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Executive Summary

This analytical report reviews the impact made Rigsteng energy efficiency and energy saving
legislative / regulatory base and by operationpuddlic utility enterprises on bringing about a featale
investment climate in the sector and ensuring d¢ard for efficient use of fuel and energy resosrite
the Russian Federation.

The report comprises 4 chapters.

Chapter 1 provides an analysis of basic provisafrthe Federal Law "On Energy Saving" No.28-
FZ as of 3 April 1996, Federal Law "On Energy Sgvamd Improving Energy Efficiency” No.261-FZ as
of 23 November 2009 and the principal tools usednplement the policy aimed at improving energy
efficiency.

The Chapter elaborates on tariff design for hedtelactric energy, the legislative base governing
taxation of economic entities in the energy see®mwell as issues relating to technical regulatind
standardizing consumption of energy and fuel resgsifor various equipment and processes.

Chapter 2 reviews mechanisms for implementing gnrefficient policy, in particular, public-
private partnerships (PPP) and energy service coiepdESCOs). While ESCOs successfully operate in
industrially-developed countries, in the Russiarddfation they are going through initial stage of
development. Analyzing ESCO activities in the Rasdrederation, experience of industrially-developed
nations (contract types and models for implemen&$§CO projects abroad) and possible scenarios of
using this experience in the Russian environméet,Ghapter also provides information on regional an
municipal energy saving programmes in the Russetefation.

Economic efficiency parameters allowing a comparisd alternative investment options play an
important role in investment decision-making. Clea® elaborates on the methodology for assessing
investment efficiency, procedures for developmeoprdination and approval of manufacturing and
investment programmes implemented by public utdi&gtor enterprises. The Chapter reviews potential
sources of financing investment projects in thelipulility sector.

Chapter 4 analyzes economic efficiency of investirtg a project for converting liquid and solid
fuel-fired boiler equipment to natural gas, using example of company X based in the Siberian Béder
District.

1 Different organizational and economic models fopliementing the above project, built for the
purposes of such analysis, review in detail:

— Organization of legal relationship with regard toetl assets within the public utility sector, in
particular, ownership, the right of economic mamaget, the right of operative management,
lease and concession;

- Financing scheme: using the enterprise's own furd®orrowed funds, with two options,
involving credit and lease financing, consideredtf@ latter case.

2 The following conclusions were made with referettcthe findings of the analysis:

— The incorporation of an investment premium redyzegack period and increases net present
value (NPV) and internal rate of return (IRR) fobetfunds invested;

— When only the tariff is applied, NPV becomes pwositonly for credit-financed scenarios;

— Aggregate tariff varies in the range from 42 tol85 dollars per Gcal. The tariff is significantly
lower for scenarios using a lease option (42 Uadober Gceal) which is explained by the fact
that:

— Amortization charges are not included into thefftas they are shown on the lessor's
balance-sheet;



— In accordance with the assumption made for the mamgual amounts of lease
payments are influenced by the investment premidg@termined by the local

authorities, rather than the tariff specified by tederal Tariff Service.
3 A comparative analysis of economic efficiency arasheflow generation indicators for sub-

scenarios under consideration reveals that:

- Form of fixed assets' ownership is not critical émonomic efficiency indicators and financial
feasibility for the investor; investment demand $oenarios involving borrowed funds is only a
third of the value for scenarios where capital stagents are financed by own funds, a factor of
considerable importance in a situation charactérimeshortage of uncommitted funds.



Introduction

Within the framework of the Energy Efficiency-21(E2®) programme of the United Nations
Economic Commission for Europe (UNECE), EuropearsiBess Congress (EBC) and the United
Nations Foundation (UNF) have co-financed the mtoj&inancing Energy Efficiency Investments for
Climate Change Mitigation". The project is alsoded by the French Ministry of Foreign and European
Affairs, the French Global Environmental FacilisHEM) and the Global Environmental Facility (GEF).

EBC in particular finances implementation of thedst on reducing emissions of greenhouse gases
by implementing inter-fuel substitution in the RiassFederation.

The purpose of the study is to analyze existingslagon as related to efficient use of fuel and
energy resources (FER) in the public utility seetod its impact on forming investment climate.

This issue is significant as it provides insightlminging about a favorable investment climate as
related to efficient use of FER and energy saviageld on a crucial role played by the energy seator
ensuring reliable functioning of the economy andaaphere of the Russian Federation.

At present, energy-intensity of the gross domeptmduct (GDP) of the Russian Federation is
somewhat higher than that in industrially-developations. Reducing specific energy intensity iswad
as a crucial objective energy policy of the Russ§iaderation [1].

To a considerable extent, high energy-intensitgs0fP of the Russian Federation is explained by
objective factors — the country's cold climate #rmelexisting structure of industrial production.

At the same time, wasteful and inefficient use oélfand energy resources in the Russian
Federation is pretty common.

Outdated fixed assets, price disparity betweendundlenergy resources and cheap gas, and the lac
of an efficient mechanism for encouraging energyngpare the main factors that underpin wastefel us
of FER.

Realization of the energy saving potential may bgueed through providing economic incentives
to FER consumers to save energy, including encowgagvestments into energy saving activities.

Natural gas dominates the nation's fuel and enkaignce with more than 50 per cent of the total
energy consumption, while oil and coal togetheioaat for another 35-36 per cent. At the same time,
some Russian regions, gas-supply network servieestidl unavailable.

Regional gasification programme currently underwaythe Russian Federation will allow to
convert liquid fuel and coal-fired boiler housesatmore eco-friendly natural gas.

Development and implementation of the Russian Reers regional gasification programme is
aiming to:

— Create solvent end-user gas markets and gain ladidathereon;
— Ensure a rational utilization of gas pipelines tbexisting and under construction;

— Ensure mutually-beneficial cooperation with regiomad local authorities, create favorable
economic conditions;

- Raise the efficiency of natural gas use;
— Improve ecological situation in the regions andueenvironmental impact;

— Promote a greater reliance on gas as a motor fuel.

As a major group of natural gas consumers in tiggons, the housing and public utility (HPU)
sector facilities and the population have to be/ guepared for connection to gas-supply networkikwh
requires significant investment into modernizato new construction.

3



The main objective of today's public utility sectsito provide incentives for rational use of eryerg
resources and create conditions for attractingstments to finance modernization of fixed assets.

This analytical report reviews the Russian Fedenailegislative and regulatory base as related to
energy saving and improving energy efficiency, dinid) organizational and legal relations between
economic entities within the public utility sector.

The report detailed information on regional and mogal energy saving programmes in the
Russian Federation, potential sources of finantengnvestment projects in the public utility secgtand
provides an analysis of consequences of their impigation.

The methodology for assessing economic efficierfapaestment projects was used for conducting
a comparative analysis of economic consequencesgiementing various organizational-economic
models for reconstructing and modernizing the mulnlility sector in the Russian Federation regions.

This paper focuses on the following aspects:

— Stimulating implementation of energy efficiency aadergy saving projects through further
development of the legislative and regulatory base;

— Development prospects for energy service compaaigs private-public partnerships in the
Russian Federation;

— Basic trends relating to development and impleniemteof energy efficiency projects in the
municipal housing and public utility sector;

— An analysis of business legal structure models usennplementing energy efficiency and
energy saving projects in the housing and publlityusector of the Russian Federation regions.



1 Stimulating Implementation of Energy Efficiency and Energy Saving Projects
Through Legislative and Regulatory Base

1.1 Legislative Base for Regulation of Energy Efficieng and Energy Saving
Projects

First of all, we need to consider the legislativasib regulating the activities of suppliers and
consumers of fuel and energy resources. At prefiemntikRussian Federation has a multi-tiered system o
legislative and regulatory acts that govern impletaton of energy efficiency and energy saving ectg
in the housing / public utilities and industriattes.

Fundamental legislative acts comprise:

— Decrees of the President of the Russian Federation;

— Federal laws of the Russian Federation;

— Directives and orders of the Government of the RnsSederation;

— Building regulations as approved by the Ministry ®®egional Development of the Russian
Federation.

Decrees of the President of the Russian Federak#ime the main directions of the country's
internal and foreign policy. Decrees also provideaanework for timely addressing of urgent reguati
related issues (including those pertaining to imjprg energy efficiency and energy saving). At aiat
stage, these issues are to be regulated by theafddes of the Russian Federation. Presidentialeses
are compulsory throughout the territory of the Rfd anust not contravene to the Constitution of the
Russian Federation and federal laws. The main gaadspriorities of the Russian Federation's energy
policy are defined by the following decrees:

— Decree of the President of the Russian Federation Basic Directions of Energy Policy and
Structural Modernization of the Fuel and Energy @tax until 2010" No.472 as of 7 May 1995;

— Decree of the President of the Russian Federa@nBasic Provisions of Structural Reform of
Natural Monopolies” N0.426 as of 28 April 1997;

— Decree of the President of the Russian Federa@nSome Measures to Improve Energy and
Environmental Efficiency of the Russian Economy".889 as of 4 June 2008.

Federal laws of the Russian Federation set outledbal, economic and organizational basis of
relations in the national fuel and energy complBEQ), including fundamental provisions of legal
regulation of electric and heat energy tariffs tbe housing / public utility and industrial sector
enterprises, as well as the basic provisions forutating energy saving and improving energy e#inay:

- Federal Law "On State Regulation of Electric andatH&nergy Tariffs in the Russian
Federation” N0.41-FZ as of 14 April 1995;

- Federal Law "On Gas Supply in the Russian Federahim.69-FZ as of 31 March 1999;
— Federal Law "On Technical Regulation” No.184-FH887 December 2002,
— Federal Law "On Electric Energy Industry” No.35-&Zof 26 March 2003;

— Federal Law "On the Basics of Tariff Regulation féuablic Utility Complex Organizations"
N0.210-FZ as of 30 December 2004,

— Federal Law "On the Foundation for Facilitating &efs in the Housing and Public Utility
Sector" N0.185-FZ as of 21 July 2007,



— Federal Law "On Energy Saving and Improving EneEfficiency and on Amendments to
Certain Legislative Acts of the Russian Federatibig':261-FZ as of 23 November 2009 (to
substitute Federal Law "On Energy Saving" No.28a8bf 3 April 1996);

— Federal Law "Technical Regulations for Safety oflings and Structures” No. 384-FZ as of 30
December 2009.

To-date, the following draft federal laws have belereloped and submitted to the State Duma of
the Russian Federation for consideration:

— "On Using Alternative Types of Motor Fuel” (No. 1858B-4);
— "On Heat Supply" (No. 177427-5).

Directives of the Government of the Russian Fedmratre by-laws issued pursuant to the
Constitution, Presidential decrees and the fedeved. The legal basis for regulating implementatdn
energy efficiency and energy saving projects isaggnted by a number of by-laws listed in Apperidix

An important role in improving energy efficiencycaenergy saving is played by standardization,
introduction of mandatory requirements applyingaoastruction, reconstruction and operation of u#gio
facilities. The system of standards as relatech&rgy saving comprises building regulations (as@gd
by the Ministry for Regional Development) and gowaent standards (as approved by the Federal
Agency for Technical Regulation and Metrology). @ral transition to new technical standard
documentation, based on technical regulationspnalistandards and codes, is currently underway.

The list of basic standards currently in forceesailed in Appendix 1.

1.1.1 Legislative Base Existing Prior to 2009

Efforts to improve energy efficiency of the Russiasonomy through establishment of a
corresponding legislative basis began in the mi@io$9

Decree of the President of the Russian Federatiam Basic Directions of Energy Policy and
Structural Modernization of the Fuel and Energy @tax until 2010" No.472 as of 7 May 1995
formulates the main priorities and objectives @& é&mergy policy of the Russian Federation as:

- Improving the efficiency of fuel and energy resaurse and creating necessary conditions for
gearing the national economy into the "energy-sawmode”;

- Reducing adverse environmental impact from theggnsector;

- Realizing the energy saving potential through dgwelent and introduction of highly-efficient
equipment.

1.1.1.1 Federal Law "On Energy Efficiency" No.28-FZ as of 3April 1996

Pursuant to the above Decree, the State Duma ptssé&@deral Law "On Energy Saving" (No.28-
FZ as of 3 April 1996) [2]. While the Law provided for exemptions and fprences for enterprises
involved in energy-saving activities, economic effdrom these exemptions and preferences was
nowhere near to the costs incurred by enterpriseéla course of such activities. Poor efficiencythad
law "On Energy Saving" was also explained by:

— A declarative character of some standards. Defitivegmatters subject to regulation, the Law
did not provide an answer on how they should beileggd, offering no specific financial,
economic or organizational incentives for energyrsa

1 Lapsed with the passing of the new Federal Law EDargy Saving and Improving Energy Efficiency" (R@l-FZ
as of 23 November 2009).



— The absence of a detailed separation of authostwden the federal, regional and municipal
authorities;

— The absence of a clearly-regulated at the federdl ragional levels system of control and
supervision of compliance with the mandatory reguients relating to energy saving.

As an example, Article 3 of Federal Law "On Ene8pving" No.28-FZ as of 3 April 1996, while
recognizing the need for efficient use of energgotgces and introduction of energy-efficient
technologies, provides no mechanisms for addreskiagask.

Article 12 stipulates that the federal statistitady shall, in accordance with the procedure
established by the Government of the Russian Feder@ather energy saving-related data. Howeer, a
the procedure is yet to be developed, no statistiasfficiency of energy resource use is available.

It should be noted that some requirements as siatdee Law could not be complied with due to
subsequent changes in regulation of legal relatedjacent to energy saving. According to Art. 5,
virtually all requirements aiming to restrict exse® consumption of energy are to be specified by
national standards. However, pursuant to Federa 'l@n Technical Regulation” No0.184-FZ as of 27
December 2002 which came into force in 2002, natiatandards have lost their imperative character
and are to be applied in a very limited numberasfes.

When the inefficiency of the Federal Law "On Eneiggving" was finally recognized, it was
substituted by Federal Law "On Energy Saving angréwing Energy Efficiency” No.261-FZ as of 23
November 2009.

1.1.1.2 Other Programmes and Regulatory Acts

Overall situation relative to efficient use of FHER the period prior to 2008-2009 may be
characterized as follows:

Energy consumption by state-owned organizationarnecthe focus of attention. In June 1997, the
Directive of the Government of the Russian FedenalNo0.832 "On Efficient Use of Energy and Water
Resources by State-Owned Enterprises, Institutamas Organizations” was adopted. In 1997-1998, the
Federal Government passed a number of legislatitgeralating to energy saving, including Russiamn th
Directive of the Government of the Russian Fedenailo.588 "On Additional Measures to Stimulate
Energy Efficiency in the Russian Federation” as®fune 1998.

In particular, pursuant to the above Directive, thderal bodies of authority, when planning fuel
and energy consumption quotas for subordinate-stateed enterprises and organizations, must:

— Specify targets for fuel and energy resource sathngugh utilization of available energy saving
potential,

- When implementing energy saving programmes andiaesi, maintain the baseline level of
financing the consumption of fuel and energy resesiffor a period which by one year exceeds
the payback period for energy saving costs.

However, after the 1998 crisis, the issue of imprgwenergy efficiency was apparently removed
from the top-priority list and the federal govermtig policy to improve energy efficiency have ldst
momentum.

A recent success story worth mentioning relatebedederal energy saving programme run by the
Ministry of Educatiod of the Russian Federation in 1999-2005, its oljedieing to accumulate and
disseminate energy efficiency knowledge within fizanework of research-educational institutions. The
programme's management structure was built indhra bf a pyramid: deputy minister, scientific exper

2 Ministry of Education and Science of the Russiaudfation, established in 2004, took over the fanstof the
Ministry of Education and the Ministry for Industr$cience and Technology.

7



panel, executive management, two lead universdiedase universities, subordinate universitied, 20
energy saving centers. The programme proved toudgdiary efficient. Areas of energy efficiency
activities and financing structure were defined thgartite cooperation agreements on energy saving
between the Ministry of Education, the MinistryExiergy and the corresponding regional administmatio
(Figure 1-1). Under the agreement, the parties we@ordinate their efforts in implementing thenjo
programme involving a complex of research, develemmand production activities in educational
institutions aimed at reducing public utility codty implementing a package of organizational and
technical measures to improve efficient use of gnegsources.

Ministry of Regional RF Ministry of
Education of Administratio Energy
the RF n
[ I
Equipment Base_ n Regic_mal Energy Coordination
; University Saving Center
Supplies .
Design
R&D ! Methodology
Methodology Educational Development
Development Institution
Organizing
Organizing I 1 Energy Audits
Energy Audits Financing Monitoring
Training Information Support

Site Facilities

Figure 1-1. Organizational and financial structureof project management

The programme, inter alia, provided for the follagiactivities:

Establishing energy saving centers at educatioséitutions;

Energy efficiency training and retraining of perseh

Development of regional energy saving and enerfigieficy programmes;

Development and implementation of research-andreeging projects.

Implementation of projects aimed at improving théicency of energy use by state-owned
facilities and installation of metering equipmeat/a resulted in significant budget savings [3].

The Directive of the Government of the Russian Fattn N0.796 as of 17 November 2001
launched the Federal Target-Oriented ProgrammediEhergy-Efficient Economy in 2002-2005 and
until 2010 which was never implemented due to:

— The failure to establish the programme's manageBystém;

- The absence of funding to ensure the operatiorh@fprogramme’s management system and
projects’ co-financing;

— The lack of a mechanism for attracting extra-buagetunds.

In 2004, the federal budget allocated only 4 milliables to finance implementation of the "Energy
Efficient Consumption” subprogramme, with anoth@maillion rubles allocated in 2005. No funds at all
were made available for the "Energy Efficiency tat8-Owned Organizations" programme component.
In the course of the 2004 administrative reformergg saving was removed from the Federal
Government's scope of duties [3].



In 2007, the state corporatidhe Foundation for Facilitating Reforms in the Hogs and Public
Utility Sector (Federal Law No0.185-FZ as of 21 July 2007) wasi#isthed. The Foundation provides
financial support to the Russian Federation regammg municipalities, allocating funds to financeita
repairs of apartment buildings (including repaifsh® buildings' power, heat and gas-supply systems
installation of metering equipment and control sihtio improve the quality of the housing and public
utility sector reforms and introduce resource-sgviechnologies. The Foundation will operate until 1
January 2012.

More legislative acts were adopted in 2008-20090uin opinion, within the framework of this
study, existing legislation should be reviewed sajgdy from legislative acts that are no longefarce.
Accordingly, several regulatory legal acts, whieme into force prior to 2009 but are still in fol@e of
today, are considered in more detail below.

1.1.2 Existing Energy Efficiency Legislation

As can be seen from the above information, the distegulatory legal acts constituting the
legislative base for operations of fuel and enawgource suppliers and consumers is quite extensive
Bearing in mind that this study intends to provateanalysis of investment climate in the publidityti
sector, some of these acts need to be consideradrimdetail.

These regulatory legal acts deal with:

— Efficient use of fuel and energy resources;

- Regulation of natural gas tariffs;

— Regulation of heat and electrical energy tariffs;
— The use of renewable energy sources.

1.1.2.1 Energy Strategy until the Year 2030

The main goals and objectives of further energyosetevelopment in the Russian Federation are
formulated by the Energy Strategy of the RussiadeFaion until the Year 2030 [1] ("the Strategy")
which was endorsed in 2009.

In accordance with the Strategy, the Russian Fadalsenergy policy is to maximize efficient use
of natural and energy resources and the energgrsepbtential to ensure sustainable economic drowt
improve the population's quality of life and hetpneolidate the country's foreign economic stand.

Along with energy security, energy efficiency ofetfiRussian economy is viewed as a crucial
strategic objective of the government's policyhe £nergy sector, thus emphasizing the significafice
efficient use of fuel and energy resources forheirdevelopment of the nation's economy.

The Strategy provides for a number of mechanismémpiementing the government's energy
policy, aimed at improving energy efficiency of tleeonomy. On the one hand, they include the
introduction of a system of norms, standards agdlations enhancing energy efficiency of the ecopom
On the other hand, they create economic incenfmeslevelopment of the investment, energy-saving,
innovative, environmental and other priority comeots.

The Energy Strategy of the Russian Federation csegB stages:
— 2013-2015: overcoming the recessionary trendsdrettergy sector;

- 2016-2022: improving energy efficiency through imatve development of the fuel and energy
complex;

— 2022-2030: gradual transition to the energy seatdhe future, including the use of new, non-
carbon sources of energy.



The authority to implement the action programmerasided for by the Strategy is delegated to the
Russian Federation Ministry of Energy, the Minidtsy Economic Development, the Ministry for Natural
Resources and Environment and the State Nucleag¥@®rporation Rosatom

In accordance with the Energy Strategy, energynsgin the heat-supply sector is to focus on:
generation of heat energy, heat energy transmisgistems, and heat energy consumption systems. By
2030, specific heat losses are expected to go dyw#110%. The Strategy also provides for develogmen
and implementation of a package of measures toowepneat supply, including:

— Creating favorable conditions for attracting prevahvestments in heat supply, including the
introduction of an economically feasible returniovestment method,;

— Optimizing the existing tariff system (transitiamd mandatory double-rate tariff, applying long-
term tariffs under bilateral agreements) taking iatcount the interests of heat manufacturers
and consumers alike;

- Formulating mandatory requirements to equipmentufentured and operated in the energy
sector, improving energy efficiency of buildings;

— Rational use of government support mechanismsudiad) support within the framework of
private-public partnership;

— Large-scale reconstruction and streamlining ofdiassets, including the use of renewable heat
sources.

1.1.2.2 Basic Provisions of Federal Law "On Energy Saving iad Improving Energy
Efficiency” No.261-FZ as of 23 November 2009

A new stage of the government's policy on ener@giency of the Russian economy begins with
the signing of the Decree of the President of thesian Federation "On Basic Provisions of Struttura
Reform of Natural Monopolies” N0.426 as of 28 Adri997.

The Decree requires at least a 40% reduction iretieegy-intensity of gross domestic product of
the Russian Federation by 2020 (as compared to)200i& Government is authorized, within the
specified time-period (2008-2009) to:

— Develop laws providing for introduction of economitentives to encourage energy saving
activities by business entities;

— Develop laws aimed at greater responsibility ofiless entities for non-compliance with the
limit values specified for environmental impact;

— Take technical regulation measures aiming to ersnanergy and ecological efficiency of such
branches of the economy as electric power industoystruction, public utility sector and
transport;

— When designing tariff policy and projects to bedad from the federal budget, provide for
allocations needed for supporting and encouragdiagise of renewable energy.

Pursuant to the Decree of the President of theiBu$deration N0.889, on 23 November 2009,
the State Duma passed the Federal Law "On Energyngand Improving Energy Efficiency and On
Amendments to Certain Legislative Acts of the Raisstederation” [4].

The Federal Law "On Energy Saving and Improving rgneEfficiency” No.261-FZ as of 23
November 2009 is aiming to create the legal, ecan@nd organizational base for stimulating energy
saving and improving energy efficiency.

The Law sets out the basic principles of legal l&tipn as related to energy saving and improving
energy efficiency:
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- Efficient and rational use of energy resources;
— Support and encouragement of energy saving andeeéiciency improvement;

- A systemic integrated approach to activities relat® energy saving and improving energy
efficiency;

— Planning of energy saving and energy efficiencyroupment;

— The use of energy resources taking into accourtdifspeesource, production and technological,
ecological and social conditions.

Basic provisions of the Federal Law "On Energy 8gvand Improving Energy Efficiency" are
detailed below:

1 New requirements and restrictions on goods turnomghe Russian Federation territory;

2 Requirements relating to energy efficiency andaltation of metering equipment in buildings and
structures;

Conducting of energy audits;

Implementation of energy saving and energy efficygmprovement programmes;
Conclusion of energy service contracts to ensuvemgment and municipal needs;
Requirements to improve energy efficiency of stateed enterprises;

~N o o~ W

Transition to long-term tariffs based on long-teragulation parameters to provide economic
incentives for energy saving and improving enetfgjgiency;

8 A general outline for state support and fundingmérgy saving activities.

Implementation of this Federal Law implies devel@minand adoption of a regulatory package
containing a lot of technical indicators and nor#isthe same time, the L&wgpecifies the deadline (until
1 May 2010) for the Government of the Russian Fader to pass the necessary legislative and
regulatory acts. The Order of the Government of Russian Federation No.1830-r as of 1 December
2009 endorses an action programme to improve enseyyng and energy efficiency aimed at
implementation of the Federal Law No0.261-FZ; thdhatty to implement the above measures is
delegated to the following federal agencies: thaidliy for Economic Development, the Ministry of
Energy, the Ministry for Industry and Trade, thenMtiry for Regional Development, the Federal
Antimonopoly Service (FAS), the Federal Tariff Seev(FST), the Federal Service for Environmental,
Technological and Nuclear Supervision (Rostekhngdzmd the Federal Service for Consumer Rights
and Public Wellbeing Supervision (Rospotrebnadiiir)

The Federal Law No0.261-FZ as of 23 November 20@@dluces amendments to some legislative
acts, in particular, relating to taxation and fadtésign.

The following amendments were introduced to the Tare of the Russian Federation:
1 Aninvestments tax credit may be granted to anroegdion if such organization is involved‘in

3 Art. 50

4 Art. 67 of the Tax Code of the Russian Federatim.investments tax credit provides for a defertaxi payment
whereby an organization, within a specific periaw avithin certain limits, is allowed to make dedont from its tax
payments with a subsequent stage-by-stage payrh#m oredit amount and interest. The deductianasle for each payment
of the corresponding tax, for which the investmeatscredit is granted, for each reporting periaatil the amount not paid
by the organization as a result of all such dedusti(the accumulated credit amount) becomes equéaktcredit amount as
shown in the corresponding contract.
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— Activities to raise energy efficiency of product migacture, performance of works or provision
of services;

- Investments to create facilities falling into thegtest energy efficiency category, including
apartment buildings and/or pertaining to renewarlergy sources and/or pertaining to heat or
electric energy generating facilities with a penfi@ance factor in excess of 57%.

2 Taxpayers are entitled to apply a special coefiicie the standard amortization rate (the maximum
value being 2) for any fixed assets pertainingi¢i lenergy efficiency facilities

In accordance with the Budget Code of the Russetiefatiof, state or municipal clients may enter
into government or municipal energy service congradgth the price to be calculated as a percentdge
the energy saving's value, for a term exceedingaldity of approved quotas for budgetary obligas.

The Federal Law No.261-FZ specifies the basic e principles for performance contraats
the Russian Federation (in the Law, "performanadreat” is referred to as "energy service contjact"
However, clearly-defined responsibility of eachtggpant of an energy service contract (the sttte,
customer, financial institutions and energy seraampanies) is yet to be formulated.

In accordance with the Law, subject matter of aergy service contract is the contractor's
performance of measures aimed at energy savingngmaving energy efficiency of resource utilization
by the customér

An energy service contract must stipulate:
— Specific value of energy saving to be ensured byctintractor under the contract;

— The contract's duration which cannot be shorter tthe time-frame necessary for achieving the
stipulated energy saving value.

An energy service contract may also contain:

— The contractor's obligation to ensure energy regiageagreed by the parties, and conditions for
using energy resources (including thermal regimgétihg intensity and other parameters);

— The contractor's obligation to install and commuasimetering equipment to measure
consumption of energy;

- Requirement to calculate the energy service confmaces on the basis of parameters achieved,
or to be achieved, as a result of the energy seooatract's performance, inter alia, on the basis
of the energy resources saved.

Subject to agreement between the energy buyerrengdrson having the right to sell, supply or
distribute the corresponding energy resourcesteims of an energy service contract may be included
into contracts for purchase-and-sale, supply dridigion of energy resources (except for natues)g
with the price to be set by the parties.

Such contracts may stipulate:

- Quantitative value of energy resources to be usethé parties when stipulating contractual
obligations;

S Art. 259 (para 3) of the Tax Code of the Russiaderation
6 Art. 3, Art. 72 of the Budget Code of the Rusdtauleration
7 Art. 19 of the Federal Law N0.261-FZ as of 23 Nuber 2009
8 Art. 20 of the Federal Law No0.261-FZ as of 23 Noer 2009
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- Requirement to make settlements under such cordrattie basis of parameters achieved, or to
be achieved, as a result of the contract's perfiocmanter alia, based on the cost of the energy

resources saved;

— Provision granting a full or partial payment moraim under such contract until the results of
the energy service contract's performance have éegrved.

In addition, the Law grants to the state and mgiaicclients the right to enter into energy service
contracts with the subject matter being the cottracperformance of activities aimed at energyirgav
and improving energy efficiency of energy resowrse ("energy service contracts").

The pros and cons of the new Law "On Energy Sawng Improving Energy Efficiency” are

summarized in the table below:

Table 1.1 Pros and Cons of the Law "On Energy Savinand Improving Energy Efficiency"

Advantages

Disadvantages

1. Article 50 of the Law specifies the deadline (byMay
2010) for the Government to adopt the necessanylatmy
legal acts enabling the Law's implementation.

1. Many reference rules. To implement the Law, @&yd3
number of by-laws, including technical parametersd
norms, will have to be adopted.

D

2. The Law introduces energy service contractssipdlates
specific targets and personal responsibility faslating the
Law's provisions.

2. Organizational aspects need finalizing. As aangXe, the
administrative body authorized to impose fines padalties
is not specified.

3. A detailed description of energy saving actdstifor the
authorities, enterprises with government partiégrgt state-
owned organizations, and enterprises involved itiviies
subject to regulation.

3. No provisions to regulate energy saving at itrials
enterprises, on transport and in trade industrywe@ame of
heat-supply issues is minimal.

4. The transition to new household equipment stalsdes to
encourage enterprises to begin technical moderoizdbr
manufacturing new energy saving products.

4. While the regional and municipal authorities er@ better
position to finance energy saving technologies, ftireding-
related issues need further finalizing.

5. Metering of all energy resources (heat and edgéty)
becomes compulsory.

5. The bulk of costs associated with the activibstallation
of meters, purchase of energy saving bulbs, ete.)passed
on to end-users.

6. The transition to tariff design using the retuom
investment method will allow to attract significaptivate
investments into development of transmission asttiduting
electrical networks while maintaining a moderateifita
growth.

7. Establishing an energy register to include eneaigta
sheets of enterprises and buildings with the cpoeding
equipment and its energy consumption data. Thestergivill
allow to analyze the dynamics of the facilities'eryy-
intensity and greenhouse gas emissions.

The Law "On Energy Saving and Improving Energy ddincy” provides the following additional

mechanisms for stimulating energy efficiency by:

— Setting target energy efficiency improvement intbea for state-owned organizations. Any
budget funds saved by improving energy efficienoywmemain at the state-owned organization's

disposal;

— Setting out the basic provisions of energy serametracts allowing to attract private financial
resources for modernizing state-owned facilitiessng the funds saved on utility and amenity
service bills to pay back the investments. In tlesidential sector, ESCOs may act as
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management companies, selling an agreed-upondéweimfort to the building's residents for a
specific fee;

- Introducing the requirement to use tariffs basedlarg-term parameters (in electric power
industry);

- Introducing the requirement to install metering ipquent for all energy resources, including
heat energy, which also becomes a prerequisiteciocluding energy service contracts;

- Requiring approval of regional energy saving progres.

1.1.2.3 Legislative Regulation of Tariff Design
Gas Tariffs

In accordance with the Federal Law "On Gas Suppthé Russian Federation" N0.69-FZ as of 31
March 1999, natural gas prices and gas transmission tarésabject to government regulation.

Pursuant to this Law, the Government of the Russ$iaderation passed Directive "On State
Regulation of Gas Prices and Gas Transmission &erlariffs on the Russian Federation Territory"
N0.1021 as of 29 December 2000.

The Directive put into operation the "Basic Promis for Design and Government Regulation of
Gas Prices... on the Territory of the RF", pursuantwhich government regulation on the Russian
Federation territory applies to:

- Wholesale gas prices;

— Tariffs for gas transportation by transfer pipedirfor independent organizations);
— Tariffs for gas transportation by pipelines owngdrilependent gas transporters;
— Tariffs for gas transportation by gas-distributimetworks;

- Tariffs for supply and sale services provided tal-asers by gas suppliers (when regulating
wholesale gas prices);

— Retail prices for gas supplied to the population.

Natural gas volumes, supplied to the consumershefRussian Federation at regulated prices,
constitute the regulated segment of the domesticralagas market and make up approximately 70% of
the total market (with the main supplier being Bazprom Group of Companies), while the non-
regulated market segment accounts for the remaidinhger cent of the market (with the main supplier
being the Gazprom Group of Companies and indepérm@enproducers). Gas price in the non-regulated
market segment (commercial price) is some 30-45§hdrithan that in the regulated segment.

Dividing the domestic gas market into regulated and-regulated segments necessitates annua
coordination and approval of natural gas volumebdasupplied to Russian regions at regulated prices
(the so-called natural gas quotas). Natural gasaguere calculated taking into account the volufrgas
consumption in the year preceding the year of @@n. If consumption of gas declines, gas quotas
allocated for the year of regulation are reducadespondingly. Volumes consumed on top of the iota
are paid for or purchased at market price. Thishaeism fails to provide consumers or regional
governments with incentives for gas saving.

With the exception of households, all natural gassamers fall into category 1, for which prices /
tariffs for their products / services are not regedl by the government, and category 2, subject to
government regulation of prices / tariffs for theioducts or services.

9Art. 21
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Category 1 consumers are represented by chemiedgllorgical, light industry enterprises, etc.
They are not interested in gas saving because wfrégulated prices for gas under quotas, higher
domestic market prices for alternative fuels andamparison with international FER prices.

Category 2 is represented by heat and electrigggr@oducers and suppliers whose attitude to gas
saving is determined by the legislation regulatimg pricing policy on their products and services.

To improve government regulation of gas prices pramote the principles of market pricing on
the domestic market, the Government of the Rudseteration issued Directive N0.333 "On Improving
State Regulation of Gas Prices" as of 28 May 2@®accordance with the Directive, beginning with 1
January 2010, contract supplies (including longateontracts) of gas produced by Gazprom JSC and its
affiliated companies to all consumers (except far population) will be made at wholesale pricebdo
determined using a gas price formula ensuring epuait margin for domestic gas supplies and gas
exports. This creates a legal basis for implemgntarket pricing mechanisms for natural gas todbe s
on the RF territory, and this factor is expectetdwge a significant impact on efficient use of makgas.

Summarizing the Subsection, it should be noted fhatsuant to Presidential Decree "On Certain
Measures to Improve Energy and Environmental Eficy of the Russian Economy" No0.889 as of 4
June 2008, to achieve the strategic objective 40 @er cent reduction in energy-intensity of thes&an
Federation's economy by 2020, the Ministry of Egergtablished Russian Energy Agency (REA) (Order
No0.560 as of 16 December 2009). REA's functionsprese:

— Analytical support of efforts to establish the staiel and energy complex information-support
system and other state information resources mngldb industry and energy sector, building a
state information resource comprising databasesnpnoving energy efficiency of production,
sales and consumption of primary and secondaryaiuélenergy resources on the domestic and
external markets;

— Devising and organizing implementation of a compdéxneasures to stimulate energy saving
and improve energy efficiency by state-owned emigep, the energy sector, industry and the
public utility sector, with a greater reliance @mewable energy sources;

— Developing draft regulatory legal acts and methogialal recommendations with the purpose of
implementing the legislation of the RF on energyirsg and improving energy efficiency, inter
alia, through organizing and maintaining the seatergy register and taking into account the use
of energy-saving manufacturing technologies orteéneétory of the RF;

— Selection and assistance in implementation of gngmging projects in the Russian Federation;
- Organizing implementation of federal target-orieh¢mergy efficiency programmes;

— Providing the regions of the Russian Federatiom Vagal, information-analytical and research-
engineering support, personnel training and ratrgisvhen introducing new energy saving and
energy efficiency technologies to the national econ.

Electrical and Heat Energy Tariffs

As the activities of energy suppliers are legaflgagnized as operations of natural monopolies, the
economic, organizational and legal base of goveminta&iff regulation relating to their services is
stipulated in a number of legal acts. At preseohtml| over the operations of natural monopolies is
carried out by the Federal Tariff Service (FTS),ickhdelegates some of its authority to its regional
branches — Regional Energy Commissions (REC). dulshbe noted that in some Russian regions,
Regional Energy Commissions were renamed to Depattiior Tariffs (e.g., in Primorski krai and the
Novosibirsk region) or to Department for Tariff Regtion and State Buying (in the Tomsk region).
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Federal laws of the Russian Federation define ttmmamic, organizational and legal basis for
government regulation of electrical and heat eneagyfs, including tariffs for the public utilitgector
enterprises.

In accordance with the Federal Law "On State Reiguaf Electric and Heat Energy Tariffs in the
Russian Federation” No.41-FZ as of 14 April 1995fjvernment tariff regulation is aimed at creating
economic incentives ensuring the use of energyagatdchnologies in production processes. Regulation
of electrical and heat energy tariffs is carrietlialaccordance with the following basic principles

— Ensuring economic feasibility of costs incurred dgommercial organization in the course of
production, transmission and distribution of head alectric energy;

- Verifying economic feasibility of planned (estimdfgroduction costs and profit margin during
tariff calculation and approval;

- Providing commercial organizations involved in protion, transmission and distribution of
heat and electric energy with funds to finance potidn development, etc., in the form of
borrowed funds, private investments and other mgney

— Creating conditions for attracting domestic anckigin investments;
— Calculating payroll total in accordance with thdustry-specific tariff agreements;

— Competitive selection of energy equipment supplad contractors to be involved in energy
facilities and electrical network construction;

- Taking into account the performance of energy saepplover the period for which the
previously approved tariffs applied.

In the public utility sector, the basic principlektariff and surcharge regulation, inter alia,lue
the following provisions (Federal Law "On the Basmf Tariff Regulation for Public Utility Complex
Organizations" N0.210-FZ as of 30 December 200} [7]

— Establishing tariffs and premiums ensuring finaho&eds of the public utility sector enterprises
as necessary for implementing their productioniamdstment programmes;

- Encouraging reduction in production costs, imprgvieconomic efficiency of product
manufacture / provision of services and the usermrgy saving technologies by the public
utility sector enterprises.

Inclusion of an investment premium (IPr) into aiffa? is within the competence of the local
authorities. When approving the investment premamount, the local authorities take into accounhbot
the investment programme for the entity subjeaetpulation and the local population's paying cdpaci
The period of an IP's validity may not be shorteant 3 years and must correspond to the investmen
programme's implementation time-frame.

For the entire period of validity of tariffs for gmiucts and services of a public utility sector
organization, additional funds saved as a resufuch organization's improved performance efficgenc
when implementing its production programme, renadithe organization's disposal.

Pursuant to individual articles of Federal Law "tBe Basics of Tariff Regulation for Public Utility
Complex Organizations” No0.210-FZ as of 30 Decen#34, the following specific documents have
been adopted:

— Directive of the Government of the Russian Fedenahlo.464 "On Endorsing the Regulations
for Financing Investment Programmes for Utility Qaax Manufacturers of Goods and Services
Relating to Electricity and/or Heat Supply" as 8fRuly 2007;

10 ntroduced by amendments in August 2008.
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— Directive of the Government of the Russian Fedenalio.520 "On the Basics of Pricing Policy
and the Order for Regulating Tariffs, Markups amahiL. Indexes as Related to the Operations of
Utility Complex Organizations" as of 14 July 2008.

The Federal Law "On Electric Power Industry” NoRB5-as of 26 March 2003 sets out the basics of
the state's investment policy in the power indysiryarticular:

- Promoting attraction of investment by creating\efable investment climate;

- Ensuring an economically-justified rate of retumr finvested capital, used to finance the
operations of the power industry facilities subj@cgovernment price / tariff regulation;

— The use of innovative tools for attracting investine

- Providing economic incentives for introduction ofw highly-efficient power industry
technologies, inter alia, to ensure developmensmoéll-scale and alternative power industry
facilities.

According to the Directive of the Government of Rgssian Federation No.109 "On Pricing Policy
for Electrical and Heat Energy in the Russian Faiilen" as of 26 February 2004the entity subject to
regulation is entitled to choose one of the thre¢hwds of tariff regulation:

— Cost plus method;
— Return on investment method;
— Tariff indexation method.

It should be noted that, prior to July 2098he cost plus method had no economic alternafes
designing tariffs applying to natural monopoliey. tB8day, the electric power industry has accumdlate
certain experience in using the return on investmegthod in the sector. From 1 January 2009, therre
on investment method has been used to set tasifijgdwer transmission services by the followingrgge
sector enterprises: AstrakhanEnergo, DonEnergo, géinergo, PermEnergo, RostovEnergo,
RyazanEnergo, TverEnergo, TulEnergo and Energokurga

The cost plus methos based on reimbursement of economically-justitests incurred by the
entity subject to regulation and setting a perrditgofit margin for such entity. Therefore, tariff
calculation is based on the amount of gross rev&naeessary for the organization in question.

It should be also noted that the regulatory bodysid the tariff (the necessary gross revenue
amount) depending on specific situation, for exanpl

— The enterprise's financial performance over thequimg year, i.e. the necessary gross revenue
amount is increased by the amount of losses madinanyear that precedes the year of
regulation, and vice versa, is reduced by the amoiuprofits that exceeds the specified level,

- Indexation of cost items correspondingly the primdex growth (personnel salary increases,
appreciation of contracts with suppliers and sube@tors);

— Advances in prices and tariffs of natural monomlfthe difference from the preceding item
being that the growth in certain prices and tas#s by natural monopolies, in particular, natural
gas prices, in addition to inflation processeslemt$ the RF Government's determination to
eliminate price disparity on the domestic fuel nedrk his means that, in accordance with the RF
Government's plans, advance in natural gas prideswistrip the price index growth;

11 Art. 15

12 several amendments, governing state regulaticardfs for services provided by natural monopqglieame into
force in July 2008.
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Taking into account the enterprise's investmengammme, etc.

Regulation using the cost-plus method hampers teffto improve efficiency of equipment's
operation and maintenance and realization of dapmeestments even if, with time, such capital
investments may result in consumers' energy savings

Any costs that may be qualified as economicallyHiesl (minor deviations from the norm
accepted) will be included by the regulatory bodfpithe tariff for the consumer. And, in the
absence of competition on the heat-supply servitaket, the consumer will have no choice but
to accept it. Accordingly, economically-justifiedsts are to be compensated by the consumer;

The higher the aggregate costs incurred by théyesiibject to regulation, the higher the profit
margin, calculated as a percentage (5-12 per oém}al production and marketing costs;

Reduced production and marketing costs, obtainadresource savings, would automatically
result in reduction of the next year's tariff. Aodimgly, the manufacturer is not interested in cost
reduction;

One of the cost items for the cost-plus methodrisréization of fixed assets. In accordance with
the law, amortization is calculated on the basidbafnce-sheet (book) value of fixed assets,
which does not reflect the market value of sucletasdf the equipment is outdated (and that is
the case for an overwhelming majority of fixed &ssa the public utility sector), its amount
would be very small. Bearing in mind that amorii@atof fixed assets is one of the company's
own sources of financing creation of fixed assi#iis, source becomes effectively unavailable for
a majority of the public utility sector enterpris&€3n the other hand, as far as fixed assets are
concerned, amortization is the main source of iimest payback and, as amortization is
calculated in consideration of the fixed assets/ice life, this period would considerably exceed
the investment payback period as desired by thestov.

Pursuant to the Law "On Energy Saving and Improwmgergy efficiency ., a number of
amendments relating to tariff design for servicesvigled by heat and electric power industry
enterprises were introduced to the Federal LawG0uwernment Regulation of Heat and Electric
Energy Tariffs in the Russian Federation”. It skobe noted that, in accordance with the
amendments to Art. 23 of the Federal Law "On Ele&®pbwer Industry":

Beginning with 1 January 2012, government regutatibheat energy tariffs and tariffs for heat
energy transmission services is to be carried alyt io the form of long-term tariffs based on
long-term regulation parameters, including thosegithe return on investment method.

Pursuant to the Federal Law "On Energy Saving am@rdving Energy Efficiency and on
Amendments to Certain Legislative Acts of the Raisdrederation” (No.261-F2) tariff regulation in
the course of an activity subject to regulatiomoide carried out mainly in the form of setting determ
tariffs based on long-term regulation parameterduding the methods ensuring return on investmant.
accordance with the Federal Law "On the Basics afiffTf Regulation for the Utility Complex
Organizations" N0.210-FZ as of 30 December 200d4s amended by Law 261-FZ as of 23 November
2009), investment programmes in the heat-supphtpsace to be financed by:

Tariff design based on long-term regulation paramset

Setting premiunts on top of heat energy tariffs;

13 Art. 25

14 Art. 15

15 These markups do not apply to the case wheretimegg programmes are financed by setting a taasield on the
return on investment method.
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— Setting premiums on top of tariffs for connectinghtie public utilities infrastructure.

This way, the method for determining the value erfivice is being reformed by gradual transition
from cost plus-based regulation to the return orestment method. In particular, in accordance with
existing legislation, the return on investment moetis to become the only method to apply to openati
of natural monopolies in the electric power indystr

The main advantage of the return on investment ogetiver the cost plus method is that tariff
calculation is based on the capital employed (rathan on the book value of assets) and takes into
account regional return on investment value, thinsusating influx of capital.

Tariffs designed using the return on investmenthogtare based on the necessary gross revenue
(NGR) for a long-term regulation period (3-5 yeas®parately for each financial year in that period

NGR comprises:

— The company's operating expenses;

— Payback of invested capital (capital depreciation);
— Return on invested capital.

It should also be noted that adjustments of the N&piecified for the next financial year taking into
account deviation of actual tariff calculation paeders from target values, are made during the
regulation period.

The baseline level of operating expenses (OPEXEidy the regulatory body using the cost-plus
method and taking into account the operating exgerchange index, based on benchmarking and
analysis of deviations from the performance achdele industry leaders. Operating expenses exclude
amortization, interest on credit, rent, and paymdat services provided by organizations involved i
activities subject to regulation. Operating expsnie each subsequent year in a long-term period of
regulation are determined by multiplying the basellOPEX level by the consumer price index
(indexation), the operating expenses efficiencyen@eduction in OPEX at a pace as specified by the
regulatory body — 1-2.5 per cent) and by the chamgessets quantity index.

The regulatory body encourages companies to reclpyeeating expenses:

- If actual OPEX over the latest financial year hgvewn to a smaller value than specified by the
regulatory body, the NGR is not reviewed for theirenperiod of regulation, which ensures
certain benefits from savings;

— The baseline OPEX level, established for the naxgiterm period of regulation, is increased by
the amount of OPEX savings obtained in the precegiariod of regulation. Therefore, the
regulatory body leaves the savings at the compaigfmsal for a 5-year period, extracting them
when setting the tariff for the next period of rigion.

The method's underlying principle is to ensure jpakbof the invested capital within a specified
period, being equal to the service life of the camyps assets, and receive a standardized return.

Return on invested capital, comprising two compatsien calculated on the basis of:

1 The amount of invested capital, payback of thetehpivested prior to the period of regulationgrat
of return for the capital (6-12 per cent) and daedgl return coefficient;

2 Expenses provided under the agreed investmentgroges, payback of investments, net working
capital, rate of return for the capital (6-12 pent}, and a regional return coefficient.

The advantages of using the return on investmettiodeare detailed below:

- Interest on borrowed capital is reduced, as long+teriffs and their annual macroeconomic
factors-based indexation reduce investment risks;
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— Payback of equity capital and borrowed funds isust$ at a return level typical for industries
with similar risk levels;

- Incentives for cost reduction and improving theliqyand reliability of supply are created,;

- Long-term tariffs, with annual indexation dependimg inflation rate and taking into account
other objective reasons, are established, thus owimy cash-flow transparency and
predictability.

Table 1.2 Advantages of Using the Return on Investamt Method [8]

For Investors For Consumers For Regional Authorities

1. Areturn level comparable with that jnL. An influx of investments needed forl. An influx of investments td

industries with similar risks connecting to the network and reducinmfrastructure industries
wear-and-tear of existing networks
2. The required investment rate of return 2. Restricted price pressure on

. . 2. Channeling investments oconsumers
3. Guaranteed predetermined tariff leyeJonstruction of new and modernizatipn

mid-term of existing facilities 3. Economically-justified investment
programmes

4. Raising large amounts of financing | 3. Tariff reduction in the medium-term

_ o perspective 4. Direct dependence of tariff size on
5. Incentives for efficient cost the required level of reliability and the
management 4. Tariff dependence on reliability andoace of territorial development

o ) | quality of power transmission services

6. Increased efficiency of financial 5. Maximum transparency of the tariff
operations on capital markets design process

Tariff indexation methods used for setting tariffs for products and segsi of the public utility
sector organizations in the event of an objecthange in the organization's operational environnieadt
affects the value of its products and servicesifffare determined by multiplying the precedingipé's
tariffs by indexes reflecting such changes in therational environment.

These indexes are calculated using the values t@sndeed by the RF Ministry for Economic
Development and reflect changes in costs incurgethé public utility enterprises, in particularesific
cost items relating to the company's financial sefed implementing the public utility component af
production programme devised with reference toegifip line of such company's activity.

When this method is used, tariffs are calculatechénordance with methodological guidelines
approved by the Federal Tariff Sendigdaking into account:

— Cost reduction programmes for organizations invilire activities subject to regulation, such
programmes to be agreed with the regulatory body;

— Changes in the composition and/or amount of finador the power industry's investment
programme;

— Deviations of actual product output on the retadrket and/or services being provided from
target values;

— Deviations of actual fuel prices from forecast \eslu

— Deviations of actual consumer price index valuenfrine forecast value assumed when setting
regulated tariffs / prices;

16 FST Order "On Endorsing Methodological Guidelifi@sindexing of (Minimal and/or Maximal) Tariff Leals and
Tariffs for Products / Services of Organizationgdived in Activities Subject to Regulation" No.2@54 as of 5 July 2005.
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— Amendments to regulatory legal acts influencingesges of organizations involved in activities
subject to regulation;

— Changes in regulated fuel tariffs / prices in adeoce with decisions made by the regulatory
body;

— Changes in tax rates made in accordance with tlssi&uFederation’s taxation legislation;

— Changes in the amounts of payments provided foemurdntracts required for commencing
operations in the electric power industry and oe thholesale and retail electric energy
(capacity) markets in accordance with the RussieaeFation legislation on the electric power
industry;

— Technology-related specifics of electric energggacity production.

The regulatory bodies are entitled to apply thdftardexation method where the consumer price
index, as projected in a socio-economic developrfeeatast for the Russian Federation, does notegkce
12 per cent in the calculation period subject tutation.

A comparative analysis of the tariff regulation hreds under consideration is given below.

Table 1.3 A Comparison of Tariff Regulation Methods

Method Advantages Disadvantages

1.No incentives for cost reduction
Cost plus method 1. Traditionally used

2. Absence of clear tariff projection

1. Maximum and minimum tariffs
Indexation method 1. Low incentives for cost reduction
2. Sufficiently clear tariff projection

1. Incentives to increase investment

volume 1. Methodological base needs finalizing

Return on investment method 2 Clear tariff proiection
' Proj 2. Time-consuming implementation

3. Incentive for cost reduction
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Box 1

On 11 November 2009, the State Duma adopted ifirgtereading the draft Federal Law "C
Heat Supply" (No. 177427-5). To finalize the drifideral Law, a special task force is now bg
established. The Law is expected to become efiedhvthe spring of 2010. The Law "On He
Supply" is intended to introduce a certain degréecampetition in the heat-supply sector 3
harmonize the regulatory base related to heat-gupgih existing regulatory base in adjace
industries. The basic provisions of the above draft are detailed below:

In the field of heat-supply, the Law defines thevpos of the Government of the RF, feds
bodies of authority, regional bodies of authorityldocal government§

In particular, it defines the powers of the federathorities of the RF, regional authorities g
local governments as related to tariff regulatfon

Where there exists an opportunity for an econonyigastified transition of legal relations
emerging within the framework of a specific hegigy system, from a condition characterized
the absence of competition to a competitive hepplsumarket, tariff regulation may be abolished

Heat-suppliers sell heat energy to consumers under a heat-sugmpiiract which, inter alia
specifies heat-supply quality parameters and coptomregime.

Local governments must approve and annually ugadé-supply schemes used as the bas
further development of heat-supply networks (to thmé&mand for heat energy with a minim
environmental impact).

1.1.2.4 Legislation Governing the Use of Renewable Energyo8rces

Encouraging the use of energy saving technologieduding renewable energy sources (RES),
remains a major aspect of government regulatioating to energy saving and improving energy
efficiency. Energy saving is defined as implemegtimganizational, technical, technological, ecoromi
and other measures aiming to reduce consumpti@megy resources being used while maintaining the
corresponding effect from their #éeAccordingly, the energy saving definition alstates to the use of
RES. Encouraging the use of RES will allow the grestion of existing energy resources for future
generations.

In 2005, the Russian Federation received a 350stmalUS dollars Global Environmental Facility
grant from the International Bank for Reconstructind Development to finance preparation of the
"Russian Programme for Development of Renewabledyr®ources"” project.

Work on the Russian Federation's regulatory legaklrelating to the renewable energy industry
began in 2007. Amendments to the Federal Law "@at&t Energy Industry" No.35-FZ as of 26 March
2003, adopted at the end of 2007, provided a fraonevior development of the renewable energy
industry. Pursuant to this Federal Law, the Govaminof the Russian Federation is authorized to:

17 1n particular, the local government's powers ifreobnsuring reliable heat supply to consumers tifrout the
municipality's territory, organizing audits of heatppliers and district heating networks, etc.docadance with the Law, the
local government may delegate all or part of iterpis to a federal body of authority.

18 Relative to tariff regulation, the federal bodyaafthority approves methodological recommendatamntariff design
and stipulates maximum and minimum tariff ratesjlevthe local governments set tariffs and markups.for executive
authorities, they can set tariffs other than thelseady set by the local government.

19 However, this provision contradicts to par. 2 A8 of the Federal Law "On Electric Power Industag' of 26
March 2003, which demonstrates the need for harmugthe draft law with existing legislation.

20 A heat supplier may be represented by a persamgltee legal owner of heat energy sources or disteating
networks in a given heat-supply system.

21 |n accordance with Federal Law "On Energy Saving émproving Energy efficiency" No.261-FZ as of 23
November 2009.
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— Approve the basic aspects of government policyirfigroving energy efficiency of the electric
power industry, specifying target indicators fortmu and consumption of electric energy
generated using RES;

— Approve action plan or programme for achievingdabeve target indicators;
- Formulate rules, criteria and procedure for quadiion of generating facilities using RES,;

— Support the use of RES and encourage introductibrenergy-efficient technologies in
accordance with the Russian Federation's budgatiecelegislation;

— Approve criteria for granting federal subsidies ¢ompensate the cost of technological
connection of generating facilities with an ingdlicapacity not exceeding 25 megawatts that are
recognized as qualified facilities using RES.

The price of electric energy generated using RESleermined by adding a markup to the
equilibrium wholesale market price. Power netwonk&ist compensate line losses primarily by
purchasing electric energy generated using RES.

The Law was followed by a number of refining docutse

— Directive of the Government of the Russian Fedenahlo.426 "On Qualification of Generating
Facilities Based on Renewable Energy Sources" &Joine 2008 (endorsing the procedure for
qualification of generating facilities based oneemble energy sources);

— Order of the Ministry of Energy of the Russian Fatien "On the Procedure for Maintaining
the Register of Issued and Redeemed Certificategir@ong the Output of Electric Energy by
Qualified Generating Facilities Using Renewable fggeSources” No0.187 as of 17 November
2008.

Development and implementation of highly-efficieesource saving technologies and new kinds of
energy is performed within the framework of theded target-oriented programmes:

— "Research and Development in Priority Areas of tRessian Federation's Research and
Technology Complex in 2007-2012" (RF Governmentiee®ive No0.163 as of 17 October
2006);

— Order of the Government of the Russian Federatiorb4 'The National Technology Base for
2007-2011 as of 29 January 2007.

The RES-related regulatory and legal frameworkeisdp reformed in accordance with the Decree
of the President of the Russian Federation "Onaeileasures to Improve Energy and Environmental
Efficiency of the Russian Economy" (No0.889) prowgli for budget allocations to encourage
implementing RES projects.

The Order of the Government of the Russian Federdb.1-r as of 8 January 2009 endorsed "The
Basic Provisions of State Policy Aimed at Improviagergy Efficiency of the Electrical Power Industry
through the Use of Renewable Energy Sources uff202 The Ministry of Energy of the Russian
Federation is made responsible for coordinatingpbiécy's implementation by the federal authorities
The Order provides for the following activitieséncourage the use of RES:

— Improving the system of target indicators;

— Organizing monitoring of compliance with targeticators;

— Improving the system of state statistical reporti@igting to the use of RES;
— Developing a siting scheme for renewable energgigeimg facilities;

- Arranging for extra-budgetary investments to firanconstruction of green-field and
reconstruction of existing sources of renewablegne
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— Elaborating a complex of measures to promote dewaémt of small businesses operating on the
energy services market and using RES, and othesuresa

For the period ending in 2020, the following targedues for production and consumption of
renewable electric energy are spec#fed

- 1.5 per cent - for 2010;
- 2.5 per cent - for 2015;
— 4.5 per cent - for 2020.

As already mentioned above, amendments to theddg, enade pursuant to the Federal Law "On
Energy Saving and Improving Energy Efficiency amdAmendments to Certain Legislative Acts of the
Russian Federation" (No.261-FZ), stipulate thaestars in renewable energy sources may be granted a
investments tax credi

At present, the Committee for Energy is consideringft Federal Law "On Using Alternative
Kinds of Motor Fuel” N0.130858-4.

1.2 Technical Regulation and Standardization in the Pulc Utility Sector

Development and application of efficient standamsd regulations ensures the following
advantages:

— Unification of terminology and values;

— Codification of best practice and management system

— Accumulation of necessary engineering experience;

— Development of a common testing, measurement atwbating methodology;
- Promotion of energy saving management practice;

— Support of research cooperation and policy harnatioiz in general;

— Assistance in raising user and consumer awaremesscampetence.
Harmonizing national and international standardbsadlow to:

— Set equivalent indicators thus providing a commasis for comparing energy efficiency in
different countries;

— Minimize the costs of testing and verification ofeegy efficiency indicators for products on the
increasingly globalized energy-consuming equipnmeatkets;

- Simplify transfer to a more efficient energy-gerniemaprocess;

- Accelerate introduction of best practices into tatpry mechanisms and real economy;
- Lower energy policy-related technical barriersrade;

— Create a global energy-efficient technology market.

Standardization activities in the Russian Fedemadi@ basically governed by the Federal Law "On
Technical Regulation” N0.184-FZ as of 27 Deceml@22 The Law provides for a transition to a two-
tier structure of technical standard documentaiwith the first tier represented by technical regjales

22 Except for hydropower plants with an installed aeity exceeding 25 megawatt.

23 Art. 67 of the Tax Code of the Russian Federation

24



and the second — by national standards and codeshnical regulations specify very general
requirements that do not change with time. A paeka§ refining documents, comprising national
standards and codes, is put together for each itadlmegulation. Meeting the requirements of nation
standards or a given code becomes a sufficientitomdor compliance with the technical regulaten’
requirements. At the same time, application ofgbeond-tier documents is voluntary and boils dowvn t
the following: a) firstly, any of the documents ti@ad in the technical regulation's evidentiaryebamy
be selected for application; secondly, one's owdes¥iary base, based on research, calculatiosts, te
contingency scenarios and risk assessments, malgdeised. National standattidiffer from the codes
in the sense that a national standard covers awaaspect of a given issue and is approved by the
national standardization body — the Federal AgeiocyTechnical Regulation and Metrology. As for
codes$d, they are adopted by specific ministries and cavwerde range of issues.

Pending the entry into force of the correspondaahhical regulations, the documents adopted by
the federal bodies of authority prior to the enirp force of the Federal Law "On Technical Regolat
are to be complied with throughout the entire teryi of the Russian Federation. All technical region-
related documents, adopted by the federal autésritillowing the entry into force of the above Lang
to be used for reference only. At the same time feleral authorities have the right to make ameamisn
to compulsory documents currently in force (whietam their compulsory status) [9].

Development of new regulatory legal base govertéatnical regulation is already underway. The
Federal Law "Technical Regulations For Safety ofildags and Structures” No0.384-FZ as of 30
December 2008 became effective on 30 December 2009. This teahmégulation sets out requirements
to:

- Energy efficiency of buildings and structutes
- Include energy efficiency data of buildings andistures in design documentatfgn

— Operation of buildings and structures, which itsure compliance with the requirements of
energy efficiency and provision of energy resoumegering equipmefit

Summarizing this Chapter, it should be noted thatsuant to the Order of the Government of the
Russian Federation N0.1830-r "On Endorsing an AcBoogramme for Improving Energy Saving and
Energy Efficiency in the Russian Federation" aslobDecember 2009, the Ministry of Energy has
developed a draft state programme for energy samdgmproving energy efficiency until the year @02
which is currently being coordinated with the feddexecutive authorities.

The main objective of the state programme is taiensgational use of fuel and energy resources
through implementation of energy saving activitiessing energy efficiency in various brancheshaf t
Russian Federation’s economy and reducing enetgysity of the GDP by 13.5 per cent (by 2020 as
compared to 2007).

Activities within the programme cover all brancleéthe Russian Federation’s economy. They are
viewed not only as a tool for improving the effiety of energy resource use for the purposes dfiduart
development of the nation's economy but also asrircipal element of the country's technical
modernization. Programme activities focus on:

24 an analog of government standards (GOSTSs)

25 an analog of building regulations (SNiP)

26 This Federal Law comes into force upon expiryinfsonths after the date of its official publicatio
27 Art. 13

28 Art. 33

29 Art. 36
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Improving energy efficiency in the electric powerdustry, the manufacturing sector, heat supply
and public utility facilities, residential sect@griculture, transport, state-owned institutiond an
services sector;

Encouraging efforts to improve energy efficiencyhe Russian Federation's regions;
A greater reliance on renewable energy sources;

Legal, regulatory, organizational and informatiampgort for activities aimed at improving
energy efficiency.

The list of basic activities within the programnsedietailed in Appendix 3. It should be noted that
the programme provides for target-oriented agre¢sndetween the Government of the Russian
Federation and enterprises / organizations fronouarbranches of the economy, with the subjectenatt
of such target-oriented agreements being:

Agreeing and documenting target energy efficieneyels, reduction of contaminant and
greenhouse gas emissions;

Development of energy efficiency improvement plahsompany level and specific targets to be
achieved;

Elaboration of the reporting and monitoring processontrol performance;

Introduction of tax incentives and other schemesnmourage implementing programmes for the
support of energy efficiency activities in industry

The programme's budget is estimated at 10.5 triliidbles.

1.3 Regulation of Legal Relations Between Economic Erites and Municipal

Authorities
1.3.1 Types of Public Utility Sector's Enterprises

Efficient organization of the public utility sect®rproperty management remains an important
component of implementing the Russian Federatien&rgy efficiency policy aiming to achieve the
following objectives:

Regulation of the public utility sector to ensute operational capability and development,
reliability and safety of the services being predd

Raising the efficiency of budget spending;

Development of a market environment to improve dbality and affordability of the services
being provided by the HPU sector.

Operations of the public utility sector organizasoare regulated by regulatory and legal acts
depending on a given form of incorporation. The nmfmrms of incorporation of public utility sector
enterprises are listed below:

Municipal unitary enterprise (MUE);
State-owned unitary enterprise (SUE);
Public limited company (PLC);

Joint stock company (JSC);

Private company (ZAO).
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1.3.1.1  Unitary Enterprises

A unitary enterprise is a commercial organizatioat thas no ownership rights to assets it usesin it
operation. All assets of the unitary enterpriseaw@ed by the Russian Federation, a Russian Fealerat
region or a municipality. A unitary enterprise, idat to the right of economic management or opegat
management, is established by decision of an am#tbrgovernment body (for SUES) or local
government (for MUES).

Operations of unitary enterprises are regulatethbyollowing legislative and regulatory acts:
— The Civil Code of the Russian Federation (Partl1};[
- Federal Law "On State-Owned and Municipal Enteg®ifNo0.161-FZ as of 14 November 2002;

- Federal Law "On General Principles of Local GoveenimOrganization" No.131-FZ as of 6
October 2003.

The Federal Law "On State-Owned and Municipal Emises” No.161-FZ as of 14 November
20020 imposes certain restrictions on establishing SU#SES). For the public utility sector, most
typical cases would be:

— The need to use assets not subject to privatizatioluding the assets necessary for ensuring the
national security of the Russian Federation;

— The need to engage in activities aiming to addsesgl issues.

The charter of a unitary enterprise is approvedhsy authorized federal agencies or by a local
government and defines the enterprise's goalectbgs and lines of business.

All assets of the state / municipal unitary entegrare held under the right of economic
management or operative management. Speaking #i®wssets, it's important to emphasize that all
assets, acquired of created in the course of thi@rynenterprise's business activities (or opeeativ
management) belong to the state (or municipalitg) @re held by the unitary enterprise under thit 10g
economic management or operative managementionly

A SUE (MUE) must annually pay to the correspondingiget part of the profits remaining at its
disposal after paying taxes, in an amount as datedrby competent government bodies of a given RF
region or by local government.

The procedure for distributing profits generatedtmy unitary enterprise is established by the asset
owner.

The unitary enterprise's manager is appointed kywhbalth-holder (the local government) and
performs the functions of the unitary enterprisele executive body. The unitary enterprise's maneyg
accountable for the enterprise's operations inrdecwe with the procedure and within the deadlases
established by the enterprise owner.

1.3.1.2 Joint Stock Companies
Legal status of joint stock companies is defined by
— The Civil Code of the Russian Federation (Part 1);
- Federal Law "On Joint-Stock Companies" No0.208-F&fa&6 December 1995.

30Art. 8

31lpar. 3, Art. 213; par. 2, Art. 299 of the the Ci@ode of the Russian Federation
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Legal status of open (public) joint stock compar{i#ZsC) whose shares are owned by government
or municipal authorities is defined by:

— Federal Law "On Privatization of State-Owned andnMipal Property” No.178-FZ as of 21
December 2001.

The Law "On Joint Stock Companies" (No0.208-FZ) we$i the joint stock company as a
commercial entity with the charter capital dividetb several blocks of shares, certifying liabilrights
of the company members (shareholders) relativehéocompany. Shareholders are not liable for the
company's obligations and bear the risk of lossse@ated with its operations within the value fué t
shares in their possession. The company is a kEgdl entitled to separate assets to be showrtson i
balance-sheet. The company is liable for its oliliges by all assets in its possession.

The company's supreme governing body is the geakaa€holders’ meeting.

The general shareholders' meeting elects the mendiethe company's board. The board is in
charge of overall management of the company aesviDay-to-day management is carried out by the
company's executive body which reports to the baadithe general shareholders' meeting.

Companies, founded by the Russian Federation, ai&ugegion or a municipality (save for
companies formed during privatization of state andhicipal enterprises) may be established in the fo
of a public company only.

The statutory minimal charter capital of a JSC @A minimum monthly salaries as of the
company's date of registration, of a ZAO — 100 munin monthly salaries.

There's no limit on the maximum number of a JSCd&faders. For a ZAO, the maximum number
of shareholders is fifty.

JSC shareholders have no right of first refusahwégard to the shares traded by other shareholder:
of such JSC. Shares of a ZAO cannot be publictjeavithout the permission of the other sharehslder

In accordance with the Federal Law "On Privatizated State-Owned and Municipal Property"
No0.178-FZ, a JSC, established through reorganizatia unitary enterprise, becomes legal succesfsor
such unitary enterprise. JSC charter must spebi#ygoals and the scope of activities of the newly-
established open joint stock company.

Shareholder rights for JSCs the shares of which caveed by the regions of the RF or
municipalities are exercised respectively by thgiaeal authorities or the local governments. Where
100 per cent of the JSC shares are in state orampahiownership, the authority of the company's
supreme governing body — the general shareholdeesimg — is taken over by the regional authorities
by the local government.

The Government of the Russian Federation or federdies of authority may decide on exercising
a special right ("the golden share") to particigatéhe JSC's management, for example, when pzingti
the assets of unitary enterprises. In this cageesentatives of the RF or, as the case may b&ubksian
region are appointed to the board of directors thedJSC's auditing committee. Representativesef th
RF or Russian regions are entitled to suggest sskarethe agenda of annual shareholders' meetingjs a
demand holding an extraordinary general sharehslldeeeting. Representatives of the RF or Russian
regions, sitting on the board of directors, enjbg tight of veto with regard to a specified numbgér
issues.

Special right ("the golden share™) is exercisedeii5 per cent of all shares of a corresponding
open joint stock company are alienated from stateeoship. Special right ("the golden share") rermain
effective until determined otherwise.

28



1.3.1.3 Limited Liability Company

A limited liability company (PLC) is a business igntestablished by one or several persons, with
its charter capital divided into equity shares. Nbens of a PLC are not liable for its obligationsl &rear
the risk of losses associated with its operatiortBinvthe value of the equity shares in their pesgm
(The Civil Code of the Russian Federation, ParFéderal Law "On Limited Liability Companies"
No.14-FZ as of 8 February 1998).

A PLC is entitled to separate assets to be showts ibalance-sheet. The company is liable for its
obligations by all assets in its possession.

The maximum number of shareholders is 50.

Management bodies of a PLC are elected by at kedktee quarters majority vote of the total
company member votes.

The statutory minimal charter capital of a PLCeis thousand rubles.

The company charter may grant the company or thgeaeoy members the right of first refusal for
equity shares, or specific portion of an equityreha the company's charter capital, offered fadiing.

The company's supreme governing body is the geskaatholders' meeting.

The company's sole executive body is elected bygdmeral shareholders’ meeting for a term as
determined by the company charter. The sole execbibdy does not have to be elected from the ranks
of the company members.

1.3.1.4 Potential Schemes for Reorganizing Public Utility 8ctor Enterprises

Based on the above, it may be concluded that, arcmmpetitive environment in the industry is in
place, the role of unitary enterprises will consady decline as these entities cannot be viewed as
efficient market participants. The role played Ipgo joint stock companies and public limited comesn
will become more important. According to the Russend international experience, such form of
incorporation as JSC becomes economically viablg fmr major enterprises with a large number of
shareholders — legal and physical persons, whifé Rimains the optimal form of incorporation for #ma
and medium businesses.

Existing legislation does not provide for a dirpobcedure to reorganize a unitary enterprise into a
limited liability company.

In accordance with the version of the Federal L&m Privatization of State-Owned and Municipal
Property” No.178-FZ in force prior to 7 May 2009:

— Where the charter capital of a SUE (MUE), definedlee sum of the enterprise's net assets anc
the cadastral value of the land, exceeds the etgtuhinimum charter capital amount (100
thousand rubles), it may be privatized only througrganizing the unitary enterprise into a JSC
with 100 per cent of the shares in state or mualanership.

In accordance with the version currently in force:

— Where the charter capital of a SUE (MUE) exceeds gtatutory minimum charter capital
amount for a JSC (1000 minimum monthly salariesiciviin 2009 amounted to 4.33 million
rubles), it may be privatized only through reorgamg the unitary enterprise into a JSC;

— By decision of the local government, contributidaghe JSC's charter capital may be made by
non-monetary assets. In this case, for joint stooknpanies of strategic importance, the
percentage of municipally-owned shares in the totahber of the JSC's common shares may
not be less than 25 per cent plus one share;
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— Where 100 per cent of the JSC shares are in stateunicipal ownership, the authority of the
company's supreme governing body — the generatkblalers meeting — is exercised on behalf
of the corresponding shares' owner;

— As a property complex, the enterprise may be sblhaauction, if the buyer must meet certain
conditions relating to such property.

Therefore, when reorganizing management in theipulility sector, the municipality may use the
following options (Table 0.1):

— Establishing a new enterprise in the form of a RIt@SC with the simultaneous liquidation of
the unitary enterprise, taking over the unitaryegmise's assets with a subsequent handover
thereof to the new entity (under a lease, concessjpeement, etc.) or;

— Privatization of the municipal property using theqedure as provided under the RF legislation
on privatization and, in particular, by the Feddralv "On Privatization of State-Owned and
Municipal Property" No.178-FZ as of 21 December200

- Reorganizing the unitary enterprise into a JSC,;
— Selling the unitary enterprise's property complearaauction.

During reorganization of the unitary enterpris®iatJSC, municipal property originally held by the
unitary enterprise under the right of economic nganaent is contributed to the JSC's charter cagpitd)
thus, passes into ownership of the newly-estaldighi@t stock company. The municipality then reesiv
shares of the JSC in an amount corresponding tpéheentage of the transferred assets in the charte
capital.

1.3.1.5 Taxation of Public Utility Sector Enterprises

Taxation of public utility sector enterprises isnédn accordance with the Tax Code of the Russian
Federation [12]. The following taxes and contribas are levied on public utility sector enterprises

Profit tax;

Property tax;
Value-added tax (VAT);

Insurance contributions to the Pension Fund, sdonglrance fund, the federal and territorial
mandatory medical insurance funds.

It should be also noted that (when meeting cerjuirements) the enterprise becomes entitled to
a simplified taxation scheme.

Profit tax

Tax rate is established at 20 per cent (with 2 gt going to the federal and 18 per cent - to
regional budgets).

The tax base exclud&s

- Income in the form of funds and other assets tl@eweceived by unitary enterprises from the
assets' owner or bodies authorized by such owner.

In accordance with the Tax Code of the Russian fatide?3, for taxation purposes, expenses
comprise the interest accrued on debentures prowica the amount of the interest accrued does not

32¢ch 25, Art. Art. 251 of the Tax Code of the Rusdi@deration

33 Art. 269 of the Tax Code of the Russian Federation
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significantly vary4 from the prevailing interest rate applied to debess that were issued during the
same quarter on similar conditions. In the absewsiceéebentures on similar conditions, and at the
taxpayer's option, the maximum amount of the istiernat may be recognized as expenses, is equal
the refinancing rate of the Russian Central Bankfiplied by 1.1 (when the debenture is denominated
rubles) and to 15 per cent (for debentures in §preurrency).

Property tax

In accordance with the Tax Code of the Russian fagide?>, property tax is levied on movable and
immovable property shown on the balance-sheet g6RRn organizations as fixed assets. The tax Base i
defined as the year average value of assets. Xhattis set by regional laws and may not exce2?2

It should be noted that unitary enterprises, alwith enterprises of the other forms of incorponatio
(JSC, ZAO or PLC) are subject to property tax as:

— The unitary enterprise has a balance-sheet ofvitls (Federal Law "On State-Owned and
Municipal Enterprises” N0.161-FZ as of 14 Novemb@0?2).

— Amortizable assets, received by the unitary enigggdrom the assets' owner under the right of
economic management, are subject to amortizatichibyenterprise.

VAT

VAT is levied on products and services sold on Rte territory, with the tax rate being 18 per
cené’.

Where the local governments lease assets out éatashpplier incorporated as a PLC/JSC, and the
VAT is paid by the lessee of such assets, the dassest calculate, deduct from the income payabtheo
lessor, and pay the corresponding tax amount tbuldget. The tax base is defined as the sum atktiite
inclusive of VAT. Where the MUE leases assets ouatJSC with the municipality's permission, the
lessee must transfer the rent amount, including/#e€, to the lessor, who calculates and pays thel VA
to the budget.

Insurance contributions

From 1 January 2010, the Federal Law "On Amendnten@ertain Legislative Acts of the Russian
Federation and Declaring Invalid Certain LegislatActs of the Russian Federation Due to the Adaptio
of the Federal Law "On Insurance Contributions ie Russian Federation's Pension Fund, Russiar
Federation's Social Insurance Fund, the Federaldstany Medical Insurance Fund and Territorial
Mandatory Medical Insurance Funds" No0.213-FZ a2#4fJuly 2009 abolished the unified social tax
(UST). Prior to 1 January 2010, for a cumulative tase of up to 280 thousand rubles (for each phlsi
person), the UST rate was set at 26 per cent. férmge UST rate was equal to 20 per cent.

34 A deviation exceeding 20% both ways.

35 Art. 374 of the Tax Code of the Russian Federation

36 Ch. 25, Art. 256 of the Tax Code of the RussiadeFation

37Ch. 21, Art. 146 and Art. 164 of the Tax Codetaf Russian Federation
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The UST was replaced by insurance contributions tthe Pension Fund, social insurance fund, the feddrenandatory
medical insurance fund and territorial mandatory medical insurance funds. The tax base for calculatingnsurance
contributions for each physical person is set in aamount not exceeding 415 thousand rubles (progreise total from
the beginning of the reporting period®8. Tax rates, introduced by Federal Law "On Insurane Contributions to the
Russian Federation's Pension Fund, Russian Federati's Social Insurance Fund, the Federal Mandatory Mdical
Insurance Fund and Territorial Mandatory Medical In surance Funds" No.213-FZ as of 24 July 2009 are dgled in

Table 1.49,
Table 1.4 Insurance Contribution Rates in the Russin Federation
Rate
In 2010 From 1 January 2011
Pension fund 20.0 % 26.0 %
Social insurance fund 2.9 % 2.9 %
Federal mandatory medical insurance fund 1.1% %R.1
Territorial mandatory medical insurance fund 2.0% 3.0%
Total 26 % 34.0 %

Simplified taxation scheme (STS)

Enterprises operating under the simplified taxafoneme are exempt from the following taxes:
- Profit tax (except for tax on dividend income ame@ations with specific debentures);
— Property tax;

— VAT (except for VAT levied on goods imported to thestoms territory of the RF, and VAT
levied under a partnership deed).

The above taxes are substituted by a single talkkoWler taxes are levied in accordance with
existing legislation.

In addition, the enterprise is to pay insurancetrdoutions introduced by Federal Law No0.213-FZ
as of 24 July as detailed in the table beéfow

Table 1.5 Insurance Contribution Rates Under the Snplified Taxation Scheme

Rate
In 2010 From 1 January 2011
Pensions Fund 14.0 % 26.0 %
Social insurance fund - 29 %
Federal mandatory medical insurance fund - 2.1 %
Territorial mandatory medical insurance fund - &0
Total - 34.0 %

An organization becomes eligible for the STS ifnine months of the year, in which its application
to apply the STS is submitted, the organizatiom®me did not exceed 15 million rutlesSimplified
taxation scheme may not apply to:

38 par. 4 Art. 8 of the Federal Law "On Insurance t@butions to the Pension Fund of the RF, the Sdaisurance
Fund of the RF, the Federal Mandatory Medical lasoe Fund and Territorial Mandatory Medical InsgeRunds" No.212-
FZ as of 24 July 2009.

39 Art. 12, Art. 57
40 Art. 12, Art. 57
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Organizations having branches and/or representatiices;

Organizations that are more that 25 per cent oviyeather organizations;

Organizations with an average workforce (in thegaxod) exceeds 100 operatives;

Organizations with a depreciated value of fixedets@and intangible assets in excess of 100
million rubles.

Simplified taxation scheme may be applied to mysaicunitary enterprisés
The tax base is defined as:

- Income (with the tax rate set at 6 per cent); or

- Income less expens@gwith the tax rate set at 15 per cent).

It should be noted that the regional laws of thendy stipulate differentiated tax rates in the eng
of 5-15 per cent depending on a given taxpayeigoayé.

Specific tax base option is selected by the taxipayee tax base comprises:
— Sales proceeds;

— Non-sale income.

In accordance with the Tax Cd8ethe tax base excludes:

- Income as specified in Article 251 of the Tax Cadehe RF, including income in the form of
funds and other assets that were received by yretgerprises from the assets' owner;

- Dividend incomé&,
- Income from operations with specific types of dethess .

Expenses associated with purchase (fabricatiorstagstion) of fixed assets for the period of the
fixed assets' use, reconstruction, modernizati@hstreamlining are accepted once these fixed aasets
commissioned. As for any purchased (fabricatedsttooted) fixed assets prior to the transitionhe t
STS, their value is attributed to expenses asvaliffor fixed assets with a useful service life):

— Under 3 years: during the first year of operatinger the STS;

- From 3 to 15 years: 50 per cent of the value -aaryl of operating under the STS, another 30
per cent - in year 2 and the remaining 20 per €enyear 3;

— Over 15 years: during the first 10 years of opagatinder the STS by equal amounts of the fixed
assets' value.

41To be indexed using a deflator factor, which tsaseually for each following calendar year.

42 As the municipal unitary enterprise holds its &ssmder the right of economic management, thetsassay not be
divided into, or distributed by equity shares (Miny of Taxation of the RF's Letter N0.22-1-16/3028 as of 1 January
2004).

43 Inter alia, expenses include rent and lease patgmien leased equipment, interest on credits amohdp VAT
amounts for goods paid, insurance contributionsnndatory pension insurance, and contributions émdatory social
insurance against bodily injury.

44 ch. 26, Art. 346.20 of the Tax Code of the Rus$iaderation
45 Art. 346.15 of the Tax Code of the Russian Fedtamat

46 par. 3, Art. 284 of the Tax Code of the RussiadeFation
47 par. 4, Art. 284 of the Tax Code of the RussiadeFation
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1.3.2 Options for Organizing Legal Relations Between Busikess Entities and
Municipal Authorities

Public utility infrastructure may be placed in mgement with an organization of any form of
incorporation, including municipal enterprises, end corresponding contract. Legal relations betwee
business entities and municipal authorities adaél#o the public utility sector assets may coméhin
form of:

The right of economic management;

The right of operational management;

— Lease;

Concession;

Management of JSC shares.

The most typical scheme would be leasing municgrad public utility sector facilities out to a
private enterprise provided that such enterprisarags certain investment obligations.

1.3.2.1 The Right of Economic Management and the Right of @erational
Management

Legal regulation of the right of economic managetnad the right of operational management is
carried out in accordance with:

— The Civil Code of the Russian Federation (Partiggier 19);
- Federal Law "On State-Owned and Municipal Enteg®ifNo0.161-FZ as of 14 November 2002;

— Federal Law "On General Principles of Local Goveenin Organization in the Russian
Federation” N0.131-FZ as of 6 October 2003.

Assets held by the unitary enterprise are ownethbyRussian Federation, a Russian region or a
municipality, with their rights being exercised pmpetent bodies of government authority. In
particular, they control the intended use and puved®n of the assets held by the enterprise. Theeo is
entitled to a percentage of profits generated thinadhe use of assets held by the enterprise uhdeight
of economic management. The enterprise may nobsédlase out any of the immovable property held
under the right of economic management withoubthieer's permission. All other assets can be digpose
by the enterprise on its own, save where otherpriseided under the law or other regulatory &cts

However, the right of economic (or operational) sgement emerges not only to the assets placec
with the SUE / MUE by the owner. All property, pbased or constructed by the enterprise in theseour
of its business operations (or operational managénaéso belongs to the governm@ntt should be also
noted that the unitary enterprise is liable foroldigations by all its assefs Accordingly, in the event of
inefficient management (bankruptcy), public utiligcilities may be seized by the creditors. Ondtieer
hand, the enterprise may surrender the right olh@wic manageme¥ in particular, when the
probability of a bankruptcy is high, thus makingmfpossible for the creditors to fully recover thebts.

48 Art. 295 of the Civil Code of the Russian Fedenati

49 par. 3, Art. 213; Par. 2 Art. 299 of the Civil Godf the Russian Federation
S0 par. 5 Art. 113 of the Civil Code of the Russi@ulération

S1ch. 15, Art. 235; Ch. 19, Art. 299 of the Civib@e of the Russian Federation
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In accordance with the Civil Code of the Russiaddfatior?, a state-owned enterprise, holding
assets under the right of economic management, geansuch assets in accordance with its busines:
purposes, instructions issued by the assets' oam@rthe intended use of such assets. A state-owne
enterprise markets its products on its own, howether procedure for income distribution is determxin
by the owner of the assets held by the entefsrigdl operations of a state-owned enterprise areiexh
out in accordance with a budget of profit and lagproved by the assets' owrter

1.3.2.2 Lease

Lease of municipal property is regulated in accocgawith:
- The Civil Code of the Russian Federatin

— Federal Law "On Privatization of State-Owned andnMipal Property” No.178-FZ as of 21
December 2001;

- Federal Law "On Concession Agreements” No.115-Faf &4 July 2005;
- Federal Law "On Protection of Competition” No.13504 26 July 2006;
— The Tax Code of the Russian Federation;

— Procedures for leasing out government assets andnécipal level.

Under a lease agreement, the municipality (asdbgor) undertakes to place, for a fee, the public
utility infrastructure facilities in temporary passion and use by a municipal organization or aj®i
enterprise (as the lessee). In this case, a lang-tentract is normally signed. Lease agreement lbeay
signed for individual buildings and structures feasing the entire enterprise as a property complex
Some provisions of the Civil Code of the RF and Heeleral Law "On Protection of Competition" as
related to lease are detailed below:

— The lessee must use the leased property in acawdsith the terms of the lease contract and,
where such terms are not specified — in accordaitbethe property's intended tSe

— A change of the leased property owner is not deegnedinds for amendments or termination of
the lease contratt Accordingly, a change of the leased property awwié not result in any
changes in the management system for such property;

- With the owner's permission, the lessee may asssgleased property rights to third parties
without having to conduct any tenders or auctigns

— The contract must provide for the lessee's oblbigato pay the owner a rent for using the
municipal property’. This rent is accumulated in the budget;

52 Art. 296 of the Civil Code of the Russian Federati

S3 Art. 297 of the Civil Code of the Russian Fedierat

54 Art. 19 of the Federal Law "On State and Municipaitary Enterprises" N0.161-FZ.
S5 part 2 Ch. 34

56 Ch. 34, Art. 615 of the Civil Code of the Russkaderation

S7Ch. 34, Art. 617 of the Civil Code of the Russketeration

S8 par. 4 Art. 17.1 Ch. 4 of the Federal Law "On Betibn of Competition" No.135-FZ
59 Ch. 34, Art. 614 of the Civil Code of the Russketeration
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— Unless otherwise provided under the lease contitaetiessor must perform capital repairs of the
leased property at its own c¥5tin this case, repairs by the lessor may impaetctnditions for
using the leased property, making these dependhettteolessor's actions, duration and quality of
repairs.

Pursuant to the Federal Law "On Protection of Cdiipe" No.1331, state-owned and municipal
assets may be leased only via competitive tend@rargl auctiorf$, save for the rights to such assets, to:

— State-owned and municipal institutions;
- A legal successor of a privatized unitary entegbfis

It should be noted that a lease contract placesti lessee's holding and/or use an already legisti
property. However, with regard to such propertyerés no definite ban on any changes made to the
leased property: the contract requires to surretitkerproperty in a condition as stipulated under th
contract>. When entering into the lease contract, an aduitioagreement — a programme for
development, modernizing and reconstruction ofghblic utility infrastructure, specifying the lesse
investment obligation — may be provided for. Thggement would typically include the following
provisions:

— Specific outcomes and efficiency indicators of ldgsee's operations;

— The operator's obligations to devise and perforagpction and investment programmes to raise
investments, and mechanisms for payback of invagsmaised:;

— Provisions regulating ownership rights to the needyablished facilities;

— The lessee's obligation to provide the local gowvemnt bodies with information on actual
implementation of the municipal property managenaent on other issues, etc.

Payback of the lessee's investments may be enbyrde following methods [13]:
- Inclusion of the investment component into the publility services tariff;

- Financing the investments through rent (when thaionpal authorities allow the enterprise to
use the rent for investment projects' funding);

- Privatization of public utility infrastructure fdities (if the municipality cannot ensure payback
of investments through tariffs or budgetary payragiihe private company privatizes those
public utility infrastructure facilities that wetauilt using private investments).

However, the last mechanism would be the leasemed one as it breaks up the municipal public
utility infrastructure. In addition, a high percage of private public utility infrastructure mayate to
monopolistic overpricing. The optimal option woudé inclusion of the investment component into the

60 ch. 34, Art. 616 of the Civil Code of the Russketderation
61par. 1 Art. 17.1 Ch. 4

6270 pe held as per the procedure as specified Urelderal Law "On Concessions Agreements” No.11&$af 21
July 2005.

63 To be held as per the procedure as specified urelderal Law "On Privatization of State-Owned andniipal
Property" N0.178-FZ as of 21 December 2001.

64 \Where such property is not shown on the list efghivate unitary enterprise's assets subjectit@atoration, but is
technologically and functionally linked to the matized property and is classified by law as a diights object not to be
released for turnover, or as the facilities thay memain in state or municipal ownership only.

65 Art. 624 Ch. 34 of the Civil Code of the RussiadEration
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public utility services tariff as it allows to awba sharp rise in tariffs while ensuring investrsguayback
within a few years.

1.3.2.3 Concession Agreement

The right of economic management is regulated under
- Federal Law "On Concession Agreements” No.115-Faf 24 July 2005.

Under a concession agreement, the concessioneur(icase, a public utility enterprise) undertakes,
at its own cost, to create and/or reconstruct imabéesproperty as specified under the agreemenjg@&ub
matter of the concession agreeniBntthe title to which belongs, or will belong, toet cessionary (the
municipality, on behalf of which the local governméody is acting), and operate the facility being
transferred. A concession agreement is signedwollp a corresponding tendér

Basic provisions of a concession agreement typgicadiude:

— The concessioner's obligations to create and/@nsgauct the facility in question;

Duration of the concession agreement taking intmact the investments' payback period;

Goals and time-period for operating the facilityguestion;

— Amount and form(s) of concession payments, paymertedure and deadlines.
Additional provisions may stipulate:

— Product sales volume;

— Procedure and conditions for setting tariffs andkmps for the company's products;

- Investment outlays needed for creating and/or retcocting the facility in question, etc.

The main rights and obligations of the parties wreleoncession agreement in accordance with
Law No0.115-FZ are detailed below.

The cessionary:

- Undertakes to grant to the concessioner, for aodeas specified under the agreement, the right
to hold and use the facility in question for penfiamg the activities as provided 8y

— Is entitled to bear part of the expenses associaittdthe creating and/or reconstruction of the
facility in question, use (operate) such facilitydgprovide the concessioner with government or
municipal guarantees in accordance with the buiéggslation of the R¥;

— The facility subject to reconstruction under then@@ssion agreement must be owned by the
cessionary as of the concession agreement'€date

The concessioner shall:

66 A concession agreement deals with immovable ptgpéncluding pipeline transport facilities, fatiéis for
generation, transmission and distribution of heat aelectric energy, public utility infrastructuretworks and other public
utility facilities.

67 Art. 13 of Federal Law "On Concession Agreemenls'115-FZ
68 par. 1 Art. 3

69 par. 13 Art. 3

7Opar. 4 Art. 3
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— Within the time-frame as specified under the cosiogsagreement, create and/or reconstruct the
facility in question and commence its operaffon

— Operate the facility in question for purposes am@adcordance with the procedure as specified
under the concession agreenfént

- Perform the activities as specified under the cssioe agreement (switching to other activities
is allowed only with the cessionary's permis&ipmhile any changes in the intended use of the
facility to be reconstructed are not allow&d)

- Provide discounts as stiéoulated under the RF fédnas, regional laws or regulatory legal acts
issued by local authoriti€%

— Maintain the facility in question in proper condit, perform, at its own costs, current and
capital repairs and bear the facility's maintenamqeense’s;

— Surrender the facility to the cessionary within tteadline as established under the concession
agreemerit (this provision guarantees that title to the mipat property is retained by the
municipality and that public interests in a cor@sging community are properly served).

The facility being the subject matter of the coso@s agreement and other property handed over by
the cessionary under the concession agreemenhawnon the concessioner's balance-sheet separatel
from any other assets owned by the concessi®riemoducts and income, received by the concessamer
a result of the activities as provided under thecegsion agreement, belong to the concesskriére
agreement specifies payments to be made by theessiooer for the benefit of the cessionary durimgy t
operation of the facility in questi&h However, the concessioner may be exempted frarth payments
if its products are marketed at regulated tariffis,where the cessionary bears some of the expense
associated with creating and reconstructing thiitiac

RECs prescribe tariffs and markups for productadpenarketed with reference to the amount of
investment and time-frame for the project's impletaBon as specified under the concession
agreemerst.

1.3.2.4 Management of JSC Shares

A unitary enterprise is reorganized into a joiracg& company with more than 25% of all shares
owned by the municipality. The founder hands oue® tetwork infrastructure to the JSC as its

1par. 2 Art. 8
2par, 2 Art. 8
73par. 2 Art. 8
74par. 5 Art. 3
Spar. 2 Art. 8
76par. 2 Art. 8
7T par. 1 Art. 14
78 par. 16 Art. 3
9par. 7 Art. 3

80par. 1 Art. 7

81lpar. 3 Art. 18
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contribution to the charter capital. This modelnseffect privatization of fixed assets within thablic
utility infrastructure which, once included inteetdSC charter capital, pass into ownership of 8 J

Where the municipality owns more than 50% of thareh, the local authorities remain the
enterprise's beneficial owner. A disadvantage isf tfiodel is that it is not oriented to businespualslic
authorities are not supposed to be involved in ipnoiaximization operations. The goal of public
authorities is to efficiently perform its functioas prescribed by law. This model does not addréss/
issue — forming effective private management. Wiarenterprise is controlled by a local government
body, acting in the capacity of the beneficial owradl political risks, associated with the munaipy's
influence on this business are retained. Rathen thealized through institutions of corporate
management, they are being formalized within tleengwork of specific relations. At the same time,
private investors will not be too eager to invegbisuch enterprises as influence of the authertie
operations of such enterprises may be critical]eniie interests of private investors and locaharities
may be essentially different.

On the other hand, when title to public utility iatructure passes from the local authorities to a
private company, the local authorities are in dffetieved of the responsibility to provide utilisgrvices
[10]. At the same time, in this case, to stay intod, the municipality may exercise special rigtihe
golden share") which may eliminate the above diaathges.
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1.4 Conclusions

Efforts to improve energy efficiency of the Russiasonomy through establishment of a
corresponding legislative basis began in the mi@e%9The Federal Law "On Energy Saving" No.28-FZ,
adopted in 1996, proved to be inefficient due dsldrative character.

While a number of regulatory legal acts aimed airoming energy efficiency were passed in 1996-
2008, it should be noted that after the 1998 ¢riie energy efficiency issue was apparently remove
from the top-priority list and the federal govermtig energy efficiency policy has lost momentumeOn
of the success stories during that period reladetheé federal energy saving programme run by the
Russian Ministry of Education in 1995-2005.

A new stage of the government's policy relatingnergy efficiency begins in 2008. Presidential
Decree "On Certain Measures to Improve Energy andirenmental Efficiency of the Russian
Economy" No0.889 as of 4 June 2008 requires by 202échieve at least a 40% reduction in energy-
intensity of the Russian Federation's GDP as coeaptar 2007. The Federal Law "On Energy Saving and
Improving Energy Efficiency” (No0.261-FZ) as of 23Wember 2009 stipulates a number of specific
measures aimed at improving energy efficiency efRfr economy:

New requirements and restrictions on goods turnowethe Russian Federation territory to ensure
the turnover's energy efficiency;
— Requirements relating to energy efficiency andaihstion of metering equipment in buildings and
structures;
— Obligation to develop programmes for energy sawamg improving energy efficiency at the
regional and municipal levels, and for enterpris@slved in activities subject to regulation;
— Obligation to conduct energy audits;
- Implementation of energy saving and energy efficygmprovement programmes;
— Legalization of energy-service contracts in the RF;
— Requirements to improve energy efficiency of statged enterprises;
— Gradual transition to long-term tariffs based amgiderm regulation parameters;
— Provision of tax benefits.
However, implementation of the above activitiesl wélquire prior development and adoption of
many by-laws, including technical regulations atahdards.

Encouraging the use of RES remains a major asgettteoenergy saving policy. Work on the
Russian Federation's regulatory legal base relatnthe renewable energy industry began in 2007.
Target values for production and consumption oéveable electric energy are set at 1.5 per cendi®2
2.5 per cent - in 2015 and 4.5 per cent - in 2020.

The Ministry of Energy has developed a draft gowsent energy saving and energy efficiency
improvement programme until the year 2020. The roajective of the programme: by 2020, to ensure a
13.5 per cent reduction in the energy-intensityhef GDP (as compared to 2007). It should be ndtad t
the programme provides for special agreements legiwiee Government of the Russian Federation and
enterprises / organizations from various industriesluding the manufacturing sector. The prograrsme
budget is estimated at 10.5 trillion rubles.

As for legal relations between business entities$ aunicipal authorities, it could be concluded
that, as of today, capital assets of public utiéityterprises are typically owned by municipalitiefile



the facilities' management is carried out by pevedmpanies (typically, JSCs or PLCs) under a lease
contract or (less frequently) a concession agreeniéis situation is explained by the following:

— The right of economic management proved to be affiarent municipal property management
model;

— Accordingly, this necessitates reorganization & thublic utility sector enterprises through
attracting private investment;

— The municipality retains responsibility for the pigion of public utility services.
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2 Development Prospects for Energy Service Companiesd PPP in the Russian
Federation

2.1 Current Status of Energy Efficiency and Energy Sawig in the Russian
Federation

As mentioned in the previous Section, efforts tprave energy saving commenced in the Russian
Federation in the mid-1990s after the adoptionhef Federal Law "On Energy Saving", with energy
saving programmes becoming the principal tool faplementing the government's energy efficiency

policy.
The sub-programme "Reforming and Modernizing thesdftan Federation's Housing and Public

Utilities Complex" within theHousing for 2002-201Gederal target-oriented programme became an
important document to underpin further activitiésegional authorities.

In 2003 — 2005, experience gained when implementiadRussian Federation's first energy saving
programmes was used by many Russian regions feagielg their own programmes for energy saving /
improving efficiency of fuel and energy resource & 2004-2010.

In general, regional programmes addressing eneaging issues are aimed at improving the
existing situation in the public utility sector'sdt power industry, as heat and power-supply nétsvor
account for greatest energy losses caused by pogineering performance standards, worn-out
equipment, inadequate heat-insulation of buildiragg] high electrical resistance of power netwoks.
review of 17 regional programmes, including repcdoh, regional and municipal projects, is provided
below.

2.1.1 Review of Regional and Municipal Energy Saving Progmmmes

1 Municipal Energy Saving Programme for the town of ®vetsk, Kaliningrad region in 2004-
20082 [14]

The programme was initiated by the Sovetsk mayadh weference to Federal Law "On Energy
Saving" No.28-FZ as of April 3, 1996, the RF Goveant's Directive "On the Federal Target-Oriented
ProgrammeEnergy Saving in the Russian Federatidln.80 as of 24 January 1998, and the Kaliningrad
regional law "On Energy Saving" No0.134 as of 21eJ1f99.

The programme is aiming to improve the efficiendyenergy resource use by the town's state-
owned and public utility enterprises, establishargeconomic and legal mechanism for achieving the
programme's objectives.

The main goal of the programme is to create camtiensuring maximum efficiency of fuel and
energy resource use, implement prospective eneayngrelated scientific and technological
achievements, coordinate energy manufacturer ansuooer interests as related to efficient use ofggne
resources.

When implemented, the programme is expected toceedoad on the town's fuel and energy
complex and ensure addressing of social issuesdhreeduction in fuel and energy-supply subsidoes t
state-owned and public utility enterprises, enhagmoergy security and improve environmental situnatio
in the town.

82 Resolution No. 646 of the Sovetsk Municipal Coyri€aliningrad region, as of 29 October 2003.
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2 Government Target-Oriented Programme for Developmenhof Energy Facilities for the Public
Utility Sector in the Irkutsk Region from 2004 to 206%3[15].

The government-funded regional target-oriented aogne "Development of Energy Facilities for
the Public utility sector in the Irkutsk Region ino2004 to 2006" was devised within the framework of
the subprogramme "Reforming and Modernizing thesRusFederation's Housing and Public Utilities
Complex" of theHousing for 2002-201(0federal programme as approved by Russian Federatio
Government's Directive N0.797 as of 17 Novemberl2@nhd based on the development and reforming
concept for heat power industry of the Irkutsk oeg public utility sector (as approved by Irkutsk
Governor Decree No0.365 as of 14 November 2000).

The programme is to continue implementation of messs provided for within the framework of
the government-funded regional target programmelémelopment of heat power industry of the Irkutsk
region's public utility sector until 2003 as appedvby the Regional Legislative Assembly (resolution
N0.12/25-3C as of 28 November 2001).

The programme is to address technical, technolbgiocd economic issues facing the heat power
industry of the Irkutsk region's public utility dec within the framework of an integrated systemic
approach.

Implementation of the measures as provided undeptbgramme is expected to reduce the risk of
major emergency situations at heat power indusdgilifies, improve quality and reliability of heat
supply, create factors of sustainable economic Idpugent for the public utility sector's heat power
enterprises, and reduce the cost of utility ses/foe the population.

3 Regional Target Programme for Energy Saving in thé&ryansk Region for 2005-201# [16].

The regional target programme for energy savintheBryansk region (2005-2010) was devised
within the framework of the Federal Law "On Enef@gving” No0.28-FZ as of 3 April 1996, the Bryansk
region law "On Energy Saving: No.26-3 as of 15 M@0, the catalog of regional issues to be addiesse
via management by objectives (as approved by Bkyesional administration's decree No0.185 as of 21
May 2002), and by Governor's Panel of Experts eyl No.5/1 as of 19 September 2003.

The programme is aiming to ensure a phased reduaticenergy intensity of all products and
services in the Bryansk region.

The regional target programme for energy savintheéBryansk region (2005-2010) provides for
activities aimed at addressing the following issues

— Improving efficiency of energy generation througitanstruction and streamlining of the fuel
and energy sector (FES) industries;

— Development of alternative and small-scale powetasdacilities;
— Providing the regional industry and population vatlstainable energy resources;
— Introducing highly-efficient import-substituting egpment and materials for use in the FES;

— Development (with participation of the region's R&Dstitutions) of new energy saving
technologies for use in production, transmissioth @msumption of fuel and energy resources;

— Ensuring accounting for all energy resources thaganerated and consumed in the region;

- Reducing environmental impact from the FES.

83 Resolution N0.31/8-ZS by the Irkutsk region Legjiisle Assembly as of October 31, 2003.

84 Resolution No.3-1519 by the Bryansk Regional Dwasaof 25 November 2004. The document lapsed with th
passing the Bryansk Regional Duma resolution Nd.@12 as of 27 November 2008.
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4  Programme for Reforming and Modernizing the Housingand Public Utilities Complex in the
Republic of Tatarstan for 2004-201€r[17].

The programme's main goals are to:
— Ensure quality standards in the provision of thediag / public utility (HPU) services;

— Improve reliability and sustainability of the houmgi/ public utility systems with a simultaneous
reduction in wasteful costs;

— Establish a targeted social assistance systemdigceepublic utility costs for underprivileged
categories of the population.
The programme's main objectives are to:
As related to reforming the housing / public wikservices:

Improve the quality of the housing / public utilggrvices;

Improve the industry's funding schemes;

Enhance social orientation of HPU policy;

Develop and implement a complex of measures airtorigrm apartment building complexes
and create conditions for establishing and funatigrof house owners' associations;

As related to modernization of the housing / pubtitity sector:

— Change the industry's technical and technologiaaklio provide foundation for future reforms,
ensure government support for the modernizationge®in the sector;

- Improve investment appeal of the HPU infrastructure

To implement its basic objective, the programmevigies for activities aimed at ensuring energy
and resource saving in the HPU sector:

- Installation of metering equipment to control waded energy consumption;
— Arrangement for extra-budgetary financing for resetsaving activities;

— Developing recommendations on the choice of remsaving technologies to be used for the
housing fund;

- Improving efficiency of energy source and heat eks through cost reduction;

— Devising prospective development schemes for hedattricity and water-supply to residential
communities;

— Organizing small firms (within the HPU) for dispd®& municipal waste;

— Organizing energy audits of resource suppliers.

5 Programme for Reforming and Modernizing the Housingand Public utility sector in the
Town of Nurlat and the Nurlat District, Republic of Tatarstan in 2005-2013918].

As a component of the republicelousingtarget-oriented programme, the programme provioles
a complex of measures aiming to enhance relialfitthe public utility systems, improve sustainabil

85 The Law of the Republic of Tatarstan as of 11 Dawer 2004.

86 Head of the Nurlat district and the town of Nudalministration decree No.438 as of 3 May 2005.
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of the housing and public utility sector and ensareomfortable and safe living environment for the
population.

The programme is to address the issues of excessigeand-tear of fixed assets, introduction of
resource-saving technologies and development add gpplication of measures to encourage efficient
and rational operations of the public utility sectnterprises, maximum utilization of all available
resources by such enterprises (including their ownkensure provision of reliable and sustainable
services to consumers.

The programme aims to ensure quality standard&enptovision of the housing / public utility
services, improve reliability and sustainabilitytbé housing / public utility systems with a sinaméous
reduction in wasteful costs, and establish a tatyebcial assistance system to reduce publicyutdists
for underprivileged categories of the population.

The programme's main objectives are to:
As related to reforming the housing / public wikservices:

Improve the quality of the housing / public utilggrvices;

Improve the industry's funding schemes;

Enhance social orientation of HPU policy;

Develop and implement a complex of measures ainiingorm condominiums and create
conditions for establishing and functioning of hiagsowners' associations;

As related to modernization of the housing / pubtitity sector:

— Change the industry's technical and technologiaaklio provide foundation for future reforms,
ensure government support for the modernizationge®in the sector;

- Improve investment appeal of the HPU infrastructure

6 Programme for Replacement of Electric Meters in theHousing and Public utility sector of
Shelekhovo Municipality in 2006-2018" [19].

The programme for replacement of electric metershm housing and public utility sector of
Shelekhovo municipality in 2006-2016 was approved the local Duma in an effort to promote
organizing of proper accounting for electric enempnsumption in the town of Shelekhovo, with
reference to GOST 6570-96 "Induction Electric Metdor Active and Reactive Energy. General
Technical Conditions" as approved by the Russiass@mdard's directive No.118 as of 31 March 1997,
the Irkutsk region law "On Local Government in tHautsk Region®8, and the Shelekhovo Municipality
Chartepe.

The programme's main goals are to:

— Ensure integrated technical policy in energy savorgthe housing and public utility sector of
the Shelekhovo municipality;

— Reduce commercial losses of electric energy irhthesing sector;

87 Resolution No.32-rd by Shelekhovo Duma as of 28 R005. The document lapsed with the passing efe8hovo
Duma resolution 318-RD AS OF 29 May 2008.
88 Art. 6

89 Art. 8, Art. 28
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— Allocate additional funds to finance development mdwer supply in the Shelekhovo
municipality.

The programme's objectives are to:
- Improve the quality of electric energy accounting;

- Reduce commercial losses of electric energy in hbasing sector and provide equipment
enabling application of zonal tariffs to the popigda.

7 Integrated Programme for Energy and Resource Savin@ the City of Irkutsk until 2006 [20].

The programme, based on the main postulates diedleeal programme "Energy Saving in Russian
Federation for 1998-2005", was devised with refeeeio the following regulatory legal acts:

- Federal Law "On Energy Saving" No.28-FZ as of 3iA1196;

- Directive of the Government of the Russian FedenatiNo.832 "On Efficient Use of Energy and
Water Resources by State-Owned Enterprises, Itisiitiand Organizations" as of 8 July 1997.

The programme takes into account the basic prawssad the Russian Federation's public utility
sector reform concept as approved by Presidentis§iBn Federation Decree N0.425 as of 28 April 1997
(as amended by Presidential Decree N0.528 as dfié71997), the subprogramme "Energy Saving in
the Housing and Public utility sector" as approbgdRussian Federation Government's Directive No.80
as of 24 January 1998, as well as the measureseaguirements suggested by Russian Federation
Government's Directive N0.588 "On Additional Measuto Stimulate Energy Efficiency in the Russian
Federation" as of 15 June 1998.

The programmes aims at:

— Ensuring efficient use of energy resources in these of their production, transmission, storage
and consumption;

- Elimination of technical causes and consequencaabper engineering systems' use (with the
principle being to save on more expensive items @navhatever could be saved at minimum
costs; and cut losses where they are excessive);

— Thorough review, targeting and concentration obueses in efficient energy-saving activities;

- Reliance on energy-efficient technologies, enemyysoming and diagnostic equipment,
structural and insulation materials, energy ressumetering equipment, and energy
consumption automated control systems;

- Verification of measurements (commercial accountiing energy resources being delivered and
consumed;

— Taking into account the interests of energy resmwansumers, suppliers and producers (with
implementation of energy saving activities notéonpromise the sanitary situation;)

- Reducing financial load (associated with the maiatee of the city's heat engineering facilities
and public utility sector) on the city budget amapplation;

— Ensuring greater participation of enterprises, ogtions of all forms of incorporation,
educational institutions, the media and the poparlah energy-saving activities in Irkutsk.
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8 Municipal Target Programme for Energy Efficiency in the Housing and Public utility sector
in the City of Voronezh in 2006-2018 [21].

The programme was endorsed with reference to tdergeLaw "On Energy Saving" No0.28-FZ as
of 3 April 1996 and Voronezh region law "On Enefggving” No.72-11-OZ as of 24 December 1998.

The programme aims to:

— Attenuate the continuing decline in energy efficierand ensure maintaining of a generally
constant level of energy costs in commercial ouggrierated by the housing / public utility
sector;

— Systematize and regulate settlements between canswand suppliers of services;
— Reduce heat energy subsidies to the population;

— Mitigate negative public response to the transitma federal standard-based system of payment
for energy resources consumed;

- Reduce budget subsidies granted to local educétioaalth-care and cultural institutions, etc. to
compensate for their energy costs.

The programme's objectives are to be achieved ghr@uphased implementation (depending on
availability of funds to finance priority activisg of efficient technologies and energy saving popgnt,
development of effective financial-economic meckars for production, transmission and use of energy
resources, organization of energy saving activitesl introduction of accounting systems in theqoker
from 2005 to 2010.

9 Programme for Energy and Resource Efficiency in theRepublic of Tatarstan in 2006-201%
[22].

The programme was devised pursuant to the Law efRepublic of Tatarstan "On Energy
Efficiency” No0.1816 as of 21 October 1998, the Diree of the State Council of the Republic of
Tatarstan "On Draft Land Charter" as of 27 ApriD20the Address of the President of the Republic of
Tatarstan to the State Council "On the State oéifdfand Basic Directions of Socio-Economic Polity
2003", and the Concept for efficient use of resesirin the Republic of Tatarstan as approved by
Republic of Tatarstan Cabinet of Ministers Decreel99 as of 11 April 2003.

The programme sets out the main directions of gowent policy and indicators relating to
efficient use of resources. Specific activitieshwitdication of time-frame, scope of work and sesrof
funding are to be detailed in industry-specifigiomal energy efficiency programmes and in progr&a&snm
released by individual enterprises.

The programme's objective is to implement the atpatof integrated use of fuel-and-energy and
other material resources with a simultaneous imgment in the quality of life, competitiveness afdb
products and preservation of eco-systems, to fdfitient labor market timely providing the employer
with labor of the necessary skills, and the empdoyewith jobs, decent salaries and working condgio
meeting specified labor safety requirements.

The programme aims at:

— Creating optimal regulatory-legal, organizationatl @conomic conditions for implementing the
energy-saving strategy;

90 Resolution No.2-II by Voronezh City Dunes of 25 January 2006. The document lapsed withptssing of
Voronezh City Duma resolution No.161-ll as of enber 2006.

91| aw of the Republic of Tatarstan 24-ZRT as of 2&8r&h 2006.
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Improving mechanisms for financing and implemengmg@rgy and resource saving programmes
and projects;

Introduction of modern equipment, technology andemals ensuring qualitative improvement
in efficiency of energy and resource use for theubéican economy thus enhancing its export
potential,

Preservation of eco-systems and ensuring envirotahsafety;
Ensuring a balanced structure of supply and derfarskilled labor;

Provision of decent jobs.

10 Energy and Resource Efficiency in the City of Kaza for 2006-2010°2 [23].

To reduce consumption and raise efficiency of epeegource use, the City of Kazan Executive
Board devised a municipal energy resource effigigmmogramme for 2006-2010.

The programme’'s main objective is to gear theschigusing / public utility sector and state-owned
enterprises into an energy-saving development maukeyeduce overall energy costs through creating o
organizational, economic, research-engineering ather conditions ensuring highly-efficient use of
energy resources.

Achieving the programme's objective implies addresthe following tasks:

Further development of the regulatory legal baselased to energy resource efficiency;

Establishing financial and economic mechanisms @magpng efficient use of energy and
attractive conditions for investing in energy sayvactivities;

Improving the system of energy audits and monitgrin

Ensuring regular supervision over rational andcedfit use of energy resources;

Conducting energy efficiency audits for projectpiemented in Kazan and tariff analyses;
Improving energy accounting and control regulatjons

Organizational and methodological support for gariees involved in energy saving activities;

Establishing a system for competitive selectiomainess projects in the field of energy saving
that are fully or partly funded from budgetary sms (municipality's contract for implementing
energy and resource efficiency projects);

Enhancing public awareness of the energy efficiessye:

Building publicly-accessible databases containingormation on energy saving
activities, technologies and equipment, and reltgelnical standard documentation;

Organization of personnel retraining courses;

Organization of annual exhibitions and experiencehange seminars;

Propaganda of energy saving in the media.

92 Resolution by the Kazan City Duma No0.8-12 as oOt8ober 2006.
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11 Regional Target-Oriented Energy Saving Programme fiothe Krasnodar Krai in 2006-201093
[24].

The regional target programme "Energy Saving in Krasnodar Krai for 2006-2010" was
approved in accordance with Federal Law "On En&agying” No.28-FZ as of 3 April 1996, Krasnodar
krai law "On Energy Saving" No0.401-K as of 7 Aug2§i01, and the regional head of administration
decree "On Developing the Regional Progranttnergy Saving in the Krasnodar Krai for 2006-2010
(No.275-r as of 8 April 2005).

The programme aims at:

Further implementation of the energy saving poiicthe Krasnodar krai;

Improving efficiency of FER and creating necessasgditions for completing the transition of
the regional economy to an energy-efficient develept pattern;

Providing the regional economy and population wiiktainable energy resources;
Reducing environmental impact from the FES;
Ensuring energy security in the Krasnodar krai.

The above goals are to be achieved through:

Development of regulatory legal base as relatezhtygy saving;

Enhancing rational use of fuel and energy througtevapplication of energy technology and
equipment by FER consumers in various brancheseofegional economy;

Improving energy-generation efficiency via recounstion and streamlining of the FES
industries on a new technological base;

Completing installation of energy resource meteengipment and systems in accordance with
specified requirements;

Inclusion of alternative fuels and energy souroés the regional fuel and energy balance;
Use of local fuel;

Reduction in environmental impact from the FESIfies and improving ecological situation.

12 Regional Target-Oriented Programme for Energy Savig in the Nizhniy Novgorod Region in
2007-20104 [25].

The regional target-oriented programme for eneeyyrg in the Nizhniy Novgorod region in 2007-
2010 was devised with reference to resolution & €@overnment of the Nizhniy Novgorod "On
Approving the Concept and Developing the Energyir@alProgramme for the Nizhniy Novgorod Region
for 2005-2010" N0.306 as of 31 December 2004.

The programme aims to:

Ensure a faster transition of the regional econtongn energy-saving development pattern and
reduction in regional GDP's energy intensity thtougeating of organizational, economic,
research-engineering and other conditions ensuigigy-efficient use of energy resources;

Enhance the Nizhniy Novgorod region's energy securi

The programme's main objectives are to:

93 Resolution by the Krasnodar Krai Legislative Asbgn{No0.2594-P as of 25 October 2006).

94 Resolution by the Nizhniy Novgorod Government Nasdof 10 January 2007.
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Improve efficiency of energy generation by recamsion and streamlining of the FES
industries on a new technological base;

Design highly-efficient import-substituting equipmend materials for use in the FES;
Reduce environmental impact and improve ecologitahtion;

Enhance rational use of fuel and energy throughevagdplication of energy technology and
equipment;

Diversify fuel and energy types being used and Ivevdocal energy resources in the fuel and
energy balance;

Consolidate financial resources to enable programmpémentation.

13 Programme for Energy and Resource Efficiency in thé.eninogorsk Municipality, Republic of
Tatarstan for 2006-201(°> [26].

The Programme for Energy and Resource Efficiencthen Leninogorsk Municipality for 2006-
2010 was approved by Leninogorsk Distract Counoésolution No.31 as of 27 June 2007 pursuant to
Republic of Tatarstan Law "On Approving the Repalgf Tatarstan's Programme for Improving Energy
and Resource Efficiency in 2006-2010" No0.24-ZRTo&a23 March 2006 and Republic of Tatarstan
Cabinet of Ministers' Decree "On the RepublicangéaProgramme for Improving Energy and Resource
Efficiency in the Republic of Tatarstan in 2006-20No0.634 as of 28 December 2005.

The programme’s main goal is to ensure the transdf the municipality's housing / public utility
sector and state-owned enterprises to an eneripyeetf development pattern and reduction in overall
energy costs through creating of organizationabnemic, research-engineering and other conditions
ensuring highly-efficient use of energy resources.

Achieving the programme's goal implies the follogvactivities:

Improving the energy consumption accounting androbrules;

Implementing the strategy of an integrated effitieise of FER, reducing specific FER
consumption by municipal institutions, enterprisaad organizations of all forms of
incorporation;

Introducing modern technology, equipment and malerensuring quality heat-insulation of
educational and residential buildings, laboratoaied production facilities;

Conducting integrated energy audits at municipstitiations;

Organizing methodological support for enterprisaglved in energy and resource efficiency
activities;

Introduction of alternative energy sources;
Training of skilled energy saving personnel;

Raising public awareness of the energy saving issue

95 Resolution by Leninogorsk Municipal Council No.84 of 27 June 2007.
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14 Municipal Target Programme for Energy Saving in theHousin% and Public utility sector and
State-Owned Institutions in the City of Vladimir for 2008-2010°°[27].

The programme was devised pursuant to the Fedemal"On Energy Saving" No0.28-FZ as of 3
April 1996 (as amended by Federal Laws No.42-FdfdsApril 2003 and No0.232-FZ as of 18 December
2006), Vladimir region law "On the Regional Tard&togramme for Energy Saving and Improving
Reliability of Energy Supply in the Vladimir RegisnFuel and Energy Sector in 2006-2010" No.24-OZ
as of 13 March 2006 (as amended by Vladimir redaam No0.69-OZ as of 2 June 2006), Vladimir
Region Governor's Decree "On Concept ProgrammEriergy Saving in the Vladimir Region's Housing
and Public utility sector and State-Owned Entegwi®r 2006-2010" No.34 as of 25 January 2006.

The programme is aiming to raise efficiency of faetl energy resource use in Vladimir, using this
as a basis for ensuring sustainable provision efgnto the city's population in the context ofrajected
growth in housing construction, the city's tramsitio an energy saving development pattern, reotuct
environmental impact from the city's energy fa@btand cutting the city budget's energy-relatexdsco

The programme aims to:
— Organize accounting for heat, electrical energywaater;
- Improve efficiency in production, supply and congtion of heat, electrical energy and water;

- ldentify extra-budgetary sources (including loand awn funds provided by private investors)
to finance energy saving projects in the city'sdiog and public utility sector and state-owned
institutions.

15 Target-Oriented Municipal Programme for Energy and Resource Saving at the Municipal
Public Utility Facilities in the Town of Verkhnya Pyshma in 2008-20107 [28].

The Programme for Energy and Resource Saving amMtimgcipal Public Utility Facilities in the
town of Verkhnya Pyshma in 2008-2010 was deviseithflement the Directive of the Government of
the Sverdlovsk Region "On Government Support focdRetruction and Modernization of Engineering
Infrastructure of the Sverdlovsk Region's Municiplausing / Public Utility Sector to Improve Its Egg
Efficiency” No.107-PP as of 14 February 2007.

The programme was devised to reduce wasteful ussnefgy resources by the public utilities
facilities, ensure rational use of subsidies fréwa lbocal budget to compensate for energy suppliest’s
and reconstruction of municipal public utilitiegil@ies. To that end, priority in 2008-2010 wilelgiven
to planning of resource consumption by the housipgblic utility sector and state-owned enterprises
and introduction of new technology along with restomction of municipal energy and water-supply
facilities.

The programme's basic activities:
— Systemic efforts to implement technical and orgatnnal measures;

— Devising financial mechanisms for mandatory govexnminvestments into energy saving
projects;

— Organizing a system of accounting and regulationatfiral and energy resources (supplied and
actually consumed);

- Introducing annual limits for energy consumption digte-owned organizations in accordance
with standard norms and planning of energy costbétcompensated from the local budget);

96 Resolution by the City of Vladimir People's DepgtiCouncil No.278 as of 21 November 2007. The decim
lapsed with the passing of City of Vladimir PeopBeputies Council resolution No.280 as of 23 Dduem2009.

97 Resolution by Verkhnya Pyshma Duma No0.52/3 aslaféhuary 2008.
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- Regulation of economically-justified costs whenidemg energy tariffs;

- Attracting funds from the population and other isioes.

16 Government Target-Oriented Programme for Energy Saing in the Sverdlovsk Region for
2009-20118 [29].

The government target-oriented programme for enseyyng in the Sverdlovsk region for 2009-
2011 was endorsed in accordance with the Direafvihe Government of the Sverdlovsk region "On
Approving the Regulations for Government-Fundedgé&aOriented Programmes in the Sverdlovsk
Region” N0.1185-PP as of 30 November 2007 and $weski Region Government's Directive "On
Development of Regional Government-Funded Prograsnme2008 and Organizing Data Gathering
During Implementation of the Regional Governmeniidted Target-Oriented Programme™ No0.1323-PP
as of 21 December 2007.

The region's programme for energy saving in the@wesk region for 2009-2011 is to address the
following objectives relating to energy saving sittes of the Sverdlovsk regional authorities:

— Ensuring reliable supply of fuel and energy resesir@nd their rational consumption;

— Improving energy efficiency of production, transgi, distribution and consumption of fuel
and energy resources;

— Raising energy efficiency of heat, water, gas amagy-supply systems;

- Integrated development of local, alternative anteveable sources of energy in the Sverdlovsk
region.

The programme's goals:

— A 10-25 per cent reduction in energy costs for tbgion's state-owned institutions (through
installation of modern energy-efficient equipment);

— A 10-15 per cent extension of service life for powguipment installed in the region's state-
owned institutions (through introduction of chenhigaater treatment systems in local boiler
plants).

17 Energy Saving Programme for the City of Moscow in @09-2011 and Until 202@°

Target-oriented programme "Energy Saving for thiy 6f Moscow in 2009-2011 and Until 2020"
was developed with reference to the City of Mos@mncept programme "Energy Saving for the City of
Moscow in 2009-2013 and Until 2020" as approvedheyMoscow Government's Directive No.1078-PP
as of 11 December 2007.

The programme fully satisfies the requirements haf Decree of the President of the Russian
Federation "On Certain Measures to Improve Enengy Bnvironmental Efficiency of the Russian
Economy" No0.889 as of 4 June 2008, the requiremaEgderal Law "On Energy Saving" No0.28-FZ as
of 3 April 1996, City of Moscow Law "On Energy Sagiin Moscow" No.35 as of 5 July 2006, and the
Directive of the Government of Moscow "On the Puhge for Development, Approval, Financing and
Control of Implementation of the City of Moscow fat Programmes" N0.33-P as of 17 January 2006.

The programme aims at:

— Ensuring a reliable, no-shortage energy supplyiferMoscow economy;

98 Resolution by the Sverdlovsk Regional Governmblat§03-PP as of 19 June 2008).
99 Moscow Government resolution No.1012-PP as db2®ber 2008.
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Creating favorable conditions for making energyisg\attractive to business;

- Active involvement of all consumer groups in eneagyl resource saving.

Higher efficiency of fuel and energy resource us®&loscow will allow to cut consumption of all

types of fuel and energy resources to a level ngakivssible to achieve the planned pace of thescity

socio-economic development within the framework tbé gas consumption limit as approved for
Moscow.

In addition, implementing the programme activiiie$o help reduce air emissions through:

Improving efficiency of heat and electric energyneetion by new generating units at thermal
power plants, combined-cycle and gas-turbine powl@nts installed at district heating plants
and major departmental boiler houses;

Decommissioning of outdated energy facilities (pksdd boilers, boiler houses in residential
buildings, boiler houses operated by industriaégises);

Optimizing and redistribution of heat load from kdaad boiler houses and district heating
plants to co-generation thermal power plant units;

The use of secondary energy resources by induatréhpublic utility sector enterprises (better
utilization of the available fuel resource potehtia

The use of alternative and renewable energy sobiegas, solar energy, surplus gas and water
pressure, rejected heat from thermal power plarid)devising utilization schemes for all heat
and electricity generated.

Analysis of the above documents was conducted bypeong the basic indicators as declared in
the programmes. These programmes are to be findrmedhe budgets of various levels, by own funds
of specific enterprises, receipts from consumerghefHPU services, borrowed funds, investors' funds
and through various equipment lease schemes.

Table 2.1 details the main indicators of the abanagrammes.

53



Table 2.1 Basic Parameters of the Energy Saving Rgoammes Under Consideration

Estimated Savings of

Proaramme Title Implementatio | Amount and Sources of| Expected Deliverables (According to Economic Effect Fuel and Energy
g n Period Funding the Programme) Resources as against

Consumption Volumel00

In the energy sector: a 9%
Reduction in the share of reduction in specific fuel

Improved environmental situation, a R . :
fuel and energy resources consumption (g/kilowatt-

Funds from the Republi 12.5% reduction in energy intensity of

4

Energy and Resource of Tatarstan budget andl the regional domestic broduct in material costs, reduction hour) (for Tatenergo JSC),

Efficiency in the Republic of 2006-2010 other sources not reg . b in the materials/output a 5% reduction (for
) . L (TOE/million rubles), including a 10% . i )

Tatarstan in 2006-2010 prohibited under existing : ; |,ratio, reduced consumption Tatcommunenergo); a

L reduction for electric and 14% - for heat .

legislation ener of fuel used for heat 22% reduction for

gy generation Tatselzhilcomkhoz (kg

OE/Gcal)

Improved quality of housing and publig
Programme for Reforming and utility services, improved reliability of
Modernizing the Housing and engineering support systems, a 40%

Public Utilities Complex in thel  2004-2010 reduction in the level of wear-and-tear pf Economic effect: 1,090.1

Federal budget:

Republic of Tatarstan for 2004- 33,196 million rubles water-supply and sewage networks, a million rubles
2010 25% increase in the percentage of
energy-saving housing development
Regional and local
budgets, extra budgetany
sources. A 3,800 million kilowatt-hour/year
L Total funding: reduction in electric energy consumptign; Reduction in energy- : ) )
Energy Saving n the Krasnodar 2006-2010 1,839.7 million rubles, a 1020 K Gcallyear reduction in heat| supply costs: 1,685 millior Electric energ)./. 21:/0’
Krai : . ; Heat energy: 6%
including energy consumption, a 21.5 K ton/yedr rubles
1,757.5 million rubles reduction in air emissions
(95.5%) from extra
budgetary funds

Installation of 58 automatic control units
at heat-supply facilities, installation of 2 A 10-15% reduction in
heat pumps, construction of 6 mini | energy resources payment
thermal power plants, reconstruction af costs
38 boiler plants

Energy Saving in the 2009-2011 Reglonql budget: 264.5
Sverdlovsk Region million rubles

100Fyel and energy consumption data quoted from BARER. Other consumption data quoted from theespwnding energy saving programmes.



Estimated Savings of

N Proaramme Title Implementatio | Amount and Sources of| Expected Deliverables (According to Economic Effect Fuel and Energy_
0. 9 n Period Funding the Programme) Resources as against
Consumption Volumel00
Reduced budget costs
Total funding: S associated with payments
20,287.3 million rubles, A 60K TOE re"”?"of‘ N energy for fuel and energy
L L . : resource consumption in the fuel and
Energy Saving in the Nizhniy including A resources by state-owned
5 ; 2007-2010 - energy complex; an increased output of = """
Novgorod Region 16,553.8 million rubles 4 o . institutions and the
electric energy to 9.4 billion kilowatt- : L
(81.6%) from extra hourlyear (about 2%) by 2010 housing / public utility
budgetary funds y °) by sector (more than 7% per
year)
Total funding: A 6-7 million nt/year reduction in gas
. 78.5 million rubles, consumption; . o
Regional Tar.get.Programme fpr including A 7.5-9 million kilowatt-hour/year Glas. up to _1 %, .
6 | Energy Saving in the Bryansk  2005-2010 54 5 mill bl duction for electri : electric energy: 0.35%
Region .5 million rubles reduction for electric energy;
(69.4%) from extra A 5-10% reduction for heat energy and
budgetary funds water
Reduced budget costs
7 Enlé]:gggrtngeroongzz]rgZ\ji%rg i 2003-2006 Municipal budget funds, A 20-30% reduction in consumption of associated with payments
4 ; extra budgetary sources energy resources and water for fuel and energy
the City of Irkutsk until 2006 [EeSOUICES
Further Development of Energy
Facilities for the Public utility i - Heat savings amounting to Economic effect: 270,5 . 2R0/%
8 sector in the Irkutsk Region 2004-2006 1,185.8 million rubles 10,920 K Gcallyear (42.5%) million rubles/year Heat energy: 38%
from 2004 to 2006
Energy Saving in the Housing Total_fl_mdlng: Electric energy savmgs.: 2.85 million Electric energy: 3.3%:
. - 98.75 million rubles, kilowatt-hour; - - i
and Public utility sector and . ; o L . 10.13 million rubles heat energy: 2.3%;
9 i . 2008-2010 including 54.78 million Heat energy savings: 3.67 K Gcal; . . )
State-Owned Institutions in the bl %) f | NS ) for the entire period fuel: 1.67%
City of Vladimir for 2008-2010 rubles (55.5%) from Fuel savings: 150 K TOE;
extra budgetary funds A 420-ton reduction in air emissions
. Economic effect: 1,675
Total funding: million rubles/year. A 15-
Energy Efficiency in the 1,282 million rubles, Energy saving effect: 0 slyear. A -
Housing and Public utility including 1,525 K Gcal (heat energy); 20% reduction in heatlng
10 2006-2010 ) ' costs, a 30-60% reduction

sector in the City of Voronez
for 2006-2010

595.05 million rubles
(46.4%) from extra
budgetary funds

86.3 K kilowatt-hour (electric energy)

in cold water supply costs
for state-owned institution

)

and municipal enterprises
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Estimated Savings of

N Proaramme Title Implementatio | Amount and Sources of| Expected Deliverables (According to Economic Effect Fuel and Energy_
0. g n Period Funding the Programme) Resources as against
Consumption Volumel00
1050.94 million rubles Reduced consumption of energy
with amount and sources resources, including: electric energy Electric enerav: 8%:
Energy and Resource of funding finalized on | savings of 46 million kilowatt-hour; heat heat ener 9%10/0
11 | Efficiency in the City of Kazan| 2006-2010 an annual basis after | savings of 2.3 million Gcal; gas savings 1270.7 million rubles ) 9y o7
. . ) . gas: 18%;
for 2006-2010 passing of the of 74.5 million m3; water savings of 2 |
X o } water: 3.2%
corresponding million m3;
resolutions improved environmental situation
Target-Oriented Municipal Funding from the local
Programme for Energy and g . Reduced heat generation
. budget: 87.650 million - ;
Resource Saving at the rubles A 15% reduction in consumption of costs for municipal boiler
12 Municipal Public Utility 2008-2010 . P plants; reduction in the
L Additional sources of energy resources e .
Facilities in the town of fundina mav also be cost of utility services for
Verkhnya Pyshma in 2008- g may state-owned institutions
used
2010
Funds from the local, . . - :
Municipal Energy Saving regional and federal Ins'_[allat|0n of hlghly-efnc_lent_ boiler Reduced fuel purchase
equipment, a 30% reduction in energy R
Programme for the Town of budgets and extra . costs, reduction in the cost
13 - L 2004-2008 consumption by state-owned and hous|ng . .
Sovetsk, Kaliningrad region in budgetary funds. Total L o of utility services for the
o / public utility sector enterprises; .
2004-2008 amount of funding: 9.4 PR . population
i reduction in air emissions
million rubles
Replacement of Electric Metets Total fu_ndlng:
for the Housing and Public .30'468 million ru_b!es, A 15.8 million kilowatt-hour reduction in - .
14 o 2006-2016 including 28.7 million ' X ; 4-5 million rubles Electric energy: 23.3%
utility sector of Shelekhovo electric energy consumption
ST rubles (94.2%) from
Municipality in 2006-2016
extra budgetary funds
Programme for Reforming and Installation of water
Modernizing the Housing and Total funding: consumption meters, a
15 Public utility sector in the 2005-2010 392.8 million rubles A 35% reduction in production costs far 15% cut of tariffs;
Town of Nurlat and the Nurlat Data on funding water supply and sewage Economic effect: 49.8
District, Republic of Tatarstan structure not available million rubles (in 2005-
in 2005-2010 2006)
Total fundina: Reduced specific loss as compared tp
Energy and Resource - 9: 2005:
Efficiency in the Leninogorsk 804.7 million rubles, 11.2% for heat (Gcal/fjn
16 y 9 2006-2010 | including 566.7 million 70 705.2 million rubles

Municipality, Republic of
Tatarstan

rubles (70.4%) from

extra budgetary funds

9.2% for water (rfiperson);
A 13.8% reduction in the share of energy
resources costs;
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Estimated Savings of
Fuel and Energy
Resources as against

Consumption Volumel00

. Implementatio | Amount and Sources of| Expected Deliverables (According to .
Programme Title . . Economic Effect
n Period Funding the Programme)

A 16% reduction in water consumptior

Total electric energy savings: 5,007.00
million kilowatt-hour; total heat energy
savings: 11.98 million Gcal; total water

117,283.86 million

Phase 1: 2009-| fubles (175,51.80

Energy Saving Programme for million rubles from the 4 -
the City of Moscow in 2009 + 2011_ . Moscow City budget, savings. 108,43_m|II|on t.on_s" total
. Phase 2: until . reduction in electric capacity: 1962.50
2011 and until 2020 99,732.06 million rubles ) o
the year 2020 Megawatt; total natural gas savings: 2.46

from extra budgetary

million TOE; total reduction in air
funds)

emissions: 5.93 K tons
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Expected Deliverables

As can be seen from Table 2.1, for a majority @& pnogrammes, expected deliverables relate to
reduced consumption of electricity, heat and feapressed both in percentage of consumption in the
base year and in absolute values (million kilovmittt, thousand Gceal, thousand toe).

Anticipated economic effect from programmes' impbatation:
- Reduced energy intensity of the gross regionalyrtd

— Budget savings in subsidies granted to the HPUoseahd state-owned enterprises to
compensate for their energy costs;

- Reduced heat energy generation costs;
- Reduced fuel-purchase costs;
- Reduced tariffs for water and energy resources.

While review of existing programmes and their expddaeliverables would be easier if based on
previous implementation data, as a rule, no suth daavailable. However, there are a few exception
from this rule:

The programme for energy saving in the Krasnodar for 2006-2010 mentions a 2002-2005
programme with the same title that was aimed atréating economic and organizational conditions for
efficient use of energy resources and improvingrggnesfficiency of the Krasnodar krai economy".
Activities implemented within the framework of thigrogramme comprise reduced losses during
distribution and consumption of electric energylaeement of existing electric meters by a highass
of precision devices, commissioning new generataqgacity in the region, replacement of a considerab
percentage of morally and physically outdated bdilmuse and heat-network equipment, and
optimization of heat-supply systems of the regiontsan and rural communities.

The 25 December 2005 Directive of the Republic afafstan Cabinet of Ministers points out that
the implementation of the "Energy Saving in the l#jg of Tatarstan for 2000-2005" republican target
oriented programme resulted in a 28% reductiomigrgy intensity of the republican domestic product,
with the main branches of the local industry acimgvthreshold values for indicators as set by the
programme.

The programme for "Further Development of Energyiliges for the Public utility sector in the
Irkutsk Region from 2004 to 2006" mentions actestithat were implemented in 2000-2003 within the
framework of the regional programme for developnwdrthe public utility sector energy enterprisesilun
2003, in patrticular, reconstruction of heat-suppé&works in 23 urban communities resulting in altot
effect of 90.73 million rubles/year; design, mamid@e and commissioning of several 0.5-3.0 Gcal/h
water-heating boilers; development of the "Desigd &stallation of Information Computer Complexes
for Managing Heat-Supply Systems" project meardrtsure optimal functioning of heat supply facitie
in the town of Ust-Kut.

The last column of Table 2.1 reflects projectedgpamme efficiency, whereby the anticipated
savings of an energy resource are correlated wdthansumption in the base year. Unless shownen th
programmes, consumption data in the base year quered either from the state statistical reportior
11-TER or using Gazprom promgaz JSC data.

The analysis of the 17 programmes aimed at enesiging or improving efficiency of energy
supply indicates that:

— Bearing in mind that heat and power-supply netwa&sount for highest energy losses, an
overwhelming majority of the programmes are speaily or to a certain extent aimed at
improving the situation in the public utilities egg sector;

— The programmes' goals and objectives vary fromlpuieclarative to very specific ones;



— In our opinion, the major drawback of the prograreraader consideration is the uncertainty of
financing (with government funding varying from 4 54% and the amount of funding to be
finalized on an annual basis depending on the @ishstanding of a given region);

- As a rule, mechanisms for implementing the eneeyyng projects are not specified or, where
specified, not working.

A major drawback of the existing system for eneagyl resource management relates to poorly-
defined mechanisms. Given the deficit of governnienmigets, own funds provided by enterprises remain
the main source of funding energy saving proje&tshe present stage of the energy saving prograhme
implementation, with gross mismanagement alreadyimhted and low-cost fast-payback measures
implemented, top priority is given to modernizatioh morally and physically outdated fixed assets,
introduction of innovative technical and technotadisolutions in the field of energy generation and
consumption. All this requires attracting considdeainvestment. To raise such investment resources,
effective mechanisms for project implementatiorgluding a comparable with alternative investment
scenarios rate of return and money-back guarantakdiave to be designed. As mentioned above, in
industrially-developed nations, one of such medasi is provided by energy service companies
(ESCOs). The next subsection elaborates on aesvidf companies implementing energy-efficient and
energy saving projects in the Russian Federation.

2.1.2 Current ESCO Activities in the Russian Federation

Beginning with the mid 1990s, high energy efficigrzones became one of the most popular ways
for execution of energy efficiency projects in fRessian Federation.

The Russian Federation's energy efficiency zonpeesent a cluster of projects being executed
within a single district, city or region, where taable economic conditions for installation of eger
efficient facilities are created. Normally, suchnes, characterized by a strong public outreach
component, involve promotion of energy-efficienthrologies, search for ways to provide favorable
economic conditions ensuring projects’ implemeatatdemonstrations of energy-efficient technologies
and equipment, regulatory reform to provide a ldxgais for energy saving and standardization ofggne
consumption, and adoption of modern pricing andatiarn policy, with the purpose of subsequent
dissemination of experience gained in such dematnstr zones throughout the territory of the RF.

Establishing an energy efficiency zone necessitatemtegrated systemic approach to addressing
the energy saving issue, devising an energy sapimegramme as a component of socio-economic
development on a given territory, and achieveméspecific technical and economic parameters.

In today's legislative environment, implementingndastration zone projects (a more appropriate
name would be "experimental energy saving zonestpimes the only method for refinement of energy
saving technologies, as the energy savings obtaiméke course of a project may be reinvested into
additional energy saving activities.

The procedure of government support for high eneffgiency demonstration zones is defined in
the Directive of the Government of the Russian Fatiten N0.998 "On State Support for Establishing
Pilot Energy-Efficient Zones in the Russian Federdtas of 12 October 1995 [30]. The Directive
authorizes the Ministry of Science and Ministrytofergy of the RF to act as guarantors for obligetio
associated with reimbursement of costs incurre®bgsian and foreign investors in connection with th
supply of energy saving equipment and devices dsas¢he provision of assistance during executibn
joint projects in the demonstration zones.

The Russian Federation's demonstration zones myradesting ground for fine-tuning the federal
and regional energy saving regulatory legal basgarozational and financial methods of project
implementation, introduction of energy-efficienth@ologies and equipment based on domestic researct
and adaptation of international experience to Russnvironment.
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Such demonstration zones have already been esidlis a number of Russian regions within the
framework of the international "Energy Efficiency 2000" project funded by the UN Economic
Commission for Europe.

Other demonstration projects are being implementéd the funding provided by the Global
Environmental Facility, the World Bank and the Epgan Bank for Reconstruction and Development
(EBRD)!01,

The main objectives of the demonstration zones are:

— Creating conditions for approbation, demonstradod promotion of aggregate effect from the
use of market intermediation, energy saving teahgnoblnd equipment;

- Improving the regulatory legal base for energy sgyvaddressing the issues of standardization,
certification and metrology;

— Adoption of modern tariff and taxation policy fonet purpose of further dissemination of
positive experience throughout the Russian Federatirritory.

Demonstration zones are a cluster of energy sanojgcts aiming to ensure:
— Assistance to reforms in the housing / public wytiiector;

— The use of progressive technologies for efficiemergy generation, transmission and
consumption;

- Development of the regulatory legal base and firm®rzonomic mechanisms, creating an
infrastructure for implementing specific energyisgwprojects.

Box 2

Examples of high energy efficiency demonstration z@s currently operating in the
Russian Federation:

Several large-scale projects, jointly funded by fibxeral, regional, local and other sourg
have been implemented within the framework of thisgtan high energy efficiency demonstrat
zones concept. These comprise:

The UNECE-funded "Energy Efficiency 21" project;

The UNECE-funded "Energy Efficiency Investment BobjDevelopment for Climate Chan

Mitigation" project, co-financed by the UN Fund fimternational Partnerships (the Tur
Foundation);

The BEAR (Barents Euro-Arctic Region) project ofeimational cooperation in the field

energy;

The Russian Federation Government project "Creafdugditions for Lowering Mai

Barriers to Energy Efficiency in tHeussian Federation'sHousing Sector and Heat Suppl

co-financed by the Global Environmental Facility;

The project for modernizing heat supply in the tavfrsemionov, Nizhniy Novgorod regio

co-financed by the regional authorities and a W8tk loan;

The project for modernizing heat supply in the tostrMytischi, co-financed from the fund

provided under an EBRD loan and the regional budget

The project for reconstruction of heat-supply sysie Kirovsk-based kindergarten No.

financed by the Norwegian Government and Nordicitmmnent Finance Corporation.

revolving fund, established within the frameworktlis project is used to finance execut
of other energy saving projects;

The Swedish Government-funded project for conversb boiler houses to wood wag

(being implemented in a number of Russian regions);

101 http://www.ebrd.com
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— The Netherlands Government-funded project for retrantion of heat-supply system in t
Murashkino community, Nizhniy Novgorod region, kgimnmplemented using the "jo
implementation” mechanism as defined by the Kyatudeol;

The Nordic Council of Ministers project for traigirenergy sector professionals participat
in generation, transmission and efficient use adrgy in industry and the housing / pub
utility sector in the north-western part of the RFhe project's participants includ

organizations from Denmark, Norway, Sweden, Finland Saint-Petersburg, the Lening
region, Karelia, the Murmansk and Archangelsk regjo
The Canadian Government-funded "Support for Muidies in Energy Policy Planning a
Transfer of Canadian Know-How" project.
The number of draft projects prepared within therfework of the Russian Federation's h
energy efficiency demonstration zones now exceé&@s 1

Pilot Projects
1 Projects Delivered by DENA

In the summer of 2009, Sverdlovsk became a pilgiore for implementing energy saving
programmes. Within the framework of Russo-Germaapeagation, a pipeline of 9 energy efficiency
projects was established, including an agreemethttve Sverdlovsk region's ministry of the PHU eect
and the Association of the Presidential ProgrammszlGates.

In the Russian Federation, DERA successfully delivers the projects "Energy Sawvimgthe
Housing Fund" (2004), the "Manual on Financing EyeEfficiency Projects in the Russian Federation's
Public Heat-Supply" (2007) and on establishingatsgic energy efficiency task-force. In the Svevdk
region, DENA is planning to implement a number oihf Russo-German investment projects with a
focus on energy efficiency and the use of renewabérgy sources, promoting the introduction ofdate
technologies in waste disposal and water supplyDRAL03 the Russo-German Energy Agency, was
established in the Russian Federation on the baSIENA.

2 Projects Delivered by BASH

In Yekaterinburg, the German company BASF interedstinch pilot energy efficiency projects in
two areas simultaneously — an energy-efficient madation of an old residential building in Miraresét
and provision of thermal insulation for a portidndastrict heating network in Yekaterinburg.

When implementing both projects, BASF intends tmdestrate an integrated approach to the use
of innovative technologies and energy-efficient enals. In particular, the first energy-efficient
modernization model (for the old building) involvisermal insulation of the roof, walls and basement
The project provides for installation of energy ergtg equipment and the introduction of an automati
energy use control. As estimated by experts, fallgwthe modernization, primary energy consumption
will be reduced by 73 per cent. With the averagergy costs of a standard-design 5-storey apartment
building being 1.9 million kW/h per year, annuakegy savings may reach up to 1.4 million kW/h.

102 peNnA (German Energy Company) a center of experiis¢he field of energy saving and renewable energy
sources. DENA offers consultancy services on enpaligy development and provides assistance topgais/e innovations,
promoting achievement of quick results for goakaoted energy efficiency improvement and efficies# of renewable energy
sources. http://www.dena.de

103RUDEA (Russisch-Deutsche Energie Agentur) is égrigovernmental center of competency in the fafldnergy
efficiency and renewable energy sources in the iRmg$%deration. http://rudea-energy.com

104 BASF — Badische Anilin- & Soda-Fabrik - the Cheati€ompany, the world's largest chemical conceth wiore
than 150 manufacturing sites on all continentspbiiipg its products to customers from 200 countrigse concern's product
portfolio comprises oil and natural gas, chemicalsstics, special-purpose chemicals, productsaffniculture and fine
chemistry products. In Russia and the CIS, aparmfproduct sales, BASF operates a number of manufag facilities.
http://www.basf.com
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The second experimental energy saving model isgbdeveloped for a 2-kilometer portion of
Yekaterinburg district heating network. From thigiternational experience, BASF specialists estimate
that energy savings obtained during heat distidioutiia a pipeline may amount to 98 per cent, predid
that BASF fully uses its technologies and innowatproducts. BASF is already operating a Russian-
based manufacturing site — Elestocam PLC, a jentwe, established by NizhnekamskNeftekhim JSC
and Elestogran GmbH, a subsidiary of BASF S.E.

Proper timing of these solutions is manifested g Russian draft law "On Energy Saving"
(N0.111730-5) which, in particular, stipulates tieed for "requirements to building energy efficignc
organization of mandatory energy audits and requergs to buildings' energy performance data". As th
world's leader in innovation, BASF intends to cong cooperation with the Russian government and
commercial stakeholders: the German concern alrepdsticipates in energy-efficient building
construction projects in many countries of the woth 2008, BASF invested more than 400 million
Euros in energy efficiency, conservation of researand development of new technology.

Both test models are to be realized within the &rmork of "Yekaterinburg — an Energy Efficient
City" project aiming to introduce energy-efficiesdlutions in a given city. The project's pilot st
makes these models especially significant as, iatig their successful implementation, they may be
disseminated to other Russian cities and regions.

BASF is actively cooperating with the Sverdlovsgiomal government and the Yekaterinburg city
administration. This approach may significantly nonye the situation in the PHU sector: energy-effiti
modernization of Yekaterinburg's 3000 five-storggment buildings may save the city up to 4.2daill
kW/h of energy on an annual basis.

Activities of Some Russian-Based Energy Service Cgamnies

Inter-Regional Energy Service Co.

ZAO Inter-Regional Energy Service Company (MES®®as established for implementing
large-scale (federal) and local (regional) prograsnfor reconstruction of heat and energy-supply
networks in cities, urban settlements and enterprisnproving the efficiency of energy use and gyer
saving. The company is part of the NIKA holding quamy:°s,

MESCO's previous experience of development and-key" implementation of major investment
projects includes:

— Reconstruction of heat-supply system in the towDnérzhinsk (population — 270 thousand) in
2001-2003, with an annual economic effect of 160iBon rubles;

— Reconstruction of heat-supply system in the towrSemionov, Nizhniy Novgorod region, in
2000-2002, with an annual economic effect of 28ilan rubles;

— Reconstruction of heat-supply system in Severnghimrhood, Gorodets, Nizhniy Novgorod
region, in 2001, with an annual economic effect 6f7 million rubles, and other projects.

In 2000-2002, MESCO was awarded and successfuliyeded 2 projects in Kaliningrad, funded
within the framework of a World Bank sub-loan (witte projects' budget of 760 thousand US dollars).

In recent years, similar activities were being iempénted in Syzran, Chapayevsk (Samara region),
Kirov, Nizhniy Novgorod and many other Russian tewn

Another area of MESCO activity relates to recoredtam of street lighting in Russian cities.

105 http://www.mesko.ru

106 pttp://nika.ru
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Following installation of 2700 energy-efficient las in Dzerzhinsk in 2002, consumption of
electric energy was reduced by 47 per cent (witlhomtpromising the rated illumination values), while
operating expenses were down by 600 thousand tubles

Another energy saving programme was implement@®@2-2003 in Vladimir.

More than 3500 lamps, supplied by a Nizhniy Novglonsanufacturer, were installed, resulting in
approximately 40 per cent savings of electric epdrgth annual savings of 3.2 million rubles), wil
operating expenses were down by 900 thousand tubles

At present, the following MESCO projects are undrw

— Operations within the framework of the World Bank fReconstruction and Development
(WBRD)97-funded "Urban Heat Supply" project include:

— Reconstruction of 2 municipal boiler houses in Datbn

— Reconstruction of heat-supply system in Krasnoydiskolving installation of individual
heating plants and rerun of heat networks);

— Equipment supplies and replacement of heat networi¢slgograd,;

— Reconstruction of two 50 Gcal/lh and 30 Gcal/h olleuses in the town of Domodedovo,
Moscow region.

— A survey and preparation of feasibility study feconstruction of district heat-supply system in
Domodedovo, Moscow region.

ZEIM-ESCO

The ESCO was established in 1999 on the basiseo&migineering services department of ZEIM
JSC% in order to organize and coordinate energy sasitiyities. On 19 July 2000, the company was
reorganized to ZEIM-ESCO, oriented to installatmfnrautomated systems, reconstruction, streamlining,
modernization of production, efficient transmissemd consumption of various kinds of energy, energy
saving activities in various industries, provisioh energy services with an integrated approach and
turnkey delivery of projects.

The company's basic activities comprise:

— Conducting energy audits with development of arrggheaving programme and the issue of the
enterprise's energy performance data sheet;

- Implementing integrated projects for reconstrucobmdustrial facilities;

— Package supplies of process equipment;

— Design of process automation and information-supp@tems;

- Investment activities and refinement of financichemes;

— Installation, commissioning and start-up of procamstrol systems;

— Consultancy and training;

— Monitoring operation of completed projects, proerspf technical services.

The company participates in organization of enesgying activities, primarily in preparation of
proposals for organizing pilot energy efficiencyjects at energy sector facilities.

107 http://www.worldbank.org

108 http://www.zeim.ru

63



Within the framework of the "Demonstration Zonebject in the Chuvash Republic, ZEIM-ESCO
is working on pilot projects meant for subsequessemination, demonstration, promotion, refining a
variety of energy saving schemes and positive éspee. The ESCO acts as the general contractor
implementing energy saving projects ranging frorargg audit to turnkey delivery of facilities, basea
a partnership with the enterprises based in theuBEpand in other RF regions. These projects cover
production of heat energy, distribution, rationaeuand utilization. The demonstration zone corepre
cluster of energy saving projects.

ZEIM-ESCO has taken part in the following complepedjects:
1 Reconstruction and construction of thermal plantsaoiler houses, in particular:

— Thermal plant at Kanashsky railway car repair warkshe Chuvash Republic. The project's
payback period is within 2 years;

— Boiler house No0.18, owned by a Cheboksary-basedipgi works. The project's payback period
was 1.5 years;

— Boiler house owned by Ulyanovsk sugar refineryha village of Tsilna, with payback period
being 6 months;

— Savinovo district heating plant in Kazan;

— Modular heating plants in the HPU sector (apartmauitdings, industrial premises, public
buildings and institutions, health care and cultfaailities) in Khanty-Mansiysky district, with
payback period being 1.5-2 years;

- Reconstruction of TPP-2, TPP-3 and boiler houseeawny Buket Chuvashii brewery in the
town of Novocheboksarsk, construction of a boileuse for Lapsary-based institution No.YuL-
34/1.

2 Establishing a high energy efficiency demonstraione in the Lapsary community of Cheboksary,
in particular:

- In New Lapsary, Chuvash Republic: a pilot projeesdd on residential buildings, social /
cultural facilities and a boiler house. The projesiolves activities throughout the entire energy
chain (production — distribution — consumption). 3nmonths, economic effect amounted to
976.0 thousand rubles with an anticipated paybacio@ of 2-3 years;

- In the Sosnovka community of Cheboksary's Moskowdikyrict: using local renewable hydro-
energy resources for heat supply to school anditabsfa heat pumps. The facility is currently
being commissioned. Costs — 2.5 million rubles paa¥k period — 3 years.

Longer-term, ZEIM-ESCO is planning to get involied

- Heat-pump heating and hot water-supply systemsr(eltive energy) ilChuvashiasanatorium,
Zavolzhie;

— Metering systems in buildings and residential comities in Cheboksary and other Chuvash
towns, individual heating plants, dispatching cohtr

— Small-scale energy facilities within the city;
- Installation of variable-speed drives in Shumerfyauvash Republic;

- Introduction of physical-chemical techniques andansefor preventing scale formation in boiler
houses and heat-supply networks in the towns ofnfehiya, Alatyr, Kanash and Tsivilsk,
Chuvash Republic;

— Construction and reconstruction of TPPs and bbiberses;

- Introduction ofPhysonicdevices;
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Using new technologies for efficient use of locaéegy resources.

2.2 Models Used for Implementing ESCO Projects Abroad

2.2.1 Basic Provisions

Energy service companies (ESCOs) became the nfaséef business model in the field of energy
saving and energy efficiency. [31].

The range of services provided by ESCOs to endsudfegnergy resources comprises:

Energy audit;

Development and implementation of an energy-efficg@oject or an energy saving project;
Equipment operation and maintenance;

Monitoring actual energy savings;

Supply and installation of equipment, constructiorstallation and start-up & commissioning
works;

Energy supply, etc.

ESCOs differ from other companies operating onathergy services market, such as ESPUs
the sense that ESCOs:

Guarantee achieving a certain level of energy ggvin the course of a given project;
Provide energy services at lower prices;
Typically finance or facilitate arrangement fordimcing a recommended project;

Measure and update savings throughout the entijeqarfunding / implementation period, or for
a period as stipulated under the contract.

Normally, ESCOs relations with the client are reged through Energy Performance Contracting.

When signing an energy performance contract, thereal organization (the ESCO) develops,
implements and finances (or facilitates financiny the energy efficiency project or project for
construction of a renewable energy generation ifaciESCO's remuneration is received from cost
savings obtained by the client enterprise or fra@negated energy (where renewable energy sources ar
used). ESCO's operations continue until all itsts;oassociated with the project's implementation, a
compensated and the calculated savings are cowfirme

ESCO compensation types may be roughly classiitd energy performance contractsand
energy supply contracts.

Energy performance contracts comprise:

- Shared savings contracts;

- Guaranteed savings contracts;

— Paid-from contracts.

Energy saving contracts comprise:

- Chauffage contracts;
- BOOT™

109gspc - Energy Service Provider Companies.
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Basic terms of each ESCO contract type are in met&il considered below.
It should be noted that performance contractingberthe most popular business model.

2.2.2 ESCO Project Implementation Phases
The following ESCO project phases may be distirtueas

Energy audit;

Planning;

Implementation;

Results monitoring.
Phase 0. Energy Audit
Another widely-used term is IGAL (investment grade audit).

An investment grade audit (at the client's costjaemally conducted under a separate contract and
precedes the conclusion of the contract with th€@SThe audit provides the client with an opportyni
to implement some of the suggested activities ®own, while including the remaining activitiesdrthe
contract.

In contrast with a traditional energy audit, whiaiplies that all conditions remain constant in ime
IGA involves a more precise forecast of energy oomsion, adding the risk assessment component,
which assesses the conditions in specific processeB5A comprises:

Risk management;
— The "human factor";

- Measurement and monitoring of actual energy sayings

Funding-related issues;

Principles of reporting;

Overall project planning strategy.
Phase 1. Planning

Project development begins with planning based ouorce data and the other necessary
information. The client and the ESCO sign a sepgo&nning contract, including the baseline prilesp
of the energy service company's remuneration. Withis phase, the ESCO verifies its energy saving
calculations that were presented in the energyt aeort.

Where either party wants to terminate the projiediears the costs of all work completed. If the
project goes into the implementation phase, the &SCosts are not reimbursed by the client
immediately but included into the costs for theosetphase.

Phase 2. Implementation

Upon completion of the planning phase, the padgrge upon the energy saving activities and the
project's funding scheme. The client undertakgsatp for the ESCO services from the savings obtained
in the course of the energy project being impleménand based on their profit margin. The

110 gooT (Build-Own-Operate-Transfer): private ownépshnd use of the facility is allowed for a certgiariod,
upon expiry of which the facility passes into statenership.

111|GA - Investment Grade Audit
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implementation phase comprises: detailed planmggipment installation, equipment commissioning,
personnel training and commencement of monitoring.

Phase 3. Results Monitoring

Monitoring and payment for the ESCO services begpon completion of the equipment's
installation.

The process of results monitoring, verifying sagimiptained by the energy efficiency projects, is a
crucial phase associated with the ESCO projecteamphtation as quantification of savings preserds th
base for payments.

Energy savings are estimated as the difference degiwthe controlled basis and the measured
consumption. The controlled basis is the forecastow much energy would be required in the absence
of the energy efficiency activities, assuming tleantrol parameters (such as the weather, building
occupancy, production rates, etc.) remain unchan@gsmputation of savings may be based on
engineering calculations using special or shoriteneasurements, computer modeling and historical
data, analysis of the energy provider's meter (lagang a simple comparison of bills) for a regressi
analysis of many variables, and calibration enenggeling.

2.2.3 Funding Schemes for ESCO Projects

A performance contract must regulate and ensurgathility of three factors:
Project implementation costs;

Remuneration of the ESCO services by the client;

Monitoring of actual savings.

Costs, associated with implementing energy efficygorojects, are subdivided into:
— Fees for services provided by third-party experts;

— The cost of arranging for financing;

- Investment costs (associated with creating fixeis3.

There exist three sources of funding for energigiefiicy projects:

- Funding by the ESCO;

— Funding by the client;

— Third-party funding.

Funding by ESCO

Acting as the project's investor, the ESCO mayshwsvn or raise borrowed funds in the form of a
credit or lease. However, it should be noted thegsting of own funds by ESCOs is uncommon.
Funding by Client

The client finances the project using own or boedvunds, while investments payback is ensured
by the energy savings guaranteed by the ESCO .fihlaiscing scheme may also use a credit. In this,cas
the client, as a direct loan recipient, must prewite financial institution with guarantees.

The purpose of the savings guarantee is to denadedts the bank that the project, for which the
loan is granted, is capable of generating a pesitash-flow, i.e., that the anticipated savings @mo
would be sufficient to cover the corresponding pagihobligations.

Therefore, the availability of savings guarantetuoes risks which, in turn, is reflected in thedare
interest rate.
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Third-Party Financing (TPF)

The project is funded by a third party, i.e., afinial institution, without attracting client or E®

resources. The financial institution may eitheruwa rights to energy savings or ensure securitghen
form of the project's equipment.

There exist two types of TPF performance contrdhtsdifference relating to the party that actually
borrows the funds: the ESCO or the client (Figufie Eigure 2-2).
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Figure 2-1 Third-party funding with the ESCO acting as the borrower
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Figure 2-2 Third-party funding with the client acting as the borrower

2.3 ESCO Contract Models
2.3.1 Energy Performance Contracting

Shared Savings Contracts

Under a shared savings contract, income is gemkerften energy savings obtained when
implementing energy saving activities as recomménraethe ESCO. In this case, the amount of saved
costs is split between the ESCO and the clientlenthe contract term is agreed upon between theepar

in advance. No specific rules for such splittingsexas they depend on project costs, contract &t
risks borne by the ESCO and the client.
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Under this contract, financing arrangements areentgdthe ESCO, while the expected payments
from the client's energy savings are used as ggcuri

In effect, in this case, the ESCO acts as the gt'sjevestor. Under this contract, the ESCO may
have a high capital leverage, as a result, finhntséitutions may refuse to grant loans to the BESC

At present, this contract type is not a popularavpas it involves high risks.

Client
ESCO
Performance risks,
Credit risk:
Services, 100%
savings Investor
guarantees funding

Figure 2-3 A shared savings contract

Guaranteed Savings Contracts

A guaranteed savings contract means that the ES@€agtees a certain level of energy savings,
thus insuring the client in the event that suclelés not actually achieved.

Typically, this contract comprises a number of inredated contracts:

- Installation contract which defines the equipmeribe erected and work procedures;
— Financing contract which defines the schedule gfiEnts to be made by the client;

— Guarantees contract, where the ESCO guarantelks thi¢nt a certain savings level.

Under a guaranteed savings contract, the ESCO lmhnssks associated with the project's
development, installation and performance, whitieg aside the risks associated with repaymettieof
credit. The projects are funded by the clients winay secure financing at banks or other financial
institutions. Where the savings are not sufficientcover debt servicing, the shortfall will have lie
compensated by the ESCO. Where the savings exbeaguairanteed level, payments made by the client
are agreed with in accordance with the ESCO's ga\percentage.

Typically, a contract of this kind must contain eowsion stating that the guarantees are
sufficient, i.e. the amount of energy savings ifigent for the client to perform its debt commigmts,
provided that the price of energy does not falblel predetermined minimum level. Payment schedule
is based on the savings level — the greater thagswhe quicker the repayment.

The main advantage of this contract is that it essa reduction in financing costs.
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Figure 2-4 A guaranteed savings contract

A brief comparative analysis of a guaranteed saviogntract and a shared savings contract is
provided in Table 2.2:

Table 2.2 A Guaranteed Savings Contract Versus a 8hed Savings Contract

Shared Savings Guaranteed Savings

Performance is linked to the cost of energy saved. Performance is linked to the level of energy sasing

Payments to the ESCO are dependent on energy.prices The value of energy savings guarantees the segvafidebt
commitments at a predetermined minimum acceptatte.p

The ESCO bears all performance and credit riskmdsr the  |The ESCO bears all performance risks, while thenth-
conventional financing scheme. credit risks.

Normally, the debt is outside the client's balasiceet. If the client becomes the borrower, the debt isvshon its
balance-sheet.

While it may be used by clients having no accedsaincial [Requires the client to be creditworthy.
resources, the client's creditworthiness is sti#@uirement.

Extended measurement and verification Extended measurement and verification

Big ESCOs are preferred; small ESCOs depend oritstted | The ESCO may deliver more projects without regarkigh

much to deliver more projects debt
Projects with a short payback period are prefedrezito A larger-scale and more comprehensive project rpadsible
greater financing costs by lower financing costs
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Paid-From Contractst12

Under a paid-from contract, the ESCO normally neegithe greater part or all savings obtained by
the client (typically, beginning with 70%) until@dbmpensates its expenses including interest. B
guarantees that the amount of savings will be @efit to pay the project's costs for a certain nemus
years. Where the amount of savings is insuffictenpay the project's costs (including interest) tfoe
agreed time-frame, the contract is terminated wighclient being relieved from any obligations.

Normally, the ESCO reserves the right to undertadtditional energy saving activities for the
duration of the contract (at its own costs) urtié tsavings achieve the amounts sufficient to pay th
project's costs.

Interest rate for paid-in contracts varies depemdinm whether the creditor identifies any crediksis
for the ESCO or the client. As all savings are eak®d for compensating the project's costs, costiaic
this kind are concluded for shorter time-periodantithe other contract types. Advantages for thentli
are:

— The ESCO must ensure a minimum savings level;
— Where actual savings are greater than expected|iémt gets all benefits;

— Payments are based on a "transparent accounting! (e client knowing current costs and
potential margin).

This model is normally used for non-commercial migations (clinics, schools, etc.)

2.3.2 Energy Supply Contracts
Chauffage Contracts™?

Chauffage contracts are mostly used in Europe. tJaddauffage contract, the ESCO provides to
specific end-consumers a wide range of servicegh(sas heating, lighting, transport, etc.) at
predetermined prices, such services comprisingentirmaintenance and training of local personnel.
Where the energy supplies market is competitive, Ei5CO is also responsible for purchasing fuel /
electric energy. ESCO's remuneration depends oncaolseefficiency of the above process. Specific
provisions of chauffage contracts are as follows:

— Client's payments to the ESCO are based on providigervices rather than on cost savings;
— The contract's objective is operation and servicing

- Long contract term (20-30 years) is explained by tact that the contract may provide for
construction or modernization of the client's gpfitted assets (such as a thermal power plant or
a cooling facility);

— Client savings are not guaranteed. Sometimes, tie goal of the client under such a contract
boils down to the transfer of its non-core actestio a specialized contractor.
Build — Own — Operate — Transfer Contracts (BOOT}!4

The BOOT model implies that the ESCO develops, builds, foes, owns and operates the
equipment for a certain time-period, ultimately tiawgy these assets over to the client. This model

112 First out"
113 Chauffaggthe French for "heating")
114Boor: Build-Own-Operate-Transfer
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requires establishing a special-purpose entergdsea given project. Clients sign long-term supply
contracts with the BOOT operator and pay for th@ises provided, while such fee includes capital an
operating costs and profits generated by the projec

BOOT schemes are becoming extremely popular fimgneehicles of co-generation projects in
Europe. The parties' relationship under a BOOTremghtare shown in Fig. Figure 2-5.

Consumer
and
the power grid

Special
purpose
corpolation
\
Assets ESCO Equity law and debt
(ownership and | — repayment without
manaement’ recours

Equipment design and installatior
- Performance guarantees
Fuel purchase

Equipment ownership and
o management

Figure 2-5. BOOT model

2.4 Public-Private Partnership

As of today, there's no standard definition of prtprivate partnership or federal laws regulating
PPP.

The Directive of the Government of Moscow "On thigy€ Target Programme for Establishing an
Innovative System in the City of Moscow in 2008-Q0IN0.781-PP as of 2 September 2008 defines
public-private partnership as an institutional amdanizational alliance between the state and kasin
for the purposes of implementing national and maéonal, large-scale and local projects of social
significance covering a wide range of activitiesini developing strategically-important manufactgrin
industries and research and development (R&D) awigion of public services. As a rule, an alliatike
this is temporary, as it is formed for a certamdiframe to deliver a specific project, and is digmued
after the project's completion.

From the narrow (economic) point of view, the fellag basic characteristics of public-private
partnerships could be identified:

— The parties to PPP are the state and private l8ssine

— The parties' cooperation is based on an officégal contract;
— The parties cooperate on an equal basis;

— PPP has a clear public and social outreach;

- When implementing projects through PPP, the partiestributions and resources are
consolidated,

72



- Financial risks and costs, as well as the resghseaed, are distributed between the parties in a
pre-determined proportion.

To a wide extent, the main forms of PPP as relatedconomy and state administration would
comprise:

— Any mutually-beneficial forms of cooperation betwebe state and business;
- Government contracts;

- Lease relationships;

- Financial lease (leasing);

— Public-private enterprises;

— Production sharing agreements;,

— Concessions.

Definitions of public-private partnerships are umbd in laws on PPP passed in some Russiar
regions (the Tomsk region, Saint-Petersburg).

In the today's Russian Federation, the most moaedmprospective PPP tools are:
- Investment Fund,;

— Development bank;

— State corporations;

— Special economic zones;

— Russian venture company;

— Concessions.

The list of regulatory legal acts regulating redas emerging in connection with the organization of
a public-private partnership is detailed below (el regulatory legal acts are shown in the hobiaal
order in terms of their dominance from 1996 to 2009

1 The Civil Code of the Russian Federation

Defines legal status of participants in civil traosons, grounds for emergence and procedure for
exercising ownership rights and other proprietagits, rights to the results of intellectual adgvand
equivalent means of individualization (intellectuahts), regulates contractual and other obligetias
well as other property and personal non-propetgtions.

Mechanisms of coordination between the federal aiites, municipal authorities and business
entities are implemented through contractual foainsooperation. In accordance with Article 125 loé t
Civil Code of the Russian Federation, state bodfesuthority may, on behalf of the Russian Federati
and Russian Federation regions, by their actiogsiee and exercise property and personal non-ptpper
rights and obligations and appear before courtiwithe scope of their competence as defined by the
corresponding regulatory acts. Municipal bodiesawathority may, on behalf of their municipalities; b
their actions acquire and exercise rights and abbgs referred to in par. 1 Article 125 within tbeope
of their competence as defined by the corresponaigglatory acts.

2 The Order of the Government of the Russian Federatn "On Endorsing the Federal Target
Programme Economic and Social Development of the Far East and Transbaikal Regions Until
2013" N0.480 as of 15 April 1996

This programme, intended to develop the regionfsingipotential, aims to establish new mining
centers with a corresponding transport and enemdpastructure on the principles of public-private
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partnership. The Order emphasizes the importancéentodducing new incentives for encouraging
investment activities based on public-private penghip.

3 Directive of the Government of the Russian Federatn No.613 "On the Federal Programme
Research and Development in Priority Areas of the Russian Federation’sScientific and
Technological Complex in 2007-2012" as of 17 October 2006

The Programme is aimed at further development mhsiic and technological potential of the
Russian Federation to implement the nation's pyiadevelopment objectives as related to science,
technology and engineering. This objective necatestaddressing a major task, namely, consolidation
and concentration of resources on prospective resead technology through a wider use of the gubli
private partnership mechanism, inter alia, throlR&D contracts placed by private business and
companies committed to innovation.

4 Directive of the Government of the Russian Federath "On Endorsing Decision-Making
Rules for Concluding Long-Term Government (Municipd) Contracts for Works / Services
with a Prolonged Production Cycle" N0.978 as of 2®ecember 2007

The Directive authorizes government customers telcale long-term government contracts, for a
term and within the Russian Federation InvestmemdFoudget, within the framework of investment
projects being implemented through public-privaaetperships.

Action needed:
— Development and approval of investment projects;

— Concluding contracts for the supply of goods anovigion of other services for federal and
municipal needs.

5 Directive of the Government of the Russian Federatn "On the Federal Target-Oriented
Programme for Southern part of the Russian Federatin (2008-2012)" No.10 as of 14 January
2008

The programme was devised to ensure developmemt@dchanism for public-private partnership
in implementing infrastructure projects.

Documents to be developed:

— Procedures for implementing the programme;
— Activity programme;

- Infrastructure projects.

6 Directive of the Government of the Russian Federatn "On the Government Committee for
High Technology and Innovations” No0.667 as of 12 $&mber 2008 (together with the
Regulations on Government Committee for High Technlogy and Innovations)

The main objective of the Committee is to ensurerdimation between the federal bodies of
authority in formulating and implementing a unifigdvernment policy as related to further developmen
of the research and engineering complex, the ratiomovation system, and steady technological
modernization of the Russian Federation economygluding improvement of the public-private
partnership mechanisms in the field of high techggland innovation. The above objectives are to be
achieved through reviewing suggestions on developmwiethe public-private partnership mechanisms as
related to research and innovations.

Implementing the mechanism of coordination betwbenfederal authorities, municipal authorities
and business entities will require:

- Development and approval of a coordination procedar the federal authorities involved in
development and implementation of a unified govemmpolicy as related to further
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development of the research and engineering comphex nation's innovation system, and
steady technological modernization of the RussieateFation economy;

- Initiating the Russian Federation Government's msrdestructing the authorized government
bodies to issue legal acts with the provisions diate

— Improving public-private partnership mechanismsatie to high technology and
innovations;

- Preparing suggestions on development of publicapeivpartnership mechanisms as
related to research and innovations.

7 Order of the Government of the Russian Federation On Endorsing the Concept Federal
Target Programme National Technology Base for 2007-2011" No.1761-r as of 18 December
2006

The Order implies that implementation of the abowegrated projects is to be performed by the
business community with government participatiorttenprinciples of public-private partnership.

Implementing the mechanisms of coordination betwdba federal authorities, municipal
authorities and business entities will require @cojpreparation and subsequent approval of the
corresponding contracts establishing legal relatigmfor a public-private partnership.

8 Order of the Government of the Russian Federation On the Concept of the Federal Target
Programme for Southern part of the Russian Federatin (2008-2012)" No.754-r as of 9 June
2007

The programme implies implementation of sociallyrsiicant capital-intensive projects aimed at
development of public-private partnership and preidantly oriented to elimination of infrastructure
constraints for further development of businesstardocial sphere.

To provide a mechanism of coordination betweenféderal authorities, municipal authorities and
business entities, a number of socially-significaapital-intensive projects, addressing the godls o
public-private partnership development and detgitorresponding action plans, need to be devisdd an
approved.

9 Order of the Government of the Russian Federation On the Concept of Long-Term Socio-
Economic Development of the Russian Federation Uhtthe Year 2020" No.1662-r as of 17
November 2008

The Order provides for structural diversificatiohtbe economy based on innovative technology
development, improving competitiveness of leadirgnbhes of the economy through the use of public-
private partnership mechanisms, improving accesRuogsian companies to long-term investment
sources, providing various branches of the econently highly-skilled managerial, engineering and
technical personnel, supporting exports of prodwdth high added value and a rational protection of
domestic markets, taking into account current magonal practice in this field. For the purposés o
transition to a socially-oriented development modelts relations with business entities, the ganeent
will follow the principles of developing public-pate partnership, aiming to reduce business and
investment risks, primarily relating to researckeyelopment and dissemination of new technologies,
development of the transport, energy and publiitytinfrastructure. During this stage, the main
priorities of the government's social and econgpaiicy include liberalization of economic environmg
reduction of investment and business risks, angirigrthe institutions of public-private partnership

Implementing mechanisms of coordination betweenféueral authorities, municipal authorities
and business entities will require the followingdiaic:

— Conducting a risk analysis;

— Developing draft regulatory legal acts aimed atoemaging measures to disseminate modern
technologies;
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— Devising programmes for development of the transgoergy and public utility infrastructure;
- Implementing activities aimed at improving persdrpwicy.

10 Order of the Government of the Russian Federation N.1715-r "On the Russian Federation's
Energy Strategy until the Year 2030" as of 13 Noveber 2009

The Order implies that direct government partiggrain further development of the energy sector
will gradually diminish and will be replaced by w@us forms of public-private partnership, espeyiall
the field of construction and modernization of teeergy sector infrastructure and innovative
development.

Strategic goal of the government's energy policseled to ensuring energy security is continuous
improvement of its major characteristics through:

— Ensuring reliable operation and predictable devalaqt of the energy infrastructure, inter alia,
through the use of public-private partnership magdms, consistent elimination of restrictions
relating to distribution of energy resources betw@assian regions and between individual
territorial manufacturing complexes (energy hubsa igiven region;

— Ensuring timely geologic exploration, developmehhew deposits (fields, basins, provinces) of
traditional fuels, inter alia, through public-prtegpartnership and a rational tax policy (meaning
a growth in prospected recoverable reserves qupstig the pace of reserves' depletion), timely
preparation for the use of substitution innovatareergy resources and energy sources as the
traditional fossil fuels are gradually depleted.

To implement mechanisms of coordination betweenféaeral authorities, municipal authorities
and business entities, the following governmengmmmes will have to be developed:

— For consistent improvement of the following majoeryy security characteristics:

— Ensuring reliable operation and predictable develaqt of the energy infrastructure, inter alia,
through the use of public-private partnership madnmas;

- Eliminating of restrictions relating to distributicof energy resources between Russian regions
and between individual territorial manufacturingrqggexes (energy hubs) in a given region;

— Organizing geologic exploration and developmem@i deposits (fields, basins, provinces) of
traditional fuels;

— Studying the possibility of using substitution imative energy resources and energy sources as
existing reserves of traditional fossil fuels aradyally depleted.

A draft law on amendments to the Tax Code of theskun Federation, as related to taxation in the
process of subsoil use, needs to be prepared.

Draft legal acts, aimed at replacing direct govezntiparticipation in developing the energy sector
by various forms of public-private partnership e tfield of construction / modernization of the e
sector infrastructure and innovative developmest aeed to be prepared.

11 Directive of the Government of Moscow No0.567-PP "Orthe Action Plan to Develop Public-
Private Partnership in the City of Moscow in 2008-R11" as of 24 June 2008

The Directive endorses the Action Plan for the ttgu@ent of public-private partnership in the
City of Moscow in 2008-2011, providing the legarmework for establishing the Expert Council for the
development of public-private mechanisms in Moscow.

The corresponding implementation mechanism is ddflvy the Order of the First Deputy Mayor of
the Moscow City Government "On the Expert Counak fthe Development of Public-Private
Mechanisms in Moscow" (along with the Statute a Expert Council for the Development of Public-
Private Mechanisms in Moscow).
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12 Order of the First Deputy Mayor of the Moscow City Government No.67-RZM "On the
Expert Council for the Development of Public-Privae Mechanisms in Moscow" (along with
the "Statute of the Expert Council for the Developnent of Public-Private Mechanisms in
Moscow) as of 16 October 2008

The Order endorses the Statute of the Expert Cbdocithe Development of Public-Private
Mechanisms in Moscow and appoints the expertsigitin the Council.

The Council's main goals and functions are asvdlo

— Preparation of proposals on identifying prioritgas of urban policy as related to public-private
partnership;

— Exchange of experience as related to regulatoryp@uigor public-private partnership in the
Russian Federation's regions;

- Formulating proposals on creating conditions arfdcéve tools of coordination between the
state and business to involve the business comynumiaddressing the issues facing the city,
financing social programmes and investment projetctpecial importance for Moscow;

— Monitoring the progress and assessing the effigi@i@activities as provided under the Plan for
the development of public-private partnership indelmw in 2008-2011. Review, examination
and approval of suggestions made with regard td’the for the development of public-private
partnership in Moscow for subsequent years;

— Reviewing implementation practice for Moscow's pot$ based on the development of public-
private partnership in various industries, prepamatof recommendations on further
development and improvement of such practice;

— Promoting dissemination in Moscow of best interradi and domestic practice in the field of
public-private partnership development, includireyiew of specific branches of the city's
infrastructure.

13 Order of the Ministry for Economic Development of he Russian Federation N0.372 "On the
Expert Council for Public-Private Partnership Affil iated to the RF Ministry for Economic
Development" as of 2 November 2007

The Order endorses the Statute of the Expert Cbtorcpublic-private partnership, providing the
legal base for the Council's activities.

The Council's main objectives are promoting forrtiataof a unified, coordinated economic policy
as related to development of public-private pasghigr mechanisms and improving the legal base for
operation of such mechanisms.

Table 2.3 details public-private partnership prtgeurrently underway in the Russian Federation.
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Table 2.3 Public-Private Partnership Projects Curratly Underway

=

Project
Project Title Industry PPP Type Location Time-Frame E;Jiﬁi%?]t' Sources of Funding and Project Objectives
rubles
Integrated development of thdntegrated Investment Krasnoyarsk 2006 — 2015 | 213,915 The purpose of the investnpeofect is to strengthe
Lower Angara Basin territorial Fund of the| krai industrial potential of Eastern territories of tliussian
development RF Federation (the Lower Angara Basin) through esthbig
and development of transport and energy infrasirect
natural resource development, construction of itréals
facilities within the framework of a public-private
partnership. Construction of Boguchanskaya Hydaigte
station is funded from the federal budget.

Construction of Kurgan-basedHousing and Investment Kurgan region 2008 - 201Q 10,855 Government supfbudget allocations from the RF
thermal power plant -2 public utility | Fund of the Investment Fund): 843.91 million rubles (in 1 Jayu208
sector RF prices, inclusive of VAT).

Special economic zoneManufacturing Special Lipetsk region 2006 — 2016

(manufacturing) on the economic

territory of Gryazinski district zone

Lipetsk region

Special economic zonelnnovations Special Moscow 2006 — 2016

(technology introduction economic

within the Moscow city limits zone

Special economic zonelnnovations Special Moscow region | 2006 — 2016

(technology introduction) in economic

Dubna, Moscow region zone

Reconstruction of water supplyHousing and Investment Perm krai 2009 — 2011} 847 Budget allocations fitwm Investment Fund of the R

in the city of Perm public utility | Fund of the 231.53 million rubles; funds from the regional batg
sector RF 141.9 million rubles; funds allocated by NOVOGOR-

Prikamie Co.: 473.65 million rubles.

Elaboration of design Integrated Investment Republic of| 2008 — 2010 | 10,424 Government support (budget cailons from the

documentation for territorial Fund of the|l Sakha Investment Fund of the RF): 7,788.7 million rub{asthe

implementing the "Integrateddevelopment RF (Yakutia) prices of corresponding years, inclusive of VAT).

Development of Southerp

Yakutia's investment project




Project

2‘ Project Title Industry PPP Type Location Time-Frame E;Jiﬁi%?]t' Sources of Funding and Project Objectives
rubles
8 | An oil-refining and| Manufacturing Investment | Republic of| 2006 — 2009 | 130,297 Objectives of the integratedvestment project;
petrochemical complex in Fund of the| Tatarstan construction in Nizhnekamsk of a high technology oi
Nizhnekamsk RF refining and petrochemical complex with an annual
capacity of 7 million tons of oil; construction of
infrastructure facilities (railway, main oil linend oil-
products pipeline).
9 | Yelabuga special economidVanufacturing Special Republic of| 2006 — 2016
zone (manufacturing) on the economic Tatarstan
territory of Yelabuga district zone
Republic of Tatarstan
10 | An integrated programme forHousing and Investment Rostov region 2007 — 2021 33,470
construction and public utility | Fund of the
reconstruction of water supplysector RF
and sewage facilities in
Rostov-on-Don and the south-
west of the Rostov region
11 | The Clear Don regional| Housing and Investment Rostov region 2009 — 2011 Federal budget subsidy in the amount of 1,055.omi
investment project public utility | Fund of the rubles
sector RF
12 | Special economic zonelnnovations Special Saint- 2006 — 2016
(technology introduction) in economic Petersburg
Saint-Petersburg zone
13 | Elaboration of design Integrated Investment Stavropol krai 2008 - 2009 2,178 Fully funded gy RF Investment Fund
documentation for territorial Fund of the
implementing the Southern| development RF
Trans-Regional Water System
investment project
14 | Special economic zonelnnovations Special Tomsk region 2005 - 2015
(technology introduction) in economic
Tomsk zone
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Project
N . . . . Budget, ; ; e
o Project Title Industry PPP Type Location Time-Frame million Sources of Funding and Project Objectives
rubles
15 | Construction of Green FactoryManufacturing Investment | Tomsk region 2008 - 201Q 1,538 Government supgbtdget allocations from the R
timber-processing plant Fund of the Investment Fund): 273.18 million rubles (in 1 Jaryu208
RF prices, inclusive of VAT).
16 | Industrial complex in Manufacturing Investment | Tula region 2007 — 2016 46,269
Novomoskovsk, Tula region Fund of the
RF
17 | Construction of Zavolzhie| Manufacturing Investment | Ulyanovsk 2009 - 2011 | 4,151 Government support (budget atilmes from the RH
industrial zone Phase 1 Fund of the| region Investment Fund): 279.56 million rubles
RF
18 | Elaboration of design Integrated Investment Yamalo- 2008 — 2009 | 6,512 Government support (budget ailmes from the RH
documentation for territorial Fund of the| Nenetski Investment Fund): 4,278.6 million rubles (in thécps of
implementing the Industrial | development RF Autonomous corresponding years, inclusive of VAT). The purposéhe
Urals - Polar Urals district investment project: elaboration of project docuratah
investment project for building necessary transport infrastructureha polar
regions of the Urals.
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One of the most promising examples of public-pevpartnership in the electric power industry
relates to Kurgan-based TPP-2 being constructedirwthe framework of the Kurgan region's energy
programme with participation of IntertechelectroNevaya Generatsiya PLC. The project's budget
exceeds 12.5 billion rubles.

On 19 September 2009, within the framework of theirestment forum held in Sochi, the RF
Investment Fund signed an agreement, granting 98i@mrubles to the Kurgan region and stipulating
the procedure for co-financing the joint projecottStruction of the Kurgan TPP-2". The RF Investment
Fund provided some 10% of the total investmenthwhie remaining funds made available by a private
investor. TPP-2 is one of good examples of publicgte partnership in electric power industry icept
years. Construction is carried out within the framek of the Kurgan region's energy programme with
participation of Intertechelectro — Novaya Geneyat®LC. The general contractor is the Czech compan
PSG-International and the project's budget excé2dsbillion rubles. In the end of August, 200% RF
Government endorsed the investment project's pasdpe@ new combined-cycle plant will comprise two
111-megawatt power generating units supplied bye@@rElectric Co. and steam co-generation turbines
manufactured by Siemens. Overall output of the pgaent will be 222 megawatt, thermal output - 250
Gcal/hour. The first stage of TPP-2 is scheduleccéanmissioning in September 2010, the second stage
— for December 2010.



2.5 Conclusions

The Russian Federation's economy is characterigexhérgy intensity. Efficient energy generation
and rational use of energy resources are neceiwaensuring further economic growth and improving
the standard of living of the Russian populationcdyding to the Russian Federation's Energy Styateg
2020, by 2020, the nation's overall energy consiongs to be reduced by 40-48% through the use of
energy efficiency measures and implementationratgiral economic reforms. Development of ESCOs
is viewed as one of the mechanisms for achievirggabjective.

The ESCO and the customer enter into a performeotact with its purpose being introduction
of energy-efficient equipment. The contract may eroall stages from development of the necessary
energy efficiency measures to monitoring the pttggarogress. While many types of such contraas ar
available, their common provision is that the cosds payments to the energy service company are
made from the savings obtained in the course ofpifugect's implementation. The ESCO provides
technical and economic assistance, i.e., bearsomsgplity for technical solutions, ensuring energy
saving and the project's economic efficiency.

Serious constraints for ESCOs development in theslRn Federation are mainly associated with
the lack of stability for operations of small ancdium business and with the traditional economic
system of centralized planning. Other constraimiate to low energy tariffs which fail to provide
incentives for energy saving. At the same time;esetl prices are fairly high as compared to theames
income level. With reference to the findings ofstiheport and taking into account specific operation
environment of the RF fuel and energy complexppears that high energy efficiency zones should be
established using the principles provided undergnsupply contracts, i.e. long-term chauffage and
BOOT contracts. This choice is explained by the that, establishing high energy efficiency zones
involves the need to address the issue of creatisty fixed assets, therefore, a potential investast
have complete control over the facilities and ctsivs generated as a result of their operations.

The use of various performance contracts is jestifvhere the energy service company is
providing consultancy services to optimize the gpesupply system at a given enterprise, on the
condition that the recommended activities do nebive high costs. Analysis of available contragey
indicates that a guaranteed savings contract wioellthe optimal choice, its main advantages beiag th
the ESCO does not have to bear high risks assdoratl attracting funds to finance the recommended
activities.

An important aspect for ESCO projects' implemeatatielates to ensuring payback guarantees as
risk control would be problematic at all phasespobject implementation. Such guarantees may be
ensured by financial institutions or Russian gowent authorities. ESCO operations in the Russian
Federation need to be supported by a correspordeagly-defined legislation and predictable taxes.
Improving public awareness of the energy savingeésnd ESCOs as an energy saving tool is to becomg
a priority task.

Public-private partnership implies the use of leasel concession mechanisms, financing (by
attracting private funds) of social programmes ameestment projects of strategic importance. The
institute now being created will promote influx iofvestments into the manufacturing sector, trartspor
and the housing / public utility sector. An impartaole will be played by the institute of concessi
agreements and the Investment Fund.

The use of public-private partnership mechanisnmkesicourage the development of innovations,
including through the mechanisms of special econaanes, technoparks, development banks, etc. tha
are currently being established.

The use of public-private partnership mechanisma pamarily ensure the possibility of
implementing socially-significant projects within ahort time-frame, that would otherwise be
unappealing under traditional private funding sceemSecondly, participation of private business,
normally characterized by a more efficient perfonc&in comparison to government institutions, may



improve overall projects' efficiency. Other adva@s are ensuring reduced budget load by attracting
private funds and passing some costs on to the s@mmercializing the provision of services), ghleir
possibility of attracting the best personnel, equept and technologies, improving the quality of-eisdr
services. Finally, the use of PPP provides an dppity for concentrating the authority's attentiom
their intended administrative functions and redgogernment risks via their distribution between the
authorities and the private partner.
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3 The Main Trends of Development and Implementation b Energy Efficiency
Projects in the Public Utility Sector of Municipal Entities

3.1 Evaluation of Investment Projects Economic Efficieay
3.1.1 Main terms and definitions of investment analysis

Pursuant to Federal Law “On Capital Investment\Agtiin the Russian Federation” No0.39-FZ as
of 25 February 1999 [32]:

Investmentsare monetary resources, securities, other propertyuding property rights, other
rights which have cash value that are investedjaats of entrepreneurial and/or other activitiethwthe
aim of generating profits and/or achieving othesfubresults.

Direct investmentsre investments made by natural persons and éagjéies eligible to participate
in the management of investment object.

Portfolio investmentsnean purchase of shares or participatory intehedtprovides investor with
no opportunity to influence the management of gmise.

Other investmentsnean provision of credit facilities of differentpes that do not envisage the
creditor’s participation in the management.

Investment activitys the act of making investments and pursuangeaaftical measures with the
aim of generating profits and and/or achieving otiseful results.

Capital investmentare investments in fixed capital (fixed assetsgjuding the outlays for new
construction projects, enlargement, reconstrucéind technical re-equipment of operating enterprises
purchase of machinery, equipment, tools, accessosarvey and prospecting projects and other
expenses.

Investment Projeds the process of justifying the economic fea#ipivolume and time framework
for carrying out Capital investments, including trexjuired design plans and specifications and cost
estimates drafted in accordance with the legistatibthe Russian Federation and the standards @orm
and rules) approved in an established manner ak asethe description of practical measures to
implement investments.

Objects of capital investment in the Russian Fdaerashall be various kinds of new property
being created, and other property undergoing mdazkgran which are in private, state, municipal and
other ownership, with exceptions stipulated by fabtlstatutes. And Subjects of Investment Actigitze
the following participators of Investment Project:

— Investorsshall make Capital investments on the territoryhef Russian Federation using their
own and/or attracted resources in accordance \Wwehldgislation of the Russian Federation.
Investors may be both natural persons and legalesnivhich are created on the basis of a joint
operations contract, and also associations of leggties, the former having no legal entity
status, State bodies, bodies of the local goverbmas well as foreign subjects of
entrepreneurial activity.

— Customersare properly authorized natural persons and legj#iess engaged in the realization
of investment projectdn so doing they shall not interfere in the entesurial and/or other
kind of activities pursued by other subjects ofastiment activities unless otherwise follows
from an agreement existing between them. Invesiansbe customers. A customer who is not
an investor shall have the rights of ownership, arse disposal of Capital investments for the
period and within the competence which are stigdldly a contract and/or State agreement in
accordance with the legislation of the Russian Fadaba.



— Contractorsare natural persons and legal entities performingksvunder a work contract and/or
State contract concluded with customers pursuatiiddCivil Code of the Russian Federation.
Contractors must hold a license to pursue the kihdctivities which are to be licensed in
accordance with the Federal Law.

— Users of capital investment objeetse natural persons and legal entities, includargifin ones,
as well as State agencies, bodies of the local rgowent, foreign states, International
associations and organizations for which the shjdabs are created. Investors can be the users
of capital investment objects.

There are three basic sources (groups) of finanmimgvestment activities:
— Equity Capital of enterprises and organizations,

- Borrowed and attracted non-budgetary sources,

- Borrowed and attracted budgetary sources.

In these groups, the following sources of investsiane distinguished:

- Funds originating in the course the project impletagon. They may be used as investments (in
cases when investment continues after the fasillieve been put into operation) and in general
case they include profit and depreciation of praéiducfacilities. The use of these funds is called
project self-financing;

— Funds that are external in relation to project, agihem are:

- Funds of investors (including Equity Capital of ogteng enterprise — project
participant) comprising the share capital of thejgut. These funds are not subject to
return: natural persons and/or legal entities twaivided them are co-owners of
established production facilities production assatsl consumers of net income
obtained because of use thereof;

— Subsidies - the funds provided on a non-repayabtasballocations from budgets of
different levels, entrepreneur supporting fundsarith or other contributions of
organizations of all forms of ownership and natysatsons including international
organizations and financial institutions;

— Borrowed cash funds (credits, loans) that are stibjerepayment under pre-determined
terms (repayment schedule, interest rate);

- Funds in form of leased (leasing) property. Repayneenditions for these funds are
determined by Lease Agreement (leasing agreement).

Subsidies, borrowed cash funds, leased (leasimgepty funds are not included into share capital
of the project and they also give no right to gapation in project income.

Thus, investment activity is a process of concéiotmaand use of economic resources (form
material to intellectual) for the purpose of acleieent of certain benefits in a quite remote future.

3.1.2 Investment Project Implementation Stages

Investment projects have a significant duratiotinme. For the development and implementation, it
is reasonable to divide the whole lifetime of Inwesnt Project from the concept to the entire cotmoie
(liquidation) into stages. Thus, one more term appe Project Life Cycle (Project Cycle) — as aiqubr
of time between the moment of the project appe&and its liquidation.

The Project, no matter how complicated it is or ndwpe of works it requires to be accomplished,
passes the statuses in its development that adetod®e called Phases (steps, or stages). Thentafte
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Project Life Cycle Phases for the purposes of theskn Federation applicable regulatory documents
includes:

- Pre-investment Phase,
- Investment Phase,

— Operating Phase.

A Project Phase is a set of logically interconnéaterks (investor’s concept, problem analysis,
concept development, real design, and project imefegation), processes after completion of which one
of project results is achieved. In turn, each hgjtted Phase (stage) may be divided into phasess)sof
succeeding level (sub-phases, substeps) etc.

Pre-investment Phase

Pre-investment Phase is the first Phase of theeétrdjife Cycle at which the following is
performed: initial identification of possible wagsimplementation and feasibility of the projeatadysis
of investment opportunities on the basis of develept of pre-project documentation.

At the Pre-investment Phase, pre-project documienté developed — the totality of documents on
which basis the preliminary project feasibility ¢yti demonstration and validation of technical and
economic characteristics of the project is perfame

The pre-project documentation is developed to oheiu

- Investment Concept,

— Declaration of Intent,

- Investment Feasibility Study together with the ge@l of forms of financing,

— Business Plan (if required).

Generally, the works and services at the Pre-inveist Phase are executed by outside of
performers — design, R&D and engineering orgaronati project management consultants and experts ot
specialized issues that perform their work andisesvon a contractual basis at the investor’s esgen

Investment Concept is a pre-project documentatemelbpment cycle which includes:
- Preconception negotiations,

— Concept Development of (feasibility assumptiong tbe project within the framework of which
the investment objectives are stated, analysis sel@ction of primary ways for the
implementation of the project, its feasibility forvestor is performed, and sources of project
financing are determined.

Development of Investment Concept (Offer) provides:

- Preliminary elaboration of objective and taskstad project and expertise of evolved ideas that
meet the project’s objective in order to excludendtkdly unacceptable ones from further
consideration;

- Evolvement of basic project characteristics basedtlte pre-project study of investment
opportunities and analysis of the project feadibilaccording to the following main
characteristics: availability of alternative of bedcal solutions; demand for the project's
products; project duration, including its Investm@mase; evaluation of levels of basic current
prices for the project's products; export perspedti of the project’'s products; project
complexity; initial permit documentation; investnteimate in the region in which the project
will be implemented; and project cost-result ratio;

— Expert evaluation of investment solution optionguding identification of efficiency criteria or
factors that can have a material impact on a sstddamplementation of the project;
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- Innovation, patent and ecological analysis of #gehhical solution the production organization of
which is provided by the intended project; and fimtion of necessity of fulfillment of
certification requirements;

- Preliminary matching of the Investment Concept dtheral, regional and industry priorities;

- Preliminary selection of enterprise, organizatiapable to implement the project (at Customer’s
discretion).

Work results at the stage of evolvement of the sthwent Concept are finalized in the form of
analytical note indicating aim, basic particulasti and alternatives of the project; organizational,
financial, political and other issues that mustflseher considered; specific programme of the pije
development; evaluation of required investments emaracteristics and results to meet acceptability
criteria. The following project acceptability cmi@ must be used: technological feasibility, loegat
viability and cost effectiveness, political, socaadd economic acceptability, resource and organizait
and administrative endowment.

Investment Concept (Offer), as a rule, is subje@&xXpertise by investor.

Declaration of Intent (Application) is the grourmt bbtainment of approval from the local body of
executive power by Customer for possible constonctif the intended project in the given region.dghas
on the positive consideration of the Declaratiorindént by the body of executive power, the Custome
makes a decision on the development of Feasil#litydy of Investment in construction of enterprises,
buildings and facilities.

Declaration of Intent (Application) must contairetfollowing information:
- Investor (Customer): address, location of entegpifacility to be constructed,

— Name of enterprise, its technical and technologdzath (industrial products output (scope of
rendering services)) in terms of value as a whotelay main activities in terms of volume;

- Period of construction and putting the project iop@ration;

— Substantiation of social and economic necessityintdnded activity; estimated number of
workers and officers, and sources to satisfy ttezlne workforce;

- Requirements of the enterprise in raw and otheenads (in relevant units);
- Requirements of the enterprise in water resoungasrfie, quantity, source of water supply);

- Requirements of the enterprise in energy resoyedestric energy, heat, steam, fuels), source of
supply;

— Transport support;

- Provision of housing and communal and social faedito employees;

- Requirements of the enterprise in land resources;

— Sewage disposal; treatment methods, quality of gewaaters, discharge conditions, use of
existing or construction of new sewage disposattgla

— Possible impact of the enterprise/facility on naktuenvironment — types of impact on
environmental components, possible emergency mtgt(probability, scale, duration of
impact), production waste (types, volumes, toxi@tel), and waste utilization methods;

— Sources of financing of intended activity (incorgirs, shareholders, financial institutions,
government, commercial banks, credits from supgliese (distribution) of finished products.

Feasibility Study of Investments in Construction tbé Project is a document which contains
principal, generalized approaches, requirements rendmmendations in the scope sufficient for the
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Customer (Investor) to make a decision on expegiehdurther investment and development of project
design documentation.

At this stage, a resolution on expediency of furihgestment and designing is taken based on the
Investment Feasibility Study (IFS).

Decision on development of the IFS must be readgmahde by investor in case of approval of the
Declaration of Intent (Application) by the bodygdvernment authorities (agency of local government)

IFSs of projects are subject to the State Expepiissuant to procedures established in the Russiar
Federation, as well as to the investor’'s expertise.

The expertise ensures a detailed survey of allaipects of the plan and consequences of the
project. At this stage, confidence in feasibilifytbe project is laid down. The task of the expsertis to
verify the justification of the project’s value,rd@rmation or rejection of it based on all of itegitive and
negative consequences.

The expertise provides a detailed analysis of besnahd costs of the project with the account taken
of:

- Its technical plan and degree of completeness;
- Its impact on both natural and social environments;

- Its commercial perspectives including market ativaoess and demand for the project’s
products;

— Economic analysis of general consequences of thjeqarfor the national development and well-
being;

- Financial analysis of the project and assessmentsofimpact on financial position of the
enterprise which implements the project;

— Social impact — to what extent local milieu, cuttiand fairness of distribution of benefits from
its implementation are reflected in the project] an

- Institutional (legal, and administrative and manajganalysis.

The expertise results are the grounds for adjudtnaerd enhancement of the project and
representation of it for commercial and legal applo

Following the results of the expertise, a decismm expediency of further investment and
development of the project is to be made whichaostone of the following conclusions:

— Approval of the IFS and transfer of the projectite investment stage;

- Rejection of the project, recommendations on indigey of further investment and
development of D&ED (Design and Estimate Documéornat or

- Making enhancement of IFS with further submissionrépeated expertise.

The following facts identified during the expertiskethe IFS can be th grounds for rejection of the
project: inexpediency of the project construct{dne to economic, market, resource or other reasons
or/and impossibility of implementation of the prajesolutions in compliance with requirements of
applicable standards, regulations and rules.

A business plan is to be constructed for technécad economic description of the Investment
Project, structure, methods of its implementatind expected result.

The business plan must contain information on sawlyeand financial sustainability of the
enterprise or other object of investment and ise¢@eveloped, as a rule, in the event that borrdwedis
are attracted for the project financing.
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The business plan development is performed basdldeomaterials of the Declaration of Intent and
the Investment Feasibility Study.

Investment Phase

Investment Phase is the second Phase of the PtdfedCycle at which negotiations are held and
contracts are concluded, project design and cartgiruworks are performed, and marketing analysd a
staff training is conducted.

At the Investment Phase the following cycle of pn@ject design documentation is developed:
- Advance Construction Stage Projects — “Project”,
— Current Construction Stage Projects — “Detail Doentation”.

Development of the project design documentatido Ise performed if the following documents are
available: a resolution on preliminary approval toé project site location based on the approved
Feasibility Study of Investment in Constructionamry other pre-project materials, approved DesigafBr
and engineering survey materials.

Design Works means design and technical as wedngmeering and exploratory developments
that envisage the issuance, adoption, expertiseapprbval of the project design documentation; and
resolution on seizure of land for construction lblasaé it. Design of construction projects must be
performed by legal entities or natural persons @lilyible (licensed) to carry out respective atiia.

Design means a project design document in whichfdhewing solutions are to be determined:
technological, space and layout design, structeraljironmental, and technical and economic solstion
and in which the following aspects are to be rdjialassessed environmental, sanitary and
epidemiological and operational safety of the pbjas well as its cost effectiveness and social
consequences.

Current Construction Stage Projects means the gisoget forth in the current year investment
programme with respect to which development of D&acumentation, purchase, supply, equipment
mounting, Construction and Installation Works aeef@grmed.

Detail Documentation means the totality of drawingstimates and specifications required for the
project construction. Detail Documentation is to developed on the basis of approved Construction
Project.

Tender Documentation means a set of documents inogahe input information of technical,
commercial, organizational and other charactedsticconstruction projects and the subject of lmddis
well as bidding terms and procedures of the auction

Procedure of development, composition and contdnthe project documentation shall be
established in accordance with legal and reguladoty of the Russian Federation and Russian Featerat
subjects, Procedural Guidelines for the Developme&mxtamination, Approval, and Scope of Design
Documentation for the Construction of Buildingstustures, and Industrial Facilities (SNiP 11-01-95,
Minstroy of the RF, 1995), and corporate regulattmguments.

Operating Phase

After the completion of the Investment Phase arttinguiof construction project into operation, the
Operating Phase starts.

At the operating stage, management of the enterpggimost important which purpose is to provide
accomplishment of the project objectives.
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3.1.3 Investment Projects Cost-Effectiveness Assessmenielhods

Theoretical basis of the IP cost-effectivenesssassent methods has the following basic principles
that apply to any types of projects regardlessheirttechnical, technological, financial, industy
regional particularities [33; 34]:

— Consideration of the project during its entire lifecle (calculation period) — from pre-investment
studies to discontinuation of the project;

— Cash flow modeling which includes all cash inflosarsd expenses for the calculation period that
are associated with the implementation of the gtpje

— Compatibility of comparison conditions of differgmojects (alternatives of project);

- Positivity and maximum effect principle. In ordéat an IP can be regarded as effective in terms
of investor, it is necessary that the implementatadfect generated by the project must be
positive; if two alternative IPs are compared, phgect with maximum effect must be preferred;

— Consideration of time factor. When assessing tlogept effectiveness, various aspects of time
factor must be taken into account, including progeglity parameters (change in time) and its
economic environment; gaps in time (lags) betweaendywcts production and inflow of resources
and their payment; unequal value of costs and/sult® that are heterogeneous in time
(preference of earlier results and later costs);

— Consideration of only oncoming costs and inflowshef calculating indicators of effectiveness,
only the costs to be incurred and the inflows to reeeived in the process of project
implementation must be taken into account, inclgdoosts connected with the attraction of
earlier established production assets, and theedo$3s be incurred directly caused by the
implementation of the project. Earlier establisliedources employed in the project are to be
evaluated not by the costs for their establishnbemtoy the alternative value which reflects the
highest value of lost profits connected with thiegst possible alternative use. The previous
already made costs that cannot provide obtainnfegternative income in the future cash flows
are not to be taken into account and have no infle®n the effectiveness indicators;

- “With project” and “without project” analysis. Assement of the IP effectiveness must be made
through the comparison of the situations not “befproject” and “after project” but “without
project” and “with project”. The difference in tla@proaches comes down to understanding that
in the process of production — even without projesignificant changes occur in their structure
and amount of Capital investments that cannot batified in case of the first approach which
leads to distortions in the calculations of bewsedind costs attributable to the project;

— Consideration of all most significant consequencgshe project. When determining the IP
effectiveness, the consequences of its implementatiust be taken into account including both
economic and non-economic ones. In the cases wianinfluence on effectiveness allows a
quantitative assessment, the latter should be ipeeid. In other cases, consideration of such
influence is subject to expertise;

— Consideration of availability of various projectrii@pants, divergence of their interests and
different assessments of the cost of capital cqutessed individually through a discount rate;

— Multistage assessment. At different stages of dgmeent and implementation of the project
(justification of investments, selection of finaalcipackage, and economic monitoring), its
effectiveness must be determined anew with a diffiedepth of elaboration;

— Consideration of influence of the need in workirgital required for the operation of production
assets established in the process of the projgtementation on the IP effectiveness;
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— Consideration of inflation effect (considerationabfange in prices for different type of products
and resources during the period of project impldateon) and possibility of the use of several
currencies upon the project implementation;

— Consideration of (in quantitative form) influencé uncertainties and risks accompanying the
project implementation.

General effectiveness assessment scheme

Prior to effectiveness assessment, the social feignce of the project must be determined by
experts. Large-scale, national and global projexnts deemed socially significant. After that, the
assessment is made in two stages.

At the first stage, project effectiveness indicatare calculated in general. The purpose of thigest
IS an aggregate economic assessment of projedis@iand creation of conditions required for inees
search. In case of local projects, only their comumaé effectiveness is to be assessed; and ifgplas to
be acceptable, it is recommended that they woulectly pass to the second stage of the assessment.
case of socially significant projects, their so@tkctiveness is to be assessed in the first placsase of
unsatisfactory social effectiveness, such projettall not be recommended for implementation and
cannot claim for the State support. If their socsfectiveness is acceptable, their commercial
effectiveness should be assessed then.

In case of insufficient commercial effectivenessadfocially significant IP, it is recommended that
a possibility of application of different forms @k support would be considered that will enable to
improve the IP’'s commercial effectiveness to acaigletlevel.

In the event that the sources and conditions @nitng are already determined, assessment of the
project’'s commercial effectiveness will not be made

The second stage of assessment is to be maddhaftnancing scheme has been developeded. At
this stage, the composition of participants mustlaefied and financial feasibility and effectivess of
the participation in the project of each of themsirhe determined.

In case of local projects, at this stage, effecidss of the participation in the project of separat
enterprises — participants, effectiveness of imaest in shares of such incorporated enterprise anc
effectiveness of budget participation in the projeeplementation (budgetary effectiveness) is to be
determined. In case of socially significant progeett this stage, regional effectiveness is todierchined
in the first place and in the event that it is Sattory, further calculations will be made accogdio the
same procedure as used for the local projects.

Assessment of the IP effectiveness must be matthe &bllowing stages:

— At the stage of development of investment offer dedaration of intent (express - assessment of
the investment offer),

- At the stage of development of the Investment dégiStudy,
- At the stage of the IP implementation (economic itooimg).

The IP effectiveness assessment principles arsahe for all the stages. Assessment may differ
with respect to effectiveness in question and wébspect to the set of input data and their level of
description detail.

The calculation of the IP commercial effectivenesicators is based on the following principles:

— Either (market) current prices set forth in thejgcoor projected prices for products, services and
material resources are used,;

— Cash flows are calculated in the same currencpeifsed in the project) in which resources will
be purchased and payment of products will be made;
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— Wages are included in operating costs in the amayacified in the project (including
deductions);

- If the project concurrently envisages productiord asonsumption of certain products (for
example production and consumption of components @guipment), only costs for their
production but not expenses for their purchasebltonsidered in calculations;

— Taxes, fees, deductions etc. will be consideredailculations as set forth in applicable laws
including but not limited to VAT refund for emplogeaesources, tax benefits specified by law
etc.;

- If the project envisages full or partial cash te-(depositing, acquisition of securities etc.),
investment of respective amounts will be considémedne form of outflow) in cash flows from
investment activity, and receipt (in the form dianvs) in cash flows from operating activity;

- If the project concurrently envisages performanteeaveral operating activities, the cost with
respect to each of them will be indicated in caltohs.

Project cash flow generation principles
These principles differ by activities: operatingveéstment, and financial activities.

The IP effectiveness is assessed during the céilmulperiod which covers the time interval from
the project beginning till its discontinuation.

The calculation period must cover the entire lifele of the development and implementation of
the project up to its discontinuation. The projegblementation may be discontinued due to:

— Depletion of raw and other resources;

— Discontinuation of production in connection withadlge in requirements (norms, standards) for
manufactured products, production technology boldaonditions at this production;

- End of market demand for products in connectionhwits obsolescence or loss of
competitiveness;

— Depreciation of the main (determinative) part afguction assets etc.

If required, liquidation of erected objects will bavisaged in the end of each calculation period.
When dividing the calculation period into step® tbllowing should be taken into consideration:
- Purpose of calculations;

- Duration of different Project Life Cycle phasesplrticular, it is reasonable that the moments of
projects construction completion or basic stagesuoh construction, the moments of production
capacities development completion, the momentsginming of basic products production, the
moments of fixed assets replacement etc. will admevith the ends of respective steps which
will enable to verify the project financial feadityi at separate stages of its implementation;

- Irregularity of cash inflows and costs (includingguction seasonality);
- Periodic financing of the project;

- Financing conditions. In particular, the moments reteipt of different credit tranches,
repayments of principal debt and interest on ittnbaspreferably with the ends of steps.

The calculation period is divided into steps-intswithin the limits of which aggregation of data
is performed that are used for the assessmemadial indicators.

Like any financial operation, the project generatesh flows. An IP cash flow is the time
dependence of cash inflows and payments upon ingsi&ation of the project which generates it and is
determined for the entire calculation period.
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Cash flow value is denoted by F(t) if it relatestlie moment of time t, or by F(m) if its relates to
the " step.

At each step, cash flow value is characterized by:

- Inflow which is equal to the amount of cash inflo{@s results in terms of value) at this step,
— Outflow which is equal to payment at this step,

— Balance which is equal to difference between tifiewnand the outflow.

Cash flow F(t) normally consists of (partial) flodvem separate types of activities.

— Cash flow from investment activity Fi(t),

— Cash flow from operating activity Fo(t),

— Cash flow from financial operations Ff(t).

Cash flow from investment activity

In the first place, the costs distributed by stefpthe calculation period with respect to creatiom
putting into operation of new fixed assets anditigtion, replacement or compensation of retire@édix
assets are included in the cash flow from investraetivity as an outflow. Non-capitalizable costs a
also included here. In addition, changes in worlaagital are included in the cash flow from investin
activity (the increase is regarded as cash outflvg the decrease — as cash inflow). DepositedtyEqui
Capital and expenditures for acquisition of se@sibf other subjects that are intended for finagof
the given IP are also included as an outflow.

Incomes from disposal of retired assets are include¢he cash flow from investment activity as an
inflow. In this case payment of appropriate taxestnioe envisaged.

Data on investment costs must include informatiassified by types of costs.

Assessment of costs for acquisition of separatestyh fixed assets may also be made based on th
results of assessment of respective propertiesocéliion of investment costs for the period of
construction must be matched with the constructmredule.

Cash flow from operating activity

Main result of operating activitig the return on investddnds. Therefore, all types of incomes and
expenses associated with production of productstaxes paid on those incomes are taken into accoun
in cash flows. In particular, here, cash inflowsnfrown property lease, placing equity capital opod,
incomes from securities of other entities.

Production output is recommended to be indicatadrims of volume and in terms of value.

Prices for produced products specified in the mtoppust take into account the influence of the
project implementation on overall supplies of tieg products (and hence, on prices of these ptejluc
in the relevant market.

Incomes and expenses from non-sale operations waiehnot associated directly with the
production of products are to be taken into comsitilen in the real cash inflows and outflows in édd
to the proceeds from sales.

Cash flow from financial operations

Financial operationsre operationswith funds that are external in relation to IP,. itkat are
incoming not from the project implementation. Thunsist of equity (share) capital of the company an
attracted funds.
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As for the cash flow from financial operations:

- Inflows include investments of equity (share) calpibf the company and attracted funds:
subsidies and grants, borrowed funds, includinghHeraccount of own debt securities emitted by
the enterprise;

- Outflows include expenditures for repayment andiserof loans and debt securities emitted by
the enterprise (in full, no matter if they have bé&gcluded in the inflows or in additional funds),
and, if required, — for payment of dividends onrskaof the enterprise.

Cash flows can be expressed in current, projectaetefiated prices depending on in which prices
their inflows and outflows are expressed at eagep. st

Current prices are the prices set forth in theqmtogxcluding inflation.
Projected prices are expected prices (includinigtioh) at the future steps of the calculations.

Deflated prices are the projected prices reducelerice level of a fixed moment of time through
division by overall base index of inflation.

Like with the cash flow, cumulative cash flow is@lused upon the IP assessment; cumulative casl
flow has the following characteristics: cumulativélow, cumulative outflow and cumulative balance
(cumulative effect) that are determined at eaclp stiethe calculation period as a sum of respective
characteristics of cash flow for the given steg alh preceding steps.

Discounting of cash flows

Discounting of cash flows means discounting ofthvalues that are different in time (relating to
different steps of calculations) to their preseatue at a certain moment of time which is called a
discounting moment and denoted AyA discounting moment may not necessarily coineiitd the base
moment. Discounting applies to the cash flows esg®d in current or deflated prices and in single
currency.

The basic prudential standard used for discounsirydiscount rateE expressed in unit fractions
or in percent per year.

Discounting of cash flow at the"hstep is made by multiplication of its value Fmdiscount factor
An, calculated according to the following formula:
Formula 3.1

B 1
(1+ E)tm—'[O

where t, — moment of completion of thehstep, E is expressed in unit fractions per year, ané t
t° —in years).

Discount rate ) is an exogenously prescribed basic prudentizidstal used upon assessment of
the IP effectiveness.

The following discount rates are distinguished: omercial, project participants, social and budget
discount rates.

A commercial discount rate is used upon assessafghte project commercial effectiveness; it is
determined with account taken of alternative effectess of employed capital.

A project participant’s discount rate reflects effeeness of enterprises’ (or other participants)
participation the project. It is selected by thetipgants. In the absence of clear preferencasneercial
discount rate may be used instead.

A social (public) discount rate is used in caldolas of social effectiveness indicators and
characterizes minimal requirements of society mad@ffectiveness of projects.
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It is considered as a national parameter and naisiehtrally established by the Russian national
economy supervisory authorities in connection Vidtfecast of economic and social development of the
country.

In the calculations of regional effectiveness, aiaodiscount rate can be adjusted by national
economy regional supervisory authorities.

Budget discount rate is used in the calculationdwdget effectiveness indicators and reflects
alternative cost of budget funds. It is determirn®dthe authorities (federal or regional) by whose
assignment the IP budget effectiveness is assessed.

Investment project cost- effectiveness indicators

The following indicators used for calculations Bféffectiveness are recommended:

- Net Income (NI),

- Net Present Value (NPV),

- Internal Rate of Return (IRR),

— Additional financing requirement (other names — E&st of project, capital of risk),

— Cost and investments profitability indexes,

- Payback period,

— Group of indicators that characterize the finanp@dition of enterprise—participant of the project.

Conditions of financial feasibility and effectivesseindicators are calculated based on cash flgw F
specific components of which depend on assessedofypffectiveness.

At different stages of the calculations in accomawith their purposes and specificity, financial
indicators of FR and conditions of financial feagyp of the IP are assessed in current or progcte
prices. Remaining indicators are determined inenitror deflated prices.

Net incomél15is a cumulative effect (cash flow balance) for ¢chéulation period:

NI :qum,

where the summation is taken over all the stepbeotalculation period.

Formula 3.2

The most important project effectiveness indicagddet Present Valuélé which is a discounted
cumulative effect for the calculation period. NPB\/calculated by formula:

NPV => ga.(E)

Formula 3.3

NI and NPV characterize an excess of aggregate iofislws over aggregate costs for the given
project correspondingly without and with accouriteta of inequality of effects (as well as of costs,
results) relating to different moments of time.

The difference ‘NI — NPV’ is frequently called agjpect discount.

115 Net income(NI) - Net Value (NV)

116 Net discounted income (NDIV, integral effect) etNPresent Value (NPV)
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In order that the project can be regarded effeahvierms of investor, it is necessary that NPV of
the project must be positive; when alternative gutg are compared, the most preferred project brist
the one with a higher NPV (provided that it is pios)).

Internal Rate of Returnil?

In the most commonly encountered case of IP beggmith (investment) costs and having a
positive NI, a positive numbét, is called internal rate of return, if:

— At a discount rat& = E; the Project Net Present Value turns to O,

- If it is the only number.

In a more general case, the positive nuniies called internal rate of return, which at a disat
rateE = E; the Project Net Present Value turns to O; atighér valuesE is negative, at all lower values,
E is positive.

If at least one of these conditions is not mag regarded that IRR does not exist.

For the assessment of IP effectiveness, IRR mustlated to discount ratée. Investment projects
that have IRR X have a positive NPV and, therefore, they are @ffecProjects that have IRRxhave
a negative NPV and, thus, they are ineffective.

IRR may also be used for:

— Economic assessment of project solutions, provitietl acceptable IRR values (depending on
application area) are known for the projects ofghven type;

— Assessment of the IP degree of stability basedhemnlifference ‘IRR-E’,

— Determination of discount rat&sby the project participants based on the datatabternal rate
of return of alternative directions of equity intregnt.

Payback period18 is duration of the period from inception till theebk-even point. Inception is
specified in the Design Brief.

Break-even point is the earliest moment of timéhim calculation period after which the current net
income Nkbecomes and from this point on remains non-negative

Upon assessment of effectiveness, the paybackdoacis only as a limitation, as a rule.

Discounted Payback Period!1® is duration of the period from inception till “dmgnted break-
even point”. Discounted break-even point is thdiestrmoment of time in the calculation periodeaft
which net present value NRYdecomes and from this point on remains non-negativ

Additional financing requirement (FR) is a maximalue of negative cumulative balance from
investment and operating activity. FR value inddsah minimum volume of the project's external
financing required to ensure its financial feagipilTherefore, the FR is also called ‘capital iski. It is
well to bear in mind that the actual volume of fineng requirement must not necessarily coincidé wit
the FR and, as a rule, exceeds it because of nigcesserve the debt.

Additional discounted financing requirement (DFR)a maximal value of negative discounted
cumulative balance from investment and operatinviac The DFR value indicates a minimum
discounted volume of the project's external finagagiequired to ensure its financial feasibility.

117\nternal Rate of Return - (IRR, internal rate fobunt, internal rate of profitability)
118 Payback Period (PP)
119pjscounted Payback Period (DPP)
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Profitability indexes characterize a (relative)ttmm on project” — return on funds invested in the
project. They can be calculated both for discoumted non-discounted cash flows. Upon assessment o
effectiveness, the following indexes are often used

— Cost profitability index (CPI) is the ratio of tl&im of cash inflows (cumulative inflows) to the
sum of cash outflows (cumulative payments).

— Discounted cost profitability index (DCPI) is thatio of the sum of discounted cash inflows to
the sum of discounted cash outflows.

— Net Present Value of Returns (NPVR) is the ratiotltd sum of cash flow elements from
operating activity to absolute value of the suncagh flow elements from investment activity. It
is equal to the ratio (increased by one) of Nlggragate volume of investments.

— Discounted Net Present Value of Returns (DNPVRhe&s ratio of the sum of discounted cash
flow elements from operating activity to absolut@ue of the discounted sum of cash flow
elements from investment activity. The DNPVR is &do the ratio (increased by one) of NPV
to discounted aggregate volume of investments.

When calculating the NPVR and DNPVR, either all i&dpnvestments for the calculation period
(including investments in replacement of retirexeél assets) or only initial Capital investments enad
prior to putting the enterprise into operation nbayconsidered.

Cost and investment profitability indexes are * dnd only if the NI is positive for this flow.
Discounted cost profitability indexes are > 1 iflanly if the NPV is positive for this flow.

Consideration of risk and uncertainty in investmentprojects. Methods of their assessment.
Consideration of inflation upon assessment of IP fdctiveness

In many cases, inflation significantly influenceg P effectiveness, financial feasibility condits
financing requirements and effectiveness of egeiyployed in the project. This influence is parteiy
notable for the projects that have lengthy investinogcles or (and) that require a highly gearedtahp
etc.

In addition, inflation must be taken into accouriten studying the influence of uncertainty and risk
on implementation and effectiveness of projects.

The following is used to consider inflation:

— General internal inflation index with respect tiles which is determined with account taken of
systematically adjusted working forecast of thecpss of inflation;

— Forecast of the ruble rate of exchange;
— Forecast of external inflation;
- Forecast of change of prices for products and ressun time;

— Forecast of taxes, duties rates, base rates oRtissian Federation's Central Bank and other
financial norms of governmental regulation.

The following indicators are used for the descaptof inflation impact on the IP effectiveness:

- General inflation index for the period from initipbint till the end of the fstep of calculation
GJ(t, 0) or G4 (Base general inflation index). It reflects théaaf average price level in the
end of the i step to the average price level at the initial rantrof time. If the end of the zero
step is taken as the initial point, then,GJL.
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- General inflation index for the step 4, which reflects the ratio of average price levethia end
of the " step to the average price level in the end of step(general chain inflation index). If
the beginning of the zero step is taken as thalmbint, then Ggk b,

— General inflation rate (level, norm) for this stigpwhich is normally expressed in percent per
year (or per month).

- Average base inflation index at th&"step My}, which reflects the ratio of average price level in
the middle of the fistep to the average price level at the initial ranm

An alternative of price indexes is a fixed assetgluation index which reflects change in book
value and residual value of assets upon revaluafitime assets from time to time.

The following indexes are distinguished: chain mdérevaluation which reflects increase of assets
value at given revaluation; and base index whidlects the similar change compared to the valubet
initial point.

Consideration ofinflation influence. Deflation

To consider the influence of inflation on the pobjeffectiveness indicators “in general”, cash
flows must be constructed using projected prices.

Based on the constructed flow in projected prideg, cash flow in deflated prices must be
constructed by formula as below:

Formula 3.4
_¢°(m)
¢(m) = a3

m

Reduction to deflated prices is called deflation.
Inflation influence types
It is reasonable to classify the following inflatimmfluence types:
- Influence on price indicators,
- Influence on financing requirement,
- Influence on need in working capital.

The first type of inflation influence does not preally depend on its size, but it depends on
heterogeneity coefficient values and on internfiéiron of foreign currency.

The second type of influence depends on uneverofasflation (its change in time). A situation

when in the beginning of the project the inflatignhigh and then it falls is the least profitabte the
project.

The third type of inflation influence depends orthoids heterogeneity and its level. In relation to
this type of influence, all projects are dividedoinwo categories (mainly depending on the ratio of
receivables and payables).

Based on the foregoing, the following inflationdoast procedure may be recommended:
- It should be determined the project of which catgdthe first or the second category) this is.

- If measures for mitigation of the inflation influss on the financing requirement have been
taken, as-low-as-practicable level of inflation sllobe used for the projects of the second

category. As for the first category projects, thaximum forecast should be selected from all
justified forecasts of inflation.
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- If such measures have not been taken, in additoineé described forecast marginal levels of
inflation, the scenarios should be considered astsat with the quickest (from the actually
forecast ones) reduction of inflation from acceptekimum value to accepted minimum value.

- There must be assessed the lowest limit of possibtenges of one of the characteristics of
currency rate change including considerations ofetations of dollar prices for products of the
project and existing prices.

Consideration of uncertainty

In the calculations of effectiveness it is recomdeghthat uncertainty must be taken into account,
i.e. incompleteness and inaccuracy of informatiboua conditions of the project implementation, and
risk i.e. possibility of occurrence of the condisthat will lead to negative consequences foroall
separate participants of the project. The projfeceveness indicators calculated with accounerakf
risk and uncertainty factors are known as expected.

In this case, the project implementation scenasiowhich the calculations of effectiveness have
been made is considered as the main (basic) drpgsdible remaining scenarios — as the ones thetdec
one or the other positive or negative departuresif(project) effectiveness indicator values that iar
compliance with the basic scenario. Presence aenalesof risk associated with the implementation of
one scenario or another is determined by eachcgmtit by the size and the symbol of respective
departures. The risk associated with the occurreoiceone or other conditions of the project
implementation depends on the viewpoint of whoserasts it is assessed.

Separate factors of uncertainty are subject toideretion in the calculation of effectiveness if at
different values of these factors the costs andltsesf the project differ significantly.

Project is deemed sustainable, if for all the sdesait appears to be effective and financially
feasible, and possible unfavorable consequence®i@m@ved by measures provided by the organizational
and economic mechanism of the project.

For the purposes of assessment of the projecttaisability and effectiveness under conditions of
uncertainty, it is recommended that the followihgsld be used:

— Aggregate assessment of sustainability,
— Calculation of break-even levels,
— Method of variation of parameters,

— Assessment of expected effect of the project cemisig the quantitative characteristics of
uncertainty.

All the methods except for the first one envisagge tevelopment of scenarios of the project
implementation under the most probable or the naastgerous conditions for any participants, and
assessment financial consequences of the impletieent such scenarios. This gives an opporturaty t
provide for measures, if required, to prevent digtibute occurring losses in the project.

When unsustainability of the project has been detecit is recommended that necessary
adjustments should be introduced to the organizatiand economic mechanism of its implementation,
including:

— Change of sizes and / or conditions of loan prowisi
— Provision of inventories, reserves of cash fundd, @ntributions to supplement fund,

- Adjustment of settlement conditions among the mtoparticipants, and, if required, hedging of
transactions or

— Indexing of prices for goods and services supgleelach other must be provided,
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— Provision of insurance to the project’s particigafar one or other occurrences.

In cases when even after such adjustments thecpr@mains unsustainable, its implementation is
regarded as inexpedient provided that addition&rmation sufficient to apply the fourth of the
foregoing methods is absent. Otherwise, decisiotherproject implementation will be made based on
the fourth method excluding the results of all pineceding ones.

Aggregate assessment of sustainability of investmigproject in general

When using this method to ensure sustainabilityefproject, it is recommended that:

— The moderate pessimistic forecast for the followsiwuld be used: project’s technical and
economic parameters, prices, tax rates, currenchagge rates and other parameters of the
project economic environment, production outpud prices for products, deadlines and cost
of separate types of works etc. (in which casejatiens from said parameters will be more
likely positive than negative);

— Contingent reserves should be provide for investnag operating expenses conditioned by
possible errors of project design organization,jsiem of project solutions in the process of
construction, contingent delays of payments fopsied products etc;

— A discount rate should be increased by correctiatsk.

If these conditions are met, it is recommended tiatproject should be considered as sustainable
in general provided that it has sufficiently highlwes of integral indicators, in particular postialue of
expected NPV.

The IP sustainability from the viewpoint of the ja’s enterprise - participant under possible
changes of its implementation conditions can beregmely verified based on the results of the
calculations of commercial effectiveness for theirm@asic) scenarios of the project implementation
through analysis of real cash flow dynamics. Tta cash flows included in the calculation are chtad
with respect to all activities of participant wislccount taken of conditions of provision and repagtrof
loans.

If an accident is likely to occur at one or anotbp of the calculation period liquidation of whhic
consequences including indemnification of damagguires additional expenditures, the respective
expected losses are to be included into the catflows. They are determined as the product of the
expenditures for the liquidation of the accidenismEguences by the probability of accident occuseic
this step.

Indicators of commercial internal rate of returrd grofitability index of discounted costs may be
used sometimes for the aggregate assessment pfdjeet sustainability. In this case, the IP ismed
sustainable provided that the IRR value is suffitiehigh (not less that 25 - 30 percent), discoates
do not exceed the level for small and middle rifksm 15 percent) and there will be no loans at rea
rates exceeding the IRR and profitability indexdsfcounted costs exceeds 1.2.

The project is deemed sustainable provided thafitla@cial reserves meet the requirements under
the foregoing conditions.

At each step of the calculation period, the surourhulative balance of cash flow from all activities
(cumulative effect) and financial reserves musnhbe-negative. It is recommended that it should de n
less than 5 percent of the sum of net operatingresgs and investments implemented at this step.

To execute this recommendation, the following mayrbquired: change of the reserve ratios
specified in the project for financial funds, prean of contribution to reserve capital or rectation of
the project financial package. If these measuresal@nsure the execution of said requirement, Bmo
detailed study of uncertainty influence of the #éadibility and effectiveness will be required.
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Calculation of break-even thresholds

Degree of sustainability of the project in relatimnpossible changes of implementation may be
characterized by the indicators of break-even tiolels and maximum values of such parameters of the
project as production output, prices of manufactyseoducts etc. These indicators are used only for
assessment of influence of possible change of tbhgeqi parameters on its financial feasibility and
effectiveness, but they do not relate to the indisaof the IP effectiveness and their calculatioes not
replace the calculation of integral indicators fhéetiveness.

A break-even threshold for a project parameter &ocertain step of the calculation period is
determined as the coefficient to the value of spafameter at this step upon which application tie n
profit gained in the project at this step becom&® zOne of the most wide-spread indicators of tyyae
is a break-even level. Usually, it is determinedtfe project in general in compliance with thenfota
as below (Formula 3.5).

Break-even level (Bk) at step ‘m’ is the ratio of “break-even” salesurne (production output) to
the projected one at this step. The “break-evefgssaolume means the sales volume at which profit
becomes equal to zero. When determining this inolicais taken that at the step ‘m’:

- Production output is equal to the sales volume,
— Proceeds volume changes in proportion to the salesne,
- Incomes and expenses from non-core activities daepend on the sales volumes,

— Full current costs of production may be dividedisemi-fixed costs and semi-variable costs that
change in direct proportion to the production otitpu

Calculation of break-even level is made by formula:
Formula 3.5

C,-CV, -DC,
S -CV,

BL,, =

where
Sm — proceeds volume at thé"matep,

Cm — full current costs of product production (protloie costs plus depreciation, taxes and other
deductions attributable to cost and financial rssekcept for profit tax) at the'frstep,

CVn, — semi-variable part of full current costs of pwotion (including depreciation of taxes and,
perhaps, other deductions in addition to semi-bégigart of production costs) at th&'step,

DC., — income from non-core activity less non-coregtiexpenses at the'frstep.

If the project provides the production of seveygles of products, the foregoing formula does not
change and all variables included by it are takéh vespect to the entire project (without divisiop
types of products). In the calculation, all prieesl costs should be considered without VAT.

Usually, the project is deemed sustainable if ia talculations with respect to the project in
general, the break-even level does not exceed 0.8 after the project capacities have been deedlop
When the break-even level is close to 1 (100 péyceas a rule, it is indicative of insufficient peot
sustainability to fluctuations of demand for thegucts at this step. Even the satisfactory valddbeo
break-even level at each step do not guarantegertject effectiveness (or that NPV will be posijivAt
the same time, even the high values of the break-tawvel at separate steps cannot be regardedigs a
of the project’s non-feasibility.

Alongside with the calculations of break-even Iay#he break-even thresholds for other parameters
of the project can be evaluated for the projectasnability assessment; among such other paramaters
maximum prices for products and basic types of materials, a maximum share of sales without
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advance payment, maximum shares of compensat@gugtion and investor's shares in profit
production.

The influence of change of the respective paran@tedifferent components of cash inflows and
expenses must be considered for those calculafidrescloseness of project values of parameterseo t
break-even thresholds may be indicative of theffitsent sustainability of the project at the resfiee
step.

Break-even thresholds can also be determined fdr participant of the project (The criterion for
achievement of threshold is transformation of thgipipant’s net profit to zero). For doing so itigh be
determined how income and expenses of this paatitiphange at the changing values of the paramete
for which the values of threshold are determined.

3.2 Particularities of Implementation of Energy Efficiency Projects in the
Public Utility Sector of the Russian Federation

Federal Law “On the Fundamental Principles of TaRegulation of Public Utility Complex
Organizations” No.210-FZ as of 25 December 2004 &eth the obligation for the public utility secto
organizations to develop a production programme inkkestment programmes are developed within the
framework of implementation of the public utilitgfrastructure systems.

The procedures of development and approval ofriiestment and production programmes of the
public utility sector organizations are also goestiy:

- Directive of the Government of the Russian Fedenaho.109 of 26 February 2004 “On pricing
with respect to electricity and heat in the Russiaderation”,

— Directive of the Government of the Russian Fedenalo.464 of 23 July 2007 “On approval of
rules for financing of investment programmes of rmypal utility organizations — manufacturers
of goods and services in the sphere of electri¢aarigeat supply”,

- Directive of the Government of the Russian Fedenalo.520 of 14 July 2008 “On the bases of
price formation and the procedure for regulatirgfta surcharges and limit indices, with regard
to the activities of organization of public utilispmplex”,

— Order of the Ministry for Regional Development bétRussian Federation N0.99 of 10 October
2007 “On approval of recommended practices for greent of investment programmes of
organization of public utility complex”,

— Order of the Ministry for Regional Development bétRussian Federation No.100 of 10 October
2007 “On approval of recommended practices for gmagon of technical briefs for
development of investment programmes of municipaktbpment organizations”,

— Municipal regulatory legal acts.

3.2.1 Production Programme of the Public Utility Sector Qrganizations

Production programme of the public utility sector organization is a program of activities of
said organization to ensure its production of gaadse sphere of heat and water supply, waterodizip
and sewage water treatment, utilization of municgméid waste including activities on modernizatioi
the public utility infrastructure operated by tloigganization and (or) facilities used for the aalion of
municipal solid waste.
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Pursuant to Federal Law “On the Fundamental Priesipf Tariff Regulation of Public Utility
Complex Organization&20, regulation of tariffs and services of the puhlidlity sector organizations
includes approval of production programmes with Regional Energy Commission. The organization
shall independently develop the production progranian the subsequent regulatory period, determine
financial requirement for its implementation, andak® a preliminary calculation of tariffs. The
production programme shall includé

- Justification of provision of projected output aahlity of rendered services,
- Plan of action on improvement of effectivenesshefdrganization’s activities,
- Plan of action on energy-saving and energy effmyen

Upon implementation of the Plan of action on enesgying and improvement of energy efficiency,
a reservation period for additional funds receisad to cost reduction shall be not less than feer$22

The programme shall be submitted to the regulabody at least three months prior to the date of
the end of the current regulatory period. The raguy body shall verify the justification of the
production programme, whereafter it shall apprdwegroduction programme and establish the tariffs i
compliance with this programme.

To establish a tariff and surcharges to the tddff rendered services, the public utility sector
organization shall submit the following documerdsthe regulatory body by the'May of the current
year (Pursuant to RF Government’s Directive No.62a4 July 2008 “On the bases of price formation
and the procedure for regulating tariffs, surchargad limit indices, with regard to the activitieb
organization of public utility complex”):

— Application on establishment of tariffs for goodadaservices of the public utility sector
organization accompanied by a proposal on selectidhe regulatory method and justification
of expediency of its application,

— Production programme,

— Calculation of financial requirements for implenmegian of the production programme with a
breakdown of costs by activities,

— Accounting and tax reporting according to the dsthbd form for 2 preceding years or for the
period during which the organization was performihg regulated activities if such period is
less than 2 years,

- Report on revenues from sales of the goods andcssraccording to the established tariffs for
goods and services of the public utility sectoramigation and on expenses for implementation
of the production programme for 2 preceding yearsfas the period during which the
organization was performing the regulated actigitfesuch period is less than 2 years (by types
of activities).

In addition, pursuant to general rules of governaleregulation and application of tariffs for
electric and heat energy in the Russian Feder@arsuant to RF Government’s Directive N0.109 of 26
February 2004 “On pricing with respect to electyi@nd heat in the Russian Federation”), orgaronati
that perform regulated activities shall submitfillowing materials to the relevant regulatory body

14 Balance of electric energy,

120¢ch, 3
121cy 2. Art. 7
122¢) 4 Art. 7
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15

16
17
18

19
20

21
22

Balance of electric capacity, including informati@bout installed, maximum available and
operational generating capacity,

Balance of demand and supply in relation to heatgn
Balance of heat capacity,

Calculation of productive supply of electric andahenergy with justification of amount of
consumption of electric energy for auxiliary supplyd production needs and grid transmission
(loss),

Data about structure and prices of consumed fuhldmng transportation,

Calculation of expenses and required gross procéeds regulated activities accompanied by
economic justification of input data (indicating phipd norms and standards of calculation),
developed in compliance with the guidelines appddwethe Federal Tariffs Service,

Calculation of tariffs for separate services reedan the markets of electric and heat energy, and

Assessment of shortfalls in income or additionahe®@s received for the preceding regulatory
period that have been identified based on offistatistical and accounting reporting or results of
audit of business activity of the organizationgittharry out the regulated activity.

3.2.2 Investment Programme of the Public Utility Sector @ganizations

An investment programme of the public utility seaboganization on development of public utility

infrastructure system is a programme of financihgamstruction and (or) modernization of publidityi
infrastructure system determined by local goverrirbedies for the public utility sector organizatsdior
the purposes of implementation of public utilityrastructure comprehensive development programme.

The procedure of development and approval of tkestment programme includes the following

stage&?s:

1 A local government body shall design the publidity infrastructure comprehensive development
programme (in accordance with the territorial plagrdocuments of municipal entities),

2 A municipal entity representative body shall awer the public utility infrastructure comprehensive
development programme,

3 Head of the local administration shall prepareé approve a technical brief for the public utilggctor
organization (to be developed based on the compséledevelopment programme),

4 The public utility sector organization shall dieye a project investment programme draft (in
compliance with the technical brief),

5 A regulatory body of the municipal entity shall:

— Consider the project investment programme (vetgfybeing in compliance with requirements of
approved technical brief for its development anstification of the calculations required for
satisfaction of its financial requirements),

— Prepare a proposal about the amount of surchardfeeatariff for the organization’s products and
the tariff for connection,

- Analyze if the organization’s products is availalbte consumer with account taken of the
proposed surcharges,

123 Art. 11 of Federal Law "On the Fundamental Pritespof Tariff Regulation of Public Utility Complex

Organizations" No0.210-FZ as of 30 December 2004
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— Submit the project programme to the municipal gntgépresentative body (in the event of
availability for consumer),

6 The municipal entity representative body shalhsider and approve the programme, establish
surcharges on tariffs for consumers.

7 The Regional Energy Committee shall establisksleanges on tariffs for the organization’s products
and the tariff for connection to public utility nafstructure systems.

8 The local government bodies shall conclude araontith the public utility sector organizationder
which the terms and conditions for the implementatof the approved investment programme are
determined.

The local government bodies may adopt municipaluleggry legal acts that determine the
procedure and requirements for the developmenhefinvestment programme. A recommended list of
activities and documents for the implementationneestment projects are shown below by an example
of Tomsk Region.
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Table 3.1. list of activities and documents for thémplementation of investment projects in the pubk utility sector of Tomsk Regior}24

Ne Description of activity Performer Documents
1 | Development of public utility infrastructure corepensive development programme| dfuthorized local government body (as agreed) Ptgemramme
municipal entity.
2 | Approval of the public utility infrastructure cmehensive development programme dtepresentative local government body (ddunicipal regulatory legal act on
municipal entity. agreed) approval of programme
3 | Conclusion of contact with the public utility $ec organization in accordance withAuthorized local government body (as agreed) Leassgreement,  gratuitous usge
established procedure to ensure the use and aperafi municipal public utility agreement, concession agreement | or
infrastructure systems for production of goods dexing services) for the purposes|of other.
heat and water supply, water disposal and sewager watment and (or) use and
operation utilization (disposal) of municipal solicste facilities
4 | Preparation and approval of technical brief far tlevelopment investment programmidead of Administration of Municipal entity (byMunicipal regulatory legal act op
of the public utility sector organization. 01.01.2010 if public utility infrastructureapproval of technical brief for
comprehensive development programme | development the public utility sector
absent then - Municipal Entity Representatjverganization investment programme.
Body) (as agreed)
5 | Verifying if the project investment programme ftirdesigned and submitted by thdRegulatory body of municipal entity (as agreed). n€lasion.
public utility sector organization is in complianegth requirements of approved
technical brief
6 | Verification of the justification of the calcuiahs provided by the public utility sectorRegulatory body of municipal entity (as agreed) €osion
organization required for the implementation of detment programme financial
requirements.
7 | Analysis of availability of the public utility seor organization’s goods and services fdRegulatory body of municipal entity (as agreed) €losion
consumer.
8 | Verification of the project investment programara calculations of the public utility Regulatory body of Tomsk Region Conclusion
sector organization submitted to the regulatoryybofimunicipal entity with account
taken of proposals on partial provision of finaheiequirements of the public utility
sector organization for the account of local budgetunds when taking a decision on
availability of the public utility sector organizem’s goods and services for consumey.
9 | Consideration and approval of the investment anogne of the public utility sectarRepresentative local government body |(ddunicipal regulatory legal act op

organization submitted to the regulatory body ohroipal entity.

agreed)

approval of the investment programme

124 pjrective of the Tomsk Region Administration of @2tober 2009 No.714-ra “On approval of recommendtaf activities”
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es

Ne Description of activity Performer Documents
the public utility sector organization
10 | Establishment of surcharge on prices (tarifts) donsumers for the period of thdRepresentative local government body (adunicipal regulatory legal act on
investment programme implementation agreed) establishment of surcharge on prig
(tariffs) for consumers
11| Establishment of: Regulatory body of municipal entity (as agreed) Mipal regulatory legal acts on
establishment of:
— Surcharge on tariffs for goods and service of thiblip utility sector
organization the validity period of which may net less than three years, — Surcharge on tariffs for goods
and service of the public
— Tariff for connection to public utility infrastruate systems for the periad utility sector organization,
which may not be less than one year,

— Tariff for connection to publig

— Tariff of the public utility sector organizationrfaonnection for not less than utility infrastructure systems,
three years.

— Tariff of the public utility
sector organization for
connection.

12 | Conclusion of contract (within the period priorthe implementation of the investmgnfuthorized local government body (as agreed) Thentreot for the purposes of
programme) with the public utility sector organipatwhich determines the terms apd development of the public utility
conditions for the implementation of the approvedgsamme for the purposes pf infrastructure system
development of the public utility infrastructure.

13| Investment programme monitoring. Regulatory body of municipal entity (as agreed)nformation about fulfillment of the

Representative local government body

asvestment programme

agreed)
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Distribution of powers of local government bodigmn development, approval and implementation
of the comprehensive development programme areidedcbelow by an example of municipal entity
“The City of Tomsk125,

The Mayor of the City shall take a decision on pinegramme development and approve a list of
powers for management of the programme implememadhat shall be delegated to the structural units
of the municipal entity administration or to anside organization. The powers of the Tomsk City Rum
include consideration and approval of the programrhe municipal entity administration shall deattwi
the competitive tender of investment projects oblju utility subjects in order that expertise,
implementation and monitoring of the programme Islh&@ included by the organization into the
programme.

Development of the technical brief and investmeaigpamme should be governed by Orders of
the Ministry for Regional Development of the Russigederation No.100 of 10 October 2007 “On
approval of recommended practices for preparatiotechnical briefs for development of investment
programmes of municipal development organizatioagd No0.99 “On approval of recommended
practices for development of investment programaifi@sganization of public utility complex2s,

The technical brief shall be developed based omns(fauit to Orders of the Ministry for Regional
Development of the Russian Federation No. 100 dd&t@ber 2007):

- Urban planning complex of the Russian Federation,

— Federal Law "On the Fundamental Principles of Ratyuh of the Tariffs of Organization of
Public Utility Complex " No.210-FZ as of 30 Decemi2604,

— The public utility infrastructure comprehensive d®pment programme of municipal entity,

— Other municipal regulatory legal acts of municipadtity that determine the procedure and
requirements (if any) for the development technipragf.

It is recommended that the technical brief showdddbveloped individually for each public utility
sector organization.

It is recommended that the technical brief shontdude:

— Objectives (target indicatds) and tasks of development and implementation efitlwestment
programme (it is recommended that they should &tedtased on common objectives specified
in the comprehensive development programme),

- Requirements for investment programme,
- Investment programme development deadlines,

- Procedure and form for submission, consideratiahapproval of the investment programme in
the event that the appropriate municipal regulateggl act is absent at the Municipal entity.

It is recommended that for the development of #ehnical brief, the local government bodies
should request the needed information from theipulllity sector organizations in writing indicag
the list, form and deadlines for its submission.

125 communal infrastructure system comprehensive dpweént programme of municipal entity “The City afriisk”
for the period from 2007 till 2011 for the periop to 2025

126 Developed and adopted pursuant to Federal Lawth®rFundamental Principles of Regulation of theiffsaof
Organization of Public Utility Complex" as of Deckear 30, 2004 and RF Government's Directive No.112® February
2004 "On adoption of regulatory acts on separatgeis of public utility organizations’ tariff regtilan”.

127 Main criteria for determination of the target icgiors are: unambiguousness, measurability, awiyakand
feasibility.



In the event of the absence of the comprehensivela@ment programme, it is recommended that
the target indicators of the investment programhwikl be developed based on:
1 Land use planning documents including generablayof the municipal entity,

2 Forecast of social and economic developmenteofithnicipal entity,

3 Volumes of housing and industrial constructiogj@cts put into operation as well as charactesstic
of such projects that are planned for the periodhef implementation of the developing investment
programme :

— List of construction sites and list of buildings;ustures and facilities to be connected to public
utility infrastructure systems indicating the pladraddress,

- Permitted number of storeys and (or) maximum peeahibeight of each building, structure, and
facility within the boundaries of construction site

- Maximum planned load at the point of connectiorac¢h site, building, structure, and facility by
each type of provided communal resources,

- Red lines of respective territories,
— Coverage boundaries of established public andifgrigasements,
- Planned connection deadlines for each plot, sitidibng, structure, and facility,

4 List and characteristics of land plots to be pted with engineering infrastructure for the pugosf
connection of construction (reconstruction) prggeduring the period of the implementation of the
developing investment programme,

5 Information on current state of the public wilihfrastructure systems determined through the
calculation of values of indicators at the momedreohnical brief development:

— Degree of depreciation,

— Size of resource loss,

— Number and duration of breakdowns,

— Characteristics of the quality of the organizasiggpods and services,
6 The information which reflects:

- Financial position of the public utility sector amgzation (including payables and receivables,
planed and actual proceeds),

- Production programme indicators of the public tytiiector organization;
- Indicators specified within the framework of fedestate statistical monitoring.

The investment programme of the public utility searganization shall be developed based on the
technical brief requirements approved by head o&ll@dministration. Pursuant to the guidelines on
development investment programmes of the publidyusector organizations (Order of the Ministry fo
Regional Development of the Russian Federation Nof10 October 2007), it is recommended that
investment programme should include:

— Objectives and tasks of the investment programme;
— Analysis of current position of the public utilityfrastructure systems;

— Activities on construction of public utility infréssicture systems and facilities; activities tardete
at improvement of technical and economic charagttesi (capacity, performance, reliability,
lifetime, effectiveness, reparability, service aadety requirements and other characteristics) of
public utility infrastructure systems; and actiggi on modernization of public utility
infrastructure systems;
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— Volume of financial requirements for implementatmfrthe investment programme,;
- Investment programme financing plan indicatinggbarces of its financing; and

— Other information.

It is recommended that the investment programme oarssider and interlink all possible sources
of financing of its implementation. The investmpnbgramme financing sources may be as follows:

1 Equity capital of the public utility sector orgaation, including:

— Profit allocated to investments (profit of the pahltility sector organization allocated to the
investment programme implementation; financial fineéceived by the organizations from
application of established surcharges on tariffd #eriffs for connection and allocated to
immediate financing of implementation investmenbgsamme activities (excluding funds
allocated to repayment and service of attracteddlaeed) funds)ys,

— Amortization charges ;
2 Attracted funds;
3 Budgetary funds;
4 Non-budgetary funds; and
5 Other sources.

The public utility sector organization shall subriie following documents to the authorized
regulatory body by the ®1May of current year for consideration and approgflthe investment
programme and approval of surcharges on tariffss{iunt to the Directive of the Government of the
Russian Federation No. 520 of 14 July 2008 “On lihees of price formation and the procedure for
regulating tariffs, surcharges and limit indicesthwegard to the activities of organization of pab
utility complex”):

— Application on establishment of surcharges onftaahd tariffs for connection,
— Draft investment programme,

— Calculation of financial requirements for implemaign of the investment programme with a
breakdown of expenses by activities as well as witbreakdown of expenses by expenses
financed for the account of surcharges on tarifis @xpenses financed for the account of
payment for connection,

— Calculation surcharges on tariffs and tariffs fongection by types of activities,

— Accounting and tax reporting according to the dsthbd form for 2 preceding years or for the
period during which the organization was performthg regulated activities if such period is
less than 2 years,

— Report on revenues occurred as a result of applicaf the surcharges on tariffs and tariffs for
connection, and expenses for the implementatiaefinvestment programme for 2 preceding
years or for the period during which the organmativas performing the regulated activities if
such period is less than 2 years (by types of idesy.

— And other documents set forth in the “Rules of &egulation and Application of Tariffs for
Electric and Heat Energy in the Russian Federatipage 103 Cl. 14- 22).

128 |t must be noted that pursuant to RF Governmeddirective No.464 of 23 July 2007, financing of isteent
programmes in heat supply sector shall be perforthemligh establishment of tariffs on the basisarfgtterm regulatory
parameters, establishment of surcharges on tdoffsheat energy, surcharges on tariffs for conoectio public utility
infrastructure system.
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Pursuant to the Order of the Ministry for RegioBalvelopment of the Russian Federation N0.99
of 10 October 2007, the local government bodies madgpt a municipal regulatory legal act which
determines procedure and requirements for the imezg programme development. The municipal entity
of the city of Ulan-Ude (Republic of Buryatia) magrve as an example in the Siberian Federal Distric
“The rules of procedure for submission, consideratnd approval of investment programmes of the
public utility sector organizations on developmehfpublic utility infrastructure systems” are apped
by Directive of the Ulan-Ude City Administration NB24 as of 5 May 2008. Pursuant to said document,
the public utility sector organization submits tf@lowing documents to the Municipal Economy
Committee and Department for Tariff Regulation mmsideration of project investment programme
draft:

1 A covering letter indicating the list of providddcuments,
2 Project investment programme draft including:
- Investment programme passport (Table 0.1),

- Analysis of technical state of the public utilityfiastructure systems and necessity of
performance of activities on construction, recargdton and modernization of facilities,

— Objectives and tasks of the investment programme,

— List investment programme projects indicating theadlines for the implementation and
investment costs of facilities including:

» Activities reconstruction and modernization of gheblic utility infrastructure,
» Activities on development and new constructionhaf public utility infrastructure,
- Volume of financing of the investment programmel([€z0.2), including:

» Tariff sources of financing in the form of surcharmn tariffs for goods and services of
the organizations and tariff for connection to plublic utility infrastructure,

* Amount and structure budgetary sources of financing
* Amount of borrowed finds attracted for financingtloé investment programme,
— Expected results form the investment programmeeamgphtation (Table 0.3),
— Assessment social and economic influence of sugelsamn tariffs on utilities cost;
— Draft investment contract;
— Other sections.

3 Calculation of surcharge on tariffs for goods aeavices of the public utility sector organization
(Table 0.4) accompanied by substantiation of thie;da

4 Calculation of tariff for connection to the publitility infrastructure (Table 0.5) accompanied by
substantiation of the data.

After the approval of the investment programme, ltoal government body and the public utility
sector organization shall conclude a contract inciwthihey must include without limitation (Russian
Federation Government’'s Directive N0.464 of 23 JRBO7 “On approval of rules for financing of
investment programmes of municipal utility orgati@as — manufacturers of goods and services in the
sphere of electric and/or heat supply”):

— Schedule of receipt of funds for financing of theastment programme,

— Maximum permissible departures from amounts of iveck funds which shall not exceed 10
percent of amounts specified in said schedule raefpective date,
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— The right of the public utility sector organizatiomsuspend the implementation of the investment
programme in the event that the maximum permissilgpartures have been exceeded; and
procedure for such suspension of the implementation

The REC shall be entitled to perform monitoringetation to agreed and approved production and
investment programmes.

3.3 Analysis of Financial Schemes and Mechanisms of Impvement of
Commercial Attractiveness of Energy Efficiency Progcts in Public Utility Sector

The main sources of financing of energy-saving energy efficiency improvement projects may
be:

1 Equity capital:

- Profit allocated to investments (including profibrin established surcharges on tariffs, tariffs for
connection, and tariffs established on the basieraj-term regulatory parameters),

— Amortization charges.
2 Budgetary funds:
— Subsidies, subventions,
— Soft credits,
- Budgetary investments (including in the form of sidies and subventiori$).

The State economic incentives in relation to enaayng projects include the following
mechanisms:

- Differential taxation,
— Accelerated depreciation.

Municipal entities shall be entitled to provide diteguarantee to attract private investments; a
special guarantee fund may be established for tpesposes. A revolving fund can be a possible
mechanism for financing of energy efficiency impeawent projects package.

3 Attracted funds:
- Bank credits and loans,
— Municipal bonds,
- Leasing,
- Credit by equipment supplier,

- Participation in investment in energy-saving prtgesf energy service companies (ESCO) on the
basis of guaranteed-result contracts.

4 Non-budgetary funds

Pursuant to the Federal Law "On the Fundamentaktiies of Tariff Regulation of Public Utility
Complex Organizations" No0.210-FZ as of 30 Decen2@d4, payback of investments (financing of
investment programmes) in the public utility sectball be made by meang &f

129 |nvestment credits, acquisition of securities $tate and municipal ownership, investment of bualyefunds in
fixed assets of legal entities, acquisition of reatate property, machinery and other productiosetasfor municipal
ownership.

130¢y, 2 Art. 15
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— Tariff establishment based on long-term regulafmasameters,
— Establishment of surcharges on tariffs,

— Tariffs for connection to public utility infrastrtuore system.

However, said tariff surcharges shall not be seataise of establishment of the tariffs using rate of
return on invested capital (tariffs based on loggrt regulatory parameters).

3.3.1 Equity Capital

Internal financing (self-financing) shall be prded for the account of the enterprise which plans
to implement investment project. It envisages tbe of equity capital — authoriz¢dhare) capital, and
cash flow evolving in the course enterprise busragivity: net profit and amortization chargesndge
indemnification, immobilized surplus of fixed andrent assets, intangible assets and others. Adaime
time, the formation of funds intended for the Inwesnt Project implementation must be strictly goal-
oriented which shall be achieved, in particular tly provision of independent budget of the Investm
Project.

3.3.2 Budgetary Financing

Budgetary financing of investments is the provisodriunds from the State Budget to legal entities
for the purposes of investment.

Direct budgetary support may be provided in thenfaf guarantees or budgetary investments and
budgetary credits. Budgetary allocations have &ohisizes and apply mainly in relation to the State-
owned enterprises and organizations that are afegfic importance. ‘Budgetary investments’ mean the
participation of the State in the organization’pital. ‘Budget credits’ (provided on a repaymensiba
mean the tool of the State incentives for caprtaéstment.

Budgetary financing is a conventional source oestments in the public utility sector.

Upon implementation of energy efficiency improvemenoject, direct budgetary financing and
joint financing with the attraction of private instenents may be provided for the public utility sect
Provision of budgetary funds may be provided fa #tcount of current budget revenues and for the
account of budgetary borrowings. At the same tithe,amount of funds that can be attracted by the
municipality (for the account of bonds emissiotraated credits of commercial banks) is limiteddaese
pursuant to the Budget Code of the Russian Fedarat maximum amount of municipal debt must not
exceed the amount of revenues without account takénancial assistance from budgets of other leve
of the budgetary system of the Russian FederaBesides, the emission of municipal bonds shall be
reasonable only in the event that the size of thaiampal entity is significant enough to attractéstors
for financing of its projects.

Establishment of an energy-saving revolving funane of the mechanisms for accumulation of
funds for the implementation of energy-saving anergy efficiency improvement projects.

Energy-saving revolving fund

The essence of this mechanism is that after théemmgntation of the energy-saving project, the
municipal entity administration begins to receiviergy costs savings. The savings are accumulated on
separate account and then they are allocated ianding of further energy-saving projects thereby
improving the effectiveness of invested funds. Westmote that all energy consuming subjects must be
equipped by accounting meters in order that saichar@sm can be implemented.

The municipality may establish its own revolvingidior announce about its intention to participate
in existing revolving fund the owners of which mhg most different structures such as a private
company, a non-commercial organization or an ag@&ic§$tate administration. Often, revolving funds
also have an operating body to perform managenfehieqroject financed for the account of revolving
fund. If the municipality attracts borrowed fundsrh the revolving fund established by another $tmag
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the municipality may act as a direct borrower pded that it implements the project independentlyt o
may appoint the contractor (e.g. ESCO) to attrhet borrowings and implement the project. If the
municipality decides to establish its own energyicieincy revolving fund it should take into

consideration the particularities of local legiglatwhich governs the establishment of revolvingdsi
with different banks [35].

A certain experience of establishment of energyrgpvevolving funds has been accumulated in
the Russian Federation by now. Within the framewafrkhe project “Cost Effective Energy Efficiency
Measures in the Russian Educational Sector” (Uritations Development Programme /Global Ecology
Fund), pilot projects for establishment of energyisg revolving funds have been implemented in four
regions and cities of the Russian Federation: Pawadsk, Archangelsk, Murmansk and Tver [36].

The experience of application of this method o&fining of the energy-saving projects has shown
that the following advantages are achieved whemgusi[37]:

— An additional source of financing of energy-savprgjects has been created;

— The process of implementation of long-term enemyjirgy programmes has been accelerated;
and

— An opportunity of attraction of investors has beppeared.

Tax privileges

Pursuant to the Tax Code of the Russian Fedetdtjaan enterprise shall have the right to apply

special depreciation coefficient (which shall nethigher than 3) to the depreciated fixed asseisatte
the subject of a leasing contract.

As it has been mentioned before, the new law “Oergy Saving and Improvement of Energy
Efficiency” has made amendments to the Tax Codedinasages the provision of investment tax credits
and accelerated depreciation upon implementati@mefgy efficiency project:

1 Aninvestment tax credit may be granted to an dmgaion if said organization makiég
- Improvement of energy efficiency of production afbgls, works, and rendering services,

- Investments in creation of projects having the egjhclass of energy efficiency, including
multifamily buildings, and (or) relating to renewabsources of energy, and (or) relating to

facilities for production of heat energy, electeicergy that have efficiency factor of more than
57 percent.

2 Taxpayers shall have the right to apply to the ddsipreciation norm a special coefficient which

shall not be higher than 2 with respect to thedimssets relating to the projects that have a high,
energy efficiencigs,

3.3.3 Attracted Funds

Credits of commercial banks
Analysis of the situation in Tomsk Region has shaat 10 commercial banks provide enterprises

with credits for the purposes of replenishmentwfent assets and investment in fixed assets (Appen
6. Credit Terms Offered by Tomsk-Based Banks

131y, 2 Art. 259.3 Ch. 25 of the Tax Code of the ®as Federation
1321t 67 Ch. 9
133 Art. 259.3 Ch. 25
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Table 0.1). It must be noted that because of thquint turnover of public utility operators in

municipal entities, banks are very cautious aboiviafe enterprises-lessees of municipal property an
about municipal unitary enterprises in particular.

To attract private investments, municipal entityynpaovide credit guarantees to private investors;
in particular, upon implementation of investmendjpcts by the public utility sector organizationghwv
attraction of commercial banks’ credits. For thisgose, special guaranty funds may be establidiedd t

are formed for the account of budgetary funds amdl$ of private investors. Altai Krai and Novosabir
Region may serve as an example:

— Altai Krai Law “On energy saving, improvement dffeetiveness of use of fuel and energy
resources in Altai Krai” No.1-ZS as of 4 JanuarY)2@s amended on 10 June 2009 sets forth
participation of the Altai Krai Administration inrpvision budgetary guaranties of repayment of

investments with respect to energy contracts calecluwithin the framework of energy-saving
programmes.

- Resolution has been taken in Novosibirsk Regiomg@ive No.351-pa of 28 September 2009)
about establishment of Modernization Fund and ekligmment housing and the public utility
sector of Novosibirsk Region municipal entitiés Resources of the Fund will be allocated for
the compensation of part of the costs of entities lacal government bodies for construction,
reconstruction and modernization engineering igditand critical infrastructure; provision of
financial guaranties upon credit financing of hogsand the public utility sector entities by
banks that implement project of development ofdnog and the public utility sector; for partial
subsidy of interest rates on bank credits recebsethe entities of housing and the public utility
sector; and for implementation of advanced eneayyng technologies.

Russian Sustainable Energy Financing Facility (RBSE35 is a programme developed by the
European Bank for Reconstruction and DevelopmerBR(E) on improvement of efficiency and
renewable sources of energy.

Credit lines provided by the EBRD to the local partbanks participating in the RUSEFF are
intended to issue credits to industrial and otleenmercial enterprises of private sector that atkngito
implement investment projects on improvement ofrgyesfficiency and use of renewable sources of
energy at their production enterprises. Each patiaek shall propose its own credit conditionsdach
project and client that mainly depend on marketriggt rates, size of project, financial sustairsgbalf
the company, collateral for obligations etc.

Promsvyazbank has been the first Russian bankcypating in the programme targeted at the
projects that improve the effectiveness of energy i the territory of the Russian Federation.he t

territory of the Siberian Federal District, the RaBranches are represented in the cities of Tomsk,
Novosibirsk, and Omsk.

Basic programme requirements:

- Eligible borrowers are private companies or otlegjal entities (not more than 49 percent state-
owned) operating in the Russian Federation.

- Financed projects should save more than 10 perot@mergy (aggregate or gross average rate).

- Minimum internal rate of return (IRR) calculated tre basis of expected savings of energy
resources must not exceed 10 percent.

134 The Fund's property shall be formed for the act¢afrthe Novosibirsk Region budgetary funds, préipsrand
assets that are in ownership of Novosibirsk Regiayntary contributions of legal entities and matuersons and other
sources in accordance with the Russian Federatios. |

135year of programme launch: 2009; total investmeatime: 300 million US dollars.
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- Investments directed to improvement of energy kefficy, must be used, first of all, for the
replacement of energy consuming equipment of proolucfacilities. Investments in new
industrial sites shall not be considered by RUSEFF.

Credit conditions:

— Each borrower/project may be eligible for up to US$ million and 500 thousand US dollars of
total credit from EBRD funds,

- Interest rate shall be a Libor interest rate (whet0.393 per cent as of 01.03.2010) plus 10
percent annual interest,

— Commission for organization of financing shall b& per cent (in a lump sum by advance
payment),

— Credit period shall be up to 5 years,
- Repayment by semi-annual installments,
- Deferment of repayment up to 2 years,

- Borrower’s own participation shall be 30 per cehthe total project (already incurred expenses
are considered).

Programme advantage:

- Long-term credit,

— Grace period before beginning of repayment of ppeladebt,
— Beneficial competitive cost of financing,

— Provision of expert consulting,

— Improvement of technical solutions quality.

The EBRD provides funds for the financing of mapwojects in private sector. Cost volumes of
projects in private sector are from 5 million ta2#%illion Euros, an average volume is 25 milliorrésu

In addition, the EBRD provides support for the fioal intermediaries such as local commercial
banks, microfinancing banks, equity funds and lgasbmpanies.

In 2008, the EBRD financed 69 projects for totaloamt of 1.89 billion Euros in the Russian
Federation, of which for establishment of infrastawe and energy facilities - 777 million Euros.

Issuance of municipal bonds

Municipal entities may attract the funds of privafeinvestors for financing projects in the public
utility sector. However, issuance of municipal bemequires a long-term and expensive preparatorit wo
which consists in analysis and positioning of ficiah resources of the municipality and the
implementation of credit rating procedure by amiinational rating agency. The municipality has étso
determine the parameters of emission of bonds aepape an investment memorandum. The bond
financing is beneficial in the event that tax pgeges or tax exemptions can be obtained in relaton
revenues from placement of the bonds. Usuallyrasteon bonds is paid out semi-annually; inter@st o
short-term bonds is paid out prior to maturity dattéhe bonds, interest on long-term bonds is paidas
part of annual payments for the account of repayrokprincipal sum of debt. Disadvantage of finauggi
of municipal energy efficiency projects using tlssuance of bonds is that the economic effect from
project is achieved after a lapse of time; usudllying 5-10 years, repayment of principal sum dftde
must be made in a lump sum when they are due fiwmption. This may cause problems for the
municipalities with respect to formation of casluses if the bonds redemption date does not coerela
with the moment of receipt of financial economynfradhe implementation of the energy efficiency
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improvement project. Similar forms of the issuawntedebt obligations are participation certificatas
lease buy-back agreement; however, few of munitipsimay have advantage of these alternative$. [35

Finance Lease (Leasing)

Leasing means a complex of economic and legalioakttips, emerging in connection with
implementation the leasing agreement including Ipase of the subject of leasing (Federal Law “On
Finance Lease (Leasing)” N0.164-FZ as of 29 Octd968).

Legal regulation of leasing performed pursuant to:

— The Civil Code of the Russian Federation (Part 1),

— The Civil Code of the Russian Federation (Part 2),

- Federal Law “On Finance Lease (Leasing)” No.164aEHf 29 October 1998,

- The Tax Code of the Russian Federation, Part 2h(mispect to taxation of parties to a leasing
contract).

Lessor and lessee shall conclude a leasing agrégmeuant to which the lessor shall undertake to
purchase the leasing subject from the seller aguprtb purchase and sale contract with its further
transfer to the lessee for temporary possessiomghdan opportunity of further repurchase.

Some Atrticles of Federal Law “On Finance Lease $ie@)” No0.164-FZ as of 29 October 1998 are
provided below:

- The leasing subject transferred to the possessidruse of the lessee remains the property of the
lessor3s,

— Under a leasing agreement, the lessee shall bgatddi as follow&3”:
e To accept the leasing subject according to proeesdet forth in said leasing agreement,

* To pay the lessor the leasing payments accordiqpgdoedure and terms set forth in the
leasing agreement,

* Upon expiration of the effective term of the legsiagreement, to return the leasing
subject except as otherwise provided in said lgaggreement or to acquire the leasing
subject into ownership pursuant to a purchase aledcentract.

— The lessee shall at its expense perform maintenserséce of the leasing subject and provide
safe-keeping thereof as well as medium and cumgpdirs of the leasing subject except as
otherwise provide#s.

- Upon termination of the leasing agreement the &eshall return to the lessor the leasing subject
in the same condition in which it received it withe account taken of normal wear and tear or
such wear and tear as stipulated by the leasirepaggntse.

- It may be stipulated in the leasing agreement tiatieasing subject shall be transferred to the
ownership of the lessee upon termination of theitgpagreement or prior to it under terms
specified by agreement of the parifés

136¢|. 1 Art. 11 of Federal Law “On Finance Leasedgtiag)” No.164-FZ as of 29 October 1998
137¢l. 5 Art. 15
138cl. 3 Art. 17
139¢|. 4 Art. 17 of Federal Law “On Finance Leasedgtiag)” No.164-FZ as of 29 October 1998
140¢). 1 Art.19
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- Leasing payments shall be understood to mean taeamount of payments in accordance with
the leasing agreement covered by the effective tfrithe agreement, which shall comprise
reimbursement of the lessor’s expenses incurredmmection with the purchase and transfer of
the leasing subject to the lessee, reimbursemeakm@énses incurred in connection with other
services specified in the leasing agreement, amdesor’s income. In the event that transfer of
right of ownership for the leasing subject to thsske is set forth in the leasing agreement, the
total sum of the leasing agreement may includedparchase price of the leasing subjgct

When performing the leasing operations, leasingygas shall be increased for the amount of
Value Added Tavat the appropriate rate pursuant to the followirgysions.

Upon transfer of the leasing subject to the leggethe lessor, the rendering of a fee-based service
occurs (Articles 4 of Federal Law “On Finance Lefseasing)” N0.164-FZ as of 29 October 1998 sets
forth that the lessor shall be an individual orallegntity which shall, using borrowed funds or faraf its
own, acquire property into its ownership in the rseuof performance of a Lease Agreement and make it
available to the lessee as the leasing subjea tmrtain fee, for a certain term and on certamdit@mns
for temporary possession and use with or withouiseguent transfer to the lessee of the right of
ownership to the subject matter of leasing) whilsubject of taxation pursuant to the Tax Codéhef t
Russian Federatidf?.

Payment of said services shall be made by thedaase form of leasing payments the amount of
which (without inclusion of the tax in them) shiaél the tax base pursuant to the Tax Code of thei&us
Federatio®*s.

In terms of formation of the profit ta® leasing payment shall be regarded as otherysuthence,
it reduces the taxable profit.

Pursuant to the Tax Code of the Russian Fedetdtjavhen defining the tax base for profit tax, the
outlays on the acquisition and (or) on the creatibthe depreciated property shall not be recofdethe
purpose of taxation.

For the purpose of taxation of profit, the lessemifiays in the form of leasing subject repurchase
prices paid upon transfer of the right of ownerdlipthe leasing subject to the lessee are deeméeé t
the outlays on the acquisition of the depreciateapgrty and based on the foregditgshall not be
recorded for the purpose tax base computation negpect to profit tax.

The property transferred in accordance with theifgpagreement pursuant to the Federal Law “On
Finance Lease (Leasing)” No.164-FZ as of 29 Octdl9€8:147 may be shown either on lessee’s or on
lessor’'s balance-sheet. Consequently, the partywhbich balance the property is shown shall bear
responsibility to pay the tax.

The list of leasing companies running their bussnesthe territory of the Siberian Federal District
is provided in Appendix 7.

141c). 1 Art. 28

142, 1 Art. 146 of the Tax Code of the Russian Fatien

143¢l. 2 Art. 153 and CI. 1 Art. 154

144 5upcl. 10 CI. 1 Art. 264 of the Tax Code of thesBian Federation

145¢l. 5 Art. 270 of the Tax Code of the Russian Fatien

146 ). 5 Art. 270 of the Tax Code of the Russian Fatien

147¢). 1, Art. 31 of Federal Law “On Finance Leasedking)” N0.164-FZ as of 29 October 1998
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Credit for acquisition of equipment

Supplier sells equipment public to utility sectorg@nizations in combination with the credit
provide on a repayment basis. The credit is pralioie security of acquired equipment. Credit pedaca
agreed between the municipality and the suppl@wndver, usually, such credits are short-term credit

Usually, in the countries of the Commonwealth ofldpendent States, the mechanism of credit
issuance by supplier when it is used by the mualitip envisages the participation of four parties:
creditor, sponsor, borrower and guarantor. A mastufar of energy efficient equipment acts as a
creditor; it may be either a domestic or a foregre. The supplier's credit envisages, as a rule, th
beneficial rates of financing, and the cost of dratraction is relatively low. A private nationebmpany
may be the sponsor which has a participating istarethe project. The sponsor develops the prpject
holds negotiations on conclusion of agreementscantracts, arranges financing and accomplishes othe
tasks associated with the project development.

The sponsor may have an agreement with the supglive equipment about joint provision of
financing, and it may render assistance to the l@mpinrough offering to the clients the credits the
purchase of equipment or an opportunity of equipniesasing under specific credit conditions accelptab
for the borrower. A municipality acts as a borrowdnich buys energy efficient equipment. In some
cases, when the municipality needs a guaranteghforcredit, the fourth party participate in this
relationship — the guarantor. The guarantor (e.¢pcal commercial bank or city council) joins lBguest
of the supplier or sponsor of the projects in otdesecure the credit [35].

Energy service contract

The new Federal Law “On Energy Saving and ImprovernéEnergy Efficiency’No. 261-FZ as of
23 November 2009 has set forth the basic princifiidsr the regulation energy performance contract
(energy service contracts) in the Russian Federayg present time, an experience of implementation
such contracts has been absent in the RussiandtiederThe types of ESCO have been provided in
Section 2.2.

3.3.4 Specialized Funds, Credits of International iRancial Institutions

Investment Fund of the Russian Federation

Pursuant to the Federal Law “On Energy Saving angdrdvement of Energy Efficiency®, the
Russian Federation shall be entitled to perfornfimaacing (in the form of subsidies) of expenditure
obligations of the Russian Federation subjects, ioqad entities in the field of energy-saving and
improvement of energy efficiency.

In the end of 2005, the Investment Fund of the RusEederation was established which, the
Budget Code of the Russian Federdtidis a part of federal budget funds which is subjeaise for the
purposes of implementation of investment projectgsfggmed on the principles of private-public
partnership.

The Directive of the Government of the Russian Fattn of 1 March 2008 No.134 has approved
“Rules for the Formation and Use of Budgetary Aditans of the Investment Fund of the Russian
Federation”. Budgetary allocations of the Fund rhayprovided for the of regional investment projects
targeted at social and economic development of Rligsian Federation subjects with respect to

148 gasic principles are provided above in Chapter212lpage 12.
149¢|. 3 Art. 27 of Federal Law “On Energy Saving dmgprovement of Energy Efficiency”
150 Art. 179.2 Ch. 20 of the Budget Code of the Russiaderation
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establishment and (or) development state-owned(@ar)dnunicipal owned transport, public utility and
energy infrastructure facilities t, while:

— Responsible performers of the regional investmewiepts shall be the supreme bodies of
executive power of the Russian Federation subjemtsa municipal entity executive-
administrative body,

- Budgetary allocations of the Fund shall be provideder condition that the share of financing of
the regional Investment Project on the part of stwes shall comprise not less than 50 % of the
project cost,

- Remaining unused amount of the budgetary allocatiothe Fund for the regional investment
projects implementation is subject to use in tHessquent financial year.

Selection of the projects is made based on thevimtig criterid>2
— There must be an investor which confirmed its neesk for the participation in the project,

— The task to be accomplished upon the project impigation must be in compliance with the
aims of social and economic development of the RosBederation, in case of the regional
Investment Project the task must be in complianitie the strategy of the subject of the Russian
Federation,

- Positive social effects associated with the prajagtiementation must be achieved,

— Impossibility of the project implementation witholbtidgetary allocations of the Fund must be
well-grounded,

- In order to obtain budgetary allocations of the diuthe cost of the projects (comprehensive
investment projects) must be at least 5 billionlegband at least 500 million rubles for the
regional Investment Project.

Below are some projects, in relation to which thexision on provision of resources of the
Investment Fund of the Russian Federation was takehOctober 2009 (total: 18 projects):

— Comprehensive Development of the Lower Angara re(@906-2015),

— Development of project design documentation ferithplementation of the Investment Project
“Comprehensive Development of South Yakutia” (2@08:0),

— Construction of Kurgan TPP-2 (2008-2010).

However, most of the projects implemented with suppof the Fund resources are road
construction.

In 2008, the Directive of the Government of the fais Federation No. 608 approved the rules of
grant provision to the subjects of the Russian Fatm for facilitating the achievement and (or)
encouragement of the achievement of the best valuieslicators of activities of executive power exl
of the Russian Federation subjects. A grant amshall be determined through the calculation formula
specified in this Directive.

151Chapter 10 of the Budget Code of the Russian Bdider
152 Chapter 10 of the Budget Code of the Russian &gider
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Programme of development of municipal entities inle territory of the Russian Federatiori>3

The Fund for Sustainable Developméf{hereafter - FSD) is an independent non-governraedt
non-commercial Russian fund established for fatihfy sustainable development of territories aragllo
communities through implementation of specific pot$ dedicated to solution of ecological, socia an
economic issues of municipal entities in the enereitory of the Russian Federation (small grdrs
20 to 40 thousand US dollars may be provided). Withe Fund’'s framework, a municipal entities
development support programme of municipal entidie@gelopment is being implemented in the territory
The Russian Federation (hereafter — MED programthe)programme is financed by the U.S. Agency
for International Development (hereafter — USAT) The key tasks of the MED programme include the
development, implementation of energy and resosasing tools, ass well as the mechanisms enabling
the local communities to re-invest the saved fumdshe development programmes. Thanks to the
programme implementation, the resources savedheraccount of the energy-saving funds are re-
invested into social programmes, as well as intacation and information campaigns for the poputatio
in the field of local government. Among the progainplemented within the framework of the MED
programme:

— Complex of projects “From Energy Saving to Solutioh Social Issues of the City” —
performance of energy-saving activities and acc@hpient of the task decision health care
issues of children in the kindergartens of the ity City of Shelekhov, Irkutsk Region, 2008-
2009). The amount of provided funds is 36.6 thoddd8 dollars, recipient's contribution -13.8
thousand US dollars, budget — 50.4 thousand U&rdoll

- Project “From Energy Saving to Improvement of Cdaiodiin the municipal entity TB dispensary
in urban settlement Selenginskoye (Republic of Btigy — improvement of patients' health care
conditions and quality of anti-tuberculosis care tbé population (2009). The amount of
provided funds is 19.98 thousand US dollars, reas contribution — 5.59 thousand US dollars,
budget — 25.57 thousand US dollars.

— Project “Modernization of Heat Supply System in Kiadergarten of the city of Svirsk, Irkutsk
Region for Children with Tuberculosis Intoxicatiand Fading Forms of Tuberculosis” (2009).
The amount of provided funds is 17.99 thousand O, recipient's contribution — 11.59
thousand US dollars, budget — 29.58 thousand U&rdol

Project “Reform in Housing and The public utility sector in the Russian Federation?56

Under the project framework, the International BémkReconstruction and Development provides
the Russian Federation with a credit in the amofi@00 million US dollars for 15 years for the posges
of facilitating the Russian Federation reform ie tiousing and the public utility sector (FederaiL‘®n
the Federal Budget for 2009 and the Plan Perio® 20t 2011” No.308-FZ 2 December 2009). A five-
year grace period is envisaged according to coedititions.

The purpose of the project is improvement of effectess, quality of services and financial
sustainability of housing and the public utilitycsar enterprises in pilot municipal entities sebelcon a
competitive basis.

Under the project framework, reform of institutibhiaks in the entire housing and the public uilit
sector - from of housing management and maintenanterprises to enterprises that provide public

15?’Implemented by the Fund for Sustainable Develoguamtly with the U.S. Agency for International Bglopment

154 http://www.fund-sd.ru

155 http://russia.usaid.gov/ru

156 Housing and Communal Services Projge#t888-O-RU. The project is implemented by the Imional Bank for
Reconstruction and Development.
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utility services, as well as attraction of investitsetargeted for reconstruction, modernization esd
equipment of existing infrastructure.

Programme on Encouragement of Investments in Energ8aving->”

In 2005, the International Financial Corporationwadorward with the Programme Encouragement
of Investments in Energy Saving. The purpose of Rhegramme is to facilitate financing of energy
efficiency improvement projects. The Programme tesof two pars: investment direction and
counselling support (Figure 3-1).

Investments .
Counselling Support

[ ™
g*;;IFc Banks and

Credit Lines Leasing
@ Cnmpanies
Banks and ﬁ

Leasi 1
Cu:taps;: :‘:L.s I Fc
S oggq Pif
il iii f@ Q \
v y

AAAd iy
Borrowers Borrowers [k Suppliers

Figure 3-1 International Financial Corporation Programme on Encouragement of Investments in Energy Sang

Within the framework of investment component, tR€ Iprovides the credit lines to banks and
leasing companies that in turn finance specifigquts in the field of energy saving. The amount of
financing shall be determined by the financial ilm&ibn, and, as a rule, it does not exceed 2 mfh U
dollars. Payback period of projects is up to 5 gear

Counseling support and education support includividual consulting on financial, legal and
technical issues as well as practical workshopstlmn issues of investment in energy efficient
technologies.

Brief comparative characteristics of existing eryeefficiency projects financing mechanisms are
provided in the end of this Section (Table 3.2).

157 http://www.ifc.org/russia/energyefficiencyThe Programme is implemented by the InternatioRadancial
Corporation (IFC).
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Table 3.2 Financing mechanisms of energy efficiengyojects [35]

Financial mechanism

Use

Availability

Advantages

Disadvantages

Common funds of Municipal/
State budget

All types of municipal
projects

Municipal/State authorities

Independence in decision-making

Funds are limited; may not be
available for large-scale project

o7

Soft credits

They use an interest rate
which is lower than a markef]
interest rate in order to
reduce the cost of attracted
(borrowed) funds

Municipalities, State, banks (sometimes
- under programme framework with

IF0515%, credit facilities supported by
international and multilateral
organizations

Grace period for payment of interest

Longer period of redemption

Credits of commercial banks

They are provide by banks,
credit unions and financial
companies at market interes
rates

[

Local and foreign commercial banks

May be obtained quicker than the

financing tied to government or donof

programmes

Expensive and inaccessible for
capital-intensive projects with a
long payback period

Grants

Provided by IFOs usually
through local and

international NGG°9
agencies of international
development agencies that
are responsible for the
implementation

Government (central and municipal);
donors (usually as part of specific
facilitation development programmes);
state-owned banks (for promotion of
commercial financing and opening of E

financing markeﬂ-Gq

No repayment is required.

Less severe project selection criteria

May delay commercialization of
EE financing

Partial guarantees for credit

Credit on security, in case of
non-fulfillment of financial
obligations by borrower

Special guarantee mechanism. Sovere
guarantees provided by the State.

There appears an opportunity to obtal
ca credit from a financial organization,

which otherwise might not be
available

r
Burdensome work on
preparation of financial
documentation

Performance contracts

There are enough savings
from the projects that
provide energy cost
reduction to pay the project
costs.

Contract signed between Customer andg
ESCO

Financing may be attracted through
municipality, supplier of services or
through a third party.

In this case, the Customer needs no
initial capital for the project financing

at initial stage.

Savings for the account of the
project must be shared with
supplier of services. Sufficient
number of accounting meters
shall be required to determine
the basis and to trace the savin
based on comparison with the
basis.

S

158|FOs - International Finance Organizations

159 Non-government organizations

160gE - Energy Efficiety



Financial mechanism

Use

Availability

Advantages

Disadvantages

Leasing

Enables the firms to acquire
assets through leasing
scheme with further buy
back thereof without use of
credit

Private companies that wish to lease ol
heat supply facilities. Manufacturers an
sellers of equipment that wish to enter

the market.

1
i

For a period from 3 to 20 years; the

equipment may start to be used

immediately, and the payment for it
can be made later; thus financial fund

are released for other purposes.

In addition to charges for the
use of the equipment, additiona
payments shall be charged

<within the framework of the
leasing payment.

Municipal bonds

Attraction of internal funds
by municipality for the

account of issuance of bonds

b

Specialized investment institution

Interest payments are most likely to b

tax exempt

A continuous and expensive
preparatory work shall be
required.

[©)

Revolving fund

Accumulates savings for the
account of energy efficient
projects for self-financing of
future investments in other
energy efficiency projects

NGO, State authorities, international

donors, and municipalities

Self-sufficiency after the first
capitalization

Legislative and institutional
barriers hinder the accumulatiof
of savings
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3.4 Conclusions

Investment is one of the most important aspecttVities of the public utility sector subjectsig
targeted at timely upgrade and modernization of fitked assets. Analysis of cost-effectiveness of
investment projects is performed through constomctof the cash flow model for the cash flows
generated by the project during the analyzed peBaded on the cash flow balance determined fdn eac
step, the calculation of cost-effectiveness indiatis performed. The cost-effectiveness indicators
obtained in the result of the assessment are tmimpared with the indicators of other projectsisd in
investment decision can be taken.

The uncertainty factor must be considered uporatiaysis; to do so, the analysis of project risks
must be conducted enabling to analyze the impa¢h@fchanging factors of the project internal and
external environments on the values of cost-effectss indicators.

Because of the fact that investment budget of gmes of enterprises is limited upon managerial
decision-making relating to the investment activity system approach to selection of investment
solutions shall be required in which the cost-dff@mness indicators do not play a decisive rolethay
are a tool enabling to compare potential econorarebts from one project or another.

The public utility sector organizations shall degehnd implement a production programme which
must include: justification of provision of fore¢ast output and quality of rendered services, pd&n
activities on improvement of organization’s perfamoe effectiveness, plan of activities on energynga
and energy efficiency improvement. The regulatargbis entitled to establish a surcharge on téoiff
the organizations based on estimated financial ireepents for the production programme
implementation provided that said organization pravided the specified list of documents.

Within the framework of comprehensive developmenpublic utility infrastructure systems, the
public utility sector enterprises shall implemdm investment programme on public utility infrasture
system development. Procedure for development pptbaal of the investment programme includes a
set of certain actions and coordination on the iathorized local government bodies etc.

In the Russian Federation, budgetary financinghes ttaditional source of financing in the heat
supply sector. However, as experience shows, badgéinds of municipal entities and own funds of
public utility sector enterprises are not enoughtlie timely upgrade of the fixed assets. The etitva of
private investments in the public utility sectotlweduce the load on the budgets of municipaltesti In
particular, municipal entity may provide credit garstees for the attraction of commercial banksitsed
upon the implementation of energy efficiency prigec

Private financing of energy efficiency projectslude: credits and loans of commercial banks and
financial organizations, issuance of bonds, ansihga Leasing is a quite spread and effective masha
for the upgrade of the fixed assets of public tytiector enterprises. Leasing enables to all@gienses
in time when purchasing the equipment and requicesitial investments.

There is an opportunity to use the funds of inteomal financial institutions (International Bank
for Reconstruction and Development, Internationabfcial Corporation); however, the attraction aifls
funds is often hindered by the necessity of pasimmugh complicated bureaucratic procedures.



4 Analysis of Organizational and Economic Models forthe Implementation of
Energy Efficiency and Energy-Saving Projects in thePublic Utility Sector in the
Russian Federation Regions

4.1 Principles of Formation of Alternatives

Within the framework of «Strategy study on inteeffgubstitution implemented in the Kolpashevo
municipality» [38], the factors have been analy#eat hinder investments in energy saving and energy
efficiency in the territory of the Russian Fedevatiand the ways to overcome the hindrances haste be
proposed (Table 4.1).

Table 4.1 Factors hindering investments in energyasing and energy efficiency and ways to overcomeghindrances

No.
Hindrance Ways to overcome the hindrances

1. Inadequacy of the existing energy saving legal [aReformation of legal and regulatory base of ensaying
regulative frameworks

2. Insufficient governmental support of energy sgvi | State support of technical re-equipment and wa&tmn of
power equipment, development and introduction oérgy
efficient technologies

3. Low prices and gas quota allocation mechanism ffe@ntiation of natural gas prices depending ors gae
efficiency and development of a secondary regigaal market
model

4. | High capital intensity and low profitability ehergy-| Design of schemes ensuring investments payback | and

saving projects profitability

> '(;gg’(‘a’rpbr?gg;wmg power of the public utility sectpigeying a structure capable of attracting investsien the

public utility sector

Implementation of investment schemes with borrowegital
(credit, leasing)

6. Low paying capacity of public services residantiGranting of privileges and subsidies to low-incotpasumers
consumers
7. Scarce public awareness of the Russian Fede'saticShaping of public opinion on energy saving necgssit

economy energy efficiency characteristics and tafck
energy saving immediacy consciousness

Many of the proposed activities to overcome thedfances are the subject of discussion with
governmental authorities preparing and approvirgstens in this field; often, these activities argside
of the field of activities of the heads of munidipentities and heat supply enterprises. Within the
framework of this Section, we would like to focutteation on the aspects of investment activity
management of which is within the competence angep® of the heads of municipal entities and heat
supply enterprises.

Such aspects include the following circumstanceat ttirectly impact the effectiveness of
investment activity:

1 Design of schemes ensuring investments paybackarfidability,

2 Setting a structure capable to attract investmiarttse public utility services sector, and
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3 Implementation of investment schemes with borroeaguital (credit, leasing).

In the foregoing chapters, there has been giveetaldd analysis of organizational and legal and
economic aspects of functioning of the public tytiknterprises separately without account takethef
whole totality of circumstance that form the coeetiveness of investments, which, as a rule, @stm
important upon investment decision-making in thekeaeconomy.

Within the framework of this Section, it seems apiate to conduct analysis of said parameters
enabling to identify advantages and disadvantadeadifierent alternatives of the investment projects
implementation. For this purpose, variants of oiz@tional and economic models of investment prgject
implementation in the heat supply sector must besttacted, assessment of their cost-effectiveneds a
comparative analysis of economic parameters of thgilementation must be conducted.

Formation of the alternatives in question is basethe following principles:

1 Forms of organization of legal relatioakentities with regard to the fixed assets of pélic utility
sector:

— Ownership,
- Right of economic management,
- Right of operative management,
- Lease,
— Concession.
2 Investment financing schemes:
- For the account of equity capital of the enterpri€eC,
- For the account of borrowed funds: two variantsparssible — credit (C) and leasing (L).

Pursuant to the Tax Code of the Russian Fedet&tjoime depreciated property received by a
unitary enterprise from the owner of the propeiftyh@ unitary enterprise into operative managenoent
into economic management shall be subject to dgtrec at the given unitary enterprise. Hence, the
variants when the fixed assets are in the ownemhithe basis of economic management and operative
management are identical in terms of cash flowsegsdion in relation to the property because thedix
assets are shown on the balance-sheet of the es¢éenphich implements the Investment Project;
consequently, with respect to such assets, depigetighall be accrued and property tax shall bd.pai

Concession and lease are special cases of ond@asdrme economic process when the fixed asset:
are transferred to economic entity for temporargsgssion, compensated use, consequently, generatic
of cash flows in case of the lease or concessiateistical — the fixed assets are shown on thenbala
sheet of the owner, and the subject of investmentity shall pay lease payments for the use thereo

Thus, to form a matrix of alternatives, let us Hhiigjft two forms of arrangement of legal relations
of economic entity and fixed assets:

- Fixed assets in ownership,
— Fixed assets on a leasehold basis.

Two possibilities of the enterprise’s income getieraare to be considered to compare cost-
effectiveness and financial feasibility of diffetenvestment schemes as follows:

- For the account of tariff established by the REGeldlaon the 5 percent return rate of production
activity — (T,

161 Art. 256 of the Tax Code of the Russian Federation
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— With addition of investment premium to the foregptariff — (1Pr).

Based on the foregoing, the following matrix hasrbéormed (Table 4.2).

Table 4.2 Considered alternatives of Investment Pject implementation

Financing schemes

Alternative 1 - “Ownership”

Altenative 2 - “Lease Agreement”

For the account of equity capital - EC

AlternativeC -T
Alternative 1 EC — IPr

Alternative 2 EC I
Alternative 2 EC — IPr

For the account of credit — C

Alternative 1 @ —
Alternative 1 C — IPr

Alternative 2 C -T
Alternative 2 C — IPr

With assistance of leasing — L

Alternative 1 T —

Alternative 2 L -T

Alternative 2 L — IPr

Alternative 1 L — IPr

4.2 Formation of Financial and Economic Parameters

Business and financial performance data of a hgsilg enterprise have been used as a base for th
calculations (for our purposes — let us call it @amy A located in the territory of the Siberian Federal
District which was connected to the gas supply negtvwn 2009; in connection with that, it replacéx t
solid- and liquid fueled boiler house equipmentlisy natural gas-fired equipment.

Below are the basic economic and operational ckeniatics of the enterprise’s performance (Table
4.3).

Table 4.3 Basic economic and operational charactetics of the enterprise’s performance

Description Measurement units Value
Technological Characteristics
Installed Capacity Gcal/hr 80
Heat Production ths Gcall/yr 120
Heat Energy Sales ths Gcall/yr 100
Specific Power Consumption kW-h/Gcal 20.49
Natural Gas Consumption ths cubic m 20 000
Natural Gas Price US dollars/ths cubic m 102.5
Expenses

Fuel for Production Needs ths US dollars 1763,8
Materials -/l- 180.5
Production Works and Services -/l- 534.9
Energy for production needs -/l- 209.7
Labor Compensation Fund (operating personnel) -/l- 258.8
Other Shop Costs -/l- 172.3
General Business Expenses -/l- 432.3

4.2.1Assessment of Capital Investments

According to information provided by Compang, the Capital investments required for
replacement of boiler houses equipment to use alagass are estimated in the amount of 7.5 millig U
dollars, costs for Construction and Installation M#(CIW) and Commissioning and Start up Works
(CW) — 1.7 million US dollars excluding VAT; thustal Capital investments will amount to 9.2 miflio
US dollars excluding VAT.

In the event that the project implementation by lgeesing scheme, Compay must pay 30 per
cent of the equipment cost and full costs for Gil CW for the account of its own funds; hence, the
Capital investments provided for the account of dwrds will amount to 3.95 million US dollars.

In case of attracted credit, Compafaynust pay 30 percent of the total Capital investséor the
account of its own funds — 2.76 million US dollars.
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4.2.2Formation of Project Operating Expenses

In Table 4.3 above, production and general busiergenses of the enterprise have been displayed
i.e. expenses dependent on technological paramatéss performance that are taken as identicalafbr
alternatives under our study. However, some cdstiseoenterprise such as amount of rental andrigasi
payments, size of property tax etc. under our strdyvariable parameters depending on organizationa
and economic characteristics of the analyzed altems. Below are the cost items which have vagiabl
values depending on the alternatives:

— Lease payments,

— Amortization charges ,

- Leasing payments,

- Payments for the ease of credit (repayment of timeiple sum of debt and interest)
- Property tax,

- Profit tax.

Principles of formation of each of the foregoingsttdems and their values by alternatives are
provided below.

Lease payments

An obligation to pay lease payments for the leds&seets of the public utility sector occurs in all
subalternatives of Alternative 2 and amounts to tfisand US dollars (an indicator of financial and
economic activity of Compank is used).

The form of organization of legal relation$ entities and municipal power in relation to desets
of the public utility sector in the form of leaseused quite often in the Russian Federation.

The contract model in the Russian Federation eggs#ong-term lease contracts with investment
obligations (additionally, an investment agreemintiease contract shall be concluded). Within the
framework of investment agreement in the leasermsehe

— Amount of financial funds that investor must invelsall be specified,
- Facilities that investor must modernize shall becsed,
- Investment repayment schemes shall be determined.

Because of the fact that the assets transferratleblessee require replacement, reconstruction anc
modernization, the lessor (as a rule, a municip&éity@ does not pursue the objective of gainingfipro
from the lease contract upon determining the amairiease payments, the main purpose of such
relations is to attract funds for the organizatdriechnical upgrading of public utility sector figtes. It
is this scheme that is considered within the fraor&vef this study.

Amortization charges

In accordance with the classification of the fixa$ets included in amortization groups [39], capita
equipment of boiler houses is the heating boileas are included in the fifth group with usefuklifrom
7 through 10 years. For the purpose of this sttty useful life of capital equipment is taken age@rs;
hence, annual amortization charge rate calculayethd straight-line method is taken to be 14 peit ce
excluding cases with leasing.
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Pursuant to the Tax Code of the Russian Fedet&tians allowed to apply a multiplying factor
with respect to the property which is the subjecteasing. For the purpose of this study, multiptyi
factor is taken as equal to 1.49 for the leasirmgamg hence, amortization charge rate is takeecasl to
21.3 per cent.

Depreciation of fixed assets is made by the entmn which balance-sheet the fixed assets are
shown, the only exception from considered alteveatare leasing alternatives.

Thus, the size of amortization charges will amotmt1,311.4 thousand US dollars for all
alternatives except leasing (Alternative 1 ECT,-Alternative 1 EC — Ipr, Alternative 1 CF Alternative
1 C — Ipr, Alternative 2 EC F, Alternative 2 EC — IPr, Alternative 2 CT Alternative 2 C — Ipr).

The fixed assets in the alternatives with leashmlse shown on the balance-sheet of the lessor; a
for the lessee — Compamy; only expenses for CIW and CW are subject to d@atien; hence, the size
of amortization charges will amount to 364.7 thausblS dollars for leasing alternatives.

Leasing payments

Pursuant to the considered scheme, the term dé#iseng contract is 5 years, the size of payments
including advance payment amounts to 1.8 milliondd®ars (excluding VAT).

Payments for use of credit

Tomsk Branch of Promsvyazbafikprovides credits for energy efficiency projectshe Russian
Federation under the Sustainable Energy Financgr&rone developed by the European Bank for
Reconstruction and Development.

Credit conditions are as follows:
— Credit amount shall be up to US$ 6.5 million USlals,
- Interest rate shall be 10 percent annual intedastlpbor (it is 0.393 per cent as of 01.03.2010),

— Commission for the organization of financing shadl 1.5 per cent (in a lump sum by advance
payment),

— Credit period shall be up to 5 years,
- Repayment by semi-annual installments,
- Borrower’s own participation shall be 30 percentha total project.

We consider that within the framework of this altive, the financing of the project is performed
as follows:

— 30 per cent - Equity Capital (2.7 million US dofiar

— 70 per cent - borrowed funds (6.4 million min USlas),

- Interest rate — 10,393 per cent, credit periodyeds.

Thus, the size of annual credit payments will anidaird.9 million US dollars.

162y, 2 Art. 259.3 of the Tax Code of the Russiaddfation

163 Promsvyazbank Branches also operate in SiberiderkeDistrict in the cities of Barnaul, Irkutskptbsibirsk,
Tomsk, and Ulan-Ude.
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Tax outlays

The entities’ activities are subject to taxatiorfakws:
— VAT - at a rate of 18 per cent from the sales vawhgoods and servicé&,
— Profit tax — at a rate of 20 per cent from taxaiyiafit165,

— Property tax of organizations — at a rate of 2.2 ggnt from annual average value of taxable
propertys,

Pursuant to Tomsk Region Law “On provision of addial tax privileges to organizations
performing investment activities in the territorfyToomsk Region” No.30-OZ as of 30 March 2093he
entities performing investment activities shalldd@mpted from tax on property put into operatiodarn
the Investment Project in the amount of 50 per oérihe tax sum. The property tax privilege shal b
granted for the organizations for 5 years.

Thus, during the first 5 years the property tataisen in the calculations as equal to 1.1 per cent.
4.2.3 Generation of Project Incomes

As it has been mentioned above, the generatiomazfmes of Companw is performed for the
account of sales of heat energy to consumers;tivsiregard, two variants are possible:

— For the account of tariff established by the RE&ellaon the 5 per cent return rate of production
activity — (T,

— With addition of investment premium to the foregptariff— (1Pr)

With this regard, in the cases of the model corstdifor the purpose of this study, an assumption
has been made that when forming the tariff by th& plus method it is thevestment component of
the project which is not supposed to be reimbursed, i.e. #reo@ of repayment of the investments and
their yield are outside of the field of interesttbé regulatory bodies. This approach has beegtdudy
the analysis of a series of similar cases; in paldr, the similar situation took place in Kolpashe
municipal entity when implementing the project gp#pment of municipal boiler houses for the use of
natural gas [38]

The size of investment premium for each alternatibas been calculated on the basis that
CompanyA will achieve the rate of return dfquity Capital (IRR) equal to 12 percent for the period of
the project implementation equal to 6 years (selpatf the rate of return and the period is basedhe
average ones for the industry).

4.3 Assessment of Cost-Effectiveness of Alternatives

Assessment of investment effectiveness of the ratemes in question has been performed in
accordance with the “Recommended Practices of Assast of Investment Projects Effectiveness”, basic
principles and provisions of which have been pressewithin the framework of Section 3.1

Project Life Cycle is taken as 8 years (period sdful life of the capital equipment starting form
the moment of construction commencement) for aldiscussed alternatives. Calculation step: 1 year.

164 Art. 164 Ch. 21 of the Tax Code of the RussianeFation. Pursuant to the Temporary Methodologioaid€lines
on defining commercial effectiveness of new maatyiria OAO Gazprom, the project cash flows are aoted excluding
VAT.

165 Art, 284 Ch. 25 of the Tax Code of the RussianeFeation
166 Art, 380 Ch. 30 of the Tax Code of the RussiangFation
167¢c) 2 Art.3
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The discount rate is taken as equal to 5 percent.

The calculation of the project cost-effectiveneas heen conducted based on the assumption tha
prices (as well as expenses and incomes) do nagehduring the entire Project Life Cycle, all paaae
nominated in US dollars and indicated excluding VAT

Generated cash flows with respect to the alteraatand results of made calculations are provided
below.
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Table 4.4 Generation of Project Cash Flows, Alterni@ve 1 EC T (Ownership - Equity Capital)

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years
I | INPUT DATA
a | Capital investments (min US dollars) including: 9,2 9,2
- Acquisition of equipment, min US dollars 7,5
- CIW and CW, min US dollars 1,7
b Production output and sales volume
Production output, ths Gcal 870,0 30,0 120,0 120,0 120,0 120,0 120,0 120,0 120,0
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0
Tariff for heat energy (excluding VAT), US dolla&al 53,0 53,0 53,0 53,0 53,0 53,0 53,0 53,( 53,p
- Tariff 53,0
- IPr 0,0
Proceeds from heat sales, min US dollars 38,4 1,3 5,3 5,3 5,3 5,3 5,3 5,3 5,3
¢ | Annual operational costs, min US dollars 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Natural gas supply volumes, min m3 124,7 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17.,p
Power consumption, MWh 17826 | 614,7 2458,8| 2458, 2458, 24588 2458,8 2458,8 8,84b
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs, min WHads 15 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
- Other shop costs, including water for technolabieeds, min US 1,2 0,0 0,2 0,2 0,2 0,2 0,2 0,2 0,2
dollars
- General business expenses (% from technologkperses), min US | 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
dollars
- Taxes as a part of cost (property tax), min Ukad® 2,2% 0,4 0,09 0,08 0,06 0,05 0,04 0,04 0,01
- Lease payments, min US dollars
- Leasing payments, min US dollars
d Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 9,2 9,2 9,2 9,2 9,2 9,2 9,2 9,2
- Depreciation, min US dollars 14,3% 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
- Residual value, min US dollars 8,8 7,5 6,2 4,9 3,6 2,3 1,0 0,0
Il | PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars
Proceeds 38,4 1,3 53 53 53 53 53 53 53



Current cost including taxes as a part of cost 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Amortization charges 14,3% 9,2 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
COST 36,0 1,2 50 50 50 50 50 50 4,6
PRETAX PROFIT 2,5 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,7
Profit tax 20% 0,5 0,0 0,1 0,1 0,1 0,1 0,1 0,1 0,1
NET PROFIT 2,0 0,1 0,2 0,2 0,2 0,2 0,3 0,2 0,5
Operating activity, min US dollars

Sales proceeds 38,4 1,3 53 53 53 53 5,3 53 53
TOTAL INFLOW 38,4 1,3 53 53 53 53 53 53 53
Current cost including taxes as a part of cosluding: 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Taxes 0,5 0,0 0,1 0,1 0,1 0,1 0,1 0,1 0,1
TOTAL OUTFLOW 27,3 0,9 3,8 3,8 3,8 3,8 3,7 3,7 3,8
CASH FLOW from operating activity 11,1 0,4 15 15 15 15 1,6 1,6 15
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 9,8 9,3 0,5 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 9,2 9,2

- Working capital gain 0,7 0,2 0,5 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -9,8 -9,3 -0,5 0,0 0,0 0,0 0,0 0,0 0,0
PROJECT CASH FLOW 2,0 -8,9 1,0 15 15 15 1,6 1,6 2,2
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -8,9 1,0 15 15 15 1,6 1,6 2,2
Cumulative cash flow, NI, min US dollars 2,0 -8,9 -7,9 -6,4 -4,8 -3,3 -1,7 -0,2 2,0
Non-discounted payback period , years 8

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -8,9 1,0 14 1,3 1,3 1,2 1,2 15
Discounted cash flow n.i. -8,9 -8,0 -6,6 -5,2 -4,0 -2,8 -1,6 -0,1
Integral effect, NPV, min US dollars -0,05

Discounted payback period , years >8

Internal Rate of Return (IRR) 4,9%
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Table 4.5 Generation of Project Cash Flows, Alterni@ave 1 EC IPr (Ownership - Equity Capital - Investment Premium)

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years
| | INPUT DATA
a | Capital investments (min US dollars) including: 9,2 9,2
- Acquisition of equipment, min US dollars 7,5
- CIW and CW, min US dollars 1,7
b | Production output and sales volume
Production output , ths Geal 870,0 30,0 120,0 120,0 120,0 120,(¢ 120,0 120,0 120,0
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,( 100,0 100,0 100,0
Tariff for heat energy (excluding VAT), US dolla&al 62,0 62,0 62,0 62,0 62,0 62,0 62,0 62,( 62,p
- Tariff 53,0
- IPr 9,0
Proceeds from heat sales, min US dollars 45,0 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2
¢ | Annual operational costs, min US dollars 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Natural gas supply volumes, million m3 1247 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17.,p
Power consumption, MWh 17826 | 614,7 2458,8| 2458,8 2458, 24588 2458,8 2458,8 8,84b
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs , mindéfars 15 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
- Other shop costs, including water for technolabieeds, min US 1,2 0,0 0,2 0,2 0,2 0,2 0,2 0,2 0,2
dollars
- General business expenses (% from technologkedreses), min US | 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
dollars
- Taxes as a part of cost(property tax), min USads| 2,2% 0,4 0,09 0,08 0,06 0,05 0,04 0,04 0,01
- Lease payments, min US dollars
- Leasing payments, min US dollars
d | Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 9,2 9,2 9,2 9,2 9,2 9,2 9,2 9,2
- Depreciation, min US dollars 14,3% 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
- Residual value, min US dollars 8,8 7,5 6,2 49 3,6 2,3 1,0 0,0
I |PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars
Proceeds 45,0 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2




Current cost including taxes as a part of cost 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Amortization charges 14,3% 9,2 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
COST 36,0 1,2 50 50 50 50 50 50 4,6
PRETAX PROFIT 9,0 0,3 1,2 1,2 1,2 1,2 1,2 1,2 1,6
Profit tax 20% 1,8 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,3
NET PROFIT 7,2 0,3 0,9 0,9 0,9 1,0 1,0 1,0 1,3
Operating activity, min US dollars

Sales proceeds 45,0 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2
TOTAL INFLOW 45,0 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2
Current cost including taxes as a part of costluding: 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Taxes 1,8 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,3
TOTAL OUTFLOW 28,6 1,0 4,0 4,0 3,9 3,9 3,9 3,9 4,0
CASH FLOW from operating activity 16,4 0,6 2,2 2,2 2,3 2,3 2,3 2,3 2,2
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 9,9 9,3 0,6 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 9,2 9,2

- Working capital gain 0,8 0,2 0,6 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -9,9 -9,3 -0,6 0,0 0,0 0,0 0,0 0,0 0,0
PROJECT CASH FLOW 7,2 -8,8 1,7 2,2 2,3 2,3 2,3 2,3 3,0
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -8,8 1,7 2,2 2,3 2,3 2,3 2,3 3,0
Cumulative cash flow, NI, min US dollars 7,2 -8,8 -7,1 -4,9 -2,6 -0,3 1,9 4,2 7,2
Non-discounted payback period, years 6

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -8,8 1,6 2,0 1,9 1,9 1,8 1,7 2,1
Discounted cash flow n.i. -8,8 -7,2 -5,2 -3,2 -1,3 0,4 2,1 4,3
Integral effect, NPV, min US dollars 4,28

Discounted payback period, years 6

Internal Rate of Return (IRR) 16,4%
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Table 4.6 Generation of Project Cash Flows, Alternave 1 C T (Ownership - Credit)

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years

| | INPUT DATA

a | Capital investments (min US dollars) including: 9,2 9,2
- Acquisition of equipment, min US dollars 7,5
- CIW and CW, min US dollars 1,7

b | Production output and sales volume
Production output , ths Geal 870,0 30,0 120,0 120,0 120,0 120,0 120/0 12Q,0 120,0
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,0 100J0 10Q0,0 100,0
Tariff for heat energy (excluding VAT), US dolla&¢al 58,0 58,0 58,0 58,0 58,0 58,0 58,0 58,0 580
- Tariff 58,0
- IPr 0,0 0,0
Proceeds from heat sales, min US dollars 42,0 1,4 5,8 5,8 5,8 5,8 5,8 5,8 5,8

¢ | Annual operational costs, min US dollars 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Natural gas supply volumes, min m3 1247 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17p
Power consumption, MWh 17826 | 614,7 | 2458,8| 2458,8 2458, 2458,8 2458,8 2458,8 8,84b
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs , mindé#ars 15 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
- Other shop costs, including water for technolabieeds, min US dollars 1,2 0,04 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- General business expenses(% from technologigedreses), min US dollars 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
- Taxes as a part of cost(property tax), min USadsl 2,2% 0,4 0,09 0,08 0,06 0,05 0,04 0,04 0,01
- Lease payments, min US dollars
- Leasing payments, min US dollars

d | Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 9,2 9,2 9,2 9,2 9,2 9,2 9,2 9,2
- Depreciation, min US dollars 14,3% 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
- Residual value, min US dollars 8,8 7,5 6,2 4,9 3,6 2,3 1,0 0,0

Il | PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars
Proceeds 42,0 1,4 5,8 5,8 5,8 5,8 5,8 5,8 5,8
Current cost including taxes as a part of cost 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Amortization charges 14,3% 9,2 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
COST 36,0 1,2 50 50 50 50 50 50 4,6
Interest on credit 2,4 0,0 0,7 0,6 0,5 0,3 0,2 0,0 0,0
PRETAX PROFIT 3,7 0,2 0,0 0,1 0,3 0,4 0,6 0,8 1,2
Profit tax 20% 0,7 0,0 0,0 0,0 0,1 0,1 0,1 0,2 0,2



NET PROFIT 2,9 0,2 0,00 0,1 0,2 0,4 0,5 0,6 0,9
Operating activity, min US dollars

Sales proceeds 42,0 1,4 5,8 5,8 5,8 5,8 5,8 5,8 5,8
TOTAL INFLOW 42,0 1.4 5,8 58 5,8 5,8 5,8 5,8 5,8
Current cost including taxes as a part of costluding: 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Taxes 0,7 0,0 0,0 0,0 0,1 0,1 0,1 0,2 0,2
TOTAL OUTFLOW 27,5 1,0 3,7 3,8 3,8 3,8 3,8 3,8 3,9
CASH FLOW from operating activity 14,5 0,5 2,1 2,0 2,0 2,0 2,0 1,9 1,9
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 9,9 9,3 0,5 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 9,2 9,2

- Working capital gain 0,7 0,2 0,5 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -9,9 -9,3 -0,5 0,0 0,0 0,0 0,0 0,0 0,0
Financial activity, min US dollars

Share capital 30% 2,7 2,7

Credit

- Credits received 70% 6,4 6,4

- Repayment of credit and interest 5 -9,6 0,0 -1,9 -1,9 -1,9 -1,9 -1,9

Credit amount (closing debt) 7,2 6,0 4,7 3,3 1,7 0,0

Interest

- accrued 10,4% 0,7 0,7 0,6 0,5 0,3 0,2

- commission 1,5% 0,1

- capitalized 0,8

- paid 0,0 0,7 0,6 0,5 0,3 0,2

CASH FLOW from financial activity 9,2 -1,9 -1,9 -1,9 -1,9 -1,9 0,0 0,0
PROJECT CASH FLOW 2,2 -2,4 -0,4 0,1 0,1 0,1 0,1 1,9 2,6
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -2,4 -0,4 0,1 0,1 0,1 0,1 19 2,6
Cumulative cash flow, NI, min US dollars 2,2 -2,4 -2,8 -2,7 -2,6 -2,5 -2,4 -0,4 2,2
Non-discounted payback period , years 8,0

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -2,4 -0,4 0,1 0,1 0,1 0,1 15 1,9
Discounted cash flow n.i. -2,4 -2,8 -2,7 -2,6 -2,5 -2,4 -1,0 0,9
Integral effect, NPV, min US dollars 0,9

Discounted payback period, years 8,0

Internal Rate of Return (IRR) 9,8%
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Table 4.7 Generation of Project Cash Flows, Altern@ave 1 C_IPr (Ownership - Credit - Investment Premum)

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years

I | INPUT DATA

a | Capital investments (min US dollars) including: 9,2 9,2
- Acquisition of equipment, min US dollars 7,5
- CIW and CW, min US dollars 1,7

b | Production output and sales volume
Production output , ths Gcal 870,0 30,0 120,0 120,0 120,0 120,0 1200 12Q0,0 120,0
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,0 100J0 10Q0,0 100,0
Tariff for heat energy (excluding VAT), US dolla@xal 62,4 62,4 62,4 62,4 62,4 62,4 62,4 62,4 624
- Tariff 58,0
- IPr 4.4 0,0
Proceeds from heat sales, min US dollars 45,2 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2

¢ | Annual operational costs, min US dollars 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Natural gas supply volumes, million m3 1247 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17p
Power consumption, MWh 17826 | 614,7 | 2458,8| 2458,8 2458, 2458,8 2458,8 2458,8 8,34b
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs , mindéHars 15 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
- Other shop costs, including water for technolabieeds, min US dollars 1,2 0,04 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- General business expenses(% from technologigedreses), min US dollars 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
- Taxes as a part of cost(property tax), min USads| 2,2% 0,4 0,09 0,08 0,06 0,05 0,04 0,04 0,01
- Lease payments, min US dollars
- Leasing payments, min US dollars

d | Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 9,2 9,2 9,2 9,2 9,2 9,2 9,2 9,2
- Depreciation, min US dollars 14,3% 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
- Residual value, min US dollars 8,8 7,5 6,2 4,9 3,6 2,3 1,0 0,0

Il |PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars
Proceeds 45,2 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2
Current cost including taxes as a part of cost 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Amortization charges 14,3% 9,2 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
COST 36,0 1,2 50 50 50 50 50 50 4,6
Interest on credit 2,4 0,0 0,7 0,6 0,5 0,3 0,2 0,0 0,0
PRETAX PROFIT 6,9 0,3 0,4 0,6 0,7 0,9 1,1 1,2 1,6
Profit tax 20% 1,4 0,1 0,1 0,1 0,1 0,2 0,2 0,2 0,3



NET PROFIT 55 0,3 0,36 0,5 0,6 0,7 0,9 1,0 1,3
Operating activity, min US dollars

Sales proceeds 45,2 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2
TOTAL INFLOW 45,2 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2
Current cost including taxes as a part of costluding: 26,8 0,9 3,7 3,7 3,7 3,7 3,7 3,7 3,7
Taxes 1,4 0,1 0,1 0,1 0,1 0,2 0,2 0,2 0,3
TOTAL OUTFLOW 28,2 1,0 3,8 3,8 3.9 3.9 3,9 3,9 4,0
CASH FLOW from operating activity 17,1 0,6 2,4 2,4 2,4 2,4 2,3 2,3 2,3
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 9,9 9,3 0,6 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 9,2 9,2

- Working capital gain 0,8 0,2 0,6 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -9,9 -9,3 -0,6 0,0 0,0 0,0 0,0 0,0 0,0
Financial activity, min US dollars

Share capital 30% 2,7 2,7

Credit

- Credits received 70% 6,4 6,4

- Repayment of credit and interest 5 -9,6 0,0 -1,9 -1,9 -1,9 -1,9 -1,9

Credit amount (closing debt) 7,2 6,0 4.7 3,3 1,7 0,0

Interest

- accrued 10,4% 0,7 0,7 0,6 0,5 0,3 0,2

- commission 1,5% 0,1

- capitalized 0,8

- paid 0,0 0,7 0,6 0,5 0,3 0,2

CASH FLOW from financial activity 9,2 -1,9 -1,9 -1,9 -1,9 -1,9 0,0 0,0
PROJECT CASH FLOW 4,8 -2,4 -0,1 0,5 0,5 0,5 0,4 2,3 3,0
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -2,4 -0,1 0,5 0,5 0,5 0,4 2,3 3,0
Cumulative cash flow, NI, min US dollars 4.8 -2,4 -2,4 -1,9 -1,5 -1,0 -0,6 1,7 4,8
Non-discounted payback period , years 7,0

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -2,4 -0,1 0,4 0,4 0,4 0,3 1,7 2,2
Discounted cash flow n.i. -2,4 -2,4 -2,0 -1,6 -1,2 -0,9 0,9 3,0
Integral effect, NPV, min US dollars 3,0

Discounted payback period, years 7,0

Internal Rate of Return (IRR) 21,9%
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Table 4.8 Generation of Project Cash Flows, Alternigve 1 L T (Ownership - Leasing)

UT 1IN

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years

I [ INPUT DATA

a | Capital investments (min US dollars) including: 1,7 1,7
- Acquisition of equipment, min US dollars
- CIW and CW, min US dollars 1,7

b | Production output and sales volume
Production output , ths Geal 870,0 30,0 120,0 120,0 120,0 120,0 120,0 120,0 12(
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,0 100,0 100,0 10(
Tariff for heat energy (excluding VAT), US dolla&¢al 42,3 42,3 42,3 42,3 42,3 42,3 42,3 42,3 42,
- Tariff 423
- IPr 0,0
Proceeds from heat sales, min US dollars 30,6 11 4,2 4,2 4,2 4,2 4,2 4,2 4,2

¢ | Annual operational costs, min US dollars 37,3 2,7 55 5,5 5,5 54 5,4 3,6 3,6
Natural gas supply volumes, million m3 1247 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17,
Power consumption, MWh 17826 | 6147 2458,8| 2458,8 2458, 24588 2458,8 2458,8 8,24
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs , minddéHars 15 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
- Other shop costs, including water for technolabieeds, min US 1,2 0,0 0,2 0,2 0,2 0,2 0,2 0,2 0,2
dollars
- General business expenses(% from technologigereses), min US | 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
dollars
- Taxes as a part of cost(property tax), min USadsl 2,2% 0,04 0,017 0,013 0,009 0,005 0,001
- Lease payments, min US dollars
- Leasing payments, min US dollars 10,8 1,8 1,8 1,8 1,8 1,8 1,8

d | Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 1,7 1,7 1,7 1,7 1,7 1,7
- Depreciation, min US dollars 21,3% 0,1 0,4 0,4 0,4 0,4 0,2
- Residual value, min US dollars 1,6 1,2 0,9 0,5 0,2 0,0

I |PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars




Proceeds 30,6 11 4,2 4,2 4,2 4,2 4,2 4,2 4,2
Current cost including taxes as a part of cost 37,3 2,7 55 5,5 5,5 54 54 3,6 3,6
Amortization charges 21,3% 1,7 0,1 0,4 0,4 0,4 0,4 0,2 0,0 0,0
COST 39,0 2,8 5,8 58 5,8 5,8 5,6 3,6 3,6
PRETAX PROFIT -8,3 -1,7 -1,6 -1,6 -1,6 -1,6 -1,4 0,6 0,6
Profit tax 20% 0,2 0,0 0,0 0,0 0,0 0,0 0,0 0,1 0,1
NET PROFIT -8,5 -1,7 -1,6 -1,6 -1,6 -1,6 -1,4 0,5 0,5
Operating activity, min US dollars

Sales proceeds 30,6 11 4,2 4,2 4,2 4,2 4,2 4,2 4,2
TOTAL INFLOW 30,6 11 4,2 4,2 4,2 4,2 4,2 4,2 4,2
Current cost including taxes as a part of costuding: 37,3 2,7 55 5,5 5,5 54 54 3,6 3,6
Taxes 0,2 0,0 0,0 0,0 0,0 0,0 0,0 0,1 0,1
TOTAL OUTFLOW 37,5 2,7 55 55 55 54 54 3,8 3,8
CASH FLOW from operating activity -6,9 -1,7 -1,2 -1,2 -1,2 -1,2 -1,2 0,5 0,5
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 2,2 1,8 0,4 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 1,7 1,7

- Working capital gain 0,5 0,1 0,4 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -2,2 -1,8 -0,4 0,0 0,0 0,0 0,0 0,0 0,0
PROJECT CASH FLOW -8,5 -3,5 -1,6 -1,2 -1,2 -1,2 -1,2 0,5 1,0
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -3,5 -1,6 -1,2 -1,2 -1,2 -1,2 0,5 1,0
Cumulative cash flow, NI, min US dollars -8,5 -3,5 5,1 -6,3 -7,6 -8,8 -10,0 -9,5 -8,5
Non-discounted payback period , years >8

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -3,5 -1,6 -1,1 -1,1 -1,0 -1,0 0,3 0,7
Discounted cash flow n.i. -3,5 -5,0 -6,1 -7,2 -8,2 -9,2 -8,8 -8,1
Integral effect, NPV, min US dollars -8,1

Discounted payback period, years >8

Internal Rate of Return (IRR)
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Table 4.9 Generation of Project Cash Flows, Altern@ave 1 L IPr (Ownership - Leasing - Investment Prenum)

\"A A~}

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years

I | INPUT DATA

a | Capital investments (min US dollars) including: 1,7 1,7
- Acquisition of equipment, min US dollars
- CIW and CW, min US dollars 1,7

b | Production output and sales volume
Production output , ths Geal 870,0 30,0 120,0 120,0 120,0 120,(¢ 120,0 120,0 12(
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,( 100,0 100,0 10(
Tariff for heat energy (excluding VAT), US dolla&¢al 62,4 62,4 62,4 62,4 62,4 62,4 62,4 62,4 62,
- Tariff 42,3
- IPr 20,1
Proceeds from heat sales, min US dollars 45,3 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2

¢ | Annual operational costs, min US dollars 37,3 2,7 55 5,5 55 5,4 5,4 3,6 3,6
Natural gas supply volumes, min m3 1247 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17,
Power consumption, MWh 17826 | 614,7 2458,8| 2458,8 2458, 24588 2458,8 2458,8 8,34
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs , minddéHars 15 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
- Other shop costs, including water for technolapieeds, min US 12 0,0 0,2 0,2 0.2 0,2 0,2 0.2 0.2
dollars
- General business expenses(% from technologigedreses), min US | 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
dollars
- Taxes as a part of cost(property tax), min USadsl 2,2% 0,0 0,017 0,013 0,009 0,005 0,001
- Lease payments, min US dollars
- Leasing payments, min US dollars 10,8 1,8 1,8 1,8 1,8 1,8 1,8

d | Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 1,7 1,7 1,7 1,7 1,7 1,7
- Depreciation, min US dollars 21,3% 0,1 0,4 0,4 0,4 0,4 0,2
- Residual value, min US dollars 1,6 1,2 0,9 0,5 0,2 0,0

Il |PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars




Proceeds 45,3 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2
Current cost including taxes as a part of cost 37,3 2,7 55 5,5 55 5,4 5,4 3,6 3,6
Amortization charges 21,3% 1,7 0,1 0,4 0,4 0,4 0,4 0,2 0,0 0,0
COST 39,0 2,8 5,8 5,8 5,8 5,8 5,6 3,6 3,6
PRETAX PROFIT 6,3 -1,2 0,4 0,4 0,4 0,4 0,6 2,6 2,6
Profit tax 20% 1,5 0,0 0,1 0,1 0,1 0,1 0,1 0,5 0,5
NET PROFIT 4.8 -1,2 0,3 0,3 0,3 0,3 0,5 2,1 2,1
Operating activity, min US dollars

Sales proceeds 45,3 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2
TOTAL INFLOW 45,3 1,6 6,2 6,2 6,2 6,2 6,2 6,2 6,2
Current cost including taxes as a part of costluding: 37,3 2,7 55 5,5 55 5,4 5,4 3,6 3,6
Taxes 15 0,0 0,1 0,1 0,1 0,1 0,1 0,5 0,5
TOTAL OUTFLOW 38,8 2,7 55 55 55 55 5,6 4,2 4,2
CASH FLOW from operating activity 6,5 -1,1 0,7 0,7 0,7 0,7 0,7 2,1 2,1
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 2,5 1,9 0,6 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 1,7 1,7

- Working capital gain 0,8 0,2 0,6 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -2,5 -1,9 -0,6 0,0 0,0 0,0 0,0 0,0 0,0
PROJECT CASH FLOW 4,8 -3,0 0,1 0,7 0,7 0,7 0,7 2,1 2,9
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -3,0 0,1 0,7 0,7 0,7 0,7 2,1 2,9
Cumulative cash flow, NI, min US dollars 4.8 -3,0 -2,9 -2,2 -1,5 -0,8 -0,2 1,9 4,8
Non-discounted payback period , years 7,0

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -3,0 0,1 0,6 0,6 0,6 0,5 1,6 2,0
Discounted cash flow n.i. -3,0 -2,9 -2,3 -1,7 -1,1 -0,6 1,0 3,0
Integral effect, NPV, min US dollars 3,0

Discounted payback period , years 7,0

Internal Rate of Return (IRR) 20,4%
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Table 4.10 Generation of Project Cash Flows, Alterative 2 EC T (Lease Agreement - Equity Capital)

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years
|| INPUT DATA
a | Capital investments (min US dollars) including: 9,2 9,2
- Acquisition of equipment, min US dollars 7,5
- CIW and CW, min US dollars 1,7
b | Production output and sales volume
Production output , ths Geal 870,0 30,0 120,0 120,0 120,0 120,(¢ 120,0 120,0 12$,
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,(¢ 100,0 100,0 100,
Tariff for heat energy (excluding VAT), US dolla&al 54,7 54,7 54,7 54,7 54,7 54,7 54,7 54,7 54,
- Tariff 54,7
- IPr 0,0
Proceeds from heat sales, min US dollars 39,7 1,4 55 55 55 55 55 55 55
¢ | Annual operational costs, min US dollars 28,1 11 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Natural gas supply volumes, million m3 1247 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17.,p
Power consumption, MWh 17826 | 614,7 2458,8| 2458,8 2458, 24588 2458,8 2458,8 8,384p
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs, min WHads 15 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
- Other shop costs, including water for technolabreeds, min US 12 0,04 0,2 0,2 0,2 0.2 0.2 0,2 0.2
dollars
- General business expenses(% from technologigareses), min US 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
dollars
- Taxes as a part of cost (property tax), min Ukad® 2,2% 0,4 0,09 0,08 0,06 0,05 0,04 0,04 0,01
- Lease payments, min US dollars 0,2 1,3 0,2 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Leasing payments, min US dollars
d | Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 9,2 9,2 9,2 9,2 9,2 9,2 9,2 9,2
- Depreciation, min US dollars 14,3% 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
- Residual value, min US dollars 8,8 7,5 6,2 4,9 3,6 2,3 1,0 0,0
I | PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars




Proceeds 39,7 14 55 55 55 55 55 55 55
Current cost including taxes as a part of cost 28,1 11 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Amortization charges 14,3% 9,2 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
COST 37,3 1.4 5,2 5,2 5,2 5,2 5,2 5,2 4,8
PRETAX PROFIT 2,4 0,0 0,3 0,3 0,3 0,3 0,3 0,3 0,7
Profit tax 20% 0,5 0,0 0,1 0,1 0,1 0,1 0,1 0,1 0,1
NET PROFIT 1,9 0,0 0,2 0,2 0,2 0,2 0,3 0,3 0,5
Operating activity, min US dollars

Sales proceeds 39,7 1,4 55 55 55 55 55 55 55
TOTAL INFLOW 39,7 14 55 55 55 55 55 55 55
Current cost including taxes as a part of castluding: 28,1 11 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Taxes 0,5 0,0 0,1 0,1 0,1 0,1 0,1 0,1 0,1
TOTAL OUTFLOW 28,6 11 4,0 3,9 3,9 3,9 3,9 3,9 4,0
CASH FLOW from operating activity 111 0,3 15 15 15 1,6 1,6 1,6 1,5
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 9,8 9,3 0,5 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 9,2 9,2

- Working capital gain 0,7 0,2 0,5 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -9,8 -9,3 -0,5 0,0 0,0 0,0 0,0 0,0 0,0
PROJECT CASH FLOW 1,9 -9,0 1,0 15 15 1,6 1,6 1,6 2,2
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -9,0 1,0 1,5 1,5 1,6 1,6 1,6 2,2
Cumulative cash flow, NI, min US dollars 1,9 -9,0 -8,0 -6,5 -5,0 -3,4 -1,8 -0,3 1,9
Non-discounted payback period , years 8,0

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -9,0 1,0 1,4 1,3 1,3 1,2 1,2 1,6
Discounted cash flow n.i. -9,0 -8,1 -6,7 -5,4 -4,1 -2,8 -1,7 -0,1
Integral effect, NPV, min US dollars -0,12

Discounted payback period, years >8

Internal Rate of Return (IRR) 4,7%
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Table 4.11 Generation of Project Cash Flows, Altertive 2 EC _IPr (Lease Agreement -Equity Capital -lvestment Premium)

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years
I | INPUT DATA
a | Capital investments (min US dollars) including: 9,2 9,2
- Acquisition of equipment, min US dollars 7,5
- CIW and CW, mIn US dollars 1,7
b | Production output and sales volume
Production output, ths Gcal 870,0 30,0 120,0 120,0 120,0 120,(¢ 120,0 120,0 120,0
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,( 100,0 100,0 100,0
Tariff for heat energy (excluding VAT), US dolla@al 64,0 64,0 64,0 64,0 64,0 64,0 64,0 64,( 64.,p
- Tariff 54,7
- 1Pr 9,3
Proceeds from heat sales, min US dollars 46,4 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
¢ | Annual operational costs, min US dollars 28,1 1,1 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Natural gas supply volumes, million m3 124,7 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17.,p
Power consumption, MWh 17826 | 614,7 2458,8| 2458, 2458, 2458/8 2458,8 2458,8 8,84%
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs, min WW8ats 1,5 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
;jO”ther shop costs, including water for technolabieeds, min US 1,2 0,04 0,2 0,2 0,2 0,2 0,2 0,2 0,2
ollars
. 0 .
;jc()slgr:gral business expenses (% from technologipareses), min US 11.9% 31 01 0.4 0.4 0.4 0.4 0.4 0.4 0.4
- Taxes as a part of cost(property tax), min USads| 2 2% 0.4 0,09 0,08 0.06 0.05 0,04 0.04 0.0
- Lease payments, min US dollars 0,2 1,3 0,2 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Leasing payments, min US dollars
d | Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 9,2 9,2 9,2 9,2 9,2 9,2 9,2 9,2
- Depreciation, min US dollars 14,3% 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
- Residual value, min US dollars 8,8 7.5 6,2 49 3,6 2,3 1,0 0,0
Il |PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars



Proceeds 46,4 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
Current cost including taxes as a part of cost 28,1 11 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Amortization charges 14,3% 9,2 0,3 1.3 1.3 1.3 1,3 1,3 1.3 1,0
COST 37,3 14 52 5,2 52 5,2 5,2 52 4,8
PRETAX PROFIT 9,1 0,2 1.2 1,2 1,2 1,2 1,2 1,2 1,6
Profit tax 20% 1,8 0,0 0,2 0,2 0,2 0,2 0,2 0,2 0,3
NET PROFIT 7,3 0,2 1,0 1,0 1,0 1,0 1,0 1,0 1,3
Operating activity, min US dollars

Sales proceeds 46,4 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
TOTAL INFLOW 46,4 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
Current cost including taxes as a part of costuiting: 28 1 11 3.9 3.9 3.9 3.9 3.8 38 38
Taxes 1,8 0,0 0,2 0,2 0,2 0,2 0,2 0,2 0,3
TOTAL OUTFLOW 29,9 1,1 4,1 4,1 4,1 4,1 4,1 4,1 4,1
CASH FLOW from operating activity 16,5 0,5 2,3 2,3 2,3 2,3 2,3 2,3 2,3
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 10,0 9,4 0,6 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 9,2 9,2

- Working capital gain 0,8 0,2 0,6 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity 10,0 9.4 06 0.0 0.0 0.0 0.0 0.0 0.0
PROJECT CASH FLOW 7,3 -8,9 1,7 2,3 2,3 2,3 2,3 2,3 3,1
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -8,9 1,7 2,3 2,3 2,3 2,3 2,3 31
Cumulative cash flow, NI, min US dollars 7,3 -8,9 7,2 -4,9 -2,6 -0,4 2,0 4,3 7,3
Non-discounted payback period, years 6,0

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -8,9 1,6 2,1 2,0 1,9 1,8 1,7 2,2
Discounted cash flow n.i. -8,9 -7,3 -5,2 -3,3 -1,4 0,4 2,2 4,3
Integral effect, NPV, min US dollars 4,3

Discounted payback period, years 6,0

Internal Rate of Return (IRR) 16,4%
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Table 4.12 Generation of Project Cash Flows, Alterative 2 C_T (Lease Agreement - Credit)

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years

I | INPUT DATA

a | Capital investments (min US dollars) including: 9,2 9,2
- Acquisition of equipment, min US dollars 7,5
- CIW and CW, min US dollars 1,7

b | Production output and sales volume
Production output , ths Geal 870,0 30,0 120,0 120,0 120,0 120,0 120/0 12Q,0 120,0
Sales volume, ths Gcal 725,0 | 25,0 100,0 100,0 100,0 100,0 100J0 10Q0,0 100,0
Tariff for heat energy (excluding VAT), US dollaBzal 59,7 59,7 59,7 59,7 59,7 59,7 59,7 59,7 597
- Tariff 59,7
- IPr 0,0
Proceeds from heat sales, min US dollars 43,3 1,5 6,0 6,0 6,0 6,0 6,0 6,0 6,0

¢ | Annual operational costs, min US dollars 281 1.1 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Natural gas supply volumes, min m3 1247 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17p
Power consumption, MWh 17826 | 614,7 | 2458,8| 2458,8 2458, 2458,8 2458,8 2458,8 8,84b
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs , mindéHars 15 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
- Other shop costs, including water for technolabieeds, min US dollars 1,2 0,0 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- General business expenses (% from technologipedreses), min US dollars 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
- Taxes as a part of cost(property tax), min USadsl 2,2% 0,4 0,09 0,08 0,06 0,05 0,04 0,04 0,01
- Lease payments, min US dollars 0,2 1,3 0,2 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Leasing payments, min US dollars

d | Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 9,2 9,2 9,2 9,2 9,2 9,2 9,2 9,2
- Depreciation, min US dollars 14,3% 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
- Residual value, min US dollars 8,8 7,5 6,2 49 3,6 2,3 1,0 0,0

Il |PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars
Proceeds 43,3 15 6,0 6,0 6,0 6,0 6,0 6,0 6,0
Current cost including taxes as a part of cost 28,1 11 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Amortization charges 14,3% 9,2 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
COST 37,3 1,4 5,2 5,2 5,2 5,2 5,2 5,2 4,8
Interest on credit 2,4 0,0 0,7 0,6 0,5 0,3 0,2 0,0 0,0
PRETAX PROFIT 3,6 0,1 0,0 0,1 0,3 0,5 0,6 0,8 1,2
Profit tax 20% 0,7 0,0 0,0 0,0 0,1 0,1 0,1 0,2 0,2



NET PROFIT 2,9 0,1 0,0 0,1 0,2 0,4 0,5 0,6 0,9
Operating activity, min US dollars

Sales proceeds 43,3 1,5 6,0 6,0 6,0 6,0 6,0 6,0 6,0
TOTAL INFLOW 43,3 15 6,0 6,0 6,0 6,0 6,0 6,0 6,0
Current cost including taxes as a part of castluding: 28,1 11 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Taxes 0,7 0,0 0,0 0,0 0,1 0,1 0,1 0,2 0,2
TOTAL OUTFLOW 28,8 11 3.9 3,9 3.9 3.9 4,0 4,0 4,1
CASH FLOW from operating activity 14,4 0,4 2,1 2,1 2,0 2,0 2,0 2,0 19
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 9,9 9,3 0,6 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 9,2 9,2

- Working capital gain 0,7 0,2 0,6 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -9,9 -9,3 -0,6 0,0 0,0 0,0 0,0 0,0 0,0
Financial activity, min US dollars

Share capital 30% 2,7 2,7

Credit

- Credits received 70% 6,4 6,4

- Repayment of credit and interest 5 -9,6 0,0 -1,9 -1,9 -1,9 -1,9 -1,9

Credit amount (closing debt) 7,2 6,0 4,7 3,3 1,7 0,0

Interest

- accrued 10,4% 0,7 0,7 0,6 0,5 0,3 0,2

- commission 1,5% 0,1

- capitalized 0,8

- paid 0,0 0,7 0,6 0,5 0,3 0,2

CASH FLOW from financial activity -0,4 9,2 -1,9 -1,9 -1,9 -1,9 -1,9

PROJECT CASH FLOW 2,1 -2,5 -0,4 0,1 0,1 0,1 0,1 2,0 2,7
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -2,5 -0,4 0,1 0,1 0,1 0,1 2,0 2,7
Cumulative cash flow, NI, min US dollars 2,1 -2,5 -2,9 -2,8 -2,7 -2,6 -2,5 -0,5 2,1
Non-discounted payback period, years 8,0

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -2,5 -0,4 0,1 0,1 0,1 0,1 15 1,9
Discounted cash flow n.i. -2,5 -2,9 -2,8 -2,7 -2,6 -2,5 -1,1 0,8
Integral effect, NPV, min US dollars 0,8

Discounted payback period, years 8,0

Internal Rate of Return (IRR) 9,4%
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Table 4.13 Generation of Project Cash Flows, Alterative 2 C_IPr (Lease Agreement — Credit - InvestmearPremium)

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years
I | INPUT DATA
a | Capital investments (min US dollars) including: 9,2 9,2
- Acquisition of equipment, min US dollars 7,5
- CIW and CW, min US dollars 1,7
b | Production output and sales volume
Production output , ths Geal 870,0 30,0 120,0 120,0 120,0 120,0 120/0 12Q,0 120,0
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,0 100J0 10Q0,0 100,0
Tariff for heat energy (excluding VAT), US dolla&zal 64,4 64,4 64,4 64,4 64,4 64,4 64,4 64,4 644
- Tariff 59,7
- IPr 4,7
Proceeds from heat sales, min US dollars 46,7 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
¢ | Annual operational costs, min US dollars 28,1 11 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Natural gas supply volumes, million m3 124,7 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17,p
Power consumption, MWh 17826 | 614,7 | 2458,8) 2458,8 2458, 2458,8 2458,8 2458,8 8,34b
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs, min W8als 15 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
1,2 0,0 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Other shop costs, including water for technolabieeds, min US dollars
- General business expenses (% from technologipedreses), min US dollars 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
- Taxes as a part of cost(property tax), min USadsl 2,2% 0,4 0,09 0,08 0,06 0,05 0,04 0,04 0,01
- Lease payments, min US dollars 0,2 1,3 0,2 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Leasing payments, min US dollars
d | Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 9,2 9,2 9,2 9,2 9,2 9,2 9,2 9,2
- Depreciation, min US dollars 14,3% 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
- Residual value, min US dollars 8,8 7,5 6,2 49 3,6 2,3 1,0 0,0
Il |PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars
Proceeds 46,7 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
Current cost including taxes as a part of cost 28,1 11 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Amortization charges 14,3% 9,2 0,3 1,3 1,3 1,3 1,3 1,3 1,3 1,0
COST 37,3 1.4 5,2 5,2 5,2 5,2 5,2 5,2 4,8
Interest on credit 2.4 0,0 0,7 0,6 0,5 0,3 0,2 0,0 0,0
PRETAX PROFIT 7,0 0,2 0,5 0,6 0,8 0,9 1,1 1,3 1,6
Profit tax 20% 1,4 0,0 0,1 0,1 0,2 0,2 0,2 0,3 0,3



NET PROFIT 5,6 0,2 0,4 0,5 0,6 0,7 0,9 1,0 1,3
Operating activity, min US dollars

Sales proceeds 46,7 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
TOTAL INFLOW 46,7 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
Current cost including taxes as a part of costuding: 28,1 11 3,9 3,9 3,9 3,9 3,8 3,8 3,8
Taxes 1,4 0,0 0,1 0,1 0,2 0,2 0,2 0,3 0,3
TOTAL OUTFLOW 29,5 11 4,0 4,0 4,0 4,0 4,1 4,1 4,1
CASH FLOW from operating activity 17,2 0,5 2,4 2,4 2,4 2,4 2,4 2,3 2,3
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 10,0 9,4 0,6 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 9,2 9,2

- Working capital gain 0,8 0,2 0,6 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -10,0 9,4 -0,6 0,0 0,0 0,0 0,0 0,0 0,0
Financial activity, min US dollars

Share capital 30% 2,7 2,7

Credit

- Credits received 70% 6,4 6,4

- Repayment of credit and interest 5 -9,6 0,0 -1,9 -1,9 -1,9 -1,9 -1,9

Credit amount (closing debt) 7,2 6,0 4,7 3,3 1,7 0,0

Interest

- accrued 10,4% 0,7 0,7 0,6 0,5 0,3 0,2

- commission 1,5% 0,1

- capitalized 0,8

- paid 0,0 0,7 0,6 0,5 0,3 0,2

CASH FLOW from financial activity -0,4 9,2 -1,9 -1,9 -1,9 -1,9 -1,9

PROJECT CASH FLOW 4,9 -2,5 -0,1 0,5 0,5 0,5 0,5 2,3 3,1
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -2,5 -0,1 0,5 0,5 0,5 0,5 2,3 3,1
Cumulative cash flow, NI, min US dollars 4.9 -2,5 -2,5 -2,0 -1,5 -1,0 -0,6 1,8 4,9
Non-discounted payback period, years 7,0

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -2,5 -0,1 0,5 0,4 0,4 0,4 1,7 2,2
Discounted cash flow n.i. -2,5 -2,5 -2,1 -1,6 -1,2 -0,9 0,9 3,1
Integral effect, NPV, min US dollars 3,1

Discounted payback period, years 7,0

Internal Rate of Return (IRR) 21,8%
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Table 4.14 Generation of Project Cash Flows, Altertive 2 L T (Lease A

greement - Leasing

Total
Ne INDICATORS for 8 1 2 3 4 5 6 7 8
years

|| INPUT DATA

a | Capital investments (min US dollars) including: 1,7 1,7
- Acquisition of equipment, min US dollars
- CIW and CW, min US dollars 1,7

b | Production output and sales volume
Production output, ths Gcal 870,0 30,0 120,0 120,0 120,0 120,0 120,0 120,0 12£,
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,0 100,0 100,0 100,
Tariff for heat energy (excluding VAT), US dolla&al 43,8 43,8 43,8 43,8 43,8 43,8 43,8 43,8 43,8
- Tariff 43,8
- IPr 0,0
Proceeds from heat sales, min US dollars 31,8 11 4.4 4,4 4.4 4,4 4.4 4,4 4,4

¢ | Annual operational costs, min US dollars 38,6 29 5,6 5,6 5,6 5,6 5,6 3,8 3,8
Natural gas supply volumes, min m3 124,7 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17.,p
Power consumption, MWh 17826 | 614,7 2458,8| 2458,8 2458, 24588 2458,8 2458,8 8,34p
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs, min WHads 15 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
- Other shop costs, including water for technolabieeds, min US 1,2 0,04 0,2 0,2 0,2 0,2 0,2 0,2 0,2
dollars
- General business expenses(% from technologigareses), min US 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
dollars
- Taxes as a part of cost(property tax), min USads| 2,2% 0,04 0,017 0,013 0,009 0,005 0,001
- Lease payments, min US dollars 0,2 1,3 0,2 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Leasing payments, min US dollars 10,8 1,8 1,8 1,8 1,8 1,8 1,8

d | Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 1,7 1,7 1,7 1,7 1,7 1,7
- Depreciation, min US dollars 21, 0,1 0,4 0,4 0,4 0,4 0,2
- Residual value, min US dollars 1,6 1,2 0,9 0,5 0,2 0,0

I | PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars
Proceeds 31,8 11 4.4 4,4 4.4 4,4 4,4 4,4 4,4




Current cost including taxes as a part of cost 38,6 2,9 5,6 5,6 5,6 5,6 5,6 3,8 3,8
Amortization charges 1,7 0,1 0,4 0,4 0,4 0,4 0,2 0,0 0,0
COST 40,3 3,0 6,0 6,0 6,0 6,0 58 3,8 3,8
PRETAX PROFIT -8,5 -2 -1,6 -1,6 -1,6 -1,6 -1,4 0,6 0,6
Profit tax 20% 0,2 0,0 0,0 0,0 0,0 0,0 0,0 0,1 0,1
NET PROFIT -8,7 -1,9 -1,6 -1,6 -1,6 -1,6 -1,4 0,5 0,5
Operating activity, min US dollars

Sales proceeds 31,8 11 4.4 4,4 4.4 4,4 4.4 4,4 4,4
TOTAL INFLOW 31,8 11 4,4 4,4 4,4 4,4 4,4 4,4 4,4
Current cost including taxes as a part of costuding: 38,6 2,9 5,6 5,6 5,6 5,6 5,6 3,8 3,8
Taxes 0,2 0,0 0,0 0,0 0,0 0,0 0,0 0,1 0,1
TOTAL OUTFLOW 38,8 2,9 5,6 5,6 5,6 5,6 5,6 3,9 3,9
CASH FLOW from operating activity -7,0 -1,8 -1,2 -1,2 -1,2 -1,2 -1,2 0,5 0,5
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 2,2 1,8 0,4 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 1,7 1,7

- Working capital gain 0,5 0,1 0,4 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -2,2 -1,8 -0,4 0,0 0,0 0,0 0,0 0,0 0,0
PROJECT CASH FLOW -8,7 -3,6 -1,7 -1,2 -1,2 -1,2 -1,2 0,5 1,0
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -3,6 -1,7 -1,2 -1,2 -1,2 -1,2 0,5 1,0
Cumulative cash flow, NI, min US dollars -8,7 -3,6 -5,3 -6,5 -1,7 -9,0 -10,2 -9,7 -8,7
Non-discounted payback period, years >8

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -3,6 -1,6 -1,1 -1,1 -1,0 -1,0 0,3 0,7
Discounted cash flow n.i. -3,6 -5,2 -6,3 -7,4 -8,4 -9,4 -9,0 -8,3
Integral effect, NPV, min US dollars -8,3

Discounted payback period, years >8

Internal Rate of Return (IRR) -
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Table 4.15 Generation of Project Cash Flows, Alterative 2 L_IPr (Lease Agreement - Leasing - Investnm Premium)

Total
Ne INDICATORS 3a 1 2 3 4 5 6 7 8
8 years
I |INPUT DATA
a |Capital investments (min US dollars) including: 1,7 1,7
- Acquisition of equipment, min US dollars
- CIW and CW, mIn US dollars 1,7
b |Production output and sales volume
Production output , ths Geal 870,0 30,0 120,0 120,0 120,0 120,(¢ 120,0 120,0 120,
Sales volume, ths Gcal 725,0 25,0 100,0 100,0 100,0 100,(¢ 100,0 100,0 100,
Tariff for heat energy (excluding VAT), US dolla&¢al 64,4 64,4 64,4 64,4 64,4 64,4 64,4 64,4 64,4
- Tariff 43,8
- IPr 20,6
Proceeds from heat sales, min US dollars 46,7 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
¢ |Annual operational costs, min US dollars 38,6 29 5,6 5,6 5,6 5,6 5,6 3,8 3,8
Natural gas supply volumes, min m3 124,7 4,3 17,2 17,2 17,2 17,2 17,2 17,2 17,2
Power consumption, MWh 17826,3| 614,7 2458,8| 2458, 2458, 24588 2458,8 2458,8 8,84b
- Materials, min US dollars 1,3 0,05 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Production works and services, min US dollars 3,9 0,1 0,5 0,5 0,5 0,5 0,5 0,5 0,5
- Payment for natural gas, min US dollars 12,8 0,4 1,8 1,8 1,8 1,8 1,8 1,8 1,8
- Electric energy for technological needs , minddé#ars 15 0,1 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Payroll, min US dollars 1,9 0,1 0,3 0,3 0,3 0,3 0,3 0,3 0,3
- Social and insurance contributions, min US dsllar 34% 0,6 0,02 0,1 0,1 0,1 0,1 0,1 0,1 0,1
1,2 0,04 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Other shop costs, including water for technolabieeds, min US dollars
- General business expenses(% from technologigedreses), min US 11,9% 3,1 0,1 0,4 0,4 0,4 0,4 0,4 0,4 0,4
dollars
- Taxes as a part of cost(property tax), min USadsl 2,2% 0,0 0,017 0,013 0,009 0,005 0,001
- Lease payments, min US dollars 0,2 1,3 0,2 0,2 0,2 0,2 0,2 0,2 0,2 0,2
- Leasing payments, min US dollars 10,8 1,8 1,8 1,8 1,8 1,8 1,8
d |Composition and structure of plant assets
- Lifetime, years 7
- Acquisition value, min US dollars 1,7 1,7 1,7 1,7 1,7 1,7
- Depreciation, min US dollars 21,3% 0,1 0,4 0,4 0,4 0,4 0,2
- Residual value, min US dollars 1,6 1,2 0,9 0,5 0,2 0,0
I PROJECT COMMERCIAL EFFECTIVENESS ASSESSMENT
Profit estimation report, min US dollars




Proceeds 46,7 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
Current cost including taxes as a part of cost 38,6 2,9 5,6 5,6 5,6 5,6 5,6 3,8 3,8
Amortization charges 1,7 0,1 0,4 0,4 0,4 0,4 0,2 0,0 0,0
COST 40,3 3,0 6,0 6,0 6,0 6,0 5,8 3,8 3,8
PRETAX PROFIT 6,5 -1 0,5 0,5 0,5 0,5 0,7 2,6 2,6
Profit tax 20% 1,6 0,0 0,1 0,1 0,1 0,1 0,1 0,5 0,5
NET PROFIT 4,9 -1,3 0,4 0,4 0,4 0,4 0,5 2,1 2,1
Operating activity, min US dollars

Sales proceeds 46,7 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
TOTAL INFLOW 46,7 1,6 6,4 6,4 6,4 6,4 6,4 6,4 6,4
Current cost including taxes as a part of castluding: 38,6 29 5,6 5,6 5,6 5,6 5,6 3,8 3,8
Taxes 1,6 0,0 0,1 0,1 0,1 0,1 0,1 0,5 0,5
TOTAL OUTFLOW 40,1 29 5,7 5,7 5,7 5,7 5,7 4,3 4,3
CASH FLOW from operating activity 6,6 -1,3 0,7 0,7 0,7 0,7 0,7 2,1 2,1
Investment activity, min US dollars

Cash inflows 0,0 0

Cash outflows 2,5 1,9 0,6 0,0 0,0 0,0 0,0 0,0 0,0
- Capital investments 1,7 1,7

- Working capital gain 0,8 0,2 0,6 0,0 0,0 0,0 0,0 0,0 0,0
CASH FLOW from investment activity -2,5 -1,9 -0,6 0,0 0,0 0,0 0,0 0,0 0,0
PROJECT CASH FLOW 4,9 -3,2 0,1 0,7 0,7 0,7 0,7 2,1 2,9
COMMERCIAL EFFECTIVENESS ASSESSMENT (indicators)

Cash flow, min US dollars -3,2 0,1 0,7 0,7 0,7 0,7 2,1 2,9
Cumulative cash flow, NI, min US dollars 4.9 -3,2 -3,0 -2,3 -1,6 -0,8 -0,1 2,0 4.9
Non-discounted payback period, years 7,0

Discount factor 5% 1,0 1,0 0,9 0,9 0,8 0,8 0,7 0,7
Discounted cash flow, min US dollars -3,2 0,1 0,7 0,6 0,6 0,5 1,6 2,1
Discounted cash flow n.i. -3,2 -3,0 -2,4 -1,7 -1,1 -0,6 1,0 3,1
Integral effect, NPV, min US dollars 3,1

Discounted payback period, years 7,0

Internal Rate of Return (IRR) 20,3%
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Table 4.16 Cost-effectiveness indicators by altertiges

- NPV, min US Simple Payback Discounted Payback Tariff, US Investment Premium, Tariff and .
Description d . - IRR Investment Premium,
ollars Period, years Period, years dollars/Gcal US dollars/Gcal
US dollars/Gcal
Alternative 1 Ownership
ECT -0,05 8 more than 8 4,9% 53,0 0 53,0
EC_IPr 4,3 6 6 16,4% 53,0 9,0 62,0
CT 0,9 8 8 9,8% 58,0 0 58,0
C_IPr 3,0 7 7 21,9% 58,0 4,4 62,4
LT -8,1 more than 8 more than 8 - 42,3 0 42,3
L IPr 3,0 6 6 20,4% 42,3 20,1 62,4
Alternative 2 Lease

ECT -0,12 8 more than 8 4,7% 54,7 0 54,7
EC_IPr 4,3 6 6 16,4% 54,7 9,3 64,0
CT 0,8 8 8 9,4% 59,7 0 59,7
C_IPr 3,1 7 7 21,8% 59,7 4,7 64,4
LT -8,3 more than 8 more than 8 - 43,8 0 43,8
L IPr 3,1 6 6 20,3% 43,8 20,6 64,4




Let us arrange the following into groups for thalgais of obtained results.
23 Comparison of alternatives calculated with accaakén of only Tariff and Investment Premium.

As it seen from the provided data (Table 4.16, f@gd-1 and Figure 4-2), with respect to
alternatives that envisage the generation of incowith increasing tariff because of included Invest
Premium, the Payback period decreases, the NPMRIRRdf invested funds increase; that undoubtedly
encourages the investment inflow in the publicitytisector. It must be also noted that the cost-
effectiveness indicators are negative for the folhg alternatives: Alternative 1 EQ, Alternative 1
L T, Alternative 2 EC_T, and Alternative 2 L_T withthe framework of which only the tariff is
charged. The NPV is positive when only the tasftharged in the alternatives financed for the acto
of the credit.

Aggregate tariff rate charged from consumers: #@néftincreases from 8 up to almost 50 %
depending on the alternative; however, the maxintaniff rate does not exceed 65 US dollars/Gcald Sai
rate is permissible under conditions of the exggtievel of prices for similar services for the @
connected to the gas supply network.

It must be also noted that in the alternatives tis&t the leasing scheme, the calculated tariff has
been much lower than that of the alternatives ¢na&isage the financing for the account of equityiteh
and credit, which is explained by the fact that ldesed property is shown on the balance-shedteof t
lessor; hence, amortization charges are not indludethe tariff, on the one part. And on the other,
according to the assumptions made for the modelstlurce of formation of the size of leasing payen
is not the tariff established by the Federal Ta8ifrvice but the Investment Premium determinedhby t
local executive authorities.
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Figure 4-1 Dynamics of generation of the project'sliscounted cash flows of subalternatives of Alterriave 1
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Figure 4-2 Dynamics of generation of the project’sliscounted cash flows of subalternatives of Alterrtave 2

4 Comparison of Alternatives 1 (fixed assets in owhgr) and Alternatives 2 (fixed assets on a
leasehold basis).

As it seen from the ongoing calculations, in tewhgeneration cash flows and formation of cost-
effectiveness indicators, there is no principafedldnce for the enterprise-organizer of the proijetie
fixed assets are owned by it or are on a leasdiads.

As regards the size of tariff, the tariff of altatives 2 (lease of fixed assets) is higher thahdha
the similar one for alternatives 1 by 3 %. Thidetiénce is not essential either for the entermrider the
consumers of heat energy.

Thus, it may be stated that the form of ownerstiithe fixed assets has no influence on the cost-
effectiveness indicators, financial feasibilitytbe project; hence, on the attractiveness of tbhgpt for
investor, and has no principal influence on thescomers of heat energy. The absence of principal
differences between similar subalternatives ofratteves 1 and alternatives 2 is demonstrated by th
diagrams below (Figure 4-3, Figure 4-4, Figure 44be curves that characterize the dynamics of
accumulation of discounted cash flow (actually,usmealation of NPV of the project) are overlapped
which is indicative of identity of economic processccurring inside the project:

— Alternative 1 ECT and Alternative 2 EC_T,

- Alternative 1 EC_IPr and Alternative 2 EC_IPr,
— Alternative 1 CT and Alternative 2 CT,

— Alternative 1 C_IPr and Alternative 2 C_IPr,

— Alternative 1 L T and Alternative 2 LT,

— Alternative 1 L_IPr and Alternative 2 L_IPr.
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Figure 4-3 Comparison of dynamics of generation dhe project’s discounted cash flows when financinépr the account
of equity capital of Alternatives 1 and Alternatives 2
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Figure 4-4 Comparison of dynamics of generation dhe project’s discounted cash flows when financinépr the account
of attracted credit of Alternatives 1 and Alternatives 2
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Figure 4-5 Comparison of dynamics of generation dhe project’s discounted cash flows with the use dgasing scheme
of Alternatives 1 and Alternatives 2

5 Comparison of projects financing schemes.

Analysis of cost-effectiveness of the project’®alatives at which only the tariff is charged (Teabl
4.16, Figure 4-6, Figure 4-7):

- Alternative 1 ECT, Alternative 1 CT, Alternative 1 LT,
- Alternative 2 ECT, Alternative 2 CT, Alternative 2 LT, —
shows that under the model assumptions made:

— The highest cost-effectiveness indicators are mghetthen a bank credit is attracted. They are
reached thanks to that the size of the tariff ia ffarticular case exceeds the similar parameter in
the subalternatives that envisage financing foratteunt of equity capital and leasing scheme,

- The subalternatives have the worst indicators s& ad the leasing scheme; however, in the same
alternative the tariff value is the lowest whicleigplained by the assumptions laid in the base of
the calculation,

— Demand for investments for the alternatives invadvborrowed funds for financing of capital
investments is three times less than for the ater@s involving financing of capital investments
for the account of equity capital; that is very om@ant under conditions of the shortage of
uncommitted funds.
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Figure 4-6 Comparison of dynamics of generation dhe project’s discounted cash flows of subalternates of
Alternative 1 for different schemes of financing (aly Tariff is charged)
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Figure 4-7 Comparison of dynamics of generation dhe project’s discounted cash flows of subalternates of
Alternative 2 for different schemes of financing (aly Tariff is charged)

Analysis of cost-effectiveness of the project’salatives when the tariff and Investment Premium
are charged (Table 4.16, Figure 4-8, Figure 4-9):
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— Alternative 1 EC_IPr, Alternative 1 C_IPr Alternagil L_IPr,

- Alternative 2 EC_IPr, Alternative 2 C_IPr, Alternag 2 L_IPr, —
shows that:

— Cost-effectiveness parameters of all considereuiradtives are positive which is explained by the
initially given rate of return when defining thesiof the Investment Premium,

- The highest IRR (a bit lower than 22 per centeiched in the subalternatives with the attracted
bank credit; this circumstance is indicative of thest effective use of the investor's equity
capital. Then, the lasing scheme subalternatiievi@l in which the IRR exceeds 20 per cent. It
must be noted that the value of the aggregatef tahnfrged from consumers (Tariff plus

Investment Premium) is equal both in Alternativé2.4 US dollars/Gcal) and in Alternative 2
(64.4 US dollars/Gcal).

— The least effective use of the investor's equitpitzd can be seen in the alternatives when
financing is performed completely for the accouinthe investor’s equity capital.

65 4

Alternative 1 Ownership. .
C_IPr

million USD

.............................................................................................................

Figure 4-8 Comparison of dynamics of generation dhe project’s discounted cash flows of subalternates of
Alternative 1 for different schemes of financing (Briff and Investment Premium are charged)
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Figure 4-9 Comparison of dynamics of generation dhe project’s discounted cash flows of subalternates of
Alternative 2 for different schemes of financing (Briff and Investment Premium are charged)
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4.4 Conclusions

In this chapter, there has been discussed thetmees Project for replacement of the solid- and
liquid fueled boiler house equipment by the natgas-fired equipment by the example of Company
located in the territory of the Siberian Federadtbct.

There have been constructed the different alteresitof organizational and economic models for
implementation of said project based on the follayprinciple (Table 4.17):

- Forms of organization of legal relation$ entities with regard to the fixed assets of plblic
utility sector: ownership, right of economic managat, right of operative management, lease,
and concession,

- Investment financing schemes: for the account aftggapital of the enterprise, for the account
of borrowed funds, two alternatives are possibbeedit and leasing.

Note that in terms of generation of cash flows,dhernatives in which the fixed assets are owned
on the basis of economic management and operataregement, and the alternatives in case of lease
and concession are identical.

Table 4.17 Considered alternatives of Investment Bject implementation

Schemes of financing Alternative 1 “Ownership” Altgnative 2 “Lease Agreement”
For the account of equity capital- EC Alternative@ —-T Alternative 2 EC I
Alternative 1 EC — IPr Alternative 2 EC — IPr
For the account of Credit— C Alternative 1 T— Alternative 2 C -T
Alternative 1 C — IPr Alternative 2 C — IPr
Using leasing scheme — L Alternative 1 T'— Alternative 2 L - T
Alternative 1 L — IPr Alternative 2 L — IPr

Below are the results of the project cost-effectass assessment for all the alternatives (Table
4.18).



Table 4.18 Cost-effectiveness indicators by altertises

. Investment Tariff and

o NPV, Simple Discounted Payback Tariff, US Premium, Investment
Description min US Payback . IRR Premium,

dollars Period, years Period, years dollars/Gcal . us US
ollars/Gcal
dollars/Gcal
Alternative 1 Ownership

ECT -0,05 8 more than 8 4,9% 53,0 0 53,0
EC_IPr 4,3 6 6 16,4% 53,0 9,0 62,0
CT 0,9 8 8 9,8% 58,0 0 58,0
C_IPr 3,0 7 7 21,9% 58,0 4,4 62,4

LT -8,1 more than 8 more than 8 - 42,3 0 42,3
L_IPr 3,0 6 6 20,4% 42,3 20,1 62,4

Alternative 2 Lease

ECT -0,12 8 more than 8 4,7% 54,7 0 54,7
EC_IPr 4,3 6 6 16,4% 54,7 9,3 64,0
CT 0,8 8 8 9,4% 59,7 0 59,7
C_IPr 3,1 7 7 21,8% 59,7 4,7 64,4

LT -8,3 more than 8 more than 8 - 43,8 0 43,8
L_IPr 31 6 6 20,3% 43,8 20,6 64,4

Based on the foregoing information, the followiranclusions can be made:

— The inclusion of the investment premium reducesRagback period and increases the NPV and
IRR of invested funds,

- In the event when only the tariff is charged, thEe\Wis positive only for the credit-financed
alternatives,

— Aggregate tariff varies within the range from 4266 US dollars/Gcal. For the alternatives using
the leasing scheme, the tariff is significantly éw42 US dollars/Gcal) which is due to that:

— Amortization charges are not included in the tarfécause they are shown on the
balance-sheet of the lessor,

— According to the assumptions made for the modelyah@mounts of lease payments
are influenced by the investment premium, deterthi®y the local executive
authorities rather than the tariff specified by Bezleral Tariff Service.

There has been conducted a comparative analys@steffectiveness indicators of the alternatives;
based on the analysis, it can be stated that:

— The form of ownership of the fixed assets haspnacipal influence on cost-effectiveness

indicators and financial feasibility for the invest

— Demand for investments for the alternatives imvigy borrowed funds for financing of capital
investments is three times less than for the ateres involving financing of capital investments the
account of equity capital; that is very importantlar conditions of the shortage of uncommitted fund



Summing up

Summarizing the report, it may be concluded th@aeting investments into energy efficiency and
energy saving projects require a favorable investramate which, to a considerable degree, becomes
conditional on the legislative and regulatory base¢he field of energy efficiency, energy savingdan
operations of business entities of the public tytiiector. While work on the corresponding legiskat
base commenced in the RF in 1996, it was not alwaygsessful. As the 1996 Federal Law "On Energy
Saving" (No.28-FZ) proved to be inefficient, a n&e&deral Law "On Energy Saving and Improving
Energy Efficiency" (N0.210-FZ) was adopted on 23/8lmber 2009.

The range of tools for use when pursuing energgieffcy improvement policy has been expanding
with the formulation of requirements to regionaldamunicipal energy efficiency improvement
programmes, the introduction of energy efficieneguirements to energy-consuming devices, buildings
and structures, the introduction of a mandatosyailation of energy metering equipment in building
and structures, the provision of tax incentives dompanies involved in energy saving projects, the
introduction of energy service contracts and thesgmlity of tariff design on the basis of long+er
regulation parameters, etc.

Developing public-private partnerships, includingrtperships based on contracts with energy
service companies, is one of the ways to attraetafa financial resources for modernizing state-eavn
facilities, using utility cost savings for payingdk the investments.

Under the Russian legislation, the public utiligc®r organizations are required to devise and
implement production programmes aimed at ensuniogigion of quality services and improving energy
efficiency of energy supply. Public utility sect@nterprises are to implement their investment
programmes for development of the public utilitystgyns within the framework of an integrated
development scheme for the sector's infrastructure.

As for legal relations between business entities$ saunicipal authorities, it could be concluded
that, as of today, capital assets of public utiéityterprises are typically owned by municipalitiefile
the facilities' management is carried out by pevedmpanies (typically, JSCs or PLCs) under a lease
contract or (less frequently) a concession agreemen

In the Russian Federation, the heat-supply see®bken traditionally funded from the government
budget. However, experience shows that municipaliéind public utility enterprises do not have ehoug
budget funds to ensure timely modernization of dixessets, which gives rise to the issue of attrgcti
private investments. Private funding of energycéficy projects may take the form of credits arahto
provided by commercial banks and financial insittog, issue of debentures and equipment lease.

Using an investment project for conversion of lajand solid fuel-fired boiler equipment to natural
gas as an example, an analysis of circumstancestlgiinfluencing the efficiency of investment adty
of heat supplying enterprises was conducted, itiqodatr:

— Devising schemes to guarantee capital payback msute return on investments;

- Forming a public utility sector structure appealingnvestors;

- Implementing investment schemes using borroweddfokdit or lease).

The following conclusions were made with referetacehe economic efficiency calculations:

— The incorporation of an investment premium redusagback period and increases NPV and
IRR for the funds invested,;

— When only the tariff is applied, NPV becomes pwositbnly for credit-financed scenarios;

— Aggregate tariff varies in the range from 42 WS dollars per Gcal. The tariff is significantly
lower for scenarios using a lease option (42 USadoper Gcal) which is explained by the fact
that: amortization charges are not included inte thriff as they are shown on the lessor's
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balance-sheet; in accordance with the assumptiaterf@ the model, actual amounts of lease
payments are influenced by the investment premdetermined by the local authorities, rather
than the tariff specified by the Federal Tariff See.

Form of fixed assets' ownership is not critical &monomic efficiency indicators and financial
feasibility for the investor;

Investment demand for scenarios involving borrovieads is only a third of the value for
scenarios where capital investments are financedowy funds, a factor of considerable
importance in a situation characterized by shortdgencommitted funds.
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Appendix 1. Some Legal and Regulatory Acts Relatingp Energy Saving and Energy

Efficiency

The basic directives and standards constitutinglebeslative base for efficient use of fuel and

energy resources are detailed below:

Directive of the Government of the Russian Fedenalio.239 "On Measures Aimed at Improving
State Price (Tariff) Regulation” as of 7 March 1995

Directive of the Government of the Russian Fedenalio.998 "On State Support for Establishing
Pilot Energy-Efficient Zones in the Russian Federdtas of 12 October 1995;

Directive of the Government of the Russian Fedenahlo.832 "On Efficient Use of Energy and
Water Resources by State-Owned Enterprises, Itistitiand Organizations" as of 8 July 1997;

Directive of the Government of the Russian FedenatNo.588 "On Additional Measures to
Stimulate Energy Efficiency in the Russian Federgdtias of 15 June 1998;

Directive of the Government of the Russian FedenatNo.1021 "On State Regulation of Gas
Prices and Gas Distribution Service Tariffs on fRassian Federation Territory" as of 29
December 2000;

Directive of the Government of the Russian Fedenalo.796 "On the Federal Target-Oriented
ProgrammeEnergy-Efficient Economy in 2002-2005 and until @0ds of 17 November 2001,

Directive of the Government of the Russian Fedenahlo.109 "On Pricing Policy for Electrical
and Heat Energy in the Russian Federation" as ¢iebBuary 2004;

Directive of the Government of the Russian FedematNo.653 "On Signing the Agreement
between the Russian Federation and the Internati®enak for Reconstruction and Development
Providing for a Global Environmental Facility Gratd Finance Preparation of theussian
Renewable Energy Sources Development Progrdramef 1 November 2005;

Directive of the Government of the Russian FedenaiNo.613 "On the Federal Programme
Research and Development in Priority Areas of thessikn Federation'sScientific and
Technological Complex in 2007-201&s of 17 October 2006;

Directive of the Government of the Russian FedenatNo.54 "On the Federal Programme
National Technology Base for 2007-20HE of 29 January 2007;

Directive of the Government of the Russian Fedenalio.333 "On Improving State Regulation of
Gas Prices" as of 28 May 2007,

Directive of the Government of the Russian Fedenalo.464 "On Endorsing the Regulations for
Financing Investment Programmes for Utility CompManufacturers of Products and Services
Relating to Electricity and/or Heat Supply" as 8f&uly 2007;

Directive of the Government of the Russian Fedenatlo.426 "On Qualification of Generating
Facilities Based on Renewable Energy Sources" 8slahe 2008;

Directive of the Government of the Russian Fedenahlo.520 "On the Basics of Pricing Policy
and the Order for Regulating Tariffs, Markups anhi. Indexes as Related to the Operations of
Utility Complex Organizations" as of 14 July 2008;

Directive of the Government of the Russian Fedenahio.1220 "On Determining Reliability and
Quality Indicators for Products and Services asdUse Calculation of Long-Term Tariffs" as of
31 December 2009;
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Directive of the Government of the Russian FedenatNo.1221 "On Endorsing the Rules for
Determining Energy Efficiency Requirements for Rrctd, Works and Services to Be Contracted
by Municipal Authorities" as of 31 December 2009;

Directive of the Government of the Russian Fedenaho.1222 "On Types and Characteristics of
Goods Whose Energy Efficiency Category Is to BeteStan the Accompanying Technical
Documentation, in the Goods' Labeling and Markiaggd on the Principles for Determining the
Goods' Energy Efficiency Category by Manufactuasrd Importers” as of 31 December 2009;

Directive of the Government of the Russian Fedenatlo.1225 "On Requirements to Regional
and Municipal Programmes Aimed at Improving EneSgwing and Energy Efficiency" as of 31
December 2009;

Order of the Ministry of Economic Development oé tRussian Federation No.61 "On Endorsing a
Tentative List of Measures Aimed at Improving Ene8aving and Energy Efficiency to Be Used
for Developing Regional and Municipal Energy-Saviagd Energy Efficiency Improvement
Programmes" as of 17 February 2010;

Order of the Government of the Russian Federatiorl{ "On Principal Activities Aimed at
Improving Energy Efficiency of the Electrical Powkrdustry through the Use of Renewable
Energy Sources until 2020" as of 8 January 2009;

Russian Federation Government's Order No.1715-rtt@rRussian Federation's Energy Strategy
until the Year 2030" as of 13 November 2009 (tossitlte Russian Federation Government's
Order No0.1234-r "On Endorsing the Russian FederatiBnergy Strategy until the Year 2020" as
of 28 August 2003;

Order of the Government of the Russian Federatianl®B0-r "On Endorsing an Action
Programme Aimed at Improving Energy Saving and gpné&fficiency in the Russian Federation
as of 1 December 2009;

SNiP 31-01-03 "Residential Apartment Buildings";
SP 23-101-2004 "Design and Construction Regulatjons

GOST R 51379-99 "Energy Supply. Energy Data Shédndustrial Consumers of Fuel and
Energy Resources. Basic Provisions. Standard Forms"

GOST R 51380-99 "Energy Supply. Methods for VentyiConformity of Energy-Consuming
Products' Energy Efficiency to the Correspondirgn8ard Values";

GOST R 51387-99 "Energy Supply. Regulatory and Meétitogical Support. Basic Provisions”;

GOST R 51388-99 "Energy Supply. Informing Consunadrsut Energy Efficiency of Household
and Public-Use Goods. General Requirements"”;

GOST R 51541-99 "Energy Supply. Energy Efficierlagt of Indicators. Basic Provisions";

GOST R 51749-2001 "Energy Supply. Energy-Saving iffgant for General Industrial
Applications. Types. Groups. Energy Efficiency kwatbrs. Identification”;

GOST R 51750-2001 "Energy Supply. Methodology faetddmining Energy Intensity in the
Production of Goods and Provision of Services wcBss Energy Systems. General Provisions".
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Appendix 2. Basic Provisions of Federal Law "On Enggy Saving and Improving Energy Efficiency” No0.261FZ as of 23
November 2009

Table 0.1 Basic Provisions of Federal Law "On Energ Saving and Improving Energy Efficiency" No.261-FZas of 23 November 2009

No.

Provision

Explanation

Introduction of requirements and

A ban on incandescent lamps with a wattage grehter 100 watt takes effect on the RF territory o
January 2011. (Art. 10).

n 1

1 | restrictions on goods turnover on theEnergy efficiency category of household energy-oamsg appliances (from 1 January 2001), computers,
territory of the RF electronic computer devices and office equipmemin{f1 January 2012) must be shown in their technica
documentation (Art. 10).
Buildings and structures must meet EE requiremémtijding (Art. 11):
- Indicators characterizing specific power consumptio
- Requirements to architectural, functional, techgmal, design and engineering solutions affecting
EE;
— Requirements to individual elements, structuresthaut properties.
Introduction of requirements relating Buildings and structures that, after their completi renovation or capital repairs, fail to meet EE
o | to energy efficiency and installation| requirements and are not fitted with energy ressanetering equipment may not be commissiondArt.
of metering equipment in buildings 11).
and structures The person in charge of maintenance of an apartimgifiting, must carry out energy saving and energy
efficiency improvement activities for the buildisgtcommon property as provided for under the list as
approved by the regional authorities. Expensescaded with such activities are to be borne by tpant
owners (Art. 12)
Owners of buildings, structures, residential hougés.,, must complete installation of water, ndtgas,
heat energy and electricity meters by 1 January (/).
3 Regional and municipal energy saving and energgieficy improvement programmes must be appraved
Implementation of energy saving andy 1 August 2010.
energy efficiency improvement Organizations with government's or municipal pgvation or with participation of organizations irived
programmes in activities subject to regulation must approved dmplement energy saving and energy efficiepcy
improvement programmes.
4 | Requirement to conduct energy audiFsrlergy audits are mandatory for (Art. 16):

Organizations with government's or municipal pgsaton;

168 During construction, developers must ensure caomifgrto the requirements of energy efficiency anovision of metering equipment.



No. Provision Explanation
— Organizations involved in activities subject to ukgion and organizations involved in production
and/or transportation of water, natural gas, trassion of heat energy or electric energy, extractio
of natural gas, oil, coal, oil product refining, sgarocessing, transportation of oil or petroleum
products.
These organizations must conduct their first enenggit by 31 December 2012, and subsequently at |lea
once every 5 years. Energy audits may be condigteelf-regulated entities only.
Conclusion of energy-service To ensure government or municipal needs, governmremunicipal clients are entitled to enter int@rgy
5 | contracts to ensure government and service contracts (Art. 21). The basic provisioham energy service contract are regulated by kegid 9-
municipal needs 20.
: . Beginning with 1 January 2010, state-owned instihg must ensure at least a 15% reduction in actual
Introduction of requirements to . . : . )
. . consumption of water, diesel and other fuel, fuklmatural gas, heat energy, electricity and doak five-
6 | improve energy efficiency of state- . N . " _
. year period (in similar operating conditions andcampared to the 2009 consumption of each resqurce)
owned enterprises o : )
achieving an annual reduction of such consumptauame by at least 3%.
v Transition to long-term tariffs based Tariff regulation must be carried out mainly in theem of long-term tariffs based on long-term regign
on long-term regulation parameters| parameters, inter alia, on the return on investmesthod.
Government support may be provided in the form of:
— Assistance in investment activities as relatedScaBd EE improvement;
A general outline for state support : gncour??lng th_e usle of er_le_rg)ll service contractts;
8 | and funding of energy saving upport for regional, municipal programmes, etc. _
activities Government support for investment activities maycheried out using measures of encouragement, by
compensating part of the costs associated withrasterate payments for loans and credits granted by
Russian credit institutions to finance implemetatof investment projects in the field of ES and |EE

improvement.
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Appendix 3. Principal Activities Under the Governmant Programme for Energy Saving and Improving EnergyEfficiency

Until 2020
Table 0.1 Savings of Primary Energy To Be Achievedlhrough Implementing the Government Programme's Acivities (Excluding RES), million TOE
Activity Agency Responsible 2010- 1 2010-
2015 | 2020
Total 348.68| 1145.16
Electric Power Industry
Conclusion of target-oriented contracts in the elddc power industry, including: RF Ministry of Energy 84.50 [ 314.88
Improving the efficiency of electric energy genamat(through decommissioning of [gas, coal and RF Ministry of Energy 74.13] 2705
diesel] power stations operating beyond theirftiifiee, construction of new stations, and
modernization)
Improving the efficiency of electric energy transsion RF Ministry of Energy 10.37] 44.31
Heat Supply
RF Ministry for Regional 50.02 | 159.04
Introducing standard heat-supply designs, including Development,
RF Ministry of Energy
Improving energy efficiency of heat generation loyldr houses RF Ministry for Regional Developmeri22.76 62.69
Improving energy efficiency of heat energy transmis by heat networks RF Ministry for Regional Diepenent
Introduction of co-generation in boiler houses RF Ministry for Regional Development 2.43 20.00
Public utility sector
Improving energy efficiency of the public utility sector, including: RF Ministry for Regional Developmept 2.88 8.62
Introducing variable-speed drives for water-suppig water discharge RF Ministry for Regional Depetent| 0.83 2.60
Improving energy efficiency of street lighting RF Ministry for Regional Development 2.05 6.03
Industry
Improving energy efficiency in industry, including: RF Ministry_ f(_)r Industry and Trade| 114.09| 337.02
' ' RF Ministry of Energy
Conclusion of target-oriented contracts in industry RF Mlnlstry. fqr Industry and Trade{ 92.50 | 272.90
RF Ministry of Energy
- Improving energy efficiency of fuel extraction apbcessing (in coal mining and process|ng, RF Ministry of Energy 71.42 201.7
oil extraction and refining, gas extraction)
- Improving energy efficiency of energy-intensive uisttial processes, inter alia, through phasin&F Ministry for Industry and Trade 21.0f 71.1
out of old equipment, commissioning of new capadiitgt in terms of specific costs would
correspond to best international practice, and agpeodernization.
Implementing standard projects in industry ("E#ici Electric Motors", "Variable-Speed Drive", RF Ministry for Industry and Trade 21.6p 64.1

"Efficient Compressed Air Systems", "Efficient Iretdal Lighting Systems", "Efficient Steam-Supp

y

Systems”




- . 2010- | 2010-
Activity Agency Responsible 2015 2020
Agriculture
Implementing standard projects in agriculture ("Improving Fuel Efficiency of the Tractor Fleet", RF Ministry of Transport 2.09 7.98
"Improving Energy Efficiency of Green Houses")
Transport
Improving energy efficiency in transport, including: RF Ministry of Transport 22.94 | 100.38
Conclusion of target-oriented contracts ("Improvigrergy Efficiency of Railway Service", RF Ministry of Transport 19.02 72.7(
"Improving Energy Efficiency of Gas Pipeline Tra@st "Improving Energy Efficiency of Oil
Transportation”
Implementing activities relating to vehicular tiaff"Introducing Fuel Standards for Cars", RF Ministry of Transport 3.92 27.68
"Introducing Fuel Standards for Trucks", "IntrodugiFuel Standards for Buses", "Efficient Driving
Courses", "Encouraging the Purchase of Hybrid amahiact Cars", "Developing Urban Transport
Infrastructure and Logistics"
State-Owned Institutions and Services Sector
Improving energy efficiency for state-owned instittions and services sector, including: 41,90 | 118.29
Installation of heat meters - -
Introduction of a new SNiP "Energy Efficiency iniBlings": 0.00 2.37
Capital repairs of state-owned and services séciitnings Federal RF agencies, regional and 7.59 21.71
Heat insulation of buildings and heating plants municipal authorities 8.37 25.67
Introduction of efficient gas boilers 5.81 17.08
Introduction of efficient lighting systems 12.07 26.18
Purchase of energy-efficient equipment 8.05 25.27
Residential Buildings
Improving energy efficiency of residential buildings, including: 30.28 98.95
Installation of gas and heat meters
Devglopmen_t and mtrodugtlon Qf a new SNiP "EneéEfficiency in Buildings": RF Ministry for Regional 1.55 9.85
Capital repairs of residential buildings D . .. |, 8.07 25.79
. . - evelopment, regional and municipg
Heat insulation of apartments and public-use areas authorities 2.08 13.39
Introduction of efficient lighting systems 7.60 18.40
Switching to efficient refrigerators, freezers amakshing machines 2.65 7.02
Switching to efficient gas boilers 8.32 24.49
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Appendix 4. Potential Management Reforming Schemdsr the Public Utility Sector

Table 0.1 Potential Management Reforming Schemesrfthe Public Utility Sector [40]

Actions

Advantages

Disadvantages

1. Establishing a Management Company

1. The municipality decides on establishing
management company in the form of an JSC
PLC) with more than 25% of all shares owned
the municipality.

2. By owner's decision, the assets are recs
from the MUE and the MUE is subsequen
liquidated. In the process, the owner will have
satisfy the claims of the MUE's creditors
provide them with the corresponding guarantee

3. The owner leases the property, needed
providing public utility services to th
municipality's residents, out to the new
established JSC (or PLC).

Ja Keeping the municipality's title to uniqt
oiteams of public utility sector property as we
lag the blocking stake in the JSC will allow
ensure the system's manageability and cor

hythe municipality! 69

thy. Economic management is replaced by 1
f8ols for state-owned asset managem
Ghanagement of JSC shares, lease contr
Seoncessions (for a PLC — lease contracts
?&ncessions).

Yrom the JSC and their

privatization1 70

subsequ

€3. A phased split-off of auxiliary function

1d. The absence of legal succession between the
efor PLC) and the MUE requires addressing iss
teelating to ensuring creditors' rights, collectioh
n@oktounts receivable, transfer of non-tangible as
and working capital. To that end, the MUE will ha

dransaction to recall the assets from econg
sfanagement by the MUE prior to deciding on
liquidation may be impeached.

4. No objective possibility to account for the pal
utility sector's property by the municipality.

5. Leasing the assets out to a JSC (or PLC) withg
tender contravenes the principles of deregulatiah
support for competition in the field of state as
management.

2. Privatization of the MUE's Property Complex on theBasis of Production Assets

1. The MUE develops a proposal for privatizi‘ng leelding the municipality's title to uniqu

le 1. Thearé'privatization" implies transfer of asse

169Fqr yscs only.
170For Jscs only.

JSC
ues

set
ve

to operate until all its obligations are fully
neNgcharged.

ent:

adts Financial losses due to transfer of the MUE
drrsonnel to the JSC (or PLC).

3. There exists a theoretical possibility that the

mic
its

put

a
set

’tS



the enterprise's property complex. items of public utility sector property. from public ownership into the ownership |of
S ) o . ) individuals and legal entities. Accordingly, there
2. The municipality decides on privatizing th2. Economic management is replaced by n@Wists a psychological barrier (whereby public
MUE and endorses the privatization plan (The|listols for state-owned asset managemephinion associates privatization with transfer | of
of the property complex to be privatized |imanagement of JSC shares, lease contragkets to private owners) which, for the municipali
determined by the municipality at the MUE'soncessions. is fraught with the loss of control over the
suggestion. Such complex may not include o _ ' iviti
process facilities classified as fixed assets,ao-n3- JSC's succession in relation to the MURANagement company's activities.
core assets which are to be dealt with| @Sures a smooth reorganization (transfef pfNg opjective possibility to account for the pahl
accordance with the MUE's restructuring concep@SSets, including non-tangible assets, workingjity sector's property by the municipality.
capital and obligations) from the MUE to the
3. The MUE is reorganized into a JSC |idSC.
accordance with the privatization legislation and
privatization plan (with more than 25% of th@- Guarantees to the workforce are ensured
share owned by th_e_ mu_n|C|pz_;1I|ty. To alienate the‘§.eNon-core assets and auxiliary functions may
Shaf‘?s' the mun.|C|paI|ty will need to pass ¥ split-off both during the MUE privatizatign
additional resolution. The JSC becomes a Ie% ge and from the JSC (with their subseqgient
successor of the MUE). privatization).
4. The municipality leases the repossessed assets,
not included in the enterprise's property complex,
out to the JSC (without a tendering procedure).
3. Assets Lease from the MUE
1. A management company in the form of a JSClis If the JSC is founded by the MUE, |t4&. Implementing this, and the other schemes, |will
established (the MUE retains certain functions,|forocess facilities and current assets |aexjuire organizational, time and financial costkilev
example, the customer's function). contributed to the JSC's charter capittde end result cannot be recognized as corresppndin
] o o | without the use of procedures stipulated | by the goals of reforming.

2. With the municipality's permission and followinge privatization laws. _ . o
a tender, the MUE leases the assets out to the JSC. 2. This scheme will only add to monopolization| of

. . . ~ | 2. The MUE keeps the process facilities on iise public utility sector. Keeping the MUE's as the
3. Once the main transition period-related isSUgfance and calculates amortization |ftgssor is an ineffective option for the municipalits
are resolved, the municipality decides |QByation purposes. The issue of accounting fbicreates a buffer between the municipal budget|an
liquidating the MUE and repossesses the leasgd assets by the municipality is thuie assets' users, thus reducing transparencyedf th
property, retaining succession under the leaggninated. municipal assets' utilization, and hinders contnar
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contract. 100% of the JSC shares are transferre@_te(he fights of the MUE's creditors are |
prejudiced.

the municipality.

1mcome generated from using such assets.

3. The use of a tendering process becomes inewit

4. Privatization of the MUE's Property Complex

1. The municipality decides on privatizing th& Management of shares, rather than propetty Loss of government's title to process facilit

MUE and endorses the privatization plan. The|lisiakes the contract more flexible, eliminati

of the property complex to be privatized includése disadvantages of property lease.

all the assets held by the MUE except for non-¢ore
assets to be split-off in accordance with

enterprise's restructuring concept. As a resultigfiuénce (provided that the shares remain
ifits possession).

privatization, the newly-established JSC (w
more than 25% of the shares owned to
municipality) becomes the infrastructure's owr
The value of the JSC's assets corresponds {(
assets value of the MUE; the JSC's shares,
controlling stake, are held in trust following
competitive tender.

a

tQ? Creating conditions for competition
ﬁ%l&ted to public utility sector management.

or

The municipality retains control ai

abl

ies

ngithin the public utility sector; a theoretical
possibility of the municipality alienating the J$C
OIshares.

L

2 Impossibility of further use of a concess
scheme for the purposes of HPU sector managen

as
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Appendix 5. Standards Forms to Be Used by Public Hsing Sector Enterprises for

Draft Investment Programme Applications Submitted b Regulatory Bodies

Table 0.1 Investment Programme Details

Programme title

Justification for development

Client

Developer

Prepared by

Implementation period

Goals and objectives

Investment projects’ details

Amounts and sources of funding

Expected deliverables

Control of programme's implementation




Table 0.2 Financial Needs to Implement an InvestméfProgramme

Activity / Facility's

No. Address

Unit of
Measurement

Objective

Quantitative
Parameters

Activity Implementation By
Year, unit of measurement

20 | 20| 20| 20

Total
Financial
Needs,
Thousand
rubles

Activity Implementation By
Year, Thousand rubles

20 | 20| 20_|

20_|

1 2

3

4

5

6 7 8 9

10

11 12 13

14

1 Investment project to improve quality

of produatel services, improve environmental situation

1.1 | Activity 1

1.2 | Activity 2

Total investments for period,
including:

Own funds, including:

Reinvested profits

Amortization

Other own sources

Borrowed funds

Loans from credit institutions

Budget funds, including:

Federal budget

Republican budget

Local budget

Funds from extra-budgetary
sources

Other funds

2 Investment project to connect facilitie

s undanstouction / reconstruction

2.1 | Activity 1

2.2 | Activity 2

Total investments for period,
including:

Own funds, including:




Reinvested profits

Amortization

Other own sources

Borrowed funds

Loans from credit institutions

Budget funds, including:

Federal budget

Republican budget

Local budget

Funds from extra-budgetary
sources

Other funds
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Table 0.3 Investment Projects' Goals and Effect fnm their Implementation

No. Project Title Goals Indicators (Effect from
Implementation)
1 3 4
Table 0.4 Calculation of Markup on Price / Tariff for Products / Services of the Public Utility SectoEnterprises
No. Amount
Total Including By
Implementation Years
20 |20 |20 |20
1 2 3 4 5 6 7
l. Estimate cost of the investment programme ptsjdor
calculating markup on price (tariff), total, incius of VAT:
Including by project:
a)
b)
II. Financial resources for implementing the invesht
programme projects, total:
Including:
1. By source:
a) Credit funds
b) Own funds
C) Funds provided by other organizations
d) Budget funds, total:
Including repayable
Including:
Federal budget
Republican budget
Municipal budget
e) Expected receipts from clients
2. Other expenses associated with the programpme's
implementation:
a) Debt servicing (interest for using the credit)
b) Production and distribution costs
C) Payments to the budget
d) Other costs (specify)
lll. |Funds received during implementation of thevdstment
programme projects, total:
Including:
1. Compensation of taxes and charges (specify)
2. Savings from projects' implementation
3. Other receipts (specify)
IV. |Total expenses associated with implementation tioe
investment programme projects (par. Il - 111)
V. Forecast consumption volume




No. Amount
Total Including By
Implementation Years
20 |20 |20 |20
VI. |Markup on price / tariff for the organizationfgroducts
services
Table 0.5 Calculation of Tariff for Connection to Rublic Utility Infrastructure Facilities
No. Amount
Total Including By
Implementation Years
20 |20 |20 |20
1 2 3 4 5 6 7
1 2
l. Estimate cost of the investment programme ptsjdor
calculating markup on price (tariff), total, incius of
VAT:
Including by project:
a)
b)
Il. Financial resources for implementing the invesht
programme projects, total:
Including:
a) Credit funds
b) Own funds
C) Funds provided by other organizations
d) Budget funds, total:
Including repayable
Including:
Federal budget
Republican budget
Municipal budget
e) Expected receipts from clients
2. Other expenses associated with the programme's
implementation:
a) Debt servicing (interest for using the credit)
b) Production and distribution costs
C) Payments to the budget
d) Other costs (specify)
[l Funds received during implementation of thezastment
programme projects, total:
Including:
1. Compensation of taxes and charges (specify)
2 Savings from projects’ implementation
V. Total expenses associated with implementatidn tree

investment programme projects (par. 1l - 111)
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Amount

No.
Total Including By
Implementation Years
20 |20 |20 |20
1 2 3 4 5 6 7
V. Total subscribed demand for all facilities undenstructior
and reconstruction to be connected
VI, Connection tariff
VII. Commissioning of housing, M
VIIl. |Appreciation of 1 mi of housing

186



Appendix 6. Credit Terms Offered by Tomsk-Based Baks

Table 0.1 Credit Terms Offered by the Tomsk-Based &nks

N Bank Product Name Amount of Credit | Currency Intered Rate Term
0.
1 | Alpha Bank | Universal Credit Facility Up to 50 million| RUR, $, €, 3-36 months
Working capital replenishmentrubles Swiss
purchase of new agr(or equivalent in francs
modernization  of  existinganother currency)
equipment
2 |VIB24 Business Development Loan | Up to 143 million| RUR, Fixed (to be determined on amp to 60 months
Working capital replenishmentrubles (or| $, € individual basis)
purchase of equipment equivalent in U.S
dollars or euro)
Business Up to 20 million| RUR 18% per annum 3-36 months
Financing of working capital,rubles Commission: from 0.11% of the
3 | KIT Finance fixed investment. credit amount every month
Professional Up to 60 million| RUR 18% per annum 3-36 months
Financing of working capital,rubles Commission: from 0.14% of the
fixed investment. credit amount every month
4 | KMB Bank | Business Credit Up to 75 million| RUR, 19.5-28.5% floating rate inUpto 7 years
Working capital replenishmentrubles; $ € RUR;
investments Up to 3 million Us 12.5-17.0% floating rate in U.$.
dollars; dollars or eur&y?
Up to 2 million Commission: 1-5% of the credit
Euros amount
5 | Mosoblbank | Credit against equipment| Up to 80 million| RUR, 22-24% per annum in RUR; | 1-24 months
pledge rubleg?2 $ € 14-22% per annum in U.$.

dollars or eurd’3

171 \nterest rate depends on credit amount and period

172 Not more than 70% of the facility's market value.

173 nterest rate depends on credit amount and period




N Bank Product Name Amount of Credit | Currency Intered Rate Term
0.
Processing commission: from
1% of the credit amount
Management charge: 0.25% |of
the remaining debt every month
6 | Promsvyazb| Credit - Equipment Up to 15 million| RUR 22-25% per annum depending or 4 years
ank Purchase of new equipment | rubles on the credit amount and periad
Processing commission: 1.5%
of the credit amount
7 | Rosbank Loans to small and medium| Up to 30 million| RUR, 17.5-20.0% in RUR,; 3-60 months
business rubles (or| $, € 13.5-18.0% in U.S. dollars or
Working capital replenishmentequivalent in euro;
purchase of fixed assetsanother currency) Processing commission: 0.3-
investments, investment 1.5% of the credit amount
refinancing
8 | Rospromban Business development loans | Up to 20 million| RUR 15% per annum From 6 months
k rubles Processing commission: 0.p-
1.5% of the credit amount
9 | Uralsib Business Growth Up to 15 million| RUR From 17% in RUR 2 years (working capitg
Financing of working capital,rubles Processing commission: fropreplenishment);
investment financing 1% of the credit amount, butUp to 5 years (investment)
not more than 45 thousand
rubles
10 | Uniastrum | U-PRIME Up to 20 million| RUR 17.7% 3 years (working capitg
Bank Working capital replenishmentrubles Processing commission: 2.7%eplenishment);
purchase of fixed assets of the credit amount Up to 10 years (investment)
U-BUSINESS PRIME Up to 250 million| RUR, 15.7% in RUR; Up to 3 years (working capita
Working capital replenishmentrubles (but not$, € 12.7% in U.S. dollars / euro; | replenishment);
purchase of fixed assets more  than 6 Processing commission: 2.7PAJp to 10 years (investment)
million Euros) of the credit amount
Business development loan Up to 20 million| RUR From 18% Up to 5 years

Working capital replenishmen

trubles

purchase of fixed assets

Processing commission: fro

m

1% of the credit amount
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Bank

Product Name

Amount of Credit

Currency

Intered Rate

Term

U-Super Prime
Working capital replenishmen
purchase of fixed assets

Up to 100 million
trubles or 3 million
U.S. dollars

RUR, $, €

13.7% in RUR;

10.7% in U.S. dollars / euro;
Processing commission: 2.7
of the credit amount

Up to 5 years (working capitz
replenishment);
CAJp to 10 years (investment)

189



Appendix 7. Leasing Companies Operating in the Sibben Federal District

Table 0.1 Leasing Companies Operating in the Sibean Federal District

Company Name Location / Branches in Siberian Equipment Lease, Contract Provisions
Federal District
Branches: Barnaul, Irkutsk, Kemerovo, Equipment of any complexity, customized processslin
Krasnoyarsk, Novosibirsk, Omsk, Tomsk1 Duration of lease contract: up to 5 years;
2 Amount of financing: from 15 million rubles;
. . 3 Advance payment: from 30%;
Uralsib leasing company 4  Appreciation: from 5%,
1 . . , 5 Payment schedule:
http://www.leasing.uralsib.ru _ Linear:
- Stepped,
- Annuity;
— Seasonal.
AllianceRegionLeasing Head office: Novosibirsk Universal leasing compamigh clients in all branches of th
2 economy.
http://www.arleasing.ru
Siberian Leasing Company Head office: Novosibirsk, branches: 6 First installment: 30% max of the equipment value;
3 Tomsk, Kemerovo, Barnaul. 7 Duration of lease contract: 1-5 years.
http://www.siblizcom.ru
Branches: Barnaul, Irkutsk, Kemerovdgquipment for the power industry.
Krasnoyarsk, Novosibirsk, Omsk, 1 Leasing period: 2-10 years depending on equipresgeld
TransCreditLeasing Tomsk, Chita value and arr_lortization period,; N
4 g \S/alue_:)f e(?uapmer]]t for_Iease:tffrorT 10 million rukyle
_ . , ecurity: pledge of equipment for lease;
http://www.tcb.ru/corporative/ieasing 4  Advance payment by lessee: from 10% equipmentisyal
5 Payment schedule: monthly or quarterly;
6 Mandatory insurance of equipment by lessor.
Head office: Moscow Various lease schemes are available:
Clients: Gazprom JSC subsidiaries 1 Direct lease;
Gaztekhleasing 2 Indirect lease;
3 Leaseback;
4 Lease to supplier;
5 Financial lease.
6 Baltiyski Leasing Group of Branches: Irkutsk, Kemerovo Equipment for all branches of the economy.
Companies Krasnoyarsk, Novosibirsk, Omsk, Tomsk1 Transaction value: from 500 thousamubles;




Company Name

Location / Branches in Siberian

Federal District

Equipment Lease, Contract Provisions

http://www.baltlease.ru

2 Advance payment — 30% of equipment value;
3  Security: Equipment for lease.

Center-Capital

Branches: Novosibirsk, Omsk

Equipment for all bregof the economy.
1 Equipment appreciation: from 9% PA;

a

wer

2%

! http: , 2 Standard advance payment: from 25%;
ttp://www.c-capital.ru o
3 Lease period: 2-5 years.
Omsk Equipment for all branches of the economyh(ithe public utility
sector accounting for 8% of all operations).
UniCreditLeasing 1 Duration of lease contract: 3-10 years;
8 2 Advance payment by lessee: 5-30%;
, , , , 3 Payment schedule: monthly or quarterly;
http://www.unicreditleasing.ru 4  Fixed or floating interest rates;
5 Equipment may be shown on lessee's or lessor'sdesl
sheet.
Branch: Novosibirsk Equipment for various brancbethe economy:
RaiffeisenLeasing JSC 1 Duration of lease contract: 2-5 years;
9 2 Advance lease payment: 15-30%;
http://www.raiffeisen-leasing.ru 3 Minimum transaction amount: €150 K;
4  Appreciation: 7-10% PA.
Branches: Kemerovo, NovosibirskEquipment for all branches of the economy (with po
Glavleasing JSC Omsk, Tomsk equipment accounting for 13.41% of all operations).
10 1 Duration of lease contract: up to 5 years;
www.glavleasing.ru 2 Advance payment: from 20%;
3 Annual appreciation: 7% (hard currency), from 84b(es).
Branches: Krasnoyarsk, Novosibirsk, Equipmentvimiious branches of the economy, including po
Interleasing LLC equipment:
11 1 Duration of lease contract: 1-5 years;
http://www.ileasing.ru 2 Annual appreciation: 8-10% (hard currency), 10-1
(rubles).
Branches: Novosibirsk, KemerovpEquipment for all branches of the economy.
RMB-Leasing PLC Novokuznetsk, Krasnoyarsk, Irkutsk. 1 Minimum value of equipment for lease: 3 million re
12 2 Advance payment: from 10%;

http://www.rmbl.ru

3 Lease period: up to 5 years;

4  Appreciation: 8-12% PA,
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Company Name

Location / Branches in Siberian
Federal District

Equipment Lease, Contract Provisions

5 Security: lessor's title to equipment being leased.

Medved Leasing Company

Head office:  Moscow, regiond
operations

|[Equipment for various branches of the economyuitiolg power
equipment:
1 Minimum value of equipment for lease: 3 million res;

13 http:/Awww.Ik-medved.ru 2 Advance payment: 5-30%;
3 Lease period: 2-5 years;
4  Appreciation: 9-12% PA.
Equipment for various branches of the economy,utiicog lease
of equipment in the HPU sector (heat and water lgupguipment
. for small-scale power generation) on the followaagditions:
” Yugorskaya Leasing Company JSC Advance payment: from 30%;

http://www.ugra-leasing.ru

Duration of lease contract: up to 5 years;
Maximum average annual project appreciation: 9%;
Concessionary insurance available;

OBWNE

Budget funding options may be considered.
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