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PODRAVKA prehrambena industrija, d.d. 



with the registered office in Koprivnica, Ulica Ante Starcevica 32., a joint stock company duly organised and validly existing under the laws the Republic of Croatia and registered with the Court Register of the Commercial Court of Bjelovar under the number (MBS) 010006549



The full listing of all ordinary shares of Podravka prehrambena industrija d.d. in Quotation I of the Zagreb Stock Exchange



All 5,406,696 registered ordinary shares of Podravka prehrambena industrija, d.d. (hereinafter: “Podravka”), having a nominal value of HRK 300 each, will be listed in Quotation I  of the Zagreb Stock Exchange. There will be no public offering of Podravka shares during the listing procedure. 



The request for listing 5,406,696 registered ordinary shares in Podravka in Quotation I has been submitted to the Zagreb Stock Exchange. It is expected that trading of Podravka shares in Quotation I of the Zagreb Stock Exchange will commence on 8 December 1998.



Prior to listing in Quotation I of the Zagreb Stock Exchange, Podravka shares have been trading in Quotation TN (OTC) of the Zagreb Stock Exchange and on the Varazdin Securities Market.



Potential investors should consider carefully the matters discussed under “Risk factors”.







Listing sponsor

I.C.F. d.o.o., Zagreb

Alexandera von Humboldta 4b

Zagreb, 23 November 1998.

�The members of the Supervisory Board and Management Board, whose names are mentioned in this Prospectus, take full responsibility for the content of this Prospectus.



In the opinion of the members of the Supervisory Board and Management Board, with all knowledge and information that they have at their disposal, the information in this Prospectus gives a full and fair view of the assets and liabilities, profits and losses, financial position and business activity of the Podravka Group. Moreover, the information in this Prospectus gives a full and true account of the rights pertaining to the securities being listed, and information that could affect the full and true nature of this Prospectus has not been omitted.  



In accordance with the Act on the Issuing and Trading of Securities, this Prospectus has been approved by the Securities Commission of the Republic of Croatia, thus verifying that this Prospectus contains all the information stipulated by the regulations of the Republic of Croatia and can therefore be published.



The auditors of Podravka and its subsidiaries for 1995, 1996, 1997 and 1998 are Ernst & Young GmbH, Vienna, Austria, and Hodicon d.o.o., Koprivnica, Croatia.



The listing sponsor is “I.C.F.” d.o.o. with registered office in Zagreb, Alexandera von Humboldta 4b (hereinafter: the “I.C.F.”).



This Prospectus represent neither an offer for sale nor an invitation to purchase Podravka shares by or on behalf of Podravka or I.C.F.. This Prospectus may not be considered a recommendation to buy Podravka shares, and potential investors are advised to make their own judgements of the financial position and business activities of the Podravka Group.
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�1. SUMMARY

The information in this summary is taken from the detailed account in the other sections of this Prospectus of which it constitutes an integral part and should be viewed as such. The terms used in this summary carry the same meaning as elsewhere in this Prospectus unless defined otherwise.



Podravka



The Podravka Group is the largest manufacturer of branded food products and the second largest manufacturer of pharmaceuticals in the Republic of Croatia. Podravka is also one of the five largest suppliers of branded food products in Central and Eastern Europe. 



The Podravka Group’s main business activity is the manufacture of food products and pharmaceutical products. The Podravka Group consists of the parent company, Podravka, and its subsidiaries in the Republic of Croatia and abroad, the most important being Belupo d.o.o Koprivnica, the second largest pharmaceuticals manufacturer in Croatia, and Danica d.o.o. Koprivnica, one of the most important manufacturers of meat and meat products in Croatia.



Podravka’s history began with the fruit processing workshop established by the Wolf brothers in Koprivnica in 1934. Podravka took on its present name in 1949. After transformation and partial privatisation, Podravka became a joint-stock company in 1993, organised in accordance with Croatian company law and with its registered office in Koprivnica, Ulica Ante Starcevica 32. 



After years of successful operation, the Podravka Group recorded a loss in 1995 and 1996. In response, the Group began a programme of restructuring. The restructuring process includes all levels of operation with the aim of achieving a complete turnaround in business and creating strong foundations for the Group’s profitable growth. The restructuring programme includes a plan which covers the period up to 2002.



In order to increase profits, the Podravka Group initiated an investment cycle with the construction a pharmaceuticals  plant and Vegeta plant in Koprivnica. In addition, in order to maximise the use of its development potential, the Group initiated a process of internationalising production. At the end of 1997, work began on building new production capacity at the Vegeta plant in Hungary. The construction of a Vegeta, soup and powdered products plant in Poland is also planned. It is expected that the planned production capacity will be in operation during 2000.



The Podravka Group generates 55% of its total sales in the domestic market, which makes the Croatian market of great importance to its overall business stability. 



The Podravka Group also sells its products in the markets of more than thirty countries on six continents. Its strategic markets are the countries of Central and Eastern Europe, where it emphasises selected products which are competitive abroad. Thanks to branded products, such as Vegeta, Podravka foods, Lino and Dolcela, and to finished drugs, more than 40% of the Group’s total sales is generated in the international market.



The main aims of the Podravka Group’s marketing strategy are to maintain the Group’s leading position in the domestic market, to increase its market share in the countries of Central and Eastern Europe and to expand to new markets, especially in Western Europe. Podravka aims to be the market leader in the field of spices and seasonings and one of the three largest suppliers of soups in Central and Eastern Europe, while maintaining its position as second largest manufacturer of drugs in the Republic of Croatia. Priority in the Group’s marketing activities is given to its strategic products,  among which the products associated with the Podravka trade mark (Vegeta, soups, seasonings, drugs, cake fillings and babyfood.



Share capital, shares, voting rights, shareholders, own shares 



As at the date of this document, Podravka’s share capital stands at HRK 1,733,908,800 divided into 5,406,696 registered ordinary shares and 373,000 registered preference shares, each with a nominal value of HRK 300. As at the date of this document, Podravka has an authorised and unissued share capital of a nominal value of HRK 248,100,000 (authorised share capital). 



The shares are fully and freely transferable. Podravka deems shareholders to be those who are registered in the Shareholders’ Register. Shareholders have the right to one vote at the General Assembly for each share they hold.  



The present registered ordinary shares are all of one series, ‘A’ series, and have serial numbers from 1 to 5406696. The present registered preference shares are all of one series, ‘B’ series, and have serial numbers from 1 to 373000. Podravka shares are issued in non-material form in accordance with the law. 



The most important Podravka shareholders are: the Croatian Privatisation Fund with 1,186,023 registered shares (20.53%) the State funds for pensions and disability insurance for industrial workers and agricultural workers of the Republic of Croatia with 992,608 registered shares (17.17%), legal entities and individuals with 3,161,123 registered shares (54.69%) and the European Bank for Reconstruction and Development with 373,000 registered preference shares (6.45%).



The shares held by the Croatian Privatisation Fund are divided as follows: 533,280 shares are reserved for possible recompense  former owners of nationalised property,  639,214 shares will be transferred to participants in coupon privatisation in accordance with the Privatisation Act published in Narodne Novine (hereinafter Official Gazette) 21/96, and 13,529 shares are free. 



As at 15 November 1998, Podravka holds 66,942 of its own shares, representing 1.16% of the share capital. Podravka receives no rights from its own shares. 



Dividends



The payment and amount of dividend on Podravka registered ordinary shares are declared by the Annual General Assembly, based as a rule on recommendation by the Supervisory Board and Management Board. The Management Board may, in agreement with the Supervisory Board, declare an interim dividend. 



Podravka has not declared a dividend in the last three years. Under normal circumstances, Podravka will attempt to declare a dividend in accordance with earnings growth, turnover, investment and other relevant factors. 



Listing



The request has been filed for a full listing of all Podravka registered ordinary shares in Quotation I of the Zagreb Stock Exchange. 



Listing sponsor



The listing sponsor is I.C.F. d.o.o. for securities business, with  registered office in Zagreb, Alexandera von Humboldta 4b. 



Shareholders’ Register - Central Depository Agency 



At the moment, Podravka keeps its Shareholders’ Register. Podravka intends to entrust the keeping of the Shareholders’ Register to the Central Depository Agency as soon as the necessary conditions are fulfilled. 



Risk factors



Prior to investment in Podravka shares, potential investors are advised to consider carefully the section on ‘Risk factors’. 

FINANCIAL HIGHLIGHTS



The following table sets out  financial highlights for the Podravka Group for the financial years ending 31 December 1995, 1996 and 1997 and a comparison between the consolidated half-year results for 1997 and 1998. All the figures are taken from the accounts audited by Ernst & Young and Hodicon and should be viewed in the context of these accounts. The audit was performed in accordance with the International Auditing Standards and the financial reports in accordance with the International Accounting Standards. 



Financial results 



(in HRK 000s)�31.12.1995�31.12.1996�31.12.1997�30.06.1997�30.06.1998���������Sales - domestic market�1,590,927�1,267,155�1,320,377�615,290�679,388��Sales - foreign markets �663,918�1,010,782�959,922�452,373�540,122��Total sales�2,254,845�2,277,937�2,280,299�1,067,663�1,219,510���������Other operating income�110,686�75,861�69,312�17,078�35,748���������Increase (decrease) in stocks of semi-finished and finished products�-36,616�9,459�7,317�1,021�-6,119���������Total operating income�2,328,915�2,363,257�2,356,928�1,085,762�1,249,139���������Total operating expenses�2,361,212�2,354,356�2,273,083�1,050,733�1,173,128���������Operating profit (loss)�-32,297�8,901�83,845�35,029�76,011���������Net financial activities�-94,562�-115,043�-45,703�-28,238�-44,565���������Tax�-8,371�-14,910�-17,840�-17,808�-9,049���������After-tax profit (loss) �-135,230�-121,052�20,302�-11,017�22,397���������Net extraordinary activities( �-�-250,022�-�-�-���������Minority interests �-113�1,558�718�-771�-1,306���������Net profit (loss)�-135,343�-369,516�21,020�-11,788�21,091��

Summary of net assets



(in HRK 000s)�31.12.1995�31.12.1996�31.12.1997�30.06.1997�30.06.1998���������Total equity including minority interests** �1,939,139�1,571,382�1,655,152�1,560,758�1,681,560���������Net increase (decrease) in cash and cash equivalents �-27,024�-12,435�458�-1,878�-5,839���2. RISK FACTORS



Political risk



In 1990 and 1991, the SFR (Socialist Federal Republic) of Yugoslavia was disintegrating and Croatia became an independent state. While fighting for its independence, Croatia suffered from war destruction and faced political and economic problems. Now, at the end of the decade, the Republic of Croatia has nevertheless managed to stabilise its position in the region. 



The current political relations between the Republic of Croatia and its neighbouring countries, reflected in the growing number of agreements on establishing and restoring economic, cultural and other relations, suggest that there is only a slim possibility of renewed tensions or conflicts taking place between the Republic of Croatia and the countries in the region. Political risks in this context are regarded as unlikely rather than a real threat that might have a negative impact on the future business of the Podravka Group. 



Croatian legal system 



As a result of the Republic of Croatia's recent independence, transition-related changes and the process of building a comprehensive system based on a market economy, there is not as yet a fully coherent legal system - there is a lack of an adequate judiciary and other procedures to implement numerous new regulations. Legislation regulating monetary and fiscal policies, companies, securities, takeovers,  privatisation, investment funds, trade, ownership, bankruptcy, market competition, labour, environmental protection, compensation to the previous owners of confiscated property and suchlike, has in most cases been introduced recently or are in the process of being introduced or amended. In this context, stable, transparent and relevant judicial and administrative practices have not yet taken hold to a satisfactory degree. 



In the light of these facts, it is impossible to fully rule out possible cases of differing approaches in the application and interpretation of the regulations. In the current environment, it is impossible to provide guarantees or promises to the effect that the judicial bodies of the Republic of Croatia will not pass new laws or legislation that might have an impact on the operation of the Podravka Group and its projected financial results.



Liquidity



One of the key problems in the Croatian economy is the high level of internal insolvency , which has increased significantly in first half 1998. In the coming medium-term period, internal  insolvency is expected to deteriorate further; indeed, the Croatian National Bank has announced that it will pursue an even more restrictive monetary policy.



In such an economic environment, companies operating in the market, including the Podravka Group, is faced with a situation where overall sales are rising slower than receivables. Podravka regularly updates its bad debt provisions; thus on 30th June, 1998 provisions amounted HRK 89,217,000 or about 14 % of total receivables, which, in comparison with the figures for the previous period, shows a negative trend. Consequently this trend may directly affect financial results due to the increase of cost of borrowings, decrease of sales and/or increase of bad debt provisions.



Croatian capital market



The Croatian capital market is significantly smaller and less developed than established markets. The total volume of trade on the Zagreb Stock Exchange in 1997 was HRK 2,094.7 million. In the first nine months of 1998, the volume was HRK 757.7 million, a figure that clearly illustrates the lack of  liquidity n the Croatian market when compared with other European and world securities markets. As at the date of this document, only five companies are fully listed on the Zagreb Stock Exchange. 



The settlement of securities listed on Quotation I of the Zagreb Stock Exchange is according to the law on a T+7 basis, that is within seven days of the date of carrying out a transaction. A central depository agency has been set up but it does not yet fully operate as envisaged by the Act on Issuance and Sale of Securities.



Foreign exchange rate and currency risk



Although at the moment, in accordance with the laws of the Republic of Croatia, the Podravka Group cannot be fully protected against exchange rate fluctuations, its foreign currency incomings and outgoings, including current loan repayments and interest rates, are largely balanced in the medium-term. From this viewpoint, there can be no talk of potentially crucial impacts on the Group’s results. However, in the context of the growing global economic crisis, changes could take place in exchange rates between world currencies which might upset the above-mentioned balance and so have an impact on the financial results of the Podravka Group.



A serious potential risk lies in the fact that most long-term loans are pegged to the German mark under the foreign currency clause. In accordance with the accounting regulations of the Republic of Croatia and International Accounting Standard number 21, the Podravka Group must revalue the total amount of monetary positions  in HRK at the  middle exchange rate of the Croatian National Bank for each currency on the date of the financial statements. 



Hence, it transpires that even the slightest change in the exchange rate between HRK and  DEM  would have a direct influence on the  financial results of the Podravka Group in the form of exchange rate differences. Any other changes in the exchange rate between  HRK and other currencies would have a similar but far lesser effect.



Situation in the industry and competition                  



Podravka, as a group with business activities in several production branches, faces a complex situation in the food, meat and pharmaceutical industry  on domestic and foreign markets .



Forecasts about the domestic and foreign markets for food and meat products are based on the assumption of stable and growing long-term demand for these products, although there are no guarantees that these markets will not be subject to seasonal and unexpected fluctuations.



The situation in the domestic market is characterised by under-utilised capacities, high production costs, overemployment, unregulated and non-selective imports of finished goods, difficulties in registering new food and meat products, inability to receive payment for delivered goods and the increasingly frequent practice of settling debts through compensation instruments with payment postponed by over 90 days. The Podravka Group’s main competitors are foreign companies offering food and meat products at lower prices; in addition, domestic producers have to deal with a  weak level of protection against imports. At the same time, there is unfair competition in the domestic market: goods are imported from abroad through black market channels in order to avoid paying customs duties and tariffs. Although the Podravka Group, as the leading food-processing industry in the Republic of Croatia, has overcome to a great extent most of these problems, it is impossible to rule out potential negative effects exerted by the market on future business results.



The Croatian market is marked by limited purchasing power so the Podravka Group is forced to expand its activities beyond the country's borders. As a result of such activities, the Podravka Group earns over 40 % of its total sales on the international market, which accounts for 20% of Croatia's food industry imports*. The Podravka Group faces stiff competition in foreign markets for food and meat products. When importing food products, every country checks the quality of imported products, thus regulating the quality of products and controlling imports, in other words, protecting domestic producers. In foreign countries, the registration procedure for food products is protracted, complicated and expensive as it includes health checks carried out by the state hygienic and epidemiological  institutions and checks of product labelling carried out by trade inspection services. The registration procedure for food and meat products is especially protracted in the countries of the former Socialist bloc, where the Podravka Group has its strongest presence. 



Both in the food industry and in the pharmaceutical industry, national authorities pass large numbers of regulations to regulate the testing, endorsement, production, import, export and advertising of drugs as well as testing the safety and effectiveness of pharmaceutical products. Under such circumstances, pharmaceutical companies face the risk of national authorities declining to endorse pharmaceutical products or withdrawing their endorsement for such products. The ability to meet the legal requirements is the main factor in deciding whether a certain substance can be developed into a marketable product. The accountability of drug manufacturers presents a risk for every pharmaceutical company because numerous national judicial systems envisage large compensation claims in the event of damaged health caused by the use of a product. 



The right to market drugs is based on an endorsement issued by the relevant Ministry of Health. Although a process is underway in Europe to harmonise applications for the registration of drugs, for the time being each country has its own regulations, fees and terms for the registration procedure. 



The pharmaceutical industry in all countries, and consequently in Croatia, is subject to a certain type of state intervention such as the price control of drugs, limits on the manufacturer's profit margins, budget , reimbursement lists, patient contribution requirements or other forms of restrictions. Such restrictive measures in the domestic market influence and may continue to influence in a negative way the sales and profitability of the drugs produced by Belupo d.o.o., which is part of the Podravka Group. 



There are no guarantees that foreign pharmaceutical companies will not present serious competition for Belupo's existing or future product range on the domestic and foreign markets. . 



Vegeta



Vegeta is a seasoning and the most important strategic product of the Podravka Group. The Group's stability and success depend to a great extent on the manufacture and sale of this product; indeed, in the consolidated financial results of the Podravka Group for 1997, Vegeta accounted for 25% of total sales and for 51.5% of sales in foreign markets. 



Although market research shows that Vegeta has considerable potential for growth, the Podravka Group's high dependability on a single product presents a potential risk, particularly in the event of drastic production cuts and/or an inability to sell either in the domestic or foreign market. Any changes in the production, sale or payment for Vegeta may markedly influence the financial results of the Podravka Group and the overall stability of its business. 



Relations with Ferrero



In addition to its own product range, the Podravka Group bases a considerable part of its turnover on the sale of other manufacturers' products, of which Ferrero is the most important. In 1997, the sales of Ferrero products amounted to  HRK 132,542,000 or 5,8 %  of total sales. Podravka's subsidiary, Poni, is the sole distributor of Ferrero products in the Croatian and Slovenian markets. There is, however, no contract with Ferrero by which Podravka or its subsidiary is designated as the exclusive importer and distributor of Ferrero products, nor is there a contract that would define such a business relationship. All business takes place along the lines of the ordering, payment in advance and delivery of goods. The fact that Podravka's subsidiary Poni is at the moment the only importer and distributor of these products may be a temporary state of affairs caused by certain problems in the Croatian and Slovenian markets, of which the most important is the  insolvency of other potential distributors. 



A potential risk might arise if conditions improve in the Croatian and Slovene markets and other distributors in these countries come out of their current difficulties and became capable of competing with Podravka as the sole importer and distributor. Such a development would reduce revenues from the sales of Ferrero products, which would have a direct impact on the financial results of the Podravka Group.



Relations with Krystian Mezyk 



In 1992, Podravka signed a ten-year licence agreement with Krystian Mezyk Sp. z.o.o., based in Skozcow, the Republic of Poland (hereinafter referred to as Mezyk). Under this agreement, Podravka gave Mezyk the licence to package Vegeta, implying the use of the original Podravka trademarks that are used on this product. According to the licence agreement, the parties also sign an annual contract on deliveries which defines the prices, quantities and delivery times. To this effect, Podravka delivers Vegeta as a ready-made product in bulk shipments whilst Mezyk packages it in its own facilities and sells it exclusively to Podravka International Warsaw which handles the distribution in Poland.



Podravka, however, intends to build a Vegeta plant of its own in Poland. Although under the licence agreement Mezyk is not licensed to manufacture Vegeta but only to package it, the planed construction of the new plant in Poland requires changes in the current relationship between Podravka and Mezyk. This could result in negative consequences for Podravka which might reflect on the financial results of the Group.



Overvaluation of fixed assets



In the course of auditing the Podravka Group’s half-yearly financial reports as at 30 June 1995, the independent auditors stated that the value of property, plant and equipment was considerably overstated. This is largely due to their being evaluated by the static evaluation method, in line with the Act on the Transformation of Social Companies, when Podravka's social capital was evaluated. 



According to the independent auditors report, compiled in the period from January to May 1996, the net book value of the property, plant and equipment of the companies within the Podravka Group was, as at 31 December 1995, overstated by HRK 376,951,000. This amount is subject to depreciation in legally prescribed rates, whereby the amount of the overstated capital is reduced every year by the amount of the accounting depreciation. The cost of depreciation calculated in this way will have a negative impact on the financial results of the Podravka Group until the current value of the overstated property, plant and equipment is written off altogether.



In the course of 1996 and 1997, unprofitable parts of the Podravka Group were sold  or liquidated which, together with depreciation, resulted in a reduction in the amount of overstatement of the share capital. According to the independent auditors, the value of property, plant and equipment owned by the company as at 31 December 1997 was overstated by HRK 271,531,000. 



The value of the fixed assets has not been reduced by the overstated amount by the date of publication of this Prospectus.



Given that the Podravka Group's fixed assets are overstated in the view of the independent auditors, there are the possibilities that: (1) the said entries may be written off, partially or in full, in the coming years, which will proportionally influence the financial results; or (2) the share capital may be reduced in the coming years by reducing the number of shares issued or reducing the nominal value of each share issued, which may change the value of the shareholders’ holdings. The management is currently of the opinion that these options are not likely to happen, but they are presented here as possibilities which could have an impact on the financial results of the Podravka Group.



Restructuring



In early 1996, Podravka started restructuring its business processes in order to achieve a comprehensive turnaround and improve performance. The implementation of the planned restructuring process does not solely depend on the quality of the restructuring plan and the efforts invested by the employees and management to implement it but also on other factors which Podravka can to a greater or lesser extent control.



The restructuring programme is very extensive and covers a lengthy period of time, which raises the risk that the plan and its targets may not be fully achieved. Problems for the successful completion of the restructuring programme may also crop up within the Podravka Group as well as in its environment concerning, on the one hand, the internal organisation, the management and their ability to take swift and sound decisions, and, on the other hand, the political, economic and legal environment in the country, the inclusion of the Republic of Croatia into European and world integration, and suchlike.



These factors are directly related to the costs of restructuring, which reached HRK 62,187,000 in 1997 alone. Although the largest restructuring cost was registered last year, further costs are expected under the same heading which might considerably affect the future financial results of the Podravka Group. 



Environmental protection 



As is the case with other manufacturers, the manufacturing processes in Podravka's plants, particularly in the yeast plant and the meat and meat products plant, release both waste that is not dangerous to the environment and waste that is dangerous. The activities of the Podravka Group are subject to various laws and regulations concerning human health and environmental protection and safety, including those regulations which lay down methods of waste disposal. Although the Podravka Group complies with these regulations and special permits as regards environmental protection as well as with the deadlines stipulated by the law, it nonetheless has no guarantee that it will not be subject to considerable costs related to compensation for possible violations of these laws, regulations and special permits and to compliance with future provisions that might stem from changes in the existing laws and regulations. 



On the basis of a study on environmental protection compiled by the ECO-INA company, a detailed action plan has been drafted, including an investment plan covering the period up to 2002. This plan is based on current regulations on environmental protection, but there is a potential risk of environmental regulations becoming tougher and of the costs and deadlines required to meet the regulations being considerably different from hitherto.



On the basis of the above information, future expenses regarding human health and environmental safety and protection may significantly affect the business results and financial position of the Podravka Group. 

3. CAPITALISATION AND INDEBTEDNESS

Capitalisation

The following table sets out  the capitalisation of the Podravka Group as at 30 June, 1998 as published in the audited financial reports:

in HRK 000s



�30.06.1998�����Share capital�1,622,009��Share premium�12,001��Reserves�81,010��Retained loss�-34,111��Minority interests�651�����Total capitalisation�1,681,560��

As at the date of this document, the share capital of Podravka amounts to HRK 1,733,908,800 divided into 5,406,696 registered ordinary shares and 373,000 registered preference shares each with a nominal value of HRK 300. 

Indebtedness

The total indebtedness of the Podravka Group as at 30 September, 1998:



in HRK 000s



�30.09.1998�����Long-term borrowings* �579,199��Short-term borrowings�62,717�����Total indebtedness�641,916��



4. DIVIDENDS AND DIVIDEND POLICY

The Podravka General Assembly of 6 October, 1994 declared a total dividend of HRK 79,459,418, represented 4% of the nominal value per each share. The dividend was paid in cash to all shareholders apart from the Croatian Privatisation Fund and the State pension and disability insurance funds for industrial and agricultural workers.



By decision of the General Assembly of 27 June, 1996, Podravka’s share capital was increased by issuing 171,449 registered ordinary shares with the same par value as existing shares to the Croatian Privatisation Fund and the State pension and disability insurance funds as consideration for their unpaid dividends.



In accordance with the financial results and the process of comprehensive restructuring for profitable growth, no dividends were declared for 1995, 1996 and 1997.



The amount of a final or interim dividend will be decided in the same time as well as dividend record date.



Podravka intends to carry out a dividend policy in accordance with the restructuring and development plans and in accordance with net profit growth, turnover, expected growth of reserves, planned investments, and other relevant factors.



The preference shares bear the right to a preference dividend as detailed in  section 7: Relationship with the European Bank for Reconstruction and Development.

5. COMPANY PROFILE

5.1. Introduction

Podravka has fifty years old tradition and is today the largest and best-known manufacturer of branded food products in the Republic of Croatia and one of the five largest suppliers of branded food products in Central and Eastern Europe(. Podravka’s most important brands are Vegeta - seasoning, Lino - babyfood, Dolcela - cake fillings and Podravka soups. Vegeta is the most important product in the Podravka Group’s product range and accounted for over 25% of sales in 1997.



The Podravka Group’s main business activity is the manufacture of a wide range of food and pharmaceutical products. The Group consists of the parent company, Podravka, and subsidiaries in the Republic of Croatia and abroad, the most important being Belupo d.o.o. Koprivnica, which is the second largest pharmaceuticals manufacturer in Croatia, and Danica d.o.o. Koprivnica, which produces meat and meat products.



In 1997, the Group had a turnover of HRK 2,280,299,000, of which 42.1% on the international market.

5.2. History and development

The story of Podravka begins in the fruit processing workshop called “Wolf Brothers”. The company’s main activity was trade in various industrial goods, but in 1934, the Wolf family received from the Koprivnica Town Council permission to carry out fruit processing. Their business grew slowly but surely. At the end of the Second World War, the company continued under the name “Wolf Brothers” canning plant. The plant expanded as much as was possible in the post-war years. The main products then were marmalades, jams and tinned fruit. At the end of 1946, the company was nationalised in accordance with the politics of the time. In 1947, the old oil plant in Koprivnica was adapted for fruit and vegetable processing. 



The company was given its present name in 1949. The plant was modernised over the following years and a chemical laboratory was opened to improve product quality and expand the range of marmalades, jams, canned fruits and pickles. New products were introduced in 1952: candied fruits, jelly sweets, fruit syrups, mustard, ketchup, fruit wine, fruit sweets, dried vegetables, sterilised string beans, sterilised peas, skinned tomatoes and canned meat. It was a time full of ideas and experiments in small series production. The production process was partially mechanised, but it still depended mainly on manual work; however, the contours of the future plant were beginning to take shape. 



1955, 1956 and 1957 was a period of severe financial crisis for Podravka. The company needed a way out of seasonal production, which was the main reason for the losses, so it looked for new products, especially concentrated soups. The result was that four new types of vegetable soup were launched in 1957, which heralded a new chapter in Podravka’s history. The recipe for the concentrated instant soups was developed in Podravka’s laboratories without relying on a foreign licence and was the result of team work headed by Professor Zlata Bartl. Podravka was also the first and only firm in this part of the world to develop the production of meat extracts for the production of meat soups. The well-known cockerel on Podravka chicken soup soon became a symbol for good “home-made” packet soups.



The market success of these new products resulted in Podravka’s rapid development. It grew from a small factory into a world-known food manufacturing giant. The manufacture of soup concentrates opened up the opportunity for manufacturing  meat products.  In 1958, Podravka launched beef goulash and chicken pate, and 1959 launched VEGETA 40, which, according to the directions for use, could be used as meatless soup and as a seasoning  to stewed vegetables, sauces and other vegetable dishes and meat dishes in order to give a better and fuller flavour. In only a few years time this future star among Podravka’s product range grew from its humble beginnings in the laboratory to being an essential food seasoning  in many kitchens .



1959 saw the beginning of Podravka’s modernisation and expansion. The old plants were demolished, new plants built, and the product range was expanded. A machine for briquetting soups was bought from the Italian company Corazza, and for the first time in the history of the company, production was no longer seasonal but could continue all the year round.



During the 60s, Podravka became the largest manufacturer of food products in the former Yugoslavia. Its market share in concentrated soups rose to 70%, and its market share in seasonings rose to more than 90%. In addition to soups made according to its own recipes, Podravka manufactured “Maggi” soups under a licence agreement with the Swiss company Nestle and thus strengthened its market position. In 1967, a licence agreement was signed with the German company Dr. Oetker for the manufacture of baking powder, puddings and other powdered products for preparing sweet courses. In the same year, Podravka integrated the Sana plant in Hoce near Maribor (Slovenia), where it began manufacturing Dr. Oetker products, and the Kalnik vegetable processing plant in Varazdin. In 1969, Podravka integrated a tomato processing plant in Umag. In Koprivnica, Podravka built a plant for manufacturing babyfood under licence to Dr. Ritter and a plant for processing coffee under licence to Jacobs.



At the beginning of the 70s, a brewery was built which started producing beer under licence to Tuborg. In 1972, Podravka built the Belupo pharmaceuticals  plant and so entered a new strategic area of business.



The 70s saw the integration into Podravka’s system of PIK Podravina Koprivnica, the food producer Buducnost Delekovec, the Lipik mineral water plant, the Segestica Sisak alcoholic drinks plant , the Koprivnicka printing house of Koprivnica, the Apel marketing agency of Zagreb, Galantplet Koprivnica, PIK Ilova Daruvar, and so on. The same decade saw the construction of a meat complex in the Danica industrial zone in Koprivnica, with an abattoir, refrigeration plant and meat processing plant, one of the largest in the former Yugoslavia, intended for exports and the manufacture of semi-finished products for further processing (meat extract for soups). A new cocktail biscuits plant was also built. At the beginning of the eighties, a new Belupo plant was built in Koprivnica, a new mineral water plant in Lipik, a bread and biscuits plant in Koprivnica and a plant for manufacturing Kinderlada under licence to Ferrero.



In the second half of 1990, the market of the former Yugoslavia collapsed and Podravka thus lost 30% of the market for its products and more than 50% of its market for its strategic group of products. Therefore special companies were set up abroad (Podravka International) to market Podravka products in the countries in which they operated.



In the 90s, Podravka renovated the mineral water plant in Lipik, built a new plant for cured meat products and sausages and a new plant for seed processing, purchased a new grain mill, installed a new production line for aivar (pepper relish) and horse-radish, acquired new machines for packing Vegeta and began investing in Belupo. The largest investment was the construction of a new  brewery (Panonska pivovara), constructed together with the Danish company Carlsberg and the Danish fund for investment in Eastern Europe.



Due to the fall in sales, and also to high domestic interest rates, strong domestic currency  and government agricultural policy, Podravka posted a loss in 1995 and 1996. In 1995, at the suggestion of the European Bank for Reconstruction and Development, Podravka took on the services of the Ernst & Young auditing company and the Arthur D. Little consultancy  and began work on a programme of restructuring for profitable growth. At the end of 1996, Podravka sold off four loss-making subsidiaries. In 1997,expensive domestic loans were replaced by foreign loans and the number of employees was reduced, leading to a profit in 1997. The marketing, organisational and financial restructuring is continuing, creating the foundations for improved financial results.



Today, the Podravka Group is oriented towards selected markets in Europe and elsewhere in the world where the sale of its key products will create and maintain profitable growth; Podravka products are sold in thirty countries on six continents. The Group employs more than 7,000 people. It is organised as a group comprising three large sub-groups: branded food products, drugs and cosmetics, and limited liability companies in the process of restructuring.



The Podravka Group is the leader in the domestic food industry and is of strategic importance for the Croatian economy. In 1993, the Croatian Chamber of Economy presented Podravka with the “Golden Kuna” award for its achievements and contribution to the economy of the Republic of Croatia.

�5.3. Business object



Podravka’s basic business object is to manufacture food products and beverages.



An important place in the Podravka Group is occupied by the production of drugs and cosmetics (Belupo d.o.o.) and the production, processing and canning of meat and meat products (Danica d.o.o.).



In addition, the Podravka Group is engaged in trade, catering, printing and transport.



Most of Podravka’s activities are carried out in Koprivnica at two locations: Ulica Ante Starcevica 32, where there is Podravka’s headquarters, and the ‘Danica’ industrial zone, where most of Podravka’s production capacity is located. In addition, Podravka’s activities are carried out at numerous other locations in the Republic of Croatia and abroad.



5.4 Business strategy



In the course of 1996, the Podravka Group carried out an extensive analysis of its overall business operation and, based on these findings, defined its medium-term business strategy for the period 1997-2001. The analysis included a detailed evaluation of all factors influencing Podravka business and an analysis of strengths and weaknesses compared with its largest competitors. This resulted in the formulation of Podravka’s vision, which represents a challenging, measurable and achievable aim: 



“We are and shall remain one of the five leading producers of branded food products in Central and Eastern Europe. We shall base this on our unique ability to understand the taste of the local population.”



The Podravka Group intends to realise its vision through the following strategic aims:



1.  To ensure higher returns to the shareholder through increased profitability



Increased profitability, and thereby higher returns to the shareholder, shall be achieved by increasing sales through entering new and attractive markets which generate profit and by continuously cutting costs at all levels and carrying out restructuring.



2.  To increase our market share on domestic and foreign markets 



Podravka’s primary aim is to establish a market position which will differentiate it from multinational companies and local competitors on foreign markets. To this end, the Podravka Group continuously monitors new trends in the food industry in order to maintain its present competitive advantages and to develop new ones. Podravka is known as a producer of quality products and will strive to maintain this reputation while promoting economical production.



3.  To internationalise production



Given the fact that Croatia is a small market, which limits Podravka’s expansion in relation to its development potential, the need arose to build production capacity outside the borders of the Republic of Croatia. This will provide Podravka with an equal position in the fight with competitors, a more efficient adjustment of production to the sales conditions and potential, and long-term stability in certain markets. Podravka sees it as an imperative to extend its activities beyond the borders of the Republic of Croatia in order to earn greater profit, reduce production costs and achieve more stable prices through the use of customs and tax allowances. 



4.  To stimulate the development of new products



The Podravka Group has built its reputation as an innovative and creative manufacturer on its continuous efforts to develop new branded products to meet the specific needs of the market. The launching of new products has the aim of maintaining and improving the company’s market position and of creating new and attractive products.



5. To train and motivate staff



Podravka accepts that only companies with well-trained and motivated staff can compete successfully at on domestic and foreign markets and has therefore initiated staff training as all levels. Special attention is paid to young and innovative staff, who are given the opportunity for advancement and continuous training. Podravka’s operation is based on teamwork, entailing changes to the previous hierarchical organisation and the introduction of responsibility for task fulfilment  . Podravka aims to bring the level of ability of its skilled staff to the standard expected in international business by adopting a system of performance-related bonuses.



The foundation for the Podravka Group’s strategy is summarised in the Podravka Mission Statement, which is:



“More than just a food manufacturing company, Podravka is a warm culinary institution. We are dedicated to both culinary creativity and culinary evolution among the people around the world who share our culinary roots and our desire to keep local tastes fresh and alive. We combine our rich Central European heritage and innovative, international spirit to enhance consumer creativity in the kitchen. We give the most cherished traditional recipes of each country a fresh twist, so they are inspired in their composition and conveniently modern in their preparation, yet also warm and familiar. We continually revitalise the deep-rooted taste experiences and cooking habits of our consumers. Where there is warmth and joy in a meal, there is Podravka.



People matter to us. Through our culture, our service, branded products and our communication, we seek to listen to, respond to, and closely involve the people who have an interest in Podravka.”



Podravka’s Mission Statement is implemented at the levels of products, the customer, outlets, the staff and company finances.



5.5. Restructuring



After many years of successful business, Podravka recorded a loss in 1995 and 1996. In response, it began restructuring in all segments of its business. The restructuring process encompasses all levels of business in order to achieve a complete turnaround in business and to create strong foundations for the Group’s profitable growth. The restructuring programme includes a plan which covers the period up to 2002.





Despite the high cost of restructuring, which in 1997 amounted to HRK 62,187,000, Podravka believes that the cost will be recovered and the restructuring will contribute significantly to profitable growth, as can be seen in the 1997 financial results. In 1998 and the subsequent years, the restructuring costs will progressively diminish and the results of the restructuring process will have a positive effect on the financial results of the Podravka Group.



The restructuring process was devised in co-operation with the consultancy firm Arthur D. Little and was based on the following elements:



strategic refocusing of products and selection of the best markets

cost reduction

organisational restructuring



Strategic refocusing of products and selection of the best markets



Podravka defined its strategic group of products on the criteria of profitability, market share, presence on the domestic and foreign markets and market potential. Each group of products was given a clear role in Podravka’s product portfolio. The products were grouped as follows: (1) strategic products, for which aggressive growth is planned and which have the potential to generate profit and increase market share in the domestic and foreign markets, and (2) products which have the potential to become profitable but are not profitable as yet.



(1) The strategic products are Vegeta, soups, spices, drugs, cake fillings and babyfood.



 (2) The products with profit potential are fresh meat, meat products, canned meat, processed fruit and vegetables, pasta-based products, flour, yeast, baking products, cosmetics, disinfectants and dentistry preparations. Each of these products have been given a deadline by which they must become profitable or be dropped from the Podravka Group’s production programme. In order to make these products profitable, it is planned to increase sales, to introduce new products and so expand the product range, and to cut costs.



Market research was carried out with the aim of complete restructuring, and the strategic markets were defined in which Podravka can be competitive and achieve the fastest profit growth with the least investment. In addition to the Croatian market, these are markets in Central and Eastern Europe, primarily Poland, the Czech Republic, Slovakia, Russia, Hungary, Slovenia, Bosnia-Herzegovina and Macedonia. 



Cost reduction



A component part of the restructuring process is the reduction of total costs through savings within various types of costs. The major cost reductions are achieved through financial restructuring, reduction in the number of employees, increased production efficiency by constructing new Vegeta and soup plants in Croatia and Poland, savings resulting from improving the production process in the other business programmes and savings in purchasing, logistics and overheads. In mid-1997, total potential savings through cost reduction in the restructuring process was valued at HRK 280 million. These potential savings are expected to be fully achieved within 5 years.



Financial restructuring gave swift and significant results. Expensive domestic short-term loans were refinanced by foreign long-term loans, which resulted in a significant reduction in the average interest rate on Podravka’s total loans. The average weighted interest rate on loans stood at 38% at the beginning of 1996, dropped to 19% at the beginning of 1997 and further fell to 8.3% at the end of 1997 after refinancing. The major part of the refinancing was carried out during 1997, when the savings in interest costs through refinancing amounted to HRK 37 million; this figure does not include the effect of reducing the average interest rate on the loans that were not refinanced. Podravka’s financial restructuring process is being continued through additional reductions in the cost of capital and reductions in the amount of debt. In 1998, the Group achieved its aim of cutting the average interest rate to 7.6%.



Reduction in the number of employees is one of the more important features of the restructuring process. Podravka’s employment policy was reviewed and a series of measures were taken to achieve optimum and rational employment. 1,305 employees were laid off in 1997 through redundancies accompanied by severance pay, early retirement, the retirement of employees who were entitled to invalidity pensions, reduction in the number of employees on fixed-term contracts and the replacement of employees on full-time contracts with employees on fixed term contracts according to the real needs of production. The number of employees was further reduced by 758 through the sale of subsidiaries. A further reduction of 256 took place in the first six months of 1998. The sums paid out in various forms of severance pay amounted to HRK 34,417,000 in 1997 and HRK 7,698,000 in the first half of 1998. The reduction in labour costs based on average gross pay is valued at HRK 29,550,000 for 1997 and HRK 4,130,000 for the first six months in 1998. The process of reducing the number of employees has not yet been completed, and further planned lay-offs will result in additional savings on labour costs.



The costs reduction programme in the areas of production, logistics and purchasing is being intensively carried out. Partial implementation in the fourth quarter of 1997 resulted in savings of HRK 6 million. Lower prices for input material were agreed for 1998 which will lead to further savings. A review of the production processes showed potential for savings in direct costs through improving raw material use and labour efficiency and reducing losses in the packing process. Stock costs were reduced by monitoring minimum, optimum and maximum stock and by rationalising warehouse operations.



Organisational restructuring



A new organisational structure for the Podravka Group was decided at the end of 1997. On 1 January, 1998, a matrix organisation was introduced which is characterised by a speedier decision-making procedure and greater effectiveness and flexibility at all management levels. The teamwork of experts, brought together according to the required areas of knowledge, is replacing the hierarchical structure.



Organisational restructuring also includes the sale of non-profitable parts of the Podravka Group.  All non-core and non-profitable parts of the Group do not fit in with the development strategy of the company and will either be allowed to continue operating independently or be liquidated. Therefore Podravka sold four subsidiaries (Segestica d.o.o., Podravsko gospodarstvo d.o.o., Podravsko pletarstvo d.o.o. and Daruvarcanka d.o.o.) in 1996 and began liquidation proceedings for two subsidiaries (Poljoservis d.o.o. and Podravka International Sofia) at the beginning of 1997. The sale or liquidation of unprofitable parts is continuing; the subsidiary Podravka Sport d.o.o. was liquidated during 1998.





�5.6. Organisation                                          ORGANISATIONAL CHART OF THE PODRAVKA GROUP



����SUPERVISORY BOARD��������������������MANAGEMENT BOARD����������������BRANDED FOOD PRODUCTS��BELUPO drugs and cosmetics d.o.o.��RESTRUCTURING AND RELATED COMPANIES��FINANCE��PERSONNEL AND LEGAL������������Planning, control and pricing

Marketing��Office of the Board

Marketing��Restructuring team��Finance

Planning and control��Legal

Salaries��Sales��Foreign trade����Accounting��Personnel��Sales in Croatia

Sales in strategic markets�

Sales in Russia and CIS

Other sales�

Research and development

Purchasing

Logistics

Production

Soup and Vegeta plant

Babyfood plant

Studenac plant

Cocktail biscuits plant

Linolada plant

Voce plant

Umag vegetable plant

Kalnik Varazdin plant

Maintenance and energy

Podravka-Mohacs

Sana d.o.o.  Hoce

Poni d.o.o.��Product development and quality control

Finance and accounting

Personnel, legal and general

Belupo Koprivnica plant

Belupo Ludbreg plant

Technical and operative preparation of production

Pharmaceuticals plant under construction

Belupo cosmetics��Danica d.o.o.

Koprivnička tiskarnica d.o.o.

Yeast plant

Podravka mills 

Catering��Liabilities, claims and taxation

Shareholders’ Office��Human resources development��







5.7. Sales



The main aim of the Podravka Group’s marketing is to maintain the company’s leading position in the domestic market, to increase its market share in the countries of Central and Eastern Europe, and to expand to new markets, primarily in Western Europe. The aim is also to become the market leader in spices and seasonings and one of the three largest suppliers of soups in Central and Eastern Europe. The strategic products have priority in the marketing activities, especially the branded products: Vegeta, Podravka foods, Dolcela and Lino, and finished drugs.



The Podravka Group generates 55% of total sales in the domestic market, so the Croatian market is of great importance to the company’s overall business stability. Product distribution is very well organised in Croatia.



The Podravka Group also sells its products in more than thirty  other countries on six continents.



The export emphasis is on selected products which are competitive abroad, particularly in the Group’s strategic markets in Central and Eastern Europe, with the result that more than 40% of sales is generated on foreign markets. Podravka has the best organised distribution in Slovenia. In the other strategic markets: Bosnia-Herzegovina, Poland, Hungary, Slovakia and the Czech Republic, distribution is carried out by subsidiaries; in Russia, sales are organised by a local partner.



Sales by geographical region



The following table sets out the sales by country in the last three years and a comparison between the first half of 1997 and the first half of 1998.

in HRK 000

�1995�%�1996�%�1997�%�I-IV 1997�%     �I-VI 1998�%��������������������������Croatia�1,590,927�70.56�1,267,155�55.63�1,320,377�57.90���679,388�55.71��Poland�153,080�6.79�156,442�6.87�269,054�11.80���175,448�14.39��Slovenia�122,389�5.43�210,301�9.23�177,652�7.79���100,260�8.22��Bosnia-Herzegovina�46,708�2.07�135,413�5.94�141,809�6.22���58,220�4.77��Russia�47,263�2.10�54,571�2.40�51,818�2.27���35,509�2.91��Macedonia�40,576�1.80�52,966�2.33�44,590�1.96���20,451�1.68��Hungary�54,133�2.40�23,383�1.03�44,108�1.93���23,506�1.93��Germany�48,983�2.17�40,690�1.79�38,050�1.67���16,534�1.36��Czech Republic�17,400�0.77�17,552�0.77�34,665�1.52���16,311�1.34��United States�13,700�0.61�15,340�0.67�17,261�0.76���9,791�0.80��Romania�13,697�0.61�10,030�0.44�7,323�0.32���4,031�0.33��France�10,341�0.46�5,087�0.22�4,789�0.21���3,464�0.28��Other counties�95,648�4.24�289,007�12.69�128,803�5.65���76,597�6.28��������������Total�2,254,845�100.00�2,277,937�100.00�2,280,299�100.00���1,219,510�100.00��



The Podravka Group’s sales in foreign markets in 1997 was HRK 959,922,000 of which 51.5% from the sale of Vegeta, 9.7% from soups, 7.7% from meat and meat products, 6.9% from drugs, 4.0% from babyfood, and 20.2% from other products. 



On the domestic market, the largest sales were generated by drugs, which accounted for 26.5% of sales in 1997, followed by meat and meat products with 15.6%, and soups and Vegeta with 10.6%.









Sales by product group



The Podravka Group produces a wide range of products from foods to pharmaceuticals. It is the undisputed leader on the Croatian market for branded food products and is the second largest producer of pharmaceuticals. Vegeta, which is the most important product in the group’s product range, accounted for more than 25% of sales in 1997.



The following table sets out sales by product groups in the last three years and a comparison between the first half of 1997 and the first half of 1998.



in HRK 000



�1995�%�1996�%�1997�%�1997�%�I-VI 1998�%��������������Vegeta�438,160�19.43�495,968�21.77�582,170�25.53���327,755�26.88��Drugs and cosmetics�400,800�17.78�400,180�17.57�436,191�19.13���235,933�19.35��Meat and meat products�276,836�12.28�237,058�10.41�279,583�12.26���134,396�11.02��Soups�107,697�4.78�169,228�7.43�152,123�6.67���78,864�6.47��Ferrero products - merchandise�78,720�3.49�126,643�5.56�132,542�5.81���100,794�8.27��Processed vegetables�104,619�4.64�100,849�4.43�98,125�4.30���53,375�4.38��Babyfood�78,688�3.49�95,257�4.18�96,101�4.21���45,799�3.76��Mineral water�27,965�1.24�41,780�1.83�48,985�2.15���23,607�1.94��Dr. Oetker products�41,262�1.83�44,676�1.96�45,612�2.00���-�-��Processed fruit�45,584�2.02�45,493�2.00�42,241�1.85���18,926�1.55��Yeast�28,835�1.28�41,622�1.83�32,110�1.41���15,060�1.23��Cocktail biscuits etc.�20,311�0.90�35,148�1.54�28,441�1.25���10,852�0.89��Powdered products - Podravka�10,331�0.46�15,417�0.68�27,740�1.22���32,625�2.68��Wafers�6,926�0.31�9,174�0.40�23,238�1.02���9,076�0.74��Bread and baking products�15,880�0.70�21,573�0.95�19,638�0.86���10,800�0.89��Tea�21,041�0.93�21,261�0.93�18,323�0.80���9,067�0.74��Flour and grains�9,542�0.42�15,128�0.66�17,545�0.77���9,092�0.75��Beer�172,155�7.63�16,451�0.72�16,998�0.75���4,374�0.36��Kinder lada and toys�45,391�2.01�77,532�3.40�9,969�0.44���-�-��Linolada�-�-�-�-�-�-���7,074�0.58��Alcoholic and non-alcoholic beverages�50,511�2.24�51,347�2.25�-�-���-�-��Agricultural produce�38,152�1.69�50,228�2.20�-�-���-�-��Wickerwork products�11,752�0.52�6,931�0.30�-�-���-�-��Services�32,477�1.44�38,007�1.67�65,462�2.87���13,508�1.11��Other�191,210�8.48�120,986�5.31�107,162�4.70���78,533�6.44��������������Total�2,254,845�100.00�2,277,937�100.00�2,280,299�100.00���1,219,510�100.00��

As can be seen from this table, Vegeta accounted for 25.5% of sales in 1997, drugs and cosmetics for 19.1% and meat and meat products for 12.3%.



During 1996 and 1997, the licence agreements with Maggi, Dr, Oetker and Ferrero expired and the Podravka Group ended production from these programmes.



With regard to the beer sales in the above table, it should be noted that the beer producer Panonska pivovara d.o.o. has not been a member of the Podravka Group since 1996 so sales from this company is no longer consolidated. Beer sales since 1996 is shown under sale of merchandise.



At the end of 1996, Podravka sold four subsidiaries (Segestica d.o.o, Podravsko gospodarstvo d.o.o., Podravsko pletarstvo d.o.o. and Daruvarcanka d.o.o.) and in 1997 began the liquidation of  Poljoservis d.o.o.. This resulted in reduced or no sales in these production programmes, and the above table should be viewed in this light.



5.8. Business programmes

 

The most important business programmes of the Podravka Group are:



5.8.1.	Vegeta business programme

5.8.2.	Pharmaceuticals business programme 

5.8.3.	Meat and meat products business programme 

5.8.4.	Regional and gastronomic business programme 

5.8.5.	Podravka foods business programme

5.8.6.	Lino business programme

5.8.7.	Dolcela business programme 

5.8.8.	Beverages business programme



The Podravka Group also has business programmes for cosmetics, milling and  baking, and printing services, but these are much less important to the business strategy of the Podravka Group.





5.8.1	Vegeta business programme



The Vegeta business programme is the most important business programme of the Podravka Group. It generated sales of HRK 327,755,000 in the first six months of 1998, of which 85.5% in foreign markets and 14.5% in the domestic market, which represented 26.9% of total Group sales in this period. In the product refocusing process, products in this programme are defined as strategic.



The following table sets out  the sales of this business programme.



 in HRK 000  



Market�1995�%�1996�%�1997�%�I-VI 1998�%������������Domestic market�83,561�19.07�72,352�14.59�87,826�15.09�47,608�14.53��Foreign market �354,599�80.93�423,616�85.41�494,344�84.91�280,147�85.47������������Total�438,160�100.00�495,968�100.00�582,170�100.00�327,755�100.00��

Seasonings are manufactured in the Vegeta business programme. The Podravka Group manufactured 93% of seasonings in the Republic of Croatia in 1997. The leading and internationally recognised product in this programme is Vegeta. Vegeta is a universal seasoning made of an original mixture of various types of dried vegetables, natural spices, minerals and vitamins.



Vegeta is the result of the teamwork of Podravka experts back in 1957. It was first exported in 1967 to Hungary and Russia, and then soon to Austria, Sweden, the former West Germany, the former Czechoslovakia and Australia. Vegeta is today the Group’s most successful brand and is sold in the markets of more than thirty countries on five continents.



The most important reason why Vegeta is a unique product in the market is that it is differentiated from competing products by its quality. Vegeta is produced strictly according to the original recipe and great attention is paid to each individual ingredient. The best raw materials are carefully selected, so each raw material is purchased from various suppliers in various countries according to the climate and other conditions. The choice of raw material supplier is based on the constant monitoring of data and assessments of crops in the international markets. Only those suppliers are chosen who adhere to optimum conditions concerning harvest time, the time between harvesting and processing, and warehousing.



The success of Vegeta on the strategic markets is precisely due to the fact that the Podravka  Group strictly adheres to this approach when selecting raw materials and does not put cost before quality. As a result, Vegeta has become a synonym for the whole category of seasonings in some markets.

 

The undisputed quality and originality of Vegeta is also shown by the many unsuccessful attempts at imitation and counterfeit. The Podravka Group continually tries to find effective measures to protect its customers and has recently put a 3-D hologram on the aluminium foil on the Vegeta packet for effective recognition.



The Podravka Group will endeavour to increase sales in the Vegeta business programme in the Central and Eastern Europe market. The Group’s aim is to become the leader in seasonings and spices in this market.



The most important markets for this business programme are Poland, Croatia, Bosnia-Herzegovina, Hungary, Slovenia and the Czech Republic, as can be seen in the following table.



in HRK 000



Market�1995�%�1996�%�1997�%�I-VI 1998�%������������Poland�151,902�34.67�155,365�31.33�256,396�44.04�166,259�50.73��Croatia�83,561�19.07�72,352�14.59�87,826�15.09�47,608�14.53��Bosnia-Herzegovina�9,421�2.15�55,760�11.24�43,004�7.39�8,491�2.59��Hungary�48,446�11.06�17,626�3.55�37,608�6.46�18,118�5.53��Slovenia�24,132�5.51�26,183�5.28�23,855�4.10�11,805�3.60��Czech Republic�13,047�2.98�12,365�2.49�23,602�4.05�12,045�3.68��Germany�27,344�6.24�24,530�4.95�23,073�3.96�55�0.02��Russia�10,639�2.43�18,188�3.67�18,743�3.22�18,452�5.63��USA�7,371�1.68�8,883�1.79�9,904�1.70�4,619�1.41��Macedonia�5,995�1.37�8,377�1.69�6,317�1.09�2,917�0.89��Romania�12,691�2.90�9,129�1.84�6,050�1.04�3,560�1.09��France�543�0.12�353�0.07�249�0.04�248�0.08��Other countries�43,068�9.83�86,857�17.51�45,543�7.82�33,578�10.24������������Total�438,160�100.00�495,968�100.00�582,170�100.00�327,755�100.00��

The Podravka Management Board closely monitors the state of the competition in the target markets where Vegeta is sold. Continuous market research has shown that Vegeta has a strong position in all these markets. 



Vegeta’s main competitors are Knorr, Kolinska, Droga, Vitaminka and Vitana, as can be seen from the following * :



Vegeta’s market share in Poland is more  than 50%, and the leading competing product is Delikat (Knorr); 

Vegeta’s market share in Croatia is more than 90%;

Vegeta’s market share in Bosnia-Herzegovina is more than 90%;

Vegeta’s market share in Hungary is more than 30%, and the leading competing product is Delicate (Knorr); 

Vegeta’s market share in Slovenia is about 75%, and the leading competing product is Evo (Kolinska);

Vegeta’s market share in Macedonia is about 50%, and the leading competing product is Evo (Kolinska);

Podravka seasoning’s market share in the Czech Republic is about 40%, and the leading competing product is Vegeta (Vitana);

Podravka seasoning’s market share in Slovakia is more than 50%, and the leading competing product is Vegeta (Vitana);

Vegeta’s market share in Russia is more than 50%, and the leading competing product is Delikat (Knorr).



Vegeta is manufactured in Croatia, in the Vegeta plant in Koprivnica, and in Hungary, in the Vegeta plant in Mohacs. 375 people are employed in the manufacture of Vegeta.



The Vegeta plant in Koprivnica for seasonings and soups was installed  in 1969 with an annual capacity of 10,000 tons. In 1984, the capacity  wasincreased renovating and modernising  the production facility. The constant growth in Vegeta sales, especially since 1993, has required the plant to work in two shifts at full capacity. Today, the plant employs 300 people. The total design capacity of the primary part of the production of Vegeta is 17,000 tons per year per shift. Bottlenecks in production do not allow production at optimum capacity, with the least amount of energy being spent on the best quality of mixture. In addition, the infrastructure at the present location does not allow further reconstruction and modernisation. As a result, the capacity of the final part of production is  not able to satisfy the demand of the market. The wide range of packaging also hinders optimum use of the capacity. 



It was decided to build a Vegeta plant at Mohacs in Hungary due to high customs duties and the relationship between Hungary and the countries of CEFTA. Production began in 1997. The plant’s optimum capacity is 5,000 tons per year per shift. The plant employs 75 people. This year, the capacity will also be used to produce soups and special additives  under the name Fant. Moreover, the investment plan envisages a small addition to the plant to be used for the Dolcela production programme. The Vegeta production in Mohacs is intended for the Hungarian, Slovakian and Romanian markets.



The market demand for Vegeta can not be met by the Vegeta plant in Koprivnica, because of  limited capacity, and the Vegeta plant in Mohacs, because of its small capacity. Research shows that growth in sales of Vegeta depends on how packaging, supply and price are adapted to the market. Therefore the Podravka Group has decided to invest in new production facilities  in Croatia and Poland.



At the beginning of July 1998, construction began of the new Vegeta plant in Koprivnica. It is designed for strictly “dry” production without effect on the environment. Production will be completely computerised, ensuring control of the production process, high functionality of the process, and complete organoleptic and hygienic finished product quality assurance. The new Vegeta plant is being constructed to allow expansion to the production of soup, which at the moment is produced in the old plant.



Poland is the Podravka Group’s most important export market. The largest amount of Vegeta is sold there and the highest earnings from its sale is achieved there despite customs duties and import tariffs. As a result, is it planned to build a plant for the production of Vegeta and soups in a favoured economic zone in Poland. This will significantly improve profitability in the Polish market as a result of tax relief, reduction in customs duties, and lower costs of  raw materials, energy, labour and transport. In addition, the investment study shows that a significant increase in profit will be achieved even if the price is lowered by 10%. Moreover, the  new production capacity in Poland is of strategic importance  Podravka would be in a more competitive position, and the easier distribution would allow a more aggressive penetration into the Polish and surrounding markets, which would result in long-term stabile position in this region. 



Further details on capital expenditures  are in section 5.11. Investments and capital expenditures.



Vegeta is protected by trade mark in Croatia and in the foreign markets where Vegeta is sold today apart from the Czech Republic and Slovakia. It was impossible to protect the name in the Czech Republic and Slovakia because Vitana, a local manufacturer, had protected the name “Vegeta”  there, so Vegeta is sold in these markets as “Podravka seasoning”.



At the date of this document , Podravka has three licence agreements for Vegeta in force:



A licence agreement was signed with the Polish company Krystyan Mezyk, Skoczow for the period from 4 December 1992 to 4 December 2002. The agreement refers to a licence to pack Vegeta for sale in the Polish market. 



A license agreement for the manufacture of Vegeta was signed with the Hungarian company Podravka-International Kft. Mohacs. The agreement was signed on 28 June 1996 for an indefinite period. Podravka-International Kft. Mohacs is a joint-stock company in which Podravka holds 50% of the share capital.



Podravka also made  a license agreement for packing Vegeta with Podravka-International Pty Ltd. Sydney, Australia, a wholly-owned subsidiary.





5.8.2.	Pharmaceuticals business programme 



The pharmaceuticals business programme is the second largest in the Podravka Group in terms of sales and is carried out in Podravka’s subsidiary Belupo d.o.o. In the first half of 1998, the pharmaceuticals business programme generated sales of HRK 225,682,000 (consolidated data), of which 86.9% in the domestic market and 13.1% in foreign markets, which represented 18.5% of total Group sales in this period. The products in the pharmaceuticals business programme are defined as strategic products in the product refocusing process.



For better understanding of this business programme, all the figures for the pharmaceuticals business programme are hereinafter taken from the financial reports of Belupo d.o.o. and so do not coincide with the consolidated information on the Podravka Group.



The following table sets out the sales generated by the pharmaceuticals business programme.



in HRK 000 



Market�1995�%�1996�%�1997�%�I-VI 1998�%������������Domestic market�320,145�85.55�338,896�85.29�381,300�86.55�198,897�88.25��Foreign market�54,080�14.45�58,450�14.71�59,249�13.45�26,476�11.75������������Total�374,225�100.00�397,346�100.00�440,549�100.00�225,373�100.00��

The pharmaceuticals business programme comprises three main groups of products: (1) drugs, (2) Favora products, (3) disinfectants. In addition, this business programme includes the sale of dentistry preparations of foreign manufacturers.



The following table sets out the sales and share of the product groups in the pharmaceuticals business programme for the financial year ending 31 December 1997 and the first half of 1998.



 in HRK 000



Product groups�1997�%�I-VI 1998�%��������Drugs�422,614�95.93�216,899�96.24��Favora products�13,208�3.00�5,559�2.47��Disinfectants�1,227�0.28�752�0.33��Dentistry preparations - merchandise�3,500�0.79�2,163�0.96��������Total�440,549�100.00�225,373�100.00��



(1) In accordance with the anatomical-therapy-chemical classification (ATC),  drugs comprise the following main groups: drugs with an effect on the blood and blood vessels (cardiovascular), drugs for treating infections (antibiotics), drugs with an effect on the skin (dermatics), drugs with an effect on the nervous system (psychopharmaceuticals) and drugs with an effect on the muscle and bone system (antirheumatics).



The following table sets out the turnover and share of the groups of drugs within the drugs programme for the financial year ending 31 December 1997 and the first half of 1998.



in HRK 000



Groups of drugs�1997�%�I-VI 1998�%��������Drugs with an effect on the blood and blood vessels�165,205�39.09�81,845�37.73��Drugs for treating infections�52,688�12.47�29,643�13.67��Drugs with an effect on the skin�48,711�11.53�24,687�11.38��Drugs with an effect on the nervous system�46,985�11.12�26,654�12.29��Drugs with an effect on the muscle and bone system�46,648�11.04�21,896�10.10��Others�62,377�14.76�32,174�14.83��������Total�422,614�100.00�216,899�100.00��

(2) The Favora products consist of natural drugs - standardised herbal preparations (cough syrup, expectoration syrup, gel for wounds, gel against insect bites, etc.) and drugs with minerals and vitamins (for improved circulation, anaemia, skin and hair protection based on vitamin B, the regulation of cholesterol, etc.). In 1997, Favora products accounted for 3.0% of sales of the pharmaceuticals programme.



(3) The group of disinfectants consists of products for disinfecting instruments, surfaces, skin and hands.



The group of dentistry preparations consists of merchandise produced by Bayer, such as material for impressions, material for fillings, plaster, resins, acrylics, etc.).



In 1997, Belupo had 70 drugs in the market in 165 dosages and forms and 262 packagings. The advantages of this business programme over the competition lies in well-chosen types of drugs for the indications groups as a result of constant co-operation with world-renowned pharmaceutical companies.



In foreign markets, Belupo has registered drugs in Slovenia (45), Macedonia (43), Bosnia-Herzegovina (4), Slovakia (16), Belarus (17), the Russian Federation (16), the Czech Republic (11), Kazakhstan (15), Ukraine (4), Moldova (2) and Latvia (3).



Four new generic drugs and four new forms of existing drugs were registered within this business programme in 1997. In 1998, one new generic drug was registered. Number of drugs are in the process of being registered in foreign markets. Twelve new generic drugs are in the development laboratory and will appear in the market in the next two years.



The following table sets out the ten leading drugs in terms of sales and share in the total sales of the pharmaceuticals business programme for 1997 and the first half of 1998.



                                                                                                        in HRK 000



Product�Application�generic/

licensed�1997�%�I-VI 1998�%����������Irumed�drug with an effect on blood and blood vessels�licensed�115,446�26.21�51,899�23.03��Lubor�drug with an effect on the bone and muscle system�generic�29,001�6.58�12,849�5.70��Belosalic�drug with an effect on the skin�generic�26,399�5.99�11,180�4.96��Olicard�drug with an effect on blood and blood vessels�licensed�16,733�3.80�10,571�4.69��Cefaleksin�drug for treating infection�generic�15,650�3.55�8,863�3.93��Beloderm�drug with an effect on the skin�generic�14,974�3.40�7,851�3.48��Sulpirid�drug with an effect on the nervous system�generic�14,027�3.18�6,810�3.02��Silapen�drug for treating infection�generic�13,539�3.07�9,306�4.13��Ibuprofen�drug with an effect on the bone and muscle system�generic�13,124�2.98�6,551�2.91��Lorsilan�drug with an effect on the nervous system�generic�10,559�2.40�4,582�2.03����������Total���269,452�61.16�130,462�57.89��

All these drugs are, in most of their forms, on the list of drugs of the Croatian Institute for Health Insurance and are subsidised by 100% of their price, except for Lorsilan, which is subsidised by 50%.



In terms of sales, Irumed is the most important drug in the pharmaceuticals business programme. Irumed (lizinopril) is a new generation drug which is in the group of ACE inhibitors. In Croatia, Irumed has three indication areas, of which the most important is arterial hypertension, which afflicts about 10% of the general population. The second indication is heart failure, where Irumed is the first drug and is administered in all stages of the illness; about 2% of the population suffers from this illness. The third indication is acute myocardial infarction, where Irumed is proven to reduce the mortality rate when applied in conjunction with the standard therapy. Irumed was first registered in 1987 in Switzerland and has been in the Croatian market since 1990. It has shown a continuous rise in sales, with a 40% market share in the market of all antihypertensives.



 Croatia is the most important market for the pharmaceuticals business programme and accounted for 86.5% of sales in 1997. The remaining sales were generated on foreign markets, of which Slovenia is the most important, generating HRK 34,746,000 sales or more than half the export sales of the pharmaceuticals programme. The most important buyers of Belupo products are wholesale chemists, health centres, hospitals and pharmacies.



The pharmaceuticals business programme is faced with growing competition in the Croatian market. On the basis of the data available for 1997, the Belupo management considers that Belupo has a strong second position in the market with a market share of 21% of total sales of pharmaceutical products in Croatia. The major competitors are Pliva, with 47% market share, Krka with 11% and Lek with 6%. Other foreign pharmaceutical companies have 15% market share. Belupo leads the domestic market in terms of sales from cardiovascular drugs, dermatological drugs and antirheumatics.



The pharmaceuticals production programme takes place at two locations: the Belupo plant in Koprivnica and the Belupo plant in Ludbreg. The plant in Ludbreg began production in 1972, and the plant in Koprivnica in 1981. The present use of the capacities is satisfactory for the present structure of preparations and forms that Belupo offer the market. 570 people are employed in the pharmaceuticals business programme, of which 285 are employed in production in the two plants.



Faced with highly demanding legal requirements and the standards of the world pharmaceutical industry, and in order to maintain and improve the competitiveness of Belupo products, it was decided to build a new plant for the production of drugs in solid form for oral use. This will meet all the strict quality requirements at the high standard planned for the future period. The new pharmaceutical complex will consist of a modern production plant and a laboratory for the development of new formulations and quality assurance. It is under construction in the Koprivnica industrial zone and is expected to be completed in 1999. The new plant will increase capacity and also afford stricter quality control in accordance with the international standards of good manufacturing practice (GMP).



Further details on capital expenditures  are in section 5.11. Investments and capital expenditures .



Since its foundation, Belupo has signed licence agreements with a number of multinational companies for the production and/or sale of drugs: Merc & Co., Hoechst GmbH, Solvay Pharmaceuticals GmbH, Gaba International Ltd. and Biochemie. According to licence agreements, Belupo manufactures and sells Irumed and Iruzid (Merc & Co.), Lasix, Tental, Urbason, Tarivid, Claforan and Corvaton (Hoechst GmbH), Fevarin, Kreon, Pre-par, Olicard, Gilucor (Solvay Pharmaceuticals GmbH), Aminfluorid  (Gaba International Ltd.) and Heparin (Biochemie). Some of these licence agreements refer to the sale and distribution of drugs in the Croatian market, while others also grant Belupo the right to sell drugs in the countries of Central and Eastern Europe.



Belupo pays special attention to the development of procedures and substances for the manufacture of drugs whose patents will soon expire. The aim is to expand the product range with quality generic drugs, revitalise the synthesis and, with additional investment in marketing, launch drugs which can be bought without a prescription.



5.8.3.	Meat and meat products business programme 



The meat and meat products business programme is the third largest in terms of sales in the Podravka Group. It is carried out by the subsidiary Danica d.o.o. This programme generated sales of HRK 134,396,000 (consolidated data) in the first half of 1998, of which 85.0% in the domestic market and 15% in foreign markets, which represents 11.0% of total Group sales in this period. In the product restructuring process, this business programme is in the second group of products which have the potential to become profitable.



For better understanding of this business programme, all information on the meat and meat products programme is hereinafter taken from the financial reports of Danica d.o.o. and so do not coincide with the consolidated information on the Podravka Group.



The following table sets out the sales generated by this business programme.



in HRK 000



Market�1995�%�1996�%�1997�%�I-VI 1998�%������������Domestic market�291,081�95.83�221,217�84.13�228,561�81.43�123,736�84.22��Foreign market�12,676�4.17�41,718�15.87�52,129�18.57�23,189�15.78������������Total�303,757�100.00�262,935�100.00�280,690�100.00�146,925�100.00��

The meat and meat products business programme consists of four product groups: (1) canned meat and ready meals, (2) fresh meat, (3) cured meat and sausage products and (4) semi-ready and frozen foods.



The following table presents the sales and share of the product groups in the meat and meat products business programme for the financial year ending 31 December 1997 and the first half of 1998.



in HRK 000



Product group�1997�%�I-VI 1998�%��������Canned meat and ready meals�149,398�53.23�71,453�48.63��Fresh meat�73,305�26.12�42,703�29.06��Cured meat and sausage products�55,064�19.62�31,279�21.29��Semi-ready and frozen food�2,923�1.04�1,490�1.01��������Total�280,690�100.00�146,925�100.00��

(1) The most important product group in terms of sales consists of canned meat and ready meals, and accounts for half the sales of the business programme. It includes canned ready meals, p(t(s and meat extracts.



The following table sets out the five leading products in terms of sales and their share within the group of canned meat and ready meals in 1997 and the first half of 1998.



             in HRK 000 



Product�1997�%�I-VI 1998�%��������Goulash�38,204�25.57�9,865�13.81��Liver p(t(�14,171�9.49�5,484�7.67��Mix-meat  p(t(�13,894�9.30�4,707�6.59��Chicken p(t(�13,802�9.24�4,061�5.68��Salamis�13,760�9.21�7,146�10.00��������Total�93,831�62.81�31,263�43.75��

(2) The group of fresh meat products consists of fresh ready-cut meat, fresh meat for processing and lards.



(3) The group of cured meat and sausage products consists of boiled, medium-life and long-life sausages and cured meat products.



(4) Semi-ready and frozen foods consist of cooked frozen meats and frozen shaped meats.



The major market for this business programme is the Croatian market. There is strong competition on this market from PIK Vrbovec, Gavrilovic, Sljeme, Vajda, PPK Karlovac, Mesna industrija Ivanec, Lijanovic and Imes. The product range of these competitors is almost identical to Danica’s. Danica’s disadvantages in this market are high prices and lack of marketing . Therefore, Danica has continuously invested in advertising since the beginning of 1998, which has already resulted in increased sales in the first half of the year.



Research carried out in April 1998 showed that individual product groups in Danica’s product range have a high market share in Croatia. According to the storecheck carried out by Konzul, the market share of beef goulash was 94%, p(t(s 51% and other tinned meats 29%. 



Danica faces strong competition on foreign markets. The export of meat products to the countries of CEFTA are hindered by customs duties which make Danica’s products uncompetitive. However, Danica exports products from this business programme to some foreign markets, such as Bosnia-Herzegovina, Macedonia, Slovenia, Germany, Italy, Great Britain, Austria, Switzerland and Greece.



The production programme for meat and meat products is carried out in Koprivnica, in the Danica industrial zone, on the following four plants:



Plant�annual capacity�use of capacity in 1997������Tinned meat plant�10,000 tons�60%��Sausages and cured meat products plant�3,000 tons�65%��Abattoir - pigs�70,000 pcs.�73%��             - bull calves�40,000 pcs.�25%��Semi-ready foods plant� 1,500 tons�24%��

According to the National Classification of Business Activities survey of the production of selected industrial products by region and class, the production of tinned meat in Croatia in 1997 stood at 16,328 tons, of which Danica produced over 30%.



The low use of capacity results from the state of the meat industry in Croatia. There is overcapacity in relation to the size of the market, high production costs, overemployment and problems with receiving payment for delivered goods. Therefore Danica has been operating at a loss for the last three years.



The restructuring of Danica is being carried out according to a special programme. The basic aim is to generate profit by increasing sales and cutting costs. Danica has been under new management since March 1997, and the loss of HRK 54,620,000 in 1996 was reduced to HRK 25,037,000 in 1997.



The potential markets for expansion for the Croatian meat industry are primarily the markets of the former Yugoslavia, Central and Eastern Europe, and particularly Italy, Austria and Switzerland. This business programme aims to increase sales in the domestic and targeted export markets, especially through the sale of sausages and cured meat products, semi-ready and frozen foods, and p(t( and goulash.





5.8.4. Regional and gastronomic business programme



The regional and gastronomic business programme generated sales of HRK 120,996,000 in the first six months of 1998, of which 80.0% in the domestic market and 20.0% in foreign markets, which represents 9.9% of total Group sales.



The following table sets out  the sales generated by this business programme.

 in HRK 000 



Market�1995�%�1996�%�1997�%�I-VI 1998�%������������Domestic market�155,304�70.47�156,514�64.05�200,538�80.59�96,807�80.01��Foreign market�65,086�29.53�87,859�35.95�48,302�19.41�24,189�19.99������������Total�220,390�100.00�244,373�100.00�248,840�100.00�120,996�100.00��

The regional and gastronomic business programme includes eight product groups: (1) processed vegetables, (2) processed fruit, (3) yeast, (4) salted snacks, (5) tea, (6) mustard, (7) aivar (pepper relish) and (8) horse radish. 



The following table sets out  the sales and share of the product groups in the regional and gastro business programme for the financial year ending 31 December 1997 and the first half of 1998.



in HRK 000 



Product group�1997�%� I-VI 1998�%��������Processed vegetables�98,125�39.43�53,375�44.11��Processed fruit�42,241�16.98�18,926�15.64��Yeast�32,110�12.90�15,060�12.45��Salted snacks �28,441�11.43�10,852�8.97��Tea�18,323�7.36�9,067�7.49��Mustard�13,065�5.25�4,965�4.10��Aivar�12,579�5.06�6,860�5.67��Horse radish�3,956�1.59�1,891�1.56��������Total�248,840�100.00�120,996�100.00��

(1) The group of processed vegetables consists of four basic groups: sterilised vegetables, pasteurised vegetables, vegetable delicacies and tomato-based vegetables. The best selling products in this group are pasteurised cucumbers and tomato concentrate.



The Podravka Group is the largest manufacturer of processed vegetables in Croatia.



The group of processed vegetables are manufactured in plants in Varazdin and Umag, which employ 342 people. The plant in Varazdin has the capacity to process 11,000 tons of vegetables. The plant in Umag is the sole producer of tomato-based products in the domestic market and also processed olives, onions , capers and artichokes.



The major market for this product group is the domestic market; only a small amount of processed vegetables is exported. The market share of this product group was about 50% in 1997. The competitive advantage of this group lies in the wide range of vegetables. The main competitors in the domestic market are Droga, Dona, Eta, Sofko and Belsad.  



(2) The group of processed fruit products consists of: marmalades, jellies, jams and honey. Honey is a supplement to the range and is intended primarily for the hotel market. The best selling product in this group is mixed marmalade



The processed fruit product group is manufactured in the plant in Koprivnica, which employs 116 people.



The processed fruit products are sold on the Croatian market and in the markets of Slovenia, Bosnia-Herzegovina, Macedonia, Germany and Austria.



The Podravka Group’s share in the domestic market in processed fruit was 60% in 1997.



Marmalades are the best selling product in the processed fruit product range. The Podravka Group’s share in the Croatian market is 63% in marmalades, 53% in jellies and 21% in jams.



The main competitors in the domestic market are Dona with a 20% market share in marmalades, 16% in jellies and 22% in jams and Gartenland with a 14% market share in marmalades, 29% in jellies and 8% in jams.



Following world trends in the development of fruit processing, Podravka works on improving its present products and packaging and launching new ones, maintaining its leading position as producer of the best quality processed fruit products in Croatia.



(3) This group of products consists of: dry active yeast, fresh yeast and dry wine yeast. The Podravka Group is the sole producer of dry active yeast in Croatia.



The leading product in this group is dry active yeast, with a 90% share in this market segment in Croatia in 1997.



44% of yeast sales is generated in the domestic market and 56% abroad. The most important foreign markets are the countries of Western and Central Africa.



The yeast is produced in the yeast plant in the Koprivnica industrial zone.



(4) The group of salted snacks consists of salted biscuit products. The most important product in this group is Kviki cocktail sticks.



Most of the sales from this product group is generated in the domestic market.



The salted snacks market is fragmented and dynamic with a number of active domestic and foreign competitors. The Podravka Group has a 59% share in the domestic market, the main competitors being Kras, Sloboda, Koestlin, Franck, Soletti, Chio, Wolf.



This group of products is manufactured in the cocktail biscuits plant in Koprivnica.



The aim of the salted snacks group is to strengthen the image of the Kviki brand, to expand the product range, to maintain product quality and competitive prices and to improve its market position. 



(5) This product group consists of Indian tea and domestic teas in filter bags. The domestic teas consist of herb teas (camomile, mint, lime, elderberry, etc.) and fruit teas (ordinary, aromatised or aromatised and vitamin-enriched).



This group of products is mainly sold in the domestic market, but teas are exported to Slovenia, Russia, Australia, Bosnia-Herzegovina, Canada, USA and Argentina. 



Podravka teas had a 33% share in the domestic market in 1977, the main competitors being Frank with 22% and Pliva with 21%.

 

The teas are produced in the plant in Umag.



The aim of this product group is the expand the range and forms of packaging, to increase the market share on existing markets and to enter new markets.



(6,7,8) The production of mustard, aivar and horse radish takes place in the plant in Varazdin.





5.8.5.	Podravka foods business programme



The Podravka foods business programme generated sales of HRK 89,586,000 in the first half of 1998, of which 64.3% in foreign markets and 35.7% in the domestic market, which represents 7.3% of total Group sales. In the product refocusing process, soups and Fant special seasonings are defined as strategic products.



The following table sets out the sales generated by this business programme.



in HRK 000



Market�1995�%�1996�%�1997�%�I-VI 1998�%������������Domestic market�57,221�50.24�58,958�46.81�69,582�39.69�31,947�35.66��Foreign market�56,674�49.76�66,999�53.19�105,741�60.31�57,639�64.34������������Total�113,895�100.00�125,957�100.00�175,323�100.00�89,586�100.00��

The Podravka foods business programme consists of three product groups: (1) soups, (2) Fant special seasonings and sauces and (3) semi-ready meals. Podravka soups and Fant special sauces are defined as sub-brands of the Podravka brand.



The following table sets out the sales and share of the product groups in the Podravka foods business programme for 1997 and the first half of 1998.

in HRK 000



Product group�1997�%�I-VI 1998�%��������Podravka soups�152,123�86.77�78,864�88.03��Fant special seasonings and sauces�21,791�12.43�10,177�11.36��Semi-ready meals�1,409�0.80�545�0.61��������Total�175,323�100.00�89,586�100.00��

(1) Soups are the most important group in the Podravka foods business programme. The Podravka Group has a forty-year tradition in producing meat soups and vegetable soups. The Group believes that these soups have a series of competitive advantages, especially in terms of the reputation they enjoy in the markets of Croatia and neighbour countries. The popularity of Podravka soups is not threatened by other manufacturers. Their presence at points of sale is linked to Vegeta. The range of this group consists of:

30 types of packet soup of which the best selling are chicken soup and beef soup,

6 types of soup cubes of which the best selling are beef cubes,

18 types of soups in kilogram packs for large customers, of which the best selling is beef soup.



(2) Fant special seasonings and sauces are produced in seven types of seasonings and four types of sauces. These products comprise mixtures of seasonings and spices for various types of food with the aim of giving dishes a special aroma and improved flavour and of speeding up and simplifying their preparation. They are sold on foreign markets under the name Fix. The most important products in this group are Fant for stuffed pepper and Fant for goulash and pepper goulash.

  

(3) Podravka semi-ready foods are a new product range of which only a small part of the range is in the market at present, most of the range being prepared for launching. They are based on pasta with sauce and are very easy and quick to prepare, which keep pace with modern life.



The main market for the Podravka foods business programme is the domestic market. Important export markets are Bosnia-Herzegovina, Macedonia, Slovenia and the markets of Central and Eastern Europe. The importance of some of these markets can be seen from market share figures(: Podravka has a dominant position in the domestic market with a 61% share and in Bosnia-Herzegovina with 62%, and a significant share in Macedonia with 39%. According to the same source, Podravka soups’ leading competitor is Knorr, with a 21% share in the Croatian market, 14% in Bosnia-Herzegovina and 20% in Macedonia.



This business programme is faced with strong competition in all its markets, including the Croatian market, from multinationals such as Nestle and Knorr/CPC. In the Czech, Slovakian and Russian markets, there is strong competition from local manufacturers who have been acquired by multinational companies.



The Podravka foods business programme is produced in the soup and Vegeta plant in Koprivnica, which has an annual capacity per shift of 3,000 tons of soup and 250 tons of Fant special seasonings and sauces. The capacity use is 82%. The Podravka Group has a 95% share in soup production in Croatia. 450 people are employed in the production of the Podravka food business programme.



Soup production will begin at the end of 1998 in the Vegeta plant in Mohacs, where other products in this programme will be produced later. In addition, it is planned to produce 1,000 tons of soup per year in the planned Vegeta, soup and powdered products plant in Poland.



The aim of the Podravka foods business programme is to maintain its dominant position in the domestic market and to strengthen its position in all other target markets, to increase the distribution index and to enter new markets. The Podravka Group will make special effort to achieve the aim of becoming one of the three main suppliers of soups in Central and Eastern Europe.





5.8.6.	Lino business programme



The Lino business programme generated sales of HRK 54,149,000 in the first half of 1998, of which 66.3% in the domestic market and 33.7% in foreign markets, which represents 4.4% of total Group sales in this period.



The following table sets out the sales of this business programme.

in HRK 000 



Market�1995�%�1996�%�1997�%�I-VI 1998�%������������Domestic market�68,721�69.47�73,268�62.25�68,869�63.49�35,896�66.29��Foreign market �30,201�30.53�44,438�37.75�39,598�36.51�18,253�33.71������������Total�98,922�100.00�117,706�100.00�108,467�100.00�54,149�100.00��

The Lino business programme consists of four product Groups: (1) babyfood, (2) Lino Lada cream made from chocolate, milk and hazel-nuts, (3) Ponita, a refreshing instant vitamin drink and (4) Limac compressed sweets. In the Podravka Group’s strategic product refocusing programme, Lino babyfood is defined as a strategic product.



The following table sets out the sales and share of the product Groups in the Lino business programme for the financial year ending 31 December 1997 and the first half of 1998.

in HRK 000 



Product Group�1997�%� I-VI 1998�%��������babyfood�96,101�88.60�45,799�84.58��Lino Lada* �9,969�9.19�7,074�13.06��Ponita�1,376�1.27�779�1,44��Sweets�1.021�0,94�497�0.92��������Total�108,467�100.00�54,149�100.00��

(1) Babyfood is the most important Group in this business programme. The babyfood is dehydrated instant food in the form of flakes with a number of additives of nutritional value. The product range consists of 13 flavours, of which 8 are cereal-based and 5 are fruit-based.



The most important product in this product Group is Cokolino, which accounts for 75% of sales in this Group. Cokolino has been in the market for a number of years with an excellent reputation among consumers and has become a synonym for Podravka babyfoods.



 (2) Lino Lada is a cream made from chocolate, milk and hazel-nuts.



(3) Ponita is a refreshing instant vitamin drink.



(4) Limac sweets are compressed sweets with various flavours (apple, peppermint, raspberry, strawberry and others).



According to market research(  the Podravka Group has a dominant position in the domestic market for babyfoods with a 75% share. It is also dominant in the markets of Bosnia-Herzegovina with an 80% share, Macedonia with 82% and Slovenia with 58%. According to the same sources, the major competitors are Kolinska, Hipp and Pliva.



The Lino business programme is carried out in the babyfood plant and Lino Lada plant in Koprivnica and employs 230 people in production.



A range of Lino Munchy Meals - seven cereal-based extruded products - are in preparation for launching under the Lino brand name in co-operation with Bruggen of Germany. 



The aims of the Lino Group are to expand to new markets, to increase sales by an average annual rate of 6%, to expand the product range to better meet market needs and to create the Lino World children’s institution.



The Podravka Group will make special effort to maintain its position on the Croatian market and to become the main supplier of babyfood in Slovenia, Bosnia-Herzegovina and the countries of CIS.





5.8.7.	Dolcela business programme



This business programme generated sales of HRK 37,500,000 in the first half of 1998, of which 52.3% in the domestic market and 47.7% on foreign markets, which represented 3.1% of total Group sales. In the product refocussing process, the Dolcela brand** is defined as a strategic product.



The following table sets out the sales generated by this business programme.



in HRK 000 



Market�1995�%�1996�%�1997�%�I-VI 1998�%������������Domestic market�50,005�94.63�48,929�79.52�50,748�67.73�19,600�52.27��Foreign market �2,836�5.37�12,604�20.48�24,182�32.27�17,900�47.73������������Total�52,841�100.00�61,533�100.00�74,930�100.00�37,500�100.00��

The Dolcela business programme consist of various powdered products which are mostly well-known in the market, such as vanilla sugar, baking powder, pudding powder and cream foam, and a new Group of cake fillings which were launched this spring 1998 under the Dolcela brand name.



The Dolcela business programme includes the following product Groups: (1) powdered products for the preparation of desserts, (2) fillings, (3) toppings and (4) powdered ice cream.



The following table sets out the sales and share of the product groups in the Dolcela business programme for the financial year ending 31 December 1997 and the first half of 1998.



in HRK 000



Product group�1997�%� I-VI  1998�%��������Powdered products for desserts�25,442�33.95�12,760�34.03��Fillings�28,435�37.95�14,050�37.47��Toppings�19,375�25.86�10,180�27.15��Powdered ice cream�1,678�2.24�510�1,36��������Total�74.930�100,00�37.500�100,00��

 (1) The group of powdered products for the preparation of desserts include vanilla sugar, baking powder, cream fix, etc.



(2) The group of fillings includes puddings and a new range of mixtures for the easy preparation of cakes which appeared on the market in spring 1998.



(3) The group of toppings includes cream foam and powdered cream.



(4) This group includes large packs of powdered ice cream and cornets for large customers, mainly restaurants and hotels.



The largest market for this business programme is Croatia, but Dolcela is exported to Hungary, Slovenia, Bosnia-Herzegovina and Macedonia.



The most important competitors to Dolcela are Dr. Oetker, Ruf, Kolinska and Franck.



Production of this business programme takes place in two locations: the Cocktail biscuits plant in Koprivnica and the Sana plant in Hoce. It is planned to extend the plant in Mohacs to enable production of this programme there. The Dolcela business programme employs 170 people in production.



The aim of the Dolcela business programme is to enter the international market and to strengthen its market position in the domestic market.



5.8.8.	Beverages business programme



The beverages business programme generated sales of HRK 28,470,000 in the first half of 1998, of which 82.9% in the domestic market and 17.1% in foreign markets, which represented 2.3% of total Group sales in this period,.



The following table sets out the sales of this business programme.

in HRK 000 



Market�1995�%�1996�%�1997�%�I-VI 1998�%������������Domestic market�27,944�98.22�41,177�89.56�50,354�93.38�23,607�82.92��Foreign market�506�1.78�4,802�10.44�3,572�6.62�4,863�17.08������������Total�28,450�100.00�45,979�100.00�53,926�100.00�28,470�100.00��

This business programme produces two basic product groups: (1) mineral water and (2) non-alcoholic beverages



The following table sets out the sales and share of the product groups in the beverages business programme for the financial year ending 31 December 1997 and the first half of 1998.

in HRK 000



Product group� 1997�%� I-VI 1998�%��������Mineral water�48,985�90.84�23,607�82.92��Non-alcoholic beverages�4,941�9.16�4,863�17.08��������Total�53,926�100.00�28,470�100.00��

(1) The mineral water product group consists of Studenac carbonated mineral water and Studenac non-carbonated mineral water. Both types of mineral water are biologically clean and rich in minerals. In the opinion of the Department for Physical Medicine and Rehabilitation of the Faculty of Medicine of the University of Zagreb, these mineral waters aid in the treatment of diseases of the heart, arteries, stomach and intestines and in the prevention of tooth decay.



These mineral waters are sold mainly in the Croatian market, the only foreign market at the moment being Bosnia-Herzegovina.



(2) Deit is a low-energy non-alcoholic drink based on vitamin-enriched mineral water. Deit is an international brand produced under a licence agreement with Kajo of Germany. Deit is produced in five different flavours.



The most important product in this programme is Studenac carbonated mineral water.

 

The beverages business programme has production plant in the plant in Lipik. The plant capacity is 80 million litres and is used at 50% capacity. 160 people are employed in the production of beverages.



The main competitors to this business programme are Jamnica and Radenska mineral waters and Coca cola and PepsiCo non-alcoholic beverages.





5.9. Research, development and innovation



The work of the department for research, development and innovation is directed towards (1) quality control and quality improvement of existing products, (2) the development of new products and (3) environmental protection. The department has a staff of 253.



(1) Quality assurance is carried out through daily control of raw materials, production materials, production processes and final products at central and control plant laboratories. The aim is to maintain the high quality of Podravka products, using high quality raw materials, in a process which preserves the quality, taste, contents and values of the raw materials. In response to customer demands and world trends, Podravka decided to develop and implement its own system for product quality and control. The basis for this system is modelled on the quality system defined by ISO EN HRN 9001, which sets 20 requirements which the quality system must fulfil. In conformance with ISO 9004-3 and ISO 10014, this basic model is extended by two more norms: quality cost and safety. The next extension is the model for managing the environment based on the requirements of ISO 14001 with elements of EMAS (Environmental Management Assessment Scheme). The development and implementation of this system will take 22 months; so far, basic training in the quality system has been given to the members of the Board and the first line of managers in the Sector for Branded Food Products.



(2) Innovation and new product development is especially focussed on branded products: Vegeta, Podravka foods, Lino and Dolcela. Marketing teams participate in managing the process of innovation and new product development, including a team for new products, which work together in a network organisation that gathers experts in various field. As a result of this teamwork, new products and an innovatived range of mineral waters and beverages was launched in 1998, as well as new products within the Dolcela brand, a group of babyfoods under the Lino brand, and a series of new ready meals and instant soups. The basic aims of this sector are to maintain the Podravka Group’s leading position on the Croatian market, to maintain its market position in Slovenia and possibly to increase its market share, and to achieve a long-term stable market position in all the other strategic markets of the Podravka Group. 



(3) The Department for Ecological Development deals with environmental protection at the level of the Group. The department is responsible for the daily control of the waste-water treatment systems at the Danica and Ulica Starceviceva locations in Koprivnica, and quarterly control of the waste-water of external plants in accordance with legal regulations. In addition, the department monitors all sources of pollution within the Group, and critical points in the technological processes, in order to create the conditions for expert and effective environmental protection and to fulfil the legal requirements.

�5.10.  Financing, receivables and treasury



Financing



In addition to its internal financing, the Podravka Group has mainly long-term and a small number of short-term arrangements with domestic and foreign banks.



The following table sets out all loans as at 30 September, 1998 together with their interest rates.



Short-term loans for working capital������Creditor�Currency�Loan amount in currency�Loan amount in HRK�Interest rate (%)��a) Podravka d.d.������Privredna banka Zagreb�DEM�5,802,574.77�21,376,685.45�11.00��Raiffeisenbank Austria Zagreb�DEM�544,410.27�2,005,607.43�9.75��b) Poni d.o.o.������Gospodarsko kreditna banka Zagreb�HRK��79,000.00�11.00��Podravska banka Koprivnica�HRK��502,000.00�19.00��c) Sana Hoce������Krekova banka Maribor�SIT�50,000,000.00�1,944,600.00�18.20��Nova Ljubljanska banka Ljubljana�SIT�50,000,000.00�1,944,600.00�13.80��Krekova banka Maribor�SIT�46,000,000.00�1,789,032.00�17.20��Banka Vipa Nova Gorica�SIT�30,000,000.00�1,166,760.00�17.20��Pompe Maribor�SIT�12,000,000.00�466,704.00�26.80��d) Podravka International Warsaw������Big Bank Lublin�PLN�100,000.00�172,500.00�27.50��e) Podravka Ljubljana������Zemgros Ljubljana�SIT�218,020,000.00�8,479,233.84�13.55��Banka Vipa Nova Gorica�SIT�129,340,000.00�5,030,291.28�15.10��Faktor banka�SIT�80,000,000.00�3,111,360.00�14.65��Hmezad banka�SIT�30,000,000.00�1,166,760.00�15.65��Ljubljanska banka Ljubljana�SIT�25,000,000.00�972,300.00�16.25��f) Podravka Mostar������Dubrovacka banka Mostar�DEM�567,046.00�2,088,997.46�20.00��g) Podravka International Prag������Steiermarkische Bank Graz�DEM�1,000,000.00�3,904,000.00�6.75��h) Podravka International Sydney������Commonwealth Bank Sydney�AUD�13,067.00�48,018.00�0.00��i) Podravka International Budapest������Madarska vanjskotrgovacka banka�HUF�30,857,000.00�870,198.26�19.75��j) Podravka International Mohacs������Raiffeisenbank Pecs( �DEM�700,000.00�2,346,000.00�5.06��Madarska vanjskotrgovacka banka*�USD�379,370.00�2,587,000.00�5.31��k) Belupo Ljubljana������SKB Banka Ljubljana�SIT�17,098,632.00�665,000.00�17.55��Total���62,716,647.72�12.57��



Long-term loans for working capital������Creditor�Currency�Loan amount in currency�Loan amount in HRK �Interest rate (%)��a) Podravka d.d.������Hypobank Klagenfurt bonds�ATS�70,000,000.00�36,651,440.00�10.00��Bayerische Vereinsbank München( �DEM�60,000,000.00�221,040,000.00�6.13��Bank Austria Wien*�DEM�17,777,777.78�65,493,333.34�4.76��Hypobank Klagenfurt�DEM�6,776,847.02�24,965,904.42�7.00��Raiffeisenbank Wien�DEM�5,625,000.00�20,722,500.00�7.00��Crediop Italija - rescheduled�ITL�95,822,974.00�356,940.58�7.35��Raiffeisenbank Austria Zagreb�DEM�6,250,000.00�23,025,000.00�8.50��Zagrebacka banka Zagreb�DEM�5,627,989.44�20,733,513.10�9.00��Croatia osiguranje Zagreb�HRK��1,000,000.00�8.50��b) Belupo d.o.o.������Varazdinska banka Varazdin�HRK��23,000,000.00�12.00��c) Sana Hoce������Nova Ljubljanska banka�SIT�19,000,000.00�738,948.00�15.30��Probanka leasing�SIT�2,911,000.00�113,214.61�18.13��d) Podravka Mohacs������Cererre Trieste�DEM�2,500,000.00�9,873,000.00�18.00��Baranja County Employment Office�HUF�12,000,000.00�338,412.00�0.00��Total���448,052,206.05�7.17��

Long-term loans for investments������Creditor�Currency�Loan amount in currency�Loan amount in HRK �Interest rate (%)��a) Podravka d.d.������Podravska banka Koprivnica�DEM�91,895.94�338,544.64�3.00��Zagrebacka banka - P-101�DEM�301,750.00�1,111,647.00�5.99��Zagrebacka banka - P-102�DEM�219,087.85�807,119.64�7.76��Zagrebacka banka - P-103�DEM�64,399.75�237,248.68�6.31��Zagrebacka banka - P-105�DEM�39,844.75�146,788.06�6.82��Zagrebacka banka - P-106�DEM�122,583.39�451,597.21�7.40��Zagrebacka banka - P-107�DEM�1,054,000.00�3,882,936.00�6.96��Zagrebacka banka - P-108�DEM�146,284.00�538,910.26�7.52��Zagrebacka banka - P-109�DEM�361,191.00�1,330,627.64�6.03��Zagrebacka banka - P-110�DEM�197,200.00�726,484.80�6.83��Zagrebacka banka - P-111�DEM�239,700.00�883,054.80�7.68��Zagrebacka banka - P-112�DEM�181,872.00�670,016.45�7.51��Zagrebacka banka - P-113�DEM�168,300.00�620,017.20�7.37��Zagrebacka banka - P-114�DEM�37,116.67�136,737.81�7.84��Zagrebacka banka - P-115�DEM�206,550.00�760,930.20�7.65��Zagrebacka banka - P-116�DEM�714,460.00�2,632,070.64�6.62��Zagrebacka banka - P-117�DEM�300,556.77�1,107,251.14�7.82��Zagrebacka banka - P-118�DEM�573,840.00�2,114,026.56�5.33��Zagrebacka banka - rescheduled P-507, 508�USD�62,730.01�387,088.07�6.68��Zagrebacka banka - rescheduled P-503�ATS�37,577.87�19,675.47�7.10��Zagrebacka banka - rescheduled P-506�ATS�2,567,854.68�1,344,508.17�7.90��Max Kettner - gar. Zagrebacka banke�DEM�2,614,000.00�9,629,976.00�8.00��LUFT - credit line Hermes Varazdinska banka  �DEM�1,346,324.31�4,959,858.76�5.20��EBRD - Dalmatinska banka Zadar�DEM�4,666,665.47�17,191,995.59�8.50��b) Belupo d.o.o.������Merkur-Mainz Mainz( �DEM�8,158,431.87�30,055,663.01�4.74��Zagrebacka banka Zagreb(( �DEM�11,952,447.00�44,032,814.75�8.00��Dispomed Zagreb (Varazdinska banka)�HRK��5,029,757.00�9.00��Total���131,147,345.55�7.07��������The Zagrebacka banka loans refer to KFW and Bayerische Vereinsbank credit lines.������������������RECAPITULATION���Loan amount in HRK �Interest rate (%)��Short-term loans for working capital���62,716,647.72�12.57��Long-term loans for working capital���448,052,206.05�7.17��Long-term loans for investment���131,147,345.55�7.07��TOTAL:���641,916,199.32�7.68��

The long-term loans of the Podravka Group are secured on fixed assets to the value of HRK 647,245,000.



In October 1998, Podravka signed a long-term loan contract with Privredna banka d.d. Zagreb to the value of DEM 14,000,000 in the countervalue of HRK calculated according to the middle exchange  rate of the Croatian National Bank. The interest rate is 6-month LIBOR + 2.25% per annum. As at 10 October 1998, Podravka had drawn down HRK 11,154,261 of this loan.



At the same time, Podravka signed a long-term loan contract with Privredna banka d.d. Zagreb to the value of DEM 14,000,000. The interest rate is 6-month LIBOR + 2.25% per annum. As at 10 October 1998, Podravka has drawn down DEM 1,677,060, or HRK 6,264,489.92 calculated according to the middle exchange  rate of the Croatian National Bank.



At the end of October 1998, a loan contract was signed between Belupo (beneficiary), Podravka (co-debtor) and Privredna banka d.d. Zagreb to the value of DEM 20,000,000 in the countervalue of HRK calculated according to the middle exchange  rate of the Croatian National Bank. The interest  rate is 7% per annum. As at 10 October 1998, Belupo had drawn down HRK 51,445,399.20 of this loan.





Receivables



Due to the high internal  insolvency within the Croatian economy, the amount of unpaid receivables is increasing, with a rate of increase higher than the rate of increase in turnover. 



This disproportion was exacerbated by the introduction of Value-Added Tax on 1 January 1998. The tax requirements on the Podravka Group have changed from being relatively small to relatively large; in the first half of 1997, the Group paid HRK 15,536,000 in Sales Tax, while in the same period in 1998, the Group paid HRK 79,026,000 in Value-Added Tax. This significant tax increase has also directly contributed to the increase in unpaid receivables.



The reduced liquidity in the market has resulted in an increase in receivables, especially from large privatised retailers and wholesalers. Podravka undertakes various measures to redress this situation (discontinuing delivery,  compensation, etc.). The payment periods in the sales contracts range from 15 to 50 days, but the average repayment period in 1997 was 70 days for the Podravka parent company and 68 and 82 days for its subsidiaries Belupo and Danica respectively.



Receivables amounted to HRK 459,598,000 at the end of 1997 and HRK 546,997,000 on 30 June 1998, which represents an increase of 19% on the beginning of the year.



in HRK 000



�31.12.1997�30.06.1998�%�������Receivables from domestic customers�311,305�382,223�22.78��Receivables from customers abroad�148,293�164,774�11.11�������Total:�459,598�546,997�19.02��

To cover possible losses from bad and doubtful debts, the Podravka Group regularly amends its receivables in accordance with its accounting policy, which complies with International Accounting Standards. Provisions for bad and doubtful debts stood at HRK 89,217,000 on 30 June 1998.



Treasury



Podravka has kuna and foreign currency deposit accounts with five banks: Zagrebacka banka d.d. Zagreb, Privredna banka d.d. Zagreb, Raiffeisenbank Austria d.d. Zagreb, Varazdinska banka d.d. Varazdin and Podravska banka d.d. Koprivnica. The sums are deposited in short-term interest bearing kuna accounts.



Kuna surplus that appear within the Podravka Group are mainly placed internally.



Co-ordinated by the Finance Sector, the Liquidity Committee deals with Podravka’s cash management and oversees movements in working capital. This is carried out with the participation of representatives from the Sectors for claims and taxes, purchasing, sales, finance and sales in subsidiaries in Croatia.



Each of these sectors is responsible for movements in working capital in their domain. Should the amount of working capital differ from the optimum for normal business, each sector is able to react in time and immediately take corrective measures.



While taking care of liquidity and working capital, the Liquidity Committee constructs cash flow forecasts, analyses actual as opposed to planned cash flows, establishes a priority list for payments and proposes solutions connected with the problem of receivables with special attention to bad and doubtful debts and large customers.



Podravka pays great attention to the management of working capital and has set up control mechanisms which quickly detect problems and instigate their removal. The results of actions to ensure liquidity at all levels are reviewed daily, weekly and monthly. 



As a result of this attention to all forms of working capital, the Podravka Group has constantly maintained liquidity.



�5.11. Investments and capital expenditures



Investments in securities



The Podravka Group’s main investments in securities consist of shares in associated companies and in certain Croatian banks.



The following table sets out investments.



In HRK 000



�31.12.1995�31.12.1996�31.12.1997��Investments in associated companies�����Panonska pivovara d.o.o.�46,875�79,986�86,470��Hotel "Podravina" d.o.o.�5,712�5,799�9,797��Total:�52,587�85,785�96,267�������Investments in banks�����Varazdinska banka�8,088�8,912�5,074��Privredna banka�4,900�2,269�2,269��Podravska banka�16,299�10,298�2,205��Gospodarsko kreditna banka�1,268�1,268�1,520��Sisacka banka�2,778�1,111�0��Rijecka banka�3,264�0�0��Other banks�11,051�7,636�5,225��Total:�47,648�31,494�16,293�������Other investments�����NK "Croatia" Zagreb�7,264�7,264�7,264��Other investments�787�74�1,202��Total:�8,051�7,338�8,466��

The investments in associated companies are shown in the financial statements using the equity method and consist of a 40% share in Panonska pivovara d.o.o. Koprivnica and a 50% share in Hotel ‘Podravina” d.o.o. Koprivnica. The investments in Croatian banks and other investment are shown in the financial statements as investment costs.



Capital expenditures



In 1997, HRK 98.5 million, or 72% depreciation, was invested in fixed assets. This included HRK 59.3 million invested in continuing the construction of the new pharmaceuticals plant in Koprivnica, which will be completed in 1999.



The following table sets out the most important capital expenditures in 1997: 



In HRK 000



�Capital expenditures��New pharmaceuticals plant in Koprivnica�59,305��Replacement of worn out equipment�11,195��Refurbishing business premises�9,997��Investment in Panonska pivovara�7,593��Computer equipment�4,993��Office equipment and vehicles�3,473��Plans for the new Vegeta and soups plant�1,905�����Total:�98,461��

Podravka financed 83% of these investments and the remaining 17% was raised through bank loans. Podravka plans to invest approximately DEM 244 million over the next five years as follows:



Completion of construction of the new Belupo pharmaceuticals complex consisting of production plant, warehouse and laboratory for the development of new formulations and quality control. Construction of the pharmaceuticals plant began at the end of 1996. Total investment in the pharmaceutical complex in the Koprivnica industrial zone will amount to approximately DEM 72 million, of which about DEM 20 million was invested in 1996 and 1997. The new plant, which will increase capacity and profitability and which will enable the production of drugs in accordance with the international standards of Good Manufacturing Practice (GMP), will begin production in the middle of 1999.



Construction of the new Vegeta plant in Koprivnica began at the beginning of August 1998 within the Danica industrial zone. At the moment, Podravka is unable to satisfy the market demand, particularly because of bottlenecks in production. Investment in new production capacity is essential in order to expand the existing capacity and to modernise production to satisfy the high technical and technological production requirements. The total investment amounts to about DEM 53 million. The plant is designed for a strictly enclosed and ‘dry’ production process without effect on the environment, together with up-to-date computerisation of the production process, a high degree of functional safety, and full quality assurance of the finished product. The new Vegeta plant is being constructed to allow for future expansion for the production of soups. The up-to-date technical and technological solutions which will be applied in the production process will result in reduced production costs. Productivity will increase by 100%, thus reducing labour costs. 247 workers will be employed in the plant in the first year. In addition, energy costs are expected to be reduced. The new plant will produce the basic mixture for Vegeta intended for plants in Poland and Hungary, and the finished product for the Croatian, Slovenian and Bosnia-Hercegovinian markets. The new plant will provide the urgently needed increase in production capacity with minimum energy consumption and top quality mixing. The present plant will be used for the production of soups. The new plant is expected to be in operation in mid-2000.



Poland is Podravka’s most important export market. The largest amount of Vegeta is sold there and the highest earnings from its sale is achieved there despite customs duties and import tariffs. Market research shows that the Polish market has a greater potential than is used at present. Production in Poland would increase profitability in that market, since there would be no customs duties and the other import tariffs; it would also ensure improved supply and distribution of Podravka products in the region, stimulated by increased market demand. As a result, Podravka decided to build a small plant for the production of Vegeta and soups in Poland. The total value of the investment is estimated at DEM 32 million. The plant will be located at Kostrzyn in a favoured economic zone, so the subsidiary that will be established there will enjoy significant tax relief. This venture will significantly improve profitability in the Polish market as a result of corporate tax exemption, reduced customs duties, and cheaper raw materials, energy, labour and transport. In addition, the construction of production capacity in Poland is of strategic value in that Poland is close to other large markets, Podravka would be in a more competitive position,  and the easier distribution would allow a more aggressive penetration into the Polish and neighbouring markets, which would all help achieve long-term stability in this market. The plant will employ 141 workers. The plant is expected to begin operation at the beginning of 2000.



The introduction of a new integral information system during 1998 to the value of DEM 17 million. The system includes hardware, software and implementation. The aim is to completely install the new integral information system by the end of 1999. The basic aim of the system is to link all the parts of the Podravka Group into one whole and thereby provide strong support for the business system. It will allow close monitoring of the business processes and provide the information basis for strategic decision-making.



Significant funds will be invested in smaller development programmes, the replacement of worn out equipment, environmental protection and cost reduction.



The following table sets out capital expenditure plan for the period 1998-2002.



 in DEM 000s 



Project�1998�1999�2000�2001�2002�Total ��I  Projects��������1. Belupo pharmaceutical plant�38,509�13,684�-�-�-�52,193��2. Vegeta plant at Koprivnica�26,680�26,111�-�-�-�52,791��3. Vegeta plant in  Poland�9,477�22,057�-�-�-�31,534��  Total�74,666�61,852�-�-�-�136,518��II Other projects��������   Information technology�8,220�8,220�-�-�-�16,440��   Environmental upgrades�750�2,500�3,000�-�-�6,250��   Replacements and upgrades�11,500�11,500�11,500�11,500�11,500�57,500��       - Podravka d.d. �8,950�7,448�7,448�7,307�7,307�38,460��       - Belupo d.o.o.�1,500�1,500�1,500�1,500�1,500�7,500��       - Danica d.o.o.�761�845�845�845�845�4,141��       - Other�289�1,707�1,707�1,848�1,848�7,399��   Consultancy and implementation services�2,000�2,000�-�-�-�4,000��   Total�22,470�24,220�14,500�11,500�11,500�84,190��III Contingency�10,000�7,000�3,000�2,000�2,000�24,000��Total (I+II+III)�107,136�93,072�17,500�13,500�13,500�244,708��

The funds to complete the capital expenditure plan will be raised from the following sources:



in DEM 000s 



�1998�1999�2000�2001�2002�Total����������Internal cash flow�30,684�28,262�17,500�13,500�13,500�103,446��Capital increase (EBRD)�30,000�20,000�-�-�-�50,000��New long-term loans�12,045�38,429�-�-�-�50,474��Existing long-term loans�34,407�6,381�-�-�-�40,788����������Total:�107,136�93,072�17,500�13,500�13,500�244,708��

�5.12. Management





General 



In accordance with Podravka’s Articles of Association adopted in December 1995, and with the amendments made in September 1996, July 1998 and November 1998, and in accordance the Companies Act, Podravka has a Supervisory Board and a Management Board. These two bodies are completely separate and no one person can be a member of both bodies at the same time. Members of the Management Board manage the business of Podravka and make decisions at meetings or elsewhere in written form. Podravka is represented by the Management Board as a group and by every member of the Management Board independently and individually. The right of representation has not been given by the date of publication of this Prospectus.



The Supervisory Board supervises the management of Podravka. The Supervisory Board appoints and removes the president and members of the Management Board. The Articles of Association stipulate that certain actions (founding and disbanding a Podravka branch office, founding new trade associations and cancelling existing associations, accepting the Proceedings for the Management Board, legal business, capital investment and other investment where the individual value is larger than 1% of Podravka’s share capital and which does not relate to normal commercial business) can be carried out only through  previous agreement with the Supervisory Board (and only exceptionally through agreement after the fact).





The Supervisory Board



The Supervisory Board has 9 members, of which 6 are elected by the shareholders at the General Assembly by a three-quarter majority of the votes cast. Two members of the Supervisory Board are appointed by the Croatian Privatisation Fund which has this authority so long as it owns shares which constitute at least 10% of Podravka’s share capital. One member of the Supervisory Board is appointed by the European Bank for Reconstruction and Development, as long as it owns at least 5% of Podravka’s share capital.



Members of the Supervisory Board are elected or appointed for four years. The beginning of the mandate for each member of the Supervisory Board is calculated from the day the mandate was entered into the court register.  Members of the Supervisory Board are elected by the General Assembly by a three-quarter majority of the votes cast. 



A member of the Supervisory Board can be removed by the General Assembly before the expiration of his or her mandate by decision of at least a three-quarter majority of the General Assembly. An appointed member of the Supervisory Board can at all times be removed and replaced with another person by whoever appointed him or her. If the requirements for the appointment of a member to the Supervisory Board have not been met, the General Assembly can remove that member by a simple majority of votes. 



The Supervisory Board elects a president and a vice-president from its members. The Supervisory Board makes its decisions, if the majority of its members is present, by the simple majority of votes of all members present. The Supervisory Board decides about questions that are in its jurisdiction at its meetings and in accordance with the Supervisory Board Proceedings. Exceptionally, if there are simple matters to decide, or if decisions are urgent and have to be made without delay, the Supervisory Board can make decisions without a meeting in person but by voting in written form, by letter, telegram, telefax etc., if none of the members of the Supervisory Board object to such a procedure. 



The current members of the Supervisory Board were elected or appointed to the Supervisory Board as follows:



a) Zeljko Durdina and Zvonimir Majdancic were elected to the Supervisory Board by the Podravka General Assembly of 25 September 1997. 



b) Bozo Prka was elected to the Supervisory Board by the Podravka General Assembly of 3 July 1998.



c) Lidija Zoric and Darko Ostoja were appointed to the Supervisory Board by the Croatian Privatisation Fund of 16 September 1998.



d) Juliet Sj(borg was appointed to the Supervisory Board by the European Bank for Reconstruction and Development on 18 September 1998.



e) Sonja Klingor, Slavko Antolic and Franjo Cirkvenec were elected to the Supervisory Board by the Podravka General Assembly of 6 November 1998. 



The members of the Supervisory Board have the following duties outside of Podravka:



Member of the Supervisory Board�Other duties��Bozo Prka

president�president of the Management Board of Privredna banka Zagreb d.d., Zagreb;

member of the Supervisory Board of AKD d.d., Zagreb;

member of the Supervisory Board of Suncani Hvar d.d., Hvar;

member of the Supervisory Board of Elan d.d., Begunje��Slavko Antolic, Ph.D. 

vice-president

�__��Franjo Cirkvenec, 

member

�member of the Supervisory Board of Sloga d.d. Koprivnica; head of Koprivnicko-Krizevacka County Council��Zeljko Durdina, 

member

 �member of the Supervisory Board of Podravka d.o.o. Siroki Brijeg, Bosnia-Herzegovina; 

member of the Supervisory Board of Podravka d.o.o. Ljubljana, Slovenia;

head of the Management Board of the Podravka - Koprivnica Shareholders’ Association  ��Sonja Klingor, 

member 

�head of the Zagreb and the Zagreb County Regional Office for Displaced Persons and Refugees  ��Zvonimir Majdancic,

member 

�__��Darko Ostoja, 

member 

(appointed)�member of the Management Board of I.C.F. d.o.o., Zagreb; 

member of the Management Board of Epic-Invest d.o.o., Zagreb;

member of the Management Board of the Zagreb Stock Exchange;

secretary of the Rotary Club, Zagreb;

member of the Management Board of Poliklinike Ruben, Zagreb��Juliet Sj(borg, 

member

(appointed)�Head of the Office of the European Bank for Reconstruction and Development in Zagreb (EBRD)��Lidija Zoric, 

member 

(appointed)�Adviser on economic affairs to the President of the Republic;

director of Superkasica d.o.o. Zagreb��

Biographies of members of the Supervisory Board



Bozo Prka. Born 1958. Graduated from the Foreign Trade College in Zagreb and received a Master’s degree from the Faculty of Economics, University of Zagreb. Was the sales director and later the finance director of Diona in Zagreb, the financial advisor for Progres, a consulting company, and tax and accounting advisor for TEB in Zagreb. In 1992 was appointed assistant to the Minister of Finance, and in 1993 became Deputy Minister of Finance. From 1994 to 1997 was the Minister of Finance in the government of the Republic of Croatia. He was elected President of the Management Board of Privredna Banka Zagreb in 1998. In 1996 was awarded the title of Minister of the Year by Central European magazine. He has participated in and lectured at many conferences and seminars organised by the Council of Europe, EFFAS, Euromoney, Wall Street Journal, etc. 



Slavko Antolic. Born 1953. Graduated from the Medical Faculty, University of Zagreb, and then specialised in epidemiology. Awarded a Master’s degree in epidemiology and public health. At the same time took many courses and attended numerous seminars on management, computer literacy, finance and accounting, and foreign languages. From 1978 to 1991 worked in public medicine as a general practitioner and an epidemiology specialist (4 years as head of department and service). In 1991 joined the Ministry of Defence Health Directorate, as senior advisor in health protection provided to the Croatian Army, and took an active part in the Croatian War of Independence. From 1993 to 1995 worked for a private company in marketing and sales of medical equipment, health disposable materials and medicine. In 1995 joined Belupo as Assistant to the Director of Sales - Marketing Division, Director of the Marketing Division and finally as Assistant to the General Director. 



Franjo Cirkvenec. Born 1953. Graduated from the Faculty of Law, University of Zagreb. In 1978 began work for Koprivnica County as a legal assistant. From 1981 to 1991 was the director of the financial and property sector at Koprivnica County Council, before joining the Executive Council of Koprivnica County. In 1993 became an independent advisor at the Office of the Director of the Republic of Croatia’s Pension and Disability Insurance Fund in Zagreb, and in 1994 was appointed director of the regional office of the Croatian Pension and Disability Fund in Koprivnica where he is still employed. In 1997 became the voluntary president of the Koprivnicko-Krizevacko County Council.



Zeljko Durdina. Born 1948. Graduated from the Faculty of Technology’s  Department of Chemistry and Technology, University of Zagreb, where he also received his Master’s degree in 1981. After graduation began working for Podravka, where he has been employed ever since. Was involved in the production of soups and Vegeta. Was the head of the meat products laboratory and technical director for the production of soups and seasoning. Then became the Technical Manager and later Managing Director of the Soup Plant. For a while he was director of RO Foods, a member of the Managing Board of Podravka and director of PC Foods. Is at present head of the team responsible for the construction of the Vegeta plant in Koprivnica. 



Sonja Klingor . Born 1951. Graduated from the Higher Medical College in Zagreb. Worked for Merkur Hospital, Jordanovac Hospital and for the City of Zagreb Institute for the Protection of Health. In June 1991 joined the Republic of Croatia’s Military Health Headquarters. In 1992 started working for the Croatian Government Office of  Displaced Persons and Refugees. Initially was the co-ordinator of the European Union Aid Programme, and later became the head of the Department for Humanitarian Aid and Transport. In 1996 was named Director of the Regional Office for Refugees and Displaced Persons in Zagreb. Was decorated for her role in the Croatian War of Independence and awarded a Humanity Charter by the Osijecko-Baranjska County. In 1993 became the first Croatian to receive the European Union medal for humanity. 



Zvonimir Majdancic. Born 1943. Graduated from the Faculty of Economics, University of Zagreb, and started working for Podravka in 1965. From 1965 to 1967 was involved with economic analysis and planning. From 1968 to 1971 was head of the Department for Organisation and Distribution, and the head of the Department for Planning and Analysis. In 1971 became the director of the Economic Centre. In 1977 became the director of SOUR Joint Business. In 1979 headed the department of General Co-ordination. In 1980 he became assistant to the general director for general co-ordination, economics and organisation. In 1981 became vice-president of the Management Board. In 1985 appointed director of Podravka - Robni promet (Goods Management). In 1988 he was director of the Marketing organisational unit. In 1990 was elected General Director, that is the president of the Management Board of Podravka where he stayed until September 1997. Received the Order of Danica of Croatia with the portrait of Blaz Lorkovic and was decorated for his role in the Croatian War of Independence. Today, he is advisor to Podravka’s president of the Management Board.



Darko Ostoja. Born 1953. Graduated from the Faculty of Mechanical Engineering, University of Zagreb. Took a course in business management at Babson College in the United States in 1991, and in 1994 took the broker’s exam in Zagreb. Has been involved in private enterprise since the beginning of his professional career. From 1980 to 1990 was the owner and director of Meting of Cakovec, a company for the renewal and reconstruction of industrial plants with 120 employees. From 1990 to 1995 was the co-owner and director of Consult Invest of Varazdin, and in 1995 he became the co-owner and director of the association for trading in securities, I.C.F. d.o.o. in Zagreb. He managed significant business projects and was especially involved in many acquisitions involving the introduction of foreign capital and know-how into Croatia. He planned and executed one of the biggest Croatian enterprises abroad - the takeover of Slovenia’s Elan. He is a member of the Management Board of Epic-Invest for the management of investment funds (the founder of Dom Fond) the most successful participant in the coupon privatisation process in Croatia. 



Juliet Sj(borg. Born 1963. Graduated from the School of Engineering of the University of Pennsylvania, Philadelphia. From 1986 to 1988 worked as a system engineer in Ouestech Inc., USA. Awarded a Master’s degree in Economics at the College of Law and Economics of the University of Nice, and a Master of Business Administration at Wharton School, University of Pennsylvania. During 1991 was consultant to the Ministry of Privatisation of the Government of the Republic of Poland and participated in the pre-privatisation valuations of the Polish pharmaceuticals industry. In 1992 joined the European Bank for Reconstruction and Development (EBRD) in London. Worked in transactions in the public and private sectors in Romania and Moldova and paid special attention to the electric power industry in Croatia, Macedonia and Georgia. Since 1996 has headed the EBRD office in Zagreb, where she leads the EBRD projects with Pliva, HEP and Podravka and takes part in the work on EBRD projects in the private and public sectors with a portfolio value of more than 500 million US dollars.



Lidija Zoric. Born 1954. Graduated and awarded a Master’s degree at the Faculty of Economics, University of Zagreb, specialising in economic analysis. Also graduated from the Faculty of Economic, University of Dijon, France. Until 1992 worked at the Economics Institute, Zagreb, in the fields of monetary policy, finance and economic policy in general. After that was appointed adviser to the President of the Government of the Republic of Croatia.  Worked at Osiguranje Helios d.d. (insurance company) as member of the Management Board and financial director, then as adviser to the Board of Trgovacka banka d.d. in Zagreb. Since 1 January 1998 has served as adviser to the President of the Republic on economic affairs.



Management Board



In accordance with the Articles of Association,  the Podravka Management Board consists of the president and at least four but not more than seven members. The precise number of members is prescribed by the Supervisory Board. The president and members of the Management Board are appointed by the Supervisory Board for a period determined when the decision to appoint is made (but for a maximum of five years); members can be re-appointed. Under certain conditions, where there is important reason (for example gross misconduct), the Supervisory Board may remove individual members of the Management Board or the president of the Management Board before their term of office has expired and appoint new members of the Management Board. 



The members of the Management Board conduct Podravka’s business activities, deciding the most important issues together (for example: preparing and calling the Annual General Assembly, reporting to the Supervisory Board, making strategic decisions, planning, submitting financial reports, nominating and retiring executive directors, etc.) or individually and independently according to the division of responsibilities for specific areas or activities between members of the Board. The method of work and the division of responsibilities are laid down in the Proceedings for the Management Board which is passed by the Management Board in agreement with the Supervisory Board. Thus the president of the Management Board, Ante Babic, organises the work of the Management Board and co-ordinates Podravka’s business activities a whole, Vlado Maric is the vice-president of the Management Board, Zvonko Pavlek is responsible for branded food products, Nikola Felak is responsible for pharmaceuticals, Stanislav Biondic is responsible for restructuring and associated companies, Jürg Schütz is responsible for finance, while Branka Perkovic is responsible for human resources and legal affairs. 



The Management Board reports regularly to the Supervisory Board on all important questions of strategy and business policy, profitability, business status, and any business which may have a significant impact on the profitability or liquidity of Podravka.  



The president and other members of the Management Board were appointed by the Supervisory Board on 25 September 1997, while Jürg Schütz was appointed by the Supervisory Board on 3 August 1998.



The President and members of the Management Board have the following duties outside those of the Podravka Management Board: 



Member of the Management Board �Other Duties��Ante Babic, 

president

�member of the Supervisory Board of Podravske banke d.d., Koprivnica;

president of the “Koprivnica” Tennis Club��Vlado Maric, 

vice-president 

�member of the Supervisory Board of Pomka d.d., Belupo d.o.o., Danica d.o.o. and Ventrade d.o.o., all based in Koprivnica; member of the Supervisory Board of Belupo d.o.o. Ljubljana, Slovenia; 

member of the Supervisory Board of Croatia Osiguranje d.d. Zagreb; 

president of the Managing Council of “Ljekarna Koprivnica”;

vice-president of “Slaven Belupo” Football Club; 

president of Koprivnica Riding Club; 

member of the Koprivnicko-Krizevacka County Council��Stanislav Biondic, 

member�president of the Supervisory Board of Danica d.o.o. and Hotel Podravina d.o.o. Koprivnica; 

president of the “Fazan” Hunting Club, Drnje;

member of the Management Board of the “Podravka” Fishing Association, Koprivnica;

member of the Management Board of the Podravka Shareholders’ Association, Koprivnica��Nikola Felak, 

member�only member of the Management Board of Belupo d.o.o., Koprivnica;

president of “Slaven Belupo” Football Club ��Zvonko Pavlek,

member

�member of the Supervisory Board of Panonska pivovara d.o.o., Koprivnica, member of the Supervisory Board of Podravka International, Warsaw, and Podravka International Bratislava, 

member of the Management Board of Podravka Dolcela Handball Club��Branka Perkovic, 

member

�member of the Supervisory Board of Belupo d.o.o. and Panonska pivovara d.o.o. in Koprivnica��Jürg Schütz

member�___��

Biographies of Members of the Management Board



Ante Babic. Born in 1938. Was awarded a degree from the Faculty of Mechanical Engineering, University of Zagreb, in 1966, after a year’s professional training at the Swedish company ‘Facit’. Became head of Equipment and Buildings Maintenance at Podravka in 1959. In 1966 assumed responsibility for production at Podravka, and in 1970 became Director of Research and Development. Co-ordinated large development and investment projects, such as the planning and construction of the pharmaceuticals plant, the meat complex, the mineral water and beverages bottling plant, the complete overhaul of the soup and Vegeta plant, the babyfood plant and so on. In 1984 established Podravka’s trade journal, becoming its editor-in-chief. In 1989 was appointed Vice-President for Research and Development, responsible for the development and co-ordination of medium- and long term planning. At the same taught on many training seminars for Podravka employees. Head of the programme for reconstructing Podravka for profit growth. Named President of the Management Board last year.    



Vlado Maric. Born 1953. Graduated from the Faculty of Economics, University of Zagreb, in 1980, specialising in foreign trade. Attended the Zagreb Business School, an international college for regional development. At Podravka since 1980, in a number of leading positions, managing business processes in the fields of economics, finance, accounting, planning, commerce and organisation in the foods and pharmaceutical industries. In 1990 became President of the County Committee for Economy and Social Planning for the county of Koprivnica, and in 1993 returned to Podravka as Assistant Director for Economics, Finance and Commerce at Belupo. In 1997 became Member of the Management Board for company finance, international finance, financial control, accounting and information systems, and in 1998 Vice-President of the Management Board.  



Stanislav Biondic. Born 1955. Graduated from the Faculty of Economics, University of Zagreb, in 1981. Joined Podravka in 1982, working in the fields of planning, analysis, organisation and distribution. Became head of the distribution department in 1984, and six years later was appointed director of the organisation and distribution division. In May 1996 became co-ordinator of the team for reconstructing Podravka for profit growth, concentrating in particular on divesting subsidiaries which did not fit into Podravka’s strategic plan. In 1997 appointed head the team for human resources. From December 1995 to September 1997 member of the Podravka Supervisory Board as representative of the Small Shareholders Association. Named Member of the Podravka Management Board for reconstruction and associated companies.



Nikola Felak. Born 1941. Graduated in Biotechnical Engineering at the Technical Faculty, University of Zagreb. Began his career at Podravka in 1968 as director of development, and was director of Panonska pivovara d.o.o  brewery) from 1970-1. Technical director of Belupo-Podravka from 1971 to 1978, when he became director of the company. In 1982 named co-ordinator of Podravka’s development programme, and from 1986-92 was director of Medikem in Virje. In 1992 continued at Podravka as director of Belupo Koprivnica. Member of the Podravka Management Board for Belupo since September 1997, the only member from that company. Received an award from the Croatian Chamber of Commerce in Bjelovar, and was decorated for special services to commerce. Member of the Croatian Pharmaceutical Society.



Zvonko Pavlek. Born 1941. Graduated from the Faculty of Economics and received a M.Sc. in Marketing from the University of Zagreb. Attended seminars and professional training in the field of business management at Nestle, Vevey. Most of his time at Podravka has been Member of the Management Board for marketing. Since arriving at the company, worked on the introduction of concepts, systems and organisation of marketing in Croatia and abroad, especially on innovations in production, communication, etc. Has published about twenty professional and scientific papers in the fields of market research, communication, programming marketing and product management, the majority of which were presented at local and international symposia and faculties. Re-elected Member of the Management Board for branded food products in September last year.



Branka Perkovic. Born 1956. Graduated from the Faculty of Law, University of Zagreb, in 1980. Joined Podravka in the same year, working in the fields of employment, housing, commercial and property law. In 1990 became head of the property and commercial legal service. From 1994-6 was advisor in the Managing Director’s office. In May 1996 became a member of the team for reconstructing Podravka for profit growth, in co-operation with the consulting company A.D. Little. Named secretary of the Podravka Management Board in January 1997, and appointed Member of the Podravka Management Board for human resources and law in September of the same year. Awarded the SEFIC certificate by the London Chamber of Commerce and Industry. Particularly involved with changes in organisation and status, as well as acquiring and selling property. Passed the judge examination.



Jürg Schütz. Born 1953.  Graduated in Economics at the Business School of Economics and Public Administration in Zürich. Is particularly interested in corporate financial control and management, as well as the preparation, development and implementation of management information systems. Work experience to date includes the Zürcher Kantonalbank, at which he was responsible for retail banking, the FNCB - First National City Bank (now City Bank), Habasit AG in Switzerland, where he was director of financial control for Habasit Holding Ltd., the Swiss company Vetropack Ltd., where he was first vice-president and general director of financial control, before being given the responsibility for integrating the Croatian company ‘Straza’ into Vetropack Holding when it was bought by Vetropack. Appointed Member of the Management Board for finance this year.



The secretary of the Podravka Management Board is Josko Siric. Born 1949. Joined Podravka in 1974, after graduating in Law at the University of Zagreb. Among other positions was director of the legal and human resources service of Podravka Trade, and co-ordinator of legal affairs at Podravka Food Industries. Named secretary in October 1997. Passed the judge examination. 



The address of the Management Board and the secretary is : 



Ulica Ante Starcevica 32

48000 Koprivnica

Croatia





5.13. Remuneration of the Members of the Supervisory and Management Board



Based on the decision of the Podravka General Assembly of 25 September 1997, members of the Supervisory Board have the right to a monthly remuneration equal to the value of two average gross monthly salaries of employees of the Podravka Group in the previous month. The vice-president of the Supervisory Board receives this remuneration but increased by 30%, while the President of the Supervisory Board receives this remuneration but increased by 50%. Furthermore, members of the Supervisory Board have the right to be reimbursed for all reasonable expenses which may arise in the course of fulfilling the duties of a member of the Podravka Supervisory Board. Members of the Supervisory Board do not have a contract of employment with Podravka nor any other contract regarding the duties of a member of the Podravka Supervisory Board.



The members of the Management Board have a Directors’ Service Contract dating from 23 October 1997.



According to these contracts, members of the Management Board have an annual gross salary of HRK 492,000 (Perkovic, Maric, Biondic), HRK 540,000 (Pavlek, Felak), while the President of the Management Board has an annual gross salary of HRK 576,000. Members of the Management Board have no other rights to additions to their salary (overtime and other special conditions). According to Podravka’s financial results, members of the Management Board may receive special bonuses as decided by the Supervisory Board. These bonuses may be determined as a share of Podravka’s profits or a nominated amount, and may be paid either in cash or in Podravka shares.



Furthermore, members of the Management Board have the right to the use of a company car and an entertainment allowance. Podravka is required to insure members of the Management Board against death or invalidity to a sum to be determined by the Supervisory Board. If a member of the Management Board falls ill or is injured, he or she has the right to the highest level of treatment, and any additional costs which are not recognised by the health insurance organisations will be borne by Podravka.  On retiring from his or her duties as a member of the Management Board, Podravka will pay a severance bonus of one monthly gross salary (the average of the last three months) for each year spent fulfilling the duties of member of the Management Board.



If the Supervisory Board removes a member of the Management Board before his or her term has expired, through no fault of his or her own and without terminating the contract of employment, or if the Supervisory Board accepts the written resignation of a member of the Management Board, the member has the right to be assigned a position suitable for his or her qualifications, capabilities, experience and professional expertise. If the member of the Management Board accepts the new position, he or she has the right to the salary received as a member of the Management Board for a further twelve months. If, however, the member of the Management Board does not accept the new position, or such a position does not exist in Podravka, then the period of notice is six months, during which the member of the Management Board is not obliged to work, but has the right to receive salary as if he or she had been working to the end of his or her period of notice.  Furthermore, the member of the Management Board has the right to a severance bonus of one monthly gross salary as a member of the Management Board (the average of the last three months) for each year spent working at Podravka, its legal predecessors or successors, legal entities which are merged with Podravka and associated companies in the Podravka Group.



In all other respects not specially regulated in these contracts, members of the Management Board have the same rights and duties as other employees at Podravka in accordance with the law, collective contracts and other regulations.



Jürg Schütz, member of the Podravka Management Board, has a contract from 1 October 1998 on his rights, duties and salary as a member of the Podravka Management Board. In contrast to the other members of the Management Board, Jürg Schütz does not have a contract of employment at Podravka. On the basis of this contract, Jürg Schütz has the right to a monthly net salary of 16,650 Swiss Francs, payable in Croatian HRK according to the exchange rate of the day of the bank at which he has a special account, as well as 25 return air tickets annually (business class) between Croatia and Switzerland. Jürg Schütz, in contrast to the other members of the Management Board, does not have the right to a severance bonus on retirement, nor in event of being removed from the board or resigning. Jürg Schütz is entitled to resign with six months’ notice. If his is removed, through no fault of his own, before the completion of his term on the board, the period of notice is six months, during which time Jürg Schütz is not obliged to work, but has the right to receive remuneration as if he had worked as a member of the Management Board until the end of the period of notice. In all other respects Jürg Schütz’s contract is no different from that of other members of the Management Board.



Total gross remuneration of members of the Supervisory Board and Management Board in 1997: 



Member of the Supervisory Board / Management Board�Gross remuneration in 1997 (Croatian Kuna).��Ante Babic�144,000.00��Vlado Maric�123,000.00��dr. Slavko Antolic �0��Stanislav Biondic�123,000.00��Franjo Cirkvenec�0��Zeljko Durdina �20,735.00��Nikola Felak�135,000.00��Sonja Klingor�0��Zvonimir Majdancic�20,735.00��Darko Ostoja �0��Zvonko Pavlek�294,508.59��Branka Perkovic�123,000.00��Bozo Prka�0��Jürg Schütz�0��Juliet Sj(borg�0��Lidija Zoric �0��

Notes



With reference to the above table, it should be noted that the majority of members of the Supervisory Board (apart from Zvonimir Majdancic and Zeljko Durdina) were elected or appointed this year, while the majority of members of the Management Board (apart from Zvonko Pavlek and Jürg Schütz) were appointed in September last year. 



5.14. Supervisory and Management Board members interests



Member of the Supervisory Board / Management Board�Shares in Podravka ��Ante Babic�Has 211 shares, spouse has 200 shares ��Vlado Maric�Has 603 shares, spouse has 606 shares ��dr. Slavko Antolic �Has no shares��Stanislav Biondic�Has 208 shares, spouse has 205 shares, father has 200 shares ��Franjo Cirkvenec�Has no shares��Zeljko Durdina �Has 320 shares, spouse has 105, father has 76 shares ��Nikola Felak�Has 200 shares, spouse has 200 shares ��Sonja Klingor�Has no shares��Zvonimir Majdancic�Has 210 shares, spouse has 200 shares ��Darko Ostoja �Has no shares��Zvonko Pavlek�Has 200 shares ��Branka Perkovic�Has 358 shares, spouse has 200 shares ��Bozo Prka�Has no shares��Jürg Schütz�Has no shares��Juliet Sj(borg�Has no shares��Lidija Zoric �Has no shares��5.15. Employees

On 30 June 1998 the Podravka Group had a total of 7,002 employees, of whom 426 were employees of Podravka’s foreign subsidiaries.



During the last three years there has been a significant reduction in the number of employees, as can be seen from the following table: 





Organisational part of the Podravka Group

�Number of employees on 31.12.1995�Number of employees on 31.12.1996�Number of employees on 31.12.1997�Number of employees on 30.06.1998��Podravka d.d.�5,051�5,003�4,392�4,733��Danica d.o.o.�1,146�968�848�835��Belupo d.o.o.�842�881�809�795��Podravka - International �301�308�386�426 ��Koprivnicka tiskarnica d.o.o.�189�180�154�144��Podravka-inzenjering d.o.o.�0�41�41�38��Poni d.o.o.�0�29�28�31��Panonska pivovara d.o.o. �268�0�0�0 ��Podravsko gospodarstvo d.o.o.�361�0�0�0 ��Podravsko pletarstvo d.o.o. �106�0�0�0��Segestica d.o.o. �218�0�0�0��Daruvarcanka d.o.o. �163�0�0�0��Poljoservis d.o.o. �107�102�6�0 ��Zlatka d.o.o.�632�598�206�0��Podravka Sport d.o.o.�22�23�27�0��PODRAVKA GROUP - Total �9,406�8,133�6,897�7,002��

Podravka’s restructuring in terms of the activities of its employees resulted in a reduction in the number of employees by  1.236 in 1997. The implementation of measures to rationalise the workforce during this period was carried out by means of redundancies accompanied by the payment of severance pay, early retirement for those who met the necessary conditions, invalidity pensions and reduction in the number of employees on fixed-term contracts.



During the course of 1995, the Podravka Group sold its majority holding in Panonska pivovara d.o.o. At the end of 1996, four subsidiaries were sold (Podravsko gospodarstvo d.o.o, Podravsko pletarstvo d.o.o., Segestica d.o.o. and Daruvarcanka d.o.o.), and one is undergoing the process of liquidation (Poljoservis d.o.o.). During the last year subsidiary Zlatka d.o.o. was merged with the parent company, and bankruptcy proceedings were concluded for Podravka Sport d.o.o. All these changes to the organisational structure of the Podravka Group resulted in a further reduction of  758 in the workforce.



At the same time as the number of surplus employees was being reduced, the employment began of young experts in the fields of finance, accounting, marketing, information science and technology. A programme was begun under which young highly educated people were attracted to the company by giving potential employees the opportunity to prove themselves rapidly in attractive assignments with the opportunity for receiving further training. This programme resulted in the employment of 93 young experts. 



During 1997, a training and professional development programme for employees was begun. As part of the organisational restructuring, a matrix organisation was introduced, whereby expertise, teamwork, and co-operation were established as the principles of work in Podravka. The process of training employees in the Podravka Group is intensifying, the quality of training has been established at a high level, and the training is carried out with specific goals to achieve specialised professional skills. Podravka’s human resources policy is based on the principle of harmonising the levels of Podravka’s skilled employees with those of leading standards in the business world. Podravka is aiming towards harmonising and establishing unified criteria for evaluating human resources, taking into account the principles of conscientiousness, honesty, responsibility and expertise.



Podravka Group runs a training and professional development programme at all levels, while concentrating on senior and middle management. Young experts with potential have been identified, for whom a programme of continuous business training has been developed, along with the opportunity to study on postgraduate, scientific and specialised courses. At Podravka, training is a continuous process, as seen in the plans for training and professional development. The 1998 training budget is HRK 3 million, of which HRK 1.5 million was spent in the first 6 months of the year.



Work is currently underway at Podravka to introduce a new system of evaluating work and salaries in line with the Hay Management Consultants programme. The project began in April 1998 and should be completed at the beginning of next year



The structure of qualifications of employees as at 30 June 1998 can been seen from the following table:





Qualification�Number of employees� 

%��Doctorate�7�0.10��Master’s degree�48�0.69��Bachelor’s degree�572�8.17��Technical college diploma�297�4.24��Highly skilled worker�538�7.68��Secondary school certificate, Skilled worker�3,341�47.71��Semi-skilled worker�176�2.51��Primary school certificate, Unskilled worker�2,023�28.89��

TOTAL�

7,002�

100.00��

Of the 6,576 Podravka Group employees in Croatia, 5,920 or 90% are members of a union (82% are members of the Podravka branch of the Union of Employees in Agriculture, the Food Industry, the Tobacco Industry and Croatian Waterworks, while 8% are members of the Independent Union of Podravka Employees affiliated to the Croatian Association of Unions). 



Union

�Number of Employees

�%

��Podravka branch of the Union  Employees�5,365�81.58��Independent Union of Podravka Employees �555�8.44��

TOTAL�

5,920�

90.02��

Relations between the management of the Podravka Group and the unions are good. During the last few years there have been no strikes or other industrial action at Podravka. Management always tries to consult with union representatives with regard to all important issues concerned with employees, working relations, working conditions, working conditions for the unions and the like. 



The Podravka has signed a collective contract with both unions, valid until further notice, which came into effect on 1 April 1996. The collective contract covers working hours, annual holidays, safety at work, salaries and contributions, other workers’ rights and conditions of work for the unions. The Podravka Group satisfies all regulations concerning fire protection and work safety. The standards are constantly being improved in accordance with both domestic and international standards.



Within Podravka an Employees’ Council has been functioning since June 1996 in accordance with the legal requirements. The number of members on the Employees’ Council depends on the total number of employees; at present the council has 17 members. The Podravka Employees’ Council is concerned with protecting and furthering the interests of employees, advising on matters which are of importance to employees, ensuring that the relevant legal requirements and the collective contract are implemented, ensuring social insurance contributions are paid and the like.



The Podravka Group meets all its financial obligations on time, including health insurance and pension contributions. 



� 5.16. Litigation



Over the past three years - 1996, 1997 and 1998 - Podravka has filed as plaintiff  59 lawsuits in which the contested cases were valued in excess of  HRK 50,000 each. These have been mostly trade disputes over the payment of goods that were delivered but not paid for. In the same period, Podravka has been defendant in only two cases in which the value exceeded HRK 50,000. There is also a dispute in which the Republic of Croatia, as plaintiff, demands the cancellation of  Podravka’s right of ownership on property registered in the Land Registry, Entry No. 4Koprivnica; the plaintiff regards this land as agricultural land on the basis of the provisions of the Agricultural Land Act, and demands that the authorised court rules that the Republic of Croatia to be the owner of this property. The property in dispute, however, is not being used in any way by Podravka in the course of carrying out its activities. 



The total amount of debts subject to court orders owed by third parties to Podravka in the period from 1 January 1998 to 30 September 1998 is HRK 7,891,035.49. 



There is also litigation in progress over infringements of the "Vegeta" trademark in foreign countries; Podravka has required legal protection on seven occasions over the past three years. This number includes four lawsuits that Podravka has successfully won and three that are still in progress. The value of these lawsuits ranges from DEM 50,000 to DEM 100,000.



It can therefore be seen that Podravka is not a party in a lawsuit and/or in an arbitration procedure, neither as plaintiff nor as defendant, that might have and/or might have had a significant influence on Podravka's financial position. Nor, as far as Podravka knows, is there any procedure of such a nature underway at the moment or any threat that such a procedure might be started.



Belupo, a Podravka subsidiary, has filed 28 lawsuits exceeding HRK 50,000 each, mostly in commercial courts, in an attempt to enforce payment of outstanding receivables for delivered goods. Belupo is acting as a defendant in just two lawsuits. One is a lawsuit of small value concerning copyright infringement. In the other lawsuit, Avena d.o.o. of Kranj, Slovenia, has taken Belupo to the Commercial Court in Bjelovar and is demanding compensation to the value of HRK 18,404,980 for alleged loss of profit from infringement of the agreed exclusive right to the import and distribution of pharmaceutical preparations on the territory of the Republic of Slovenia. It is the firm belief of the Podravka Management Board that the plaintiff’s demand is completely unfounded (no exclusivity was agreed and the plaintiff did not even hold the necessary permit to import drugs) and that the plaintiff has no chance of winning the lawsuit.



All this demonstrates that there is no possibility of any outcome of these lawsuits having an impact on the financial position of either Belupo or Podravka. 



Danica, a Podravka' subsidiary, filed 26 lawsuits each in excess of HRK 50,000 between 1995 and 1998, all concerning failure to pay for delivered goods. There is no significant litigation where Danica acts as plaintiff. 



There are only two lawsuits where Danica is acting as defendant; the total value of these cases is HRK 1,411,807.47.



None of the above-mentioned litigation can exert a significant influence on Danica's financial position, and hence nor on Podravka's financial position.



5.17 Property



The property situated at the Podravka headquarters in Koprivnica, Ulica Ante Starcevica 32, is the central location of Podravka (and also its headquarters), comprising, apart from the headquarters building, that is, office space, the most important Podravka plants: the plants for soup, Vegeta, coffee, fruit and babyfood, the cocktail biscuit plant and the Voce plant.  



The most important Podravka locations are: 



Location�Function�Land

m2�Buildings

 m2�Total

m2��

Ulica Ante 

Starcevica 32, 

Koprivnica�Management, sectors at the level of  “Podravka” d.d. and its divisions, soup and Vegeta plant, babyfood plant, cocktail snack plant, "Voce" plant, Podravski mlinovi (bakery, mills, silos), maintenance and power generation, coffee plant, Poni d.o.o. .�26,175.75�96,256.25�122,432��Industrial zone in Koprivnica (“Danica” location)

�Soup and Vegeta plant under construction  �5,000�18,503�23,503��Industrial zone in Koprivnica (“Danica” location)

�Yeast plant and external transport �12,577.40�5,020.60�17,598��Industrial zone in Koprivnica (“Danica” location)

�Lino Lada plant, part of the soup and  Vegeta plant (pastry balls) �14,036�10,260�24,296��Varazdin (Kalnik plant)

�Vegetable  processing plant�67,331.37�19,818.63�87,150��Lipik (Studenac plant)

�Mineral water plant�74,118�9,112�83,230��Umag

�Vegetable processing plant�15,660�7,211�22,871��

Of the above-mentioned Podravka properties, 16 properties are mortgaged at the level of DEM 103,516,750, US$4,000,000 and HRK 45,000,000. These mortgages are registered with eight different banks and secured against various Podravka property (factories, warehouses, buildings, agricultural land and orchards).



The most important locations of Podravka's subsidiary Belupo:

Location�Function�Land

m2�Buildings

 m2�Total

m2��Industrial zone in Koprivnica (“Danica” location)�Pharmaceutical and cosmetics plant - HQ building �11,945�7,011�18,956��Opaticka ulica 5, Koprivnica

�Business premises and courtyard �403�750�1,153��Ulica Josipa Vargovica 4, Koprivnica�Part of  Belupo d.o.o. management�279�1,221�1,500��Industrial zone in Ludbreg, Koprivnicka ulica�Pharmaceutical plant, office space

�9,693�2,890�12,583��

The most important locations of Podravka's subsidiary Danica: 	

Location�Function�Land

m2�Buildings

 m2�Total

m2��Industrial zone in Koprivnica ( “Danica” location)�Manufacturing and management complex of Danica d.o.o.�79,634.84�33,660.16�113,295��

5.18 Insurance 

Podravka insures all property-related interests and employees uniformly at the level of the Group by applying identical criteria as regards insurance protection. To this effect insurance has been taken out with "Croatia osiguranje" d.d. (about 88% of the portfolio) and “Sava osiguranje” d.d. (about 12% of the portfolio), based on long term contracts with a duration of ten years. The long-standing co-operation with these insurance companies has been very good; there have been no disputes and all damage claims have been paid out. 



Risks covered by the insurance are as follows:



1. Insurance against fire risk and some other risks (lightening, explosions, storm, hail, floods and suchlike). This insurance covers all buildings, equipment and stock. There is a novel feature in this, namely since early 1998 buildings and equipment have been insured at replacement value (the full value of a new building and new equipment);



2. Insurance of machines against breakdowns and some other risks (manufacturing flaws in materials, construction and assembly, direct exposure to electrical power, ice and snow pressure, frost and suchlike);



3. Insurance against claims in activities relating to third parties and employees; 



4. Insurance of goods in transit (cargo, both domestic and international);



5. Insurance against claims in road traffic relating to deliveries in domestic and international transport;



6. Insurance of  vehicles (compulsory, comprehensive and fully comprehensive for industrial machinery);



7. Combined collective insurance for employees.



Insurance premiums over the past three years have ranged between HRK 12 and 15 million per year.



5.19. Environmental matters

A comprehensive review of the environmental protection situation in Podravka was carried out in late 1997 in co-operation with the auditing bureau ECO-INA from Zagreb. The review was commissioned in order to obtain an accurate profile of the situation regarding the environment and ways of protecting it. A separate review was carried out for each individual plant and each organisational entity within the Podravka Group. The review covered all aspects of environmental protection (technological, communal, dangerous and packaging waste, storage of dangerous and harmless raw materials, air emissions, risks in manufacturing processes, power management, water quality data, water supplies, noise, etc.) On the basis of detailed findings and other relevant information the existing situation was established followed by a comprehensive study of the environmental protection situation in the whole Podravka Group. Recommendations were also made on how to improve the identified shortcomings. 



The ecological study compiled by the auditing bureau ECO-INA was the basis for drafting an action plan for protecting the environment in the period up to 2002 in the three most important areas:



	Develop and implement systems standardised under norms ISO 9000 and ISO 14000;

	Reconstruct purification installations to treat waste water in the yeast plant;

	Close down the diesel fuel station. 



The action plan is being carried out as planned.



Although the study states that on the whole there are no major defects in the operation of the manufacturing facilities of the Podravka Group as regards environmental protection, it was nevertheless established that there was a certain defect as regards the treatment of waste water in the industrial zone in Koprivnica in the location of Danica.



The Danica industrial zone is the largest source of pollution within the Podravka Group. It has two treatment systems for waste water which are linked together with a single outlet into the town's sewage and are technically impossible to separate. The first system treats waste water from the meat processing industry to an 80 per cent purification level, which fully meets the requirements of environmental protection. The second system, treating waste water from the yeast plant, Belupo pharmaceutical plant, Lino Lada babyfood plant and the soup plant, does not meet environmental regulations since the outlet readings are about three to four times over the tolerated level. The largest polluter within the second system is the yeast plant, whose waste water accounts for 80 per cent of the waste water treated by this system. For this reason, Podravka began reconstruction of the waste-water treatment equipment; work should be finished and the equipment in full operation in April 1999, which is prior to the expiry of the present permit. The reconstruction will fully meet the environmental protection requirements. The reconstruction cost is estimated at HRK 3,230,000. 



In accordance with legal requirements, Podravka, as all other firms in Croatia, is obliged to test the sewage system for leakage. This has already been carried out at the location Ulica Ante Starcevic and is planned for the Danica industrial zone during 1999.



In the Ulica Ante Starcevic manufacturing site in Koprivnica, samples were analysed of the waste water at the shared inspection hatch situated upstream of the entry to the town's sewage.  Waste water samples were taken from each plant and from each manufacturing stage. The primary purpose of monitoring was to compile a database in order to design a comprehensive solution to the problem of waste water.  A proposal was designed which included an option to build a link with a future communal system in order to provide a technologically and economically effective solution at the level of the town. In October 1997, production was closed down in the old brewery on the said location and, as a result, the quality of waste water has been greatly improved. A laboratory tasked with monitoring waste water on this location was set up in 1997 in line with HRN 45001.



At the Belupo location, there is no basic production so only a small and strictly controlled amount of hazardous materials is used there; there is practically no possibility that these materials could pollute the soil or underground water, and none were detected in the waste water. The storage facility for flammable and poisonous liquids was overhauled in accordance with the legal requirements, that is, small changes were made to storage organisation as a result of internal requirements. The official inspectors had no complaints.



All basic activities regarding environmental protection in the period up to 2002 are drafted in the action plan for protecting the environment based on the review carried out by ECO-INA. The action plan will be systematically upgraded in line with demands in order to achieve a higher degree of environmental protection and work safety.



On the basis of the review and the action plan, an investment plan for environmental protection has been drawn up as follows:  



in DEM



Organisational part of Podravka �1998�1999�2000�2001�2002�Total��Application of ISO 9000 and

ISO 14000 at the level of the 

whole Podravka Group��

110,000�

110,000���

220,000��Ante Starcevic location�53,000�20,000�145,000�50,000�35,000�303,000��Danica d.o.o.�15,000�10,000�25,000���50,000��Yeast plant�230,000�235,000�30,000���495,000��Belupo d.o.o.�7,000��30,000�35,000��72,000��Zlatka ��10,000����10,000��Soup plant�2,000�����2,000��External transport�5,000��35,000��150,000�190,000��Brewery �7,000�����7,000��Belupo Plant in Ludbreg�14.000�����14,000��Kalnik Varazdin����45,000��45,000��Povrce Umag�40,000���110,000��150,000��Studenac Lipik�5,000���15,000�30,000�50,000��Sana d.o.o. Hoce�����40,000�40,000��Podravka International Mohacs��20,000����20,000��Koprivnicka tiskarnica d.o.o�4,500�20,000��30,000��54,500��Catering facilities ��15,000������

TOTAL �

382,500�

440,000�

375,000�

285,000�

255,000�

1,737,500��Podravka's management believes that they comply, and will comply, with all regulations and permits and that, consequently, there is no risk of any environmental protection measures being enforced. The management also believes that the programme of investments in environmental protection will facilitate the adoption of new laws, regulations and permits and that these investments will be financed from cashflow without significant material impact on the after-tax profit. 

5.20 Product Registration 

In the course of importing any goods, and particularly foodstuffs, an importer country carries out certain quality checks on the goods in line with its designated quality standards. The extent of these checks and their procedures vary in many ways from country to country and from one group of countries to another.



In principle, imports into most European countries are subject to regular quality checks on the border itself. Some groups of products are an exception (for example, babyfood); their initial launch onto a market has to be preceded, as a rule, by approval issued by a government body (most often this is the ministry in charge). Meat-based imports into the US and Canada are subject to a preceding permit issued by the relevant government body (FDA - Food and Drug Administration).



The situation is radically different in most countries of the former communist block (CIS and other countries in transition in Central and Eastern Europe). Regulations in these countries usually require special certification of a food product preceding its importation. The registration procedure comprises health checks and product declaration and, in the case of babyfood, some additional conditions. A government body issues a Certificate of Conformity which enables an importer to obtain a permit to import products within periods ranging from one to three years (depending on the country). The registration procedure is often protracted, lasting from one to several months.



Registration of drugs  



Like any other pharmaceutical manufacturer, Belupo has to obtain approval from the authorised body in each and every country (most usually, the Ministry of Health) to launch a medicine on a market. All Belupo's human drugs, 70 of them in 165 dosages and 262 packings, carry such approval from the Ministry of Health of the Republic of Croatia. Under the Law on Drugs and Medical Products, such approval is valid for five years. Some  Belupo drugs have been approved and registered in another 11 countries.



Registration of a finished drug and the obtaining of approval to market a drug is preceded by research in order to establish the quality, effectiveness and tolerability of a drug. This research includes laboratory tests, pharmacological-toxicological, clinical and field tests. The cost of the tests is borne by Belupo. These costs vary from country to country and from drug to drug while the administration fees alone range from 650 to 12,000 US dollars. 



However, filing an application with an authorised body does not guarantee that a drug will secure a permit to be marketed. Although the basic criteria for registering drugs are almost the same in all countries, the volume of required documentation and the method of work applied by authorised bodies differ greatly from country to country. The registration procedure is protracted and goes on from six months to several years.



Usually, the bodies in charge of registering drugs are also in charge of checking the quality of drugs as well as their safety. In certain cases a permit to market a drug may be withdrawn. 



The London-based European Medicines Evaluation Agency was established in 1995. One of its most important tasks is to co-ordinate scientific evaluations of the quality, safety and effectiveness of drugs that are subject to registration procedures in the European Union. If Belupo wants to launch its branded drugs in the countries of the European Union, it will have to comply with the procedures designated by this agency.



Belupo as yet has no implemented GMP (Good Manufacturing Practice) standard which would be inspected by FDA (Food and Drug Administration) and other similar institutions.



The following table lists the most important Belupo drugs approved by the Ministry of Health of the Republic of Croatia or the relevant body in other countries:



Name of drug �Certificate number in the Republic of  Croatia�Certificate number in another country��Irumed 5, 10, 20 mg tablets�UP/I-530-10/96-01/165-167�Slovenia 512/B-3440-42��Beloderm cream�530-10/93-01/132-137�Czech Republic 46/021/82-SC��Belosalic lotion�530-10/93-01/194-197�Slovakia 46/0023/82-S��Ibuprofen 200, 400, 600 mg�530-10/93-01/372-374�Slovakia 29/395/94-S��Lubor 10, 20 mg capsules�530-10/93-01/538-539�Slovakia 29/393/94-S��Pre-par 10 mg tablets, injections�530-10/93-01/97-98�Slovenia 512/B-2820,21/94��Lorsilan 1, 2, 5 mg tablets�530-10/93-01/213-216�Slovenia 512/B-3435,37/94��Silapen tablets, syrup�530-10/93-01/386-387/453�Macedonia 09/-2012-13/95��Gentamicin injections�530-10/93-01/08-15�Slovakia 15/0353/92-C/S��Amoxixilin capsules, syrup, drops�530-10/93-01/173-185�Macedonia 09-2026-38/95��



5.21 Subsidiaries

The Podravka Group consists of the parent company and  several subsidiaries in the Republic of Croatia and abroad, of which Belupo d.o.o and Danica d.o.o. are the most important. Podravka owns a 100 per cent share in the companies listed in the following table.





Company�HQ �Share capital��Activity��Belupo d.o.o.�Koprivnica�154,025,800�HRK�Production of drugs and cosmetics, wholesale trade��Danica d.o.o.�Koprivnica�262,202,900�HRK�Meat processing and meat-based products��Koprivnicka tiskarnica d.o.o.�Koprivnica�14,141,800�HRK�Press plant��Poni d.o.o.�Koprivnica�20,000�HRK�trade��Podravka - Inzenjering d.o.o.�Koprivnica�20,000�HRK�Construction,  design and construction supervision��Sana d.o.o.�Hoce, 

Slovenia�5,522,980�SIT�Production of powder products, ice-cream, puddings and biscuits��Podravka d.o.o.�Ljubljana, 

Slovenia�1,341,369�SIT�Trade��Podravka d.o.o.�Sarajevo, 

Bosnia- Herzegovina �20,000�YUN�Trade��Podravka d.o.o.�Siroki Brijeg, 

Bosnia- Herzegovina�100�DEM�Trade and representation��Podravka d.o.o.�Skopje, 

Macedonia�7,135�DEN�Trade and representation��Konar GmbH�Geretsried,

Germany�300,000�DEM�Trade and representation��Podravka International Kft�Budapest,

Hungary�16,300,000�HUF�Trade and representation��Podravka International Pty Ltd�Sydney,

Australia�5,000�AUD�Trade and representation��Podravka International d.o.o.�Warsaw,

Poland�1,041,000,000�PLZ�Trade and representation��Podravka Polska sp.z.o.o.�Kostrzyn nad Odra,

Poland�320,000�PLZ�Food and beverages production, trade��

Podravka’s subsidiary Belupo d.o.o. Koprivnica wholly owns Belupo d.o.o. Ljubljana, Slovenia, whose share capital is SIT 27,257,340.46 and whose activity is trade.



Podravka d.o.o. Ljubljana is the founder and sole owner of Egidia d.o.o., Ljubljana, Slovenia, whose share capital is SIT 1,500,000 and whose basic activity is trade. Egidia d.o.o. is currently undergoing liquidation proceedings at court in Slovenia. 



Apart from these, Podravka owns a 50 per cent share in the following companies:



Company�HQ�Share capital��Activity��Podravka International Kft�Mohacs,

Hungary �90,000,000�HUF�Food products and beverages and trade��Podravka International d.o.o.�Bratislava,

Slovakia�200,000�SKK�Trade and representation ��Podravka International spol.s.r.o.�Prague,

Czech Republic �100,000�CSK�Trade and representation��

6. OWNERSHIP STRUCTURE 

 The following table sets out the ownership structure in Podravka and their percentage holdings as at 15 November 1998.





Shareholder�No. of ordinary shares�No. of preference shares�% of share capital��Individuals and legal entities - total�3,161,123��54.69��Pension funds - total�992,608��17.17��Croatian Privatisation Fund - coupon privatisation�639,214��11.06��Croatian Privatisation Fund - reserved�533,280��9.23��Croatian Privatisation Fund - free�13,529��0.24�� Treasury shares�66,942��1.16��European Bank for Reconstruction and Development��373,000�6.45��TOTAL�5,406,696�373,000�100.00��





 Ownership structure

7. RELATIONSHIP WITH THE EUROPEAN BANK FOR RECONSTRUCTION AND DEVELOPMENT

On 10 July, 1998, Podravka signed a Subscription Agreement with the European Bank for Reconstruction and Development (hereinafter: the “EBRD”) whereby Podravka has agreed to increase its share capital by DEM 50 million and EBRD has accepted subscribe and pay for all such shares, fully excluding the right of all other shareholders to priority when subscribing for new shares. The subscription and payment for these shares will take place in two tranches: tranche A of DEM 30 million and tranche B of DEM 20 million. According to the agreement EBRD has the right to appoint  one member to the Supervisory Board for as long as it has ownership of not less than 5% of the company’s share capital.



In November 1998, Podravka increased its share capital by HRK 111,900,000, representing 6.4% of the new share capital, and issued 373,000 “B” series preference shares with a nominal value of HRK 300 each. EBRD subscribed and paid for all the new preference shares, thereby fully taking up tranche A in the contract.



These new registered preference shares give the following rights:



(1) Each “B” series share gives its holder the voting right identical to those attached to each ordinary share.



(2)  The right to a preference cumulative annual dividend in DEM, calculated on t a pro rata temporis  basis   starting from the date of registration   of the issue with the Commercial Court Registry, consisting of:



(a) DEM 6.00 per year for the first two years;



(b) DEM 6.00 for the third year, upon condition that all conditions in the Subscription Agreement are fulfilled;



(c) DEM 8.50 for the third year in the event that the conditions in the Subscription Agreement are not fulfilled;



(d) DEM 8.50 for  any year thereafter.



The preferred dividend will be paid in cash in  DEM within 15 days from the day the General Assembly adopts the Podravka annual financial statements . In the first two years from the day of registration of the “B” series shares, Podravka can pay the dividend to the shareholder by issuing new preference shares of the same nominal value and bearing the same rights as the “B” series shares.



The right of the holders of “B” series shares, on liquidation of the company and in priority to the payment of any amount due to any other shareholder, to receive the relevant amount. 



(4)  The right to convert   the “B” series preference shares into ordinary shares.



(5)  The right to require Podravka and/or Belupo to redeem  the “B” series preference shares.



The capital obtained is intended for financing part of the investment plan for the period 1997-2001(. 



In October 1998, EBRD signed a Shareholders voting agreement with the Croatian Privatisation Fund and the State Pension and Disability Insurance Funds (for industrial workers and agricultural workers). The purpose of the agreement is to ensure that the parties adopt common and coherent approach regarding execution of the restructuring plan, the capital expenditure plan, the environmental action plan, the listing of Podravka shares on Quotation I of the Zagreb Stock Exchange and the possible sale of Podravka shares on one of the international stock exchanges, all in accordance with the Subscription Agreement which EBRD signed with Podravka.

8. COUPON PRIVATISATION

At the beginning of 1998, in accordance with the existing regulations, the process of coupon privatisation began, which is one of the final parts of the overall privatisation process in the Republic of Croatia.



The registration of those who had the right to participate in coupon privatisation was completed.  226,172 individuals received the right to the allotment of free coupons with a total value of 1,736,568,701 points.



To facilitate speedier and better quality coupon privatisation, the Ministry for Privatisation of the Republic of Croatia authorised seven Privatisation Investment Funds to collect coupons and independently participate in the auctions in the coupon privatisation process.



At the same time, a list of 471 blocks of shares in companies intended for coupon privatisation was drawn up, with a total nominal share value of HRK 13,091,282,869 or DEM 3,659,440,619.



639,214 Podravka shares were included in the list for coupon privatisation, with a total nominal value of HRK 191,764,200 or DEM 53,604,350, representing 11.06% of Podravka's share value.



In the first round of auctions, the starting price for each share block was calculated in points in an amount equal to 50% of the nominal value of the block as expressed in DEM. . This the starting price of the block of Podravka shares was set at 26,802,175 points.



The first round of auctions was held in the middle of July 1998. The bid for the block of Podravka shares amounted to 55,611,618 points, thereby exceeding the starting price by 108%. Since the variance between the bid price and the starting price was greater than the (33% allowed in the first round of auctions, the Podravka shares were placed in the second round with the starting price of 55,611,618 points that was bid in the first round.



The second round of auctions was held at the end of August 1998. The bid for the block of Podravka shares amounted to 61,201,421 points, with the six privatisation investment funds acquiring 576,731 Podravka shares and 708 individuals acquiring  the remaining 62,483. 



The final number of points for the Podravka shares was a 228% increase on the starting number in the first round.



It is expected that the transfer of the shares from the portfolio of the Croatian Privatisation Fund to their new owners will be completed by the end of 1998.

9.  SHARES AND A SUMMARY OF THE ARTICLES OF ASSOCIATION

This section contains some important information on Podravka’s Articles of Association and the pertaining regulations of the Republic of Croatia. The aim of this section is not to give a full account but to point out important information on Podravka’s share capital and shares. Full details may be had by viewing Podravka’s Articles of Association (in the sponsor’s office in Zagreb, Alexandra Von Humboldta 4b and at the Podravka headquarters in Koprivnica, Ulica Ante Starcevica 32, during normal working hours, fourteen days after the date of this Prospectus) and in the regulations of the Republic of Croatia which are in force at the date of this Prospectus.



General



The Articles of Association of Podravka d.d. were adopted on 4 December 1995, amended at the General Assembly of 27 September 1996 and again at the General Assembly of 3 July 1998, and finally amended at the General Assembly of 6 November 1998.



Share capital and shares



At the date of this Prospectus, the share capital of Podravka amounts to HRK 1,733,908,800 divided into 5,406,696 ordinary registered shares and 373,000 registered preference shares,  each with a nominal value of HRK 300. 



The shares are fully and freely transferable.



At the General Assembly of Podravka d.d. of 27 September 1996, the share capital was reduced by HRK 294,325,586 from HRK 1,864,899,686 to HRK 1,570,574,100. The share capital was reduced by reducing the nominal value of an ordinary share from DEM 100 (at that time equivalent to approximately HRK 360) to HRK 300. At the same General Assembly, the share capital was increased by HRK 51,434,700 from HRK 1,570,574,100 to HRK 1,622,008,800 in a debt-for-equity swap whereby the Croatian Privatisation Fund and the State Funds for Pensions and Health Insurance for industrial workers and agricultural workers swapped the debt owed to them by Podravka for registered ordinary shares. 



At the date of this Prospectus, Podravka has an authorised and unissued capital of a nominal value of HRK 248,100, 000. At the General Assembly of 3 July 1998, the Articles of Association were amended to give the Management Board the authority to issue shares, with the previous agreement of the Supervisory Board, to increase the share capital to HRK 360,000,000. The authority was given for five years from the day of registration in the court registry, which took place on 28 July 1998 at the Commercial Court in Bjelovar. The Board is authorised to decide on the type, class, rights and conditions of the issued shares. The Board is also authorised to decide on complete or partial waiving of priority rights to subscription for new shares. The increase in share capital can be effected by payment in cash and/or in kind and/or rights. On 2 November 1998, the Management Board, in agreement with the Supervisory Board, decided to increase the share capital by HRK 111,900,000 and to issue 373,000 “B” series registered preference shares.



The present registered ordinary shares are all of one series (the “A” series) and have serial numbers from 1 to 5406696. The present registered preference shares are all of one series (the “B” series) and have serial numbers from 1 to 373000. Podravka shares are issued in non-material form in accordance with the law.



Announcements



All Podravka information and announcements concerning share capital, shares, Articles of Association and General Assemblies are published in the Official Gazette of the Republic of Croatia and in Podravka’s Shareholders’ Gazette. 



General Assembly



The General Assembly is called by the Management Board or, in certain cases as stipulated by law, the Supervisory Board. Podravka shareholders who hold at least 5% of the share capital can require the Management Board to call a General Assembly. Only those shareholders may attend and vote at the General Assembly who are registered in the Shareholders’ Register and who have given notice of their attendance at least ten days prior to the date of the General Assembly. The Notice of Assembly must be published in the Official Gazette and Podravka’s Shareholders’ Gazette at least one month prior to the tenth calendar day before the date of the Assembly. Shareholders can be represented by proxy at the Assembly.



A quorum at the General Assembly consists of at least 30% (thirty per cent) of the total number of shares with voting rights. If there is not a quorum, a second General Assembly will be held with the same agenda on a day stipulated in the Notice, where decisions may be made regardless of a quorum. Voting at the General Assembly is carried out with voting slips which bear the number of votes to which the individual participant at the Assembly is entitled.



Voting rights



Each Podravka shareholder has one vote for each share. Unless otherwise stipulated by law or the Articles, decisions at the General Assembly are carried by majority vote. The Articles stipulate that the General Assembly elects the members of the Supervisory Board with three-quarters of the votes cast.



Dividends



 In accordance with the law, the General Assembly, after adoption of the Annual Report, decides on the use of earnings. The Management Board and the Supervisory Board propose the use of earnings and the dividend on ordinary shares according to Podravka’s financial results, its financial position and other relevant factors. It is possible, in accordance with the law and the Articles, to declare an interim dividend. The Management Board, in agreement with the Supervisory Board, decides on payment of an interim dividend.



The Articles stipulate no time limit to the right of shareholders to a dividend which belongs to them on the basis of the shares they own and which have not been paid or asked for.



Liquidation



In accordance with the law, Podravka can be liquidated by decision of the General Assembly as made by a specially qualified majority. After settlement of debts, the shareholders have the right to a share in the estate in proportion to the nominal value of their shareholdings.



Acquisition of its own shares



Podravka can acquire and hold its own shares only in those cases and according to those terms and conditions stipulated by law. Podravka’s holding of its own shares is shown in section 6. Ownership structure.



Shareholders’ Register - Transfer of shares



The Shareholders’ Register is kept by Podravka. The Management Board decides on the Regulations on the Organisation and Keeping of the Shareholders’ Register which is among the documents available for inspection.



Shares may be transferred and the transfer recorded in the Shareholders’ Register upon written request. The request must be made on a special form and must contain the required information on the transferer and acquirer of the shares. The request must be accompanied by the document on the basis of which the shares are transferred and a copy of the entry in the Shareholders’ Register pertaining to the shares to be transferred. Podravka will effect the change in the Register within five working days of receipt of the required documentation.



Each shareholder, or any other holder of a right who is registered in the Shareholders’ Register, may receive a certificate confirming the state of entry in the Shareholders’ Register regarding their right.



Shares belonging to employees and former employees



Prior to the transformation of Podravka into a joint-stock company and in conformance with the Act on Social Capital in force at the time (Official List of the former Yugoslavia 84/89 and 46/90), popularly known as “Markovic’s Law”, Podravka employees paid for and acquired what were called “internal shares” to the nominal amount of DEM 4,514,700 (four million five hundred and fourteen thousand seven hundred). These shares were fully registered and paid up by Podravka employees. During this transformation of Podravka, the value of the social capital was linked to the amount paid for the internal shares, and these shares were completely equal to the registered ordinary shares that were issued then.



In the process of transforming Podravka into a joint-stock company, it was approved by the Agency for Restructuring and Development of the Republic of Croatia of that time that Podravka employees and former employees had the right to subscribe for and buy Podravka shares from the Croatian Development Fund (today the Croatian Privatisation Fund) at a basic discount of 20% and with an additional discount of 1% for each year of work (hereinafter: discounted shares). The discounted shares could be paid for in instalments. At first, the repayment period was up to five years, but later the Privatisation Act (Official Gazette 21/96) allowed the repayment period to be lengthened to up to twenty years. This opportunity was taken by the majority of shareholders who had the right to do so and who sent the official request in time to the Croatian Privatisation Fund and signed an annex to the contract on the sale of discounted shares in instalments. In accordance with the Privatisation Act, shareholders who had paid at least 5% of the total consideration had the right to a dividend and the right to vote in proportion to all their discounted shares.



However, a shareholder who buys a discounted share that has not been fully paid up takes over the debt to the Croatian Privatisation Fund as stipulated in the contract on the sale of discounted shares in instalments and must pay off the debt in one instalment within 6 months of signing the contract by which he/she acquires the discounted shares.



Discounted shares in Podravka  are considered fully paid-up shares, and Podravka has no obligations concerning discounted shares. 



The trading of shares



The shares will be traded on the Zagreb Stock Exchange in accordance with the Regulations. The price will be expressed in HRK on the Zagreb Stock Exchange trading system, with payment on the basis of T+7.



The transfer of shares is effected according to previously described procedure for entry in Podravka’s Shareholders’ Register.



It is expected that Podravka shares will be traded on Quotation I of the Zagreb Stock Exchange on 8 December 1998.



Market Information



At the date of publication of this Prospectus, Podravka’s share capital is made up of one series of registered ordinary shares, of which 5,406,696 have been issued, and one series of registered preference shares, of which 373,000 have been issued.



The registered ordinary shares have so far been traded on the TN Quotation of the Zagreb Stock Exchange and on the Varazdin Securities Market. Podravka shares are among the group of shares with greater trading volume. In 1997 and up to 30 September 1998, the average market price of a Podravka share was HRK 217.34. The lowest price was HRK 90.00 (30 September 1998) and the highest HRK 375.00 (28 January 1997).



The following table sets out the profit or loss per share for the last three years. There are separate entries for the Podravka parent company and the Podravka Group.



In HRK 



Profit (loss) per share�31.12.1995�31.12.1996�31.12.1997�������Podravka d.d.�1.52�-82.87�3.22�������Podravka Group�-25.85�-70.58�3.89��

As at 31 December 1995 and 1996, Podravka’s share capital was divided into 5,235,247 registered ordinary shares. As at 31 December 1997, Podravka’s share capital was divided into 5,406,696 registered ordinary shares.

�10. TAXATION



This summary of the tax requirements on shareholders is based on the regulations of the Republic of Croatia in force at the time of preparing this Prospectus. Any changes in regulations, interpretations and court decisions may change what is given below. Such changes, interpretations and/or decisions can have a retroactive effect for shareholders.



The tax requirements on shareholders vary according to the specific situation of the shareholder, so special rules may apply to some shareholders which are not mentioned here. In addition, this summary does not deal with possible tax requirements towards other states which could affect some shareholders. The tax authorities of the Republic of Croatia have not been nor will be asked for a decision concerning any of the information presented here. This summary is not a legal opinion and does not consider all aspects of taxation that might be of relevance to the shareholder.



Every present and future shareholder should seek advice from their tax adviser on the tax requirements which may arise from any form of ownership of shares, including the application and effect of the tax regulations of the Republic of Croatia and other countries, or international tax agreements, and possible changes to the tax regulations which are under way of have been proposed up to the date of this Prospectus, and changes to the pertaining tax regulations after the date of this Prospectus.



Taxation on dividends and other forms of income



Share income, including dividends, are not subject to taxation.



The sale and other disposals of shares



The sale and other disposals of shares are not subject to taxation.



Capital gains



Until 1998, capital gains on shareholdings were not subject to tax; Article 4 of the Profit Tax Act (‘ Official Gazette RH’ no. 109/93, 95/94, 35/95 - amended text, and 106/96) states that the tax base on profit is reduced by incomes from shares and dividends and by gains from the sale of shares. However, the Regulations on Profit Tax (‘Official Gazette’ RH number 7/96, 142/97 and 17/98), precisely Article 6 of the amended version of December 1997 (‘Official Gazette’ RH number 142/97) states that the tax base on profit is not reduced by the above-mentioned amounts if they refer to trading in securities, in which case they subject to tax in the same way as any other business activity. The Regulations further differentiate between securities that are traded on the stock exchange and those that are not, stating rather unclear criteria regarding the presence or absence of tax requirements.



In accordance with the opinion given by the Finance Minister of the Republic of Croatia in August 1998, the criteria in the Regulations on Profit Tax were amended to separate “pure and simple holding of shares from trading in them”. It should be noted that profit tax applies to companies and sole traders that engage in business with the aim of making profit and are required to keep books and prepare financial reports; therefore the cited regulations do not refer to individuals and their incomes, which are taxed in accordance with special regulations by which capital gains are not subject to tax. Some companies and Croatian brokerage houses requested the Constitutional Court of the Republic of Croatia to judge the legality of Article 6 of the amendments to the Regulations on Tax Profit. The Finance Minister holds that Article 6 is not in conflict with the Constitution or the law.

�11.  INDEPENDENT AUDITORS’ REPORT FOR 1997

�12. CONSOLIDATED FINANCIAL STATEMENTS FOR 1995, 1996 AND 1997

�13. NOTES TO THE CONSOLIDATED FINANCIAL STATEMENT FOR 1997

�14. FINANCIAL STATEMENTS OF PODRAVKA D.D. FOR 1995, 1996 AND 1997

15. GLOSSARY

Podravka Group	The Podravka parent company and its subsidiaries (MRS 27)



parent company		Podravka (which has several subsidiaries)  (MRS 27)



subsidiary	A company in which the controlling interest is owned by the Podravka parent company (MRS 27)



associated company	This term is used as in the Accountancy Act and not as in the Companies Act.



ISO standards		The International Standard Organisation’s set of ISO 9000 standards for quality assurance and ISO 14000 standards for environmental protection



ISO EN HRN 9001		A model for quality assurance in the design and development, manufacturing, installation and servicing of products or services



ISO 9004-3		Elements of the system for quality management - guidelines for processing industry



ISO 10 014			Directions for economic quality management



EMAS	Environmental Management Assessment Scheme



GMP	Good Manufacturing Practice



FDA	Food and Drug Administration of the United States



�16. GENERAL INFORMATION



Approval



The publication of this Prospectus has been approved by the Securities Commission of the Republic of Croatia. In addition, all members of Podravka’s Supervisory Board and Management Board have signed their copy of this Prospectus. All agreements, approvals and/or authorisations in accordance with the regulations of the Republic of Croatia and the Regulations for Listing on Quotation I of the Zagreb Stock Exchange have been received for this Prospectus.



Registration in the Court Register



On 1 October 1993, Podravka was registered as a joint-stock company in registration number 1-610 in the Court Register of the Commercial Court in Bjelovar. Podravka underwent changes in accordance with the Companies Act and on 3 January 1996 was registered in the Court Register of the Commercial Court in Bjelovar under number MBS 010006549. Final changes to the registration details were registered directly prior to the publication of this Prospectus. A copy of the registration in the Court Register, which contains all Podravka’s registration details, is among the documents for inspection.



Listing in Quotation I of the Zagreb Stock Exchange



It is expected that Podravka’s shares will be listed in Quotation I of the Zagreb Stock Exchange by ��7 December 1998 at the latest. Payment and the transfer of share ownership for transactions on the Zagreb Stock Exchange will be effected with seven days of the transaction day (T+7).



No important changes



From 30 June 1998 to the publication date of this Prospectus, there have been no important changes in Podravka’s financial and business position apart from those mentioned in this Prospectus.



Auditors



By decision of Podravka’s General Assembly, the Group’s auditors are Ernst & Young of Vienna, Austria and Hodicon of Koprivnica, Croatia.



Advisers on environmental protection



The auditing house ECO-INA of Zagreb carried out a full environmental protection audit for the whole Podravka Group in co-operation with Podravka and according to the EBRD requirements.



Litigation



Podravka or any Podravka’s subsidiary have not been involved in any litigation or arbitration proceedings in the 12 months preceding the publication of this Prospectus which could have or have had an important effect on Podravka's financial position, nor, to Podravka's knowledge, are there at the moment any such proceedings in process or the danger of any such proceedings being initiated. 









Working capital



It is of Podravka’s Management Board’s opinion that Podravka had sufficient working capital for current needs.



Public takeover bids



In the previous and present financial years, no public takeover bid has been made to Podravka shareholders nor has Podravka made any public takeover bid to shareholders of other joint-stock companies.



Options and important contracts



At the date of publication of this Prospectus, there are no options on Podravka shares.



In the two years prior to the date of publication of this Prospectus, there have been no important contracts outside the usual business of Podravka, apart from the Subscription Agreement with EBRD, which is among the documents available for inspection.





Documents available for inspection



Copies of the following documents are available for inspection at Podravka d.d., Ulica Ante Starcevica 32, Koprivnica and at I.C.F. d.o.o., Alexandera von Humboldta 4b, Zagreb during normal working hours from Monday to Friday in the period of 14 days after the publication of this Prospectus:



1.   Prospectus

2.   Articles of Association

3.   Regulations on the organisation and keeping of the Shareholders’ Register

4.   Proceedings for the Supervisory Board

5.   Proceedings for the Management Board

6.   Copy of the Certificate of Registration

7.   Audited financial reports for the three years ending 31 December 1995, 1996 and 1997 and for the first half of 1998.

8.   Ownership structure as at 15 November 1998

9.   Directors’ Service Contracts.

10. Subscription Agreement  with the European Bank for Reconstruction and Development 



17. LIST OF PARTICIPANTS

PODRAVKA prehrambena industrija d.d. Koprivnica

Ulica Ante Starcevica 32

48000 Koprivnica

Republic of Croatia

Tel: ++385 (48) 6510

 Fax: ++385 (48) 621 793





Podravka's auditors

Ernst & Young

Wirtschaftsprufungs- und Steuerberatungs GmbH

Vienna

Austria







Hodicon d.o.o.

Krizevacka bb

48000 Koprivnica

Republic of Croatia







Legal advisor

Odvjetnicko drustvo Bogdanovic - Dolicki

Alexandera von Humboldta 4b

10000 Zagreb

Republic of Croatia





Listing sponsor

I.C.F. d.o.o.

Alexandera von Humboldta 4b

10000 Zagreb

Republic of Croatia







18. SIGNATORIES TO THE PROSPECTUS

SIGNATORIES TO THE PROSPECTUS		 Zagreb, 23 November 1998



Podravka prehrambena industrija d.d. Koprivnica



Supervisory Board



		________________________________

		Bozo Prka

		President



________________________________

		Slavko Antolic

		Vice-President



		________________________________

		Franjo Cirkvenec

		Member



________________________________

		Zeljko Durdina

		Member



________________________________

		Sonja Klingor

		Member



________________________________

		Zvonimir Majdancic

		Member



________________________________

		Darko Ostoja

		Member



________________________________

		Juliet Sj(borg

		Member



________________________________

		Lidija Zoric

		Member







Podravka prehrambena industrija, d.d. Koprivnica



Management Board



________________________________

		Ante Babic

		President



________________________________

		Vlado Maric

		Vice-President



________________________________

		Stanislav Biondic

		Member



________________________________

		Nikola Felak

		Member



________________________________

		Zvonko Pavlek

		Member



________________________________

		Branka Perkovic

		Member



________________________________

		Jürg Schütz

		Member







Legal adviser

Odvjetnicko drustvo Bogdanovic - Dolicki



		________________________________

		Mladen Markoc

		Attorney at law





Listing sponsor



________________________________

		Ksenija Juhn

		Director









( See Note 26 to the audited accounts

** In November 1998, Podravka increased its share capital by HRK 111,900,000.

* Source: Annual Statistical Report for 1996 by The State Institute for Statistics of the Republic of Croatia 

* After 30 September 1998, Podravka signed two long-term loan contracts with Privredna banka d.d. Zagreb. On 10 October 1998, Podravka had used HRK 17,419,000 of these loans.

( Source: Armer-Nielsen research

� Podravka-International subsidiaries have been established within sales in strategic markets (Poland, Czech Republic, Slovenia, Bosnia-Herzegovina and Macedonia).

� Other sales includes the markets of western Europe, America, Australia, Asia, Africa and the other companies in eastern Europe; the subsidiary KonarGmbH has been established in Germany and the subsidiary Podravka-International in Australia.

* Sources: Armer-Nielsen research in 1997,1998, Poland, Russia, Czech Republic, Slovakia, Hungary

	ITEO research, Slovenia, Croatia, 1997, 1998,

	ADL - Podravka storechecks, 1997, 1998 - all countries 

(	Sources: Armer-Nielsen research, 1996, Poland, Russia, Czech Republic, Slovakia, Hungary

	ITEO research, Slovenia, Croatia, 1996.

	ADL - Podravka storechecks, 1996. - all countries

* In 1995, 1996 and 1997, Podravka manufactured Kinder lada under licence. Since the end of 1997, Podravka has promoted its own new product Lino Lada. 

( Sources: Armer-Nielsen research, 1996, Russia, Hungary

	ITEO research, Slovenia, Croatia, 1996. 

ADL - Podravka storechecks, 1996. - all countries

	

** Products in the Dolcela business programme were manufactured under another brand in 1995, 1996 and 1997.

( The interest rate varies according to LIBOR.

( The interest rate varies according to LIBOR.



( The interest rate varies according to LIBOR.

(( Belupo completed the repayment of this loan on 4 November 1998.



( A detailed description of the investment plan can be found in section 5.11. Investments and capital expenditure






