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The company’s annual report is prepared in accordance with the requirements of Article 24 of the Financial Reporting Act of the Republic of Lithuania6 Article 9(1) of the Company Consolidated Financial Reporting Act of the Republic of Lithuania, Article 21 of the Security Pares Act of the Republic of Lithuania, in the order set forth by Article 34 of the Joint-Stock Companies Act of the Republic of Lithuania. Bylaws of the JSC “Klaipedos juru kroviniu kompanija” do not contain any additional requirements that should be presented in the company’s annual report. Guided by Part 3 of Article 21 of the Security Papers Act of the Republic of Lithuania and Paragraph 20.5 of Rules of Trade of JSC “Vilniaus vertybiniu popieriu birza” (“Vilnius Stock Exchange”), the company shows how it follows the Code of Management of companies the securities of which are traded on the regulated market confirmed by the VVPB (further – the Management Code) and its concrete regulations (Attachment 1).

Attachment 1 – the compliance form for the companies the securities of which are traded on the regulated market – is an integrate part of the present annual report.

1. Objective description of the state of the group of companies, review of activity and development, basic types of risks and uncertainties. 

The activity of JSC “Klaipedos juru kroviniu kompanija” (patronizing company) is port loading works, storing of goods, services of port tractors. On the market the company considers other cargo-handling companies working in the Klaipeda State Sea Port and cargo-handling companies working in the sea ports of neighbouring foreign countries to be its competitors. Within 2006 the company reloaded 8,42 mln t of cargoes. This is 1,9 per cent less than in 2005, when in five terminals (liquid and bulk fertilizers, corn, of cargo and sea ferry lines) a record amount of 8,58 mln t of different cargoes was reloaded. Since the container terminal was sold in the end of 2005, its values were not included into the comparative statistics in 2005. Load of the Northern terminals last year decreased, while that of the Sea Ferry Terminal rose by almost a quarter (703 thousand t) to reach 3,6 mln t. The number of passengers traveling by ferries rose by one fifth from 163 524 to 188 328, there were more haulers, trailers and other ro-ro vehicles transported6 the number of delivered paper rolls has also grown. Irrespective of the fact that in 2006 the company worked profitably, the activity processes have been further optimized, the salary system has been revised. Nevertheless, last year possibilities of attracting fertilizers from Belarus were not used fully enough, the load of corn terminal was too low, frozen products turnover was rather slow. The company’s turnover in 2006 came up to more than one third of total load of the port and has a potential to grow. 

One of the possible types of the company’s risks due to which the company’s profit may drop is intention of the management of the Klaipeda State Sea Port to review the conditions of land rent. Another risk of the activity may be connected with growing tariffs for services of JSC “Lietuvos gelezinkeliai” (“Lithuanian Railways”), which reduces attractiveness of the Port of Klaipeda. The company is planning to develop and by 2010 it is going to increase the area of covered storehouses at the sea ferry terminal and the area of Vite in Klaipeda, to construct specialized fruit and liquid products terminals on the Smelte peninsula. 

JSC “Klaipedos juru kroviniu kompanija” owns 100 per cent of all the shares of JSC “Kroviniu terminalas”. In 2006 JSC “Kroviniu terminalas” completed construction of Oil and Chemical Products Terminal and in March started to operate it. Sales of JSC “Kroviniu terminalas” consist of income from oil, light petroleum products, chemicals and oil chemical products loading services, vessel moorage services and income from other services accompanying cargo-handling activities. The terminal works stably. Operating risk is possible due to which the company’s profit may decrease as well as drop of demand for oil products on the world market. 

Other companies listed in the explanatory note to the financial reporting part of nominal capital of which is owned by JSC “Klaipedos juru kroviniu kompanija” are busy in forwarding services, participate in the marketing projects. In order to satisfy the demand on the market of cargo transportation, the group of companies is ready to offer the full range of services comprising “door-to-door” cargo transportation.

2. Analysis of financial and non-financial results of the activity of the group of companies, information connected with the issues of environment and personnel.

In 2006 the integrated activity of the group of companies included loading of cargoes, storage of cargoes in the Port of Klaipeda, cargo forwarding, vessel towage and other services connected with loading and transportation of cargoes. In 2006 the sale income of the group of companies amounted to 150 215 294 LTL. The profit of the group of companies for the year before taxation amounted to 7 781 011 LTL.

The main financial and economic values of the group of companies in 2006 (in thousands of litas, unless specified otherwise):

	Period
	2006
	2005
	2004

	Sales and services
	150.215
	127.578
	98.317

	Net profit
	6.231
	9.319
	(305)

	Sales and services profitability, per cent
	4,15%
	7,30%
	-


Profit structure of the group of companies (in thousands of litas, unless specified otherwise):

	Company
	2006
	Structure, %

	JSC “Klaipedos juru kroviniu kompanija”
	2.641
	42%

	JSC “Kroviniu terminalas”
	3.093
	50%

	JSC “Euroga”
	472
	8%

	JSC “Klasco ekspedicija”
	(112)
	-2%

	JSC “Krantas forwarding”
	16
	0,2%

	Baltic Transportation Forwarding Company
	121
	2%

	Total:
	6.231
	100%


Basic values of financial and economic activity of JSC “Klaipedos juru kroviniu kompanija” in 2006 (in thousands of litas, unless specified otherwise):

	Period
	2006
	2005
	2004

	Sales and services
	114.570
	127.423
	94.209

	Net profit
	2.641
	13.681
	871

	Sales and services profitability
	2,31%
	10,74%
	0,92%


In 2006 profitability of both the group of companies and JSC “Klaipedos juru kroviniu komanija” as compared with results of 2005 dropped significantly due to transfer of container business and implementation of the transfer deal in 2005.

Within the reporting period the number of employees of JSC “Klaipedos juru kroviniu kompanija” has been dropping. As of December 31, 2006, JSC “Klaipedos juru kroviniu kompanija” had 799 employees. JSC :Kroviniu terminalas” in 2006 formed a working team that as of December 31, 2006, included 60 employees.

3. Links and additional explanations about the data presented in the consolidated financial reporting.

There are no additional explanations.

4. Important events that happened since the end of the last financial year.

4.1. On February 28, 2006, JSC “Klaipedos juru kroviniu kompanija” informed that the company had acquired 49 per cent of the shares of its subsidiary company JSC “Kroviniu terminalas”.

4.2. On April 07, 2006, JSC “Klaipedos juru kroviniu kompanija” informed that the company for the first quarter of 2006 reloaded 2,011 mln tons of cargoes. 

4.3. On July 27, 2006, JSC “Klaipedos juru kroviniu kompanija” informed that the company’s non-audited financial result for the first half of 2006 was 2,1 mln LTL (0,61 mlt EUR) of profit before taxes. 

4.4. On October 31, 2006, JSC “Klaipedos juru kroviniu kompanija” informed that the company for the nine months of 2006 reloaded 6,01 mln tons of cargoes and earned 2,062 mln LTL of non-audited profit before taxes. 

5. Plans and anticipations for the activity of the group of companies.

In 2007 the goal shall be to increase the sales of the group of companies (for about 5 per cent) by attracting additional cargo flows to JSC “Klaipedos juru kroviniu kompanija”, the salary system is going to be further improved to be connected with final work results and effectiveness of work, the loading equipment fleet is going to be brought up to date. 

6. Information about tests of the group of companies and development activity

Stably rising ro-ro transportation flow at the sea ferry terminal of JSC “Klaipedos juru kroviniu kompanija” more and more often has to face the lack of space on the territory of Smelte peninsula. A considerable place is occupied by the sea railway ferry equipment that has lost its importance, green spaces and out-of date access roads. The appearance of the territory is planned to be changed creating area for the cargo zone on the side of Malku harbour. The idea to restructure the sea ferry terminal developing not only ro-ro but other activity as well was brought about by the needs of Lithuanian industry and trade, development of transportation infrastructure of the Port of Klaipeda in the southern part of the port and the state decision to equip a specialized passenger and cargo terminal in 2007 – 2009. Together with preparing new place for sanitary equipment on the territory of JSC “Klaipedos juru kroviniu kompanija” possibilities were analyzed for new types of cargoes to be handled on the Smelte peninsula. The southern part of the port that in several years shall be connected by a by-road with the highway Klaipeda - Vilnius and Palanga – Silute, is one of the most promising parts of the port from the point of view of logistics. Therefore it is planned that after beginning of construction of paper storehouse and storehouses for other general cargoes delivered by ferries JSC “Klaipedos juru kroviniu kompanija” shall start a construction marathon on the Smelte peninsula to last for several years and shall fill the niche of terminals that are lacking in the port of Klaipeda.

7. The number and nominal value of shares of patronizing company belonging to the company itself, its subsidiary companies or persons acting in their own name but under its instruction

JSC “Klaipedos juru kroviniu kompanija” has not acquired its shares, its subsidiary company has not acquired its shares, neither has any other person that would act in its own name but under instruction of the patronizing company or its subsidiary company acquired shares of JSC “Klapiedos juru kroviniu kompanija”.

8. If the group of companies uses financial means and if this is important in evaluation of the property, obligations, financial status and results of activity of the group of companies, the goals of financial risk management, the used means of insurance of the basic groups of planned deals for which insurance accounting is applicable and the scope of price risk, credit risk, liquidity risk and monetary flows risk are described. 

9. Information about the planned branches and representation offices of the company.

9.1. Information about branches of JSC “Klaipedos juru kroviniu kompanija”

	ID code
	Name
	Address
	Basic activity code
	Last year’s income, litas
	Nuber of employees

	141908570
	Branch “Klasco servisas”
	Naujoji Uosto St., 23, 92245, Klaipeda
	930110
	514.200
	214

	300076093
	Branch “Klasco Towage Assistance”
	
	-
	7.095.608
	36


9.2. Information about representation offices of JSC “Klaipedos juru kroviniu kompanija”

	Representation offices
	Address
	Main activity
	Number of employees

	In Belarus
	Skoriny 58, Bldg. 9-17, Minsk
	Search for clients and cargoes
	1

	In Kazakhstan
	Ablay Chana 58A, 480004, Alma Ata
	Search for clients and cargoes
	1
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Company’s following Management Code for the companies stocks of which are traded on the regulated market report form

JSC “Klaipedos juru kroviniu kompanija” (further – the Company”), guided by part 3 of Article 21 of the LR Security Papers Act and Paragraph 20.5 of trade rules of JSC “Vilniaus vertybiniu popieru birza” (Vilnius Stock Exchange, further – VVPB), reports how the Company follows the Management Code for the companies stocks of which are traded on the regulated market confirmed by VVPB (further – the Management Code) and its concrete regulations.

The company presents reports on following the Management Code in accordance with each principle specified in the Management Code and recommendations of such principle. A report are presented as confirmations that mean that the Company follows or does not follow concrete recommendations of the Management Code, or as partial confirmations that mean that the Company partially follows or does not follow concrete recommendations of the Management Code.

Principle I: Basic statements.

The basic goal of the company should be satisfaction of all the shareholders’ interests ensuring constant rise of value of the shareholders’ property.

The Company confirms that is follows the requirements of Principle I of the Management Code. The Company follows recommendations of paragraph 1.1. of the Management Code for the most part by presenting and constantly renewing this kind of information on the Company’s internet site http://www.klasco.lt/lt/news and in VVPB reports and regular reports to the news agency BNS, reports in the newspapers, press conferences, TV programs. 

Principle II: A company’s management system should ensure strategic management of the company, effective supervision of the company’s management bodies, proper balance and distribution of functions between the company’s bodies, protection of shareholders’ interests.

The Company confirms that it follows the requirements of principle II of the Management Code for the most part. The company has a collegial management body – the Management Board, and a sole management body is the head of the Company – the general director. The collegial supervisory body – the Board of Supervisors – is not formed. Supervision of the Company’s management and reporting and control of the head is ensured by the management’s analyzing and evaluating the materials presented by the head, as specified in the Company’s bylaws, on all the issues of the Company’s activity. Thus, the Company’s management bodies constantly ensure the strategic management of the Company and make sure the head of the Company and its administration implement the Company’s plans.

The Company does not follow recommendations of Paragraph 2.3. of the present Management Code – it has only one collegial body – the Management Board, since the Company’s management at preset effectively supervises of the functions performed by the head.

The Company’s Management Board consists of six members, and this is enough, because in the Company’s practice there have been no cases when a separate group of people dominated in the Management Board; decisions in most cases are made by the Management Board unanimously.

The Company follows recommendation of Paragraph 2.7., because the chairman of its Management Board is not and has never been the head of the Company.

As for the shareholders known and existing as of December 31, 2006, when one company holds 92,76 (ninety two and seventy six hundredths) of the Company’s shares and votes, one may state that the Company follows requirements of principle II and ensures interests of all the shareholders.

Principle III: Order of formation of the collegial body elected by the general shareholders’ meeting.

The order of formation of the collegial body elected by the general shareholders’ meeting should ensure representation of interests of minor shareholders of a company, responsibility of this body to the shareholders and objective supervision of a company’s activity and its management bodies. 

The Company does not follow this principle of the Management Code for the most part, since the shareholder controlling the Company, in accordance with the number of shares it owns, may in its discretion and in order to ensure its interests without any limitations offer to the meeting of shareholders to withdraw the collegial body elected by the meeting of the Company’s shareholders or its single members. 

The Company collects and reports all the information about members of the collegial body, their professional education, qualification, interest conflicts in order set forth by paragraph 3.2 of recommendations of this principle in openly published regular reports of the Company. Members of the management Board regularly participate in different educational courses and seminars where they are informed about basic changes of legal enactments regulating the company’s activity, besides, business travel reports are presented in accordance with the internal order.

The Company does not follow recommendations of Paragraph 3.6 of the present Management Code, since none of the members of the Management Board may be considered an independent member in accordance with requirements of Paragraph 3.7. Independence of the members of the Company’s collegial body elected by the Company’s general meeting of shareholders is evaluated in accordance with other elected or appointed position the member of the collegial body actually holds in the connected companies. 

The Company follows recommendations of Paragraph 3.11 – members of the Management Board get salary from the Company’s funds and the general meeting of shareholders confirms the amount of such salary.

Principle IV: Duties and responsibility of the collegial body elected by the general meeting of shareholders. 

A company’s management system should ensure that the collegial body elected by the general meeting of shareholders function properly and effectively, and the rights granted to it should ensure effective supervision of a company’s management bodies and protection of interests of all the company’s shareholders. 

The Company confirms that for the most part it follows recommendations of principle IV of the Management Code.

The Management Board once quarterly listens to reports of the head and the chief accountant, analyzes their activity and evaluates its effectiveness, in case of necessity it gives them recommendations. The Management Board analyzes, evaluates the project of the Company’s annual financial report and the project of profit (loss) distribution and presents them to the general meeting of shareholders. In accordance with the Management Board’s working regulations, the Management Board may temporarily sustain implementation of decisions of the administration if they could be detrimental to the interests of the Company’s shareholders and call for extraordinary meeting of shareholders to solve the disagreement.

It is believed that there are no reasons to believe that members of the Company’s Management Board act in contradiction to the Company’s interests. The working regulations of the Management Board state that the Management Board, its members have no right to make any decisions that contradict the Company’s goals, which obviously exceed normal production and economic risk, are obviously unprofitable or economically useless. Members of the Company’s Management Board participated in the sessions of the Management Board, and each of the members spent enough time to perform his duties as a member of the Management Board. 

The Company does not follow recommendations presupposed by Paragraphs 4.7 – 4.14, although one may state that the Management Board performing its functions partially performs functions of the distribution committee, the salary committee and the audit committee specified in the recommendations. The Company’s Management Board chooses the candidacy of the head of the Company – the general director, other candidacies of the management and offers the chosen candidacies to the head of the Company, constantly evaluates their experience, professional abilities and implementation of strategic goals of the Company, listens to their reports. The Company’s Management Board chooses the candidacy of an auditor and presents offers to the general meeting of shareholders to confirm the auditor’s candidacy chosen by the management Board.

Principle V: Order of work of a company’s collegial bodies.

The order work of collegial and management bodies set forth in a company should ensure effective work and (unreadable) of such bodies and encourage active cooperation of a company’s bodies. 

The Company confirms that for the most part it follows recommendations presupposed by paragraphs of the present principle of the Management Code. Sessions of the Company’s management body – the Management Board – are held in accordance with a schedule confirmed in advance and the planned agendas. The issues planned to be considered at the sessions of the Management Board, as well as decision projects, are prepared and presented by the head of the Company, members of the Management Board or special groups formed in accordance with decisions of the Management Board that may also include specialists who are not the Company’s employees. Each member of the management body may familiarize himself with the material of a session before the day of the session. Informing about the sessions the materials to be considered (handout of reports, projects of decisions, etc.) are presented in advance. Usually agenda of an announced session is not changed, unless otherwise decided during the session provided that all the members of the Company’s Management Board participate there, and there are enough materials presented at the session to make a decision on an issue that has not been announced in the agenda.

The Company does not follow recommendations of paragraph 5.4., since only Management Board is formed there.

VI. Impartial interpretation of shareholders and rights of shareholders

A company’s management system should ensure impartial interpretation of all the shareholders, including minor ones and foreigners. A company’s management system should protect rights of the shareholders.

The Company confirms that for the most part it follows recommendations of this principle of the Management Code. The Company’s capital is constituted by ordinary registered shares that grant to their owners equal personal property and non-property rights.

The Company, concluding all the important deals, property writing off, liquidations, etc. seeks to get approval of shareholders and uses the following practice – each time meeting of shareholders confirms the most important decisions made by the Management Board for the year: those regarding purchase and sale, mortgage of property, support, declaration of debts irrecoverable. 

The Company from 2007 plans to publish projects of decisions of announced meeting of shareholders on the Company’s internet site in the order regulated by the law.

The place, date and time of the Company’s meetings is chosen the way it could ensure all the shareholders’ possibilities to participate actively in the meeting of shareholders. Each shareholder may participate in a meeting personally or commission another person to represent him and require advance voting on the issues announced in the agenda of the meeting. In such cases advance voting bulletins are made.

The Company does not follow the requirements of Paragraph 6.7. of the present principle of the Management Code, since the LR Joint-Stock Companies Act does not presuppose for shareholders any possibility to vote using telecommunication terminal equipment.

Principle VII: avoiding and reporting of interest conflicts

A company’s management system should encourage members of the company’s bodies to avoid interest conflicts and to ensure transparent and effective mechanism of reporting interest conflicts of members of the company’s bodies.

The Company confirms that it follows all the recommendations presupposed by the present principle of the Management Code.

Principle VIII: A company’s salary policy

The order of confirmation, review and announcement of salary policy and the director’s salary accepted by a company should prevent possible interest conflicts and misuse establishing the director’s salary and ensure publicity and transparency of a company’s salary policy and the director’s salary.

The Company does not follow recommendations of the present principle of the Management Code regarding open publishing of salary policy. The Company in the order set forth by the law announces in the regular reports only total sum of salaries of the head and the management of the Company. The Company keeps to the confirmed policy that the system of salaries and bonuses to salaries and other payments connected with the labour relations are the information that should not be published openly, and the Company attributes such information to the information containing commercial secret.

Principle IX: Role of interest-holder in the company’s management

A company’s management system should recognize rights of interest-holders stated by the legislation and encourage active cooperation of the company and interest-holders creating the company’s well-being, jobs and financial stability. In the context of this principle the notion “Interest-holders” include investors, workers, creditors, suppliers, clients, local community and other people having interests in the concrete company.

The Company confirms that it follows all the recommendations presupposed by the present principle of the Management Code. Constructive work with trade unions acting in the Company is carried on, collective agreement is implemented. 

Principle X: Information disclosure.

A company’s management system should ensure that information about all the basic issues of the company, including financial situation, activity and the company’s management, be published in time and transparently.

The Company confirms that for the most part it follows the present principle of the Management Code, except for recommendations presupposed by paragraph 10.3, and this is explained in the reports how the Company follows recommendations of principle VIII. Confirmation that the Company follows recommendations of principle IX of the present Management Code, to our mind, includes as well confirmation that the Company follows recommendations of paragraph 10.4 of principle X.

The Company seeks to follow recommendations of paragraph 10.5, although twice due to significant informational flow and mutual inconsistence of information of internal structures the information first was presented in an interview, and then was confirmed by VVPB.

The Company plans to follow recommendations presupposed by paragraph 10.7 – to publish on the Company’s internet site the Company’s annual report and other reporting.

Principle XI: choice of a company’s audit company

The mechanism of choice of a company’s audit company should ensure independence of audit’s conclusion and opinion.

The Company states that for the most part it follows recommendations of the present principle of the Management Code. The Company’s Management Board presents candidacy of the audit company to the meeting of shareholders; the Company’s meeting of shareholders confirms the audit company, therefore one may state that the Company follows recommendations of paragraph 11.2 of principle XI of the Management Code. Recommendations of paragraph 11.3. of principle XI of the Management Code are not actual for the Company, because the audit company did not receive any payment for non audit services from the Company.
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