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It will be the worst possible option for the taxpayer, if the public investment in Eesti Energia [to raise the company's
share capital] decided by the government last week is made in full.

Eesti Energia's plan to build up a huge shale oil industry raises a lot of questions; financing the plan is the most
questionable decision taken by the government lately.

As far as it is possible to understand the agreement reached by the government, the ministers are soon going to ask the
parliament to approve a proposal to allow the government to subscribe for 7 billion kroons [$555 million] worth of new
shares of Eesti Energia in order to buy the shares not in bulk but little by little when necessary. Thus, the government
would also get the green light to acquire resources for the investment either by borrowing the money or raising it by
issuing government bonds. It has been projected that Eesti Energia might need the first 30 percent of the 7 billion
kroons next year.

Although prior to the government discussing the whole issue of raising the share capital of Eesti Energia it was openly
pointed out that there were still serious questions about the company's investment plan, we can see no signs that any
decision was made on that. In spite of everything, Eesti Energia was promised 7 billion kroons to raise its share capital
which means that no changes were made to its investment plan. This also means that a number of questionable issues
concerning the oil-shale mining quotas and the plan to build up a great shale oil industry have not been settled.

Developing Eesti Energia's power production capacity by constructing new oil-shale fueled energy blocks is clearly
necessary for the whole population of Estonia, including its tax payers; however, the entire shale oil production project
is a completely different matter. At least for a while, the idea of the initial public offer of shares in Eesti Energia was
shelved; yet, the plan of the company management to build up an oil industry is still on the agenda. Does the plan have
to be fully executed with tax payer's money or rather is it acceptable to do it? The answer is no, it is not acceptable.

In broad terms, the above investment plan requires the resources made available by raising the share capital to be
divided more or less equally between power production improvement and the shale oil production project. What has the
tax payer to do with shale oil production considering all of the oil would be exported? Today, enough shale oil is
produced to meet Estonia's domestic needs. Estonia has no apparent national or security interest to become a tiny oil
exporter.

Nevertheless, the decision made by the government requires the tax payer to help Eesti Energia realize its dream by
providing approximately 3.5 billion kroons. The document Finance Minister Jurgen Ligi submitted to the government
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for discussion recommended the issuing of 10-year government bonds yielding approximately 5 percent of interest
(3-percent base rate and a 1-percent margin). The tax payer would pay 160 million kroons in interest a year provided all
3.5 billion kroons necessary for building up the shale oil industry were raised by issuing government bonds.

State To Reduce Its Credit Capacity

That, however, is not the worst thing. We must keep in mind that the state will decrease its credit capacity by 3.5 billion
kroons. Yes, it is a small amount but despite that we must not forget that the government will put billions of borrowed
kroons in a competitive global oil business. Doing that, the state will be unable to invest a similar amount, for instance,
in health care, social security or infrastructure. It is a fundamental question of whom or what the Republic of Estonia is
for. Is the purpose of the state to provide the tax payer with as high quality public goods as possible or to put resources
in international oil busin ess?

A similar question comes to mind when we speak about Eesti Energia's extensive international plans such as those in
Jordan and Morocco or who knows where else. Increasing the share capital will indirectly benefit those projects, too.
But why should the Estonian tax payer be interested in risking half a billion kroons in a Middle-Eastern desert?

True, the proponents of those plans can argue that Estonians can only benefit from the shale oil business as future
dividends will surpass the bond interest costs and compensate for the decreasing credit capacity. Hold on, please! Not
even today does the state control all the plans for the shale oil industry. Instead, 40 percent of the company that owns
the new and promising Enefit technology belongs to the Finnish company Outotec which is unknown to the [Estonian]
public.

Thus, Eesti Energia will receive 3.5 billion of tax payer's money to develop the shale oil industry by building three new
shale oil extraction plants and a refinery in Estonia which may turn out to be profitable, but even now things have been
arranged so that Outotec is receiving part of the profit.

In case of an IPO we could have easily forgotten the whole issue. It would have been a risk taken by those who believed
in Eesti Energia's shale oil plans and knew the market. Yes, there are reasonable arguments against floating the
company right now. Perhaps the price for a minority share holding could be better in the future. Thus, investing some of
the tax payer's money would initially be acceptable.

Yet, the tax payer's money has no place to be used for building up the shale oil industry, at least not in the way the plans
seem to indicate. The government should have drawn a distinct line and said that the state would not provide resources
for building up the shale oil industry under such plans.

The government decision will mean quite the opposite -- we are all to become oil sheiks in a country where probably no
politician or official even knows somebody who knows something about the oil business.
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