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Introductory Remark

Dear readers,
this document will briefly acquaint you with the activities of the state enterprise Lesy Ceské republiky in 2020.

After five dry years, the weather was finally better for forests than bark beetles. Last year was above average both in terms of temperature and
precipitation, which was reflected in most of the Czech Republic. Especially in northern Moravia and Silesia, the long-term precipitation deficit
was at least partially lessened. Apart from the February wind episodes, including the gales Sabine and Julie, which damaged about 1.3 million m?
of wood in the state forests, no other abiotic damage occurred, so we could focus on finding, remediating and processing wood and selling it

as the slowdown and phasing out calamity was and is our priority. In 2020, the company historically harvested the most wood in the volume

of 14.4 million m3which is 459 thousand m?® more than in the'previous year. Of this, 9.6 million m? was bark beetle infested wood. Just for
comparison, | would like to add that the company harvested about 8 million m* of wood per year in non-calamitous years. It follows how much
effort it takes to cope with the calamity and the subsequent restPration of the forest and how many capacities, people and machines it requires.

| would like to thank all those who are involved in managing the calamity again.

The bark beetle swarmed twice in 2020 due to the weather in most areas, so it was one to two generations less than in previous years. This
was matched by the December balance of 390,000 m? of bark beetle infested wood, which was only 34% of the volume registered on the same
date in 2019. In most areas, we managed to process bark beetle infested wood until the beginning of spring swarming in 2021. The situation has
gradually improved in Moravia and in some parts of the Viyso€ina region, but the disaster is now developing fastest in the Usti nad Labem Region B
and in the adjacent part of the Liberec Region, then in the Pelhfimov Region in the Vyso&ina Region and in the Svitavy Region in the Pardubice E{
Region. Our maximum efforts are now concentrated in an effort to prevent a possible deterioration of the situation. For all regions, however,
we continue to search for and process infested trees and subsequently restore the forest. In 2020; wgﬁftgitfad 16,188 hectares, of which

h

3,797 hectares were restored naturally. We have planted 74 million seedlings of various tree species that Corfespond to local habitat conditions.

The wood composition reflects the changing climatic conditions, so there are more and more decidugus trees in the forests.
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Josef Vojacek 5
Chief Executive Officer of a state company Lesy Ceské republiky

We responded to the economic situation and the consequences of the calamity with, among other things, an organizational change announced
in the company'’s strategy, approved by the Ministry of Agriculture and discussed with the trade union and the Supervisory Board. It was about
merging administrative processes, finding savings in the overhead area, because it is impossible to save in the forest, and a new use of our own
operating capacities. The number of operational employees, district inspectors and others who are needed in the forest remained the same or
increased, while the reference administrative overhead positions decreased. Specifically, the change consisted of three steps. In September 2020,
a new specialized Forest Technology Plant was established. As of January 1, 2021, we abolished all 11 regional directorates and established

7 new regional directorates, which now also include water managers who previously worked in independent water management units. This
enables a coordinated and decentralized way of managing forest and water management. In the Olomouc Region, six forest administrations
merged into three. We intend to continue discussing specific impacts and experiences with the new organizational structure with all relevant
partners in 2021. Thanks to the reorganization, up to 150 new operating positions can be created, while 42 administrative positions have been
abolished. | see a great positive in strengthening the operation and agility of the Forest Technology Plant with its own people and machines.
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We also adapted forest tenders to the disaster. The orders were divided according to the territorial disaster, we counted on the use of our own
and other people's capacities. Thanks to this, we can proceed according to the current situation in the region. | consider the tender a success,
because we managed to conclude all 29 contracts without any objections by the end of November, ie for the first time in history so far in advance
that the work can start without any problems from January. Six million cubic meters of timber competed on 188,012 hectares of forest, an annual
harvest of 1.2 million cubic meters of timber and cultivation work on 1,534 hectares. A total of 190 offers were submitted by 36 companies.

The company also continued its business strategy. We traded 4.6 million m® of wood on our own. In the spring, during the first wave of covid, we
noticed the initial uncertainty of the representatives of the wood processing industry, but gradually everything returned to full operation. At the
end of the year, perhaps the long period of unfavorable and stagnant sales prices ended and we believe that this trend will continue. The Lesy
CR also responded to the spring emergency associated with the covid pandemic, so that after the release of government measures, we reduced
the price of all timber for the public and resumed the stopped sale. The price reduction affected both self-production and harvested wood, which
people could buy from forest warehouses. The company has expanded its offer and the number of points of sale.

We also paid great attention to the protection of the forest with regard to bark beetles and other pests. In addition, we have launched the Return
of the Owls program, which aims to naturally reduce the overpopulation of voles and protect forest tree seedlings that rodents kill, as well

as the harvest of farmers or winegrowers. In 2020, we therefore installed 4,000 birdhouses on excavated clearings and in forests throughout

the country, mostly in the Vysocina region, which has so far been the center of the calamity. As part of our next program We return water to

the forest, we completed 80 water management structures and built 80 ponds and wetlands. We are building another 50 water works and
designing 150. The annual balance of the program reached 210 million crowns. We also focused on the area of the confluence of the Dyje and
Morava rivers. With the Confluence program, we invited experts and the public to discuss on social networks. Even in this non-traditional form,
we moderate the exchange of views between forest managers, ecologists and citizens and clarify what is possible and necessary in the care of
the landscape and the unique complex of floodplain forests in South Moravia. The company, as a responsible professional manager, still has to
balance the three basic pillars of forest management - economic, ecological and recreational.

However, in 2020 we also addressed the public in other ways. In addition to the establishment of the podcast channel Ear to the Moss, together
with the Military Forests and Estates of the Czech Republic, we launched the program From the Forest to the Table with 65 points of sale
throughout the country. There we offer Czech consumers game with a clear origin and a price comparable to the production of livestock meat.
At the end of January, we announced discussions of foresters in all regions at more than 120 places in the country. We wanted to clarify how
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the Lesy CR are facing a bark beetle calamity, when the calamity will end, how the restoration of the landscape continues or what will the new
forests like that are being planted and will continue to be planted in their region and the whole country. We prepared 400 working events, which
were to culminate in the October for Forest Renewal Day. Unfortunately, all this did not happen due to the pandemic and the state of emergency.
In the period between the covid waves, we finally organized only about a hundred events. In 2020, people also took part in the restoration of
forests. | must definitely also mention the spring commitment of the public to afforestation and other forestry work. We offered a part-time job to
anyone who could not be in school or practice their profession during an emergency. The interest was huge, they worked in small groups, in face
masks and at sufficient distances. In the spring, we offered work to more than a thousand people throughout the country and we thank everyone
for helping the forest.

Last year, the company’s finances were significantly positively affected by state funds to compensate for the reduction in timber prices due to
the calamity of 2,299 million crowns and negatively by low timber prices, sale of poorer quality timber affected by bark beetles and rising costs
of growing activities. Our priority remains coping with calamity, which means continuing to process calamity wood using our own and other
people’s capacities, paying attention to forest protection, restoring calamity clearings, trading in wood on their own, continuing to cooperate with
contractual partners, invest in water management structures that retain water in the landscape and prepare public events — popular working
event Forest Renewal Day, as well as meetings with local government representatives and others.

We will not just forget 2020. Because of the pandemic, which no one anticipated and could not even imagine its consequences and duration.
From the point of view of farmers in the countryside, after extremely dry years, all seasons alternated again, summer was typically Central
European, sun and clouds came and there was no miraculous amount of rain. Even in the absence of a bark beetle vaccine, a comparison of
coronavirus to bark beetle is apt, as both can only be countered by measures that everybody respects. And if that is the case, then we will return
to the ,normal” - social and natural. And | think that's what we all want.

Sincerely )

Josef >g,m':ek
Chief Executive Officer of a state company Lesy Ceské republiky
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About Our Company

The state company Lesy Ceské republiky manages more than 1.2 million ha of forest property owned by the state and takes care of
more than 38 ths kilometres of small watercourses and small water reservaoirs.

The basis of the company’s forestry strategy is sustainable management of forests based on the maximum use of the productive
forces of nature. The aim is to create stable high-quality, species, spatially and age-group mixed forests.

Basic Organizational Structure as of 31 December 2020
|

Security Director Office of the CEO

Water Management
)
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Overview of Assets

O Boundaries of forest management units/forestry units
B Forests managed by LCR,, s.p.
B Forests under other ownership or management
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Organization map Lesy CR

KR Liberec

~ X ~
KR Teplice 5 250
LY Rumbuz 28 '~-.
KR Karlovy V. NPT A P )
arlovy Var S (Gechach X <
vy . ° S S KR Chocefl

Decin Jestaidy s
o °
A N, (Ceskalllipal

2% °
Hofni Blatna itométice]

KR Sumperk

5 ~
Sy Jeseols KR Ostrava
. 3
& gytianusovice, .
At
nad|Desnoul
L]

® o
nad| anovice]

[ )
(o st o otz

.
Pelhfimov) (Ceralkioral

Alindfichiv Hrade:
Hluboka
nad-Vitavou

KR Ceské Bud&jovice ]
KR Jihlava

W Forestry Units KR Bmo

10




Selected Economic Indicators
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Forest Management

Gene pool of forest tree species — we think of the future

The main task of the Seed Unit in TyniSté nad Orlici is to take care of the gene pool of forest trees and to ensure a sufficient amount
of quality reproductive material.

A total of 428 tons of seed raw material was collected within the company, of which 358 tons of deciduous and 70 tons of
coniferous tree species, which is a sufficient amount to ensure the planned scope of artificial regeneration.

Forest cultivation

The cultivation of forests managed by the Lesy CR is based on the principles of sustainable management in compliance with all
legal provisions and the rules laid down for the certification of forests by the PEFC system.

We planted almost 74 million seedlings, of which 4.4 million seedlings were grown in our own nursery facilities.

The share of improving and stabilizing species from the first artificial reforestation was more than 64% - significantly more than
required by law.

The share of natural regeneration in the first regeneration was 26.04%
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Seed Unit Tynisté nad Orlici

Vegetation area

1,161

Area of forest
land

1,193

ths hectares

ths hectares

Forest management
under the administration
of Lesy CR meets the
rules set by the PEFC
certification.
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Forest protection

In terms of climatic parameters, the year 2020 was above normal in terms of temperature and precipitation. Water supplies in the
upper layers of the soil were replenished and after six years the initial state for 2021 was improved.

In the case of damage caused by bark beetles to spruces, the spread of the calamity situation to the north-western part of the
republic continued with increasing intensity.

A total of 9.6 million m? of spruce bark beetle infested wood was processed and 56.1 thousand m? of secondarily damaged by
natural disasters.

Approximately 57 ths classic trap trees, 30 ths standing trap trees, 42 ths traps and 93 ths poison traps were used as defensive
measures.

Research support — Grant Service of the LCR

LCR's grant services have long been used to support forestry research. In 2020, CZK 15.3 million was spent on solving currently
implemented projects and 7 new projects were newly accepted. A total of 24 research tasks are now being solved.

Making research results available, which is often of great importance to other forest owners and other institutions, is one form of
public interest promotion.

15



LESY CESKE REPUBLIKY, S. P. Activity Report 2020

Contractual Relations in Forestry
and Business Activities
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Volumes of Timber Sales by
Individual Sales Channels

45.2%

Comprehensive contracts
(6,121,669 m?)

0.0%

Auctions in person
(740 m3)

0.2%

Own consumption

2 80/0 (24,303 m3)

Own production

17.5%

(377,828 m3)
Electronic standing
8.3% e
D01, m
Regional sale
LU/sU
(1,125,731 m?)

25.5%

Framework purchasing

0_50/0 agreements - direct sale
Electronic auctions LU/SU Lu/su
(including commodity exchange) (3,453,678 m)

(68,779 m%)

Selling logging residues

In the course of 2020, sales were made from the total
volume of logging in the amount of 324 thousand m3,
Logging residues were sold through three sales channels:
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Water Management
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The main activities were
the modification
of watercourses,
measures to retain water

in the landscape,
anti-erosion measures and
flood control measures.

W\
\\\\ 1y, /,
X 2

7,

]
\\\\\\\\‘ iy,
I =
27 A
77

7, W
7

We continued the multi-
year project ,We return
water to the forest”. Within
its framewaork, a number of
ponds, wetlands, retention
reservoirs or meandering
streams are being created.



Watercourses

38.4

thousand km

Revitalization of the
BartoSovicky stream in
the Orlické Mountains

Two new retention reservoirs VN Kralicka obora
were built on the tributary Oslava in the urban area
of the town Namést nad Oslavou

Complete reconstruction
of Babické rybniky near Ricany

The water management and
the implemented measures
(repairs, reconstructions,
new investments) are
financed mainly from the
company’s own resources.



Reconstruction of the Zadni Zd4r bypass
water reservoir in the Tachov region

Revitalization measures
on the Kunstat watercourse
in Orlické Zahori

e e . v i
__.rt'k"r"-f‘f

Reconstruction of the earth dam and
functional buildings of the Silhan Ro&tyn
pond in the Jihlava region

Total funds
spent almost

600

millions of CZK




Geographical Scope of LCR’s Watercourse Management

lot Likomgi

vodi Ohie, T

— Regional borders
=== Catchment basins
¥ Watercourse management headquarters
A Branches
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Revitalization of the Hrdlofezy
peat extraction plant, 1st and
2nd stage

Restoration of the reservoir
U Kamenné budky
in the Krnov region

Revitalization of Kobyli
creek in urban area of
the town of Bruntal




Support of Non-productive Forest Functions
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Nature and Landscape Protection and Cooperation
with Non-governmental Organizations e
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Capital Construction

\\\\\HHII//
\\\\ /////

: 3\
PN

7,
Z
2
2
=

>377 mi.



g,
W 7
N 7,

N
S
N

=

Of investments in
intangible assets,
investments in the renewal
of forest management
plans accounted for
the largest share
(over CZK 74 million).
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The Most Important Employer in the Fi;ld
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We not only appreciate
the high professionalism
of our employees

but we also support

further qualifications

and take care of their
professional growth.
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Public Relations
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We launched our own
podcast channel Ear to
the Moss.

We organized about a hundred small

Forest Renewal Days.

After the end of the anti-covid |
restrictions, we started organizing
small working events Forest
Renewal Days, which were to
culminate-in a nationwide event in
the autumn. However, due to the
new wave of the epidemic, it was
not possible to organize it.
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