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MAJOR DEVELOPMENTS OF THE YEAR

= On January 1, new prices of natural gas for regulated customers came into
effect. The change in the prices was brought about by the natural gas import
price increase.

= In May, Vilnius hosted the General Assembly of the Baltic Gas and a joint Baltic
Gas/BASREC/Eurogas Conference the organization whereof was entrusted to
AB Lietuvos Dujos (hereinafter LD, the Company). The Conference was
attended by the EU Energy Commissioner Andris Piebalgs.

= In June, LD participated in the World Natural Gas Conference and Exhibition
held in the Netherlands.

= On July 1, new natural gas transmission and distribution tariffs and new prices
of natural gas for the regulated customers came into effect.

= In August, a new settlement procedure for household customers of natural gas
introducing AB Lietuvos Dujos payment books.

» In September, the town of Kazly Ridda was connected to the national natural
gas grid.

= In October, a large-scale investment project “Gas Transmission Pipeline
Siauliai — Kur$énai (Line 2)” was finalized and a gas metering station was
constructed on the gas pipeline branch to the to the town of Mazeikiai.

= November saw the completion of Stage 1 of the works for the construction of a
natural gas supply infrastructure for the towns of Svengionéliai and Svengionys
which included the construction of the gas transmission pipeline branches, gas
distribution station and gas distribution pipeline in Svengionéliai.

= The Board of Directors at its Meeting held in December decided not to raise
natural gas tariffs for the household customers from 1 January 2007.

NATURAL GAS BUSINESS ENVIRONMENT

Licensing

The Law on Natural Gas prescribes that the activities of natural gas transmission,
distribution and supply shall be subject to licensing. The licences are issued and the
supervision of licensed activities is performed by the Lithuanian National Control
Commission for Prices and Energy (hereinafter NCCPE). On 18 December 2001, the
Company was granted the licence for the activities of natural gas transmission and
distribution and on 16 May 2002 LD was granted the licence for the supply of natural
gas. The aforementioned licences are open-ended.

Natural gas prices

LD imports natural gas from the Russian-based OAO Gazprom. The price of natural
gas depends on the price of heavy — fuel oil on the international market, on the
currency exchange rate fluctuations and on the average net calorific value of gas. Due
to these factors in 2006 there has been an increase in the natural gas import price.

The price caps of natural gas transmission and distribution services and the caps of
natural gas prices for the regulated customers are fixed by the NCCPE in accordance
with the Methodology for Calculating the Natural Gas Price Caps approved on 29 April
2005. Hence fixed caps of prices stay in force for a three-year regulation term.
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The price caps are adjusted on the annual basis considering the inflation, the
efficiency rates set by the NCCPE, changes in the gas consumption volumes and any
other developments beyond the Company’s control.

LD decided not to increase the natural gas prices for the most sensitive segment of
customers, i.e. residential consumers from 1 January 2007. The aforementioned
decision was made based on the assumption that in Half 1 of 2007 there will not be
any dramatic changes in the oil and gas markets and following the successful
achievement of the respective agreement with the supplier, i.e. OAO Gazprom.

These factors also preconditioned of the lower than projected natural gas prices for
the eligible customers.

Information on natural gas prices is available on LD website at www.dujos.It.
Law on Natural Gas

The law to amend the existing Law on Natural Gas initiated already in 2004 and aimed
at transposing the provisions of the EU Directive 2003/55/EC concerning common
rules for the internal market in natural gas and other legislation regulating the market
of natural gas to the legislative framework of the Republic of Lithuania was not
adopted by the Seimas of the Republic of Lithuania in 2006, either.

Regulations

Under Order No.4-171 of the Minister of Economy of the Republic of Lithuania of 18
May 2006, the restriction on the application of item 143 of the Rules on the
Transmission, Distribution, Storage and Supply of Natural Gas, whereby heat supply
utilities were granted billing privileges in for the delivery of natural gas, was repealed.
Hence, as of 1 July 2006, all customers shall be billed for the delivery of natural gas
based on the volume of natural gas at each particular point of delivery.

Market

In 2006, there were five companies importing f natural gas to Lithuania: AB Lietuvos
Dujos, AB Achema, UAB Dujotekana, UAB Kauno Termofikacijos Elektriné and UAB
Haupas.aThe total volume of natural gas imported to Lithuania in 2006 made up 3.1
billion m"”.

The structure of natural gas import in Lithuania, 2006
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In 2006, there were eight companies supplying natural gas to customers of Lithuania:
AB Lietuvos Dujos (to the eligible and the regulated customers), AB Achema (for own
needs and to group companies), UAB Dujotekana (to the eligible customers), UAB
Kauno Termofikacijos Elektriné (for own needs) and UAB Haupas (to the eligible
customers), AB JoniSkio Energija (to the regulated customers), AB Agrofirma
Josvainiai (to the regulated customers) and UAB Druskininky, Dujos (to the regulated
customers).

Natural gas market structure in Lithuania, 2006
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GROUP FINANCIAL PERFORMANCE

Group key financial indicators

2006 2005 Change, %

Financial results

Sales, M LTL 779.6 596.5 30.7

Earnings before interest, tax, depreciation and amortisation

(EBITDA), M LTL 167.7 134.1 25.1
Profit before taxes, M LTL 71.7 42.0 70.7
Net profit, M LTL 57.3 37.8 51.6
Investments, M LTL 122.8 187.7 -34.6
Assets at the end of period, M LTL 2,303.1 2,248.0 2.5

Equity at the end of period, M LTL 1,855,8 1,828.5 1.5




Profitability ratios

EBITDA margin, % 21.2 22.2

Profit before tax margin, % 9.1 7.0

Net profit margin, % 7.3 6.3

Average return-on-assets ratio (ROA), % 2.5 1.7

Average return-on-equity ratio (ROE), % 3.1 21

Leverage

Debt to equity ratio, % 241 22.9

Debt ratio, % 19.4 18.7

Market ratios

Price-earnings ratio (P/E) 31.75 49.25

Basic earnings per share, LTL 0.12 0.08 50.0
Dividends per share for the current year, LTL 0.06* 0.06 -

* proposed for approval by General Meeting of Shareholders

In 2006, the Company prepared consolidated financial statements where the financial
results of its subsidiary UAB Palangos Perlas were also reflected. The overview of the
financial results of AB Lietuvos Dujos Group (hereinafter the Group) is presented
below.

Core activities

In 2006, the sales of the Group hit the record, it increased from 596.5 M LTL to 779.6
M LTL thus exceeding the sales in 2005 by 30.7 %. The major share of sales (99.3%)
is represented by the revenue from gas transmission, distribution and supply to the
eligible and the regulated customers. The prices of gas transmission, distribution and
supply to the regulated customers are subject to regulation.

The revenue from the sales of gas to the regulated and the eligible customers
increased from 385.3 M LTL to 547.7 M LTL, or by 42.1%. This increase was brought
about largely by the increase in natural gas import price from 2006. The rise in the
natural gas import price was determined by the growth of prices of alternative fuels, in
particular heavy fuel oil on the global markets. The revenue from transmission and
distribution services increased from 206.1 M LTL to 226.4 M LTL, i.e. by 9.8 %.

Sales structure in 2006
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The cost of sales increased from 340.5 M LTL to 495.5 M LTL, or by 45.5 %. In 2006
and 2005, the major share in the structure of sales cost (99.9 %) was represented by
gas purchase expenses.
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In 2006, LD operating expenses amounted to 223.0 M LTL and in comparison with
2005 increased by 10.2 M LTL, or by 4.8 %. The major share of expenses (43 %) was
represented by depreciation expenses. The increase in the depreciation expenses by
4.1 M LTL was preconditioned by the increase in the scope of investment in 2005 and
2006.

The structure of the Group business expenses (cost of sales and operating expenses)
is presented below:

Structure of expenses in 2006
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O Cost of sales O Salaries and social security
O Depreciation and amortisation O Taxes (income tax excluded)
B Other expenses

The Company is continuously increasing the efficiency of its business activities. In
comparison with 2002 that marked the start of Company privatization, the volume of
natural gas transmitted per employee increased by 66.6%, the length of gas pipelines
under operation per employee increased by 46.0% and the number of customers per
employee increased by 33.6%.

Financial, investment and other activities

A considerable positive change in the results of the financial and investment activities
of the Group achieved in 2006, if compared with the year 2005, was mainly
preconditioned by favourable changes in the currency exchange rates. Better financial
results of other operating activities were achieved largely due to the increased gain
from the disposal of the redundant non-current tangible assets no longer used in the
Group activities.

Results of activities

In 2006, the Group earnings before interest, taxes, depreciation and amortisation
(EBITDA), compared with the year 2005, increased by 33.6 M LTL and made up 167.7
M LTL. The profit before taxes amounted to 71.7 M LTL (cf. with 42.0 M LTL in 2005).
The net profit increased by 19.5 M LTL and made up 57.3 M LTL (cf. with 37.8 M LTL
in 2005).

In 2006, the accounting policy regarding accounting of the new customers’ fees
received for the connection to the Company’s gas system was changed. The financial
result for 2005 was adjusted accordingly. Detailed comments are presented in the
financial statements for 2006.
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However, certain issues concerning the gas price regulation still remain unresolved,
which has a negative effect upon the financial results of the Group. Within the
regulated business of gas supply activity, the NCCPE in its tariff calculations assumes
only a minimum for profit before taxes (< 1 M LTL) that is calculated based only on the
operating expenses. Therefore, even though the Company assumes full risk of
supplying with gas over 540 thousand customers, it is prevented from earning even
the minimum profit margin from the gas import price. Since the NCCPE does not take
into account part of the depreciation expenses of the non-current assets, the
Company incurs losses from the regulated activities of gas transmission. The results
are also worsened by the fact that the NCCPE when setting the regulated tariffs, fixes
the profit before taxes indicator re and not the net profit indicator as is the case with
other similar utilities operating in the sector energy sector.

Investments
In 2006, the Group invested 122.8 M LTL in the development of gas systems as well

as reconstruction and modernisation of its non-current assets (cf. with 187.7 M LTL in
2005 when the Company carried out projects of a larger scale).
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Investments in the construction of new gas systems totalled 89.1 M LTL (cf. with 157.6
M LTL in 2005). In comparison with the previous years, the investments in the
construction of new gas distribution systems were considerably higher.

Investments in the reconstruction and modernisation of the non-current assets
amounted to 33.7 M LTL (cf. with 30.1 M LTL in 2005). The increase was basically
due to the higher investments in the reconstruction of gas distribution stations.
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Financial debt

As of 31 December 2006, the financial debt of the Group made up 36.1 M LTL and
was by 8.5 M LTL lower than the debt as of 31 December 2005.
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Balance structure
Assets
Over the year 2006, the value of the assets owned by the Group increased by 55.1 M

LTL, i.e. from 2 248.0 M LTL to 2 303.1 M LTL. The major share of the assets (95.5
%) was represented by the non-current assets that over the year 2006 grew in value
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by 23.4 M LTL and made up 2 198.8 M LTL. The increase was basically due to the
investments in the expansion and reconstruction of gas systems. The major share of
the non-current assets (89.0 %) was made up of transmission and distribution
networks and related installations. The major share of current assets (48.9 %) was
represented by trade receivables.

Equity and liabilities

Over the year 2006 the value of the Group equity increased by 27.3 M LTL, i.e. from
1828.5 to 1 855.8 M LTL. The major share of the liabilities (68.5 %) was represented
by grants (deferred revenue) and deferred taxes.

Cash flows

Over the year 2006, the cash flows of the Group from its operating activities increased

by 24.2 M LTL, or by 17.3 %, and made up 163.9 M LTL (cf. with 139.7 M LTL in
2005).

2002* 2003 2004* 2005 (Group's) 2006 (Group's)

COMPANY BUSINESS PLANS AND PROJECTIONS

The priorities of LD business activities are focused on the continuous expansion of the
natural gas market, gradual development of the natural gas infrastructure, stable and
safe supply of gas to customers, strengthening of customer and public relations,
efficient management of the Company, rational use of resources and ensuring the
professional performance and the quality of work carried out.

As part of the implementation of the National Energy Strategy, in 2007, the Company
plans to construct the gas transmission pipeline section Sakiai — Jurbarkas. This will
be the first strategically important stage of the construction of the gas transmission
pipeline Sakiai — Klaipéda. This construction project aims at enhancing the reliability of
natural gas supply to the Lithuanian consumers and, at the same time, at creating the
preconditions for the introduction of gas supply to Tauragé, Siluté, Silalé, Pagégiai and
Priekulé.

It is anticipated that in 2007 residents of Jurbarkas, Kalvarijos and Kulautuva will start
using gas.
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Exceptional attention will be paid to the transposition of European Union legislation to
the legal framework of the Republic of Lithuania and to the issue of the legal
unbundling of the transmission, distribution and supply activities of the Company. The
uncertainty concerning the final version of the provisions of the draft Law on Natural
Gas that has been deliberated already for four years already impedes the
implementation of the aforementioned legal unbundling of activities and prevents the
Company from making even short-term projections of its activity results.

In 2007, the Company plans to enhance its productivity through the implementation of

new information technologies and business management systems as well as through
the employee training and improvement of the staff incentive system.

MANAGEMENT OF THE COMPANY

Management of the Company

AB Lietuvos Dujos is a vertically integrated company.

LD has fivve branches operating in different regions of Lithuania: Vilnius, Kaunas,
Klaipéda, Siauliai and Panevézys that have their respective local divisions in smaller

towns.

Management chart

GENERAL MEETING OF SHAREHOLDERS

BOARD OF DIRECTORS

GENERAL MANAGER

THE CENTRE OF
ADMINISTRATION AND

BRANCHES )
(VILNIIUS, KAUNAS, KLAIPEDA,
SIAULIAI, PANEVEZYS)

GAS TRANSMISSION

Functions:
control, transmission
system operator, gas

import, gas sales to
eligible customers, gas
transit Functions:
distribution system operator, gas sales
to regulated customers

LOCAL OFFICES IN TOWNS

LD shareholders and shares

The authorized capital of AB Lietuvos Dujos amounts to 469,068,254 LTL and is
divided into 469 068 254 fully paid ordinary registered shares with par value of 1 (one)
LTL each. Over the year 2006, the value of the authorised capital as well as the
structure of shareholders did not change.
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The structure of AB Lietuvos Dujos shareholders
as of 31 December 2006

O OAO Gazprom
OV| Valstybés Turto Fondas

B E.ON Ruhrgas International AG
O Small shareholders

AB Lietuvos Dujos shares are traded and they are on the I-list of AB Vilniaus
Vertybiniy Popieriy Birza (hereinafter “Vilnius Stock Exchange”, VSE) which belongs
to the largest stock exchange operator in North Europe OMX. As of 31 December
2006, AB Lietuvos Dujos capitalization stood at 1787.15 M LTL. Over the year 2006,
the turnover of trade in AB Lietuvos Dujos stocks at the VSE increased by 14.3 % and
reached the amount of 21.37 M LTL. 5 964 387 units of shares were traded based on

transactions concluded (cf. with 4 554 062 shares in 2005).

Share price dynamics at VSE, 2006

Price per share at the end of 2005

3.94 LTL

Highest price per share during 2006

4.00 LTL

Lowest price per share during 2006

3.10 LTL

Price per share at the end of 2006

3.81 LTL

Price and turnover of AB Lietuvos Dujos shares at VSE, 2005-2006
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The Company has not acquired its own shares and in 2006 did not conclude any

transactions associated with the acquisition or disposal of its own shares.
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Starting from 2002, each year the Company has been appropriating part of its profit for
the payment of dividends. The total value of dividends paid for the results achieved in
the financial year 2005 amounted to 30 M LTL.

AB Lietuvos Dujos announced dividends (M LTL) and
dividends per share (LTL)
35 Yo 0,08
30 0.065 B 0,064 =+ 0,07
25 _ + 0,06
20 0043 _— +0,05
G 10,04
15
+0,03
10 10,02
5 = 0,01
14.7 22,0 33.0 30.0
0 t t t 0
2002 2003 2004 2005
‘ Dividends, MLTL —e— Dividends per share, LTL

Subsidiary

UAB Palangos Perlas is a subsidiary of AB Lietuvos dujos subsidiary. 100 % of UAB
Palangos Perlas shares are held by AB Lietuvos Dujos. The authorized capital of UAB
Palangos Perlas is divided into 9 703 763 ordinary registered shares with par value of
1 (one) LTL each. This subsidiary owns the Zydroji Liepsna hotel in Palanga, a rest
house Vilnis in Pervalka and a resort complex Zydroji Liepsna in Sventoji. The main
areas of company activities are associated with hotel and other board and lodging
services as well as with the organization of seminars and conferences. The company
employs 28 persons.

In 2006, UAB Palangos Perlas earned 0.2 M LTL of net profit (cf. with 2.9 M LTL in
2005).
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Lithuanian natural gas transmission and distribution systems
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=== (Gas transmission pipelines
=== | argest gas distribution pipelines
Compressor station

A  Gas metering stations

A  Gas metering station constructed in 2006

@  Gas distribution stations constructed in 2006

=== (Gas transmission pipelines and largest gas distribution pipelines constructed in 2006

"®=®"  Gas transmission pipelines planned to be constructed in 2007-2010

@ Towns connected to natural gas system

O  Towns planned to be connected to natural gas system in 2007-2010

The infrastructure operated by LD
Gas transmission Gas distribution Gas distribution Gas metering Gas compressor
pipelines pipelines stations stations station

1.8 thou km 7.2 thou km 63 3 1

AB LIETUVOS DUJOS CORE ACTIVITIES

AB Lietuvos Dujos business activities:
= transmission,
= distribution,
= supply of gas to the eligible and the regulated customers ,
= provision of services associated with the use of natural gas.
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NATURAL GAS TRANSMISSION

Transmission of natural gas means transportation of gas to customers via gas
transmission pipelines. The transmission system consists of gas transmission
pipelines, gas metering and distribution stations, equipment protecting gas pipelines
against corrosion as well as the data transmission and telecommunication systems.
AB Lietuvos Dujos is the operator of the natural gas transmission system of Lithuania
responsible for the safe operation of the system and its development.
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In 2006, 3,013.9 M m?® of natural gas were transported via the transmission system,
(by 1.1 % less than in 2005), including 1,653.3 M m® of gas transported to consumers
who purchase gas from other suppliers.

Gas importers (via LD system of gas pipelines), 2006
10%

46%

27%

. ‘ OAB Lietuvos Dujos B AB Achema  DOUAB Dujotekana ~ OUAB Kauno Termofikacijos Elektriné

Transit

In 2006, 1,203.5 M m*® of natural gas were transported on transit to the Kaliningrad
Region of the Russian Federation. In comparison with 2005, the transit volumes
increased by 66.9 %.
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Investments in the transmission system

In 2006, investments in the construction of new gas transmission systems amounted
to 43.3 M LTL constructed in all, 33.5 km of gas transmission pipelines, 1 gas
metering station and 2 gas distribution stations (hereinafter GDS) were constructed.
With the view to increasing the capacity of the gas transmission pipeline Sauliai —
Klaipéda and introducing f gas to the town of MaZeikiai, the strategically important
Line 2 of the gas transmission pipeline Siauliai — Kur§énai was constructed with a gas
metering station on the gas pipeline branch to Mazeikiai. In Panevézys a new gas
distribution station was constructed to increase the reliability of city gas system
operation and enable the connection of a new cogeneration power plant installed by
AB Panevézio Energija. A gas transmission pipeline branch and a gas distribution
station were constructed in the vicinity of Svengionéliai. The design of the gas
transmission pipeline Sakiai — Jurbarkas — Tauragé was started.

The investments in the reconstruction the transmission systems amounted to 13.8 M
LTL. The amount of 11.1 M LTL was invested into the reconstruction of five GDSs, of
them two were replaced by new container-type stations. 43 GDSs of the existing 63
now meet up-to-date requirements. The reconstruction of the remaining 20 GDSs is
planned to be completed within the period of the coming 5-6 years.

Operation and maintenance of the transmission system

The year 2006 marks the completion of the repair works on the gas transmission
pipeline Ivaceviciai — Vilnius — Riga section from Panevézys up to the border with
Latvia (the repairs were started back in 1999). Thus we managed to ensure the
reliability of gas transportation given the increase in the gas flows through the border
metering station in Kieménai.

On the gas transmission pipeline Minskas — Vilnius known for its largest diameter in
Lithuania we installed a Line Block Valve Site. With the reduction of the distance
between the Line Block Vlaves achieved the compliance with the requirements of
design standard regulations. The Lithuanian contractors managed to successfully
carry out the works, (undertaken for the first time in the history of the Company) on
installing Line Block Valves of such a diameter.
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We completed the complex repairs of the technological lines of the Jonava gas
distribution station aimed at improving the reliability of natural gas supply to the largest
user of LD system, AB Achema.

NATURAL GAS DISTRIBUTION

Distribution of natural gas means transportation of gas via the distribution network
for the purpose of delivering gas to customers. The distribution system is comprised of
gas pipelines and their facilities, gas regulation equipment, measuring and metering
equipment, equipment protecting gas pipelines against the corrosion as well as the
systems of telemetry and telecommunications. AB Lietuvos Dujos is the operator of
the distribution system in the territory specified in the licence.

In 2006, the volumes of gas distributed by the Company distributed gas made up
1,119.0 M m®which was by 0.3 % higher than in 2005.

B ——_——————___— ——,————. '
c1000 - - BN - - - BN - - N - BN - S
SRR . L
0007~ T4q32 142 - 1073 Mms 119

PR SRS EEEEE SRR - - -

200 { S R T T S (SR L .

Investments in the distribution system

In 2006, the Company invested 45.8 M LTL into the construction of new gas
distribution systems, constructed 243.8 km of new distribution pipelines and
connected 5.1 thousand new consumers. Three large-scale investment projects in
Panevézys, Svengionéliai and Kazly Rida were implemented. With the view to
ensuring the reliability of the gas distribution system of the town of Panevézys, we
constructed 5.6 km of distribution networks. Within the framework of introducing gas
supply to the town of Svengionéliai, we constructed a distribution pipeline (length 13.3
km). For the purpose of introducing gas supply to Kazly Rdda, we laid a distribution
pipeline Marijampolé — Kazly Riada (length 27 km) and introduced gas supply to UAB
Giriy Bizonas, a large company manufacturing timber products.

In 2006, our investments in the reconstruction of gas distribution systems totalled 7.6
M LTL including 3.9 M LTL allocated for the reconstruction of gas pipelines. In the
cities of Kaunas and Vilnius 15.8 km of gas pipelines were reconstructed by inserting
PE pipes inside the existing worn out steel pipelines.
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Operation and maintenance of the distribution system

With the view of achieving reliable and safe operation of the gas distribution system,
the Company is implementing a complex of technical and organizational measures.

The gas pipelines are periodically subjected to leakage tests performed using high
sensitivity gas detectors and special devices enabling the identification of insulation
defects on steel pipelines. For ensuring additional protection of steel gas pipelines
against the corrosion, cathodic protection equipment is used.

The reliable functioning of pressure regulation equipment is ensured through the
implementation of technical testing system. The system is supplemented by the
means of telemetry.

The repair programs are planned and implemented on the basis of the defects
established and the state of gas system identified when carrying out the routine
technical maintenance tasks.

The buy back of gas pipelines

Pursuant to Order No 201 of the Minister of Economy, dated 20 June 2001, the
Company continues the process of buying back the natural gas systems of common
use belonging to other legal and natural persons In 2006, we concluded 26 purchase-
sales agreements and bought back 25.8 km of distribution systems at prices approved
by the NCCPE. Since the very start of the process of buying back the systems, LD has
already received and registered 337 requests regarding the buy-back of the common
use systems (total length 391.9 km). In all, 263.9 km of gas pipelines have already
been bought back.

Through the buy back of gas pipelines the Company seeks to ensure the integrity of
the gas system, its safe and reliable operation and further development by connecting
new consumers.

NATURAL GAS SUPPLY

Supply of natural gas means the delivery and/or sales of gas to consumers.
In 2006, LD purchased natural gas from OAO Gazprom and UAB Dujotekana.

Within the framework of implementing the National Strategy of Energy and for the
purpose of ensuring safe and uninterrupted supply of natural gas to consumers, AB
Lietuvos Dujos keeps a certain volume of gas in the Incukalns (the Republic of Latvia)
Underground Gas Storage Facility.

Customers

All natural gas customers are divided into the eligible and the regulated ones. The
eligible customers are entitled to select the suppliers at their own discretion and buy
natural gas at negotiated market prices, whereas the supply of gas at a fixed price to
the regulated customers is the responsibility of the licensed distribution Company
operating on that particular territory.

I Formatted
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M m® were supplied to 540.7 thousand regulated ones. In comparison with the year
2005, the gas sales volumes decreased by 4.6 %.

LD sales, MLTL
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Besides LD, UAB Dujotekana was also engaged in the sales of natural gas to the
eligible customers. Two eligible customers, AB Achema and UAB Kauno
Termofikacijos Elektriné purchased natural gas on the basis of long-term agreements
directly from OAO Gazprom. Now nearly 50 % of the eligible consumers purchase
natural gas by concluding direct agreements.

The structure of natural gas eligible market in Lithuania,
2006
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21%

OAB Lietuvos Dujos ~ BUAB Dujotekana  OAB Achema  OOUAB Kauno Termofikacijos Elektriné

Structure of natural gas customers in Lithuania, 2006
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New settlement procedure for residents

With the view of improving the system of accounting and settlements, LD has
established a new settlement procedure for residential customers in effect as of 1 July
2006. The Company has issued a new separate AB Lietuvos Dujos payment book.
This project is aimed at introduction of a uniform customers accounting system,
accomplishment of the customer database and achievement of a more effective
cooperation with those financial intermediaries who are accepting payments. The new
payment books are delivered to customers upon signing new gas purchase-sales
agreements. The project is supposed to be finalized by 1July 1 2007.

STAFF

Over the year 2006, the number of the employees of the Group decreased from 1,844
(as of 31 December 2005) to 1,821 (as of 31 December 2006). This decrease was
associated with a further improvement of the Company management structure.

Workers (blue-collar) made up 40% of all LD employees (cf. with 44% in 2005).
Managing staff, specialists and white-collar office employees comprised 60% of LD
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staff (cf. with 56% in 2005). 67% of the Group employees were male (cf. 69 % in
2005) and 33% — female (cf. with 31% in 2005).

The average age of the Group employees, same as in the year 2005, was 45 years
and the average work record was14 years (cf. with 17 years in 2005). The number of
employees with university education increased by 2%.

Detailed data are presented in the charts below.
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Work record
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Much attention was paid to training activities and improvement of employee
qualifications. The support provided from the European Union Structural Funds was
used for financing training of professional competences and general skills of middle
level managers and specialists. The total amount allocated in 2006 for training made
up 1.0 M LTL, including 0.2 M LTL of the EU funds. Training was provided to 1.6
thousand employees.

At LD subsidiary and the branches there are local units of trade unions united into the
Lithuanian Association of Gas Industry Trade Unions.

The Company Management and representatives of the trade unions closely cooperate
in handling the employees’ social, cultural, health, etc. issues and hold joint meetings
on a regular basis. On 6 December 2006, a new LD Collective Bargaining Agreement
was signed for the term until 20 May 2010.

Though the work of Company employees often involves dangerous and complicated
operations, the industrial injuries thanks to the continuous implementation of
preventive measures were avoided in 2006.

ENVIRONMENTAL PROTECTION

Pursuant to the legislation of the Republic of Lithuania and the European Union, AB
Lietuvos Dujos is consistently seeking to reduce the negative impact of its activities
upon the environment.
The priority areas of the environmental protection activities of LD are as follows:
= protection of natural environment at gas facility sites and rational use of
natural resources;
» industrial and ecological safety during the construction and operation of
gas facilities;
= ensuring of ecologic safety at gas facility sites.

The drip-type odorising systems installed at gas distribution stations are being
replaced by automatic ones and this process is nearly completed. Of all 63 currently
operated stations, there are only two left where the drip-type odorising systems need
to be replaced.
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In 2006, the Company started preparatory works for the introduction of compressed
natural gas in passenger vehicles aimed at the reduction of atmospheric pollution in
cities.

INTERNATIONAL COOPERATION

Since 1999, LD has been a member of Baltic Gas — the association of gas companies
in the Baltic Sea Region. On 8-9 May 2006, Vilnius hosted the General Assembly of
Baltic Gas and a joint Baltic Gas/BASREC/Eurogas conference devoted to the
discussions on burning issues of the Baltic Sea Region gas business in the context of
global gas market. The conference was attended by general managers of gas
companies from the Baltic Sea Region states, representatives of governments and the
Eurogas as well as the EU Energy Commissioner Andris Piebalgs.

In 2006, the Company continued its membership in the association Gas Infrastructure
Europe (GIE) dating back to autumn 2003. In 2005, the GIE expanded its activities
and was renamed from the Gas Transmission Europe to the Gas Infrastructure
Europe. The activities of this organization cover three major areas of business and
research: natural gas transmission (transportation), gas storage facilities and liquid
natural gas business.

On 6-9June 2006, LD participated in the World Gas Exhibition held in Amsterdam (the
Netherlands) and together with Latvijas Gaze A/S and Eesti Gaas AS presented the
activities of the gas companies of the three Baltic states. The exhibition was held
together with the World Gas Conference. During the event, considerable attention was
paid to the region of the European Union the economy of which is being increasingly
influenced by the growing demand for natural gas as well as to the issues on safe and
reliable supply of natural gas and reduction of pollution.

In September 2006, representatives of LD participated in the meeting of the
International Gas Union (IGU) Executive Committee.

SPONSORSHIP PROGRAMS

In 2006, just as in the previous years, LD was very active in supporting various
socially valuable projects covering the activities of social patronage and care,
preservation of cultural heritage, health protection, art and sport. The total number of
different projects supported by LD in the previous year amounted to 50. Among these,
the most significant were the following projects:
= support to the activities performed by the Union of the Disabled People
of Vilnius Region,
= participation in executing the project on the expansion of Vilnius
University Hospital SantariSkés Clinic Consultation Health Centre,
= support to the Lithuanian Art Museum in organizing the international
exhibition “Flags and maps of the Great Duchy of Lithuania” and in
publishing the collection of the Lithuanian sacral art albums
“Goldsmithship and other metalwork®,
= support in organizing the XI Pazaislis Music Festival that has already
become traditional,
= support in issuing the album of Aloyzas Stasiulevi€ius - one of the most
outstanding contemporary painters of Lithuania.
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Being aware of the importance of sponsorship activities, LD intends to continue its
participation in purposeful sponsorship projects and will do its best to make this social
contribution as beneficial as possible.
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Disclosure form concerning the compliance with the Governance Code for the stock

company,,Lietuvos dujos” listed on the regulated market

The stock companyLietuvos dujos, following Article 21 paragraph 3 of the Law oncBsties of the Republic of Lithuania and item 206f5

the Trading Rules of the Vilnius Stock Exchangschtises its compliance with the Governance Codaroapd by the VSE for the companies

listed on the regulated market, and its specifavisions.

PRINCIPLES/ RECOMMENDATIONS

YES/NO
INOT
APPLICA
BLE

COMMENTARY

Principle I: Basic Provisions

shareholder value.

The overriding objective of a company should be t@perate in common interests of all the shareholderby optimizing over time

1.1. A company should adopt and make public
company'’s development strategy and objectives bgrbt
declaring how the company intends to meet the estsrof

its shareholders and optimize shareholder value.

The strategy of development and objectives anfit5tock
forth
individual

interr
legsi

activities and objectives. The Company is updatiits

Company ‘Lietuvos dujos’ are set in

documentation and are described as

development plans dependent on the situation inniheket

and amendments to the regulating environment.

1.2. All management bodies of a company shouldirag
furtherance of the declared strategic objectivesi@w of

the need to optimize shareholder value.

tYes

1.3. A company’s supervisory and management bo
should act in close co-operation in order to attaaximum

benefit for the company and its shareholders.

diéss

This recommendation is implemented by the Boafd
Directors and the Manager. The Supervisory Boarahds
formed to make cooperation between the Board oéddirs
and the Manager tighter, to make the governancehef
Company more efficient, to quicken the implemeotanf the

resolutions adopted and to realize direct respditgib

1.4. A company’'s supervisory and management bo
should ensure that the rights and interests ofopsrsther
than the company’s shareholders (e.g. employeesditors,

suppliers, clients, local community), participatirig or

diéss

connected with the company’s operation, are dudpeeted.

Principle II: The corporate governance framework

al
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The corporate governance framework should ensure thstrategic guidance of the company, the effectiaversight of the company’s

management bodies, an appropriate balance and distution of functions between the company’s bodiesprotection of the

shareholders’ interests.

2.1. Besides obligatory bodies provided for in tlav on

Yes

Companies of the Republic of Lithuania — a genéral

shareholders’ meeting and the chief executive effid is
recommended that a company should set up botheg@dl
supervisory body and a collegial management bodhe
setting up of collegial bodies for
management facilitates clear separation of managearal
supervisory functions in the company, accountabifihd
control on the part of the chief executive officeshich, in
its turn, facilitate a more efficient and transpar

management process.

supervision and

11

The Company’s managing bodies are the Boaldirettors,
and the Manager. A Supervisory Board is not forrirethe
Company. In opinion of the Company’s shareholdtrss, is
sufficient and effective means for the supervisioh the
functions performed by the Manager.

Allotment of competences and responsibility to
Company’s managing bodies is set forth in the Comisa
Articles of Association, regulations of the managinodies,

and the employment contract of the Manager.

2.2. A collegial management body is responsible tfer
strategic management of the company and perforimsr
key functions of corporate governance.
supervisory body is responsible for the effectiupesvision

of the company’s management bodies.

Yes
bt

A collegial

With regard to the supervisory body, pleaserréd our

comments under item 2.1.

2.3. Where a company chooses to form only one gialle Yes

body, it is recommended that it should be a superyi
body, i.e. the supervisory board. In such a cabe,

supervisory board is responsible for the effecthanitoring

—

of the functions performed by the company’s chjief

executive officer.

Please refer to our comments under 2.1

2.4. The collegial supervisory body to be electgdtle
general shareholders’ meeting should be set upshodld
act in the manner defined in Principles Ill and Where a
company should decide not to set up a collegiatstigory
body but rather a collegial management body, e board,
Principles Il and IV should apply to the boardlasg as
that does not contradict the essence and purpogti
body?

Yes

With regard to the supervisory body, pleaserraébd our

comments under item 2.1.

* Provisions of Principles Il and IV are more applie to those instances when the general shareholdeeting elects the
supervisory board, i.e. a body that is essentfalisned to ensure oversight of the company’s boardithe chief executive officer and
to represent the company’s shareholders. Howewverase the company does not form the supervisaydidout rather the board, most
of the recommendations set out in Principles I & become important and applicable to the boardiall. Furthermore, it should be
noted that certain recommendations, which are éir #ssence and nature applicable exclusivelyecastipervisory board, should not
be applied to the board, as the competence andidaecof these bodies according to the Law on Camgsaof the Republic of
Lithuania Qfficial Gazette 2003, No 123-5574) are different. For instang¢emi 3.1 of the Code concerning oversight of the
management bodies applies to the extent it condbmsversight of the chief executive officer oé tbompany, but not of the board
itself; item 4.1 of the Code concerning recommeiodatto the management bodies applies to the eitegiates to the provision of
recommendations to the company’s chief executifieesf item 4.4 of the Code concerning independearfdbe collegial body elected
by the general meeting from the company’s managetedies is applied to the extent it concerns iedejence from the chief

executive officer.
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2.5. Company’s management and supervisory bodmsddh Yes With regard to the supervisory body, pleaserreébd our
comprise such number of board (executive directars) comments under item 2.1.

supervisory (non-executive directors) board memltbes
no individual or small group of individuals can doate

decision-making on the part of these bodies.

2.6. Non-executive directors or members of the supery | No Please refer to our comments under item 2.1.
board should be appointed for specified terms stlie
individual re-election, at maximum intervals prositifor in

the Lithuanian legislation with a view to ensurimgcessaryf
development of professional experience and sufftbie
frequent reconfirmation of their status. A possipilto

remove them should also be stipulated however [this
procedure should not be easier than the removaegdwoe
for an executive director or a member of the maneye

board.

2.7. Chairman of the collegial body elected by ¢emeral| Yes
shareholders’ meeting may be a person whose cuarent
past office constitutes no obstacle to conduct pedéeent
and impartial supervision. Where a company shoaelcid®
not to set up a supervisory board but rather trerdyat is
recommended that the chairman of the board andf ¢hie
executive officer of the company should be a défern
person. Former company’s chief executive officeousth
not be immediately nominated as the chairman of |the
collegial body elected by the general shareholdeesting.
When a company chooses to departure from these
recommendations, it should furnish information dre t
measures it has taken to ensure impartiality of |the

supervision.

Principle Ill: The order of the formation of a coll egial body to be elected by a general shareholdersieeting

The order of the formation a collegial body to be lected by a general shareholders’ meeting should sare representation of
minority shareholders, accountability of this bodyto the shareholders and objective monitoring of theeompany’s operation and its

management bodies.

2 Definitions‘executive directorand‘non-executive directorare used in cases when a company has only ongiedkedy.

3 Attention should be drawn to the fact that in $iteation where the collegial body elected by thaeyal shareholders’ meeting is the
board, it is natural that being a management bbdauld ensure oversight not of all managemeniesoaf the company, but only of
the single-person body of management, i.e. the eowip chief executive officer. This note shall apipl respect of item 3.1 as well.
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3.1. The mechanism of the formation of a collegiadly to
be elected by a general shareholders’ meetingi(iagter in

this Principle referred to as the ‘collegial bodghould

ensure objective and fair monitoring of the compan

management bodies as well as representation ofrityin

shareholders.

Yes

o <

3.2. Names and surnames of the candidates to be

members of a collegial body, information about thei

education, qualification, professional backgroupdsitions
taken and potential conflicts of interest shoulddizelosed
early enough before the general shareholders’ ngpeto

that the shareholders would have sufficient timenake an

informed voting decision. All factors affecting the

candidate’s independence, the sample list of wisicet out
in Recommendation 3.7, should be also disclosed
collegial body should also be informed on any sghbset
changes in the provided information. The colledgialdy
should, on yearly basis, collect data providechis item on
its members and disclose this in the company’'s an

report.

cofms

Th

3.3. Should a person be nominated for members

collegial body, such nomination should be followmdthe
disclosure of information on candidate’'s particu
competences relevant to his/her service on theegiall
body. In order shareholders and investors are &bl
ascertain whether member’'s competence is furthevast,
the collegial body should, in its annual reporsattse the|
information on its composition and particular cotenees
of individual members which are relevant to theirvice on

the collegial body.

nfYas

lar

3.4. In order to maintain a proper balance in teahshe
current qualifications possessed by its memberg
collegial body should determine its desired comtpmsi
with regard to the company’s structure and acésitiand
have this periodically evaluated. The collegial pathould
ensure that it is composed of members who, as dewl
have the required diversity of knowledge, judgment
experience to complete their tasks properly. Thewbes of
the audit committee, collectively, should have aera
knowledge and relevant experience in the fieldfir@nce,
accounting and/or audit for the stock exchangeedis

companies.

Yes

no

—
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3.5. All new members of the collegial body should
offered a tailored program focused on introducingeanber
with his/her duties, corporate organization andvais.
The collegial body should conduct an annual review
identify fields where its members need to updagsr tbkills

and knowledge.

bYes

3.6. In order to ensure that all material confliofsnterest
related with a member of the collegial body areohe=d
properly, the collegial body should comprise a isight*

number of independehmembers.

Yes

In compliance with the Shareholders’ Agreenaanbf March
24, 2004, concluded amongst the State-owned StafeeRy
Fund, the Russian Public Company ‘Gazprom’, and
German Company ‘Ruhrgas AG’ (renamed as E.ON Righ
International AG since July 1. 2004), ‘Gazprom’ aRdhrgas

AG’ nominate to the Bard of Directors 2 candideeesh and

the State Property Fund nominates one candidater
members of the Company’s Board of Directors meet tin

two independence criteria indicated in the Code.

the
ga

Fo

4 The Code does not provide for a concrete numbeénd#pendent members to comprise a collegial biBny codes in foreign
countries fix a concrete number of independent nemfe.g. at least 1/3 or 1/2 of the members otttegial body) to comprise the
collegial body. However, having regard to the ntvef the institution of independent members irhuénia and potential problems in
finding and electing a concrete number of indepahdeembers, the Code provides for a more flexibtgdng and allows the

companies themselves to decide what number of erignt members is sufficient. Of course, a largantrer of independent
members in a collegial body is encouraged andoaitistitute an example of more suitable corporateg@mnce.

® It is notable that in some companies all membétkencollegial body may, due to a very small nunifeminority shareholders, be
elected by the votes of the majority shareholdex faw major shareholders. But even a member ofdhegial body elected by the

majority shareholders may be considered indeperifibatshe meets the independence criteria sahdhe Code.
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3.7. A member of the collegial body should be cdestd to
be independent only if he is free of any busin&asjly or

other relationship with the company, its contrgli
shareholder or the management of either, that eseat
conflict of interest such as to impair his judgmesince all

cases when member of the collegial body is likely

=

Yes

—

become dependant are impossible to list, moreqgver,

relationships and circumstances associated with
determination of independence may vary amo
companies and the best practices of solving tiablpm are
yet to evolve in the course of time, assessment
independence of a member of the collegial body lshba
based on the contents of the relationship and mistances
rather than their form. The key criteria for iddyitig
whether a member of the collegial body can be clemed

to be independent are the following:

1) He/she is not an executive director or member ef
board (if a collegial body elected by the geneg
shareholders’ meeting is the supervisory board
the company or any associated company and

not been such during the last five years;

the
gst

of

ral
of

has

2) He/she is not an employee of the company or spme

any company and has not been such during

the

last three years, except for cases when a member

of the collegial body does not belong to the senior

management and was elected to the collegial 4

as a representative of the employees;

3) He/she is not receiving or has been not recei

significant additional remuneration from t

ody

ing

company or associated company other than

remuneration for the office in the collegial bod

Y.

Such additional remuneration includes

participation in share options or some other

performance based pay systems; it does

not

include compensation payments for the previpus

office in the company (provided that sugch

payment is no way related with later position)

per pension plans (inclusive of deferred

compensations);

4) He/she is not a controlling shareholder

representative of such shareholder (control

or

as

Please refer to our comments under item 3.6.
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defined in the Council Directive 83/349/EEC

Article 1 Part 1);

5) He/she does not have and did not have any material

business relations with the company or associated

company within the past year directly or as a

partner, shareholder, director or supetjior

employee of the subject having such relations

A subject is considered to have business relat

hip.

ons

when it is a major supplier or service provider

(inclusive of financial, legal, counselling a

consulting services), major client or organization

receiving significant payments from the company

or its group;

6) He/she is not and has not been, during the laséthr

years, partner or employee of the current

or

former external audit company of the company| or

associated company;

7) Hel/she is not an executive director or member ef
board in some other company where execu
director of the company or member of the bo
(if a collegial body elected by the gene

th
tive
ard
al

shareholders’ meeting is the supervisory boarq) is

non-executive director or member of t
supervisory board, he/she may not also have
other material relationships with executi
directors of the company that arise from th
participation in activities of other companies

bodies;

he
any
ve
eir

or

8) He/she has not been in the position of a member of

the collegial body for over than 12 years;

9) He/she is not a close relative to an executivecthre

or member of the board (if a collegial bo

y

elected by the general shareholders’ meeting i the

supervisory board) or to any person listed
above items 1 to 8. Close relative is considere
be a spouse (common-law spouse), children
parents.

3.8. The determination of what constitutes indepeiwd is

fundamentally an issue for the collegial body itstd

n
d to

and

Please refer to our comments under item 3.6.
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determine. The collegial body may decide that, tesa

particular member meets all the criteria of indefmste

laid down in this Code, he cannot be considered

independent due to special personal or companyece

circumstances.

[9)

3.9. Necessary information on conclusions the galle
body has come to in its determination of whethe

particular member of the body should be considéoete

independent should be disclosed. When a person is

nominated to become a member of the collegial by,
company should disclose whether it considers thsopeto
be independent. When a particular member of thiegial
body does not meet one or more criteria of indepeod set
out in this Code, the company should discloseeiésons for|
nevertheless considering the member to be indepénbte
addition, the company should annually disclose tvh

members of the collegial body it considers to

ic
be

The Company has not yet applied the practisenabuncing
the independence criteria indicated in the Code (&en 3.6).
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independent.

3.10. When one or more criteria of independencesetn | Yes Please refer to our comments under item 3.6.
this Code has not been met throughout the year,| the
company should disclose its reasons for considedang
particular member of the collegial body to be inglegent.
To ensure accuracy of the information disclosedelation
with the independence of the members of the calldgidy,
the company should require independent membersve h

their independence periodically re-confirmed.

3.11. In order to remunerate members of a colldmdy for | Yes
their work and participation in the meetings of tiadlegial
body, they may be remunerated from the companyiddfi
The general shareholders’ meeting should approwe| th

amount of such remuneration.

Principle IV: The duties and liabilities of a collegial body elected by the general shareholders’ meeg

The corporate governance framework should ensure jper and effective functioning of the collegial bog elected by the general
shareholders’ meeting, and the powers granted to ¢ collegial body should ensure effective monitorifgof the company’s

management bodies and protection of interests oflahe company’s shareholders.

®1t is notable that currently it is not yet complgtelear, in what form members of the supervisooatd or the board may be
remunerated for their work in these bodies. The bavCompanies of the Republic of Lithuan@fficial Gazette 2003, No 123-5574)
provides that members of the supervisory boardhembard may be remunerated for their work in tipesvisory board or the board
by payment of annual bonuses (tantiems) in the eraprescribed by Article 59 of this Law, i.e. fraime company’s profit. The

current wording, contrary to the wording effectivefore 1 January 2004, eliminates the exclusiveirement that annual bonuses
(tantiems) should be thanly form of the company’s compensation to members @fstipervisory board or the board. So it seems that

the Law contains no prohibition to remunerate mamloé the supervisory board or the board for therk in other forms, besides
bonuses, although this possibility is not exprestdyed either.
” See Footnote 3.
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4.1. The collegial body elected by the general edhalders’
meeting (hereinafter in this Principle referred d@e the
‘collegial body’) should ensure integrity and trpasency of
the company'’s financial statements and the coisystem.
The collegial body should issue recommendationghto
company’s management bodies and monitor and cothieq|

company’s management performafice.

4.2. Members of the collegial body should act ind)€aith,
with care and responsibility for the benefit and thre
interests of the company and its shareholders diib
regard to the interests of employees and publidanel
Independent members of the collegial body shodldiaer
all circumstances maintain independence of thealysis,

decision-making and actions (b) do not seek and@cany

unjustified privileges that might compromise the
independence, and (c) clearly express their ologesti
should a member consider that decision of the giallg
body is against the interests of the company. Shau
collegial body have passed decisions independenthae
has serious doubts about, the member should maquatd
conclusions. Should an independent member resign fiis
office, he should explain the reasons in a lettiEir@ssed tq
the collegial body or audit committee and, if neseeg,

respective company-not-pertaining body (institution

According to information available to the Compamyl, the
members of the Board of Directors act in their godtl as
regards the Company and carry out their activitias
compliance with the Company’s interests, not withitt own
interests or the interests of third persons, exgréivery effort

to preserve their independence while adoptingékelutions.

4.3. Each member should devote sufficient time antes

attention to perform his duties as a member ofctilkegial

body. Each member of the collegial body shouldtliother

professional obligations of his (in particular apy

directorships held in other companies) in such amag
they do not interfere with proper performance dfiekiof a
member of the collegial body. In the event a mendf¢he
collegial body should be present in less than & ludlthe
meetings of the collegial body throughout the ficiahyear
of the company, shareholders of the company shbelg

notified.

8 See Footnote 3. In the event the collegial bodyctetl by the general shareholders’ meeting is therdp it should provide
recommendations to the company'’s single-person bbdyanagement, i.e. the company’s chief executffieer.
® It is notable that companies can make this requére more stringent and provide that shareholdessld be informed about failure

to participate at the meetings of the collegialybidfor instance, a member of the collegial bgyticipated at less than 2/3 or 3/4 of
the meetings. Such measures, which ensure actitieipation in the meetings of the collegial bodye encouraged and will constitute

an example of more suitable corporate governance.
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4.4. Where decisions of a collegial body may have Yes
different effect on the company’s shareholders,cibigegial
body should treat all shareholders impartially daidy. It
should ensure that shareholders are properly irgdrion
the company's affairs, strategies, risk managemnamd
resolution of conflicts of interest. The companyusld have
a clearly established role of members of the ca@legody

when communicating with and committing to sharebodd

45. It is recommended that transactions (exgepes
insignificant ones due to their low value or comldd when
carrying out routine operations in the company undwial

conditions), concluded between the company and| its

shareholders, members of the supervisory or magagin
bodies or other natural or legal persons that ecxemay
exert influence on the company’s management shbalg
subject to approval of the collegial body. The dieri
concerning approval of such transactions shoulddsmed

adopted only provided the majority of the independ

D

members of the collegial body voted for such asieni

4.6. The collegial body should be independent isspey | Yes
decisions that are significant for the company’&ragions
and strategy. Taken separately, the collegial k=bduld be
independent of the company’s management bHties
Members of the collegial body should act and pas$stbns
without an outside influence from the persons wiaweh
elected it. Companies should ensure that the dallbgdy
and its committees are provided with sufficient
administrative and financial resources to dischatfyeir
duties, including the right to obtain, in partiaulrom
employees of the company, all the necessary infiiomar
to seek independent legal, accounting or any attieice on
issues pertaining to the competence of the colldgidy

and its committees.

0 |n the event the collegial body elected by theegahshareholders’ meeting is the board, the recemdation concerning its
independence from the company’s management bogjgies to the extent it relates to the independdrama the company’s chief
executive officer.

11
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4.7. Activities of the collegial body should be aniged in a
manner that independent members of the collegiayh
could have major influence in relevant areas wich@nces
of occurrence of conflicts of interest are veryhiguch
areas to be considered as highly relevant are Sssii¢
nomination of company’s directors, determination

directors’ remuneration and control and assessnugn
company’s audit. Therefore when the mentioned ssue
attributable to the competence of the collegialyhad is

recommended that the collegial body should estal
nomination, remuneration, and audit committe
Companies should ensure that the functions ataidetto
the nomination, remuneration, and audit committaes
carried out. However they may decide to merge th
functions and set up less than three committeesudh case
a company should explain in detail reasons behhwel
selection of alternative approach and how the tedel
approach complies with the objectives set forthtlfier three
different committees. Should the collegial body tbe
company comprise small number of members, the ifumet
assigned to the three committees may be perfornettieh
collegial body itself, provided that it meets corapion
requirements advocated for the committees and

adequate information is provided in this respent.such
case provisions of this Code relating to the cortaed of
the collegial body (in particular with respect teeir role,
operation, and transparency) should apply, wheevaet,

to the collegial body as a whole.

Yes

h

of
it

S

ese

—

that

Committees are not formed. However, some functaribese
committees are being performed by the Board of dbanes.
These functions include the evaluation of skillsmpetence,
and experience of certain directors; consideratainthe
general policy for the application of incentive tgyss;
monitoring of consistency of financial informatigmesented
by the Company paying special attention to theability and
transparency of accounting methods applied by thegany

and its group.

4.8. The key objective of the committees is to éase
efficiency of the activities of the collegial boly ensuring
that decisions are based on due considerationtcamelp
organize its work with a view to ensuring that thexisions
it takes are free of material conflicts of inter&Sdmmittees
should present the collegial body with recommeoheti
concerning the decisions of the collegial body. &tgheless
the final decision shall be adopted by the collegiady.
The recommendation on creation of committees is
intended, in principle, to constrict the competendéethe
collegial body or to remove the matters considdrech the
purview of the collegial body itself, which remaiffgly
responsible for the decisions taken in its field

competence.

Yes

not

of

Please refer to our comments under item 4.7.

4.9. Committees established by the collegial bdayukl
normally be composed of at least three members. In

companies with small number of members of the galle

No

Please refer to our comments under item 4.7.
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body, they could exceptionally be composed of two
members. Majority of the members of each committee
should be constituted from independent memberseof t
collegial body. In cases when the company choose®n
set up a supervisory board, remuneration and audit
committees should be entirely comprised of non-etiee
directors. Chairmanship and membership of the cdtees
should be decided with due regard to the needgorerthat
committee membership is refreshed and that undizace

is not placed on particular individuals.

4.10. Authority of each of the committees should
determined by the collegial body. Committees shd
perform their duties in line with authority delegdtto them
and inform the collegial body on their activitiesidal
performance on regular basis. Authority of evergnouttee
stipulating the role and rights and duties of teenmittee

should be made public at least once a year (asobdhe

information disclosed by the company annually os |i

corporate governance structures and practices).p@oies
should also make public annually a statement bgtiexgj
committees on their composition, number of meetiagd
attendance over the year, and their main activithaglit
committee should confirm that it is satisfied withe
independence of the audit process and describéybtie

actions it has taken to reach this conclusion.

kdo
uld

=

Please refer to our comments under item 4.9.

4.11. In order to ensure independence and impéytatithe
committees, members of the collegial body thatnate
members of the committee should commonly havetd ta
participate in the meetings of the committee ofigvited
by the committee. A committee may invite or demand
participation in the meeting of particular officensexperts.
Chairman of each of the committees should have a
possibility to maintain direct communication witret
shareholders. Events when such are to be perfoshadd

be specified in the regulations for committee aiés.

No

Please refer to our comments under item 4.9.

13



01 2.

4.12. Nomination Committee. No The Company does not form a nomination commitigee
4.12.1. Key functions of the nomination committémwd Company’s shareholders have entered into a Shaieisol
be the following: Agreement, and nomination to the Company’s managing

bodies is being carried out in compliance with thiseement.
« Identify and recommend, for the approval of tiolegial
body, candidates to fill board vacancies. The naum
committee should evaluate the balance of skillewkadge
and experience on the management body, prepate a
description of the roles and capabilities requiedssume g
particular office, and assess the time commitmepeeted.
Nomination committee can also consider candidates t
members of the collegial body delegated by theedi@ders
of the company;

¢ Assess on regular basis the structure, size, ositipn
and performance of the supervisory and management
bodies, and make recommendations to the collegjﬂyl1
regarding the means of achieving necessary changes;
¢ Assess on regular basis the skills, knowledge |and
experience of individual directors and report ois tio the
collegial body;

« Properly consider issues related to successempig;

* Review the policy of the management bodies ftecimn

and appointment of senior management.

4.12.2. Nomination committee should consider prajsoby
other parties, including management and sharehlder
When dealing with issues related to executive tmscor
members of the board (if a collegial body electedtie
general shareholders’ meeting is the supervisogyd)oand
senior management, chief executive officer of thmpgany
should be consulted by, and entitled to submit psajs to
the nomination committee.
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4.13. Remuneration Committee.

4.13.1. Key functions of the remuneration commitkeuld
be the following:

* Make proposals, for the approval of the colletiadly, on
the remuneration policy for members of managemedids
and executive directors. Such policy should addrass

forms of compensation, including the fixed remutiera

No

performance-based remuneration schemes, pension

arrangements, and termination payments. Propg
considering performance-based remuneration sche
should be accompanied with recommendations on
related objectives and evaluation criteria, withview to
properly aligning the pay of executive director anembers
of the management bodies with the long-term intsre$
the shareholders and the objectives set by thegiallbody;
* Make proposals to the collegial body on the irdiial
remuneration for executive directors and member
management bodies in order their remunerations
consistent with company’s remuneration policy ame
evaluation of the performance of these personseroed.
In doing so, the committee should be properly imfed on

the total compensation obtained by executive dirscand

sals
mes
the

of

are

members of the management bodies from the affiliate

companies;

* Make proposals to the collegial body on suitdblens of
contracts for executive directors and members af
management bodies;

« Assist the collegial body in overseeing how tloenpany
complies with applicable provisions regarding {
remuneration-related information disclosure (in tigatar
the remuneration policy applied and individd
remuneration of directors);

* Make general recommendations to the executivectlirs
and members of the management bodies on the lexe
structure of remuneration for senior managemendé¢éised
by the collegial body) with regard to the respezt
information provided by the executive directors 4
members of the management bodies.

4.13.2. With respect to stock options and othereshased

incentives which may be granted to directors oreoth

employees, the committee should:

e Consider general policy regarding the granting tloé
above mentioned schemes, in particular stock optiand
make any related proposals to the collegial body;

« Examine the related information that is given the

al

The Company does not form a remuneration coramitThe
Company’s shareholders have entered into a Shaieisol
Agreement, and resolutions concerning remunergtorthe
members of managing bodies are being adopted dvettis of

this Agreement.
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company’s annual report and documents intendedhe
use during the shareholders meeting;

« Make proposals to the collegial body regarding ¢hoice
between granting options to subscribe shares antiga
options to purchase shares, specifying the reatamgs
choice as well as the consequences that this chege
4.13.3. Upon resolution of the issues attributatethe
competence of the remuneration committee, the cdteen
should at least address the chairman of the calldmdy
and/or chief executive officer of the company fheit
opinion on the remuneration of other executive aloes or

members of the management bodies.

4.14. Audit Committee.

4.14.1. Key functions of the audit committee shdoédthe
following:

« Observe the integrity of the financial informatiprovided
by the company, in particular by reviewing the velece
and consistency of the accounting methods usedhby
company and its group (including the criteria fdve {
consolidation of the accounts of companies in tioeig);

¢ At least once a year review the systems of irtiecontrol
and risk management to ensure that the key risicu@ive
of the risks in relation with compliance with exigf laws
and regulations) are properly identified, managed
reflected in the information provided;

« Ensure the efficiency of the internal audit fuont among
other things, by making recommendations on thectiele
appointment, reappointment and removal of the todate
internal audit department and on the budget of
department, and by monitoring the responsivenesth®f
management to its findings and recommendationsul8h
there be no internal audit authority in the compahg need
for one should be reviewed at least annually;

* Make recommendations to the collegial body relatéth
selection, appointment, reappointment and remo¥ahe
external auditor (to be done by the general shédehs
meeting) and with the terms and conditions of
engagement. The committee should investigate mns
that lead to a resignation of the audit companyuwditor
and make recommendations on required actions it

situations;

No

the

h

S

sUC

The Company does not form an auditing committEee
Company’s shareholders have entered into a Shaieisol
Agreement, and functions applicable to the auditiogmittee
are ensured on the basis of this Agreement and dgnsof

inner legal acts.
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« Monitor independence and impartiality of the emsd
auditor, in particular by reviewing the audit compas
compliance with applicable guidance relating to ribiation
of audit partners, the level of fees paid by thepany, and
similar issues. In order to prevent occurrence atemal
conflicts of interest, the committee, based on dhditor’'s
disclosed inter alia data on all remunerations paidthe
company to the auditor and network, should at iatles
monitor nature and extent of the non-audit servitts/ing

regard to the principals and guidelines establishetie 16

May 2002 Commission Recommendation 2002/590/EC| the

committee should determine and apply a formal polic

establishing types of non-audit services that aag

excluded, (b) permissible only after review by the

committee, and (c) permissible without referral ttee

committee;

* Review efficiency of the external audit processd a

responsiveness of management to recommendatiors imad

the external auditor's management letter.

4.14.2. Al members of the committee should be iived
with complete information on particulars of accongf
financial and other operations of the company. Camyjs
management should inform the audit committee of
methods used to account for significant and unu
transactions where the accounting treatment magpbe to
different approaches. In such case a special ceraidn
should be given to company’s operations in offstumetres
and/or activities carried out through special psgweehicles|

(organizations) and justification of such operagion

4.14.3. The audit committee should decide whe
participation of the chairman of the collegial bpaief
executive officer of the company, chief financifficer (or
superior employees in charge of finances, treasmg
accounting), or internal and external auditors ime

meetings of the committee is required (if requirethen).

The committee should be entitled, when needed, ¢etm

with any relevant person without executive direstand

members of the management bodies present.

4.14.4. Internal and external auditors should loeirssl with
not only effective working relationship with managent,
but also with free access to the collegial bodyr Huos

purpose the audit committee should act as the ipah

the

sual

her
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contact person for the internal and external auslito

4.14.5. The audit committee should be informed o# |t
internal auditor’'s work program, and should be ised
with internal audit's reports or periodic summaridhe
audit committee should also be informed of the wprk
program of the external auditor and should be fimedl
with report disclosing all relationships betweene th
independent auditor and the company and its grdie.
committee should be timely furnished information alh

issues arising from the audit.

4.14.6. The audit committee should examine whether
company is following applicable provisions regaglithe
possibility for employees to report alleged sigrafit
irregularities in the company, by way of complairis
through anonymous submissions (normally to |an
independent member of the collegial body), and khou
ensure that there is a procedure established époptionate
and independent investigation of these issues amd| f

appropriate follow-up action.

4.14.7. The audit committee should report on its/gies to
the collegial body at least once in every six mentit the

time the yearly and half-yearly statements are apg.

4.15. Every year the collegial body should condtiet | No
assessment of its activities. The assessment slivelldde
evaluation of collegial body’s structure, work omgaation
and ability to act as a group, evaluation of eathhe
collegial body member’'s and committee’s competesie
work efficiency and assessment whether the colldmpdy
has achieved its objectives. The collegial bodyuihoat
least once a year, make public (as part of themnmdition the
company annually discloses on its management stes

and practices) respective information on its iraéfn

>

organization and working procedures, and specifyatvy
material changes were made as a result of thesnseas of

the collegial body of its own activities.

The Company’s internal documentation does riptlsite the
individual evaluation of the activites of the Bdarof
Directors, as this has not been required by Litfarariaw.
Resolutions concerning the Company’s businessites\are
adopted by the Board of Directors, which is accahl to the
shareholders’ general meeting.

Principle V: The working procedure of the company’scollegial bodies

The working procedure of supervisory and managemeriodies established in the company should ensurdiefent operation of these

bodies and decision-making and encourage active operation between the company’s bodies.
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5.1. The company’s supervisory and management dadies
(hereinafter in this Principle the concept ‘collEgbodies’
covers both the collegial bodies of supervision ahe
collegial bodies of management) should be chairgd| b
chairpersons of these bodies. The chairpersoncoflegial
body is responsible for proper convocation of théegial
body meetings. The chairperson should ensure [that
information about the meeting being convened ard| it

agenda are communicated to all members of the by,
chairperson of a collegial body should ensure gmmte
conducting of the meetings of the collegial bodyheT
chairperson should ensure order and working atnessgh

during the meeting.

5.2. It is recommended that meetings of the comanyes
collegial bodies should be carried out accordingtte
schedule approved in advance at certain intervakme.
Each company is free to decide how often to conene
meetings of the collegial bodies, but it is recomded that
these meetings should be convened at such intewhish
would guarantee an interrupted resolution of theeesal
corporate governance issues. Meetings of the coygan
supervisory board should be convened at least anae
quarter, and the company’s board should meet at mace

a montH*.

5.3. Members of a collegial body should be notifezbut| Yes
the meeting being convened in advance in orderlltova|
sufficient time for proper preparation for the isswn the
agenda of the meeting and to ensure fruitful disicusand
adoption of appropriate decisions. Alongside witd hotice
about the meeting being convened, all the documgents
relevant to the issues on the agenda of the mestiogld be
submitted to the members of the collegial body. &benda
of the meeting should not be changed or supplerdente
during the meeting, unless all members of the ga@lebody
are present or certain issues of great importancéhe
company require immediate resolution.

Y The frequency of meetings of the collegial bodgvided for in the recommendation must be appliethisse cases when both
additional collegial bodies are formed at the conypahe board and the supervisory board. In theteesly one additional collegial
body is formed in the company, the frequency ofntsetings may be as established for the supervizoayd, i.e. at least once in a
quarter.
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5.4. In order to co-ordinate operation of the comyps | Not No Supervisory Board has been formed in the Company
collegial bodies and ensure effective decision-mgki applicable
process, chairpersons of the company’s collegidigoof
supervision and management should closely co-opdmat
co-coordinating dates of the meetings, their agernated
resolving other issues of corporate governance. bégsof
the company’s board should be free to attend ng=etof
the company’s supervisory board, especially wheseigs
concerning removal of the board members, theiiilitgtor

remuneration are discussed.

Principle VI: The equitable treatment of shareholdes and shareholder rights

The corporate governance framework should ensure thequitable treatment of all shareholders, includig minority and foreign

shareholders. The corporate governance framework stuld protect the rights of the shareholders.

6.1. It is recommended that the company’s capiaukl | Yes
consist only of the shares that grant the sametsrigh
voting, ownership, dividend and other rights to tdeir

holders.

6.2. It is recommended that investors should haeess to| Yes
the information concerning the rights attachedh® $hareg
of the new issue or those issued earlier in adyanee

before they purchase shares.

6.3. Transactions that are important to the company its| No In accordance with the Lithuanian Company Lavd dhe
shareholders, such as transfer, investment, anigplef the Articles of Association of the Company, important
company’s assets or any other type of encumbramoceld transactions are approved by the Board of Dirscto

be subject to approval of the general shareholders
meeting™? All shareholders should be furnished with eqal
opportunity to familiarize with and participate ithe
decision-making process when significant corpoissees,
including approval of transactions referred to ahosre

discussed.

2 The Law on Companies of the Republic of Lithugi@4ficial Gazette 2003, No 123-5574) no longer assigns resolutimmeerning
the investment, transfer, lease, mortgage or aitigmisof the long-terms assets accounting for mitven 1/20 of the company’'s
authorized capital to the competence of the gesbiaieholders’ meeting. However, transactionsdt@atmportant and material for the
company’s activity should be considered and apptdwe the general shareholders’ meeting. The LawCompanies contains no
prohibition to this effect either. Yet, in order tnto encumber the company’'s activity and escapeumreasonably frequent
consideration of transactions at the meetings, eomes are free to establish their own criteria afterial transactions, which are
subject to the approval of the meeting. While digthimg these criteria of material transactionanpanies may follow the criteria set
out in items 3, 4, 5 and 6 of paragraph 4 of Aeti8#t of the Law on Companies or derogate from timewew of the specific nature of
their operation and their attempt to ensure uninpted, efficient functioning of the company.
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6.4. Procedures of convening and conducting a géfieYes
shareholders’ meeting should ensure equal opptigarfor
the shareholders to effectively participate at theetings
and should not prejudice the rights and interestshe
shareholders. The venue, date, and time of thekbklers’
meeting should not hinder wide attendance of [the
shareholders. Prior to the shareholders’ meetir |t
company’s supervisory and management bodies should
enable the shareholders to lodge questions onsissu¢he
agenda of the general shareholders’ meeting aneivee¢

answers to them.

6.5. It is recommended that documents on the cafrtiee | Yes
general shareholders’ meeting, including draft lkggms of
the meeting, should be placed on the publicly abks
website of the company in advafitelt is recommendeq
that the minutes of the general shareholders’ megedfter
signing them and/or adopted resolutions should ke |a
placed on the publicly accessible website of thexgamy.
Seeking to ensure the right of foreigners to faariie with
the information, whenever feasible, documents reéeto in
this recommendation should be published in Englist¥or
other foreign languages. Documents referred to his |t
recommendation may be published on the publicly
accessible website of the company to the extent |tha
publishing of these documents is not detrimentalthie
company or the company’s commercial secrets are| not
revealed.

6.6. Shareholders should be furnished with the dppity | Yes
to vote in the general shareholders’ meeting is@eand in
absentia. Shareholders should not be prevented \fodimg
in writing in advance by completing the generalingt
ballot.

13 The documents referred to above should be planetiecompany’s website in advance with due regmia 10-day period before
the general shareholders’ meeting, determined iaguaph 7 of Article 26 of the Law on Companiestted Republic of Lithuania
(Official Gazette, 2003, No 123-5574).
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6.7. With a view to increasing the shareholderdo
opportunities to participate effectively at shaideecs’
meetings, the companies are recommended to expandf
modern technologies in voting processes by allowtimg
shareholders to vote in general meetings via tehiin
equipment of telecommunications. In such casesrite@i
telecommunication equipment, text protection and a
possibility to identify the signature of the votimgerson
should be guaranteed. Moreover, companies couldstuf
its shareholders, especially foreigners, with thpastunity
to watch shareholder meetings by means of modgern

technologies.

Taking into consideration the governance franr@wof
Company’s shareholders and available regulations
organizing the shareholders’ general meeting, thisreno

necessity to additionally expensive IT systems.

Principle VII: The avoidance of conflicts of interest and their disclosure

The corporate governance framework should encouragemembers of the corporate bodies to avoid conflictsf interest and assure

transparent and effective mechanism of disclosuref @onflicts of interest regarding members of the cporate bodies.

7.1. Any member of the company's supervisory andes
management body should avoid a situation, in whisfher
personal interests are in conflict or may be infla@nwith

the company’s interests. In case such a situaioctur, a
member of the company’s supervisory and management
body should, within reasonable time, inform othemmbers
of the same collegial body or the company’s bodt tias
elected him/her, or to the company’s shareholdbmitaa
situation of a conflict of interest, indicate thature of the

conflict and value, where possible.

7.2. Any member of the company's supervisory andes
management body may not mix the company’s asdsds| t

use of which has not been mutually agreed uponh it

his/her personal assets or use them or the infasmathich
he/she learns by virtue of his/her position as abex of a
corporate body for his/her personal benefit ortlfer benefit
of any third person without a prior agreement & ¢feneral
shareholders’ meeting or any other corporate body

authorized by the meeting.
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7.3. Any member of the company's supervisory andes

management body may conclude a transaction with
company, a member of a corporate body of whichhieeis.

Such a transaction (except insignificant ones due¢heir

the

low value or concluded when carrying out routijne

operations in the company under usual conditions3trhe
immediately reported in writing or orally, by redang this
in the minutes of the meeting, to other memberthefsame
corporate body or to the corporate body that hastedl
him/her or to the company’s shareholders. Transast
specified in this recommendation are also subjert

recommendation 4.5.

7.4. Any member of the company's supervisory andes

management body should abstain from voting when

decisions concerning transactions or other isstipersonal

or business interest are voted on.

Principle VIII: Company’s remuneration policy

Remuneration policy and procedure for approval, revsion and disclosure of directors’ remuneration estblished in the company

should prevent potential conflicts of interest andabuse in determining remuneration of directors, inaddition it should ensure

publicity and transparency both of company’s remuneation policy and remuneration of directors.

8.1. A company should make a public statement ef
policy
remuneration statement). This statement shouldat qi

company’s  remuneration (hereinafter
the company’s annual accounts. Remuneration state

should also be posted on the company’s website.

tho
he

me

This accounting year, the Company did not plpkainounce
its remuneration policy, as this is not stipulabgdLithuanian
law. The Company’s remuneration policy is fixed faking
into account the results of analyzing the situatiothe local

labour market.

8.2. Remuneration statement should mainly focus
directors’ remuneration policy for the followingareand, if
appropriate, the subsequent years. The statementlds
contain a summary of the implementation of

remuneration policy in the previous financial ye8pecial
attention should be given to any significant change

company’s remuneration policy as compared to tegipus

he

financial year.

Please refer to our comments under item 8.1.
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8.3. Remuneration statement should leastwise ieching
following information:

« Explanation of the relative importance of theiable and
non-variable components of directors’ remuneration;

« Sufficient information on performance criteriattentitles
directors to share options, shares or variable compts of
remuneration;

« Sufficient information on the linkage between {
remuneration and performance;

« The main parameters and rationale for any anhaals
scheme and any other non-cash benefits;

« A description of the main characteristics of depgentary

pension or early retirement schemes for directors.

No

he

Please refer to our comments under item 8.1.

8.4. Remuneration statement should also summairize
explain company’s policy regarding the terms of
contracts executed with executive directors and bezmof
the management bodies. It should include, intes, g
information on the duration of contracts with exe
directors and members of the management bodies,
applicable notice periods and details of provisidos
termination payments linked to early terminationdein
contracts for executive directors and members

management bodies.

&No

Al

the

Please refer to our comments under item 8.1.

8.5. The information on preparatory and decisiohkding
processes, during which a policy of remuneration
directors is being established, should also belatied.
Information should include data, if applicable,arthorities
and composition of the remuneration committee, reaamsl
surnames of external consultants whose services bagn
used in determination of the remuneration policyvadl as

the role of shareholders’ annual general meeting.

No
of

Please refer to our comments under item 8.1.

8.6. Without prejudice to the role and organizatafnthe
relevant bodies responsible for setting directg
remunerations, the remuneration policy or any ot
significant change in remuneration policy should

included into the agenda of the shareholders’ dnyerzeral
meeting. Remuneration statement should be put dting
in shareholders’ annual general meeting. The vag be

either mandatory or advisory.

No

her
be

Please refer to our comments under item 8.1.
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8.7. Remuneration statement should also contaailedt
information on the entire amount of remuneratioc|usive
of other benefits, that was paid to individual dices over
the relevant financial year. This document shoisidalt
least the information set out in items 8.7.1 ta8fér each
person who has served as a director of the comgiaauyy
time during the relevant financial year.

8.7.1. The following remuneration and/or emoluments
related information should be disclosed:

« The total amount of remuneration paid or duéhto t
director for services performed during the releviargncial
year, inclusive of, where relevant, attendance figes by
the annual general shareholders meeting;

« The remuneration and advantages received from any
undertaking belonging to the same group;

« The remuneration paid in the form of profit sharand/or

bonus payments and the reasons why such bonus pt&ym

and/or profit sharing were granted;

« If permissible by the law, any significant addital
remuneration paid to directors for special servimgiside
the scope of the usual functions of a director;

« Compensation receivable or paid to each formecetive
director or member of the management body as & i@fsu
his resignation from the office during the previdinancial
year;

« Total estimated value of non-cash benefits cansidl as
remuneration, other than the items covered in tiowe
points.

8.7.2. As regards shares and/or rights to acghaees
options and/or all other share-incentive schenhes, t
following information should be disclosed:

« The number of share options offered or sharestgdaby
the company during the relevant financial year ued

conditions of application;

« The number of shares options exercised duringetesant

financial year and, for each of them, the numbeshafres

involved and the exercise price or the value ofittiterest in

the share incentive scheme at the end of the fiabyear;

« The number of share options unexercised at tHeoéthe

financial year; their exercise price, the exerdate and the

main conditions for the exercise of the rights;

« All changes in the terms and conditions of erigishare
options occurring during the financial year.

8.7.3. The following supplementary pension schemes-

related information should be disclosed:

D

No

Please refer to our comments under item 8.1.
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* When the pension scheme is a defined-benefirsehe
changes in the directors’ accrued benefits undsrstheme
during the relevant financial year;

* When the pension scheme is defined-contributibrese,
detailed information on contributions paid or paegélty the
company in respect of that director during thevate
financial year.

8.7.4. The statement should also state amountshibat
company or any subsidiary company or entity inctliche
the consolidated annual financial statements o€tmepany
has paid to each person who has served as a dineche
company at any time during the relevant financenyin
the form of loans, advance payments or guarantees,

including the amount outstanding and the interatst r

8.8. Schemes anticipating remuneration of diredtors
shares, share options or any other right to pueckhares or]
be remunerated on the basis of share price movement
should be subject to the prior approval of shamdrs!
annual general meeting by way of a resolution godheir
adoption. The approval of scheme should be relattdthe
scheme itself and not to the grant of such shasesa
benefits under that scheme to individual directais.
significant changes in scheme provisions should la¢s
subject to shareholders’ approval prior to thewgibn; the
approval decision should be made in shareholdersia
general meeting. In such case shareholders sheuld b
notified on all terms of suggested changes andget

explanation on the impact of the suggested changes.

8.9. The following issues should be subject to apalrby
the shareholders’ annual general meeting:

« Grant of share-based schemes, including sharenspto
directors;

« Determination of maximum number of shares anchmai
conditions of share granting;

« The term within which options can be exercised;

« The conditions for any subsequent change in xkecese
of the options, if permissible by law;

« All other long-term incentive schemes for whigredtors
are eligible and which are not available to othapkyees
of the company under similar terms. Annual general
meeting should also set the deadline within whighkiody
responsible for remuneration of directors may award

compensations listed in this article to individdakctors.

No

The Company currently does not have any such reratioe

scheme.

The issues mentioned have not been discussed al
shareholders’ annual general meeting; the Compahisles

of Association also do not stipulate such a prooedu
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8.10. Should national law or company'’s Articles of
Association allow, any discounted option arrangemeder
which any rights are granted to subscribe to sharasprice
lower than the market value of the share prevaiinghe
day of the price determination, or the averagéefrharket
values over a number of days preceding the date Wiee
exercise price is determined, should also be sttgebe

shareholders’ approval.

8.11. Provisions of Articles 8.8 and 8.9 should et
applicable to schemes allowing for participationien
similar conditions to company’s employees or emp&s/of
any subsidiary company whose employees are eligible
participate in the scheme and which has been apgriov

the shareholders’ annual general meeting.

8.12. Prior to the annual general meeting thattisnded to
consider decision stipulated in Article 8.8, thargolders
must be provided an opportunity to familiarize widhaft

resolution and project-related notice (the docusetiould

be posted on the company’s website). The noticaildho

contain the full text of the share-based remunemati

schemes or a description of their key terms, as agefull
names of the participants in the schemes. Notioaldtalso
specify the relationship of the schemes and therativ
remuneration policy of the directors. Draft resmotmust
have a clear reference to the scheme itself dre@tmmary|
of its key terms. Shareholders must also be predentth
information on how the company intends to providethe
shares required to meet its obligations under itoen
schemes. It should be clearly stated whether tmepaay
intends to buy shares in the market, hold the shamg
reserve or issue new ones. There should also benmary
on scheme-related expenses the company will sdiferto
the anticipated application of the scheme. All infation
given in this article must be posted on the comfsl

website.

11%

ny

The issues mentioned have not been discussed al
shareholders’ annual general meeting; the Compahisles

of Association do not stipulate such a procedure.

Please refer to our comments under item 8.8.

Principle IX: The role of stakeholders in corporategovernance

Stephan Kamphues,

The corporate governance framework should recognizthe rights of stakeholders as established by lawnd encourage active co-

operation between companies and stakeholders in @gng the company value, jobs and financial sustaability. For the purposes of

this Principle, the concept “stakeholders” includesnvestors, employees, creditors, suppliers, cliesitlocal community and other

persons having certain interest in the company cowlcned.
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9.1. The corporate governance framework shouldragbat
the rights of stakeholders that are protected by e

respected.

Yes

9.2. The corporate governance framework should ter
conditions for the stakeholders to participate amporate
governance in the manner prescribed by law. Exasnple
mechanisms of stakeholder participation in corgo
governance include: employee participation in adopbf
certain key decisions for the company; consultimg

employees on corporate governance and other immpo

issues; employee participation in the company’sresha

capital; creditor involvement in governance in tioatext of

the company’s insolvency, etc.

ea

at

t

rta

9.3. Where stakeholders participate in the corpo|
governance process, they should have access teamél

information.

rat

Compliance with this recommendation is ensubgd the
precise supervision and control of the Company’siriess
activities by the state-owned institutions and asted
consumer organizations. The publicity of the Conypan
business activities creates conditions for stalddrsl to
participate in the governance of the Company in g@nce
with the procedure established by law as well aimpliance
with the Company’s Articles of Association and Inn
Regulations. Managing bodies are consulting witlplegees
on the issues of governance of the Company andr ¢
substantial issues; the participation of employéesthe

Company'’s share capital is not limited.

Principle X: Information disclosure and transparency

The corporate governance framework should ensure #t timely and accurate disclosure is made on all nterial information

regarding the company, including the financial sitation, performance and governance of the company.
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the



01 2.

10.1. The company should disclose information on:

« The financial and operating results of the congpan

« Company objectives;

« Persons holding by the right of ownership or amtcol of

a block of shares in the company;

Yes

* Members of the company’s supervisory and manageme

bodies, chief executive officer of the company dhdir
remuneration;

» Material foreseeable risk factors;

« Transactions between the company and connectsdrse
as well as transactions concluded outside the eooirshe
company’s regular operations;

¢ Material issues regarding employees and o
stakeholders;

« Governance structures and strategy.

This list should be deemed as a minimum recommenga
while the companies are encouraged not to limingelves

to disclosure of the information specified in this.

10.2. It is recommended that consolidated resuitshe
whole group to which the company belongs should
disclosed when information specified in item 1
Recommendation 10.1 is under disclosure.

10.3. It is recommended that information on thefgssional
background, qualifications of the members of suisery
and management bodies, chief executive officer hef
company should be disclosed as well as potentiaflicts
of interest that may have an effect on their deosiwhen
information specified in item 4 of Recommendatioh 11
about the members of the company’'s supervisory
management bodies is under disclosure. It is

recommended that information about the amount
remuneration received from the company and othaynre
should be disclosed with regard to members of
company’s supervisory and management bodies aref

executive officer as per Principle VIII.

10.4. It is recommended that information about lihks
between the company and its stakeholders, inclu
employees, creditors, suppliers, local communisywell as
the company’'s policy with regard to human resour
employee participation schemes in the company'ses

capital, etc. should be disclosed when informasipacified

her

be

of

and
also

of

the
chi

ding

es
ha
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in item 7 of Recommendation 10.1 is under disclesur

10.5. Information should be disclosed in such a wat
neither shareholders nor investors are discrimthatéth
regard to the manner or scope of access to infawma
Information should be disclosed to all simultanépult is
recommended that notices about material eventsldhmm
announced before or after a trading session orVilméus
Stock Exchange, so that all the company’s sharehsldnd
investors should have equal access to the infoomathd

make informed investing decisions.

Yes

it

3C
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10.6. Channels for disseminating information sho
provide for fair, timely and cost-efficient accdssrelevant
information by users. It is recommended that infation
technologies should be employed for wider dissetitnaf
information, for instance, by placing the infornaation the

company’s website. It is recommended that inforom

should be published and placed on the company’ssiteep

not only in Lithuanian, but also in English, andhemever

possible and necessary, in other languages as well.

uNes

10.7. It is recommended that the company’s anrebnts

and other periodical accounts prepared by the cogpa

should be placed on the company’'s website. It
recommended that the company should annoy
information about material events and changes énpitice
of the company’s shares on the Stock Exchange en

company’s website too.

Yes

nce

th

The Company complies with this recommendatiord

information has been placed on its website www slitjo

Principle XI: The selection of the company’s audito

The mechanism of the selection of the company’s aibor should ensure independence of the firm of autlr's conclusion and

opinion.

11.1. An annual audit of the company’s financiataments
and report should be conducted by an independent df
auditors in order to provide an external and objec

opinion on the company’s financial statements.

Yes

11.2. It is recommended that the company’s supenyi
board and, where it is not set up, the company'ard
should propose a candidate firm of auditors todheeral

shareholders’ meeting.

5 Yes

11.3. It is recommended that the company shouliatie to
its shareholders the level of fees paid to the fifrauditors
for non-audit services rendered to the company.s]
information should be also known to the compan
supervisory board and, where it is not formed,

company’s board upon their consideration which fiofn

Yes

Ihi
y's
the

auditors to propose for the general shareholdeegtimg.

An audit company receives from the Company raration
for consulting on tax and business issues, whicasdoot
contradict the independence requirements set byuaitian
law on audit and the normative acts of the Commisdor

Securities of Lithuania.

31



