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ALETTER FROM CEO

Dear clients, partners, employees and shareholders,

2015 was very significant and meaningful for our Com-
pany — a year full of responsibilities that was concluded
with strong results and ambitious plans for the future.

We achieved the best financial results in Company’s
history. We managed to do this by monitoring our pro-
cesses and costs, ensuring effectiveness of regulated
activities, along with maintaining the profitability of our
commercial activities. We proved our ability to integrate
new activities into the energy sector of Lithuania, react
to changes in the global market, as well as, earn reve-
nues and increase Company’s value. We pushed our fi-
nancial indicators and corporate standards another step
closer to the results of modern European energy com-
panies. Highly praised by leaders of the global gas mar-
ket, AB “Klaipédos nafta” has become one of the most
advanced energy companies in Lithuania.

We strive for effectiveness not only within the Company
but in client cooperation as well. We invest in innova-
tion and effective use of technology in our terminals. All
of these efforts are dedicated to satisfy the needs of
the clients in a timely and transparent manner and thus
build a top level supply-chain. Effectiveness and trust-
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worthiness allow us to retain and expand the group of
loyal clients both in Lithuania and internationally. The
surrounding environment continues to change — we are
changing together.

| am proud to present for the first time the long-term
corporate strategy for AB “Klaipédos nafta”. It is the
most important document for planning of our opera-
tions in 2016-2020, which states our objectives and
future outlook. The Company will pursue its long-term
goals by working in five strategic directions:

* We will increase the value of our Company by pursu-
ing the target Return on Equity, paying dividends to our
shareholders based on the clear dividend policy, ensur-
ing high profitability of our commercial activities and in-
vesting into promising value-added projects.

* While maintaining the reputation of being a trustwor-
thy oil import, export, and LNG terminal we will aim to
ensure secure, reliable, and effective operations of oil
and LNG terminals.

» Growth and diversification of activities will be ensured
by expanding current activities and developing new
ones.

* We base our way to success on continuous improve-
ment of service quality and maintenance of operational
efficiency. Our goal is to become one of the most ef-
fective energy companies in Europe. In order to achieve
this, we plan to optimize the organizational structure of
the Company, develop and install modern technologies,
giving priority to solutions created in Lithuania, thus en-
abling ourselves to further improve internal processes
of the Company.

* We emphasize development of competence. Compa-
ny’s activities will continue to be based on core values,
employee commitment, science and business coopera-
tion for a balanced expansion of activities.

| strongly believe that our achievements in 2015 are the
solid foundation for building modern, open, progressive,
trustworthy, transparent and socially responsible Com-

pany.

Mantas Bartuska
CEO

A letter from CEO
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EXECUTIVE SUMMARY

Stock company ,Klaipédos nafta“ (hereafter - Com-
pany or KN) has prepared corporate strategy for 2016
- 2020, in which it has analyzed internal and external
factors that affect the Company, set strategic goals for
organization as a whole and separately for each activity,
evaluated historical financial data and set targets for the
strategy period.

The Company aims to achieve the following in it its main
activities:

Oil terminal: tranship oil products in a safe, reliable and
competitive manner, increase the terminal’s appeal and
attract new clients;

Liquefied natural gas (LNG) terminal: be a strategically
important company for Lithuania and the surrounding
region, which secures LNG import to Lithuania and its
neighboring countries;

LNG small scale activities: install a continental LNG dis-
tribution station and begin the small scale LNG activi-
ties;

Subacius fuel storage facility (Subaciaus kuro bazé or
SKB): secure effective storage of national mandatory oil
product reserve.

The strategy underlines aim to become one of the most
efficient companies in Europe, organizational changes,
diversification, new services and projects, which are
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main factors for sustainable value growth of the Com-
pany. It is expected that achievements of the Company
will be acknowledged and valued at the state level in Li-
thuania.

A unique opportunity to expand business geography of
the Company was created by successful implementation
of the LNG terminal project and gained experience that
could be applied internationally. LNG small scale project
is particularly important for the whole Baltic Sea region.
While implementing corporate strategy the Company
aims to grow its attractiveness to investors and offer
competitive investment returns through dividend pay-
out and increased company value driven by improving
financial ratios of commercial activities.

KN’s financial ratios will largely depend on the decision
to buyout the LNG carrier - FSRU Independence, which
currently is managed under the operational leasing
contract. The acquisition of the LNG terminal would
enable a decrease of natural gas price for the consu-
mers, however at the same time the level of financial
obligations of the Company would be significantly incre-
ased.

The strategy provides a strong emphasis on corpora-
te social responsibility, employee competence develo-
pment, environmental protection and cooperation with
academic institutions of Lithuania.

FORECASTED BUSINESS RESULTS

NET INCOME MARGIN

10-15%
2016-2020M.

DIVIDEND PAYOUT RATIO
50%
OF NET INCOME

(]
/
RETURN ON EQUITY
AT LEAST

5-8%

“ Executive summary




ABOUT THE COMPANY

BRIEF HISTORY

The beginning of Company’s activities can be traced
back to the old oil terminal in Klaipeda. Oil export and
transhipment base was operated in the current KN ter-
ritory for over 50 years. Oil products (mostly mazut)
were transported to Klaipéda from nearby oil refineries
in Russia and other countries. After Lithuania regained
its independence, a decision was made to continue the
activities of the terminal which at that time required a
substantial reconstruction. AB “Klaipédos nafta” was
founded in 1994. The Company was assigned to be the
designated contractor to carry out the reconstruction
and later became the operator of the new terminal. Du-
ring the period between 1995-2002 the whole infras-
tructure was rebuilt. Nowadays the KN oil terminal is
one of the most modern oil transhipment terminals in
Europe.

On June 12, 2012 the Lithuanian Parliament passed the
law on LNG terminal that regulates main principles and
requirements for installation, activity and operation of
the LNG terminal. AB “Klaipédos nafta” was assigned to
implement the project. After a two-year development
process, the LNG terminal was launched on November
27, 2014 and the Company became the operator of the
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terminal’s infrastructure.

In 2012, as a result of decree approved by Government
Of The Republic Of Lithuania, the management of SKB
was transferred from Lithuanian Oil Products Agency to
AB “Klaipédos nafta”. This order was made with purpo-
se to improve the management of state owned assets.
Long term oil product storage takes place in a container
park with most of capacity being allocated to the natio-
nal mandatory reserve of oil products.

In addition to running efficient and stable operations of
the terminal, the Company aims to adapt to dynamic
market conditions and continuously look for new deve-
lopment opportunities and value-adding projects.

MAIN ACTIVITIES DURING THE STRATEGY PERIOD

KN operations can be divided into four separate activi-
ties: oil product transhipment (oil terminal), LNG termi-
nal operations, LNG small scale activities and long term
oil product storing (Subacius fuel storage facility). All of
these activities are autonomous. The management as-
sesses financial results of each activity and sets indivi-
dual strategic objectives.

MAIN ACTIVITIES OF THE COMPANY

_ -
)

Oil terminal LNG terminal

Current activities Planned activities

Oil terminal

The main purpose of the oil terminal is to provide stor-
age and transhipment (railway to tankers and vice versa)
services for oil products that are transported from/to oil
refineries in Russia, Belarus and other countries.

The most important goal for the oil terminal is to maxi-
mize the volume of oil product storage and tranship-
ment. During the strategy period emphasis will lie on oil
supply from the main oil refineries in the region, includ-
ing Mazeikiai (SC ORLEN Lietuva), Mozyr and Navapo-
latsk. At the same time, the Company will search for new
suppliers and opportunities to expand business.

®

LNG small-scale
storage

Subacius fuel
storage facility

While expanding oil product transhipment the focus will
be on:

» Improving technical capabilities by increasing opera-
tional efficiency to tranship larger quantities of oil prod-
ucts;

 Improving the flexibility of the oil terminal by increas-
ing diversity of oil product range for storage and tran-
shipment, thus growing terminal’s competitiveness.

About the company
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TRANSHIPMENT OF OIL (EXCL. CRUDE OIL) IN EASTERN EUROPE IN JANUARY-MAY OF 2014 AND 2015,

1000 T.

+22%

-29%

-4%

~2% -8%

+4%
91 94
Ust-Luga  Ventspils Talinn Primorsk Riga Vysotsk Saint Klaipéda Kaliningrad Liepaja
Petersburg
. 2015 m. Jan - May
LNG Terminal * Price ceiling for natural gas in accordance with global

AB “Klaipédos nafta” acted as the main developer of the
LNG project and currently is the operator of the termi-
nal’s infrastructure. The main functions of the terminal:

* LNG storage, gasification and gas transmission to the
natural gas transmission system.

* LNG transhipment.

This state regulated activity has the objective to secure
uninterrupted gas import to Lithuania and create addi-
tional value to the country and gas users. Successful
implementation of this objective will provide the follo-
wing benefits for gas consumers in Lithuania and nearby
countries:

» Ensured security of natural gas supply;

* Possibility to purchase natural gas in a global market
and choose providers;

» Competition in a natural gas market;

AT

LNG market conditions;

» Decrease in safety supplement to tariffs for natural
gas.

LNG small scale activities

The completion of the LNG terminal has created favou-
rable conditions for KN to develop additional LNG rela-
ted activities such as:

* LNG bunkering (for ship fuel);
* LNG reloading to tank trucks;

*LNG transportation to other LNG terminals and distri-
bution stations in the Baltic Sea region.

The key investment for the initial development of small
scale LNG activities is devoted to the construction of
the small scale LNG distribution station in the harbour
of Klaipéda. At the later stage the Company plans inves-
tments into other small scale LNG distribution stations

in the Baltic Sea region.
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LNG MARKET FORECAST IN THE BALTIC SEA FOR 2020

LNG market in 2014

=

© Active LNG terminals/distribution stations
® Developing LNG terminals/distribution stations
® Active liquefaction plants

Subacius fuel storage facility — long term storage of oil
products

Long term storage of oil products mainly is aimed for
the maintenance of mandatory state fuel reserve in
accordance with relevant legislation of the Republic of
Lithuania. This activity is currently carried out at Suba-
¢ius fuel storage facility owned by KN.

During the strategy period, the Company will continue
to operate the infrastructure and store the national re-
serve of oil products. The Company aims to ensure ope-
rational profitability as well as implementation of natio-
nal energy security objectives.

LNG potential in 2020

O Developing liquefaction plants
—— Routes of carrier ships
—— Routes of tank trucks

The growing consumption of oil products in Lithuania
influences the need for oil storage services for other cli-
ents. Hence, the Company plans to expand its long term
storage capacity in order to store larger quantity of oil
products. Assessing changing energy production trends
in Lithuania and availability of vacant capacities for oil
product storage KN plans to evaluate investment oppor-
tunities in one of the oil storage terminals to adopt it for
long term storage activities.

- Main activities during the strategy period
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ORGANIZATIONAL STRUCTURE

72.32% of the stock company’s ,Klaipédos nafta“ sha- 17.44% are owned by other minority shareholders. Sin-
res are state-owned and represented by the Ministry ce 1996 KN is listed on the Nasdag OMX Baltic stock
of Energy of the Republic of Lithuania, 10.24% are ow- exchange. The board and the supervisory board of the
ned by The Concern Achema Group and the remaining Company include independent specialists and experts.

ORGANIZATIONAL STRUCTURE OF THE COMPANY

Ministry of Energy of the Republic of Lithuania, 72,3% Other shareholders, 27,7%

Audit
comittee

Board of directors

CEO

Deputy CEO

Oil commerce LNG Terminal Alc:ilr?\?:i(s:fr:?ign Oil Terminal .
department department department Technical department
department

LNG small-scale

development
team

Subacius fuel
storage facility
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ENVIRONMENTAL ANALYSIS

This section is to analyse and summarize the internal
environment of AB “Klaipédos nafta”, as well as external
factors that have the biggest influence on the Compa-
ny’s activities and development opportunities.

INTERNAL FACTOR ANALYSIS

Technology and infrastructure

Oil terminal
The technological characteristics of the terminal deter-
mine how quickly and effectively the Company is able to
satisfy the needs of current and potential clients, while
generating additional revenues. The oil terminal’s infras-
tructure is designed to tranship oil products (provided
by oil refineries) from railway tanks to ships.

Main facts about KN oil terminal’s infrastructure:

» Optimal annual capacity is 7 million tonnes of oil pro-
ducts;

» Cargo batches are stored in coast storage tanks with
total capacity of 450,000 m3;

* Transhipment to tankers is carried out through two
jetties;

* The Company is capable of supplying Lithuania with
imported oil products that are transported to the port
of Klaipéda by tankers.

Klaipéda State Seaport Authority is planning to recons-
truct the Port of Klaipéda and to deepen the canal to 17
m. This would allow the Company to improve its compe-
titive advantage in comparison to other ports.

Al

LNG terminal’s infrastructure is brand new. The cons-
truction was finished and the terminal was launched in
late 2014.

LNG terminal

FSRU is leased from a Norwegian company Hoegh LNG
(10 year operational lease contract with a buyout option
at maturity).

|

Subactius fuel storage i
facility

The infrastructure of Subacius fuel storage facility con-
sists of:

|

* 338,000 m3 park of tanks for light oil products storage;

* Railway trestle capable of simultaneously serving 14
loaded tank- wagons;

* Modern site for tank-car refuelling;

* The main quality parameters of oil products analysed
by renovated laboratory;

* Vehicles, other buildings and equipment for support
services.

Human resources

Current organizational structure of AB “Klaipédos nafta”
was formed in 2015 after separating technical support,
maintenance and administration from main commercial
activities and logistics. In order to achieve effective ma-
nagement, separate activities are executed by different
departments of the Company.

Human resource unit coordinates the search and se-
lection of new employees, approves employee functions
and responsibilities. Constant market salary analysis is
performed in order to set fair and effective remunera-
tion levels. The Company invests in employees’ trainings
and developes employees‘ knowledge and skills.

The results of an internal climate survey reveal that ma-
jority of employees are satisfied with the Company, wor-
king environment and corporate culture. The employees
appreciate good relationship with their colleagues and
management as well as good atmosphere in general.
During the recent years a share of employees that are
actively involved in Company’s activities has been incre-
asing significantly.

Competencies and technology management

Until 2012 the Company specialized mainly in oil product
transhipment. This activity was maintained by a team
of highly-qualified and experienced professionals. Signi-
ficant experience was gained in the market of heavy fuel
oils. After the LNG project was started, the personnel was
expanded with experienced engineers, project managers
and other specialists. Professional and determined team
was one of the key factors for successful implementation
of the LNG project.

Upon the completion of the LNG terminal the project
team members were appointed to operational, technical
support, project management and administration depar-
tments. A separate Technical department was formed
for the supervision and maintenance of both oil and LNG
terminals. The administration functions were reformed to
accommodate all of the Company’s activities.

The experience gained during the LNG project allows the
management to continue developing activities related to
LNG supply, transportation and consumption as well as
provide consulting services for LNG terminal implementa-
tion.

Financial capabilities

The Company is in healthy ant stable financial condition. It
has a high level of Equity, allowing to pursue the initiatives
planned in the strategy. The profitability of the oil terminal
does not fall behind other comparable oil terminals in the
region. Due to smaller-scale, the long term oil product sto-
rage activities generate smaller, but sustainable profit. The
LNG terminal activities are regulated by the National Com-
mission for Energy Control and Prices (NCC); hence profits
are also stable and depend on the regulated base of assets.
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Operations and processes

Main operations and processes can be divided according
to Company’s core activities:

Oil terminal - the transhipment process consists of re-
ception of oil products from railway tanks, temporary
oil storage in terminal’s containers, and transhipment of
products into tanker ships.

F

LNG terminal - LNG transhipment and gasification ser-
vices are provided. The process consists of LNG carrier’s
admission and mooring next to the LNG FSRU, LNG
transhipment, gasification and supply into the natural
gas transmission system.

==___

e

Subacius fuel storage facility — a long term storage
service is provided. The basis for operations include oil
product transhipment, fire-prevention safety measures,
and maintenance of equipment.

EXTERNAL FACTOR ANALYSIS

The external analysis is performed by evaluating the Com-
pany’s position in the market, followed by external factors,
which influence the Company and the overall industry.

Competitive environment

The competitive position of AB “Klaipédos nafta” is eva-
luated based on other participants in the market such as
suppliers, alternative service providers, current and poten-
tial clients.

Suppliers

While performing its core activities, the Company leases
FSRU and purchases railway tank - wagons delivery ser-
vices. Natural gas and electricity are purchased in order
to sustain the Company’s activities. Other products and
services compile an insignificant part of total Company’s
expenses.

Buyers

The main clients of the oil terminal are SC ORLEN Lie-
tuva (OL) and other owners of oil products in Belarus
and Russia. The Company and OL concluded the long
term (valid until 2024) transhipment contract with fixed
tariffs.

The main client for the long term storage activities is
the State enterprise Lithuanian Oil Products Agency.
The storage quantity depends on the legislated natio-
nal reserve storage rules. In 2015 the Company was able
to attract an additional client for long term oil product
storage (Gunvor); thus similar deals can be expected in
the future.

The LNG terminal currently has only one client - the
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designated LNG provider for Lithuania. However, there
are many more potential clients such as industrial com-
panies, regional gas consumers or gas operators, small
scale LNG terminals in the Baltic Sea. If needed, the LNG
terminal is capable of supplying all 3 Baltic countries
with natural gas.

When it comes to LNG small scale activities, there is no
buyer market in Lithuania at this point, as there is not
enough awareness about the product and its characte-
ristics. However, after implementing necessary measu-
res, the market could be established. Moreover, similar
market is already developed and actively working in Po-
land. KN sees potential for LNG activities in this country
as well.

Current competition

The main competitors for oil terminal’s mazut transhi-
pment are terminals in Venstpils, Tallinn and Ust-Luga.
The main competitors for the transhipment of vacuum
gas oil are ports of Riga, Tallinn and Saint Petersburg.
For crude oil transhipment, the main competitor is UAB
»Kroviniy terminalas®, which is located in a territory right
next to KN.

For the LNG terminal the main competitor is Russian
company Gazprom, which supplies gas through pipeli-
nes to nearly entire Central and Eastern Europe region.
In the long term storage activities there is virtually no
competition, as the other proper infrastructure at the
moment is not developed.

Possibility of substitutes

The threat of potential substitutes is related to global
changes in oil and gas consumption. However, no real
threat from alternative services is observed for the stra-
tegy period.

New competitors

The biggest threat to the oil terminal is the increasing
infrastructure of Russian ports. In the last few years the
capabilities of Russian terminals have grown significant-
ly in the Baltic and Black Sea regions.

As previously mentioned, there are LNG transhipment
projects in the region that are currently under develo-
pment. However, they are not viewed as direct competi-
tion to the KN LNG terminal due to geographical distan-
ce and focus on different markets.

For long term oil storage activities new competition
could arise only after 2022, when the national reser-
ve storage contract expires. There are no competitors
expected in the commercial storage of products, since
this activity requires large investment.

Environmental analysis
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COMPETITIVE ENVIRONMENT OF KN OIL TERMINAL
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PESTEL ANALYSIS
Political factors

Political decisions of Lithuania and its neighbouring
countries could have a great impact on the operational
scope of KN and implementation of strategic decisions.

Economic factors

Global economic development could have indirect effect
on the demand of KN’s services. The following factors
have been identified to have the highest influence:

» Consumption of oil and LNG products in Lithuania and
worldwide;

» Changes in global gas prices;
« Changes in oil prices and oil refinery margins;

* Renovations taking place in Russian and Belarussian
oil refineries, which increase the extraction of light oil
products;

* Increasing cargo batch sizes in standard tankers.
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Social factors

Social factors impact consumer behaviour related to gas
consumption and possibility to choose a cheaper fuel.
This will have an indirect impact on LNG terminal and
LNG small scale activities.

Technological factors

In order to improve terminal’s effectiveness, additional
technological investment is needed.

Oil terminal’s technology is oriented towards large hea-
vy oil streams, but the market of light oil products is cur-
rently growing and leaning towards smaller batch sizes.

Environmental factors

Environmental factors influencing the Company’s acti-
vities strictly constrain operational capacity and deve-
lopment opportunities. On the other hand, they create
opportunities to develop clean fuel alternatives.

KN’s activities are influenced by the EU Environmen-
tal policy — additional investment may be needed if the
requirements become more strict.

As a consumer of natural gas the Company has to find
opportunities to decrease gas consumption and pol-
lution; this could cause potential loss of revenues and
additional need for investment.
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Since January 1st, 2015 environmental requirements
for ships became more strict, which enables develo-
pment of LNG bunkering.

LEGAL FACTORS

The LNG terminal activities are heavily influenced by
the legal environment since the activities are state-re-

gulated according to The law of LNG terminal of the
Republic of Lithuania. All of the amendments to this law
or LNG regulation in general as well as the Lithuanian
government decisions regarding required minimal LNG
volume have direct effect on LNG terminal activities and
financial results.

ENVIRONMENTAL ANALYSIS SUMMARY - SWOT ANALYSIS

After concluding the analysis of internal and external
factors, KN’s internal strengths and weaknesses were
identified along with external opportunities and threats.

STRENGTHS

 Significant competencies and experience is gained
from oil product transhipment activity and implementa-
tion of the LNG terminal project;

« Technological LNG capabilities and versatility, which
allows to develop additional LNG activities and services;

» Technology of the oil terminal and experience in heavy
oil transhipment, which allows to attract additional car-
go during the winter period;

* Existing KN infrastructure is prepared for dangerous
cargo shipments (allows for the construction of conti-
nental LNG distribution station);

» Approved detailed territory plan, which enables smo-
oth preparation for the construction of the continental
LNG distribution station and further development of the
oil terminal;

» Financial strength and borrowing capacity enables a
development of large scale investment projects.

OPPORTUNITIES

 Favourable geographical location of oil and LNG termi-
nals in relation to main competitors;

» Secure transhipment of oil products from AB ORLEN
Lietuva;

* Modernization of oil refineries, which can lead to in-
creased volume growth of oil products;

 Attraction of alternative products (e.g. petro chemis-
try, chemical products, etc.) upon successful completion
of infrastructural changes;

« Attraction of larger quantity of heavy oil products af-
ter deepening the Klaipéda port jetties;

» Development of the natural gas market, also including
Latvia and Estonia and other countries;

» Development of LNG bunkering and gas station
network;

» Developed Polish small scale LNG market is located
nearby;

* Increasing consumption of oil products in Lithuania;

» Attraction of long-term oil product reserve storage
from Latvia or other countries.

The summarized SWOT analysis is presented in the ta-
ble below.

WEAKNESSES

* Relatively small depth and number of jetties limiting
the terminal’s competitiveness;

« Lack of flexibility in transhipping different types of oil
products;

« Insufficient technical capabilities to retain and increase
changing streams of oil products;

» Technical and commercial limitations of the LNG ter-
minal: strict conditions for LNG supply, technological mi-
nimum for regasification, limited opportunities to store
gas in the LNG terminal due to constant evaporation;

* Limited opportunities to balance natural gas in Lithu-
ania;

* No companies actively engaged in LNG trading or
transportation;

* Limited use of LNG in industry;

* Depreciated infrastructure in the Subacius fuel stora-
ge facility;

» Unfavourable geographical position of the Subacius
fuel storage facility.

THREATS

* Russian cargo rerouting towards ports in St. Peters-
burg, Ust-Luga and Primorsk;

 External political decisions;

» Geopolitical situation in Ukraine, which limits the acti-
vities of local oil refineries and influences Belorussian
and partly AB ORLEN Lietuva’s oil exports to Ukraine;

* Relatively lower transit railway tariffs in neighbouring
countries, e.g. Latvia and Estonia;

» Uncertain outlook on SC ORLEN Lietuva’s activities;
» Gazprom'’s ability to offer cheaper LNG solutions;

* High LNG prices caused by low levels of competition in
the LNG terminal;

* LNG as a product is currently non-existent in the Li-
thuanian legal base;

» Unpredictable changes in legislation for the LNG ter-
minal activities and assignment of the LNG distribution
station activity to state regulated activities.

Environmental analysis
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BUSINESS STRATEGY

MISSION, VISION AND VALUES

AB “Klaipédos nafta” mission is to ensure reliable and
effective supply of LNG and transhipment of oil pro-
ducts.

Vision of the Company - reliable operator of oil and
LNG terminals that adds value through implemented
projects and balanced expansion.

Values of the Company:

* Proactivity. The Company seeks to identify mar-
ket needs and business enlargement opportunities by
adapting: creating new or modifying provided services
accordingly.

* Professionalism and reliability. AB “Klaipédos nafta”
operates oil and LNG terminals according to the highest
professional standards, fast and efficiently. Internal pro-

AB KLAIPEDOS NAFTA CORPORATE STRATEGY FOR 2016-2020

cesses and procedures for oil transhipment and LNG
regasification are constantly enhanced, the quality of
cargo is accurately monitored.

* Transparency. The Company seeks to comply with re-
gulations for listed enterprises issued by NASDAQ OMX
Baltics, it is managed by the best corporate governance
principles and provides important Company information
to the society and investors comprehensively and timely.

* Social responsibility. The Company is governed by su-
stainable business growth principles that include corpo-
rate social responsibility and environmental protection
initiatives. Therefore the Company invests in additional
activities employing technologies that are increasing
economic benefits to investors and are environment-
friendly. The Company participates in various social pro-
jects.

MISSION, VISON AND MAIN VALUES OF THE COMPANY

PURPOSE

PERSPECTIVE

Mission - ensure
reliable and effective
supply of LNG and
tanshipment of oil
products

Vision - reliable operator of oil product
and LNG terminal that adds value

through implemented projects and

PROACTIVITY

VALUES

TRANSPARENCY

balanced expansion

PROFESSIONALISM AND
REALIBITY

SOCIAL
RESPONSIBILITY

Business strategy
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STRATEGY OBJECTIVES

Every major activity of the Company has it’s strategic
objectives, the Company also has it's general strategic
objectives that are applied company-wide and to be
achieved by the entire organization as a whole.

General strategic objectives of AB “Klaipédos nafta” and
also strategic objectives of separate activities of the
Company for 2016-2020 are provide in this section.

GENERAL STRATEGIC OBJECTIVE OF AB“KLAIPEDOS
NAFTA”

As an active participant of the market that is
constantly reacting to the market dynamics,
AB “Klaipedos nafta” has established objec-
tives to implement it’s vision:

« Increasing value of the Company

The shareholders value will be raised by increasing re-
turn on equity allocated to non-regulated activities,
dividend payments, creating a higher yield through in-
vestments into promising and profitable commercial
projects.

« Secure, reliable and efficient operation of oil and LNG
terminals

The Company implements it’s mission to be a trustwor-
thy operator of terminals for import/export of oil and
import of LNG. It guarantees reliable and uninterrupted
functioning of terminals. In order to achieve desirable
level of business volumes the Company builds impecca-
ble reputation and increases attractiveness of services
to the customers.

« Growth and diversification of activities

The shareholders value will be increased through diver-
sification of current activities: an extension of the range
of services, growing volumes and starting new activities.

« Improvement of internal processes

By implementing this strategic objective the Company
aims to be seen as one of the most efficient company in
Europe. It is expected that achievements of the Compa-
ny will be acknowledged and valued at the state level in
Lithuania. The Company systematically assesses inter-
nal processes and procedures in order to assure timely
enhancement and efficiency of operations. Separate
corporate units are being integrated into the common
organisational structure with well defined functions and
responsibilities to improve efficiency and integrity of the
Company. The management of new investment projects
requires implementation of new corporate functions
with competent staff and modern tools for the project
management. The Company applies modern technolo-
gies and innovations, the priority is given to the tech-
nologies developed in Lithuanian.

« Development of competences

To achieve sustainable growth the Company actively
cooperates with academic and technology institutions.
A level of education is raised and gained competences
are applied in the Company. The business of the Com-
pany is based on corporate values that are essential for
a consistent competence development and internal en-
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vironment, which increases employees commitment to
the work.

STRATEGIC OBJECTIVES
OF OIL TERMINAL

|
i

The following objectives are defined for the oil terminal
in Klaipéda:

* Increase awareness and attractiveness to the own-
ers of oil products in order to maintain and grow tran-
shipment business volumes

In order to secure long term transhipment of oil prod-
ucts, to improve logistic services and to increase com-
petitiveness of the terminal, the Company actively co-
operates with oil traders and main oil refineries in the
region. The Company tracks business needs of custom-
ers and proposes optimal logistic solutions.

« Improve flexibility and capacity of oil transhipment

The limited quantity of oil storage tanks currently im-
pacts the possibility to increase a number of clients
and opportunity to accept more oil products. Some of
storage tank capacity is reserved to customers for their
specific products, therefore the Company can not utilise
them for an additional cargo. In order to grow tranship-
ment volumes and flexibility it is projected to increase
capacity of tanks and improve technical parameters of
transhipment.

* Enlarge the scope of activities and services provided
in the oil terminal

To improve the diversity of activities and grow the
Company’s value, it is forecasted not only to start new
activities, but also to enlarge already provided services.
Operational targets of the oil terminal are linked to
the growth of transhipment volumes and expansion of
related services. Added services would enlarge num-
ber of customers and increase transhipment business
for existing customers. Employees of Klaipédos Nafta
gained a big experience of work with oil products that
allows to use it while developing other services, includ-
ing oil trade, oil bunkering, oil short-term storage and
other.

« Ensure a safe operation of the oil terminal

Security is one of the main principles for activities of
the Company. The secure operation of the oil terminal
is connected to work safety and implementation of the
environmental protection measures. To comply with en-
vironmental protection standards the Company makes
renewal of existing infrastructure and acquires new in-
frastructure.

STRATEGIC OBJECTIVES
OF LNG TERMINAL

LNG terminal is an unique project for Lithuania because
it provides access to an alternative source of fuel and
strengthens energy independence of the Republic. The
strategic objectives are based on the value creation to
the state and to gas consumers:

* Provide an alternative source for the
supply of natural gas to Lithuania
The LNG terminal resolved the historic dependence
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of Lithuania from the single external gas supplier from
Russia (till the end of 2014 gas delivery was made by
the single gas arterial pipeline going through Belarus).
The Company will operate the terminal as an alterna-
tive channel for gas transportation to Lithuania and it
will provide following benefits:

» Guaranteed secure supply of gas;

« The possibility to purchase natural gas in a global LNG
market and to choose a supplier;

« Background for competition in the natural gas market;

e The ceiling of price for natural gas set according to
global market conditions.

Those 4 benefits are assured by safe and uninterrupted
operation of the terminal. The security supplement to
the tariff for natural gas transportation includes required
costs of the LNG terminal and is allocated to consum-
ers according to the quantity of natural gas transmitted.
The Company has a long term goal to reduce the tariff
and sets related strategic measures and initiatives:

« Ensure that the operations of the LNG terminal incurs
only necessary expenditures at an acceptable price, ef-
fectively execute public procurement, strictly control
costs, efficiently use human resources and assets of the
Company;

« Decide about the FSRU acquisition after the minimum
lease period of 10 years and apply financial leasing ac-
counting principles for the lease agreement. In such a
way a lease costs would be substituted by the depre-
ciation costs that would be expensed during the longer
period of time and annually would be lower compared to
the current rent costs. It is forecasted that the part of
acquisition financing will be done by own funds that will
bear regulated investment return;

« Asses a possibility of obtaining the EU support for the
acquisition of the FSRU as well as a possibility for al-
location of the LNG terminal costs to the gas tariff of
neighbouring countries applying Cross- Border Cost Al-
location principle. Implementing this initiative the Com-
pany will work together with the Ministry of Energy and
other institutions.

Anincome from LNG reloading business will partly com-
pensate the operating expenses of LNG infrastructure
and will reduce the cost allocated to consumers. In co-
operation with international partners the Company de-
velops the LNG terrestrial distribution project that will
enable transportation of gas from FSRU to the LNG dis-
tribution station on land.

To promote consumption of regasification gas in Lithu-
ania and neighbouring countries, initially in Latvia and
Estonia. Also, to intensify transhipment activity at LNG
terminal, actively participate in creation of gas market in
Lithuania and Baltic region.

« Efficiently operate LNG terminal to assure minimal
exploitation expense for consumers of natural gas

According to the present laws the necessary costs of
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the LNG terminal are compensated by users of Lithuani-
an natural gas system through the security supplement
allocation to a price of natural gas. Therefore the costs
of LNG terminal have a particular attention from the
public and controlling institutions. In order to achieve ef-
ficiency and inexpensive operation the terminal should
run with minimal costs ensuring adequate security and
execution of allocated functions.

* To develop services related to activities of LNG ter-
minal

To employ present experience gained during the im-
plementation of LNG terminal project and to grow rev-
enues of the Company. KN searches for new activities
related to LNG terminal projects and their realisation.

STRATEGIC OBJECTIVES OF SMALL !

SCALE LNG ACTIVITIES

The LNG is a new product in Lithuanian market there-
fore while forecasting product demand the Company is
in “a chicken and egg” situation, when it is difficult to say
whether demand or supply of LNG should increase in the
market first.

Despite this, KN discovers the potential of LNG con-
sumption in Lithuania and neighbouring countries and
plans proactively promote development of the LNG mar-
ket and will seek for the leader’s position in gas and oil
market in Klaipeda region and Lithuania.

The Company sets following objectives in order to be the
leader in LNG market:

» Create small scale LNG infrastructure

An additional small scale LNG activity would diversify
income sources of Klaipédos Nafta and reduce the de-
pendence on transhipment of oil. New activities require
investments, Lithuanian LNG market is not developed,
therefore the purpose of the Company is to be the first
and start small scale LNG activity generating a stable
cash flow.

* Develop regional LNG market

KN seeks to be the main LNG hub in Baltic countries
and northern Poland, therefore the Company promotes
potential clients to buy the LNG from Klaipédos Nafta
terminal. In order to achieve that and create basis for
LNG distribution on ground it is important to start pro-
ject development for the LNG reloading to trucks. The
active cooperation with Lithuanian authorities, state
institutions of neighbouring countries and European
Commission is vital in order to unify the regulation of
LNG environment in different European countries.
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STRATEGIC OBJECTIVES OF LONG TERM FUEL
STORAGE ACTIVITY

» Proper storage of national reserve of oil products * Anincrease of long term storage capacity and volume

The main goal of SKB is to provide a possibility for the of the activity

storage of required national reserve of oil products. For According to the market research this activity is not
this purpose the Company commits a number of stora- fully exploited and there are possibilities to expand it
ge tanks and guarantees that this storage capacity is in by increasing the diversification and size of activity that
compliance with security and environmental protection would consequently lead to the growth of revenues.

requirements.
STRATEGIC OBJECTIVES OF AB “KLAIPEDOS NAFTA”

GENERAL STRATEGIC OBJECTIVES

STRATEGIC OBJECTIVES OF MAJOR ACTIVITIES

QOil terminal LNG terminal LNG small scale Long term fggl Sl
rage facilities
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PROJECTED FINANCIAL RESULTS

It is estimated that the implementation of strategic objectives will contribute to significant improvement of finan-

cial ratios of the Company.

The below table presents main strategic financial targets to be achieved by the Company:

COMPANY’S FINANCIAL TARGETS PROJECTED IN THE STRATEGY

REVENUE

EBITDA

EQUITY

TOTAL INVESTMENT

DIVIDENDS

DIVIDEND PAYMENT STRATEGY

During the period of the development of LNG terminal
all profits earned by the Company were used for the fi-
nancing of this project, therefore in 2014 the Company
distributed only 1 % of it's net income as dividends to
shareholders.

During 2016-2020 the Company has the goal to increa-
se the shareholders value and pay stable dividends. The
main objectives for a newly created dividend policy are:

» To create transparent dividend calculation procedure;
» To ensure attractiveness of investment into the Com-
pany;

* To balance short-term and long-term interests of sha-
reholders, that is to find a balance between short term
profit distribution and long term Company development,
value growth.

__
1

NET INCOME MARGIN
10-15%
2016-2020M.

DIVIDEND PAYOUT RATIO
50%
OF NET INCOME

2014 2020

91 M EUR

40 MEUR

17 M EUR 62 M EUR

175 M EUR 220 MEUR

2010 - 2015 2016 - 2020

200 M EUR

90 M EUR

2014 2016 - 2020

1% OF NET INCOME 50 % OF NET INCOME

PROPOSED DIVIDEND PAYMENT STRATEGY

The strategy for 2016 — 2020 estimates that the mana-
gement of the Company would propose to shareholders
meeting to approve the distribution as dividends 50 %
of it's net income, if such distribution will not disturb the
implementation of strategic projects and ensure accep-
table financial ratios.

The amount of dividends proposed may be adjusted if:

* The significant change in Company’s financial standing
and forecasted financial ratios;

» The Company has difficulties to collect compensation
for the LNG terminal lease expenses;

» The change of plans for the implementation of strate-
gic projects, their scope or funding needs.

[
RETURN ON EQUITY

AT LEAST
5-8%

/

»
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BUSINESS CONDUCT PRINCIPLES

AB “Klaipédos nafta” cares about the society, employe-
es and environment therefore besides strategic objecti-
ves and initiatives the Company sets high standards for
business conduct in daily operations.

CORPORATE SOCIAL RESPONSIBILITY

The business of the Company is conducted according
to the highest ethical standards and principles of social
corporate responsibility.

The Company seeks to maintain the status of a reliable
social partner in Lithuanian harbour city not only by hel-
ping to solve social problems of the society. The social
corporate responsibility consist of several areas provi-
ded in a figure below:

Proficient management
of government regula-
ted strategic activities

Taking care of emplo-
yees health, motiva-
tion and welfare

Retaining close re-
lationship with local
community

Taking part in social
initiatives and
projects

PRINCIPLES OF HUMAN RESOURCE MANAGEMENT

Employees are the main asset of the Company and the
core to achieve objectives of the Company. The human
resource policy promotes a team work, optimal usage of
labour resources, development of competent staff, cor-
porate culture that creates higher value to the Company.
In 2011 the Company approved the Code of Ethics that
describes principles of employee work and behaviour in
order to create friendly working environment, coopera-
tion and responsibility for the society.

The safe working environment is very important to the
Company. Working places are being modernised, addi-
tional financial resources are devoted to personal safety
means that are committed according to the collective
labour agreement. The Company organises trainings for
safety at work, implements prevention of accidents and
control of work. The Company aims to create a safe and
healthy working environment.

ENVIRONMENTAL PROTECTION PRINCIPLES

Environmental protection is one of the main priorities of
the Company. It allocates funds for the implementation
of environmental protection means, closely cooperates
with Lithuanian and international companies in order to
comply with all environmental requirements for oil and
gas terminals.

All of the Company’s operations are organized in accor-
dance with its main environmental protection principles:

Operations meet the
highest safety
standards

Development of LNG
as a safe and clean
type of fuel

Application of
environmental
protection measures
and control systems

Preserving nature

The Company makes sure that its activities meet the ne-
cessary environmental protection, fire safety, work safe-
ty and health requirements and legal regulations. These
actions are supposed to prevent environment from a
negative impact and ensure that the equipment used by
the Company meets their operational requirements.

STRATEGY IMPLEMENTATION, MONI-
TORING AND PERFORMANCE
ASSESSMENT

In order to implement the main strategic objectives, re-
ach the anticipated goals and fulfil the mission and visi-
on of the Company, AB “Klaipédos nafta” consistently
monitors the progress of strategy implementation. Ne-
cessary information is collected and analysed to identify
the main problematic areas, which require additional at-
tention. If there are any relevant changes in the compa-
ny’s political, economic and social environment or new
external factors are identified, the corporate strategy
can become a subject for review and target values of
the objectives can be updated.

The strategy monitoring process is performed periodi-
cally and systematically. The results of monitoring analy-
sis are used to support the Company’s management and
provided to other interested parties. This process en-
sures availability of all relevant information needed for
strategic decisions and encourages transparency, which
is one of the main values of the Company.

m Strategy implementation, monitoring and performance assessment




APPENDIX

ABBREVIATIONS USED IN THE DOCUMENT

EBITDA Earnings before interest, tax, depreciation, and amortisation
Jsc Joint stock company

KN AB “Klaipédos nafta”

LNG Liquefied natural gas

NCC National Commission for Energy Control and Prices

NG Natural gas

NPV Net Present Value

oL SC,, ORLEN Lietuva“ - Mazeikiai oil refinery

ROE Return on Equity

SC Stock Company

SKB Subacius fuel storage facility — Subaciaus kuro bazé
SWOT Strengths, weaknesses, opportunities and threats analysis

m Appendix




