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The Krka Group (Krka) is picking up momentum as its gross profit margin
grew by 8.44% in the 2016 - 2018 period, while the operating margin has
increased for 67.58% in the same period. Krka’s main line of business is
the production and sale of prescription pharmaceuticals, non-prescription

Market price 61 products and animal health products. Krka’s main market spreads from
EV (in millions) 18424 Vladivostok to Lisbon making it one of the top-ranking pharmaceutical
52 Week High 616 companies in the Central and Ea§t Euro;_)e V\!Ith strong penetration into
Western European markets. Krka is entering in new markets such as the
52 Week Low 53.6 . . .
Chinese market, from where the first revenue streams are expected in
Avg. Volume (20d) 4,812.2 2019
No. Shares in millions 31.9
- , , - .
Market Cap (in millons) 20004 Currenfly 45 million patlent§ use Krka’'s medicines every day. Outside
o Slovenia Krka has 28 subsidiaries and 20 representative offices. Krka
Total Assets (in millions) 19851 operates in 6 sales regions in over 70 markets, with manufacturing sites
Equity (in millions) 15403 in Slovenia, Germany, Croatia, Poland and Russia.
Net debt (in millions) -120.7 .. . . .
o Prescription pharmaceuticals in Cardiovascular, Central Nervous System
CASH (in millions) 27 and Alimentary Tract and Metabolism groups are Krka’s top sellers. Krka
Eamings Date 182019 js planning to expand production by more than one third in the coming
Dividend Date 18.7.2019  years, as R&D expenditure stands at 10% of sales.
Dividend Yield 5.1
million € 2017 2018 ™ 2019F 2020F
Sales 1,266.4 1,331.9 1,372.0 1,336.5 1,375.0
EBITDA 306.6 343.3 352.8 327.0 339.0
EBITDA Margin 242 25.8 25.7 245 247
Net income 152.6 174.6 195.5 171.0 170.0
Profit Margin 121 131 14.2 12.8 12.4
EPS 47 55 6.1 5.7 57
PIE 121 10.6 10.7 10.7 10.7
Stock performance
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-10% e KRKG SV Equity === SBITTOP Index
% Growth ™ 3M YTD
KRKG SV 3.0% 4.9% 5.2%
SBITOP Index -0.5% 6.2% 8.7%
Gain over Index 3.5% -1.3% -3.4%
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Q1 FY2019

In the first quarter of this year, The Krka Group (Krka) achieved a profit per share in the amount of EUR 2.24, which is
a44.5% YoY increase. Krka's revenues rose by 12% YoY to EUR 378.5 million, while The Group has seen its operating
profit grow by 17% to EUR 72.7 million and managed to increase its net profit by more than 42% to EUR 70.3 million in
Q1 19. The Group allocated EUR 23.7 million to investments, of which EUR 19.6 million went to the controlling company.
The price of Krka's share was up only 0.35% this year until the up-beat earrings report, when the stock gained 2.78% in
a day.

Krka recorded sales growth in all its main sales regions in the first quarter. In the region of Eastern Europe, which is the
largest sales region for Krka (32.4% share of sales), sales increased by 15%. In the region of Central Europe (22.8%
share of sales), a 6% sales growth was achieved. Sales in the Western (22.3% share of sales) and Southeastern Europe
(13.4% share of sales) increased by 14%. In Slovenia (5.8% share of sales) sales increase stood at 3%, while on the
Overseas Markets region, the sales amounted to EUR 12.6 million, a 16% increase and the largest increase of any
sales group.

Given the operating results of last five quarters and future expectations for the 2019 — 2022 period the market price of
Krka shares stands on the undervalued side, as there is good evidence for reliable and steady growth of the sales and
profit for The Group in the coming years. Due to The Group’s current geographical sales distribution, the company is
less exposed to the current world political risks compared to some of its peers. The share price would additionally benefit
if the shares of the company would be traded in Western equity markets (such as London markets). Stock price would
benefit, as well, with introducing debt financing for possible acquisitions, which would also reduce the cost of financing
the company. Krka's shares have a 5.1% dividend yield. Shareholders of Krka will decide on the proposal for the
distribution of accumulated profit for last year at a general assembly which will be held at July 4th, 2019. According to
the proposal of the management board, the dividend will be EUR 3.20 gross per share, which is 10.3% more than last
year. The planned date for the payment of dividends is July 18, 2019.

Investment considerations

+ Still peer undervalued
Current P/B ratio for the Group is 1.20, while the median for our peer group currently stands at 3.5. As well the P/E ratio
is below the peer comparison average at 10.00, while the median for the peer group is it 19.8.

+ Competitive advantage

The competitive advantage of Krka lies primarily in pursuing a vertically integrated model for products from development
to production and marketing. This enables the company to effectively monitor and ensure quality. The Krka strategic plan
by 2022 contains a 5-year average sales growth rate. In addition to organic growth, the company also wants to ensure
growth through acquisitions and long-term business ventures, such as Ningbo Krka Menovo Pharmaceutical project with
Chinese partner.
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+ Short term isolation from negative effects of
current world political risk while having a strong
balance sheet

Krka’'s strong balance sheet in combination with its
geographical sales distribution is putting the company
in favorable position during the current market
conditions. Krka's minimal exposure to current world
political risks, as well as legal risks, is putting the
company in a potentially advantageous position
compared to many of its peers around the world. This
combined with Krka's strong balance sheet is
increasing the probability of future acquisitions by the
company.

- Conservative attitude to financing through debt

Krka has a very conservative attitude regarding taking
on debt and pays a high dividend. The company’s Net
Debt/EBITDA is in negative territory at -0.35 and the
current dividend vyield is 5.1%. Conservative debt
financing produces a higher average cost of financing
that might not be needed, which drives down Krka’s
price evaluations. The high dividend payout puts a
higher tax burden on long term individual investors,
which is in part being offset by regular share buybacks.

KRKA - KRKG SV
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Valuation

Valuation metrics

The price target for the following 12-month period is based on our mixed DCF and EV/Sales )18

valuation multiples proprietary valuation model. Our target price currently stands at
EUR 71.6 per share, which is a EUR 0.6 or 0.8% increase in valuation since the start EV/EBITDA 10.9
of 2019. The underlying income statement and balance sheet assumptions remain

unchanged. The increase in target price is due to the change in peer multiples and " e
higher risks in the world economy. The price is based on the on the assumption of P/B 35
EUR 1.375 million of sales revenue in 2019 and subsequent 4.5% sales growth in = yacc 9.00
the following 4 years, with gross profit margin being estimated at 57.4%. Capex for
the year 2018 is estimated at EUR 97 million and EUR 136 million for the rest of the ~ Continuation value 200
forecasted period.
Pro forma - Income statement
In Millions of EUR Dec 18 A Dec19E Dec 20 E Dec21E Dec 22 E Dec 23 E
Revenue (Estimate Comparable) 1.300 1.375 1.436 1.501 1.569 1.639
(-) Cost of Revenue 554 586 612 639 668 698
% of Revenue 43% 43% 43% 43% 43% 43%
(=) Gross Profit 746 789 824 862 900 941
% Margin 57% 57% 57% 57% 57% 57%
(-) Operating Expenses/Income 532 565 587 613 641 670
% of Revenue 41% 41% 41% 41% 41% 41%
(=) Operating Income 214 224 237 249 259 21
% Margin 16% 16% 17% 17% 17% 17%
(-) Tax on Operating Income 22 21 25 25 28 27
% Tax Rate 10% 9% 10% 10% 1% 10%
(=) NOPAT 193 203 213 224 232 244
Pro forma - FCF statement
In Millions of EUR Dec 18 A Dec19E Dec 20 E Dec21E Dec 22 E Dec 23 E Year 5
(=) NOPAT 193 203 213 224 232 244
% Margin 15% 15% 15% 15% 15% 15%
(+) Depreciation & Amortization 112 121 127 127 130 136
% of Revenue 9% 9% 9% 8% 8% 8%
% YoY Growth 4% 8% 5% 0% 3% 4%
(-) Capital Expenditure 97 136 136 136 136 136
% of Revenue 8% 10% 9% 9% 9% 8%
% YoY Growth 1% 26% 0% 0% 0% 0%
(-) Changes in Net Working Capital 17 28 21 23 31 27
% of Revenue 1% 2% 1% 2% 2% 2%
(=) Free Cash Flow 176 155 178 186 188 211 209
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Peer comparison

Name Mkt Cap EV/EBITDA T12M PIB EV/Sales TI2M EBITDA to Net Sales:Q Net Debtto EBITDALF ROA ROE OPMLF
Median 2465.9 10.9 35 28 26.4 04 86 125 18.7
Average 2585.0 17.4 36 6.8 322 02 80 143 215
KRKA 2000.4 48 100 1.2 1.2 264 05 96 124 19.1
RICHTER GEDEON NYRT 2931.4 71 219 13 19 214 46 53 62 14.1
CELON PHARMA SA 4288 336 645 40 14.0 429 29 51 63 247
STADA ARZNEIMITTEL AG 5410.1 113 176 5.1 28 233 26 91 304 16.1
TCHAIKAPHARMA HIGH QUALITY ~ 399.3 373 629 7. 18.0 46.8 06 107 126 36.7
HIKMA PHARMACEUTICALS PLC ~ 4340.1 105 173 29 27 Na 07 82 176 18.2

Shareholder Composition

Shareholders Number of shares Ownership share (in %)
KAPITALSKA DRUZBA 3,493,030 10.7%
SLOVENSKI DRZAVNI HO 2,949,876 9.0%
REPUBLIC OF SLOVENIA 2,365,126 7.2%
SOC GENERALE SPLITSK 1,662,968 5.1%
HYPO ALPE-ADRIA BANK 1,196,138 3.7%
KRKA DD NOVO MESTO 974,627 3.0%
AVIVA GROUP 946,999 2.9%
CLEARSTREAM BANKING 717,313 22%
KRAJOWY DEPOZYT PAPI 466,344 1.4%
UNICREDIT SPA 445270 1.4%
LUKA KOPER 433,970 1.3%
ZAVAROVALNICA TRIGLA 388,300 1.2%
NORGES BANK 353,716 1.1%
CAPITAL GROUP COMPAN 335,262 1.0%
EATON VANCE CORP 185,460 0.6%
CAISSE DE DEPOT ET P 156,800 0.5%
CONSEQ FINANCE 109,428 0.3%
NLB SKLADI 95,359 0.3%
SEI INVESTMENTS CO 79,858 0.2%
TRIGLAV ASSET MANAGE 59,433 0.2%
Disclaimer

This research report was prepared by ILIRIKA d.d. Ljubljana, Slovenska cesta 54A, 1000 Ljubljana (“ILIRIKA”), a joint stock company
licensed by the Slovenian Securities Market Agency to provide investment services and activities and ancillary investment services
under the Financial Instruments Market Act (“ZTFI”), supervised by Slovenian Securities Market Agency, Poljanski nasip 6, 1000
Ljubljana.

Pursuant to Article 378 of ZTFI, this document is treated as an investment recommendation. The recommendation is prepared solely
for better understanding financial instruments and performance of capital markets and it is not intended for a specific audience.
Therefore, it is not construed as an offer to buy or sell, or a solicitation of an offer to buy or sell any financial instrument. Moreover, no
opinion in the document is intended to provide any personal investment services or advice, since it does not take into consideration
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any specific investment objectives, financial context, or situation, investor knowledge, investor experience, or any particular needs of
any specific person that has, or for whatever reason, become familiar with the contents of this document or part of it.

The document was prepared for ILIRIKA’s clients and it is not subject to reproduction, distribution or publication without the explicit
permission of ILIRIKA. Accordingly, any kind of mediation, variation, or summarizing of the document is only permitted with the prior
explicit written consent of ILIRIKA. Therefore, with the acceptance and examination of this document, the reader is obligated not to
disclose the contents, opinions, conclusions, or any other data from this document, as well as any investment recommendations,
evaluations, forecasts, or target process, without prior explicit permission of ILIRIKA.

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

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

The selling price of a financial instrument is usually not known in advance and can differ from the expected target price used to
calculate expected gross return. Therefore, realized and expected gross returns may differ. Also, the investor must consider that
provisions, trade costs and taxes will influence the final net return earned on the difference between the purchase and selling price of
the financial instrument. The difference may be positive or negative and cannot be forecast with any certainty in advance. In addition,
all investors, should be aware of the possibility of failure to achieve forecasted events and valuation assumptions on which the

document is based, as well as the possibilities of price fluctuation of a financial instrument and/or issuer. In the event of unfavorable
movements of the price of the financial instrument, there is a possibility of lower future value of the investment compared to initial
(purchase) value or vice versa. If a financial instrument is denominated in a currency other than the investor’s currency, a change in
exchange rates may adversely affect the price or the value of, or the income derived from the financial instrument. Such investor
effectively assumes this currency risk. The investor should also be aware of the significant impact of certain assumptions on predicting
the target price of the issuer of the financial instrument which is presented in the document, especially regarding sensitivity of the
analysis, as well as the fact that past performance is not necessarily an indicator of the future profitability of the issuer of the financial
instrument and vice versa.
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ILIRIKA d.d. Ljubljana is not liable for any damage or loss arising from the use of information in this document.

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

Recommendation issued by ILIRIKA d.d. Ljubljana is valid for 12 months, unless the update of the recommendation is made. However,
ILIRIKA d.d. Ljubljana will not engage in periodical updating of the recommendation of the issuer under consideration. Moreover,
ILIRIKA d.d. Ljubljana is not obligated to notify investors about any kind of valuation, opinion, or forecast changes which have been
made after the recommendation release. When dealing with its clients, ILIRIKA d.d. Ljubljana is not obligated to act in accordance
with opinions and assessments expressed in investment recommendations.

Financial analyst responsible for preparation of this document and other individuals who are familiar with the content of this document
have not engaged in any personal transactions or trade with the financial instrument subject of this document nor have they related
to the financial instrument during the preparation period of this document up to the day of its publication.

SPECIFIC DISCLOSURE

ILIRIKA d.d. Ljubljana and financial analyst responsible for monitoring the issuer under consideration, guarantee that thus document
has not been disclosed to the issuer of the financial instrument before its public release.

BUY: For scenario when the difference between the current price and estimated fair value of the analyzed stock for the period of 12

months since the date of this publication is at least in the region between 10% and 20 %.

HOLD: For scenario when the difference between the current price and estimated fair value of the analyzed stock for the period of
12months since the date of this publication is between 0% and 10 %.

SELL: For scenario when the difference between the current price and estimated fair value of the analyzed stock for the period of 12
months since the date of this publication lower than 10%.

ILIRIKA d.d. Ljubljana can own shares of the issuer under consideration. Financial analyst responsible for monitoring of the issuer
under consideration does not have any significant financial interest concerning the financial instrument. They also do not have any
conflict of interest with issuer.

ILIRIKA d.d. Ljubljana has not performed any services concerning financial instrument to the issuer under consideration within past
12 months.

ILIRIKA d.d. Ljubljana may hold securities subject to this document.

STATEMENT OF THE FINANCIAL ANALYST

ILIRIKA d.d. Ljubljana and the undersigned financial analyst, responsible for monitoring of the issuer under consideration declare that
they have not received any kind of compensation that could affect this document or opinion expressed in this document. The
recommendation has not been disclosed to anyone before it was publicly released.

Lojze Kozole, the author of this document did not hold any securities relevant to the issuer at the time this document was made.

Quarterly updates are planned for data, valuation, target price, and recommendation.
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OTHER INFORMATION

Other information about ILIRIKA d.d. Ljubljana, services, price lists, disclosure, and other information can be found at
https://lwww.ilirika.si/en-gb.

The distribution and /or content of this document in other jurisdictions may be restricted or regulated differently, thus the investor
should inform himself/herself whether restriction exists. By accepting this document, the investor consents to be bound by the
foregoing instructions.

Analyst: Lojze Kozole - Msc Fin, Msc Eco,

+38613002273,

lojze.kozole@ilirka.si,

llirika d.d.,

Slovenska 54a,

1000 Ljubljana Ljubljana, 5.6.2018



