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Viru Keem

Always safe, creating added value,

a Grupp

with an increasingly smaller carbon footprint.

Qur values are:

* Openness
* Commitment

* Development

We advance our strategy which is based on safety, a value-add-

ing principle of activity, and the constant reduction of our envi-
ronmental footprint. We acvhieve our objective by constantly
improving the efficiency of the shale oil and electricity co-pro-
duction process as well as by basing our activities on a respon-
sible business model.

We work towards a better and cleaner future. Every day.



NMain S
indicators .
of 2027

4 550 000 099 085

tonnes of processed oil shale tonnes of commercial shale oil

\l/ -1% \l/ -2%

214/ 908

tonnes of fine chemistry MWh of heat and electricity
and phenol products N
\l/ -6%

2,3 1172 97%

million tonnes or 96% of waste rock re- registered dangerous situations of the clients of VKG Soojus installed
used as raw material 96% with remote-readable meters

P +21% N +164% N +6%



Chairmans
etter

Dear reader!

2021 was a year of important strategic choices forViru Keemia Grupp.
Despite the rather confusing development of the European Green Tran-
sition and the continued COVID crisis,VKG initiated several projects that
are of decisive importance for the company in this decade.The decision
to launch a project to open the Uus-Kividli mine and to initiate the prepa-
ration of a special spatial plan in order to take the first step in establishing
a bioproducts production complex sets a direction for the development
of VKG as Estonia’s own large industrial enterprise.



On the level of everyday work, the coronavirus also touched us
in the past year. Despite the level of vaccination of over 80%,
every fifth employee was away from work at the peak moments
of the virus outbreak and ensuring full-scale production was a
real challenge. Still, we managed to process 4.53 million tonnes
of oil shale in 2021 and produced 618,000 tonnes of shale oil
products and 918 GWh of various forms of electricity for our
customers. The financial results of the year reflect the growing
demand for low sulphur content shale oil in the ship fuel mar-
ket and the increasing prices of energy carriers. Although the
carbon tax expense grew steeply, we ended the year with a net
profit of 49.78 million euros.

The foreseeability of the Estonian business environment is very
poor for making strategic decisions. The roadmap for moving
towards Europe's net zero carbon emissions goal has not be-
come any clearer. The Fit for 55 regulations package presented
by the European Commission was based on pre-COVID data
and has lost any topicality and believability. Proposals concern-
ing the emission trade system did not take into account the fact
that the prices of carbon quota that have become a trading item
of speculators had tripled in a year. If we add the lack of clear
positions of the Estonian state, we are facing a full-blown storm
in terms of regulations.

Viru Keemia Grupp is a form advocate of the market economy
and wishes to operate in areas where natural demand and free
competition exist. As a participant of the volatile oil market, we
are always forced to assess various risks and make decisions
in the conditions of deficient information. We understand that
the Green Transition is the state’s intervention in the economy
in an unprecedented extent, which will not leave any companies
in this area untouched. However, it is also clear that no technol-
ogies currently exist for a full Green Transition, Europe's own
green energy production does not even come close to covering
the needs of its industry and households and Europe cannot
afford losing the destruction of the competitiveness of its in-
dustry in the mid-long-term perspective.

|
|

Ahti Asmann

Chairman of Management Board of Viru Keemia Grupp

Considering the above, we passed a decision to launch a proj-
ect for opening the Uus-Kividli mine that ensures a raw materi-
al supply for Viru Keemia Grupp at least until 2038. We started
establishing the aboveground infrastructure immediately, but
the majority of investments will be made in 2023-2025. As we
value economic management, we will use the existing Ojamaa
production complex to the maximum possible degree and the
establishment of a new mining operation will not entail a signif-
icant additional environmental impact.

The maximum reuse of the industrial infrastructure existing
in Ida-Viru County is one of the key components also in the
new bioproducts production complex project initiated by Viru
Keemia Grupp. The current low level of added value of Estonian
timber or the export of Estonian timber even without adding
value, the industry traditions and the existing infrastructure in
Ida-Viru County, the high demand for bioproducts in global mar-
kets and the experience of Viru Keemia Grupp in establishing
and operating large industrial enterprises are strong favourable
preconditions for the emergence of a new economic sector. We
find that the production of bioproducts and the development of
wood chemistry is inevitably necessary for the Estonian econ-
omy and certainly also for the development of Ida-Viru County.
The support of local residents and local governments obligates
us to act promptly, thoroughly and with commitment.

In conclusion, we continue operating as a producer of ship fuels
and as a responsible member of the business community. We
are committed to development and constantly seek opportuni-
ties to apply the strengths of Ida-Viru County in the best pos-
sible way. We continue active work in the name of improving
the business environment. The initiative started by Viru Keemia
Grupp for creating Estonia’s own climate act has launched dis-
cussions and forced decision-makers to think along. Together,
we can make Estonia better!



About the

Viru Keemia Grupp, a private capital-based enterprise located in
Kohtla-Jéarve,is the largest shale oil producer in Estonia, proudly
continuing the Estonian tradition of adding value to oil shale that
dates back to 1924.The enterprise is based on private capital since
1997 as a result of the privatisation of RAS Kiviter.




Our central values are openness, dedication to our work, and
continuous development. We believe that every step and every
action we take must create value for everyone —our employees,
partners, clients, and the local community alike.

The principle of our vision is to maintain the role of the leader of
a sustainable oil shale industry in the changing market situation
and to remain competitive in the global market. We can do this
thanks to improved efficiency. Safe and coordinated activities
help us solve the problems our industry faces and act as a step-
pingstone in taking advantage of opportunities.

Our strategic objectives

1. Extracting the maximum amount of energy from oil shale,
Adding maximum value to end products,

Promoting an organisation culture aimed at efficiency,

P @D

Competitiveness of shale oil products

The Group’s strategic environmental objective

is to create possibilities for reducing carbon dioxide emis-
sions by up to 40% by 2030.

The Group’s strategic occupational safety objective

is to ensure our own employees, partners and city residents
a safe working environment that is free from work accidents.




Production

activities outside the Group’s core activities.

VKG Group comprises 8 subsidiaries of which three are involved
in production and five are engaged in the provision of services to
end consumers within the Group and one is engaged in investment

VKG KAEVANDUSED

2021 turnover
74,9 million €

Number of employees as at the end of
2021
506

VKG OIL

2021 turnover
275,9 million €

Number of employees as at the end of
2021
626

VKG ENERGIA

2021 turnover
94,9 million €

Number of employees as at the end of
2021
99



Services

VKG SOOJUS

2021 turnover
15,7 million €

Number of employees as at the end of
2021
12

VKG ELEKTRIVORGUD

2021 turnover
18,1 million €

Number of employees as at the end of
2021
35

VKG LOGISTIKA

2021 turnover
10,1 million €

Number of employees as at the end of
2021
118

VIRU RMT

2021 turnover
10 million €

Number of employees as at the end of
2021
125

VKG INVEST

2021 turnover
0 million €

Number of employees as at the end of
2021
1

Our main products and services

* Ship fuels

* Heating oil for local heating boiler plants

* Electrode coke for electrode manufacturers

VIRU KEEMIA GRUPP

2021 turnover
29,2 million €

Number of employees as at the end of
2021
88

* Production, transfer and sale of heat and energy to house-
holds and companies

* Repair, assembly and rental services of machinery and equip-

ment

* Qil shale fine chemical products for perfumery, cosmetics,

and textile industries

* Steam and air conditioning for large-scale industrial compa-

* Consulting services in the field of oil shale processing tech-

nology

nies Oil shale gas for production of heat and power



Our products
reach

* Belgium * Japan * Singapore * USA

» Estonia  South Africa * Slovenia * Russia
* China * Latvia » Switzerland * Vietnam
¢ India * Norway * Thailand

* England * Poland * Turkey

* ltaly * Germany * Ukraine




~lelds of
activity

Our goal and one of the most important principles is adding the
value to the oil shale processing value chain and its extension.The
existing value chain at VKG is the longest in Estonia and one of the
longest in the world.
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In order to add maximum value to oil shale as the main input in oil production, we also operate in the following
areas in addition to our core activities:

» Excavation of oil shale

* Production of shale oil

* Production and sales of oil shale fine chemicals

* Production, distribution and sales of heat and electricity
* Production of lime

* Special projects commission by clients



Fxcavation of oil shale

The excavation of oil shale at VKG takes place at the Ojamaa mine,
which is the most recent in Europe and the first new mine in Estonia
that was built after regaining independence. Since the layer of oil shale
is deposited in the bed that is more than 30 metres deep, under-

ground extraction is used at Ojamaa.

Every day about 150 units of wheeled machines are working Miner’ title. The best workers are also acknowledged on the last
underground, and 27 km of conveyors are used on a regular Sunday of August, i.e. on the Miners' Day. So far, 70 workers of
basis. Mining provides employment to about 540 people. By a the Ojamaa mine, whose work has been acknowledged by their
good tradition, the friendly team of the mine selects the best of co-workers and the management of VKG, have been awarded

the best each year, who are awarded an honourable ‘Honorary this title.



The total surface area of the
Ojamaa mine is 23,7 km?
been 10 km?

In 2021, the Ojamaa Mine restored the production of commer-
cial oil shale to the pre-crisis level of 4.39 million tonnes which
is the largest quantity of commercial oil shale produced by the
mine (4.14 million tonnes in 2020). The stabilised prices of en-
ergy carriers on the global market were a precondition to pro-
ducing the said quantity. It is worth noting that thanks to a more
efficient organisation of work the mine managed to achieve
this despite having had its workforce reduced by ten people
and 20% more sickness leave days due to COVID-19 than in

Production volumes of the Ojamaa Mine:

2019
4,57

million tonnes of commercial

2020
414

oil shale oil shale

The excavated area since
the opening of the mine has

million tonnes of commercial

The annual production ca-
pacity is 4,5 million tons of
oil shale

2019. On a negative note, we concluded as a result of reviewing
the restrictions and extensions related to the Ojamaa Mine that
the resource released from the mine will end in 2028, i.e. two
years sooner than we formerly presumed. We therefore start-
ed investing into establishing a new mine in the neighbouring
Uus-Kividli mining field in 2021. The company'’s priority in the
coming years is to ensure as smooth and effective transition as
possible from the Ojamaa Mine to the Uus-Kividli Mine.

2021
4,39

million tonnes of commercial
oil shale

Availability of oil shale resource

VKG assesses the availability of the oil resource in the short-term perspec-

tive,i.e.current supply,and in the long-term perspective,i.e.future supply.

Current supply

Considering all the oil production capacities, VKG's need for oil
shale is a total of 4.1 tons of the geological resource a year, i.e.
5.1 million tons of commercial shale. The mining permits issued
to VKG allow the extraction of 2.77 million tons of the geological
resource at the Ojamaa Ming, (3.5 million tons of commercial

oil shale) and if other market participants do not extract their
allowed volume in the full extent, the extraction volumes at the
Ojamaa Mine can be increased to 3.5 million tons (4.35 million
tons of commercial shale) through the retrospective extraction
mechanism. This means that in order to purchase the missing
750,000 tons (15%) of commercial shale, VKG has to reach
agreements with other market participants.



Cooperation with Kividli Keemiat66stus in purchasing oil shale
continued in 2021. During the year, we did not succeed in re-
storing Eesti Energia’s oil shale concentrate purchase contract
that had been suspended in March 2020 due to the COVID-19
crisis. Referring to the ongoing court dispute about an earlier
unfairly priced oil shale sale contract, Eesti Energia did not wish
to make a new price offer before the final ruling is clear. Due to
this, one of the three Kiviter plants was shut down for the entire
year due to a lack of oil shale.

Future supply

Considering VKG's extraction volumes and assessing the var-
ious restrictions and extensions of the Ojamaa Mine, we con-
cluded that the Ojamaa resource will probably be exhausted

about 2 years sooner than previously thought, i.e. in 2028. This
means that in order to ensure a sufficient oil shale supply upon
the exhaustion of the Ojamaa resource, VKG has to start invest-
ing into opening the Uus-Kividli Mine in 2022. From the view-
point of environmental sustainability, issuing the Uus-Kividli
mining permit to VKG was the only right solution, as the said
mining field is logistically at the best possible location in terms
of VKG's oil shale processing units in Kohtla-Jarve and allows
the maximum use of the existing infrastructure. The oil shale
enrichment plant at the Ojamaa Mine will be able to ensure the
processing of the production from the new mining field and
there is no need to perform additional aboveground construc-
tion works and disturb the nature. The Uus-Kividli Mine should
ensure a supply of oil shale for the Group until 2038.

In November 2021, the Supreme Court ended the court dispute between Viru Keemia Grupp and Eesti
Energia's subsidiary Enefit Power AS. The object of the court dispute was the unfairly high price of oil
shale at which Enefit Power AS was selling oil shale to Viru Keemia Grupp'’s subsidiary VKG Qil AS. The
Supreme Court did not give leave to appeal to Enefit Power AS’ appeal in cassation and the ruling of
Tartu Circuit Court therefore entered into force on 21 May 2021, partly satisfying the action of VKG.
The action proceedings have passed three court instances and entire proceeding took more than six

years.

VKG is satisfied that the Circuit Court and Supreme Court's interpretation of European-style compe-

tition law is similar to the understanding of VKG. The ruling gave VKG and more broadly to Estonian

private companies an assurance that the Estonian court system is capable of making fair decisions in

very complex competition disputes.



Shale oil

The main product of Viru Keemia Grupp is shale oil,

which is obtained as a result of processing oil shale.

We have been dealing with shale oil production since 1924. We
have been processing oil shale using the Kiviter technology for
over 90 years, and since 2005, we have been developing the
Petroter technology, too: Petroter | (2009), Petroter Il (2014)
and Petroter Il (2015). The aggregate processing capacity of
six production units is 5 million tons of oil shale a year, of which
the Petroter plants make up 70%.

Kiviter oil plants are operating on the basis of lump oil shale,
and oil is manufactured in vertical retorts, where gas is used
as a heat carrier. The plants that are operating on the basis of
Petroter technology use fine oil shale, and the manufacturing
process takes place in horizontal retorts, while ash is used as
a heat carrier.

Shale oil is used due to its small viscosity, low chilling point,
and insignificant sulphur content mainly in order to improve the

properties of heavy fuel oils, including as an additive to marine
fuels, as a raw material in the chemical industry, and as fuel for
boilers and industrial furnaces. Although the majority of the
production is exported, shale oil is also used locally in driers,
asphalt factories, and industrial and small boilers.

We shall remember the year 2021 in the oil market primarily by
the extremely volatile prices, with volatility reaching record lev-
els in certain periods, both in terms of daily trading and on a
weekly and monthly basis. Similarly to 2020, consumption and
the market were influenced by the COVID-19 virus with its dif-
ferent strains. By the last months of the year, however, certain
goods groups, such as marine fuels reached consumption lev-
els comparable to the figures of the respective periods of the
pre-pandemic year of 2019. The recovery of airplane fuels has
been more difficult, as many airline companies were forced to



discontinue their existence in 2020-2021. By estimation, the
sales volume of that sector was at the end of 2021 about 75%
of the pre-pandemic level.

Across the year, the prices of all the oil products increased,
with several quotations rising to the highest level since 2014
in December. This increase partly stemmed from international
tensions, the unwillingness of OPEC+ to expand product vol-
umes and an overall flow of money to the markets, both in raw
material markets and equity markets. Various agencies and

investment banks predict that the price of Brent crude oil will
rise over the 100 USD/bbl level in 2022, while the increase in
the price of energy resources accelerates the global inflation
and inevitably increases the difference between the level of the
GDPs of wealthier and poorer countries.

The 2021 oil sales figures remained a bit more modest com-
pared to the previous year, mainly due to frequent shutdown in
various production units.

The Group’s oil plants processed 4.53 million tonnes of oil shale in 2021
(-4.6%),which was made into 618,099 tonnes of shale oil products (+1,8%).
The sales of commercial shale oil amounted to 587 313 tonnes, of which

95% was exported.

The Group’s shale oil production,2018 - 2021

Tonnes

2018 606 622

2019 636512
2020 612039
2021 618 099

Global demand for shale oil continues to grow in the coming decades

Unlike electricity production, shale oil has a clear potential and
high added value as ship fuel. According to OECD's forecast,
maritime transport volumes will grow by nearly three and a half
times in the coming 30 years. The multiplication of cargo trans-
port volumes naturally also means a growing demand for ship
fuels. The global ship fuel market will grow and there are cur-
rently no alternative carbon-neutral solutions for ocean ships.

Eighty percent of the fuel consumption of the shipping sector
comes from international trade which has undergone a nota-
ble improvement in energy efficiency — the GHG emission per
shipped ton is 32% lower than in 2000. There are currently
more than 120,000 ships with a capacity of over 100 tons. Of
these, 90% are cargo ships with an average useful life of 21
years. Which in turn means that any technological innovations
will take time.



Volume and growth forecast of international maritime trade
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Sources: United Nations Conference on Trade and Development (UNCTAD), 2020. Review of Maritime Transport 2019. International Transport Forum, OECD (ITF&OECD),
2019. Transport Outlook 2019



Manuftactur
and electri

Nng heat, steam,
City

A hundred years of experience in refining oil shale has taught us to
get much more than just oil out of oil shale. Refining oil shale in VKG
means the combined production of oil,heat and power, which is the
most eco-friendly and economically efficient way to use this resource.

The shale oil production process generates oil shale gases that
do not condense into oils and are transferred to VKG Energia
where they are used for manufacturing heat, steam, and elec-
tricity. Heat energy is forwarded to the local central heating
system, steam is sold to production companies located in the
neighbourhood, and most of the electricity is consumed by the
companies of the Group. In addition to that, we also use oil shale
gases at the limestone plant, whose produce is consumed by

our own sulphur-trapping devices that purify exhaust gases.
This production chain guarantees the ultimately efficient and
environmentally-friendly use of energy contained in oil shale.

VKG Energia produced 409 GWh of electricity in 2021, which is
9% better compared to the previous reporting period. The price
of electricity started growing in leaps from September last year.



The average prices of electricity in the price region of Nord Pool Spot Estonia

in 2013-2021

The price of electricity on the exchange, EUR/MWh. The high
price of electricity has been caused by several factors: an in-
crease in consumption, an increase in the price of natural gas,
the record level of CO, quota prices, the low level of hydro-re-
sources in the Nordic countries.

€/MWh

100
80
60
40

20

2013 2014 2015 2016

Source: Nord Pool
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What is the impact of the green movement on energy production?

The European Union having set its clear aim at carbon-neutral-
ity has an impact on the entire energy sector. Ever increasing
amounts of uncontrollable renewable electricity is entering the
electricity market. This means that in order to keep the electric-
ity system stable we also need stable controllable power plants
and strong connections between power systems. We are tech-
nically very suitable for the role of a controllable power plant.
New services will definitely come to the market, which are es-
sential for balancing the production and consumption of elec-
tricity at any point of time and for maintaining frequency in the
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power system. The price of the CO, quotas plays an important
role and may quickly remove fossil fuels from market competi-
tion. Although the climate policy and the cost of the CO, quotas
significantly limits the use of fossil fuels, natural gas still has an
important role to play in the energy sector. Our big challenge
is to constantly find ways to increase efficiency and stay com-
petitive, as well as to think about the future — about reasonable
ways to ensure regional district heating and heat supply in the
long-term perspective.



What challenges will the energy sector be facing in the coming decades?

Due to uncontrollable renewable electricity sources, primarily
wind turbines and solar power, the price of electricity will in-
creasingly fluctuate and controlling the consumption will be-
come ever more important. The consumption of electricity will
grow significantly, as electricity has an ever increasing role in
the convenient functioning of society. Several sectors — one of
the largest of which is transport — will start to increasingly use
electricity. The storage of electricity will become more attrac-
tive, be it in the form of electrical car batteries or pump-hydro-
electricity plants. Besides the electricity market, changes are
also happening in the heating and fuel markets. In the heating
market, oil and natural gas are increasingly replaced by wood
chips and biogas. In the fuel market, adding biofuel to engine
fuels has become mandatory. The issue of whether consider-
ing wood carbon-neutral is justified has been recently raised.

Marek Tull

Member of the board VKG Energia

If wood is no longer considered carbon-neutral, Estonia will be
facing a great challenge in replacing the use of wood with other
renewable sources. It is clear that in addition to uncontrollable
renewable energy, any systems also need stable and controlla-
ble sources and therefore fossil fuels, particularly natural gas
will still have an important role.

Unlike 2020, when the prices of electricity were low and the average air

temperature in Estonia was at a record high level, 2021 was favourable for

the business of heating and power plants.2021 was a cold year,the average

ambient air temperature during the heating season was -0.9 °C, which was
3.3 °C lower than in 2020. During 2021,VKG Soojus sold 297 GWh of heat
to customers in its service area.Due to the heating period being colder than

usual,20% more heat was sold than in the previous year.
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The Group’s production of heat and electricity and steam

GWh
474
2018
446
2019
409
2020
. Electricity Heat Steam

Energy for over 30,000 clients in Narva, Narva-Jéesuu and Sillaméae

The sale of electrical power and network services is handled by VKG’s

north-east Estonian subsidiary VKG Elektrivorgud.The company’s

service area includes Narva, Narva-Jddesuu and Sillamae.

In 2021, the company distributed 253.9 GWh of electricity.
Compared to 2020, the volume of network services to clients
grew by 5.6% in 2021. Consumption volumes grew in all the
client groups. Consumption by corporate clients was primarily
influenced by the fact that the anti-coronavirus measures were
more lenient than in the previous year.

VKG Elektrivorgud sells electricity in the free market on the
basis of price packages developed by VKG Elektrivorgud or in
the form of general services to clients who consume electricity
without an electricity contract. Compared to 2020, the electric-
ity sales volume grew by 8.2% in 2021. The exchange prices of
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electricity grew in leaps in 2021 and the realisation of electricity
was therefore significantly higher than in 2020. The company
sold 110.9 GWh of electricity in 2021.

Every year, VKG Elektrivorgud invests considerable amounts
into the maintenance of power lines, substations and other
equipment, thus increasing network reliability and reducing
network losses. In 2021, VKG Elektrivérgud commissioned new
installations and reconstructed existing installations for 1.8
million euros. The enterprise pays great attention to electrical
safety and constantly holds further training courses of its em-
ployees.



O

shale chemicals

Unlike other processors of oil shale,VKG uses the entire potential of oil
shale.The organic part is used for producing very expensive chem-
icals with a purity level of over 99%, which are used in cosmetics,
pharmaceutical, tyre and electronics industries. End users include
renowned companies such as Schwarzkopf, Lexus, Samsung, LG.

In 2021, we produced 2,224 tonnes of fine chemistry and phe-

nol products, which the company sold to clients both in Estonia
and abroad. VKG's chemistry products were mainly sold to the
UK, Indian, Italian, Belgian and US markets. In the sales of phe-
nol products, we continued at positions achieved in the previ-
ous year, fulfilling long-term supply contracts and also conclud-
ing new ones.

23

Oil shale chemistry can be divided into two groups: oil shale
chemicals (alkyl resorcinol fractions) and fine chemicals. The
first group is widely used in rubber and plywood industry, the
production of moulded forms, etc. The second group includes
products with a high level of purity, which are used in cosmet-
ics, perfume manufacture, and electronics. The main field of ap-
plication of fine chemicals is the synthesis of medications and



the manufacture of hair dyes. For example, fine chemicals pro-
duced in Estonia can be found in the products of such compa-
nies as Keune, Estel, and Schwarzkopf. Besides, they are used
in the process of production of liquid crystals for LCD monitors.

Oil shale phenol fractions are used in the form of resin adhe-
sives in the tyre, plywood, and oil industries and in the process
of manufacture of tyres with high durability level (Goodyear,
Pirelli and Bridgestone) as well as in the manufacture of Lexus
and Toyota spare parts.

The production of fine chemicals contributes to the develop-
ment of the national economy and oil shale industry since they
are manufactured from the by-products of oil shale processing.
Extensive research and development expenses as well as mar-
keting expenses still remain a challenge in the oil shale chemi-

cal industry. The obligation to register chemical substances in
accordance with the European Union REACH Regulation also
entails significant expenses.

The chemistry market is generally a large and not easily com-
prehensible sector of industry which is significantly affected by
volatility. In connection with this, long-term contracts have be-
come a thing of the past. As dependence on what is happening
in the raw material and logistics markets is very strong, con-
tracts are increasingly concluded for short periods —a month, a
quarter, half a year. If the Suez Canal is closed for a week, chaos
immediately ensues in the chemical raw material market as well
as other raw material markets in general. Thus, logistics solu-
tions affect the price and the length of the supply chain.

More information about fine chemicals is available here

www.finechem.eu

The sales of VKG Qil’s phenol products fully corresponds to the produc-

tion capacity, i.e.everything that is produced is sold.The demand for our

products is actually higher than we are currently producing.

The benchmark product for us is resorcin. Fortunately, it market
price is currently at a level which ensures that our products are
competitive. This in turn means that we have to carefully mon-
itor this market and, if necessary, react in time, as the trends
in the resorcin market have a direct impact on the sales of our
phenol products. In addition, we have change the sales struc-
ture of phenol fractions — while we previously focused on crude
phenols, we now sell products from the same raw material that
have been given added value in the course of the production
process, such as Rezol and Honeyol, which are included in the
rubber resin recipes of our clients. The demand for these prod-
ucts is strong and Asia is the main sales growth area, with near-
ly 90% of our phenol products going there.

Nikolai Petrovits

Member of the board VKG Qil
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Limestone production

VKG’s lime factory operates since summer 2014.The factory uses

limestone from Karinu quarry, which is used to produce lime neces-

sary for the operation of the desulphurisation device.

Semi-coke and generator gases deriving from the production

processes of shale oil are used to get energy for decarbonisa-
tion. Both the purified char gas and the mixture of semi-coke
and generator gases can be used in the operating process. To
mix and dose gases, a modern mixing unit has been built. It was
developed by Viru Keemia Grupp and is a unique solution devel-
oped in Estonia for limestone production.

In 2021, we produced 26,951 tonnes of lime , all of which was
used in the process of capturing SO2 from flue gases. The av-
erage content of free lime is the finished product grew by 1.5%
from the previous year, reaching 76.1%. The OEE of the lime
factory grew by 4%, reaching 76.1%. The improvement of the
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quality and the increase in the quantity of the produced lime
has reduced the overall consumption of lime in VKG Energia’s
desulphurisation devices. This allowed us to save on purchases
of additional lime quantities.

The lime factory's production capacity fully covers all the cur-
rent and future needs of VKG and also provides an opportunity
to sell a certain amount of limestone to consumers outside of
the Group. Some of the products of desulphurization found use
in agriculture. The product complies with the quality require-
ments set for lime fertilizers in the Fertilizers Act, which is also
proven by a certificate issued to the company.



Special projects

The Group’s subsidiary Viru RMT is an engineering and project man-
agement centre with diverse know-how operating in the international
market.The company has several decades of experience and offers
repair and assembly services as well as the production,installation and
maintenance of metal structures and metal components.

Areas of activity of Viru RMT

* electrical works from the lamps in the ceiling to transforming * maintenance and repair of lifting equipment, and lifting works;

substations; « project management for the performance of integral techni-
* design, production and installation of technical equipment; cal solutions

* automatic management systems design, software develop-
ment and installation;

* installation and repair of control and measuring instruments;
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Main projects launched and implemented in 2021

* VKG Oil'smonitoring system of flue gases from the generator

gas distillation equipment (Opsis);

* Modernisation of VKG Oil's railway loading facilities;
* Nitrogen breather system for VKG Qil's containers;
* Production and delivery of equipment to Hamar ehf Iceland;

» Design and construction of 6kV land cable lines for Tbhawt

Manufacturing OU;

* Design and construction of 6kV land cable lines for East-

man Specialties OU;

* Renovation of the Roela 110 kV substation of Elering AS
into a compact substation;

» Stage 1 of the renovation of the street lighting infrastruc-
ture in the City of Narva-Jdesuu.

An overview of the works performed is available on the homepage of Viru RMT

www.virurmt.com

THE ICELANDIC
PROJECT

Viru RMT already had a positive experi-
ence from previous cooperation with an
Icelandic company, so that a good repu-
tation and the cooperation partner's rec-
ommendation opened doors and laid the
ground for launching a new project with
another company. It was a unique project
for Viru RMT - we had to make, deliver
and assemble equipment for a geother-
mal power plant in Iceland. In terms of
technical capabilities, Viru RMT would
be able to carry out such a project inde-
pendently, but as the scope of the work
was very large and delivery terms were
short, subcontractors were also engaged
in order to comply with the terms. The
main challenges in the project included:

» performing very large-scale works in a
short time, about 400 tonnes of prod-
ucts in six months;

* some products are very big (over 8
metres), so that a part of the assembly
work has to be done at the port, fol-
lowed by loading on ships.
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RECONSTRUCTION OF
A SUBSTATION

The reconstruction of the Roela 110 kV
substation, in the course of which the
switchgear and the building of the old
substation had to be demolished, after
which a new 110 kV switchbay and a new
control building were designed and built.
This project was carried out in cooper-
ation with EPCM Consulting. It was an
important project for Viru RMT, but not a
novel one, as the team has been perform-
ing similar works for several years by now.

RECONSTRUCTION OF
STREET LIGHTING

The reconstruction of street lighting in
Narva-Jéesuu, Olgina, Soldina, Kudrukii-
la, Sinimde and Vaivara was one of the
important and large-scale projects. In
the course of this project, more than
1,000 new lights, 8 km of mainline cables
and 16.5 km of new air cables were in-
stalled. Viru RMT carried out the project
in cooperation with EPCM Consulting
OU. The team of Viru RMT has previously
performed similar works in the course of
construction of the J6hvi promenade and
the Sillamae traffic junction.



~CONOMIC

environment

2021 was a year of recovery from the shock of COVID-19 in the economy
of the world.Although COVID-19 still affected our everyday activities, the
overall economic activity improved in a surge thank to the rapid dissem-
ination of vaccines and the money-printing of central banks.

While the global economic growth of -3.3% in 2020 was ac-
cording to the World Bank the lowest since the end of World
War I, the global economic growth of 5.5% expected for 2021

tends towards the other extreme on that diagram. The global
economic growth was last more rapid in 1972 and 1973 when
it was similarly to today driven by a rapid increase in the prices
of energy carriers.
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The small and open Estonian economy raced at an even faster
pace in 2021. According to Statistics Estonia, Estonia’s gross
domestic product (GDP) made the fastest leap in the past 15
years: 8.3% (2020: -3.0%). As the growth of the average gross
salary of 6.9% (2020: 2.9%) remained near the average level of
recent years, it was for the first time in 10 years lower than the
GDP growth. The salary increase is expected to continue to ac-



celerate in 2022, but economic growth forecasts are tentative
due to the war started by Russia in Ukraine.

VKG's financial results are influenced the most by what is hap-
pening on the global oil market. The rapid growth in the overall
economic activity also restored the demand for fuels, but as
OPEC+ increased the supply of oil carefully and it takes time for
the US shale oil producers to recover from the crisis, the prices
of fuels mainly moved up in 2021 on the backdrop of limited
supply and growing demand. The year started with the Brent
price of 51 $/bbl, reaching the peak by the end of October at
86 $/bbl. News of the spread of the new and particularly con-
tagious Omicron strain brought the price of crude oil back to

around 70 $/bbl by the beginning of December, but as a result
of aleap made in the last week of the year, Brent ended 2021 at
the level of 78 $/bbl. The average price of the year was 71 $/bbl,
which was 65% higher than in the previous year of the crisis.

VKG sells most of the produced oils on the basis of the price of
fuel oil with 1% sulphur content. Compared to the Brent crude
oil, the 1% fuel oil market is less liquid and the price of fuel oil
may move differently from Brent, depending on the ratio be-
tween supply and demand. As VKG's expenses are denominat-
ed in euros, the company's results are also influence by the US
dollar rate. Thus, the Group's results are best characterised by
the following fuel oil price curve.

€t 2020 average 236 €/t 2021 average 378 €/t
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As can be seen from the above diagram, the price of the 1%
heating oil also rose notably in 2021, starting the year at the
level of 260 €/t and ending it as the level of 420 €/t. The year's
average price of heating oil was 378 €/t, which was 60% higher

than the year before. Compared to Brent, the increase of the
average price of heating oil was a tad smaller, mainly due to the
weaker dollar exchange rate, with was 1.8 on the average (2020:
1.14).

VKG’s economic results are largely dependent on the impact of the external

environment in three areas:

1. shale oil as VKG's main product competes with other
types of fuel in the globally open raw materials market
where prices are volatile and beyond the Group's ability
to influence;

2. the availability of the oil shale resource as VKG's main
production input depends on regulative decisions;
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3. the regulative environment on the global, Europeal Union
(EVU) and national level has a significant effect on the ac-
tivities of VKG through various environmental regula-
tions and rules.
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Income statement
In thousands of euros

cators

2018 2019 2020 2021
Sales revenue 208 924 256763 207 841 285523
Cost of goods sold -170 362 -215743 -216 077 -275972
GROSS PROFIT 38563 41020 -8236 -9551
Marketing expenses -5841 -5304 -5548 -5232
General administrative expenses -9724 -11123 -11179 -12 631
other business earnings 12225 20595 40942 66 106
Other business expenses -853 -2140 -1232 -1616
BUSINESS PROFIT 34370 43047 14747 56 178
Total financial income and expenses -6 901 -6 077 -4 424 -1859
PROFIT BEFORE INCOME TAX 27 469 36970 10323 54319
Extraordinary expenses
Income tax -560 -293 -244 -4 532
NET PROFIT FOR THE REPORTING YEAR 26 909 36677 10079 49787

The Group's 2021 consolidated sales revenue increased by
37% compared to the previous year. The turnover growth main-
ly stemmed from the world market fuel prices recovering com-
pared to the previous year of the crisis. However, the production
of both shale oil products and electricity decreased in 2021

Investments

(-2% and -8%, respectively) due to the diminished working time
of the Petroter plants. In conclusion, we can be satisfied with
the financial results of 2021, as the improved market conditions
allowed the company to earn a net profit of 49.8 million euros.

In 2020, in the conditions of the COVID-19 pandemic and the oil market crisis, the Group
reduced the volume of investments to 14 million euros.The volume of investments grew

again in 2021, reaching 23.9 million euros, being 68% higher than last year.

The estimated volume of the project in 2022 will be 12 million
euros. The remaining 24 million euros of investments will be
divided into investments into ensuring the Group's reliability
in the amount of 18 million euros, development investments in
the amount of 5 million euros and investments into the environ-
ment and work safety in the amount of 1 million euros.
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Investments into reliability

Investments into reliability made up 16,4 million euros of that,
including 3.8 million euros on the replacement and renewal of
depreciated mining machinery in VKG Kaevandused, under-
ground drifting investments in the amount of 3.7 million euros,
investments related to major oil factory repairs in VKG Qil in the
amount of 4.7 million euros, and the various reliability projects
of VKG Energia, VKG Soojus and VKG Elektrivdrgud 2.4 million
euros in total.

Development investments

In millions of euros

2018 5,3

2019 6,3
2020 1.6

2021 6,3

Development investments amounted to 6,3 million euros, the
largest of which included VKG Qil's reconstruction project of
Petroter | in the amount of 3.7 million euros, VKG Oil's other
projects in the amount of 0.7 million euros, VKG Energia’s 0.5
million euros, and VKG's IT developments in the amount of 0.7
million euros.

Environmental and occupational safety investments

In millions of euros

2018

2019 5

2020 e———— 0,9

2021 eos————— 0,8

Environmental and occupational safety investments amounted
to a total of 0,8 million euros, of which the various environmen-
tal projects of VKG Oil and VKG Kaevandused made up 0.4 mil-
lion euros each.
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The planned volume of investments in 2022 has been raised to 36 million euros,
mainly due to the Petroter | reconstruction project started in 2021.

Balance sheet volume
In thousands of euros

2018 2019 2020 2021
ASSETS
Current assets 108992 149819 158 936 198 028
FIXED ASSETS 613 357 568 980 511395 817 909
TOTAL ASSETS 722 348 718 800 670331 1015937
LIABILITIES AND EQUITY
Total current liabilities 172 469 76 640 51435 76 586
Total long-term liabilities 44 673 128 877 102 191 27 334
TOTAL LIABILITIES 217 142 205517 153 626 103920
Total equity 505 206 513283 516 705 912017
TOTAL LIABILITIES AND EQUITY 722 348 718 800 670 331 1015937
Balance sheet
In millions of euros

511 212
2018 722
518 201
2019 719
517 153
2020 670
912 104

2021 1016

. Equity . Obligations
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ramework

The more important developments in the legislative environment

which influence VKG’s competitiveness were the following in 2021.

The COVID-19 pandemic

The emergency situation established by the Government in
2020 in connection with the COVID-19 pandemic continued
also in 2021. Special measures set forth in the Emergency Act
were applied during that period. Even at the relatively high lev-
el of vaccination at the company, the quarantine rules had an
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impeding effect on the continuity of production processes due
to the long absences of employees. VKG made a proposals to
the Government of the Republic to alleviate the quarantine re-
quirements.



In addition, an amendment to the Occupational Health and
Safety Act entered into force from 1 January 2021, pursuant
to which employers were obligated to pay sickness benefit to
employees from the second to the fifth day in the period of 1
January to 30 April. This entailed an additional expense for the
company.

The specification stipulated in the Fiscal Marking of Liquid Fuel
Act allowing undertakings that hold an extraction permit to use

The EU Climate Law

In December 2019, he European Commission approved the Eu-
ropean Green Deal, the aim of which is to apply political, eco-
nomic and social measures in order to achieve carbon neutrality
in the European Union by 2050. In December 2020, the repre-
sentatives of the Member States agreed on an increased inter-
im Green Deal objective for 2030, raising the greenhouse gas
reduction goal from the former 40% to 55% compared to 1990.
The EU’'s Climate Law entered into force in July 2021. No indi-
vidual objectives were established for the Member States and
they bear solidary liability for achieving the established goals.
By 2020, Estonia had reduced greenhouse gas emissions by
more than 70%. It can be presumed that the need to achieve
the goals of the EU Climate Law will entail a pressure to reduce
the offering of the EU Allowances (carbon credits) to the under-
takings included in the area of regulation of the EU Emission
Trading System, which will increase the price of carbon credits

The Fit for 55 package

A package of draft legal acts necessary for achieving the
EU’'s 2030 goal of reducing greenhouse gas emissions (-55%
vs 1990) was published in July 2021. The plan is to adopt the
package during 2023. Upon entry into force the package will
force the reorganisation of production and consumption in Es-
tonia.

In its published form, the package will impair the competitive-
ness of the Estonian shale oil industry in the global fuel market.
The increased expense of the CO, quota tax entails a higher
variable cost of production. It is notable that the price of a CO,
emission credit which companies have to pay nearly tripled in
2021, to 90 euros per tonne, exceeding the 2030 price level
foreseen in the impact assessments of the European Commis-
sion manyfold. Analysts have forecast that the price of the car-
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specific-purpose diesel fuel in mines and ash deposit sites was
extended by a year (until 30 April 2023). Over the four years as
of 1 May 2023, a gentle restoration of the fuel and electricity
excise rates to the pre-crisis levels is foreseen. Considering
the fact that fiscally marked diesel fuel is intended for industrial
machinery that does not drive on public roads, we made a pro-
posal to the legislator to continue the excise specification also
after the end of the emergency situation.

&l3

in the Trading System.In its published form, the package will im-
pair the competitiveness of the Estonian shale oil industry in
the global fuel market. The increased expense of the CO, quota
tax entails a higher variable cost of production. It is notable that
the price of a CO, emission credit which companies have to
pay nearly tripled in 2021, to 90 euros per tonne, exceeding the
2030 price level foreseen in the impact assessments of the Eu-
ropean Commission manyfold. Analysts have forecast that the
price of the carbon credits will be 80 to 120 euros per tonne by
2030. Considering that the EU Emission Trading System is not a
free market, but an administratively shaped and controlled tax
measure, we made a proposal to the Government of the Repub-
lic to replace the former difficult-to-control system with a tax
system which is more clearly predictable for undertakings and
in which the credit price would be fixed.

bon credits will be 80 to 120 euros per tonne by 2030. Consid-
ering that the EU Emission Trading System is not a free market,
but an administratively shaped and controlled tax measure, we
made a proposal to the Government of the Republic to replace
the former difficult-to-control system with a tax system which
is more clearly predictable for undertakings and in which the
credit price would be fixed.

.Fit for 55" is a massive 12,000-page legislative proposal the
most important provisions of which that have an effect on the
activities of VKG are the following:

1. Changes in the emission trading system (ETS) - the emis-
sion trading system continues to be the main tool for imple-
menting Europe's green policy and is based on the taxation
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of CO, emissions of selected economic sectors. Estonia’s
shale oil production is also included among these sectors
that have to pay tax into the European Union treasury for
CO, emissions. As shale oil competes with other oil prod-
ucts in the global market, the establishment of a tax burden
on carbon would render shale oil unable to compete com-
pared to producers outside Europe who do not have to pay
tax for carbon emissions. Shale oil production is therefore
included among production sectors with a risk of carbon
leaks and producers are issued free of charge CO, quotas
in order to maintain their competitiveness. The proportion
of the free of charge quotas varies from year to year and
as the average over the past four years, VKG has been is-
sued free of charge quotas in the extent of about 80% of
the emissions. This means that 20% of the emissions have
to be covered with quotas bought from the market. Consid-
ering the CO, price rise that we saw in 2021, VKG's annual
tax burden has risen from the former 8 million euros to 20
million euros and there is absolutely no clarity as to how rap-
idly this will continue to grow in the future. The steep CO,
price increase was caused by the proposal made by the Eu-
ropean Commission in the Fit for 55 package to reduce the
overall amount of the free of charge quotas to be issued in
2021-2030 by the average of 4.2% a year. The reduction of
the quota supply is supposed to take the CO, price up and
that in turn is supposed to reduce emissions, as companies
would be looking for solutions to reduce the CO, expenses
or, if they cannot do that, the weaker ones will die out and
the demand will decrease as a result. The presentation of
the proposals caused CO, price to rise rapidly in 2021 and
this was taken advantage of by speculators who discovered
that it is an investment opportunity with a guaranteed yield.
In total, the CO, price nearly tripled in 2021, rising from 32
euros/t at the beginning of January to 89 euros/t during the
cold period at the beginning of December. This increase is
multiple times more rapid than any impact assessment or
analysts could forecast even at the beginning of the year.
In theory, the rapid CO, price increase should have steeply
reduced emissions, but in reality the emissions grew every-
where in Europe in 2021 due to the economic activity recov-
ering after the corona crisis. It can therefore be concluded
that the current ETS does not fulfil its purpose, because
emissions grow despite the CO, price rise. In addition, the
unpredictability of the ETS means that companies lack
clarity as to how quickly the CO, price rise will render them
insolvent and whether it is worth making any investments

into reducing their footprint. Thirdly, the steep increase
in the CO, tax burden has through soaring energy prices
reached the end consumers who suffer the most because
of that, while speculators and politicians who distribute the
collected money at their own discretion reap the profits. As
the current system has turned out to be unpredictable and
uncontrollable, VKG made a proposal to the Government of
the Republic to replace the current complex ETS with a sim-
ple transparent and predictable carbon tax which would al-
low companies to assess the feasibility of investments into
reducing the CO, footprint and would not allow speculators
to get rich on account of the green policy. The Government
understands the problems, but admits that it is not able to
control the process, as the steering wheel has been given to
the European Commission.

2. Increased CO, removal targets - in addition to the reduction
of emissions, a proposal was also made to increase the net
removal of greenhouse gases (GHG) in the EU's forestry and
land use sectors (LULUCF) to at least 310 million tonnes of
CO, equivalent by 2030. Estonia received a proposal to in-
crease the net removal of GHG from the former 0.7 million
tonnes to 2.5 million tonnes by 2030. Such a goal is clearly
disproportionate for Estonia and would mean a rapid con-
traction of the Estonian forestry sector by at least a third.
This proposal influences VKG through the proposed bio-
products production complex investment project. Although
the said production complex would entail capturing 0,46
million tonnes of CO, equivalent into bioproducts, making
the investment would be impossible if a decision is made to
abruptly reduce felling volumes in order to achieve short-
term goals by 2030, as there would be no raw material in
the market to supply the production complex. Considering
the overall wellbeing of the Estonian nation, VKG has made
a proposal to the Government of the Republic to reject the
GHG net removal targets for 2030 that have been assigned
to Estonia.

.The Fit for 55" package also contained many other proposals
that would have a direct or indirect effect on the activities of
VKG (among other things, the replacement of free of charge
quotas with a carbon border adjustment mechanism, more
economic fuels in marine transport, etc.). The impact of those
proposals on VKG is currently difficult to assess, but it is clear
that those proposals rather impair the competitiveness of the
Estonian shale oil industry on the global fuel market.
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As a part of the legislative package, a proposal for the wording
of the LULUCF Regulation is made, obligating Estonia to bind
2.5 million tonnes of CO, equivalent in the forestry and land use
sectors by 2030. This goal is clearly disproportionate for Es-
tonia and would mean the contraction of the Estonian forestry
sector by more than a half. The forest management and envi-
ronmental protection objectives would in essence be replaced
by the objective of achieving the CO, targets.

In the coming years, VKG is planning to invest in a bioproducts
production complex which will entail binding 0.46 million tonnes
of CO, equivalent into products. The planned project cannot be
implemented, if itis not possible to valorise Estonia’'s renewable
forest resource due to the fulfilment of climate goals. VKG has
made a proposal to the Government of the Republic to reject
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the wording of the LULUCF obligation to be placed on Estonia
and to support the management of Estonian forests, aiming at
a reasonable management of forests.

The Riigikogu approved the fundamental positions of the Gov-
ernment of the Republic for negotiating the package only at the
beginning of 2022. Regrettably, the positions of the Govern-
ment of the Republic did not take into account the proposals
made by VKG and the Estonian Chemical Industry Association
and other professional associations and primarily the need to
shape Estonia’s positions on the basis of a thorough impact as-
sessment and substantive inclusion. The Fit for 55 negotiations
will last until the second half of 2023. The plan is to achieve
political agreements on Fit for 55 at the EU Council level in the
summer of 2022



In shaping its environmental policy,VKG places great value on social

responsibility and understands that environmental impact manage-

ment is a prerequisite to sustainable development.We have created

an integral and systemic approach to environmental issues, which is

in accordance with European Union and Estonian legal acts as well as

the environmental requirements arising from the Best Available Tech-

nology (BAT) framework documents.

All VKG's production units are in conformity with environmen-
tal requirements, but we are still constantly looking for ways to
optimise processes and reduce the production footprint. Our
aim is to make full use of the potential of oil shale in accordance
with the principles of a circular economy with the smallest pos-
sible footprint.

In 2021, the European Green Deal was in the focus of environ-
mental activities and Estonia also presented its framework po-

Environmental areas of activity in 2021

REDUCTION OF THE EMISSION OF
ODORIFEROUS SUBSTANCES

As the largest Estonian shale oil producer, our activities have
an effect on the surrounding environment and the local com-
munity. In planning our activities, we rely on the odorifer-
ous substance reduction action plan. In 2021, we launched
the project of reconstruction of the Petroter | shale oil plant.
The project includes the installation of a new flue gas util-
isation boiler and an electrical filter, which will significant-
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sition on the matter. The Group had the opportunity to provide
its shale oil sector input into the development of the position,
which was partly taken into account in the final document. We
also participated in various EU initiatives, including the prepa-
ration of the European Climate Law, the carbon border adjust-
ment mechanism, the planned changes in the greenhouse gas
trading system, etc.

ly reduce the impact of VKG's production activities on am-
bient air quality in the City of Kohtla-Jarve and its vicinity.

GREENHOUSE GASES

The 4th period rules of the EU carbon credits trading system
entered into force in 2021. On account of an increase in the
2019 and 2020 production volumes and a change of method-
ology, we proved an additional 316,000 free of charge carbon
credits.



MINERAL EXTRACTION PERMITS

VKG Kaevandused filed an application for the amendment of
the environmental permit of the Uus-Kividli Mine. The company
wishes to increase the allowed maximum annual limit in the per-
mit from 2 million tonnes of oil shale to 5 million tonnes a year
and to change the mineral transport solution. The Environmen-
tal Board initiated an environmental impact assessment in April.
VKG Kaevandused OU and Enefit Power AS started to jointly
prepare an EIA programme at the end of 2021.

VKG Kaevandused submitted an application to the Environmen-
tal Board for the extension of the mining claim of the Ojamaa oil
shale mine to the Aidu and Kohtla mining fields and the Ojamaa
exploration field, which would increase the area of the mining
claim by 279.16 ha. As a result of the requested extension, the
active proved reserves of oil shale related to the mining claim
would be increased by 10,091,000 tonnes. In April 2021, the
Environmental Board initiated an environmental impact assess-
ment with regard to the requested activities. VKG Kaevandused
started preparing an EIA programme at the end of 2021.

A STUDY OF THE BEST AVAILABLE
TECHNOLOGY FOR SHALE OIL

Under the leadership of the Ministry of the Environment, the
preparation of a study of the best available technology for the
Estonian shale oil production commenced in 2021. VKG has
been participating in the workgroup preparing the study and
has submitted an input with regard to the effectiveness of the
technologies used in the Group. The process continues in 2022.

OIL SHALE INDUSTRY WASTE DE-
POSITORY

In autumn 2021, VKG started an attempt to landscape the oil
shale industry waste depository, in the course of which it is
testing the option of using stabilised wastewater sediments
from a neighbouring enterprise to plant greenery on the slope
of the depository.

In 2021, we invested 10.2 million euros in environmental projects and

increasing reliability and efficiency, of which direct investments in re-

ducing environmental impact made up 5.3 million euros.

Important activities in 2021 included having a say in shaping
Estonia’'s positions on Fit for 55, the extension of the Ojamaa
Mine, the assessment of environmental impact in the Uus-Kivid-
li mining field, and participating in the workgroup for the study
of the best available technology for the production of shale oil.
Priorities include the process of conducting a strategic envi-
ronmental assessment of the special spatial plan for oil shale
industry waste and the special spatial plan for the bioproducts
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production complex. We also have to critically assess the effect
of the opening of the Industrial Emissions Directive on our en-
vironmental activities.

In the coming years, VKG's development and environmental ac-
tivities will continue to be focused on efficiency, waste reuse,
reduction of air emissions, and projects related to the climate
neutrality policy.
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The Group’s subsidiary Viru RMT

market. The company has several
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decades of experience and offers

repair and assembly services as well as the production,installation and
maintenance of metal structures and metal components.
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The planned product range would include cellulose, soluble cel-
lulose and tall oil. Demand for products made from such envi-
ronmentally friendly materials is growing rapidly on the world
market. The planned complex would use the most modern and
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flexible KRAFT technology, which involves a chemical process-
ing of wood and is today the best available technology for pro-
ducing cellulose, using both coniferous and non-coniferous
wood.



Kuigi plaanitava Vi
asukoht, Liganuse|

VKG sees a need to add value to the currently exported wood
here. Estonia has the necessary wood resource 80% of which is
currently exported to the Nordic countries in the form of paper
wood and wood chips. Estonia needs a modern bioproducts
plant for adding value to low-quality wood and Ida-Viru County

Kristen Michal kiidab VKG plaani heaks: ainult
parituult purjedesse teile! (7

Aripdev =

Kl arid  westor  Baadi  Arvamun

VKG juht tssllulcositehasest: oleme
valmis Kpuni minoma

i

Vallavamem VKG st Sbelsht VIO plaanidest

When we manage Estonian forests, the value which we would
get from the managed forest would be added in Estonia to the
largest possible extent, which means that we should develop
adding value to wood locally. And when it develops in a way that
it keeps up with our new technologies and takes into account
different environmental conditions and creates new jobs in
Ida-Viru County where the level of unemployment is very high, it
is doubtlessly a rather positive phenomenon.

Tonis Molder

Minister of the Environment, July 21st 2021

40

1114 Majandus Irwesteer Tehastooglasr Kinnisvara Energla Kuldmana @ Q

has the preconditions for establishing such a new production
facility. A bioproducts production complex would help take a
step forward towards diversifying the economy of Estonia and
Ida-Viru County and achieving the environmental goals.

"

Majandus  sédo Eesti Mocim Majondus Sport Arnvomus Kultuur TV Eli24 Tervis Veel -

wide Teadlased ja metsaomanikud: VKG
plaanitav tehas padastaks metsa
madanema jadava puidu




On 25 August 2021, the rural municipality of Liganuse initiated
a special spatial plan for establishing a bioproducts production
complex and by now the terms of reference for preparing the
special spatial plan and the strategic environmental assess-
ment intent have been determined. The special spatial plan
process is led by the rural municipality of Liiganuse and it will

take about three years. The earliest time of launching the com-
plexis 2027.

OFNa bloto@dete
hine |

For more information about this development project, please visit our homepage at
www.kg.ee/en/bioproducts/
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Plastic waste into o]

and gas

In seeking solutions not only to the problem of waste generat-
ed in the course of shale oil production, but also to the world's
biggest problem, Viru Keemia Grupp and Kividli Keemiatddstus
last year launched a joint project for turning plastic waste into
oil and gas. The plan is to adapt the processes used in shale oil
factories for processing plastic waste. Technologically, ash or
semicoke generated in the production of shale oil can be re-
used as a solid heat carrier in the plastic waste pyrolysis pro-
cess. Processing plastic waste into oil and providing it again as
raw material for the plastic industry is significantly more bene-
ficial and more environmentally friendly compared to burning
such waste. Thanks to the developed technology, the plant will
be able to process up to 130,000 tonnes of plastic waste a year;
the capacity will be limited by the availability of plastic waste in
the region and the cost of transporting the waste.

The joint project complies with the companies' principles of
sustainable production and contributes to the achievement of
environmental and circular economy related objectives.

By today, cooperation partners have conducted considerable
preliminary work, commenced applied studies and announced

42

Estonia’s annual volume of plastic
waste produced is over

/2,000

tonnes, which corresponds to 55 kg
per person

several international procurements for finding testing and
design partners. The project is supported by the European
Regional Development Fund via the Estonian Business and
Innovation Agency. At the earliest, the planned industrial exper-
imental plant could start operating in five years and help solve
the ever increasing plastic waste problem in line with circular
economy principles.



There are very many different plastics in circulation and their
use grows from year to year. It is impossible to mechanically re-
cycle all those plastics, plus many plastics lose their qualities
with each subsequent reuse cycle, meaning that they cannot
be indefinitely recycled. In our project, we shall only focus on
the pyrolysis of plastic waste — and not on pyrolysis together
with oil shale, as we wish to contribute to the circular economy
solution without using any additional fossil fuel. The strength of
the joint project lies in processing unsorted and contaminated
plastic waste and also using plastic waste that previously could

only be landfilled or combusted. Technologically, ash or semi-
coke generated in the production of shale oil can be reused
as a solid heat carrier in the plastic waste pyrolysis process.
Processing plastic waste into oil and providing it again as raw
material for the plastic industry is significantly more beneficial
and more environmentally friendly compared to burning such
waste.

Indrek Aarna

VKG's Head of Development Department

The 2022 development activities are
mainly focused on the following topics:

1. Continuing with the special spatial plan for the bioprod-
ucts production complex and initiating the preparation of
a draft design,

2. Developing the plastic waste pyrolysis technology with
Kivioli Keemiatoostus,

3. Developing renewable energy projects,

4. Analysing new business opportunities.

43



'T developments

In the area of IT, the Group mainly focused on ensuring the reliability
of existing programmes in 2021.The implementation of the approved

IT Strategy continued.

In 2022, the IT Department will replace the equipment of the
Group's core network, thereby increasing the data through-
put speed, the security of data transmission and the reliability
of the core network. By adding new equipment to the server
fleet, we will increase the resources of the fleet and continue
implementing the virtualisation strategy. We shall take into use
a new network drive array, which will increase the volume of the
Group's data storage capacity as well as the speed of data pro-
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cessing. By launching a new backup solution, we will increase
the sustainability of continuity and ensure a long-term secure
backup of the Group's data.

We shall also introduce a new high-end version of the cyber
threat prevention software, improve log administration and
continue developing the monitoring capacity in 2022.



VKG has been implementing an integral policy of social respon-

sibility and sustainable development for 13 years by now. In both

short-term and long-term perspective, the Group’s strategy in-

cludes sustainable development tasks in a period of changes in

the energy sources market and the interests of society.
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In strategic planning, we take into account risks and opportuni-
ties related to climate change and the transition to low carbon
emission energy production, including the European Union's
Green Deal and the Fit for 55 package.

The Group's overall strategy is based on strict requirements for
the environmental sustainability of production, social respon-
sibility, and occupational safety. We have mapped the ESG (en-
vironmental, social and corporate governance) objectives and
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focus on seven topics which we handle as a part of a consistent
process. One integral part of our sustainability strategy is the
responsible use and rational enrichment of natural resources.
We are aware that the extraction and production of any mineral
resources has an impact on the surrounding environment and
we therefore always strive to do more than prescribed by laws
or regulations.

SOCIAL RESPONSIBILITY AND SUSTAINABLE ACTIVITIES



Increasing the efficiency of the main activities

Production and occupational safety
Minimising the environmental impact
Energy efficiency and saving
Development of employee potential

Supporting regional development

Guiding principles
Openness and transparency
Honesty and correctness
Principle of acting responsibly

Compliance with international standards

Supporting initiatives and membership in
associations

We share the principles of the United Nations Global Com-
pact.

Our sustainable development objectives and areas of activity
are related to the UN Sustainable Development Goals.

We take into account the Partis Climate Agreement objec-
tives, the EU's Fit for 55, and the goal to achieve climate neu-
trality in the EU by 2050.

Participation in associations: Vastutustundliku Ettevotluse
Foorum (Corporate Social Responsibility Forum), Hoolime ja
Vastutame (Responsible Care), United Nations Global Com-
pact, Global Reporting Initiative

We integrate the principles of corporate responsibility into our organi-
sation culture: the prevalence of the safety of people, the environment
and the Group’s property,compliance with human rights, equality of
opportunities,and compliance with occupational ethics standards.

The Group's values - openness, commitment, development —as
an integral part of our business activities and consolidate the
interests of the Group and its employees. The values influence
the adoption of decisions, shape our reputation, and determine

our work principles.

Organisation culture values and principles that

support sustainable development:

Safety of people, the environment, and property
Working conditions based on respect
Attentiveness and respect towards colleagues

Equal and understandable requirements for all business
partners, compliance with business ethics standards

Responsible attitude towards assets

No corruption, conflicts of interest and misuse of inside
information

SOCIAL RESPONSIBILITY AND SUSTAINABLE ACTIVITIES



Cooperating with stakeholders
and supporting the region

Cooperation with stakeholders is aimed at achieving the
sustainable development goals and mapping the expectations
and joint interests of the parties. We have selected a number
of target groups whose interests are notably related to our
activities and may have a substantial effect on the fulfilment
of our strategic objectives. We place particular importance
on including the local community in the case of development
projects. The bioproducts production complex development
project initiated last year is a good example of inclusion, in the
framework of presenting which we held meetings with local
residents in various rural municipalities. Including the commu-
nity gives the developer valuable input and creates an oppor-
tunity for a mutual dialogue.

Viru Keemia Grupp is a good partner for local organisations
which help promote cultural, sports and education life in
the region. In 2021, we supported almost 30 initiatives and

Reporting

In preparing the report, we also share and apply the Oil and

Gas Industry Guidance on Voluntary Sustainability Reporting
(IPIECA/ API, 2016). The social responsibility and sustainable
development reports are available on the Group's homepage
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and the priorities of the stakeholders.

Since 2008,VKG prepares and discloses a report on

Viru Keemia Grupp constantly cooperates with stakeholders, holding
dialogues for the purpose of analysing the internal and external social
environment and taking into account the Group’s strategic objectives

projects with a total amount of 200,000 euros. Our focus is on
the local youth. The Group has a number of its own initiatives
aimed at promoting life in the region: the Five Schools Compe-
tition, the J6hvi Ballet Festival (in cooperation with the Johvi
Concert Hall), educational projects, e.g. STEM, and the cele-
bration of the Miners’' Day and the Chemists’ Day. Every year,
we support either the paediatric or the maternity department
of the Ida-Viru Central Hospital. The support is usually aimed
at acquiring medical equipment or improving the conditions
of patients. We also have various projects at the local govern-
ment level, particularly with the City of Kohtla-Jarve and the
rural municipality of Liganuse. There are also initiatives where
our contribution is non-financial — volunteer work day in the
City of Kohtla-Jarve, tree-planting, volunteer work day at the
Kiikla Orphanage, cooperation with blood centres, etc.

corporate responsibility which is in accordance with the
sustainable development reporting principles (GRI Guidelines)
of the Global Reporting Initiative (GRI).

at www.kg.ee/en/reporting/ under Sustainable Develop-
ment Report. We are currently preparing a report that covers
the results and progress of 2020 and 2021. The report will be
published in the 3rd quarter of this year.



Ouremployees

VKG feels great responsibility in supporting the development
of Ida-Viru County. Our aim is to offer our people stability and a
sense of security for the future, but this goal may not always be
achievable considering the volatility of the oil market.

Our employees are highly qualified and innovative specialists
who are dedicated and loyal in their work duties.

Our employees' national, gender, age and language diversity
places higher demands on us with regard to equal treatment,
engagement and notification. The uniform code of conduct de-
scribed in the personnel policy ensure honest and fair condi-
tions for everyone.
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With its 1,613 employees (1,612 in 2020),VKG is one of the
biggest employers in Ida-Viru County. Through the family
members of suppliers, cooperation partners and employees,
the wellbeing of the Group indirectly influences the wellbeing
of another several thousand people in the region.
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The average job tenure in the company is 10
years,and the longest job tenure has so far
been 55 years.

As at the end of December 2021, the Group
employed 1,246 men and 367 women.The
proportion of men is larger due to the hard
physical nature of work.




Efficient and motivated work is directly reflected in the eco-
nomic results of the enterprise. When paying our employees
for their work, we proceed from the situation on the labour mar-
ket in our area, the terms and conditions that are valid on the
salary market in different sectors, the level of responsibility of

The average age of our em-
ployees is 45 years.

The labour turnover rate was
10% of which voluntary turn-
over was 6%.

the employee, his or her skills, and other factors that can affect
the basics of wages accounting. The Group has established a
transparent performance pay system based on clearly defined
principles. Balanced working conditions and a fair remuneration
system ensure that our employees are motivated and loyal.

Nearly 900 employees are
in the age group of 35-54
years.

In 2021,14 employees of
the Group graduated from a
higher education establish-
ment, 11 of them from the
TalTech Virumaa College.

In 2021,186 new employees
started work and 173 left.

Expectations to the conduct of the employees are presented as rules and principles of conduct in

a single document titled ,,Code of Ethics and Operating Principles®

We recognise

We nurture
teamwork
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We foster and
develop young

future employees

We create a safe working

environment



The Group focuses on ensuring a constant flow of young new employees and

increasing the qualification of existing employees.

In autumn 2021, we launched
a project for new techno-
logical equipment operators
for VKG QOil. In an extensive
advertising campaign, we
recruited a group of trainees
who commenced studies
under the workplace-based
study programme of the
Ida-Viru Vocational Education
Centre and work as techno-
logical equipment operators
at VKG Oil. Those who com-
plete the workplace-based
studies will in 2023 be an
important addition to our
qualified employees.

In 2021, we focused more
than before on training the
Group's employees, establish-
ing our development priorities,
training plans and action plans
for developing internal training
instructors, in order to ensure
a systemic internal convey-
ance of professional compe-
tences as well as a readiness
to fulfil internal need-based
training orders. The develop-
ment of employees in order to
achieve new work techniques,
an efficient work organisa-
tion and a high management
culture continues to be our
priority also in 2022.

Focal points of our personnel policy

1. We value
We recognise

We support the team spirit

o © N

We foster and develop young future employees

We create a safe working environment

In 2022, the Group, in coop-
eration with the Unemploy-
ment Insurance Fund and the
Ida-Viru Vocational Education
Centre, contributes to an
advertising campaign for
putting together a group of
trainees for chemical process
operators, in order to ensure
the consistency of vocational
studies in a profession that

is important for VKG, but not
very popular.

Safe working environment

We registered 28 incidents last year, of which 10 involved se-

rious injuries, 12 light injuries and 4 required first aid. We shall

50

Occupational safety is one of the basic values of Viru Keemia Grupp.

TJAL
TECH

We continued paying schol-
arships last year via the
TalTech Development Fund
to students of applied higher
education, bachelor's, and
master's degrees. Scholar-
ships were awarded to seven
students who are acquiring
an education in the areas of
electrical power engineering
and mechatronics, Earth's
crust resources, environ-
mental, energy or chemical
technology or thermal energy
at the TalTech School of Engi-
neering.

We believe that all serious work accidents can be prevented,and we apply
the O accidents vision in our activities. In order to achieve that, we have formulated
four development areas: visibility of safety, safe conduct, learning, and indicators.

present a more detailed overview in the Sustainable Develop-

ment Report to be published in autumn.



\Vanagement

The executive management of the Group is the responsibility of the Man-

agement Board of Viru Keemia Grupp, which consists of five members.

Three Management Board Members — Ahti Asmann, Meelis El-
dermann and Jaanis Sepp —manage the activities of the Group
as awhole and are also Supervisory Board Members of subsid-
iaries. Two Management Board Members — Margus Kottise ja
Nikolai Petrovits — are the Managers of the strategically most
important subsidiaries of the Group. There were no changes in
the members of the Management Board during the year.

The Group’'s Management Board adopts all the important de-
cisions concerning economic activities and is tasked with rep-
resenting the enterprise. In all legal procedures of the Group,
an enterprise is always represented by two Management Board
Members together, whereas one of them must be the Chair or
Deputy Chair of the Management Board.

Ahti Asmann
Chairman of the

Management Board

Time of appointment

21.09.2015 06.03.2008
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Meelis Eldermann
Vice Chairman of the Board /
Technical Director

Time of appointment

The Management Board Members are paid a monthly remuner-
ation consisting of the pay for performing the duties of a Man-
agement Board Member and the pay for keeping business se-
crets and for respecting the competition prohibition. The duties
of the Management Board Members are stated in service con-
tracts signed with the Management Board Members. According
to the service contracts, the Management Board Members can
get additional monetary remuneration which is paid according
to the relevant decisions of the Supervisory Board.

Jaanis Sepp
Member of the Board /
Financial Director

Time of appointment
15.04.2016



Margus Kottise Nikolai Petrovits

Member of the Board / Member of the Board /
Member of the Board VKG Member of the Board VKG QOil
Kaevandused Time of appointment

26.04.1999

Time of appointment
09.05.2000

Legal structure as of 31.12.2021

VIRU KEEMIA GRUPP AS
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VKG OIL AS 100%
L VKG ENERGIA OU 100%
VKG KAEVANDUSED OU 100%
VKG LOGISTIKA OU 100%
VIRU RMT OU 100%
VKG SOOJUS AS 100%
VKG ELEKTRIVORGUD OU  100%
VKG INVEST OU 100%




General corporate management

We believe that efficient general corporate management is the basis of good
business activities. Efficient general management allows the enterprise to work
smoothly,ensuring that everyone has a clear understanding of the distribution
of roles, obligations, rights and responsibilities.

The activities of the Management Board of the parent compa-
ny is supervised by a five-member Supervisory Board which
includes:

S\

Toomas Tamme Priit Piilmann Margus Kangro
Chairman

r
A

.\‘

j
‘-B

Ants Laos Elar Sarapuu

The composition of the Supervisory Board did not change
during the reporting period. The meetings of the Supervisory
Board take place once a month, as a rule, on the last Wednes-
day of the month.
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Audit Committee

Pursuant to the Authorised Public Accountants Act of the Re-
public of Estonia, VKG is considered to be an entity subject to
the public interest and is thus required to have an Audit Com-
mittee.

According to the Statutes, the Audit Committee is an advisory
body for the Supervisory Board of VKG in the fields of accoun-

Shares and share capital

As of 01.01.2022, the nominal value of the share capital of VKG
was 6,391,164.21 euros. There were no changes in the share
capital in the years 2008-2021. VKG's shares are not noted on
the securities market.

tancy, auditing, risk management, internal audits, supervision
and budgeting and the legality of activities. The members of the
Audit Committee of VKG are Ants Laos (Chair of the Commit-
tee), Priit Piilmann, Margus Kangro and Elar Sarapuu.

The Group has four shareholders with the following holdings as
of 31.12.2021:

« OU Tristen Trade 38,91%,

« 0OU Alvekor 25,49%,

+ 0U Revellis Invest 19,53%,

- 0U Sergos Invest 16,07%.

Risk management

The Management Board of the Group has the duty of shaping the risk man-

agement policy and supervising risk management at Viru Keemia Grupp.

The last review of the risk management report took place in the
4th quarter of 2020. The report covers the risks of various ar-
eas: strategic, operating, financial and compliance risks. Every
risk is assessed for its probability and impact: critical, condi-
tional, low-impact, low-significance and insignificant. Every risk

54

is assigned a responsible person and a hedging plan. The risks
are determined on the basis of the Group's most important tar-
gets, related to VKG's striving to value oil shale as much as pos-
sible and to process it as efficiently as possible.



Our risk management activities are:
* Riskidentification;
* planning the measures aimed at risk minimisation;

* risk monitoring and the check-up of the implementation of
measures aimed at risk minimisation.

The risk management objectives of Viru Keemia
Grupp are:

 to support the making of management decisions;

* to avoid or diminish any damages to the Group's assets and
reputation;

* toincrease the effectiveness of the Group's activities;

* to increase the efficiency of using the Group's resources
(capital, energy);

* to reduce occurrences of unexpected situations and to pre-

pare action plans and risk scenarios for such situations.

MARKET RISKS AND LEGAL RISKS

The sale of shale oil makes up % of the Group's net turnover
and therefore the risk of changes in the market prices of oil
and oil products is an inevitable part of the Group's activities.
The majority of sales contracts have been concluded on the
condition that the sale price of the product depends direct-

ly on the exchange prices of oil products. The rest of the
contracts depend indirectly on world market prices. The sale
price of shale oil may drop in connection with a decrease in
the world market price of oil and the weakening of the dollar. In
order to hedge the risk of price fluctuations in the oil market,
we use risk hedging instruments such as future transactions, a
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monetary reserve, constant monitoring of the market situation
and an up-to-date financial model, adjusted in accordance
with the strategic tasks.

The market price of the CO, quota and the number of quotas
allocated pose another important market risk. The consid-
erable price increase of the CO, quota places an additional
tax burden on oil production and the production cost of oil
production therefore rises higher than the market price of oil,
removing any prospects from the business.

The shale oil industry is a part of the EU oil refining and carbon
leak sector which is allocated free CO, quota. The trading rules
and the methodology of allocating free CO, quota are current-



ly known until 2025. The methodology to be used thereafter

is being developed. The decisions adopted in the European
Parliament and the Commission in the course of the Green
Revolution play an important role in ensuring the Group's eco-
nomic activities and competitiveness, as they can significantly
reduce the number of free CO, quota allocated to shale oil
production and increase the purchase price of the quota.

Risk hedging measures include the monitoring of regulations,
timely investments into reducing the CO, footprint, the pur-
chase of the needed CO, quota from the market, etc.

RISKS RELATED TO THE NATURAL
ENVIRONMENT

Since VKG is a representative of the processing industry

and a manufacturer of the fuel containing carbon, significant
environmental risks accompany the activities of VKG, which
manifest themselves both in oil shale extraction, boosting

its value, and marketing oil shale products. The goal of VKG

is to become a pioneer in this branch of industry and set an
example of how it is possible to resolve environmental risks
within traditional production in a smart and rational way, using
modern technologies. Within the past 15 years the Group has
made an investment in the total amount of 86 million EUR into
different environmental project, aiming at minimising its envi-
ronmental footprint. Investments has mainly been focused on
the efficient use of resources and the minimisation of accom-
panying environmental effects.

In addition to the minimisation of environmental risks that
accompany production activities, it is as important to talk pub-
licly about them as well as involve different interest groups into
the discussion of how to change things for the better.

OPERATING RISKS

Operating risks stem from deficient and ineffective processes
and systems as well as the insufficient competences or ac-
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tivities of people in managing the work processes. In order to
avoid operating risks, the Group has developed risk manage-
ment principles, various standards and management systems.
We understand operating risks to include technological and IT
risks as well as operating risks related to the external environ-
ment, such as those arising from clients and suppliers.

We pay great attention to risks related to occupational safety
and the working environment. All the Group enterprises im-
plement the respective systems for managing and monitoring
activities. We handle occupational safety risks on the principle
that prevention is more important than dealing with conse-
quences. The Group implements a system for registering
dangerous situations, which is accessible to all the employees,
partners and visitors to the production territory. An in-depth
analysis and timely elimination of registered dangerous situa-
tions has prevented several potential work accidents.

Relying on the experience from the previous year, we treat
widely spread epidemics and pandemics (e.g. COVID-19) as
a separate risk which may cause complex problems for the
enterprise:

* apossible effect on the employees’ health;

* an extensive spread of a disease may cause production
downtime;

* the measures taken to limit the wide spread of a disease may
cause a decrease in the demand for oil.

A special focus is on the management of the risk of fraud. In
order to reduce the threat of the risk of fraud and theft as well
as the threat of possible damage, we primarily concentrate on
preventive measures and increasing efficiency. We regularly
perform random checks and increase the efficiency of pro-
cess transparency. Great attention is paid to the detection of
cases of fraud and to the speed of responding to such cases.
The focus is on everyday work towards informing the Group's
employees and encouraging them to provide feedback, for
which purpose various operative channels have been created.



Combat
corruption

The fight against corruption has always been important for
the Group. VKG has identified three major risks of corruption
together with the methods used for hedging these risks:

* Giving bribes to achieve the interests of the Group
VKG is a responsible and transparent enterprise that has
established zero tolerance for corruption and bribery.

* Accepting bribes in the selection of suppliers and coop-
eration partners
The Group has established a procurement policy aimed at
avoiding skewed procurements and always choosing the
most favourable cooperation partner for the Group. Compli-
ance with the procurement policy is supervised by internal
audit via regular monitoring

* Conflicts of interest of executive employees in represent-
ing the interests of the enterprise
The Group has developed a procedure for submitting

Prevent

Ng the

risk Of

statements of economic interests, in the course of which
executive employees have to report their holdings and
connections in external companies. The members of the
Management Board are prohibited from competing in any
area of activity of VKG without the prior written consent of
the Supervisory Board.

There is a special confidential channel (vihje@vkg.ee)
functioning in the Group, which can be used by employees or
people outside of the Group to send a notice about various
violations related to the activities of the Group, let it be the is-
sues related to professional activities, corporate management
and corporate ethics, human rights, work organisation, social
aspects, industrial and environmental safety, protection at the
workplace, quality of goods and services, or any other issues,
including the matters related to corruption.

on of Possible

Conflict of Interests

The corporate management system of the Group incor-
porates a set of norms and procedures, which are aimed
at prevention of the conflict of interests between control
bodies within the Group.

If the conflict arises, there are certain mechanisms aimed at
implementing required measures for the complete resolution
of the conflict, and for creating the conditions that would pre-
vent the occurrence of such conflicts in the future.

The Internal Audit Service and other competent subdivisions
of the Group deal with the prevention of conflicts of interest
within the Group by cooperating with each other. In order to
prevent possible conflicts of interest, there are certain limita-
tions existing in the Group as well as the requirements for the

57

Council and the member of the Board. Management Board
Members are prohibited from competing with Viru Keemia
Grupp AS in its field of activities, unless having the prior con-
sent of the Supervisory Board.

Within the reporting year, no conflicts of interest between the
members of the Council or the Board occurred.

In order to avoid conflicts of interest, all Management Board
Members and middle-level managers of the business associ-
ations belonging to the Group are required to submit upon any
changes a declaration in the approved format, stating their
holdings in legal entities and/or membership in management
bodies of legal entities and/or activities as self-employed
persons.



—vents of 2027

January

Estonia’'s new coalition wrote in the coalition agreement that the world will be saved when the oll
shale industry packs up. According to the signed agreement, the aim is to end the production of
electricity from oil shale by 2035 at the latest and to entirely give up the valorisation of oil shale
by 2040. As the demand for our products continues to be high, we sell shale oil for export to the
global ship fuel market, the volume of which is forecast to grow by another 2.5 times in the coming
30 years. We also gain assurance from the fact that no extensive climate neutral alternatives are
foreseen in shipping in the nearest decade, and we still have oil shale resources for at least another
20 years. We plan to also valorise this resource over that time. We have taken the aim to explain to
leaders and decision-makers the risks entailed in ill-conceived decisions.

In the middle of January, Ida-Viru County was represented at the Five Schools Competition the
best students of sciences and natural sciences of the Johvi Upper Secondary School, who also
won the preliminary round.

February

The second month of the year greeted us with the starting CO, price spurt. Over the year, the CO,
quota price has tripled as a result of uncontrollable growth. The price of a CO, credit was about 30
euros at the beginning of the year and approximately 85 euros in December. Such a pace is not
sustainable. In the EU, Member States are discussing extensive electricity price mitigation packag-
es and cast doubt on the reasonability and sustainability of a system where the consumers’ money
goes to speculators in the emission trade system.

Regarding the COVID-19 virus, VKG wished to offer its employees all the available opportunities for
protecting themselves and their close ones and preventing the spread of the virus. We therefore
took steps to receive vaccines as a first priority.

58



59

March

A study was launched to determine the optimal buffer zone and time-limit for the performance of
explosive work in the vicinity of the permanent habitat and courtship area of wood grouse at Kiikla.
The Environmental Board gave its approval to a new monitoring methodology which is based on
acoustic study (analysis is based on recorded sound). Pursuant to the Ojamaa mineral resource
extraction permit, we have to perform an annual quantitative count of wood grouse at the Kiikla
permanent habitat. As of last year, we authorised the Environmental Agency to find an entity to
perform the monitoring and it is now covered under the national monitoring programme. For VKG,
this means that the monitoring of wood grouse will now be done as an integral part of national
monitoring.

April

In April, we focused on the topic of work safety from every angle and in every possible way. For the
first time, we held a Work Safety Month instead of a Work Safety Week. In the framework of that, we
organised various web seminars to discuss current issues, and announced competitions related
to work safety. At the end of the month, we held a substantive discussion round, ‘Can the injury
indicator be reduced to zero in a production company?'.

The Prime Minister of Estonia, Kaja Kallas, visited Viru Keemia Grupp during her first county visit.
Representative of the shareholders and the management of VKG took part of the meeting. At the
meeting, the parties discussed the coalition agreement clause concerning the termination of oil
shale valorisation, the regulations related to the sector, and the impact of the Green Transition on
the region and on the Estonian economy on the whole.

May

We started vaccinating the Group's employees and their family members regardless of their age
and of whether they belonged to any risk groups. In essence, we showed initiative and set an ex-
ample in this area. Things got really bad in spring and the epidemiological situation in our county
jeopardised not only the undisrupted provision of vital services in Ida-Viru County, but also our
people. Thanks to the responsible attitude of our employees, we managed to keep the pandemic
away from production and continued working in the ordinary mode.
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kood / Johvi

Your entrance to the world of ITI

@vkc

VIR KEEMIA GRUPP

June

Viru Keemia Grupp again took part in the corporate responsibility index survey held by the Corpo-
rate Social Responsibility Forum in order to obtain an assessment of the company's responsible
and sustainable activities also from external experts. Activities were assessed in three categories
in 2021: governance, climate and the environment, and society and the social environment. The
survey included 63 companies and 53 of these obtained a new badge. Our Group was awarded a
bronze badge.

Viru Keemia Grupp concluded a cooperation agreement with the Jdhvi Programming School in
order to contribute to IT education. We think it is extremely positive that the spread of digital ed-
ucation is picking up pace in Ida-Viru County which is primarily known as an industrial region. For
decades, VKG has been a supporter of specialised education, mainly focusing on encouraging the
local youth and offering broader education opportunities. This cooperation initiative is valuable for
both parties, as it benefits the future specialists as well as VKG as a future employer. One of VKG's
advantages is that it offers practical experience on site at a large industrial enterprise, thanks to
which students gain an understanding of applying the knowledge they are acquiring in actual pro-
duction processes.

Since 2003, the Group motivates the most successful TalTech students in acquiring needed pro-
fessions with scholarships twice a year. This way, we send a clear signal that we welcome young
purposeful specialists to join our Group.

July

Viru Keemia Grupp introduced its new development project ‘Estonia’'s Own Bioproduction'. We
started exploring a possibility of creating a bioproducts production complex in Ida-Viru County
by submitting an application to the Liganuse rural municipality for initiating a local government
special spatial plan. A bioproducts production complex would allow adding value to Estonian wood
locally, broadening the possibilities of developing wood chemistry and diversifying the economy
in Ida-Viru County. The proposed plant would add value to paper wood generated in Estonia and
produce bioproducts and renewable energy.

Our development plan drew active feedback from various experts, stakeholders, organisations and
communities — there was approval and support as well as neutral and anxious opinions. As the de-
veloper of the future production facility, we placed great importance on a constant and open dia-
logue with the local community and therefore held four public meetings in the subsequent months
— at the villages of Aa and Saka and in Kohtla-Nédmme and Kohtla-Jarve — in the course of which
we presented a more thorough overview of the planned facility, answered questions and received
important feedback.

The new development would create 250 direct new and well-paid jobs in the region. The estimated
investment volume of the project is 800 million euros and production would commence in 2027 at
the earliest.
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The EU climate policy assumed an even more ambitious aim: on 14 July, the European Commis-
sion announced a package of draft acts called Fit for 55, the goal of which is to set even higher
objectives with regard to reducing carbon emissions. According to the new ambition, all of the EU
should instead of 40% achieve a 55% reduction of greenhouse gas emissions compared to 1990.
The 3,200 pages of the document brought no clarity, instead raising even more questions and con-
fusion. Without agreed legal boundaries, the Green Transition would mean an insecure business
environment where no long-term decisions and investments can be made. The Estonian state has
to adopt its own climate policy positions, determine its boundaries and establish processes for
implementing changes.

August

In connection with the Green Transition, we have been more cautious in investing into oil produc-
tion. Viru Keemia Grupp made a decision to work more actively in finding eligible investment proj-
ects also outside the oil shale sector. For this purpose, we renamed the formerly non-operating
subsidiary VKG Diisel as VKG Invest and invited Sten Pisang to lead our investment activities. The
new companye is seeking investment opportunities outside VKG's traditional fields of activity and
does notinfluence VKG's investment strategy.

The Liiganuse rural municipality council approved the initiation of the special spatial plan for the
proposed bioproducts production complex of VKG. Two possible planning areas are located near
VKG's current production complexes. The local government special spatial plan will be prepared in
two stages. In the first stage, the possible locations of the production complex are compared and
analysed and the most suitable one will be selected. In the second stage, a more detailed solution
will be developed, such as the number of buildings, the exact location on the plan, etc. The special
plan process includes a strategic environmental impact assessment with regard to both potential
locations and the overall impact of the proposed production unit. An environmental analysis of the
combined effect with other production facilities will also be conducted.

On the Wisdom Day, 60 children of VKG's employees started school for the first time and were all
invited to the traditional school-bell party in Rakvere. Although we have suspended several of our
beloved traditional events in recent years due to the spread of the coronavirus, we decided that
children must have their party. We naturally applied various precautionary measures in order to
minimise the possibility of spreading the virus, and the very high level of vaccination in the Group
favoured the event.

September

We submitted a proposal to the parliamentary parties and the Prime Minister's Office to develop
the Estonian Climate Act that would express the social agreement necessary for fulfilling Estonia’s
climate goals. The Estonian state has supported the EU's climate neutrality goal and the incorpo-
ration of that into a regulation. In order to achieve climate neutrality, the entire social arrangement
of Estonia has to be thoroughly reorganised, including the reorganisation of and tax policy man-
agement in the areas of transport, waste management, construction, agriculture, energy, industry
and forestry. There is currently a legal vacuum in the area of climate neutrality in Estonia, which
urgently needs to be filled, as the fulfilment of the EU's climate policy goals requires the regulation
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of conduct in the Estonian society across sectors as well as the assignment of obligations to spe-
cific sectors.

The Climate Act would allow us to clearly and in detail stipulate Estonia's national and area-specific
climate goals, their timeframe, links to other acts, the EU law and international agreements, the cli-
mate terminology, appropriate and proportionate restrictions of personal rights and freedoms, the
rights and obligations in fulfilling the climate goals, and the necessary standards for ensuring the
fulfilment of the rights and obligations.

VKG takes part in the World Clean-up Day that was started in Estonia and has grown into an inter-
national movement in the course of which public attention is drawn to the global waste problem.
The team of VKG's employees contributes to improving the living environment in Kohtla-Jarve: last
year, we cleaned the Forest Park greenery zone and planted chestnut trees there.

We took another step towards making VKG's shale oil production waste depository green. We con-
cluded a cooperation agreement with our neighbouring company Jérve Biopuhastus, in the frame-
work of which we will test the reuse of stabilised wastewater sediment (in other words, compost)
in planting the slopes of VKG's waste depository. In the coming years, we shall test how the com-
post facilitates the growth and resilience of grass. In the course of the testing, the compost will be
mixed with ash generated in oil production and grass seeds will be added to the mix. The mix will
then be spread on the slopes. We chose the ash hill slopes facing the City of Kohtla-Jarve as the
testing area, as these will definitely be more pleasing for the eye and the city landscape when they
are green. If the results are good, we shall extend the cooperation and permanently introduce the
environmentally friendly and reuse-based greenery technology.

October

By October, 1,417 (87%) of the Group's employees were vaccinated against the coronavirus with at
least one dose, with 97% of them having completed the entire vaccination treatment.

Safety First! At the end of October, VKG Elektrivérgud and the Rescue Board held a joint exercise in
central Narva in order to practice cooperation in the case of a fire in the electrical installations of a
junction substation. Practical experience and the necessary knowledge with regard to communica-
tion and access for rescue equipment will help ensure maximum safety and the functioning of the
power network also in an emergency situation.
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November

The Chairman of the Management Board of the Group, Ahti Asmann, and the Chairman of the Man-
agement Board of the Estonian Unemployment Insurance Fund, Meelis Paavel, signed a coopera-
tion agreement between the two organisations. The cooperation agreement is a practical outlet
for private and public sector cooperation so far and has several objectives: to offer development
opportunities, increase qualifications and organise training in increasing labour demand and com-
petition conditions and to apply support measures in jobs where the education system has not
produced a sufficient number of suitable employees.

In November, court proceedings that had lasted for years were closed and Tartu Circuit Court made
a decision in favour of VKG in the matter of unfair pricing of oil shale. In essence, it was not a dispute
between us and Eesti Energia — the core issue was how competition law is interpreted in Estonia.

The Liganuse rural municipality appointed Hendrikson&Ko as the performer of the strategic en-
vironmental impact assessment. This is followed by a preliminary selection of location and then
the environmental impact assessment process, all of which will take approximately three years.
Considering that the construction of such plants takes two years, the earliest possible time of
commencing operation would be 2027, provided that preparations go smoothly.

December

President Alar Karis visited VKG on his tour in Ida-Viru County. In the course of the meeting, thoughts
were exchanged about Estonia’s choice on the road to climate neutrality. VKG's bioproducts pro-
duction complex development plan was also an important discussion topic.

VKG again recognised successful students and held a festive ceremony for awarding scholarships.
We motivate and support successful TalTech students with VKG's scholarships. This is our contri-
bution to the future, as educated, purposeful, forward-looking and broad-minded people are ca-
pable of doing great things. Over the years, we have awarded scholarships of over 120,000 euros
in total.

Viru Keemia Grupp bought the Tallinn and Riga department stores from Stockmann. We are pleased
to be cooperating with Stockmann in the Baltic countries. Both department stores are located in
the heart of the growing capitals of Estonia and Latvia and we are therefore excited to explore
further investment opportunities in order to support Stockmann'’s core activities in the future. The
price of the transaction was about 87 million euros in total.



64

We continued our good tradition and instead of hundreds of corporate presents we made a dona-
tion to the maternity department of the Ida-Viru Central Hospital. This kind of a Christmas present
is doubtlessly notably important and valuable, and we hope that this good deed will make the first
days of adaptation more pleasant and safe for mothers and newborns at the Ida-Viru Central Hos-
pital. The donation will be used to purchase two scales for weighing newborns, two bilirubin mea-
surement instruments and two bags for carrying equipment.

The end-of-the-year ‘Moving for Your Health!" initiative announced on YuMuuv in the middle of
November included four health challenges - three individual ones and one joint challenge. We
achieved the joint goal of making 30 million steps and even exceeded it by making 3 million steps!
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