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Reaching the heights allows us to see further than the rest.



Introduction

The height we grow to depends
     on the strength of our roots. 
We're not afraid of heights.
          We are building on a rich tradition,
heading for the summit, where unlimited opportunities
                    for further growth will unfold.
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The Krka Group development strategy

Mission
Living a healthy life.

Development 
strategy

Vision
We are 

continually 
consolidating 
our position as 

one of the 
leading generic 
pharmaceutical 
companies on 
the European 

market.Values
Speed and flexibility
Partnership and trust

Creativity and efficiency

Razvojna strategija skupine Krka
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Key strategic objectives — to 2012

•	 Achieving average annual growth in sales value of over 10%.

•	 Maintaining the proportion of new products in overall sales above at least 40%.

•	 Strengthening the competitive advantage of the product portfolio via vertical integration and launching 

select products as the first generic on selected key markets.

•	 Improving performance indicators.

•	 Making effective use of assets and improving product cost-effectiveness.

•	 Increasing innovation.

•	 Maintaining independence.

At the end of 2007 the Krka Group adopted a new 
development strategy for 2008 to 2012. At the 
same time the performance criteria used to assess 
the implementation of the strategy at all three 
levels were updated. The corporate performance 
criteria are monitored by the Management Board, 
while criteria at the level of product groups and 

business functions, which have been combined 
with improvement objectives for greater 
transparency and standardisation are monitored 
by the relevant committees. The guiding principle 
in managing the criteria system is to increase the 
competitiveness of individual companies and the 
entire Group. 

Key strategies — to 2012

•	 Prioritising European and central Asian markets.

•	 Prioritising the strengthening of the pharmaceutical and chemical activities.

•	 Developing generic medicines and preparing market authorisation documentation at least three years before 

the expiry of the product patent for the original medicine. 

•	 Strengthening competitiveness on western European markets by establishing its own marketing companies.

•	 Strengthening synergy within the Krka Group (in expertise and costs), and maximising utilisation of compe-

titive advantages in the business environments of Krka companies abroad.

•	 Restructuring the purchasing market to ensure the continual reduction of purchase prices.

•	 Strengthening the internationalisation of all business functions.

•	 Reducing the impact of financial risk and economic risk on Krka Group’s operations.

•	 Pursuing a moderate dividend increase policy.

•	 Continued growth of market shares through the purchase of local pharmaceutical companies or business 

acquisition on selected markets.

•	 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 2008

•	 Anticipated growth in product and service sales of EUR 950 million (22% growth).

•	 The most important sales region will be Region Central Europe, with highest growth anticipated in Region 

Western Europe and Overseas Markets; the Russian Federation will remain the single most important mar-

ket.

•	 The proportion of sales on markets outside Slovenia is anticipated at 89%.

•	 Prescription pharmaceuticals — with anticipated growth of 23% - will remain the most important product 

group (82% of overall sales).

•	 New prescription pharmaceutical products will be marketed in key indication groups. 

•	 The planned net profit is EUR 160 million.

•	 At the end of 2006 the Group will have 7700 employees, almost 46% of them abroad.

•	 Investments planned at EUR 160 million will primarily be used to increase and modernise R&D and produc-

tion capacity and infrastructure.
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Macroeconomic environment forecast for 2008

Macroeconomic conditions affect business perform-
ance on individual markets and long-term govern-
ment health policies. The macroeconomic conditions 
forecast for 2008 on Krka’s key markets plus Roma-
nia, Ukraine and the Czech Republic — three countries 

where the volume of sales are close to those achieved 
on the key markets — are set out below. It is our opin-
ion that the macroeconomic conditions in these coun-
tries will make a positive contribution to achieving 
the Krka Group’s business objectives. 

Country Pharmaceutical markets 
growth forecast (%)

Forecast value of 
pharmaceutical market

X-rate
(currency/EUR)

Slovenia 5 EUR 470 million Eurozone

Croatia 6 EUR 690 million 7.30

Russian Federation 15−20 USD 10,500—11,000 million 34.85

Poland 5−6 EUR 4,200 million 3.55

Western Europe 5 EUR 150,000 million** Eurozone

Romania 20 EUR 1,750 million 3.60

Ukraine 12 EUR 1,000 million 5.05*

Czech Republic 5−6 EUR 1,500 million 27.00

Macroeconomic environment forecasts in 2008

Sources: European Commission, Institute for Economic Research and Policy Consulting, Raiffeisen, International Centre for Policy Studies, 
		  Report Buyer.
	 *	 X.-rate to US dollar, to which the Ukraine grivna is linked. 
	 **	 Forecast value for entire pharmaceutical market in 2008 for 11 countries in Western Europe (Austria, Belgium, France, Germany,
		  Ireland, Italy, Netherlands, Portugal, Spain, Switzerland and the UK) taking forecast growth into account.

Slovenia

After record growth in 2007, economic activity is ex-
pected to calm in the coming year, particularly due to 
the fall in investment in Slovenia, the cooling of glo-
bal financial markets and the slowdown in economic 
growth in the European Union. Domestic consumption 
will remain high due to higher available consumer in-
come and wage growth. Inflationary pressures will 
calm, mainly due to the restrictive monetary policy 
of the European Central Bank, lower lending activity 
due to a slowdown in investment, and lower aggregate 
demand. Slightly lower growth in imports and exports 
is expected in 2008, where the rate of imports will 
depend in part on the import of investment goods for 
business and public investment.

The pharmaceutical market is expected to grow by 
5%, with its value expected to reach EUR 470 million.

Croatia 

Rapid economic growth is expected to continue, 
and will be primarily tied to household spending and 
business investment activity. Business optimism is 
expected to continue in the field of corporate invest-
ment, buoyed by a favourable economic climate and a 
supportive environment. Public spending in the 2008 

post-election year is expected to calm somewhat, with 
the actions of the central bank expected to calm do-
mestic spending. Real wages are expected to remain 
behind the growth in productivity, which means busi-
nesses’ cost effectiveness is expected to improve. The 
country’s foreign trade balance remains one of its 
major macroeconomic challenges given the relatively 
high external borrowing. A moderate increase in in-
flationary pressure is expected, which will probably 
be mitigated by the Government’s restrictive fiscal 
policy. 

The pharmaceutical market is expect to grow at 6%, 
which will see its value reach EUR 690 million.

Russian Federation 

The Russian Federation remains a key market for 
the Krka Group and offers significant economic poten-
tial. After the liberalisation of capital flows, an upturn 
in investment activity was detectable, which had an 
extremely favourable impact on the country’s econom-
ic growth. The Russian Federation is expected to have 
one of the highest rates of economic growth in the 
world over the coming year. High oil prices have had 
a positive impact on the value of Russian exports and 
contributed to a large trade surplus. Inflation remains 
relatively high, and is not expected to fall in the short 
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term, also due to increases in public sector wages. Re-
ducing inflation remains one of the key medium-term 
challenges for the Russian economy. Strengthening 
the rouble, which has so far proved to be an effective 
instrument for mitigating inflation, will continue over 
the coming year, and will also have a positive effect on 
business investment activity.

With growth of 15 to 20% anticipated, the value of 
the pharmaceuticals market in the Russian Federa-
tion is estimated at USD 10.5 to USD 11 billion.

Poland 

Having joined the European Union, Poland has rap-
idly achieved enviable results, and the favourable eco-
nomic conditions are expected to continue. The Euro-
pean Commission has commended Poland’s sound 
economic foundation, formed particularly by domes-
tic consumption, business investment and favourable 
conditions on the labour market. Due to the beneficial 
tax regime, high real wage growth, and high demand 
for labour, domestic spending is expected to continue 
to generate economic growth. Given the high wage 
growth and the consequent inflationary pressures, 
one can expect the central bank to continue applying 
a tight monetary policy to maintain price stability. 
Inflation should remain at an enviably low level, with 
the planned monetary policy contributing to the con-
tinued strengthening of the zloty. 

Growth in the pharmaceutical market is estimated 
between 5 and 6%, with its value standing at around 
EUR 4.2 billion.

Western Europe

The problems on the global financial markets, par-
ticularly the subprime loan market, problems in the 
real estate market and the appreciation of the euro, 
which disincentivises exports, all point to a slowdown 
in economic growth. In the western EU member states, 
high energy prices and other factors mean inflation-
ary pressure will continue, leading to a more restric-
tive monetary policy, which will further decelerate 
economic activity and investments. Nevertheless, the 
key macroeconomic aggregates such as consumption 
and investment are expected to be favourable in 2008, 
though their growth could slow down.

Central bank measures, particularly major assist-
ance to commercial banks, can be expected to mitigate 

problems on the financial markets, which will have a 
positive impact on the economic situation in the west-
ern EU member states.

The pharmaceutical market is expected to grow at 
5%, which will see its value reach EUR 150 billion.

Romania

Romania’s entry to the European Union and the ma-
jor inflows of foreign investments mean expectations 
regarding economic growth remain optimistic, while 
the need for structural reforms within the economy re-
mains, and there has been a noticeable deterioration 
in the country’s foreign trade balance. One major chal-
lenge is budget spending, and particularly its underly-
ing structure. Following legal amendments adopted in 
June 2007, pensions will increase significantly in the 
next two years, and growth in public sector wages is 
also anticipated. The structure of budget spending is 
changing with current spending benefiting at the ex-
pense of state investment. These factors can all be ex-
pected to contribute to an increase in the government 
deficit and inflationary pressures, which will only be 
exacerbated by higher prices for food and energy. 

The value of the Romanian pharmaceutical market 
is estimated at around EUR 1.75 billion, with growth 
of 20% expected.

Ukraine

Conditions in Ukraine were once more very unpre-
dictable in 2007, but that did not ultimately have a 
negative impact on the economy. A gradual slowdown 
in economic growth is expected, particularly given 
reduced domestic demand, and higher prices for im-
ported gas. In mid-2008 Ukraine is expected to join 
the World Trade Organisation (WTO), which in the 
long term will have a positive impact on the country’s 
trade balance, though the trade deficit will remain in 
the short term. Changes in the tax code are not antici-
pated, but an increase is expected in pension expendi-
ture, social transfers and the minimum wage, which 
will lead to inflationary pressure. High inflation re-
mains one of the main medium-term economic policy 
challenges.

With growth forecast at around 12%, the pharmaceu-
tical market value is estimated at EUR 1 billion. 
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Czech Republic

After expansion in 2007, economic growth is expected 
to calm, which is partially the consequence of a more 
restrictive fiscal policy, and partially due to reduced 
investment activity, which had already fallen slightly 
behind expectations in 2007. The restrictive budget-
ary policy will be at least partially compensated by 
growing domestic demand, underlined particularly by 
wage growth and borrowing. Growth in exports is ex-

pected, particularly in industrial products, which will 
have a positive impact on the country’s foreign trade 
balance. Inflation increased towards the end of 2007, 
so a tighter monetary policy is expected in future. The 
central bank wants to maintain the annual inflation 
rate within a band between 2 to 4%. 

The value of the Czech pharmaceuticals market is 
estimated at around EUR 1.5 billion, with growth be-
tween 5 and 6%.
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Risk area Description of risk Risk management method Exposure

Intellectual property Risks relating to the intellectual property 
rights of third parties.

Consistent respect for intellectual property of 
others, monitoring patent processes, forming 
provisions.

Moderate

Regulatory proce-
dures

Risk of potential changes in legislation or 
their interpretation.

Consultation with regulatory authorities in 
product development process.

Moderate

Development process Risk that developed product will not have 
appropriate properties or will not be appropri-
ate in terms of the patent situation.

Vertically integrated business model. Moderate

Reliability of suppli-
ers and contractual 
partners

Possibility of irregular or unsatisfactory 
supplies or uncompetitive prices.

Performing risk analysis of individual sup-
pliers and adopting appropriate measures in 
case of inappropriate business relations with 
a supplier.

Moderate

Availability of produc-
tion capacity

Unplanned shutdowns, interruptions, or 
production errors.

Regular preventive maintenance and measu-
rements.

Low

Environmental pro-
tection

Risk of accidents occurring with a negative 
impact on the environment.

Preventive tests and prescribed internal mea-
sures for emergencies.

Low

Information sources Risk of disruption in business processes due 
to disruption in information sources.

Independent security checks and planned 
preventive measures to rectify disruptions.

Moderate

Workforce Risk of loss of key staff, lack of professionally 
qualified staff.

Systematic work with key staff, remuneration 
system, staff development, continual educati-
on, measuring of organisational culture and 
climate.

Moderate

Health and safety at 
work

Risk of injuries or accidents in the workplace. Testing technological procedures, computer-
supported risk assessment system.

Moderate

Asset protection Risk of assets being stolen or removed. Preparing security plan. Moderate

Operational risk

Risk management

The rapid growth of the Krka Group’s operations 
and its significant international presence bring with 
them a degree of exposure to various forms of risk, 
which are divided into operational and financial risk. 
The Krka Group manages all forms of manageable 
risk through appropriate mechanisms, with a number 
of organisational units bearing responsibility for risk 
management. 

Operational risk management is decentralised, and 
is part of the responsibilities and powers built into in-
dividual organisational units and companies within 
the Krka Group. Actions and results relating to opera-
tional risk are monitored regularly via various com-
mittees (development committee, sales committee, 
quality committee, investment committee, human re-

source committee, economics and finance committee, 
and the information technology committee).

The Finance Division monitors and manages finan-
cial risk on a centralised basis.

The company management approves appropriate 
actions and mechanisms to manage risk, and also 
receives reports on the effectiveness of approved ac-
tions. All risk is dealt with systematically, with appro-
priate quantitative methods applied to financial risk 
in order to study exposure and potential loss volumes. 
The careful attention Krka pays to risk management 
enabled it to effectively manage the forms of risk men-
tioned above during 2007, and to minimise their nega-
tive impact on operations. 

Insurance companies offer cover for three groups 
of risk: risk of damage to property, risk of claims for 

damages and civil lawsuits, and risk of financial loss-
es due to business interruption.



Business report | Annual Report 2007

37

Risk area Description of risk Risk management method Exposure

Foreign exchange risk Risk of losses due to unfavourable exchange 
rate movements.

Monitoring currency markets, hedging with 
appropriate financial instruments.

Moderate

Interest rate risk Risk relating to changing financing and bor-
rowing conditions.

Monitoring currency markets, hedging with 
appropriate financial instruments.

Low

Credit risk Risk of customers defaulting on payment. Calculating credit ratings and restricting 
maximum exposure to customers. 

Moderate

Liquidity risk Risk of lack of liquid assets to settle current 
financial or operating liabilities.

Agreed credit lines and planning cash requi-
rements. 

Low

Risk of damage to 
property

Risk of damage to property due to natural 
disasters and other accidents.

Systematic threat assessment, implementa-
tion of measures in line with fire prevention 
studies, and arrangement of appropriate 
insurance.

Moderate

Risk of claims for 
damages and civil 
lawsuits

Risks of claims by third parties due to loss 
events caused accidentally by company’s 
activities, property or placing products on the 
market.

Civil and product liability insurance. Moderate

Risk of financial 
losses due to business 
interruption

Interruption of production due to damage to 
property.

Insurance of labour costs, amortisation and 
depreciation, other business costs and opera-
ting profit, and implementation of technical 
and organisational measures to reduce impact 
of business interruption.

Low

Financial risk

Operational risk covers the following areas: research 
and development, environmental management, man-
aging incoming materials (suppliers and contractors), 
production process and production capacity manage-
ment, information resources and computer-managed 
processes, employees, health and safety at work, food-
stuffs safety, and asset protection.

Research and Development

Managing risk in the field of research and develop-
ment is particularly important, given the nature of the 
pharmaceutical industry.

•	 Intellectual property. Current situation analysis 
is used for every product to check exposure to risk 
of lawsuits relating to violations and potential law-
suits arising from alleged violations of the intel-
lectual property of third parties. On the other hand, 
we protect our own solutions with patents as early 
as possible in the R&D phase, and use appropriate 
mechanisms to participate in patent-granting proc-
esses from the competent authorities. We also pro-
tect our own brands as a major element of industrial 
property.

•	 Regulatory risk. Regulatory risk management, 
which is related to changes in legislation and its in-
terpretation, begins in the early stages of develop-

Operational risk

ing a new medicine and lasts throughout the entire 
life cycle of a product. We assess our 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 the 
product registration and extended authorisation 
procedures. Krka actively participates in the prepa-
ration of legislation via working groups of industry 
associations. 

•	 Scientific risk. Research and development work is 
based on new discoveries. Risks can occur in the 
field of intellectual property, if the patent situa-
tion changes during development processes. On the 
other hand there are also technological and techni-
cal risks, when one of the key properties a product 
requires cannot be obtained. Risks relating to the 
properties of products can be reduced by introducing 
new development processes and methods and with 
our own and acquired knowledge in the research and 
development field. We introduce processes that can 
reduce risk by predicting final product properties, 
which must be high-quality, safe and effective, in the 
early development phases. An important factor in 
improving management of these risks is the verti-
cally integrated development and production model, 
which is used to control the entire production proc-
ess from raw materials to the final product. 
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Reliability of suppliers and contractual partners

Krka sources its input raw materials from a number 
of suppliers, using a system that ensures secure and 
competitive supplies. In 2005 Krka started perform-
ing risk analyses of contractual partners, suppliers, 
and pharmaceutical ingredient producers. The results 
of individual risk analyses are used to define priority 
assessments, which Quality Management personnel 
use in partner companies. Based on the findings of 
these assessments, agreements are reached with part-
ners on measures to be taken, while in unusual cases 
a decision may be made to change supplier or partner. 

Availability of production capacity

High-quality preventive maintenance of strategic 
equipment and the energy supply system remains the 
main method of ensuring the reliability and quality of 
production capacity. Using the SAP PM (Plant Main-
tenance) information system has borne fruit, making 
the planning, implementation and supervision of pre-
ventive maintenance simpler and more transparent. It 
also provides a large, up-to-date database for detecting 
potential critical points, which supports effective and 
timely decision-making and action, as well cost man-
agement. We regularly analyse the results of efficiency 
and availability measurements for critical equipment 
taken directly from production lines, and look for 
long-term methods of improving performance. Risk is 
further reduced by means of the comprehensive sys-
tem of continual training and updating of knowledge, 
not only for technical personnel, but also for produc-
tion operators, who apply their new knowledge of 
production line set-up to product changeovers, mak-
ing a major contribution to improving the efficiency 
and availability of machinery. Internal risks relating 
to energy sources have been reduced by modernising 
energy supply systems and installing reliable devices 
offering flexible capacity that is continually adapted 
to expansions in production capacity.  

Environmental protection

Some accidents can have a negative impact on the 
environment, so it is important to take effective action 
and reduce the risk of accidents. Krka’s internal proce-
dure — Recognising Accidents — identifies and evalu-
ates all potential accidents, and the relevant respons-

es should they occur. Preventive measures reduce the 
likelihood of such accidents occurring. Training and 
drills are used to ensure any accident that does occur 
will have a minimal impact on the environment. Two 
accidents occurred in 2007 (spillage of minor quanti-
ties of hazardous substances). Effective action, taken 
in accordance with the internal instructions, meant 
there was no harmful environment impact in either 
case.

Information resources

An established methodology is used to define the 
criticality of information resources, based on assess-
ments of the criticality of processes and the criticality 
of an information resource to an actual process. The 
major 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 depends. One 
threat detection method is independent security in-
spections for information infrastructure. Threats and 
risks to all critical infrastructure elements were iden-
tified, and the company Management Board approved 
acceptable risk levels and the measures required to 
eliminate critical risks.

Workforce

A lack of the right personnel is an increasing prob-
lem on the labour market. Krka therefore systemati-
cally plans and implements educating and training for 
its employees in order to achieve national vocational 
qualifications. The issue of key staff is particularly 
sensitive, since they are a vital factor in company 
competitiveness, depending on their quality. Krka 
therefore also systematically plans and monitors their 
training and development, building up their responsi-
bilities in the workplace as well as offering new duties 
and positions. Together with other incentives, we en-
gender greater company loyalty, and reduce the possi-
bility of them leaving. Risks relating to the lack of key 
staff, which is exacerbated by a demographic decline, 
are managed by increasing the amount of grants of-
fered to university students. This ensures the recruit-
ment of the new specialist staff members Krka needs 
to meet its planned strategic, developmental and sales 
plans. 
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Health and safety at work

Using an internal methodology and in accordance 
with the Safety Declaration, we assess the probability 
of specific events occurring and the seriousness of 
such events. In addition to assessing risk in the work-
place, the risk from individual technological proce-
dures is also assessed. We check every technological 
procedure annually, in line with Health and Safety at 
Work Assessment of Technological Procedures. 

Asset protection

The first systematic assessment of threats to indi-
vidual facilities was carried out in 2004, with a follow-
up in 2006 using an updated methodology. In addition 
to the probability of a specific event occurring, the 
probability of the timely discovery of an event and 
possibility of eliminating the consequences are also 
taken into account. A security plan was produced to 
manage asset protection and keep it at an acceptable 
level.

Financial risk 

Foreign exchange risk

The Krka Group’s wide international orientation 
exposes it to risks relating to foreign exchange move-
ments.

The main foreign exchange risk for the Krka Group 
comes from changes in the US dollar exchange rate, 
while the currencies used in the countries in which 
Krka has its key foreign companies have also been 
identified as very important. These include the Polish 
zloty, the Russian rouble, the Croatian kuna and the 
Macedonian denar.

In 2007 Krka actively managed its US dollar risk. 
Hedging was not used in 2007 to manage foreign ex-
change risk from other currencies.

A significant element of foreign exchange risk man-
agement is the difference in inflows over outflows in 
a specific foreign currency, referred to as an open cur-
rency position. As the table below indicates, Krka has 
recorded a surplus of US dollar inflows over outflows 
over the year. The Krka Group’s open position in US 
dollars gradually increased during 2007, as the in-
flows in this currency grew faster than outflows. 

USD million 2007 2006 2005 2004

Inflows 321 249 200 197

Outflows 141 107 118 100

Open position 179 142 82 97

Overview of the controlling company’s foreign exchange inflows, outflows and open currency 
positions

Part of the planned open position in US dollars for 
specific periods has been hedged using financial de-
rivatives, in accordance with the foreign exchange risk 
management policy, while part remains unhedged. 
Simple financial derivatives were used for hedging, 
such as forward contracts and currency options.

In 2007 the US dollar lost 10.5% of its value against 
the euro. The falling value of the US dollar, led to Krka 
Group recording foreign exchange losses from pay-
ments and the revaluation of US dollar-denominated 
assets. Derivatives were used to generate positive fi-
nancial effects, but these were not sufficient to com-
pletely neutralise the foreign exchange losses. 

Interest rate risk

At the end of 2007, Krka had five long-term loans 
either linked to the 6-month LIBOR for the US dollar 
borrowings or the 6-month EURIBOR for the euro bor-
rowings. The interest rate risk for the loans linked to 
the 6-month LIBOR has been hedged in full. 

In November 2007 we raised two new long-term 
loans linked to the 6-month EURIBOR. The interest 
rate risk was not hedged before the end of 2007, since 
the trend for the European Central Bank’s key inter-
est rate to increase came to an end. At the end of 2007 
therefore only 20% of the principal of the long-term 
loans linked to the 6-month EURIBOR were hedged. 
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Credit risk

The credit control process involves obtaining credit 
ratings for customers to which the controlling com-
pany makes annual product sales of EUR 100,000 or 
over, and regular, dynamic monitoring of customer 
payment discipline. 

The effects of credit control are positive, as it leads 
to:
•	 reductions in the total value of outstanding receiva-

bles
•	 an improved maturity structure for outstanding and 

overall receivables
•	 a better ratio of average trade receivables to sales 

value. 

By the end of 2007 a total of 359 of the controlling 
company and subsidiaries’ customers had been in-
cluded in the credit control system. Since 2006 the 
credit control system has been extended to include 
the customers of our subsidiaries in Poland, Croatia, 
Serbia, the Russian Federation, and Macedonia. At the 
beginning of 2007 the customers of Krka Sverige AB 
were also brought into the system. 

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 company according to standard proce-
dures and rules.

Receivables write-offs had no material impact on 
our financial position in 2007. 

Liquidity risk 

Managing liquidity risk involves studying whether 
the Group can settle its current operating liabilities, 
and whether its financing liabilities can be settled us-
ing the cash flows it generates. 

Liquidity needs are met using weekly, monthly and 
longer-term cash flow planning, with potential cash 
deficits that cannot be covered from current opera-
tions, being covered by agreed short-term credit lines 
from banks, while any cash surpluses are placed into 
liquid short-term financial investments. In the past 
year, we optimised balance monitoring of cash and 
cash equivalents in subsidiaries and upgraded the 
liquidity planning system, in order to improve short-
term and long-term liquidity.

Below is a summary of liquidity ratios (current, 
quick and acid test ratios), and a number of ratios that 
indicate the performance of current asset and liability 
management. 

The ratios are comparable with those for other com-
panies in the industry. The Krka Group’s working capi-
tal ratio is falling, which indicates an improvement in 
the management of current assets and liabilities.

Liquidity ratios 2007 2006 2005 2004 2003*

Average for 
pharmaceutical 

companies**
Krka’s 5-year 

average

Current ratio 1.99 2.11 1.80 2.32 1.66 2.49 1.98

Quick ratio 1.07 1.31 1.04 1.36 0.93 1.57 1.14

Acid test ratio 0.11 0.24 0.17 0.22 0.10 0.38 0.17

Receivables turnover ratio 4.34 4.34 4.02 4.74 3.72 3.76 4.34

Working capital ratio (%) 29.67 29.70 27.80 26.57 43.35 32.35 31.39

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 borrowings)
	 *	 Slovenian Accounting Standards
	 **	 Own calculations based on Reuters data for selected comparable companies (Teva, Stada, Zentiva, Egis)

Liquidity ratios for the Krka Group and a comparison with selected averages
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In addition to assessing the settlement of current 
liabilities, we also study whether the Group can serv-
ice its loans and settle other financing liabilities us-
ing generated cash flows. The ‘net debt/EBITDA’ ratio 
disclosed in the chapter Business Operations Analysis 
(Ratios) indicates that the Group can pay its net debt 
in total in less than one year. This ratio value indicates 
a very low level of risk for the Group. 

The diagram presents changes in the liquidity ra-
tios, which move relative to each other. This indicates 
the stability of balance-sheet categories that affect li-
quidity.
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Property, business interruption and liability insur-
ance

The aims of the Krka Group’s insurance are to pro-
vide compensation for damage to property, and loss of 
earnings due to business interruption, and to protect 
the Group in case of third party claims due to bodily 
injury or material damage. The procedures for taking 
out our insurance and handling claims are internally 
standardised for the entire Group.  

The ratio between the sum insured and the deduct-
ible is subject to careful scrutiny on an annual basis, 
and has a significant effect on the insurance premium. 
Minor damage is covered by own funds, while larger 
and catastrophic damage is covered by policy proceeds 
or compensation from insurance companies. In 2007 
the Krka Group cancelled its machinery breakdown 
insurance based on research into exposure to damage 

and breakdown of production and transport equip-
ment, machine installations and electronic equip-
ment, and an analysis of loss events over several years, 
transferring payment of damages to its account. 

Equipment, inventory and investment insurance is 
based on the current value, and buildings at acquisi-
tion price, which means that compensation is not re-
duced by depreciation due to use. The sum insured by 
business interruption insurance includes the labour 
costs, depreciation and other business expenses, and 
operating profit for a period of one year.  

In 2007 the industrial complex in Novo mesto un-
derwent an insurance inspection by a reinsurance 
company, intended to determine the maximum proba-
ble damage to property and to check the factors affect-
ing the risk of business interruption within the Group. 
The inspection’s findings were positive, particularly 
regarding the organisation of risk management, fire 
safety and anti-explosive measures, and measures to 
loss of sales and earnings due to business interrup-
tion, so the insurance premium did not increase in 
real terms, although the sum insured and hence the 
maximum probable damage increased.  
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The Group is aware of its responsibility for acciden-
tal material damage caused by its activity, property or 
placing products on the market, and adapts its insur-
ance cover accordingly. This is intended to ensure in-
dependent payment of damages to third parties, while 
it requires contractual partners, particularly those 
involved in construction and installation work, invest-
ment projects and transport, to insure their liability 
for damage caused to companies and employees in the 
Krka Group. 




