                                                ANNUAL REPORT

The joint-stock company “Gubernija” (hereinafter- the Company) was registered on May 5, 1993. The code of the Company is 144715765. The address of the seat is Dvaro g. 179, LT- 76176 Šiauliai. The e-mail is: info@gubernija.lt
                                The short description of the history of the Company
GUBERNIJA is the oldest industrial brewery working in Lithuania which has developed from the manufactory manor house and the brewery. It is known that in 1682 its products reached not only different places in Lithuania, but also a part of western Belarus and Minsk. There is a document dated in the second half of the XVII th century in the historic archives of Radvilos in Warsaw where The brewery of Šiauliai manor is described in details. “GUBERNIJA’ brewery is justly considered as the oldest brewery in Lithuania.
The first reconstruction of “GUBERNIJA” brewery which started in 1799 lasted more than ten years. Later reconstructions of “GUBERNIJA” brewery took place every hundred years. The second reconstruction took place in the last decade of the XIX th century and the beginning of the XX th century. Till the end of the XIX th century all works were manual. Beer was tipped off into casks and only since the end of the XIX th century bottles came into the use.
During the Second World War “GUBERNIJA” brewery was destroyed badly and burnt but in August, 1944 it started working again. The brewery developed little by little. In 1982 a spacious room for bottling was opened, in 1985 a new administrative building was built. In 1996 after privatization of “GUBERNIJA” brewery, a new period of the brewery history started. In 1996 a material reconstruction of the brewery was begun. A modern brewery with forward technologies was built in the territory of the Old Gubernija.
                   The lawful base of the activities and the review
      AB “GUBERNIJA“ in its practice follows the Laws on Joint-stock companies of the Republic of Lithuania, Laws on Securities’ market, other laws and regulatory acts of the Republic of Lithuania, statutes and the accounting policy of the Company. 

      AB “GUBERNIJA” belongs to the brewers’ association of Lithuania, also to the industrialists’ association of Šiauliai and participates in the activities in the associations. 
       The main direction of the activities of the Company is production and sales of beer, beer drinks, cider, and kvass. The Company constantly renews the assortment of production and pays a lot of attention to the quality. “GUBERNIJA” brewery produces beer without “high gravity” technology considering its own technology of production as a vantage when the production of beer is performed to every title of beer from the primary boiling stage till the final stage of tipping-off to the containers. Such technology of beer production is more expensive and such products can not be cheap in the shops. 

 Experts of beer estimating this circumstance granted “GUBERNIJOS STELLA” a medal in the exhibition “AgroBALT” in 2006 as the undisputable favorite of the beer quality.  
       Beer and beer drinks in the structure of the products of the Company make 87, 9 percent of all sales in the rating expression, the rest part is kvass, kvass drinks, cider, other goods and services.
 The year 2006 for “GUBERNIJA” was especially important from the point of view of the activities: in summer a part of the production was bottled into brown bottles, very popular in the market of Lithuania. The Company bought the license and brought into the circulation the dominating box of the industrial design belonging to BBH combine. 
 The Company managed to present new products to the market of Lithuania- in the year 2006 a new brand- “Respublikos” (“REPUBLIC”) beer was brought into the market, cider with a brand “WINNER’S cider” was started to produce. 

The income from sales of the Company is 52, 4 million Lt. The amounts of sales in comparison with the year 2005 decreased in 2, 4 million Lt or 4, 4%. The biggest fall in sales had production bottled in PET bottles. In comparison with the year 2005 the amounts of sales of the production in PET bottles decreased in 14 % (268 243 dals).
It was influenced by huge competition and active management decisions of the rivals. 

The general amount of beer sales abroad in the year 2006 in comparison with the year 2005 increased in almost 22 %. It was influenced by increased sales in Latvia which make 78 % of all beer sold abroad. Production sales to Germany also increased significantly. They make about 6% of all beer sold abroad.
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Following the information of  the Brewers‘ association of Lithuania, the amounts of sales of the Company made 8, 93 % (in the year 2005 they were 10, 71%) of the beer market in Lithuania( without exported production). GUBERNIJA takes 10, 2% of produced beer in Lithuania. The part of the beer market taken in Lithuania decreased in almost 2 percent but we think that the strategy based on the occupation of the bigger part of the market is old-fashioned because applying the bright price-control system the profit equity can be improved by some percent.
AB “GUBERNIJA” has got an agency in Vilnius (Kubiliaus g. 21, Vilnius). It is the warehouse of the wholesale.

                               The analysis of the financial results of the activities
 In the year 2006 AB “GUBERNIJA” worked into a loss (the loss is 4 402 904 Lt) while the profit before the interest, taxes, depreciation is positive, 3, 645 million Lt. The depreciation makes the significant part of expenses of the Company.

Such result was influenced by the fall of sales. A lot of attention was paid to control of expenses and the improvement of activities.

         Indicators of the activities of the Company are shown in the table:

	Indicators
	2006
	2005
	2004

	Net profitability=net profit/sales
	-8.4%
	-7.5 %
	-9.5 %

	Coefficient of debts=obligations/the whole assets
	0.73
	0.68
	0.65

	Coefficient of owing the debt= obligations sums/ property of the owners
	2.64
	2.09
	1.64

	Turnover of the assets=income/the whole assets
	1.0
	0.95
	0.78

	Change of the medium assets=net profit/(assets in the beginning of the period+assets in the end of the period)/2*100
	-8%
	-6,8%
	-7,9%

	Generl coefficient of liquidity=/short-term assets/short-trem obligations
	0.66
	0.65
	0.82

	Turnover of assets=sales/assets
	1,0
	0,95
	0,79

	The accounting value of the share=proper capital/number of shares
	0,65
	0,85
	0,79

	Net profit to a share= net profit/number of shares
	-
	-
	-


      On December 31, 2006 the corporate property of the Company was 52, 23 million Lt. The permanent assets in comparison with the year 2005 decreased in 5, 5 million Lt or 12% due to the depreciation and on December 31, 2006 they were 38, 72 million Lt.                                

On December 31, 2006 the short-term assets were 12, 50 million Lt. Short-term obligations were 18, 88 million Lt.
In the year 2006 the Company equipped a system of products freezing for the improvement of the production technological process and the quality of the products which allows shortening the technological process and helps to master the production of new products. A new machine of tins dating was acquired for qualified marking of the production. The Company invested 312 thousand Lt for the improvement of the equipments in the year 2006.
In the year 2006 AB GUBERNIJA paid a lot of attention for the improvement of work conditions of its employees. Ventilation systems in the prepack section and the production block were reconstructed, a new ventilation system was installed in the boiling section. A modern warehouse for the ready production was equipped in the old production block.
                                                   Rivals
    Main rivals and data of the beer industry of Lithuania (thousand deciliters) in the year 2006 are shown in the table (the source is the Brewers’ association of Lithuania):
	Company
	Total
	In bottles
	On tap

	Švyturys – Utenos alus
	13 367
	11 865
	1 503

	KALNAPILIO - TAURO GRUPĖ
	7 286
	6 327
	960

	Ragutis
	2 934
	2 789
	145

	Gubernija
	2 873
	2 681
	190

	Rinkuškiai
	1 118
	1 035
	100

	Kauno alus
	702
	658
	


    On December 29, 2006 there were 282 employees in the Company (on December 31, 2005 –there were 303 employees).

    Employees according to the categories:

	Group of employees
	Average number on the list 
	Education
	Average salary, 

Lt

	
	
	High
	spec.

secondary
	secondary
	Unfinished secondary
	

	
	2004
	2005
	2006
	2004
	2005
	2006
	2004
	2005
	2006
	2003
	2004
	2005
	2004
	2005
	2006
	2004
	2005
	2006

	Managers
	7
	7
	7
	7
	7
	7
	
	
	1
	
	
	
	
	
	
	5018
	6377
	7717

	Specialists
	62
	63
	62
	28
	23
	26
	52
	52
	48
	
	
	
	
	
	
	1863        2029

1210        1362       2172

	Officials
	20
	16
	18
	8
	8
	8
	12
	11
	10
	3
	4
	3
	
	
	
	

	Shop-floor
	249
	215
	195
	2
	2
	1
	11
	9
	10
	193
	164
	149
	22
	23
	20
	1210
	1362
	1436

	In total:
	338
	303
	282
	45
	40
	41
	75
	72
	69
	196
	168
	152
	22
	23
	20
	1442
	1647
	1779


                                        Risk factors related with the activities
    Risk of the activities. The main risk factors related with the activities are the threat of deficiency of the circulating assets (seasons), negative global processes in the market of beer- corporate “pressure” in the sphere of prices and management. The Company works under conditions of high competitions, therefore it is very important that the products were of good taste, attractive outlook and competitive.

    Dividends. The managers of AB GUBERNIJA have declared that the Company in the nearest future is not going to announce and pay dividends or other payments from the profit to the shareholders of the Company. 
   Taxes. Since December 1, 2003 there is a law, according to which the Company has to pay a tax of the environment pollution for plastic and glass bottles. We made a contract with UAB “Žalvaris” about the tare clearing following the tare clearing standards set by the Government of the Republic of Lithuania. AB GUBERNIJA carried out the tare clearing standards so did not pay the environment pollution tax.
  Since August 1, 2006 a law on the bottles deposit came into validity.

                                              Securities
      The authorized (signed) capital of the Company is 21 786 000 Lt. The capital is divided into 21.786.000 ordinary nominal shares, the nominal value of every share is 1 Lt.
   Ordinary nominal shares of AB “Gubernija” are on the list of the current market of AB “Vilniaus vertybinių popierų birža” (“Vilnius bourse”) (enlisted on September 13, 2004). Sales of the shares of the Company are in “Vilniaus vertybinių popierų birža” (“Vilnius bourse”). There no other bourses which sell shares of AB GUBERNIJA. 
       AB GUBERNIJA did not buy its own shares during the reporting cycle.

     On December 31, 2006 shareholders owned more than 5 % of the authorized capital / votes of the Company
	The name and surname of the shareholder, the title of the company, the address of the seat, the code
	The number of shares that the shareholder owes, apiece.
	The owing part of the authorized capital, percent.
	The part of the votes given by the owned shares, percent.
	The part of the votes belonging to the shareholder together with the performing people, percent.

	Vitas Tomkus
	9 820 391
	45,08
	45,08
	----

	Romualdas Dunauskas
	2 870 090
	13,17
	13,17
	32,25

	Javelin Finance
Siute 4, 41 Lower Baggot Street, Dublin, Ireland
221234
	2 696 480
	12,38
	12,38
	

	UAB “Linos namai“
Vilniaus g. 166, Šiauliai
300038452
	1 360 428
	6,24
	6,24
	

	Vijoleta Dunauskienė
	98 940
	0,45
	0,45
	

	Larisa Afanaseva
	2 590 110
	11,89
	11,89
	----

	Takhir Shabaev
	1 310 160
	6,01
	6,01
	----


     AB GUBERNIJA and AB FMĮ “Finasta” (Konstitucijos pr. 23, Vilnius) signed a contract about the accounting management of the securities of the Company, preparation of the periodic reports and delivery of other services.

                                 Plans and forecasts of the activities

   The Company must create new hybrid kinds of products and develop the supply of the niche products. The newest product “Dvaro mišas” proved the vantage of AB GUBERNIJA in the segment of the niche products. In the year 2007 the Company decided to produce some more niche products in the group with alcohol percent and soft drinks. 
    The turnover of new products in the year 2007 would be considered as successful if reached the turnover of 10 million Lt. To reach it programs of products development and maintenance are oriented today.

    The aim of the Company in the inner beer market is to return to 10% of the beer market of Lithuania and to maintain the growth of the general market. 

   In the year 2007 it is planned to increase the export of beer in 20%. In the end of the year 2006 the first consignment of beer was sent to Canada and we hope that export to this country will increase in 10%, also we expect to increase beer sales in Germany and Ireland. 
                             Events after completing of the balance

       On January 22, 2007 the Commission of Securities of the Republic of Lithuania sent a notification about the loss of the share parcel, which informed that Vitas Tomkus had sold 11, 34% of shares to the press of UAB “Respublika” (“Republic”) (124250999).

                              Information about the audit
     UAB”IDG AUDITORIAI” performed the audit of AB GUBERNIJA of the financial accountability. The audit of December 31, 2006 of the balance and profit (loss), and reports of the money flows was performed (the conclusion of the audit is attached). The audit of the year 2006 was finished and the auditor’s opinion was signed on March 23, 2007.
     The audit of the year 2006 was performed and the conclusion was signed by the auditor Gražina Ribinskienė.

General manager of
Romualdas Dunauskas
AB GUBERNIJA

