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1. Foreword

The year 2009 was a special one for all of us. 8vkmfact from economic theory is
that economy is developing cyclically and each querof growth is inevitably
followed by a period of recession. Thus, it waddabto expect a slowdown after the
almost 10 sequential years of economic growth. KRbe&ess, nobody anticipated
such a blow with 14% fall in the economy even ir®most dreadful nightmare. A
pile-up of unfavourable trends in the Estonian emoic reversion coincided with the
global financial crisis. The deepest economic siy&t gave way to optimistic gusts in
the same year of 2009. Today probably nobody dathatisthe recession is followed
by a new growth, from which also our economy wadbkefully emerge even stronger
than before. Certainly, 2009 goes on record asy#fa@ of the gravest global crisis
since 1930-ties.

In energy sector 2009 will be remembered by a stksgpease in natural gas prices,
which should have been followed by lowering consuprees for heat supply. Legal

shortcomings were revealed in the process. Lawsgige undertakings the right to

raise their prices for heat while fuel price in@es. Yet it does not secure lowering of
the prices in an opposite situation. Fortunatehg undertakings came up with

understanding and common sense and as a resihig first half of 2009 a substantial

decrease in heat prices took place.

In natural gas sector an important event was tlaagd of regulation principles for
the gas sold to household customers. To that especive amendments to the
Natural Gas Act were introduced. So far all selldrat sold gas to household
customers had to approve their prices. Since Octa®@9 only the market dominant
seller Eesti Gaas AS has approval obligation. Iditawh, according to the

amendments not the sale price itself has to apdrewyy more, but only the sales
marginal, which is added to the natural gas impade.

Other important events were the commissioning 0b taew heat and power
cogeneration plants in Tallinn and Tartu. Both 28/Mlectrical capacity plants work
with peat and wood and thereby contribute remaykaiib a more stable heat price
formation and improving security of supply as wéiladdition, the Aulepa wind mill
park started commercial production, increasing share of renewables in energy
balance. With its 39 MW capacity it is the biggese in the Baltic countries.

Both electricity and gas, as well as district hesdches customers by means of
respective network infrastructure, while the charfye using of an infrastructure, i.e.
the network, are completely independent from oiterfluctuations in the world
market. As an infrastructure is a natural monopdiy, price regulation is under
control of the Estonian Competition Authority. Tleemation of infrastructure service
prices first of all depends on local economic gibrg such as investment needs,
changes in the prices for goods and services aogptd national rate of inflation,
technical efficiency. Thus, infrastructure chargae not related to changes in the
world market fuel prices, the prices for those mew are stable and as a rule, change
at a slower rate than the rate of inflation. Actogdo enforced law, the supplier has
to separate on its electricity and gas customds thle cost for network service or,
what is the same, the cost of using infrastructamd the cost for consuming of



electrical energy or natural gas. Thereby custoroansreview what cost components
their electricity or gas bill's total is formed of.

However, there is no bad without being good. Thenemic recession and the high
fuel price related reduction in consumption brougtid increase of the available
transfer capacity of infrastructure (electricitytwerks and gas pipelines) due to a
fallen consumption peak load along with an improsedurity of supply.

According to the EU Electricity and Gas Directivadectricity and gas customers

should have a non-discriminatory access to the ort@nd should be able to choose
their supplier freely and change the supplier, ifhed. It can be compared, for

instance, with the telecom service market in widabtomers can change the service
provider/operator, while the network owner mustegaccess to his communication

network to all operators. By 2009 Estonia shouldehapened its electricity market by

35%. This means that already then larger industnadtomers could themselves

choose the preferable supplier or producer of etgigt As regards gas market, there

is no transitional period and since 1 July 2007cafitomers have the right to choose
their seller of gas.

New directives that regulate electricity and gaskeis, commonly referred to also as
the third package, were adopted by the European Parliament and tuncll in 13
July 2009. The directives are mandatory to Estamnic this provides for changes in
the Estonian legislation.

In January 2010 extensive amendments to the EdgtiViarket Act were adopted.
Among others the TSO’s (the transmission systenrabpg ownership separation
was introduced and the following steps towards etaobening were set out. Namely,
since 1 April this year eligible customers have nght to buy electricity at the
regulated price, but instead must buy it at a ntagkéce. A result of these
amendments is an independent TSO since January. 2018pril 2010 power
exchange started commercial operations as a sabsidf the Nordic countries’
power exchange Nordpool.

In conclusion, by this report we intend to providest possible overview of the
energy market functioning and its security of sypmhd we hope that through it the
readers can clarify the organisation of market #r&dprinciples of its regulation as
well.

With best wishes,

Mart Ots
Director General of the Estonian Competition Auityor



2. Main developments in the electricity and natural ga
markets

2.1. Energy market regulatory authority review

In Estonia the functions of energy market regulatmuthority are performed by the
Estonian Competition Authority. According to itsagites, the Authority comprises
three area-specific divisions, which are the Coitipat the Railway and Energy

Regulatory, and the Communications Regulatory ows. Besides the divisions, the
Authority also includes an administrative unit, itlee General Administration that is
responsible for an effective proceeding of supgervices (see drawing 2.5.1). The
Authority is directed by the Director General.

DIRECTOR. GEMERAL |
, . ] ]
COMMUNICATIONS FAILWAY AND
GENERAL COMPETITION REGULATORY ENERGY
ADMINISTRATION DIVISION DIVISION REGULATORY
DIVISION
|
L ELECTRONIC
SUPERVISORY COMMUNICATIONS
DEPARTMENT DEPARTMENT
MERGER CONTROL
DEPARTMENT

Drawing 2.5-1 Structure of the Estonian CompetitionAuthority

The appointment to office of the Director Genernad all other Authority employees
is based on the Public Service Act. The Directoné€sal is appointed to office by the
Minister of Economic Affairs and Communications thve proposal of the Secretary
General of the Ministry. A precondition for appomgnt is his attestation by the
Commission at the State Chancellery. The Directendsal is appointed without a
specified term.

Releasing from office of the Director General migar to the appointment, based on
the Public Service Act and Government of the Repulbtt. According to these acts
the Director General is released from office by Mhaister of Economic Affairs and
Communications on the proposal by the Secretarye@énf the Ministry.

Each division is managed by respective head ofsiini appointed by the Director
General. Similarly to the Director General, a pretibon for appointment of a
division head is his/her attestation by the Comiorsat the State Chancellery.

The Authority is financed from the state budgetattordance with the state budget
preparation procedures every springtime the Auth@ubmits a budget application
together with the statement of grounds to the Mipi®f Economic Affairs and



Communications. The final budget is firstly apprdvey the government and
afterwards, based on the State Budget Act, by dingament.

The main activities of theCompetition Division are related to proceedings on
complaints from undertakings and control of merg@r®ceedings of competition
related cases at the Division’s own initiative; lyapy to requests for information
from undertakings and their representatives andhptimg public awareness of legal
competition issues.

The main activity of theCommunications Regulatory Divisionis the regulation of
communications market; monitoring of the imposed asuees; observation of
developments in the electronic communications mntarkesolution of competition,
communication services and electronic communicatretworks related disputes;
regulation of postal service market, regulation @axe@rcising of supervision over the
provision of universal service; resolution of inges, applications and complaints arising
upon the provision of postal and communicationiserv

The main tasks of th@eneral Administration are the following: organisation of the
relations between the Authority and the pubf&solution of issues concerning
international relations;ensuring administrative organisation of the Auityor
administration of state assets in the possessidimeafuthority and organising public
procurement; ensuring the existence of the toold mwventory; organisation of
personnel actions and training; preparation oftdsatiget and financial monitoring;
organisation of customer service, management afrdeatation and archives.

The main activities of th&®ailway and Energy Regulatory Division are issuing and

revoking of activity licences for energy and raijwandertakings, approval of prices,
approval of connection charges and the methodstHeir calculation, approval of

standard terms and conditions of connection cotgraontrol and monitoring of security
and quality of supply, supervision over railway ragtructure capacity allocation,
responding to requests for information and resglahdisputesOne of the central tasks
of the Division is securing stable conditions foaistomers in electricity, district heat
and natural gas market. In its activities the Donsis guided by the legal acts that
regulate the energy and railway sector: Electridtprket, Natural Gas Market,

District Heating, Liquid Fuels and Railway Acts.&'eBnergy sector market regulator
performs the following tasks:

= approves prices for electricity and gas networkises prior to entry into force
(so-calledex-ante price regulation)

= approves methodologies for connecting with eletyriand gas networks prior to
entry into force

= approves the weighted average price limit for eieity sold to non-eligible
customers

= approves the sales marginal of the price of gas teohousehold customers by the
market dominant gas undertakingxfante) and monitors the compensation of
price difference to customernsx{post)

= approves district heat prices in case an undegakiennual consolidated sales is
over 50 000 MWh (for the undertakings with salekiwe of below 50 000 MWh
the price is approved by local municipal authaositie



= approves the price limit for heat produced in thhecpss of heat and power
cogenertion

= gsettles disputes between local municipal authgritad district heat supply
undertakings on pricing

= approves standard terms and conditions of contfactshe following services:
sale of network services by gas and electricityeutadkings, sale of electricity
under the sale obligation and sale of gas to haldetustomers

= jssues and revokes activity licenses for undertgkiproviding network services,
for production and sale of electricity, for prowasiof gas network services and
sale of gas, for production, distribution and saflaistrict heat; determines the
conditions of the issued activity licenses and rwei the fulfilment of the
conditions

= monitors the adequacy of prices for the balanceggneold by the TSO (National
Grid) and the conditions of balance contract

= supervises whether market participants follow mmrns of law and requirements
set out by law-based secondary legal acts, fuldiitnof relevant obligations like
separation of accounts, independence of the TS0lodure of information, third-
party access to the network, etc.

= discloses the approved prices and charges on lissite

= monitors compliance with the norms of the qualifyliquid fuels sold in the
market and the quality of electricity supply

= sgsettles disputes between market participants in dapacity of a pre-court
settlement authority

= jssues precepts and initiates misdemeanor procedurthe cases of violation of
the provisions of law

= cooperates with other Estonian supervisory insbihgt and regulatory authorities
of other countries, as well as performs other fiomst prescribed by the
legislation and by its Statutes

= prepares reports to the EU Commission on electraniid gas market functioning
in Estonia

2.1.1 Independence of regulatory authority

The Authority is an agency independent in its denismaking. According to the

Administrative Procedure Act and other legal agipliaable within the energy and

railway sector (Electricity Market, Natural Gas Met, District Heating, Liquid Fuels

and Railway Acts) the Authority issues administratacts: decisions and precepts.
By decisions, for instance, the Authority eitheamps approval to prices or refuses to.
By decisions also market licenses to undertakimgsssued or refused to, or revoked.
In addition, by decisions customer complaints agfaimdertakings’ performance or
disputes between market participants are resolMedPecepts are issued when
provisions of law are violated by undertakings. Lstypulates that the decisions have
to be motivated and justified. The purpose, indégdp give customers a chance to
refer to the Authority instead of court. This waydecision can be received faster,



because law stipulates that the Authority has tkemes decision during 60 days at
the latest since receiving of an application

The Authority’s decisions are independent both talily and from the energy
undertakings, guided exclusively by stipulationslaf. The Authority’s decision
cannot be changed or invalidated neither by theisten nor by the government.
Respective regulation is prescribed by the Goveninué the Republic Act. Its
paragraph 93 (6) stipulates that the proceduregémernmental supervisory control
shall not extend to:

1) acts of state supervision and decisions madienapplication of enforcement
powers of the state

2) pre-court settlement of a complaint or protesiden with respect to a legal
instrument or act of an agency of executive powepfoan official, in the cases
prescribed by law

The Authority’s decisions and precepts can be ehgktd with an administrative court

in 30 days since receiving of a decision or a gedeecisions of an administrative

court can in return be appealed with a circuit t@nd the decisions of the circuit

court with the Supreme Court. Estonia is the dbased on the rule of law and that is
why challenging of decisions and precepts shatldmed a normal process in which
for both undertakings and customers their legatguton is guaranteed. In 2009 the
Railway and Energy Regulatory Division has madegather 284 decisions and 1
precept. In 2009 the Division was involved in 8 idtials and only one of them has

been lost by court decision. This can be regardeal good result and as an indicator
of the quality of the Authority’s work.

The energy market regulator’'s scope of work carchsracterised by the number of
decisions and precepts made during a year, byuhser of analyses carried out, as
well as by the total number of regulated undertg&in

Some key performance figures for 2009 can be adlas follows:

63 activity license issuance/revoking decisions @uuikrs

12 decisions on the resolution of market participagisputes

1 precept for an undertaking

28 decisions on connection fee methodologies armtard conditions

181 decisions on granting price approval or disaygr

208 responses to inquires and information requests

The biggest scope of work is within the price apptgrocess. Therefore, the best
indication of the Division’s performance is the ren of undertakings for which
price regulation is applied to. As of 1 June 20i®Authority carries out price control
for undertakings as follows:

Electricity transmission network 1
Electricity distribution networks 38
Gas transmission network 1
Gas distribution networks 26
District heat and/or distribution undertakings 27
Electricity producers 48, incl. CHP plants 19
Railway undertakings 24

10



It can be concluded that the requirement for indepedence of regulatory
authorities stipulated by the EU Electricity and Ga Directive is fulfilled in
Estonia. The Authority is independent in decision-raking and in management of
the organisation. The level of financing can alsoeébconsidered sufficient.

11



2.2. Developments in the electricity market

2.2.1 Developments in the electricity wholesale market

In comparison with other EU countries the Estoreactricity market is very small.
According to the statistics of 2009 the load peaked 513 MW (in 12 December
2009), with an annual production of 7,9 TWh. 3,0 TWas imported, while 2,9 TWh
exported. Domestic consumption totaled 7,1 TWh evHibsses being 0,9 TWh.
However, from 1999 to 2008 a steady annual growtbléctricity consumption has
taken place, with an annual average increase bytah6% (see diagram 2.1-1). In
the economic downfall of 2009, when GDP fell by 1P4, the consumption of
electricity decreased by 4,7%. Yet it should beeddhat in 2009 import increased by
120 % compared to 2008 and it was the first timemimport exceeded the exported
volume.
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Drawing 2.1-1 Final consumption of electricity in Etonia (network losses not included)
Source: Statistical Office

Pursuant to the exemptions provided by relevandiéttives Estonia has to open its
electricity market in the extent of 35% by 2009 dad all consumers by 2013. In
order to open the market in time eligible custonmgos the right to buy electricity

from an open market since 2009. An eligible customas defined as one with an
annual consumption of at least 2 GWh in a calendar through one or several
connection points. Thereby an annual consumptionalbf eligible customers

constitutes 35% of the annual total consumptiorEstonia. By law the eligible

customers were allowed to continuously buy eleityrialso at regulated tariffs. As

the regulated tariffs were lower than the marketgyrthe eligible consumers did not
exercise the possibility to buy from an open markétus, not a single eligible

customer changed its supplier, although law engmdathat. In January 2010
comprehensive amendments were adopted in the dégislthat are expected to
contribute to a real 35% market opening. Among msthiee eligible customers were
deprived from the right to buy electricity at regtald prices. In other words, they
were directed to an open market and a regulatianom@ated for the functioning of a
power exchange in Estonia.

12



In April the power exchange of Nordic countries tl&ool Spot (hereinafter NPS)
extended to Estonia by creating the NPS Estlinkeparea with day-ahead (D-1)
trading (Elspot) in the power exchange. While i®2@he Estonian electricity market
could be considered as national one where thedapgeducer had 90% market share,
then beginning from 2010 the Estonian market paditts are acting also in the
markets of Finland and other Baltic states.

In addition to above in 22 April 2010 the three tRalTSOs (Elering, Litgrid and
Augstspriema Tikls) signed a Memorandum in whichas trilaterally agreed that the
Baltic TSOs shall apply maximum effort in order fdfill the preconditions for
opening of price areas in all the three Baltic ¢des (Estonia, Latvia and Lithuania)
so that NPS can open those price areas by 1 JaPQatyat the latest.

As of 1 June 2010 there were 11 market participanthe NPS Estlink price area,
including undertakings from Latvia and LithuanideTtrading volume in April was
134 GWh while in May it was 172 GWh. The daily vole fell into the range of 3,6 —
11,7 GWh. Drawing 2.1-2 below presents the da#éylé volumes. A trend towards
rising trade volumes is observable from the graphs.
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Drawing 2.1-2 NPS Estlink price area daily trade vtumes (MWh)

An average daily price in April was 35,79 EUR/MWG6(00 EEKc/kWh; EEKCc is an
abbreviation for cents of Estonian kroon) and tleme figure in May was
34,81 EUR/MWh (54,47 EEKc/kWh). The highest priceasw56,25 EUR/MWh
(88,01 EEKc/kWh) while the lowest was 2,00 EUR/MW&113 EEKc/kWh). The
price dynamics in comparison with the NPS Helsiul@a price and the NPS system
price is given in below drawing 2.1-3. Due to tin@nsfer capacity limitations of
Estlink 1 cable the prices were different during@o/®f the trading hours. The
regulated price of the biggest Estonian electrigitgducer Narva Power Plants is
29,41 EUR/MWh (46,01 EEKc/kWh), but due to the HRighprices in the
neighbouring Helsinki price area the trading todkcp at the level of predominantly
higher than the regulated price.

13



60

T XA AN A
NNV A

10

0
0
0]
0
Q
0
Q
o]
o]
o]
0
0]
0
0
0
Q
o1
0
o]
0
0]
0]
0
Q
0
Q
o]
o]
o]
0
0]
0
0

HHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHHH

28.03.20
30.03
1.04
3.04
5.04
7.04
9.04
1.04
04
04
04
04
04
04
25.04
1
3

1
1
1
1
1
21
23
1
1
1
1
1
21
23
25

Drawing 2.1-3 NPS Estlink area price in comparisonvith NPS Helsinki and NPS system
price dynamics (EUR/MWh)

2.2.2 Developments in the electricity retail market

Estonia is currently going through the transiticeripd towards the opening of its
electricity market. That is why non-eligible custens are obliged to buy electricity
from the servicing network undertaking and cani@nge their supplier. In the retall
market the undertaking with the biggest market esharEesti Energia AS whose
market share in 2009 was 87%.

In September 2008 the Authority approved for EEsirgia the maximum weighted
average price limit for electricity sold to finabmsumers under the selling obligation
50,79 EEKc/kWh and the same in July 2009 47,54 EEKb. On the basis of the

approved weighted average the seller applies itaildd price lists. In 2009 an

average final consumer price including network mervexcise tax and subsidy for
renewable energy sources (without VAT) for housdhotustomers was

122,62 EEKc/kWh and for businesses (all except élooisls) 95,48 EEKc/kWh.

Consumer price regulation and the selling obligatase dealt with in Chapter 6
below.

2.2.3 Developments in electricity infrastructure

The Estonian electricity system has been builtsipat of the northwestern common
power system of the former Soviet Union. Currenlig Estonian electricity system
works among the united synchronised system of ti® &nhd Baltic countries
IPS/UPS and is connected through alternating curi&€) lines with Latvia and
Russia, as well as with Finland through a directent(DC) line. Transfer capacity of
the AC lines between Belarus, Russia, Estonia,ibawnd Lithuania is high, which
assumes close cooperation between TSOs in theiptammd management of the
common synchronised parallel operation. The 110K3B80connections of the
Estonian power system are presented in drawind ®dlow.

In Estonia there is one undertaking providing tmaission network service named

Elering OU, who is at the same time also the systgmrator, the TSO, and 38
undertakings that provide distribution network segv The length of transmission
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lines (110-330 kV) that belong to the TSO is 5200rketers and the length of
medium and low voltage distribution lines is 66 Klometers.

2.2.3.1 Network service tariffs

For Elering OU and for the largest distributor EeShergia Jaotusvork OU the
regulation period 2008-2010 is ongoing. Beginnimgnf 1 March 2009 the

distribution charges of Eesti Energia Jaotusvoi thelongs to the Eesti Energia
group rose by 1% at the 10,4% inflation rate. Theans that in real value (without
considering inflation) they fall by 9,4%. The chesgof the TSO (Elering OU)

increased by 3,3%, but in real value fall by 7,1&dhe next 3-year regulation period
the task is the continuation of investments in weleof networks, thereby

minimizing network losses, supply interruptions atiteir duration. The main

investments of Elering are directed in construct@dmew connections with other
countries and building of emergency reserve pouaents.

The transmission charge in 2009 was 11,83 EEKc/KWH6 EUR/MWh) while the
distribution service charge for large customers wa9,75 EKKc/kWh
(13,26 EUR/MWh) and for households 60,12 EEKc/ki#®,42 EUR/MWh).

In December 2009 the TSO (Elering) applied for appl of new network charges,
first of all for the reason of inclusion the sulpgial investments in new submarine
cable Estlink 2 between Estonia and Finland. Bexafishis and also considering the
8% fall in sale volumes their tariff was increa$sd11%. As the actual tariff will be
formed on the basis of the actual historic saleuv@ a decrease in the tariff is
expected in the future. Herewith it is necessarynemtion that an average increase
since 2005 has been only 1,6%.

2.2.3.2 Cross-border interconnections

Until the closing down of Ignalina Nuclear Poweaiitl (NPP) in 31 December 2009
there were no congestion of transmission capacitgsa the Estonian international
borders, i.e. there were no so-called bottleneths. Ignalina closing down changed
the status of Lithuania from an exporter to an irtipg energy system. As no
congestion has been recorded, there had been dam#e regional Baltic electricity
market for congestion management and capacity altwts through auctions as it
was required from 1 January 2007 by the EC Reguidtio 1288/2003 (amended by
the Commission Decision of 9 November 2006 (200&/ET) Annex
paragraph 3.2 (g)). In order to manage limitatiogsurring in some special events
there were principles for the management of comyest

The Baltic TSOs started negotiations on the implaateon of a cross-border
transmission capacity allocation market based nreshmbetween the Baltic power
systems. The Baltic TSOs Elering, Litgrid and Asgsieguma ikils signed a
Memorandum, which sets out general methodologiescé&pacity allocations and
congestion management. It was trilaterally agréed for inter-country transmission
capacity allocations the principle of implicit awcts will be applied, which provides
best possibilities for producers and sellers faditng, as well as the lowest prices for
consumers in the region. For supplies resultingnftbe trade between Estonia and
Latvia in the NPS Estlink price area for the peribdApril 2010 until 2011 the
transmission capacity is ensured using a powemugdtion mechanism, where at
least 80% of the total transmission capacity i®cated through the NPS trading
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platform. The rest of capacity is allocated througbek based explicit auctions,
where the transmission capacity bought in advaaoebe used in the two-days-ahead
(D-2) planning phase for trading upon bilateralghase-sales contracts

In 13 August 2009 the Authority accepted the gainptan prepared by the TSO
(Elering) pursuant to the EU Regulation No 12282@ticle 5 (2) for the total
transfer capacity and the transmission reliabitigrgin based upon the electrical and
physical features of the network.

First of all in connection with the closing downlighalina NPP transfer of electricity
increased and a shortage of transmission capaaitye capparent in 2010 in both
Finland—Estonia and Latvia-Estonia connectionsthi@ Estonia-Latvia direction a
capacity deficit is recorded only during unfavoueabircumstances (repair works,
bad weather conditions) while in the Finland-Estodirection a congestion is almost
continuous. Due to an obvious necessity it is ptanto strengthen the connections
between Latvia and Estonia. Besides, in 2013 ipleanned to commission the
Estlink 2 connection. As a result, the capacitycohnection between Estonia and
Finland shall total 1000 MW.

2.2.4 Developments in electricity security of supply

According to the statistics of 2009 the load ofdB&in power system peaked in
18 December at the level of 1513 MW while the acpuaduction capacity was 1873
MW. There is 2437 MW of installed capacity in thst&ian power system. In 2009
114 MW was added. 50 MW out of this are cogenemapants, while 64 MW
represent windmill parks’ capacity. Iru Power Plaotrected its production data,
reducing capacity by 20 MW.

According to the supply security report of Eleriagproduction reserve of the
Estonian power system in 2011 to 2016 correspondsotms, provided that all
production equipment can be used and new onesuglteabcording to the known
plans. After 2016, in case of an increasing congiompwhich development is a
likely one, the production deficit will not be highthan 200 MW until 2020 and after
that not higher than 900 MW. If new production gumuent is built according to an
optimistic scenario of developments in productitren during the whole period in
guestion there will be sufficient production capydor covering Estonian domestic
consumption even in an event of an extremely cofdes.

In case of a rapid increase in consumption andhaar@ative production scenario the
production capacity will be insufficient for balang the consumption with domestic
production. The deficit in 2016-2020 may reach & leof 1000 MW and in 2020-
2025 of up to 1400 MW, in relation to peak load @@age.

Pursuant to the Electricity Market Act the Authgrihay oblige the TSO to arrange
tendering/bidding for the procurement of new prdalurc capacity or creation of
demand-side management measures that improve ea#iggncy, if according to
the report prepared by the TSO the production eqeip capacity reserve in the
system is below the reserve necessary for satgfyamsumption demand as set out in
the Grid Code or, if this is needed from environtagprotection point of view or
promotion of technologies at their initial stage.
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The level of security of supply in the network imetcoming 5-15 years can be
considered sufficient if the TSO (Elering) implentgethe investment plan described
in section 5.1.3. Most important projects are teeosd high voltage DC connection
between Estonia and Finland - Estlink 2 and twakystart reserve power plants with
capacities of 100 and 150 MW, which shall be comsmised in 2013 and 2015
respectively. For management and real time planointhe electricity system it is

intended to implement special balance control saféwn 2010.

Conclusively it can be said that electricity supipl¥Estonia is secured also in a longer
perspective, if investments in production capaatyd network development are
implemented according to the existing investmeangl In greater detail the security
of supply issues in Estonia are dealt with in ceaptl.

2.2.5 Unbundling of electricity network activities

Beginning from 1 July 2010 the Electricity MarkettAsets out the requirement that
the transmission network undertaking cannot atstmae time be also a distribution
network undertaking, nor belong to the same groitlp &n undertaking who is acting
in the fields of activity related to production sale of electricity. In Estonia the TSO
(Elering OU) is separated by ownership from alleptblectricity production and sale
undertakings since 27 January 2010. 100% of iteesHzelong to the Estonian state.

More deeply the activity unbundling and equal trezt issues are dealt with in
chapter 3.1.4.
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2.3. Developments in the Natural Gas market

2.3.1 Developments in gas wholesale market

In 2009 the natural gas consumption in Estonia leédta655,1 million m
(6,10 TWh = 0,5 Mtoe). 25,4 million (0,24 TWh = 0,02 Mtoe) out of it was used
for electricity generation, 310,6 million’m (2,89 TWh = 0,25 Mtoe) for heat
production in power plants and boiler houses, 16d|6on m®
(1,52 TWh = 0,13 Mtoe) by households and businefssespace heating purpose and
the rest 155,2 million f (1,44 TWh = 0,12 Mtoe) was used for industrial qass
needs (drawing 4.2-1).

The share of natural gas in the Estonian energgnbdl is 5,0% (drawing 2.2-1),
which corresponds to 10,7% share in the fuel balddawing 4.2-2). Thus, the share
is not very big and as already mentioned abovst @if all gas is used for industrial
and heating purpose. That is why the share of alag)as in electricity production was
only 4,0% (drawing 3.2-1), while in heat productidbrwas even as high as 48,1%
(drawing 4.2-3).
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Drawing 2.2-1 The share of gas consumption in Est@n energy balance
Source: Statistical office

In 2009 the consumption of natural gas fell by 3@¥%@awing 2.2-2 below). It was
partly due to the general economic downfall, b& kiiggest impact came from the
suspension of economic activity of the fertilizepgucer AS Nitrofert in February
2009. In 2008 the share of industrial consumpti@s \89,7% of the total, while in
2009 the same indicator was only 21,3%. The gastqu@onsumed by Nitrofert was
close to 20% of the total consumption of gas irohist

AS Eesti Gaas is the only importer of gas in Estaamd therefore has a dominant
position in the market. Preconditions for emergofgcompetition are practically

! Final consumption of energy — energy that is atediand consumed after all interim conversions into
other forms of energgelectricity, heat, fuel). (Estonian Statistic&fice)
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nonexistent under the current circumstances, whesides only a single importer
there is also only a single source of supply - Russ

The import price of gas is calculated by a pricemigla that considers six months
heavy and light fuel oil average prices in USD/ppaceding to the accounting month,
taking into account the USD/EUR exchange rate.Whele sale prices and the prices
for eligible customers are not subject to appravad Eesti Gaas as the only whole
seller sells gas at a negotiated price both toetlggble customers connected to its
own network, as well as to other network undertg&in
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Drawing 2.2-2 Consumption of gas in millions
Source: AS EG Voérguteenus

2.3.2 Developments in gas retail market

Similarly to the whole sale market also in the itetaarket AS Eesti Gaas is in market
dominant position. In 2009 the share of Eesti Geas 92%, the rest 8% in the retail
market is purchased by other network undertakings Eesti Gaas.

Differently from the whole sale market the competitin the retail market has been
activated. Various gas sellers (network undertahitogly gas from Eesti Gaas and are
competing in its reselling. A concrete fact abdwe activation of the retail market is
that if in 2008 there were 1109 cases of the chafhgas seller, in 2009 there were as
many as 1576 cases of change.

In 2009 the final consumer gas price for houselrolstomers (including taxes) was
5501,04 EEK/1000 rhand for business customers 4426,26 EEK/108table 4.2-
4). For comparison, in 2008 the same figures wefer households
5281,75 EEK/1000 fhand for businesses 4837,90 EEK/1000 m

2.3.3 Developments in gas networks

Similarly to the electricity system also the gap@y system was built during the
former Soviet Union and historically formed partthe Soviet gas supply system.
Map of the Estonian gas supply system is presenteldawing 4.1.1 below. Estonia
has cross-border connections only with Russia aatvid. Thus, Estonia is in a
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situation similar to other Baltic countries and|&ird, without connections with other
EU Member States and the only source of supplyussi.

There are approx. 880 km of gas transmission [jwih the pressure of above 16 bar
and 2035 km of distribution lines in Estonia. In020the connections to Ahtme
Thermal Power Plant and to Muuga port were comgsi. Next project is
developing of the gas network to Paldiski.

The transmission and distribution network servidegs of the Estonian largest gas
network undertaking AS EG Vdrguteenus are preseintédble 2.2-1. The network

service prices of small network undertakings in 2@@re in the range of 340 to
1270 EEK/1000 rh

Table 2.2-1 Network service prices of AS EG Varguenus by pressure level

Type of network service 2008 Since 1 July 2009
EEK/1000m® | EUR/1000m® | EEK/1000m® | EUR/1000m®
Transmission at pressure above 16[bar 93,7 5,99 137,55 8,79
Distribution at pressure 0,1to 16 bar 217,7 13,91 276,28 17,66
Distribution at pressure below 0,1 bar  772,7 49,38 829,47 53,01

2.3.4 Developments in natural gas security of supply

The economic situation in Estonia and the steepaiggas purchase price resulted in
substantial changes in gas consumption in 20082&0®. Consumption fell from
1003 million n? (9,33 TWh= 0,8 Mtoe) in 2007 to 655 millior’r(6,10 TWh= 0,5
Mtoe) in 2009. That is a 35% decrease. AS Nitrof@hHose consumption comprised
22% of the total consumption in Estonia, suspentdeproduction indefinitely. Wood
and peat fired cogeneration plants in Tallinn aadd started commercial operation,
contributing to the decrease in gas consumption2@39 statistics the peak load in
the system was 4350 thousanddaily (1684 MW), which is significantly lower than
the transmission capacity of the system. The anpeak loads are presented in table
4.1.2. No transmission capacity congestion exist&stonia and it is not anticipated
also in the future.

AS Eesti Gaas has concluded a contract with Gazjpoorime supply of gas until the
end of 2015 with a daily volume of 7 million m3. Gugas quantity is sufficient for
securing strategic supply of gas to Estonia. Forirggy of gas Gasprom uses the
In¢ukalns underground storage facilities in Latviaslfilled up in summer period, in
order to ensure a reserve of gas necessary foniasiaod Latvia.

Estonia has sufficient transmission capacity andneotions in order to ensure
fulfillment of the N-1 criterion in gas transmisgidt is known yet that problems can
arise with the Russian side gas supplies during pmsd periods. Namely, there can
be disturbances in gas supply if the Estonia-Lateianection through Karksi, which
delivers gas from the &okalns storage interrupts or, when the storagenigtg In
such an event the connection coming from Russ@utir Varska should be utilised.
Although the connections with Russia through Naawval Varska have a transfer
capacity that is sufficient for supplying the quaes consumed in Estonia, the Narva
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connection capacity is limited anyway, because haf limitation on the Russian
territory. In order to improve security of suppbgnstruction of a connection between
Estonia and Finland would be important.

There is a plan for construction of the Balticcartoe gas pipeline connecting
Finland, Estonia and Latvia (drawing 5.2-1). Thamection would contribute to the
fulfillment by Estonia of the N-1 criterion evengadless of the Narva connection
between Estonia and Russia. The Balticconnectotdrimprove security of supply in

both Estonia and Finland. The described projectriwdasyet got final approval and

according to estimation by AS Eesti Gaas, consbomaif the gas pipeline will not be

started before 2013.

According to the information available to the Autity several investors have

indicated an interest in building of a liquefiedtural gas (LNG) terminal in the

northern shores of Estonia although, no decisioage hbeen made to date. The
Authority is in an opinion that a LNG terminal inrgunction with the Balticconector

would improve security of supply both in Estonial &inland and would also activate
competition in the wholesale market.

Conclusively, the Authority is in a position thaasysupply risks are related to the
supply from a single source - Russia. For possdisis situation Estonia has

elaborated a plan on the basis of which the coniompf gas can be significantly

reduced (cease of electricity production in TallibMarva and switching over to using
of reserve fuels in bigger centers).

2.3.5 Unbundling of activities and market regulation

Pursuant to the Natural Gas Act legal unbundlingeguired if the number of
customers of an undertaking is over 100 000. Atdhme time it is set out that a
network operator, which provides transmission sendgan also be the distribution
service provider, but cannot be the seller. Froenabove reasoning only the network
operator that belongs to Eesti Gaas is legally odled and since the beginning of
2006 the separate business entity AS EG Vorgutedagsbeen established that
performs tasks of the system operator. Other digion networks have less than
100 000 customers and they have separated acctarntfistribution service and
sales.

The system operator is obliged to work out an acptan in which provisions are
made for equal treatment of other gas undertakamgscustomers together with the
obligations imposed on the undertaking’s employieeshe implementation of the
provisions. AS EG Vorguteenus has undertaken ararambment of their market
participants’ equal treatment action plan and stiechiit for consideration to the
Authority in May.
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2.4. Public service issues in electricity and gas sec®iincluding
protection of vulnerable customers

The Authority is obliged to supervise the obsewatof the Electricity Market Act

and the Natural Gas Act and in case of violatian,idsue precepts and initiate
misdemeanor proceedings. From a supervisory atyhpoint of view the Estonian

legislative basis can be considered as a solid anét gives the Authority enough
possibilities for performing market regulation. Alnarket participants, both
consumers or undertakings, have the right to refeihe Authority as to an extra-
judicial body.

Pursuant to the Public Information Act the netwankdertakings that possess a
natural monopoly are deemed to be equal to holafeirsformation. In the context of
the Public Information Act also the Authority cae deemed to be the holder of
information.

That is why both the Authority and the network @ters are obliged to ensure access
to the information in their possession under th@ddmns and pursuant to the
procedure provided by law. Thus, a consumer hasighé to request service related
information from both the Authority and the undé&ntey. Both the Electricity Market
Act and the Natural Gas Act stipulate the obligatim provide and disclose
information to market participants.

The Railway and Energy Regulatory Division of thatiority does not keep statistical
records on replies to information requests andluésa of disputes separately for each
sector. In 2009 in total for electricity, gas anidtict heating sector the Authority
prepared 208 responses to complaints and informaquests, made 11 decisions on
resolution of complaints and therewith one preee issued

The electricity undertaking with the biggest sharethe market Eesti Energia AS
(including the distributor Eesti Energia Jaotusv@) in 2009 proceeded 564 365
complaints. 216 800 out of these were related tm$pi42 250 to metering, 242 450

to quality of supply and 1745 to other issues. gétiher 272 116 information requests
were responded to.

The importer and seller of gas with the biggestkaiashare AS Eesti Gaas proceeded
12 complaints in 2009. AS Eesti Gaas does not kt&tstical records on inquiries
and information requests.

Consumer protection measures and obligations dkeh@articipants are dealt with in
detail in Chapter 6.
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2.5. Review of legislative developments in electricity rad gas
sectors

2.5.1 Present legal framework

The Electricity Market Act and the Natural Gas &atered into force in 2003. After

that the acts have been several times amendeddaugdo the needs of society and
pursuant to the directives of the European Parlidnaed the Council. In January
2010 the amendments to the Electricity Market Aeravenforced, which among

others created a legislation for the acting of wegroexchange, set out unbundling of
the transmission system operator by ownership,etbreligible customers to buy

electricity from an open market (not allowed to batythe regulated prices) and
changed the system of subsidies paid to energyupesd. In July 2009 amendments
to the Natural Gas Act entered into force, whichraded the regulation of the price of
gas sold to household consumers.

2.5.1.1 Changes in subsidies paid to electricity producers

In May 2007 a scheme of subsidizing of renewableras and cogeneration was
introduced. According to the scheme producers haal options: either to sell
electricity at a fixed purchase obligation pricereceive a subsidy and sell electricity
at a market price.

According to the system established on 2007 thesidigs for production from
renewable sources were paid only in cases if tbdymtion equipment capacity was
below 100 MW. In July 2009 amendments to the algttrMarket Act removed the
capacity limitation. As a result of this, also Nafower Plants got the subsidy, when
they used wood chips in addition to oil shale fuelelectricity production. The
amendment had a substantial effect on the subsitymng the total subsidy amount in
2009 to 405 million kroons. 73 million out of itr 8% were paid to Narva Power
Plants (source: Elering OU).

Subsidy related issues were further amended inuBepi2010. The most significant

change in the system of subsidies payable to psvduwas the abandoning of the

purchase obligation. At the same time the circleirmdertakings eligible to subsidies
was enlarged. Beginning from 27 February 2010 predsihave the right to receive
subsidy in the following cases and amounts:

* beginning from 1 July 2010 for the electricity puvogd from renewable sources,
excluding biomass, 84 EEKc /kWh (EEKCc is an ablaten for cents of Estonian
kroon);

= beginning from 1 July 2010 for the electricity,itifis produced from biomass in
cogeneration process, 84 EEKc/kWh. If the eledirics produced from biomass
in condensing process then it is not subject tosthesidy. In this case it is a new
stipulation that is intended for the limitation ofefficient use of renewable
resources;

= for the electricity produced in an efficient cogat®n process from waste as
defined in the Waste Act, from peat or from the ghigis gas of oil shale
processing 50 EEKc/kWh;

= for the electricity produced in an efficient coget®sn process with a production
equipment with the capacity not exceeding 10 MWERKc/kWh;
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= for the utilization of installed net capacity of aml shale using production
equipment, if the production equipment has staoigelation within the period of
1 January 2013 to 1 January 2016, depending onCi@g¢ quota price, 22-
25 EEKc/kwh.

Furthermore, the quantity of electricity producedni wind energy in Estonia and
eligible to subsidy was increased from the eadi@® GWh to the limit quantity of
600 MWh in a calendar year.

As explained above, differently from earlier praeti subsidies are paid also for the
utilization of oil shale fired production equipmesdpacity. From security of supply
point of view oil shale is very important for Estanas 90% of electricity is produced
from the Estonian oil shale, which is a domestisotgce. In order to ensure for
Estonia necessary installed capacity pursuant eéoethctricity sector development
plan until 2018 prepared by the Ministry of Economifairs and Communications, it
has been decided to make large scale investmertsristruction of Narva Power
Plants’ new blocks with a total capacity of 600 MWhe energy political objective of
the subsidy scheme is energy security for Estonanytime. The subsidy scheme is
built up with an objective of mitigation of the ks of investing in oil shale blocks in
connection with the market risks involved in enuvssirade. However, activities in
the common electricity market of the Baltic and dlorcountries are not subject to
subsidising. The fact is that production of elextyi is very CQ intensive (in the
production of 1 MWh of electricity 1 tonne of G@& emitted). Therefore, the price
for CO, has a big impact on the cost of produced eletgridihat is why the volume
of the subsidy is directly linked to the price oD£quota. If the C@ quota price is
below 10 EUR per tonne, then the subsidy is nat pai

2.5.1.2 Changes in natural gas consumer price regulation

Earlier the Natural Gas Act set out a regulationtlod price of the gas sold to

household consumers, which is continuing also afbenplete opening of the market.

Beginning from July 2009 amendments entered inteefathat are more liberal

compared to the earlier ones. The changes thatinteoeluced are the following:

= Only the market dominant undertaking has to appitreesales marginal, as a
component of the price for households. Small gdkerse(that are not in a
dominant position on the market) are exempted fapproval.

= The Authority approves the sales marginal of AStiEBaas, who is in a market
dominant position. The approved sales marginatlded to their import price of
gas.

» The undertaking itself forms its sales price onlihsis of the import price.

= At the end of each calendar year the undertakingema settlement of accounts
(equalisation).

= Household consumers have to be notified about asaimgthe price 1 month in
advance (earlier a 3 months preannouncement wagedy

The Authority is in a position that the new regigdatbetter ensures the compliance of
prices with the import price and thereby the preceost-based and customer interests
are protected. The amendment of law contributetopetition advancement. Small
gas sellers have better possibilities for competinghe market, as there is no limit
price approval requirement that hinders competition
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Pursuant to the amendments to the Natural Gash&cuthority approved a sales
marginal for Eesti Gaas in 1 October 2009 and sihe: the new regulation is
followed by AS Eesti Gaas.

2.5.1.3 Natural gas quantity correction

Based on paragraph28everal gas undertakings submitted in the end0682and
also in 2009 applications for approval of the clesnigp standard terms and conditions
of network contracts. As a major change the unkiergs wanted to introduce a
principle of correction of gas quantity according its actual temperature by
mathematical calculations or by replacing custorgas meters with ones that
automatically correct the quantity readings. Thesibamotivation of the gas
undertakings was the circumstance that without ®&Fatpre correction it is
impossible to ensure the balance between the mpaditoutput gas volumes, required
by law.

The Authority’s opinion is that exact determinatiof natural gas quantities is
important, as well it is required by the NaturalsGect. Proceeding from above the
Authority considered it justified to approve tharsdard conditions for undertakings
that set out the principles of gas quantity coroect As an important aspect the
Authority has noted in each approval decision tih& quantity correction can be
made either by mathematical calculations or bygsinspecific gas meter. Replacing
of existing meters is an economical issue and iinossible to replace all meters at
once for all customers. Thus, the Authority is irp@sition that in order to avoid
incorrections caused by temperature differencentftevork undertakings first of all
should plan using of special meters with autometirectors and, where it is not
immediately possible due to economic considerationgtually agree with their
customers on mathematically calculated temperatareection, which is equivalent
to the use of meters with a temperature corrector.

Customers, that do not agree with the use of aeecagrection indicators and is
willing to consider specific conditions in its mete point, may require an
installation of a special meter with a correctorcdtrection of natural gas quantities
by a mathematical formula is not allowed if a cuosto already has a meter with
corrector. Therewith, pursuant to the meteringgailon set out in the Natural Gas
Act an undertaking has the right and the obligatiorensure determination of the
guantities that enter and leave the network evethencase if an undertaking fails to
reach an agreement with a customer upon an apphcatf a mathematically
calculated correction. In such a case the underjakas a legal basis to replace the
meter with a new one with a corrector at his ownative.

2.5.2 Implementation of the 3¢ package in Estonian legislation

The new electricity and natural gas regulatory adives enforced by the European
Parliament and the Council in 13 July 2009, alsovkm asthe 3" package, are
mandatory also for Estonia. Proceeding from thedtives the Estonian legislation
has to be amended correspondingly.

In January 2010 comprehensive amendments wereedritép force in the Electricity
Market Act. Among the rest the ownership unbundldighe transmission network
operator (TSO) was predetermined. As the Estongnral gas market is a small one
and similarly to Finland, Latvia and Lithuania gdipe interconnections with the
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central Europe do not exist, the Directive 200¥3/that treats of common rules for
the internal market, sets out an exemption for miatin Article 49, which do not
apply to Estonia the ownership unbundling obligatd the transmission system from
the producer and/or seller until any of those Menthates is directly connected to
the interconnected system of any Member State ¢kiagr Estonia, Latvia, Lithuania
and Finland.

As the natural gas market develops further, thelldoesa need to supplement the
Natural Gas Act with the regulation related to ifepad natural gas (LNG) terminals
and biogas.

Both natural gas and electricity directives putiaddal obligations to the regulators.

First of all the regulators are obliged to monitbe market and conditions for

competition on it. Under monitoring it is assumed extensive collection and

processing of data. Although the Authority has ahgation of supervising over the

functioning of the electricity market and over tiaivities of market participants and
the right to request data from market participargeessary for supervision, there is
no a direct obligation of continuous data collegtamd processing.

In order to ensure independence of the regultiter3™ package stipulates that
members of the board or director of the regulad@ppointed to office for a 5-7 years
period for a maximum of two terms. Pursuant to ¢herently valid legislation the
director of the Estonian Competition Authority {go@inted without a specified term.
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3. Functioning of the electricity market and regulation

3.1. Areas of regulation

3.1.1 Review

The Estonian power system connects the power plaetsvork undertakings and
electricity consumers in Estonia. The Estonian possstem is part of the large
synchronised united system IPS/UPS, consistingh@fstystems of the neighbouring
countries Latvia and Russia and their neighboutisulainia and Belarus. The systems
of all listed countries are interconnected throdghtransmission lines. Since the end
of 2006 there is also a DC submarine cable cormedtetween Estonia and Finland,
which has a symbolic significance as the connectorthe Baltic and Nordic
countries’ power systems. Map of the Estonian paystem is given in drawing 3.1-
1 below. As connections with other EU countries laréted, then today the region
can be considered as the Baltic electricity mankathich also Finland and the EU
non-member Russia can participate.

Compared to other EU countries the Estonian etatgtinarket is small. According to
the statistics of 2009 the load peaked at the lev@513 MW and annual production
totaled 7,8 TWh, supplemented by import of 3,0 TWhe domestic consumption
(without losses) was 7,1 TWh and 2,9 TWh was exgabrt

In Estonia there is one undertaking providing tmaission network service named
Elering OU, who is at the same time also the systeerator, and 38 undertakings
providing distribution network service. The lengthtransmission lines (110-330 kV)
that belong to the TSO is 5171 kilometers and ¢émgth of medium and low voltage
lines belonging to the distribution networks is® kilometers.

The formation of the Estonian electricity marketedaback to 1998, when the Energy
Act was introduced. Based on the Act four sectoesewegulated: electricity, heat,
natural gas and liquid fuels. Since 2003 the energyket is regulated by four
separate Acts: Electricity Market, Natural Gas, tilas Heating and Liquid Fuels
Acts. In the 1998 Energy Act the status of an blegelectricity customer was defined
as a customer with an annual consumption of oveg\Wh. The Electricity Market
Act, which entered into force in 1 July 2003, didt thange the determination. In
1 May 2004 Estonia joined the EU. Together with tbming, an exemption in
connection with market opening became enforcedHstonia. According to the
exemption Estonia had to open the market by 35%n@013 for all customers.
Table 3.1-1 below presents the dynamics of margehimg. Since 1 January 2009, a
customer with an annual consumption of 2 GWh idifjed as an eligible one.

Table 3.1-1 Market opening in Estonia

Definition of eligible customer by

Year annual consumption in GWh % of market opening
1997-1998 0 0
1999-2001 40 10
2002-2008 40 12
2009-2010 2 35

2011 1 35

2012 - 35

2013 All customers 100

! Calculated by the Competition Authority
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Beginning from 1 January 2011 the status of anl#égcustomer will be defined through its
electrical energy consumption by the Minister ob&mmic Affairs and Communications by
30 September 2010 at the latest on the statisti2®@0 so that the total consumption by all
eligible customers through one or several connegbimints in a calendar year constitutes at
least 35% of the overall consumption in the samenckar year. On the same principle the
Minister will define an annual consumption of angiéle customer also for 2012. The
Authority estimates that 1 GWh annual consumptior2011 will be the definition for an
eligible customer in order to ensure the 35% maokehing level.

Pursuant to the Electricity Market Act the non-idig customers shall buy electricity from
their distribution network operator, or from a seldesignated by the operator, while the
energy has to be produced by either oil shale udemya Power Plants, in the process of heat
and power cogeneration or by a small producereigd than 10 MW capacity).

In April the power exchange of Nordic countries N&8ended to Estonia by creating the
NPS Estlink price area day-ahead trading in thegoaxchange. In 22 April 2010 the three
Baltic TSOs (Elering, Litgrid and Augstspriema Bkbkigned a Memorandum in which it was
trilaterally agreed that the preconditions for apgrof price areas in all three Baltic countries
(Estonia, Latvia and Lithuania) shall be fulfilled that enables NPS to open those price areas
by 1 January 2011.

3.1.2 Cross-border power interconnections, available trasfer capacity and
its allocation, congestion management (pursuant t&C Directive
2003/54/EC Article 23(1) excl. (h))

3.1.2.1 Cross-border power connections and available transission capacity

With neighbouring countries Estonia has power cotioes with Russia, Latvia and Finland.
The existing connections are presented in drawirigl3below. The map of the power
systems of Baltic countries and north-western p&rRussia is given in drawing 3.1-2. It
should be clarified yet that Finland is part of therdic power system Nordel, which is not
synchronised with the CIS and the Baltic countrgstem IPS/UPS that Estonia belongs to.

Drawing 3.1-2Map of power systems of Baltic countds and north-western part of Russia
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The transmission capacity of network for electyiaiixport and import through alternating
current lines in Estonia-Latvia-Pskov directiomd always sufficient, most of the time being
in the range of 500-900 MW. In an event when a laiciroduction capacity is simultaneous
in all Baltic countries then the transmission cégyaio the whole of Baltics (together with

Kaliningrad) is limited — from Russian and Belapmver systems up to 1800 MW and from
Finland with 350 MW, in total with about 2100 MWHhiE is correct during normal operation
of the network. Due to network repair works and embair temperature the transmission
capacity to the Baltic region may be significantguced.

By statistics of 2009, the peak load from Narvédirection of Russia was 633 MW, while
form south Estonia towards Russia it was 334 MWe Teak load towards Latvia was
732 MW. Thus, the technically available capacityswauch higher than the actually needed
one and a lack of capacity (congestion) has negen lexperienced. The Authority has not
received from market participants any complaintidtmmngestion. The transmission capacity
information is presented in table 3.1.2.

Table 3.1-2 Transmission capacity information ***

Technically available
transmission capacity MVA Actual peak load MVA
Line from Line from Line from | Line from
Lines from south south south south
Narva Estonia Estonia Line Lines from | Estonia Estonia Line
towards towards towards towards Narva towards towards towards
Russia Russia Latvia Finland towards Russia Latvia Finland
2001 | 1050/950* | 500/400** 750 - 662 321 720
2002 1050/950* | 500/400** 750 - 698 250 721
2003 1050/950* | 500/400** 750 - 472 194 663
2004 | 1050/950* | 500/400** 750 - 707 194 718
2005 | 1050/950* | 500/400** 750 - 450 236 885
2006 1050/950* | 500/400** 750 - 483 141 658
2007 1050/950* | 500/400** 750 365 565 204 623 388
2008 1050/950* | 500/400** 750 365 211 158 809 385
2009 | 1050/950* | 500/400** 750 365 633 334 732 385

*- in Narva-Petersburg direction available transmissiapacity is 1050 MVA, while in Petersburg-Narva
direction it is 950 MVA

* - in Tartu-Pskov direction available transfer capamt500 MVA, while in Pihkva-Tartu direction 400\WA
=+ _ load in normal conditions with 20% reserve

The Estlink 1 power connection to Finland is thecatbed commercial connection. The owner
of the cable is AS Nordic Energy Link, with its sblolders as follows: Eesti Energia AS
(Estonia), Lietuvos Energija AB (Lithuania), VAS tkanergo (Latvia) and Finestlink
(Finland).

Both the Finnish energy market regulatory authaaitg the Estonian Ministry of Economic
Affairs and Communications granted an exemptiorutibse it as a so-called commercial
project, without applying to it the principle ofitth party access. All the available capacity is
allocated between the owners on contractual b@kis.exemption has been accepted by the
European Commission as well, and as mentioned abtsveable transmission capacity is
allocated upon shareholders’ agreements until 2013.

In March 2010 AS Eesti Energia and Latvenergo naapbent decision to hand over to the use

of electricity market a large part of their cabégpacity: in Estonia-Finland direction 262 MW
and in Finland-Estonia direction 252 MW. The demisgives a strong positive signal about
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activation of electricity market in the Baltic sgsts and its further integration into electricity
markets of Nordic countries.

Upon a decision made by the shareholders or afgiration of the exemption period the
acquisition cost of the cable will be included hretregulatory asset base of the TSO and
Estlink 1 has to validate third party access tbdapacity.

Together with the construction of Lithuania-Swedand Estonia-Finland additional
connections it can be anticipated that in the &utBaltic countries will integrate into the
market of Nordic countries (Nordel). In doing tliaé¢ Estlink 2 is planned to start commercial
functioning already in 2014 bringing the capacigtvibeen Estonia and Finland to a total of
1000 MW.

3.1.2.2 Rules for determination of available transfer capaity

In 13 August 2009 the Authority accepted the gdnglan prepared by the TSO (Elering)
pursuant to the EC Regulation No 1228/2003 Artic(@) for the calculation of the total
transfer capacity and the transmission reliabriigrgin based upon the electrical and physical
features of the network.

The total transfer capacity and the transmissibali#ity margin are found in the following
steps:

1. The total transfer capacity (TTC) is calculatedm the technical parameters of the
network, following the network rules concerning mgi®nal security. The most important
security points are the N-1 and N-2 criteria, whitdite that calculation of power available for
transmission must cover the risk of one or twohsd tmost significant parts of the power
network being out of action. From this the maximtnansfer capacity can be calculated,
which will not exceed the terminal carrying cappaf the lines or endanger the static or
dynamic stability of the system.

2. The transmission reliability margin (TRM) is thenount allowed for unforeseen events
such as unplanned short-circuit, measuring systeorseor emergency transfers between
system operators. It is important that informatitom the system operators of neighbouring
systems and previous experience of planning arsidered in the calculation of the margin.
The exact transmission margin is agreed on thissbdely with the system operators of
neighbouring systems.

3. The TRM is subtracted from the TTC to give thet Nransmission Capacity (NTC). The
NTC is the capacity which market participants mag tor cross-border energy trading.

3.1.2.3 Congestion management

Until the closing down of Ignalina Nuclear Poweafl (NPP) in 31 December 2009 there
were no congestion of transmission capacity onBstenian interconnectors, i.e. there were
no the so-called bottlenecks. The Ignalina closlogn changed the status of Lithuania from
an exporter to an importing energy system. As nagestion was recorded, there were no
need in the regional Baltic electricity market foongestion management and capacity
allocations through auctions as it was requireanfrbJanuary 2007 by the EC Regulation
No 1288/2003 (amended by the Commission Decisiof Nbvember 2006 (2006/770/EC)

Annex paragraph 3.2 (g)). In order to manage litigites occurring in some special events
there were methodologies for the management of esiron. In essence the idea was the
proportional limitation of contractual supplies.
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In connection with the extension of the NPS intdtiBacountries in the end of the last year
Elering started negotiations with the Latvian anthhanian TSOs on the application of a
common market based cross-border transmission itg@dlocation mechanism between the
Baltic power systems. In the result of the negmret the Baltic TSOs Elering, Litgrid and
Augstspriema Tikls signed a Memorandum, which sets the application of a common
methodology for capacity allocations and congestimnagement between the Baltic power
systems. It was trilaterally agreed that beginrinegn 2011 in the inter-country allocation of
transmission capacity the principle of implicit &ans will be applied, which provides best
possibilities for producers and sellers for tradiag well as the lowest prices for consumers in
the region. For supplies resulting from the tradéween Estonia and Latvia in the NPS
Estlink price area for the period 1 April 2010 L2011 the transmission capacity is ensured
using a power optimization mechanism, where at I88% of the total transmission capacity
is allocated through the NPS trading platform. Témst of capacity is allocated through week
based explicit auctions, where the transmissioa@gpbought in advance can be used in the
two-days-ahead planning phase of trading. The afen¢gioned rules do not extend to the part
of Estlink 1, which is not given to the use by thewer exchange or, so to say - to the
commercial part.

The part of Estlink 1 available cable capacity, ahhis continuously in a commercial use
(until 2013), is allocated between the shareholdersontractual basis. If the owners are not
utilising their contractual capacity reservatiotiey are obliged to enable third party access
to the available capacity. The owner of Estlink, R&dic Energy Link, is obliged to disclose
the information about currently available transéapacity on its web site. It should be
mentioned yet that other shareholders have themive right to utilise available capacity
of a one of the owners.

3.1.2.4 Allocation of transfer capacity on Estonia-Finlandand Estonia-Latvia borders
in NPS Estlink price area

In 1 April 2010 the power exchange of the Nordiamnies NPS opened the new NPS Estlink
price area. NPS allocates according to its rulgék bee transfer capacity of Estlink 1 rented
by the cable owners to Elering and Fingrid andlpg80%) also the transmission capacity
available between Estonia and Latvia. The same alsy the transmission capacity between
Estonia and Russia is allocated, as the electrinifyorted from Russia can be sold only
through auctions.

The Estlinkl cable capacity between Estonia and Finland ezatéd by using the method of
implicit (power and energy) auctions. In the resilit energy always moves from the areas
with lower to the areas with higher prices. 20%h& capacity between Estonia and Latvia is
allocated by using the method of week-based exp(jower) auctions. Therewith the
allocating takes place using the auction rules eyraipon between Elering and
Augstsprieguma Tikls.

For the allocation of the transmission capacityweein Estonia and Latvia, and as well
between Estonia and Russia in the NPS Sesam sykeeifollowing four so-called bidding
areas are formed:
= Estlink bidding area will be used by Estonian market pgdiats for making bids
= Latvia export bidding area is for market participants from Latarad Lithuania, who

want to purchase electricity from Estlink priceare
= Latvia import bidding area is for market participants from Latarad Lithuania, who

want to sell electricity to Estlink price area
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= Russia import bidding area is for market participants who imgwissian electricity to
the power exchange

In the NPS Estlink price area the price is cal@daaccording to the NPS rules, therewith
taking into account the bids made and acceptetl foua bidding areas.

3.1.2.5 Provision of transfer capacity information and secung transparency pursuant

to EC Regulation 1228/2003 and its Annex
The EC Regulation No 1228/2003 and its Annex prevguidelines (hereinafter the
Guidelines) on the management and allocation ofilabla transfer capacity of
interconnections between national systems, setfaoutules for cross-border electricity trade
taking into account the specifities of national aedional markets.

Pursuant to Article 5“Provision of information on interconnection capes” of the
Regulation No 1228/2003 and clause “Provision dbrimation” of the Guidelines the
transmission operator has disclosed on his web (kitp://www.elering.ee) the rules for
allocation of available capacity; as well as thi@imation from the governmental regulation
Grid Code, which sets out safety standards, operaltiand planning norms, security
standards and information on the availability @& tretwork, its using and accessibility. Their
web site also presents information on availablesimrassion capacity, utilised total capacity,
demand and production, presenting both actual dathannual, month-ahead, week-ahead
and/or daily estimates pursuant to the Guidelines.

In addition to above the TSO publishes on its wéle the planned and emergency
interruptions of the productions units in the Esonpower system with a rated capacity of
over 100MW and the report on sufficiency of the producticapacity in Estonia, which in
addition covers long-term infrastructure developmssues. .

The Guidelines set on TSOs an obligation to makenformation public in due time and in
an easily accessible format.

3.1.3 Regulation of the electricity networks

Pursuant to the currently valid Electricity Mark&tt for electricity networks the so-called
exclusive right principle or, what is the same, gnmciple of concession is applied to. This
means that the transmission system operator (T@®)xh exclusive right to perform power
transmission and system services. The same prnaegplapplied to distribution network
operators as well, whereas for the operators aivithéhl service area, determined by
geographical coordinates, is assigned to. Withan drea respective operator has exclusive
rights to provide network services. Thereby neitbempetition between lines nor parallel
lines is allowed. The principle of concession miisies business risk for network operators,
since the status of a natural monopoly originatasomly from the actual situation but also
from the provisions of law. Reasoning from the agole right network operators have also
an obligation of developing their networks in a man that secures supply to already
connected customers and to new costumers thattovistnnect as well.

In Estonia the transmission system operator isifge®U. 100% of its shares belong to the
Republic of Estonia. The number of distributionwartks is 38, which is a rather big number,
considering the smallness of Estonia. Concentratibthe distribution service market is
extremely high. The largest undertaking is Eesgrgia Jaotusvork OU that belongs to Eesti
Energia AS. Its annual sale in 2009 was 6 190 Gl number of customers was 606 348
and their share on the market of 87,7%. The setamggst distribution enterprise is VKG
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Elektrivérgud OU, which belongs to Estonian privagpital (the sole holder of shares is the
largest Estonian shale oil producer Viru KeemiagpriAS). It has 35 014 customers and an
annual sales of 198 GWh. The third largest netwapk&rator is Fortum Elekter AS with a
sales volume of 197 GWh annually and the numbecustomers 24 070 customers. An
annual sale of the rest 35 distribution undertakiisgbelow 500 GWh altogether. The largest
among those are OU Tallinna Sadama Elektrivork (tevorks owned by Port of Tallinn),
AS Sillamée SEJ (CHP plant in Sillamé&e) and AS Ebekter. An annual sale of smallest
networks is below 2 GWh.

The market share of distribution undertakings isspnted in drawing 3.1-3. Despite of the
quite marginal market share of an individual smealiwork operator their 12,3% total share is
considerable. That is why also there a strong egiguil must apply, similarly to the regulation
of large ones.

Port of Tallinn network Small electricity networks
1,2% 4,1%
Fortum Elekter
2,9%

VKG Elektrivdrk
4,0%

Drawing 3.1-3 Market share of electricity distribution networks in 2009

3.1.3.1 Network service price regulation

Law provides for equal price regulation for all wetk enterprises regardless of their size.
The EC Regulation No 1228/2003 brings some diffeeeninto the regulation of the

transmission network undertaking (the inter trassmn system operator compensation
mechanism), which is dealt with below in this cleaipiThis adds an extra workload to the
Authority, as the volume of work with price approyaimarily depends on the number of
undertakings and almost does not depend on thetae undertaking.

Pursuant to law, the Authority approves separatedyfollowing charges and methodologies:

= network charges (for electricity transmission amidusing a network connection)

= ancillary services provided by network operatog.(eeplacement of main protective fuse
or sealing of meters at the customer and somes)ther

= methodology for calculation of a charge for conmegto the network

» balancing energy pricing methodology
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The prices for balance energy and the chargesrdosit of electricity are not subjects to
approval. However, the Authority is obliged to mtonithe justification of the prices. That
meansex-post regulation is applied to these charges.

The Regulation No 1228/2003 Article 4, clause 2 ahd Guidelines on Transmission
Tarification allow charging of producers for accéssnetworks, or the so-called G-charge.
Estonia is not going to introduce such chargethe G-charge in Estonia is 0 €/ MWh.

Network charges

The Authority has elaborated unified methodolodgmsthe formation of charges and their
approval as well. The methodologies are disclosdtiea Authority’s web site. The site also
includes specially elaborated tables for collectodrinput data to be filled in for approval
process. The tables are relatively comprehensivk iaclude technical data and detailed
accounts: profit and loss statement and balancet,shed data on assets. Undertakings shall
also submit a detailed investment plan and sepgrdte expected sale volumes of individual
network services. The price may be approved byradta for a 3-year regulation period or,
upon an undertaking’s application. Thus, it is fiegpito fill in the tables accordingly: once in
three years or, along with an application. In treantime an indexation takes place according
to the methodology and by using a price formulandtessary, the Authority is entitled to
request additional information about economic pennce and technical indicators

Submission of input data is an obligation stipudaby law. The Authority has the right to

request any information needed for price approvad &r performing of supervisory

proceedings. The Authority employees also haveritjig carry out on-site monitoring any

time and require data and copies of the documdrits. practice so far has shown that
undertakings do not refuse to submit information.

In the regulation of network prices the Authoritpsha determining role in selection of
methodologies. Law sets out only the following pijptes:

e The level of network charges must enable an unkiegato fulfill their obligations
determined by Iegal acts and the market licenselitions, as well as to ensure a justified
return on invested capital.

e The Authority elaborates and discloses unified wathogies for the calculation of
network charges, which serve as the basis for appro

Therefore, it is up to the regulatory authoritydiecide upon the selection of methodologies.
In the elaboration of methodologies the opiniorunflertakings has been considered. In fact,
it has been a process of long-lasting disputesnaudial consultations between the Authority
and the regulated undertakings. The Authority hapgred and disclosed on its web site the
following methodologies: “Standard Methodology f@alculating of Electricity Network
Charges”, “Guidelines for approval of charges fonmecting to the network and change of
consumption or production conditions” and “Guidebnfor the determination of weighted
average cost of capital (WACC)".

In the regulation of network charges the so-callmay-term RPI-x indexation method is
applied, by which the charges are approved foryae8-period and adjusted annually. The
formation of network charges is first of all bassdanticipated (prognosis) sales revenue for
a 3-year regulation period.
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In the previous regulation period (2005 to 2008 plower losses in the distribution network
of Eesti Energia Jaotusvdrk OU were reduced frof 16 8%. For the next 3-year regulation
period that begun in 2008 a target is set to réaeh7% losses in 2010. There is also imposed
a target for fixed cost savings, which should ¢ at a faster rate than the RPI-x. Generally
in the regulation practice the fixed cost savinggatiion is set to 1,5%. In connection with a
massive cost reduction by the enterprises thatatg@an the free market conditions (due to the
economic recession) also the Authority is in a fasithat in the applying for new price
approval the regulated enterprises shall followilsinpolicies of cutting the cost.

The basis for the determination of both the cogtitahexpenditure and a justified return

(operating profit) is a regulatory asset base. ¢ooanting of the regulatory assets its
continuity is of an extreme importance. The accmgnof assets takes place in a principle that
to an initial value of assets investments are adaletl a regulatory capital expenditure is
subtracted. Similarly to other regulatory authestia model, in which for the calculation of

the justified return a weighted average cost ofitahWWACC) and regulatory asset base is
used. The weighted average cost of capital depemdsengst other things, also on the risks
involved in an individual undertaking.

The Regulation of the European Parliament and efGbuncil No 1228/2003 brings some
differences into the regulation of the transmissmatwork undertaking. Similarly to other
network operators the charges established by thasrmission undertaking must be
transparent, take into account the need of ensws@wyrity of the network and reflect all
actually incurred costs to the extent of conformimgfficiency criteria and taking account of
a comparison between efficient network operatoth wimilar structure. The charges have to
be non-discriminatory. As the transmission networnklertakings incur additional costs and
revenues as a result of hosting cross-border flofwalectricity the Regulation provides for
the establishment of a so-called compensation hetdreen EU Member States (ITC fund).
All transmission system operators contribute to hé fund and from the fund, costs are
compensated for all transmission operators padiirig in the transit of electricity. Amongst
other things Article 4, paragraph 3 of the Reguolasets out that when setting the charges for
network access the payments to and receipts frentdimpensation fund shall be taken into
account. As following of the Regulation is mandgttr Estonia the Authority will take into
account the costs incurring from the compensatiord fin approval of network charges.
Amongst other things it should be mentioned thaifeéZ009 the Commission has not adopted
a methodology for the compensation fund, on thesbalswhich payments to the fund and
receivables from it shall be calculated. As therad methodology, but implementation of the
mechanism is necessary for an undisturbed funcigprof the electricity market, in
12 October 2007 the EU transmission operators aded an agreement (agreement on inter
transmission system operator compensation mechaaistounting 2008-2009). AS the
electricity system of Baltic countries is not syrafised with the electricity systems of other
EU countries, the compensation between Baltic cmsts treated separately. In addition to
above Elering has concluded with Latvian and Lithaa TSOs similar agreement on the
compensation of transit flows between Baltic elettyr systems.

The approved network service charges in 2009 a&septed in table 3.1-3.
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Table 3.1-3 Transmission and distribution service pces in electricity networks in 2009

Number of | Average price for transmission or distributipn
operators €/MWh (Estonian kroon cent/kWh)
Large industria] Commercial| Household
customer customer customer
Transmission network 1 7,56 (11,83)
Distribution network 38 13,26 (20,75)| 28,88 (45,19) 38,42(60,12)

Notes:

According to Eurostat definitions:

- large industrial customer, one with an annuakcomption of 24 GWh, max capacity 4000 kW
- commercial customer, one with an annual conswmpif 50 000 kWh, max capacity 50 kW

- household customer, one with an annual consumpti@ 500 kWh.

Distribution indicators are based on OU Jaotuswudidrmation.

1 €=15,65 EEK

Pursuant to the Electricity Market and Public Imf@ation Acts network undertakings are
obliged to maintain a web site and to disclosetanformation, which is important to market
participants, like charges for network serviceandard terms and conditions for network
service contracts and for balance provision cohtthe price for balancing energy, conditions
for establishing a network connection, and otheeesal information. The network charges
shall be published at least 90 days prior to thairy into force. In addition to web site the
tariffs have to be disclosed also in at least caigy dhational newspaper. The standard terms
and conditions for provision of network servicesl dor the selling of electricity shall be
disclosed at least 30 days before becoming valid.

The Authority’s opinion is that Elering OU fulfilsll legislative public information
requirements and during the last year has disagosininformation important to market
participants, like system peak load, transmissiapacity of the lines, planned network
repairs, level of power losses in the network atfteiorelevant information. According to
their action plan, beginning from 14 August 2008rtfig starts a full-scale implementation of
the public information requirements the EC RegatatNo 1228/2003. On their web site it is
also possible to get information about their ecoicoperformance: annual accounts, action
plans for equal treatment, and others.

Connecting to the network and connection fees

The process of connecting to the grid is regulabsd the Electricity Market Act,
paragraph 42 (2) and by the Grid Code enforcedheygovernmental regulation No 184.
Chapter 5 of the Grid Code sets out requirementshi® connecting of a customer electrical
appliance to the distribution network of a netwarkdertaking. For connecting to the
transmission network a connection application niessubmitted to the TSO (Elering OU)
and during 90 days an offer for connection shalsbaed.

The connection offer shall contain an electricadwfl diagram for connecting to the
transmission network, parameters, quotation otctiection related costs and an estimation
of the charges payable for the connection. In ¢afiee customer wants to connect to the
network in an area where the transfer capacityinstdd by connection offers of other
connectees, the network undertaking shall keep ranological order records for the
implementation of the connection offers. The nekwandertaking issues a connection offer
when the transfer capacity becomes available. &pptins are recorded in a waiting list as
per the date of their reception. If the data sutadiin application are insufficient or do not
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fulfill the requirements the network undertakingifies the customer about it in 10 days from
the reception of his application.

For connecting a customer appliance to the netwarkor amending of the consumption or
generation conditions, the network undertaking tates with the connectee a connection
contract. The following shall be set in the contrac
= |ocation of connection and measurement points
= the charges payable for connecting or for the chaofiyconditions and payment
conditions
= conditions for provision of the connection or fdretchange of consumption or
production conditions, including the deadline
= conditions for amending and termination of the aation contract
= other conditions

The charges for connecting to the transmission owdvare determined on the basis of

actually incurred costs on the principles laid dawnhe Grid Code. In the calculation of the

charge for connecting to the network justified sas¢écessary for making the connection are
taken into account, like: the cost for constructminnew electrical appliances or the re-

building of existing ones necessary for connectihg new consumption capacity or changing
of the existing consumption conditions. It shoukdl éxplained herewith that the charge for
connecting to a distribution network is calculated the basis of the connection fees
calculation methodology approved by the Authority.

3.1.3.2 Subsidising of renewable energy resources and coggation

In 1 May 2007 amendments to the Electricity Market were enforced. Based on the
amendments a new support scheme was introducetianergy produced from renewable
sources, as well for support of heat and power magegion (CHP). The amendments also
significantly increased the size of payable sulesidiAccording to the new scheme the
producers have two options: either to sell eleityriat a fixed tariff in the framework of the
purchase obligation or, to receive a subsidy arsktioelectricity at a market price. Financing
of both the purchase obligation and the subsidyrianged through the transmission network
operator (TSO). By the beginning of each calendar yhe transmission operator Elering OU
prepares a prognosis of the needed subsidy in &otdl allocates it between distribution
operators proportionally to their distribution seessales volume. Each distributor includes
this in their distribution service bills. For exal@pin 2008 consumers paid for the supporting
of renewables 3,03 EEKc/kWh, while in 2009 they hadbay 6,07 EEKc/kWh and in the
current year 2010 they will have to pay 12,64 EER&/h. Below table 3.1-4 presents the
tariffs applicable under the framework of the p@®h obligation and the subsidies.
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Table 3.1-4 Purchase obligation tariffs and subsidis applicable to producers from renewables
and for efficient CHP in 2009

Kind of Purchase Subsidy‘1 Market pricse NPS Helsinki | Anticipated sales
energy obligation in Estonia area price revenue per unit_
. e while using subsidy
production | tariff
EEKc/kWh EEKc/kWh EEKc/kWh EEKc/kWh EEKc/kWh
Renewable
energy L 115 84 49,61 57,86 133,61 - 141,86
sources
Efficient
cogeneration’ 81 50 49,61 57,86 99,61 - 107,86
Notes: ' Subsidy is paid if the plant’s net capacity is higther than 100 MW. Wind energy is subsidisedlunti

the total wind energy production does not excedédd@®/h per annum.

2 Subsidy is paid if waste, peat or oil shale proicgssetorting gas is used as the source of energy
production. As well, it is paid if CHP plant is eted to replace existing district heat supply bqilant
with the capacity not exceeding MW.

3The price for Narva Power Plants, as the markeepri

4 Pursuant to the Electricity Market Act that waticdvan 2009

The abbreviation EEKc means cents of Estonian kroon

Considering the production price of Narva PP asntlaeket price (of the market dominant
producer with 90% of the total production), the nswpport scheme creates a favourable
environment for development of renewable sourcéscaigeneration, as the sales revenue per
produced energy unit is the sum of a market priwe the subsidy. It should be taken into
account herewith that since the beginning of 200& prices in the regional electricity
wholesale market have been determined by the NASnMearea price fluctuations. An
average of the NPS Helsinki area price in 2009 5786 EEKc/kWh (36,98 EUR/MWh) and
therefore, the unit price for electricity produdeoim renewable sources may develop even to
a higher level.

Both in 2009 and 2010 amendments to the Electribligrket Act were enforced. The
amendments changed the system of sibsidising oklericity produced from renewable
sources. The changes are analysed in above Cl2apierof this report and their impact is
analysed in Chapter 3.2.3 below.

3.1.3.3 Quality of electricity supply

Quality of supply requirements are based on thetibety Market Act. Pursuant to it, the
requirements are established by the Minister ofnBotdc Affairs and Communications.
Following of the requirements is obligatory and @legn payments can be imposed by
misdemeanor proceedings in case of violation of teguirements. Quality of supply
requirements contain requirements for customericgnand acceptable duration of supply
interruptions, separately for those caused by gaaittd those caused by a planned activity.
The functions of the Authority are to monitor urtd&mg’s performance in fulfillment of the
quality requirements, adequacy of keeping recondsqgoality indicators and in case of
violation, to initiate misdemeanor proceedings.clisure of relevant quality indicators on
the web site is obligatory for all undertakings.

Requirements for the quality of customer serviceemeine the maximum acceptable time,
during which certain operational procedures havba@ccomplished. Undertakings have to
submit to the Authority information about the extef compliance with the service quality

requirements. Based on the information it is pdesito calculate the percentage of
compliance with the service quality requirements.well, it is possible to analyse the trend:
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whether it is improving or worsening. In case ofui@ to comply with the requirements
customers have the right to file a complaint wtie Authority. The Authority may initiate a
misdemeanor proceeding in each specific case apdsena fine (penalty payment) in an
amount of up 50 000 kroons (3 195 €) for a singtdation. Therefore, possible level of the
punishment can be quite remarkable. The moneybe toansferred to the state budget.

As regards network service quality both supplynnfgtions caused by faults (not planned)
and planned interruptions are regulated. Supphbriaptions lasting less than 3 minutes are
not considered as interruptions. According to thelity requirements the time limits
(maximum acceptable durations) are stipulated ndwihich customers shall be re-supplied.
The time limits are distinguished for summer andtei period (table 3.1-5). Sincelanuary
2011 the network service quality requirements vadcome stricter, i.e. the acceptable
durations of interruptions caused by faults wiltbee shorter.

If undertakings fail to comply with the acceptahime limits they are obliged to pay a
compensation to customers. As well the Authorityyrratiate a misdemeanor procedure in
each specific case and impose a fine (penalty pajrimrean amount of up 50 000 kroons.

Table 3.1-5 Network service guality requirements

Summer period from W inter period from
April to September October to March
Transmission network
Acceptable duration of an interruption caused by faults 2 hours*/ 120 hours **
Acceptale annual accumulated interruption duration 200 hours (150)***
Distribution network
Acceptable duration of an interruption caused by faults 16 hours (12) 20 hours (16)
Acceptable duration of a planned interruption 10 hours 8 hours
Acceptale annualaccumulated interruption duration by faults 100 hours (70)
Acceptale annual accumulated planned interruption duration 64 hours

Notes: *Power is supplied through two or more 1¥dansformers or lines
** Power is supplied through single 110 kV transfier or a line
*** |n brackets requirements since 1 January 20fELmesented

The Authority has elaborated a specific form fgraring. Undertakings are required to fill in
and to disclose it. In addition, it is requireddisclose how many times and in how many grid
connection points they failed to comply with theality requirements. In connection with
customer service requirements undertakings shbthgwata on how many times they failed
to fulfill the service quality requirements. Netwooperators shall disclose the following
network quality (continuity of supply) indicators:

= average fault caused interruption frequency persamption point per year (CI;

SAIFI)

= average fault caused interruption time per consiangoint per year (SAIDI)

= average fault caused duration of an interruptiofAl[iI)

= average planned interruption frequency per consiamioint per year

= average planned interruption time per consumptantgper year

= average duration of a planned interruption

All above-mentioned data on network quality areldised on the Authority’s web site.

Below table 3.1-6 presents the data submitted byTt8O (Elering) on the time spent for
creation of connections between networks and ftn amn accuracy of 30 minutes.
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Table 3.1-6 Timing of creating and repairing connetions between networks by the TSO in 2009

Interruption

Line duration (hours),
2009"

L301 Tartu - Valmiera 437

L354 Tsirguliina - Valmiera 202

L358 Tartu - Pihkva 331

L373 Eesti EJ - Kingissepp 442

L374 Balti AJ - Leningradskaja 810

L677 Tsirguliina - Valka 137

L683 Ruusmaée - Aluksne 264

Total 2623

The duration includes also interruptions ordereséighbouring systems

Table 3.1-7 presents the data submitted by the &8Dby the largest distribution operator
Eesti Energia Jaotusvork OU on the indicators efdhality of electricity supply for 2007,

2008 and 2009.

Table 3.1-7 Electricity supply quality indicators in transmission and distribution networks

Security of supply
indicators
Unit

Transmission
TSO (Elering)

(Eesti Energia Jaotusvork)

Distribution

2007

2008

2009

2007

2008

2009

Total number of

consumption points pes

233

245

247

615 553

633 43¢

633 14

Fault caused annual
accumulated
interruption duration

minutes

1740

1200,8

883

123 898 ¢

880 441 590

129 203 537

Planned annual
accumulated
interruption duration

minutes

6608

51344

133 866 4

41732 911 353

98 915 064

Average fault caused

interruption frequency
per consumption point
per year (CI) (SAIFI)

pcs

0,000

0,160

0,126

0,000

2,450

1,995

Average interruption
time per consumption
point per year (SAIDI

minutes

7,468

4,922

3,575

201,28

443,00

0 204,0

Average duration of an

interruption (CAIDI) minutes

0,000

30,791

28,484

0,000

180,00

0 102,3

Average planned
interruption frequency
per consumption point
per year

pcs

0,000

1,000

0,053

0,000

1,000

0,612

Average planned
interruption duration
per consumption point
per year

minutes

0,000

438,000

207,870

217,47

B 210,0(

0 286,

Average planned
duration of an
interruption

minutes

0,000

438,000

3949,538

454,29

7 304,0

DO 3085,
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3.1.3.4 Balance responsibility

The Electricity Market Act and the Grid Code stgel regulation of balance responsibility in

detail. According to it every market participantressponsible for its balance. The balance
period is one full hour and the balance day begin30:00. A balance provider shall provide
the system operator with a preliminary balance ptara calendar month, week and day. The
final balance plan is provided at 16:20 at the diate the preceding day. A detailed

information on the conditions of the balance resahty of balance providers is given in the

standard terms and conditions for balance contralsish are approved by the Authority and

disclosed on the TSO (Elering) web site.

The market is organised on the principle that Hamdmission network operator (TSO) is
responsible for the balance of the whole systemtaedte can be many balance providers
operating on the market. For providing the balatheetransmission network operator buys
and sells balancing energy. The methodology focutating of the balancing energy price
and standard terms and conditions of balance austrare subject to approval by the
Authority. In formation of balancing energy prideetTSO is obliged to buy and sell electrical
energy at best possible price. The balancing enprggs are disclosed on the web site of
Elering (http://www.elering.ee/index.php?id=407).

Balance is determined by the means of remote rgadevices ¢n-line) in case the
customer’s electrical connection capacity exce&#s &or determination of other customer’s
balance standard load curves are used. This mbahg$ot household customers an-line
metering is not necessary.

Until the amending of the Electricity Market ActiInMay 2007 wind turbines were exempted
from balance responsibility. According to the anmmaedts wind turbines are also responsible
for their balance since 1 January 2009, similaslgther producers.

Eligible customers conclude with their seller stlexhopen supply contracts, which designate
the balance provider who has taken the resportgiliti provide balance of the eligible
customer. For holding non-eligible consumer’s begatheir distribution network operators
are responsible for. The biggest balance provislétesti Energia AS. Inspite of the partially
closed market still three independent balance deygi have appeared besides Eesti Energia.
The Authority is in a position that effective batamg energy market can appear only when
the electricity market will be fully opened in 2013

3.1.4 Unbundling of activities

Beginning from 1 July 2010 the Electricity MarkettAsets out the requirement that the
transmission network undertaking may not at theeséime be also a distribution network

undertaking, nor belong to the same group with maettaking who is acting in the area of
activity related to production or sale of electgiciln Estonia the TSO (Elering OU) is

separated by ownership from all other electricitgydquction and sale undertakings since 27
January 2010. This ensures a separation of the afeactivity and the independence of the
TSO.

A distributing network shall form a separate bussentity if the number of customers
exceeds 100 000 and shall not operate in other @reativity than provision of network
service. The latter applies in reality only to tHestribution network of Eesti Energia
Jaotusvork which belongs to the Eesti Energia gragpall other distribution undertakings
have less than 100 000 customers.
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If a distribution network undertaking has less tH#£® 000 customers it shall separate its
accounts as follows:

= provision of network service

= sale of electrical energy

= ancillary activity

All distribution network operators, regardless béit size, shall keep their accounts on the
same principles, as separate undertakings opernatitige same area of activity should have
kept. Therefore, a distribution network operatoattlis not required to form a separate
business entity is obliged to keep its accountslaiiy to a business entity and shall submit in
its accounts balance sheet, profit and loss accauahagement report and other reports
provided for in the Accounting Act separately fogtwork services, electricity sales and
ancillary activities. Respective information shak submitted in their annual report and
disclosed. The separation of accounts shall baedidnd the auditor’s opinion attached.

The Authority has elaborated and disclosed on i&b wite respective guidelines and a
reporting form, which can serve as the basis fpassion of activities for undertakings. In
addition to the separation of network servicesge sall electricity and ancillary activity

undertakings shall also separate their accountslitbgrent services (so-called regulatory
stipulated activity separation).

The transmission network operator shall separatactounts as follows:

= sale of network servicee{-ante regulation, the Authority approves network chargesr
to their entry into force)

= transit of electrical energyeX-post regulation, the Authority has the right to monitor
justification of prices)

= charges paid by customers for connecting to thevorét (ex-ante regulation, the
Authority approves the methodology for calculatmfnconnection charges separately for
every undertaking)

= sale of balancing energyextpost regulation, the Authority has the right to mentor

justification of prices)

ancillary activity

A distribution network operator that is requiredftom a separate business entity shall also

separate its accounts as follows:

= gsale of network servicee{-ante regulation, the Authority approves network chargesr
to their entry into force)

= charges paid by customers for connection to thevorét (ex-ante regulation, the
Authority approves the methodology for calculatioh connection fees separately for
every undertaking)

= ancillary activity

A distribution network operator that is not reqdir® form a separate business entity shall

separate its accounts as follows:

= electricity sale to non-eligible customers (the arity approves weighted average price)

= electricity wholesale, including to eligible custera (the Authority has the right to
monitor whether cross-subsidising is avoided inghke of electricity to eligible and non-
eligible customers)

43



= gsale of network servicee{-ante regulation, the Authority approves network chargesr
to their entry into force)

= customers’ paid charges for connecting to the né¢ex-ante regulation, the Authority
approves the methodology for calculation of conecitharges separately for every
undertaking)

= ancillary activity

3.1.4.1 Securing of equal treatment

Pursuant to the Electricity Market Act all netwagerators are obliged to elaborate an action
plan with the measures for equal treatment of oéhectricity undertakings and customers,
including duties of employees in implementation tbése measures. The Authority has
elaborated guidelines for the preparation of suah,pwhich is disclosed on the Authority’s
web site. According to the guidelines, it is recoemated to compile the plan in a 3-year
perspective. Annually, a report shall be submittethe Authority on the implementation of
the plan. Both the plan and the report are puldcudhents and all interested parties have the
right be acquainted with them. If the Authorityimlsan opinion that the plan is not sufficient
and does not comply with the requirements, a renisif the plan and its changing may be
required, if needed.

As in Estonia there is only one transmission nekwamdertaking who is also the TSO, a
special attention shall be paid to the analysigsoéqual treatment action plan. On the other
hand the Authority pays special attentions alsoldahgest distribution operator Eesti Energia
Jaotusvork which has about 90% share on the disioib market and belongs to the Eesti
Energia group.

3.1.4.2 Unbundling of activities and equal treatment in thetransmission network

As regards unbundling of activities and independesicmanagement Elering OU (the TSO)
completely fulfils the requirements of the DireetivNo 2003/54 EC of the European
Parliament and of the Council and of the Estonidacticity Market Act. Beginning from
27 January 2010 Elering is ownership unbundled fedhother undertakings acting in the
production or sale of electrical energy. PreviouBlgring belonged to the Eesti Energia
group. 100% of their shares belong to the Estosiate. The management board of the
company has three members, while their supervisoayd comprises five members.

The only activities of the TSO are limited to p®ien of network services and sale of
balancing energy, and since 1 May 2007 also adtenmg of the fund for supporting of
producers using renewable energy sources. In addithe undertaking has separated its
accounts their cost components according to theinagents elaborated by the Authority as
follows:

= sale of network servicee{-ante regulation, the Authority approves network chargesr
to their entry into force)

= transit of electrical energye>( post regulation, the Authority has the right to monitor
justlflcatlon of prices)

*= charges paid by customers for connecting to thevor&t (ex-ante regulation, the
Authority approves the methodology for calculatmnconnection charges separately for
every undertaking)

*= sale of balancing energyextpost regulation, the Authority has the right to monitor
justification of prices)

ancillary activity
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As until 2009 Elering belonged to the Eesti Eneggiaup then in February 2009 the internal
auditors of Eesti Energia submitted to the Autlyatieir annual report titled “Equal treatment
of market participants by Elering OU”. After sepawa from the group Elering has not yet
submitted a new equal treatment action plan buirfasmed the Authority that a new plan is
under preparation and will be submitted to the Autly in August 2010.

Independence of Elering is especially important fiee market conditions where the

undertaking has information on bids of various &leity producers and traders and possible
leakage of this kind of information would be equalinsider dealings at stock exchange
which can give advantages to certain traders bef@ethers.

From the point of view of equal treatment of margatticipants it is extremely important to
secure confidentiality of information. The infornwat system of Elering is partly still
continuously connected to the system of Eesti Eaagygpup. Some of the systems have been
separated from the group, like network control amata reading systems, balance
administration software, accounting and bookkeepsoffware. Continuously there is a
connection with the information system of Eesti g of electronic messaging and the
system group calendars, file and printer serviagguthent administration system, local
network, security solutions (antivirus and data ptng) and operational network
administration software. Common servers are seg@dratom each other with “firewalls”.
According to the company’s internal administratregulations the group’s employees have
no access to the confidential information of Elgrimhe Authority is in a position that full
independence can be achieved only by an indepefilsgstem outside of the group

As one of the competences of Elering is securingupply and balance in the power system,
equal treatment of market participants is extrenmalyortant also from this aspect. Pursuant
to the Electricity Market Act the transmission ager can give orders to consumers,
producers, network operators and other marketgyaatits for adjusting their consumption-
production regime, in order to safe-guard secuotysupply in the entire system. It is
extremely important that market participants aeatied equally. Safeguarding of security of
supply is based on respective internal documentsbkshed by Elering, including the
Procedures of Operational Control of the Estoniawd? System. For improving cooperation
with larger clients relevant agreements on techiricaperation on security of supply are
concluded or, are under conclusion. In order tausecooperation with neighbouring power
systems agreements on parallel operation are atsduded.

An important issue is availability of a plan fortiaos in possible crisis situation where
limitations of consumption may become necessaryeniergency situations the guidance is
the instruction for liquidation of emergency consewgces elaborated by the Ministry of
Economic Affairs and Communications, as well as pten for consumption limitations,
which is adjusted annually. The orders issued bystfstem operator proceed from security of
supply needs. In order to follow the requirementsriag has validated documents that
describe the actions required by the system operato

OU Elering constantly develops the network and taesisufficiency of the transfer capacity
of existing transmission lines. If congestion sfpears by a coincidence circumstances, then
Elering shall have to limit consumption by distrilom networks in accordance with the
limitation plan agreed upon with the network opersitin beforehand. Respective plan is
adjusted annually. The transmission dispatch ceoperator has the right to decide upon
actual situation, which consumer to interrupt fiist order to have the highest corrective
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effect under specific circumstances. Elering hasagmeement with the owner of Estlink 1
according to which in case of a congestion thetetat energy transmitted to Estlink can be
limited as well.

Connecting of market participants to the transmaissietwork is important from the point of
view of equal treatment, first of all in relatiom producers, as consuming customers connect
to a distribution network, as a rule. That is wigual treatment of producers is especially
important. During the last years Elering has issheghest number of specifications for
connecting of windmill parks. As regards connectrigoroducers a situation can appear that
the transmission operator Elering has to allocdteoarce of shortage” or saying it in other
words, existing network may have not enough capaitit a specific area/territory for
connecting all potential applicants that want tarect. The Electricity Market Act provides
for refusal, first of all in cases where existingtwiork structure has lack of transmission
capacity for network service. Elering uses a comieom in concluding connecting contract
agreements with all connectees. The form is disdam their web site. In order to secure
equal treatment for all customers an internal ptace for connecting has been established,
the following of which is obligatory for all emplegs dealing with connection issues. The
charges/fees for connecting to the network areutatied on the principles laid down in the
Grid Code, i.e. on the basis of actually incurredts. In case of refusal to connect Elering
follows principles stipulated in the Electricity k&t Act, its paragraph 65. In situations
where connecting is related to a congestion ofsfeancapacity the customer can get a
connection offer for a maximum possible capacifynd connection offers can be issued,
because needed capacity is unavailable, the caewcare added to a waiting list.
Applications in the waiting list are processed, wiequested capacity becomes available, on
the principle of chronological priority — earlieapplication in the list gets the connecting
offer first.

In conclusion, activities of Elering (the TSO) iteld to equal treatment of market participants
can be considered satisfactory and the Authorisyria observed cases of unequal treatment.
Whereas the Authority is in an opinion that Elergigpuld further develop a new information
system which is independent and separated frorgrthep.

3.1.4.3 Unbundling of activities and equal treatment in dstribution networks

The largest distribution operator Eesti Energiausdrk OU belongs to the Eesti Energia AS
group. Eesti Energia group is a vertically integdaienergy company that integrates the
following undertakings: oil shale and electricityoduction, distribution network, trading
company and undertakings the deal with ancillaryvdies. 100% of the group’s shares
belong to the Estonian state. In May 2009 the Hes#irgia group changed its business titles
together with the change of company logos.

In relation to unbundling of activities, the Ee&inergia distribution operator completely
fulfils the requirements of the Directive No 2008/BC of the European Parliament and of
the Council and of the Estonian Electricity Mark&tt. By its legal unbundling it is
guaranteed that the undertaking is not active lerotlectrical energy related fields than in
so-called supporting services — i.e. all servicesded for provision of distribution service
and/or operation of the distribution network. Theevices particularly include carrying out
electrical works, provision of operational dispatervices, supervision on behalf of the
owner and production of reserve energy.
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The only activity of the undertaking is the prowisiof distribution service. In addition, the

undertaking has separated in its accounts all lsaséd on requirements elaborated by the

Authority as follows:

= sale of network servicee-ante regulation, the Authority approves the networkrges
prior to their entry into force)

= charges paid by customers for connecting to thearét(ex-ante regulation, the Authority
approves the methodology for calculation of conoecicharges separately for every
undertaking)

= sale of network services that are not subject pyaml

= ancillary activity

Pursuant to the Electricity Market Act a membethaf management board of another network
operator of the group may not at the same time iember of the management board of the
distribution operator, nor be in charge of it. Hoeg it is allowed to be a member of the
management board of an undertaking of the group anthe same time a member of
supervisory board of the undertaking. Currently shpervisory board has five members, all
of them from Mother Company. The management boasidne member but according to
their action plan it is intended to enlarge therdodaw does not stipulate the number of
members of the board of the distribution operatot the Authority agrees that an
enlargement of the board would be a positive dgrent. Eesti Energia Jaotusvork is the
owner of the network assets which ensures thellfudnt of the requirements of the
Electricity Market Act.

For equal treatment of market participants the ostwservices are provided in cases
stipulated in the Electricity Market Act, while stéard conditions for the services are
approved by the Authority. In other cases certaist@mer groups are serviced on the
principles of equal treatment and standard conusti@f contracts elaborated by the
undertaking itself. The charges for services arpramged by the Authority as well. The

charges for the services, which are not subjeeipfwroval, are calculated by the undertaking
using uniform methodology for all market participgnRefusal to provide a network service
is allowed only in cases stipulated by law.

According to the action plan Eesti Energia Jaottuswiplements the measures upon orders
by the transmission operator Elering. Respectiv@enation agreement has been concluded
between the two operators in order to secure teahstability of the grid and security of
supply as well.

The transmission network operator buys a numbe¥sséntial goods and services from the
undertakings of the Eesti Energia group. This ignaportant circumstance first of all from
the price formation point of view. Therewith pritr the purchasing of services negotiations
are kept on the price and on other conditions. diees of goods and services bought by the
distribution network operator are reflected in taeiffs for network services which are
approved by the Authority. That is why the Authprénalyses in the approval process the
prices of goods and services and monitors whetheeginside of the group are not higher
than market prices.

In order to ensure equal treatment of market ppeit and for the fulfilment of the

confidentiality requirement the distribution operabas concluded with the Eesti Energia
group an authorization agreement and an Annex tehith sets out clear rules for the
limitation of access to the confidential informatiorhe authorization agreement lays down
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the procedure how the group’s employees involvedhm provision of the authorization
related services should treat the information iairtipossession. Access to the data base of
other undertakings of the group is regulated byhrieal and organizational measures
including limitations of access to the informatgystems.

Pursuant to both the Electricity Market Act and Ehéblic Information Act network operation
undertakings are obliged to maintain a web site andisclose on it information which is
important to customers, like the charges for nekwsarvices, standard terms and conditions
for network service contracts and other essentfalmation. The Authority has observed that
whilst earlier the distribution operator had itsrosommunication personnel that organised
communication with media then currently Eesti Eredaotusvork buy this service from the
mother company Eesti Energia AS. It feels like ¢hisra willingness to present to the public
an integration of the undertakings to the unitezhdrof Eesti Energia group. In May 2009 the
business titles and logos of the undertakings efgtoup were changed. Jaotusvérk OU was
changed to Eesti Energia Jaotusvdrk OU and all timkiags of the group started using the
group’s logo. By this the belonging of the disttibn undertaking to the group is stressed out
and a separation of the daughter company is mieithiAlthough the distribution undertaking
has updated its web site and access to the infmmatcessary to market participants has
improved, using of the same logo and similar tileh mother company may confuse market
participants and complicated the use of information
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3.2. Competition in the electricity market

3.2.1 Wholesale market

The main specifities of the Estonian electricityrked are the transitional period until 2013
and an extremely high level of concentration ofrtrerket. Until 2009 the market was opened
only by 13% and since 2009 until 2013 the levedbpénness shall be 35%. In 2009 there were
four independent active electricity traders/sellers the market. 24 producers/consumers
changed/switched their (open) supplier. There heenla considerable development of the
export-oriented market whereas traders buy eldégtrfiom local producers and export it. In
April 2010 the power exchange commenced operationsstonia. Opening of the power
exchange was more deeply dealt with in Chaptefl 2hove.

In essence the production in Estonia is controlbgdthe largest energy company Eesti
Energia which has 2 224 MW of the installed netacay of 2 437 MW or 91% and in 2009
it produced 92,0% of the total production. Herewitlshould be noted that practically all
electricity production is based on domestic resesignd thereby Estonia is independent from
import of fuels. According to the statistics of 30@lmost 94% of electricity was produced
from oil shale, 3% from shale oil and oil shaleqassing (pyrolisis/retorting) by-product gas,
while the share of other fuels was very modestwarg 5.1-2).

Compared to other EU Member States one more speoifithe Estonian market is its little
volume. In 2009 domestic electricity consumptiorswa@66 GWh (incl. 886 GWh of losses)
and system peak load was 1513 MW. According tod# presented in table below an
annual consumption has been gradually increasimges?001, but on connection with the
economic recession in 2009 the consumption felt[3%6. Estonia exported 2 943 GWh and
imported 3 025 GWh. Some general indicators ofntlagket are presented in below table 3.2-
1.

Table 3.2-1 General indicators of electricity wholeale market (Sources: Statistical
Office and TSO)

Electricity Import | Export | Peak | Installed | No of producers | Market share | Average

consumption load | capacity with more than of 3 largest | market price
Year GWh? GWh | GWh | MW | MW?® | 5% market share | producers | EEKc/KWh'
2001 6970 496 1118 | 1321 2876 1 99
2002 6940 412 1102 | 1336 2726 1 99
2003 7210 93 1989 | 1475 2723 1 99
2004 7440 347 2141 | 1318 2675 1 99
2005 7510 345 1953 | 1331 2433 1 99 40,95
2006 7978 251 1001 | 1555 2059 1 99 40,95
2007 8534 345 2765 | 1537 2052 1 99 40,95
2008 8557 1369 | 2310 | 1637 1960 2 99 44,64
2009 7966 3025 | 2943 | 1513 1888 2 99 49,61

Notes: ‘production price of Narva Power Plants
Zincl. network losses
3 possible production capacity during peak load

Due to the partial opening of the market the enmgy@if an effectively functioning market is
restrained as the electricity sold to non-eligiblestomers has to be produced in a legally
stipulated way. However, in 1 April 2010 the netépstowards market opening was made,
according to which eligible customers may not blegcticity at the regulated price, but need
to buy it in an open market. This is an importankestone in creating competition on the
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wholesale market. Therewith, according to the ganerganisation of the market, until
1 January 2013 non-eligible customers may buy rd#gt only from the serving network
operator or from seller designated by the operddetwork operators in turn shall purchase
electricity for compensation of power losses or ferselling to non-eligible customers
produced either in the Narva PP, in cogeneratiocgss or produced by small producers (of
below 10 MW capacity). Essentially, the majority toe Estonian producers complies with
these criteria and is in equal conditions with lWeeva plants. For example, Eesti Energia AS
sale undertaking buys electricity from various powkants located in Estonia and re-sells it
to other network operators. Other traders performlarly. To some extent the wholesale
market has emerged — from the sale of electriatgeatwork operators. Namely, dealers buy
electricity directly from producers independenthprh AS Eesti Energia and re-sell it to
network operators.

Since there was no power exchange in Estonia irf,2€@tere was no market price for
electricity as well. In order to compare the Eséonmarket with other markets in EU Member
States the Narva PP’ as the market dominant prodwith a market share of over 90%)
production price has been taken as the market owbieh was in 2009 49,61 EEKc/kWh.
Since 1 November 2009 the price is 46,01 EEKc/kWh.

In order to adequately evaluate the activity oteleity producers and wholesale traders it is
reasonable to consider their market share in thiemal wholesale market together with other
Baltic electricity market regulators. Through HEstlil the electricity system of Baltic
countries is integrated with Finland. In Latvia ddthuania the market is opened and with
the planned Estlink 2 connection the Estonian d&edvthole Baltic system will even more
deeply integrate with the Nordic countries’ powgcleange NPS. The prices in the regional
electricity whole sale market have since 2007 bsmaped by the fluctuations of the NPS
Helsinki area prices. Herewith also the Helsinkaaaprices are reflected. In 2007 an average
price was 46,96 EEKc/kWh (30,01 EUR/MWh), in 208838 EKc/kWh (51,02 EUR/MWh)
and in 2009 57,86 EEKc/kWh (36,98 EUR/MWNh). In 2041®) average price for the second
guarter in the NPS Estlink price area was 56,87 &EKh.
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Drawing 3.2-1 NPS Helsinki area annual average exahge price in comparison with the
approved price for Narva Power Plants in the periodof 2004-2009
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In conclusion it should be realized that first difia relation final consumers in 2009 there

were no a functioning electricity market in EstonMevertheless, the amendments the
Electricity Market Act that were enforced in thegbing of 2010, as well as the opening of
power exchange have changed the competition stuati

3.2.1.1 Impact of CO; on electricity price

Since 91% of electricity is produced from oil sh@da 2008 statistics, see drawing 3.2-1) the
price for electricity is essentially influenced ByCQ emission reduction policy. It can be
stated that the impact of G@olicy to price formation in Estonia is considdyabigher than

in other EU countries. This is because productibelectricity from oil shale has a higher
CO, emission level: the production of 1 MWh of elecaitienergy is accompanied by approx.
of 1 ton of CQ emissions. Thus, if all needed €@Quantity should be bought at a market
price it would significantly increase the electiycprice. For example, if the GQon price is
€10 (156,5 EEK), it adds the same sum to the priee€10 (156,5 EEK/MWh).

For the previous period (2005 to 2007) sufficier®,Cyuota was allocated for Estonia,
including for the possessor of Narva PP Eesti Hae&S, which satisfied domestic
consumption and export needs as well. For the oggpéeriod (2008 to 2012) the European
Commission by its decision essentially cut the,@0ota. Estonia contested the judgment in
the Court of First Instance. The Court of Firstémse made a favourable decision for Estonia
which was in return appealed by the European Cosiamswith the European Court of
Justice. Although the litigation is ongoing the dfsan government validated its internal
guota allocation plan for 2008-2012. The plan sefisa permissible annual GQuantity of
12,7 million ton, which includes a state reservel @4 million tons. Whereas, the allocation
for the Eesti Energia group is 9,2 million tons.eDio the essential cuts in quota a question
rises - whether Eesti Energia has enough, @Oota for the coming 5-year period for
supplying domestic customers or instead, some extoda has to be purchased. Obviously,
purchasing an extra quantity of quota shall infeesthe price for electricity. The Authority
ordered calculations from Tallinn Technical Univrof CO, quantities emitted by Eesti
Energia. If to assume that for the export of eleityr and for the production of shale oil the
guotas will be purchased and if also to consider decrease in consumption, then Eesti
Energia has necessary £€quota to cover domestic consumption.

However, there is an uncertainty about the nexication period that begins in 2013. If then
all the necessary GQyuota is to be purchased at a market price arldded in the price of
electricity, then at the current G@rices (of about 10€ per ton) it would result inagiceable
increase in electricity production cost.
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3.2.2 Retail market

Estonia is going through the transitional periodnarket opening. The share of consumption

by eligible customers in 2009 was 28,5% of the Ifinansumption, corresponding to
2015 GWh. Respective data is presented in table S2low. In the column of bilateral
contracts the electricity purchased by eligibletaoers is given.

Table 3.2-2 Electricity consumption Estonia

Total consumption Sold to eligible customers
(without network losses) |upon bilateral contracts

Year GWh GWh

2002 5 686 670

2003 6 013 760

2004 6 326 880

2005 6 403 850

2006 6 902 875

2007 7180 985

2008 7427 1089

2009 7 080 2015

Since non-eligible customers are obliged to buyctdl@ty from the servicing network
operator they have no possibility to switch the@igp. Similarly to the wholesale market also

in the retail market the undertaking with the bigjgmarket share is Eesti Energia AS with its
actual share of about 87%. The information reldtethe retail market is presented in table

3.2-3.

Table 3.2-3 General data on the retail market

Market share of three biggest sellers Swatcthe seller
No of No of Small Small
Total undertakingg independ undertakin| Large undertakings
consumption[  with more ent Large and| Medium gsand | and very| Medium and
(without than 5% | electricit | very large | and smalll household| large |and small household
losses) GWh market shar¢ y sellers | industries | industries| customers| industries| industries| customers
2001 5 607 1 0 100 93 93 0 0 0
2002 5 686 1 0 100 93 93 0 0 0
2003 6 013 1 0 100 93 93 1 0 0
2004 6 326 1 0 100 93 93 1 0 0
2005 6 403 1 0 100 93 93 1 0 0
2006 6 902 1 3 100 92 92 1 0 0
2007 7 180 1 3 100 92 92 0 0 0
2008 7427 1 3 100 92 92 n/a n/a n/a
2009 7 080 1 4 100 93 93 n/a n/a n/a

* Does not include network companies

Data on the formation of prices paid by final cusérs (network services + electricity) are

presented in the following table 3.2-4 below. Thasumer price regulation and the selling is

dealt with in Chapter 6.1-5.
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Table 3.2-4 Electricity final consumer prices in 209

Business Household
Unit customer customer
EEKc/kWh 32,98 60,12
Network service charges €/MWh 21,08 38,42
Taxes included in network charges 0 0
Price of electricity without network service (majfEEKC/kWh 5143 51,43
tariff approved by the) €/MWh 32,87 32,87
EEKc/kWh 5,00 5,00
Excise tax on electricity €/MWh 3,20 3,20
EEKc/kWh 6,07 6,07
Subsidy for renewable energy €/MWh 3,88 3,88
EEKc/kWh 95,48 122,62
Final consumer price without VAT €/MWh 61,02 78,37
EEKc/kWh 18,14 23,30
Vat 20% (untill July 2009 18%) €/MWh 11,59 14,89
EEKc/kWh 113,62 145,92
Final consumer price incl. VAT €/MWh 72,62 93,26

Notes:

Under business customers are considered all customiiech are not households.
Prices according to Eesti Energia and Eesti Endaypdusvork price list.

1 €=15,65 EEK

3.2.2.1 Complaints and inquiries of market participants

In the current legal framework a market participaraty record a written complaint with the
Authority against an activity or inactivity of ama@r market participant which is in conflict
with stipulations of the Electricity Market Act ather legislation established on the basis
thereof. The Authority examines the complaint arakes a decision thereon in 30 days as of
the receipt of the complaint. In case of cross-bodisputes a complaint shall be resolved by
the supervisory authority under which jurisdictios the undertaking against who the
complaint is recorded. In addition to above a nekwaperator and an electricity trader shall
approve the standard term and conditions of thessabntract which amongst other things
lays down also complaints resolution issues.

As regards disclosure of formation a network uradenyg is obliged to disclose on its web site
the approved prices, methodologies, standard tarmdsconditions and give explanations on
those to the persons requesting it. Pursuant toPthialic Information Act the network
undertakings that possess a natural monopoly aemel® to be equal to holders of
information. In the context of the Public InfornatiAct also the Authority can be deemed to
be the holder of information. Therefore, both timelertakings and the Authority are obliged
to ensure access to the information in their passesunder the conditions and pursuant to
the procedure provided by law. Thus, consumers hlgeright to request service related
information from both the Authority and the und&meys.

The Railway and Energy Regulatory Division of thetl#ority does not keep statistical records on
replies to information requests and resolution ispdtes separately for each sector. In 2009 in
total for the electricity, gas and district heatsertors the Authority prepared 208 responses to
complaints and information requests, made 11 detwson resolution of complaints and therewith
one precept was issued

The electricity undertaking with the biggest shanethe market Eesti Energia AS (including
the distributor Eesti Energia Jaotusvork) in 2088cpeded 564 365 complaints. 216 800 out

53



of these were related to billing 42 250 to meterigdf? 450 to quality of supply and 1745 to
other issues. Altogether 272 116 information retpie®re responded to.

3.2.3 Competition supervision and measures for avoiding lause of market

dominant position

The Competition Act provides definitions for una@ihgs with market dominant position,
undertakings having special and exclusive rights amdertakings possessing and controlling
essential facility. An undertaking, or several umalkings operating on the same goods
market, has dominant position if the position eaabt/them to operate in the market to an
appreciable extent independently from competiteuppliers and buyers. Dominant position
is presumed if an undertaking or several undertgkioperating on the same goods market
account for at least 40% of the turnover in thedgomarket.

According to the Competition Act, any direct or imett abuse by an undertaking or several

undertakings of the dominant position in the gom@dsket is prohibited, including:

1) directly or indirectly imposing unfair purchaee selling prices or other unfair trading
conditions;

2) limiting production, service, goods marketshtacal development or investment;

3) offering or applying dissimilar conditions toudegalent agreements with other trading
parties, thereby placing some of them at a competitisadvantage;

4) making entry into an agreement subject to aecwgt by the other parties of
supplementary obligations which have no conneatiith the subject of such agreement;

5) forcing an undertaking to concentrate, entero in agreement, which restricts
competition, engage in concerted practices or adalgicision together with the
undertaking or another undertaking;

6) unjustified refusal to sell or buy goods.

Special or exclusive rights are deemed the righastgd to an undertaking by the state or a
local government which enable the undertaking teehe competitive advantage over other
undertakings in a goods market or to be the ontlettaking in the market. An undertaking is

deemed to control essential facilities or to haweatural monopoly if it owns, possesses or
operates a network, infrastructure or any otheergss facility which other persons cannot

duplicate or for whom it is economically inexpediém duplicate but without access to which

or the existence of which it is impossible to opeia the goods market.

The Competition Act stipulates obligations of urtdkings with special or exclusive rights or
in control of essential facilities according to wiiabove mentioned undertakings shall:

1) permit other undertakings to gain access tondtevork, infrastructure or other essential
facility under reasonable and non-discriminatoryndibons for the purposes of the
supply or sale of goods;

2) keep clear separation of accounts for diffen@mmary and secondary activities (e.g.
production, transmission, marketing and other arefsactivity) enabling thereby
transparency of economic performance;

3) maintain separate records on revenue and expeadelated to each product or service
based on consistently applied and objectively fiestiprinciples of calculation, which
shall be clearly specified in the internal rulestibé undertaking. The calculation of
revenue and expenses must enable to assess wihetipeice of a product or service is in
a reasonable ratio with the value of the producesvice.
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An undertaking with special or exclusive rights inrcontrol of an essential facility may
refuse to grant other undertakings access to tiwonle infrastructure or other essential
facility if the refusal is based on objective reasancluding cases where:

1) the safety and security of the equipment comtketith the network, infrastructure or
other essential facility or the efficiency and s#guof the operation of such network,
infrastructure or facility are endangered;

2) maintenance of the integrity or the inter-opéitgtof the network, infrastructure or other
essential facility is endangered;

3) equipment to be connected to the network, itfuature or other essential facility is not
in conformity with the established technical standaor rules;

4) the undertaking applying for access lacks thehrieal and financial capability and
resources to provide services efficiently and gatel the necessary extent through or
with the assistance of the network, infrastructurether essential facility;

5) the undertaking applying for access does nad ¢ permit prescribed by law for the
corresponding activity;

6) as a result of such access, data protectiongad\by law is no longer ensured.

Pursuant to the Competition Act all network operstare undertakings with special and
exclusive rights, as well as the undertakings mssg essential facility. The exclusive right
is granted also by the concession principle, asrde=] in section 3.2 above, by which to
every distribution network has service area assigoat and in which only one operator may
provide network services. The Electricity MarkettAegulates the activities of network
operators in detail and assigns the supervisorgtiom as well. That is why supervision of the
activities of network operators is regulated prityadrsy the Electricity Market Act.

Based on the Electricity Market Act, the Authority obliged to approve the price of
electricity sold to non-eligible customers and lie framework of this also the production
price of Narva Power Plants. The Authority has dls® right to monitor the prices of a
market dominant seller and of the electricity soyda producer.

If a market dominant undertaking or an undertakingontrol of an essential facility abuses
its position then pursuant to the Competition Agracept may be issued or a misdemeanor
proceedings may be initiated (punishable by a pieealty payment of up to 500 000 EEK).
Repeated abuse may be subject to punishment bypfxayminal procedure.

Since 1 January 2008 the Authority as the authavitii new functions has an obligation to
supervise market functioning pursuant to both tleetEcity Market Act and the Competition
Act. The Electricity Market Act regulates in detalectricity network undertakings’ activities
— their rights and obligations. Although the Conipmt Act stipulates the obligations of
electricity network undertakings as ones in contbln essential facility it is practical to
apply in networks regulation the specialised atie-Electricity Market Act. On the contrary,
the activities of producers and traders are regdlat the Electricity Market Act quite broadly
speaking. Hence it may be more practical to apphg primarily the Competition Act.

In February 2008 Baltic Energy Partners, a tradexlectricity, submitted a complaint about
Eesti Energia owned Narva Power Plants’ activitgcéding to the complaint the plants
refused to sell electricity. In the settlement bk tdispute, the Authority based on the
Competition Act. It was ascertained that Narva RoRkants is an undertaking in market
dominant position and the refusal to sell was amsabof this position. The Competition
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Authority imposed a fine in the amount of 250 O0@EKEto Narva Power Plants (that belong
to the Eesti Energia group) for an unjustified s&fiuto sell electricity to two smaller network
operators and as well for setting up unjustifiechdibons for restoring of selling. The case
revealed advantages of the merged Authority — grsggtor problems can be solved pursuant
to Competition Act while using the knowledge andpemxence of the energy market
regulatory authority.

3.2.3.1 Impact of changes in the system of subsidies paid electricity producers in the
electricity market
Until 1 May 2007 a regulation was valid in Estonihere the cost of subsidizing of
renewable sources was included in the price oktletricity transmission services. Namely,
the network operator had an obligation to buy fittve producers connected to their network
that used for production renewable energy sourdestrieity at the fixed price of
81 EEKc/kWh. If the producer was connected to d@ibistion network then the distributor
received compensation from the transmission unkiedafor the relevant cost. The scheme
was not transparent enough. As the subsidy forwahkes was included in the transmission
tariff electricity consumers had no precise ovesvief how much they had to pay for
supporting renewable energy.

Beginning from May 2007 the scheme for supportihthe energy produced from renewable
sources and heat and power cogeneration (CHP) keaasyed. According to the new scheme
the producers have two options: either to selltelgty at a fixed tariff in the framework of
the purchase obligation or, to receive a subsidy tansell electricity at a market price.
Financing of both the purchase obligation and thskly is arranged through the
transmission network operator (TSO). By the begigniof each calendar year the
transmission operator Elering prepares a progrdsise needed subsidy in total and allocates
it between distribution operators proportionally tteeir distribution service sales volume.
Each distributor includes that in their distributicervice bills. For example, in 2007
consumers paid for the supporting of renewable8 EAKc/kWh. The new support scheme is
more expensive for consumers but at the same timaitransparent and an informative one.
According to the analysis carried out by the Auityathe electricity price increase based on
the old system would have been 4,4%, while basethemew scheme it is 10,4%. in 2009
they have to pay 6,07 EEKc/kWh and in the curreeary2010 they will have to pay
12,64 EEKc/MWh. Below table 3.1-4 presents theffaapplicable under the framework of
the purchase obligation and the subsidies. Prdlgticansumers paid for supporting of
renewables in 2008 3,03 EEKc/kWh, in 2009 6,07 dhis year they have to pay
12,64 EEKc/kWh. Thus, the subsidy has increase ¢ to 12,64 EEKc/kWh, i.e. almost 6
times.

Partly the reason lays in the amendments to thslétign. Namely, in 2009 the paragraph of
the Electricity Market Act that lays down the sulysiissues was amended once again.
According to the system established in 2007 thesigigss for production from renewable
sources were paid only in cases if the productouigment capacity was below 100 MW. In
1 June 2009 the Electricity Market Act was amendda amendments removed the capacity
limitation. As a result of this, also Narva PowdarRs got the subsidy, when they used wood
chips in addition to oil shale fuel in electricppyoduction. The amendment had a substantial
effect on the subsidy, raising the total subsidyoamt in 2009 to 405 million kroons.
73 million out of it, or 18% were paid to the Naf®awer Plants.
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Subsidy related issues in the Electricity Market Wwere further amended in February 2010.
The most significant change in the system of suésigayable to electricity producers was
the abandoning of the purchase obligation. At Hraestime the circle of undertakings eligible
to subsidies was enlarged. Beginning from 27 Felgr@2®10 producers have the right to
receive subsidy in the following cases and amounts:

*= beginning from 1 July 2010 for the electricity pooeéd from renewable sources,
excluding biomass, 84 EEKc/kWh (EEKc is an abbrigeafor cents of Estonian kroon);

* beginning from 1 July 2010 for the electricity, if is produced from biomass in
cogeneration process, 84 EEKc/kWh. If the eledyries produced from biomass in
condensing process then it is not subject to thsidy. In this case it is a new stipulation
that is intended for the limitation of inefficiense of renewable resources;

= for the electricity produced in an efficient cogeat®n process from waste as defined in
the Waste Act, from peat or from the pyrolisis gésil shale processing 50 EEKc/kWh;

= for the electricity produced in an efficient cogeate®n process with a production
equipment with the capacity not exceeding 10 MWERKc/kWh,;

= for the utilization of installed net capacity if @il shale using production equipment, if
the production equipment has started operationinvitie period of 1 January 2013 to
1 January 2016, depending on the@@ota price, 22-25 EEKc/kWh.

Furthermore, the quantity of electricity producedni wind energy in Estonia, which is
eligible to subsidy was increased from the eadi@d GWh to the limit quantity of 600 MWh
in a calendar year.

From the aforesaid it appears that differently freanlier practice subsidies are paid also for
the usability of the available oil shale using alisid production capacity. The energy political
objective of the subsidy scheme is ensuring ensepurity for Estonia at any time. The
subsidy scheme is built up with an objective ofigaition of the risks of investing in oil shale
blocks in connection with the market risks involvadcemission trade. However, activities in
the common electricity market of the Baltic and @®lor countries are not subject to
subsidising. Namely, the production of electriditym oil shale is very C@intensive (in the
production of 1 MWh of electricity 1 ton of GOs emitted) and therefore, the price for LO
has a big impact on the cost of the produced @t@gtrThat is why the volume of the subsidy
is directly linked to the price of CQyuota. If the C@quota price is below 10 EUR per ton,
then the subsidy is not paid

The Authority agrees that the effect of the amendmeo security of supply is positive,
because they reduce investment risks and this tlagsfoundation for erection of new
production capacity in Estonia. First of all itredated to new oil shale blocks and wood and
peat using CHP plants. On the other hand the Aityhigrconcerned about the conditions for
competition. A situation may occur where after saim@e that all producers are receiving
some support and thus there will be only subsidieézttricity production in Estonia.
Amongst others the Authority keeps in view whah&ppening in the neighbouring Latvian
and Lithuanian markets, where the electricity pomis are getting support only for the
production sold domestically. Herewith the Estonpaonducers have an advantage, because
pursuant to the Estonian legislation the paymergutisidy does not depend on the place of
selling on the market.

The January 2010 amendment to the legislation gdlse total amount of payable subsidies
and the number of producers eligible to the subaglyvell. If in 2009 the subsidy paid for
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619 GWh totaled 405 million kroons, then for 2010si estimated to pay 1202 GWh in an
amount of 846 million (source: Elering OU). Thus2@09 7,9% of the produced electricity
was subsidy supported (in 2009 the total elecyrigibduction was 7 884 GWh). If to assume
that in 2010 the volume of production will not irase then respective share shall be already
as high as 15,2%.

In the situation where the subsidising is evereasing their share in customer bills becomes
very essential. The production price of electricsiyld to the non-eligible market by the
biggest producer of Narva Power Plants is 46,01 &EBKh. Adding the subsidy of
12,64 EEKc/kWh results in the 58,65 EEKc/kWh forl@0Thus the share of subsidy in the
production price is 22%. Taking into account thenpled subsidies, like new wind mill parks
(because the supportable production volume wasddi®m 400 to 600 MW), CHP plants
and new oil shale blocks the share of subsidyerelctricity price will be a yet higher.

Conclusively the Estonian Competition Authority esgses its concerns about the movement
of Estonia towards continuously increasing sharsuiiisidies in the price of electricity. Due
to the tendency the Authority has started a thanautplysis of the subsidy payments in order
to evaluate the effect of supporting to the contipetisituation and to consumers, as well as a
justification of the actual subsidy levels.
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4. Natural Gas market functioning and regulation
4.1. Areas of regulation

4.1.1 Review

Similarly to the electricity system also the gapm@y system was built during the former
Soviet Union and historically formed as part of theviet gas supply system. Map of the
Estonian gas supply system is presented in dradihgl below. Estonia has cross-border
connections only with Russia and Latvia. Thus, Bistds in a situation similar to other Baltic
countries and Finland, without connections witheotBU Member States and the only source
of supply is import from Russia. There are appratety 880 km of gas transmission lines
(with the pressure level of above 16 bar) and aB0@B6 km of distribution lines in Estonia.
Estonia has no gas storing facilities or liquefredural gas (LNG) terminals. The necessary
pressure level in the Estonian gas system is maedaeither by the Russian transmission
system’s compressor stations or by theikalns underground gas storage in Latvia.
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Drawmg 4.1- 1 Estonian natural gas transmission netork (Source AS EG Vorguteenus)

Compared to other EU Member States the Estoniamgaket is a very small one. By 2009
statistics the peak load in the system was 435@sdrod m daily (1684 MW), while the
annual consumption volume was 655,1 millioh (@10 TWh = 0,5 Mtoe). Altogether there
are 26 gas distribution network undertakings intlgcEG Vorguteenus which is at the same
time also the transmission system operator (TSO).
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The Estonian gas supply is also characterised éycittumstance that in many areas like
western part of Estonia, including islands and raiistonia is without gas supply. To a large
extent, the reason is low population density oftdretory. During the last years the network
has expanded into Parnu County and Pdltsamaa. tbb@c2009 the connections to Ahtme
Thermal Power Plant and to Muuga port were comwmesi. The next project is developing
of the gas network to Paldiski.

Similarly to the electricity system it should be @masised that the transmission infrastructure
is strong, there is no transfer capacity deficiEsgtonia.

The formation of an Estonian gas market dates back998 when the Energy Act entered

into force. By the Act all customers except housdghavere defined as eligible ones. Since
1 July 2007 all customers are eligible. This meidwas also household customers are free to
choose the seller/trader and the market is opendd@%. Table 4.1-1 presents the dynamics
of the gas market opening.

Table 4.1-1 Opening of gas market

Year Annual consumption GWh Percentage of market opning
1998 All, excl. households 95
1999 All, excl. households 95
2000 All, excl. households 95
2001 All, excl. households 95
2002 All, excl. households 95
2003 1,8 95
2004 1,8 95
2005 1,8 95
2006 All, excl. households 95
2007 All customers 100
2008 All customers 100
2009 All customers 100

Note:* Since 1 July 2007

4.1.2 Cross-border gas connections, available transfer pacity, congestion
management

Estonia has network connections with Russia andvidatAltogether there are three
connections: from Narva and Vérska to Russia aaoh fKarksi to Latvia (drawing 4.1-1)
with the total transfer capacity of 11 000 thousamiddaily (4276 MW). As a rule, only the
Varska and Karksi connections are operational. Waeva connection is typically closed
because of limitations (congestion) in the Russate network. Although its theoretical
transfer capacity is 4000 thousand daily (1555 MW) the actual practically possiblevil
does not exceed 500 in winter time and 1000 thalis&rdaily in summer period.

Table 4.1-2 Transfer capacity of cross-border interonnections

Technical flow capacity Actual peak flow

Narva Varska Karksi Narva Varska Karksi
connection with connection connection with connection connection with | connection with

Russia with Russia Latvia with Russia Russia Latvia

K m?® per K m?® per K m?® per K m?® per K m?® per K m?® per

day MW day MW day MW day MW day MW day MW
2008 500 194 4000 |1555| 7000 |2721 940 365 3110 |1209| 4610 1792
2009 500 194 4000 |1555| 7000 |2721 230 89 2480 964 4350 1691

* Theoretical flow capacity is 4000 thousandper day but practically limited because of congestn the Russian network.
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The 2009 peak load was 4350 thousariddaily, which is much lower the maximum
available transfer capacity. Natural gas annuak geasumptions are presented in table 4.1-3.
The data illustrate that there is no shortageasfamission capacity.

Table 4.1-3 Natural gas peak consumption and tranef capacity of transmission system

Available (max) system
Peak load transfer capacity
1000 m? per 1000 m*® per
day MW day MW
2001 5 400 2 099 7 000 2721
2002 5 000 1944 7100 2760
2003 5500 2138 7 800 3032
2004 5100 1982 8 300 3226
2005 5200 2021 10400 4043
2006 6 700 2 604 10500 4081
2007 6 400 2488 10 700 4159
2008 5200 2021 10 900 4 237
2009 4 350 1684 10 900 4237
2010 prognosis 5 300 2 060 10 900 4 237
2011 prognosis 4 500 1749 10 900 4237
2012 prognosis 4 800 1 866 10 900 4 237
2013 prognosis 4 800 1 866 10 900 4 237
2014 prognosis 4 800 1 866 10 900 4 237
2015 prognosis 5000 1944 10 900 4237
2016 prognosis 5 300 2 060 10 900 4 237

Note: Prognosis is a projected estimatioAByEG Vorguteenus (TSO)

4.1.2.1 Congestion management

There is no lack of capacity in the transmissionwonek and according to an estimation by the
system operator (TSO) EG Vorguteenus there shatiobeapacity deficit until 2016. That is
why there is no need for specific congestion mamesye rules.

4.1.3 Regulation of gas network

Dissimilarly with the electricity networks in issig activity licenses the so-called exclusive
right principle is not applied for gas networks awtording to the Natural Gas Act erection
of parallel networks is allowed. In practice sotarcase of construction of a parallel network
has been recorded.

In issuing activity licenses to distribution netkooperators the Authority determines the
service area for an undertaking on map. Networkaipeis obliged to develop the network
in their service area in a manner that ensuressgpply to all already connected customers
and to new connectees.

AS EG Vorguteenus possesses both the transmisgitwork and the largest distribution
network. 100% of its shares belong to AS Eesti Gaagh is also the largest seller of gas in
the Estonian gas market. Its major shareholderDaW¥BANK RE DRESDNER BANK,
GAZPROMPANK and Fortum Heat and Gas OY. TogethehvAS EG Vorguteenus the
total number of distribution network operators &\&hich relatively big number. The list of
gas distribution operators is given on the Autlytsitveb site.
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The market, regarding distribution networks, isrextely concentrated. Thus, AS EG
Vorguteenus has a market share of about 92% anduhmder of its customers is 42 000.
Other distribution operators have relatively littkale volume, typically of less than
10 000 thousand frannually and the number of customers below 100@. farket share of
small networks’ distribution service is only 8%.

4.1.3.1 Network service price regulation

According to law price regulation is uniformly apgal to all network operators regardless of
their size. This adds significant amount of workhe Authority, as first of all the volume of
work depends on the number undertakings and nttensize.

According to law the Authority approves separatttg following network services and
methodologies:

= price of transmission service

= price of distribution service

= methodology of calculation of the charge for corimecto the network

The price for balancing gas and the charge fortgassit are not subject of approval. For
these prices the Authority appliespost regulation, i.e. supervision of the price.

The principles of regulation of gas network operatare the same applied in the electricity
networks regulation. The Authority elaborates afiadi methodology for the calculation of
network service prices that forms the basis fohlibe transmission and distribution service
regulation and price approval. The methodologyissidsed on the Authority’s web site. The
site also includes specially elaborated tablesctdlection of input data to be filled in for
approval process. The tables are relatively comgmrgiie and include technical data and
detailed accounts: profit and loss statement, loalameet, and data about fixed assets. The
undertakings shall also submit a detailed investnpdgn and separately the expected sale
volumes of network services. Since the tables anepcehensive, it is required to fill them in
only for price approval purpose. Regular updatirigthee tables is not required, but the
Authority is entitled to request additional infortis@ about economic performance and
technical indicators and in case of necessity rediilling in the tables disclosed on the web
site. At the same time the undertakings are obligedeparate in their annual accounts
network services and sale of gas. The annual atsaue public documents and all interested
parties can study them.

Submission of input data is an obligation stipudabs law. The Authority can request any
information needed for price approval and executofgsupervisory proceedings. The
Authority employees can also visit enterprises &éime and request data and copies of
documents. The practice so far has shown that taldegs do not refuse submitting
information and the established procedures for ded@isition work problem less.

In the regulation of network charges, the Authoh®s a decisive role in the selection of
methodologies. However, the following is stipulabsdiaw:

= The Authority has to approve all individual netwatkarges and the methodology for
the calculation of the fees for connection to thework prior to entry into force.

= The prices for network services shall be justifiedsed on the expenses necessary for
the operation and development of the network, lditg and security of supply,
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metering of the gas distributed through the netwtdnsmitting and computation of
meter readings and earning of a justified profiemsure uninterruptable supply of gas
to final customers.

= The tariffs for network services shall be set manner which ensures:
o that necessary operating expenses are covered
o that investments for the operational performanak rareting of development
obligations are made
o that environmental requirements are met
o that quality and safety requirements are met
0 justified profitability

= The Authority elaborates and discloses unified m@ttogies for the calculation of
network charges, which serve as the basis for appro

Therefore, it is in the regulatory authority’s coetgnce to decide upon the selection of
methodologies. In the elaboration of methodologi®s opinion of enterprises has been
considered and in fact the methodologies were pe€epa the process of mutual consultations
between the Authority and the undertakings. ThehArty has prepared and disclosed on its
web site the following documents: “Standard methoglp for gas network service tariff
calculation”, “Guidelines for preparation of metlodogies for naturals gas network
connection charges”, “Guidelines for the determoraibf weighted average cost of capital
(WACC)”. Among the rest it should be explained h#rat the basis for accounting of both
the capital expenditure and a justified returmis tegulatory asset base. In accounting of the
regulatory assets its continuity is of an extremmgartance. Accounting of the regulatory
assets is based on the principle according to wiai@mn initial value of assets the investments
are added and a regulatory capital expenditurauligracted. Similarly to other regulatory
authorities for the calculation of a justified netia model is used, which considers a weighted
average cost of capital (WACC) and the regulat@msets. Besides other factors, a weighted
average cost of capital depends on the risks imebin individual undertakings.

In the regulation of network charges a principleised by which an undertaking submits an
application for price approval according to nedgsand the approved prices are valid until
approval of new prices.

The concentrated main data on gas network undagsakire given in table 4.1-4 below. The
gas transmission service is provided only by EG gufeenus who is also the biggest
distribution operator and the table presents istribution service prices. The prices of all
undertakings are disclosed on the Authority’s wigh s
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Table 4.1-4 Summary data on gas network undertaking

Network service tariff in 2008 Network service tariff in 2009
No of £/MWh (EEK/K ) €/MWh (EEK/K nT)
regulated |Large Large
undertakingsndustry |Commercial industry |[CommercialHousehold
Customer (14) (1) Household (D3)((14) (12) (D3)
0,96
Transmission 10,65 (93 (137,5)
1,92
Distribution 271,51 (218) 1,51 (218 5,37 (773) (276,3)1,92 (276,3) 5,76 (829,5)

Notes:

According to Eurostat definitions:

- large industrial customer (14) with an annuatsemption of 116 300 MWh or 12 600 Km

- commercial customer (11) one with an annual camstion of 116,3 MWh or 12,6 K

- household customer (D3) one with an annual cmpsion of 23 260 kWh or 2,5 Kin

Prices of network services according to AS EG Vieggous (EG Network service) price list.

Since the unit for network service prices is thaasat, then in brackets also prices in EEK/R)ntalorific heat
value of gas is 9,2 MWh/K

1 €= 15,65 EEK

The prices increase in July 2009 due to a dranfallién the volume of distribution service
sale - suspension of operation in Nitrofert, whiohturn had an effect on all distribution
service prices. It should be stressed that opgrainsts of EG Vérguteenus did not increase.
At the requirement by the Authority the prices basethe actual economic situation and an
obligation of operating cost savings by 5% was isgabon.

As a rule, the smaller network operators have éstedal a uniform distribution service price
category for all customers regardless of neithemfrthe gas pressure level nor other
consumption specific indicators like the volumecohsumption. In 2009 the network service
prices of smaller network undertakings were in tlamge of 340 to 1270 EEK per
thousand

The charges for network services shall be discl@ddast 90 days prior to their entry into

force. In addition to the web site the prices shalldisclosed at least in one national daily
newspaper. If a gas undertaking sells both netwerkices and gas, it is obliged to separate
in customer bills the price for the network servasel for the gas. Besides network service
prices an undertaking disclose has to on its owm site also the methodology for connection
charge calculation and standard terms and condifmmthe contracts.

4.1.3.2 Quality of gas supply

The gas supply quality requirements were estaldislyethe amending of the Natural Gas Act
in the beginning of 2007. Pursuant to the amendsnefdult caused sequential duration of an
interruption of gas supply may not last longer tif&hours and an annual total duration of
interruptions may not be longer than 130 hours. rfBterds on duration of interruptions shall
be kept by network operators, while the Authoritggsponsibility is the monitoring of
fulfillment of the quality requirements.

According to the data by EG Vorguteenus in 2009ethveere in total 738 interruptions. 301

from them were planned during the works, 395 atcuest of the sales department while 42
cases were emergency interruptions. None of tleeruntions lasted over 12 hours.
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4.1.3.3 Balance responsibility

The initial regulation of balance responsibility svatipulated by the Natural Gas Act that
entered into force in July 2003. It was amendethéend of 2005. In the very cold period of
January 2006 a shortage of gas supply took pladeaaninsufficient regulation of balance

responsibility became apparent. This caused anngsiseamending of the balance

responsibility related section of the Act. The admaents were enforced in March 2007.
According to the amendments every market participgmesponsible for its balance. The

trading period is one twenty-four-hour period amd household customers’ balance their
network operator is responsible for. Balance i®heined by the Act as the balance between
the quantity of gas agreed upon by sale contraatroérket participant and the quantity of gas
consumed or re-sold by the market participant. Tisans in essence that all market
participants except households are responsibleetors that their 24-hour consumption

guantity corresponds to the quantity agreed upotihéyontract.

Balance responsibility is organised in a princifiat the system operator — the TSO (EG
Vorguteenus) is responsible for the balance ofwhele system and there may be several
balance providers which act on the market. Unfately, the Estonian gas market is

characterised by an extreme concentration wheré Eg&as imports gas upon long-term

contracts from a single supplier — Gazprom. Thathy Eesti Gaas provides for consumers
and for other network operators besides sellingas also the service of a balance provider,
i.e. the balancing service is included in the gaiee of gas.

In 2008 the Authority approved the methodologytha pricing of balancing gas and standard
conditions of its application for EG Va&rguteenus.

4.1.4 Unbundling of activities

Pursuant to the Natural Gas Act the distributiomwoek operator shall form a separate
undertaking if the number of customers is over Q00. Following this only the network
operator belonging to Eesti Gaas is legally unbemdind since the beginning of 2006 the
separate business entity of EG Vorguteenus hasdstahblished.

Therefore, EG Vorguteenus is the so-called combimedwork operator in which
transmission, distribution and ancillary activitie separated by accounts and disclosed. In
doing so the undertaking is obliged to establistoanting rules for allocation of assets and
liabilities, revenue and cost. The annual repomrilisbe supplemented by an auditor’s
evaluation of justification of the cost allocatiofhe structure of AS Eesti Gaas is presented
in the following drawing 4.1-2.

Drawing 4.1-2 Structure of Eesti Gaas
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The Authority has elaborated and disclosed on #b wite respective guidelines and report
forms, which are helpful for undertakings in sepiara of accounts. Therewith the

undertakings are obliged to establish accountifigsrdor allocation of assets, liabilities,

revenue and cost. Their annual report shall be lsomnted by an auditor's evaluation of
justification of the cost allocation.

In addition to the separation of accounts for neknservice, for the sale of gas and ancillary
activities the undertakings shall separate theooants also by different services (the so-
called regulatory stipulated activity separation).

The combined network operators (EG Voérguteenusjbigged to separate its accounts as

follows:

= sale of transmission servicex{ante regulation, the Authority approves network charges
prior to their entry into force)

= sale of distribution service{-ante regulation, the Authority approves network charges
prior to their entry into force)

= transit of gasdx-post regulation, the Authority has the right to monijastification of
prices)

= charges paid by customers for connecting to netwedante regulation, the Authority
approves methodology for calculation of connecfe®s separately for every undertaking)

= sale of balancing energye¢post regulation, the Authority has the right to monitor

justification of prices)

ancillary activity

4.1.4.1 Action plan for equal treatment of market participants

The TSO is obliged to elaborate an action plan widasures for equal treatment of other gas
undertakings and customers including duties of ribework operator’'s employees in the
implementation of these measures. The Authoritygrapared guidelines for the elaboration
of such plan. It is disclosed on the Authority’sbasite. According to the guidelines it is
recommended to compile the plan in a 3-year petsyjgecEG Vorguteenus has an
advancement of their plan for equal treatment ofketaparticipants and in May 2010
submitted it to the Authority for a review. The Aotity is in an opinion that both the action
plan and the report on its implementation are putdicuments and all interested parties can
examine them. If the Authority considers the plannsufficient and does not comply with
requirements, a revision of the plan and its chapgnay be required.

From the point of view of activity separation, tm@st important is the separation within the
Eesti Gaas group, as in addition to the networkiserprovision it is in market dominant
position also in the wholesale and retail of gas.afkeady explained above EG Vorguteenus
is a separate business entity with 100% shares\tielg to Eesti Gaas. The company office
premises together with the dispatch centre locateseparate building and the logo, which is
remarkably different from the mother company’s lpigoan indicator of wishes to present the
company to the general public as an undertakingtwisi different from mother company.

Similarly to the Electricity Market Act the Natur@as Act also sets out limitations for the
management board staffing. Namely, the person argehof the TSO may not at the same
time be a member of the board of another gas wekleg nor in other way be responsible for
daily activities of another gas undertaking. Iness®, the mother company’s competence
should only be limited to investments into produtyi of assets, approval of the annual
budget and the long-term business plan. In the thestnetworks should be independent.
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According to the company’s action plan daily mamaget of the network operator, incl. the
services of the TSO, are exceptionally the compmeteof the management board. The
management board of EG Voérguteenus has two memieike the supervisory board has
three members. However, all members are the emgdogé the mother company AS Eesti
Gaas.

An important issue regarding the system operatbe (ransmission network operator)
belonging to EG Vdrguteenus is to have an acti@m pbr possible crisis situation in which
limitation of consumption may become necessarycdnnection with entering into force of
the EU Directive 2004/67/EU, which deals with theeasures of gas security of supply,
amendments to the Natural Gas Act were enforcédarch 2007. Amongst other things they
regulate TSO’s actions in possible crisis situation which natural gas consumption
limitations may become necessary. The company hascéion plan for possible crisis
situations.

In the promotion of networks’ independence andrtlpeice regulation it is important to
supervise the price formation for the services pased from the mother company and from
other undertakings belonging to the group. Regagrdiervices purchased from the mother
company the Authority has followed the principlkattthe prices may not exceed competitive
market ones and all procurement rules have to llewfed. According to the Public
Procurement Act, gas network undertakings as ratacmopolies have to fulfill certain
requirements stipulated in the Act in their procoeat procedures

In conclusion it can be realised that Estonia cetaby fulfils the EU Gas Directive’'s
requirements for separation of areas of activitys Eesti Gaas has less than 100 000
customers and according to that the combined n&twperator AS EG Voérguteenus that
provides both transmission and distribution sewideas been established. Both the
transmission and distribution operators have sépaeacounts. Other distribution network
operators (having less than 100 000 customers) $egvarate accounts for distribution service
and sale.
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4.2. Competition in gas market

4.2.1 Whole sale market

Beginning from 1 July 2007 the market is openethexwhole. There is no competition in the
whole selling market as all the gas sold in the ledele market is imported by Eesti Gaas. By
law the import of gas is allowed for all market gg@pants but in reality competitive
wholesellers do not exist. Pursuant to the NatGiad Act an activity license is required for
the import of gas from outside of the EU but thelaation of it is simple, in essence only
some formal requirements have to be fulfilled.

In 2009 the natural gas consumption in Estonia leédta 655,1 million m
(6,10 TWh = 0,5 Mtoe). 25,4 million (0,24 TWh = 0,02 Mtoe) out of it was used for
electricity generation, 310,6 million*h§2,89 TWh = 0,25 Mtoe) for heat production in powe
plants and boiler houses, 163,6 millioA rtl,52 TWh = 0,13 Mtoe) by households and
businesses for space heating purpose and the 58 rhillion n? (1,44 TWh = 0,12 Mtoe)
was used for industrial process needs. The consomgt gas by different customer groups is
illustrated in the following drawing 4.2-1.

fricity
foducti

Drawing 4.2-1 Consumption of natural gas by differat customer groups in 2009
Source: AS Eesti Gaas

The share of natural gas in the Estonian fuel lwalan 2009 was 10,7% (drawing 4.2-2).
Thus, the share is not very big and as already ioreedt above, first of all gas is used for
industrial and heating purpose. Therewith in 200& 2009 data will be disclosed by the
Statistical Office in August 2010) the share ofunak gas in electricity production was only
4,0% (drawing 5.1-2) but in heat production it veagn as high as 48,1% (drawing 4.2-3).

68



car petrol aviation fuel
P 0,6%

5,7% others

1,4%

light oil & diesel

fuel
11,2%
shale oil
1,3%
heavy fuel oll
0,1%

natural gas

10,7%

wood
10,3%

peat
1,6% hard coal

1,0%

Drawing 4.2-.2 Estonian domestic consumption of fle in 2009 based on calorific heat value.
Converted from the quantity data by Statistical Ofice

shale oll - i
electrical energy 57% O g’gogas TS
0,1%
heavy fuel oil
0,4%
light fuel oil
3,0%
hard coal
0,3%
oil shal
12,6%
peat
5,2%
wood
18,8%

Drawing 4.2-3 Using of fuels for heat production ir2008
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Besides the Eesti Gaas group there are 26 smatlependent gas network operators on the
market which in addition to provision of networkngee also sell gas in the retail market. The
small network operators buy gas from Eesti GaasstMb their customers are households
connected to their network.
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Some general indicators of the gas wholesale man@presented in below table 4.2-1. As
illustrated by the table data the Estonian gas etaik essentially under control of one
undertaking - AS Eesti Gaas group.

Table 4.2-1 Review of gas wholesale market

Year Con Incl Gas Consumption Transmission Number | Market
sumption | import Wholesale peak system transfer of gas share
of gas volume** capacity importers |of three

largest
milion | _milion | million | K o MW | km °] MW whole
3 3 3 sellers %
m~er year | m'er year | m”per yeal per day per day

2001 865 865 78 5400 2099 7 000] 2 721 2 100

2002 724 724 53 5000 1944 7 1001 2 760 2 100

2003 838 838 113 5500 2138 7 800 3032 2 100

2004 962 962 228 5100 1983 8300] 3227 2 100

2005 991 991 240 5200 2022 | 10400 4 043 2 100

2006 1008 1008 249 6 700 2605 | 10500 4 082 2 100

2007 1003 1003 272 6 400 2488 | 10 700 4 160 2 100

2008 963 963 286 5200 2022 10 9040 4 237 2 100

2009 655 655 71 4350 1691 10900 4 237 2 100

*

A real gas importer is AS Eesti Gaas as anotheoitapAS Nitrofert suspended activity in Februa®p2and
it imported gas for its own needs only.
** Under the wholesale market is considered sade®ther traders or an own consumption (import by
Nitrofert).

The import price of gas is determined by a prigenida that considers six months heavy and
light fuel oil average prices in USD/ton precedittg the accounting month, taking into
account the USD/EUR exchange rate.

The whole sale prices and the prices for eligihlstemers are not subject to approval and
Eesti Gaas as the only whole seller sells gas megotiated price both to the eligible
customers connected to its own network, as wetb asher network undertakings.

The amendments to the Natural Gas Act that wereresd in March 2007 specified the
obligations of market dominant gas sellers. Acamgydio the amendments a market dominant
gas undertaking has to disclose conditions of gde and the principles of gas price
formation, as well as be guided in elaboration loém from the equal treatment and
transparency principles. The sale price of gasl gradure coverage of operational cost,
needed investments and justified return. In esstreamendments mean that AS Eesti Gaas
as the market dominant undertaking has to selbgagual price and conditions to all eligible
customers, and to all network operators as welk Ruthority has a legal obligation to
supervise the activities of AS Eesti Gaas. In caséncompliance with above described
conditions the Authority is entitled to requireiaatin order to ensure compliance.

In addition Eesti Gaas as the market dominant enser shall fulfill requirements derived
from the Competition Act. The Act prohibits from yamlirect or indirect abuse of the
dominant position on a goods market, including rirfig or applying dissimilar conditions to
equivalent agreements with other trading partiégretoy placing some of them at a
competitive disadvantage. The regulation pursuarthé Competition Act is in more detail
explained in section 4.3.
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4.2.2 Retail market

Similarly to the wholesale market Eesti Gaas imarket dominant position also in the retail
market. Its retail market share 2009 was 92% asd tie rest 8% of retail sold gas is also
purchased from Eesti Gaas. Its retail sales tdiala583 million mi per annum, while the
second largest undertaking has its retail quamtitpnly 35 million n¥. This expressively
shows how large in fact is the Eesti Gaas’ sharé¢henmarket. As it was described in the
previous chapter, besides AS Eesti Gaas thereGasenadller network operators that sell both
network service and gas to customers connectduetorietwork. There are no sellers, which
are independent from gas network operators, i.einutertakings that deal only with the sale
of gas. Table 4.2-2 below presents a retail mawketview, which, similarly to the wholesale
market, is characterised by an extreme concentratio

Table 4.2-2 Review of gas retail market

Yealn Retail No of No of | Market share of three largest undertakingsNo of
market |[undertakind sellers customers
consumpt{ swith |independgPower |Large Medium [ Small that
ion market nt from |plants |industries [industriegbusiness| changed
million m®*| share of | network and supplier
over 5% | operators househol
ds
2001 789 1 0 100 100 100 100% 0
2002 675 1 0 100 100 100 99% 0
2003 732 1 0 100 100 100 99% 0
2004 749 1 0 100 100 100 98% 0
2005 774 1 0 100 100 100 97% 0
2006 794 1 0 100 100 100 97% 0
2007 796 1 0 100 100 100 93% 28
2008 748 1 0 100 100 100 91% 1109
2009 635 1 0 100 100 100 92% 1539

Pursuant to the Natural Gas Act a seller of gagdasable the termination of the contract in
one month period since submission of an applicatiorcase of the switch of the seller
provided that the obligations related to the cartthat is to be terminated are fulfilled.
Although the consumers choose Eesti Gaas as tlesir seller as a rule, there are still
consumers, which have terminated their contrach \Eésti Gaas and have chosen another
seller. The following table 4.2-3 reflects the ches of seller in 2009.

Table 4.2-3 Change of natural gas seller

| 2009
Natural Gas Act § 6 (3) and for eligible customer§ 5 (2) pcs Sales volume, 1000
Household customers 1540 4621
Eligible customers 36 21466
Total no. of customers 1576 26081

The data on an average final consumer prices i8 208 given in the following table 4.2-4.
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Table 4.2-4 Final consumer prices for gas in 2009

Business household
Unit customer customer
Network service EEK/1000 m3 276,28 829,47
€/MWh 1,92 5,76
Taxes incl. in the network charges 0 0
Nat gas price without network service EEK/1000 m3L8B26 3531,25
€/MWh 22,10 24,53
Excise tax on gas EEK/1000 M3 367,00 367,00
€/MWh 2,65 2,55
Final consumer price without VAT EEK/1000 M3 37¥,5 4622,72
€/MWh 25,83 32,11
VAT 20% until 1 July 2009 18%) EEK/100 0 m306,71 878,32
€/MWh 4,91 6,10
Final consumer price incl. VAT EEK/100 0 m3426,25 5501,04
€/MWh | 30,74 38,21

Notes:

As business customers are considered all custaereept households.

Network service prices are given according to tle\irguteenus price list.

An average price for gas is based on the dataeobthtistical Office.

Since the unit for network service prices is thaasgk) nt, then in brackets also prices in EEK/K are given;
calorific heat value of gas is 9,2 MWh/KEm

4.2.2.1 Complaints and inquiries of market participants

In the current legal framework a market participaraty record a written complaint with the
Authority against an activity or inactivity of at@r market participant which is in conflict
with stipulations of the Electricity Market Act ather legislation established on the basis
thereof. The Authority examines the complaint arakes a decision thereon in 30 days as of
the receipt of the complaint. In case of cross-bodisputes a complaint shall be resolved by
the supervisory authority under which jurisdictios the undertaking against who the
complaint is recorded. In addition to above a nekwaperator and an electricity trader shall
approve the standard term and conditions of thessabntract which amongst other things
lays down also complaints resolution issues.

A gas undertaking is obliged to disclose on its i the approved prices (or price limits),
methodologies, standard terms and conditions avel gxplanations on those to the persons
requesting it. A network undertaking is obligeddieclose its services offered along with the
conditions of their provision, charges taken fortiee methodology for calculation of the
charges. Pursuant to the Public Information Act tleéwork undertakings that possess a
natural monopoly are deemed to be equal to holdereformation. In the context of the
Public Information Act also the Authority can beeded to be the holder of information.
Therefore, both the undertakings and the Authoaitg obliged to ensure access to the
information in their possession under the condgiand pursuant to the procedure provided
by law. Thus, consumers have the right to requastice related information from both the
Authority and the undertakings.

Also the Railway and Energy Regulatory Divisiontioé Authority does not keep statistical

records on replies to information requests andluésa of disputes separately for each

sector. In 2009 in total for the electricity, gasdadistrict heating sectors the Authority

prepared 208 responses to complaints and informatguests, made 11 decisions on
resolution of complaints and therewith one precegs issued. The gas undertaking with the
biggest share on the market AS Eesti Gaas precEledmplaints in 2009. Predominantly

the complaints were related to metering issues.geisemetering problems were more closely
dealt with in section 2.5.1.3 above.
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4.2.3 Competition supervision and measures for avoiding lause of market
dominant position

Similarly to the electricity market also the gasrked is regulated besides the Natural Gas Act
also by the Competition Act. The Competition Acbyides definitions for undertakings with
market dominant position, undertakings having sggeamd exclusive rights and undertakings
possessing and controlling essential facility. Andertaking, or several undertakings
operating on the same goods market, has dominaitiquoif the position enables it/them to
operate in the market to an appreciable extentpmagently from competitors, suppliers and
buyers. Dominant position is presumed if an und@rtpor several undertakings operating on
the same goods market account for at least 40%eaiirnover in the goods market.

When it comes to the wholesale and retail of ga&stiESaas is indisputably in the market
dominating position, as it is essentially the ogdg importer and trader/re-seller (AS Nitrofert
has so far imported gas merely for its own needsh@as never acted as a trader of gas). There
are no alternative gas importers and it is unlikéigt in the wholesale market a real
competition can appear in the neat future. In aldito Russia gas can be imported also from
Latvia but the situation there is similar, i.e. wdeéhe major owner of the undertaking in a
market dominant position is the exporter of gaspgé@n. As since 1 July 2007 the gas market
is opened for all customers the entire retail made® be considered a common market and
here Eesti Gaas has a market share of 92%. As dhleetrdominant undertaking, Eesti Gaas
has to fulfill the requirements of the Competitidat according to which any direct or
indirect abuse by an undertaking or several unkieiga of the dominant position on a goods
market is prohibited, including:

= direct or indirect imposing of unfair purchase etling prices or other unfair trading
conditions;

= limiting of production, service, goods markets hteical development or investment;

= offering or applying dissimilar conditions to eqaient agreements with other trading
parties, thereby placing some of them at a comypetitisadvantage;

= making entry into an agreement subject to acceptabg the other parties of
supplementary obligations which have no conneatiith the subject of such agreement;

= forcing an undertaking to concentrate, enter imagreement which restricts competition,
engage in concerted practices or adopt a decisggthier with the undertaking or another
undertaking;

= unjustified refusal to sell or buy goods.

The Competition Act stipulates obligations for urtdkings with special or exclusive rights
or in control of essential facilities. All gas netsk undertakings are in control of essential
facility and according to the Act they are obliged

1) permit other undertakings to gain access tandtevork, infrastructure or other essential
facility under reasonable and non-discriminatoryndibons for the purposes of the
supply or sale of goods;

2) keep clear separation of accounts for diffenemtary and secondary activities (e.g.
production, transmission, marketing and other arefsactivity) enabling thereby
transparency of economic performance;

3) maintain separate records on revenue and expeadelated to each product or service
on the basis of consistently applied and objectiyabtified principles of calculation
which shall be clearly specified in the internderuof the undertaking; the calculation of
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revenue and expenses must enable to assess wihetipeice of a product or service is in
a reasonable ratio with the value of the produceovice.

An undertaking with special or exclusive rights inrcontrol of an essential facility may
refuse to grant other undertakings access to tiwonle infrastructure or other essential
facility if the refusal is based on objective reasancluding cases where:

1) the safety and security of the equipment comueetith the network, infrastructure or
other essential facility or the efficiency and g@guof the operation of such network,
infrastructure or facility are endangered;

2) maintenance of the integrity or the inter-opéitgiof the network, infrastructure or other
essential facility is endangered;

3) equipment to be connected to the network, ituature or other essential facility is not in
conformity with the established technical standandsules;

4) the undertaking applying for access lacks thehrieal and financial capability and
resources to provide services efficiently and gati@lthe necessary extent through or with
the assistance of the network, infrastructure beogessential facility

5) the undertaking applying for access does nad lioe permit prescribed by law for the
corresponding activity

6) as a result of such access, data protectionged\by law is no longer ensured.

Since 1 January 2008 the Authority as the mergeth@ghas an obligation to supervise the
functioning of the gas market based on both theutdhiGas Act and the Competition Act.
The Natural Gas Act regulates in detail the adésitof network undertakings — their rights
and obligations. Although, the Competition Act atggpulates obligations to networks as to
undertakings in control of essential facility,stpractical to apply special law, i.e. the Natural
Gas Act. In the contrary, in the regulation of #ade of natural gas ax-post regulation on
the basis of the Competition Act appears rational.

In 2008 the Authority commenced a study of the rabdad found that Eesti Gaas breaches
the Competition Act by selling gas to similar custrs at unequal prices and initiated
proceedings based on the Act. In 2009 the situatiobnimprove and in the autumn the
Authority finished the proceedings as Eesti Gaaanghd their consumer contracts and is
selling gas to consumers at equal conditions. Hewen analysis of specific contractual
conditions was continued. Namely, in 2009 the Attiicanalysed the contracts between
Eesti Gaas and various re-sellers and discoveradthie contracts contain some re-sale
limiting conditions. As Eesti Gaas is the only imieo of gas and as well the wholeseller, then
the only possibility for trading (re-selling) wittpas is to buy it from Eesti Gaas. There is a
clause in the sales contracts on the basis of wthiehparties (Eesti Gaas and the re-seller)
have to coordinate the places of the sale (consan)pbf gas by an independent trader. The
Authority is in a position that such stipulationsder the gas market and hamper the switch
of supplier. In fact an independent gas re-selidrp wants to start selling gas either to a
client connected to the network of the Eesti Gaasigor to a customer connected to a third
party operator’s network operator, in essence daget an acceptance from Eesti Gaas. The
Authority has initiated a supervisory proceedingtle case and stands on a preliminary
position that Eesti Gaas should remove respeclateses from the gas re-sale contracts.

In conclusion it should be realised that in spitg@od legislative base there is no operational

gas market in Estonia. As there is only one imparfegas then practically no preconditions
for the competition in the wholesale market ex@@ompetition may develop on the retail
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market where various traders buy gas from Eests@ad competing on the re-selling of it on
the market. Eesti Gaas can also compete by seajfisgto the customers of other network
undertakings. The concrete example of an activatiothe retail market is the fact that in
2008 in 1109 cases a switch of supplier took placd in 2009 already 1576 customers
changed their supplier.

The situation in the whole sale market and secuwftpupply as well could considerably
change if a liquefied natural gas terminal werdthaithe Baltic-Finnish region. Therewith it

is reasonable to consider the size of markets hadsimilarity of the situation in all three

Baltic countries and in Finland where all gas symames from Russia. Further it would be
reasonable to interconnect the gas systems thrau@stonia-Finland gas pipeline.

In order to promote competition in the gas marked anprove security of supply and
important step would be establishing of a gas trassion network enterprise independently
from the seller and the importer of gas. The Diwec009/73/EC, that treats of common
rules for the internal market, sets out an exempti Estonia in Article 49, which do not
apply to Estonia the ownership unbundling obligatad the transmission system from the
producer and/or seller until any of those Membeatest is directly connected to the
interconnected system of any Member State other Bs#onia, Latvia, Lithuania and Finland.
Currently a rationality of the exemption from theind of view of the development of the gas
market has put under question. In spring 2010 dpé twas discussed in the parliamentary
Commission of Economic Affairs and the governmeadlition has made respective decision
to towards the ownership separation of the gasmtnésion network. The Authority’s position
is that ownership unbundling would be an essesteg which supports market development.
That would contribute to the advancing of competitin the gas market and to the improving
of security of supply. Thus it would right and nesary to abandon the exemption provided
for Estonia and to consider a more clear separatidhe transmission operator from market
participants.

75



5. Security of supply

5.1. Electricity supply

In the present security of supply chapter the Adth@nalyses the coverage of consumption
capacity (load) until the year 2016. In the analythie following two documents have been
taken into accounDevelopment Plan of the Estonian Energy Sector Until 2018 prepared by
the Ministry of Economic Affairs and Communicatiofigereinafter the Ministry), the report
titled Security of Supply of the Estonian Power System, prepared by the TSO (the transmission
system undertaking Elering OU).

According to the statistics of 2009 the load in tBstonian electricity system peaked at
1513 MW and the annual production was 7,9 TWh, mmpented by an import of 3,0 TWh.
The domestic consumption (without losses) totalddT¥Wh while losses were 0,9 TWh and
2,9 TWh was exported.

Table 5.1-1 presents the Estonian electricity bmddnom 2000 to 2009. Drawing 5.1-1 shows
graphically the share of export, import and the dstic consumption of electricity. As seen,
historically Estonia has covered all of its domestinsumption with domestic production and
is not dependent on import of electricity.

Table 5.1-1 Estonian electrical energy balance (Sme: Statistical Office)

2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
production 7591 7590| 7634| 9101| 9232| 9114 | 8728| 10954 9498 | 7884
final consumption | 5422 | 5607| 5686| 6013| 6326| 6403| 6901| 7180| 7427 | 7080
losses 1240 1361 | 1258| 1192| 1112| 1103| 1077| 1354| 1130 886
import 374 496 412 93 347 345 251 345] 1369 3025
export 1303] 1118| 1102| 1989| 2141| 1953| 1001 2765| 2310| 2943
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Drawing 5.1-1 Domestic consumption and export of ettricity in GWh
Source: Statistical Office

In addition to the aforesaid from the Estonian leity supply point of view it is extremely

important that the existing installed productiorpaeities cover the system’s peak load.
According to the report of the TSO a productioneres for the covering the Estonia
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consumption demand for both winter and summer deris ensured until 2015. An Estonian
total consumption, availability of capacity resenand systems peak loads according to the
estimations by the TSO are given in table 5.1-2.

Table 5.1-2 Available reserve capacity and systenepk load
Source: TSO (Elering)

Calendar year | Domestic electricity consumptidn System peak load MW* Installed capacity
(incl power losses) GWh** MW***
2007 8231 1537 2052
2008 8036 1525 1960
2009 7966 1513 1873
2010 prognosis 7900 1587 1880
2011 prognosis 8200 1501 2026
2012 prognosis 8600 1556 2057
2013 prognosis 8800 1597 2197
2014 prognosis 9000 1628 2013
2015 prognosis 9300 1663 2466
2016 prognosis 9500 1694 1715

* - a peak consumption is estimated for an aveveggther conditions winter, in case of a cold wist@eak will be

about 10% higher
** . consumption and network losses

** . from an available installed capacity it is exclud@demergency reserve, repair and emergency-fedpdcities and
also the production equipment that cannot be stanpeand used when needed

Security of supply in Estonia is higher also beeauke production of electricity is
independent from fuel import as all electricity plies can be covered by domestic fuels and
energy sources. From electricity production poinview the most important fuel in Estonia
is oil shale. According to 2008 statistical data59b of electricity was produced from it.
Therewith the share of other fuels is very modéke share of natural gas is 4,0%, the share
renewable energy sources, wind and hydro altogetbestitute only 2. Drawing 5.1-1
presents the structure of fuels and energy sowseds for electricity production in 2008 (data
for 2009 are not published yet by the Statistictiic®).

Hydro Wind
0,3% 1,3%

Natural gas
4,0%

Renewable sources &
peat
0,5%

Drawings 5.1-2 Energy sources used for electricitgroduction
Source: Statistical Office 2008
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Regarding the installed capacity also the oil shalening power plants have the biggest
share. The following table 5.1-3 gives data fordkailable installed capacity.

Table 5.1-3 Installed net capacity in 2009 (withoubwn consumption)
Source: Elering OU

Capacity MW Fuel Owner
Narva Power Plants 2000 oil shale Eesti Energia
Iru Power Plant 156 Natural gas Eesti Energia
Ahtme CHP plant 24 oil shale Eesti Energia
VKG Northern and Southern power plants 44 oil shal private capital
Tartu CHP plant 22 biomass, peat private capital
V&o CHP plant 22 biomass, peat private capital
Small CHP plants 28 oil shale, peat, natural gas | Private capital
Hydro power plants 4 water private capital
wind mills 131 wind private capital
Total 2 437

In 2009 114 MW was added. 50 MW out of this areetagation (CHP) plants, while 64 MW
represent windmill parks’ capacity. Iru Power Plaotrected its production data, reducing

capacity by 20 MW.

5.1.1 Supply security planning and obligations of the reglator

For the planning of security of supply measuresEstonia the Electricity Market Act
stipulates obligations for the Ministry, the Authiprand for the TSO (Elering OU). The
Ministry has and obligation to prepare after eduled years an electricity sector development
plan in 10-years perspective. The TSO preparesahbdhits to the European Commission, to
the Ministry and the Authority an annual report e¥hdeals with the estimates of supply and
demand of electricity for next five year period,istiag supply possibilities, production
installations that are planned or under constractguality of the networks and the level of
their maintenance, measures for satisfying the mami estimated (peak) demand and the
measures undertaken in case of capacity deficieradipnal security of the networks,
anticipated security of supply situation in theipérof 5 to 15 years, the TSOs and known to
him relevant investment plans in the neighbouriagntries for the next five calendar years
for construction of cross-border interconnectiorstwieen networks. Thus one of the
objectives of the report prepared by the TSO grawide estimates of the needed investments
into production capacities. The Authority has tightrto oblige the TSO to arrange tendering
for the procurement of new production capacity ogation of demand-side management
measures that improve energy efficiency, if aceaydp the report prepared by the TSO the
production equipment capacity reserve in the sysigrbelow the reserve necessary for
satisfying consumption demand as set out in thel @ode or, if this is needed from
environmental protection point of view or promotiointechnologies at their initial stage.

Pursuant to the Electricity Market Act and in ortieincrease the share of renewable energy
and cogeneration a system of subsidies is estadlihr producers who use renewable energy
sources in electricity production or do it in theogess of heat and power cogeneration.
Pursuant to the January 2010 amendments to theth&ctsubsidy is also paid for the
utilization of installed net capacity of an oil $haising production equipment. The effect of
the new subsidy system is analysed in chapter al#8e.
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5.1.2 Electricity sector development plan and investmentsin new

production capacity

The Ministry’s Development Plan of the Estonian Energy Sector Until 2018 also deals with
different security of supply scenarios. The scenasihich is deemed most likely and useful
for Estonia is presented in drawing 5.1.3. It isnpled to increase the consumption of
electricity produced from renewable energy soule2010 to the level of 5,1% and by 2015
to 15%. The share of cogeneration should increa280% by 2020. Amongst other things it is
considered that beginning from 2016 the Eesti Haeggoup’s Narva Power Plants must
fulfill the SO, and NQ emission limitation requirements set out by thegeaCombustion
Plants directive. The problem is that the existold blocks do not meet the mentioned
requirements. However the emission limitation regmient does not mean an immediate
closing down of the blocks as together with thehtetogy developments it may become
possible to renovate the blocks in a way that thediective requirements will be met.

Development of net capacity in Estonian power system 2010-2025

3500

3000

2500

2000 -

Mw

1500

1000

500 -

0 r r
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

C—TNuclear power plant I Combined heat and power C—0Id oil shale units
C—0il shale CFB-units N Oil shale with deSOx and deNOx E=—"Balancing units for wind power
I Peak reserves C—Disturbance reserves EETERDeak consumption

Drawing 5.1.3 Development scenario of Estonian p@w production net capacity in 2010-2025.
Source: Ministry of Economic Affairs and Communicafions, Development Plan of the Estonian
Electricity Sector until 2018 (draft)

In order to implement the Plan the Ministry estiesathat the capacity of CHP plants shall be
increased up to 300 MW (net capacity during pead@ MW), by 2015 to erect the first
300 MW (net capacity 270 MW) and by 2017 the secoed fluidized bed oil shale block
with the same capacity. In addition in the peri6@@12 to 2015 it is necessary to install flue
gas desulphurization and denitrification equipmarfour of the existing old oil shale blocks
(net capacity 4x150 MW) and the capacity of on-sh@and-based) wind turbines shall be
increased to 400 MW by 201Burther increase of the wind mill parks’ capacgypractical to
do with off-shore located parks, according the [Blini's suggestion. Besides, production
capacities shall be constructed in the range ot#pacity of the wind turbines which would
balance the instability of the production of thendviturbines and also cover the consumption
peaks.
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Table 5.1-4 presents the Ministry’s electricity gwotion net capacity development estimates
in a table form. It can be concluded that if tharnpWill be implemented then at the system’s
peak load of 1694 MW there will be sufficient pratian capacity and no deficit is foreseen.

Table 5.1-4 Net capacity development in Estonianower system 2010-2025
Source: Development Plan of the Estonian Electriti Sector until 2018 , the Ministry’s draft

2010 | 2011| 2012 2013 2014 2015 206 2017 2018 Z0P®20 | 2021| 2022 2023 2024 2035

Cogeneration 150 200 220 240 260 260 260 26 26D 260 260 2p0 46@60 260 260
plants

Oil shale plants 1660 1660 1630 1630 1680 2170 1p2K20 | 920 920 920 920 920 920 92 920

-old 1280 | 1280 640 640 640 64(

- fluidised bed 380 380 380 380 380 92 920 920 920920 920 920 920 920 920 920
-with purification 600 600 600 600 600 600

equipment

On-shore  wind| 150 200 200 400 400 400 40(0 40 40p 4Q0 400 4po 40a00 400 400
farms*

Off-shore  wind 200 200 500 500 500 500 50 500 500 500
farms*

Balancing units 200 400 400 400 600 600 90Q 90 90D 900 900 90000 9 900
for wind power

- including gas 200 200 500 500 500 500 50 50D 500 500
turbines based o

shale oil

Peak reserves** 100 100 100 10i 10p 300 300 3p0 0 30300 300 300 300 300 300
Disturbance 100 200 300 300 300 600 60( 60 600 600 600 60®00
reserves**

Nuclear  power 600 600 600
plant

Total 1810 | 1960 2150 247 2500 3230 2980 2980 2980 298080 2 2980 | 2980 3580 358D 3540
guaranteed

production

capacity

Taking account| 1620 | 1800| 1990, 231 243p 3070 2710 2710 210 271G10 2 2710| 2710 298Q 298p 2940
of criterion n-1

Taking account| 1430 | 1580| 1830 215 2270 2910 2440 2440 2440 244@40 2 2440| 2440 271Q 271p 2710
of criterion n-2

* - The capacities are not taken into account ettital guaranteed production capacity.
** - Unit capacities of up to 100 MW

The TSO Elering has prepared the re@@adurity of Supply of the Estonian Power System
which deals with electricity supply and demand reates for the next five years period,
existing supply possibilities, production instalhais that are planned or under construction,
quality of the networks and the level of their mamance, measures for satisfying the
maximum estimated (peak) demand and the measudestaken in case of capacity deficit,
operational security of the networks, anticipatedusity of supply situation in the period of
5to 15 years, the TSOs and known to him relevamestment plans in the neighbouring
countries for the next five calendar years for tautsion of cross-border interconnections
between networks. The report is submitted to theiean Commission, to the Ministry and
to the Authority. Thus, one of the objectives of tleport prepared by the TSO is to provide
assessment of the needed investments into producéipacities. On the basis of report the
Authority has the right to oblige the TSO to arrangompetitive tendering for the
procurement of new production capacity

In accordance with the TSO’s (Elering) 2010 Plar¢hare installations which are planned or
are already under construction and this resulthéaddition of the following production
capacities:

= 30 MW - VKG Pdhja Northern) power plant by 2011

= 24 MW — Parnu CHP plant by 2011

= 100 MW - the first block of the Elering’'s emergenegerve plant by 2013

= 38 MW — Enefit OU oil production plant 2013
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= 150 MW - the second block of the Elering’s emergamserve plant by in 2014-2016
= 275 MW Narva Power Plant’s first new block by 2015

In addition to above the following is in the plangiphase:

= 17 MW — Municipal waste combustion block in IRU RawviPlant by 2011
= 22 MW — New CHP block in Ahtme Power Plant by 2012

= 275 MW - Narva Power Plant’s second new block ki/720

A number of technical facilities for connectingwihd mill parks have been prepared but the
windmills are partly or completely uninstalled tate as follows:

= 30,1 MW partly uninstalled windmills

= 377,9 MW completely uninstalled windmills

The production capacity will be reduced as follows:

= -302 MW — mothballing of two blocks of the Balti Py 2011

= -24 MW - closing down of the Ahtme CHP plant by 201

= -22 MW —installation of DeSOx/DeNOx equipment onrfdlocks in Narva PP by 2015

= -948 MW - limitations on the using of six blocksNdirva PP (as there is no decision on
DeSOx/DeNOx equipment installation for more thasietks) by 2016

5.1.3 Investments in transmission networks

Whilst so far the Estonian TSO has primarily beealithg with network reconstruction works
then in the next years the emphasis is put on imeggs that improve security of supply and
interconnections with neighbouring countries. Miogportant projects are the second HVDC
connection between Estonia and Finland - Estliak@ two quick-start reserve power plants
with capacities of 100 and 150 MW, which shall bemeissioned in 2013 and 2016
respectively.

5.1.3.1 National transmission network

According to an assessment by the TSO (Elering)ctmalition of the national 110-330 kV
electricity network is satisfactory. The availabi@nsmission capacity is sufficient to supply
domestic electricity consumers at peak loads aliitlifg the security of supply requirements
at the same time.

The Estonian domestic power flows move mainly imidarallinn and Narva-Tartu direction,

where the majority of consumption centers are kxtain the Narva-Tartu direction the

transfer capacity is sufficient. These lines arsidaly used for the export to Latvia,

Lithuania and for the transit from Russia to Lapvisthuania and Kaliningrad. The main

Estonian load areas are Tallinn and Harju countyrgsinding Tallinn). In order to secure

reliable transmission in the Narva-Tallinn direatioew 330 kV lines and substations are
planned to Tallinn, Harju county and also Parnwediag to the approved investment plan of
the TSO.

In accordance with the Estonian 110-330 kV eleityrinetwork development plan the new
transmission lines would stronger link with eacherstthe southern and northern 330 kV
networks and ensure higher security in supplyinijnreand Parnu regions. At the same time
the new lines would create better possibilitiesdmnnecting of wind mills to the network and
facilitate to possible construction of a new, thied 330 kV transfer line between Estonia and
Latvia (Sindi-Riga). A necessity for this line wificreases even more after implementation of
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the Estlink 2 interconnection because of higher groffows in the direction of Pussi-
Harku(Kiisa)-Sindi—Latvia.

Considering the electricity network developmennglait is assumable that in a 15 years
period supply security of power networks shall bed)

5.1.3.2 Interconnections with neighbouring countries

According to the TSO-made analysis congestion batwiEstonia and other EU countries
currently occurs only in the directions and Estdfisland. The Estonia-Latvia-Pskov
direction congestions take place not only duringareand maintenance scheme operations
but also during normal scheme operations, espgarallummer period when Lithuania and
Latvia import the major part of their consumed #leity. Higher power flows in the Estonia-
Latvia-Pskov direction often occur during night émwhen the Lithuanian hydro-
accumulation power plant in Kronju works in the gung regime (may consume up to
660 MW). In the Estonia-Finland direction there é&reitations because in certain market
situations the cable’s transfer capacity gets esieau Elering analyses in iReport on
security of supply in the Estonian electricity system that due to the COprice increase
estimates and the limitations on sulphur emissionbe applied from 2012 an increase of
import to Estonia can be expected after the yed62With the existing cross-border
interconnections limitations of import shall presabty be almost permanent. From the above
reasoning Elering considers it absolutely necesgamrect an additional interconnection to
Finland by 2016, in order to secure sufficient symd electricity to the Estonian consumers
in the coming decade.

The Finnish TSO Fingrid and the Estonian TSO Etehiave made an investment decision
according to which the second high voltage diragrent (HVDC) submarine connection
Estlink 2 will be laid up. The capacity of the phea cable will be 650 MW. Along with the
Estlink 2 emerging théottleneck between Estonia and Finland shall disappear. Hewen
case of a large scale import by the Baltic couatfiem the Nordic system limitations in the
Estonia-Latvia-Pskov direction may take place atsa longer perspective.

5.1.4 Security of supply analysis prepared by TSO

In its 2010Report on security of supply in the Estonian electricity system in chapter 6 the
TSO Elering OU has thoroughly analysed securitysopply issues taking into account
sufficiency of the production capacity, the netweadanections, the development of regional
markets, the real time control of the power system the measures for emergency situations.

Elering states in its report that in the periodni@®11 to 2016 the necessary production
reserve is available provided that all productigaipment can be used and new one is built.
The security of supply level of the electricity wetks in the period of 5 to 15 years can also
be considered satisfactory provided that Eleringl@ments the investment plan outlined in
section 5.1.3. For a real time control and planahthe electricity system Elering uses high
quality control systems and there is a plan to @npant also special balance control software.
Security level of the system is raised by the neseontrol centre and the close cooperation
the ENTSO-E and BRELL committees.

In order to ensure security in emergency situati@mperational failures that may require a

voltage re-activation in the system) Elering hadetated various action plans a follows: the
action plan for re-activation of the system, podisigs for the frequency control in case of
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disconnection of the Estonian power system fronewotlequency controlling systems and the
plan for consumption limitations in trouble sitwats. In addition to aforesaid the system is
equipped with emergency automatics and periodi¢a#i{s are carried out in order to examine
the ability to operate independently.

5.1.5 Conclusive assessment of security of electricity gply in Estonia

The Authority analyses security of supply situatiorthe perspective until 2016 in terms of
the production capacities, existing ones or beindeu construction, as well considering the
reduction in capacity by 2016. Currently Estonig B437 MW of production capacity (see
table 5.1-3). 1296 MW out this will be closed doln2016 (see the anticipated reductions in
section 5.1.2). Therewith, an erection of 124 MWnefnv capacity has already started (the
CHP plant and the Elering emergency reserve fitgtk). Thus, in 2016 there shall be
1265 MW of installed capacity. Although it is knowhat there will be also new wind
generators’ capacity but in this context thesenateaken into account.

In addition to the production capacity Estonia ties AC interconnections with Russia 500-
650 MW and with Latvia 500-900 MW, the 350 MW DCneoection with Finland. As well
there is the decision made for construction ofseond DC interconnection between Estonia
and Finland by 2014 with a transfer capacity of Q. Therefore, in 2016 Estonia will
have interconnections with neighbouring countriesa total capacity of 2000-2550 MW. It is
important to remember that due to temperaturestramd repair works the transfer capacity
may be considerably decrease. In addition a sinathall be taken into account that there
may a simultaneous shortfall in all Baltic republiand in Kaliningrad. Therefore in the
evaluation of security of supply it should be rewdude to consider only half of the capacity
of the Russian and Finnish connections, i.e. 750 M\Vaddition to the interconnections
through Estonia the Baltic countries have connestialso the connections Lithuania-Poland
and Lithuania-Belarus, see drawing 3.1-2 ).

According to a projection by the TSO a 2010 peakaled shall be 1587 MW and in 2016 it
the demand should be peaked at 1694 MW. Thus, lastoday has no shortage of production
capacity. But looking at 2016 a domestic shorifaln installed capacity may be 429 MW as
a maximum (1694 - 1265 = 429 MW). Herewith the Auity wants to accentuate that it is a
shortfall if the objective is to cover all Estoniaonsumption with the domestic production
capacity. If we add here also the transfer capaeith Finland and Russia in a total of
750 MW (considering that the capacity may essdptidle reduced under some
circumstances) then Estonia has an utilisable dgpattogether 2015 MW (1265 + 750 =
2015 MW) which is more than the projected 2016 psaksumption of 1694 MW. Herewith
it should be remembered that there are six blockke Narva PP with the total capacity of
948 MW. Those blocks will not have desulphurizateord denoxation equipment but they do
exist and could be used in case of an extreme itgshortfall.

Conclusively the Authority is in a position that proceeding from the known data on the
production capacity and on the cross-border interconections and as well as from the
consumption projection made by the TSO today Estomi has no security problems in
electricity supply. On the contrary, the installedcapacity exceeds the Estonian domestic
consumption and it is possible to export electricit. At the same time in 2016 a shortfall
in production capacity will take place and it may kecome necessary to cover
consumption peaks through the interconnections whithave sufficient transfer capacity
to that end.
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5.2. Gas supply

The economic situation in Estonia resulted in sati#l changes in gas consumption in 2008
and 2009. In comparison with the year 2007 the womsion fell from 1003 million i to
635 million n? (6,10 TWh= 0,5 Mtoe) in 2009. That is a 32% desee@S Nitrofert as one of
the biggest gas consumers in Estonia, suspendgdoidsiction indefinitely. Wood and peat
fired cogeneration plants in Tallinn and Tartu t&&drcommercial operation, contributing to
the decrease in gas consumption.

Table 5.2-1 presents general data on the supgg®f The quantities imported and consumed
by AS Nitrofert are given separately. In 2008, dsample, their quantities comprised 22% of
the total consumption in Estonia. In February 20@9/ suspended their operations due to the
high prices on gas and the Authority has no infaromeon continuation of their operation.

Table 5.2-1 General data on supply of gas

Import Max transfer capacity of
by Eesti | Import by Total Peak load the system
Gaas Nitrofert | consumption | 1000 m3 per 1000 m* per
bcm bcm bcm day MW day MW

2001 0,789 0,076 0,865 5400 2099 7 000 2721
2002 0,675 0,048 0,723 5 000 1944 7100 2760
2003 0,732 0,106 0,838 5500 2138 7800 3032
2004 0,749 0,213 0,962 5100 1982 8 300 3226
2005 0,774 0,216 0,990 5200 2021 10400 4043
2006 0,794 0,215 1,009 6 700 2604 10 500 4081
2007 0,796 0,208 1,004 6 400 2488 10 700 4159
2008 0,748 0,215 0,963 5200 2021 10900 4237
2009 0,635 0,020 0,655 4 350 1691 10 900 4 237
2010 progn 0,690 0,000 0,690 5300 2 060 10900 4 237
2011 progn 0,720 0,000 0,720 4500 1749 10900 4237
2012 progn 0,725 0,000 0,725 4 800 1866 10 900 4 237
2013 progn 0,750 0,000 0,750 4800 1866 10900 4237
2014 progn 0,760 0,000 0,760 4 800 1 866 10 900 4 237
2015 progn 0,775 0,000 0,775 5000 1944 10 900 4 237
2016 progn 0,775 0,000 0,775 5300 2 060 10900 4237

Note: Projection made by EG V&rguteenus in July 2009.a.
bem= 100 000 000 n

The share of natural gas in the Estonian primagrgnbalance is 10,7% (drawing 4.2-2).
Therewith in electricity production the share watyat,0% (drawing 3.2-1), As Estonia is an
exporter of electricity then all electricity supptyay be covered without using natural gas (the
consumption issues are dealt with in greater detaihapter 4.2).

From security o supply point of view gas is veryortant fuel in district heat supply systems
where its share is as high as 48,1% (drawing 4.2a3bigger towns like Rakvere, J6geva,
Rapla, Pblva and some others district heat supgdg$ 100% on natural gas. The share of gas
is high also in Tallinn, Viljandi, Sillamé&e, Nanand other towns’ district heat supply. In
2010 also Kohtla-Jarve starts partly using of gatheir heat production. For this purpose the
100 MW gas boiler house was commissioned in 2009.

Compared to Western Europe local gas heating @&ively little spread in Estonia. The
development of gas networks by smaller undertakings intense in real estate development
areas until the economic crisis of 2008. The sbmatural gas sold to household customers
by the largest retail seller Eesti Gaas in 2009 stiisonly 9,3% from the total sale of gas.
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Whilst in most district heat supply systems it gsgible to use also alternative fuels then in
local gas heating systems such possibilities do east and in possible gas supply
malfunctioning the consumers would be left withbaat supply.

AS Eesti Gaas has concluded a contract with Gazppoortne supply of gas until the end of
2015 with a daily supply volume of 7 million m3 @anteed gas pressure 35 bar). This is by
11% higher than the maximum daily consumption so fa 2006 the maximum daily
consumption or, the peak consumption of the cliesftsEesti Gaas was 6,2 million®m
(without AS Nitrofert consumption). Therefore, sugas quantity is sufficient for securing
strategic supply of gas to Estonia. For storingad Gasprom uses th&likalns underground
storage facilities in Latvia with an active volum&2300 million ni, which secures necessary
gas reserve for both Estonia and Latvia and palfly Russia and Lithuania.

The storage is filled up in summer period from Apsi October and Eesti Gaas can monitor
the filling up process. A failure to fill up theosdge, poses possible gas supply risk as the
winter time peak consumption is covered with theresl gas. In case of problems the TSOs
can undertake timely measures in order to ens@revihter time peak supply in a way other
than from the Latvian Bukalns storage through Karksi.

Regarding security of supply Estonia completelyet®}s on the Russian gas supplies. Estonia
has two transmission interconnections with Russi@ in Narva (in eastern direction) and the
other one in Varska (south-eastern direction) asthgle connection with Latvian in Karksi.

In normal situation only the Latvian connection dahd Varska connections with Russia are
operational. The Narva connection is typically eld$ecause of limitations (congestion) in
the Russian side. This connection is opened onépatial cases.

According to an assessment by EG Vorguteenus #rergproblems with security of supply
and fulfillment of the N-1 Under the N-1 criterion a situation assessmentoissidered
where one biggest connection goes out of servige the case of a failure the supplies can be
re-arranged without having supply disturbances,ntltke N-1 criterion is fulfilled.
Theoretically Estonia has sufficient infrastructared connections for fulfilment of the N-1
criterion in relation to transmission and thereftirere are no problems with an exhaustion of
the transfer capacity. At the same time it is kndkat problems may appear with coverage of
consumption peaks because of the Russian sideissigghmely, there can be disturbances in
gas supply if the Estonia-Latvia connection throwgorksi, which delivers gas from the
In¢ukalns storage interrupts or, when the storagempty Although the connections with
Russia through Narva and Varska have a transfexcdgphat is sufficient for supplying the
guantities consumed in Estonia, but the Narva cctiorecapacity is limited anyway, because
of the limitation on the Russian territory. Everthe Narva connection is opened in special
cases there can be problems with the maintainingyesfsure, in order to ensure flows needed
in Estonia.

The Authority is in a position that as the wholes da supplied from one supply source
obviously involves security of supply risks. Howeguhe supply sources from the Latvian gas
storage through Karksi and from Russia through ké&rand Narva can be interpreted as
independent sources of supply. Namely, the storadecated in the EU territory and the
filling up process is monitored by EG Vorguteenlise security of supply situation would be

2 EG Vérguteenus positions on technical infrastrietisks in the Estonian gas supply system (AfHl®).
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essentially improved by building of a liquefied mat gas (LNG) terminal in the Baltic-
Finnish region provided that at the same time alg@s pipeline connecting the gas systems
of the Baltic countries and Finland is laid up.

5.2.1 Measures of securing gas supplies

Pursuant to the EU Directive 2004/67, which laysvdothe measures for securing gas
supplies the Ministry of Economic Affairs and Commuations (the Ministry) elaborated

proposals for amending the Natural Gas Act thatveg@proved by Riigikogu (the parliament)
in March 2007. For securing of gas supplies thiefahg measures are set out.

In the period from 1 October to 1 May the houselmigtomer’s supply with gas may not be
interrupted nor limited. In the same period, gaspdy may not be interrupted nor limited to
an undertaking supplying residential space heaimd) which has no possibility to use fuel
other than gas. Gas supply may be interruptedeifetiis a danger for people’s life, health,
property or environment is endangered, as wellpas @n agreement between parties. A heat
supply undertaking with an annual estimated pradoctolume over 500 000 MWh per
network area is required to facilitate a possiitif using a reserve fuel since 1 July 2008, in
order to secure heat supply during 3 days.

In case of occurrence of factors that can jeoparsesurity of supply, endanger people’s life
and health or the integrity of network, the systgperator shall inform the Ministry and the

Authority, that makes proposal for implementatidme@asures which can ensure security of
supply. The Ministry in cooperation with the Autltgrshall analyse the proposal received
from the system operator and if necessary, makeogal to the Government of the Republic
for an implementation of the following measuresdaosuring security of supply:

= limitation of gas supply to the persons which uae gther than for heating purpose

= allowing gas supply limitations to the undertakirnigat produce heat

= allowing lowering the temperature of water suppl@dspace heating

= oblige heat supply undertakings to using of a nesérel

Since in Estonia most important is to ensure nagaa supply for heat supply undertakings
and households, it is intended to impose supplytdinons of supply first of all to heat
producers in Tallinn and Narva. In essence, thendments stipulate a requirement for
Tallinn and Narva district heat supply undertakiogsfacilitation of a possibility of using a
reserve fuel and in case of gas supply disturbasaésh over to the reserve fuel. In case of
Iru Power Plant it is possible to run the planhe@at only mode instead of cogeneration mode,
in order to reduce gas consumption. In Estonias iacceptable, as the share of gas in
electricity generation is extremely modest andeleetrical load can be covered with oil shale
fired boilers of Narva Power Plants. It should afso considered that the gas using power
plants constitute less than 10% of the total ifedatapacity.

Pursuant to the enforced amendments the systenatop€EG Vorguteenus) is obliged to
prepare a description of emergency situations whah hinder normal operation of the gas
system, as well as a plan for resolving of the gaecies. The plan shall be submitted to the
Ministry. The plan is to be applied in situationeem the balance provider fails to ensure gas
balance and limitation of consumption by certaigtomer groups becomes necessary.
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5.2.2 New investments in security of natural gas supply

Drawing 5.2-1 presents the planned Balticconnegts pipeline which for connecting of
Finland, Estonia and Latvia. The connection wowdtaobute to the fulfilment of the N-1
criterion by Estonia, facilitate to improvements#curity of supply both in the Estonia and
Finnish gas systems and as well in the FinnishiBsjtstem. However, the project has not yet
got final approval and according to AS Eesti Gassration, construction of the gas pipeline
will not be started before 2013.
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Drawing 5.2-1 The planned Balticconnector pipelines
Source: EG Vorguteenus

According to the information available to the Autity several investors have indicated an
interest in building of a liquefied natural gas (GNterminal in the northern shores of Estonia
although, no concrete decisions have been madeAUitierity is in an opinion that a LNG
terminal in conjunction with the Balticconector Wdumprove security of supply both in
Estonia and Finland and would also activate cortipetin the wholesale market.

In conclusion the Authority is in a position that gas supply risks are related to the supply
from a single source - Russia. Based on the progm®sf consumption and transfer
capacity made by EG Vorguteenus there shall be ndartfalls in capacity until 2016 and
very likely also not in a longer perspective. Theap supply risks are essentially mitigated
by the fact that in winter period gas is supplied pedominantly from the Latvian gas
storage. As the latter is located in the EU territoy then it can be interpreted as an
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independent source of supply in addition to the sygies coming directly from Russia. In

doing so there is still a risk element involved athe filling up of the storage also goes
from Russia. Therewith the gas supply risks cannadbe ignored in connection with heat
supply which is greatly dependent on gas supplieBor possible crisis situation there is
elaborated in Estonia on the basis of which the ceamption of gas can be significantly
reduced (cease of electricity production in Tallinnand Narva and other district heating

systems) and switching over to using of reserve fige
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6. Public service issues including protection of vulmable
customers

6.1. Electricity sector

6.1.1 General obligations of market participants

The obligations of market participants are stipedat the Electricity Market Act. In addition
to law stipulations the Authority issues an acgiitense with conditions set forth in it. An
activity license is required for the following adties:

= termination the exploitation of a generating inst&dn with a net capacity of over 1 MW

= generation of electricity, except for generation bge producer using generating
installations having a total net capacity of ldst 100 kW

= provision of network services through a distribotieetwork

= provision of network services through the transioissietwork

= transmission of electricity through a direct cutri@me crossing the state border

= transmission of electricity through a direct line

= selling of electricity

An activity license together with conditions thames issued by the Authority. After issuing
the license, the Authority may change the cond#iam validate new conditions if this
becomes necessary due to amendments of legisl&iomaintaining of security of supply or
in order to ensure fulfillment of obligations inmpliance with the Electricity Market Act or
other legal acts.

Most thoroughly the Electricity Market Act regulatihe activities of network operators, with
their main obligations stipulated below. A netwavkerator shall provide the following
network services to the customers, producers,dossessors or any other network operators
within its service area:

= on the basis of a corresponding request, conngcelagatrical installation conforming to
the requirements and located in its service ardlagmetwork at the connection point

= on the basis of a corresponding request, amencbtiumption or generation conditions

= enable a network connection to be used at the ctionegpoint

= transmit electricity through its network to the oestion point or from the connection
point

= ensure the installation of a metering device canfog to the requirements of legislation
to determine the amounts of electricity transmittedugh its network

= ensure the collection and processing of measuredagat

= provide ancillary services directly related to tiedwork services

A network operator shall observe the principle giia@ treatment of market participants when
providing network services. A network operator ias right to refuse to provide network
services if:

e celectrical installations of the user of networkvéegs do not conform to the requirements
of legislation or to the technical conditions efitdied by the network operator for
connection to the network

e the provision of network services is not possilde dny other reason dependent on the
user of network services
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e the provision of network services is not possiliereasons independent of the network
operator

¢ network of the network operator lacks the necesgansmission capacity for provision of
network services

A network operator shall provide grounds for anfysal to provide network services. In the

reasoning, the legal basis for refusal shall bécatdd and the Authority shall be notified of

refusal to provide network services. A network aper shall develop the network within its

service area such that the continued provisioretiiark services is ensured to all customers,
producers, line possessors and any other netwoekatips connected to the network, in

accordance with their justified needs, legislatimal conditions of the activity license.

In essence the described regulation ensures poavisi network services to all market
participants and third party free access to thevowt Possibilities of refusal to provide
network services are extremely limited and in pcacho cases of refusal has been recorded.

Compared to network operators the Electricity Market sets much less obligations to
producers of electricity. Pursuant to the Act tlemerating installations of producers shall
conform to the technical requirements establishethb Grid Code. Producers’ actions shall
comply with orders issued by the system operatgra®lucer shall notify the system operator
promptly of any dangerous situations, accidentstioer circumstances that endanger or could
endanger security of supply or the performancengfantractual obligations.

In addition to law the Authority has set forth doligation to the market dominant producer
Narva Power Plants (Narva PP) to secure uninteblepsupply of electrical energy to

customers. Since Narva PP and Iru PP are extremelgrtant plants for securing of district

heat supply to Narva and Tallinn city respectivéthe Authority has set forth in their activity

licenses an obligation of an uninterruptible supifiyreat to the cities.

An electricity selling license is required for bdtie network operators that sell electricity to
the customers connected to their network and fdettakings performing electricity trade.

6.1.2 Rights and obligations of the Authority
From a supervisory authority point of view the Esém legislative basis can be considered as
a solid one, as it gives the Authority enough gumkses for performing market regulation.

The Authority has the right to get necessary infation from a market participant and from

state and local municipal authorities, right toeertheir territory, rooms and facilities for the

purpose of on-site inspection, examine the docusneetessary for supervisory activities and
other information and circumstances and make estraanscripts and copies thereof. The
Authority can also inspect the accounts and praenétion practices applied by market
dominant producers or sellers, establish developrabhgations for undertakings through

license conditions. For example, it can impose lbligation for operators to invest into the

network which has not secured stable electricitgpbu for customers in accordance with
requirements.

At the same time the Authority is obliged to caoyt general supervision over the fulfillment

of the Electricity Market Act stipulations by matkgarticipants and to make prescripts in
case of violation. In addition, market participait®nsumers or undertakings) can record
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complaints on activities or inactivity of other rkat participants and the Authority has to re-
settle them by its decisions. Both the preceptsdamuisions are administrative acts that can be
challenged with an administrative court, which llas right to invalidate an Authority’s
decision or a precept.

Additionally the Electricity Market Act also stipates that in case of certain violations of law
the Authority has the right to initiate misdemeapaoceedings. The following violations of
law are determined as misdemeanors:

violation of the obligation (failure) to provide tweork services

violation of the quality requirements for provisiohnetwork services

sale of electricity to non-eligible customers girece which is not approved or which is
higher than the approved price limit

violation of the rules of cross-border electriditgde

illegal use of the network electrical energy

failure to submit information

restriction of the right of access

disclosure of information with limited access

wN e
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Violation of the above positions 6 and 7 is punidldy a fine of up to 20 000 kroons (EEK),
in other cases of up to 50 000 EEK.

The merger of the former Competition Board andéhergy market regulator gave broader
rights to the new Competition Authority for marlsipervision and for regulation in case of
necessity. Namely, the Authority has the rights ahligations for market supervision based
on both the special acts (Electricity Market and thatural Gas Acts) and as well on the
Competition Act.

If a market dominant undertaking or an undertakingontrol of an essential facility abuses
its position then pursuant to the Competition Agracept may be issued or a misdemeanor
proceedings may be initiated (punishable by a @éfhep to 500 000 EEK). Repeated abuse
may be subject to punishment by way of criminakpdure.

In this connection beginning from January 2008 ierged Authority has several concrete
examples where problems of the energy market hage bffectively resolved pursuant to the
Competition Act.

6.1.3 Customer contracts and information (implementation of customer
protection measures pursuant to Directive 2003/54 mnex A)

The network operators are obliged to maintain a sigd and disclose on it the following
information:

1) principles of formation of the fees for connecttoghe network

2) data reflecting efficiency, quality and profitabyliof the network operations

3) data on the sale undertaking in case the netwolratpr has designated another
undertaking to execute the selling obligation

4) charges for network services

5) standard terms and conditions of customer contfac{srovision of network services
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Sellers of electricity have to disclose on theibveée:

1) tariffs for the electricity sold within the framewoof the selling obligation (to non-
eligible customers)

2) standard terms and conditions for electricity sale

3) data about environmental impact during previousrepg year: CQ and SQ emissions,
disposed oil shale ash and radioactive waste cangbd production of electricity

The network charges and the tariff for electricggld in the framework of the selling
obligation shall be published at least 90 daysrpctheir entry into force. In addition to a
web site the tariffs have to be disclosed alsotiteast one daily national newspaper. The
standard terms and conditions for provision of mekwservices and for the selling of
electricity shall be disclosed at least 30 daysteebecoming valid.

If a network operator sells both network servicd alectrical energy, it is obliged to separate
on customer bills respective prices. All sellerseokergy are obliged to inform customers
about the distribution of energy sources used adpetion. Respective information shall be
attached to the customer bill.

As regards customer contracts the Authority is position that it is a well-regulated field and
customer interests are enough protected. Pursoidime tElectricity Market Act standard terms
and conditions of contacts for provision of netwadrvices, for electricity sale to non-
eligible customers under the selling obligation aodnection to network shall be approved
by the Authority. In approval of above mentionednstard contract conditions the Authority
follows the principle of proportionality, aiming laamce of rights and obligations of both
undertakings and customers. An important criterionapproval of standard terms and
conditions is also their compliance with the LawQidligations Act.

A network contract is entered into in a writtennigran electricity contract can be also verbal
provided that both parties agree on that.

In the network contract the following data shallibeuded:

= name of the undertaking, its registry code, addaessother contact information

= description of the service

= service related main quality indicators or a rafeeeto an available documents which
presents the main indicators

= term for the connection activation

= description of provided maintenance service

= way of submitting of relevant information on thent@ctual payments

= conditions for a change or termination of the cacitior services purchased upon it

= how repayments or other ways of compensation anges in case of failure to meet the
contractual quality level of the service

= way of initiation and resolution of disputes

= term of the contract

In the electricity contract the following data dhz included:

= name of the undertaking, its registry code, addaessother contact information
= main physical parameters of the electrical energy
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= service energy main quality indicators or a refeeeto an available documents which
presents the main indicators

= way of submitting of relevant information on thent@ctual payments

= conditions for a change or termination of the cacitior services purchased upon it

= how repayments or other ways of compensation enges in case of failure to meet the
contractual quality level of the energy

= way of initiation and resolution of disputes

= term of the contract

The contract with customers for provision of netkveervices may be both with a specified
term or termless. Usually termless contracts anecloded. Both network operators and
sellers of electricity may change conditions oftcact only if there is an objective reason for
that in order to take into account changes of onstances and only if the Authority has
granted approval to a change of standard conditidrmeetwork operator shall give notice of
the cancellation of a network contract at leastl&@s in advance. The notice shall set out the
grounds for cancellation and the date of termimatibthe contract.

A network operator may cancel a network contract @isconnect the place of consumption
from the network if: the network connection hasrbegerrupted by the network operator due
to a breach of the network contract and the inpgion has lasted for at least 180 consecutive
days and the customer has failed, during that geto eliminate the circumstances which
were the grounds for the interruption or commeriee donsumption of electricity; and the
customer has materially breached obligations ayishom the network contract and the
breach has not been remedied within a reasonabiedpef time granted by the network
operator meaning that, as a result, the networkabme cannot reasonably be expected to
continue executing the contract.

A seller or a network operator has the right tocehan electricity contract if:

(1) the customer has materially breached obligatiansing from the contract and has not
remedied the breach within a reasonable periodrod granted by the seller or network
operator

(2) the network connection through which electyiaitas sold on the basis of the electricity
contract has been interrupted on the grounds thatctistomer has failed to pay the
amount payable; the customer has materially breheme obligation arising from the
contract in another manner and the interruptionl&sted for at least 60 days

(3) the customer has used electricity or networkvises without authorisation or has
intentionally or due to gross negligence causedadgnto the property of the network
operator or the seals or verification marks plasedhe metering devices by the network
operator or the seller. A customer shall be natifod the cancellation of an electricity
contract at least 30 days in advance. The notia# istdicate the grounds for cancellation
of the contract and the date of contract termimatio

6.1.4 Supply interruptions and extra-judicial proceedings

Interruption of network connection is regulatedyveetailed and the Authority is in a position
that the protection of socially vulnerable custosnerpossible case of failure to pay in time is
sufficient. A network operator may interrupt thennection of a customer to the network if
the customer has failed to pay the amount payablthe basis of the contract entered into
with the network operator or seller or, has in Aeotmanner materially breached an
obligation arising from the contract. Before intgation of a network connection a notice
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concerning the planned interruption of the netwosknection shall be sent to the customer.
The notice shall set out the grounds for interngptihe network connection and the planned
time of the interruption. The network connectionaotustomer may be interrupted after at
least 15 days have passed since the notice waarsetift during that period, the customer has
failed to eliminate the circumstances which we ghounds for interruption of the network
connection and has not notified the network opermatseller, as appropriate, thereof

If a network connection is interrupted on the gasithat a customer who is a natural person
has failed to pay an amount payable accordingeatimtract due to the temporary insolvency
of the customer because of his or her seriouss#ir@ unemployment, the customer may
notify the network operator or seller thereof intimg. Evidence of those circumstances shall
be annexed to the notice. On receiving the notité @vidence, a network operator may
interrupt the network connection of a customer wha natural person after at least 30 days
have passed since the notice was sent and if, gltiiat period, the customer has failed to
eliminate the circumstances which were the groufas interruption of the network
connection and has not notified the network operatseller, as appropriate, thereof.

If a network connection is interrupted on the gaithat the amount due has not been paid,
the connection may be interrupted during the pefiioch 1 October to 30 April in a building
or a part thereof which is residential space, wsed permanent residence and heated in full
or primarily by electricity only when at least 9@yd have passed since the notice and if,
during that period, the customer fails to removedincumstances which were the grounds for
the interruption and has not notified the netwoplerator or seller, as appropriate, thereof. A
network operator may also limit the capacity of tregwork connection of a customer. The
customer shall be notified of such limitation atde15 days in advance.

A network operator may promptly interrupt the netv@onnection of a customer if the
customer increases, without authorisation, thetdichicapacity, uses electricity or without
authorisation (steals electricity), uses electriredtallations which do not meet technical
requirements, are dangerous or interfere with theration of the network as a whole or
prejudice security of supply.

All market participants, both undertakings and costrs have the right to refer to the

Authority as to an extra-judicial body. A marketrjg@pant may record a written complaint

with the Authority against an action or an omissamanother market participant that is in

conflict with the Electricity Market Act or legidian established on the basis thereof. The
Authority reviews the complaint and makes a deaisieereon within 30 days as of the receipt
of the complaint. If the Authority requests infortioa necessary for resolving the complaint,
the passage of the term shall be suspended, bdidmimnger than 60 days. The Authority’s

decisions can be challenged with an administratimert in 30 days since receiving of the

decision.

6.1.5 Selling obligation, vulnerable customers and finalconsumer price
regulation

Until 2009 the Estonian electricity market was ogebronly by about 13%. Beginning from
2009 the market is opened by 35% and since 1 Ja@@4di3 it will be 100% opened. Thus,
until 2013 the electricity sold to non-eligible tmmers shall be produced either in Narva
Power Plants (Narva PP), in cogeneration procegzamuced by small producers (with a
capacity of below 10 MW). Both Narva PP and Iru CplBnt belong to the Eesti Energia
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group, while the market share of Narva PP in prodods 90%. Narva plants use oil shale
fuel mined in Estonia. Oil shale is mined by Eé&Xiilevkivi, which is in a market dominant
position and also belongs to the Eesti Energiagr@ursuant to the Electricity Market Act,
the Authority shall approve prices for the follogin

= price for oil shale, which is an important input firmation of production cost of
Narva PP

= production price for Narva PP, which is an importarput in the formation of the
tariffs for electricity sold to non-eligible custems

= tariffs of electricity sold to non-eligible customsaunder selling obligation

In addition to price/tariff approval the ElectrigiMarket Act also stipulates selling obligation,
according to which network operators are obligeddibelectricity to all customers connected
to their network. Network operators have obligatitm perform the selling obligation

themselves or, they have also the right to desggmabther seller to perform the selling
obligation. For example, Eesti Energia Jaotusvig, largest distribution network operator
belonging to the Eesti Energia group, has design&esti Energia AS, as the seller of
electricity.

The principles of approval of both the prices far shale, for production and for sale by
Narva PP are similar to those for the network seiwprice regulation. The price is formed of
justified costs, capital expenditure (depreciatdriixed assets) and a justified return. In the
evaluation of justified costs the Authority conssldechnical efficiency indicators, cost
saving principles and monitors whether a crossidignasg is avoided. The main difference
compared to the regulation of network operatothas in production and sale price regulation
there is no regulation period and the regulatomy@uty monitors prices upon undertaking’s
application, while network charges are approvedafgertain fixed regulation period and are
indexed by changes of consumer (retail) price inded cost saving obligation (so-called
RPI-x regulation).

Regarding the sale price the Authority approves eaghted average limit price and an
undertaking has the right to form different tarifts different customer groups within this
weighted average limit. The above-described regulateaves a flexible possibility for
undertakings for formation of different prices withithe weighted average. Pursuant to the
Electricity Market Act the Authority has elaboratadd disclosed unified methodology for
calculation of a justified weighted average prigritl for performing of selling obligation.
The methodology determines the tariff period, wh&bne year. If during the tariff period the
actual price appeared higher than the Authorityeygd weighted average price limit, it shall
be compensated for to customers during the nege geriod. This means the next period
tariff shall be decreased. If the actual price appeé lower than the Authority approved
weighted average price limit, it is considered asuamdertaking’s risk and shall not be
compensated for by customers.

For Eesti Pdlevkivi (the oil shale mining industtye approved price limit of 133 kroons
(EEK) per ton was valid until 1 April 2008. In Felary 2008 the Authority approved the
price limit of 147,69 EEK/ton and from Septembef2065,10 EEK/ton.

In September 2008 the Authority approved for thevidd@P the new limit price components:
the variable charge of 35,38 EEKc/kWh and the ciépabarge of 784 637 EEK/MWh, thus
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forming the limit price of 49,61 EEKc/kWh. From yuP009 the limit price is a single-
component one, at the level of 46,01 EEKc/kWh.

In September 2008 the Authority approved for EEstrgia a weighted average price limit
for electrical energy sold to final consumers unther selling obligation of 50,79 EEKc/kWh
and in July 2009 a new price limit was approvedtdfs4 EEKc/kWh, which serves as the
basis for formation of a new detailed price list.

It can be said that both production and final comsuprice regulations are cost-oriented price
regulations. The price reflects coverage of justifioperational cost, a reasonable return
(profit) on invested capital. The investments made new capacity are also included in the
price. Thus, the current price regulation prevérim a situation of selling electricity below
production cost. For example, for the Narva PP thas producer in a market dominant
position, a return on invested capital (assetsB,006 is accepted. Such level should be
deemed justified, considering its market dominarsigoon.

The Electricity Market Act prevents also from oaemce of a situation in which in case of a
sharp rise of production cost it is impossibleremsfer it to final consumers. In case of rapid
changes in electricity market and if the approvesighted average price limit does not cover
all incurred costs the undertaking may, at its ommiative, apply prices exceeding the limit
and after that submit a new weighted average fingé for approval to the Authority. If the
price appears not justified, the undertaking isigelal to compensate for the difference to
customers.

The regulation of sale price to non-eligible custosnis both practical and necessary as
customers have no alternative possibilities ands#iler is in a market dominant position in
relation to non-eligible customers. The situatiothwhe Narva PP production price and oil
shale price regulation is similar. As the Narvanga market share is about 90% it is
obviously in a dominant position on the market. $hee is fully true for the mining industry
Eesti Pdlevkivi with its market share of close 0% and the price for oil shale is the
determining input for Narva plants’ production gridVithout their production price and oil
shale sale price regulation customers are likelyap unjustified high price for electricity.

Thus, under the closed market conditions regulatibmoth production and sale price is
necessary and justified, in order to protect custsnand to avoid earning of an unjustified
super-profit by market dominating undertakings.

Pursuant to the regulation that was valid until@iA2010 also eligible customers had the
right to buy electricity at the regulated price.uShan eligible customer could buy electricity
either directly from the Narva PP or from Eesti i@ AS, who is at the same time the seller
designated by Eesti Energia Jaotusvork. From 11 2pd0 the eligible customers can not buy
at the regulated price neither directly from the\ldaPP, nor from Eesti Energia any more. In
essence this means that only non-eligible custo(6&&% of the market) can buy electricity at

the market price. Eligible customers can buy eitlhem the power exchange that started
operations in Estonia or by direct contracts fromdpcers or traders/sellers. The Authority
considers the latter as a step towards an opetriefigcmarket and it is welcomed in every

way.

In the full opening of the market from 1 January2Qvill bring an end to the regulation of
both oil shale, the Narva PP and as well of thalfoconsumer price. The idea is laid down
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also in the Electricity Market Act. From the Autltgrpoint of view it is the only principal
option as along with the full market opening alstmmers will have the right to choose the
trader and no regulation will be necessary.

Conclusively, the Authority is in opinion that eledricity customers are quite well
protected and the Authority has good possibilitiedor supervision of the market. The
tariff for electricity sold to non-eligible customes is regulated, the costs forming it is
under control of the regulatory authority and for undertakings justified return on
invested capital is ensured. Sufficient informationis available to customers about the
formation of prices, standard terms and conditionof contracts, energy sources used for
production, etc. Most network operators have wellisaped web sites that contain
sufficient information. The standard terms and condtions of contracts for provision of
network services and sale of electricity are subjédo approval by the Authority and
possible interruption of network connection or canelling of sale contracts are regulated
in detail by law.

6.1.6 Issuing guarantees of origin to producers

Pursuant to the Electricity Market Act the systepemator Elering issues at the request of a
producer, a guarantee of origin certifying that theducer generates electricity from
renewable energy sources.

In order to issue a certificate of origin a produsieall comply with the following conditions:

1. A producer shall not subsidise generation from nexide energy sources at the expense
of generation from other sources and vice versa.

2. By the third day of each calendar month, a prodwtell submit information to the
network operator specified in 8 59 of the ElectyicMarket Act on the amount of
electricity that it generated from renewable enesgurces during the preceding month
per generating installation and the amount of dl@tt so produced which was sold
exercising the purchase obligation specified i98 5

3. If electricity is generated from a combination @newable energy sources and other
sources, the producer may only sell such amountslexttricity as are generated from

renewable energy sources by exercising the purablalggation set out in 8§ 59 of the Electricity
Market Act

The system operator verifies compliance of the datamitted in a producer’s application to
the above conditions and issues the guaranteeigihon 30 days since registration of an

application at the latestertifying that the producer generates electrifigm renewable energy
sources.

A guarantee of origin shall set out the following:

= the name, address of the seat and details of tduiper;

= the name of the energy source used for the gearratielectricity and the place of
generation;

= the amount of electricity generated in megawattrbatine period of generation, the time
for generation in hours and the date of issue ®ftnarantee of origin;

= the amount of electricity in megawatt-hours, whglold during the period specified in
clause 3) of this subsection exercising the pulodéigation provided for in § 59 of the
Act;

97



= the capacity of generating installations if elegtyiis generated in a hydroelectric station;
= other information established by the system operato

A guarantee of origin for the electricity produgadhe process of an efficient cogeneration

shall set out the following:

= the name, address of the seat and details of tduiper;

= |ower calorific heat value of the used fuel,

= way of using of the produced heat;

= quantity of the produced electrical energy in M\idariod of production, production time
in hours, location of production and time of isguof the guarantee of origin;

= quantity of electrical energy in MWh which is sald during the period specified in
section 4 using the subsidy or the purchase oldiggiursuant to 8 59 of the Act;

= other information established by the system operato

The information on the issued guarantees of oigypublished by the TSOs on its web site.
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6.2. Natural gas sector

6.2.1 General obligations of market participants

Obligations of market participants are stipulatedhe Natural Gas Act. Besides obligations
stipulated by the Act the Authority issues activigenses together with conditions included
in the license. An activity license is required fioe following activities:

1) import of gas (from outside the EU)
2) sale of gas

3) provision of gas transmission service
4) provision of gas distribution service

In most detail the Natural Gas Act regulates attisi of network operators. Their main
stipulated obligations are described as follows:

1) a network operator is required to ensure that psrsdho have a network connection are
supplied with gas in accordance with this Act, toaditions of the activity license and
contracts entered into

2) a network operator is required to enable thirdypadcess to the network, which for the
purpose of the Act means the right of market pigdiats to connect with the network or
to use network services

3) a network operator is responsible for the funcignand maintenance of the network
which it owns or possesses

4) a network operator is required to develop the netvim a manner which ensures that all
consumer installations located within its networaaare connected to the network

5) a network operator shall organise the meteringasf gonsumed from the network and
maintain corresponding records, unless agreedwiser

6) a network operator is required to provide othemoek operators with all the necessary
information to ensure the distribution and salegals in a manner which enables
interconnected networks to be used securely ardtefély

7) a network operator may not disclose the informatgained in connection with
performing of its duties and obligations to thirdrjees, except if disclosure is provided
for by law or, information shall be submitted fargying out of duties and obligations
provider for by this Act

8) a network operator may terminate its activitiesyahlit transfers its obligations arising
from this section to another network operator

9) a network operator shall give the Authority at teB2 months' advance written notice of
the termination of its activities, specifying thatel and schedule for termination, and
provide a sufficiently detailed overview of the atimstances which ensure that the
requirements provided for shall be met

10) a network operator is obliged to follow the prideipof equal treatment of market
participants in provision of network services

In essence the described regulation ensures thasgno of network services to all market
participants and a third party free access to #t@vork. Possibilities of refusal to provide
network services are extremely limited.

For gas sale undertakings law stipulates the fatigwbligations:

1) a gas undertaking shall ensure that final custorasrssupplied with gas in compliance
with the Natural Gas Act, the conditions of thenatt license and contracts entered into
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2) a gas undertaking that performs both provisionaifvork services and sale of gas shall
keep separate accounts for the activities

6.2.2 Rights and obligations of the Authority

From a supervisory authority point of view the Esém legislative basis can be considered as
a solid one, as it gives the Authority enough gumkses for performing market regulation.

The Authority has the right to get necessary infatron from a market participant, as well as
from state and local municipal authorities, thehtigo enter their territory, premises and
facilities for the purpose of on-site inspectiorkamine the documents necessary for
supervisory activities and other information andtwnstances and make extract, transcripts
and copies thereof. The Authority can also inspleetaccounts and prices practices applied
by gas undertakings and obtain necessary informatomcerning their economic activities.
The Authority can establish temporary prices fa ttansmission and distribution of gas for
no longer than two months in situations where thpgees are not justified or the gas
undertaking fails to follow a precept issued by #hethority. The Authority can establish
development obligations for undertakings througierise conditions. For example, it can
impose an obligation to invest for gas network apms in case their performance has not
secured stable gas supply for customers in accoedaith requirements.

At the same time the Authority is obliged to supssvthe fulfillment of the Natural Gas Act
and to make precepts in case of violation. In amditmarket participants (consumers or
undertakings) can record complaints on activitiesnactivity of other market participants
and the Authority has to re-settle them by its sieais. Both the precepts and decisions are
administrative acts that can be challenged witla@ministrative court, which has the right to
invalidate a decision or a precept.

The Natural Gas Act also stipulates that in caseedfin violations of law the Authority has
the right to initiate misdemeanor proceedings. fidlewing violations of law are defined as
misdemeanors:

1) failure to give notice to the Authority about chasgn data required by law

2) failure to comply with conditions of activity licee

3) sale of gas or provision of network services at-approved sales marginal limit and
failure to compensate price difference to customers

4) provision of network service at non-approved praceat a price that is higher that the
approved price

5) violation of the obligation to connect to the netkwcand collection of unjustified
connection charges

6) failure to provide third party access to the networ

The penalty payment (fine) that can be imposedse ®f violation of the above section 1) is
up to 30 000 EEK, violations described in secti@h@nd 4) are punishable with up 50 000
kroons and in other cases also up to 50 000 EEK.

If the market dominant undertaking or an undertgkmcontrol of an essential facility abuses

its position then pursuant to the Competition Agracept may be issued or a misdemeanor
proceedings may be initiated (punishable by a @hep to 500 000 EEK). Repeated abuse
may be subject to punishment by way of criminakpdure.
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6.2.3 Customer contracts and provision of information (inplementation of
consumer protection measures pursuant to Directive2003/55/EC
Annex A)

Both gas network operators and gas sellers argesbto maintain a web site and disclose the
following information on it as the minimum:

1) charges for network services

2) maximum (limit) prices for gas

3) method of calculating the charge for connectintheonetwork
4) standard terms and conditions of contracts

The charges for network services shall be discloseteast 90 days and the household
customer gas prices 30 days prior to their entty force. In addition to the web site the
prices shall be disclosed at least in one natidady newspaper. Besides undertakings also
the regulatory authority shall disclose all theraped prices on its own web site.

In March 2007 amendments to the Natural Gas Aceweforced. The amendments pay more
attention to customer protection. In addition te #tandard terms and conditions for selling
gas to household customers now also similar stanoarditions have to be approved also for
the provision of network services. Pursuant to Aloe the standard conditions of selling to
household customers besides others shall include:

1) sellers’ name and address

2) service provided

3) limit values for the quality level of provided ser®

4) customer information about the tariffs and prices

5) contract duration, conditions of updating and textion of the contract
6) possibility of change of supplier for free

7) possibilities of payment for the service

8) possible compensations and pay-back procedures

9) settlement of complaints

The contract for selling gas to household customaag also include stipulations from the
network contract that deal with the provision oftwerk services necessary for the
distribution of sold gas.

As mentioned above, standard conditions have tapgy@oved also for the provision of

network services. In doing so the Authority hasronitor whether network service user’'s
rights and obligations are balanced in the contragtthis forms a basis for the approval of
prices for network services.

Standard terms and conditions for the sale of gasligible customers are not subject to
approval by the Authority. However, according te tdatural Gas and the Competition Acts
the market dominant seller (AS Eesti Gaas) shafluen equal treatment of all market
participants.
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Pursuant to the Natural Gas Act the seller of gessth enable to terminate a sales contract in
connection with a change of supplier during one tima@ince the receipt of a customer’s
application provided that the contractual obligasi@re fulfilled.

6.2.4 Selling obligation, vulnerable customers and finalconsumer price
monitoring

The Estonian Natural Gas Act do not give a debnitseparately for a vulnerable customer,
but sets forth stronger regulation conditions fibhausehold customers. Estonia has also not
established so-to-say social tariffs.

According to the Act a seller of gas possessingbilggest market share within its network
area is required to sell gas, within the technigaits of the network, to all household
customers who have a network connection and aldegvilo buy. In addition to above the
Natural Gas Act provides that a market dominantipecers applies a principle in setting up
prices for the gas sold to household consumersatinagighted average price for gas contains
the import price and a sales marginal added to it.

In purchasing of gas an undertaking shall baseomal gpusiness practice and buy gas at most
favourable price and the sales marginal addede@tiichase price is subject to approval by
the Authority.

A limit level of the sales marginal should covee tbosts incurred in sales and ensure a
justified return. The Authority has elaborated adidclosed in its web site a unified
methodology for the calculation of a limit value thfe sales marginal and bases on it in
approval process. According to section 6.3 of tleghmdology the sales marginal consists of
the total of non-controllable costs, operating spsapital expenditure and a justified return,
which is divided by the sales volume.

Aforesaid principle was established from July 2@d@l it provides more liberal organisation
of the market compared to the earlier one. Nanmstyaller gas sellers (which are not in a
dominant position on the market) do not have tor@pp with the Authority any more their
price of the gas sold to household consumers. Astaother things the new system provides
for undertakings some degree of flexibility in gritormation, as the import price changes
almost permanently. Thus, the new system is lessabgratic but at same time protects
consumers against excessively high prices as thrtheysales marginal the Authority is able
to control the formation of price of the market doamt undertaking. The Authority applies
ex-post regulation to the gas sold to households. If duarcalendar year a weighted average
price for sold gas differs from the weighted averggrchase with the added sales marginal
for the same period, then at the end of each cateyehr the undertaking makes a settlement
of accounts (equalisation) with its customers dyrthree months period and submits a
relevant report to the Authority each year by 1 Maythe latest. The equalization shall be
reflected on the sales bill in a separate line.

6.2.5 Gas supply limitations and interruptions, extra-judicial proceedings

The Natural Gas Act provides for suspension ofsygply. According to it network operators
have the right to suspend a network connectionawitlyiving advance notice thereof to the
final customer if there is a danger to the lifealtle or property of persons or to the
environment. A network operator has the right tepgnd a network connection immediately
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after it is established if there has been an umausthd consumption (stealing) of gas. Besides,

a network operator has the right to suspend gasl\sugiving at least 7 days' advance notice,

if:

1) the consumer installation is adversely affectthg supply of gas to another final
customer or damaging the technical parameterseofiéitwork

2) the network operator is prevented from accessingetering system located within
territory owned or possessed by a final customerder to inspect or replace the system
or to perform necessary work for the gas instaltato operate

3) any conditions provided in the contract for fh&chase and sale of gas or stipulated
conditions are violated.

A new customer protective aspect in the amendmisntie clause related to household
customers that fail to pay in time and a networkrapr intends to suspend gas supply to
them. In such case, if a customer has a permassittential space, which is heated by gas,
supply may suspended during the period from 1 Gutodb 1 May, only when at least 45 days
have passed since the notice.

According to the data of EG Vdrguteenus in 2009eheere altogether 738 suspensions of
gas supply, 395 of them were ordered by sales tiepat because of the failure to pay in
time.

Before the gas supply is suspended in cases dedaiiove, the network operator shall give
the final customer a reasonable term to eliminhage deficiencies and shall notify the final
customer of the pending suspension in writing. Tioéice shall set out the grounds for
suspension of gas supply, the term for eliminatbthe deficiencies. A network connection
or gas supply that has been suspended for thengasplained above shall be restored after
the customer has paid for the justified costs adfpsasion and reconnection, unless the
contract has been terminated.

All market participants, both undertakings and cosrs have the right to refer to the
Authority as to the extra-judicial body. A markedrppcipant may record a written complaint
against an action or omission of another markdigyaant that is in conflict with the Natural
Gas Act or legislation established on the basisetife The Authority reviews the complaint
and makes a decision thereon within 30 days ashefréceipt of the complaint. If the
Authority requests information necessary for resg\the complaint, the passage of the term
shall be suspended, but not for longer than 60 .da@e Authority’s decisions can be
challenged with an administrative court in 30 daiyse receiving of a decision.

Conclusively, the Authority’s opinion is that consumers of natural gas are reasonably
well protected and obligations of market participarns are clearly determined. Sufficient
information is available to consumers on standard anditions of contracts and the rights
for the change of supplier. Also the Authority hasgood possibilities for performing

market supervisory tasks.
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