Energy Community

TO THE MINISTERIAL COUNCIL OF THE ENERGY COMMUNITY

represented by the Presidency and the Vice-Presidency of the Energy Community

REQUEST

In Case ECS-9/13 S

Submitted pursuant to Article 92(1) of the Treaty establishing the Energy Community and Articles
39 to 42 of Procedural Act No 2008/1/MC-EnC of the Ministerial Council of the Energy Community
of 27 June 2008 on the Rules of Procedure for Dispute Settlement under the Treaty,! the

SECRETARIAT OF THE ENERGY COMMUNITY

seeking a Decision from the Ministerial Council that:

1.

Republic of Serbia continues with a serious and persistent breach of its obligations within
the meaning of Article 92(1) of the Treaty, and having this already established by the
Ministerial Council, it failed to implement Ministerial Council Decisions 2014/03/MC-EnC and
2016/17/MC-EnC and thus to rectify the breaches identified therein.

The right of the Republic of Serbia to participate in votes for Measures adopted under Title
Il of the Treaty related to adoption of new acquis in the gas sector by all Energy Community
institutions, as well as the right to participate in votes for Measures under Article 91 of the
Treaty is suspended.

The Secretariat is requested to suspend the application of its Reimbursement Rules to the
representatives of the Republic of Serbia for all meetings organized by the Energy
Community.

The European Union, in line with Article 6 of the Treaty, is invited to take the appropriate
measures for the suspension of financial support granted to Serbia in the sectors covered
by the Treaty.

The effect of the measures adopted by this Decision is limited for one year upon their
adoption at the meeting of the Ministerial Council in the second half of 2018. Based on a
report by the Secretariat, the Ministerial Council will review the effectiveness and the need
for maintaining these measures at its next meeting 2019.

Serbia shall take all appropriate measures to rectify the breaches identified in Ministerial
Council Decisions 2014/03/MC-EnC and 2016/17/MC-EnC in cooperation with the
Secretariat and shall report to the Ministerial Council in 2019 about the implementation
measures taken.

The Secretariat is invited to monitor compliance of the measures taken by Serbia with the
acquis communautaire.

! Hereinafter: Dispute Settlement Procedures.
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has the honour of submitting the following Request to the Ministerial Council under Article 92(1) of
the Treaty:

(1)

)

®3)

4)

Relevant Facts

On 24 October 2013, the Secretariat initiated dispute settlement procedures against Serbia
by way of an Opening Letter under Article 12 of the Dispute Settlement Procedures for the
failure to transpose and implement certain provisions of the Energy Community acquis
communautaire related to gas? (Case ECS-9/13). Having not been satisfied by the respective
replies sent by Serbia, the Secretariat sent a Reasoned Opinion under Article 13 of the
Dispute Settlement Procedures on 24 February 2014 and submitted a Reasoned Request to
the Ministerial Council under Article 28 of the Dispute Settlement Procedures on 23 April
2014. The Advisory Committee established under Article 32 of the Dispute Settlement
Procedures delivered its Opinion on the Reasoned Request on 9 July 2014.

On 23 September 2014, the 12th Ministerial Council adopted Decision 2014/03/MC-EnC on
the failure by the Republic of Serbia to comply with certain obligations under the Treaty.3In
Article 1 of its Decision, the Ministerial Council established a failure of compliance with Energy
Community law by failing to:

“...implement the requirement of legal unbundling of its transmission system operator
Srbijagas from other activities not relating to transmission, fails to comply with Article 9(1) of
Directive 2003/55/EC,;

...ensure the independence of its transmission system operator Srbijagas in terms of its
organisation and decision-making from other activities not relating to transmission, fails to
comply with Articles 9(1) and 9(2) of Directive 2003/55/EC; and

...ensure the independence of its transmission system operator Yugorosgaz Transport in
terms of its organisation and decision-making from other activities not relating to transmission,
fails to comply with Articles 9(1) and 9(2) of Directive 2003/55/EC.”

In spite of numerous attempts of the Secretariat to assist Serbia in achieving its compliance
with Energy Community law for unbundling of natural gas transmission system operators as
detailed in the Request submitted by the Secretariat in the present Case ECS-9/13 S on 13
May 2016, after the establishment of an inactive, non-equipped and non-licensed shell
company, Transportgas Srbija in June 2015, no further progress had been achieved on the
unbundling of Srbijagas. Also no efforts had been made in 2016 to ensure the full and proper
functional unbundling of Yugorosgaz Transport in compliance with the requirements set by
Articles 9(1) and 9(2) of Directive 2003/55/EC.

Few days before the Ministerial Council meeting in 2016, the Government of the Republic of
Serbia adopted a conclusion on the adoption of a binding action plan on the restructuring of
Srbijagas, in line with the Third Energy Package on 11 October 2016 (“Government’'s 2016
Action Plan”).* Due to these developments, on 14 October 2016, the Ministerial Council
adopted Decision 2016/17/MC-EnC establishing that failure of Serbia to implement the
relevant decision from the gas acquis constitutes a serious and persistent breach within the

2 Namely: Directive 2003/55/EC of the European Parliament and of the Council of 26 June 2003 concerning common rules for the internal
market in natural gas and Regulation (EC) No 1775/2005 of the European Parliament and of the Council of 28 September 2005 on
conditions for access to the natural gas transmission networks.

S Annex I.
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meaning of Article 92(1) of the Treaty® but postponed the adoption of measures under Article
92 of the Treaty to 2017.

(5) At the same time, the Ministerial Council invited the Secretariat to request Measures under
Article 92 of the Treaty if Serbia fails to implement commitments made under the
Government’s 2016 Action Plan and to rectify the breaches identified in Ministerial Council
Decision 2014/03/MC-EnC.

(6) The Government’'s 2016 Action Plan obliged Serbia to implement its 2014 Energy Law and
the Third Energy Package provisions related to the gas sector, in particular unbundling of
the gas system operators. In particular, the Plan also stipulated that “in the first phase of the
restructuring of the company the legal and functional unbundling of the transmission system
operator shall be performed (the Second Energy Package). In the second phase, the
organization of the transmission system operator operation will be harmonized with the
provisions of the Third Energy Package.” The Plan also refered to a stand-by arrangement
between IMF-Serbia as of 25 February 2016, in particular, the measures to implement the
Plan of financial consolidation of JP Srbijagas. The Plan even made a reference to the
breach established by the Ministerial Council in Case ECS-9/13 and stated that the
Government’s Plan is binding to JP Srbijagas, Transportgas Srbija and Distribucijagas
Srbija. The Government’s Plan set the foundation for unbundling of Srbijagas under the ITO
model by 31 December 2016. The Plan set 1 February 2017 as a deadline for Srbijagas and
Transportgas Srbija to adopt the respective Rulebooks of organisation and employees
whereas the takeover of employees and signing the labour contracts was to be performed
by 15 March 2017. Transfer of the existing contracts and application for certification was to
be done by 1 April 2017, whereas compliance officer and the programme should have been
in place by 15 May 2017. Reports on a biweekly basis were to be submitted by Srbijagas to
the Ministry and by the Ministry to the Secretariat.

(7) In the aftermath of Decision 2016/17/MC-EnC, Serbia was reminded several times of the
obligations arising from it and necessary measures to implement in order to remedy the
serious and persistent breaches.

(8) Namely, the 14th Ministerial Council at its meeting on 14 October 2016 in Sarajevo® took note
of the Implementation Report of 1 September 2016 presented by the Secretariat and urged
the Contracting Parties, including Serbia to address the identified delays in the
implementation of the acquis urgently. In the Implementation Report 2016, to which the
Ministerial Council made a reference the Secretariat stressed that:

The Energy Law, currently applicable in Serbia sets the deadline for unbundling of transmission
system operators as of 1 June 2016, while stipulating that a certification procedure shall be
performed until 31 December 2016. ... Srbijagas continues to hold licenses for and performs
the function of transmission system operator and supplier of natural gas in Serbia, without
being unbundled even in line with the Second Energy Package. ... Both Srbijagas and
Yugorosgaz are not functionally unbundled within the meaning of Article 9 of Directive
2003/55/EC.7

(9) In the Implementation Report 2016 to which the Ministerial Council made reference the
Secretariat also recalled on the infringement case opened against Serbia (Case ECS-9/13)

5 Annex lIl.

6 Conclusions of the 14™ Ministerial Council dated 14 October 2016 at its meeting held in Sarajevo, available at: https://www.energy-
community.org/dam/jcr:5d1081al-fb42-478b-a543-6fde938a5b49/MC102016 Conclusions.pdf.

7 Energy Community Secretariat, Implementation Report, 1 September 2016, p. 140, Accessible online at https://www.energy-
community.org/implementation/reports.html.



https://www.energy-community.org/dam/jcr:5d1081a1-fb42-478b-a543-6fde938a5b49/MC102016_Conclusions.pdf
https://www.energy-community.org/dam/jcr:5d1081a1-fb42-478b-a543-6fde938a5b49/MC102016_Conclusions.pdf
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for failure to comply with its obligations under the Energy Community Treaty related to the
unbundling of the two vertically integrated gas undertakings within the meaning of Article 9 of
Directive 2003/55/EC. Particular emphasis was put on the decision under Article 92 of the
Treaty on the determination of these breaches as serious and persistent.®

(10) The Secretariat’s Implementation Report of 2017° also recalled that in spite that the Serbian
government adopted a binding action plan on the restructuring of Srbijagas, in line with the
Third Energy Package requiring Srbijagas to unbundle by May 2017, no actions were taken
in this respect. The Report concludes that in Serbia there is total lack of progress in gas
market reforms and enforcement of national gas legislation.

(11) On February 2017, the Energy Community CESEC Monitoring Report on Action Plan
Implementation?® stressed that the implementation by Serbia of the secondary legislation
related to capacity allocation mechanisms, congestion management procedures, including
publication of capacity-related information, as well as implementation in practice of market-
based balancing mechanisms depends on the functional unbundling of the transmission
system operators, which is still pending. In this Report, it was again stressed that absence of
such unbundling constitutes a serious and persistent breach of the Energy Community Treaty
law. The CESEC Action Plan 2.0 set a deadline of July 2017 for implementing transmission
network codes, which is dependent on effective implementation of the unbundling of the two
transmission system operators.

(12) Upon application from Yugorosgaz-Transport to the Energy Agency of the Republic of Serbia
(AERS), certification procedure has been conducted and Yugorosgaz-Transport has been
certified by AERS the under the ISO model*! despite the negative opinion of the Secretariat
issued in accordance with Articles 10 and 11 of Directive 2009/73/EC and Article 3 of the
Regulation (EC) No 715/2009, on 22 April 2017,%? taking into account the opinion of the
Energy Community Regulatory Board (hereinafter “ECRB”), as requested in line with Article
3(1) of the Regulation (EC) No 715/2009.%3

(13) Even though the Secretariat’'s Opinion assessed compliance of Yugorosgaz-Transport with
the Third Energy Package, the findings are relevant for the present case because they relate
to the fact that Yugorosgaz-Transport is currently not able to operate the system effectively
and independently from the system owner Yugorosgaz. According to the Secretariat's
Opinion, Yugorosgaz-Transport is still directly and indirectly controlled by persons active in
production and/or supply of natural gas or electricity (Article 14(2)(a) of the Gas Directive),
does not seem to have at its disposal the required resources for carrying out its tasks as TSO
(Article 14(2)(b) of the Gas Directive), and does not seem to have the ability to comply with
all tasks and obligations of a transmission system operator independently (Article 14(2)(d)
and (e) of the Gas Directive). Moreover, in its Opinion the Secretariat assessed that
Yugorosgaz currently does not comply with the unbundling requirements set out in Article 15
of the Gas Directive. Finally, the Secretariat assessed that it has not been demonstrated that
granting certification to Yugorosgaz-Transport will not put at risk the security of supply of
Serbia and the Energy Community as required by Article 11 of Directive 2009/73/EC.

8 Energy Community Secretariat, Implementation Report, 1 September 2016, p. 142, Accessible online at https://www.energy-
community.org/implementation/reports.html.

9 Energy Community Secretariat’s Annual Implementation Report for year 2017, Section 10 Republic of Serbia, 10.2 Gas.

10 Energy Community CESER Monitoring Report on Action Plan Implementation 02/2017, available at: https://www.energy-
community.org/dam/jcr:5d3ble0b-2a27-438e-92bb-b339¢2197c0c/EnC_CESEC GAS 022017.pdf.

11 Article 227 of the Energy Law. See: AERS Decision No. 311.01-2/2016-C-I, 20.06.2017.
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(14) Furthermore, with regard to the other transmission system operator, vertically integrated with
Srbijagas, the Secretariat made also various attempts to ensure that Serbia implements its
effective unbundling and complies with the Government’s 2016 Action Plan on the unbundling
of Srbijagas based on the ITO model.

(15) Serbia also sent several reports on this subject. * They relate to fulfilment of the
Government’s 2016 Action Plan. Primarily, the Reports described the financial restructuring
of the company as per the IMF standby agreement and mention that the activities related to
unbundling were on-going. The focus of the reports was always on the financial restructuring
of the company and never dealt with, or informed about progress on rectifying the breaches
identified in Case ECS-9/13 and ECS-9/13 S. The Secretariat sent a letter on 9 December
2016 to the Minister of Mining and Energy, expressing serious concerns of the Secretariat as
to lack of real progress in the implementation of the Plan, and in particular concerning the
credibility of the Action Plan’s deadlines.*®

(16) Besides, the lack of unbundling was discussed with the Minister of Mining and Energy on 3
April 2017 in Belgrade and 12 April 2017 in Vienna. The earlier undertaken commitments,
expressed in the Government’s 2016 Action Plan were reiterated, but no result was achieved.
The unbundling of Srbijagas was also a topic at the meeting with the Prime Minister of Serbia
in the summer 2017.

(17) The 12th Energy Community Gas Forum, held in Ljubljana, in its conclusions of 20 September
2017 stressed that genuine progress towards liquid gas markets cannot be expected without
effective implementation and consequent application of legal provisions, and, in this context,
particular emphasis was put on the lack of serious attempts in Serbia to unbundle the national
gas transmission system operators.

(18) On 28 September 2017, the Secretariat assessed in a special report for the CESEC High
Level Group Meeting “State of Gas Market Integration in the Energy Community,” ¥’ the status
of Third Energy Package implementation and gas market development, where it again
pointed out that Serbia failed to yield tangible results on unbundling of the two transmission
system operators. Namely:

— The Secretariat put particular emphasis on failure of Serbia to achieve any progress in
implementing the Government’s 2016 Action Plan on the unbundling of Srbijagas, based on
the ITO model. It was stressed that Srbijagas continued to be engaged in both supply and
transmission. Namely, the Secretariat again noted that Transportgas Srbija, established in
2015, is only a shell company incapable of performing any of the functions stipulated by law,
and that Transportgas Srbija is not functionally unbundled from its parent Srbijagas.

— The Secretariat highlighted on various facts related to Yugorosgaz Transport, and on its
persistent non-compliance with the Energy Community law. In particular the Secretariat noted
that Yugorosgaz Transport, via its mother company Yugorosgaz JSC Belgrade indirectly
controlled by Gazprom, applied for certification under Article 11 of Directive 2009/73/EC in
autumn 2016, in line with the independent system operator model. The Secretariat
emphasized that the regulatory authority in June 2017 adopted a final certification decision
though Yugorosgaz Transport did not comply with the Energy Community law unbundling

14 Annex VI-VIII.

15 Annex IX.

16 Conclusions of the Energy Community Gas Forum at its 12" meeting held in Ljubljana, on 20 September 2017, available at:
https://www.energy-community.org/dam/jcr:7bfldaf6-a542-41bf-80fd-9d45f4fdc095/GF 092017 conclusions.pdf.

17 CESEC High Level Group Report “State of Gas Market Integration in the Energy Community”, 28 September 2017, available at:
https://www.energy-community.org/dam/jcr:e13af33b-63a5-4df9-b88f-f22ad1174482/ECS _CESEC 092017.pdf
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requirements, by thus deviating from the Secretariat's Opinion on the preliminary certification
decision.

(19) In the period following Decision 2016/17/MC-EnC, Serbia did not undertake any further
actions to unbundle Srbijagas or Yugorosgaz Transport.

(20) Most importantly, at the time of this Request, Transportgas Srbija had not been licensed by
the regulatory authority AERS for activities as a natural gas transmission system operator.
AERS even refused the issuing of a license before compliance with the unbundling criteria
under the Third Energy Package and stated that certification is a precondition to licensing.!®
Neither has it been functionally unbundled from the rest of Srbijagas. The Managing Director
(the CEO) of Transportgas Srbija remained the only employee of the company, with still
preserved all other links with the mother company — Srbijagas. Namely, Mr Stevan Dukic held
both a position of the Managing Director at Transportgas Srbija and of the Executive Director
for Technical Affairs at Srbijagas. Moreover, none of the existing transportation contracts
concluded by Srbjiagas had been transferred to Transportgas Srbija, nor was an agreement
between Srbijagas and Transportgas Srbija concluded on the use of the transmission
network. Concerning Yugorosgaz Transport, there is still lack of independence from its
mother company in terms of its organisation and decision-making from other activities not
relating to transmission. According to the Secretariat’s knowledge nothing has changed after
Ministerial Council Decision 2016/17/MC-EnC.

(21) Therefore, the Secretariat considers that Serbia has not taken measures to rectify the
breaches of the Treaty as identified in Ministerial Council Decisions 2014/03/MC-EnC and
2016/17/MC-ENnC. In substance the de facto situation as regards the compliance of Serbia
with the unbundling of natural gas transmission systems operators stays in breach of the
acquis communautaire. Therefore, the Secretariat decided to submit this Request for
Measures under Article 92 of the Treaty to the Ministerial Council.

ll. Relevant Energy Community Law

(22) Article 6 of the Treaty reads:
“The Parties shall take all appropriate measures, whether general or particular, to ensure
fulfilment of the obligations arising out of this Treaty. The Parties shall facilitate the achievement
of the Energy Community’s tasks. The Parties shall abstain from any measure which could
jeopardise the attainment of the objectives of this Treaty”.

(23) Article 76 of the Treaty reads:

“... A Decision is legally binding in its entirety upon those to whom it is addressed. ...”

(24) Article 89 of the Treaty reads:

“The Parties shall implement Decisions addressed to them in their domestic legal system within
the period specified in the Decision.”

18 Annex X.
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(25) Article 92(1) of the Treaty reads:

“At the request of a Party, the Secretariat or the Regulatory Board, the Ministerial Council, acting
by unanimity, may determine the existence of a serious and persistent breach by a Party of its
obligations under this Treaty and may suspend certain of the rights deriving from application of
this Treaty to the Party concerned, including the suspension of voting rights and exclusion from
meetings or mechanisms provided for in this Treaty.”

(26) Article 37 of the Dispute Settlement Procedures19 (“Binding nature of the decision”) reads:

“The decision by the Ministerial Council shall be binding on the Parties concerned from the date
of its adoption.”

(27) Article 38 of the Dispute Settlement Procedures (“Consequences of a decision establishing
failure to comply”) reads:

“(1) Where the Ministerial Council establishes the existence of a breach of a Party's obligation
pursuant to Article 91 of the Treaty, the Party concerned shall take all appropriate measures to
rectify the breach and ensure compliance with Energy Community law.

(2) The Secretariat, in accordance with Article 67(b) of the Treaty, shall review the proper
implementation by the Party concerned of the decision by the Ministerial Council, and may again
bring the matter before the Ministerial Council on the grounds of a failure to take the necessary
measures to comply with the decision.”

(28) Article 39 of the Dispute Settlement Procedures (“Serious and persistent breach”) reads:

“The Ministerial Council shall establish the existence of a serious and persistent breach by a
Party of its obligations under the Treaty taking into account the particularities of each individual
case.”

(29) Article 40 of the Dispute Settlement Procedures (“Request”) reads:

“(1) A Party, the Secretariat or the Regulatory Board may request the Ministerial Council to
determine the existence of a serious and persistent breach without a preliminary procedure.

(2) The request may follow up on a prior decision taken by the Ministerial Council under Article
91 of the Treaty or raise a new issue.

(3) The request shall set out the allegations against the Party concerned in factual and legal
terms. It shall also contain a proposal as to concrete sanctions to be taken in accordance with
Article 92(1) of the Treaty.”

(30) Article 41 of the Dispute Settlement Procedures (“Decision-making procedure”) reads:
“(2) The Presidency shall, within seven days after receiving it, forward the request to the Party
concerned and ask it for a reply to the allegations made in the request.

(2) The Presidency and the Vice-Presidency may ask the Advisory Committee for its written
opinion.

19 Even though the Dispute Settlement Rules of 2008 have been amended in 2015 (PA/2015/04/MC-EnC), according to Article 46(2) of
the amended Dispute Settlement Rules, cases initiated before 16 October 2015 are dealt with under the Dispute Settlement Rules of 2008.
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(3) The decision by the Ministerial Council on the existence of a serious and persistent breach
shall be taken in accordance with Articles 92(1) and 93 of the Treaty.

(a) The decision taken by the Ministerial Council shall be made publicly available on the
Secretariat's website.”

Article 42 of the Dispute Settlement Procedures (“Sanctions”) reads:

“(2) In the decision establishing the existence of a serious and persistent breach, the Ministerial
Council shall determine sanctions in accordance with Article 92(1) of the Treaty and specify a
time-limit.

(2) The obligations of the Party concerned under the Treaty shall in any case continue to be
binding on that Party.

(3) The Ministerial Council shall at each subsequent meeting verify that the grounds continue to
apply on which the decision establishing the existence of a serious and persistent breach was
made and sanctions were imposed.”

lll. Legal Assessment

1. Introduction

aa. The binding nature of a Ministerial Council Decision

(32)

(33)

(34)

A Decision taken by the Ministerial Council has binding effect vis-a-vis the Party concerned.
This follows from Article 76 of the Treaty and Article 37 of the Dispute Settlement Procedures.
As a consequence, Parties are under an obligation to implement Decisions in their domestic
legal systems (Articles 6 and 89 of the Treaty).

In the case of a Decision taken under Articles 91 and/or 92 of the Treaty, such as Decisions
2014/03/MC-EnC and 2016/17/MC-EnC, the obligation to implement amounts to an obligation
to fully rectify the breaches identified and to ensure compliance with Energy Community law.
This is expressly stipulated in Article 38(1) of the Dispute Settlement Procedures. In Article
2(1) of Decision 2014/03/MC-EnC, the Ministerial Council set a deadline of December 2014,
for Serbia to take all appropriate measures to that effect, whereas in Decision 2016/17/MC-
EnC, the Ministerial Council invited the Secretariat to initiate procedure for imposing
measures under Article 92 of the Treaty if Serbia fails to implement the Action Plan adopted
by the Government'’s conclusion on 11 October 2016.

The non-implementation of a Ministerial Council Decision under Article 91 or 92 by the Party
concerned in itself constitutes a breach of Energy Community law. Once a Decision
establishing a breach has been adopted, it is not possible any longer for that Party to contest
the validity or the lawfulness of that Decision. The Treaty does not foresee an appeal against
Decisions of the Ministerial Council, the supreme decision-maker under the Treaty. If a Party
wants to challenge the position taken by the Secretariat in the course of a dispute settlement
procedure, it needs to do so during the procedure leading up to the Decision by the Ministerial
Council under Article 91 of the Treaty. Once that Decision is taken, the Party is precluded
from raising any arguments challenging the findings contained in the Decision. Otherwise
legal certainty and the binding effect of decisions would be frustrated. The only pathway the
Treaty envisages for setting aside a Decision by the Ministerial Council under Article 91 or 92
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of the Treaty is a request for revocation under Article 91(2) or Article 92(2) of the Treaty
respectively.

(35) It follows from the binding effect of decisions under Energy Community law that Serbia is
obliged to implement Decisions 2014/03/MC-EnC and 2016/17/MC-EnC. Subsequent
changes to domestic legislation or regulatory practice, as well as any legal and corporate
reforms would thus affect the present Request only to the extent they result in effective
rectification of the breaches identified by the Ministerial Council, i.e. unbundling of the two
Serbian natural gas transmission system operators in compliance with Energy Community
law. At the date of this Request, this is not the case.

bb. Measures under Article 92 of the Treaty

(36) Besides triggering a self-standing obligation of the Party concerned to rectify any breaches
identified in a previous Decision under Article 91(1) or Article 92(1) of the Treaty, Article 92(1)
of the Treaty opens the possibility for further follow-up measures to be taken against the Party
violating Energy Community law, namely (1) the determination of a serious and persistent
breach of the obligations under the Treaty, and (2) the suspension of certain rights deriving
from the application of the Treaty.

(37) Article 42(1) of the Dispute Settlement Procedures links these two measures in the sense
that a decision establishing the existence of a serious and persistent breach mandatorily
“shall” include a decision on sanctions in accordance with Article 92(1) of the Treaty, leaving
discretion only for the decision on the nature of the sanctions to be imposed. Contrary to this,
in its case law in Cases ECS-8/11 and 9/13, the Ministerial Council has followed an approach
of separating these two measures. It has first established a serious and persistent breach
including in the present Case ECS-9/13 S,20 and only in cases where the serious and
persistent breach has not been rectified, it has imposed measures related to suspension of
certain rights deriving from the application of the Treaty.?!

(38) Therefore, since in the present Case ECS-9/13 S, a serious and persistent breach has been
established by the Ministerial Council in Decision 2016/17/MC-EnC, the present Request the
Secretariat requests a decision by the Ministerial Council on imposing measures to Republic
of Serbia under Article 92(1) of the Treaty.

(39) Furthermore, the Decision under Article 92 of the Treaty does not require a preliminary
procedure of the type applicable to decisions pursuant to Article 91 of the Treaty. The fact
that the present Request is a follow-up to the Ministerial Council's Decision concluding Case
ECS-9/13 means that a comprehensive preliminary procedure has already been carried out
during which Serbia was given ample opportunity to be heard. This procedure also introduced
the Ministerial Council to the subject-matter of the present Request.

(40) Moreover, unlike Article 91 of the Treaty, Article 92 of the Treaty does not require a reasoning
of the Request made to the Ministerial Council. Nevertheless, the Secretariat in accordance
with Article 40(3) of the Dispute Settlement Procedures will set out the factual background
and the main legal reasons for submitting the present Request.

20 See: Ministerial Council Decision D/2014/04/MC-EnC on the determination of a serious and persistent breach of the Treaty by Bosnia
and Herzegovina in Case ECS-8/11, dated 23 September 2014; Ministerial Council Decision D/2016/17/MC-EnC on imposing measures
on the Republic of Serbia pursuant to Article 92(1) of the Treaty in Case ECS-9/13, dated 14 October 2016.

21 Ministerial Council Decision D/2015/10MC-EnC: on imposing measures on Bosnia and Herzegovina pursuant to Article 92(1) of the
Treaty, in Case ECS-8/11, dated 16 October 2015.
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(41) Article 92(1) of the Treaty resembles Article 7 of the EU Treaty (TEU). This provision was
introduced into the TEU by the Treaty of Amsterdam as an instrument of ensuring that EU
Member States respect certain common values. In essence, it is a diplomatic or political rather
than a legal procedure. Whether or not this procedure is suitable for the enforcement of the
Treaty is not for the Secretariat to decide. It notes, however, that the European Commission
considers that “the procedure laid down by Article 7 of the Union Treaty ... is not designed to
remedy individual breaches”.?? Similarly, the report by the Ministerial Council’s High Level
Reflection Group comes to the conclusion that “the current political approach of ‘suspending
certain rights’ in reaction to a serious and persistent breach’ does not satisfy the standards of
an Energy Community based on the rule of law”.?3

(42) As a decision under Article 7 TEU has so far not been triggered in the EU24, no precedence
of relevance under Article 94 of the Treaty exists. In this situation, the Secretariat will base
itself on the travaux préparatoires and the aforementioned interpretation issued by the
European Commission when applying Article 92(1) of the Treaty to the present case.

(43) In the following, the Secretariat will submit that Serbia, at the date of this Request, continues
to seriously and persistently breach Energy Community law (2.) and propose sanctions to the
Ministerial Council (3.).

2. Continued existence of a breach

(44) The Secretariat submits that Serbia continues to breach Article 1 of Decision 2014/03/MC-
EnC and provisions of Directive 2003/55/EC to which this Article refers, and thus persistently
fails to implement Decision 2016/17/MC-EnC.

(45) As described above, the Secretariat assumed a proactive role in helping Serbia to design and
implement the necessary measures for rectifying the breaches identified by the Ministerial
Council. In close cooperation with the Government, the Secretariat prepared guidelines for
unbundling of the transmission system operator providing a road-map for legal and functional
unbundling under Directive 2003/55/EC, including a concrete action plan, as well as options
available for Serbia for unbundling the transmission system operator under the Third Energy
Package. It also assisted the Ministry and Srbijagas in developing the relevant legal and
corporate acts for the establishment of the new natural gas transmission company.
Furthermore the Secretariat proactively mediated in the adoption of the Government's 2016
Action Plan, and even requested postponement of measures by the Ministerial Council
following the adoption of this binding Action Plan, provided that compliance is achieved in
2017. Even though Serbia submitted several reports concerning Srbijagas, as detailed in
Section | of this Request, those were not submitted in a timely manner, they were not
submitted periodically as requested by the plan and most importantly, the reports were vague
and ambiguous and referred almost exclusively to the financial restructuring of the company,
as confirmed by the Secretariat's Letter dated 9 December 2016.

2 Communication from the Commission to the Council and the European Parliament on Article 7 of the Treaty on European Union -
Respect for and promotion of the values on which the Union is based, COM(2003) 606 final, 15.10.2003, p. 7.

2  Report of the High Level Reflection Group, page 20: https://www.energy-community.org/portal/page/portal/
ENC_HOME/DOCS/3178024/0633975AD9F97B9CE053C92FA8C06338.PDF.

2 The European Commission has recently issued a recommendation to Poland stating that in case the Polish authorities take any
measures that will aggravate the systemic threat to the rule of law, the Commission is ready to immediately activate Article 7 TEU
(Commission Recommendation of 26.7.2017 regarding the rule of law in Poland C(2017) 5320 final). Furthermore, in the case of Hungary,
the European Parliament instructed its Committee on Civil Liberties, Justice and Home Affairs to initiate proceedings and draw up a specific
report with a view to holding a plenary vote on a reasoned proposal calling on the Council to act pursuant to Article 7 TEU (European
Parliament resolution of 17 May 2017 on the situation in Hungary 2017/2656(RSP)).
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For Yugorosgaz Transport, which is ultimately controlled by the Russian company Gazprom,
the Secretariat delivered its Opinion on the preliminary decision on certification of the
regulatory authority AERS. Even though the Opinion related to assessment of compliance
with the unbundling requirements under the Third Energy Pacakge, the findings of the
Secretariat are relevant for the present case, as they relate to non-compliances even with the
Second Energy Package requirements. In particular, those relate to the findings that
Yugorosgaz-Transport is still directly and indirectly controlled by persons active in production
and/or supply of natural gas or electricity, does not seem to have at its disposal the required
resources for carrying out its tasks as TSO, does not seem to have the ability to comply with
all tasks and obligations of a transmission system operator independently, thus currently does
not comply with the unbundling requirements set out in the Energy Community law.

Despite the Secretariat's assistance as well as numerous reminders and several meetings,
after the Ministerial Council meeting in October 2016, no results in unbundling the Serbian
natural gas transmission system operators were achieved. Namely, despite commitments
made under the Government’s 2016 Action Plan, no progress was made in unbundling
Srbijagas. For Yugorosgaz Transport, the regulatory authority AERS in June 2017 adopted a
final certification decision in breach of the Energy Community law, by thus deviating from the
Secretariat’'s Opinion where it was clearly expressed that Yugorosgaz Transport still failed to
comply with the unbundling requirements under Energy Community law and could not be
certified.

In particular, at the date of this Request, Serbia continues with the failure to implement full
and proper unbundling of its natural gas transmission system operators in compliance with
Energy Community law both under the Second Energy Package which is subject to the
present case, and under the Third Energy Package, which was subject to review under the
certification procedure of Yugorosgaz.

— The obligation to implement the requirement of legal unbundling of Srbijagas from other activities
not relating to transmission is not fulfilled. The Secretariat reiterates that the mere incorporation of
a new company — Transportgas Srbija, even if it is foreseen for the future to be designated as a
transmission system operator for natural gas — may not be considered as a proper legal unbundling
of transmission activities from the vertically integrated undertaking Srbijagas. Firstly, all
transmission related activities are continued to be exercised by an internal department of a
vertically integrated Srbijagas as well as all relevant assets and capacities further remain fully
possessed by this company. Secondly, Transportgas Srbija is a shell company which has no
human, technical and/or financial resources as well as assets and capacities necessary for
performance of transmission activities. And finally, Transportgas Srbija was not authorised
(licensed) and, taking into account its lack of necessary assets and capacities, it is even not yet
eligible for authorisation and designation as a transmission system operator for natural gas.

— The obligation to ensure the independence of Yugorosgaz Transport in terms of its organisation
and decision-making from other activities not relating to transmission is not fulfilled. Even though
Yugorosgaz Transport was legally unbundled from the holding company Yugorosgaz already
before the Ministerial Council’s Decision in 2014 it still has not complied with all criteria for
functional unbundling of the transmission system operator. Namely, Yugorosgaz-Transport is still
directly and indirectly controlled by persons active in production and/or supply of natural gas or
electricity, does not seem to have at its disposal the required resources for carrying out its tasks
as TSO, does not seem to have the ability to comply with all tasks and obligations of a transmission
system operator independently, thus currently does not comply with the unbundling requirements
set out in Energy Community law.

— The obligation to ensure the independence of the two transmission system operators in terms of
its organisation and decision-making from other activities not relating to transmission is not fulfilled.
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Functional unbundling of transmission system operator in line with Directive 2003/55/EC demands
for specific criteria to be implemented so as to ensure an actual operator’s independence from
production and supply activities, including independence of persons responsible for the
management of the transmission system operator, effective decision-making rights with regard to
assets, and establishment of the compliance programme and its observance. Implementation of
these measures does require for a thorough review of the operator’s corporate structure, status of
its management and operational separation from the holding company.

(49) In conclusion, the Secretariat respectfully submits that Serbia, in the aftermath of Decision
2016/17/MC-ENnC, failed to rectify the breaches of identified in Article 1 of Decision
2014/03/MC-EnC.

aa. Seriousness of the breach

(50) In a Communication of 2005 concerning the EU pre-Lisbon infringement action procedure,
the Commission stated that “[a]n infringement concerning non-compliance with a judgment is
always serious”.25 It can be argued that this statement is applied by analogy to the situation
at hand. Given that Article 92 of the Treaty was modelled on Article 7 TEU, the Secretariat
also considers relevant the Communication of 2003 which offers a view on what qualifies a
breach as serious. Within this procedure, the breach in question must go beyond specific
situations and concern a more systematic problem. In order to determine the seriousness of
the breach, a variety of criteria will have to be taken into account, including the purpose and
the result of the breach.

(51) Reforming and opening Contracting Parties’ gas markets and their regional and pan-
European integration rank amongst the Energy Community’s primary objectives, as laid down
in Article 2 of the Treaty. Unbundling is a key requirement for ensuring efficient and non-
discriminatory network access and thus constitutes a precondition to the opening of the
natural gas market. In this regard, Recital 10 of the Preamble of Directive 2003/55/EC
emphasizes the necessity to ensure that transmission systems are operated through legally
separated entities where vertically integrated undertakings exist, that transmission system
operators have effective decision making rights with respect to assets necessary to maintain,
operate and develop networks, and that non-discriminatory decision-making process should
be ensured through organisational measures regarding the independence of the decision-
makers responsible. Thus, there is broad consensus in identifying unbundling as a basic
important tool for achieving objectives of the Energy Community in the gas sector.

(52) Furthermore, taking into account the vulnerability of Serbia’s natural gas sector due to the
dependency on the supply of natural gas from a single source and through a single route of
transportation, the dominant position of Srbijagas on the national gas market and over access
to infrastructure, the deadlines for unbundling under the Third Energy Package as well as the
developments of new natural gas interconnectors supported by many international partners,
it is of vital importance for the country to proceed with the restructuring and unbundling of its
gas transmission system operators as required by Energy Community law is of key
importance for the completion of national gas market reforms, as well as regional and EU
integration of the internal gas market.

(53) The failure by Serbia to unbundle its natural gas transmission system operators in compliance
with Energy Community law concerns and challenges one of the fundamental elements of
Directive 2003/55/EC as extended to the Contracting Parties since 2006. The failure to

2 Communication from the Commission, SEC(2005) 1658, section 16. See also: See ECJ C-169/13, Commission v Italy,
ECLI:EU:C:2014:2407, para. 100; ECJ C-378/13, Commission v Greece, ECLI:EU:C:2014:2405, paras. 37, 72.
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implement it for both of the country’s transmission system operators must be considered a
serious and consistent breach and a denial of the very essence of the European gas market
model as enshrined in the Directive.

(54) The following consequences resulting from the non-implementation of this key element of
Directive 2003/55/EC and the open disregard of deadlines set under the Second Energy
Package further exacerbate the seriousness of the breaches and substantially impact the
transposing of subsequent acquis from the concerned Contracting Party.

(55) Firstly, without a proper implementation of legal and functional unbundling of natural gas
transmission system operators, further implementation of the unbundling requirements
stemming from Directive 2009/73/EC26 will be and, in case of Serbia, already is obstructed
and delayed. The Secretariat hereby recalls that Serbia was obliged to unbundle its natural
gas transmission system operators in line with Directive 2009/73/EC and its own Energy
Law,27 i.e. to implement the rules for ownership unbundling, independent system operator
or independent transmission operator before 1 June 2016. As mentioned in the Request prior
to the adoption of Decision 2016/17/MC-EnC, Serbia is still far away from reaching this
objective for both its gas transmission system operators. As a matter of fact, the Secretariat
reiterates that the certification decision delivered by the regulatory authority AERS in June
2017 is in breach of the Energy Community law and expressly deviates from the Opinions of
both the Secretariat and the ECRB where it was assessed that Yugorosgaz Transport still
fails to comply with the unbundling requirements under Energy Community Law and may thus
not be certified.

(56) Secondly, failure to unbundle natural gas transmission system operators and therefore to
ensure their independence from other activities in the sector seriously hampers any further
developments of competitiveness, transparency and liquidity in the natural gas market and
its integration. Without effective separation of transmission networks from activities of
production and supply there is always a risk of discrimination not only in the operation of the
network but also in the incentives for vertically integrated undertakings to invest adequately
in their networks. Only effective unbundling can ensure the removal of any conflict of interests
between producers, suppliers and transmission system operators allowing to create
incentives for the necessary investments and guarantee the access of new market entrants
under a transparent and efficient regulatory regime.

(57) Thirdly, failure to ensure effective unbundling of transmission activities allows the vertically
integrated undertaking or any part thereof to cross-subsidise its commercial activities of
production and/or supply through incomes received from transmission and, consequently, at
the expense of all transmission network users. Such a situation encourages unfair,
discriminatory and non-transparent business practices and distorts the competitions in the
natural gas market not to mention its attractiveness for investors or new entrants.

(58) Finally, the Communication by the European Commission on Article 7 TEU of 2003 — upon
which Article 92 of the Treaty was modelled — suggests that, as in the European Union, the
Ministerial Council of the Energy Community disposes of a discretionary power to determine
that there is a serious and persistent breach. In this respect the Secretariat recalls that the
Ministerial Council by Decision 2016/17/MC-EnC has already decided on the seriousness of
the above breaches, and has postponed adoption of measures only because Serbian

% Directive 2009/73/EC of the European Parliament and of the Council of 13 July 2009 concerning common rules for internal market in
natural gas and repealing Directive 2003/55/EC, as incorporated and adapted by Ministerial Council Decision 2011/02/MC-EnC of 6
October 2011.

27 Energy Law of the Republic of Serbia of 29 December 2014 (Official Gazette of the Republic of Serbia, No 145/2014).
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authorities had engaged in serious binding commitments under the Government’s 2016
Action Plan referenced in that Decision. Nevertheless, the Ministerial Council had urged the
Secretariat to submit a Request for Measures under Article 92 of the Treaty in 2017, in event
of non-implementation by Serbia of the necessary measures. Furthermore, adoption of a
certification decision by the regulatory authority AERS in June 2017 for Yugorosgaz
Transport, in breach of the Energy Community law and in express deviation from the Opinions
of both the Secretariat and the ECRB, further exacerbates the seriousness of the breaches
of Serbia and the indifference of its institutions in ensuring effective compliance with the
Energy Community acquis.

bb. Persistence of the breach

(59) According to the Commission, for a breach to be persistent, it must last some time.28 Serbia
has failed to comply with Energy Community law in the gas sector, and in particular with
respect to unbundling of its natural gas transmission system operators, already since 2006,
when the Treaty entered into force. In fact, this is one of the most persistent breaches
imaginable. In a case of measures under Article 92 against Bosnia and Herzegovina (in case
ECS-8/11 S), the Ministerial Council in 2014 deemed eight years of serious breaches as being
persistent within the meaning of the Article.

(60) The Secretariat recalls that Serbia has been constantly reminded of its breach in the
Secretariat’s Implementation Reports and its bilateral communication, as well as by numerous
Ministerial Council and Permanent High Level Group meetings, without any tangible progress
so far.

(61) As noted above, despite both Decisions 2014/03/MC-EnC and 2016/17/MC-EnC, Serbia has
not yet rectified the breaches subject to this Request. Failure to comply with various legally
binding decisions of the Ministerial Council on such serious breaches for three years already
obviously amounts to a persistent breach, besides the lack of compliance with the criteria for
unbundling from the Second Energy Package which were due back in 2006.

3. Measures under Article 92

(62) In the Secretariat's view, leaving established serious and persistent breaches of Energy
Community law unsanctioned would amount to giving up on the very idea of enforcement
itself, and thus on the credibility of implementation.

(63) From aformal perspective, the Secretariat recalls that Article 42(1) of the Dispute Settlement
Procedures requires that a decision establishing the existence of a serious and persistent
breach shall also include a decision on sanctions in accordance with Article 92(1) of the
Treaty.

(64) The present Request concerns a breach by a country which, despite all efforts made by the
institutions established under the Treaty over many years and the importance of implementing
unbundling in the gas sector, has refused to react in any tangible manner. If the Energy
Community institutions were to tolerate such behaviour, they would admit their own lack of
will or capability to protect the very essence of the Energy Community, the implementation of
European law in the Energy Community and the respect of commitments taken by its Parties.

28 Commission Communication on Article 7 of the Treaty on European Union, p.8.
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A community based on the rule of law cannot just openly or silently accept that one of its
members openly disrespects fundamental obligations it entered into within the community’s
legal framework. Otherwise it risks moral hazard by other Parties which will undermine its
own foundations.

Without the Energy Community taking noticeable action, the chances that Serbia by itself will
overcome such a persistent failure to implement the unbundling of its natural gas transmission
system operators are minimal. The Secretariat’'s own experience over the last three years
testifies to that. The chances are even smaller for the implementation of the Third Energy
Package. Without action taken by the Ministerial Council, the Secretariat will be compelled to
launch the next round of infringement procedures on this account already in the very near
future.

For these reasons, the Secretariat proposes that the Ministerial Council to take effective and
deterring sanctions for the breaches subject to the present Request.

Article 92(1) of the Treaty envisages only a limited range of sanctions. It allows the Ministerial
Council to “suspend certain of the rights deriving from application of this Treaty to the Party
concerned, including the suspension of voting rights and exclusion from meetings or
mechanisms provided for in this Treaty.” Under current Article 92(1) of the Treaty, the
Ministerial Council is limited to the suspension of Serbia’s rights deriving from the application
of the Treaty. The Treaty lists three of these rights by way of examples, namely voting rights,
the right to attend meetings and unspecified “mechanisms” provided for in the Treaty.

The Secretariat recommends a cautious approach to the suspension of voting rights and the
right to attend meetings, as they may amount to excluding a Party from the ongoing
integration process taking place in various institutions, fora and meetings organized by the
Energy Community.

Yet under the extraordinary circumstances giving rise to the resent Request, it considers it
appropriate to deprive Serbia of the right to vote for Measures and Procedural Acts to be
adopted under Chapter Il of Title 1l related to the gas sector. Since Serbia has failed to comply
with the Energy Community acquis stemming from the Second Energy Package, the
Secretariat considers that suspending the voting rights of Serbia on adoption of new gas-
related acquis stemming from the Third Energy Package — which is not correctly implemented
in Serbia - appropriate. The measure requested covers all gas-related acquis to be adopted
by all Energy Community institutions, such as Ministerial Council but also PHLG, thus
including the adoption of Network Codes and Guidelines.

Moreover, the Secretariat considers suitable and appropriate to request the Ministerial
Council to suspend the voting rights of Serbia in relation to Measures to be adopted under
Article 91 of the Treaty, i.e. in dispute settlement procedures. It would be inappropriate for
Serbia to vote when a decision is to be taken by the Ministerial Council concerning
infringement action against another Party to the Treaty when the breaches are related to
implementation of the Third Energy Package when Serbia itself has not implemented correctly
its predecessor, i.e. the Second Energy Package, and has not complied with conditions for
certification of any of its TSOs.

Furthermore, being in a serious and persistent breach of the Treaty, Serbia should not benefit
from the financial advantages linked to the participation in the meetings organized by the
Energy Community, namely reimbursement of travel expenses. Reimbursement of travel
expenses for Energy Community meetings is governed by the Secretariat’'s Reimbursement
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Rules (in its most recent version in Procedural Act of the Energy Community Secretariat
2015/05/ECS-EnC of 1 December 2015 on the adoption of the Reimbursement Rules of the
Energy Community). The Secretariat proposes to suspend their application to the
representatives of Serbia for the period of one year.

(73) Finally, Article 6 of the Treaty calls upon all Parties, including the European Union, to facilitate
the achievement of the Energy Community’s tasks. Effectively penalizing a Contracting Party
which breaches Energy Community law in a serious and persistent manner and refuses to
implement the acquis communautaire forms part of the Energy Community’s tasks. Otherwise
the very essence of the implementation commitment and the adherence to the rule of law are
in jeopardy. The European Union, through its Instrument for Pre-Accession Assistance (IPA)
programmes and otherwise, is a major bilateral donor to Energy Community Contracting
Parties such as Serbia. Suspension in part or in whole of this support in response to the
country’s established breach is likely to be by far more effective than the suspension of
reimbursement. It should extend to all loans and grants related to infrastructure which would
benefit either of the two gas undertakings responsible for Serbia’s serious and persistent
breach of Energy Community law or the Government exercising control over Srbijagas,
including financial support for Projects of Energy Community Interest (PECI) for all state-
owned project promotors. In this situation, and with a view to Article 6 of the Treaty, the
Secretariat requests the Ministerial Council to invite the European Union to suspend financial
support granted to Serbia in energy sectors for a defined period.

(74) Given that the breaches subject to this Request amount to a factual refusal for the past ten
years to implement one the core elements of Energy Community law in the field of natural
gas, the Secretariat considers the sanctions proposed and limited to the duration of one year
both necessary and proportionate to make Serbia respect its commitments under the Treaty.

(75) The Secretariat has already substantially assisted Serbia in implementing the acquis
communautaire with regard to the unbundling of natural gas transmission system operators
and is ready to continue its assistance further on. This commitment extends also to assistance
in rectifying the breaches identified by the Ministerial Council, even — and even more so —
when they are of serious and persistent nature.

ON THESE GROUNDS

The Secretariat of the Energy Community respectfully requests that the Ministerial Council of the
Energy Community in accordance with Article 92(1) of the Treaty to declare that:

1. Republic of Serbia continues with a serious and persistent breach of its obligations within
the meaning of Article 92(1) of the Treaty, and having this already established by the
Ministerial Council, it failed to implement Ministerial Council Decision 2014/03/MC-EnC and
2016/17/MC-EnC and thus to rectify the breaches identified therein.

2. The right of the Republic of Serbia to participate in votes for Measures adopted under Title
Il of the Treaty related to adoption of new acquis in the gas sector by all Energy Community
institutions, as well as the right to participate in votes for Measures under Article 91 of the
Treaty is suspended.
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The Secretariat is requested to suspend the application of its Reimbursement Rules to the
representatives of the Republic of Serbia for all meetings organized by the Energy
Community.

The European Union, in line with Article 6 of the Treaty, is invited to take the appropriate
measures for the suspension of financial support granted to Serbia in the sectors covered
by the Treaty.

The effect of the measures adopted by this Decision is limited to one year after the adoption
of the measures at the meeting of the Ministerial Council in the second half of 2018. Based
on a report by the Secretariat, the Ministerial Council will review the effectiveness and the
need for maintaining these measures at its next meeting 2019.

Serbia shall take all appropriate measures to rectify the breaches identified in Ministerial
Council Decisions 2014/03/MC-EnC and 2016/17/MC-EnC in cooperation with the
Secretariat and shall report to the Ministerial Council in 2019about the implementation
measures taken.

The Secretariat is invited to monitor compliance of the measures taken by Serbia with the
acquis communautaire.

On behalf of the Secretariat of the Energy Community

Vienna,

12 September 2018

fJanez Kopac Dirk Buschle

Director

Deputy Director / Legal Counsel
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DECISION OF THE MINISTERIAL COUNCIL
OF THE ENERGY COMMUNITY

D/2014/03/MC-EnC: On the failure by the Republic of Serbia to comply with certain
obligations under the Treaty

THE MINISTERIAL COUNCIL OF THE ENERGY COMMUNITY,

Having regard to the Treaty establishing the Energy Community (“the Treaty”), and in particular
Article 91(1)(a) thereof,

Upon the Reasoned Request by the Secretariat in Case ECS-9/13 dated 22 April 2014,
Having regard to the absence of a Reply by the Republic of Serbia;

Having regard to the Opinion by the Advisory Committee established under Article 32 of
Procedural Act No 2008/01/MC-EnC of the Ministerial Council of the Energy Community of 27
June 2008 on the Rules of Procedure for Dispute Settlement under the Treaty, dated 9 July 2014;

HAS ADOPTED THIS DECISION:

Article 1
Failure by the Republic of Serbia to comply with certain obligations under the Treaty

The Republic of Serbia,

1. by failing to implement the requirement of legal unbundling of its transmission system operator
Srbijagas from other activities not relating to transmission, fails to comply with Article 9(1) of
Directive 2003/55/EC,;

2. by failing to ensure the independence of its transmission system operator Srbjjagas in terms of
its organisation and decision-making from other activities not relating to transmission, fails to
comply with Articles 9(1) and 9(2) of Directive 2003/55/EC; and

3. by failing to ensure the independence of its transmission system operator Yugorosgaz Transport
in terms of its organisation and decision-making from other activities not relating to transmission,
fails to comply with Articles 9(1) and 9(2) of Directive 2003/55/EC.

For the reasons sustaining these findings, reference is made to the Reasoned Request.

Article 2
Follow-up

1. The Republic of Serbia shall take all appropriate measures to rectify the breaches identified in
Article 1 and ensure compliance with Energy Community law, in cooperation with the Secretariat,
by December 2014. The Republic of Serbia shall report regularly to the Secretariat and the
Permanent High Level Group about the measures taken.
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2. If the breaches have not been rectified by 1 July 2015, the Secretariat is invited to initiate a
procedure under Article 92 of the Treaty.

Article 3
Addressees and entry into force

This Decision is addressed to the Parties and the institutions under the Treaty. It enters into force

upon its adoption.

Done in Kyiv on 23 September 2014

For the Presidency
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Republic of Serbia
MINISTRY OF MINING AND ENERGY
No: 337-00-00149/2016-07
Date: 11 October 2016
Belgrade

Dear Mr. Kopac,

Hereby we would like to thank the Energy Community Secretariat and You personally for the
efforts that you have, together with us, invested with the aim of finding a compromise
solution regarding the proposed Decision 2016/17/MC-EnC on imposing measures on Serbia
under Art. 92 (1) of the Treaty.

We inform You that in accordance with our agreement, the Government of the Republic of
Serbia at the session held today, by adopting the conclusion of the Government accepted the

Report on the need for implementing the activities aimed at the reorganization of JP
"Srbijagas” Novi Sad.

Yours sincerely,

MINISTER

Aleksandar Antié¢

Enc: Report on the need for implementing the activities aimed at the reorganization of JP
"Srbijagas” Novi Sad



Pursuant to Article 43, paragraph 3 of the Law on the Government ("Official Gazette
of RS", no. 55/05, 71/05-correction, 101/07, 65/08, 16/11, 68/12-US 72/12, 7/14 - US and
44/14), at the proposal of the Ministry of Mining and Energy,

The Government adopts the

CONCLUSION

1. That the Report on the Need for Implementation of the Activities for the Purpose of
Reorganization of JP "Srbijagas” Novi Sad is accepted, which is an integral part of this
conclusion.

2. That JP "Srbijagas™ Novi Sad, company "Transportgas Srbija" d.o.0. Novi Sad and
company "Distribucijagas Srbija" d.0.0. Novi Sad shall be made responsible to implement all
activities in accordance with the deadlines defined in the Report referred to in point 1 of this
conclusion.

3. That the Ministry of Mining and Energy shall monitor the implementation and
coordinate all activities defined in the Report referred to in item 1 of this conclusion.

4. That this conclusion, for the purpose of implementation, shall be submitted to the
Ministry of Mining and Energy, which will provide one copy of this conclusion to each of the
following: JP "Srbijagas™ Novi Sad, company "Transportgas Srbija" d.0.0. Novi Sad and company
"Distribucijagas Srbija" d.0.0. Novi Sad.

05 Number:
In Belgrade,

GOVERNMENT

PRIME MINISTER



REPORT ON THE NEED FOR IMPLEMENTATION OF ACTIVITIES FOR THE PURPOSE
OF THE REORGANIZATION OF JP SRBIJAGAS NOVI SAD

By ratifying the Treaty Establishing the Energy Community (EC) in 2006, the Republic of
Serbia undertook the obligation to implement Directive 2003/55/EC concerning the common rules
for the internal market in natural gas ("Second Energy Package").

By the adoption of the Law on Energy in 2011, the regulatory framework of the Republic
of Serbia in the field of natural gas was harmonized with the aforementioned European regulation,
however it was not implemented in terms of the organization of transmission system operators.
For this reason, the Energy Community in 2013 initiated proceedings against the Republic of
Serbia.

Since in the meantime the EU adopted the Third Package of energy regulations, based on
the Decision of the Ministerial Council of the EC from October 2011 the Republic of Serbia
accepted the obligation to comply with Directive 2009/73/EC concerning the common rules for
the internal market in natural gas, repealing Directive 2003/55.

In order to fulfil undertaken commitments, in December 2014 the National Assembly of
the Republic of Serbia adopted the Law on Energy in compliance with the Third Energy Package.
This law, in accordance with Directive 2009/73/EC, stipulates the conditions which in terms of its
organization have to be met by transmission system operators of natural gas.

The Government of the Republic of Serbia in December 2014 adopted the Conclusion
accepting the Baseline for the restructuring of JP "Srbijagas”. This document defines the basic
objectives of the restructuring of the company which is being implemented in two phases. In
accordance with the act adopted, in the first phase of the restructuring of the company the legal
and functional unbundling of the transmission system operator shall be performed (the Second
Energy Package). In the second phase, the organization of the transmission system operator
operation will be harmonized with the provisions of the Third Energy Package.

The concept, as well as deadlines for the restructuring of JP "Srbijagas™ were coordinated
with the management of JP Srbijagas, as well with the international commitments of the
Republic of Serbia and the entire process of implementation was interactively coordinated and
harmonized with the Secretariat of the Energy Community. EU Delegation in the Republic of
Serbia was also made actively aware about the content of the concept and time frame of its
implementation.



In accordance with the aforementioned Conclusion, in June 2015 the limited liability
company Transportgas Srbija Novi Sad and the limited liability company Distribucijagas Srbija
Novi Sad were established, and in August 2015 they were registered in the Business Registers
Agency of the Republic of Serbia. Thus the legal unbundling of the transmission system
operators was performed, i.e. the legal unbundling of activities of transmission and transmission
system operation, and of distribution and distribution system operation, in accordance with the
provisions of the Energy Law.

On 19 November 2015, the Government adopted the Conclusion adopting the Report on
the obligation of the Republic of Serbia in respect of the implementation of Directive 2009/73/EC
concerning the common rules for the internal market in natural gas from the Third Energy Package
and the need for companies' “Transportgas Srbija" d.o.0. Novi Sad and "Distribucijagas Srbija"
d.o.0. Novi Sad to carry out the activities of general interest - transmission and transmission system
operation, i.e. distribution and distribution system operation under the license of JP "Srbijagas”
Novi Sad for the carrying out of these energy activities until the expiry of its validity. This means
that the companies "Transportgas Srbija" d.0.0. Novi Sad and "Distribucijagas Srbija" d.0.0. Novi
Sad as of 19 November have been allowed to perform their business activities as licensed entities.

A very important aspect of the reorganization of Srbijagas is its financial consolidation.

In accordance with the commitments that the Republic of Serbia has undertaken by
signing a stand-by precautionary arrangement with the International Monetary Fund, in
cooperation with the World Bank, the Government on 25 February 2016 adopted the Plan of
Financial Consolidation of JP Srbijagas which establishes the measures related to financial
stabilization of JP Srbijagas. In accordance with this plan, based on the funds provided by the
World Bank a financial advisor was hired in order to prepare the Plan of debt restructuring for
JP "Srbijagas"” Novi Sad, in order to optimize the debts of the company. It is expected that the
consultant shall deliver the Draft of Debt Restructuring Plan to the World Bank and the Ministry
of Mining and Energy by 15 October 2016.

Also, it is important to note that the restructuring of JP “Srbijagas” is also one of the
benchmarks for the opening of Chapter 15 - Energy

Also, we note that the Energy Community of Southeast Europe has initiated proceedings
against the Republic of Serbia due to the failure to comply with the provisions of the Law on
Ratification of the Treaty Establishing the Energy Community between the European
Community and the Republic of Albania, Republic of Bulgaria, Bosnia and Herzegovina,
Republic of Croatia, Former Yugoslav Republic of Macedonia, Republic of Montenegro,
Romania, Republic of Serbia and the United Nations Interim Administration Mission in Kosovo
in accordance with Resolution 1244 of the United Nations ( "Off. Gazette of RS" No. 62/06) in
the part that refers to acquis communautare in the field of natural gas. In 2014 the Ministerial
Council adopted the Decision urging the Republic of Serbia to rectify this breach as soon as
possible. The next meeting of the Ministerial Council of the Energy Community of South East
Europe, which will be held on 14 October 2016, includes a proposal for imposing measures
against the Republic of Serbia if the breach has not been rectified.



Ministry of Mining and Energy, in cooperation with this company prepared the Action Plan
for the Restructuring of JP “Srbijagas”, to which the European Commission submitted its
comments. The Action Plan also sets the bases for the unbundling of JP "Srbijagas" as an
independent transmission operator in accordance with the provisions of Art. 232 -238 of the
Energy Law ("Off. Gazette of RS" No. 145/14).

In order to meet international obligations and to remove obstacles to opening of Chapter
15, it is necessary that JP "Srbijagas” Novi Sad, company, "Transportgas Srbija" d.0.0. Novi Sad
and company "Distribucijagas Srbija" d.o.0. Novi Sad implement the following activities:

Activity

Deadline

Responsible

Adoption of internal act/decision of JP
"Srbijagas"” in connection with the
termination of supplies to users who
meet predetermined criteria (debt level,
length of payment delay, judicial
proceedings in progress/defendant,
etc.).

31.12.2016

JP “Srbijagas”

Initiating Accounts Receivable
Analysis and defining the part that can
be settled.

The deadline will be
set after consultations
with the World Bank

JP “Srbijagas”
Ministry of Finance
Ministry of Economy

Adoption of methodologies for 31.12.2016 JP “Srbijagas”
economic and financial evaluation of

JP “Srbijagas”investment projects.

Adoption of ten-year transmission 01.02.2017 “Transportgas Srbija”

system operator development plan and
five-year natural gas distribution
system development plan in
accordance with the Energy Law,
which have already passed the
economic and financial evaluation in
accordance with the adopted
methodology.

“Distribucijagas Srbija”

Initiating review of all current
investment projects in order to
determine their economic and financial
profitability.

The deadline will be
set after consultations
with the World Bank

JP “Srbijagas”
“Transportgas Srbija”
“Distribucijagas Srbija”

Adoption of the action plan in order to | 30.11.2016 JP “Srbijagas”
maintain operational costs at the level

approved by AERS

In cooperation with AERS, 30.11.2016

reconciliation of real losses on JP “Srbijagas”

transmission and distribution on the
basis of relevant data based on
inventory records.




Adoption of JP “Srbijagas”debt The deadline will be Government
restructuring plan set after consultations

with the World Bank
Adoption of FX risk protection strategy | The deadline will be | JP “Srbijagas”
(which includes supply contracts and set after consultations
foreign currency loans) with the World Bank
Establishment of the Audit Committee | 30.11.2016. JP “Srbijagas”
Adoption of recommendations based The deadline will be | JP “Srbijagas”
on the review of JP "Srbijagas" set after consultations
corporate governance in accordance with the World Bank
with the due diligence terms of
reference.
Strengthening the internal audit 31.12.2016. JP “Srbijagas”
function in terms of the number of
stuff, methodology and implementation
of the internal audit recommendations.
Establishment of a strong system of 31.12.2016. JP “Srbijagas”
written and applied internal controls for
all relevant business processes and
functions.
Adoption of appropriate policies and The deadline will be | JP “Srbijagas”
procedures for risk management set after consultations
(including business, operational and with the World Bank
financial risk).
JP "Srbijagas" will finish preparing 31.12.2016. JP “Srbijagas”
internal documentation and contractual “Transportgas Srbija”
framework for activities of “Distribucijagas Srbija”
“Transportgas Srbija”.
Drawing up contracts on the lease of 31.12.2016. JP “Srbijagas”
transmission and distribution networks, “Transportgas Srbija”
as well as of movable and immovable “Distribucijagas Srbija”
property between JP "Srbijagas" and
the newly established companies.
Drawing up JP "Srbijagas" service 31.12.2016. JP “Srbijagas”
contracts towards the newly established “Transportgas Srbija”
companies. “Distribucijagas Srbija”
Preparation of organization and job JP “Srbijagas”
classification rulebook of JP 01.02.2017. “Transportgas Srbija”
"Srbijagas", “Transportgas Srbija” and “Distribucijagas Srbija”
“Distribucijagas Srbija”
Taking on the employees, drafting and | 15.03.2017.

signing of new employment contracts
with employees - operational start of
work of “Transportgas Srbija” and
“Distribucijagas Srbija”.




Transferring existing contracts to 01.04.2017. JP “Srbijagas”

newly established companies. “Transportgas Srbija”
“Distribucijagas Srbija”

Adoption of the transmission Grid 31.12.2016. “Transportgas Srbija”

Code in cooperation with the Serbian AERS

Energy (AERS)

Applying for observer status at 01.05.2017. “Transportgas Srbija”

ENTSOG, free of charge, and
participation on the ENTSOG
Transparency Platform.

Applying for the licence

In accordance with
law

“Transportgas Srbija”

Preparation of non-discriminatory
treatment and appointment of a
compliance officer for the program
and the Rulebook of procedures to
prevent the disclosure of confidential
or other commercially sensitive
information to energy entities involved
in the production and/or distribution of
natural gas

01.05.2017.

“Transportgas Srbija”

The Government will through the Plan
for the coming period identify the
activities required to fully implement
the Energy Law provisions relating to
the unbundling of the system operators.
In this regard, the Government will
through their work plan, among other
things, provide for the urgent
amendment of a large number of
regulations in the Republic of Serbia
from the impact of the unbundling of
the system operators, such as: the Law
on Government, the Law on Ministries,
the Law on Public Enterprises and
other regulations

31.12. 2016.

Government

Applying for certification

01.04.2017.

“Transportgas Srbija”

Submission of the report on
implementation of the Government
Conclusion to Ministry of Energy and
Mining

biweekly

JP “Srbijagas”
“Transportgas Srbija”
“Distribucijagas Srbija”




Submission of the report on
implementation of the Government
Conclusion to EC Secretariat

biweekly

Ministry of Energy and
Mining




Ha ocnoBy wiana 43. craB 3. 3akona o Biaau (,,Cnyx6enu rimacauk PC”, 6p. 55/05,
71/05-ucnpaska, 101/07, 65/08, 16/11, 68/12-YC, 72/12, 7/14 - YC u 44/14), Ha npenjior
MuHHCTapCTBa pyJapcTBa U SHEPreTHKE,

Bnana nonocu

3JAK/JbYUAK

1. IlpuxBata ce MWM3Bemraj o moOTpeOM cCHpoBOhEemAa AKTHBHOCTH Yy IUIBY
peopranusanuje JI1,,Cpoujarac Hosu Caj, Koju je cacTaBHM JIe0 OBOT 3aKJbYUKa.

2. Oo6agesyjy ce JII ,,Cpoujarac” HoBu Can, mpuBpeaHo aApymTso ,, Tpancmoptrac
Cpbuja” n.0.0. HoBu Can u npuBpenHo apymrso ,,Jluctpudynujarac Cpobuja” n.0.0. Hosu Cag
Jla peann3yjy CBE aKTUBHOCTH Yy CKJIQay ca poKkoBuUMa acuHUcaHuM M3BemrajeMm n3 tauke 1.
OBOT 3aKJbYYKa.

3. 3amyxyje ce MHHHCTapCTBO PydapcTBa W S€HEPreTUKE Ja MpaTH pealu3aiujy u
KOOpJIUHHUPA CBUM aKTUBHOCTUMA JeduHucanumM M3BemrajeM u3 Tauke 1. oBOT 3aKJbydKa.

4. OBaj 3akJby4ak, pajd peaju3aluje, JOCTaBUTH MHUHHCTApCTBY pyaapcTBa U
eHepreTuke, koje he no jenan npumepax oBor 3aksbydka goctasuru JII ,,Cpoujarac” Hosu Cap,
MPUBPETHOM ApymTBY ,, Tpancmoprrac CpOuja” n.0.0. HoBu Cax u mpuBpesHOM IpPYIITBY
Yuctpubymujarac Cpouja” 1.0.0. Hosu Cag.

05 bpoj:
¥V Beorpany,

BIAJTIA

TPE/ICEJTHUK



OBPA3JIOXEILE

ITIPABHU OCHOB 3A IOHOIIEKE 3AKJIbYUA

[IpaBHM OCHOB 3a JIOHOIICHE OBOT 3aKJbydKa CajJpikaH je y wiany 43. ctaB 3. 3akoHa 0
Bnanu (,,Cnyx0enu rimacauk PC”, 6p. 55/05, 71/05-ucnpaska, 101/07, 65/08, 16/11 , 68/12 -
YC, 72/12, 7/14 - YC u 44/14 ), npema kome Bnama 1oHOCH 3aK/bydak Kajga HE JTOHOCH JPYyre
akte (ypenoy, OJUTyKy, peliche).

II PA3JIO3U 3A JOHOUIEBE 3AKJbYUKA

VY muiby ucnymema npeysetunx ooaresa y neuemopy 2014. roquae Hapoana ckymmtuaa
Penyonuke CpOuje ycBojuia je 3akOH O SHEpPreTHIM ycaryiamieH ca ,,TpehuM eHepreTCKUM
nakeToM*‘. OBUM 3aKOHOM CYy, Y ckiany ca JJupexruBom 2009/73/E3, npornucanu ycioBH Koje
y TOTrJiey CBOje OpraHu3alldje Mopa Ja 3aJ0BOJbH OIEepaTop TPAHCIIOPTHOT CHUCTEMa
MIPUPOJIHOT raca.

Bnana Pemmyonmuke Cp6Owuje je y aenemOpy 2014. roguHe ycBojuia 3akjbydak KOjHUM Ce
npuxBarajy Ilomazne ocHoBe 3a pectpykrypupame JII ,,CpOujarac”. OBUM JTOKYMEHTOM
neduHUCaHU Cy OCHOBHH IIUJbEBU PECTPYKTypHUpama OBOT Ipeay3eha Koje ce CripoBOAM Kpo3
nBe (aze. YV ckiaay ca yCBOjJGHHM aKTOM y MPBOj (a3u pecTpyKTypHpama oBor mpemyseha
u3Bpiuhe ce npaBHO U GYHKIIMOHAIIHO pa3Bajamke Oleparopa TPAHCIIOPTHOT cUcTeMa (Apyru
eHepreTcku maket). Tokom apyre ¢ase, opranu3zaigja pajaa oneparopa TpaHCIIOPTHOT CHCTEMa
6uhe ycarnamniena ca onpendama Tpeher eHepreTcKor nakera.

KonmnenT, kao u pokoBu 3a pectpykrypupame JI1 ,,CpOujarac ycarnaimieHu cy, Kao u ca
MehyHapoaHo mpey3etuMm oOaBezama PenyOiuke CpOuje M 1eo HOCTyNak NpPUMEHE U
peanu3alyje MHTEPaKTUBHO je KoopauHucaH u yckiahusan ca Cekperapujatom Eneprercke
3ajequuue. Ca cagprkajeM KOHIENTa U BPEMEHCKUM OKBHPOM H-ETOBE peasin3aliije akTUBHO je
yno3Hara u leneranuja EY y Penmy6numu Cpouju.

V ckilagy ca MpeTxoHO HaBeJIeHUM 3aKkbydkoM, y jyHy 2015. roguHe cy ocHOBaHa, a 'y
asrycry 2015. roqusae y Arenuuju 3a mpuspenne perucrpe Pemyonmke Cpouje u peructpoBaHa
HpymtBo ¢ orpanudeHoM oarosopHoithy Tpancnopt rac Cpouja HoBu Can u [IpymTBo c
orpannueHoM oarosopHoihy J{ucrpudyuujarac Cpouja Hosu Can. Tume je u3BpieHo IpaBHO
pa3zBajame oreparopa TPAHCIOPTHOI CHCTEMa, OJAHOCHO MPAaBHO H3/IBajame JENaTHOCTH
TpaHCIIOPTa ¥ YIpPaBJbakba TPAHCIOPTHUM CHCTEMOM U JHUCTpHOYyLMje W YyIpaBJbamba
IUCTpUOYTUBHUM CUCTEMOM, Y CKIIaay ca oJpedaMa 3aKkoHa O EHEpreTULIH.

VY cknany ca o6aBe3ama Peny6nuke CpOuje mpey3eTuM CKIanameM CTeH0a] apaHXKMaH
U3 IPEIOCTPOKHOCTH ca MelyyHapoJHUM MOHETapHUM (POHAOM, y capa/imu ca CBeTCKOM 0aHKOM
Bnana je 25. ®ebpyapa 2016. ronune ycBojuina [nan punancujcke konconuaamuje JIT Cpoujarac
KOJUM Cy YCTaHOBJbEHE Mepe Y Be3H ca puHaHcujckoM ctabunmsanujom JIT Cpbujarac. V ckinany
ca OBUM IUTaHOM, cpeacTBuMa CBercke banke aHracoBaH je ()MHAHCHJCKU CaBETHHK KoOju he
m3panuti Ilnan pectpykrypupama ayroBawma 3a JII ,,CpOujarac” Hosu Cazn, y uusby
ontuMuzanuje ayrosa npeayseha. Ouekyje ce na Ilpemnor Ilnan pecTpykrypupama AyroBama
KOHCYJITaHT 1ocTaBu CBeTcKOj 6aHM 1 MUHHCTapCTBY pylapcTBa U eHHepreTuke 10 15. oktoopa
2016. roguHe.



Takohe, HanomumeMo 1a je npoTuB Penyoiauke Cpouje, on crpane Eneprercke 3ajennuiie
Jyrouctoune EBpore, MOKpeHYT MOCTyIaK 300T HEMOIITOBamka OApe10n 3aKkoHa O paTu(HUKaIju
VYroeopa o ocuuBamy EHneprercke 3ajennuinie usmel)ly EBponcke 3ajennunie u PemyOmuke
Anbanuje, Pemybnuke byrapcke, bocume um XepueroBune, Pemybnuke Xpsarcke, busiie
Jyrocnoencke Penyonuke Makenonuje, Penmyonuke Lpae ['ope, Pymynuje, Penyonuke Cpouje
u [IpuBpemene Mucuje Yjenumenux Hauuja Ha KocoBy y cknany ca Pesonmynujom 1244 Casera
0e30ennoctn Yjenumennx Hanuja (,,Ci. rmacauk PC” 6poj 62/06) y ey Koju ce OJHOCH Ha
acquis communautare y o6iactu npupoHor raca. Munucrapcku Caser je 2014. ronuHe ycBojuo
Omnyky kojom ce Penmybmuka CpOuja mo3uwBa ja ImTO Mpe OTKJIOHHM 0Baj mpekpiaj. Cnenehu
cacranak Munuctapckor Casera Eneprercke 3ajennuiie Jyromcroune EBpome, koju he ce
onpxatu 14. oxtobpa 2016. rongune, caapxu npeior 3a yohemem mepa npotuB PemyOnrke
Cpbuje yKoIMKO ce Taj Mpekpiiaj He OTKIOHH. Pectpykrypupame JII CpOujarac u jeaHo on
Mepuiia 3a otBapame [lornasssa 15 — EHepreruka.

VY umipy ucnymema MehyHapoIHO mpey3eTux obaBesa, CIpedaBama yBohema Mepa
npotuB Penybnuke CpOuje om crtpaHe Munucrapckor Casera Eneprercke 3ajemnulie
Jyroucroune EBpornie u oTkiamama mnpenpeka 3a orBapame [lormasipa 15 Heonxonno je ma JI1
,»Cpoujarac” Hosu Caa, mpuBpeaHo apymTBo ,,Ipancrnoprrac Cpbouja” g.0.0. Hoeu Cag u
MpUBPEIHO IpymITBO , JlucTpudymujarac Cpouja” n.0.0. HoBu Cax peamsyjy akKTHBHOCTH Yy
CKJIay ca pokoBuMa JeduHucaHuM V3BemTajeM o moTpeOu cripoBolermba akTUBHOCTH Y LIUJbY
peopranmzanuje JI1 ,,Cpbujarac” Hosu Caj, Kou je cacTaBHH JIe0 3aKJbydKa KOJU CE MpeJIaxKe.

C tum y Be3u, MUHUCTApCTBO pyAapCTBa U €HEpreTUKe mpeaiaxke Bnamu pazmartpame u
JIOHOIIEHE ITPEIMETHOTa 3aKJbYUKa.

11 OBJAIIBEE ITOTPEBHUX ITUTABA

Taukom 1. Ilpemnora 3akipyuka mpuxBara ce V3Bemraj o moTpedu crpoBohema
akTUBHOCTH y 1uJby peopranuzanuje JII ,,Cpoujarac Hosu Can, koju je cacTaBHH J€O OBOT
3aKJbyUKa.

Taukom 2. IIpenora 3akipyuka obOase3yjy ce JII ,,Cpbujarac” Hosu Can, npuBpeaHo
npymtBo ,,Tpancnoprrac Cp6uja” a.0.0. Hosu Can u mpuBpeaHo ApymTBo ,,Jluctpudyiujarac
Cpbuja” n.0.0. HoBu Can na peanusyjy cBE€ aKTUBHOCTH y CKJIQJy ca pOKOBHMa JepUHUCAHUM
N3BemtajeM u3 Tauke 1. OBOT 3aKJbyuKa.

Taukom 3. [Ipeasora 3akJbydKa 3aayxKyje ce MHHHACTApPCTBO pyIapcTBa U CHEPTETHUKE Ja
MIpaTH peann3alinjy U KOOpAMHUPA CBUM aKTUBHOCTHMA neduHrcanumM M3BemrajeM u3 tauke 1.
OBOT 3aKJby4Ka.

Taukom 4. Ilpeanora 3akibyuka yTBphyje ce a ce 0Baj 3aKJbyyak, paju peanu3aiyje,
nocraB/ba MUHUCTapCTBY pyAapCcTBa U €HEpreTHKe, Koje he mo jenan mpuMepak OBOT 3aKJbyyKa
nocraButu JII ,,CpOujarac” Hosu Can, mpuBpegHoM IpymTBy ,,Ipancmoptrac Cpouja” m1.0.0.
Hosu Canx u npuBpeanom npymtBy ,,Jluctpubymujarac Cpouja” m.0.0. Hou Can.

IV ITPOHEHA ®UHAHCHUIJCKUX CPEACTABA TIOTPEBHUX 3A PEAJIM3ALINIY
3AKJbYUKA

3a peanmzanmjy OBOr 3ak/bydKka HHUCY TMOTpeOHa (uHAHCHjCKa cpeicTBa W3 Oylera
Penybnuke Cpouje.



N3BEHITAJ O ITOTPEBU CITPOBOBEA AKTHUBHOCTHN V LIUJbY PEOPI'TAHU3ALIJE
JIT,,CPBUJATAC” HOBU CA ]

ParudukoBamem YroBopa o ocHuBamy Eneprercke 3ajemnuine (E3) 2006. romune
Penyoimka CpOuja ce obaBe3ana ga umrmuieMeHtupa JupektuBy 2003/55/E3 o 3ajeqHuykum
IIpaBWJIMMA 33 YHYTPALIKE TPAKUILTE IPUPOIHOT Traca (,,Apyru €eHEpreTCKH MakeT ).

JlonomemeM 3akoHa o enepreturu 201 1. rogune perymnaropau okBup Pemybnuke Cpouje
y 00J1acTH MPUPOTHOT raca ycarjialleH je ca HaBeJCHUM eBPOIICKHM IPOIHUcoM, Mel)yTHM OH HUje
Y UMIUIEMEHTHpAH y MOTJieAy OpraHu3alyje onepaTopa TpaHCIOPTHUX cucTteMa. M3 tor pasnora
on crpane Emneprercke 3ajegamue 2013. roamHe MOKpEHYT je MOCTymak npoTuB PemyOnmke
Cpbwuje.

Kako je y mehyspemeny EVY nonena ,,tpehm maker* eneprerckux mporuca Omiykom
Munucrapckor caBera E3 u3 okrodpa 2011. roqune Penyonuka CpOuja je npuxBaTtuia obaBesy
yeknahuBama ca Jupexktuom 2009/73/E3 0 3ajeTHUUKUM MpaBUIIMMA 33 YHYTPAIIHE TPKHUILITE
MIPUPOIHOT raca KojoM je ykunyta Jupextuna 2003/55.

VY muspy ucnymema npeysetux obasesa y neuemOpy 2014. roqune Hapoana ckymmtuaa
Peny6nuke CpOuje ycBojuna je 3aKOH O €HEpreTMLHM ycarjameH ca ,,Tpehum eHeprerckum
nakeroMm. OBUM 3aKOHOM cy, y ckiaay ca Jupexrtuom 2009/73/E3, mpornucanu yclioBH Koje Yy
MOTJIely CBOjE€ OpraHM3alldje MOpa Jia 3aJI0BOJbU OMEpaTop TPaHCIOPTHOT CUCTEMa MPUPOIHOT
raca.

Brnana PenyOnuke CpOuje je y nenemOpy 2014. rogusHe ycBojuia 3akjbydak KOjUM ce
npuxsarajy Ilonmasne ocHoBe 3a pectpykrypupamwe JII ,,CpOujarac”. OBuUM JOKYMEHTOM
nepuHHUCaH Cy OCHOBHM IIUJBEBH PECTPYKTYpHpama OBOT Mpeay3eha koje ce cripoBoIu Kpo3 Be
(daze. Y ckiany ca yCBOJEHHM aKTOM Y TIpBOj da3u pecTpyKTypupama oBor npeayseha uzspmmhe
ce IpaBHO M (PYHKIIMOHAIHO pa3/Bajame OnepaTopa TPAHCIOPTHOT CUCTeMa (APYTH €HepreTCKU
nakeT). Tokom napyre ¢asze, opranmsaiuja paga orepaTopa TPAHCIOPTHOT cuctema Ouhe
ycarnaiieHa ca ogpezoama Tpeher eHepreTckor nakera.

Konmnent, ka0 u pokxoBu 3a pectpykrypupame JII ,,CpOujarac ycarnamenu cy ca
nocnoBojactBoM JIT ,,CpOujarac, kao u ca MehyHapogHo mpeyszeTum oOaBezama PemyOinke
Cpbuje u 11€0 MocTynak IpUMEHe U peau3aliije MHTEPaKTUBHO j€ KOOPAMHUCAH U ycKiahuBaH
ca CekperapujaroM Eneprercke 3ajennunie. Ca caapikajeM KOHIENTAa U BPEMEHCKHUM OKBHPOM
HETOBE pealin3aliije akTuBHO je yno3nata u Jleneranuja EY y Penmy6muiu Cpouju.

VY ckiany ca mpeTXoAHO HaBeIeHUM 3akJbydkoM, y jyHy 2015. ronuHe cy ocHOBaHa, a 'y
asrycty 2015. rogune y AreHnuju 3a npuBpenne peructpe Pemy6nuke CpOuje u peructpoBana
HpymTBo ¢ orpanuueHoMm oarosopHouthy Tpancmopr rac Cpb6uja HoBu Can u pymrso ¢
orpannueHoM onrosopHouthy Juctpubyuujarac Cpouja HoBu Cazn. Tume je u3BpiieHO MpaBHO
pa3zaBajame oIeparopa TPAHCIOPTHOI CHCTEMa, OJHOCHO IPAaBHO W3/Bajambe JeNaTHOCTH
TpaHCIOpPTa M YIOpaBjbatkhba TPAHCIOPTHUM CHCTEMOM M JUCTpUOyLMje U yIpaBibamba
TUCTpUOYTUBHUM CUCTEMOM, Y CKIIaay ca operdaMa 3aKkoHa O EHEpreTULIH.



19. HoBeMOpa 2015. ronune Bnana je ycBojuna 3akspydak kKojuMm je mpuxBahen M3Beraj
0 obaBe3u PenyOmuke CpOuje y mornemy mpumene Jupextue 2009/73/E3 o 3ajenHUYKAM
MPAaBUJIMMA 33 YHYTPAIIEE TPIKHUILITE MPUPOTHOT raca u3 Tpeher eHepreTcKor makera U moTpeou
Jla mpuBpenHa ApymTsa ,, Tpancnoprrac Cpouja” moo Hosu Can u ,,Jluctpubynujarac Cpouja”
noo Hoeu Can o00aBibajy AENaTHOCT OJ1 ONINTET HHTEpPEeca - TPAaHCIOPT W YIpaBJbarbe
TPAHCIIOPTHUM CHCTEMOM, OJHOCHO AMCTPUOYIMja U yIpaBJbamkbe TUCTPUOYTUBHUM CHUCTEMOM
nox smnennoM JIT ,,Cpoujarac” Hou Can 3a o0aBibamke OBUX CHEPTrEeTCKUX JEIAaTHOCTH JI0 pOKa
HBEHOT Bakema. OBO 3HAYM Ja je MPUBPEAHOM ApyIITBY ,, Tpancnoprrac Cpouja” moo Hosu Cag
u ,,Jlucrpudymnujarac Cpouja” moo Hoeu Can ox 19. HoBemOpa mata moryhHOCT 1a cBoje
JeNaTHOCTH 00aBJbajy Kao JHUIICHIIUPAaHHU Cy0jeKTH.

Beoma Baxkan acriekT peopranmu3sanuje CpOujaraca mpencraBiba U WberoBa (puHaHCH]jCKA
KOHCOJIUAIHja.

VY cknany ca obaBezama Peny6nuke CpOuje npey3eTuM cKianameM CTeH10a) apaH)XKMaH
13 TIPEIOCTPOKHOCTH ca MelyHapogHIM MOHETapHUM (QOHJIOM, y capaamu ca CBETCKOM OaHKOM
Bnana je 25. debpyapa 2016. rogune ycBojuia Ilnan punancujcke konconuaanyje JII Cpoujarac
KOJUM Cy YCTaHOBJbEHE Mepe y Be3u ca (puHaHcujckoM ctabmmmsarnujoM JIT Cpoujarac. V ckimamy
ca OBUM IUIaHOM, cpeiactBuMa CBeTcke baHke aHraxoBaH je (PMHAHCHjCKM CaBETHUK Koju he
m3panutn Ilman pectpykrypupama ayroBama 3a JII ,,CpOujarac” Hosu Can, y uuipy
ontuMu3anmje xyrosa npenyseha. Ouexyje ce na Ilpemtor Ilnan pectpykTypupama ITyroBama
KOHCYNTaHT gocTaBu CBETCKOj OaHIM 1 MHUHHCTAPCTBY PyJapCcTBa M eHHEPreTHKeE 70 15. oKToOpa
2016. roguue.

Taxohe, BaykHO je HAOMEHYTH J1a pecTpykrypupame JIT CpOujarac u jeaHo o Mepuia 3a
oTBapame [lornasspa 15 — EHepreruka.

Taxohe, HanomumeMo 1a je npotuB Pemyonuke Cpouje, on crpane Eneprercke 3ajemauiie
Jyroucroune EBporne, mokpeHyT nocTynak 300r HEMOIITOBamwka 0Ape10M 3aKoHa 0 paTu(UKaIuju
VYroeopa o ocHuBamy EHeprercke 3ajennune usmel)ly EBponcke 3ajennune u PenyOmuke
AnGanuje, PenyOimuke byrapcke, boche u Xepuerosune, PemyOnuke Xpsarcke, busiie
JyrocnoBencke Peny6onuke Makenonuje, Penmyonuke L{pae ['ope, Pymynuje, Penyonuke Cpouje
u IlpuBpemene Mucuje Yjenumenux Hauuja Ha KocoBy y cknany ca Pezonyuujom 1244 Casera
oe3oennoctn Yjenumwenux Hamuja (,,Cit. rmacauk PC” 6poj 62/06) y meny Koju ce OJHOCH Ha
acquis communautare y obnactu nmpupoaHor raca. Munuctapcku Caser je 2014. ronute ycBojuo
Omnyky kojom ce Penmybnuka CpOuja mo3uBa Aa IITO Mpe OTKIOHHM OBaj mnpekpinaj. Crenehu
cacranak Munucrapckor Caera Eneprercke 3ajennune Jyroucroune EBpore, koju he ce
onpxxkatu 14. okrobpa 2016. roaune, cagpu Mmpenjor 3a ysoheweM mepa npotus PemyOnuke
CpOuje yKoJIMKO ce Taj MpeKplaj He OTKIOHHU.

MUHHCTapCTBO Py/IapCTBa M €HEPTETHKE j€ Y capalibil ca OBUM Ipeay3eheM mpunpemuio
AxuunoHH miaH 3a pectpykrypupame JIT CpOujarac, Ha xoju je EBporicka Komucuja nocraBuna
KoMmeHTape. OBUM AKIIMOHHMM TUTAHOM TOCTaBJbajy c€ U OCHOBE pasnBajama JII ,,Cpoujarac kao
HE3aBUCHOT OIllepaTopa TpaHCIopTa y ckiaay ca oapendama . 232, -238. 3akoHa 0 eHepreTUIH
(,Cn. rmacuuk PC” 6poj 145/14).

Y mwby ucnymema MelyHapoaHO mpey3eTHX o0aBe3a M OTKIamama Ipernpeka 3a
orBapame [lornasspa 15 Heomxoano je ma JII ,,Cp6ujarac” Hosu Can, mpuBpeqHO IpYIITBO
,» I parcnioptrac Cpouja” 1.0.0. Hosu Can u mpuspenno apymrso ,,Jluctpubynujarac Cpouja”
1.0.0. HoBu Canpe peanu3yjy cienehe akTHBHOCTH:



AKTHBHOCT

Pox

Hocwunar aktuBHOCTH

YcBajame uaTepHOT akta/oanyke JI1
,»CpOujarac” y Be3u ca IpeKu10M
UCTIOpYKE KOPUCHULIUMA KOJU
UCIyHaBajy yHanpe yTBphene
KpUTEepUjymMe (HUBO IyTOBama, TyKHHA
Kalllibewka ca TuiahambeM, CYICKH
MOCTYMIH Y TOKY /TY>KEHH, UT]I.)

31.12.2016

JIT ,,CpGwujarac”

Nuannupame aHaimse crama
NOTpakMBama U yTBphUBame Jena
KOjU MOJKE JIa C€ HaIIaTh

Pox he outu
Mpenu3upaH HaKOH
KOHCYJITaIHja ca
CserckoMm bankom

JIT ,,CpOujarac”
Munucrapcro @uHaHcHja
Munucrapcrso [Ipuspene

YcBajame METOA0JIOTHje 32 EKOHOMCKY
U (QUHAHCH]CKY €BAIyalH]y
WHBECTHOLIMOHUX Tpojekara 3a JII
Cpbwujarac

31.12.2016

JIT ,,CpGujarac”

VYcBajame 1eCeTOrOUILbET IIaHa
pa3Boja omeparopa TPaHCTIOPTHOT
CHCTEMa ¥ METOTOIUILIHET IJIaHa
pa3Boja AUCTPUOYTHUBHOT CHCTEMA
IPUPOJHOT Taca y cKiaxy ca 3aKOHOM
0 EHEPreTUIH, a KOjH Cy MPOILTH
€KOHOMCKY U (PMHAHCH]CKY €BayNalujy
y CKJIay ca YCBOJEHOM
METOJI0JIOTH]OM

01.02.2017

,» I pancnioptrac Cp6uja”
»JECTpUOyIHjarac
Cpbuja”

WNunnupame nperieaa cBux Tekyhux
WHBECTHUIIMOHUX TIpOjeKaTa ja Ou ce
YCTAHOBMJIA BbUXOBA €EKOHOMCKA U
(uHaHCH]CKa UCIIATUBOCT

Pox he 6utn
Mpenn3upaH HaKOH
KOHCYJTaluja ca
Cserckom bankom

JIT ,,Cpbujarac”

,» I pancnioptrac Cpouja”
»JlUCTpUOyIMjarac
Cpbuja”

VYcBajame akIIMOHOT TUIaHa pajau
cBOhema OnepaTUBHUX TPOIIKOBA HA
HUBO KojH je oo0puo AEPC

30.11.2016

JIT ,,Cp6ujarac”

VYcarnamasame ca AEPC-om cTBapHuX
ryOuTaka Ha TPaHCIOPTY U Y
JTUCTPUOYIIH]U HA OCHOBY PEJIICBAHTHUX
1oJaTaKka 3aCHOBaHUX Ha pOOHOM
KEbUTOBOJICTBY

30.11.2016

JIT Cpbujarac

VYcBajame [Inana pectpykrypupama
nyroBama JIT Cpoujarac

Pox he outun
MpEU3UPaH HAaKOH
KOHCYJTAaIuja ca
Cerckom bankom

Bnana

VYcBajame cTpaTervje 3alTuTe O]
JICBU3HOT pU3HMKa (Koja o0yxBara

Pok he outn
MpeNU3NpaH HAKOH

JIT ,,Cpbujarac”




YTOBOpE O CHAaO/CBamky U JICBU3HE
3ajMOBE)

KOHCYJITaIHja ca
CserckoMm bankom

Dopmupame Komucuje 3a peBusujy

30.11.2016.

JIT ,,CpGujarac”

YcBajame npenopyka Ha OCHOBY
nperiiea KOpIopaTUBHOT yIIPaBJbamba
JIT ,,Cpbwujarac” y ckinany ca
IPOjEeKTHUM 33JJaTKOM 32 aHAIHU3Y
nocsoBama (due diligence).

Pox he Outu
Mpenu3upaH HaKOH
KOHCYJITaIHja ca
CserckoMm bankom

JIT ,,CpOujarac”

Jauamwe dynkmuje uatepae pesmsujey | 31.12.2016. JIT ,,CpbOujarac”
norseny Opoja Jbyau, METOJI0JIOTH]E U

pUMEHE MPETopyKa 3a UHTEPHY

pEeBHU3H]Y

YcnocraBibame jakor cucreMa 31.12.2016. JIT ,,CpOujarac”

MUCAHUX U MPUMCEHCHUX HMHTCPHUX
KOHTpOJIa 32 CBE PEJICBAHTHE ITOCIOBHE
nporece u QyHKIuMje

YcBajame oarosapajyhux nojivtuka u
IpoLeaypa 3a yIpaBJbambe PU3HIIMA
(YKJbydyjyhu OCIIOBHU, ONIEPAaTUBHU U
(UHAHCH]CKU PU3HK)

Pox he outu
MpEeIU3UPaH HAKOH
KOHCYJITaIMja ca
CaerckoMm bankom

JIT ,,CpGujarac”

JIT Cpbujarac he 3aBpmT UHTEPHY 31.12.2016. JIT ,,CpOujarac”

JOKYMEHTALUjy ¥ YTOBOPHH OKBHP 32 ,» Ipancnoprrac Cpouja”

nemaraoctu Tpancroprrac Cpowuja. »JECTpUOyIHjarac
Cpbuja”

W3pana yrosopa o 3aKyiry 31.12.2016. JIT ,,CpOujarac”

TPAHCIOPTHE U TUCTPUOYTHUBHE ,» I pancnioptrac Cpouja”

MpeKe, Kao U TOKPETHE U HEMOKPETHE »JlUCTpUOyIMjarac

umoBuHe u3mely JIT CpOujarac u Cpbuja”

HOBOOCHOBAHMX Tpeay3eha.

N3pana yrosopa o npyxamy ycayra JIT | 31.12.2016. JIT ,,CpOujarac”

CpOwujarac mpema HOBOOCHOBaHUM ,» I paacrnioptrac Cpouja”

npenysehuma. »JlACTpuOyIHMjarac
Cpbuja”

W3pana npaBUIIHUKA O OpraHU3alMju U JIT ,,CpOujarac”

cucremarm3anuju 3a JIT CpOujarac, 01.02.2017. ,» Ipancrioptrac Cpouja”

Tpancnoptrac Cpbuja u »JlACTpuOyIHMjarac

Huctpubdymujarac Cpouja Cpbwuja”

[Ipey3sumame 3anocienux, uspana u | 15.03.2017.

MOTIUCHBAKE HOBUX YTOBOPa O paay ca
3arocieHMMa — OIEpaTHBHU IOYETaK
paga  Tpauncmoprrac  CpOuja w
Huctpubyuujarac Cpouja




[Ipenomeme nocrojehux yroBopa Ha
HOBOOCHOBaHa mpeny3eha

01.04.2017.

JIT ,,Cpbujarac”

,» I pancnioptrac Cpouja”
»JAUCTpHrOYyIIHjarac
Cpbwuja”

Honomeme [IpaBuna o pany
TPAHCHOPTHOT CUCTEMA Yy Capajibu ca
AreH1joM 3a eHepreTuky PenOynuke
Cpbuje (AEPC)

31.12.2016.

,» I paacnioptrac Cpowuja”
AEPC

[TogHomIeHE 3aXTeBa 3a CTATYC
nocmatpaua y EHTCOTI', 6e3 naknaze,
u yuenihe y [Tnardopmu
tpa"cnapenTHocty EHTCOI -a

01.05.2017.

,» I paacnioptrac Cpouja”

ITogHomIeHHE 3aXTEBA 3a JIMICHITY

VY ckiany ca 3akoHOM

,» I pancnioprrac Cpouja”

N3pana nporpama
HEIMCKPUMHUHATOPHOT MOHAIIAkA 1
MMEHOBAE JIMIIA 3a/Ty’KSHOT 32
npaheme nporpama u [IpaBuiHIKa O
npoleaypama 3a ClipeyaBarmbe
OTKpHUBama MOBEPJHUBUX MU APYTHX
KOMEPIIMjaTHO OCETIHUBHX
uHOpMaIrja eHEPTeTCKUM
cy0jekTumMa Koju ce 0aBe
MPOM3BOILOM W/WIIN CHAOI€BAHEM
IPUPOJTHOT raca

01.05.2017.

,» I pancroptrac Cp6uja”

Bnaga he Ilnanom pana 3a HapenHu
nepuoj UIeHTU(PUKBATH HEOMXOTHE
AKTHUBHOCTH 32 TIOTITYHO CIIPOBONEHE
ozipeou 3aKOHa O EHEePreTUIH Koje ce
OJIHOCE Ha pa3/iBajame oneparopa
cuctema. Y ToM cmuciy, Bnana he
cBojuM [lnanom pana, uamely ocranor,
MpeIBUIETH XUTHY U3MeHy Beher
Opoja pornuca y Penyonunm CpoOuju
0]l yTHIIaja Ha pa3J/iBajame omepaTopa
CUCTeMa, Kao IITO cy: 3aKoH o0 Bnaawy,
3aKOH O MUHHCTApCTBUMA, 3aKOH O
JaBHUM Ipeny3ehrmMa u Apyru Nponucu

31.12. 2016.

Bnana

[TonHoOmIEKE 3aXTEBA 32
ceptudukanmjy

01.04.2017.

,» I pancnioptrac Cpouja”

Hocrasmpame M3Beriraja o
peanu3anuju oBOr 3akibyuka Brame
MPE

NETHACCTOAHCBHO

JIT ,,CpOujarac”

,» I pancnioptrac Cp6uja”
»JlACTpuOyIIHjarac
Cpbwuja”

Hocrasmpame M3Berraja o
peanu3anuju oBOr 3akibyuka Brane
Cexkperapujary E3

NETHACCTOAHCBHO

MPE
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Annex 31/14"™ MC/14-10-2016

DECISION OF THE MINISTERIAL COUNCIL
OF THE ENERGY COMMUNITY

D/2016/17/IMC-EnC on imposing measures on the Republic of Serbia pursuant to Article
92(1) of the Treaty

THE MINISTERIAL COUNCIL OF THE ENERGY COMMUNITY,

Having regard to the Treaty establishing the Energy Community (“the Treaty”), and in particular
Article 92(1) thereof, as well as Articles 39 to 41 of Procedural Act No 2008/1/MC-EnC of the
Ministerial Council of the Energy Community of 27 June 2008 on the Rules of Procedure for
Dispute Settlement under the Treaty;

On the basis of Ministerial Council Decision 2014/03/MC-EnC of 23 September 2014 in Case ECS-
9/13 declaring the existence of a breach by the Republic of Serbia of its obligations relating to
unbundling of its gas transmission system operators, and in particular the failure to comply with
Articles 9(1) and 9 (2) of Directive 2003/55/EC;

Having regard to the failure by the Republic of Serbia to rectify all breaches identified in Article 1 of
Decision 2014/03/MC-EnC and ensure compliance with Energy Community law as requested by
Article 2 of Decision 2014/03/MC-EnC;

Having regard to the Ministerial Council invitation to the Secretariat to initiate a procedure under
Article 92 of the Treaty should the breaches identified in Article 1 of Decision 2014/03/MC-EnC be
not rectified;

Considering the assistance provided by the Secretariat to the Republic of Serbia in structuring and
drafting the measures, action plan and relevant legal and corporate acts for unbundling of gas
transmission system operators in compliance with Energy Community law;

Considering that no tangible progress has been achieved in the aftermath of Decision
2014/03/MC-EnC with regard to the unbundling of gas transmission system operators in the
Republic of Serbia;

Upon Request by the Secretariat;
HAS ADOPTED THIS DECISION:

Article 1
Serious and persistent breach

The failure by Serbia to implement Ministerial Council Decision 2014/03/MC-EnC and thus to
rectify the breaches identified in this Decision constitutes a serious and persistent breach within
the meaning of Article 92(1) of the Treaty.
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Article 2
Follow-up

1. The Republic of Serbia shall take all appropriate measures to rectify the breaches identified in
Ministerial Council Decision 2014/03/MC-EnC in cooperation with the Secretariat and shall report
to the Ministerial Council about the implementation measures taken in 2017.

2. The Secretariat is invited to monitor compliance of the measures taken by the Republic of
Serbia with the acquis communautaire.

3. If Serbia fails to implement the Action Plan adopted by the Government's conclusion on 11
October 2016, the Secretariat is invited to request Measures under Article 92 of the Treaty in 2017.

Article 3
Addressees and entry into force

This Decision is addressed to the Parties and the institutions under the Treaty. It enters into force
upon its adoption.

Done in Sarajevo on 14 October 2016
For the Presidency

)
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Opinion 2/17

pursuant to Article 3(1) of Regulation (EC) No. 715/2009 and Articles 10(6) and 11(6) of
Directive 2009/73/EC — Serbia — Certification of Yugorosgaz-Transport

On 22 December 2016, the Energy Agency of the Republic of Serbia (hereinafter “AERS”) notified
the Energy Community Secretariat (hereinafter “the Secretariat”) of a preliminary decision
(hereinafter “the Preliminary Decision”) on the certification of the transmission system operator
(hereinafter “TSQO”) Yugorosgaz-Transport, LLC, Nis (hereinafter “Yugorosgaz-Transport”) as an
independent system operator (hereinafter “ISO”). The Preliminary Decision was adopted on 12
December 2016,1 based on Articles 39(1) and 49(3) in connection with Articles 240 and 241 of the
Energy Law of Serbiaz, as well as Article 24 of the Rulebook on Energy Licence and Certification.s

Pursuant to Articles 10 and 11 of Directive 2009/73/EC4 (hereinafter “the Gas Directive”) and Article
3 of Regulation (EC) No. 715/2009s (hereinafter “the Gas Regulation”), the Secretariat is required to
examine the notified Preliminary Decision and deliver its opinion to AERS as to the compatibility of
such a decision with Articles 9(8), 11 and 14 of the Gas Directive (hereinafter “the Opinion”).

A hearing with representatives from AERS, the Ministry for Mining and Energy, Yugorosgaz and the
President of the Energy Community Regulatory Board (hereinafter “ECRB”) was held on 10 March
2017 at the premises of the Secretariat. On 14 March 2017, the Secretariat sent additional questions
to the representative of Yugorosgaz present at the hearing and received a reply on 13 April 2017.

On 23 March 2017, the Secretariat received an opinion on the Preliminary Decision by the ECRB,
as requested in line with Article 3(1) of the Gas Regulation. In its opinion, the ECRB invites AERS to
elaborate on the availability of sufficient resources, the control of Yugorosgaz and Gazprom over
Yugorosgaz-Transport, the consequences of non-compliance with the imposed conditions, and
security of supply. ECRB concludes that a certification should not be issued as long as the
requirement of independence of the applicant is not fulfilled.

l. Yugorosgaz-Transport

The parent company of Yugorosgaz-Transport, Yugorosgaz a.d. Beograd (hereinafter
“Yugorosgaz”), was established in 1996 on the and the Government of the Russian Federation on
Cooperation on Construction of Gas Pipeline on basis of the Agreement between the Federal
Government of the Federal Republic of Yugoslavia the Territory of the Federal Republic of

1 AERS Decision No. 311.012/2016-C-I, adopted on 12 December 2016.
2 Energy Law, Official Gazette of RS No. 145/14.
3 Rulebook on Energy Licence and Certification, Official Gazette of RS No. 87/15.

4 Directive 2009/73/EC of the European Parliament and of the Council of 13 July 2009 concerning common rules for the
internal market in natural gas and repealing Directive 2003/55/EC, as incorporated and adapted by Decision 2011/02/MC-
EnC of the Ministerial Council of the Energy Community of 6 October 2011.

5 Regulation (EC) No 715/2009 of the European Parliament and of the Council of 13 July 2009 on conditions for access to
the natural gas transmission networks and repealing Regulation (EC) No 1775/2005, as incorporated and adapted by
Decision 2011/02/MC-EnC of the Ministerial Council of the Energy Community of 6 October 2011.
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Yugoslavia (hereinafter “the IGA”).s The IGA provides for the establishment of a new company, jointly
owned by Gazprom on one side and Yugoslav companies on the other side. The new company’s
purpose is to project, build and finance the work and exploitation of gas pipelines, to sell the natural
gas transported through them to consumers in Yugoslavia, and potentially to transit gas through the
(then) Federal Republic of Yugoslavia.

Yugorosgaz is owned by Gazprom (50%), Srbijagas (25%) and Centrex Europe Energy & Gas AG
(25%).7

- Gazprom is active in the exploration, production, transportation, storage, processing and sale
of gas. In 2015, Gazprom produced 419 bcm of gas on the Yamal Peninsula, in Eastern
Siberia, the Far East and the Russian continental shelf.s Gazprom is also the largest gas
supplier in the European market; it exported 179 bcm of gas to Europe (via its subsidiaries
Gazprom Export and Gazprom Schweiz).s

- The Serbian natural gas incumbent Srbijagas was established by a Governmental Decision
of 200510 in accordance with the Law on Public Utilities11, with the Republic of Serbia being
the sole shareholder. Srbijagas holds licenses for and is active in natural gas transmission
and transmission system operationzz, distribution and supplyis. It owns and operates 95% of
the gas transmission network in Serbia. As a supplier of public suppliers, Srbijagas procures
natural gas under long-term contracts from Gazprom, which (through Yugorosgaz) is the sole
supplier of natural gas to the Serbian market. Srbijagas supplies all (currently 33) public retail
suppliers active in the country. Given that all retail suppliers are at the same time public
suppliers, this essentially covers the entire market.

- According to the information provided by the applicant upon request of the Secretariat,
Centrex Europe Energy & Gas AG is a holding company which is 100%-owned by GPB
Investment Advisory Limited which in turn is owned by GPB-DI Holdings Limited (91%) and
Acorus Investments Limited Lampousas (9%). Acorus Investments Limited Lampousas is
fully-owned by GPB-DI Holdings Limited which in turn is fully-owned by Gazprombank, a
Gazprom subsidiary. The shareholders of Gazprombank include Gazprom (35.5414% of the
ordinary shares), the non-State pension fund GAZFOND (49.6462% of the ordinary shares),
the Russian Federation (100% of the preferred shares Type A) and the State Corporation
Deposit Insurance Agency (100% of the preferred shares Type B).14

6 Official Gazette of FYR — International Treaties No. 4/96.

7 The Preliminary Decision incorrectly lists Central ME Energy and Gas Vienna as the owner of these shares.
8 http://www.gazprom.com/about/production/.

9 http://www.gazprom.com/about/marketing/europe/.

10 Decision of the Government of the Republic of Serbia on the Establishment of a Public Enterprise for Transport, Storage,
Distribution and Trade of Natural Gas (Official Gazette of RS No. 60/05, 51/06, 71/09, 22/10, 16/11, 35/11 and 13/12).

11 Law on Public Utilities of the Republic of Serbia (Official Gazette of RS No. 119/12).

12 Srbijagas holds a licence for natural gas transmission and transmission system operation No 0146/13-N"-TCY, as issued
by AERS on 31 October 2006 by the Decision No 311.01-42/2006-J1-1 for a period of 10 years.

13 Srbijagas holds a license fur supply of natural gas No 002/06-J1I'-24, as issued by AERS on 18 August 2006 by the
Decision No 311.01-43/2006-/1-1, and a license for public supply of natural gas No 0216/13-J/1l"-JCH, as issued by AERS
on 28 December 2012 by the Decision No 311.01-99/2012-11-I.

14 The shareholders are listed under http://www.gazprombank.ru/eng/about/shareholders/.
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Centrex Europe Energy &
Gos AG

100%

GPEB Investiment Advisary
Limited

Acorus Investments Lmited |

—

GPE-DI Holdings Limited
Lompousas

100%

100%

| Gozprombank |

Yugorosgaz holds licenses for natural gas distribution (No. 311.01-32/2006-L-1) and natural gas
distribution system operation (No. 311.01-31/2006-L-I) as well as licenses for natural gas public
supply (No. 311.01-09/2013-L-I) and natural gas trade in the open market (No. 006/06-LG-24/1-91
of 1 December 2015).

On 11 December 2012, Yugorosgaz established Yugorosgaz-Transport as a fully-owned subsidiary
(Decision on the establishment of the limited liability company “Yugorosgaz-Transport” LLC, Ni§, No.
0-53). Yugorosgaz-Transport was registered as a limited liability company in October 2015.

Yugorosgaz-Transport holds a licence for pursuing energy activities related to transport and natural
gas transport system management (No. 311.01-50/2013-L-1), dated 28 August 2013. It operates
pipelines located in Southern Serbia, namely the gas transmission pipelines Pojate — Nis (MG-09)
and Nis — Leskovac (MG-11) as well as the gas distribution pipeline RG 11-02. For this purpose,
Yugorosgaz-Transport entered into an agreement on the lease of these pipelines with Yugorosgaz
on 5/6 February 2014. Under Article 4 of the lease agreement, Yugorosgaz-Transport undertakes to
maintain and manage the transport system and to bear all expenses of day-to-day maintenance.
During 2016, some 43 mcm of natural gas were transported through the system operated by
Yugorosgaz-Transport, mostly for district heating companies.

.  The Preliminary Decision

In December 2014, the Republic of Serbia adopted a new Energy Law, which transposes the Third
Energy Package, and includes provisions on unbundling and certification. The Serbian Energy Law
requires unbundling of TSOs according to one of the three models envisaged also by the Gas
Directive: ownership unbundling, independent system operator or independent transmission
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operator.15 Under Article 239 of the Energy Law, certification is a prerequisite for obtaining a license.
Yugorosgaz-Transport has applied for certification under the ISO model.1s

Yugorosgaz-Transport submitted a first application for certification as an ISO to AERS on 8 February
2016. The company withdrew the application on 3 June 2016. Subsequently, AERS terminated the
procedure for certification on 8 June 2016 in line with Article 121 of the Law on General
Administrative Procedure.17

On 4 October 2016, AERS informed the Secretariat that Yugorosgaz-Transport had (re)submitted
its application for certification as an ISO on 12 August 2016 in accordance with Articles 240 and 241
of the Energy Law. The Preliminary Decision concerns this second application for certification by
Yugorosgaz-Transport.

In its operative part, the Preliminary Decision certifies Yugorosgaz-Transport under the 1ISO model.
The Preliminary Decision is based on the application by Yugorosgaz-Transport and accompanying
documentation, including a number of statements made by the management of Yugorosgaz-
Transport and its parent company, Yugorosgaz. The Preliminary Decision also takes into account
Yugorosgaz’ and Yugorosgaz-Transport’s corporate governance, its assets and resources, system
development planning and financing, as well as the relevant international agreements. Based on the
assessment, the operative part of the Preliminary Decision also requires Yugorosgaz-Transport,
within twelve months from the adoption of the final decision on certification, to

‘take all necessary actions with authorized bodies of the Republic of Serbia in order to
harmonise the Law on Ratification of the Agreement between the Federal Government of the
Federal Republic of Yugoslavia and the Government of the Russian Federation on
Cooperation on Construction of Gas Pipeline on the Territory of the Federal Republic of
Yugoslavia (“Official Gazette of FYR — International Treaties”, No. 4/96), the Law on
Ratification of the Treaty establishing the Energy Community between the European
Community and the Republic of Albania, Republic of Bulgaria, Bosnia and Herzegovina,
Republic of Croatia, Former Yugoslav Republic of Macedonia, Republic of Montenegro,
Romania, Republic of Serbia and the United Nations Interim Mission in Kosovo in line with
the United Nations Security Council Resolution (“Official Gazette of RS”, No. 62/06) and the
Energy Law (“Official Gazette of RS”, No. 145/14) so as to harmonise its organization and
operations in a manner providing compliance with conditions concerning the independence
of the system operator in line with the model of independent system operator;

submit a ten-year transmission system development plan adopted in line with the Energy
Law (which was approved by the Energy Agency), programme for non-discriminatory
behavior adopted in line with the Energy Law (which was approved by the Energy Agency)
and a legal document signed together with the transmission system owner providing
guarantees for the financing of transmission system development.”

15 Article 223 of the Energy Law.
16 Article 227 of the Energy Law.
17 Official Gazette of RS No. 33/97, 31/01 and 30/10.
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Moreover, Yugorosgaz-Transport is requested to report on the actions taken to comply with these
obligations once a month. In case of non-compliance, the Preliminary Decision envisages that

“... the Energy Agency of the Republic of Serbia will launch a new certification procedure in
order to reevaluate the conditions for certification and adopt a decision on the withdrawal of
the certificate referred to in item 1 hereof. “

lll.  Assessment of the Preliminary Decision
1. The ISO model of unbundling

The unbundling provisions were designed to separate, in vertically integrated undertakings
(hereinafter “VIU”),1s control over transmission system operation as a natural monopoly, on the one
hand, and over production and supply activities as competitive activities, on the other hand, to
eliminate potential conflicts of interest between transmission and other activities performed by
VIUs.19 The rules on unbundling thus aim to prevent VIUs from using their privileged position as
operators of a transmission network by obstructing access of network users other than their affiliated
companies to their network or other conduct affecting fair and undistorted competition, market
integration or infrastructure investment.

Against this background, the ISO model enshrined in Article 14 of the Gas Directive envisages that
the transmission network is not managed by the VIU, including any of its subsidiaries, but by an
operator which is fully independent from supply and production interests in the VIU and at the same
time effectively performs all TSO functions required by the Gas Directive and the Gas Regulation,
most notably operation, development and maintenance of the system. As a precondition, it must be
ensured that the ISO has the necessary powers and resources to operate the system independently
from the VIU.

In particular, an ISO may only be certified by a national regulatory authority if it fulfils all requirements
listed in Article 14(2) of the Gas Directive namely:

- The candidate ISO has demonstrated that it complies with the requirements of Article 9(1)(b),
(c), and (d) of the Gas Directive (Article 14(2)(a));

- The candidate ISO has demonstrated that it has at its disposal the required financial,
technical, physical and human resources to carry out the tasks of a TSO under Article 13 of
the Gas Directive (Article 14(2)(b));

- The candidate ISO has undertaken to comply with a ten-year network development plan
monitored by the regulatory authority (Article 14(2)(c));

- The transmission system owner has demonstrated its ability to comply with its obligations
under Article 14(5) of the Gas Directive (Article 14(2)(d)), namely to provide all the relevant
cooperation and support to the ISO for the fulfilment of its tasks, finance the investments
decided by the ISO and approved by the regulatory authority or give its agreement to

18 A VIU is defined in Article 2(20) of the Gas Directive as “a natural gas undertaking or a group of natural gas undertakings
where the same person or the same persons are entitled, directly or indirectly, to exercise control, and where the
undertaking or group of undertakings perform at least one of the functions of transmission, distribution, LNG or storage,
and at least one of the functions of production or supply of natural gas”.

19 Secretariat Opinion 1/16 of 3 February 2016 on certification of TAP AG; Opinion 1/17 of 23 January 2017 on certification
of OST.
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financing by any interested party including the I1SO, provide for the coverage of liability
relating to the network assets, and provide guarantees to facilitate financing any network
expansions;

- The candidate ISO has demonstrated its ability to comply with its obligations under the Gas
Regulation (Article 14(2)(e)).

Only under these conditions may the VIU still retain the ownership of the network. As system owner,
the VIU’s activities must be limited to enabling the ISO to carry out its tasks by fulfilling the obligations
laid down in Article 14(5) of the Gas Directive.zo Article 15 of the Gas Directive further requires legal
and functional unbundling of the transmission system owner from the other activities of the VIU.

In the following, the Secretariat will verify whether the Preliminary Decision applies these criteria
correctly. In doing so, the Secretariat agrees with the Preliminary Decision that the transmission
system operated by Yugorosgaz-Transport belonged to a VIU, Yugorosgaz, on 6 October 2011, the
cut-off date set by Article 9(8) of the Gas Directive. Hence, Yugorosgaz-Transport was eligible to
apply for certification under the ISO model.

a. Compliance with Article 14(2)(a) of the Gas Directive

Article 14(2)(a) of the Gas Directive determines that an ISO may be designated only where it
complies with Articles 9(1)(b), (c) and (d) of the Gas Directive. These provisions aim at establishing
the independence of the system operator by separating the exercise of control over or any rights in
production and supply activities, on the one hand, and transmission activities on the other hand. The
term ‘control’ is defined in Article 2(36) of the Gas Directive as “any rights, contracts or any other
means which, either separately or in combination and having regard to the considerations of fact or
law involved, confer the possibility of exercising decisive influence on an undertaking, in particular
by: (a) ownership or the right to use all or part of the assets of an undertaking; (b) rights or contracts
which confer decisive influence on the composition, voting or decisions of the organs of an
undertaking.”21 The rights include in particular the power to exercise voting rights, the holding of a
majority share and the right to act as, as well as the power to appoint members of the TSO’s
corporate bodies and those legally representing the TSO (Article 9(2) of the Gas Directive). Article
225 of the Energy Law corresponds to Article 9 of the Gas Directive.

The Preliminary Decision assesses Yugorosgaz-Transport’s compliance with the requirement of
independence of the TSO prescribed by Article 225 of the Energy Law and comes to the conclusion
that no proof has been submitted as regards “the independence of the management body of the
entity performing natural gas production or supply and natural gas transmission”.22 AERS
acknowledges that compliance with the requirements for certification according to the ISO model
requires “complete reorganisation of the founder of Yugorosgaz-Transport”. The Secretariat agrees
with AERS that the requirement of independence of Yugorosgaz-Transport from any natural gas
production and supply activity is not fulfilled.

Firstly, the Secretariat recalls that already in 2014, the Ministerial Council found upon Reasoned
Request by the Secretariat “that by failing to ensure the independence of its transmission system

20 See Commission’s Opinion on certification of Trans Austria Gasleitung GmbH, C(2013) 649, 04.02.2013.

21 This definition is taken from the Council Regulation (EC) No. 139/2004 of 20 January 2004 on the control of
concentrations between undertakings and should be interpreted accordingly (recital 10 of the Gas Directive).

22 AERS Preliminary Decision, p. 9.
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operator Yugorosgaz Transport in terms of its organisation and decision-making from other activities
not relating to transmission, fails to comply with Articles 9(1) and 9(2) of Directive 2003/55/EC” 23 i.e.
functional unbundling between the transmission company and its parent, Yugorosgaz. This breach
has not been rectified and should have been taken into account by AERS in its Preliminary Decision.

Secondly, the parent company Yugorosgaz holds 100% of the shares of Yugorosgaz-Transport, i.e.
the majority (see Article 9(2)(c) of the Gas Directive) and therefore exercises direct control over the
latter. The Articles of Association of Yugorosgaz-Transport reflect that relation of direct and
unfettered control. According to Article 26 of the Articles of Association, a representative of its sole
shareholder Yugorosgaz is entitled to vote at the Shareholders Assembly (see Article 9(2)(a) of the
Gas Directive) as its sole member. The Shareholders Assembly controls and supervises the
management of Yugorosgaz-Transport (Article 27 Articles of Association). This corresponds to the
Company Law, in accordance with which Yugorosgaz-Transport is organized in the form of a one-
tier governance (shareholders assembly and management, no supervisory board).24 Finally, the
Director of Yugorosgaz-Transport is appointed by the Shareholders Assembly (Article 54 Articles of
Association), i.e. by the representative of Yugorosgaz (see Article 9(2)(b) of the Gas Directive). He
can also be removed by the Shareholders Assembly (even without reasons, Article 54 Articles of
Association). According to Article 55 of the Articles of Association, the Director represents the
company. However, Article 55 of the Articles of Association provides that the Director of Yugorosgaz-
Transport needs the approval of the Shareholders Assembly for any decision above EUR 10.000,00.

As a consequence, Yugorosgaz-Transport fails to comply with the requirements of Article 14(2)(a)
read in conjunction with Articles 9(1)(b) and (c) of the Gas Directive as its sole shareholder
Yugorosgaz performs activities of supply of natural gas (as evidenced by the respective licenses)
and directly exercises control over and rights in Yugorosgaz-Transport.

Thirdly, the Secretariat considers that Yugorosgaz-Transport is also not independent of the
shareholders of its parent company Yugorosgaz, namely Gazprom, and potentially Centrex Europe
Energy & Gas AG and Srbijagas. AERS has not assessed this aspect in its Preliminary Decision.
The Secretariat’s following comments are based solely on the shareholding and would have to be
adapted in case a shareholders’ agreement or any other arrangement exists which confers special
rights (voting rights, rights to appoint members in Yugorosgaz' bodies etc.) on individual
shareholders.

Gazprom owns 50% of Yugorosgaz’ shares. According to the definition of the term ‘control’ referred
to above, control by a company over another company is established if it can exercise decisive
influence over it. In this regard, two general situations are to be distinguished:2s First, the controlling
undertaking enjoys the power to determine the strategic commercial decisions of the other
undertaking; this power is typically conferred by the holding of a majority of voting rights in a company
(positive control). Second, the controlling undertaking is able to veto strategic decisions in an
undertaking, but does not have the power (on its own) to impose such a decision (negative control);
this power is typically conferred by one shareholder holding 50% in an undertaking whilst the

23 Ministerial Council Decision 2014/03/MC-EnC of 23 September 2014.
24 Official Gazette of RS No. 36/2011, 99/2011, 83/2014 — other law, 5/2015.

25 European Commission Consolidated Jurisdictional Notice under Council Regulation (EC) No 139/2004 on the control of
concentrations between undertakings, OJ 2008/C 95/01, para. 54.
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remaining 50% is held by several other shareholders.2s This corresponds to the case of Gazprom
which holds 50% in Yugorosgaz while the remaining 50% are held respectively by Srbijagas and
Centrex Europe Energy & Gas AG. Gazprom therefore exercises control over Yugorosgaz which in
turn (as has been demonstrated above) exercises control over Yugorosgaz-Transport.

Furthermore, Centrex Europe Energy & Gas AG owns 25% of Yugorosgaz’ shares. Although it
therefore constitutes a minority shareholder, it is ultimately held by Gazprombank which is 36% held
by Gazprom in turn, thereby potentially reinforcing Gazprom’s control over Yugorosgaz.

As a consequence, Yugorosgaz-Transport fails to comply with the requirements of Article 14(2)(a)
read in conjunction with Articles 9(1)(b) and (c) of the Gas Directive as Gazprom on the one hand
performs activities of natural gas production and supply and directly controls Yugorosgaz which is
active in gas supply and at the same time on the other hand indirectly (via its subsidiary Yugorosgaz)
exercises control over and rights in Yugorosgaz-Transport.

Srbijagas owns 25% of Yugorosgaz’ shares and therefore constitutes a minority shareholder with
the respective rights granted for such shareholdings under Serbian law. In this regard, the Secretariat
notes that according to a remark by Yugorosgaz at the hearing, Srbijagas needs to approve
Yugorosgaz’ representative at the Shareholders Assembly of Yugorosgaz-Transport. Special rights
of this kind might confer decisive influence and thereby control over Yugorosgaz. In case AERS finds
that Srbijagas exercises control over Yugorosgaz on account of special rights, Yugorosgaz-
Transport would fail to comply with the requirements of Article 14(2)(a) read in conjunction with
Articles 9(1)(b) and (c) of the Gas Directive also based on the fact that Srbijagas on the one hand
performs activities of natural gas supply and would directly control Yugorosgaz which is active in gas
supply and at the same time on the other hand would indirectly (via its subsidiary Yugorosgaz)
exercise control over and rights in Yugorosgaz-Transport.

Furthermore, the Secretariat notes that special rights, shareholder agreements or other de facto
arrangements between the shareholders of Yugorosgaz may result in joint control of these
shareholders over Yugorosgaz. Joint control exists where two or more undertakings have the
possibility of exercising decisive influence over another undertaking, i.e. have the power to block
actions which determine the strategic commercial behaviour of an undertaking. In practice, such joint
control may exist in case where minority shareholders have additional rights which allow them to
veto decisions which are essential for the strategic behaviour of the undertaking controlled (typically
related to budget, the business plan, major investments or the appointment of senior management).
Such control may also exist without veto rights, but if minority shareholders act together in exercising
their voting rights (either because of a legally binding agreement or if established on a de facto
basis).27 In case AERS finds that the parent companies of Yugorosgaz exercise joint control over
Yugorosgaz, Yugorosgaz-Transport would fail to comply with the requirements of Article 14(2)(a)
read in conjunction with Articles 9(1)(b) and (c) of the Gas Directive also based on the fact that
Yugorosgaz’ parent companies on the one hand perform activities of natural gas production and
supply and would directly control Yugorosgaz which is active in gas supply and at the same time on

26 European Commission Consolidated Jurisdictional Notice under Council Regulation (EC) No 139/2004 on the control of
concentrations between undertakings, OJ 2008/C 95/01, para. 58.

27 European Commission Consolidated Jurisdictional Notice under Council Regulation (EC) No 139/2004 on the control of
concentrations between undertakings, OJ 2008/C 95/01, paras. 62, 65 and 74.
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the other hand would indirectly (via their subsidiary Yugorosgaz) exercise control over and rights in
Yugorosgaz-Transport.

The Secretariat concludes that Yugorosgaz-Transport currently fails to comply with the requirements
of Article 14(2)(a) read in conjunction with Articles 9(1)(b) and (c) of the Gas Directive as Yugorosgaz
directly and Gazprom indirectly (through its control over its subsidiary Yugorosgaz) exercise control
over and rights in Yugorosgaz-Transport and are active in production and supply of natural gas.

Beyond an assessment of statutory control, AERS should have also investigated whether financial
incentives exist for Yugorosgaz and its shareholders that could influence their decision-making
powers in Yugorosgaz-Transport and, if that is the case, to ensure that remedies are put in place
that effectively remove this conflict of interest.2s

For the sake of completeness, the Secretariat also notes that for the purpose of Article 9(1)(b) of the
Gas Directive, Article 9(3) of the Gas Directive stipulates that the unbundling rules apply also across
the natural gas and electricity markets, thereby prohibiting joint influence over an electricity generator
or supplier and a natural gas TSO, or over a natural gas producer or supplier and an electricity
TSO.29 Compliance with this provision has not yet been assessed by AERS in its Preliminary
Decision. In this respect, the Secretariat would like to draw AERS’ attention to the fact that Gazprom
accounts for 14% of all electric power generated in Russiazo and is a supplier of electricity to the EU
market, i.e. the United Kingdom.s1 Moreover, Srbijagas, another shareholder of Yugorosgaz, is
owned by the Republic of Serbia, which also owns Elektroprivreda Srbije,s2 a company active in
trade of electricityss and electricity generation in Serbia.s4

b. Compliance with Article 14(2)(b) of the Gas Directive

Article 14(2)(b) of the Gas Directive provides that an ISO may be designated only where it has
demonstrated that it has at its disposal the required financial, technical, physical and human
resources to carry out its tasks under Article 13 of the Gas Directive. Article 13 of the Gas Directive
lists the core tasks of TSOs, namely to:

- operate, maintain and develop under economic conditions secure, reliable and efficient
transmission, storage and/or LNG facilities to secure an open market with due regard to the
environment, ensure adequate means to meet service obligations;

28 Commission Opinion on certification of Trans Austria Gasleitung GmbH, C(2013) 649, 04.02.2013.
29 Commission Opinion on certification of Elering AS, C(2016) 8255, 02.12.2016.

30 Gazprom website: http://www.gazprom.com/about/production/energetics/.

31 Gazprom UK website: https://www.gazprom-energy.co.uk/sme/business-electricity/.

32 Serbian Business Registers Agency website:
http://pretraga2.apr.gov.rs/EnterprisePublicSearch/Details/EnterpriseMembers/1080308?code=B7BD1C1DB1C9AAACD
5D901EB9654CE4C20AAD250.

33 Serbian Business Registers Agency website:
http://pretraga2.apr.gov.rs/EnterprisePublicSearch/Details/EnterpriseBusinessData/1080308?code=B7BD1C1DB1C9AA
ACD5D901EB9654CE4C20AAD250.

34 Total capacity of eight thermal power plants with 25 operating units is 5,171 MW. Total capacity of 16 hydro power plants
with 50 hydro generating units is 2,835 MW, which makes almost 34 % of total power potential of EPS. Information available
on EPS website: http://www.eps.rs/Eng/Article.aspx?lista=Sitemap&id=72.



https://www.gazprom-energy.co.uk/sme/business-electricity/
http://pretraga2.apr.gov.rs/EnterprisePublicSearch/Details/EnterpriseMembers/1080308?code=B7BD1C1DB1C9AAACD5D901EB9654CE4C20AAD250
http://pretraga2.apr.gov.rs/EnterprisePublicSearch/Details/EnterpriseMembers/1080308?code=B7BD1C1DB1C9AAACD5D901EB9654CE4C20AAD250
http://pretraga2.apr.gov.rs/EnterprisePublicSearch/Details/EnterpriseBusinessData/1080308?code=B7BD1C1DB1C9AAACD5D901EB9654CE4C20AAD250
http://pretraga2.apr.gov.rs/EnterprisePublicSearch/Details/EnterpriseBusinessData/1080308?code=B7BD1C1DB1C9AAACD5D901EB9654CE4C20AAD250
http://www.eps.rs/Eng/Article.aspx?lista=Sitemap&id=72

Energy Community

Energy Community Secretariat (ECS)
Am Hof 4, Level 5, 1010 Vienna, Austria

Phone: 0043 (0)1 535 2222
Fax: 0043 (0)1 535 2222 11

Email: contact@energy-community.org
Web: http://www.energy-community.org

- refrain from discriminating between system users or classes of system users, particularly in
favour of its related undertakings;

- provide any other transmission system operator, any other storage system operator, any
other LNG system operator and/or any distribution system operator, sufficient information to
ensure that the transport and storage of natural gas may take place in a manner compatible
with the secure and efficient operation of the interconnected system; and

- provide system users with the information they need for efficient access to the system.

Similarly, Article 14(4) of the Gas Directive requires that the 1SO shall be responsible for “granting
and managing third-party access, including the collection of access charges and congestion charges,
for operating, maintaining and developing the transmission system, as well as for ensuring the long-
term ability of the system to meet reasonable demand through investment planning. When
developing the transmission system the independent system operator shall be responsible for
planning (including authorisation procedure), construction and commissioning of the new
infrastructure.”

As regards the availability of sufficient resources to fulfil these tasks, AERS relies on the statement
of the acting manager of Yugorosgaz-Transport, the Report of the Ministry of Energy, Development
and Environment Protection No. 18-1/12-02 on fulfilment of the requirements regarding the
professional staff for pursuing the energy-related activities to transport and natural gas transport
system management, the agreement on the delegation of activities of general interest between
Yugorosgaz-Transport and the Government of the Republic of Serbia, the energy licence for natural
gas transmission and transmission system operation, and the contract on lease of transmission
system. Based on these documents, the Preliminary Decision comes to the conclusion that
Yugorosgaz-Transport disposes over sufficient financial, technical, physical and human resources
to perform the functions of a TSO. However, based on the evidence provided, the Secretariat does
not support this conclusion.

First, a statement of the acting manager does not provide any evidence but constitutes a mere
assertion. Furthermore, the agreement on the delegation of activities of general interest between
Yugorosgaz-Transport and Serbia and the energy licence for natural gas transmission and
transmission system operation do not provide any information on the resources available to
Yugorosgaz-Transport but merely provide the legal basis for Yugorosgaz-Transport to engage in
transmission system operation.

Second, with regard to the necessary financial, technical and physical resources, the contract on
lease of the transmission system between Yugorosgaz and Yugorosgaz-Transport specifies the
transmission system of Yugorosgaz and stipulates the terms, including the price of USD 1,200.00
per month, for the lease of this system to Yugorosgaz-Transport. While one may thus conclude that
Yugorosgaz-Transport has the necessary physical assets at its disposal, the Preliminary Decision is
silent about any other equipment necessary for controlling gas flows and managing the system,
including, for instance, the necessary IT licenses.

As regards to financial resources, the Secretariat notes that according to Article 21 of the Articles of
Association of Yugorosgaz-Transport, its capital amounts to RDS 150,000.00 (about EUR 1.200) in
cash and it has assets amounting to RSD 398,588.37 (about EUR 3.200) (a passenger vehicle,
another vehicle, a computer, a monitor and two printers). In this regard, the Secretariat notes that
the evidence suggests that the assets (i.e. two cars, one computer and two printers) as well as the
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limited financial resources are insufficient for carrying out the tasks of a TSO, as listed in Articles 13
and 14(4) of the Gas Directive.

According to the information provided by Yugorosgaz-Transport upon request of the Secretariat, its
working capital needs are met through incoming transmission network use of service fees paid by
the users of the network. The Secretariat notes that the Preliminary Decision does not provide any
information on whether and how Yugorosgaz-Transport independently collects tariffs and congestion
charges (Article 14(4) of the Gas Directive), how much income the company generates in this way,
and how much it pays to its parent company in the form of dividends or other schemes.

Yugorosgaz-Transport also claims that it can call on Yugorosgaz as its sole shareholder should
resources additional to those received through transmission fees and/or commercial loans be
insufficient to cover its working capital requirements. There is no evidence for this in the Preliminary
Decision (unlike for investments, see below). Rather, the Secretariat notes that Article 55 of the
Articles of Association provides that the Director of Yugorosgaz-Transport needs the approval of the
Shareholders Assembly for any decision above EUR 10.000,00. This calls into question whether the
financial resources necessary for carrying out the tasks of a TSO are really “at the disposal of”
Yugorosgaz-Transport.

Third, with regard to the necessary human resources, based on the Ministry’s report, Yugorosgaz-
Transport has in total seven employees. The report lists one civil engineer responsible for technical
management tasks, two machine engineers responsible for operation of the network, and one
machine engineer, one electrical engineer and one mechanic responsible for maintenance of the
network. They all perform activities necessary for the technical operation and maintenance of the
transmission network. However, the Secretariat notes that the TSO’s tasks listed in Articles 13 and
14(4) of the Gas Directive also require expertise in other fields, such as market/regulatory, IT, law,
finance etc, for which further personnel would be necessary. Yugorosgaz-Transport asserts that it
does not rely on additional external experts or resources to perform its functions. This should have
been verified by AERS. In any event, it remains unclear how Yugorosgaz-Transport can
independently perform processes such as capacity allocation and congestion management
(including contract management), balancing, how it can initiate and implement investment processes
(including the conduct of market tests to assess demand for additional transmission capacities) etc
with the human resources existing inside the company. In that context, AERS should have also
investigated to what extent the resources necessary for the performance of the tasks of a TSO are
(still) available within Yugorosgaz, and to which extent the latter performs these tasks separately or
on behalf of Yugorosgaz-Transport. In this context, the Secretariat recalls that operation,
maintenance and development of the network belong to the core tasks of a TSO and are to be carried
out by the TSO itself. 35

Based on the existing evidence, the Secretariat considers that Yugorosgaz-Transport fails to comply
with the requirements of Article 14(2)(b) of the Gas Directive as Yugorosgaz seems not to have the
required financial, technical, physical and human resources to carry out its tasks under Article 13 of
the Gas Directive.

35 See also Commission’s Opinions on certification of Augstsprieguma tikls, C(2012)9108, 03.12.2012; Opinion on
certification of Trans Austria Gasleitung GmbH, C(2013) 649, 04.02.2013.
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c. Compliance with Article 14(2)(c) of the Gas Directive

According to Article 14(2)(c) of the Gas Directive, a candidate ISO can only be certified if it has
undertaken to comply with a ten-year network development plan monitored by the regulatory
authority. A TSO needs to submit such a ten-year network development plan based on existing and
forecast supply and demand every year to the regulatory authority; it shall contain efficient measures
in order to guarantee the adequacy of the system and the security of supply (Article 22 of the Gas
Directive).

According to the Preliminary Decision, Yugorosgaz-Transport has submitted a “Plan for the
Development of the Transmission System of Yugorosgaz-Transport” for the period 2015-2025. This
plan has not yet been approved by AERS, as required by Article 250 of the Energy Law. In the
hearing, Yugorosgaz confirmed that the development plan is in the process of being approved by
AERS, i.e. that the approval is only a question of formality. Moreover, the acting manager of
Yugorosgaz-Transport declared towards AERS that it will follow the ten-year natural gas
development plan. On this basis, AERS concludes that “it is established that the applicant submitted
proof that the applicant will follow the ten-year transmission system development plan”.

The Secretariat considers that AERS should have verified that Yugorosgaz-Transport is fully and
solely responsible for its long-term planning and the implementation (in particular constructing and
commissioning new infrastructure) of these plans, as required by Article 14(4) of the Gas Directive.ss
Currently, this is called into question by the company’s governance structure and the resulting full
control and influence of its parent company, Yugorosgaz, in the decision-making.

d. Compliance with Article 14(2)(d) of the Gas Directive

Article 14(2)(d) of the Gas Directive requires that the transmission system owner has demonstrated
its ability to comply with its obligations under Article 14(5) of the Gas Directive, namely to

- provide all the relevant cooperation and support to the 1SO for the fulfilment of its tasks
(Article 14(5)(a));

- finance the investments decided by the ISO and approved by the regulatory authority or give
its agreement to financing by any interested party including the 1SO (Article 14(5)(b));

- provide for the coverage of liability relating to the network assets (Article 14(5)(c)); and

- provide guarantees to facilitate financing any network expansions (Article 14(5)(d)).

In its Preliminary Decision, AERS did not assess whether Yugorosgaz provides all the relevant
cooperation and support to Yugorosgaz-Transport for the fulfilment of its tasks as TSO (Article
14(5)(a) of the Gas Directive). Yugorosgaz-Transport claims in this regard that under the lease
agreement for the transmission system, Yugorosgaz has submitted all technical documentation that
is necessary for operating and maintaining the transmission system (Article 4 of the agreement), and
that no further information was required from Yugorosgaz.

Based on the agreement on investment financing between Yugorosgaz and Yugorosgaz-Transport
of May 2016, AERS comes to the conclusion that the contractual parties agreed that Yugorosgaz

36 See also Commission’s Opinion on certification of Gaz-System as the operator of the Polish section of Yamal-Europe
Pipeline, C(2015) 2008, 19.03.2015.
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will finance investments for the development of the transmission system as set out in the ten-year
transmission system development plan (Article 1 of the agreement) and covers all liabilities related
to the transmission system, including insurance of the network assets. The Secretariat sees no
reason to call that assessment into question.

However, in the Preliminary Decision, AERS concludes that the agreement does not cover
guarantees for the financing of the transmission system development. In this regard, Yugorosgaz
declared in the hearing that discussions with AERS regarding the form of such guarantee were
ongoing. In the operational part of the Preliminary Decision, AERS therefore requests Yugorosgaz-
Transport to submit a “legal document signed together with the transmission system owner providing
guarantees for the financing of the transmission system development”.

The Secretariat agrees with AERS’ conclusion that Article 14(5)(d) of the Gas Directive is not fulfilled
and welcomes the obligation to provide such a guarantee. However, the Secretariat considers the
deadline of 12 months for doing so too long and considers a deadline of not more than three months
sufficient.

e. Compliance with Article 14(2)(e) of the Gas Directive

Article 14(2)(e) of the Gas Directive requires the candidate ISO to demonstrate its ability to comply
with its obligations under the Gas Regulation. Under the Gas Regulation, TSOs shall:

- Third-party access services: ensure that they offer services on a non-discriminatory basis to
all network users (Article 14(1)(a)), provide both firm and interruptible third-party access
services (Article 14(1)(b)), offer to network users both long and short-term services (Article
14(1)(c)),

- Capacity-allocation and congestion-management: implement and publish non-discriminatory
and transparent capacity-allocation mechanisms (Article 16(2)), implement and publish non-
discriminatory and transparent congestions-management procedures which facilitate cross-
border exchanges in natural gas (Article 16(3)), regularly assess market demand for new
investment and when planning investments, assess market demand and take into account
security of supply (Article 16(5)),

- Transparency requirements: make public detailed information regarding the services it offers
and the relevant conditions applied, together with the technical information necessary for
network users to gain effective network access (Article 18(1)), publish reasonably and
sufficiently detailed information on tariff derivation, methodology and structure (Article 18(2)),
make public information on technical, contracted and available capacities on a numerical
basis for all relevant points including entry and exit points on a regular and rolling basis and
in a user-friendly and standardised manner (Article 18(3)), disclose this information in a
meaningful, quantifiably clear and easily accessible manner and on a non-discriminatory
basis (Article 18(5)), make public ex-ante and ex-post supply and demand information, based
on nominations, forecasts and realised flows in and out of the system (Article 18(6)), make
public measures taken as well as costs incurred and revenue generated to balance the
system (Article 18(6));

- Balancing: provide sufficient, well-timed and reliable on-line based information on the
balancing status of network users (Article 21(2));

- Trading of capacity rights: take reasonable steps to allow capacity rights to be freely tradable
and facilitate such trade in a transparent and non-discriminatory manner (Article 22).
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AERS bases its assessment in this respect exclusively on the statement of the acting manager of
Yugorosgaz-Transport according to which the company will perform natural gas transmission and
transmission system operation in line with the law. The Preliminary Decision concludes that this
requirement is fulfilled.

In this respect, Yugorosgas-Transport merely declared that it has adopted the Natural Gas
Transmission Network Code which includes provisions on access to the transmission system and
capacity allocation as well as confidentiality obligations.

The Secretariat recalls that a statement of the acting manager does not provide any evidence but
constitutes a mere assertion. Moreover, the Secretariat notes that AERS did not assess how
Yugorosgaz-Transport — without interference of the system owner — implements the Network Codes
with its very limited human resources. In particular, AERS should have investigated how
Yugorosgaz-Transport grants and manages third-party access, including the collection of access
charges (tariff) and congestion charges. AERS did also not assess how Yugorosgaz-Transport
calculates the available capacity, performs capacity allocation and congestion management and
balancing of its system, key tasks of an independent TSO under Energy Community law.

Moreover, the Preliminary Decision does not asses if and how Yugorosgaz-Transport cooperates
with other transmission system operators at regional level.

f. Unbundling of the transmission system owner

Article 15 of the Gas Directive requires legal and functional unbundling of the transmission system
owner. Legal unbundling requires that the network is owned by a company separate from the other
activities not related to transmission, distribution and storage and must be responsible for all the
decisions assigned to the transmission system owner under the Gas Directive. Functional
unbundling requires that this company is independent in terms of its organisation and decision
making from other activities not related to transmission. In particular, Article 15(2) of the Gas
Directive sets the following minimum criteria:

- Persons responsible for the management of the transmission system owner shall not
participate in company structures of the integrated natural gas undertaking responsible,
directly or indirectly, for the day-to-day operation of the production and supply of natural gas;

- Appropriate measures shall be taken to ensure that the professional interests of persons
responsible for the management of the transmission system owner are taken into account in
a manner that ensures that they are capable of acting independently;

- The transmission system owner shall establish a compliance programme, which sets out
measures taken to ensure that discriminatory conduct is excluded, and ensure that
observance of it is adequately monitored.

In the Preliminary Decision, AERS comes to the conclusion that there is no legally separate company
designated as transmission system owner. AERS acknowledges that compliance with the
requirements for certification according to the ISO model requires “complete reorganisation of the
founder of Yugorosgaz-Transport”.
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The Secretariat agrees with AERS’ conclusion regarding non-compliance with Article 15 of the Gas
Directive. Yugorosgaz is not independent in terms of legal form, organisation and decision-making
process from other activities which are not related to natural gas transmission.

As has been pointed out above, Yugorosgaz is active in the business of natural gas distribution and
wholesale and retail supply of natural gas. It follows that it is not independent from other activities
which are not related to natural gas transmission and distribution. Yugorosgaz, the network owner
is not legally unbundled because the owner of the network is not a company separate from the other
activities not related to transmission. Moreover, functional unbundling is also not complied with as
there is no separate organisational structure and therefore not separate decision-making regarding
transmission ownership on the one hand and other activities not related to transmission ownership
on the other hand.

As a consequence, Yugorosgaz fails to comply with the requirement of Article 15 of the Gas Directive
because it is not legally nor functionally unbundled from other activities that are not related to natural
gas transmission as Yugorosgaz is active in distribution and supply of natural gas.

2. Obligations imposed by the Preliminary Decision

Although AERS rightly finds that Yugorosgaz-Transport currently does not meet the requirements of
the 1ISO model of unbundling as stipulated in the Gas Directive and the Energy Law, the Preliminary
Decision nevertheless certifies Yugorosgaz-Transport as an ISO under point 1 of the Preliminary
Decision. Under point 2, the Preliminary Decision obliges Yugorosgaz-Transport to take specific
actions within 12 months, as displayed above. In particular, AERS obliges Yugorosgaz-Transport to
1) take all necessary measures (together with the authorities of the Republic of Serbia) to harmonize
the IGA of 1996, the Energy Community Treaty and the Energy Law “so as to harmonise its
organization and operations in a manner providing compliance with conditions concerning the
independence of the system operator in line with the model of independent system operator”, 2) to
submit a ten-year transmission system development plan (which was approved by AERS), 3) to
submit a programme for non-discriminatory behavior adopted (which was approved by AERS), and
4) to submit a guarantee for the financing of transmission system development signed by
Yugorosgaz-Transport and Yugorosgaz. The Secretariat considers these obligations not suitable or
appropriate to remedy the lack of compliance with the ISO model.

Firstly, these obligations only address partly the concerns identified above.

Secondly, obligation 1) in particular is too broad, unclear and vague as to what Yugorosgaz-
Transport is concretely obliged to do and can do. It is unclear already whether Yugorosgaz-Transport
is merely under an obligation to act or is obliged to reach a specific result, i.e. the harmonisation of
the treaties and laws listed. It is also not clear how Yugorosgaz-Transport, a commercial company,
can influence the amendment of a treaty under public international law. The competences are with
the Government and Parliament of the Republic of Serbia which are not addressees of the
certification decision. At the hearing, the representative of AERS conceded that the obligation was
deliberately formulated in an open manner to create the possibility for exploring options of how to
achieve unbundling of Yugorosgaz-Transport with the agreement of the Government of Serbia and
the Russian Federation. The putative obligation is thus rather an impulse for a political solution of a
problem of non-compliance with Energy Community and Serbian law.
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Furthermore, the obligation does not specify what changes are required in order to harmonise the
IGA, the Energy Community Treaty and the Energy Law. Upon review of the IGA, the Secretariat did
not find a clause prohibiting Yugorosgaz to transfer the operation of the transmission network to an
independent entity as long as it remains the owner of the assets.s7 Consequently, amendments to
the IGA are neither necessary nor suitable in order to address the instances of non-compliance
identified. What is necessary instead is to change the corporate structure of Yugorosgaz-Transport
and Yugorosgaz in order to comply with the ISO model.

Moreover, the Secretariat recalls that Article 101 of the Energy Community Treaty provides that “to
the extent that agreements [concluded by a Contracting Party before the signature of the Energy
Community Treaty] are not compatible with the Treaty, the Contracting Party concerned shall take
all appropriate measures to eliminate the incompatibilities established no later than one year after
the date of entry into force of the Treaty”. Appropriate measures include amendments of international
agreements or their termination.ss Hence even if it were to be assumed that the IGA opposes
unbundling of Yugorosgaz-Transport it should not be in force any longer and not applied by the
Serbian authorities.

The scope of obligation 2) is also unclear as Yugorosgaz-Transport apparently did submit a ten-year
transmission system development plan to AERS. What is missing is rather the latter’'s approval.

Thirdly, the obligations do not constitute actual conditions for Yugorosgaz-Transport certification as
certification is supposed to take effect immediately and not only after the compliance with the
obligations imposed. Instead, the consequence in case of non-compliance with the obligation at the
end of the 12-months deadline set is that AERS will launch a new certification procedure and
reevaluate the conditions for certification and potentially adopt a decision on the withdrawal of the
certificate. The Secretariat notes that launching a new certification procedure is possible already
under Article 10(4)(b) of the Gas Directive and does not add value in the context of the present
procedure.

In practice, this arrangement means that Yugorosgaz-Transport is certified for at least a year without
meeting the requirements necessary for compliance with the provisions of the ISO model and thus
in breach of Energy Community law. The representative of AERS explained at the hearing that
certifying Yugorosgaz-Transport regardless of its compliance with the unbundling regime is required
as Yugorosgaz-Transport should continue operating the network. If it loses its license, there would
be no other licensed TSO to take over the operation of the network. Srbijagas, the other gas TSO in
Serbia, currently operates without a license because it also failed to unbundle even with the Second
Energy Package. The Secretariat considers justification of one breach of Energy Community law by
another one not appropriate in this context.

3. The assessment under Article 11 of the Gas Directive

In case of certification of a TSO which is controlled by a person or persons from a third country or
third countries, Article 11 of the Gas Directive applies. Under this provision, the regulatory authority

37 Article 1 of the IGA provides that the new company’s purpose is to project, build and finance the work and exploitation
of gas pipelines, to sell the natural gas transported through them to consumers in Yugoslavia, and potentially to transit gas
through the (then) Federal Republic of Yugoslavia. Article 3 of the IGA provides that the gas pipelines shall be the property
of this new company.

38 See e.g. ECJ C-62/98 Commission/Portugal [2000] ECR 1-5215.
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must refuse certification if it has not been demonstrated that the entity concerned complies with the
applicable unbundling requirements (Article 11(3)(a) of the Gas Directive), and/or that granting the
certification would not put at risk the security of supply of the Contracting Party and the Energy
Community (Article 11(3)(b) of the Gas Directive). These provisions were transposed by Articles 245
and 246 of the Energy Law in Serbia.

In the administrative procedure leading up to the Preliminary Decision, AERS had requested
Yugorosgaz-Transport to be notified of “all the circumstances which could lead to the situation where
a person or persons from a third country or third countries could take control over the transmission
system operator or over the transmission system”. Yugorosgaz-Transport replied to that request that
no such circumstances exist. This assessment was evidently limited to the ownership structure of
Yugorosgaz-Transport itself, i.e. with Yugorosgaz as sole shareholder. Yet, AERS in its Preliminary
Decision seems to recognize the applicability of (the provisions transposing) Article 11 of the Gas
Directive as it informed the Ministry of Energy and Mining as well as the Secretariat, as envisaged
by Article 245(2) of the Energy Law. The Ministry issued an opinion on the impact on security of
supply for Serbia or the region, as envisaged by Article 246(2) of the Energy Law.

The Secretariat agrees that Article 11 of the Gas Directive is applicable to the case at hand. As has
been pointed out above, Yugorosgaz-Transport is a fully-owned subsidiary of Yugorosgaz, which in
turn is controlled, within the meaning of Article 2(36) of the Gas Directive, by Gazprom. Gazprom is
a legal person from a third country, Russia. Through its control over Yugorosgaz, it exercises indirect
control over Yugorosgaz-Transport.

Article 11 of the Gas Directive ensures, firstly, that the rules on unbundling are fully respected
throughout the Energy Community, by companies from Parties to the Treaty but also from third
countries. Secondly, the control of networks by foreign companies can potentially threaten security
of supply in the Energy Community, for example if the owner(s) of the transmission system also act
as major suppliers and could use their control over the network to prevent alternative sources of
supply from entering the market.ss

With regard to the first condition set by Article 11(3) of the Gas Directive, AERS in its Preliminary
Decision, did not assess whether Gazprom complies with the unbundling provisions of Article 9 of
the Gas Directive. As has been pointed out above, Gazprom is active in the exploration, production,
transportation, storage, processing and sales of gas. It therefore does not comply with the
independence requirements laid down in Article 9(1) and (2) of the Gas Directive.

As regards the second condition, the Secretariat recalls that a comprehensive assessment of
whether the certification of a TSO controlled by a person from a third country will put at risk the
security of energy supply domestically and for the entire Energy Community is one of the essential
elements of the certification also for the present case.s Security of energy supply is an essential
element of public security and is intrinsically linked to well-functioning and open gas markets.
According to Recital 22 of the Gas Directive, “[tlhe security of supply of energy to the Community
requires, in particular, an assessment of the independence of the network operation, the level of the
Community’s and individual Contracting Parties’ dependence on energy supply from third countries,
and the treatment of both domestic and foreign trade and investment in energy in a particular third

39 See Cabeau in Jones, EU Energy Law, Vol. I, 3rd edition, para. 4.96 et seq.

40 See also Commission’s Opinion on certification of Gaz-System as the operator of the Polish section of Yamal-Europe
Pipeline, C(2015) 2008, 19.03.2015.
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country.” The aspects to be taken into account in the comprehensive security of supply test include
the rights and obligations of the Energy Community with respect to that third country (i.e. Russia)
arising under international law, the rights and obligations of the Republic of Serbia with respect to
that third country (i.e. Russia) arising under agreements concluded with it, insofar as they are in
compliance with Energy Community law, as well as any other specific facts and circumstances of
the case and the third country concerned.s:

In the Preliminary Decision, AERS merely refers to the result of the Ministry of Energy and Mining’s
security of supply assessment, without reviewing itself the conditions laid down in Article 11 of the
Gas Directive and Article 246 of the Energy Law. At the hearing, the representative of AERS
explained that AERS is in charge of assessing risks for the security of supply while taking into
account the opinion of the Ministry. In the case at hand, AERS accepted and endorsed the
assessment of the Ministry without further elaboration.

The Ministry of Energy and Mining, in its security of supply assessment, took into account the limited
length of the gas system owned by Yugorosgaz (around 5% of the overall Serbian gas transmission
system), the lack of interconnectors of Yugorosgaz’ system with neighbouring countries, and the
market in Serbia. The Ministry concludes that the certification will not affect the security of natural
gas supply of Serbia or of the region because Yugorosgaz-Transport will have to comply with the
provisions of the Energy Law and will perform its duties and tasks lawfully; otherwise its license
would be revoked.

The Secretariat considers that the risk assessment performed by the Ministry and endorsed by AERS
does not satisfy the standards required by Article 11(3)(b) of the Gas Directive.

The mere fact that the TSO needs to comply with the applicable legislation is of limited relevance, if
any, as an element in the security of supply test. The legislator has clearly established the security
of supply assessment as an additional test to that of the compliance with the Third Energy Package.2

Instead, the aspects to be considered and assessed by AERS should include at least

- the rights and obligations of Serbia with respect to Russia under the intergovernmental
agreement referred to in the Preliminary Decision, including an assessment of compliance
with Energy Community law (see also above);

- an assessment of the risk of acts by the Russian Federation or acts by Gazprom and
companies affiliated to them that render it impossible or more difficult for Yugorosgaz or
Yugorosgaz-Transport to comply with Energy Community lawas;

- the dependence of Serbia and the Energy Community on Gazprom as a gas supplier;

- the market positions and the commercial interests of the companies exercising direct or
indirect control over Yugorosgaz-Transport and active on the market of gas supply in Serbia
and/or the Energy Community. This goes for Yugorosgaz as well as two of its parents,
Gazprom and Srbijagas. The risk assessment needs to establish and take into account the
market position of all three companies, including dominance, on the Serbian and/or Energy

41 According to Article 10(1) of Ministerial Council Decision 2011/02/MC-EnC, AERS shall also take into account the rights
and obligations resulting from association or trade agreement between Serbia and the European Union.

42 See Commission’s Opinion on certification of DESFA, C(2014) 7734, 17.10.2014.

43 See Commission’s Opinion on certification of DESFA, C(2014) 7734, 17.10.2014; Commission’s Opinion on certification
of Gaz-System as the operator of the Polish section of Yamal-Europe Pipeline, C(2015) 2008, 19.03.2015.
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Community (in particular Eastern and South Eastern European) gas markets. AERS should
in particular assess the risk that Yugorosgaz and/or its shareholders exercise their control
over the transmission system operated by Yugorosgaz-Transport in a way that would favour
gas supplied by or purchased (by Yugorosgaz and Srbijagas) from Gazprom to the detriment
of other network users;

- the importance of Yugorosgaz’ network for security of supply in Serbia and the Energy
Community. While the length and the location of the transmission network and the number
of customers supplied through it should be taken into account in such an assessment, it
cannot be limited to these factors nor can it be static. Although it is true that at the moment
there are no gas pipelines connected with the transmission systems of neighbouring
countries in the part of the system owned by the Yugorosgaz, this is likely to change in the
foreseeable future. The aim of the Serbian-Bulgarian interconnector (IBS) project is to
construct a new gas pipeline route connecting the national gas transmission networks of
Bulgaria and Serbia.ss The latest 2017 Memorandum of Understanding signed between
Serbia and Bulgaria foresees start of operation by the end of 2020. This project is of
overriding importance for diversification of gas supply in Serbia as it will reduce the
dependence on gas from a single source, Russia, as well as for the wider region. The pipeline
will improve diversification of routes and the interconnectivity of natural gas markets in South
East Europe. The assessment should thus extend to the market and security of supply in all
countries connected to and through the gas network of Serbia. Due to the topology of the
Serbian grid, the network owned by Yugorosgaz will be connected to IBS close to the city of
Ni$ and will be integrated in the route for the transport of gas passing through IBS. It will thus
be of strategic importance for the security of supply of Serbia and the Energy Community
that Yugorosgaz-Transport, and its direct and indirect shareholders, do not and have no
incentive to frustrate the connection and operation of this pipeline;

- an assessment of which additional safeguards and remedies (i.e. going beyond of what is
necessary to ensure compliance with the 1SO unbundling model) might be necessary to
neutralize the risks identified, including but not limited to the suspension of voting and other
non-financial rights in Yugorosgaz-Transport and/or Yugorosgaz.ss

IV. Conclusion

Based on the information displayed in the Preliminary Decision and all other information obtained in
the course of the present procedure, the Secretariat concludes that Yugorosgaz-Transport is
currently not able to operate the system effectively and independently from the system owner
Yugorosgaz. Most notably, Yugorosgaz-Transport is still directly and indirectly controlled by persons
active in production and/or supply of natural gas or electricity (Article 14(2)(a) of the Gas Directive),
does not seem to have at its disposal the required resources for carrying out its tasks as TSO (Article
14(2)(b) of the Gas Directive), and does not seem to have the ability to comply with all tasks and
obligations of a transmission system operator independently (Article 14(2)(d) and (e) of the Gas
Directive). Moreover, Yugorosgaz currently does not comply with the unbundling requirements set
out in Article 15 of the Gas Directive. Finally, it has not been demonstrated that granting certification

44 The interconnection will be 108 km long in Serbia and will be a reversible line, with capacity planned at 1.8 bcm/year,
with an option to increase the volumes up to 4.5 bcm/year. A grant co-financing agreement for the Serbian section has
been reached in January 2017, amounting to approximately EUR 49.7 million within the framework of national IPA. The
Serbian government set aside approximately EUR 7.4 million for permitting and land purchase. Although Srbijagas has not
taken any investment decision so far, the Secretariat is of the opinion that this project is in an advanced phase.

45 See Commission’s Opinion on certification of DESFA, C(2014) 7734, 17.10.2014; Commission’s Opinion on certification
of Gaz-System as the operator of the Polish section of Yamal-Europe Pipeline, C(2015) 2008, 19.03.2015.
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to Yugorosgaz-Transport will not put at risk the security of supply of Serbia and the Energy
Community as required by Article 11 of the Gas Directive.

The Secretariat considers that Yugorosgaz-Transport can currently not be certified as envisaged by
the Preliminary Decision.

Pursuant to Article 3 of the Gas Regulation, AERS shall take the utmost account of the above
comments of the Secretariat when taking its final decision regarding the certification of Yugorosgaz-
Transport. AERS shall also communicate its final decision to the Secretariat and publish its decision
together with the Secretariat’s Opinion.

The Secretariat will publish this Opinion on its website. The Secretariat does not consider the
information contained therein to be confidential. AERS is invited to inform the Secretariat within five
working days following receipt of this opinion whether and why it considers that this document
contains confidential information which it wishes to have deleted prior to such publication.

Vienna, 22 April 2017

( . Sy
Janez Kopac Dirk Buschle
Director Deputy Director/Legal Counsel
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OPINION 01/2017 OF THE ENERGY COMMUNITY REGULATORY BOARD

on the preliminary decision No. 311.012/2016-C-l issued by the regulatory authority of the
Republic of Serbia on certification of Yugorosgaz-Transport, LLC Nis$

THE ENERGY COMMUNITY REGULATORY BOARD

Having regard to the Treaty establishing the Energy Community and in particular Articles 5 and 11
thereof;

Acting in accordance with Article 60 of the Energy Community Treaty and the procedures laid down in
Procedural Act no 01.1/2015/ECRB-EnC*;

CONSIDERING THAT:

1. Procedure

(1) On 12 August 2016, Yugorosgaz-Transport, LLC, Ni$ (hereinafter ‘Yugorosgaz-Transport’)
submitted to the national energy regulatory of Serbia (hereinafter ‘AERS’ or ‘the regulator’) an
application for certification as independent system operator (ISO) in accordance with Articles 240
and 241 of the Energy Law” (hereinafter ‘the application’).?

(2) On 12 December 2016 AERS adopted a preliminary decision on the certification of Yugorosgaz-
Transport as independent system operator (hereinafter ‘Preliminary Decision’).4 The Preliminary
Decision is based on Article 39(1) and 49(3) in connection with Articles 240 and 241 of the Energy
Law, as well as Article 24 of the Rulebook on Energy Licence and Certification.®

(3) According to Article 3(1) of Regulation (EC) 715/2009 (hereinafter "Gas Regulation’) in conjunction
with Articles 9 to 11 of Directive 73/2009/EC (hereinafter "Gas Directive‘)6 the Energy Community
Regulatory Board (ECRB) is required to issue an Opinion on the preliminary decisions of
Contracting Parties” national regulatory authorities on certification of national transmission system
operators upon consultation by the Energy Community Secretariat ("Secretariat’).

(4) On 22 December 2016 AERS notified the Secretariat its Preliminary Decision.

(5) On 10 January December 2017 the Secretariat forwarded the Preliminary Decision to the ECRB
President with the request for providing an ECRB Opinion pursuant to Article 3(1) Gas Regulation.

! PA/2015.01/ECRB-ENC on the procedures for issuing an opinion of the Energy Community Regulatory Board on the decision of
a national regulatory authority for certification of a gas or electricity transmission operator.

? Official Gazette No. 145/14.

% Following the Decision No 0-20 of 12 May 2016 of Yugorosgaz.

* AERS Decision, No. 311.012/2016-C-I, adopted on 12.12.2016.

® Official Gazette No 87/15.

® Throughout the entire document reference to the Gas Directive and Gas Regulation shall mean the versions of the Energy
Community acquis communautaire as applicable in the Energy Community pursuant to Ministerial Council Decision 2011/02/EnC-
MC.
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(6) The ECRB President on 12 January 2017 initiated ECRB consultation pursuant to Procedural Act
no 01.1/2015/ECRB-ENC.

(7) ECRB examined the Preliminary Decision in accordance with the procedures laid down in said
Procedural Act by written procedure. The present Opinion received the positive majority required
by Procedural Act no 01.1/2015/ECRB-EnC’.

(8) Final issuance of the present Opinion follows a hearing held at the premises of the Secretariat on
10 March 2017 at which all relevant stakeholders participated and ECRB was represented by its
President®,

2. The Preliminary Certification Decision
2.1. The applicant

(9) Yugorosgaz-Transport was established on 11 December 2012° and registered as a limited liability
company on 15 October 2015 for the performance of pipeline transmission.*°

(10) Yugorosgaz-Transport is a fully-owned subsidiary of Yugorosgaz JSC Belgrade (hereinafter
‘Yugorosgaz’), which in turn is owned by Gazprom (50%), Srbijagas (25%) and Central ME Energy
and Gas Vienna (25%).

(11) Yugorosgaz-Transport holds a license for gas transmission and gas transmission system
operation.™* Yugorosgaz, as owner of the gas transmission system, entered into an agreement on
the lease of the transmission system with Yugorosgaz-Transport in February 2014%.

2.2. Content

(12) In December 2014, the Republic of Serbia adopted a new Energy Law (‘the Energy Law’) that
transposes the Third Energy Package, including the provisions on certification and all three models
for unbundling of transmission system operators (TSO)"™.

(13) The Energy Law conditions validity of the license held by Yugorosgaz-Transport for gas
transmission and gas transmission system operation with certification of the company. In turn,
Yugorosgaz-Transport is supposed to lose its license in case the company’s certification in line with
the Serbian and Energy Community law is not positively confirmed by decision of AERS.

(14) Article 226 in conjunction with Article 416(2) of the Energy Law foresees that if a TSO was part of a
vertically integrated company on 6 October 2011, it may be organised as I1SO or independent
transmission operator.

(15) Having in mind that Yugorosgaz-Transport was founded only in December 2012, the Preliminary
Decision concludes that the transmission system activity was part of a vertically integrated

" One ECRB member expressed a dissenting opinion.

8 At said hearing ECRB received agreement of the Secretariat on an extended deadline for final issuance of the present ECRB
Opinion with a view to reflect the information gained at the hearing.

® Decision on the establishment of the limited liability company “Yugorosgaz-Transport”, LLC, Ni§, No. 0-53 of 11 December 2012.
10 cf Preliminary Certification Decision. According to the founding decision, Yugorosgaz-Transport apart from this main activity is
also entitled to perform all activities that do not require prior approval of a state body .

! Decision No. 311.01-50/2013-L-1 of AERS dated 28 August 2013.

12 Registered with Yugorosgaz on 5 February 2015 (No U-12) and with Yugorosgaz-Transport on 6 February 2014 (No UG-3).

13 Article 223 et seq of the Energy Law.



0/2017/01/ECRB-EnC

company on 6 October 2011 and, thus, considered application for certification as ISO compliant
with the Energy Law.

(16) AERS accepted the application based on a notification of Yugorosgaz-Transport of 20 September

2016™ that there are no circumstances that would allow a person or persons from a third country/-
ies to take over control over the TSO or transmission system.

(17) In the Preliminary Decision, AERS issued a certification. The regulator, however, did not consider

3.

compliance of Yugorosgaz-Transport with the unbundling requirements of the Third Energy
Package given and, thus, made its decision conditional to actions to be taken by Yugorosgaz-
Transport within twelve months from the adoption of the final decision on certification, namely to:

take all necessary actions with authorized bodies of the Republic of Serbia in order to harmonise
the Law on Ratification of the Agreement between the Federal Government of the Federal Republic
of Yugoslavia and the Government of the Russian Federation on Cooperation on Construction of
Gas Pipeline on the Territory of the Federal Republic of Yugoslavia (“Official Gazette of FYR —
International Treaties”, No. 4/96), the Law on Ratification of the Treaty establishing the Energy
Community between the European Community and the Republic of Albania, Republic of Bulgaria,
Bosnia and Herzegovina, Republic of Croatia, Former Yugoslav Republic of Macedonia, Republic of
Montenegro, Romania, Republic of Serbia and the United Nations Interim Mission in Kosovo in line
with the United Nations Security Council Resolution (“Official Gazette of RS”, No. 62/06) and the
Energy Law (“Official Gazette of RS”, No. 145/14) so as to harmonise its organization and
operations in a manner providing compliance with conditions concerning the independence of the
system operator in line with the model of independent system operator;

submit a ten-year transmission system development plan adopted in line with the Energy Law
(which was approved by the Energy Agency), programme for non-discriminatory behavior adopted
in line with the Energy Law (which was approved by the Energy Agency) and a legal document
signed together with the transmission system owner providing guarantees for the financing of
transmission system development.”

Assessment

3.1. Eligibility for certification as independent system operator

(18) ECRB agrees with the argumentation of the Preliminary Decision that Yugorosgaz-Transport was

part of a vertically integrated company™® on 6 October 2011 and, thus, qualifies for certification as
ISO.

3.2. Compliance with the independent system operator requirements

(19) According to Article 14(2) of the Gas Directive, an ISO can only be certified if:

The candidate operator has demonstrated that it complies with the requirements of Article 9(1)(b),
(c), and (d) of the Gas Directive;

“ Act no 1-90.
!5 According to Article 2(20) of the Gas Directive.
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- The candidate operator has demonstrated that it has at its disposal the required financial, technical,
physical and human resources to carry out its tasks under Article 13 of the Gas Directive;

- The candidate operator has undertaken to comply with a ten-year network development plan
monitored by the regulatory authority;

- The transmission system owner has demonstrated its ability to comply with its obligations under
Article 14(5) of the Gas Directive;

- The candidate operator has demonstrated its ability to comply with its obligations under the Gas
Regulation.

(20) Article 15 of the Gas Directive requires legal and functional unbundling of the transmission system
owner

(21) It follows from Article 14(4) of the Gas Directive that an ISO should be considered as a TSO and,
thus, has to comply with all the obligations applicable to TSOs under the Gas Directive and
Regulation.

Performance of TSO tasks / ten year network development plan

(22) ECRB has no reason to doubt that Yugorosgaz-Transport performs transmission system activities.
The company holds a license for gas transmission and gas transmission system operation. The
Preliminary Decision also provides evidence that the company provides third part access to its
system at regulated tariffs as required by Article 14(4) Gas Directive, operates and maintains the
system, is developing a ten year transmission system development plan that is to be adopted16 by
AERS and that the company is committed to follow.

Financial, technical, physical and human resources

(23) According to Article 14(2)(a) of the Gas Directive it has to be demonstrated that the ISO is
equipped with the financial, technical, physical and human resources to carry out its tasks. Based
on the documentation provided to AERS'’, ECRB has no reason to question the assumption of the
Preliminary Decision that financial, technical and physical resources are available to Yugorosgaz-
Transport. The Preliminary Decision, however, runs short in providing clear evidence for the
availability of sufficient human resources. The mere reference to the appointment of a managing
director'® and two expert staff fails to proof the company’s capability to independently perform its
activities. ECRB invites AERS to elaborate on this aspect in its final certification decision.

'8 According to the information provided at the hearing held on 10 March 2017 the approval of ten year transmission system
development plan is close to be finalised.

7 Statement of the managing director of Yugorosgaz-Transport confirming that Yugorosgaz-Transport has employees and
available technical material means for the performance of the activities of an ISO in line with Article 227 of the Energy Law;
statement of the managing director of Yugorosgaz-Transport that Yugorosgaz-Transport has available financial and material
means for the performance of natural gas transmission; statement of the general manager of Yugorosgaz confirming that
Yugorosgaz will enable financing investments in the ten-year network development plan in line with decision No 24 of January
2016 of the shareholder assembly of Yugorosgaz.

'8 Decision No 0-54 of 11 December 2012 and statement No [-87 of 1 December 2015 of the acting manager confirming that
Yugorosgaz-Transport is represented independently by its managing director.
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Requirements_of Article 9(1)(b), (c), and (d) / legal and functional unbundling of the owner of the
transmission system

(24) ECRB agrees with the conclusion of the Preliminary Decision that the owner of the transmission
system, Yugorosgaz, is not legally and functionally independent from any from other activities not
related to transmission of gas as required by Article 14(2)(a) of Gas Directive in conjunction with
Articles 9(1)(b), (c) and (d). Namely, Yugorosgaz, among others, holds a license for and is active in
gas distribution, supply and wholesale trade

(25) However, the Preliminary Decision only reflects on independence of the management body but
runs short in assessing direct control of Yugorosgaz and indirect control of Gazprom in
Yugorosgaz-Transport via their respective shareholding. Namely, Yugorosgaz holds 100% of the
shares of Yugorosgaz-Transport and therefore exercises direct control over the TSO. The fact that
Yugorosgaz performs the functions of supply and directly exercises control over Yugorosgaz-
Transport via holding 100% of shares is non-compliant with the independence requirement of
Article 9(1)(b) of the Gas Directive. Further to this, Gazprom holds a 50% share in Yugorosgaz.
Gazprom performs the activities of exploration, production, transportation, storage, processing and
sales of gas. The fact that Gazprom performs the functions of production and supply and indirectly
— via its majority shareholding in Yugorosgaz — exercises control over Yugorosgaz-Transport, is
non-compliant with Article 9(1)(b) of the Gas Directive. ECRB invites AERS to elaborate on
these aspects in its final certification decision.

3.3. Conditions imposed on the applicant

(26) Despite concluding that the independence criteria applicable to an ISO according to the Energy
Community and Serbian law are not met, AERS certifies Yugorosgaz-Transport as ISO subject to
the conditions outlined in the Preliminary Decision (cf paragraph (17)), in essence requiring
complete re-organisation of Yugorosgaz-Transport and Yugorosgaz.

(27) ECRB agrees with AERS that company re-organisation is indeed needed to meet the
independence criteria applicable to an ISO according to the Energy Community and Serbian law in
praxis.

(28) ECRB also agrees with AERS that the related re-organisation is unlikely to be completed in a
period shorter than twelve months and, thus, considers the granted timeframe reasonable.

(29) ECRB however has doubts about the adequacy of the imposed conditions:

- First, ECRB not having provided any additional information on alternative solutions can only follow
AERS’ conclusion that meeting the relevant independence criteria will require harmonisation of the
Law on Ratification of the Agreement between the Federal Government of the Federal Republic of
Yugoslavia and the Government of the Russian Federation on Cooperation on Construction of Gas
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(30)

(31)

(32)

Pipeline on the Territory of the Federal Republic of Yugoslavia, the Law on Ratification of the
Treaty establishing the Energy Community and the Energy Law. 1o

ECRB also agrees with the conclusion of the Preliminary Decision concludes that such measure
»does not depend solely on the applicant but it also includes the engagement of state bodies”.
Based on this ECRB, however, fails to see the suitability of the imposed condition for reaching the
targeted result. First, the condition is vague, lacks concrete steps to be taken and, in particular,
actions that have to be performed by the applicant. Beyond that, it is questionable that ensuring
compliance with this condition can at all be influenced by the applicant®.

ECRB also has doubts about the effectiveness of the consequences in case Yugorosgaz-Transport
should fail to comply with the imposed condition within the twelve months deadline. According to
the Preliminary Decision the only consequence would be a re-evaluation of the application leading
to a new certification procedure. In practice this would mean that Yugorosgaz-Transport is certified
for a year without meeting the requirements for independence necessary for compliance with the
provisions of the I1ISO-model. At the hearing of 10 March 2017 AERS confirmed that lack of
compliance of Yugorosgaz-Transport with the conditions of the Preliminary Decision will lead to
withdrawal of the company’s license for gas transmission and gas transmission system operation.
ECRB fails to see such consequence clearly outlined in the Preliminary Decision and, thus, invites
AERS to further elaborate on this aspect in its final decision.

ECRB stresses that the concept of conditional approval of certifications should target the imposition
of improvements in context with a, in principle, positive assessment of the applicant’'s compliance
with the relevant unbundling requirements. Contrary to this, the Preliminary Decision explicitly
outlines lack of compliance of Yugorosgaz-Transport with the independence requirements of the
Energy Community and Serbian law and, nevertheless, issues a certification under a condition that
can be hardly complied with by the applicant (alone). ECRB is of the opinion that independence of
the applicant in line with the relevant unbundling requirements of the Energy Community law must
be a pre-condition for certification. L 1t follows that a certification should not be issued for
Yugorosgaz-Transport as long as this requirement is not fulfilled. In any case the
certification decision should clearly identify the concrete actions expected from the
applicant.22

In this context ECRB acknowledges the link made in Article 239 of the Energy law between
successful certification and licensing of a TSO.ECRB understands this link as intention of the
legislator to promote the applicant’s compliance with the unbundling requirements of the Serbian
and Energy Community law which has not been proven in the case of Yugorosgaz-Transport.
Translating the link between licensing and certification into a duty of the regulator to deliver a

Neither the Preliminary Decision nor the hearing held on 10 March 2017 at the premises of the Secretariat carve out specific
concerns as regards inconsistency of the Law on Ratification of the Agreement between the Federal Government of the Federal
Republic of Yugoslavia and the Government of the Russian Federation on Cooperation on Construction of Gas Pipeline on the
Territory of the Federal Republic of Yugoslavia with the unbundling requirements of the Serbian and Energy Community law. At
the hearing alternative options have been suggested but have not substantiated in concrete terms.

% Different from that, conditions imposed in comparable certification Opinions only entail measures that can be reasonably
expected to be met by the relevant company and building on confirmation of the applicant's compliance with the central
unbundling requirements (see e.g. Commission, Opinion on certification of HOPS C(2015)9559).

% See as well: ERCB, Opinion 1/16 on certification of OST; Secretariat, Opinion 1/16 on certification of TAP AG and Opinion 1/17
on certification of OST; Commission (e.g. and specifically on certification of 1SOs), Opinion on certification of: TAG GmbH,
C(2013) 649, 04.02.2013; Transelectrica S.A., C(2013) 6891; Transgaz, C(2013) 8485, BOG GmbH C(2013) 963.

2 ECRB considers its related position confirmed by result of the hearing of 10 March 2017.
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positive certification decision must be considered contradictory to the scope of the very legal
provision.

3.4. Certification in relation to third countries

(33) ECRB reminds that a comprehensive security test is a central pillar in context with certification in
relation to third countries according to Article 11 of the Gas Directive > and applicable to the
specific case, given the 50% of shares held by Gazprom in the transmission system owner
Yugorosgaz.

(34) ECRB notes the reference made in the Preliminary Decision to the opinion issued by the Ministry in
charge24 of energy concluding that certification of Yugorosgaz-Transport as ISO will not affect
security of supply of the Republic of Serbia or of the regi0n25. ECRB has not been provided with
this opinion and, thus, is not able to judge whether it indeed covers an as comprehensive test as
required by Article 11 of the Gas Directive and specifically also the potential affects deriving from
the position of the 100% owner of Yugorosgaz-Transport and the transmission grid, Yugorosgaz,
as dominant supplier on the Serbian market; the impact of Gazprom indirectly controlling
Yugorosgaz-Transport and holding 50% of shares in Yugorosgaz; as well the impact of future
network developments and specifically the gas interconnector between Serbia and Bulgaria that is
supposed to connect to the transmissions system owned by Yugorosgaz.

(35) ECRB invites AERS to elaborate on the above aspects more in detail in its final certification
decision.

HAS ISSUED THE FOLLOWING OPINION

1. AERS is invited to take the utmost account of the above views of ECRB when taking its final
decision regarding the certification of Yugorosgaz-Transport.

2.  This Opinion is provided to the Energy Community Secretariat according to Article 3(1) of
Regulation (EC) 715/2009 in conjunction with Articles 9 to 11 of Directive 73/2009/EC for reflection
in the Secretariat’s Opinion on the preliminary decision of the regulatory authority of the Republic of
Serbia on certification of Yugorosgaz-Transport, LLC Nis.

3. This Opinion will be published on the Energy Community website and submitted to the Energy
Community Secretariat in line with Article 5 of Procedural Act 01.1/2015/ECRB-EnC. ECRB does
not consider the information contained herein confidential. According to Article 4 paragraph (2) of

Procedural Act 01.1/2015/ECRB-ENnC, AERS is invited to inform the ECRB President within five (5)
days following receipt whether it considers that, in accordance with rules on applicable rules on

% See also Commission’s Opinion on certification of Gaz-Sytem, C(2015) 2008.
2 Upon consultation by AERS in line with the requirements of the Energy Law.
% |egal act No. 312-01-01319/2016-05 of 12 October 12 2016.
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business confidentiality, this document contains confidential information which it wishes to have
deleted prior to its publication, including reasons for such a request.

For the Energy Community Regulatory Board

Branislav Prelevié
ECRB President

14 March 2016



From: Mirjana Filipovic

To: Janez Kopac; Predrag Grujicic

Cc: sasa7antic@gmail.com; dusan.bajatovic@srbijagas.com; "Mandic, Blazenka"; "lvica Kojic"; "Olga Antic
Miocinovic"; snezana.ristic@mre.gov.rs; jelena.simovic@mre.gov.rs

Subject: Report JP Srbijagas

Date: Wednesday, 02. November 2016 09:13:54

Attachments: image002.png

Dear Mr Kopac,

We are sending you below the Report on the status of the implementation of the activities on
the restructuring of JP Srbijagas, as defined by the Government Conclusion 05 No. 023-
9602/2016 of 11. October 2016.

We apologize for the delay.

Sincerely,

Republika Srbija

Ministarstvo rudarstva i energetike

Mr Mirjana Filipovic
Drzavni sekretar

Kralja Milana 36, 11000 Beograd
Tel: +381 (0) 11 33 46 755
Fax: +381 (0) 11 3625 057
e-mail: mirjana filipovic@mre.gov.rs

Activity Status

Adoption of internal act/decision of | Under preparation
JP "Srbijagas" in connection with
the termination of supplies to users
who meet predetermined criteria
(debt level, length of payment
delay, judicial proceedings in
progress/defendant, etc.).

Initiating Accounts Receivable After IMF mission a
Analysis and defining the part that meeting with World
can be settled. Bank is expected
Adoption of methodologies for Under preparation

economic and financial evaluation
of JP “Srbijagas”investment
projects.

Adoption of ten-year transmission The first draft of the
system operator development plan | Planis under

and five-year natural gas preparation
distribution system development
plan in accordance with the Energy
Law, which have already passed the
economic and financial evaluation
in accordance with the adopted
methodology.

Initiating review of all current After IMF mission a
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investment projects in order to
determine their economic and
financial profitability.

meeting with World
Bank is expected

Adoption of the action plan in order
to maintain operational costs at the
level approved by AERS.

Under preparation

In cooperation with AERS,
reconciliation of real losses on
transmission and distribution on
the basis of relevant data based
on inventory records.

Under preparation

Adoption of JP “Srbijagas”debt
restructuring plan.

After IMF mission a
meeting with World
Bank is expected

Adoption of FX risk protection
strategy (which includes supply
contracts and foreign currency
loans)

After IMF mission a
meeting with World
Bank is expected

Establishment of the Audit
Committee

Under preparation

Adoption of recommendations
based on the review of JP
"Srbijagas" corporate governance
in accordance with the due
diligence terms of reference.

Deadline will be
specified in
consultations with
World Bank

Strengthening the internal audit
function in terms of the number of
stuff, methodology and
implementation of the internal
audit recommendations.

The analysis of
applicability of specific
solutions within the
framework of
systematization of
new organizational
structure is in progress

Establishment of a strong system of
written and applied internal
controls for all relevant business
processes and functions.

Preparation of draft
solutions

Adoption of appropriate policies
and procedures for risk
management (including business,
operational and financial risk).

After IMF mission a
meeting with World
Bank is expected

JP "Srbijagas" will finish preparing
internal documentation and
contractual framework for activities
of “Transportgas Srbija”.

Under preparation

Drawing up contracts on the lease
of transmission and distribution
networks, as well as of movable
and immovable property between
JP "Srbijagas" and the newly
established companies.

Draft contracts under
preparation

Drawing up JP "Srbijagas" service
contracts towards the newly
established companies.

Draft contracts under
preparation

Preparation of organization and job
classification rulebook of JP

"Srbijagas", “Transportgas Srbija”

Detailed elaboration
of job classification in
all companies is in




and “Distribucijagas Srbija”
Taking on the employees, drafting
and signing of new employment
contracts with employees -
operational start of work of
“Transportgas Srbija” and
“Distribucijagas Srbija”.

progress

Transferring existing contracts to
newly established companies.

The activity has not
been started

Adoption of the transmission Grid
Code in cooperation with the
Serbian Energy (AERS)

Under preparation

Applying for observer status at
ENTSOG, free of charge, and
participation on the ENTSOG
Transparency Platform.

The activity has not
been started

Applying for the licence.

According to the Law.

Preparation of non-discriminatory
treatment and appointment of a
compliance officer for the program
and the Rulebook of procedures to
prevent the disclosure of
confidential or other commercially
sensitive information to energy
entities involved in the production
and/or distribution of natural gas.

The activity has not
been started

Applying for certification

The activity has not
been started




ﬂata Muellner

From:
Sent:
To:
Cc:

Subject:
Attachments:

Dear Mr Kopac,

Mirjana Filipovic <mirjana.filipovic@mre.gov.rs>

Tuesday, 06. December 2016 13:01

Predrag Gruijicic; Janez Kopac

dusan.bajatovic@srbijagas.com; blazenka.mandic@srbijagas.com; olga.antic@mre.gov.rs;
shezana.ristic@mre.gov.rs

srbijagas

ENG_2016-11-10 Usaglasavanje sa AERS_gubitka na transportu i distribuciji.docx; ENG_
2016-11-21 Akcioni plan za_svodjenje troskova na nivo odobren od AERS (002).docx;
ENG_ENERGY AGENCY OF THE REPUBLIC OF SERBIA.docx; ENG_Realizacija Zaljucka
- Restrukturiranje JP SRBIJAGAS 30112016 (002).docx; TRANSPORTGAS - Izdavanje
licence - Odgovor AERS-a.pdf

We are sending you below the Report on the status of the implementation of the activities on the restructuring of JP
Srbijagas, as defined by the Government Conclusion 05 No. 023-9602/2016 of 11. October 2016.

Sincerely,

Mirjana



The Plan for reconciliation with AERS of real loss on transmission and distribution

The rate of loss in the transmission system

The Plan for reconciliation with AERS of real loss on transmission and distribution on the basis of relevant
data based on the inventory accounting shall be made in accordance with the Report on the Need for
Implementation of the Activities for the Purpose of Reorganization of JP Srbijagas Novi Sad which the
Government of the Republic of Serbia adopted by the Conclusion No. 023 -9602/2016 from 11 October
2016.

The deadline for reconciliation with AERS of real loss on transmission and distribution on the basis of
relevant data based on the inventory accounting is 30 Nov. 2016.

The rate of loss in the transmission system of JP Srbijagas was approved in January 2015, based on
the request of JP Srbijagas for changing the price for access to the natural gas transmission system in
December 2014, which was then adjusted by certain items in January 2015.

The rate of loss of 0.03% was approved, i.e. annual quantities for the losses of 902,995 m3 were
approved. The average purchase price for the purchase of natural gas for the covering of losses of RSD
40.29/m3 was planned, i.e. annually, for the purchase of natural gas to cover losses RSD 36,385,000
was planned.

The rate of loss of 0.03% was determined taking into account the available data on losses in the previous
period. Namely, in 2011 and 2012 there were no losses in the transmission system. In 2013, the rate of
loss of 0.1% was determined. However, the majority of these losses arose in March 2013 when a third
party while performing construction works damaged the gas pipeline due to which over 2.5 million m? of
natural gas leaked. If the losses in March were excluded, the rate of loss in 2013 would be 0.01%.

In February 2015 the implementation of a new tariff system for the transmission of natural gas in the
transmission system of JP Srbijagas was started based on the "entry-exit" principle. For the new tariff
system to be applied properly it was necessary to correctly determine which points of delivery are in the
transmission system and which are in the distribution system. At the end of 2014 it was finally determined
which points of delivery and which gas pipelines belong to the transmission system and which belong to
the distribution system of JP Srbijagas. In accordance with these amendments, as of 2014 the accounting
of loss in the transmission system was started. It was determined that the rate of loss in the transmission
system was greater than what had been reported to AERS in annual reports for previous years.

Namely, in 2014 the loss of 0.24% was determined, i.e. it was 5,962,632 m®.
In 2015, the loss of 0.16% was determined, it was 4,093,539 m?

In the period January-June 2016, the loss of 0.13% was determined in the transmission system of JP
Srbijagas.

Based on the Conclusion of the Government on adopting the Report on the Need for Implementation of
the Activities for the Purpose of Reorganization of JP Srbijagas Novi Sad from 11 Oct. 20186, it is planned
that the company Transportgas Srbija d.0.0. Novi Sad shall become operational on 15 March 2017.

The company Transportgas Srbija d.o.0. Novi Sad shall, in the period of 60 days from the start of the
operation, submit the Request for determination of the price for the access to the natural gas transmission
system for the new company. This request will include the proposal of the rate of loss in the transmission



system which is in line with the loss in the transmission system in the period 2014 to 2016, as well as
with the current price of natural gas required in order to cover losses. The assumption is that the new
rate of loss will be accepted, given that the proposed rate of loss is unlikely to be greater than 0.3%,
which is the maximum value accepted by regulators as the rate of loss in the transmission system.

In accordance with past experience, it is expected that AERS shall approve the price for access to the
natural gas transmission system for the company Transportgas Srbija d.0.0 Novi Sad in the period
between 1 July and 30 September 2017. In this way the reconciliation of actual loss in the transmission
system with the rate of loss that has been approved to the company Transportgas Srbija d.o0.0. Novi Sad
by AERS will be performed.

The rate of loss in the distribution system

The rate of loss in the distribution system of JP Srbijagas was approved in January 2015, at the request
of JP Srbijagas for changing the price for access to the natural gas distribution system in December 2014,
which was then adjusted in certain items in January 2015.

The loss rate of 0.84% was approved, i.e. annual quantities for the losses of 8,763,526 m3. The average
purchase price for the purchase of natural gas for the covering of losses of RSD 43.02/m*was planned,
i.e. annually, for the purchase of natural gas to cover losses RSD 374,053,000 was planned.

The rate of loss of 0.84% was determined taking into account the available data on the losses in the
previous period. Namely, in 2011 the rate of loss of 0.97% was determined, in 2012 of 0.90% in 2013 of
0.72%.

At the end of 2014 it was finally determined which points of delivery and which gas pipelines belong to
the transmission system and which belong to the distribution system of JP Srbijagas. In accordance with
these amendments, as of 2014 the accounting of loss in the distribution system was started. It was
determined that the rate of loss in the distribution system was smaller than what had been reported to
AERS in annual reports for previous years.

Namely, in 2014 the loss of 0.51% was determined, i.e. it was 4,859,903 m®.
In 2015, the loss of 0.11% was determined, it was 1,208,564 m®
In the period January-June 2016, no losses were determined in the distribution system of JP Srbijagas.

Based on the Conclusion of the Government on adopting the Report on the Need for Implementation of
the Activities for the Purpose of Reorganization of JP Srbijagas Novi Sad from 11 Oct. 20186, it is planned
that the company Distribucijagas Srbija d.0.0. Novi Sad shall become operational on 15 March 2017.

The company Distribucijagas Srbija d.o.0. Novi Sad shall, in the period of 60 days from the start of the
operation, submit the Request for determination of the price for the access to the natural gas distribution
system for the new company. This request will include the proposal of the rate of loss in the distribution
system which is in line with the loss in the distribution system in the period 2014 to 2016, as well as with
the current price of natural gas required in order to cover losses. The assumption is that the new rate of
loss will be accepted, given that the proposed rate of loss will be lower than the current one and
significantly lower than the maximum value accepted by regulators as the rate of loss in the distribution
system of 2%.



In accordance with past experience, it is expected that AERS shall approve the price for access to the
natural gas distribution system for the company Distribucijagas Srbija d.0.0 Novi Sad in the period
between 1 July and 30 September 2017. In this way the reconciliation of actual loss in the distribution
system with the rate of loss that has been approved to the company Distribucijagas Srbija d.0.0. Novi
Sad by AERS will be performed.



Action plan in order to reduce operating costs to the level that is approved by AERS

Action plan in order to reduce operating costs to the level that is approved by AERS is prepared in
accordance with the Report on the Need for Implementation of the Activities for the Purpose of
Reorganization of JP Srbijagas Novi Sad which the Government of the Republic of Serbia accepted
based on the Conclusion No. 023-9602 / 2016 from 11 October 2016.

The deadline for adoption of the action plan aimed at reducing operating costs to the level that is
approved by AERS is 30.11.2016.

Operating costs for the transmission of natural gas of JP Srbijagas were approved in January 2015,
at the request of JP Srbijagas for changing of the price for access to the natural gas transmission
system in December 2014.

When determining the operating costs in determining the price of natural gas for natural gas
transmission, as the basis for cost determination AERS takes into account realized justifiable costs
incurred in the previous period plus the rate of inflation. Realised justifiable costs in 2012 amounted
to RSD 1,639,945,000. Realised justifiable costs in 2013 amounted to RSD 1,929,498, however there
was no time to determine the justification of certain costs. The request for the cost of access to the
natural gas transmission system which was determined in January 2015 AERS approved operating
costs in the amount of RSD 1,808,175,000. Most of the approved costs are realiyed approved costs
in 2012 increased by the rate of inflation. The only item for which a larger increase was approved are
the costs of materials relating to the cost of spare parts for fixed assets maintenance, and spare parts
for the maintenance of transmission and flow measurement of natural gas. These costs are accepted
because of the necessity of modernization of metering equipment on the transmission system.

The table below shows the operating costs for the activity of natural gas transmission of JP Srbijagas
in thousands of RSD. These operating costs do not include the cost of the procurement of natural gas
required to cover the loss.

Table 1: Operating costs for transmission of natural gas in 000 RSD

Realized costs | Approved costs | Realized costs | Realized costs

position 2013 AERS 2014 2015
Cost of material 54,661 161,967 48,924 53,235
Cost of fuel and energy 147,059 143,174 126,404 132,810

Costs of salaries,
compensation and other

personal expenditures 953,961 900,090 942,337 910,192
Costs of operational

services 184,387 176,249 190,237 173,800
Non-material costs 565,830 408,901 594,569 433,656
Employee compensation

and benefits 23,600 17,794 23,029 10,753

Total 1,929,498 1,808,175 1,925,500 1,714,446




On the basis of Table 1. operating costs in 2014 were slightly lower than the operating costs in 2013.
Operating costs\ in 2015 were significantly lower than in 2014, even lower than the operating costs
that AERS approved in January 2015, when approving the price for access to natural gas transmission
system. Data for 2014 and 2015 are from the Income Statement of JP Srbijagas. Fuel and energy
costs in the Income Statement of JP Srbijagas for 2015 include costs for the purchase of natural gas
to cover losses in the transmission system, but they are excluded from this table since they are not
included in the cost of fuel and energy for other years.

The business activity of natural gas transmission of JP Srbijagas in the course of 2015 reduced
operating costs to the level approved by AERS.

After Transportgas Srbija starts its operation as an independent legal entity, it will be necessary to
make another assessment of the justifiability, as well as the level of allowed operating costs for the
transmission of natural gas.



ENERGY AGENCY OF THE REPUBLIC OF SERBIA
No: 311.01-195/2016-L-I
Date: 16 November, 2016

Belgrade, Terazije 5/V DD

Limited liability company Trnsportgas Srbija, Novi Sad

Novi Sad, Bulevar oslobodenja 5

Reference: Your act No. 01-43 of 7 November, 2016

Pursuant to the afore referenced document, received on 9 November 2016, you addressed the
Energy Agency of the Republic of Serbia with an application to obtain a licence for performing energy
activitie of natural gas transmission and operation of natural gas transmission system.

Regarding the conditions for issuing the licence, we inform you as follows:

As you are aware the based on the Conclusion of the Government of the Republic of Serbia 05 No.
312-11604/2015 of 19 November 2015, the Report on the obligation of the Republic of Serbia in
regards to the implementation of the Directive 2009/73/EC on common rules on internal market of
natural gas from the Third Energy Package and the need for the companies Transportgas Srbija doo
Novi Sad and Distribucijagas doo Novi Sad to perfom activities of general interest — transmission and
operation of transmission system, i.e. distribution and operation of distribution system, under the
license of JP Srbijagas Novi Sad, until the expiry of its validity, was accepted. The same Conclusion
recommends to these companies and JP Srbijgas to undertake all required activities for the purpose
of fulfilling the conditions for issuance of licenses for performing these energy activities as soon as
possible.

Also, based on the Conclusion of the Government of the Republic of Serbia 05 No.; 023-9602/2016 of
11 October 2016 the Report on the Need to Implement Reorganization of JP Srbijagas was accepted,
according to which it was specified that the deadline for submitting the application for the
certification of Transportgas Srbija would be 1 April 2017.

Pursuant to the Article 239, par.1 of the Energy Law ("Official Gazzete of RS, No. 145/14 hereinafter:
the Law), before a legal person obtains the licence and thus becomes appointed as natural gas
transmission operator, it has to be certified according to this law.

Considering that the certification is a precondition of issuing of the licence for performing energy
activity of natural gas transmission and transmission system operation, we are of the opionion that
your application for issuance of the licences for the said activitiy is premature., and that there is no
basis for consideration of fullfilment of conditions for issuance of the licence for performing of



energy activtiy of natural gas transmission and transmission system operation, until Transportgas
Srbija doo Novi Sad is not certified.

Since according to the provisions of the Law on general administration procedure ("Official Gazzette
of RS, NO. 57/11, 80/11-corr., 93/12 and 124/12), based on the request of the party it is required to
adopt an administrative decision and since the party, pursuant to article 208 thereof is entitled to
appeal due to so called "nonresponding of the administration®, we kindly ask you to inform us within
three days after receiving of this motion, if you would request adoption of the administrative
decision under stated circumstance or you are abolishing the request for issuance of the licence for
performing of energy activitiy of natural gas transmission and transmission system operation, until
the condition pursuant to the Article 239 par.1 of the Law has been fulfilled.

Chairman of the Board

Ljubo Madi¢



Report on the status of the implementation of the activities on the restructuring of JP Srbijagas,

In the previous period, JP Srbijagas in its full scope and capacity worked on the preparation and
implementation of the obligations undertaken based on the Conclusion of the Government of the
Republic of Serbia for the purpose of reorganization.

In this context detailed preparation of the annual Programmes of Business operations for all three
companies - Transportgas Srbija, Distribucijagas Srbija and JP Srbijagas should be pointed out. As the basis
and precondition for preparation of the programs concerned, intensive activities have been undertaken
in regards to the Lease contracts, Service contracts, design of the necessary human resources and
compliance with the available, development plans, as well as with complex projections of revenue
generation of all three companies in the forthcoming period, taking into account the actual circumstances
and limits. The first final version of the Program of business operations for all three companies is ready.
Following an internal audit it is planned that very shortly the Supervisory Board of JP Srbijagas will adopt
annual operations plan for JP Srbijagas, and that the competent authorities of the subsidiaries will adopt
Annual Plan of Business Operations for the companies concerned.

At the same time, the work on the new systematization of jobs for all three companies and the appropriate
distribution of employees has been continued.

What is important to note is a serious preparation of the Ten-year Plan for the Development of the
company Transportgas Srbija, the elements of which are built into the parameters of the Program of
Business Operations. Consequently, the process of preparation of the corresponding Five-Year Plan for
the Development of the company Distribucijagas Srbija has been initiated.

Significant qualitative progress has been made in preparing the Grid Code of Transportgas Srbija. In this
regard, initial reconciliation of the draft version of the document has been conducted with AERS.

Transportgas Srbija and Distribucijagas Srbija on November 7, 2016 submitted to the Energy Agency of
the Republic of Serbia applications for issuing licenses for performing the energy activities concerned. In
its reply, received on 29 Nov. 2016, AERS informed Transportgas Srbija that pursuant to Article 239 of the
Energy Law, the application was premature, i.e. that before the legal person may obtain a license and be
appointed as the operator of the system it must be certified in accordance with the Law. (AERS’ reply
provided in the attachment).

Finally, as foreseen in the Action Plan, the activities: Adoption of action plan aimed at reducing operating
costs to the level approved by AERS and Reconciliation with AERS of real losses in transmission and
distribution on the basis of relevant data based on inventory accounting have been conducted within the
foreseen deadling, i.e. the action plans have been reconciled with AERS.

Attached to this letter is a tabular presentation of the status of implementation of all the activities
envisaged by the Action plan, AERS reply to the submitted applications for licenses, as well as detailed
descriptions of the reconciled activities of Reducing operating costs to the level approved by AERS and
actual losses in transmission and distribution.



Detailed plan of activities — Action Plan

Activitiy

Status

Adoption of internal act/decision of JP Srbijagas related to the
termination of supplies to users who meet predetermined criteria (level
of debt, length of delay in payment, judicial proceedings in progress /
under charges, etc.).

Under preparation

Initiating the analysis of the status of receivables and determining the
part of payment that may be collected

After IMF mission, the
meeting with World
Bank is expected

Adoption of methodology for economic and financial evaluation of
investment projects for JP Srbijagas

Under preparation

Adoption of a ten-year development plan of the transmission system
operator and the five-year development plan for natural gas distribution
system in accordance with the Energy Law, which passed the economic
and financial evaluation in accordance with the adopted methodology

The first draft of the
Plan is under
preparation

Initiate review of all current investment projects in order to determine
their economic and financial feasibility

After IMF mission, the
meeting with World
Bank is expected

The adoption of an action plan aimed at reducing operating costs to the Reconciled
level approved by AERS
Reconciliation with AERS of real losses in transmission and distribution on Reconciled

the basis of relevant data based on inventory accounting

Adoption of the Plan of restructuring of debts of JP Srbijagas

After IMF mission, the
meeting with World
Bank is expected

Adopting the strategy of hedging (which includes supply contracts and
foreign currency loans)

After IMF mission, the
meeting with World
Bank is expected

Establishment of the Audit Committee

Under preparation

Adopting recommendations based on a review of corporate governance
of JP Srbijagas in accordance with the terms of reference for business
analysis (due diligence).

Deadline will be
specified after
consultations with
World Bank




Strengthening the internal audit function in terms of the number of staff,
methodology and implementation of the recommendations for Internal
Audit

The analysis of
applicability of specific
solutions within the
systematization of the
new organizational
structure is in progress

The establishment of a strong system of written and applied internal
controls for all relevant business processes and functions

Draft solution is under
preparation

The adoption of appropriate policies and procedures for risk management
(including business, operational and financial risks)

After IMF mission, the
meeting with World
Bank is expected

JP Srbijagas will complete internal documentation and contractual
framework for the activities of Transportgas Srbija.

Under preparation

Drafting of Lease contract for transmission and distribution networks, as
well as for movable and immovable property between JP Srbijagas and
newly established companies.

Advanced preparation

Drafting of contracts on services of JP Srbijagas to the newly established
companies.

Advanced preparation

Drafting of rulebooks on organization and systematization of JP Srbijagas,
Transportgas Srbija and Distribucijagas Srbija.

Taking over of employees, drafting and signing of new contracts on
employment with employees - operational start of Transportgas Srbija
and Distribucijagas Srbija.

Elaboration of
systematization of all
companiesisin
progress

Transferring of existing contracts to newly established companies

Activity has not been
started

Adoption of the Grid code for the transmission system in cooperation
with the Energy Agency of the Republic of Serbia (AERS)

Under preparation

Submitting an application for observer status in ENTSOG, free of charge,
and participation in ENTSOG Transparency Platform

Activity has not been
started

Applying for a license

According to the Law

Drafting of program of non-discriminatory behavior and the appointment
of a compliance officer and the Rules of procedures to prevent the
disclosure of confidential or other commercially sensitive information to
energy entities involved in the production and / or distribution of natural
gas

Activity has not been
started

Application for certification

Activity has not been
started
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Besa: Baw axt 6poj: 01-43 og 07.11.2016. roauHe

Baluum akToM nog, rope HasezieHum bpojem, npumrbeHnm gana 09.11.2016. roauHe, obpatunu cte
ce AreHuujn 3a eHepretuky Penybnuke Cpbuje ca 3axTeBom 3a u3aaBakse NuUEHUE 3a obaBrbarbe
EHEepreTcKe TpaHCnopTa 1 ynpasrbarba TPaHCNOPTHUM CUCTEMOM 3a NPUPOAHM rac.

Ca acnekTa ycrosa 3a u3naBare nuLeHLe, obaselutasamo sac cneaehe:

Kao wTo BaM je nosHato, 3akrbyukom Bnage Peny6nuke Cpbuje 05 6poj: 312-11604/2015 on
10.11.2015. roguHe, npuxeahed je Waeewtaj o obasesu Penybnuke CpOuje y nornedy npumee
[vpextvee 2009/73/E3 0 3ajefHU4KMM NpaBUMMa 3a yHYTpaLLHe TPXMULITE NPUPOAHOr raca 13 Tpeher
eHepreTckor naketa W notpebu Aa npuepedHa ApywTBa ,TpaHcnopTrac Cpbuja* poo Hosn Cap u
Juctpubyupnjarac Cpbuja“ noo Hosu Cap, obasrbajy AenaTHOCTM Of ONWTEr MHTEpECa - TpaHCnopT
yNpaB/bake TPAHCMOPTHUM CUCTEMOM, OAHOCHO AMCTpuOyuMja ¥ ynpasrbatbe [UCTPUDY TUBHUM
cuctemoM, nod nuueHuom JM ,CpGujaract Hosu Caf, 4O poka HEHOT Baxerba. Mctum 3akrbyukom,
npenopyuyje ce 0BUM NpuBpeaHUM apylwTeuma v Jr ,Cpbujarac’, aa npey3my CBe HEONXOAHe aKTUBHOCTH
y LMrby UCTyH-aBaksa yCrioBa 3a U3fjaBarbe NULEHUN 3a 00aBrbare HaBeeH X EHEPreTCKX ACNATHOCTH,
y W70 Kpahem poky.

Takohe, 3akrbyukom Brage Penybnuke Cpbuje 05 6poj: 023-9602/2016 og 11.10.2016. roguHe,
npuxsaheH je WM3BewTaj o noTpedu cnposohera peopranusaumje JMN ,Cpbujarac’ Hoeu Cag, a kojum je
[ieMHICAHO Aa je PoK 3a NoAHOWeH-e 3axTesa 3a ceptuchukaujy ,Tparcnoptrac Cpbuja“ - 01.04.2017.
roavHe.

CarnacHo unaHy 239.ct.1. 3akoHa o eHepreTiup (,CryxGeHn rnacHuK PC", 6poj:145/14-y narbem
TeKCTy: 3aKOH), NPe HEro LUTO HeKo NpaBHO nuue AobUje NMUEHLY 1 TuMe Byne oppeheHo 3a onepatopa
TPAHCTIOPTHOT CUCTEMa MPUPOJHOT raca, Mopa BuTH CepTUEMKOBAHO Y CKaay Ca 0BIM 32KOHOM.

C obaupoM fAa je cepTudukaumja npedycnos 3a Wsfjasake NUUEeHUe 3a obaBrbate eHepreTcke
[eNaTHOCTM TPaHCopTa W YMIpaBrbarba TPAHCNOPTHUM CUCTEMOM 38 NPUPOAHH rac, MULLILEHE CMO /id je
BAlll 3aXTEB 3a W3aBarbe NULEHUE 3a HaBeAEHy eHepreTcky AenaTHocT NpeyparbeH, Te Aa Hema 0CHOBa
33 paamatpame MCMyHEHOCTU YCnoBa 3a W3jaBare nuueHue 3a obaBrbae eHepreTcke AenaTHocTH
TpaHcnopTa u ynpaerbaka TPaHCNOPTHUM CUCTEMOM, CBE 0K C& ,Tpaxcnoptrac Cp6uja“ noo Hosu Cap
He cepTudwkyje.

Kako ce carnacHo ogpenbama 3akoHa O OnWTEeM ynpaBHOM NOCTYMKY (,CnyxBeHn rnachmk PC’,
6p.57/11, 80/11-ucnpaska, 93/12 u 124/12) no 3axTesy CTpaHKke MOpa AOHETH ynpaBHa OANyKa U Kako

1



CTpaHka carnacHo 4nay 208. uctor 3akoHa uma npaso u Ha Xanby 3bor 138 ,hyTama aaMUHMCTpaLuje”,
MOMMO Zia Ce y poKy OA Tpu AaHa 04 AaHa npujema osor MOAHECKa, W3jacHUTe [a nu 3axTesaTe
AOHOWEtbE yNpaBHe OANYKe NOA HABEAEHUM OKOMHOCTUMA WM odycTajeTe Of 3aXTeBa 3a M3AaBakLe
NnLeHLe 3a obaBrbarbe eHepreTcke AenaTtHoCTy TpaxcnopTa u ynpasrbaksa TPaHCIOPTHUM CUCTEMOM 33
MPUPOAHM rac, [0 cnyr-asarba YCnoBa NponucaHor Ynaqom 239. ¢T.1. 3akoHa.

NPEOCEAHWK CABETA
c
y60 Mahuh




Report on the status of the implementation of the activities on the restructuring of JP Srbijagas,

In the previous period, JP Srbijagas in its full scope and capacity worked on the preparation and
implementation of the obligations undertaken based on the Conclusion of the Government of the
Republic of Serbia for the purpose of reorganization.

In this context detailed preparation of the annual Programmes of Business operations for all three
companies - Transportgas Srbija, Distribucijagas Srbija and JP Srbijagas should be pointed out. As the
basis and precondition for preparation of the programs concerned, intensive activities have been
undertaken in regards to the Lease contracts, Service contracts, design of the necessary human
resources and compliance with the available, development plans, as well as with complex projections of
revenue generation of all three companies in the forthcoming period, taking into account the actual
circumstances and limits. The first final version of the Program of business operations for all three
companies is ready. Following an internal audit it is planned that very shortly the Supervisory Board of JP
Srbijagas will adopt annual operations plan for JP Srbijagas, and that the competent authorities of the
subsidiaries will adopt Annual Plan of Business Operations for the companies concerned.

At the same time, the work on the new systematization of jobs for all three companies and the
appropriate distribution of employees has been continued.

What is important to note is a serious preparation of the Ten-year Plan for the Development of the
company Transportgas Srbija, the elements of which are built into the parameters of the Program of
Business Operations. Consequently, the process of preparation of the corresponding Five-Year Plan for
the Development of the company Distribucijagas Srbija has been initiated.

Significant qualitative progress has been made in preparing the Grid Code of Transportgas Srbija. In this
regard, initial reconciliation of the draft version of the document has been conducted with AERS.

Transportgas Srbija and Distribucijagas Srbija on November 7, 2016 submitted to the Energy Agency of
the Republic of Serbia applications for issuing licenses for performing the energy activities concerned. In
its reply, received on 29 Nov. 2016, AERS informed Transportgas Srbija that pursuant to Article 239 of
the Energy Law, the application was premature, i.e. that before the legal person may obtain a license
and be appointed as the operator of the system it must be certified in accordance with the Law. (AERS’
reply provided in the attachment).

Finally, as foreseen in the Action Plan, the activities: Adoption of action plan aimed at reducing
operating costs to the level approved by AERS and Reconciliation with AERS of real losses in transmission
and distribution on the basis of relevant data based on inventory accounting have been conducted
within the foreseen deadline, i.e. the action plans have been reconciled with AERS.

Attached to this letter is a tabular presentation of the status of implementation of all the activities
envisaged by the Action plan, AERS reply to the submitted applications for licenses, as well as detailed
descriptions of the reconciled activities of Reducing operating costs to the level approved by AERS and
actual losses in transmission and distribution.



Detailed plan of activities — Action Plan

Activitiy

Status

Adoption of internal act/decision of JP Srbijagas related to the
termination of supplies to users who meet predetermined criteria (level
of debt, length of delay in payment, judicial proceedings in progress /
under charges, etc.).

Under preparation

Initiating the analysis of the status of receivables and determining the
part of payment that may be collected

After IMF mission, the
meeting with World
Bank is expected

Adoption of methodology for economic and financial evaluation of
investment projects for JP Srbijagas

Under preparation

Adoption of a ten-year development plan of the transmission system
operator and the five-year development plan for natural gas distribution
system in accordance with the Energy Law, which passed the economic
and financial evaluation in accordance with the adopted methodology

The first draft of the
Plan is under
preparation

Initiate review of all current investment projects in order to determine
their economic and financial feasibility

After IMF mission, the
meeting with World
Bank is expected

The adoption of an action plan aimed at reducing operating costs to the Reconciled
level approved by AERS
Reconciliation with AERS of real losses in transmission and distribution on Reconciled

the basis of relevant data based on inventory accounting

Adoption of the Plan of restructuring of debts of JP Srbijagas

After IMF mission, the
meeting with World
Bank is expected

Adopting the strategy of hedging (which includes supply contracts and
foreign currency loans)

After IMF mission, the
meeting with World
Bank is expected

Establishment of the Audit Committee

Under preparation

Adopting recommendations based on a review of corporate governance
of JP Srbijagas in accordance with the terms of reference for business
analysis (due diligence).

Deadline will be
specified after
consultations with
World Bank

Strengthening the internal audit function in terms of the number of staff,

The analysis of




methodology and implementation of the recommendations for Internal
Audit

applicability of specific
solutions within the
systematization of the
new organizational
structure is in progress

The establishment of a strong system of written and applied internal
controls for all relevant business processes and functions

Draft solution is under
preparation

The adoption of appropriate policies and procedures for risk management
(including business, operational and financial risks)

After IMF mission, the
meeting with World
Bank is expected

JP Srbijagas will complete internal documentation and contractual
framework for the activities of Transportgas Srbija.

Under preparation

Drafting of Lease contract for transmission and distribution networks, as
well as for movable and immovable property between JP Srbijagas and
newly established companies.

Advanced preparation

Drafting of contracts on services of JP Srbijagas to the newly established
companies.

Advanced preparation

Drafting of rulebooks on organization and systematization of JP Srbijagas,
Transportgas Srbija and Distribucijagas Srbija.

Taking over of employees, drafting and signing of new contracts on
employment with employees - operational start of Transportgas Srbija
and Distribucijagas Srbija.

Elaboration of
systematization of all
companiesisin
progress

Transferring of existing contracts to newly established companies

Activity has not been
started

Adoption of the Grid code for the transmission system in cooperation
with the Energy Agency of the Republic of Serbia (AERS)

Under preparation

Submitting an application for observer status in ENTSOG, free of charge,
and participation in ENTSOG Transparency Platform

Activity has not been
started

Applying for a license

According to the Law

Drafting of program of non-discriminatory behavior and the appointment
of a compliance officer and the Rules of procedures to prevent the
disclosure of confidential or other commercially sensitive information to
energy entities involved in the production and / or distribution of natural
gas

Activity has not been
started

Application for certification

Activity has not been
started




Action plan in order to reduce operating costs to the level that is approved by AERS

Action plan in order to reduce operating costs to the level that is approved by AERS is prepared in
accordance with the Report on the Need for Implementation of the Activities for the Purpose of
Reorganization of JP Srbijagas Novi Sad which the Government of the Republic of Serbia accepted
based on the Conclusion No. 023-9602 / 2016 from 11 October 2016.

The deadline for adoption of the action plan aimed at reducing operating costs to the level that is
approved by AERS is 30.11.2016.

Operating costs for the transmission of natural gas of JP Srbijagas were approved in January 2015,
at the request of JP Srbijagas for changing of the price for access to the natural gas transmission
system in December 2014.

When determining the operating costs in determining the price of natural gas for natural gas
transmission, as the basis for cost determination AERS takes into account realized justifiable costs
incurred in the previous period plus the rate of inflation. Realised justifiable costs in 2012 amounted
to RSD 1,639,945,000. Realised justifiable costs in 2013 amounted to RSD 1,929,498, however there
was no time to determine the justification of certain costs. The request for the cost of access to the
natural gas transmission system which was determined in January 2015 AERS approved operating
costs in the amount of RSD 1,808,175,000. Most of the approved costs are realiyed approved costs
in 2012 increased by the rate of inflation. The only item for which a larger increase was approved are
the costs of materials relating to the cost of spare parts for fixed assets maintenance, and spare parts
for the maintenance of transmission and flow measurement of natural gas. These costs are accepted
because of the necessity of modernization of metering equipment on the transmission system.

The table below shows the operating costs for the activity of natural gas transmission of JP Srbijagas
in thousands of RSD. These operating costs do not include the cost of the procurement of natural gas
required to cover the loss.

Table 1: Operating costs for transmission of natural gas in 000 RSD

Realized costs | Approved costs | Realized costs | Realized costs

position 2013 AERS 2014 2015
Cost of material 54,661 161,967 48,924 53,235
Cost of fuel and energy 147,059 143,174 126,404 132,810

Costs of salaries,
compensation and other

personal expenditures 953,961 900,090 942,337 910,192
Costs of operational

services 184,387 176,249 190,237 173,800
Non-material costs 565,830 408,901 594,569 433,656
Employee compensation

and benefits 23,600 17,794 23,029 10,753

Total 1,929,498 1,808,175 1,925,500 1,714,446




On the basis of Table 1. operating costs in 2014 were slightly lower than the operating costs in 2013.
Operating costs\ in 2015 were significantly lower than in 2014, even lower than the operating costs
that AERS approved in January 2015, when approving the price for access to natural gas transmission
system. Data for 2014 and 2015 are from the Income Statement of JP Srbijagas. Fuel and energy
costs in the Income Statement of JP Srbijagas for 2015 include costs for the purchase of natural gas
to cover losses in the transmission system, but they are excluded from this table since they are not
included in the cost of fuel and energy for other years.

The business activity of natural gas transmission of JP Srbijagas in the course of 2015 reduced
operating costs to the level approved by AERS.

After Transportgas Srbija starts its operation as an independent legal entity, it will be necessary to
make another assessment of the justifiability, as well as the level of allowed operating costs for the
transmission of natural gas.



Action plan in order to reduce operating costs to the level that is approved by AERS

Action plan in order to reduce operating costs to the level that is approved by AERS is prepared in
accordance with the Report on the Need for Implementation of the Activities for the Purpose of
Reorganization of JP Srbijagas Novi Sad which the Government of the Republic of Serbia accepted
based on the Conclusion No. 023-9602 / 2016 from 11 October 2016.

The deadline for adoption of the action plan aimed at reducing operating costs to the level that is
approved by AERS is 30.11.2016.

Operating costs for the transmission of natural gas of JP Srbijagas were approved in January 2015,
at the request of JP Srbijagas for changing of the price for access to the natural gas transmission
system in December 2014.

When determining the operating costs in determining the price of natural gas for natural gas
transmission, as the basis for cost determination AERS takes into account realized justifiable costs
incurred in the previous period plus the rate of inflation. Realised justifiable costs in 2012 amounted
to RSD 1,639,945,000. Realised justifiable costs in 2013 amounted to RSD 1,929,498, however
there was no time to determine the justification of certain costs. The request for the cost of access
to the natural gas transmission system which was determined in January 2015 AERS approved
operating costs in the amount of RSD 1,808,175,000. Most of the approved costs are realiyed
approved costs in 2012 increased by the rate of inflation. The only item for which a larger increase
was approved are the costs of materials relating to the cost of spare parts for fixed assets
maintenance, and spare parts for the maintenance of transmission and flow measurement of natural
gas. These costs are accepted because of the necessity of modernization of metering equipment on
the transmission system.

The table below shows the operating costs for the activity of natural gas transmission of JP
Srbijagas in thousands of RSD. These operating costs do not include the cost of the procurement of
natural gas required to cover the loss.

Table 1: Operating costs for transmission of natural gas in 000 RSD

Realized costs | Approved costs | Realized costs | Realized costs

position 2013 AERS 2014 2015
Cost of material 54,661 161,967 48,924 53,235
Cost of fuel and energy 147,059 143,174 126,404 132,810

Costs of salaries,
compensation and other

personal expenditures 953,961 900,090 942,337 910,192
Costs of operational

services 184,387 176,249 190,237 173,800
Non-material costs 565,830 408,901 594,569 433,656

Employee compensation
and benefits 23,600 17,794 23,029 10,753




Total ‘ 1,929,498 ‘ 1,808,175 ‘ 1,925,500 ‘ 1,714,446 ‘

On the basis of Table 1. operating costs in 2014 were slightly lower than the operating costs in
2013. Operating costs\ in 2015 were significantly lower than in 2014, even lower than the operating
costs that AERS approved in January 2015, when approving the price for access to natural gas
transmission system. Data for 2014 and 2015 are from the Income Statement of JP Srbijagas. Fuel
and energy costs in the Income Statement of JP Srbijagas for 2015 include costs for the purchase
of natural gas to cover losses in the transmission system, but they are excluded from this table
since they are not included in the cost of fuel and energy for other years.

The business activity of natural gas transmission of JP Srbijagas in the course of 2015 reduced
operating costs to the level approved by AERS.

After Transportgas Srbija starts its operation as an independent legal entity, it will be necessary to
make another assessment of the justifiability, as well as the level of allowed operating costs for the
transmission of natural gas.
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From: Mirjana Filipovi¢ [mailto:mirjana.filipovic@mre.gov.rs]
Sent: Mittwoch, 11. Janner 2017 10:03

To: Janez Kopac

Cc: dusan.bajatovic@srbijagas.com; 'Olga Anti¢ Miocinovic'
Subject: FW:

Dear Mr Kopac,

We are sending you the Report on the status of the implementation of the activities on the restructuring of JP Srbijagas,
as defined by the Government Conclusion 05 No. 023-9602/2016 of 11. October 2016.

Best regards,
Mirjana Filipovic



Dear Sirs,

In accordance with the provisions of the Conclusion of the Government of the Republic of Serbia no.
023-9602/2016 of 11 October 2016 on implementation of activities aimed at the reorganization of JP
Srbijagas Novi Sad, hereby we would like to inform you, in the form of an executive summary, about the
status of implementation of planned activities within the responsibility of JP Srbijagas, up to and
including 31 Dec. 2016.

In the previous period, JP Srbijagas continued in its full scope and capacity to work on the preparation
and implementation of the obligations undertaken based on the Conclusion of the Government of the
Republic of Serbia for the purpose of reorganization.

After detailed preparation of the annual Programmes of business operations for all three companies -
Transportgas Srbija, Distribucijagas Srbija and JP Srbijagas the Supervisory Board of JP Srbijagas adopted
at its session of 6 December 2016 the Draft business operations program for JP Srbijagas. It is planned
that in the forthcoming period the competent authorities will adopt Programs of Business Operations
for Transportgas Srbija and Distribucijagas Srbija.

Ten-year plan for the development of the company Transportgas Srbija has been prepared. After the
New Year and Christmas holidays it is planned for the plan to be verified and submitted to the Energy
Agency of the Republic of Serbia.

The process of preparation of the corresponding Five year plan for the company Distribucijagas Srbija is
continued.

On the basis of the announced public call, the development of the web site of Transportgas Srbija and
Distribucijagas Srbija has been contracted.

At the same time, the work on the new systematization of jobs for all three companies and the
appropriate distribution of employees has been continued.

The Grid Code of Transportgas Srbija is in its final stage of reconciliation. Views of the Energy Agency of
the Republic of Serbia on certain points are expected.

After Transportgas Srbija on November 7, 2016 submitted to the Energy Agency of the Republic of
Serbia application for issuing a license for performing the energy activities concerned, and the Agency in
its reply, informed Transportgas Srbija that pursuant to Article 239 of the Energy Law, the application
was premature, i.e. that before the legal person may obtain a license and be appointed as the operator
of the system it must be certified in accordance with the Law, the Government of the Republic of Serbia
in its Conclusion No. 312-12308/2016-1 of 23 December 2016 accepted the Report on the obligation of
the Republic of Serbia regarding the implementation of the Directive 2009/73/EC on common rules for
internal market of natural gas and the need for the Public Enterprise Srbijagas and the company
Transportgas d.o.0. to perform the activity of general interest of natural gas transmission and natural
gas system operation in accordance with the Energy Law until the licenses have been obtained.



Attached to this letter is a tabular presentation of the status of implementation of all the activities
envisaged by the Action plan

Detailed plan of activities — Action Plan

Activity Status

The Government of the
Republic of Serbia by its
Conclusion No. 312-
11499 / 2016 of
12/01/2016 ordered JP
Srbijagas to fully
implement the policy of
collection of receivables
and issue appropriate
guidelines on the
method of delivery of
natural gas to the
subsidiaries.

Adoption of internal act/decision of JP Srbijagas related to the termination
of supplies to users who meet predetermined criteria (level of debt, length
of delay in payment, judicial proceedings in progress / under charges, etc.).

JP SRBIJAGAS on
02.12.2016 issued
Decision No. 01-01 /
4944 on the consistent
implementation of the
policy of collection of
receivables as well as a
special Decision No. 01-
01/ 4945 on the
implementation of the
policy of consistent
collection of receivables
from customers of
natural gas AD MSK
Kikinda and HIP-Azotara
doo, Pancevo.

After IMF mission, the
Initiating the analysis of the status of receivables and determining the part | meeting with World
of payment that may be collected Bank is expected

Adoption of methodology for economic and financial evaluation of Under preparation




investment projects for JP Srbijagas

Adoption of a ten-year development plan of the transmission system
operator and the five-year development plan for natural gas distribution
system in accordance with the Energy Law, which passed the economic
and financial evaluation in accordance with the adopted methodology.

Ten-year development
plan for Transportgas
has been prepared.
Five-year development
plan for Distribucijagas
is under preparation.

Initiate review of all current investment projects in order to determine
their economic and financial feasibility

After IMF mission, the
meeting with World
Bank is expected

The adoption of an action plan aimed at reducing operating costs to the Reconciled
level approved by AERS
Reconciliation with AERS of real losses in transmission and distribution on Reconciled

the basis of relevant data based on inventory accounting

Adoption of the Plan of restructuring of debts of JP Srbijagas

After IMF mission, the
meeting with World
Bank is expected

Adopting the strategy of hedging (which includes supply contracts and
foreign currency loans)

After IMF mission, the
meeting with World
Bank is expected

Establishment of the Audit Committee

Under preparation

Adopting recommendations based on a review of corporate governance of
JP Srbijagas in accordance with the terms of reference for business analysis
(due diligence).

Deadline will be
specified after
consultations with
World Bank

Strengthening the internal audit function in terms of the number of staff,
methodology and implementation of the recommendations for Internal
Audit

The analysis of
applicability of specific
solutions within the
systematization of the
new organizational
structure is in progress

The establishment of a strong system of written and applied internal
controls for all relevant business processes and functions

Draft solution is under
preparation

The adoption of appropriate policies and procedures for risk management
(including business, operational and financial risks)

After IMF mission, the
meeting with World
Bank is expected

JP Srbijagas will complete internal documentation and contractual
framework for the activities of Transportgas Srbija.

Prepared in cooperation
with Law Office JPM

Drafting of Lease contract for transmission and distribution networks, as
well as for movable and immovable property between JP Srbijagas and
newly established companies.

Prepared in cooperation
with Law Office JPM

Drafting of contracts on services of JP Srbijagas to the newly established
companies.

Final stage of
preparation




Drafting of rulebooks on organization and systematization of JP Srbijagas,
Transportgas Srbija and Distribucijagas Srbija.

Taking over of employees, drafting and signing of new contracts on
employment with employees - operational start of Transportgas Srbija and
Distribucijagas Srbija.

Elaboration of
systematization of all
companiesisin
progress

Transferring of existing contracts to newly established companies

Activity has not been
started

Adoption of the Grid code for the transmission system in cooperation with
the Energy Agency of the Republic of Serbia (AERS)

In final stage of
reconciliation. Views of
AERS about specific
points are expected.

Submitting an application for observer status in ENTSOG, free of charge,
and participation in ENTSOG Transparency Platform

Activity has not been
started

Applying for a license

According to the Law

Drafting of program of non-discriminatory behavior and the appointment
of a compliance officer and the Rules of procedures to prevent the
disclosure of confidential or other commercially sensitive information to
energy entities involved in the production and / or distribution of natural
gas

Activity has not been
started

Application for certification

Activity has not been
started

Submission of the Report on implementation of this Conclusion of the
Government to MoME

¥




Dear Sirs,

In accordance with the provisions of the Conclusion of the Government of the Republic of Serbia no.
023-9602/2016 of 11 October 2016 on implementation of activities aimed at the reorganization of JP
Srbijagas Novi Sad, hereby we would like to inform you, in the form of an executive summary, about the
status of implementation of planned activities within the responsibility of JP Srbijagas, up to and
including 31 Dec. 2016.

In the previous period, JP Srbijagas continued in its full scope and capacity to work on the preparation
and implementation of the obligations undertaken based on the Conclusion of the Government of the
Republic of Serbia for the purpose of reorganization.

After detailed preparation of the annual Programmes of business operations for all three companies -
Transportgas Srbija, Distribucijagas Srbija and JP Srbijagas the Supervisory Board of JP Srbijagas adopted
at its session of 6 December 2016 the Draft business operations program for JP Srbijagas. It is planned
that in the forthcoming period the competent authorities will adopt Programs of Business Operations
for Transportgas Srbija and Distribucijagas Srbija.

Ten-year plan for the development of the company Transportgas Srbija has been prepared. After the
New Year and Christmas holidays it is planned for the plan to be verified and submitted to the Energy
Agency of the Republic of Serbia.

The process of preparation of the corresponding Five year plan for the company Distribucijagas Srbija is
continued.

On the basis of the announced public call, the development of the web site of Transportgas Srbija and
Distribucijagas Srbija has been contracted.

At the same time, the work on the new systematization of jobs for all three companies and the
appropriate distribution of employees has been continued.

The Grid Code of Transportgas Srbija is in its final stage of reconciliation. Views of the Energy Agency of
the Republic of Serbia on certain points are expected.

After Transportgas Srbija on November 7, 2016 submitted to the Energy Agency of the Republic of
Serbia application for issuing a license for performing the energy activities concerned, and the Agency in
its reply, informed Transportgas Srbija that pursuant to Article 239 of the Energy Law, the application
was premature, i.e. that before the legal person may obtain a license and be appointed as the operator
of the system it must be certified in accordance with the Law, the Government of the Republic of Serbia
in its Conclusion No. 312-12308/2016-1 of 23 December 2016 accepted the Report on the obligation of
the Republic of Serbia regarding the implementation of the Directive 2009/73/EC on common rules for
internal market of natural gas and the need for the Public Enterprise Srbijagas and the company
Transportgas d.o.0. to perform the activity of general interest of natural gas transmission and natural
gas system operation in accordance with the Energy Law until the licenses have been obtained.



Attached to this letter is a tabular presentation of the status of implementation of all the activities
envisaged by the Action plan

Detailed plan of activities — Action Plan

Activity Status

The Government of the
Republic of Serbia by its
Conclusion No. 312-
11499 / 2016 of
12/01/2016 ordered JP
Srbijagas to fully
implement the policy of
collection of receivables
and issue appropriate
guidelines on the
method of delivery of
natural gas to the
subsidiaries.

Adoption of internal act/decision of JP Srbijagas related to the termination
of supplies to users who meet predetermined criteria (level of debt, length
of delay in payment, judicial proceedings in progress / under charges, etc.).

JP SRBIJAGAS on
02.12.2016 issued
Decision No. 01-01 /
4944 on the consistent
implementation of the
policy of collection of
receivables as well as a
special Decision No. 01-
01/ 4945 on the
implementation of the
policy of consistent
collection of receivables
from customers of
natural gas AD MSK
Kikinda and HIP-Azotara
doo, Pancevo.

After IMF mission, the
Initiating the analysis of the status of receivables and determining the part | meeting with World
of payment that may be collected Bank is expected

Adoption of methodology for economic and financial evaluation of Under preparation




investment projects for JP Srbijagas

Adoption of a ten-year development plan of the transmission system
operator and the five-year development plan for natural gas distribution
system in accordance with the Energy Law, which passed the economic
and financial evaluation in accordance with the adopted methodology.

Ten-year development
plan for Transportgas
has been prepared.
Five-year development
plan for Distribucijagas
is under preparation.

Initiate review of all current investment projects in order to determine
their economic and financial feasibility

After IMF mission, the
meeting with World
Bank is expected

The adoption of an action plan aimed at reducing operating costs to the Reconciled
level approved by AERS
Reconciliation with AERS of real losses in transmission and distribution on Reconciled

the basis of relevant data based on inventory accounting

Adoption of the Plan of restructuring of debts of JP Srbijagas

After IMF mission, the
meeting with World
Bank is expected

Adopting the strategy of hedging (which includes supply contracts and
foreign currency loans)

After IMF mission, the
meeting with World
Bank is expected

Establishment of the Audit Committee

Under preparation

Adopting recommendations based on a review of corporate governance of
JP Srbijagas in accordance with the terms of reference for business analysis
(due diligence).

Deadline will be
specified after
consultations with
World Bank

Strengthening the internal audit function in terms of the number of staff,
methodology and implementation of the recommendations for Internal
Audit

The analysis of
applicability of specific
solutions within the
systematization of the
new organizational
structure is in progress

The establishment of a strong system of written and applied internal
controls for all relevant business processes and functions

Draft solution is under
preparation

The adoption of appropriate policies and procedures for risk management
(including business, operational and financial risks)

After IMF mission, the
meeting with World
Bank is expected

JP Srbijagas will complete internal documentation and contractual
framework for the activities of Transportgas Srbija.

Prepared in cooperation
with Law Office JPM

Drafting of Lease contract for transmission and distribution networks, as
well as for movable and immovable property between JP Srbijagas and
newly established companies.

Prepared in cooperation
with Law Office JPM

Drafting of contracts on services of JP Srbijagas to the newly established
companies.

Final stage of
preparation




Drafting of rulebooks on organization and systematization of JP Srbijagas,
Transportgas Srbija and Distribucijagas Srbija.

Taking over of employees, drafting and signing of new contracts on
employment with employees - operational start of Transportgas Srbija and
Distribucijagas Srbija.

Elaboration of
systematization of all
companiesisin
progress

Transferring of existing contracts to newly established companies

Activity has not been
started

Adoption of the Grid code for the transmission system in cooperation with
the Energy Agency of the Republic of Serbia (AERS)

In final stage of
reconciliation. Views of
AERS about specific
points are expected.

Submitting an application for observer status in ENTSOG, free of charge,
and participation in ENTSOG Transparency Platform

Activity has not been
started

Applying for a license

According to the Law

Drafting of program of non-discriminatory behavior and the appointment
of a compliance officer and the Rules of procedures to prevent the
disclosure of confidential or other commercially sensitive information to
energy entities involved in the production and / or distribution of natural
gas

Activity has not been
started

Application for certification

Activity has not been
started

Submission of the Report on implementation of this Conclusion of the
Government to MoME
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Vienna, 09 December 2016
SR/O/jko/08/09-12-2016

Subject: Report on the status of the implementation of the activities on the restructuring of
JP Srbijagas

Excellency,

| would like to thank you for submitting the interim report on the progress on JP “Srbijagas”
unbundling, in accordance with the Action Plan adopted by your Government’s conclusion on 11
October 2016.

Nevertheless, an issue of great concern which | have to express relates to the credibility of the
Action Plan’s deadlines.

I may recall that upon a request made by the Secretariat, the 2016 Ministerial Council (MC)
postponed the adoption of sanctions to 2017, following your adoption of a binding action plan on
the restructuring of Srbijagas. However, the MC Decision clearly stipulates that Serbia is in a
serious and persistent breach of the Energy Community Treaty and that Serbia is urged to take all
appropriate measures to rectify the breaches in cooperation with the Secretariat.

The report on the Action Plan (the second one that we received in almost two months) insufficiently
elaborates on the unbundling activities, especially in the context of the proper Third package
unbundling.

Set aside certain progress reached in a few activities, agreed separately between you and the
World Bank/IMF, the Report does not provide elaboration on the core unbundling actions, except
unclear mixture of statements, such as “under preparation”, “advanced preparation”, or even “not
started yet”. Those statements do not contain any additional arguments. The drafted documents
were not submitted. We especially want to stress the need for transferring employees and assets

from JP “Srbijagas” to “Transportgas Srbija” within the deadline.

Many of the activities you have committed to will have to be finished by 31.12.2016. Given the
current pace of the reform process, we are unconvinced that this deadline is within your reach.

Additionally, the submitted communication between Srbijagas and the national regulator concluded
that the company had to be certified before being issued a valid license for performing its activities.

Any prolongation of “Transportgas Srbija’s” application for certification could thus lead to serious
adverse effects on the emerging gas market in Serbia.
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Moreover, the Action Plan requires a comprehensive plan at the Government level, specifying the
regulations which impact the unbundling of system operators in the Republic of Serbia, which need
to be amended. We have not learnt anything about the Ministry’s or the Government’s initiatives
thereof.

Excellency, we are asking you to intensify and use your competences so that accelerated and
prompt comprehensive actions are taken to enable “Transportgas Srbija’'s” application for
certification according to the Action Plan. My team and | are at your disposal for any assistance in
this endeavour.

Yours si?ujely,
o e

Janez Kopa{é
Director

H.E. MR. ALEKSANDAR ANTIC
MINISTER OF MINING AND ENERGY
REPUBLIC OF SERBIA
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ENERGY AGENCY OF THE REPUBLIC OF SERBIA
No: 311.01-195/2016-L-|
Date: 16 November, 2016

Belgrade, Terazije 5/V DD

Limited liability company Trnsportgas Srbija, Novi Sad

Novi Sad, Bulevar oslobodenja 5

Reference: Your act No. 01-43 of 7 November, 2016

Pursuant to the afore referenced document, received on 9 November 2016, you addressed the
Energy Agency of the Republic of Serbia with an application to obtain a licence for performing energy
activitie of natural gas transmission and operation of natural gas transmission system.

Regarding the conditions for issuing the licence, we inform you as follows:

As you are aware the based on the Conclusion of the Government of the Republic of Serbia 05 No.
312-11604/2015 of 19 November 2015, the Report on the obligation of the Republic of Serbia in
regards to the implementation of the Directive 2009/73/EC on common rules on internal market of
natural gas from the Third Energy Package and the need for the companies Transportgas Srbija doo
Novi Sad and Distribucijagas doo Novi Sad to perfom activities of general interest — transmission and
operation of transmission system, i.e. distribution and operation of distribution system, under the
license of JP Srbijagas Novi Sad, until the expiry of its validity, was accepted. The same Conclusion
recommends to these companies and JP Srbijgas to undertake all required activities for the purpose
of fulfilling the conditions for issuance of licenses for performing these energy activities as soon as
possible.

Also, based on the Conclusion of the Government of the Republic of Serbia 05 No.; 023-9602/2016 of
11 October 2016 the Report on the Need to Implement Reorganization of JP Srbijagas was accepted,
according to which it was specified that the deadline for submitting the application for the
certification of Transportgas Srbija would be 1 April 2017.

Pursuant to the Article 239, par.1 of the Energy Law ("Official Gazzete of RS, No. 145/14 hereinafter:
the Law), before a legal person obtains the licence and thus becomes appointed as natural gas
transmission operator, it has to be certified according to this law.

Considering that the certification is a precondition of issuing of the licence for performing energy
activity of natural gas transmission and transmission system operation, we are of the opionion that
your application for issuance of the licences for the said activitiy is premature., and that there is no
basis for consideration of fullfilment of conditions for issuance of the licence for performing of



energy activtiy of natural gas transmission and transmission system operation, until Transportgas
Srbija doo Novi Sad is not certified.

Since according to the provisions of the Law on general administration procedure ("Official Gazzette
of RS, NO. 57/11, 80/11-corr., 93/12 and 124/12), based on the request of the party it is required to
adopt an administrative decision and since the party, pursuant to article 208 thereof is entitled to
appeal due to so called "nonresponding of the administration”, we kindly ask you to inform us within
three days after receiving of this motion, if you would request adoption of the administrative
decision under stated circumstance or you are abolishing the request for issuance of the licence for
performing of energy activitiy of natural gas transmission and transmission system operation, until
the condition pursuant to the Article 239 par.1 of the Law has been fulfilled.

Chairman of the Board

Ljubo Maci¢
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IpywTBO Ca orpaHM4eHOM oAroBopHoLhy
»TpaHcnoptrac Cpbuja“ Hoeu Cap

Hoeu Cap
Byneeap Ocno6ohjetba, 6poj 5

Besa: Baw axt 6poj: 01-43 og 07.11.2016. roauHe

Baluum akToM nog, rope HasezieHum bpojem, npumrbeHnm gana 09.11.2016. roauHe, obpatunu cte
ce AreHuujn 3a eHepretuky Penybnuke Cpbuje ca 3axTeBom 3a u3aaBakse NuUEHUE 3a obaBrbarbe
EHEepreTcKe TpaHCnopTa 1 ynpasrbarba TPaHCNOPTHUM CUCTEMOM 3a NPUPOAHM rac.

Ca acnekTa ycrosa 3a u3naBare nuLeHLe, obaselutasamo sac cneaehe:

Kao wTo BaM je nosHato, 3akrbyukom Bnage Peny6nuke Cpbuje 05 6poj: 312-11604/2015 on
10.11.2015. roguHe, npuxeahed je Waeewtaj o obasesu Penybnuke CpOuje y nornedy npumee
[vpextvee 2009/73/E3 0 3ajefHU4KMM NpaBUMMa 3a yHYTpaLLHe TPXMULITE NPUPOAHOr raca 13 Tpeher
eHepreTckor naketa W notpebu Aa npuepedHa ApywTBa ,TpaHcnopTrac Cpbuja* poo Hosn Cap u
Juctpubyupnjarac Cpbuja“ noo Hosu Cap, obasrbajy AenaTHOCTM Of ONWTEr MHTEpECa - TpaHCnopT
yNpaB/bake TPAHCMOPTHUM CUCTEMOM, OAHOCHO AMCTpuOyuMja ¥ ynpasrbatbe [UCTPUDY TUBHUM
cuctemoM, nod nuueHuom JM ,CpGujaract Hosu Caf, 4O poka HEHOT Baxerba. Mctum 3akrbyukom,
npenopyuyje ce 0BUM NpuBpeaHUM apylwTeuma v Jr ,Cpbujarac’, aa npey3my CBe HEONXOAHe aKTUBHOCTH
y LMrby UCTyH-aBaksa yCrioBa 3a U3fjaBarbe NULEHUN 3a 00aBrbare HaBeeH X EHEPreTCKX ACNATHOCTH,
y W70 Kpahem poky.

Takohe, 3akrbyukom Brage Penybnuke Cpbuje 05 6poj: 023-9602/2016 og 11.10.2016. roguHe,
npuxsaheH je WM3BewTaj o noTpedu cnposohera peopranusaumje JMN ,Cpbujarac’ Hoeu Cag, a kojum je
[ieMHICAHO Aa je PoK 3a NoAHOWeH-e 3axTesa 3a ceptuchukaujy ,Tparcnoptrac Cpbuja“ - 01.04.2017.
roavHe.

CarnacHo unaHy 239.ct.1. 3akoHa o eHepreTiup (,CryxGeHn rnacHuK PC", 6poj:145/14-y narbem
TeKCTy: 3aKOH), NPe HEro LUTO HeKo NpaBHO nuue AobUje NMUEHLY 1 TuMe Byne oppeheHo 3a onepatopa
TPAHCTIOPTHOT CUCTEMa MPUPOJHOT raca, Mopa BuTH CepTUEMKOBAHO Y CKaay Ca 0BIM 32KOHOM.

C obaupoM fAa je cepTudukaumja npedycnos 3a Wsfjasake NUUEeHUe 3a obaBrbate eHepreTcke
[eNaTHOCTM TPaHCopTa W YMIpaBrbarba TPAHCNOPTHUM CUCTEMOM 38 NPUPOAHH rac, MULLILEHE CMO /id je
BAlll 3aXTEB 3a W3aBarbe NULEHUE 3a HaBeAEHy eHepreTcky AenaTHocT NpeyparbeH, Te Aa Hema 0CHOBa
33 paamatpame MCMyHEHOCTU YCnoBa 3a W3jaBare nuueHue 3a obaBrbae eHepreTcke AenaTHocTH
TpaHcnopTa u ynpaerbaka TPaHCNOPTHUM CUCTEMOM, CBE 0K C& ,Tpaxcnoptrac Cp6uja“ noo Hosu Cap
He cepTudwkyje.

Kako ce carnacHo ogpenbama 3akoHa O OnWTEeM ynpaBHOM NOCTYMKY (,CnyxBeHn rnachmk PC’,
6p.57/11, 80/11-ucnpaska, 93/12 u 124/12) no 3axTesy CTpaHKke MOpa AOHETH ynpaBHa OANyKa U Kako

1



CTpaHka carnacHo 4nay 208. uctor 3akoHa uma npaso u Ha Xanby 3bor 138 ,hyTama aaMUHMCTpaLuje”,
MOMMO Zia Ce y poKy OA Tpu AaHa 04 AaHa npujema osor MOAHECKa, W3jacHUTe [a nu 3axTesaTe
AOHOWEtbE yNpaBHe OANYKe NOA HABEAEHUM OKOMHOCTUMA WM odycTajeTe Of 3aXTeBa 3a M3AaBakLe
NnLeHLe 3a obaBrbarbe eHepreTcke AenaTtHoCTy TpaxcnopTa u ynpasrbaksa TPaHCIOPTHUM CUCTEMOM 33
MPUPOAHM rac, [0 cnyr-asarba YCnoBa NponucaHor Ynaqom 239. ¢T.1. 3akoHa.

NPEOCEAHWK CABETA
c
y60 Mahuh
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