September 27, 2018

&

-

| -

@)

F —

> C £
0o ©c £

C = > =2

5 5 O =

E 5 <

= 0 : \
Om_“b ylm
@) Cc
Q =
yt wf
o 5 g
ew n
cC .= C
e o

+H 4+
+ T+ bttt
AN
t b bt bt



| Fenosa

gasNatural llb
fenosa

Gas

+H 4+
+ T+ bttt



@f

7

gasNatural

Gas Natural Fenosa in the World fenosa

EBITDA
€3,915M

Assets
€47,332M

Employees
15,375

Note: Figures as of December 31, 2017.

Customers

18* M

Leading
multinational
group Iin the

gas and

electricity
sectors



Gas Natural Fenosa in the World
Presence in 30+ countries

Mexico

Portugal
NG/LNG

commercialisation
and
commercialisation
of electricity

Gas distribution and
electricity generation.

Puerto Rico ™

Spain

Exploration, transportation,
distribution and
commercialisation of gas and
electricity. Generation.
Regastification, upstream,
commercialisation and NG/LNG

infrastructure. \
= N ’r;

/

NG/LNG infrastructure and
generation of electricity.

-

Dominican Republic
Electricity Generation

Costa Rica
Electricity Generation

Panama
Electricity distribution and
generation

X -

United Kingdom
NG/LNG commercialization
GN/GNL Infrastructure
France
NG/LNG
commercialisation

Belgium
NG/LNG
commercialisation

Netherlands
NG/LNG
commercialisation

L
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Luxembourg
NG/LNG
commercialisation

Italy

Gas commercialisation
and distribution.
Regasification.

./

Germany

NGADG

mmercialisation

Colombia
Gas distribution
Electricity distribution

Brazil
Gas distribution

Argentina
Gas distribution
Electricity Distribution

Peru
Gas Distribution (start
gasification)

Chile
Electricity Transmission and
Distribution, gas distribution

Algeria

Morocco
NG/LNG NG/LNG supplying
infrastructure  and infrastructure

)
i

Moldova
Electricity
distribution

Korea

NG/LNG

i commercialisation
I J apan
NG/LNG

commercialisation

India

Egypt

South

Angola

NG/LNG Africa
infrastructure  Coal
supplying

Kenya
Electricity
generation

NG/LNG supplying and
infrastructure

NG/LNG
commercialisation

........ Om an
NG/LNG supplying and
infrastructure

Australia
Wind generation
projects



%

Gas Natural Fenosa in Moldova goN e osa
In Moldova since the privatization process in 2000
N
State-
Owned

G
Customers: 889.078 %
@aﬁ‘?ﬁ

)

e i

Sales: 2.704 GWh

Network: 35.142 km

AAAAAA

Transformation facilities:
9.111 (2.032 MVA)

Gas Natural Fenosa
(70%)

Note: Figures as of December 31, 2017.
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Gas Natural Fenosa in Moldova
Cumulative Investments (Million USD)

350 -

300 -

250 -

200 -

150 -

100 -

50 -

0 .

327

305
290

267 277

249
230
211

189
169
151
131

113
99
86

68
51 99

35
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More than 80% of the Investments have been allocated to the renewal

of power lines and the modernization of electricity facilities
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Gas Natural Fenosa in Moldova fenosa
Number of Employees

Employees

2.952
3.000 - 2.696

2.409
2.500
2.000 | 1500

1.500 E 1166  1.142

1.000 - 785 753 736 727 709 708

500 -

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Productivity reached via the introduction of international best practices
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Operational expenses

OPEX per km of network WP. ne customer
(USD) ISD)

1000 - 804,3 755,0 33,3

200 - 27,9
583,3 5380 6218 - 21,4 246
600 -
200 - L ‘
2

] 2014 2015 2016 2017

2012 2013 2014 2015 2016 2017

23% Improve V yerational Costs per km of network

Redud 26% in costs per customer
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Gas Natural Fenosa in Moldova fenosa
SAIDI (System Average Interruption Distribution Index)

2001: 4,700 hours SAlDl(h/Chent)

24,0 -

20,0 -

16,0 -

12,0

8,0

4,0 -

0,0 T T T T T T T T T T T T T T 1
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 E2018

81% improvement in Quality of Supply (average interruption time per customer)




Gas Natural Fenosa in Moldova
Energy Losses (%)

Losses %

34,0

350 1333
30,0 -
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10,0 -

5,0 -

%
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82 83 8,1 81

0’0 T T T T T T T T T T T T

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 E2018

Reduction of 75% in energy losses
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Gas Natural Fenosa in Moldova fenosa
Cash Collection

Cash Collection (%)

110 -

105 - 102 101 101
101
100 o gg 100 100 100 99 100 gg

100 - 97 97 98 98

95 -

88
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85 1 g1

80 -

75 - '
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 E2018

Collection ratio consolidated at 99-100% level
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Dispute and Settlement

The Tariff deficit reached €75M as of December 2015

v

gasNatural *

fenosa

Collapse of local currency in November, 2014, due to a crisis in the banking sector. This led to an

equivalent increase in the price of power.

Delay of the regulator to adjust the tariff to cost-recovery level until November 2015 (since May

2012).

The insufficient tariff caused a
shortage of financial resources in
the sector, compromising its
sustainability and investment
capacity.

Risk of power interruptions: State
wholesale energy providers sued
GNF for delayed payment, and
menaced to cut the power.

Government not proactive in
recognizing and solving this
situation.

14



Dispute and Settlement

In August 2015, GNF launched arbitration proceedings
against Moldova in ICSID.

In the mediation stage, the Energy Community
Secretariat (ECS) was involved as mediator.

In February 2016, a MoU was signed among MoEl,
ECS and GNF.

ARANJAMENT
pentru regularizarea recuperirii devierilor tarifare incheiat intre Gas Natural Fenosa i
Ministerul Economiei al Republicii Moldova

Ministerul Economiei al REPUBLICII GAS NATURAL SDG SA

MOLDOVA > //‘,;\‘
i 7 7 // )
Semndtura: / ;//_\

Semnitura: ¢ 2 f LG
Octavian CALMIC Anfohi PERIS MING
Titlu: Viceprim-ministru, Titlu: = Director pentru Companiile
Ministru al economiei de Distributie de Gaz si
Electricitate
iCS "RED UNION FENOSA” S.A. iCS "GAS NATURAL FENOSA

FURNIZARE ENERGIE” S.R.L.

/

Y,

Semnatura:

Galina POROHONCIUC

Titlu: Administrator Titlu: Administrator

TO THE REPUBLIC OF MOLDOVA

GAS NATURAL SDG SA (GN) and its subsidiary GAS NATURAL INTERNACIONAL (GNI),
formerly named UNION FENOSA INTERNACIONAL, S.A. (UFI), all these companies having
Spanish nationality, belonging to the group Gas Natural Fenosa (hereinafter jointly referred
to as "GNF Group"), and with official address at 77, San Luis Avenue, in Madrid [Spain],
address this formal written notification to the Republic of Moldova, under the legal coverage
established in article 26 of the Energy Charter Treaty (ECT), signed in Lisbon on December 17,
1994, based on the following:

ALLEGATIONS

FIRST.- PRELIMINARY

e This letter constitutes a formal notification of a dispute concerning issues covered
by the ECT in force, on the terms provided in Article 26 of the above-mentioned
International Treaty.

MEMORANDUM DE INTELEGERE

Acest Memorandum de in;elegere, este incheiat la 24 februarie 2016 de citre Gas Natural
Fenosa, un grup de companii stabilit §i existent in conformitate cu legile din Spania, avind
sediul social la adresa Plaza del Gas nr. 1, Barcelona /Spania, inregistratd in Registrul
Comertului din Barcelona(“Gas Natural Fenosa”) si Ministerul Economiei al Republicii
Moldova, in calitate de autoritate guvernamentala si cu participarea DI Dirk Buschle,
Directorul adjunct al Secretariatului Comunitdtii Energetice pentru Centrul de Litigii si
Negociere al acestuia (“Facilitatorul”).

I. Context

in conditiile in care, la 7 februarie 2000, Gas Natural Fenosa si Republica Moldova au
semnat Acordul de Cumpdrare a Actiunilor (“ACA”) pentru procurarea actiunilor Refele
Electrice de Distributie Centru SA, Retele Electrice SA (Mun Chisinau) si Refele Electrice de
Distributie Sud SA, ulterior reorganizate in ICS RED UNION Fenosa SA;

I In June 2016, a Settlement Agreement was
signed. It recognized a deficit of €82M as of
December, 2016, to be paid via tariff in 4 years

- from 2017 (€20.5M per year).

—./

Semnitura: - k\_— B
I BUSCHLE

Titlu: Director Adjunct
Secretariatul Comunitétii
Energetice

15
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Problem solving

In July 2016, the regulator approved the detailed

mechanism to payback the tariff deficit. omclams towhit sccembrc g
ik ; . PARTEA “l .
In October 2016, IMF included a condition in its o H'm'im; TR

privind stabilirea i der e

Program requiring the Regulator to effectively :.::::.iz:'?;:::::"’*"“"'“'“"::'.f:

retelelor electrice de dlstrlbuue

adjust the tariff to recover the arrears. o e A et 8 S

al n Hotari e P rlamentului elte

n 235/26 10 2012 si n co nformitate cu prevederile VBan

pet. 1-3 ale Aranjamentul Iu; pe tru egul xza ea recupe- s‘ﬂ' @

réril devierilor tarifare inchei e Gas Natural Fenosa si

Ministerul Economi el al Rep bllc Moldova la 03 06 2016 Uﬂde'

(in ) pentru suplimentul tarifar al anului ,n" la tarifele de
LRED Union Fenosa" e ase Natora Fences distnButie 86 iy Do, 18/

Fu m are Energie” SRL urmare a solicitarilor SA RED PC, ~ puterea tof tali maxim# contractats de citre toti

The Agreement stabilized the energy sector by T ST S o e

Elecxr ice Nor d 682 din 06 07 2016 C n | l de nil
admini strale al Agente Nationale pentru Reglementare devi er!o r tari f fare co f orm pet. 38 din Me( odologia de

solving a severe economic and social issue. R ek e

sanvic ul i de dslrbu‘ea

GNF committed to:

= Extend four years the period of recovery of the deficit,
to reduce the impact to the consumers.

= Cancel the outstanding debts to energy suppliers Rl U el BT
($14M), eliminating the risk of power interruptions.

Stability of the regulatory framework is to be guaranteed during the recovery period
through the involvement of ECS as supervisor of the fulfillment of the Agreement.

16
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Surfing the Waves
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Dispute and Settlement

In July, 2016, while transposing Directive 2009/72/EC, without consulting with stakeholders,
the Parliament, via the Electricity Bill, modified the regulatory framework, affecting several
tariff parameters like recognized energy losses and cost of extended lifespan of an assets.

In February 2017, against the advice of ECS and disrespecting
its term of validity, the distribution methodology was amended.

Energy Community S
A 4, Ll 5, 1030w

The recognized energy losses were reduced

o cormron

The cost of extended assets lifespan was cancelled

Mr. Sergiu Ciobanu
Mr. Octavian Lungu
ANRE

Str. Columna 90, Chisinau
Republica Moldova, MD-2012

The return on assets (WACC) was diminished

nergy Community Secretariat

Vienng, 16 January 2017
w02 1801-2017
Dear Mr. Ciobanu,
Dear Mr. Lungu

Thank you for COnSLING Us of tne intended amenaments of two IMportant ANRE decisions o the

e Slphy tar it (AL B 4070, 1512073) 28 welh ae i rectnooiogy on eaicuiation
ana determination of regulated gas sUPPIy tarifts (ANRE Declsion 678122 08 2014)

We have reviewed the proposed drafl decision. We noted with concems that, in leL‘onv\ o the
methadology for electricity distribution and regulated electricity supply tariffs there is the intenti
maodify it before the expiring of the regulatory period of five years (Article 2, ANRE Declsmn
e 4087/2012). Respecting the regulatory peﬂm‘l is required to ensure a stable, predictable regulatory
Pt Lo - TraMEWTK fOF he Companies and INVestors.

mm—— H = We acknowledge that some changes in the wording of the methodologies may have been required
to align them with the terminolagy used in the Elecricity Law 10742016 of 27.05.2016. However, the
y Eleciricity Law grants 24 months after its adoption to align the requlations with the primary legisiation

I}

Vienna, 114
ude?

(Article 86(21) of the Eleciricity Law 107/2016). We have dificulties understanding the fush in
amending Key regulatory provisions during the five year regulatory period, especially as they impact

rely the pi of the 1o changes in of WACC, debliequily ratios
or calculation of network losses for the purpase of tanif determination.

Reference: Implementation of the Settlement Agreement dated 3 June 2016

2017 Tariff, the regulator

I am addressing you regarding the recent discussions about the newly-adopted electricity tariffs for April
2017 = Maren 2018

Ag you will reeal, the Secretarial was invelved in the discussions regarding the amendment of the
slecticity tanft Metnodalogy. QU goal Was 10 eNsure that Principles $leming from EuropSAN law such

as and cost reflectivity are respected. To
the extent these principles are respected, ANRE has the discretion o adopt tarifts as they consider
appropriate.

Atthe same time, | would like to remind you of the dertak
In the Settement Agreement with Gas Natural Fenosa oated 3 June 2016, Gas Natural Fenosa claims
that the recently-adopted methodolgy breaches the obligaions stemming from the Setfiement
Agresment, and that they are contemplating various options to miligate any potsntial damages. We would
like to ensure that the conflict does not escalate and that predictability and stability are safeguarded in
the Moldovan energy market.

T this end, | suggest a meeting, at your convenianee, with the Ministry and Director General Kopaei of
ANRE, o discuss and agree on the underlying principles of the newly-adopted electricity methodolagy.

1 look forward te the centinuation of our goud cocperation. Shoud you have any queations, please do not
hesitate to contact me.

Yours sincerely,

L,

“BIrK Buschle
Deputy Dirsctor and Legal Counsel of the Energy Community Secretariat

HLE. MR OCTAVIAN CALMAC
MINISTER OF ECONO!
e REPUBLIC OF MOLDOVA

W

In this respect, | recall the commiiments aken by the Republic of Moldova (o sefile the dispute with
Gas Naiural Fenosa by a legally binding agreement of 3 June 2015 which | faciiaied
agreament incliles ihe commiment 1o nchios i he calculation f slactricy dstribution and sugply
tariffs every year until 2020 the financial deviations suffered by Gas Natural Fenosa (extends

Siats owmd sieciricty ditriution and Suppy companics by ANRE Daciion 201/3016) ANRE'S
attempt 1o change the methodoiogy Seems to put that agresment at risk.

For all of the ahove, we Strongly advise you 1o put the review of thess methadologies for electricity

and gas on hold, ideally until the finalisation of the five year regulalory periad ending in March 2018
but In any event untl an open discussion with 3l stakenolders has taken place, In panicular Gas
Natural Fenosa being party to the Seftiement Agreement concluded in June 2016. The Secretanat
Wl 2K Pt n SUch 3 Meatng 38 faci o, iedse o poRoss JpHIOpa cates.

unexpectedly applied a
€6.2M penalty for investing B
in 2015 below the legal Rt
minimum.

The impact in 2017 of these adjustments was € 20.6M

18
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In May 2017, ECS opened dispute settlement proceedings against Moldova for breaching
the Treaty establishing the Community, after reviewing the complaint filed by GNF.

h/

gusNatural
fenosa

Barcelona, May 5, 2017

Mr. Janet Kopac
Director of the Secretariat of the

Energy Community

Mr. Dirk Buschle

Deputy Director and Legal Counselor of the
Secretariat of the Energy Community

Letter of Complaint of Gas Natural Fenosa versus the State of the Republic of Moldova

Dear Mr. Janet Kopac,
Dear Mr. Dirk Buschle,

8y the present letter of complaint, Gas Natural Fenosa group, owner and operator in the Republic of
Moldova of a distribution company and a supply company, would like you bring into the attention of the
Secretariat of the Energy Community several recent facts that have occurred in Moldova in relation to the
energy sector, which we are going to describe briefly next

We believe that these facts constitute a basis for opening an infringement procesding before Moldova
based on the non-compliance with the Treaty establishing the Energy Community (“The Treaty”) signed by
Moldova and in particular with the objectives of creating a predictable regulatory framework, ensuring a
stable investment climate and respecting the principles of non-discrimination and transparency. These
principles are covered in the Treaty and in Directive 2009/72/EC.

Background

Gas Natural Fenosa (GNF] is an international energy group based in Barcelona, Spain. Gas Natural Fenosa
operates in the gas and electricity sectors and today is present in 30 countries around the world, providing
energy services for around 20 million clients and with 3 power generation installed capacity of more than
15,000 MW.

Gas Natural Fenosa is active in the Republic of Moldova since year 2000, when three state-owned slectricity
distribution enterprises were privatized. In 2008, these three Utilities merged into a single company: ICS
RED Union Fenosa S.A, which is the subsidiary of Gas Natural Fenosa that distributes electricity in Moldova,
serving almost 70% of the total electricity demand of the country. Since the privatization, Red Union Fenosa
has cumulative invested more than USS 290 million, mainly in the electricity grid modernization. As
mandated by the electricity law due to the transposition to the legal body of Moldova of Directive
2003/54/EC and Directive 2009/72/EC, and also as established in the Treaty stablishing the Energy

1

Subject: ECS-9/17 - Opening Letter

EXCELLENCY,

Sincerely Yours,

Janez Kopat
Director

Energy Community

Energy Community Secretariat

Vienna, 13 November 2017
MDMCIOfKO3H3-11-2017

Please find aftached the Opening Letter in reference to Case ECS-9/17.

' Energy Community

Encrgy Community Secreta

A ot A, Lavel 5, 1010 Wi, Austs

new assets which would lead to an unnecessary increase in the tariffs. Under the first scenario,
the tariffs would not allow the operator to recover the costs of the investments made into the
networks. The second scenario is putting an unnecessary burden on the consumers and is
therefore inefficient. Both scenarios do not comespond to the principles of cost-reflectivity and
cost-efficiency, as defined above and as protected by Articles 37(1)a) and 37(8) of Directive
2009/72/EC read in conjunction with Articles 2 .and 6 of the Treaty.

V. Conclusion

Based on the above preliminary legal the i that
Moldova fails to comply, in the instances described above, with Articles 35(4), 35(5), 37(1)(a)
and 37(8) of Direclive 2008/72/EC read in conjunction with Articles 2 and & of the Treaty as
Wwell 4 with general principles enshrined in Articles 2,6 and 94 of the Treaty.

In accordance with Article 13 of the Dispute Settiement Procedures, the Government of
Moldova is requested to submit its observations on the points of fact and law raised in this
letter within two months, i.e. by

1 February 2018
te the Secretariat.

It s recalled that, according to Article 11(2) of the Dispute Settiement Procedures, the purpose
of the procedure hereby initiated is to establish the factual and legal background of the case,
and to give the Party concemed ample opportunity to be heard. In this respeet, the preliminary
procedure shall enable the Republic of Moldova to comply of its own accord with the
requirements of the Trealy or, if appropriate, justify its position. In the latter case, the Republic
of Moldova is invited to provide the Secretariat with all factual and legal information relevant to
the case at hand.

26 Ratlerl
A 195320000
e RUNVATWY
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In Abril 2017, a condition was included in the IMF Program

INTERNATIONAL MONETARY FUND

REPUBLIC OF MoLbova "~ requiring the agreement of ECS to any amendment to the tariff
e FACLITY AND BXTENDED FUND FAGLIY ' framework. which could affect the recovery of the arrears.

ARRANGEMENTS AND REQUEST FOR MODIFICATION
OF PERFORMANCE CRITERIA—PRESS RELEASE AND

A
gasNatural *
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STAFF REPORT
Table 2. Moldova: Prior Actions and Structural Benchmarks Under the ECF/EFF

Measure Timeframe

Prior Actions for Board Consideration of the Review
Energy Sector

I n D e Ce m ber 2 O 1 7 y an Oth er 6 Increase the district heating tariff by an estimated minimum of 5 percent to allow for adequate investments and New

. current payment obligations, subject to an agreement between ANRE and World Bank. (MEFP 113)

CO n d Itl O n Was Set S O th at th e n eW 7 Increase the 2017 electricity tariffs that would maintain cost recovery and include the first tariff supplement, as a New
part of gradual repayment of the recognized financial deviations accumulated by electricity distribution

companies. The base tariff adjustment will be made based on the existing methodology. If the base electricity

m eth O d O I O gy WO u Id b e d eve I O p i n tariff is adjusted based on amendments to the existing methodology, such amendments should be coordinated

. . with, and not opposed by, the Energy Community Secretariat. (MEFP 113)
agreement with ECS and in —
Table 9. Moldova: Proposed Prior Actions and Structural Benchmarks Under the ECF/EFF

ConSUItatlon Wlth WB. Measure Timeframe

Structural Benchmarks 1/

Energy sector

10 Develop approve, and publish a new tariff methodology, in line with the new Energy law, and in agreement with New Mid-February 2018
the Energy Community Secretariat, and consulting with other stakeholders, including the World Bank, electricity
distribution companies and CSO.

In November 2017, a condition was included in the EU
Whecivmcimannimssrmmeess B Program to strengthen the tariff framework and comply with
ECS recommendations.

MEMORANDUM OF UNDERSTANDING

between ENERGY SECTOR REFORMS
THE EUROPEAN UNION Ag:ion ]
o With a view to strengthening the governance and regulatory framkwork of the energy sector,
THE REPUBLIC OF MOLDOVA including the independence of the National Energy Regulatory Agency (ANRE) and

addressing the recommendations of the review of ANRE carried out by the Energy
Community Secretariat, the Parliament will adopt the new Law on Energy.

and

THE NATIONAL BANK OF MOLDOVA
as the Beneficiary's Financial Agent

21
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In February 2018, the regulator approved a new electricity tariff methodology, in close
coordination with ECS and in consultation with WB.

In June 2018, the 2018 tariff was set in accordance with the new methodology.

During the discussions, the parties have reached an understanding on the amendments
made in 2017 regarding:

The return on assets
The Regulatory Asset Base
The penalty for lower investments in 2015.

With the involvement of ECS and the international community, and the renewed
approach of the regulator to recover the dialogue, important steps have been taken to
resolve the dispute in place that since 2015 between Moldova and GNF. The last open
point pending resolution is the determination of the OPEXs to be transferred to tariff.

22
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Three years of disputes have damaged
both the reputation of GNF in Moldova
and the image of Moldova among
international investors.

Acting in an unilateral way is not a better
option than consulting with interested
parties and reaching compromises.

Importance to balance:
Short-term: Lower Tariffs

Long-term: Financial sustainability,
investment capacity (quality of service),
Predictability and Business Climate
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1 ECS has been an essential tool to find reasonable solutions accepted by both parties.
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So...
If you want to
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Surf on Big Waves,
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...better have
ECS
on Board !
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Profitability of GNF in Moldova 9o osa

® The authorities claim GNF has a huge profit in Moldova

v’ For the first 10 years of operations, GNF companies in Moldova had negative
accumulated Net Income

v The cumulated Net Income since 2000 is 3.5 billion Lei, out of which, 729 million
Lei (>20%) correspond to Tariff Deficit (accounts receivable yet to be collected)

v GNF Group invested in Moldova US$ 80.7 Million @ in years 2000 - 2003. Pay-
back was reached in 2013. The internal rate of return is < 10% including residual
value

v' The tariffs approved to the two state-owned distributors are 36% and 59%

higher than the tariff applied to GNF

Notes
1: Purchase Price US$ 27.3 M + Capitalized loans from GNF US$ 59.2 M + EBRD shares US$ 2.3 M

2: Moldova Country Risk Premium: Average 2000-2016: 10%; Current 2017: 9.25%. Moldova is B3 rated.
27



