 EUR.

The distribution and/or content of this document in other jurisdictions may be restricted or differently regulated by law, and the reader should inform himself regarding any such restrictions. By accepting this document, the
reader consents to be bound by the foregoing instructions.
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