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Dear shareholder,

The Government has
drawn up the third Annual
Report on state-owned en-
terprises. These reports are
becoming an example of good
practice of the Government
providing information to the
citizens of Lithuania, who are
the true shareholders of state-
owned enterprises, on the acti-

vities, results and challenges of
these enterprises.

The first report on the performance of state-owned enterpri-
ses since the restoration of independence was published 2010.
The report disclosed the portfolio of commercial assets held by
the state for the first time and showed that the return on these
assets was lower than, for instance, in the neighbouring Nordic
countries. Therefore, the Government made important decisi-
ons to change the way these companies were managed, to make
them more efficient, transparent and accountable in order to
ensure higher returns generated by these enterprises.

This Report outlines major achievements and milestones
since the beginning of 2011. I would like to draw your atten-
tion to several key aspects.

The delegation of independent members to the boards of
enterprises run by the Ministry of Energy and Ministry of Eco-
nomy underlines a change in approach to state-owned enter-
prises and their role in society. It is widely agreed that state-
owned enterprises must be isolated from political processes and
their management must be based on clear business principles.

Acting in accordance with good practices used in many
advanced countries, the Government adopted the Ownership
Guidelines this June setting an ambitious governance standard
for state-owned enterprises. Under this document, indepen-
dent board members will be appointed to serve on the boards
of major state-owned enterprises by September. They will make
up at least a third of all board members. I believe that advantage
will be taken of this opportunity to have true professionals on
the boards in order to ensure that operations of state-owned
enterprises are more efficient and profitable.

The reform of state-owned enterprises have already yielded
tangible results as companies began to operate more transpa-
rently and efficiently and contribute more to the budget. The
target is to collect over LTL 500 million in dividends and pro-
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fit payments in 2012 which is 12 times more than in 2010. I
would like to point out that these dividend payments will not
interfere with the progress of projects undertaken by companies
to ensure growth. Some dividends will be paid out from profits
accrued in the previous years but this fact shows once again that
previously financial resources were used inefficiently. Although
state-run enterprises paid LTL 65 million in taxes on property
and raw materials to the national budget in 2011, their results
were significantly affected by the bankruptcy of Snoras bank.
If these financial losses are excluded, profits generated by sta-
te-owned enterprises more than tripled in 2011 rising to LTL
246 million. The improving results are encouraging but we will
strive to ensure that they are even better in the future.

In terms of systemic change, it should be pointed out that
the Government, acting in the interests of all shareholders, paid
more attention to analysing the enterprises, setting clear targets
and putting in place professional boards. This function must be
further strengthened and the Governance Coordination Centre
will be set up this year to advise the Government on how to su-
pervise state-owned enterprises and put in place related policies.

Last year, we made a promise to focus on transparency in
municipally-owned enterprises as well. Therefore, the Govern-
ment took the initiative and included a review of municipally-
owned companies in this Annual Report. As a rule, munici-
pally-owned enterprises are less visible in the media compared
to such companies as Lithuanian Railways or LESTO but their
inefliciency has a direct impact on the finances of every citizen
because these enterprises operate in heat, water, waste and local
transport sectors.

I strongly believe that municipally-owned enterprises will
become more transparent if the public takes interest in them
and demands more from local governments. Therefore, the
Government will continue to include the results of munici-
pally-owned enterprises in its reports so that the public could
have an unbiased view on the efliciency of municipal enterpri-
ses and members of municipally-owned councils adopt better
decisions.

Transparency, efficiency and professionalism are the key
principles underlying the Government’s reform of state-ow-
ned enterprises. We have developed the tools used in Western
Europe and Asia which have already proven themselves in Li-
thuania such as the legal framework, Transparency Guidelines,
Ownership Guidelines and Governance Coordination Centre.
I hope that the main transparency and good governance prin-
ciples will also be applied to public institutions operating in
health, education and cultural sectors.

Yours sincerely,

Andrius Kubilius
Prime Minister
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WHAT IS COVERED BY THE REPORT

This is the third annual report summarising the
performance of state-owned enterprises. This Report has been
drawn up in accordance with the Transparency Guidelines
approved by the Government in July 2010 and updated
in March 2012. These Guidelines stipulate one of the key
objectives of the Government of the Republic of Lithuania
which is to improve the transparency of operations of state-
owned enterprises. The purpose of this Report is to inform
Lithuanian citizens as indirect sharcholders and owners
of state-owned enterprises of the results of activities of
enterprises and encourage these enterprises to operate in a
more efficient and transparent way.

The first report on state-owned enterprises was published in
2010. Since then one more annual report and four interim re-
ports have been released. An attempt to summarise and evalua-
te the results of state-owned enterprises for the first time posed
various challenges: how to bring data from financial statements
of enterprises to a uniform standard and aggregate them cor-
rectly into a single portfolio, which indicators to calculate so
that they reflect the actual situation of enterprises allowing to
compare them against other companies, how to present the
most relevant and interesting information to the reader. The-
refore, financial statements were being improved throughout
2011 so that more comprehensive and clear data could be pro-
vided to help everyone interested to better understand why and
how the results of state-owned enterprises change.

Traditionally, this Report contains information on the re-

form programme of state-owned enterprises, general financial
overview of the portfolio of state-owned enterprises, indicators
of the financial condition, profitability and efficiency of state-
owned enterprises, overviews of major sectors and largest state-
owned enterprises. In addition, this Report has several impor-
tant new features:

B Views of economists on the efficiency of state-owned enter-
prises and the ongoing reform (page 9);

B Changes in the value of stock of state-owned enterprises
traded on NASDAQ OMX Vilnius (page 14);

B Assessment of the impact of special obligations, or
functions delegated to enterprises for the pursuit of strategic,
political and social goals of the state, on the profitability of
enterprises (page 20);

B Aggregated advertising and media expenditure of state-
owned enterprises;

B Overview of municipally-owned enterprises (page 75).
Although the reform programme of state-owned enterprises
does not cover municipally-owned enterprises, the latter are
also recommended to comply with the Transparency Guide-
lines. These enterprises are indirectly owned or controlled by
residents of towns or districts of their operation and these re-
sidents also need to be aware of the results of activities of the-
se enterprises. Therefore, the Report contains an overview of
the total portfolio of municipally-owned enterprises and the
overview of the heat sector which is especially important for

households.
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Why state-owned enterprises must be reformed

The Lithuanian state is an important shareholder of public and
private limited liability companies and owner of state enterprises
with the largest holdings of commercial property in the country.
State-owned enterprises operate in a variety of industries impor-
tant for the state such as energy, communications, transport, etc.
They generate a solid economic value and contribute significant-
ly to the economic development of the country, implementation
of important strategic projects and, last but not least, represent
the property of the state and all taxpayers of Lithuania.
Unfortunately, public authorities and politicians have not paid
sufficient attention to the management of state-owned enterpri-
ses since the restoration of independence. Inefficient operations of
these enterprises is an obvious consequence. The overview of com-
mercial property held by the state, which was published for the
first time in 2010, showed that the performance of most state-ow-
ned enterprises was below par and the return on equity was much
lower than the average rate in European countries and the average
return on equity of private companies operating in Lithuania.
One of the main reasons behind this inefficiency is the mana-
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gement system of enterprises which offers no incentives to be
profitable, sets conflicting targets and creates conditions for their
mismanagement. Usually, state-owned enterprises are directly
subordinate to ministries which pursue the policies in their re-
levant areas and regulate individual economic sectors. Exercising
these functions, ministries do not pay sufficient attention to re-
presenting the state as the shareholder as they manage these en-
terprises, set targets and regulate the activities of these enterpri-
ses ignoring the importance of indicators of their activities. This
dual role of ministries with respect to corporate governance leads
to conflicts of interest, reduces the transparency of activities and
worsens the financial results of enterprises.

The purpose of the reform of state-owned enterprises is to address
these challenges and ensure that the state is a professional and res-
ponsible owner of enterprises actively seeking to maximise the
value of property. The reform of state-owned enterprises has been
undertaken in order to ensure that these companies are managed
in a transparent way, according to good corporate governance

principles and based on clear objectives.
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Advantages of the reform of state-owned enterprises

The main expected outcome of the reform of state-owned
enterprises is higher efficiency of state-owned enterprises.
More efficient operations offer a number of advantages to
enterprises themselves, to the state and its citizens. Higher
efficiency of state-owned enterprises helps:

Larger contributions to
budget (taxes, dividends)

SOE

Moreover, transparent activities of state-owned enterprises
contribute to the creation of business-friendly climate which is
necessary so that more foreign investors could come to Lithuania.
A third important aspect is the growth of the capital market.
Optimised activities of enterprises will create opportunities

Increasing quality of services/
products

B Improve the quality of services provided and products deve-
loped by enterprises;

B Reduce the price of services provided;

B Improve the profitability of enterprises and increase their
contribution to the budget.

Targeted support

Citizens

Decreasing price of products/
services

to raise some of the capital necessary for companies on capital
markets. If more stocks of state-owned enterprises were listed
on stock exchanges, the market capitalisation would be much
higher and the market would become more liquid and attractive
for both local and foreign investors.

Implementation of the reform of state-owned enterprises

The principles aimed at improving the efficiency of state-owned

enterprises, which the Government seeks to put in place, are

based on the guidelines of the Organisation for Economic

Cooperation and Development (OECD). These guidelines

provide a summary of experience and best practices of

various countries that have successfully reformed state-owned

enterprises. The OECD guidelines lay down key provisions

which should undetlie a reform of state-owned enterprises:

B cqual competitive conditions for all companies operating on
the market;

B assessment of state ownership functions;

B promotion of transparency and public accountability of
state-owned enterprises;

B formation of effective corporate boards and creation of
the pay system providing incentives to the boards and
managers of enterprises.

Relying on these principles, the Government defined four
main directions of the reform of state-owned enterprises
as their implementation would ensure efficient operations
of state-owned enterprises in a commercial environment:
ensure transparent activities of enterprises, set clear objectives
for them, separate the management and accounting of
commercial and non-commercial functions of enterprises,
strengthen and separate the state‘s ownership function from
its regulatory functions.

Clear objectives

Separation of commercial and
non-commercial functions

Separation of ownership
and regulatory functions

Transparency
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Transparency

In July 2010, the Government approved the Transparency
Guidelines which stipulate that accounts of state-owned enter-
prises must be kept according to International Financial Repor-
ting Standards and that enterprises must draw up both annual
and interim (quarterly) sets of financial statements. In addition,
state-owned enterprises must prepare quarterly and annual
management reports. These reports must be submitted to the
controlling body and published online. The Ministry of Eco-
nomy, in cooperation with enterprises, the Ministry of Finance
and Office of the Prime Minister, regularly prepares summary
statements of the entire portfolio of state-owned enterprises
showing the aggregate operating and financial results of enter-
prises during a certain period. Every year, five (one annual and
four interim) summary reports on state-owned enterprises are
presented to the Government and the public. This frequency
has been chosen in order to institute regular public accounta-
bility of enterprises, monitor changes in the portfolio of state-
owned enterprises and respond to them adequately by making
quick decisions.

Separation of commercial and non-commercial
functions

State-owned enterprises carry out commercial operations
and have special obligations. These are the functions delegated
to enterprises for the pursuit of strategic, social and political go-
als of the state. In accordance with the OECD guidelines, the
fulfilment of special obligations must be clearly regulated, laid
down in the articles of association and internal documents of en-
terprises, financial results of special obligations must be separated
from the results of other activities in the accounts of state-owned
enterprises. In addition, transparent financing models must ap-
ply to special obligations in order to avoid cross-financing where
losses from the fulfilment of special obligations are covered from
profits of commercial activities carried out by the same enterpri-
se.

Taking into account the OECD guidelines, the Ministry of
Economy and external experts analysed the functions of state-
owned enterprises, defined three types of special obligations of
state-owned enterprises and assessed their impact on financial
results of enterprises (see Special obligations). A number of pro-
blems related to special obligations were found during the as-
sessment. Some special obligations are not clearly regulated by
legal acts, have no clear quality requirements and criteria which
are used to determine the need for fulfilment and financing of
special obligations, the need for these functions is not regularly
assessed. Besides, most enterprises keep no records of and do not
analyse the financial results of their special obligations for either
internal management or external public accountability purposes,
have no management accounting systems in place and financing
of special obligations of some enterprises is inconsistent with the
principles laid down in EU Directives.

Therefore, the Government plans to improve the regulation
of special obligations and require the ministries supervising state-
owned enterprises to carry out periodic assessments of the need
for special obligations and substantiate the need according to
clear criteria, while decisions on the fulfilment and financing of
these functions would be adopted by the Government. In addi-
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tion, state-owned enterprises should provide information about
the financial results of their special obligations together with fi-
nancial and operational reports. Their strategic plans should con-
tain separate objectives and indicators of special obligations and
commercial activities.

More stringent regulation of special obligations and their se-
paration from commercial functions would increase the trans-
parency of operations of enterprises, safeguard against market
distortion and ensure that budget funds allocated for special obli-
gations are used efficiently.

Ownership Guidelines

In June 2012, the Government approved the Procedure for
the Exercise of Property and Non-property Rights of the State
at State-owned Enterprises (Ownership Guidelines). This docu-
ment lays down the main principles of governance of state-ow-
ned enterprises which should ensure transparent and efficient
management, setting of clear objectives of enterprises and consis-
tent pursuit of these objectives.

The Ownership Guidelines lay down the rights and obliga-
tions of all public authorities, institutions and enterprises in-
volved in the management of state-owned enterprises. These
provisions will help address one of the most pressing corpora-
te governance problems, which is conflicts of interest, where a
public authority responsible for supervising the relevant sector
is also involved in the management of an enterprise operating
in that sector and represents the interests of both the state as the
shareholder and its own as the body pursuing the relevant sec-
toral policies.

‘The Ownership Guidelines lay down the key principles of efhi-
cient management of state-owned enterprises:

B Professional representation of the state as the owner or share-
holder of enterprises;

® Formation of competent and independent boards of enterpri-
ses;

B Setting clear objectives for enterprises.

Professional representation of the state as the owner or
shareholder of enterprises

The Ownership Guidelines stipulate that functions related
to representation of the state as the shareholder or owner of en-
terprises must be separated from functions related to the imple-
mentation of sectoral policies, i.e. these functions must be de-
legated to separate units of a public authority. In addition, the
Governance Coordination Centre will be set up within the State
Property Fund to strengthen the implementation of ownership
functions and ensure that the Government has at its disposal all
information necessary for decisions. The Centre will monitor the
implementation of state policies by all state-owned enterprises. It
is expected that the key functions of the Governance Coordina-
tion Centre will be the following:
B Analyse and summarise financial information of state-owned

enterprises, evaluate the efficiency of enterprises;

Ensure the implementation of the provisions of the Transpa-

rency Guidelines;

Coordinate the implementation of the good strategic plan-

ning practices;

Assess the ambitiousness of strategic objectives of enterprises




and monitor strategy implementation indicators;
® Help organise the process of nomination of board members;
B Siton the boards of state-owned enterprises;

B Prepare methodological guidelines and put forward proposals
to the Government and Ministry of Economy on how to im-
prove the management of state-owned enterprises.

The Governance Coordination Centre will act as an advisory
body to the Government and will assist public authorities in
employing good corporate management practices at state-ow-
ned enterprises.

Formation of competent and independent boards of
enterprises

The Ownership Guidelines lay down the qualification
requirements for members and composition of the board.
They stipulate that at least a third of members serving on the
boards of largest public and private limited liability compa-
nies must meet independence criteria. It means that at le-
ast a third of board members will be qualified professionals
working in the private sector with knowledge of the market
in which the state-owned enterprise operates as well as with
financial and strategic planning competences rather than
public servants and employees of state-owned enterprises.
Another important change is the fact that members will be
appointed to the boards of major state-owned enterprises by
the Nomination Committee composed of the line minister,
Minister of Finance and Minister of Economy.

Setting clear objectives for enterprises

The Ownership Guidelines require objectives to be set for
state-owned enterprises at two levels defined by the sharehol-
der and board respectively. First, objectives of the state pur-
sued in its capacity as the owner or shareholder of enterprises
must be set and published. The Guidelines divide all state-
owned enterprises into three groups according to the objecti-
ves pursued by the state:

Group 1A. The state seeks to increase the value of business
and dividends or revenues from profit payments of enterpri-
ses in this group. The group includes such companies as Li-
thuanian Shipping Company, Geoterma, Visagino Energija,
LITEXPO;

Group 1B. The state seeks not only to increase the value of
business and dividends or revenues from profit contributions
of enterprises but also to secure strategic interests of the coun-
try such as the economic security of the country, implemen-
tation of strategic projects, quality infrastructure, etc. These
companies include Lithuanian Railways, Klaipédos Nafta,
Lithuanian Post, forest enterprises;
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Group 2. The state manages enterprises in this group and
seeks to achieve social and political objectives as well as to
ensure profitability (i.e. efficiency). Enterprises within this
group should only carry out non-commercial activities which
would not be pursued by other companies seeking profit or
would be pursued by them at a higher price. Group 2 includes
such state-owned enterprises as the Centre of Registers, De-
posit and Investment Insurance, regional road maintenance
enterprises.

Boards and management of SOEs must ensure that group
1A and 1B enterprises controlled by them achieve the requi-
red return on capital invested by the state. The target return
will be determined using the capital asset pricing model
(CAPM) broadly used in financial analysis. These calculations
will be made by the Governance Coordination Centre once in
three years. Once the target indicators of the return on capital
are approved by the ministry controlling the enterprise, they
will be forwarded for final approval to the Government.

The second phase of definition of objectives is the prepa-
ration of corporate strategies. State-owned enterprises must
have clear strategic plans serving as a communication tool
between the Government, authority exercising the rights of
the shareholder, corporate boards and management. Strate-
gies are also necessary as a tool to assess the work of boards
and management.

Strategies of state-owned enterprises must cover the analy-
sis of the environment, mission and vision, long-term (strate-
gic) objectives, goals and resources necessary to achieve them
as well as operational plans. Draft strategies of state-owned
enterprises will be submitted to the Governance Coordina-
tion Centre which will provide recommendations and pro-
posals on their improvement. In addition, monitoring of the
strategy implementation will be strengthened as the board
and management of the state-owned enterprise will have to
regularly analyse and evaluate the achievement of long-term
and short-term financial and non-financial objectives by the
enterprise. Companies will have to draw up annual reports on
strategy implementation, while the Governance Coordina-
tion Centre will analyse them and prepare a summary report
on the implementation of strategies of state-owned enterpri-
ses to be submitted to the Government.

The implementation of these measures will help ensure
that enterprises operate efficiently and pursue reasonably am-
bitious objectives. A better quality of strategic planning will
also enable ministries that control enterprises to prepare more
accurate budgets including both the resources necessary to fi-
nance special obligations of enterprises and revenues receiva-
ble from enterprises.

News of the reform of state-owned enterprises

Information on operating results of state-owned
enterprises is now available online

In December 2011, a website was launched at the address
www.vvi.ukmin.lt. The website describes the reform of state-
owned enterprises outlining its goals, responsible authorities
and practices of other countries and provides an opportunity

to analyse financial and operating indicators of all state-
owned enterprises, receive information about strategic and
public projects, etc. This is the reflection of the continuing
effort of the Ministry of Economy to promote transparency
and encourage the public to take interest in the activities and

results of enterprises indirectly belonging to the public. The
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latest developments of the reform of state-owned enterprises
can also be tracked on a Facebook page.

Quality assessment of strategic plans of state-
owned enterprises

The Ministry of Economy, striving to encourage state-owned
enterprises to prepare higher quality strategic plans, presented the
Strategic Planning and Strategic Management Guidelines in the
autumn of 2011 aimed at helping the boards and management of
enterprises better understand the expectations of the state as the ow-
ner in relation to corporate strategic plans as well as harmonising the
terms used, intercommunication and content of documents.

Acting in accordance with recommendations and good practice
principles laid down in these Guidelines, the Ministry of Economy
reviewed and evaluated 116 strategic plans of state-owned enter-
prises at the beginning of 2012. This evaluation showed that most
strategic plans fell short of the good strategic planning practices
and were insufficient to ensure quality corporate management and

achievement of objectives. Many strategic plans contained insuffici-

ently clear objectives, poor analyses of the return on investment or
no analysis at all, while the financial objectives of most companies
were not sufficiently ambitious compared to the indicators of similar
companies. The Ministry of Economy submitted brief findings to

most enterprises, while the largest enterprises received more com-
prehensive recommendations to improve their strategic plans which
should be taken into account during the next phase of strategic plan-
ning.

Boards of state-owned enterprises enhanced by
independent members

A total of 14 independent members have already been
nominated to the boards of state-owned enterprises
operating in the energy sector. These individuals are high-
level professionals who manage large companies and
have executive education as professional board members.
Independent board members that are free from any political
pressures contribute actively to the development of strategies
and improvement of efficiency of individual enterprises and
also take part in discussions during the preparation of the
national energy strategy.

Seeking to implement the good corporate governance
practice, the Ministry of Economy appointed two
independent members to the board of LITEXPO. It is
expected that their participation will ensure that more
attention is paid to strategic planning, financial objectives
and improvement of efficiency of the enterprise.

From left to right: Paulius Martinkus, Chairman of the Board of UAB Toksika, Olaf Martens, member of the Board of UAB Energijos Tiekimas, Petras BarSauskas, member of the Board of

UAB Kauno Energetikos Remontas, Antanas Anskaitis, member of the Board of UAB Elektros Tinklo Paslaugos, Lina Pauksté, member of the Board of UAB NT Valdos, Darius Maiksténas,
member of the Board of AB LESTO, Andrius Kubilius, Prime Minister, Arvydas Sekmokas, Minister of Energy, Mantas Zalatorius, member of the Board of UAB Visagino Atomine Elektriné, Erika
Jakimonytée, member of the Board of UAB Baltpool, Kristian Kaas Mortensen, President of the Baltic Institute of Corporate Governance, Lina Morkinaité, member of the Board of UAB Tetas,
Sonata Matuleviciené, member of the Board of AB Lietuvos Energija, Aurimas Bakas, member of the Board of UAB Technologijy Ir Inovacijy Centras, Adomas Azuolas Audickas, Vice-minister

of Economy, Mindaugas Jusius, member of the Board of AB Klaipedos Nafta.
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Economists about the reform of state-owned enterprises

Zygimantas Mauricas, Economist at Nordea Bank Lietuva:

State-owned enterprises need clear rules of the game

A survey carried out by the Baltic

Corporate Governance Institute
showed that the quality of corporate
governance of state-owned
enterprises in Lithuania stll lags
far behind the good international

practices. According to the survey,

enterprises are managed better

not only by the Nordic countries

situated on the other shore of the
Baltic Sea but by our neighbours
in Latvia and Estonia as well. Such results are disconcerting
as the high quality and efliciency of management of state-
owned enterprises plays an important role in ensuring the
sustainable growth of the national economy. Enterprises
that are managed more efficiently are able to provide better
services to businesses and households and contribute more to
the national budget, while very poorly managed enterprises
may become a heavy burden which sooner or later falls onto
the shoulders of the taxpayer. Therefore, a natural question
is “what do we do wrongly to be so far behind the leaders
of corporate governance of state-owned enterprises and what
can be done better to change this situation”?

Unclear and changing objectives and lack of long-term
operational plans of enterprises are probably the main problem
faced by managers of state-owned enterprises in Lithuania.
Without a clear and stable operational strategy managers of
enterprises are reluctant to undertake important investment
projects or reform corporate management. The absence
of clear rules of the game leads to inactivity of managers of
state-owned enterprises as they risk receiving a yellow, if not
a red, card for any proactive endeavour, while any attempt
to argue with the referee may result in the permanent
suspension from the game. In these circumstances, when
any initiative is very likely to be penalised, the best strategy
for a manager of an enterprise usually is doing nothing. It is
easy to understand that such management strategies result in
a loss of competitiveness and flexibility by the company, its
inability to adapt to the changing surrounding conditions
and ultimately becoming a burden for the whole country. To
be able to ensure the continuity of operations of enterprises
and implementation of their strategic plans, it is extremely
important to increase the independence and qualification of
members of the boards of state-owned enterprises.

The importance of long-term planning and corporate
strategies becomes very significant in addressing a daily
dilemma of which share of profits should be invested by

enterprises into their future growth and which share should
be paid as dividends to the national budget. Although the
improving profitability of state-owned enterprises is indeed
encouraging, a sustainable growth of profits in the future
requires to ensure a sufficient amount of investment into
strategic projects which improve the efficiency of operations.
Therefore, clearly defined objectives and an investment
strategy helps managers solve the ,investment and profit
dilemma more easily.

Managers of state-owned enterprises are also faced with
an equally important dilemma of “commercial activities
and social obligations”. On the one hand, enterprises are
encouraged to improve their efficiency and profitability but,
on the other hand, they are also required to provide public
infrastructure services which are often unprofitable for
enterprises. For instance, transport undertakings must provide
passenger services which are loss-making. This not only adds
uncertainty in the area of corporate governance but also makes
it more difficult to compare the results with those of private
companies operating in the relevant sector. Therefore, it is
very important to divide services provided by enterprises into
two groups of commercial and non-commercial services and
to evaluate the efficiency of these service groups according
to the relevant criteria. Commercial operations should be
evaluated according to the same principles as used by private
organisations secking profit, i.e. the goal should be to maximise
the increase in the value of the company and dividend yield,
while enterprises providing non-commercial services should
focus on the achievement of their social and public objectives
and refrain from commercial activities.

Hardly anyone likes to see taxes rise and cuts made to
the services provided by the public sector but these are the
measures that the government has to take when budget
resources are scarce. A much more pleasant alternative is to
continue the reform of state-owned enterprises which will
help boost the efficiency of these enterprises and increase
their contribution to the national budget. International
experience shows that the best recipes for this goal are to
have clear strategic objectives, independent and strong
corporate boards and clear separation of commercial and
non-commercial functions. Efforts should also continue
to increase transparency which is also an excellent tool in
making state-owned enterprises more efficient, given the fact
that the sceptical view of the Lithuanian population on state-
owned enterprises expressed during the survey of the Baltic
Corporate Governance Institute was one of the key factors
contributing to a rather poor scorecard for Lithuania.
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Nerijus Madiulis, Senior Economist at Swedbank in Lithuania:

State-owned enterprises must be profitable

It is hard to imagine a successful
company which has no financial

targets. Even if it is a non-profit

organisation, it still needs to
manage its costs efficiently and use

the available resources rationally.

Any attempt to free state-owned

enterprises from  setting and

trying to achieve specific financial
objectives is nothing more than
an effort to hide inefficiency and

poor management competence under a blanket of “social
objectives”.

All state-owned enterprises must be profitable. If they
are unable to earn a profit, they should be fully or partially
privatised and be managed by the private sector. There are
just a few state-owned enterprises that have to provide public
services at a subsidised cost. However, even in these cases we
should look for ways to subsidise these socially vulnerable
groups directly and not through state-owned enterprises
which receive a mandate thereby to operate without any
efficiency or transparency.

Violeta Klyviené, Senior Analyst for the Baltic States at Danske Bank:
Efficiency of state-owned enterprises is important for the Lithuanian economy

Efficient and, most importantly,
transparent management of state-
owned enterprises provides direct
advantages to public finance. For
instance, smaller grants to SOEs or
higher dividend revenue may beco-
me an important source of public
finance deficit reduction. However,
there are some indirect advantages
as well. It is no secret that state-ow-
ned enterprises in Lithuania are tur-

ning into a battlefield for never-ending clashes of interests of
parties. In these circumstances, the objectives of enterprises
have little to do with interests of society as a whole. Therefore,
it is important to ensure that qualified and independent ma-
nagers play the key role instead of politicians at these enterpri-
ses. This can only be achieved by continuing the ongoing re-
form of state-owned enterprises. “Seek to improve efficiency”
is the advice for Lithuania from the European Commission
for a second year in a row, which is a clear signal that progress
in this area has been insufficient. So we must continue to go
forward.
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OVERVIEW OF PORTFOLIO RESULTS

The overview of financial results achieved by state-owned
enterprises (SOEs) in 2011 starts with the number of enter-
prises which make up this portfolio, analysis of the market
value of the portfolio and analysis by such accounting indica-
tors as the value of assets, equity, financial debt, sales revenue,
operating profit, return on equity, employees and efficiency
of operations.

The portfolio presented in this report is made up of 149
enterprises. Lietuvos Energija, LESTO and Litgrid are within
the corporate group of Visagino Atominé Elekeriné (VAE).
Therefore, only consolidated financial data of the VAE group
have been included in the portfolio results. The data of Vi-
sagino Energetikos Remontas have not been included in the
portfolio results as the company went into bankruptcy. The
portfolio results also exclude the data of Universiteto Vaistiné
and Lietuvos Tyrimy Centras (Lithuania Research Centre).
The three-year data of Universiteto Vaistiné is not compara-
ble as the capital structure of the company changed conside-
rably during the change in its legal form and the Lithuania
Research Centre did not exist in 2009. During the reference
period, there were no privatised companies. The following re-
view presents aggregated data of 145 enterprises in total.

At the beginning of 2012, Marijampolés Regiono Veis-
lininkysté and Siauliy Regiono Veislininkysté were merged
into a single public company Lietuvos Veislininkysté, whi-
le Vilniaus Zirgynas, Nemuno Zirgynas and Sarty Zirgynas
into Lietuvos Zirgynas. In 2011, Gelezinkeliy Projektavimas

Profit and loss statement (LTL ‘000)

merged with Lietuvos Gelezinkeliai (Lithuanian Railways) by
acquisition and the Legal Information Centre merged with
the Centre of Registers.

All enterprises are divided into four sectors: transport,
energy, forestry and other enterprises. The latter includes en-
terprises not classified within either of the first three sectors.
The energy sector is made up of 12 enterprises and their sa-
les revenue accounts for 44.1% of total sales revenue of the
portfolio. The transport sector includes 24 enterprises which
generate 37.4% of the portfolio turnover, while the forestry
sector comprises 42 forest enterprises and the Lithuanian Fo-
rest Inventory and Management Institute (8.4% of sales reve-
nue of the portfolio). The sector of other enterprises includes
almost half of the portfolio companies (70) but their total
sales revenue accounts for a mere 10% of the SOE portfolio
turnover.

In this Report, results of 2011 are compared against the
adjusted SOE portfolio results of 2010 and 2009 which differ
materially from the data disclosed in SOE annual reports
of 2010 and 2009 because some data have been revised and
some enterprises were excluded. The effect of adjustments on
the net profit of the SOE portfolio in 2009 and 2010 is sum-
marised at the end of the overview of portfolio results (see
Effect of adjustments on the net result of the SOE portfolio in
2009 and 2010).

The following tables provide aggregated financial informa-

tion of SOEs.

Sales revenue
Cost of goods sold
Gross profit (loss)
Operating expenses
Profit (loss) from other activities
Operating profit (loss)
Operating profit margin
EBITDA
EBITDA margin
Financial and investment activities
Profit (loss) before taxes
Profit tax
Net profit
Net profit margin
Minority interest
Net profit excluding non-standard taxes

Net profit excluding non-standard taxes and effect of Snoras bankruptcy

6,557,413 6,405,188 6,552,168
4,250,429 4,156,331 4,187,219
2,306,985 2,248,857 2,364,949
2,622,468 2,239,988 2,275,653
38,810 31,312 53,093
-276,673 40,182 142,390
-4.2% 0.6% 2.2%
1,044,845 1,290,945 1,375,751
15.9% 20.2% 21.0%
16,232 -9,613 -126,387
-260,441 30,569 16,003
-236,992 18,837 35,544
-23,449 11,732 -19,541
-0.4% 0.2% -0.3%
-1,267 -9,102 -9,093
24,480 71,202 65,143
24,480 71,202 246,642

* Results of 2009 net of Ignalina Nuclear Power Plant write-offs
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Balance sheet (LTL ‘000) 31 Dec 2009 31 Dec 2010 31 Dec 2011
Intangible assets 373,049 406,069 399,136
Tangible assets 18,603,155 19,430,110 19,867,065
Financial assets 1,397,495 1,840,787 1,125,213
Other non-current assets 347,927 308,187 325,046
Biological assets 3,106,726 3,106,676 3,260,262

Non-current assets 23,828,351 25,091,828 24,976,722
Inventories, prepayments and contracts in progress 946,677 1,046,576 1,742,132
Amounts receivable within one year 1,858,473 1,429,248 1,505,074
Other current assets 1,208,314 1,181,403 1,227,022
Cash and cash equivalents 630,657 829,809 656,972

Current assets 4,639,121 4,487,035 5,131,201

Total assets 28,467,472 29,578,863 30,107,923

Total equity 18,265,340 18,800,016 18,886,849
Minority shareholder equity 1,133,482 1,013,394 1,017,030

Grants and subsidies 4,149,043 4,189,489 4,750,770
Non-current liabilities 4,184,830 4,202,195 3,398,654
Current liabilities 1,868,259 2,387,163 3,071,651

Liabilities 6,053,090 6,589,358 6,470,305
Of which financial liabilities* 2,012,675 2,209,724 5,055,199

Total equity and liabilities 28,467,472 29,578,863 30,107,923

Ratios 2009 2010 2011
ROA 0.1% 0.2% 0.2%
ROE 0.1% 0.4% 0.3%
D/E* 11.0% 11.8% 26.8%
D/E*™* 11.0% 11.8% 11.0%

*Financial liabilities as of 31 December 2011 include a LTL 2,979 million interest-free loan granted by the Ministry of Finance on behalf of the state

to Deposit and Investment Insurance for the payment of benefits to Snoras depositors.

**This D/E ratio has been calculated by subtracting the LTL 2,979 million interest-free loan granted to Deposit and Investment Insurance from the

amount of financial liabilities.

Return to the state (LTL ‘000) 2009 2010 2011
Expected dividends (only the state’s share) 41,313 85,561 464,151
Of which assigned dividends (only the state’s share) 41,313 85,561 186,601
Expected SE profit contributions 0 0 60,278
Of which assigned SE profit contributions 0 0 26,083
Property tax 33,321 32,385 24,352
Raw material tax 23,066 37,580 75,276
Total contributions and non-standard taxes 97,699 155,526 624,056
Other information 2009 2010 2011
Number of employees (at period end) 43,885 41,626 41,355
Number of executives (at period end) 498 525 503
Advertising and media costs (LTL '000) 11,198 13,256 13,329
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SOE portfolio market value

At the end of 2011, the market value of the SOE portfolio
was LTL 13.5 billion and contracted by 8% year-on-year. The
book value of equity, assumed equal to the market value, rose
by 2.5% in a year and exceeded LTL 7.3 billion at the end of
the reference period. The book value of enterprises in the trans-
port sector went up by 3.4% mostly because of profitable ope-
rations of Lithuanian Railways. The book value of equity in the
forestry sector, composed of book values of forest enterprises

and the Lithuanian Forest Inventory and Management Institu-
te, stood at LTL 484 million in 2011. Book values of equity in
the energy and other sector did not change much and comprised
LTL 644 million and 1,055 million respectively. The market
value of enterprises in the forestry sector also includes the value
of forests estimated using the cash flow method. The value of
forests rose by LTL 153 million compared to 2009 because of
rising wood prices and reached around LTL 3.3 billion.

Cash flow

SOE portfolio value as of 31 December 2011 (LTL ‘000) Market value e Book value

Transport 14,149 - 5,165,370 5,179,519

Energy 2,932,406 - 644,074 3,576,480

Forestry - 3,253,000 484,387 3,737,387

Other - - 1,055,284 1,055,284

Total 2,946,555 3,253,000 7,349,115 13,548,671
SOE market value on NASDAQ OMX Vilnius

The state hold shares in six enterprises listed on the NAS-
DAQ OMX Vilnius stock exchange and has the controlling
interest in five of them.

At the end of 2011, the market value of state’s shares of
SOEs traded on the stock exchange comprised LTL 2.95 bil-
lion and fell by 31% from the beginning of the year when it
stood at LTL 4.26 billion.

Value of stock
owned by the
state (LTL ‘000)

31 December 2011

State’s interest

LESTO 82.63% 964,927
Lietuvos Energija 96.13% 786,267
Litgrid 97.50% 684,222
Klaipedos Nafta 70.63% 325,275
Lietuvos Dujos 17.70% 171,715
Lietuvos Jury Laivininkysté 56.66% 14,149
Total - 2,946,555

Atthe end 0of 2011, LESTO accounted for the largest share
(33%) of the SOE stock’s market value (LTL 964.9 million),
while Lietuvos Jary Laivininkysté (Lithuanian Shipping
Company) (LTL 14.1 million) comprised the smallest share
(0.5%). The most significant nominal effect to the changes in
the value of state’s stock portfolio in 2011 resulted from the
LTL 534.8 million and 653 million fall in the value of Litgrid
and LESTO stock respectively.

The index of SOE stocks shows changes in the value of
state-owned companies listed on the stock exchange since
2008. Some companies were listed on the stock exchange
later than others because of ongoing changes in the energy
sector: Litgrid was listed on 22 December 2010, LESTO on
17 January 2011 and Lietuvos Energija on 1 September 2011
only. Therefore, the SOE index has been compiled taking into
account listed SOEs existing before reorganisation: Lietuvos
Elektring, Lietuvos Energijos Gamyba and Ryty Skirstomieji
Tinklai.
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The change in the market value of all SOEs was negative
in 2011. Lietuvos Jury Laivininkysté (Lithuanian Shipping
Company) stock fell the most (-55%) due to negative
tendencies in the shipping market. The smallest drop was by
Lietuvos Energija stock (-14%).

Change in value in 2011

LESTO* -40.36%
Lietuvos Energija* -14.06%
Litgrid -43.87%
Klaipédos Nafta -26.42%
Lietuvos Dujos -17.95%
Lietuvos Jury Laivininkystée -55.00%
SOE index: -30.85%
Visy akcijy OMXV indeksas: -26.66%

* The change in value since the listing of stock.

The fall in the value of SOE stock portfolio was stron-
gly affected by general trends on the stock exchan-
ge. In 2011, the index of all stocks traded on NAS-
DAQ OMX Vilnius fell by 27% mostly because of
negative trends prevailing on global markets as a result

of the worsening sovereign debt crisis in the euro area.

Book value of assets

The book value of SOE assets rose for the second consecuti-
ve year. It grew by 1.8% in 2011 and amounted to LTL 30.1
billion at the end of the period. During the year concerned,
the sharpest increase (LTL 463 million) was in the book va-
lue of assets held by enterprises in the transport sector which
made up LTL 8.2 billion at the end of the period. This increase
mostly relied on growing investments into non-current tangi-
ble assets by Lithuanian Railways and Klaipéda State Seaport
Authority which made up LTL 286 million and 64 million
respectively. The rise in the assets of Lithuanian Railways was
mostly financed by subsidies amounting to LTL 237 million.
The value of assets of enterprises in the forestry sector went up
by LTL 200 million mostly because of a LTL 153 million rise
in the value of forests and nearly a LTL 36 million increase in
cash and cash equivalents in the sector. Assets of enterprises in
the energy sector swelled by LTL 100 million mainly because

of provisions for amounts receivable by the VAE group for its
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public service obligations (LTL 96 million) and an increase

in financial assets. The value of other enterprise sector went
down by 5.8% to LTL 3.8 billion. The fall was mainly caused
by a LTL 91 million and 34 million reduction in assets of the
Rural Credit Guarantee Fund and Mortgage Loan Insurance

respectively.
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Equity

The value of equity of the SOE portfolio rose from
LTL 18.2 billion in 2009 to LTL 18.9 billion in 2011.
It increased by 0.5% last year. The value of equity went
up in the forestry (LTL 185 million) and transport (LTL
143 million) sectors. The increase in equity of the forestry
sector mostly relied on profitable activities in 2011 and a
LTL 153 million increase in the value of forests because
of rising wood prices. The value of equity in the transport
sector rose mainly because of profits of LTL 150 million
and 68 million earned by Lithuanian Railways and
Klaipéda State Seaport Authority respectively. The value
of equity of energy enterprises fell by 2.3% during the
year and stood at LTL 8.8 billion at the end of 2011. The
decline was caused by losses incurred by the VAE group
and Ignalina Nuclear Power Plant amounting to LTL 109

Financial liabilities

In 2010, financial liabilities of SOEs increased by LTL
197 million (to LTL 2.2 billion). However, they more
than doubled in 2011 (up by 128.8% to LTL 5.1 billion)
because of a nearly LTL 3 billion debt of Deposit and
Investment Insurance to the Government of the Republic
of Lithuania. If this debt, which was used to pay benefits to
the depositors of Snoras bank, is excluded, the remaining
financial debts made up LTL 2.1 billion. The sharpest fall
of financial liabilities was in the transport sector because
Lithuanian Railways had repaid a loan of almost LTL 57
million which was taken for the purchase of new rolling
stock and renovation of the railway infrastructure, while
the loan of the Klaipéda State Seaport Authority intended
mainly for the improvement of the seaport mouth’s design,
renovation of quays and construction of the container
terminal had shrank by nearly LTL 19 million. Financial
liabilities of enterprises in the energy sector remained
virtually the same in the period concerned while those in
the forestry sector fell from LTL 5 to 3 million. Financial
liabilities in the other enterprises sector (excluding Deposit
and Investment Insurance) went down by 14.8% to

Financial liabilities** (LTL million)
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million and 123 million respectively. The value of equity
in the other enterprise sector dropped by 2.8% to LTL 31
million.
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LTL 265 million. The reduction of financial liabilities of
the SOE portfolio resulted in a lower financial leverage. If
the Government loan to cover payments to the depositors
of Snoras bank is excluded, the debt to equity ratio of the
portfolio fell from 11.8% to 11%.

Financial liabilities* (LTL million)
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*Financial liabilities as of 31 December 2011 include a LTL 2,979 million
interest-free loan granted by the Ministry of Finance on behalf of the state
to Deposit and Investment Insurance for the payment of benefits to Snoras
depositors.
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**Calculated by subtracting the LTL 2,979 million interest-free loan granted to Deposit and Investment Insurance from the amount of financial liabilities as of 31 December 2011.
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Salesrevenue

During the year, sales revenue of the portfolio increased by
2.3% to LTL 6.6 billion (up from LTL 6.4 billion in 2010)
and reached the level 0f 2009. An increase of LTL 260 million
was contributed to this change by transport enterprises (sales
revenue stood at LTL 2.5 billion in the period concerned),
LTL 132 million by forest enterprises (to LTL 552 million)
and LTL 56 million by other enterprises (to LTL 656 million).

Sales revenue of Lithuanian Railways went up by 13.4% to
LTL 1.6 billion because of stronger flows of freight and pas-
sengers. Similar changes were recorded by the Klaipéda State
Seaport Authority as its sales revenue rose by 12.9% to almost
LTL 168 million. Lithuanian Post increased the number of
units of services provided and managed to boost its sales reve-
nue by 5.2% to LTL 183 million. Sales revenue of Lithuanian
Shipping Company went up by 25.7% to LTL 78 million after
the company became more active in independent management
of ships. The main sales revenue of airports decreased because
of lowered fees in order to maintain competitiveness and boost
passenger flows. This drop in revenue was expected to be offset
by higher revenue from non-aviation activities.

Revenue of energy enterprises decreased for the second year
in a row and made up LTL 2.9 billion at the end of 2011. Reve-
nue of the VAE group contracted by LTL 293 million because of
the lower price caps for services provided by Litgrid and LESTO,

Operating profit

In a period of three years, the result of operations of SOEs tur-
ned from loss into profit. In 2011, the operating profit of SOEs
was almost 3.5 times higher than in 2010 and amounted to over
LTL 142 million. However, only transport enterprises managed to
improve their operating profits.

'The operating profit of transport enterprises went up from LTL
116 million to 273 million. The increase relied on the operating
profit of Lithuanian Railways which nearly doubled from LTL
103 million to 194 million mostly because of higher revenue from
freight transport and use of the railway infrastructure. Besides, the
operating profit of the Klaipéda State Seaport Authority rose from
LTL 62 million to 95 million because of a 13% increase (from LTL
148 million to 168 million) in revenue and lower costs (from LTL
12 million to less than 2 million) of seaport water area cleanup. In
2011, the largest loss in the transport sector was incurred by Li-
thuanian Shipping Company and amounted to LTL 28 million
(down by almost LTL 12 million from the previous year).

The operating loss of energy enterprises made up LTL 135 mil-
lion and decreased by LTL 43 million compared to the previous
year. The losses in the energy sector stemmed from a LTL 293 mil-
lion reduction in revenues of the VAE group and the fact that de-
preciation costs presented in financial statements of the VAE group
were higher than the costs included in the calculation of electricity
transmission and public supply tariffs. In addition, the operating
profit was considerably affected by carbon pollution allowance
revaluation costs of Lietuvos Energija which made up LTL 63
million. In the energy sector, Klaipédos Nafta improved its results
substantially as its operating profit increased 1.8 times to LTL 51
million. The improvement relied on an increase in revenue from
LTL 122 million to 141 million and the fact that Klaipédos Nafta

OVERVIEW OF PORTFOLIO RESULTS

decreasing number of LESTO customers using the public sup-
ply service and weaker production volumes of Lietuvos Energija.
Commercially advantageous direct contracts and one-off revenue
from the management of oil reserves enabled Klaipédos Nafta to
increase revenue by 16.1% to just over LTL 141 million.

Sales revenue in the forestry sector rose because of the gro-
wing sales volumes of round timber and an increase in the ave-
rage price of wood from 110.2 to 139.6 LTL/m>. The largest
contributors to higher revenue in the other enterprise sector
were Regitra and Jonavos Grudai as their revenue rose by about
LTL 11 million and 9 million to almost LTL 78 million and 22
million in 2011 respectively.

Sales revenue (LTL million)
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experienced extraordinary non-current assets impairment costs of
almost L'TL 9 million in 2010.

Although sales revenue of forest enterprises rose quite subs-
tantially, the operating profit fell by 14.4% to LTL 37 million
because of much higher cost of sale and operating costs. The
increase in operating costs was caused by twice as high raw ma-
terial taxes (up to LTL 75 million), higher costs of reforestation
and forest maintenance. The operating costs also included a loss
incurred as a result of deposits worth almost LTL 30 million
which were written off due to the bankruptcy of Snoras bank.

The operating loss of the other enterprises sector grew for
the second year in a row going up by 16.7% in 2011 to LTL 32
million. This resulted from the higher cost of sale and operating
costs of companies. The cost of sale was mostly driven up by the
payouts of Mortgage Loan Insurance which reached LTL 57 mil-
lion in 2011. Higher operating costs in the sector mainly relied
on LTL 8 million costs incurred by the Lithuanian Oil Product
Agency as a result of revaluation of non-current tangible assets.

Operating profit (LTL million)
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Profitability

The return on assets of the entire portfolio rose from 0.1
t0 0.2% in 2010 only and remained at the same level in 2011.
The return on equity fluctuated within a broader range. It
went up from 0.1 to 0.4% in 2010 and fell by 0.1 percentage
points in 2011 to 0.3%. The net profit drop from LTL 71
million to 65 million in 2011 (after the deduction of non-
standard taxes from the operating costs) was caused by the
bankruptcy of Snoras bank and the resulting losses of SOEs
of almost LTL 182 million. If these losses are excluded, the
SOE portfolio’s return on equity stood at 1.3% in 2011.

In the period concerned, the return on equity increased
from 1.5 to 3.9% in the transport sector. Lithuanian
Post, which has been suffering massive losses in recent
years, managed to earn a profit of LTL 736,000 in 2011.
Lithuanian Railways saw the return on equity rise by 2.7
percentage points to 5.6% and that of the Klaipéda State
Seaport Authority went up from 5.1 to 5.6%.

Profitability in the energy sector fell for the second
consecutive year. In 2011, the indicators of return on
assets and equity shrank by 0.8 and 1.3 percentage points
respectively and stood at -1.2 and -1.9% respectively. This
mostly resulted from the write-off of almost LTL 75 million
in deposits of the Ignalina Nuclear Power Plant held at the
bankrupt Snoras bank, LTL 63 million carbon pollution
allowance revaluation costs of Lietuvos Energija and part
of depreciation costs of electricity undertakings included
into accounts but not recognised by the electricity market
regulator. There was a considerable increase in the return
on equity of Klaipédos Nafta from 5.8% in 2010 to 9.5%
in 2011 because of lower operating costs and higher sales
revenue.

Employees

At the end of 2011, SOEs employed 41,355 people
which was 271 employees fewer than at the beginning of
the year. The headcount increased in the forestry sector
only (by 105 employees or 2.8%) and stood at 3,795 by
the end of the year. More than a half of people (56%) were
employed in the transport sector. The largest employer was
Lithuanian Railways. At the end of the period concerned,
this company had 12,162 employees (230 more than at the
beginning of the year).
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In 2011, net profits of forest enterprises were worse mostly
because of higher raw material taxes and bankruptcy of Snoras
bank. However, the return on equity, which is calculated by
subtracting raw material and property taxes from operating
costs, rose from 2.1 to 2.7%. It should be noted that the
return on assets and equity in this sector went up for the
second consecutive year.

In 2011, the return on equity in the other enterprise sector
was by 4.2 percentage points lower than a year ago and stood
at-6.3%. The result was mostly caused by losses from financial
and investment activities after the bankruptcy of Snoras
bank and write-off of amounts held at the bank by some
enterprises. Both Investment and Business Guarantees and
Regitra lost LTL 15 million each and LITEXPO lost nearly
LTL 2 million because of this bankruptcy. The profitability of
the sector was also reduced by the non-standard loss of LTL
8 million resulting from revaluation of non-current tangible
assets of the Lithuanian Oil Product Agency.

Return on equity
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Operating efficiency

Within the entire portfolio, revenue per employee rose by
3.5% during the year from LTL 162,000 to over LTL 167,000.
The strongest growth of this ratio was seen in the forestry

OVERVIEW OF PORTFOLIO RESULTS

sector where it increased from LTL 107,000 to LTL 132,000.
In 2011, revenue per employee went down only in the energy
sector to LTL 397,000.

Efficiency ratios All SOEs Energy
Revenue per employee (LTL ‘000)

2009 152

2010 162

2011 167

Operating profit per employee (LTL ‘000)*

2009 51

2010 2.8

2011 10.8

Transport Forestry
399 85 87 87
399 101 107 101
379 114 132 111
-26.2 0.5 7.4 -3.3
-10.1 5.9 21.8 -4.0
-7.7 14.8 35.4 2.8

* Net of non-standard taxes and effect of Snoras bankruptcy

The ratios of operating profit per employee improved in all
sectors (excluding non-standard taxes and effect of Snoras ban-
kruptcy).

In 2011, this ratio was highest in the forestry sector (LTL
35,400), while the strongest growth was recorded in the trans-
port sector (from LTL 5,900 to LTL 14,800).

Operating costs in the energy sector contracted for the
second consecutive year. They went down by LTL 81 million
in 2011 compared to the previous year and stood at LTL 1.3
billion. This reduction of operating costs reflects the improving
efficiency of energy sector enterprises.

Operations of Klaipédos Nafta were much more efficient.
During the year, the operating costs of the company (excluding
the write-off of assets included into the accounts in 2010) de-
creased by LTL 1.2 million and the adjusted EBITDA grew by
9% to nearly LTL 74 million in 2011.

Efficiency of key transport enterprises also improved.
Although the operating costs of Lithuanian Railways went up
by 14.4% because of the broader scope of operations, and the
cost of transportation of one tonne of goods for one kilometre
increased from LTL 0.091 to LTL 0.094, sales revenue earned
from transportation of one tonne of goods for one kilometre
soared from LTL 0.103 to LTL 0.107. Therefore, net profit per
one tonne-kilometre also went up from LTL 0.07 to LTL 0.09.

Revenue, cost and net profit (in cents) of freight trans-
portation by Lithuanian Railways)
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Calculated according to financial statements of Lithuanian Railways

Although revenue and sales volumes of Lithuanian Post
increased, the company continued to improve its efficiency and
cut its costs per one unit of services for the second year in a row.
In 2011, operating costs per one unit of services contracted by
5.3% and stood at LTL 0.87.

Costs per unit of services of Lithuanian Post (LTL)
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Calculated according to financial statements of Lithuanian Post

Net profit of forest enterprises (operating costs net of raw
material and property taxes) grew from LTL 22.5 to 27.3 per
cubic metre of wood sold. This growth relied on the rising prices
of wood. The production cost of round timber per cubic metre
of round timber sold went up by 19% during the year (to LTL
41.2) and operating costs (net of property and raw material
taxes) per employee of forest enterprises soared by 28.4% to
over LTL 60,000. Costs went up because of the broader scope of
reforestation and forest maintenance work as well as the deposits
at Snoras bank of almost LTL 30 million which were written-
off. If the above-mentioned non-standard taxes, reforestation
and forest maintenance costs and effect of Snoras bankruptcy are
excluded, the operating costs increased by 9.1% (to LTL 12,000
per employee).
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Return to shareholders

SOE:s are expected to pay a six-fold amount of dividends
and profit contributions for the year 2011 compared to
the previous year and the total amount should be LTL 524
million. In the energy sector, Klaipédos Nafta has already
paid LTL 40.2 million and Lietuvos Dujos assigned LTL
12.7 million to the national budget. In the second half of
the year, the VAE group is expected to pay around LTL
275 million in dividends, while its subsidiaries LESTO and
Litgrid have already appropriated dividends. In the transport
sector, Lithuanian Railways will pay LTL 122.7 million in
dividends. The total contribution of the other enterprise
sector is expected to be LTL 11.8 million. The Lithuanian
Radio and Television Centre should pay about LTL 2.6
million in dividends. LTL 1.7 million was assigned by
Problematika and LTL 1.2 million by Lithuanian Mint.

Special obligations

The profitability of SOEs depends on both the efficiency of
their commercial activities and the scope of their obligations
to fulfil functions that are not commercially viable but are ne-
cessary for strategic objectives of the country, economic secu-
rity, quality infrastructure, achievement of social and political
objectives of the state. According to the OECD guidelines,
such functions are defined as special obligations. Depending
on the nature of activities of SOEs operating in Lithuania, the-
se obligations can be divided into several types:

B Non-commercial functions: these are the functions that
the enterprise is required to exercise by law and may not
earn a profit. The pricing policy for such functions is not
regulated by any external regulator and costs of functions are
covered by the enterprise itself. Examples of such functions:
reforestation, maintenance and protection of forests of
group I-II by forest enterprises, provision of data by the
Centre of Registers free of charge to public authorities and
other registers.

B Regulated non-commercial functions: these are non-
commercial functions whose pricing policy is regulated
so that the enterprise’s costs incurred for the exercise of
these functions are covered externally. Such functions are
exercised by, for instance, Smiltynés Perkéla that receives
reimbursement of costs incurred for the transportation of
people living in the Curonian Spit by ferries, Oro Navigacija
whose amounts of route and terminal fees are established
in accordance with the Regulations of the European
Commission, road maintenance enterprises which receive
reimbursement of their road maintenance costs.

B Regulated commercial functions: these are the functions
that the enterprise has an exclusive right to exercise and
whose pricing policy is regulated but enterprises are entitled
to earn a certain profit. Examples of companies exercising
regulated commercial functions: distribution network
operator LESTO, transmission network operator Litgrid,
Lithuanian Post, Lithuanian Railways.
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For the first time in history, state-owned enterprises are
also expected to pay LTL 60.3 million in profit contributions
for the period concerned. LTL 21.2 million was assigned by
the forestry sector, LTL 2.7 million by the other enterprise
sector and LTL 36.4 million by the transport sector. In 2011,
non-standard taxes paid by the SOEs to the national budget
made up LTL 99.6 million and went up by 42.4% compared
to 2010. The amount of property taxes decreased by 24.8%
to LTL 24.4 million and raw material taxes that are only paid
by forest enterprises doubled to LTL 75.3 million because of
the higher tax rate. Two thirds of this tax are used for general
needs of the state and the remaining third is transferred to
forest enterprises to finance various forest maintenance
needs such as stocktaking, accounting, preparation of forest
management projects, organisation of fire safety system, etc.

The obligation to exercise any of the three types of functions
limits the opportunities for SOEs to achieve such profitability
as of companies operating in the private sector. In 2011, the re-
turn on equity of the SOE portfolio was around 1%, while the
average return on equity among Lithuanian businesses is 8.7%.
The following paragraphs elaborate on the degree to which the
difference between profitability ratios can be attributed to the
costs incurred by SOE:s for special obligations as well as the de-
gree attributed to the lower return of commercial activities of
SOEs.

It is important to note that the average return on quityof
8.7% in Lithuania has been chosen as a benchmark. However,
the desired profitability of every SOE should be assessed depen-
ding on the nature of sector in which the enterprise operates,
structure of capital and other aspects.

The effect of special obligations on the SOE profitability was
measured by calculating the desired SOE profit according to
the adjusted average annual value of equity of the SOE port-
folio. The value of Lietuvos Dujos equity was deducted from
this value because the profit of the SOE portfolio includes only
dividends paid by this company to the national budget. As it is
necessary to assess the functions of individual enterprises, book
values of equity of VAE subsidiaries Lietuvos Energija, LES-
TO and Litgrid were taken instead of the consolidated value of
equity of the VAE group. In 2011, the adjusted average value of
equity of the SOE portfolio stood at LTL 18.8 billion.

The majority of SOEs do not have adequate accounting
systems which could be used to separate the costs of com-
plying with special obligations and assets used for that pur-
pose from the costs of commercial activities and assets. Such
information is not disclosed in their financial statements
cither. Because of these limitations and insufficient data, the
following assumptions were made in order to determine the
effect of special obligations:
® Taking into account the nature of activities, most SOEs

were divided into those carrying out mostly commercial acti-




vities (65 enterprises) and companies whose main functions
are special obligations (25 enterprises).

® Both commercial activities and significant special obliga-
tions are carried out by 11 road maintenance companies, 42
forest enterprises and Smiltynés Perkéla. The share of equity
of these enterprises used for special obligations was determi-
ned in proportion to the incurred costs of compliance with
special obligations;

® The results of the Passenger Transportation Directorate of
Lithuanian Railways and the share of administrative costs
allocated according to the costs of the Directorate were clas-
sified as special obligations;

® Because of insufficient information about the costs and as-
sets used to fulfil special obligations, the results of Lithu-
anian Post and Klaipéda State Seaport Authority were classi-
fied as commercial activity.

B The values of assets and equity in financial statements of
LESTO and Litgrid may differ significantly from their actu-
al values because of changes in regulation affected in 2009.
The National Control Commission for Prices and Energy
(NCCPE) has determined that the value of assets used for
licensed activities of LESTO and Litgrid is currently three
times lower than the value indicated in their balance sheets.
Because of this difference, the regulator did not recognise
LTL 238 million and LTL 80 million in depreciation costs
for LESTO and Litgrid respectively. Due to the absence of
reliable data on the value of assets of LESTO and Litgrid, the
returns to be generated by these enterprises as well as the effect
of special obligations cannot be propetly estimated. Therefo-

Effect of special obligations on SOE profitability in 2011
(LTL million)
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1,200
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8.7% return on equity obligations

SOEs lost about LTL 182 million as a result of the ban-
kruptcy of Snoras bank (see page 22). If this event is excluded,
the loss of profit because of a lower return generated by com-
mercial functions of SOEs was around LTL 363 million. This
amount indicates the profitability potential of SOEs which
could be achieved by more efficient management of commercial
operations. The improvement in both commercial activities and
special obligations would ensure a considerable increase in the
contribution of SOEs to the national budget. Therefore, another
important step during the reform of state-owned enterprises is

OVERVIEW OF PORTFOLIO RESULTS

re, LTL 534 million, which would constitute an 8.7% return

on the book value of equity of LESTO and Litgrid, was elimi-

nated from the target profit of LTL 1.6 million.

If the amount equivalent to the value of equity of the SOE
portfolio (excluding LESTO and Litgrid) was invested into the
portfolio which generates the average return on equity of Lithu-
anian companies, the net profit of the portfolio would be LTL
1.1 billion. However, the return of this portfolio (including
non-standard taxes) made up just LTL 154 million in 2011.
‘The Ministry of Economy estimates that LTL 404 million out
of a net profit of LTL 949 million which could be additionally
generated by SOEs was not earned because of compliance with
special obligations. This amount was mostly affected by losses
incurred by the Passenger Transportation Directorate of Lithu-
anian Railways (LTL 109 million) and decommissioning costs
of the Ignalina Nuclear Power Plant (the company incurred a
loss of LTL 48 million from its core activities in 2011). The effect
of special obligations was calculated with regard to both losses
of enterprises and return on invested capital which has not been
generated. Therefore, compared to the average return on equity,
the passenger transportation function cost Lithuanian Railways
LTL 126 million in profit, and special obligations cost the Igna-
lina Nuclear Power Plant LTL 87 million. About LTL 81 mil-
lion in net profit was lost as a result of reforestation, maintenan-
ce and protection of forests of group I-II by forest enterprises.
The potential profit of LTL 29 million was not achieved because
road maintenance work by state-owned enterprises was financed
reimbursing the costs only. LTL 81 million in profit was lost be-
cause of special obligations of other enterprises.

Effect of Snoras
bankruptcy
363
85 Non-standard taxes
70 SOE net profit
LESTO and Litgrid losses
Effect of lower return of SOE Return to the state
commercial functions budget

the improved regulation of special obligations to ensure regular
reviews of the need for special obligations of enterprises, deter-
mination of their quality level and scope in accordance with
clear criteria, separation of these obligations from commercial
functions, accounting of costs incurred for special obligations
and transparent financing models used to cover these costs. The-
se changes would enable SOE:s to cut their losses arising out of
compliance with special obligations and the state as the share-
holder would receive a higher return on commercial functions

of SOEs.
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Effect of Snoras bankruptcy on the net result of the SOE portfolio

After Snoras bank was declared insolvent at the end of
2011 and Deposit and Investment Insurance reimbursed
bank’s deposits up to LTL 345,000 (EUR 100,000), major
state-owned enterprises made provisions of LTL 181.5
million for bad debts. The following chart shows the effect
of Snoras bankruptcy on the net loss of the portfolio in 2011.

The net result of the SOE portfolio was mostly affected by
the loss of the Ignalina Nuclear Power Plant. The company
wrote down LTL 74.9 million held in deposits out of LTL

89.9 million and expects to recover the remaining amount

of LTL 15 million during the winding-up of the bank.
Forest enterprises controlled by the Directorate General
of State Forests lost LTL 29.9 million. The Klaipéda State
Seaport Authority recognised an impairment loss of LTL 17
million in relation to Snoras deposit certificates. A loss of
LTL 15 million was recognised by Investment and Business
Guarantees, Regitra and Lithuanian Railways each. Centre of
Registers lost around LTL 10 million. Other companies lost
a further LTL 4.2 million (Lithuanian Research Centre about
LTL 2.2 million, LITEXPO close to LTL 1.8 million).

Effect of Snoras bankruptcy on the net result of SOE portfolio in 2011 (LTL million)
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Effect of adjustments on the net result of the SOE portfolio in 2009 and 2010

During the preparation of the annual report on SOEs of
2011, financial data of 2009 and 2010 were adjusted accor-
ding to the updated data provided by enterprises. The follo-
wing charts present the effect of adjustments on net profit re-
sults of the SOE portfolio in 2009 and 2010 provided in the
Annual Report 2010.

The adjusted results of the VAE group (LTL 57.3 million)
had the strongest negative effect on the net profit of the SOE
portfolio in 2010. The adjustments resulted from higher ope-
rating costs of Lietuvos Energija which reduced the net profit
by LTL 24.6 million. The result of 2010 was adjusted to take
into account the carbon pollution allowance futures contract
concluded in 2009 which was no longer profitable because
of changes in CPA market prices and amended production
plans. In addition, PSO revenue of Lietuvos Energija was
reduced (LTL 49.6 million) as it was not related to the sub-
sidised electricity generation and the NCCPE decided to cut
PSO funding in 2012—2015. Besides, the company adjusted
its financial statements to account for an impairment loss of
electricity generation units 3 and 4, which resulted in LTL 2
million increase in net profit in 2010. The adjusted net profit
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of Litgrid increased by LTL 14.9 million because of changes
made to the PSO accounting policy.

In the Annual Report 2010, the profit of Lietuvos Dujos
was measured as a change in the value of state's shares in the
company. Meanwhile, the profit of the enterprise included in
the portfolio in the Annual Report 2011 was recalculated as
the share of dividends paid to the national budget in accor-
dance with the International Financial Reporting Standards.
The adjusted share of Lietuvos Dujos profit fell by LTL 22.3
million in the portfolio of 2010 and by LTL 59.3 million in
2009.

The adjusted results of the SOE portfolio in 2009 and
2010 exclude the results of Visagino Energetikos Remontas
(aloss of LTL 3.76 million in 2009 and loss of LTL 2.82 mil-
lion in 2010) because the company did not provide any finan-
cial information in 2011. The results of two more companies
were also not included in the SOE portfolio in the Annual
Report 2011 because of lack of comparable annual data. The-
se companies are Lithuanian Research Centre (a loss of LTL
16,000 in 2010) and Universiteto Vaistiné (a profit of LTL
65,000 in 2009 and profit of LTL 77,000 in 2010).




Net result of SOE portfolio in 2010 (LTL ‘000)
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The net loss of the portfolio of 2009 decreased because of
net profit adjustments made by Lithuanian Post, Visagino
Energija and Mortgage Loan Insurance. The net loss of
Lithuanian Post of 2009 went down by LTL 23.7 million
after the revaluation of non-current assets of the company
which resulted in the lower deferred profit tax liability. The

Net result of SOE portfolio in 2010 (LTL ‘000)

other enterprises

result of Visagino Energija was revised for a LTL 10 million
adjustment of the cost of sale of the company, while the net
profit of Mortgage Loan Insurance of 2009 presented in the
Annual Report 2010 was lower by LTL 7.3 million because of
an error made during the aggregation of portfolio data.

Excluded
enterprises and
Mortgage Loan result

Net loss of SOE Lietuvos Dujos Lithuanian Post  Visagino Energija Insurance result adjustments of  Adjusted net loss
portfolio result adjustment result adjustment  result adjustment adjustment other enterprises  of SOE portfolio
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As a result of corrections, the net loss of the SOE portfolio
in 2009 rose from LTL -7.5 million to LTL -23.4 million and
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10,000

the net profit of 2010 fell from LTL 90.6 million to LTL 11.7
million.
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Enterprises operating in the transport, warehousing and
communications sector generate about 15% of Lithuania’s
gross domestic product. The performance of this sector
depends largely on the economic situation in Lithuania and
its major trading partners, general economic and financial
trends in Lithuania and worldwide.

The state controls 24 enterprises operating in the transport
sector within road maintenance, railway, water transport,
airport and postal segments. Assets of SOEs operating in the

Field of activity

Enterprise

Transportation of passengers and
freight, railway infrastructure
management

Lithuanian Railways

Provision of postal and courier,

Liiny ez (Res financial services

Management of Klaipéda seaport

TRANSPORT

transport sector account for 21% of assets of all state-owned
enterprises and transport companies were the most profitable
enterprises in the period concerned. According to the data of
2011, the return on equity was 3.9% in the transport sector
and stood much higher than the same indicator in the energy
(-1.9%), forestry (2.7%) and other enterprise (-6.3%) sectors.
The following table lists 10 largest companies by turnover,
assets and number of employees.

Klaipéda State Seaport Authority
Lithuanian Shipping Company
Oro Navigacija

Vilnius International Airport

Siauliy Regiono Keliai
Automagistralé
Kauno Regiono Keliai

Vilniaus Regiono Keliai

infrastructure
Freight transportation by sea

Provision of specialised services in
the national airspace

Operation of Vilnius airport

Maintenance of roads of national
importance

Maintenance of roads and related
infrastructure

Maintenance of roads of national
importance

Maintenance of roads of national
importance

popJmovern  COET employeseat . SEe
’ LTL ‘000 the end of 2011 ’
1,591,833 4,884,755 12,162 100%
183,209 225,090 6,521 100%
167,558 1,444,425 265 100%
78,169 213,854 352 56.7%
77,250 167,647 312 100%
48,021 334,307 308 100%
42,191 60,477* 339 100%
33,054 47,615* 305 100%
30,632 53,410* 362 100%
28,158 42,901* 368 100%

* Assets of the enterprise net of the value of roads.

Financial results

In 2011, revenue of transport enterprises stood at nearly
LTL 2.5 billion and increased by 11.8% compared to the
previous year. The bulk of the revenue was generated by
Lithuanian Railways, Lithuanian Post and Klaipéda State
Seaport Authority (LTL 1,591 million, 183 million and
168 million respectively). Lithuanian Railways managed to
boost revenue by the largest margin (LTL 187 million). The
strongest growth of revenue was seen in the Internal Waterway
Directorate (64%) because of the increased state support to

the maintenance of internal waterways infrastructure. The
cost of sales went up by 7.3% and made up LTL 1.7 billion
at the end of 2011. The increase mostly resulted from higher
fuel costs and payroll costs of Lithuanian Railways.

In 2011, the operating profit of enterprises more than
doubled and stood at LTL 273 million at the end of the reference
period. Net profit of enterprises more than tripled from LTL
63.5 million in 2010 to LTL 194.5 million in 2011, while the
return on equity increased by 1.4% to 3.9% in the sector.
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Profit and loss statement (LTL ‘000) 2009 2010 2011
Sales revenue 1,978,321 2,191,738 2,451,539
Cost of goods sold 1,539,748 1,599,561 1,715,753
Gross profit (loss) 438,573 592,178 735,786
Operating expenses 468,453 495,755 502,341
Profit (loss) from other activities 29,215 19,722 39,187
Operating profit (loss) -665 116,145 272,632
Operating profit margin 0.0% 5.3% 11.7%
EBITDA 459,447 591,623 749,981
EBITDA margin 23.2% 27.0% 30.6%
Financial and investment activities -25,755 -39,348 -45,856
Profit (loss) before taxes -26,420 76,797 226,777
Profit tax -22,950 13,265 32,242
Net profit -3,470 63,532 194,535
Net profit margin -0.2% 2.9% 7.9%
Minority interest -12,504 -17,013 -11,943
Net profit excluding non-standard taxes 7,579 74,170 205,494
Net profit excluding non-standard taxes and effect of Snoras bankruptcy 7,579 74,170 237,577
Balance sheet (LTL ‘000) 31 Dec 2009 31 Dec 2010 31 Dec 2011
Intangible assets 34,095 34,685 32,211
Tangible assets 6,486,974 6,977,769 7,331,504
Financial assets 6,887 11,043 10,937
Other non-current assets 6,298 19,331 19,632
Biological assets 0 0 0
Non-current assets 6,534,254 7,042,828 7,394,184
Inventories, prepayments and contracts in progress 153,503 192,651 221,441
Amounts receivable within one year 299,631 227,511 282,101
Other current assets 75,727 43,619 51,327
Cash and cash equivalents 106,833 199,131 219,551
Current assets 635,693 662,912 774,421
Total assets 7,169,947 7,705,740 8,168,604
Total equity 4,556,001 5,158,768 5,301,544
Minority shareholder equity 88,403 71,389 59,434
Grants and subsidies 1,295,297 1,320,793 1,590,002
Non-current liabilities 685,196 711,857 639,430
Current liabilities 633,453 514,323 637,628
Liabilities 1,318,649 1,226,180 1,277,058
Of which financial liabilities 796,465 783,954 698,731
Total equity and liabilities 7,169,947 7,705,740 8,168,604
ROA 0.1% 1.0% 2.6%
ROE 0.2% 1.5% 3.9%
D/E 17.5% 156.2% 13.2%
Assigned dividends (only the state’s share) 4,660 57,785 124,404
Expected SE profit contributions 0 0 36,386
Of which assigned SE profit contributions 0 0 2,192
Property tax 12,999 12,516 12,893
Total contributions and non-standard taxes 17,659 70,301 173,684
Other information 2009 2010 2011
Number of employees (at period end) 24,501 23,483 23,293
Number of executives (at period end) 108 104 100
Advertising and media costs (LTL '000) 5,001 5,360 6,055

26 Annual Report. Lithuanian State-Owned Enterprises in 2011




The most significant contribution to better financial results
was made by Lithuanian Railways and Klaipéda State Seaport
Authority which earned a profit of LTL 150 million and 70 mil-
lion respectively. It should be noted that Lithuanian Railways
more than doubled the operating profit in 2011 while Lithu-
anian Post earned a profit of 736,000 for the first time in the last
four years (the company incurred a net loss of LTL 10 million in
2010). Lithuanian Shipping Company incurred the biggest loss
in the sector of LTL 27.6 million. Although the activities were
loss-making for the second year in a row, the loss contracted by
LTL 11.5 million compared to the previous year.

In 2011, transport enterprises managed nearly LTL 8.2 bil-
lion in assets. The amount was by 6% higher than a year befo-
re. This basically resulted from a LTL 285.5 million increase in
investments in non-current assets by Lithuanian Railways. The
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Road management

The total length of roads in Lithuania exceeds 81,000 km. Ro-
ads in Lithuania are divided into roads of national and local impor-
tance. Roads of national importance measure around 21,000 km
in length. They are divided into three groups: main (1,738 km),
national (4,939 km) and regional (14,591 km) roads. Roads of
national importance are exclusively owned by the state. They are
used and operated in trust by ten regional road maintenance enter-
prises and state enterprise Automagistralé set up by the Ministry of
Transport and Communications.

In 2012, the Ministry of Transport and Communications put
forward a proposal to reorganise state enterprises in charge of the
maintenance of roads of national importance and reduce their
number from 11 to 6. After the reorganisation, the following state
enterprises will continue to operate: Vilniaus Regiono Keliai, Kau-
no Regiono Keliai, Klaipédos Regiono Keliai, Panevézio Regiono
Keliai, Siauliy Regiono Keliai and Automagistralé. This reorga-
nisation would ensure annual savings of around LTL 8 million
which would be used for roads instead of administration. The total
number of employees at road maintenance enterprises is expected
to decrease by 196 people from 2,861 to 2,665.

Road building

In Lithuania, roads are built by private companies which take
partand succeed in public procurement procedures. The planned
expenditure for the development of road infrastructure in 2011
amounted to LTL 506 million but only LTL 250 million was
actually used. The main reasons for this discrepancy were delays
during the preparatory work for the southern bypass of Vilnius
and construction of an overhead road at Jaky crossing.

The development of the European transport network
(TEN-T) is the most important road building project. The

TRANSPORT

majority of investments of Lithuanian Railways were subsidised
as the company received LTL 250 million in subsidies in 2011.
During the year, the total value of grants and subsidies to the
transport sector rose by almost LTL 270 million and stood at
LTL 1.6 billion at the end of the year.

In 2011, the largest amount to be paid as dividends in the
transport sector was assigned by Lithuanian Railways (LTL
122.7 million). Lithuanian Post will pay dividends to the na-
tional budget (LTL 589,000) for the first time in history. Road
maintenance enterprises will pay LTL 1.7 million in profit
contributions, while the largest profit contribution of LTL 34.2
million will be made by the Klaipéda State Seaport Authority.

The following diagrams show changes in sales revenue,
equity, financial liabilities and profitability of the sector in
2009-2011.
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reconstruction of Via Baltica section should be completed
in 2013-2015, thereby ensuring that multimodal transport
networks are integrated with the road systems of neighbouring
EU member states. The project is worth LTL 500 million and
is financed by EU structural funds and Road Maintenance and
Development Programme.

Road maintenance

Roads are maintained by state enterprises. Works are ordered
in the form of delegation of planned tasks: the scope of work de-
pends on the available funding calculated according to economic
estimates of technical work fixed in 2001 and indexed on an annu-
al basis.

Based on available resources, LTL 276 million was planned for
road maintenance in 2011. The cost of road maintenance during
the winter of 2011 accounted for the largest share of all funding
(46%) and road maintenance during summer required 22%. In
addition, 10% was spent on repairing the defects of black surfaces
and 9% on road marking.

Structure of road maintenance costs in 2011

B Road maintenance in winter
B Road maintenance in summer
M Repairs of black surface defects
Marking
Other

Source: Lithuanian Road
Administration (2012)
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Railways

A total length of the Lithuanian railway network is 1,768
km and the rail infrastructure consists of two types of rail
gauges: 1,520 and 1,435 mm. The Lithuanian railway network
is dominated by the Russian-gauge 1,520 mm lines measuring
1,746 km in length. These lines connect Lithuania with the
Baltic and CIS countries. The length of standard-gauge 1,435
mm lines is a mere 22 km. These lines connect Lithuania with
Poland and, consequently, other EU countries.

Two main railway corridors in the North-South and
East-West direction cross Lithuania. More than 80% of all
passengers and goods are carried through these corridors.
The North-South corridor is strategically important for
Lithuania’s integration to the European railway network.
However, different gauges of railway lines currently make
this integration impossible. The East-West corridor is also
strategically important as it connects Belarus and other major
industrial centres in Lithuania with Klaipéda seaport.

The national railway development policy and strategy
is implemented by the Ministry of Transport and
Communications. The entire network infrastructure is
managed in trust and services are provided by state-owned
enterprise Lithuanian Railways.

Operating results

According to the data of 2011, the passenger transport mar-
ket was dominated by passenger carriage by road while railways
accounted for a mere 1%. On the other hand, railways carry
the bulk of all transported goods (49%). In Lithuania, freight
transportation by rail has a much higher market share than in
the EU, where the average indicator is 16%. However, passen-
gers take trains more often in the EU countries as trains carry
7% of passengers on average.

Freight carriage by various modes of transport in 2011

M Railways
B Road
I Other

Source: Statistics Lithuania (2012)

Passenger transport

In 2011, the number of railway passengers stood at 4.7
million and rose by 300,000 compared to 2010. However,
the number of passengers increased on domestic routes
only, while the number of passengers on international routes
remained the same. The increase in the number of passengers
resulted from the improving economic situation in Lithuania,
investments in marketing and newly launched loyalty
programme. As the number of passengers increased, the gross
operating loss from passenger transportation shrank by 25%
and stood at LTL 103 million in 2011.
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In 2011, the cost of transportation by rail of one passen-
ger per one kilometre stood at LTL 0.52*. This indicator was
more than double the costs of passenger transportation by
bus which made up LTL 0.22** per passenger. Although pas-
senger transportation by train is not profitable, Lithuanian
Railways must ensure the provision of these services in order
to meet public needs. In accordance with the compensation
procedure approved by the Government on 7 June 2010,
losses incurred by railway companies due to public service
obligations should be financed from the national budget.

Costs of transportation per passenger-kilometre, LTL

0.8
0.6
0.4
0.2

0
2009 2010 2011

B Train s Bus, 2011

* Calculated by dividing the sum of the cost of sale and operating costs of the
Passenger Transportation Directorate of Lithuanian Railways by the turnover of
passengers (see www.litrail.lt, Activity results).

** Calculated by dividing the price of a ticket for the journey from Vilnius
to Klaipéda by the distance based on ticket prices of Tolimojo Keleivinio
Transporto Kompanija in 2011.

Freight transport

Freight transportation is the key area of business of
Lithuanian Railways. Railways as a mode of transport are
suited best for large freight such as cement, oil, metal or
grain. In 2011, the volumes of freight carried by Lithuanian
Railways grew by almost 9% to 52 million tonnes.




Freight volumes, million tonnes
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Oil and petroleum products as well as fertilisers are the
main types of freight carried by Lithuanian Railways. The-
se products dominate the portfolio of freight carried by rail
as petroleum product refining and fertiliser production are
among the largest industry sectors in Lithuania. Moreover,
transportation of fertilisers manufactured in Belarus consti-
tutes a very significant part of fertiliser transport (60%). As a
result of a concentrated customer base, the volumes of freight
carried by Lithuanian Railways depend on the performance
of several large companies. These are Orlen Lietuva, Achema,
Lifosa and Akmenés Cementas.

Water transport

Lithuania has two seaports in Klaipéda and Sventoji. They
are managed in trust by the Klaipéda State Seaport Authority.
The Water Transport Division of the Ministry of Transport and
Communications implements the water transport development
strategy and policy, coordinates the activities and projects.

Klaipéda seaport is the northernmost ice-free seaport in the
Baltic Sea and the key transport hub of Lithuania. It is at the
crossroads of marine, railway and surface roads. The seaport
has the advantage over other ports in the Baltic Sea because of
its favourable geographic location offering the shortest routes
to major regions in Eastern Europe such as Russia, Belarus
and Ukraine. The seaport also provides connection to the
main shipping lines to major seaports in other continents.

Klaipéda seaport is a deep-water port with a 15-metre-
deep access channel and 14.5-metre-deep main channel.

More than 800 enterprises are directly related to the
activities of Klaipéda port. They create over 23,000 jobs
and generate 4.5% of gross domestic product. 13% of the
national GDP is either directly or indirectly related to the
seaport, which makes Klaipéda port of high economic and
strategic importance.

The Lithuanian commercial fleet consists of 11 vessels
of Lithuanian Shipping Company, 11 ships of Limarko
Shipping Company and 8 ferries of DFDS Seaways. Other
ship owners also operate on the market and use one or more
vessels suitable for maritime transport.

TRANSPORT

Freight by type in 2011
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Strategic projects

'The construction of Rail Baltica is the most important project
of Lithuanian Railways. The track will cross all three Baltic states
connecting them to Finland. On 11 August 2011, the first work
under the project was completed and a railway section between
Sestokai and Mockava was reconstructed. The Rail Baltica track
is expected to be built from the Lithuanian border to Kaunas by
the end of 2013 and the entire project should be completed by
2015. The project is worth LTL 950 million and the Rail Baltica
section in Lithuania will measure 330 km in length. The project
is financed by the EU TEN-T and Cohesion Fund, Lithuanian
budget and Lithuanian Railways.

Sventoji port is used for recreational purposes and its
financial results have not been included in the description of
the sector.

Operating results

The volumes handled at Klaipéda seaport grew for the
second year in a row. 2011 was a record year both in terms
of the growth rate and handling volumes. During the year,
handling at Klaipéda seaport went up by 17% to 37 million
tonnes. Handling volumes at Klaipéda seaport grew faster than
at other major ports in the neighbouring countries. Handling
at Tallinn seaport remained virtually unchanged (36.5 million
tonnes) and rose by 12% at Riga seaport to 35 million tonnes.
The increase in handling volumes at Klaipéda seaport relied on
stronger flows of freight carried by rail from Lithuania’s eastern
neighbours (Belarus and Ukraine).

In 2011, the volume of transit freight rose by 29.5% from
the previous year to 16.2 million tonnes and accounted for 44%
of total handling volumes. The general increase in turnover of
freight transiting through Klaipéda seaport in 2011 mainly re-
lied on freight incoming from Belarus which made up 31.4% of
all transit freight. Currently, Klaipéda seaport is the main export
partner in the Baltic region of the largest production plants of
Belarus. Russian freight accounted for 10.5% and freight from
other countries 2.5% of total handling volumes at the port.
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Handling volumes at Klaipéda seaport, million tonnes
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In 2011, Klaipéda state seaport was ahead of Tallinn seaport
and was the third largest port on the eastern shore of the Baltic
Sea in terms of handling. As in the previous year, the largest
share of freight was handled by Primorsk and Saint Petersburg
seaports. In 2011, the market share of Klaipéda seaport
increased by nearly 1%. Only Ust-Luga seaport managed to
boost its market share by a larger margin (3%).

Handling at Baltic Sea ports in 2011, million tonnes
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The freight structure at Klaipéda seaport is more diversified
than at neighbouring seaports. Therefore, its revenue is less
dependent on changes in the flows of one type of products
compared to, for instance, revenue of Riga, Ventspils or Tal-
linn seaports. In 2011, fertilisers was the main product at Klai-
péda seaport and accounted for 32% of handling at the port.
Petroleum products made up 25%, Ro-Ro freight 13% and
containers 12% of total handling volumes. Compared to the
previous year, the largest increase was in the handled volumes
of fertilisers (34%). Handling of Ro-Ro freight and containers
rose by 14% and 20% respectively. Changes in the volumes of
other products were minor.

Freight structure at Klaipéda seaportin 2011
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Source: Klaipéda State Seaport Authority (2012)

Comparison with other seaports

The comparison of the medians of financial indicators of
comparable companies shows that Klaipéda seaport has an
advantage over its competitors as it is able to ensure better
margins (EBITDA, EBIT, net profit) and higher return on
assets. However, the return on equity at Klaipéda seaport was
lower than the relevant indicator of Helsinki, Tallinn and
joint Copenhagen and Malmo (CMP) seaports in 2010.

Data of 2011 St. Petersburg CMP Tallinn Median Klaipeda
EBITDA margin N/A 17.8% 67.6% 42.7% 78.3%
EBIT margin 3.6% 13.8% 50.7% 13.8% 56.7%
Net profit margin 4.2% 11.1% 40.8% 11.1% 40.8%
ROA 1.9% 13.3% 7.1% 71% 4.7%
ROE 2.0% 22.3% 10.1% 10.1% 5.3%
Asset turnover 0.45 1.20 0.17 0.45 0.12
Debt-to-assets ratio (D/A) 0.6% 0.0% 23.9% 0.6% 6.2%

Strategic projects

Because of the exceptional strategic importance of seaports,
the Baltic states face fierce competition in this sector. Seaports
charge lower fees to be able to increase their handling volumes.
In addition, their technical parameters such as the depth, de-
velopment of infrastructure, hydrometeorological conditions,
etc. are particularly significant.

To increase Klaipéda seaport’s chances of competing with se-
aports that have deeper access channels, the decision was made
to build an external deepwater seaport measuring 17-17.5 m in
depth. This will enable the seaport to serve BALTMAX type vessels
that have the largest draught in the Baltic Sea. The new port will be
built on a man-made island or peninsula. The project is expected
to be worth LTL 3.5 million. The start date has not been set yet.

Moreover, investments in the seaport infrastructure are ne-
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cessary in order to ensure the competitiveness of Klaipéda se-
aport. The largest investment project planned for 2012 is the
dredging and widening of the port’s channel. The value of this
project is LTL 72 million.

The construction of the seaport in Sventoji was launched
to comply with the EU Directives. The first construction pha-
se was completed in 2011 and now Sventoji seaport is able
to provide services to small recreational ships and boats. It is
expected that the seaport will give stimulus for tourism de-
velopment in Sventoji. During the next infrastructure deve-
lopment phase, the breakwater construction will be built in
Sventoji to ensure that the seaport is not covered in sand after
major storms. This project is worth LTL 183 million and is
expected to be supported by the EU.




Airports

In 2011, Lithuania had three international passenger air-
ports operating in Vilnius, Kaunas and Palanga. Lithuania also
has an airport in Siauliai which is used mostly for military avia-
tion and is owned by Siauliai municipality.

The air transport sector is regulated and its development
strategy is formulated by the Ministry of Transport and Com-
munications, while the airport infrastructure is managed in
trust by SOEs. Air traffic is regulated, communication and
flight control services are provided by Oro Navigacija, which is
a state company of strategic importance.

Operating results

Operating results of airports are measured in terms of the
number of flights offered and passengers carried, freight trans-
port and non-aviation services.

Vilnius airport retained its leading position among Lithu-
anian airports in terms of the number of flights and passengers
in 2011. The number of flights at Vilnius airport stood at almost
28,000 in 2011 and increased by 6% compared to 2010. Kaunas
and Palanga airports organised 9,000 and 3,000 flights respecti-
vely in 2011. According to the number of flights, the indicator
of Vilnius airport was three times higher than the indicator of
Kaunas airport. The distribution of passengers among Lithu-
anian airports was similar. The highest number of passengers was
served by Vilnius airport (1.7 million), the second highest indi-
cator was recorded by Kaunas airport (872,000) and the third
by Palanga airport (111,000). It is encouraging that the increa-
se in the number of passengers at Vilnius airport was especially
sharp (almost 25%) in 2011. The strong growth of the passenger
number was secured by a more flexible pricing policy of Vilnius
airport, successful operations of traditional airlines (Lufthansa,
Scandinavian Airlines, etc.) and low-cost carriers (WizzAir, Rya-
nair), larger number of flight destinations and improving econo-
mic situation in Lithuania. Still, the number of passengers also
rose at Riga and Tallinn airports so Vilnius airport was not able
to secure any major increase in its market share in 2011.
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The comparison of the number of flights and passengers
served by airports in the Baltic states shows that Riga airport
retained its strong leading position and was far ahead of other
airports in the Baltic states in terms of flight and passenger
numbers.
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Freight carried by air is divided into two categories: postal
shipments and other freight. In 2011, 5,781 tonnes of freight
were carried through Vilnius airport, 4,221 tonnes through
Kaunas airport and 25 tonnes through Palanga airport. In 2011,
the volumes of freight carried through Vilnius airport rose by
10% while the respective indicator of Kaunas airport contrac-
ted by 5%. The comparison of this indicator with airports in
neighbouring countries shows that the increase in the volume of
freight at Riga airport was similar to that at Vilnius airport and
the volumes of freight at Lithuanian airports were more stable
than at Tallinn airport, where they fluctuated strongly in the last
three years, primarily because of a fall in the number of large
freight transportation projects and subsequently because of new
customers.

Volumes of freight at airports of the Baltic states, ‘000
tonnes
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Non-aviation services

Non-aviation services (advertising, catering, car parking,
retail trade, car hire, accommodation, etc.) generate more
than 50% of revenue at airports internationally and this share
has been increasing steadily. Lithuanian airports also pay par-
ticular attention to the development of non-aviation services
as this revenue helps them reduce losses incurred as a result of

the competitive battle on the aviation services market.
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In 2011, non-aviation services generated LTL 17 mil-
lion in revenue at Vilnius airport and accounted for almost
36% of total income. Compared to 2010, this share increa-
sed substantially (from 23.5%) as non-aviation revenue rose
sharply and revenue from aviation activities fell by 33% as a
direct outcome of more flexible pricing policies. Non-avia-
tion revenue at Kaunas airport stood at LTL 6.3 million in
2011 and was almost double the amount earned from avi-
ation operations. Compared to 2010, this revenue went up

by almost 38%. The largest share of revenue was generated
by parking lots and rent of premises. The comparison of the
share of non-aviation revenue at Lithuanian airports and
Tallinn airport in 2011 shows that Vilnius airport generates
a smaller amount of non-aviation revenue and this type of
revenue has a growth potential.

Strategic projects

Currently, the European airspace is limited by national
borders and is highly fragmented. This makes it more diffi-
cult for the planes to move across the EU and air transport
becomes more expensive and less efficient. In order to incre-
ase the capacity of the airspace, Lithuania and Poland signed
a letter of intent on cooperation in the development of the
Functional Airspace Block (FAB) initiative which is part of
the Single European Sky idea in 2010. The FAB would en-
sure more efficient control of movement in their airspace,
better safety and shorten flight routes, thereby contributing
to jet fuel consumption and environmental pollution re-
duction. In 2012, after the countries review FAB feasibili-
ty studies and make their proposals, an intergovernmental
agreement on further development of the project should be

signed by Lithuania and Poland.

Development of Lithuanian logistics infrastructure: Public logistics centres

The World Bank Logistics Performance Index ranked
Lithuania 45th among the world’s 155 nations it surveyed. The
score of the country was lowest for its logistics infrastructure
and logistics competence. Latvia and Estonia ranked 37th and
43rd respectively while Poland was 30th.

The Government decided to set up public logistics centres
(PLCs) in order to improve the competitiveness and promote
the development of the logistics sector in Lithuania. A PLC
will operate as an agglomeration of companies and will have
at least one intermodal terminal allowing to change the mode
of transport without transhipment. PLCs should help address
at least two problems: relatively small warehousing space in
Lithuania and poor interaction between different modes of
transport, for instance, between railway and road transport.

Post

At the end of 2011, 74 business entities operated on
the Lithuanian postal and courier market. Of them, 13
provided postal and courier services and 61 only courier
services.

The competition on the postal services market is parti-
ally restricted by laws. The Postal Law of Lithuania grants
an exclusive right to Lithuanian Post to provide the services
of collection, sorting, transportation, supply and delivery of
local letter-post items, advertising postal, incoming interna-
tional letter-post items weighing not more than 50 grams.
These services can be provided by Lithuanian Post at the cost
2.5 times lower than other market players. This restriction of
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The Government plans to set up four PLCs. Together with
the Ministry of Transport and Communications, PLCs will be
set up in Vilnius and Kaunas by Lithuanian Railways (projects
worth LTL 121 million and 90 million respectively), in Siauliai
by the town’s municipality (LTL 48 million) and in Klaipéda
by the State Seaport Authority (LTL 48 million). The projects
will be implemented in 2011-2015 and will receive funding
from the Cohesion Fund and the national budget. The state will
contribute to the projects by developing their infrastructure
and building the necessary railway tracks and roads as well as
communications. The state will also ensure equal treatment of
all customers using the services of PLCs, accessibility of services
and continuity of PLC operations. Private capital will be
invested in warehouses and other infrastructure facilities.

competition is based on the obligation of Lithuanian Post to
provide subscription services in rural areas which is a loss-ma-
king activity. As the company is able to process shipments
under more favourable conditions than its competitors, it is
able to offset these losses.

The postal market must be liberalised on 1 January 2013.
Until then it is necessary to ensure a gradual shift to the com-
petitive market and provision of high-quality universal pos-
tal services. The amended Postal Law also came into force in
2012 stipulating that losses of Lithuanian Post incurred from
the subscription services provided in rural areas will be cove-
red from the national budget.




Operating results

In terms of the total number of shipments, the postal and
courier services market rose by 2.3% in 2011 to 81 million
shipments. Although the entire postal and courier services
market grew in 2011, the postal services market shrank by
almost 1% from 60.5 million to 60 million shipments. The
courier services market rose by 11% from 18.7 million to
21.1 million shipments and ensured the growth of the whole
postal and courier services market.

Last year, revenue generated by courier services went up by
20% from LTL 136.6 million in 2010 to LTL 160.2 million
in 2011. Revenue from postal services rose by 18% from LTL
93.5 million to 112.3 million. Total revenue generated by
postal and courier services increased by 19% during the year
from LTL 229 million to 272.5 million.

Liberalisation of the postal market

The EU Directive requires the Lithuanian postal market
to become open on 1 January 2013. On this date, postal
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markets will also be liberalised in the Czech Republic, Gree-
ce, Cyprus, Latvia, Luxembourg, Hungary, Malta, Poland,
Romania and Slovakia. This Directive is aimed at harmo-
nising a gradual liberalisation of the postal services market
and ensuring an uninterrupted supply of universal postal
services.

As a result of the liberalisation of postal services, Lithu-
anian Post will lose its privilege to provide services reserved to
the company under the Postal Law at a rate 2.5 times lower
than the rates of competitors. Therefore, Lithuanian Post is
likely to see its market share decline.

To ensure tighter control of service providers engaging
in unfair practices and good preparation for liberalisation,
the Postal Law authorised the Communications Regulatory
Authority to impose economic sanctions against the provi-
ders of postal and courier services which fail to comply with
the legal acts regulating their activities.

Revenue of postal and courier services market,
LTL million
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Summary of strategic projects in the transport sector

The following table describes strategic projects in the trans-
port sector together with their expected investments. Accor-

Project

Description

Public logistics centres for public logistics centres in Vilnius,

Kaunas, Klaipéda and Siauliai

Bl road segment
Construction of a Lithuanian portion of
Rail Baltica the railway line connecting Finland with
Poland through three Baltic states
Deepwater seaport Construction of a new seaport able to

service larger vessels

Construction of breakwater to prevent
sand penetrating the port

Dredging and widening of the port

Sventoji seaport

Klaipéda seaport

Creation of the necessary infrastructure

Reconstruction and modernisation of a

ding to the table, the total value of all strategically important
investments exceeds LTL 5.5 billion.

Implementation period Investments, LTL million

Vilnius: LTL 121 million

Kaunas: LTL 90 million

2011 - 2015 Klaipéda: LTL 48 million

Siauliai: LTL 48 million
2013-2015 LTL 500 million
2010-2015 LTL 950 million
N/A LTL 3.5 billion
2010-2015 LTL 183 million
2011 -2012 LTL 72 million
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SOE:s operating in the energy sector generate and supply
electricity and natural gas to customers and provide related
services. Moreover, this sector includes Klaipédos Nafta which
provides oil and petroleum product transhipment services and
is responsible for the construction of the liquefied natural gas
terminal in Lithuania.

The key strategic objective of the state in the energy sectoris to
ensure energy independence. Currently, Lithuania is dependent
on a single gas supplier Gazprom. After the decommissioning
of the Ignalina Nuclear Power Plant, the volume of electricity
imports to Lithuania soared almost 13 times. Because of this
situation, the state is unable to affect energy prices fixed by

Enterprise

Field of activity

Holding company of electricity

Visagino Atominé Elektriné

(Visaginas Nuclear Power Plant) Lietuvos Energija, LESTO and Litgrid);

construction of the Visaginas Nuclear
Power Plant

LESTO Electricity distribution and supply

Natural gas import, transmission and

Lietuvos Dujos distribution services

Lietuvos Energija Electricity generation and wholesale

Litgrid electricity transmission system and
infrastructure development
Klaipedos Nafta Qil product export and import

N . Supply of heat and water, wastewater
Visagino Energija treatment

Geoterma Generation of heat

Ignalinos Atomine Elektrineé

(Ignalina Nuclear Power Plant) Power Plant

Radioactive Waste Management Radioactive waste management and

Agency burial
Administration of the decommissioning
Energy Agency fund of the Ignalina Nuclear Power Plant,

implementation of national energy
programmes

enterprises (the corporate group includes

Electricity transmission, management of

Decommissioning of the Ignalina Nuclear

ENERGY

external suppliers and does not have sufficient tools at its
disposal to safeguard against the restriction or suspension of
energy supply. Therefore, the Government strives to ensure that
Lithuania gains energy independence by 2020 and important
strategic projects have been launched to achieve this goal.

Moreover, the Government seeks to increase competition
among companies operating in the energy sector, and improve
efficiency and transparency of their operations in accordance
with the requirements of the Third Energy Package of the EU.
As a result, the reform of electricity companies was completed
and the separation of gas transmission, distribution and supply
operations was initiated.

Assets at the Number of

Turnover in State’s
g endof2011,  employees at ; 5
2011, LTL ‘000 LTL ‘000 the end of 2011 interest, %
2,673,146 11,610,830 5,413 100%
2,245,484 5,283,545 3,564 82.6%
1,845,869 2,698,631 1,719 17.7%
1,429,507 3,720,441 1,179 96.1%
434,806 2,602,718 623 97.5%
141,276 519,358 305 70.6%
63,199 207,997 227 100%
13,396 49,408 19 76.6%
1,099 1,770,691 2,037 100%
45 1,832 19 100%
0 3,365 23 100%

* Turnover, assets and number of employees of Lietuvos Dujos have been disclosed for information purposes only. However, the portfolio of state-owned enterprises

includes only the states interest and dividends received from this enterprise.

Financial results

Revenue of companies operating in the energy sector went
down in the last two years from LTL 3.7 billion to 2.9 billion.
The fall in revenue in 2010 was caused by the shutdown of
reactors of the Ignalina Nuclear Power Plant after which
revenue of the company decreased from LTL 597.3 million to
19.8 million. Lower revenue in 2011 was caused by a fall of LTL
293 million in turnover of the VAE group. Revenue of VAE
subsidiaries Litgrid and LESTO fell because the regulator had
set lower limits for electricity transmission service tariffs, while
the liberalisation of the electricity market meant a reduction in
the number of customers using LESTO public supply services.
Revenue of another subsidiary Lietuvos Energija was affected
negatively by a 30% decline in production of electricity because
of higher prices of natural gas.

The fall in revenue was accompanied by the contracting
cost of sale which, however, was affected by higher prices of
fuel, especially gas. The operating costs kept shrinking every
year. They plunged by 24% in 2010 after the shutdown of the
Ignalina Nuclear Power Plant and dropped by 6% in 2011.

This change was mostly caused by a sharp fall of operating
costs (57% or LTL 9.7 million) of Klaipédos Nafta. The main
obstacle for the reduction of operating costs of the VAE group
was the inclusion of revaluation costs (LTL 63 million) of
carbon pollution allowances (CPA) in the accounts of Lietuvos
Energija. For these reasons, in 2011 gross profit of energy
companies before depreciation and amortisation was 10%
lower than in 2010 and stood at almost LTL 535 million,
while the operating loss grew to LTL 135 million. Klaipédos
Nafta, which operated more efficiently and increased its sales
revenue, was the only company to boost its operating profit by
a considerable margin of 80.7% to LTL 51.2 million. After the
suspension of electricity supply activities and increase in fuel
costs, the operating loss of Visaginas Energija rose from LTL
214,000 to 6.6 million. Profits of Geoterma went up because of
CPA trading and the operating loss of LTL 1 million incurred
in 2010 was replaced by a profit of LTL 387,000 in 2011.
Energy companies earned a net profit of LTL 1.8 million
in 2009, but incurred a loss of LTL 66 million in 2010 and
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LTL 170.9 million in 2011. The indicators of 2010 were
affected by the reform undertaken in the electricity sector and
indicators of the VAE group adjusted as a result of the PSO
accounting policy and changes in CPA accounting (the effect of
adjustments on the net profit of 2010 was LTL 57.3 million).
The net profit indicator of 2011 was strongly affected by the
write-off of deposits held by the Ignalina Nuclear Power Plant
at the bankrupt Snoras bank (LTL 74.9 million). The company
lost LTL 89.9 million in total because of the bank's insolvency
but included LTL 15 million in its accounts as amounts

receivable. VAE group companies incurred losses in both
2010 and 2011 because of changes made to the regulation of
operations of energy companies based on which the regulator
did not acknowledge some depreciation costs included by
the companies in their accounts. The difference between
depreciation costs reimbursed by the tariff and included in the
accounts of LESTO and Litgrid was around LTL 320 million
in 2011. The net result of the sector was positively affected by a
sharp increase of 73.4% in the profit of Klaipéda Nafta to LTL
45.3 million.

Profit and loss statement (LTL ‘000) 2009* 2010 2011
Sales revenue 3,661,985 3,192,808 2,892,160
Cost of goods sold 2,096,830 1,903,928 1,731,219
Gross profit (loss) 1,565,155 1,288,880 1,160,941
Operating expenses 1,818,558 1,384,492 1,308,527
Profit (loss) from other activities 1,165 3,721 7,284
Operating profit (loss) -252,238 -91,891 -135,302
Operating profit margin -6.9% -2.9% -4.7%
EBITDA 519,057 594,926 534,907
EBITDA margin 14.2% 18.6% 18.5%
Financial and investment activities 31,953 19,616 -49,753
Profit (loss) before taxes -220,285 -72,275 -185,055
Profit tax -222,080 -6,320 -14,163
Net profit 1,795 -65,954 -170,892
Net profit margin 0.0% -2.1% -5.9%
Minority interest 10,513 7,274 2,481
Net profit excluding non-standard taxes 11,452 -56,339 -169,318
Net profit excluding non-standard taxes and effect of Snoras bankruptcy 11,452 -56,339 -94,418
* Results 0f 2009 net of Ignalina Nuclear Power Plant write-offs
Balance sheet (LTL ‘000) 31 Dec 2009 31 Dec 2010 31 Dec 2011
Intangible assets 322,081 354,128 351,726
Tangible assets 10,834,760 11,161,181 11,228,520
Financial assets 200,265 245,043 206,291
Other non-current assets 335,849 278,052 295,019
Biological assets 0 0 0
Non-current assets 11,692,955 12,038,403 12,081,555
Inventories, prepayments and contracts in progress 230,342 302,787 231,472
Amounts receivable within one year 1,406,220 1,074,411 1,089,488
Other current assets 390,789 432,413 687,363
Cash and cash equivalents 408,654 387,745 245,318
Current assets 2,436,005 2,197,356 2,253,641
Total assets 14,128,960 14,235,759 14,335,196
Total equity 9,129,777 8,991,206 8,780,736
Minority shareholder equity 1,030,282 926,907 942,841
Grants and subsidies 2,423,790 2,392,667 2,675,265
Non-current liabilities 1,771,722 1,454,301 1,604,471
Current liabilities 803,671 1,397,585 1,274,724
Liabilities 2,575,393 2,851,886 2,879,195
Of which financial liabilities 853,525 1,110,394 1,109,564
Total equity and liabilities 14,128,960 14,235,759 14,335,196
Ratios 2009 2010 2011
ROA 0.1% -0.4% -1.2%
ROE 0.1% -0.6% -1.9%
D/E 9.3% 12.3% 12.6%
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Return to the state (LTL ‘000) 2009 2010 2011
Expected dividends (only the state’s share) 33,923 21,240 327,990

Of which assigned dividends (only the state’s share) 33,923 21,240 52,990
Assigned SE profit contributions 0 0 36,386
Property tax 11,361 11,312 1,852
Total contributions and non-standard taxes 45,284 32,552 329,852
Other information 2009 2010 2011
Number of employees (at period end) 9,117 8,225 8,043
Number of executives (at period end) 76 100 93
Advertising and media costs (LTL '000) 269 2,495 1,308

Return indicators of energy companies were low because of
the above-mentioned reasons: after changes in regulation, non-
current assets of the VAE group were not revaluated in 2010
and 2011 so the book value may no longer correspond to the
actual value of these assets, while return indicators calculated on
the basis of book values may no longer reflect the actual opera-
ting results. The best return indicators in the energy sector were
achieved by Klaipédos Nafta. Its return on equity, which stood at
5.8% in 2010 and 8.4% in 2009, rose t0 9.5% in 2011.

The results of Lietuvos Dujos have not been included in
the portfolio and have not been evaluated as the state has just
a 17.7% minority interest in this company. The SOE portfolio
includes only the stake owned by the state (LTL 171.7 million
in 2011) and dividends paid to the budget during the year (LTL
21.2 million in 2011, i.e. 1.7 times more than in 2010).

Energy companies declared a larger amount of dividends
to be paid for 2011 compared to the previous year. Klaipédos
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Electricity sector

After the electricity sector was restructured in 2010, the
control of major electricity companies was transferred to
Visaginas Nuclear Power Plant (VAE) which is 100% owned
by the state. In accordance with the requirements of the
Third Energy package of the EU, companies within the VAE
group are divided into four blocks: generation, transmission,
distribution and network maintenance. After the restructuring,
these enterprises have to carry out electricity generation and
supply activities under competitive conditions while electricity
transmission and distribution have remained monopolistic
activities.

Operations in the electricity sector are regulated by
the National Control Commission for Prices and Energy
(NCCPE). The Commission issues licences for electricity

Nafta did not pay any dividends for 2010 and decided to pay
LTL 57 million from accumulated profit in 2011, of which
LTL 40.2 million will be transferred to the national budget.
VAE subsidiaries LESTO and Litgrid declared dividends of
LTL 170.3 million and 309.9 million for 2011 but the bulk of
this amount will be paid to the holding company VAE and was
not included in the total amount of dividends payable to the
state. The VAE group is expected to pay LTL 275 million in
dividends in the second half of this year.

In 2011, the amount of property tax shrank because the
decommissioned Ignalina Nuclear Power Plant no longer paid
this tax. The other two companies that pay this tax are Visagino
Energija (LTL 1.8 million) and Radioactive Waste Manage-
ment Agency (LTL 9,000).

The following diagrams show changes in sales revenue,
equity, financial liabilities and profitability of the sector in
2009-2011.
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sector operators, sets the requirements for reliability and quality
of electricity transmission services, approves the price caps for
regulated services and electricity prices, pricing methodology
and performs other related regulatory functions.

Electricity generation

The electricity generation block is made up of Kaunas Hy-
dropower Plant, Kruonis Pumped Storage Power Plant and
Lithuanian Power Plant, all operated by Lietuvos Energija.
This generation block consists of major electricity generation
capacities in Lithuania, carries out electricity balancing and
ensures the electricity reserve necessary for Lithuania.

Last year, almost 4.7 TWh of electricity was generated
in Lithuania, i.e. generation contracted by 18% from 2010.
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According to the NCCPE, Lietuvos Energija generated al-
most 36% of the total amount of electricity produced in Li-
thuania in 2011. Power plants operated by the company saw
the volume of generated electricity fall by a third compared
to 2010 as a result of the decrease in subsidised generation.
Other thermal power plants generated 37% and power pl-
ants running on renewable energy resources generated 26%
of electricity produced nationwide.

After the decommissioning of the Ignalina Nuclear Po-
wer Plant at the end of 2009, the total volume of electricity
generated in Lithuania fell nearly three times and electricity
imports increased considerably. Imports of electricity went
up almost 13 times in 2011 compared to 2009 and rose by
22.2% between 2010 and 2011. Currently electricity im-
ports to Lithuania exceed electricity exports nearly 5 times,
which is one of the highest indicators in the EU.

Electricity generation, export and import in Lithuania,
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Transfer

Electricity transfer covers electricity transmission in the
high-voltage network and electricity distribution in the
medium- and low-voltage network. Two blocks of companies
have been set up in Lithuania for these functions.

The electricity transmission block consists of two
companies: Litgrid and BaltPool. Litgrid is a high-voltage
transmission system operator which controls electricity flows
in Lithuania and ensures stable operation of the national
electricity grid. Since the beginning of 2010, Baltpool has
organised electricity wholesale on the Lithuanian electricity
exchange and supervised conclusion of bilateral agreements
between producers and suppliers. At the end of November
2011, Baltpool was issued a licence to organise trading in
natural gas on the exchange. In the middle of June 2012,
electricity trading in Lithuania should be taken over by
Nordic electricity exchange operator Nord Pool Spot, whose
trading system has 350 members from 20 countries.

Trading on the exchange made up almost 8 TWh of
electricity and its average price stood at 15.63 ct/kWhin 2011.
During the year, the number of active exchange participants
rose from 20 to 25 but the sales market remained concentrated
and was dominated by five companies. The largest share of
electricity (44%) was sold by Inter Rao Lietuva. Compared
to 2010, the share sold by Lietuvos Energija shrank by the
largest margin from 40 to 17%, while Latvenergo Prekyba saw
its share soar from 3.3 to 17%.
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Electricity market structure of sales on the exchange in
2011
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Source: NCCPE

The electricity distribution block is made up of the company
group LESTO. This company started operating at the beginning
0f 2011 after the merger of distribution companies VST and Ryty,
Skirstomieji Tinklai. LESTO acts as the medium- and low-voltage
network operator and public supplier of electricity. Electricity via
the distribution network operated by the company reaches more
than 1.5 million private and 60,000 business customers.

The pricing of electricity transfer operations carried out by both
LESTO and Litgrid is regulated as the price caps for these services
are set by the NCCPE. Electricity transmission and distribution
network operators are not allowed to earn more than 5% in profit
from the value of assets used for licensed activities. Since 2009, the
value of assets used for licensed activities has been determined by
the NCCPE according to the principles laid down in the Govern-
ment resolution rather than data disclosed in financial statements
of companies, i.e. by adding the accrued amount of investments to
the book value of companies in 2002 and deducting the amount
of accrued depreciation. After the changes in the regulatory fra-
mework, assets of the companies have not been revaluated. The-
refore, the book value of assets specified in the balance sheets of
LESTO and Litgrid is triple the value of assets used for licensed
activities as determined by the regulator. For that reason, financi-
al statements of companies show losses since not all depreciation
costs included in their accounts are included in the service charges.

Supply

Since 2010, some customers in Lithuania can choose between
a public and independent supplier. This option will be available
to customers with the permissible power limit above 30 kW since
2012 and to all customers since 2015.

In 2011, the number of active independent suppliers rose
from 15 to 28 and they supplied a total amount of 3.7 TWh of
electricity. In the retail market, 17% of electricity was supplied by
Latvenergo Prekyba and 14% by Energijos Tiekimas. During the
year, the market share of LESTO shrank by 8 percentage points
and stood at 53% but LESTO supplied just 9% of electricity to
independent customers.

Structure of electricity retail market in 2011
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Maintenance and asset management companies

During the restructuring of SOE:s in the energy sector, the
decision was made to separate maintenance companies and
pool their functions in specialised enterprises. Buildings, infor-
mation systems, IT telecommunications equipment and main-
tenance were handed over to these enterprises together with

Electricity consumption

In 2011, 11.42 TWh of electricity was consumed Lithu-
ania and net consumption (without network losses, own needs
and balancing energy) stood at 9.36 TWh. Compared to 2010,
consumption increased by 1.5%, mainly because of a sharp rise

Electricity consumption in 1999-2011, TWh
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Electricity price

The electricity price for customers is made up of several
components: electricity acquisition, transmission, distribu-
tion, supply prices and the price of systemic services and public
service obligations (PSO). Electricity transmission, distribu-
tion and public supply prices are regulated by the NCCPE.

In 2012, the average electricity price stood at 37.65 ct/kWh
netof VAT in Lithuania. Compared to 2011, the price increased
by 1 cent. The electricity acquisition price accounts for 42% of
the price and did not change much during the year (15.94 ct/
kWh). Prices of electricity transmission and distribution in the
medium- and low-voltage networks also remained virtually the
same and stood at 2.32, 4.88 and 6.41 ct/kWh respectively, ma-
king up 36% of electricity price. During the year, the price of
systemic services fell from 0.66 to 0.62 ct/kWh.

The increase in the electricity price was caused by the PSO
price which grew by 17% in 2012 from 6.01 to 7.04 ct/kWh.
This price consists of several components: 3.87 ct/kWh is the
share of the Lithuanian Power Plant where generation is ne-
cessary to ensure electricity supply security and reserves of the
energy system. The support to generation by thermal power
plants and plants running on renewable energy sources (RES)
equals to 1.14 and 1.12 ct/kWh respectively. Funds for the im-
plementation of strategic projects make up 0.83 ct/kWh. The
remaining portion of PSO funds is used to cover administrati-
ve costs, connect RES power plants to the electricity network
and balance energy.

Compared to 2011, PSO of the Lithuanian Power Plant in-
creased by 0.46 ct/kWh, thermal power plants by 0.3 ct/kWh,

2005
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some employees. The largest of these companies are Techno-
logy and Innovation Centre and N'T Valdos. The first one pro-
vides innovation, knowledge and competence management,
information technology and other services and the second ma-
nages real estate and vehicles of energy companies.

in electricity consumption by the industry (15.6%). Compa-
red to 1999, household consumption of electricity went up by
39% last year and the total growth of consumption reached
29%, i.e. about 2% per year on average.

2006 2007 2008 2009 2010 2011

Source: NCCPE

RES power plants by 0.26 ct/kWh and PSO for strategic pro-
jects went down by 0.01 ct/kWh. The main causes of the incre-
ase in PSO prices were a steep rise of electricity generation costs
of thermal power plants because of higher prices of natural gas
and growing volumes of electricity generated from renewable
resources.

Structure of the average electricity price in 2012, ct/kWh
net of VAT
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Electricity prices for residents of EU countries

In Lithuania, the nominal electricity price paid by house-
holds is 21% lower than the average price in the EU. Howe-
ver, taking into account the purchasing power, Lithuanians
actually pay 28% more for electricity compared to an avera-

Electricity price for households (net of VAT, first half of
2011
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Natural gas sector

In Lithuania, natural gas import, transmission, distribution
and supply markets are dominated by the single company: Lie-
tuvos Dujos. The state has a 17.7% stake in the company, E.ON
Ruhrgas International GmbH (Germany), which is part of
E.ON AG concern, has a 38.9% stake and natural gas supplier
Gazprom (Russia) controls 37.1% of the company. In 2011,
Lietuvos Dujos was the only company in Lithuania to carry out
natural gas transmission activities and distributed nearly 98% of
the total amount of gas consumed.

The edition of the Natural Gas Law came into force in Au-
gust 2011 providing for the compliance with the requirements
of the Third Energy Package of the EU and unbundling of gas
transmission, distribution and supply operations. In accordance
with this law, Lietuvos Dujos will have to be divided into several
companies by 31 October 2014. After this restructuring, custo-
mers will be able to choose alternative gas suppliers, while the
competitive environment will yield more favourable gas prices
for customers.

Natural gas consumption trends

In 2011, Lithuania imported 3.4 billion cubic metres of na-
tural gas, which is almost 10% more than a year ago. The steepest
increase (81%) was in the volume of gas imported by Achema (to
1.3 billion m?), while natural gas imports of Lietuvos Dujos fell
by almost 14% (to 1.35 billion m?®). According to the NCCPE
and Statistics Lithuania, the country paid LTL 3.7 billion for all
imported gas in 2011 which made up 3.5% of the gross domestic
product.

In 2011, the number of households consuming natural gas
did not change much and stood at 551,000. These households
consumed almost 182 million cubic metres of gas in 2011 or 8%
less than in 2010. The number of non-household consumers of
natural gas is 6,000 but they consume about 95% of gas impor-
ted to Lithuania. The largest consumer of gas is Achema, which
manufactures nitrogen fertilisers and other industrial chemicals.
Companies generating electricity and heat consume more than

half of all imported gas.
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ge EU citizen. Moreover, the electricity price in Lithuania is
higher than in Latvia and Estonia both in nominal terms and
adjusted by the purchasing power.

Electricity price for households adjusted by the
purchasing power (net of VAT, first half of 2011)
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In 2010-2011, the average price of gas imports went up by
25% from LTL 862 to 1,081 per one thousand cubic metre of
gas. In 2011, the sharpest increase in gas prices was recorded in

May and June (10 and 9% respectively).

Price of gas imports, LTL per thousand m?
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Natural gas price for households

The natural gas price paid by households to Lietuvos Dujos
is made up of two components: a fixed monthly charge paid for
the support of the gas system, ensured capacity and maintenan-
ce services as well as the variable portion which depends on the
amount of gas consumed. The monthly tariff for group I custo-
mers that consume up to 500 cubic metres per year is lower
and stands at 1.95 LTL/month. The monthly tariff for group II
customers that use gas for heating and consume more than 500
cubic metres per year is LTL 13.81.

Structure of natural gas prices (LTL/m?, first half of 2012)
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Because of the lower distribution costs per one cubic metre
of gas, group II customers pay a smaller variable part of the
natural gas price. Since the middle of 2011, the tariff has been
1.75 LTL/m?, while group I customers have been charged 2.33
LTL/m?. The import price of gas accounts for the largest por-
tion of the tariff.

Natural gas price for households (net of tax, first half of
2011)
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Between 2010 and the beginning of 2012, natural gas tariffs
rose by almost a third. After a large price leap in 2010, they
were cut to 2.04 and 1.45 LTL/m? respectively for group I and
II customers in January 2011. However, tariffs went up once
again in July 2011 by 17% on average and did not change in
the first half of 2012.

Changes in natural gas tariffs in 2010-2012 (LTL/m?)
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Lithuanians pay one of the lowest prices for natural gas in
Europe. According to Eurostat, the price in Lithuania stood at
3.59 EUR/100 kWh while the EU average was EUR 4.3 in the
first half of 2011. However, Lithuanians pay more for natural
gas than Latvians or Estonians. If the purchasing power is taken
into account, Lithuania is among seven EU members that pay
the highest price for gas. Among the neighbouring countries,
only Poles pay more for natural gas where 100 kWh of gas cost
EUR3.77.

Natural gas price for households adjusted by the pur-
chasing power (net of tax, first half of 2011)
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Strategic projects

Construction of the Visaginas Nuclear Power Plant

The construction of the Visaginas Nuclear Power Plant is
the regional electricity generation development project of three
EU member states — Lithuania, Latvia and Estonia — and the
strategic investor from Japan Hitachi. The project is expected
to be completed by 2020-2022 and to be worth LTL 17.3
billion (at prices of 2010). Investments in the new power plant
will be financed by loans and funds of the strategic investor,
regional partners and VAE group. Lithuania plans to invest
about LTL 6 billion in this project.

The implementation of the Visaginas NPP project is very
important for energy security of the Baltic region and is a
material prerequisite for the connection of the Baltic states to
the European electricity grid. The Visaginas NPP will reduce
dependence on electricity imports from a single country and
electricity export will improve the trade balance of the country.

The Visaginas NPP is the largest infrastructure project in the
Baltic region in the last 20 years. The construction of the Visaginas
NPP alone will provide opportunities for local businesses of
around LTL 5.2 billion and will create up to 6,000 new jobs.

In 2011, the International Atomic Energy Agency (IAEA)
concluded that the construction site of the new nuclear power
plant was adequately prepared for the construction of the
power station. In May 2012, the Government approved the
Concession Agreement of the Visaginas NPP and submitted it
together with other project documentation to the Lithuanian
Parliament for discussion.

Decommissioning of the Ignalina Nuclear Power
plant

After the shutdown of the Ignalina Nuclear Power Plant in
2009, it is important to ensure its smooth decommissioning
and safe disposal of radioactive waste. This requires the
deployment of the most advanced technologies and efficient
use of funding allocated for decommissioning. The amount
of funding available for the project implementation in 1999-
2013 is LTL 5,484.8 million. The EU support for the project
in 2010-2013 is LTL 1,697 million and LTL 365.3 million
will be paid from the national budget of Lithuania. The budget
of the project for 2011 was LTL 54 million. The project is
being implemented by state company Ignalina Nuclear Power
Plant and the Ignalina NPP Decommissioning Division of the
Ministry of Energy.

In 2011, the Ignalina NPP completed the first disassembly
and deactivation project and began unloading spent nuclear
fuel from the reactor of the second energy unit. In 2012, the
permission was granted to conduct hot tests of the storage
facility for radioactive substances of very low activity.

New unit of the Lithuanian Power Plant

After the shutdown of the Ignalina Nuclear Power Plant,
it became necessary to increase the capacity of the Lithuanian
energy system and reduce the dependence on imported energy.
Therefore, construction of a new modern 455 MW combined-
cycle gas turbine unit was launched at the Lithuanian Power
Plant in 2009. The project implementation cost is projected to
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be LTL 1.3 billion. The project is supported by the EU funds,
European Bank for Reconstruction and Development as well as
commercial banks. Lietuvos Energija, which is implementing
the project, also contributes financially to the construction.

In 2011, the majority of construction work of the new unit
was completed. In March 2012, the new unit was connected
to the transmission network and began generating the first
electricity megawatt-hours during testing. The unit is expected
to start operating at full capacity in September 2012.

Construction of electricity links

Litgrid is responsible for the implementation of electricity
link construction projects and operation of links.
Link to Sweden

The completion of the NordBalt project and electricity
link to Sweden will connect Lithuanian and Swedish energy
transmission systems. The length of the link will be around 450
km and the capacity will be 700 MW. This link would consist
of high-voltage direct-current underwater and underground
cables and converter stations in Lithuania and Sweden. The
link is expected to become operational in 2016.

The project is being implemented together with Swedish
Kraftnit. The
preliminary value of the project is LTL 1.9 billion. The

transmission network operator Svenska
preparatory work was carried out and the spatial planning
document was drawn up in 2011. The construction of converter
stations in Lithuania and Sweden should begin in the second half
0f 2013 and cables should be laid in the first half of 2014.

Link to Poland

The LitPol Link project is aimed at connecting Lithuanian
and Polish electricity transmission systems. This project is
extremely important for Lithuania as it will enable the country
to join the energy system of Western Europe. The 1,000 MW
link is expected to be built in two phases. The first one should
be completed in 2015 and the Lithuanian-Polish link should
began operating at the 500 MW capacity. In 2020, after the
completion of the second converter construction phase, the
LitPol Link should operate at the capacity of 1,000 MW.
The project is worth LTL 1.28 billion and will be financed by
Litgrid, PSO, EU and borrowed resources.

The special LitPol Link plan was approved in 2011 and
the consultant for the preparation of the technical design of
reconstruction of the 330 kV distribution station of the Alytus
transformer substation and obtaining the building permit was
selected in 2012.

Renewable energy sources (RES)

The National Energy Strategy outlines the objective to
increase the consumption of RES energy. Currently, this
type of energy accounts for 15% of total consumption and
this indicator should reach 23% by 2020. The share of RES
electricity should be at least 20% of total electricity generation.
For this purpose, 500 MW wind farms and 10 MW solar
power plants will be built. In addition, electricity generation by
hydropower and biomass incineration plants will be promoted.




Liquefied natural gas terminal

The construction of the liquefied natural gas terminal is
the key project of the gas sector aimed at reducing energy
dependence on the single gas supplier. The gas terminal
will enable Lithuania to secure independent supplies of
natural gas, diversify natural gas supply, participate in the
international gas market and shape the national gas market.

The terminal in the form of a ship with a floating storage
re-gasification unit will be supplied by Norwegian Hoegh
LNG. The annual capacity of the terminal will be 2-3 billion
cubic metres of gas. The value of the terminal projectis LTL 1
billion. The project will be implemented by Klaipédos Nafta.
The liquefied natural gas terminal is expected to be completed
by the end of 2014.

Lithuanian and Polish gas pipeline

The gas pipeline connecting to the Polish gas system will
ensure the operation of the free gas market and diversification
of gas supply sources. This gas pipeline is expected to be
completed by 2018 by Lietuvos Dujos and Polish Gaz
System. According to preliminary estimates, the length of the
Lithuanian and Polish gas pipeline link would be 562 km, it
would be able to transport up to 2.3 billion cubic metres of
gas annually to the Baltic states. The preliminary value of the
project is LTL 1.6 billion and the bulk of investments would
be made in Poland.

Klaipéda and Jurbarkas gas pipeline

This transmission pipeline will be necessary for the supply
of natural gas after the liquefied natural gas terminal is built
and it will increase the reliability of supply of natural gas to
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Western Lithuania. In 2011, LTL 451,000 was spent on project
implementation and the first gas pipeline section between Sakiai
and Jurbarkas was completed. The entire gas pipeline should be
built by 2013. The project is worth LTL 168 million and almost
50% of funds will be contributed by the EU.

Underground natural gas storage facility in
Syderiai

The underground natural gas storage facility would ensure
that Lithuania has the necessary gas reserves for 60 days and
that the country faces no shortages of gas in case of gas supply
interruption. The storage facility will be built near Syderiai
settlement in TelSiai district. Studies carried out in 2010-
2011 showed that this site was suitable for the storage facility.
In 2012, test drilling will be conducted in order to carry out
the final assessment of the geological structure in Syderiai and
its suitability for the underground storage facility.

The European Commission has assigned nearly LTL 7
million for preparatory work for the underground natural gas
storage facility in Lithuania.

Natural gas exchange

In November 2011, Baltpool was issued a natural gas
market operator licence and the company became entitled to
organise secondary trading in natural gas on the gas exchange.
The natural gas exchange provides opportunities for quick
buying or selling of required or surplus gas and gas trading
will be available not only by bilateral agreements. The new
exchange creates favourable conditions for competition and
contributes to the gas market liberalisation.

Projects of the energy sector are summarised in the following table.

Project

Description

Implementation Investments, LTL

Construction of the new nuclear power plant and

period million

Visaginas Nuclear Power Plant

Shutdown of the Ignalina Nuclear
Power Plant

New unit of the Lithuanian Power
Plant

Nordbalt

LitPol Link
Liquefied natural gas terminal
Lithuanian and Polish gas pipeline

Gas pipeline Klaipeda-Jurbarkas

Underground natural gas storage
facility

related infrastructure

Decommissioning of the power plant, safe disposal of
radioactive waste

Construction of the combined-cycle gas turbine unit
Construction of the link between Lithuanian and
Swedlish electricity transmission systems

Construction of the link between Lithuanian and Polish
electricity transmission systems

Construction of the terminal-floating storage facility

Connection of gas pipeline systems of Lithuania and
Poland

Construction of the gas transmission pipeline

Surveys of an underground natural gas storage facility
in Lithuania

2006-2022 LTL 17.3 billion
2001-2032 LTL 5.5 billion
2009-2012 LTL 1.3 billion
2010-2015 LTL 1.9 billion
2009-2020 LTL 1.3 billion
2010-2014 LTL 1 billion
2011-2018 LTL 1.6 billion
2011-2013 LTL 168 million
2010-2012 LTL 7 million
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In Lithuania, forests cover 2,172,900 hectares of land, i.e.
33.3% of the national territory (according to information of
the State Forest Service as of 1 January 2012). The state owns
almost half of all forests in Lithuania (it also controls forests
intended for property restitution which make up 11.6% of
all forests), while private individuals own 38.9% of forest
land. Commercial forests account for the majority of forests
in the country (71.3%). Softwood forests account for 56.1%
and hardwood forests for 39.8% of the total forest area in
Lithuania. In 2011, 7.3 million cubic metres of timber were
harvested in Lithuanian forests (slightly less than a year ago)
and timber harvesting in state-owned forests rose by 5.1%
to 4 million cubic metres. The forestry and wood industry
(including furniture manufacture) generates about 4% of the
total value added created in Lithuania.

FORESTRY

Forest area by type as of 1 January 2012

1.2%

B |- forests in natural reserves
Il - forests of special purpose

11l - protective forests

B V- commercial forests

Source: State Forest Service

Harvesting in forests of various types of ownership, million m®
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Key forest indicators as of 1 January 2008 2009 2010 2011 2012
Forest land according to public records of forests, ‘000 ha 2,142.9 2,150.3 2,159.8 2,169.8 2,172.9
Forest coverage, % 32.8 32.9 33.1 33.2 33.3
Forest area per capita, ha 0.64 0.64 0.65 0.67 0.68
Total volume of timber with bark, million m® 421.6 426.9 479.4 489.8 501.3
Average volume of timber per 1 ha, m® 207.0 209.0 234.0 236.9 240.4
Annual increment in stands volume per 1 ha, m? 6.7 6.8 7.9 8.0 8.2

There are 43 state enterprises operating in the forestry sec-
tor: 42 forest enterprises managing and using entrusted state
forests as well as carrying out comprehensive forestry activities
there and the State Forest Inventory and Management Institu-
te which carries out forest management, prepares and imple-

Enterprise

Field of activity

ments land reform projects related to land management. Assets
managed by forest enterprises account for more than 99% of
total assets of the sector, revenue makes up almost 99% and
employees account for almost 97% of the total indicators of

10 largest forest enterprises:

Panevézys Forest Enterprise

Ukmergé Forest Enterprise

Taurageé Forest Enterprise

Dubrava Experimental-Training Forest Enterprise

Trakai Forest Enterprise Comprehensive forestry

Kretinga Forest Enterprise activities
Svengioneéliai Forest Enterprise

Jurbarkas Forest Enterprise

Kedainiai Forest Enterprise

TelSiai Forest Enterprise

Other enterprises in the forestry sector:

State Forest Inventory and Management Institute

Forest management projects

the sector.
; Number of
Ym0 of 201,111 000:  emPloyessatthe
21,983 23,545 131
19,266 23,202 145
20,238 19,409 159
17,731 25,931 139
16,981 16,243 124
18,976 17,569 99
15,467 21,937 99
15,344 21,109 102
19,022 20,330 81
15,136 15,599 119
6,957 4,888 126

* Balance sheet data of forest enterprises do not include the value of forests managed by these enterprises.
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Financial and operating results

Sales revenue of the forestry sector, which was rising in
the last two years, stood at LTL 552.5 million in 2011 (up
by 31.4% from 2010). The growth relied on higher revenue
of forest enterprises from the sale of round timber which
made up LTL 497.6 million in 2011 and increased by 34.1%
compared to the previous year. The volume of round timber

sold went up by 5.9% (to 3,564,900 cubic metres). The

Operations of forestry sectorin 2009-2011
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The total cost of sale of the sector rose by 21.8% to LTL
191.7 million. The main portion of this growth (26% to LTL
147 million) relied on the rising cost of round timber sold. The
cost of one cubic metre of timber sold went up from LTL 34.7
to LTL 41.2 per one cubic metre sold (up by 19%). This diffe-
rence arose out of logging work contracts signed at the end of
2009 which laid down much better prices for work completed
in 2010 because of the economic downturn. The cost of trans-
port (loading) services rose to LTL 25.4 million (the growth
of 6.5% was slightly faster than the growth of revenue of the-
se activities) and the cost of seed and sapling sold went up by
9.6% to LTL 9 million (revenue from sales of this production
increased twice as fast).

In 2011, the operating costs of the forestry sector went up
by 46.7% and stood at LTL 325.8 million. The reforestation,
forest protection and maintenance costs of forest enterprises
increased by 20.9% to LTL 164.9 million because of larger vo-
lumes of work in 2011 after the reduction of activity in 2009—
2010 due to the economic downturn and the increased scope
of forest maintenance and reforestation in the aftermath of the
squall of August 2010. The rise in operating costs was also cau-
sed by higher raw material taxes (mandatory deductions from
the revenue for sale of raw wood and uncut forest) paid by fo-
rest enterprises: the amount of raw material taxes more than
doubled compared to the previous year and stood at LTL 75.3
million in 2011 as the tax rate was raised from 10% to 15%
and taxable revenue was higher. As a result of the Snoras ban-
kruptcy, at the end of 2011 forest enterprises wrote off LTL
29.9 million in bad debts which were also included in opera-
ting costs. The remaining operating costs of Lithuanian forest
enterprises (net of the property tax paid by state enterprises and
classified as non-standard taxes) went up from LTL 42.1 mil-
lion to 48.8 million (an increase of 16%).

Due to the above-mentioned reasons, the net profit of the
sector (LTL 28.5 million) decreased in 2011 compared to the
previous year. However, if non-standard taxes are deducted
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stronger demand for wood pushed the average price of round
timber up by 26.6% to 139.6 LTL/m?. During the year,
other revenue generating a significant portion of income of
forest enterprises also increased including transport (loading)
services (up by 4.6% to LTL 26 million) and sale of seeds and
sapling (up by 22.1% to LTL 10.1 million).

Other sales revenue of the sector
]

- FOrestry sector sales revenue

Round timber sales revenue

Net profit of the forestry sector after elimination of non-standard taxes
== Average round timber price, LTL/m? (right-hand scale)

from the operating costs, the adjusted net profit stood at LTL
97.4 million, which was by 28.4% more compared to the pre-
vious year, while the adjusted net profit margin was 17.6%
(down from 18.1% in 2010).

At the end 0f 2011, assets of SOEs operating in the forestry
sector made up LTL 3,813.6 million and increased by 5.5%
compared to the previous year. The bulk of this increase can
be attributed to the revaluation of state forests managed and
used for commercial activities by forest enterprises, which was
carried out by the Ministry of Economy. The value calculated
at the end of 2011 was LTL 3,253 million. A 4.9% rise in
the value resulted from higher market prices of round timber.
Additional investments contributed to a 13.1% increase in the
value of non-current tangible assets to LTL 303.8 million in
2011. Changes in financial assets (from LTL 23,200 in 2009
to nearly LTL 8.1 million in 2011) resulted from bonds pur-
chased by forest enterprises. In 2010, Jurbarkas Forest En-
terprise and Kaisiadorys Forest Enterprise purchased bonds
worth LTL 2 million and 1.9 million respectively. In 2011,
Jurbarkas Forest Enterprise additionally acquired bonds for
LTL 3.1 million, Joniskis and Ukmergé Forest Enterprises for
LTL 1 million each (most bonds will mature in 2013-2015).
Cash and cash equivalents of forest enterprises also increased
by 65.8% to LTL 90.1 million and the cash ratio of enterprises
was 1.98 (up from 1.39 in the previous year), i.e. forest enter-
prises could cover the amount which is almost double their
existing current liabilities using cash and cash equivalents avai-
lable to them. Current liabilities in the sector grew from LTL
30.6 million to 46.9 million between 2009 and 2011 because
of the growing debts to suppliers as a result of increasing vo-
lumes of work and rising liabilities related to employment. A
very low financial debt to equity ratio of just 0.1% (the lowest
among the sectors concerned) shows that enterprises in the fo-
restry sector are in a very strong financial situation. This me-
ans that forest enterprises have vast resources to use borrowed
funds to finance their operations in the future.
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Profit and loss statement (LTL ‘000) 2009 2010 2011
Sales revenue 352,000 420,329 552,486
Cost of goods sold 166,432 157,378 191,699
Gross profit (loss) 185,568 262,951 360,787
Operating expenses 186,845 222,050 325,772
Profit (loss) from other activities 3,101 2,560 2,167
Operating profit (loss) 1,825 43,461 37,182
Operating profit margin 0.5% 10.3% 6.7%
EBITDA 32,710 73,786 69,950
EBITDA margin 9.3% 17.6% 12.7%
Financial and investment activities 3,168 3,148 2,122
Profit (loss) before taxes 4,992 46,609 39,304
Profit tax 2,355 6,913 10,777
Net profit 2,637 39,696 28,527
Net profit margin 0.7% 9.4% 5.2%
Net profit excluding non-standard taxes 26,507 75,875 97,434
Net profit excluding non-standard taxes and effect of Snoras bankruptcy 26,507 75,875 127,334
Balance sheet (LTL ‘000) 31 Dec 2009 31 Dec 2010 31 Dec 2011
Intangible assets 214 250 242
Tangible assets 260,655 268,661 308,762
Financial assets 23 3,985 8,061
Other non-current assets 2,378 5,140 4,517
Biological assets 3,100,000 3,100,000 3,253,000
Non-current assets 3,363,270 3,378,037 3,569,582
Inventories, prepayments and contracts in progress 72,570 81,733 86,719
Amounts receivable within one year 25,370 28,238 30,110
Other current assets 57,109 68,164 34,270
Cash and cash equivalents 38,382 57,282 92,892
Current assets 193,430 235,417 243,991
Total assets 3,556,700 3,613,453 3,813,573
Total equity 3,511,466 3,552,339 3,737,387
Grants and subsidies 10,453 17,509 27,756
Non-current liabilities 4,139 3,137 1,484
Current liabilities 30,643 40,468 46,947
Liabilities 34,782 43,605 48,430
Of which financial liabilities 6,024 4,808 3,060
Total equity and liabilities 3,556,700 3,613,453 3,813,573
Ratios 2009 2010 2011
ROA 0.7% 2.1% 2.6%
ROE 0.8% 21% 2.7%
D/E 0.2% 0.1% 0.1%
Return to the state (LTL ‘000)
Assigned SE profit contributions 0 0 21,203
Property tax 5,017 4,983 5,791
Raw material tax 23,066 37,580 75,276
Total contributions and non-standard taxes 28,083 42,563 102,270
Other information 2009 2010 2011
Number of employees (at period end) 3,655 3,690 3,795
Number of executives (at period end) 130 129 127
Advertising and media costs (LTL '000) 722 939 1,282
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In 2011, the return on equity in the forestry sector
was 2.7% and increased from 2.1% in the previous year.
Enterprises of this sector paid LTL 75.3 million in raw
material taxes and LTL 5.8 million in property taxes in
2011. Besides, LTL 21.2 million was appropriated as profit
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Lithuanian forestry and wood industry

In 2011, 7.3 million cubic metres of round timber was
produced from local resources (down by 1.9% from the
previous year). While 5.5 million cubic metres was used
domestically (down by 11.9% compared to 2010), exports

Logging and trade in round timber, million m?
8

N W~ o

-

2004 2005 2006 2007

M Left for local consumption Export

Source: State Forest Service

Lithuanian wood industry companies which produce wood
items, furniture and paper products are the main users of wood
supplied by forest enterprises. Although the number of wood
industry companies operating in Lithuania fell in 2011, major
companies of the industry which were able to organise their
activities in the best manner and offer competitive products
saw their production volumes rise. In 2011, the value of
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contributions of SOEs and were paid to the national budget.
Therefore, the total amount of payments and non-standard
taxes made up LTL 102.3 million and was more than double
compared to the previous year.
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Financial liabilities

rose to 2 million cubic metres (an increase of 38%) according
to preliminary estimates. Just like in the previous year,
Sweden and Poland were the main wood export destinations
in 2011 (33.9% and 30.2% of timber respectively).

2010 2011

2008 2009

production of the wood industry was almost LTL 6.3 billion
(up by 25.4% from the previous year). The production of
furniture manufacture accounted for almost LTL 3 billion
(up by 35.5% from the previous year). Structural changes in
wood production (see the relevant chart below) show that the
output of higher value-added furniture manufacture and paper
industry has been on the rise.
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Production of the Lithuanian wood industry in 2009-2011, LTL million

Production
1. Swedspan Giriy Bizonas Wood products
2.Vilniaus Baldai Furniture
3. Boen Lietuva Wood products
4. Freda Furniture
5. Klaipedos Baldai Furniture
6. Klaipédos Mediena Wood products
7. GrigiSkes Wood products
Total production of wood industry
Including furniture production

2009 2010 2011
211 198 260
149 197 238
152 190 236
105 157 235
170 151 189
154 168 186
110 130 159

4,334 5,023 6,297
1,996 2,192 2,970

Source: Prof. A.Morkevi¢ius, Overview of Lithuanian Wood Sector in 2011, www.forest.lt

Annual production of the wood industry by type od product, LTL million (at prices of 2005)
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In 2011, exports of the entire Lithuanian wood industry
made up LTL 6.9 billion and imports stood at LTL 3.2
billion. Compared to the previous year, there was an

Forestry sector

Management structure

The Forestry Law stipulates that the Parliament lays
down forestry policies by adopting laws and the Ministry
of Environment is responsible for the preparation of the
strategy of state forests and relevant programmes. The
Parliament amended the Forestry Law and all functions
relating to compliance with the Forestry Law have been
exercised by the State Forest Service under the Ministry of
Environment since 1 January 2012. Since 2012, State Forest
Service has administered the Lithuanian Cadastre of Forests,
carried out national inventory of forests and controlled the

improvement in the overall foreign trade balance and
higher-value portion of wood production (furniture and
paper) made up a larger share of exports.

status of all forests nationwide, their use, reforestation and
protection (previously the latter function was delegated
to regional environmental protection departments). The
Directorate General of State Forests under the Ministry of
Environment organises and coordinates the reforestation,
maintenance and protection of state forests allocated to
forest enterprises, coordinates the use of forest resources
and activities of forest enterprises. The latter manage state
forests entrusted to them, maintain, supervise and carry out
commercial activities in state forests.
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State management of forests and Forestry Law implementation (since 1 January 2012)

Lays down the policies of state management of forests

Ministry of Environment

Directorate General of State Forests
under the Ministry of Environment

Functions as the body exercising the
rights and duties of the forest enterprise
owner, coordinates their activities

Lays down mandatory quotas
of reforestation, protection and
maintenance for forest enterprises

Organises joint state fire and sanitary
forest protection system

42 forest enterprises

Commercial operations in forests
(logging and sale)

Replanting of state forests

Production of saplings and seeds

Sanitary and fire protection of forests,
maintenance of forest roads
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State Forest Service under
the Ministry of Environment

Administers the Forest Cadastre of
Lithuania

Performs state inventory of forests

Controls the situation, use,
restoration, replanting and
protection of all types of forests

Issues logging permits

Controls the quality of forest
management work

Controls forest reproductive material,
selects and approves forest genetic
resources, organises the creation and
maintenance of forest seed base

Controls the use of sanitary forest
protection measures

Consults forest owners and users on
issues of forest use, reforestation,
maintenance and protection




Return to the state: major changes

The new version of the Forestry Law came into force on 1
January 2011 and raised mandatory deductions to the national
budget from the revenue of forest enterprises for sale of raw
wood and uncut forest (raw material tax) from 5% to 10% (no
deductions to the national budget applied before 1 July 2009).
A 5% tariff was left for the portion of raw material tax that is
allocated to finance the general needs of the forestry sector.

The Law on State and Municipal Enterprises stipulates that
the purpose of state enterprises is to provide public services,
manufacture products and carry out other activities aimed at
meeting the public interests. However, the main activity of fo-
rest enterprises, which are all owned by the state, is commercial
since they compete with private companies in the forestry sec-
tor and wood suppliers from neighbouring countries. After the
above-mentioned amendments entered into force in 2011, the
law stipulates that the profit contribution paid by the enterprise
to the national budget out of the profit of the state enterprise
available for appropriation must make up 50% of the profit ear-
ned by the enterprise during the reference financial year. Until
then there was no legal requirement to make profit contribu-
tions to the national budget applicable to state enterprises.

Electronic timber trading system

In 2011, the Ministry of Environment and Directorate
General of State Forests prepared and put in place the Round
Timber Electronic Trading System. This system should help
timber buyers and sellers save time, human resources and fi-
nancial costs, set a fair market price of timber, ensure more
transparent evaluation of bids of timber buyers and conduct of
sale operations, create better opportunities for national wood
processing companies to secure stable supplies of raw wood.

FORESTRY

This system will be used for auction sale of all timber pre-
pared for wholesale by state forests (accounting for 90% of
all timber from state forests) under short-term, 6-month and
long-term (3—10 years) contracts. It will replace the previous
procedure of timber sale used by forest enterprises which requi-
red buyers to physically deliver their bids for the desired quan-
tity of timber in sealed envelopes and made it impossible for
buyers to place new bids after the opening of envelopes.

The first short-term sale of timber under the new system
took place in March 2012, 6-month sale should begin in sum-
mer and long-term sale will be launched in 2013.

This timber sale system was put in place disregarding one of
the main wishes of timber buyers to have a centralised system
of timber trading for all forest enterprises. Currently, timber
buyers who wish to purchase large quantities of timber have
to contact several individual enterprises and buy relatively
small quantities of timber from several sellers. The centralised
system would make it easier to buy larger quantities of timber
and would enable individual forest enterprises to lay off exces-
sive workforce that exercises the same functions. This system
should also help address national timber trade logistical pro-
blems in a centralised manner as the transportation costs may
have a major effect on the final cost of timber. A single coordi-
nating body (for instance, the Directorate General of State Fo-
rests) should be responsible for organising efficient transport of
timber by minimising the distance between sellers and buyers.
Enterprises managing state forests in other countries (Latvia,
Sweden) emphasise the efficient organisation of logistics for
their timber as a service offering added value to buyers. These
enterprises carry out centralised timber trading and organise
the delivery of timber from all their logging sites to destinations
preferred by buyers.

Wholesale round timber trading system of Lithuanian forest enterprises

Timber buyer A

Timber buyer B

Timber buyer C

Timber buyers submit bids (quantity and price) for purchase of round timber under short-term, 6-month
or long-term contracts to every desired forest enterprise

Alytus
Forest Enterprise

Panevézys
Forest Enterprise

Utena
Forest Enterprise

Successful bidders are determined according to the highest offered price. Under the previous procedu-
re, buyers submitted a single bid (unaware of other bids), while the new auction system allows bidders
to raise their offered price

Successful buyers organise transportation of timber from specific forest enterprises in whose
