.

AT Annual Report

fl 2009

Together we scale the heights




Krka Group financial highlights
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SALES REVENUES AND EARNINGS BEFORE INTEREST,
TAX, DEPRECIATION AND AMORTISATION (EBITDA)
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Net sales revenues in 2009 still grew
slightly, despite the difficult econom-
ic conditions.

EBITDA was EUR 312 million, an in-
crease of 1%.

ROE and ROA remained roughly at
the same level of 2008.

In 2009 the Krka Group’s net profit
grew 11%, while market capitalisation
increased by 33%.



Krka Group financial highlights

CUR s 2009 2008 2007 2006 2005
Revenues 953,038 949,920 780,918 667,955 554,137
EBIT 234,992 236,781 183,642 151,079 120,250
EBITDA 311,667 308,390 240,586 198,783 166,042
Net profit 173,685 155,891 132,853 112,086 97,335
Non-current assets 808,022 809,074 745,735 568,810 498,626
Current assets 533,010 461,962 375,683 310,318 289,640
Equity 920,369 783,296 680,913 570,905 479,585
Non-current liabilities 237,834 257,526 252,379 163,941 151,804
Current liabilities 182,829 230,214 188,126 144,282 156,877
R&D costs 88,283 84,746 59,071 52,650 40,120
Investments 91,488 147,061 112,977 107,200 89,537
RATIOS 2009 2008 2007 2006 2005
Net profit margin (ROS) 18.2% 16.4% 17.0% 16.8% 17.6%
EBIT margin 24.7% 24.9% 23.5% 22.6% 21.7%
EBITDA margin 32.7% 32.5% 30.8% 29.8% 30.0%
ROE! 20.4% 21.3% 21.2% 21.3% 22.0%
ROA? 13.3% 13.0% 13.3% 13.4% 13.5%
Liabilities/Equity 0.457 0.623 0.647 0.540 0.644
R&D costs/Sales revenues 9.3% 8.9% 7.6% 7.9% 7.2%
NUMBER OF EMPLOYEES 2009 2008 2007 2006 2005
Year-end 7975 7602 6777 5759 5224
Average 7816 7294 6209 5494 5030
SHARE INFORMATION? 2009 2008 2007 2006 2005
Total number of shares issued 35,426,120 35,426,120 35,426,120 35,426,120 35,426,120
Earnings per share in EUR* 5.14 4.61 3.92 3.30 2.88
Dividend per share in EUR 1.05 0.91 0.80 0.69 0.58
Share price at end of year in EUR 64.04 48.27 124.29 78.48 42.72
Price/earnings ratio (P/E) 12.46 10.46 31.71 23.75 14.85
Book value of share in EUR? 25.98 22.11 19.22 16.12 13.54
Share price/book value (P/B) 2.46 2.18 6.47 4.87 3.16
?:f;ie:e;’gi:‘“”ﬁ"“ EUR thousand 2,268,689 1,710,019 4,403,112 2,780,058 1,513,334
EXCHANGE RATES 2009 2008 2007 2006 2005
USD (average) 1.395 1.471 1.370 1.255 1.243
USD (31 December) 1.434 1.392 1.472 1.317 1.183

1 Net profit/average equity balance over period

2 Net profit/average total asset balance over period

3 To aid comparison the new number of shares following the September 2007 1:10 share split are used in the calculated data per share.
4 Net profit of Krka Group majority shareholders/average number of issued shares in the period (no treasury shares)

5 Share capital on 31 December/Total number of issued shares



Krka Group business model

Krka is a public company and one of the world’s
leading generic pharmaceutical companies. Krka is
headquartered in Slovenia, and has over 50 years of
experience in the industry.

NET SALES REVENUES AND NET PROFIT IN
EUR MILLION
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Krka has a leading position on its domestic market
and a strong presence on generic pharmaceutical
markets in:

¢ South-East Europe — Croatia and Romania

¢ Central Europe — Czech Republic, Hungary and
Poland

¢ East Europe — Russian Federation and Ukraine.

Inrecent years Krka has built up its presence in west-
ern European markets, especially the UK, Germany,
France, Italy, the Nordic countries and Benelux.

Production and distribution capacities are located

in Slovenia, Poland, Croatia, the Russian Federation,
and Germany.

SALES BY REGION IN 2009
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Operational focus

Modern pharmaceutical production and a vertically
integrated business model allow us to offer custom-
ers in over 70 countries a broad range of safe, high
quality and effective prescription pharmaceuticals,
self-medication products and animal health and cos-
metic products. The majority of Krka products are in
solid dosage pharmaceutical forms. The company’s
activities are supplemented by health resort and
tourist services of Terme Krka.

SALES BY PRODUCT GROUP IN 2009
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We focus on a range of generic prescription phar-
maceuticals, which are marketed under Krka’s own
brands. In future we will continue to focus on mar-
keting and developing of our own marketing and
sales network, by founding companies, purchasing
local pharmaceutical companies, or business ac-
quisitions in selected markets. Our objective is to
strengthen the Krka Group’s market position (mar-
ket shares) on the markets of Europe and central
Asia.

Over 9% of net sales revenues was allocated to re-
search and development of new products in order to
increase the competitive advantage of the product
portfolio and retain a high proportion of vertically
integrated products. Forty-eight per cent of net sales
revenues is generated from sales of new products,
i.e. products launched on a market in the past five
years. In future we will continue to invest in R&D,
and we currently have over 100 new products in the
pipeline.
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Success goés to those
who look far ahead.

Introduction

Firat we set the challenge. We know
where we want to go; it is part of
our tradition, it is part of our
vision. Although at the beginning
the goal seems far off, our
commitment and dedication
alwayas lead us towards succesas.
We head for the summit linked
together with people we can rely on.
That is how we know that every-
thing is poasible.
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ID Card of the Krka Group
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Data on the controlling company —

The controlling company is Krka, tovarna zdravil, d. d., Novo mesto ( Krka d. d. or Company).

Registered office Smarjeska cesta 6, 8501 Novo mesto, Slovenia
Telephone +386 713312111

Fax +386 7133215137

Email info@krka.biz

Website www.krka.si

Basic activity Production of pharmaceutical preparations
Activity code 21.200

Year established 1954

Registration entry 1/00097/00, Novo mesto District Court
VAT number S182646716

Company ID number 5043611

Called-up capital EUR 59,126,194.28

Number of shares issued 35.426.120 ordinary no-par value shares

The Krka Group consists of the controlling company,
Krka, d. d., Novo mesto, and a number of subsidiaries
in Slovenia and abroad. The Krka Group is engaged
in the development, production, sale and marketing
of human health products (prescription and self-
medication pharmaceuticals and cosmetics), animal
health products and health resort and tourist serv-
ices.

Production takes place in the controlling company
in Slovenia and in Krka subsidiaries in Poland,
Croatia, and Germany, and in the Krka-Rus company
in the Russian Federation. All these subsidiaries,

apart from Krka-Rus, are also engaged in marketing
and sales, as well as production. Other subsidiaries
outside Slovenia are engaged exclusively in the mar-
keting and/or sale of Krka products and do not have
product capacity.

The company Terme Krka, d. o. 0., Novo mesto unites
the business units of the spa complexes and hotels
Terme Dolenjske Toplice, Terme Smarjeske Toplice,
Hoteli OtoCec and Hotel Krka in Novo mesto and
Terme Krka — Strunjan. Terme Krka is also the major-
ity owner of the company Golf Grad Otocec, d. o. o.
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Organisational chart of the Krka Group
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Overview of significant events and awards in 2009

(T KRKN

January

e Krka opens representative office in Mongolia.

e Marking European Data Protection Day (28 Janu-
ary), the Slovenian Information Commissioner
presents Krka with a data security award for ac-
quiring the ISO/IEC 27001:2005 certificate for
information security systems and related work on
personal data protection.

e Krka declared sponsor of the year at Cankarjev
Dom, Slovenia’s premier cultural centre, and given
an award in recognition of our loyalty after many
years of financial support for culture and art and
sponsorship of the exhibition Renaissance of the
Pharaohs.

e New employee-elected Works Council representa-
tives start work.

February

¢ Krka receives award as finalist in 2008 best em-
ployer award in the Dnevnik newspaper’s Golden
Thread awards.

e Krka Polska significantly increases the capacity of
its production and distribution plant with a mod-
ern, new packaging line worth EUR 2.5 million,
significantly increasing the plant’s flexibility.

e Polish Action against Depression society presents
Krka with an award for its work on fighting depres-
sion.

¢ Krka opens representative office in Armenia.

e The Notol solid dosage form production plant suc-
cessfully concludes qualification for production of
small-batch intermediate products.

March

e Krka receives certificate from European Agency
for Health and Safety at Work (EU-OSHA) in Brus-
sels making it an official partner in the European
Health and Safety at Work Campaign.

April

e At 2009 Kapital Financial Fair, Krka receives best
company award by 4o financial journalists from
Slovenian media houses.

Krka receives energy-efficient company award at
the 11th Energy Conference of Slovenian Energy
Managers, from Finance newspaper and Ministry
of the Environment and Energy. Andrej Paternost,
head of Krka’s Primary Energy Supply Service, and
Matej Baselj, Krka’s energy manager, are named
as 2009 Slovenian energy managers of the year.
Russian president, Dimitry Medvedev, awards Rus-
sian Order of Friendship to Joze Colari¢, President
of the Management Board and Chief Executive, for
a major contribution to friendship and coopera-

tion between the Russian Federation and the Re-

public of Slovenia.
¢ At the end of the All Russian Platinum Ounce com-
petition in Moscow, Krka wins 2008 best foreign
pharmaceutical producer of the year award, and
Krka’s Enap, which treats high blood pressure,
makes top four medicines of the year.
An opinion poll on the influence of pharmaceu-
tical companies carried out in 20 of the largest
cities in 7 federal regions in the Russian Federa-
tion, makes Krka the third most influential phar-
maceutical company for 2008. The www.krka.ru
website is ranked in fourth place.
Krka’s Bilobil capsules for memory and concentra-
tion and prevention of dizziness and tinnitus win
the prestigious Polish OTIS award for the second
time.
API Production sector acquires a certificate of
maintenance conformity, pursuant to the ATEX di-
rective.

May

e Krka wins 2008 employer of the year award at
the 21st Forum of Excellence and Craftsmanship
organised by the Dolenjska and Bela Krajina As-
sociation of Economists.

e Krka is again listed as the best reputed company
in research by Kline & Partner, which was carried
out for over 100 companies from 24 economic sec-
tors, an achievement it has attained for several
years running.

June

e The Dolenjska and Bela Krajina Chamber of Com-
merce and Industry gives Krka a gold and silver
award for the 2008 innovation of the year — gold
for orodispersible tablets with risperidone, and
silver for a procedure to prepare 2-sulfinyl-1H-ben-
zimidazoles.

e Krka receives award for best Slovenian company
in Serbia in the regional partner category, at the
business partner awards held in Belgrade.

¢ Krka and its Septolete product to treat sore throats
awarded the Slovenian Superbrands 2009 title, an-
other award from the Superbrands Adriatic com-

pany.

July

o At its 29 July meeting, the Krka Supervisory Board
decides that the next term-in-office for the man-
agement board of Krka, d. d., Novo mesto, will last
from 1January 2010 to 31 December 2015, and that
Ales Rotar, Zvezdana Bajc and Vinko Zupancic will
be appointed as members, in addition to the Presi-



dent of the Management Board and Chief Execu-
tive Joze Colari¢ and worker director Danica No-
vak Malnar.

¢ Following Dr Marko Kranjec’s resignation to as-
sume a new function, the 14th Krka AGM appoints
Mojca Osolnik Videmsek as his replacement, at
the Supervisory Board’s proposal.

e Krka wins second place in the Papyrus awards
held by the internal communicators section of the
Slovenian Public Relations Association.

August

e Krka successfully concludes inspection by the
Slovenian Agency for Medicinal Products and
Medical Devices, renewing its good manufactur-
ing practice certification.

September

¢ Krka specialist staff receive silver award from the
Slovenian Chamber of Commerce and Industry
for innovative orodispersible tablets with risperi-
done.

October

e Krka receives special achievement award from the
Faculty of Chemistry and Chemical Technology in
Maribor.

e Krka wins 2008 award for exemplary case of hu-
man resource management at the Slovenian
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Chamber of Commerce and Industry’s 2nd Human
Resource Management Day.

e The 39th Krka Prizes for research achievements
are presented to the successful young research-
ers.

November

e The University of Ljubljana presents Joze Colaric,
president of the Management Board and Chief Ex-
ecutive, with a Pro Universitate labacensi plaque
for his contribution to the development of the
university’s material capacity and training for its
staff.

At the 10th annual report of the year awards orga-

nised by Finance, the Slovenian business newspa-

per, Krka’s annual report wins second place over-
all, and, as many times before, also wins the best
financial report award.

e Krka receives the national TOP 10 Management
Training award for the fifth time at the Manage-
ment Training 2009 conference.

e Krka successfully passes an Integrated Manage-
ment System (IMS) quality audit.

December

e The Ljubljana Stock Exchange grants Krka its Por-
tal 2009 award recognising it as the most trans-
parent public limited company in Slovenia.

Events after the accounting period

Below are listed business events that occurred after
the accounting period and before 15 March 2010.

¢ At its meeting of 20 January 2010 the Company’s
Supervisory Board created a Nomination Com-
mittee. The first meeting on 27 January 2010 was
chaired by Tomaz Kuntari¢ MSc and the Nomina-
tion Committee passed a decision starting the
procedure to appoint the Company’s Supervisory
Board members, which must be completed by the
end of April 2010.

e An out-of-court settlement regarding a Krka
donepezil was reached on 24 February 2010 in a

patent dispute before Oslo District Court between
the Krka Company and its subsidiary — Krka Sver-
ige AB — as defendants, and Eisai Co., Ltd. and
Pfizer AS, as plaintiffs. Under the terms of the set-
tlement, Krka receives EUR 1.55 million from Eisai
Co., Ltd. and will continue its donepezil sales in
Norway. Krka issued notice of the temporary in-
junction against Krka Sverige AB for alleged pat-
ent infringement in relation to the production of
donepezil tablets in Norway on 19 November 2008,
and published the cancellation of the injunction
on 13 March 2009.

(T4 KRKN
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Statement by the President of the Management Board
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Dear shareholders, business partners and employees,

Joze Colari¢

10

One of our more challenging, yet successful business
years is now behind us, in which we realised most
of our major business objectives by rapidly adapt-
ing to market conditions. We continued to invest
in marketing and sales capacities and research and
development capacities, particularly in knowledge
and people, which means we are well-prepared for
an economic recovery. The trust of Krka sharehold-
ers was reflected in the share price, which increased
33% last year. The number of shareholders exceeded
80,000 last year, with the proportion of foreign in-
vestors reaching its highest ever level.

Krka Group sales in 2009 reached EUR 953 million,
an increase of EUR 3.1 million. The net profit in-
creased by 11% to EUR 173.7 million. We are planning
for 6% sales growth in 2010, which should see our
sales figures exceed one billion euros for the first
time.

Region Central Europe was Krka’s largest and fast-
est-growing sales region in 2009, with 28% of over-
all Group sales, and sales growth of 6%, while we
achieved double-digit growth in the Czech Republic,
Slovakia, Lithuania and Hungary.

In Region West Europe and Overseas Markets, Kr-
ka’s second largest sales region, we achieved signifi-
cant growth on many major markets, including the
UK, Spain, Portugal and the Nordic countries. Due
to market pressures, sales levels on other markets in
the region remained unchanged.

In Region East Europe we increased sales on most
markets, except Belarus, Georgia and Ukraine.
Double-digit growth was achieved in Kazakhstan,
Uzbekistan and Moldavia. In the Russian Federation,
Krka’s largest individual market, our sales increased
by a strong 7% despite unfavourable exchange rate
movements. The Russian Federation will continue to
be Krka’s largest single market in future. Excellent
cooperation has been confirmed by the bestowal of
the Russian Order of Friendship, one of the highest
Russian honours.

In Slovenia we achieved a one-and-a-half percent
growth in sales of products and health and tourism
services, while a 5% fall was recorded in South-East
Europe.



Due to the difficult economic conditions and related
liquidity problems, we have, in some cases, extend-
ed payment periods to customers. Although trade
receivables were relatively high at the end of 2009
compared to a year before, mainly due to high sales
towards year-end, I assess that credit risk did not
significantly increase during 2009.

In addition to our marketing and sales network,
whichnow has over 3,000 employees and covers most
of our markets, another of Krka’s key competitive
advantages is the advanced state of research and
development, which allows us to launch new prod-
ucts quickly and continually. In 2009 we acquired
first marketing authorisations for 21 new products
in 40 pharmaceutical forms, and 874 new market-
ing authorisations. We successfully continued to
gain marketing authorisations via centralised pro-
cedures, providing simultaneous marketing authori-
sation for all 27 EU countries. In 2009 we registered
five products this way, compared to two in 2007 and
2008. The most important achievement has been
gaining marketing authorisation for two pharma-
ceuticals with the active substance clopidogrel.

The generic pharmaceuticals market is one of the
most competitive, with strong price pressures. Sales
growth in volumes is absolutely essential if we are to
achieve the highest possible levels of sales value and
increase market share. Our plans for 2010 include
almost doubling investment spending, especially
for the construction of additional production ca-
pacities in the Russian Federation and in Slovenia.
These are strategic investments that will raise total
investments to around EUR 176 million from around
EUR 91 million in 2009, when investments were
slowed down at the start of the year. In the coming
years we are planning investments worth around
EUR 180 million per year, over half of which will go
to production capacities for finished products.

With an 83% share of sales, the highest to date, pre-
scription pharmaceuticals consolidate their posi-
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tion each year as the most important Krka product
group; their salesincreased by 1% in 2009 to EUR 794
million in 2009. We increased sales of animal health
products by 11%, and growth was also achieved in
sales of health and tourism services, which are an
auxiliary part of the Krka Group’s business. Sales of
self-medication products and cosmetics were down,
due to decreased purchasing power on most Krka
markets.

In 2009 Krka received the award as the employer
with best reputation in Slovenia for the second time,
which confirms our conviction that a company’s suc-
cess depends primarily on its employees. The propor-
tion of employees with at least a first university de-
gree reached its highest level ever in the Krka Group
last year, passing 50%. Based on growing recruit-
ment needs, in 2009 we engaged 373 new employees,
particularly in research and development, market-
ing and sales, quality assurance and production.

At Krka we not only want to realise our mission of
living a healthy life through our products, but also
through a responsible approach to our natural and
social environment. In 2009 Krka received an award
for being an energy efficient company, and our envi-
ronmental responsibility is also seen in other areas
of work. We are pursuing our commitment to reduce
emissions and pay considerable attention to the ef-
ficient use of energy.

I consider our positive performance as an affirma-
tion of the Krka Group’s strategy for 2009, which
we have achieved through knowledge, diligence and
ability of our employees. I would like to thank all
those who have contributed over 2009 to meeting
our objectives and the expectations of our investors
and other stakeholders. I am convinced that we have
another successful year ahead of us, which we are
well prepared for in every area.

Joze Colaric
President of the Management Board
and Chief Executive

(T4 KRKN
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2009 Report of the Supervisory Board
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Dear shareholders,

Dr. Gregor Gomiscek

12

The composition of the Supervisory Board in 2009
until the Annual General Meeting, which took pla-
ce on 2 July 2009 was as follows: the shareholder
representatives were Mateja Bozi¢ MSc, Gregor
Gomiscek PhD, Marko Kranjec PhD, Anton Rous,
Drasko Veselinovi¢ PhD and Alojz Zupanci¢ and the
employee representatives were Sonja Kermc, Tomaz
Sever MSc, and Mateja Vrecer PhD. A slightly alte-
red board was in place after the AGM with Mateja
Bozi¢ MSc, Gregor Gomis¢ek PhD, Mojca Osolnik
Videms$ek, Anton Rous, Drasko Veselinovi¢ PhD
and Alojz Zupancic as the shareholder representati-
ves, and Tomaz Sever MSc, Franc Sasek and Mateja
Vrecer PhD as the employee representatives. Mojca
Osolnik Videmsek was elected by the General Mee-
ting to replace Marko Kranjec PhD on the Superviso-
ry Board, following his resignation. As the employe-
es’ representatives’ term-in-office had expired, on 18
May 2009 the Krka Works Council re-elected Tomaz
Sever MSc and Mateja Vrecer PhD as Supervisory
Board members and elected Franc Sagek, who as the
new president of the Krka Works Council was alrea-
dy a member of the Supervisory Board by function.

The work of the Supervisory Board —

The Supervisory Board met six times in 2009, and
monitored and supervised Krka’s operations with
due care. Due to positive mutual cooperation, mem-
bers are able to make competent decisions in line
with their legal powers. The members assessed they
were provided with sufficient data and reports. Ma-
terial was always provided in time for members to
prepare and discuss individual agenda items. Super-
visory Board members act independently, putting
forward their opinions and criticisms at meetings,
but always reconciling different views through con-
structive dialogue. The expertise, and above all the
diversity of the members’ knowledge and experi-
ence, both shareholder and employee representati-
ves, again contributed to positive work of the Board
and its two committees in 2009. The Supervisory
Board has three members holding doctorates (two
in natural sciences, and one in economics and finan-
ce), two with MBAs, and four experts with bachelor’s
degrees. Their fields of expertise are very diverse,
covering economics and finance, pharmacy, physics,
civil engineering, chemistry, law, engineering and
organisation and management science, with the the-
oretical and practical knowledge they have gathered



at home and abroad proving complementary. It is
also representative in terms of age and sex, with six
men and three women with an age range from 42 to
71 years.

Most members of the board attended every meeting.
Three members were unable to attend one meeting
each on justifiable grounds, while one member was
unable to attend four meetings due to maternity
leave. A certified auditor from KPMG Slovenija also
participated in two Supervisory Board meetings.

The content to which the Supervisory Board dedi-
cated most time at its first three meetings in 2009
related to the previous year’s operations and the pre-
paration of the 2008 annual report. It assessed op-
erations as positive and approved the 2008 Annual
Report for the Krka Company and Group.

The board discussed the report from the auditors,
KPMG Slovenija, on the audited financial state-
ments and their positive, unqualified opinion. The
report included a verification of the Group’s finan-
cial revenues and expenses along with the regular
annual audit of the Krka Group’s 2008 financial
statements, which was performed by KPMG Sloveni-
ja at the request of the Audit Committee. The Super-
visory Board had no comments on the auditor’s work
and the Auditor’s Report.

It discussed and adopted the report on its own work
in 2008, and together with the Management Board
compiled Krka’s Statement of Compliance with the
Corporate Governance Code. It supported the Man-
agement Board’s proposal on the appropriation
of the accumulated profit, and proposed that the
General Meeting issue its approval (discharge of li-
ability) to the Management and Supervisory Boards
for 2008.

On the Human Resource Committee’s proposal, it
appointed four Management Board members (except
the worker-director) for a six-year term-in-office be-
ginning 1 January 2010, with three members reap-
pointed, and one member joining the Management
Board for the first time in 2010.

The Supervisory Board has dedicated most attention
to adopting strategies and increasing the economic
efficiency of company operations. It also kept in-
formed of current events within Krka, such as vis-
its by representatives of the European Commission
and the Slovenian Competition Protection Office.
Throughout 2009 it monitored and supervised the
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work and results of the Management Board, and set
the performance bonus for 2008 and the first half of
2009, in line with the relevant rules. It devoted con-
siderable time and attention to the 2010 business
plan for the Krka Company and Group and the Krka
Group’s 2010-2014 development strategy. Board
members also investigated the possible impact of
the global financial and economic crisis on Krka’s
future operations, and which new areas of pharma-
ceuticals and which new markets could potentially
be of interest to Krka. Management Board members
provided the Supervisory Board with detailed plans
from the strategy. Individual targets were justified
and explanations were provided for not including
some proposals made at a Supervisory Board meet-
ing in the 2010-2014 strategy.

The Supervisory Board also covered a wide range of

other subjects.

e It studied the state of legal claims brought by for-
eign pharmaceutical companies against the Krka
Company and Group subsidiaries and related
risks.

e At its meetings in April and May it discussed
material linked to convening the Annual General
Meeting and drew up draft resolutions for ap-
proval by the General Meeting. These included
proposing that the General Meeting authorise the
Krka Company’s Management Board to acquire
treasury shares up to 10% of share capital includ-
ing all treasury shares already held, and appoint
KPMG Slovenija, podjetje za revidiranje, d.o.o., as
auditor.

e In line with established practice, each quarter

the Supervisory Board also studied a report on

the acquisition and disposal of treasury shares,
discussed interim reports on the operations of
the Krka Company and Group and studied a com-
parison of the Krka Group’s operations with select

international pharmaceutical companies for 2008

and the first half of 2009.

It approved the amended Rules defining the Bonus

Element of Management Board Remuneration.

¢ In early 2009 the Supervisory Board deliberated
the Slovenian Government decision of 22 January
2009 on recommendations on employment con-
tracts for senior management in companies under
majority ownership of the Republic of Slovenia.
Since Krka is not under majority ownership of the
Slovenian state, the Supervisory Board found that
the decision’s recommendations did not have to be
followed when concluding contracts with senior
Krka management.
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e It also studied Slovenian Government Decision
no 10007-1/2009/3 on positions on payment of
attendance fees and bonuses for Supervisory
Board members relating to mitigating the effects
of the financial crisis. Supervisory Board members
decided to propose the reduction of attendance
fees by half to the General Meeting, and issue
a written statement foregoing the difference
between the attendance fees they would have been
due according to the currently valid resolution of
the General Meeting.

e Due to changes in composition, two new members

of the Audit Committee and one new member of

the Human Resource Committee were appointed,
all at the Human Resource Committee’s proposal.

It studied an initiative from Kapitalska Druzba

(KAD) to create a Nomination Committee as a Su-

pervisory Board committee for ensuring objective

and transparent procedures for selecting candi-
dates for supervisory board membership and at its
final meeting of 2009 decided on creation of the
committee. At the same time it passed the Rules of

Procedure for the Nomination Committee.

e It agreed to extend insurance of management and
Supervisory Board liability as bodies of the com-
pany with the insurance company Zavarovalnica
Triglav d. d. for one year.

The Supervisory Board members also defined how
its work would proceed, approved its work schedule
and set out the provisional agenda for meetings of
the Supervisory Board and its committees in 2010.
The provisional definition of agenda for individual
meetings took into account the fact that the Board
is up for re-election in 2010. The term-in-office of
the current composition expires on 21 June 2010, so
by the end of April 2010 the Board’s new committee,
the Nomination Committee, must carry out a proce-
dure to select candidates for the new Krka Supervi-
sory Board and submit a proposal to the Supervisory
Board itself, which will make a final selection and
place it before the General Meeting.

Members of the Supervisory Board were also active
in other areas, such as participating in official Krka
events. Six members participated in the Annual
General Meeting at the start of July 2009.

The work of the Supervisory Board
committees

The Audit Committee and Human Resource Commit-
tee deliberated important issues from the Supervi-
sory Board’s areas of competence and advised it on
these matters. This has significantly contributed to
improving the Supervisory Board’s work and effi-
ciency.

The Audit Committee, chaired by Drasko Veselinovi¢
PhD, met three times. Andrej Korinsek, a certified
auditor from KPMG Slovenija, also participated
in the first meeting. Also invited to all meetings
of the Audit Committee were the presidents of
the Management Board and Supervisory Board,
the Management Board member responsible for
economics and information processing, and the
head of internal auditing. Krka’s finance director
also participated in a meeting as a rapporteur.

¢ The Audit Committee proposed that the Superviso-
ry Board approve the Krka Company and Group’s
2008 Annual Report, the Auditor’s Report and the
2008 Supervisory Board’s report.

It agreed that the Supervisory Board should pro-
pose that the General Meeting issue its approval
(discharge of liability) to the Management and Su-
pervisory Boards of the Krka Company. It also pro-
posed that the General Meeting should reappoint
KPMG Slovenija as auditor for the 2009 business

year.

It studied the report by KPMG Slovenija on the in-
clusion of the TAD Pharma company into the Krka
Group, and gave a positive opinion.

It gave its consent to the 2008 Annual Internal
Auditing Report, to the Internal Auditing Report
for January to June 2009 and the 2010 internal au-
diting work programme.

It discussed the Internal Auditing Rules for the
Krka Group.

It studied the Finance department’s liquidity re-
port for the Krka Group and information on man-
aging trade receivables and payment of liabilities
within the Group.

It charged the Company’s Management Board
with preparation of a report on corporate gover-
nance within the Krka Group, for discussion at the
committee’s meeting in January 2010.

It charged the certified auditor, KPMG Slovenija,
with preparation of a detailed report on liquidity
operations, particularly in relation to receivables
management in 2009.



The Human Resource Committee met four times
during 20009, led by Alojz Zupanci¢. The presidents
of the Management and Supervisory Board and the
Management Board member, Zvezdana Bajc, were
invited to all committee meetings.

e The committee discussed the amendments to the
Rules on the Definition of the Bonus Element of
Management Board Remuneration and proposed
the bonus level for Management Board members
for their work in 2008.

e It advised the Supervisory Board to appoint Joze
Colari¢ as President of the Management Board
for a further six years from 1 January 2010, and
authorised the President of the Supervisory Board
to sign a contract for the post of president of the
Krka Management Board under the same condi-
tions as the previous contract.

e It proposed that the Supervisory Board follow the
Slovenian Government decision on positions on
payment of attendance fees and bonuses relating
to mitigating the effects of the financial crisis,
which was adopted on 22 January 2009, and pro-
posed that the General Meeting amend the remu-
neration of Supervisory Board members in line
with the provisions of the Government decision.

It reached the decision to propose Mojca Osolnik

Videmsek as a replacement Supervisory Board

member for the same term-in-office as the current

shareholder representative members.

It proposed that Mateja Vrecer PhD leave the Audit

Committee from 29 July 2009 to be replaced by two

new members, Mojca Osolnik Videms$ek and Franc

Sagek. Due to the expiry of the term-in-office of

Sonja Kermc, current member of the Human Re-

source Committee, it proposed that Mateja Vrecer

PhD be appointed to the committee.

e Theterm-in-office of the Management Board was to
expire on 31 December 20009, so it proposed to the
Supervisory Board that Ale§ Rotar PhD, Zvezdana
Bajc and Vinko Zupancic¢ should be appointed as
members, in addition to the President of the Man-
agement Board and Chief Executive Joze Colaric¢
and worker-director Danica Novak Malnar for a
term-in-office lasting from 1 January 2010 to 31
December 2015. It further advised the Supervisory
Board to authorise the President of the Supervi-
sory Board to sign contracts for Krka Manage-
ment Board members with the appointed members
before the term-in-office starts, with comparable
conditions to those for the previous term.
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Work of the Management Board and Supervisory
Board

The work of the Board and its committees in 2009
took place in accordance with legal provisions, the
Corporate Governance Code, and other recommenda-
tions of the Ljubljana Stock Exchange, the Slovenian
Directors’ Association, and the Managers’ Associa-
tion of Slovenia.

Throughout 2009 the Supervisory Board precisely
and comprehensively verified and supervised the
operations of the company. The full complement of
the Management Board participated in all meetings
of the Supervisory Board. In general, Management
Board members, most often the President, prepared
additional introductory explanations for each agen-
da item, which they then expanded on with reports
on ongoing events in individual areas of operation,
and responded exhaustively to questions from Su-
pervisory Board members.

The Supervisory Board evaluated the work of the
Management Board on each occasion that it discus-
sed the operating results for a period, with a particu-
lar focus on the twice-yearly meetings that included
setting their performance bonus on the basis of the
Rules. Every Management Board member was fully
committed to fulfilling the annual business plan
and achieving the strategic objectives, and the re-
sults achieved were very good despite the financial
and economic crisis. Since there were no problems
or difficulties in relations between the Manage-
ment Board and Supervisory Board, the Supervisory
Board found there was no reason for members of the
Management Board not to participate in any of the
Supervisory Board meetings or discussion of any
specific agenda item.

Cooperation between the two boards was positive,
and communication between the board presidents
took place regularly, even between meetings. Krka’s
specialist services assisted the work of the Supervi-
sory Board, introducing possible improvements on
an ongoing basis, and working to ensure that the
work of Supervisory Board members was well orga-
nised and that meetings ran as smoothly as possi-
ble.

In December 2009 the Supervisory Board carried out
a self-assessment of its work for the year. Members
reviewed the requirements defined in Annex C — Con-
flicts of Interest of the new Corporate Governance
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Code. The analysis found that there were no conflicts
of interest among the shareholder representative
members of the Supervisory Board and they were in-
dependent. The three employee representative mem-
bers were also deemed as independent in line with
the guidelines of the Corporate Governance Code.
Only one was found to have a degree of dependence
under one point (out of 12), as he had contributed to
preparing the content of the company’s draft annu-
al report (he had prepared 2 pages). All Supervisory
Board members are well qualified and carry out their
work professionally. They closely followed economic
conditions and required the Management Board to
provide additional reports or take action in areas
they have assessed as representing a risk to Krka’s
successful operation. This led both the Audit Com-
mittee and Human Resource Committee to organise
another meeting in addition to those planned in the
provisional 2009 schedule. The committees will con-
tinue this practice in the first half of 2010.

The Supervisory Board members have continually
demonstrated their willingness to engage in con-
tinual education and professional development.
Drasko Veselinovi¢ PhD holds a B-licence for su-
pervisory board membership, while Mojca Osolnik
VidemsSek has an A-licence from the Slovenian Di-
rectors’ Association, and is also the vice-president
of that association’s management committee. The
other members have all received statements of quali-
fication to serve as supervisory board and manage-
ment board members. In 2009 individual members
participated in one-day training sessions organised
by the Slovenian Directors’ Association, where they
studied innovations in supervisory board opera-
tions. The costs for participation in the training to-
talled EUR 2,350 in 20009.

No conflicts of interest arose in 2009 in relation to
the discussion of an item on the agenda or in Super-
visory Board decision making.

Of the EUR 68,200 anticipated for the work of the
Supervisory Board and its committees in the annual
plan, EUR 46,494 was actually used.

Approval of the annual report and submission
of the proposal for appropriation of the 2009
accumulated profit

The Supervisory Board examined the 2009 Annual
Report of the Krka Company and Krka Group within
the legal deadline in minute detail. It also discussed
the auditor’s report, in which the auditing company

KPMG Slovenija stated that the financial statements
that are part of this Annual Report give a true and
fair view of the financial position of the Krka Com-
pany and the Krka Group, the results of operations,
its cash flows and changes in equity. The Supervi-
sory Board did not make any comments on the audi-
tor’s report.

The Supervisory Board found that the Management
Board’s Aannual Report offers a true reflection of
events and comprehensive information on opera-
tions in 2009, and supplements and further deve-
lops the information it has regularly submitted du-
ring the business year. Since it had no comments or
reservations, it unanimously approved the Annual
Report on 7 April 2010. With this, the Annual Report
was formally adopted in accordance with Article 282
of the Companies Act and Krka’s Articles of Associ-
ation.

At the same time as approving the Annual Report,
the Supervisory Board approved the proposal for the
appropriation of the accumulated profit. In 2009 the
Companyachieved anetprofitof EUR170,812,390.44,
of which EUR 5,000,000.00 was appropriated
to statutory reserves and EUR 62,000,000.00 to
other revenue reserves. The remaining net profit of
EUR 103,812,390.44 and the retained net profit of
EUR 57,936,757.82 comprise the accumulated profit,
which stood at EUR 161,749,148.26 on 31 December
2009. The Management Board and Supervisory Bo-
ard propose that the General Meeting appropriates
the accumulated profit as follows:
¢ EUR 37,179,450.00 for dividends (EUR 1.10 gross
per share)
e EUR 62,284,849.13 for other revenue reserves,
and
¢ EUR 62,284,849.13 to be carried forward to next
year.

Conclusion

Despite expectations that the difficult economic
conditions will continue on the global level, we the
Supervisory Board members firmly believe that
Krka, which we have monitored and supervised for
almost five years, is well prepared for new challeng-
es and that it will enjoy another successful year in
2010. During our term-in-office, Krka has consist-
ently invested in development, knowledge, people,
modern equipment and interpersonal relations. It
has realised all the objectives it has set for specific
business periods, and above all it has successfully
remained independent. This has formed an excellent



basis for successful and independent operations in
the future. It was therefore with great satisfaction
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that the Supervisory Board members discussed the
2009 report, and unanimously approved it on 7 April
2010.

Gregor Gomis¢ek PhD
President of the Supervisory Board
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Finding the path to the summit has
never been simple. We rely on
instinct, determination, wisdom
and experience. Flexibility and
innovation open new paths up
before us. Only when we have
followed the path to the end,

can we atop and look back.
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Corporate Governance Statement
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Krka’s principles of corporate governance are based
on the legal norms valid in Slovenia, the company’s
internal acts, and established best practice. The
company is managed by the management board,
whose work is supervised by the supervisory board.
Krka responsibly exercises its rights and fulfils its
obligations to its stakeholders.

The company’s governing bodies are:
e the General Meeting

e the Supervisory Board, and

e the Management Board.

General Meeting

The General Meeting is the highest body of the com-
pany, where the company’s shareholders can par-
ticipate directly and make key decisions. Except the
treasury shares, each share represents one vote at
the General Meeting. Krka does not have shares with
restricted voting rights.

The Management Board convenes the General Meet-
ing at least once a year at least 30 days before it is
to take place. All shareholders entered in the share-
holder register on the date of record published in the
notice have the right to attend the Annual General
Meeting and vote, as do their representatives and
proxies.

At the annual general meeting the Management
Board provides shareholders with all the informa-
tion it needs to assess the content of the agenda,
taking into account any legal or other restrictions
on the disclosure of information.

The Fourteenth Annual General Meeting of the Krka

Company was held on 2 July 2009, where share-

holders:

e discussed information on the Annual Report and
the Supervisory Board’s Report for 2008

e decided on the appropriation of the accumulated
profit

e elected a replacement supervisory board member

e authorised the Management Board to acquire own
shares

e appointed the auditor for 2009.

In accordance with the Corporate Governance Code,
the Krka Management and Supervisory Board drew
up and adopted a Corporate Governance Policy,
which is available on the Company’s website.

The resolutions adopted by the 14th AGM were pub-
lished in the Delo newspaper, on the SEOnet elec-
tronic information system, and the Krka website
(www.krka.biz/en/finance/info/skupacine/).

The full material was available for viewing at the
company's registered office, from the day the AGM
notice was issued.

The 2010 Annual General Meeting will take place on
17 June. The notice convening the Annual General
Meeting with the proposed resolutions, location of
the meeting and conditions for participation will be
published on the Ljubljana Stock Exchange’s SEO-
net information system, in the Delo newspaper, and
the Company’s website.



New Supervisory Board to
be elected at 15th AGM.

Supervisory Board

The Supervisory Board oversees company operations
and their management and selects and appoints
members of the Management Board. The Supervisory
Board meets at least four times per year, normally
after each quarter of the business year.

The composition of the Supervisory Board is defined
by the Company’s Articles of Association. Superviso-
ry Board members are appointed for a period of five
years and can be re-appointed. The term-in-office of
the current board is coming to a close, so the 15th
Annual General Meeting will elect a new supervisory
board for a term-in-office of five years, starting on
21 June 2010.

The salaries, reimbursement and other benefits of
Supervisory Board members are not directly depen-
dent on the company’s performance and are set out
in the financial report, in the note entitled Transac-
tions with Related Parties. The
same chapter also covers Super-
visory Board members’ ownership
of shares in the company. Mem-
bers of the Supervisory Board report any acquisition
or disposal of company shares to the Company and
competent institutions. Krka makes this informa-
tion public.

Members of the Supervisory Board take into account
the Company objectives in their operations, and
must subordinate any personal interests or interests
of any third parties to those objectives. Each member
must notify the Supervisory Board of membership
in the supervisory board of any other company. The
conduct of Supervisory Board members in the case
of conflicts of interest is defined in the amended
Rules of Procedure for the Supervisory Board, which
is available on the Company’s website (www.krka.
biz/en/finance/druzba/dokumenti/).
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The composition and function of the Supervisory
Board and its committees in 2009 are presented in
the Report of the Supervisory Board.

Shareholder representatives
Gregor Gomiscek PhD, 53 years
President of the Supervisory Board

Mateja Bozi¢ MSc, 43 years
Deputy President of the Supervisory Board

Drasko Veselinovi¢ PhD, 51 years
President of the Supervisory Board’s Audit
Committee

Alojz Zupancic, 71 years
President of the Supervisory Board’s Human
Resource Committee

Anton Rous, 70 years

Mojca Osolnik Videmsek, 43 years

Employee representatives

Mateja Vrecer PhD, 43 years
Tomaz Sever MSc, 42 years

Franc Sasek, 42 years
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From left: Ale$ Rotar, Danica Novak Malnar, JoZe Colari¢, Zvezdana Bajc and Vinko Zupanc¢ic.

Management Board

The Management Board has the following tasks:

¢ to manage the Company and make business deci-
sions directly and independently

e to adopt the Company’s development strategy

e to ensure appropriate risk management, and

e to act with the care of a conscientious and honest
manager and protect the business secrets of the
Company.

The Management Board comprises five members:
e the President of the Management Board

e three members, and

e the worker director.

The Worker Director represents the interests of the
employees in relation to human resource and social
issues, but is not authorised to represent the Com-

pany.

The term-in-office for members of the Management
Board is six years, with the possibility of re-appoint-
ment.

The management board’s operational function and
separation of duties is defined by the Management
Board Rules of Procedure. Its prevailing approach is
to coordinate opinions, and make decisions by con-
sensus rather than on the basis of votes. In line with
the Rules of Organisation and the Rules of Proce-
dure of the Management Board, Management Board
members also have executive tasks, as may be seen
from the presentation of their responsibilities. Each

22

member is also responsible for a number of organi-
sational units, which facilitates direct cooperation
between the Management Board and the executive
directors.

The following company bodies support the work of
the Management Board:

¢ board of directors

¢ sales committee

¢ development committee

e quality committee

¢ investment committee

¢ human resource committee

¢ information technology committee

e economics and finance committee, and
e corporate identity committee.

The committees bring together professionals from
individual fields of the Krka organisation. They pre-
pare business policies and strategies for individual
areas and also have some decision-making responsi-
bilities relating to implementing annual plans.

The payment, reimbursement and other benefits for
Management Board members are defined in relevant
contracts drawn up between the Supervisory Board
and individual Management Board members. The
Rules defining the Bonus Element of Management
Board Remuneration are adopted by the Supervisory
Board, which also defines the remuneration for Man-
agement Board members. Krka has not introduced a
remuneration system for Management Board mem-



bers in the form of options schemes, shares, or share-
based derivatives. All salaries, reimbursements and
other benefits paid to Management Board members
in 2009 are presented in the financial report, in the
notes entitled Transactions with Related Persons.

The same chapter also covers Management Board
members’ ownership of shares in the company. Mem-
bers of the Management Board and persons related
to them report any acquisition or disposal of shares
in the company or associated companies to the com-
pany and competent institutions. Krka makes this
information public.

Management Board members must disclose the
existence of any conflicts of interest to the Super-
visory Board and also notify other members of the
Management Board. Members of the Management
Board do not accept membership of the managing or
supervisory bodies of unrelated companies during
their term-in-office for Krka.

Members of the Management Board

JozZe Colaric, 54 years

President of the Management Board and Chief
Executive

Graduated from the Faculty of Economics in
Ljubljana. He has worked for Krka since 1982, and
began work in the Financial Sector. In 1989 he took
charge of the Exports Service within the Import-
Export sector. In 1993 he was named as the deputy
to the Chief Executive for the area of marketing and
finance, and in September of the same year started
work as the Director of Marketing and Sales. In 1997
he was appointed as a Member of the Management
Board. The following year the Company Superviso-
ry Board appointed him as Deputy President of the
Board, and in 2002 recognised him as future Presi-
dent of the Management Board, placing him in
charge of the proposal for the new Management
Board team. At its meeting of 12 July 2004, the Su-
pervisory Board appointed him as President of the
Management Board and CEO, with a 5-year term-in-
office starting on1January 2005. At its meeting of 21
January 2009, the Company Supervisory Board ap-
pointed him for another 6-year term-in-office, from
1 January 2010.

Business report | Annual Report 2009 I

Vinko Zupancic, 38 years

Member of the Management Board and Director of

Product Supply

Graduated from the Faculty of Pharmacy in Ljublja-

na in 1996 with a master’s degree in pharmacy and

passed his professional specialisation in 1998. He

joined Krka in 1997, and in 1998 became a ware-

house technologist, later being made

a senior technologist. In 2000 he was | Vinko Zupanic, new

made assistant to the head of Ware- Management Board
. member from 1 January

house and Transport Services, and 2010.

2002 he became Deputy Head of the

Logistics Centre within Product Supply. In 2004 he

was appointed as Director of the Krka representa-

tive office in Bangalore, India. He returned to Krka

in Slovenia in July 2005 and assumed leadership of

the Product Supply Logistics Centre. He was made

Deputy Director for Product Supply in 2008, and Di-

rector on 1 January 2010. In July 2009 he was made a

member of the Management Board for a 6-year term,

starting on 1 January 2010.

Ales Rotar PhD, 50 years

Member of the Management Board and Director of
Research and Development

Attained his doctorate from the Faculty of Natural
Science and Technology in Ljubljana. He gained
his international MBA from the IEDC Centre Brdo.
He started his work in Krka in 1984 in the Stabili-
ty Department, in 1991 he was made Head of the
Pharmaceutical Technology Division, and two years
later became Head of Pharmaceutical Development
in the Research and Development sector. In 1998 he
became the Deputy Director of Research and Devel-
opment, and in 1999 was made Director. He became
amember of the Management Board in 2001, and be-
gan his second term-in-office in July 2002. He was re-
appointed for the period 31 July 2007 to 31 December
2009. He has been Director of Research and Devel-
opment since 2002. At its meeting of 29 July 2009,
the Company Supervisory Board appointed him for
another 6-year term-in-office, from 1 January 2010.

Zvezdana Bajc, 57 years

Member of the Management Board and Director of
Accounting and Controlling

Graduated from the Faculty of Economics in Ljublja-
na. Her career at Krka began in the Economics sector
in 1977, and in 1979 she moved to Investment Ser-
vices. In 1986 she took over as director of the Eco-
nomic Planning Division. Since 1999 she has been
the Director of Economics and Information Proces-
sing. Her term-in-office as Management Board mem-
ber started on 1 April 2005, and she remains Director
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Krka, d. d., Novo mesto
has full control over all its

subsidiaries.

In 2009 we passed exter-
nal assessment of compli-
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of Accounting and Controlling. At its meeting of 29
July 2009, the Company Supervisory Board appo-
inted her for another 6-year term, from 1 January
2010.

Danica Novak Malnar, 53 years

Member of the Management Board — Worker
Director and Head of Pharmaceutical Production
Graduated from the Faculty of Natural Science and
Technology in Ljubljana. She started working for
Krka in 1982, and in 1986 she became Head of the

Governance of the Krka Group

The Krka Group consists of the controlling company
Krka, d. d., Novo mesto, a subsidiary
in Slovenia, and a number of sub-
sidiaries abroad. All functioning sub-
sidiaries are 100% owned by the Krka
Company.

The operations of these companies take place in ac-
cordance with local legislation and mandatory rules
and instructions for the operation of companies in
the Krka Group, which are adopted by the Manage-
ment Board of the controlling company.

Standard rules on governance, organisation and
operation are applied generally to all companies in
the Krka Group. As the controlling company, Krka
defines the strategies and operational objectives for

Internal auditing

Internal auditors carry out their mis-
sion within the Krka Group on the
basis of medium-term and annual

ance with Standards on

the Professional Practice
of Internal Auditing.

Comprehensive risk
management.
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work plans and in line with the Stan-
dards for the Professional Practice of
Internal Auditing (the Standards). In
line with the Standards, an indepen-
dent external assessment of the com-
pliance of internal audit work with
the Standards is required every five
years. Krka carried out that assessment in 2009 and
acquired a positive opinion.

Pharmaceutical Division in Ljutomer, and then for
six years led the Division for Operative Production
Planning. In 1994 she was placed in charge of the
Production Planning Department. In 1998 she was
appointed to the Management Board as the worker
director, and was most recently reappointed by the
Works Council and approved by the Supervisory
Board in 2007, with her latest term-in-office begin-
ning on 1 January 2008. Since 1999 she has been
head of pharmaceutical production.

all companies in the Krka Group and monitors the
implementation of plans. Applying the principles of
functional leadership, where the business function
in the controlling company manages the business
function in the subsidiary company, ensuring the re-
alisation of objectives at the operative level.

To ensure management cohesion across the Group,
the Management Board of the controlling company
also participates in the management and supervi-
sory bodies of subsidiaries. The Management Board
acts as the general meeting in all subsidiaries, while
individual Management Board members and other
experts take part in the supervisory bodies of the
subsidiaries. The Krka Management Board also ap-
points the directors of subsidiaries.

Twelve regular internal audits were carried out in
line with the 2009 annual plan, all using the COSO
ERM methodology (Committee of Sponsoring Or-
ganisations — Enterprise Risk Management). The
work plans and reports on internal auditing work
are adopted and approved by the Management Board
and the Supervisory Board’s Audit Committee.

This methodology is globally recognised and forms
the basis for comprehensive risk management. The
internal auditors use the methodology to verify audit
objectives in four categories: strategy, operations,
reporting and compliance with the regulations for
each audit field.



Internal audits were carried out in line with the
methodology in the fields of sales, production plan-
ning, purchasing raw materials and materials for
production, pharmaceutical ingredient production,
and information technology. Regular internal audits
were also carried out in three subsidiaries and four
representative offices abroad.

Internal auditors were able to give assurance that
the audited fields had a functioning and effective in-
ternal control system in place to achieve objectives
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in those fields. There are potential improvements,
therefore a series of recommendations were made,
categorised by individual level of risk, and their re-
alisation is verified regularly.

Internal auditors also work with external audi-
tors, certified information system auditors (CISA)
and the Supervisory Board’s Audit Committee. In
2009 amendments to the Standards led to a revised
Rules of Procedure for the Internal Auditing in Krka
Group.

Internal controls and risk management relating to financial reporting

Internal controls are guidelines and procedures that
the Krka Group has put in place and implements at
every level of operation to manage risk relating to
financial reporting. The purpose of internal controls
is to ensure operational efficiency and effectiveness,
the reliability of financial reporting, and compliance
with applicable legislation and other internal and
external regulations.

The main accounting controls are:

e controlling the accuracy of financial data, which
is achieved with various methods (e.g. reconciling
open positions with customers and suppliers)

e controlling the completeness of data capture (e.g.
document numbering, checking document sequen-
ce)

e controlling the division of responsibilities and du-
ties (e.g. record-keeping separate from payments)

e controlling supervision of and checking the work
and training of employees who work with finan-
cial data.

External auditing

The certified auditing company KPMG audits the fi-
nancial statements of the controlling company and
most of the subsidiaries. In line with the Corporate
Governance Code recommendation, the company
changes its auditing partner every five years.

As part of the financial statement audit, the exter-
nal auditor reports its findings to the Management
Board, Supervisory Board and the Auditing Commit-
tee of the Supervisory Board.

Accounting controls are based on the principles of
veracity and separation of responsibility, transac-
tion controls, ensuring records are up-to-date, rec-
onciling the balance disclosed in ledgers and the
actual balance, separation of recording-keeping
from payments, professionalism of accounting staff
and independence. Accounting controls are closely
linked to information technology controls, which
ensure, inter alia, restrictions and supervision of
access to networks, data and applications, and the
completeness and accuracy of data capture and pro-
cessing. Authorised external agents also verify the
compliance of operations and the existence of the
requisite controls within information systems on an
annual basis.

Transactions between the Krka Company and the
auditing company KPMG Slovenija, podjetje za revi-
diranje, d.o.o. and transactions between companies
within the Group and individual auditing companies
are disclosed in the notes to the financial statements
entitled Transactions with Auditing Companies.

(T KRKN
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Corporate Governance Code Compliance Statement

The Management Board and Supervisory Board
of Krka, tovarna zdravil, d. d., Novo mesto hereby
state that in 2009 individual members of the Man-
agement and Supervisory Boards, and the Manage-
ment and Supervisory Boards as bodies of a listed
company have acted in compliance with the princi-
ples of governance for listed companies and have
worked to ensure their implementation within the
company.

Krka complied with almost all the provisions of the
Corporate Governance Code in their entirety, which
were in force from 5 February 2007 until the end of
2009, and is published in Slovene and English on the
website www.ljse.si.

Novo mesto, 15 April 2010

The exception is Point 1.2.6. Organised Collection of
Proxies. The Company operates and publishes infor-
mation as transparently as possible via public me-
dia and its own website, and the special issue of the
Utrip Prihodnosti review, which small shareholders
receive before each general meeting, which encour-
ages all shareholders to actively and responsibly
exercise their rights. Nevertheless, the company
does not organise the collection of proxies, which
encourages shareholders to participate in general
meetings in person, or to exercise their rights of gov-
ernance at general meetings via proxies they select
themselves.

JoZe Colaric
President of the Management Board

Gregor GomiS¢ek PhD
President of the Supervisory Board
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a4 one of the leading

VISION

We are continually
solidating our poaiti

neric pharmaceutica
m jes worldwic

DEVELOPMENT
STRATEGY

MISSION

The Krka Group’s development strategy for 2010 to
2014 was adopted at the end of 2009. The success of
strategy implementation is measured at three levels:
Group, product group, and individual business func-
tion. The Group performance criteria are monitored
by the Management Board, while criteria at the level

VALUES

peed and flexibilit
irtnership and tr
tivity and efficie

of product groups and business functions are moni-
tored by the relevant committees. The guiding prin-
ciple in managing the criteria system is to increase
the competitiveness of individual companies and
the entire Group.
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Key strategies and objectives — to 2014

e Achieving an average annual sales growth of at
least 5%, expressed in euros.

e Maintaining the proportion of new products in
overall sales over 40% at least.

¢ Increasing the cost efficiency of products.

¢ Strengthening the competitive advantage of the
product portfolio by maintaining vertical product

Key strategies — to 2014

e Prioritising focus on European and central Asian
markets.

e Strengthening pharmaceutical and chemical ac-
tivities.

* Developing generic medicines and preparing mar-
keting authorisation documentation before the
expiry of the patent for the original medicine.

e Strengthening competitiveness in western Euro-
pean markets by establishing own marketing com-
panies.

e Strengthening the professional and cost synergy
of the Krka Group, and maximising utilisation of
competitive advantages in the business environ-
ments in which Krka companies abroad operate.

integration and launching selected products as
the first generic pharmaceutical on selected key
markets.

Improving asset efficiency.

Improving innovation.

Maintaining independence.

Restructuring the purchasing market and achiev-
ing the continual reduction of purchasing prices.
Strengthening the internationalisation of all busi-
ness functions.

Reducing the impact of financial risk and econo-
mic risk on Krka Group’s operations.

Pursuing a moderate dividend increase policy.

¢ Maintaining our economic, social and protection
responsibilities for the environment in which we
operate.

Operating according to principles of business
excellence.

Krka Group’s business objectives for 2010

e The product and service sales target is EUR 1008
million, growth of 6%.

e The largest sales region is set to be Central Eu-
rope, where the highest sales growth is also plan-
ned. The Russian Federation will remain the most
important individual market.

e The planned proportion of sales on markets outsi-
de Slovenia is 89%.

¢ Prescription pharmaceuticals, with growth an-
ticipated at 6%, will remain the most important
product group, and are expected to represent over
83% of overall sales.

¢ The planned net profit is EUR 159 million.

e At the end of the year the Krka Group will have
8430 employees, 46% of them abroad.

¢ Investments worth a planned EUR 176 million will
primarily be aimed at increasing and upgrading
R&D, production capacity and infrastructure.



Economic conditions in
2010 will have a favour-
able impact on Krka
Group sales.
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Macroeconomic forecast for 2010

Macroeconomic data indicates that most countries
recorded a rebound in 2009, so in 2010 we expect
economic activity to strengthen. Macroeconomic

forecasts for Krka main markets are set out below.
We believe that the anticipated economic conditions
will have a beneficial impact on Krka Group sales.

MACROECONOMIC ENVIRONMENT FORECASTS FOR 2010

Growth in pharma- | Forecast value of pharmaceu- FX-rate
Country ceuticals market (%) ticals market (EUR) (currency/EUR)
Slovenia 4 560 million Eurozone
Croatia -3 670—680 million 7.40
Russian Federation 5-8 9,500 million 42.90
Poland 10 5,100 million 3.90
Western Europe 2 160,000 million* "Eurozone”
Romania 5 1,850 million 4.25
Ukraine 0 1,400-1,500 million 12
Czech Republic -5 1,900 million 26
Hungary 6.5 2,100 million 270

Source for pharmaceutical market: IMS, MORION, Cegedim, World Generic Market Report, Farmexpert.

Source for FX-rates: bank reports.

* Forecast value for entire pharmaceutical market in 2009 for 11 western European countries (Austria, Belgium, France, Germany,
Ireland, Italy, Netherlands, Portugal, Spain, Switzerland and the UK) taking forecast growth into account.

Slovenia

In 2009 Slovenia recorded one of the biggest slow-
downs in the eurozone. In the second half of the year
increased exports helped the economy strengthen
slightly, which will continue in 2010, while a strong
rebound is forecast in 2011. Given its export focus,
the economic recovery in other EU countries will be
vital, though only low single-digit growth has been
forecast for the EU. The macroeconomic challenges
in 2010 will focus on the level of public borrowing
and the budget deficit, and reforms of both the pen-
sion and health systems, and the labour market.

With anticipated growth of 4%, the
Slovenian pharmaceuticals mar-
ket should reach a value of around
EUR 560 million in 2010.

Croatia

In 2009 Croatia experienced a considerable slow-
down in economic growth, with GDP falling by 6%,
due to a fall in domestic consumption and a signifi-
cant reduction in inflows of foreign financing. Fore-
ign trade flows have also slowed. Given the positive
signs at the end of 2009, we expect increased do-
mestic demand in 2010, increased lending by banks,

and increased access to foreign and domestic finan-
cing. Given the relatively persistent and high level
of unemployment, which is expected to continue in
2010, we expect economic growth to be just above
zero in real terms. The country’s high level of bor-
rowing remains a challenge, one that is common to
most countries around the world. No major changes
in the kuna exchange rate are forecast.

In 2010 we expect the value of the Croatian pharma-
ceuticals market to continue to contract, by 3% this
year, with a total value between EUR 670 and 680
million.

Romania

Rapid economic growth in the years before the crisis
caused some macroeconomic imbalances, which led
to the Romanian economy suffering more than other
EU countries in 2009. The level of foreign loans was
particularly high, constituting half of all financing
in the private sector, while the trade deficit and
public spending were also high. The crisis reduced
these imbalances, which will have a positive effect
on the economy in the long term, even though in the
short term domestic spending and investment have
been adversely affected. In 2010 slight economic
growth is anticipated, with a rebound forecast
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for 2011. One challenge remains the structural mea-
sures to increase economic productivity while re-
ducing budget spending. A moderate increase in the
value of the Romanian lei is expected during 2010.

The Romanian market is expected to grow by 5% in
2010, increasing its value to around EUR 1.85 bil-
lion.

Russian Federation

Economically, in 2009 the Russian Federation expe-
rienced its worst year since the 1998 crisis, with a
major fall in the rouble coinciding with a major out-
flow of foreign capital. Due to decisive measures
taken by the state and the central bank in response

We expect the Ukrainian pharmaceutical market to
retain its 2009 value in 2010, at between EUR 1.4 and
1.5 billion.

Poland

Poland was the only EU state that did not record neg-
ative economic growth in 2009. The very sound eco-
nomic foundations, large market and planned entry
to the eurozone in the medium term, mean Poland
remains one of the region’s most attractive coun-
tries for foreign investment. Exports, which repre-
sent 40% of GDP, will probably have increased sig-
nificantly in 2010, due in part to the zloty remaining
weak. One challenge still to be tackled is the labour
market reforms, which the Eu-

The highest pharmaceuti-
cal market growth forecast
in Poland and Russian
Federation.

to the crisis, the situation rapidly improved in the
second half of the year, particularly
in the final quarter. This was seen
in a rise in macroeconomic indica-
tors, the rallying of Russia’s financial

ropean Commission assesses as
one of the key factors in achiev-
ing long-term economic growth.
Action taken should increase the
proportion of the active population, particularly

Fastest economic recovery
forecast in Poland, the
Russian Federation and in
western Europe.

(O KRKN

markets, and the stabilisation of the
rouble exchange rate. Powerful industries, a large
trade surplus and high oil prices form a sound basis
for economic recovery in 2010, and the Russian gov-
ernment is forecasting growth of up to 6% in 2010.
Forecasts from other institutions are somewhat lo-
wer, but despite this the Russian Federation should
post one of the strongest economic performances in
the region.

The rouble is expected to strengthen, largely due to
the trade surplus, the end of a cycle of interest rate
reductions, and the inflow of foreign capital.

Forecasts suggest that with 5 to 8% growth in 2010
the Russian pharmaceuticals market will reach
EUR 9.5 billion.

Ukraine

After a double-digit fall in GDP in 2009, the Ukra-
inian economy is expected to have touched bottom
and to start to recover in 2010. The steel industry,
Ukraine’s most important export sector, already
achieved growth in 20009, as did other industrial sec-
tors. The general economic situation will remain un-
certain in 2010, as foreign and domestic financing
will be difficult to access, and the growing budget
imbalance remains a major problem, which Ukra-
ine is resolving with IMF assistance. The Ukrainian
hryvnia could lose a further 5% of its value in 2010.

among the younger and older strata of the popula-
tion. A moderate increase in the zloty is expected in
2010 due to economic strengthening and the end of
an expansive monetary policy.

Forecasts suggest that with a high growth at10% the
value of the Polish pharmaceuticals market will rea-
ch EUR 5.1 billion in 2010.

Hungary

The reduction in income tax, moderate inflation and
low growth in wages will significantly contribute to
Hungarian competitiveness and increase the flow of
foreign investment, which slowed during the crisis.
In 2010 economic growth is expected to remain at
around zero, with economic activity strengtheningin
2011. One of the medium-term challenges is the high
level of public debt. According to European Commis-
sion forecasts, Hungary’s debt-to-GDP ratio could be
one of the highest among central and eastern Eu-
ropean states. This has led Hungary to adopt even
more austerity measures within the public sector, in
addition to changes to the pension system and social
security benefits.

Forecasts suggest that in 2010, with growth at
around 6.5%, the value of the Hungarian pharmaceu-
ticals market will reach EUR 2.1 billion.



Czech Republic

In 2009 the Czech Republic recorded the most se-
rious recession in its history, but the recovery of
Czech export markets in 2010 has led to forecasts of
positive economic growth. The balance of payments
suggests that foreign trade has improved, which will
have a positive impact on economic growth and the
koruna’s exchange rate. The government will pass
measures to increase public finance revenues to re-
duce the budget deficit in 2010. VAT, excise duties
and property tax will be increased, while various so-
cial assistance payments will be lowered. No major
changes in the koruna exchange rate are forecast.

The estimated value of the Czech pharmaceutical
market in 2010 is EUR 1.9 billion, 5% down on the
2009 figure.
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Western Europe

Economicprospectsfor2o1oarefavourable,although
the eurozone is not predicted to grow as quickly as
the markets of central and eastern Europe. A faster
recovery is expected in the eurozone than in the US,
mainly due to lower public debt, and lower business
and personal borrowing. Economic recovery will be
rapid among the major European exporters.

In western European markets we expect moderate
2% growth in 2010, with the pharmaceutical market
value reaching EUR 160 billion.
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Risk management

Financial risk manage-
ment is centralised,

Effective risk management and a rapid response to
market conditions offer competitive advantages on
global markets. When risk cannot be fully elimin-
ated, effective management can re-
duce the consequences of risk to an
acceptable level.

operational risk decen-

tralised.

Risk management guide-
lines are defined at Group
level by the Krka board.

(T KRKN

The controlling company manages
financial risk centrally for the entire
Krka Group, while operational risk is
managed independently by subsid-
iaries, according to the controlling
company’s guidelines. Dedicated or-
ganisational units are responsible for risk manage-
ment, with the content of their work being linked to
specific types of risk.

OPERATIONAL RISK

Krka’s Management Board defines the risk manage-
ment guidelines for all companies in the Krka Group
and monitors the results of measures already adopt-
ed. Internal management and supervisory bodies in
the subsidiaries also monitor risk management.

The Krka Group regularly monitors exposure to var-
ious forms of risk and implements measures to man-
age thoserisks. Our effective responses ensured that
in 2009 we again successfully managed operational
and financial risks, significantly reducing any risks
we were unable to fully eliminate.

Risk area Description of risk Risk management method Exposure*
Intellectual property |Risks relating to intellectual property rights | Monitoring patent processes, consistent Moderate
of third parties or unjustified use of Krka’s |respect for intellectual property of others,
intellectual property and forming provisions for potential
lawsuits
Regulatory procedures |Risk of potential changes in legislation or ~ |Monitoring legislation and consultation Moderate
interpretation thereof with regulatory authorities in product
development process
Development process |Risk that developed product will not have Vertically integrated business model Moderate
appropriate properties
Reliability of suppliers |Risk of inadequate (irregular or Performing risk analysis of individual Moderate
and contractual unsatisfactory) supplies or suppliers and adopting appropriate
partners uncompetitive prices measures in case of inappropriate business
relations with a supplier
Availability of Unplanned shutdowns, interruptions, or Business interruption insurance, regular Low
production capacity production errors preventive maintenance and tests
Environmental Risk of accidents occurring with a negative |Defining preventive drills and internal Low
protection impact on the environment procedures for emergency incidents
Information sources |Risk of disruption in business processes Independent security checks and preventive |Moderate
due to disruption to information sources measures to rectify disruptions
Employees Risk of loss of key staff, lack of Systematic work with key staff, Moderate
professionally qualified staff or social remuneration system, staff development,
dialogue with employees continual education, measuring
organisational culture and climate
Health and safety Risk of injuries and accidents in the Testing technological procedures, computer- [ Moderate
at work workplace supported risk assessment system
Asset protection Risk of assets being stolen or destroyed Preparing threat assessment and security ~ |Moderate
plan

* Exposure expresses the likelihood of the risk occurrence and level of potential damages or losses.
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FINANCIAL RISK
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Risk area Description of risk Risk management method Exposure*
Foreign exchange risk |Risk of losses due to unfavourable exchange | Managing open positions, monitoring Moderate
rate movements currency markets, hedging with appropriate
financial instruments
Interest rate risk Risk of losses due to unfavourable interest |Monitoring interest rate changes, Low
rate movements negotiations with credit institutions,
hedging with appropriate financial
instruments
Credit risk Risk of customers defaulting on payment Restricting maximum exposure to Moderate
individual customers, active management of
receivables, calculating credit ratings
Liquidity risk Risk of lack of liquid assets to settle Agreed credit lines and planning liquidity Low
financial and operating liabilities requirements
Risk of damage to Risk of damage to property due to natural Systematic threat assessment, taking Moderate
property disasters and other accidents measures in line with fire prevention

studies, and arranging appropriate
insurance

Risk of claims for
damages and civil

Risks of claims by third parties due to loss
events caused accidentally by company’s

Insurance for civil, employer and ecological |Moderate
liability, product liability insurance, and

lawsuits activities, property or placing products on clinical testing liability
the market
Risk of financial Financial damages arising from Insurance of labour costs, amortisation Low

losses due to business |interruption of production due to damage
interruption to property

and depreciation, other business costs
and operating profit, and technical and
organisational measures to reduce impact
of business interruption

* Exposure expresses the likelihood of the risk occurrence and level of potential damages or losses.

Operational risk

Operational risk includes the areas of intellectual
property, regulatory procedures, development proce-
dures, reliability of starting material suppliers and
contractual partners, production and production
capacity management, environmental management,
information resources and computer-managed pro-
cesses, employees, health and safety at work, and as-
set protection.

Intellectual property risk

As a conscientious manager, the development of
a new product begins with an analysis of property
rights relating to the new product, and determining
which solutions are protected by third-party patents
and which solutions are available, i.e. not the subject
of patents or other third-party property rights. The
findings are studied and the development work di-
rected accordingly. The current situation and poten-
tial changes in the patent protection field are moni-

tored throughout a product’s development, right up
to launch. Respecting the property rights of third
parties is a basic principle of our Company’s opera-
tions.

When we assess that patents have been granted with-
out grounds, meaning the subject of patent is not
actually an invention (the solution does not include
novelty or an inventive step), we use legal means per-
mitted in law to ensure such patents are cancelled.
This prevents holders of such patents from filing
actions against us for infringements, and prevents
third parties from taking possession of knowledge
that is actually in the public domain and available
to all.

If, despite all these measures, a patent holder consid-

ers that Krka has infringed its rights and takes legal
action against us, we form appropriate provisions.
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If we assess that the results of research work include
novelty and an inventive step, then we protect the so-
lution by patent.

An identical method of risk management applies to
distinguishing marks and industrial designs (prod-
uct names and designs) and other potential rights
(e.g. copyright). Krka employs intellectual property
experts in order to adequately manage risk relating
to that field.

Regulatory risk

Regulatory risk management, which is related to
changes in legislation and its interpretation, begins
in the early stages of developing a product and lasts
throughout the whole product life cycle. Krka as-
sesses its development solutions for an individual
product together with the regulatory authorities
using official advisory mechanisms and the planned
content of marketing authorisation documentation.
This reduces the risk of problems or even failure
occurring during procedures to acquire or extend
authorisation procedures. We also participate in
preparing legislative amendments via the working
groups of industry associations.

Development process risk

Thisrelates to technological and technical risk, since
it can happen that a product does not have the key
properties it should. These risks can be reduced by
introducing new development processes and meth-
ods and through our own and acquired knowledge
in the research and development field. Processes ap-
plied during the early phases of development reduce
the risk of a product having negative properties. The
final product must be high quality, safe and effec-
tive. An important factor in improving management
of these risks is the vertically integrated develop-
ment and production model, which is used to control
the entire production process from raw materials to
the final product.

Reliability of suppliers and contractual
partners

A limited number of suppliers provide key input
raw materials, which ensures safe, high quality and
competitively priced supply. In 2005 Krka started
performing risk analyses of contractual partners,
suppliers, and pharmaceutical ingredient produc-
ers. The results of individual analyses are used to
define priority assessments, which Quality Manage-

ment personnel use in partner companies. Based
on the findings of these assessments, agreements
are reached with partners on measures to be taken,
while in unusual cases a decision may be made to
change partner.

Availability of production capacity —

The reliable and high quality operation of produc-
tion capacity is ensured by maintaining key strate-
gic equipment and energy supply system. The plan-
ning, implementation and supervision of preventive
maintenance has been made simpler and more trans-
parent by the use of the SAP PM information system.
This system maintains a large, up-to-date database to
detect potential critical points in production, which
supports effective and timely decision-making and
action, as well as cost management. The results of
efficiency and utilisation measurements for critical
equipment are analysed regularly and used to find
methods to improve performance in the long term.
Risk is significantly reduced by means of our com-
prehensive system of continual training and know-
ledge development for technical personnel and pro-
duction operators, who apply their new knowledge
of production line set-up to product changeovers,
making a major contribution to improving the effi-
ciency and utilisation of machinery.

The risk of energy source failure has been reduced
by modernising energy supply systems and instal-
ling reliable devices offering flexible capacity, which
can be adapted to match any expansion of produc-
tion capacity.

For more see the chapter Product Supply.
Environmental protection

Some incidents can have a negative impact on the
environment, so it is important to reduce the risk of
them occurring and to take effective action if they
do. Krka has an internal procedure for identifying
emergency incidents. All potential incidents are
identified and evaluated, and actions and measures
defined in case they occur. The probability of inci-
dents occurring is reduced by preventive measures.
Training and drills are used to ensure that any in-
cident that does occur has a minimal impact on the
environment. No accidents that could harm the envi-
ronment occurred in 2009.

For more see the chapter Environmental Protection.



Information resources

A set methodology is used to define the criticality
of information resources, based on assessments of
the criticality of processes and the criticality of an
information resource to an actual process. The ma-
jor information resources are individual informa-
tion services and applications. The criticality level
is summarised for all infrastructural elements on
which the information service or application de-
pends. Independent security inspections of informa-
tion infrastructure are one method of threat detec-
tion. Threats and risks were identified for all critical
information sources, and the Management Board
approved acceptable risk levels and the measures re-
quired to eliminate unacceptable risks.

Employees

We have observed a lack of suitable employees on
the labour market, therefore we systematically
plan and implement education and training for our
employees in order to achieve national vocational
qualifications. Specific attention is paid to key staff
members, who are a key group in ensuring the com-
petitiveness of the company. Their education and
development are planned and monitored, while their
responsibilities in the workplace are increased, and
they are encouraged to take on new duties and posi-
tions. Along with a range of other incentives, these
measures foster greater company loyalty, and reduce
the possibility of them leaving. The risk relating to
the lack of specialist staff members, which has ap-
peared due to a demographic fall in university enrol-

Financial risk

Foreign exchange risk

The Krka Group’s wide-reaching international opera-
tions expose it to exchange rate risks relating to the
Russian rouble, Croatian kuna, Romanian lei, Polish
zloty, Czech koruna, Hungarian forint, Ukrainian
hryvnia and the Serbian dinar.

An open currency position consti-

Movements in the US
dollar exchange rate in
2009 did not have a
material impact on our
results.

tutes a gross exposure in a specif-
ic foreign currency for the Krka
Group’s statement of financial
position. The Krka Group’s state-
ment of financial position disclos-
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ment, is managed by increasing the volume of study
grants on offer. This method provides the human
resources required to meet the planned strategic, de-
velopment and sales plans.

For more see the chapter Employees.
Health and safety at work

The probability of specific accidents, potential con-
sequences and probable health implications in in-
dividual work positions are assessed using internal
methodology that is in compliance with the Safety
Declaration. Risk is assessed periodically, and ac-
tion is taken to keep risks at acceptable levels. The
risk from individual technological procedures is
also assessed, in addition to assessing risk in spe-
cific work positions.

For more see the chapter Health and Safety at Work.
Asset protection

The first systematic threat assessment for individu-
al facilities was carried out in 2004, with a follow-up
in 2006 using an updated methodology. The assess-
ment was reviewed in 2008. The assessment consid-
ers the probability of a specific event occurring (de-
struction or theft), and the probability of the timely
discovery of an event and possibility of eliminating
the consequences are also taken into account. A se-
curity plan was produced to manage asset protection
and keep it at an acceptable level.

es a surplus of assets over liabilities in all the cur-
rencies mentioned. More information on exposure
to exchange rate risk is provided in the notes to the
financial statements in the chapter Financial Instru-
ments.

Due to the transition to invoicing in Romanian lei
on the Romanian market in 2009, the US dollar po-
sition was reduced in comparison to 2008 to a level
at which exchange rate movements no longer have a
major impact on the Group’s financial result.

Financial derivatives were not used to hedge against
foreign exchange risk in 2009. Due to large interest
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No interest rate hedging
was put in place in 2009.

Probability of interest
rates rising was low.
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rate differences between the eurozone and the cur-
rencies listed above, the financial markets did not
offer any financial derivatives suitable for effective-
ly eliminating foreign exchange risk. Currency posi-
tions therefore remained unhedged in 2009.

VALUE AND VOLATILITY IN KEY EXCHANGE RATES

Over the year Krka generated a negative exchange
rate difference. This was the consequence of falling
exchange rates on our key sales markets in the first
quarter. Over the rest of the year, the appreciation of
individual currencies generated a positive exchange
rate difference that partially offset the negative
first-quarter figure.

Fxrare-cur, | 31-12.2008| 31.12.2009| Lowest value| Highest value| Average value g:?,’i'adt?;: Sgﬁgiﬂf."(tc;,’;
RUB 41.28 43.15 38.89 46.71 44.11 1.14 3%
HRK 7.36 7.30 7.22 7.51 7.34 0.07 1%
RON 4.02 4.24 4.02 435 4.24 0.05 1%
PLN 4.15 4.10 3.97 4.88 4.32 0.20 5%
CZK 26.88 26.47 25.09 29.49 26.43 0.89 3%
HUF 266.70 270.42 264.59 316.50 280.15 12.43 4%
UAH 11.15 12.02 10.13 12.49 11.20 0.70 6%
RSD 87.47 95.02 87.47 96.00 93.61 1.17 1%
USD 1.39 1.44 1.26 1.51 1.40 0.07 5%

Interest rate risk

At the end of 2009 the Krka Group had seven long-
term loans, linked to the 6-month
EURIBOR. Two of these long-term
loans were agreed in 2009 to refi-
nance existing short-term borrowing.
Exposure to the reference interest
rate risk therefore increased in abso-

VALUE AND VOLATILITY OF THE 6-MONTH EURIBOR

lute terms compared to 2008. More information on
exposure to interest rate risk is provided in the notes
to the financial statements in the chapter Financial
Instruments.

Reference interest rates were exceptionally low in
2009. Given the restricted financial conditions,
there was no risk of the reference interest rate ris-
ing, so interest rate risk was not hedged in 2009.

Lowest Highest| Average| Standard| Coefficient of
31.12. 2008 | 31.12.2009 value value value | deviation| variation (%)
6-month EURIBOR 2.97% 0.99% 0.99% 3.04% 1.45% 0 34%

Credit risk

Credit control has positive effects.

Receivables write-offs
were low, but the trade
receivables allowance
was larger due to eco-
nomic conditions.

Krka keeps its credit exposure
within acceptable limits through
the regular monitoring of open
and overdue trade receivables,
maturity structure of receivables,
and changes in average payment terms.

The credit control process involves obtaining credit
ratings for customers to which the controlling com-
pany and subsidiaries makes annual
product sales of EUR 100,000 or over,
and regular, dynamic monitoring of
customer payment discipline. Over
400 of the Group’s customers are included in the
credit control system.

We extended pament
terms on specific makets.
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The extension of payment deadlines on specific
sales markets led to a gradual growth in total trade
receivables. More information on exposure to credit
risk is provided in the notes to the financial state-
ments in the chapter Financial Instruments.

Receivables write-offs had no major material impact
on Krka’s financial position in 2009. The increase
in total receivables and the general fall in customer
credit ratings led to the formation of an additional
allowance for trade receivables. Credit control is
dealt with centrally for the entire Krka Group by the
Risk Management Department and is organised for
customers of subsidiaries and the controlling com-
pany according to standard procedures and rules.

Liquidity risk

Krka manages liquidity risk centrally. The objective
is to ensure adequate liquidity for the controlling
company and the subsidiaries, and provide all the
Krka Group companies with financing under the
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most favourable conditions possible. Despite the
contraction of the money markets, the Krka Group’s
liquidity risk was low in 2009.

Liquidity risk is managed through a
range of mechanisms at the control-
ling company and subsidiary levels.
Future cash flow requirements are
assessed weekly, supported by the
central business information system. Any liquid-
ity shortage is covered with agreed credit lines at
banks, while periodic cash surpluses are placed
in short-term deposits with banks. In 2009 Krka’s
access to short-term financing from banks remain-
ed unchanged.

Liquidity risk was man-
aged effectively during
the crisis.

Below is a summary of key liquidity ratios and rati-
os to assess the management of working capital. The
liquidity ratios strengthened over the year, due large-
ly to an increase in current assets and the formation
of liquidity reserves. The working-capital-to-sales
ratio increased due to the increase in receivables.

LIQUIDITY RATIOS FOR THE KRKA GROUP AND A COMPARISON WITH SELECTED AVERAGES

o 2009| 2008| 2007| 2006| 2005 K’ka""a fe:':ga;
Current ratio 2.92 2.01 2.00 2.15 1.85 2.18
Quick ratio 1.92 1.09 1.09 1.35 1.08 1.30
Acid test ratio 0.08 0.04 0.10 0.23 0.17 0.12
Receivables turnover ratio 2.85 3.94 4.25 4.17 3.90 3.82
Working capital / sales ratio (%) 40.70 34.13 30.00 30.60 28.55 32.80

Current ratio = current assets / current liabilities
Quick ratio = (current assets — inventories) / current liabilities

Acid test ratio = (financial investments + cash and cash equivalents) / current liabilities
Receivables turnover ratio = net sales revenues / accounts receivable and other receivables
Working capital = (current assets — cash and cash equivalents) — (current liabilities — short-term borrowing)

Due to the Krka Group’s traditionally low indebted-
ness and high credit rating, its debt servicing liabil-
ities again offered little liquidity risk in 2009. The
notes to the financial statements in the chapter Fi-
nancial Instruments (Liquidity Risk) show the value
of contracted cash flows from financial liabilities by
maturity.

The net debt/EBITDA and EBIT/interest expenses
ratios disclosed in the chapter Business Operations
Analysis remain conservative, and indicate that the

Krka Group could pay off all its net debt in approxi-
mately half a year, while the operating profit is 46-
-times higher than interest expenses.

The increased cash inflows from oper-
ations in the final quarter of 2009
minimised the need for short-term fi-
nancing, which has allowed addition-
al liquidity cushion in the form of undrawn short-
term loans from banks.

Krka Group financing
remains conservative.

(T KRKN
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MOVEMENT IN LIQUIDITY RATIOS
FOR THE KRKA GROUP
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Property, business interruption and liability
insurance

The Krka Group uses property insurance to secure
financial compensation:
e for damage to property caused by destructive na-

insurance procedures to the controlling company.
Insurance is centralised, and the companies acquire
internally standardised procedures for taking out
insurance and filing claims.

Based on an analysis of car insurance for Krka ve-
hicles abroad, a decision was passed on a standard
deductible for motor hull insurance. The controlling
company issued instructions arranging a standard
method of insuring vehicles and setting the manda-
tory scope and amount of coverage.

External evaluation

The industrial complex at Lo¢na, Novo mesto, under-
went insurance inspections by two reinsurance com-
panies, together with representatives from Krka’s
insurer and a Slovenian reinsurance company. The
aim of the visit was to review exposure to insured
risks and exposure to business interruption caused
by damage to property, to define the maximum po-
tential loss, and to review realisation of recom-
mendations made on the last visit. The Lo¢na site
currently has 10 complexes sub-
ject to assessments of maximum

Risk management is
already included in the
project-planning phase.

tural forces, technical production issues, and hu-
man factors, and

potential loss from fire or explo-
sion. The maximum potential

Fire safety and anti-explo-
sive measures reduce risk
and insurance premiums.

(T KRKN

e as reimbursement for the fixed costs of producing
products from own ingredients and Group profits
in the event of a lengthy interruption in produc-
tion, and to create an insurance programme to
protect the Group against third-party claims for
damages.

International insurance

In 2009 Krka added its new foreign companies to its
international insurance programme: Krka Pharma
GmbH, Vienna, Krka Magyarorszag,
Krka Farma d.o.o. Belgrade, Krka
Romania, Krka Slovensko, Krka CR
and Krka Lietuva. This transferred

loss is the total value of facilities,

equipment, ongoing investment, inventories of an
individual complex, costs incurred due to business
interruption, and loss of profits.

The inspections found considerable progress in pre-
ventive and organisational and technical measures
to reduce risk and the consequences of actual risks.
The inspection teams were also satisfied with the
implementation of recommendations from previous
visits, most of which had been realised, and the in-
clusion of risk management in the project planning
phase. In fact considerable progress had clearly been
made in implementing recommendations from pre-
vious inspections.



In 2009 Krka shares
gained 33% in value.

Shareholder return

KRKA SHARE PRICE

EUR 2009| 2008 2007 2006| 2005
Year high 76.17| 123.47| 126.58| 79.14| 44.87
Year low 47.78| 46.02| 79.23| 42.74| 31.69

On 31 December 64.04| 48.27| 124.29| 78.48| 42.72
Annual growth (%) 33 -61 58 84 21

The number of shares following the 1:10 share split is used for all
periods. The exchange rate on 31 December of each year is used
for conversions from SIT to EUR in 2005 and 2006.

Due to stable business performance and a rally on
the financial markets the share price increased by
33% in 2009; over the same period
the Slovenian Stock Exchange In-
dex (SBI 20) increased by 10%.

KRKA SHARE PERFORMANCE RELATIVE
TO SELECTED SHARE INDICES
(INDEX: START OF 2005 =100)

400

SBIzo
——  S&P Global Healthcare

The Krka share price in the past five years has sig-
nificantly outperformed the SBI 20 and the global
index for the sector, S&P Global Healthcare.
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Investor information

Dividend policy

Krka pursues a policy of stable dividend growth,
with dividend payments made once per year. Share-
holders decide on the dividend proposal at the An-
nual General Meeting, with payment taking place 6o
days after the general meeting.

DIVIDENDS

2009| 2008| 2007| 2006| 2005
E}?;?:ESEPSE 5.14| 461 392 330 288
ger;’z;gri‘e’fz‘;im 1.05| 091| o080 069 058
g/i‘)’idend pay out’ 23 23 24 24 30
g/i‘)’ide“d yield* 16/ 19| 06| 09 14

' Net profit of Krka Group majority shareholders/average
number of shares issued in the period, excluding own shares

* Dividend paid in previous period/average number of shares
issued in the period

* Gross dividend per share/earnings per share from previous
period

* Applying share price on 31 December of year

The number of shares following the 1:10 share split is used for all

periods. The exchange rate on 31 December of each year is used

for conversions from SIT to EUR in 2005 and 2006.
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We follow a stable divi-
dend growth policy.

(T KRKN
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Share trading and shareholding

Krka shares are listed on the Prime Market of the
Ljubljana Stock Exchange with the trading code
KRKG. The Prime Market is for com-
panies that are outstanding in terms
of liquidity, size and transparency of
operations. All Krka shares are in the
same class: ordinary and freely transferable. Each
share (except treasury shares) represents one vote
at the general meeting, and every shareholder has
the right to participate and vote at the general meet-
ing, regardless of the number of shares held. Krka
shares can be freely traded through brokerage firms
and banks that are members of the Ljubljana Stock
Exchange.

TRADING IN KRKA SHARES OVER PAST 5 YEARS
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B0 Trading volume ——  Share price

In 2009 the average daily trading volume in Krka
shares on the Ljubljana Stock Exchange was
EUR 0.8 million. This was a fall of almost one half
compared to 2008. The average trading volume by
number of shares was down less, by a third. Krka
shares remain the most traded security on the Lju-
bljana Stock Exchange, however, trading liquidity
was low, which is a challenge we are facing. Ljubljana
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Stock Exchange has joined the CEE Stock Exchange
Group — headed by the Vienna bourse. Therefore we
expect that recognition of issuers listed on the Lju-
bljana Stock Exchange will improve on international
financial markets. Furthermore we also expect that
the entire infrastructure and resources of the CEE
Stock Exchange Group will be available to interna-
tional investors, which will make trading on the Lju-
bljana Stock Exchange easier for them.

At the end of 2009 Krka had 82,606 shareholders,
which is 6.9% more than at the end of 2008. The
largest increase in ownership share was for interna-
tional investors, up from 7.9% to 9.7%. The largest
increase by number was for the individual investor
group, increasing from 75,646 to 80,916. The owner-
ship share of Slovenian state financial companies,
SOD and KAD funds with PPS remained unchanged.

SHAREHOLDER STRUCTURE ON 31 DECEMBER (%)

6.1 8.0 85 78 a7/

31.12. 2005

31.12. 2006

31.12.2007 31.12.2008 31.12.2009
B0 mdividual Slovenian investora

Slovenian investment funds and companies

SOD fund

Other Slovenian companies

Bl KAD and PPS funds

Treasury shares

International investors
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10 LARGEST SHAREHOLDERS ON 31 DECEMBER 2009

1 SLOVENSKA ODSKODNINSKA DRUZBA, D. D. 5,312,070 14.99
2 KAPITALSKA DRUZBA, D. D. 3,493,030 9.86
3 NEW WORLD FUND INC. 835,400 2.36
4 NFD 1 DELNISKI INVESTICIJSKI SKLAD, D. D. 479,930 1.35
5 UNICREDIT BANK AUSTRIA AG 453,929 1.28
6 LUKA KOPER, D. D. 434,470 1.23
7 ZAVAROVALNICA TRIGLAV, D. D. 388,300 1.10
8 DELNISKI VZAJEMNI SKLAD TRIGLAV STEBER 1 384,187 1.08
9 MARIFARM, D. 0. O. 225,000 0.64
10 AMERICAN FUNDS INSURANCE SERIES 209,640 0.59
12,215,956 34.48
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Business operations analysis

(O KRKN

The business operations analysis includes data for the Group and the controlling company, whereas the com-
mentary relates primarily to the Group.

Sales

SALES AND SALES GROWTH FOR THE
KRKA COMPANY AND KRKA GROUP
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SALES PER EMPLOYEE FOR THE KRKA GROUP
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Despite the difficult economic circumstances global-

ly, Krka achieved a small amount of sales growth in

2009. In 2009 the Group sold prod-

ucts and services worth EUR g53.0 | The Group's average an-
million, an increase of EUR 3.1 mil- nual sales growth for tEe
lion or 0.3% compared to 2008. past five years is 14.5%.

Over the past five years it has recorded continual
growth at an annual average of 14.5%.

A more detailed analysis of the sales results by in-
dividual market and product group is given in the
chapter Marketing and Sales.

Since the marketing and sales network is organised
across the representative offices and subsidiaries
abroad, the sales per employee figure is given for the
Group only.

The average annual growth in sales per employee
over the past five years has been 3.8%. The value of
sales per employee had previously grown each year
in absolute terms but in 2009 it recorded a decline
compared to previous year’s figure for the first time.
In 2009 the number of employees within the Group
increased by 5%, with an equal increase in Slovenia
and abroad. For more see the chapter Employees.
Due to pressure to reduce prices and unfavourable
trends in a number of local currencies, sales expres-
sed in euros only increased by 0.3%. The increase in
physical volume of sales was higher than the growth
in the number of employees.



The operating expenses to
sales ratio in 2009 was
86%, and 81%, excluding
provisions.

The 2009 net financial
results was negative but
still quite better than in

2008.

Operating expenses

The Group incurred operating
expenses of EUR 820.8 million in-
dicating an increase of 14% on the
previous year.

The Group’s operating expenses include the produc-
tion costs of goods sold at EUR 370.2 million, dis-
tribution expenses at EUR 289.2 million (of which
newly formed provisions totalled EUR 47.5 million

STRUCTURE OF GROUP’S OPERATING EXPENSES
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Financial income and expenses
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and refer to potential liabilities relating to a Euro-
pean Commission procedure initiated as a result of
alleged infringement of competition regulations on
the sale of perindopril on EU markets), EUR 88.3 mil-
lion for R&D costs, and EUR 73.1 million for admin-
istrative expenses. The operating expenses to sales
ratio has ranged between 76% and 87% over the pe-
riod 2005-2009.

In the structure of operating expenses the largest
share (45%) refers to production costs of goods sold
which increased by 14% compared to 2008. Their
ratio to sales is 39%. The item of pro-
duction costs of goods sold includes
ongoing production costs incurred
and the production costs of products
sold from inventories.

Distribution expenses, which in 2009 included pro-
visions of EUR 47.5 million, increased by 19%. Exclu-
ding provisions, distribution expenses accounted
for 25% of total sales in 20009, an increase of 2% on
2008. The growth in distribution expenses is pri-
marily attributable in the continual expansion of
the marketing and sales network abroad. The R&D
costs to sales ratio was 9%, and the administrative
expenses to sales ratio was 8%. R&D costs were up
4% compared to the previous year, while administra-
tive costs increased by 5%.

Krka Company

EUR thousand 2009| 2008| 2007 2006| 2005| 2009| 2008, 2007 2006/ 2005
Financial income 1070|  3,029| 7,635 8924| 10605 12,160  4,856| 11,791 10518 8987
Financial expenses | —11,740| —34,177| —16,343| —11,247| —7,596| —10,139| —22,780| —16,265| —10,836| —12,033
Net financial result| —10,670| —31,148| -8,708| -2,323|  3,009| 2,021| -17,924| -4,474 -318| -3,046

The Group’s net financial result in
2009recordsanimprovement over
the previous year. The financial
expenses item includes EUR 3.6
million in net exchange losses,
caused by falling exchange rates

on key sales markets in the first quarter. Interest
expenses for long-term and short-term borrowings
stood at EUR 5.1 million, write-offs and allowances
at EUR 1.5 million and expenses from derivative fi-
nancial instruments at EUR 1.2 million.
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At 45% of total operat-
ing expenses, production
costs of goods sold was
the largest item.
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