(=

‘-4
———

—

Energy and Water Regulatory Commission (EWRC)
Bulgaria

Annual Report
to the European Commission

July 2017



TABLE OF CONTENTS

LIST OF ABBREVIATIONS 3
1. FOREWORD 5
2. MAIN DEVELOPMENTS IN THE GAS AND ELECTRICITY MARKETS

6
2.1.Main developments in thelectricity market 6
2.2.Main developments the gas market 6

3. ELECTRICITY MARKET 9
3.1. Networks regulation 9
3.1.1.Unbundling and TSO certification 9
3.1.2.Technical functioning 11
3.1.3.Network tariffsfor connection and access 15
3.1.4.Crossborder issues 17
3.1.5.Compliance 21
3.2. Promoting Competition 22
3.2.1.Wholesale markets 22
3.2.2.Retail market 29
3.3. Security of supply (if and in so far as NRA is competent authority) 32
3.3.1.Monitoring of the supply and consumption balance 32
4. NATURAL GAS MARKET 32
4.1. Networks regulation 32
4.1.1.Unbundling and TSO certification 33
4.1.2.Technical functioning 34
4.1.3.Connection and access network and LNG tariffs 35
4.1.4.Crossborder ssues 37
4.1.5.Compliance 38
4.2. Promoting Competition 38
4.2.1.Wholesale markets 38
4.2.2.Retail market 42
4.2.3.Recommendations on supply prices, investigations and measures to promote effective
competition 44
4.3. Security of supply 44
4.3.1.Monitoring of the supply and consumption balance 44
4.3.2.Measures to cover peak demand or shortfalls of suppliers 44

5. CONSUMER PROTECTION AND DISPUTE SETTLEMENT IN ELECTRICITY

AND GAS 48
5.1. Consumer protection 48
5.1.1.Electricity 48
5.1.2.Natual gas 49
5.2. Dispute settlement 50
5.2.1.Electricity sector 50
5.2.2.Natural gasector 52

National Reporfor 2016 — Energy and Water Regulatory CommissiBnlgaria 2



LIST OF ABBREVIATIONS

ACER
ANRE
BOTAS
CCP

CCR

CDP
CEER
CEF
CESEC

CPC
CR3

DAM
DEPA

DESFA
EA

EMR
ENTSOE
ENTSOG
EPS

ESO EAD
ETN

EU
EWRC

GDN
GMS
GRIPs
GRMB
HHI

HPP
IBEX EAD
IBS
IGB
ITB
ITO
MPNGAT

NC TAR

NDC

NEK EAD
OEPR
ONGPR
OoP

PCI

Agency for the Cooperation of Energy Regulators
Romaniarenergy regulatory authority

Turkish gas transmissn operator

Commission for Consumer Protection

Capacity Calculation Regions

Commercial dispatching platform

Council of European Energy Regulators
Connecting Europe Facility

Central and South Eastern Europe Gas Cdivitgc

Competition Protection Commission
Concentration ratie- the sum of the market shares of the three biggest
market participants

Day Ahead Market
Greek energy company

Greek gas transmission operator

Energy Act

Electricity Market Rules

European Network of Transmission System operatelsctricity
European Network of Transmission System operatgas
Electric power system

Electricity system operator EAD

Electricity transmission network

European union

Energy and Water Regulatory Commission

Gas distribution network

Gas metering station

Gas regional imestment plans

Gas regulatory metering board

HerfindahtHirschman Indexsum of the squares of the market shares
of the participants in the relevant market

Hydroelectric power plant

Independent BulgariaBnergy ExchangeAD

Gasinterconnection Bulgaria Serbia

Gas interconnection Greeedulgaria

Gas interconnection TurkeyBulgaria

Independent Transmission Operator

Methodology on pricing of natural gas access and transit in gas
transmission networks owned by Bulgartransgab

Network code on harmonized tariff structures for transmission of gas

National Dispathing Centre

National Electricity Company EAD
OrdinanceNel/2013 onrelectricityprice regulation
Ordi nance N2/ 2013 on
Operative Programme

Project of common interest

natur al gas

National Reporfor 2016 — Energy and Water Regulatory CommissiBnlgaria 3



PP
PvPP

RAE

RBP

RES

SLP
TANAP
TAP

TSO

UGS Chiren
VTP

WPP

Power plant

Photovoltaigpower plant

Greek energy regulatory authority
Reginal booking platform
Renewable energy sources
Standardized Load Profiles
TransAnatolian natural gas pipeline
TransAdriatic pipeline
Transmission System Opéoa
Underground gas storage

Virtual trading point

Wind power plant

National Reporfor 2016 — Energy and Water Regulatory CommissiBnlgaria



1. FOREWORD

The present papaepresents a national report elaborated by the Energy and Water
Regulatory Commission (EWRC, th€ommission)and submittedto the Agency for
Cooperation of the Energy Regulators and the European Commission in pursuance of the
reporting obligations under art.37, para 1b, item d of Directive 2009/72/EC and art.41, para
1b, item d of Directive 2009/73(E The structure of the Report follows the one suggested by
CEER.

The year2016 marked continuation of the electricity market liberalizati@n 19
January2016 the real operation of the dahead market was launched, administered by
Independent BulgariaBnergy Exchange EAQBEX EAD).

The increasing amounts of traded electricity skedld to marketbased, transparent
and objective priceas a resulvf demand and supplEWRC adopted the regulation required,
enabling small business consumers to negofratdy supplies and switch energy suppliers
By the adoptednstruction on switching supplie@nd the introduction of standardized load
profiles, since April 2016 households may switch their supplier without leiagyed and, if
they wish, they can gaoalsk in the regulated markdthe energy regulator controls the traders'
activity in order to avoid abuses and irregularities in their work with consumers

To that end, EWRC decisions 2016 are compatible with the European electricity
market target modednd that represent an important step towards achieving the European
integrated energy markékhis will bring together the prices of the various markets and make
the use of interconnectors more efficient, bringing Bulgaria closer to a sustainable and
compditive internal energy marketa market that will gain momentum in the coming year
andtheyears afterwards

A considerable progress was achieved in 2016 in the development of the gas
interconnections with neighbouring countries, aiming at gas suppliessdication The gas
interconnection with Romania was accomplished, the IGB project with Greece was further
developed and a memorandum was signed for the gas interconnection with Febia
Bulgarian regulator introduced some important changes in thdatens directed towards
gas market liberalizatiomheRules for access to the gas transmission and/or gas distribution
networks and storage facilitigsave beemmended and some changedlatural Gas Market
Ruleshave been adoptedEWRC adopted amendmt of theMethodology on pricing of
natural gas access and transit in gas transmission networks owned by Bulgartr&#€dgaz
thus introducinghe European entrgxit model with different price zoneRules on natural
gas market balancingand Daily imbalarce chargecalculation methodologyhave been
approved Interconnection agreement between the gas transmission operators of Bulgaria and
Greece has been signed, with the active participation of EWRC and the Greek regulator
RAEand a Market test for the resery of capacity has been held for the gas interconnection
IGB Komotini — Stara Zagora

EWRC took a active participation in the processes of establishing the conditions
required for the achievement of competitiveness and liberalization of the Bulgarian gas
marketas part of the EU markaind took some important key steps towards the achievement
of those objectiveand exercisingts competencieg creatal a unified regulatory framework

In 2017EWRC shall continue the reforms in the energy sector relatdtetRegulator
itself and with the fields subject to regulatidife are convinced that our regulatory efforts
shall result in considerable benefits for the end consumers and the market participants

Assoc. Prof. lvan N. lvanov, PhD
EWRC Chairman
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2. MAIN DEVELOPMENTS IN THE GAS AND ELECTRICITY MARKETS

2.1. Main developments in the electricity market

In 2016the first successful real exchange session at the Independent Bulgarian Energy
Exchange EAD was held with physical supply da@eJan2016.In line with art4, paral,
item 1 of the Commission Regulatioft B) 2015/12220f 24 July 2015 establishing a
guideline on capacity allocation and congestion manageimgmecisionNe H Q1 of 27 Jan
2016 EWRC nominated IBEX EAD agnominded electricity market operatorfor the
territory of Bulgaria for a period ofolir years EWRC complied with the cited above
Regulation requirement, which ensures the smooth functioningnaplémentation ofthe
single dayahead and/or intraday coupling

Since 1 April 2016 the application of standardized load profilESLP) has been
enforced Thushousehold and small ndrousehold customera/ho are not legally obliged to
have hourly metering of their consumed eneegg, able t@articipate in thdree markewith
freely negotiated pricedVith the speciallnstruction on the switchgnterms and conditions
for the above mentioned customeosving sites where SLP are applied, a possibility to
facilitatethe switching from regulated to open market was created

To implement the requirements of Regulatiorg) Ne 3 4 @f/the European
Paliament and of the Council of 17 April 2013 on guidelirfes transEuropean energy
infrastructure and repealirfgecisionNo 1364/2D 0 6 /| dadCamending Regulations (EC) No
713/2009, (EC) No 714/2009 and (EC) No 715/20B9VRC adoptedVethodology and
criteria for evaluating investments in electricity and gas infrastructure prajetise
Methodology regulates the rules, which EWRC should follow in order to identify and
evaluate the rigk of the projects of common interefitat are necessary for the realinatiof
large infrastructure corridors of great priority and the achievement of the main goals of the
European Uni o n tegardimgncempetifivengss, Isustainability and security of
supplies The Methodology shall facilitate PCI promoters in theppration of their projects
andshall ensuréransparency and objectivity of their evaluation

In 2016 the Energy and Water Regulatory Commission adopted amendment and
supplement ofOrdinance™  6f 24 Feb 2014 on connection of electricity generators and
consumers to the transmission or distribution netwai®sdinanceNe ,6oromSG/R31 of 4
April 2014 amendSG/77 of 4 Oct 2016)in order to achieve predictability and clarity of the
investment process regarding connectionthe transmission or distribution merks
Specific and shortenedeadlineshave been establishéu the connection proceduresithin
which network operatorshall coordinate projects, provide an opini@mn the connection
conditionsandthe draft connection agreementhe adopted amendmerdim to increase the
network operatofsactivities efficiencyand the quality of the services offered by them

2.2. Main developments in the gas market

In 2016 EWRC continued its activity directed towards the establishment of conditions
for opening the atural gas market and ensuringhindered market access for all market
participants, includingpew entrants by establishing transparent, mavksed mechanisms for
natural gasupplies and transport

EWRC took a active participation in the processes efablishing the conditions
required for the achievement of competitiveness and liberalization of the Bulgarian gas
marketas part of the EU markeid took some important key steps towards the achievement
of those objectives

During the reporting year, ipursuance of its competencies, EWRC established a
unified regulatory framework and implemented the imperative rules of the European
legislation related to the natural gas market liberalization and integratiidim the adopted
regulations, EWRC defineseadr rules for natural gas market participants, which rules ought
to have a positive impact on the market and contribute taridstion ofcompetition and
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increasing liquidity by ensuring the liberalization processkevelopmenin the sector and
the promrgas markeftunctioning.

In this respect, the adopted by EWMRQIles on natural gas market balanciage of
utmost importancéromSGR9 of 13 Dec2016§. They guarantee that network users shall be
responsible for the balancing of their portfglim orcer to minimize the need for the operator
to undertake balancing activities. The same is the rolzady imbalance chargealculation
methodologyprom.SG99 of 13 Dec 201§ which determines how to calculate the amount of
daily imbalances and positive canegative imbalances prices, ensuring the formation of non
discriminatory charges for imbalances and creating incentivethéotransmission system
usersm the territory of the country to efficiently balance their balance sheet portfolios

The above rgulations have been adopted in line with the & Natural Gas Market
Rules as well aswith the common balancing principles and requirements of Commission
Regulation( €) 312/2014of 26 March 2014 establishing a Network Code on Gas Balancing
of Transmission Networkswith regard to the report of Bulgartransgaz EAD on interim
measures unddRe gul at i on ,(app@yed Bith EWRXIDetisionNe B M1 of 29
Sep2015.

EWRC adopted amendment and supplemehtthe Natural Gas Market Rules
(prom.SGBH9 of 4 Aug 2015, amen&GR9 of 13 Dec 2016 given the direct implementation
of Regulationl EC) 3 Indrdér @ $yachronize the provisions anéwoid prerequisites
for proedure contradiction regarding the inner transmission network entry and exit points and
the procedures on interconnection paints

In 2016the Commission adopted amendment and supplement &ules for access
to the gas transmission and/or gas distributimetworks and storage facilitigprom. SG/36
of 16 April 2013, amend. and suppl.SG/103 of 27 Dec RGh6order to comply with the
requirements of Commission Regulati¢nE C) 20930of 14 Oct 2013 establishing a
Network Code on Capacity Allocation Mechanisms in Gas Transmission Systems and
supplementing Regulation (EC) No 715/2009 of the European Parliament and of the Council
and repealing Regulation (EC) No 1775/2008 &m harmonize the access rules in Bulgaria
with the ones applied in the rest of Hefining clear rules aims at ensuring that all natural
gas market participants have the opportunity of transparent andiseyiminatory access to
the gas transmission merk through transparent and efficient capacity allocation auction
procedures, creating prerequisites for flexible use of gas networks, which will lead to
competition and increasing natural gas market liquidity in the cauflryamendment and
supplemenbf the Rules for access to the gas transmission and/or gas distribution networks
and storage facilitiesimplify and facilitate capacity booking in the gas transmission network
points for all network users in Bulgaria and other EU mershaes at equalcaess terms
The amendment and supplement to the regulatory framework allow transmission capacity
trade to be performed at a capacity booking platform that enables potential users of the
transmission network to participate in allocating capacity on aretec booking platform
In the interconnection points of the gas transmission netwoBkilgfartransgaz EARNd the
gas transmission networks of Greece and Romasiwell as in all exit points of the national
gas transmission netwqrkhe Bulgarian trasmission operator has introducedRagional
booking platform RBP under art 27 , & Refulation( E C) /2093 Adter 1 Dec2016
onwards, the capacity nomination and allocation, both at interconnection pathtsiner
entry and exit points, shall be performed at Regionalbooking platformRBP. Using the
Regionalbooking platformshall have a posite impact on the natural gas markas it will
simplify and facilitate capacity booking in the gas transmission network points for all network
users in Bulgaria and other EU memigtates at equal access terms

In 2016 EWRC adopted amendment @rdinance™ 2/ 2013 on natur al
regulation(ONGPR. The amendment aims at regulating some missing there important public
relations in a way compliant with the EA provisions and providiadance between the
interests of energy undertakings and customemselisas equal treatment among the different
types of energy companiel this regard, the existing regulatory gap in terms of costs
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compensation in public service obligation cases for more than one energy undertaking and in
regulating the rules fothe additional costs of the gas public provider resulting from the
notification of natural gas amounts after theiry of the contractsto be bore byhe person
causingthem taking into account of the final customérsnterests In that regard, the
amendmenbdf ONGPRIfulfils the goals and principles of Directize0 0 9 /C.7TBe/ a8fopted
amendments achieve clarity and completeness in terms of the manner and procedure for price
approval of the services provided to the custoraedyelated to tke licensing activy under
Art.30, paral, item 16 of EA by regulating substantive and procedural norms

In 2006 EWRC adopted amendment and suppleme@rainance”  df 5 Nov2013
on connecting to gas transmission and distribution netw@@kslinanceNe 4prom.SG/
105/6 Dec 2013, amend.SG/77 /4 (16 in order to achieve predictability and clarity in
the investment process of connecting sites to the gas transmission nedweckic and
shortened deadlines have been established in the connection proceatinaswhich the
transmission operatoshall coordinate projects, provide an opinion on the connection
conditions and the draft connection agreement. The adopted amendments aim to increase the
network operatofsactivities efficiency and the quality of the servicéeied by them

In 2016 EWRC adopted amendment and supplemeniMethodology on pricing of
natural gas access and transit in gas transmission networks owned by Bulgartr&#dgaz
aiming at <c¢learer regul ati on armsdorasgedstormidz at i o
transmission of natural gas through gas transmission networks/syltese amendments
seek to ensure fair pricing based on objective and transparent criteria, for the set and charged
prices for the acti v bctoyer €effactvdlyuhe aokts igcarred by thea n s mi
TSO, to promote TSO's financialusesst ability an

An important condition for the gas market liberalization in the country is the creation
of a common regional gas market, whican be achieved by constructing and connecting the
natural gas transmission infrastructures between the countries, as well as by overcoming the
differences in capacity allocation and natural gas markets balancing redtffestive
internal market openg and regional gas market development are a prerequisite for the
creation of a single gas market in EU, which is in the interests of citizens and in&ustry.
importancen creating a regional gas market is the construction and putting into operation of
the infrastructure projects included in the list of projects of common interest published by the
European Commissionn this regard, in 2016 EWRC adopted all decisions required for the
successful realization of infrastructure projecthose were the dedims to approve
documentation related to Market test Phases | and Il for expression of interest to reserve
capacity in the interconnectiguipeline IGB, as well as a decision on t29162025 Ten
yearnetwork development plan &ulgartransgaZAD, which is thegroundfor draftingGas
regional investment plan&GRIPs)and the Community network development plan in, EU
drafted byENTSOG In November2016gas interconnection BulgariaRomania(IBR) was
put into operationGas interconnection Bulgaria Romana could transport gas amounts
mainly from Bulgaria to Romania due to pressure difference in the two gas transmission
networks— pressure in Romanian gas transmission system is lower than tireRuigaria

EWRC participated in a multilateral meeting angzed by the Bulgarian national
transmission operator aiming the overcoming of the technical unconformities between
Bulgartransgaz EAD and the Greek gas transmission operator DESFA, as well as the
harmonization of the regulatory frameworks of EWRC and RAdch is to result in signing
of an interconnection agreement between the two transmission system opé&reaneeting
was held on 7 June 2016 in Sofia, Bulgaria, with the participation of Bulgartransgaz EAD,
DESFA, OOO Gazprom Export, the Greek energgmpany DEPA, the European
Commission, EWRC and RAHhe signing of the interconnection agreement24 June
2016 between Bulgartransgaz EAD and the Greek gas transmission operator DESFA for the
existing Kulata/Sidirokastro interconnection point, with @eive support of the national
regulatory authorities of Bulgaria and Greesfeall enable themplemenation ofthe service
“nonphysicale ver se nat urthrdbughghe KulatsBidaokastp paint irff direction
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Greece- Bulgaria. This creates pprtunity for virtualnatural gadrade The first real deals
are already in place and the natural gas quantities are delivered to customers on the territory
of Bulgaria

Interconnection agreement was concluded between the Bulgarian and Romanian gas
transnission operators Bulgartransgaz EAD and Transgaz AD for the Negru Voda 1/ Kardam
interconnection point, in force since 1 October 2016

Both interconnection agreements have been sigmedhe grounds of Regulation
2015/703establishing a network code orieroperability and data exchange rules

The regulatory acts adopted by EWR@e interconnection agreements signed by the
national TSO with neighbouring TSOs, the introduction of the regional capacity booking
platform and the construction of the gagemonnections with neighbouring countries create
prerequisites for competition and increase the liquitdtiyral gas marken the country

Actions taken by EWRC in the performance of its regulatory powers aimed at
opening, proper functioning and devefoeent of a competitive, secure and sustainable internal
gas markeas part of the single EU gas markat,creating incentives for the development of
efficient competition, ensuring a balance between the interests of energy companies and
customers, equajitand nordiscrimination between different categories of energy companies
and between customer types

In pursuance of the requirements Régulation 347/2013 on guidelines for trans
European energy infrastructure and repealing Decision No 1364/2006/E@nasrtting
Regulations (EC) No 713/2009, (EC) No 714/2009 and (EC) No 715/FW®C adopted
Methodology and criteria on evaluation of investments in infrastructure projects for the
transmission of electricity and natural gashe Methodology regulates theles, which
EWRC should follow in order to identifgnd evaluate the risks of the projects of common
interest that are necessary for the realization of large infrastructure corridors of great priority
and the achievement of the main goals of the Europeam dn’ s ener gy pol i c
competitiveness, sustainability and security of supplies. The Methodology shall facilitate PCI
promoters in the preparation of their projects and shall ensure transparency and objectivity of
their evaluation

3. ELECTRICITY MARKET

3.1. Networks regulation
3.1.1. Unbundling and TSO certification

In relation to the restructuring of electricity generation, transmission and system
operati on, as wel |l as in compliance with Di
indepen@nt transmission operator model, where the transmission operator and network assets
are separated into a legal entity within the vertically integrated undertaking, which carries out
the generation and supply activities.

In pursuance of the requirements Dfrective 2 0 0 9 / ,7&ltér Eh€ performed
unbundling procedure for Electricity System Operator EE30O EAD) from Natsionalna
Elektricheska Kompania EAD (NEK EAD)N 2014 ESO EAD became an owner and
operator of the whole electricity transmission netwiarBulgaria

ESO EAD is a certified independent transmission operator certified by EWRC
Decision in 2015, thus implementing the requirements of.®Hdtand artll of Directive
2 00 9/ am arB @ Regulation| 8) 714/2009.

! Regulation (EC) No 714/2009 of the European Parliament and of the Council of 13 July 2009 on conditions for
access to the network for crelerder exchanges in electricity and esgding Regulation (EC) No 1228/2003
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Electricity distribution is carried ouby electricity networks operators in separate
territories— CEZ Distribution Bulgaria ADEnergePro Grid AD, EVN Bulgaria Distribution
EAD and ERP Zlatni Piasaci AD

CEZ Bulgaria AD was established imid-2005 to perform management and
supporting activies for all CEZ Group companies in Bulgarfde company i400%owned
by CEZ a.s. Czech Repuhlic

CEZ Electro Bulgaria AD supplies with electricity more tf2amillion end customers
connected to the distribution netwairk Western Bulgaria67% of which property of CEZ
a.s. Czech Republic, and the rest 33 % of other minority shareheltgal entities and
individuals

CEZ Distribution Bulgaria ADis the company responsible for maintaining the
network and ensuring a continuous and high quality elggtrgiipply to consumers in
Western Bulgaria. Majority shareholder @EZ Distribution Bulgaria ADs CEZ a.s.Czech
Republic which owns67%o0 f t h e ¢ o mpTaenrgniaining38% gre the groperty of
other minority shareholderdegal entities and indiduals

EVN Bulgaria EADwas established after the privatization of the energy companies in
Plovdiv and Stara Zagora the beginning of2005. Initially the group EVN Bulgaria
encompassed business activities in the field of electricity distribution afet m
Southeastern Bulgaria

EVN Bulgaria Electricity supply EADs a company owned d400%by the Austrian
energy compan¥VN AG. The activity of the company is in the field of electricity supply
and related service§he company holds a license for alecity supply in the regulated
market and supplies with electricity more thard million customers in Southeastern
Bulgaria

EVN Bulgaria Distribution EADs a company owned 400%by the Austrian energy
companyEVN AG. The activity of the company &ectricity distribution network operation
transmission and distributiomhe company holds a license for electricity distribution and
serves a territory of abod2 000km? in Southeastern Bulgaria
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In the end of Jun®012 EnergePro bought the business of the German company
E . Oinl Bulgaria and thus acquired companibelding licenses for the followingnergy
activities— electricity distribution(EnergePro Grid AD), electricity supplyEnergePro Sales
AD) andelectricitytrade(EnergePro Energy Services EOOD

The license territory dEnergePro Grid AD andEnergePro Sales ADis about30 000
km? and cover® administrative districts in Northeastern Bulgarisarna Veliko Tarnovo,
Gabrovo, Dobrich, Razgrad, RousseisBia, Targovishte and Shumen

3.1.2. Technical operation

Provision of balancing services

Electricity market organization and operation in the country are regulated by the
Electricity Market Rules (EMR) andiuction rules on procurement and allocation of
transmission capacity on the interconnections in the control area of ESO EAD and the
neighbouring control areas for 20a6d is administered by ESO EABSO EAD maintains a
register on its website about the active balancing energy suppliers from preaeopdary
and tertiary regulation and activated cold reserve blocks. The independent transmission
operator maintains the balance of the EPS according to technical and economic criteria based
on balancing market bids and offers. Balancing energy suppliersalbgenerators who
operate adjustable units. Balancing energy price is set under a mechanism regulated in EMR
and a methodology, an integral part of them

EWRC's observations on the work of balancing electricity market in Bulga#@l6
show that themarket operates stably and provides predictable environment in the relations
between all market participan83e c i s i €50 of 8@ DEc 2015, the Commission kept the
marginal price unchanged for transactions on the balancing energy market, namely:
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- price cap for transactions on the balancing energy market for upward regulation (in
case of energy shortage) at Hrmaount of 202.00 BGN/MWh and

- price cap for transactions in the balancing energy market for downward regulation
(in case of energy surplus) at the amount of 0.00 (zero) BGN/MWh

The common power shortage2016was980322 MWh, compared t®68 079 MWh
in 2015, which represents increase power shortageby 1.26% and by 3.98% of the
registered schedule$he energy to cover the energy surplu@i6éwasl1 144163 MWh,
which is almos8%less than the previous yearhen it wasl 462416 MWhand represgs
4.65% of the registered schedules

Bought and sold energyin 2016

980322 MWh
1144163 MWh

® Purchased balancing
energy (surplus)

M Sold balancing energy
(shortage)

Balancing energy price is set for each settlement period as two balancing energy
prices. The averagg016energy shortage price wag8558 BGN/MWh, compared td.84.63
BGN/MWh in 2015. The average energy surplysice in 2016 was 14.45 BGN/MWh,
compared td0.83 BGN/MWh in 2015.

The table belovdepicts the minimal, maximal and average balancing energy prices for
shortage and surplus in 2016

Balancing top-up energy

Minimum price, EUR/MWh 3217
Maximum price, ER/MWh 51493
Average priceEUR/MWh 94.89

Balancing spill energy

Minimum price, EUR/MWh 0
Maximum price, EUR/MWh 16.03
Average priceEUR/MWh 7.39

At present, the prices offered by balancing energy suppliers in Bulgaria are not tied to
spot pricesn the dayahead market but are constant on a monthly basis, which is the reason
for the higher average prices in the Bulgarian balancing mdtks&tould be borne in mind
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that the day ahead market is not sufficiently developed and liquid enough taseaveasis
for both setting a reference price and linking the prices of suppdidralancing energy with
its results This, in turn, leads to a lack of predictability and sustainability, and tends to be
preferred by trading participants to OTC througdlateral contracts

When an increase in the thresholds for trading in the balancing energy market and a
practice set by the suppliers to offer prices close to the marginal costs are in place, market
participants' imbalances will increase, which will leadato additional financial burden on
generators and consumers, at a time whereareunpredictability and uncertainty about the
ongoing processes of full market liberalization and exchange trading launch

The downward price cap should be the same famalket participants, regardless of
whether the capacity utilized is generating and/or consurimnifpis way nordiscriminatory
and equal treatment of the power plants offering this system service is ensured by not
favouring a certain participant at thepexse of others angreventsspeculative behaviour.
Market principles call for a downward price to be a positive éiea negative price, the
power plant providing the system service sells shortage and the surplus buyers buy it, which is
contrary to the dlancing market principles and leads to extreme balancing energy costs and
high imbalance cost¥he negative downward price is an excessive penalty for generators and
consumers who are in surplus, which distorts the market, jeopardizes its warbrawadicts
European practices

In 2016the following were registered in the balancing energy market

1T 53standard bal anci n gvhich is @amgstsdouble t© @revibusn a t
year €7);

1 I5speci al bal ancing groups

1 14 combined balancinggrpus° coo.r di nat or s

coordinator

Monitoring time taken to connection and repair

In relation to the application of the legal requirements uadet16, para.7 of EAn
technicalterms and conditions for connectiohclients and generators to the transmission or
distribution networksEWRC adopted by a decision some amendments and supplements to
OrdinanceNe BChanges have been put in force since their publication i77/5@/4 Oct
2016.

These amendments relate to Decisien 4 dfXhe Council of Ministers 019 May
2016 on optimization of the terms for connection to the networks of the technical
infrastructure of the Republic of Bulgaria

In order to speed up the electricity grids connection procedure, the deadline of 15
(fifteen) days has been changed to 7 (sevenkiwgrdays, regulated in art.13, para.3 and
art.21, para.1l1 of Or di nanpraectddwo@inationdorebys a me
the network operators in connection with the construction ofdheectiorfacilities after the
signing of theconnectbn contracts

The deadlines fopreliminary connection contracteave also been chang&odm 30
(thirty) to 25 {wentyfive) days regulated irll2, para 2, art 53, para 3, art 58, para 2 and
art109,paral of OrdinanceNe 6 .

The adopted amendments aimcontribue to shortening the timen the connection
procedure to the electricity transmission and distribution networks

Within its statutory powers, by conducting current andpest control and in
fulfilment of the obligations underr&37, para.1l,tem m of Directive 2009/72/EC, EWRC
shall monitor the time spent by transmission and distribution system operators on network
connections and related repairs

In this regard, EWRC carried out scheduled inspections of ENERBO Grids AD
and ERPZlatni Piasici AD concerningthe fulfilment of the conditions under the licenses
i ssued to the companies for carrying out t
the inspection, no violations were found regarding the observance of the statutdinyedead
for the connection of customers ageheratorso the respective networks
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Monitoring safeguard measures

In the event of a sudden crisis in the energy market and where the physical safety and
security of persons, equipment, facilities or EPS intgggi threatened, a Member State may
temporarily take the necessary protective measures. Such measures must cause the least
possible disturbance in the internal market operation and must not be wider in scope than is
strictly necessary to remedy the suddéficulties which have arisen.

Under the Energy Act, ESO EAD carries out unified operational planning,
coordination and management of the electricity system. The main tasks to be performed by
ESO EAD and associated with the centralized operational mawesgeof EPS, include
operational management of EPS, power and energy regimes and electrical loads forecasting,
generation capacities planning and EPS operational.mode

Participation in voltage control is the responsibility of all power generators connected
to the transmission network, in line with the requirements of ESO EAD and the technical
capabilities of their generation units. Participation in the preventing EPS control is the
responsibility of all grid users, in accordance with the EPS security @imirements and the
EPS recovery plan, electricity supply continuity, ENFE®@equirements compliance and the
electricity system management rules, with minimum loss of active energy in transmission and
transformation

The work of the managing and regutatisystems in power plants and the automation
system in substations are under constant control. Systematic tests are periodically organized
and conducted in order to check the readiness of power plants to provide additional services
and the implementatioof the security recovery plans

All planed or coordination activities of ESO EAD in 280ivere based on load and
power consumption forecasts and for the relative purposes: investment planning forecast
period more than five years, monthly annual planningly daonth planning, daily week
planning, hourly day planning or internal dayplanning

Maintaining electricity transmission voltage levels within the allowed limits, ensures
reliable and safe EPS operation, the technical and economic characterissilestotal
equipment, sustainable operation of synchronous generators and is a condition for reducing
losses in electricity transmission and transformation. Voltage control is done centrally by a
“Vol tage Schedule” that iosedsnbSOtEAD v devel oped

Assessment of expected maximum EPS load, transmission network bottlenecks under
normal and repair schemes and options for voltage regulation in the limits of available
technical means, is carried out by planning a winter maximum regirigeptepared by the
National Dispatching Centre (NDC) based on a perspective model, including the projected
bal ance of generation capacities and of con
measures are proposed to increase the transmission gayfatié electricity network and to
avoid bottlenecks

Computational models, collecting and processes information daily, both within the
National Dispatching Centre (NDC) and within ENT&Caccording to the procedure for the
daily forecast of day ahead etacity system limitations (DACF Day Ahead Congestion
Forecast), are used to assess the security and operational planning mode of the transmission
network. Upto-date load flows allocation model results from the procedure, reflecting the
neighbouring ad the Bulgarian electricity system status, which contains: topology, load and
generation. Based on this model, daily security checks of the electricity system operation and
thel™ncriteria compliance are made

The parallel work of Bulgaria with neighbnig countries, members of ENTSDIn
2016 was realized through interconnectors and was based on the principles of mutual benefit,
solidarity and mutual assistance in emergency situatitmensure safe, quality and efficient
supply to electricity consuens. The existing Bulgarian electricity system interconnections
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ensure the necessary technical conditions for the exchange of significant amounts of
electricity in normal and emergency modes

3.1.3. Connection and access network tariffs

Transmission and istribution network tariffs to end consumers are approved by
EWRC upon the compani es proposal i n ti me
March 2013 on electricity prices regulation.

Di fferent consumer s groupsd acocodlingttar i f f
compani es’ proposals and are grouped accord
Network services are paid based on electricity consumption. Transmission services and access
are paid by consumers connected to the electricity tranemissid distribution networks,
distribution companies, traders with export transactions and traders with transactions on
behalf of a network services user

In 2016 by DecisionNe 119 of 30 June 2016 EWRC approvedelectricity and
networks services prices aftanalysis and evaluation of the reportesbults from the
electricity companies during the current pricing period

an

Transmission and access to the electricity transmission network
Regulating the network tariff for transmission through the transmission network,
where the EWRC uses the method rate of retu
The gproved by EWRC DecisionNe 419 of 30 June 2016 prices and pricing
elements for the activity of tramission and access to tlhansmission networkre shown in
the following table

o o 2015 2016
Pricing decisions
01.08.2015 | 01.11.2015 30.06.2016

Transmission price BGN/MWh 7.39 7.36 7.32
Annual revenue requiremen{ thou BGN 305 020 304 057 294 708
Estimated power amounts fq | 41 297 200 41 297 20¢ 40 283 08¢
the regulated period

Access price BGN/MWh 117 117 113
Annual revenue requiremen| thou BGN 48 503 48 503 45 646
Estimated power amounts fd v, | 41 297 204 41297 200 40 283 084
the regulated period

The following graph shows the change in transmission and network access prices over
the last four years. It shows that the access price and the transmission price decrease, which is
a consequence of a reflected fall in the generationsumption and export of electricity
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Access price for renewable energy sources (RES) generators — solar and wind

In order to maintain the EPS balance, ESO EAD balances at every moment the
unintentional random deviations, incl. Tlo@es resulting from accidents, electricity load,
generation capacities and interconnection exchanges. In addition, the electricity generation
from PvPPand WPP, unlike the electricity generation from HPP and biomass power plants,
has amutablenature asit is heavily dependent on variable meteorological conditions and
addsto the cost of ancillary services availability, to the costs for thebfadied participation
in power plants regulation, to the turn on/off costs and reserve costs.

These variationare ablgo offset each other, but are very often cumulative, leading to
even greater deviations and require additional balancing costs

On the basis of the data submitted by the Transmission Operator and the justification
mad e, EWRC by -1D ®fc30 3uneo2016 ldppr&@ed a price of access to the
electricity transmission network of ESO EAD paid by electricity generators from PvPP and
WPP, connected to the electricity transmission and distribution networks, at the amount of
7.02 BGN/MWh.

Prices are payde to ESO EAD by all electricity generators using renewable sources
(solar and wind) and selling their energy at faethriffs, regardless of the connection point

Transmission and access to the electricity distribution networks

Regulating the netwér tariffs for the electricity distribution companies, the
Commission applies incentiMeased (revenue cap) regulatiotneTCommission approves the
revenue requirementsf the energy utility for the first year of the regulatory period and
analyses and adjtssthem for each subsequent year of the regulatory period. The envisaged
adjustmentf the revenue requirements are related to the inflation rate, the efficiency ratio
and target quality indicators performance, the difference between forecast and actual
expensesexpensegor energysalepurchaseas well as differences iexpenses incurred by
the change in theumber of consumers (correction by factor Z).

Technological costs

EWRC approves a maximal amounttethnological cost$or the transmission and
distribution companies in line with ar21,para 1,item 19 of EA and art10,para 5and6 of
OrdinanceNe 1 on pricing
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By DecisionNe 119 of 30 June2016 EWRC kept thetechnological coststarget
values for the distribution companid®e samein accordance with the reports presented and
for each company they are as follows

- CEZ Distribution Bulgaria AD-8%;

- EVN Bulgaria Distribution EAD- 8%;

- ENERGGOPRO Grids AD and- 9%;

- ERPZlatni PiasacAD —5%.

3.1.4. Cross-border issues

Crossborder infrastructure access, including capacity allocation and congestion management
procedures

Auction rules wee developed inlinggi t h Regul ati on (EC) Ne 7114
for access to the network for craggjional cooperation between operators, by introducing
common rules and procedures for the allocation of available transmission capacity in both
directions on the interconagons ofthe EPSof Bulgaria and neighbouring power systems.
The purpose of these rules is to ensure optimal networks management, promoting energy
exchanges development and coordinated allocation of -bmysler capacity through nen
discriminatory markebased solutions

ESO EAD pursuant to art.109, para.l item 3 of EA is obliged to provide the joint
operation of the electric power system and the electric power systems of other countries in
accordance with international treaties. Requla(id6 C) Ne 714/ 2009 i mposes
national regulatory authorities to ensure compliance with the Regulation and the guidelines
adopted in accordance with Art.18 thereof, for the establishment of regional cooperation
between transmission system opera (Art. 12 and Art. 13 of the RegulatioRegarding the
operational management anthe available transmission capacity allocation on the
interconnectionsESO EAD, in its role as an electricity system operator of the Republic of
Bulgaria, and the neidjouring electricity system operators have signed Memorandums of
cooperation. Bulgaria has five neighbouring control areas (Greece, Romania, Serbia, FYROM
and Turkey), for which annual, month and daily transmission capacity allocation auctions are
carried at.
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Sushitsa X (Turkey) Enektponposog 400 kV
(Makedonija) Enektponpogog 220 kV
Enektponposog 110 kV
N. Santa (Greece) O NoactaHuma
Thessaloniki (Greece) Hosowusrpaxaawm ce 400 kV

The praision and allocation of the available transmission capacity on the
interconnections is coordinated and carried out through the application of auction rules
developed jointly by the Bulgarian electricity system operator ESO EAD and the
neighbouring electricity system operators. The Auction Rules regulate in detail the
registration and participation requirements, different types of auctions, organization and
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tender procedures, settlement of the auction results and granting transmissiotly cabési
(TCR) together with rules for their use, the TCR secondary market TCR transfer, settlement
and payment requirements and deadlines, transmission capacities reducing principles, etc.
EWRC, in its capacity as a national regulatory authority anchéwith artl9 of Regulation
(EC) Ne 714/ 2009, annually agrees Auction Rul
the interconnections between the control area of Electricity System Operator EAD and
neighbouring control areas

In December 2015 EWRC adopted newcfion Rules on the introductioaof an
interconnection coordination scheduling process of annual and monthly capacity and
organizing and conducting daily auctions for the allocation of unused capacity between
Bulgaria and Turkey. Changes were made in cotoe with the signing of a memorandum
between ESO EAD and the Turkish system operator TEIAS for 2016 and in pursuémee of
requirement of Regul ation (EC) Ne 714/ 2009 t
capacity on the interconnections and transmission networks affectingbonaes flows

Crossborder transmission capacity calculation is done following a procedure
approved by ENTS@&. ESO EAD collects the interconnections schedulescdfied
“external schedul es”) of market participant s
schedule for crosborder exchanges for the Bulgarian control area and coordihai@swith
the neighbouring control areas system operators

In connection with the frequen@and the exchange capacitis@nagement and to
ensure the necessary reserves under active power, ESO EAD prepares and submits to
ENTSOE’ s Nort h Co o mndiauwaileri (AmpriorC@mmbH)rceordinated with
other control areas and blocks hourly schedules, electrixayamges (import and/or export)
and controls the execution of the technical conditions under signed commercial, non
commercial, bilateral and muliferal agreements for electricity sale and exchange

National Dispatching Centre (NDC) reports, controls and coordinates the physical
hourly, daily and monthly electricity exchanges on all interconnections (state border) with the
respective system operagorlt calculates the unscheduled electricity exchanges of the
Bulgarian EPS in parallel operation to the synchronous area of Continental Europe and
calculates and verifies the compensation schedules (programs) for their compensation

According to meteringlata and calculated border exchangeg0th6 Bulgarian EPS
received4 568 412 MWh electricity from neighbouring ERSwhich is an increase b§9%
compared to data i2015,and exported 0940640 MWh,which is34%less thar2015

Coordinated electricity »ports of Bulgarian origin from market participants
(Bulgarian time) according to interconnection schedules data and declared amount$,for 201
was6 546223 MWh, representing decrease 0f38% compared to 2@l when trade exports
of Bulgarian origin werd 0562401 MWh.

Utilizing revenues for the interconnections
In pursuance of the provisions of art.16, para 6 of Reguldti&C ) No 714/ 2009
revenues resulting from the allocation of interconnections shall be used for the following
purposes:
a) guaranteei ng fttheallocatedtcapacity, avai |l abil ity o
b) maintaining or increasing interconnection capacities thirowgwork investments,
in particular in new interconnectors.

In cases, where revenues cannot be efficiently used for the purposes set out in the
above mentioned items, they may be used, subject to approval by the regulatory authorities of
the Member Stats concerned, up to a maximum amount to be decided by those regulatory
authorities, as income to be taken into account by the regulatory authorities when approving
the methodology for calculating network tariffs and/or fixing network tariffs

Monitoring technical ceoperation between Community and thaountry TSOs
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Regional cooperation in the field of infrastructure projects represents a significant part
of ESO EAD’ s activity i meighbeurimso writ rcioeosp’'er alt e
systems. n this regard, the attention of transmission system operators is focused on
infrastructure projects designed to increase interconnection capacity in order to improve the
energy exchange between adjacent systems and to eliminate potential congestion

By a decision of the Council of Ministers of 13 July 2016, the new 400 kV
interconnection betweesubstationMaritza East, Republic of Bulgaria arsdibstationNea
Santa, the Hellenic Republic, which is to be constructed, was designated as a site of national
importance in the territory of the Republic of BulgarTde interconnection is part of the PCI
cluster3.7'Bulgaria— Greece reinforcemerit within the meaning of Regulatiad47/2013on
guidelines for tran&uropean energy infrastructurghis PCI cluster incdes four lines for
the realization of the priority electricity corridor Nor#hSouth three of them in Bulgarian
territory and one interconnectiofhe 400 kV interconnection Maritza EasiNea Santa is
122 km long in Bulgaria and29 km in Greece and Bacapacity of1500 MW. The
interconnection route in Bulgaria crosses the territories of the municipalities of
Simeonovgrad, Haskovo, Kardzhali, Momchilgrad and KirkoMatal envisaged cost for the
construction in Bulgaria is estimatedéat @ r@illion.

Project “New 400 kV internal l ine bet wee
Plovdiv’' is a PCI under Regulation 347/2013 on guidelines for t#amspean energy
infrastructure

Project “New 400 KV i nt erzalabtand i TRPeMartizat we e r
East 3 switchboard, together with the other #@® kV internal lines(3.7.2New 400 kV
internal line between substation Maritza East and substation Plamdi8.7.4New 400 kV
internal line between substation Maritza East andtatibe Burgay is part of the clusteB.7.
Bulgaria— Greece shall have capacity 8500 MW each Their implementation will provide
the conditions for meeting European and national renewable energy targets and reducing
climate change in the long term (loey 2020, as well).

As part of the implementation of the electricity corridor NéBtbuth the construction
of New 400 kV internal line between substai@obrudga and Burgasas planned- part of
3.8 Cluster Bulgaria— Romania capacity increas€his prgect has been included in the
National development plan for Bulgaria, as well a3 ¥YNDP 2012andENTSGE 3$YNDP
2014.The project is required for the implementation of the N&wth Priority Corridor; it
has a major impact on the security of supply flee region and contributes to system
sustainability, interoperability and security of operations. The commissioning of the Dobrudja
- Burgas 400kV line will guarantee the security of crbesder exchanges between Bulgaria
and Romania

As part of the irplementation of the electricity corridor Not8outh the construction
of New 400 kV internal line between substation Maritza East and substation Baghsen
planned part of the clusteB.7. Bulgaria— GreecebetweenMaritza Eastand Nea Santa
including the following projects

3.7.1. New 400 kV interconnection between substation Maritza East, Republic of
Bulgaria and substation Nea Saraeece

3.7.2. New 400 kV internal line between substation Maritza East and substation
Plovdiv;

3.7.3.New 400 kV nternal line between substation Maritza East and TPP Maritza
East 3 switchboard

3.7.4. New 400 kV internal line between substation Maritza East and substation
Burgas

Monitoring of national development plans and investment plans related to-4waf0
network development plan of ESO EADBd PCls

In pursuance oRegulation (EU) No 347/2013 of the European Parliament and of the
Council of 17 April 2013 on guidelines for traBsiropean energy infrastructure and repealing
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Decision No 1364/2006/EC and amergiRRegulations (EC) No 713/2009, (EC) No 714/2009
and (EC) No 715/20QEWRC adoptedethodology and criteria for evaluating investments

in electricity and gas infrastructure project¥he Methodology regulates the rules, which
EWRC should follow in orderot identify and evaluate the risks of the projects of common
interest that are necessary for the realization of large infrastructure corridors of great priority
and the achievement of the main goals of
competitieness, sustainability and security of supplies. The Methodology shall facilitate PCI
promoters in the preparation of their projects and shall ensure transparency and objectivity of
their evaluation

By DecisionNe 1 of 22 April 2016 EWRC determined the cros®rder investment
costs allocatiorfor PCI 3.8.1.New 400 kV internal line between substations Dobrudga and
Burgas to be100%at the expense of the Bulgarian side, of which ESO EAD shall provide
50% of thenvestment costs

The Electricity system operator becarségible for financial support from the
Connecting Europe Facility (CEFRor the construction o#00 kV internal line between
Maritza East and Burga¥he grant amounts &0% of the project valueTotal project costs
are aboutl16 million BGN and envisages the construction13f3 km 400 kV overhead line
between Maritza East and Burga#th capacityl500 MW. The power line is part of the
internal400kV transmission network of Bulgaridhe overheadre is part of the PGtluster
3.7. Bulgaria — Greece under Regulation347/2013. The project is required for the
implementation of the Nort®Bouth Priority Corridorand for the construction ofrans
European energy infrastructyutbe clustehas a majormpact on the security of supglythe
region and contributes to system sustainability, interoperability and security of operations
increases the net transmission capacity of the two borBatgafria— Greeceand Bulgaria—
Turkey) and accelerates markettegration, competition and system flexibilitfhe power
line construction is of system importance for Bulgaria and enhances the secure operation of
the transmission systemhe project400 kVinternal line betweeMaritza East and Burgas
part of theESO EADTYNDP andENTSOE $YNDP.

In line with art21, para3, item 8 and ari81d of EA, EWRC approves the Teyear
network development planTYNDP) and monitors and controls its implementation
Obligation for EU TSOs to draftYNDP is stipulated in ar22 of Directive2 0 0 9 /[C.7TBe/ E
Tenyear network development plan for Bulgaria has been developed in pursuanc®ldf art
of EA and Chapter two, section three of the Electricity Power System ManagemeninRules
compliance WittENTSOE s r equi r ement s

Cooperation

Pursuant to Regulation 2015/1222, ESO EAD as a transmission system operator and
IBEX EAD, in its role of a market coupling operator, submit to EWRC for approval
Methodologies or terms and conditions developed by them. On the grounds of art®opara
Regulation 2015/1222, each regulatory authority shall approve the terms and conditions or
methodologies used to calculate or set out the singleabegd and intraday coupling
developed by TSOs and NEMOs

In its capacity of a regulatory authority EVMZRshall consider the submitted papers in
line with the RegulationBy protocolNe 2 0f714 Oct 2016 EWRC took a decisiomn a
request for amendment of the submitted by IBEX EAD proposal of all NEMQGsgtan that
sets out how to jointly set up and perfothe MCO functionsn line with art7, para3 of
Regulation2015/1222.

In May 2016 EWRC approved Proposal of all TS@=garding the determination of
capacity calculation regions compliance with art5 of Regulatior2015/1222.

In 2016 EWRC realized cqgomeration with the regulatory authorities of the
neighbouring countries regarding issues connected with the-laoodsr exchange in the
region. The main direction was the negotiation of agreements with the regulatory authorities
of the neighbouring coun&s, which ensure the security of electricity and electricity supply
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Mp e 3 6 &tivifies carried out in relation to ACER and CEER in the electricity
market area include

- Collecing, analysing and delivering data for the ACER and CEER Market
Monitoring Report on markets development 016

- Participation in electronic procedure and approving the ACER Opinion on Regional
lists of proposed projects of common interest in electricity and natural g2@1Gr

- Filling in ACER database with electricity exange vlues and characteristics in
2016 the Agency’s annual report wunder EIl ectri
ESO EAD data

- Updating information for regular simonth and annual ACER reports on ERI
progress

- Questionnaire filling oubn electricity transmission losses

- Questionnaire filling out on the implementation of the Third Energy Package

International projects

Implementation of the European electricity market in Bulgaria - 11 phase

In SeptembeR 014, t he pr dignefdhte Edropaam dleetnoigy market in
Bulgaria- | | phase” was | aunched, reali zed wunder
and renewabl e energy”. The program is financ
Economic Area (EEA FM) 20092014 based on the signed Memorandum of Understanding
between the Republic of Bulgaria and the Kingdom of Norway, Iceland and Liechtenstein.
The Energy and Water Regulatory Commissias aProject promoteand Partner wathe
Norwegian Directorate of Water Resoes and Energy (NVE) to the Ministry of Petroleum
and Energy, Norwa)eSO EAD and IBEX EAD were participants too

Till the end of2016the first threemain tasks were completed evaluation of the EU
and the Bulgariarelectricity market and developmen of market monitoring structure and
activities at EWRC- an activity that EWRC should performnder its competence of a
national regulatory authorityThe other two tasks are dedicated to recommendations for
harmonization and amendment of the Bulgariagckicity Market Rules in compliance with
the EU and the Network Codes requirements in electricity market and the Bulgarian market
integration with neighbouring market zones and coupled markets

Workshops, trainings and study tours to the energy regulatokorway, Austria,
Hungary and Romaniaave been organized, as well as in power exchaoffjees

Presentations, reports, questionnaires and the Electricity Market Monitoring Handbook
for EWRC have been developed by the consultbmt! Pool Consulting.

The deadline scheduled for the activities implementation is Feb20a

3.1.5. Compliance

The regulatory authority obligationunderarz , 8 1, d of Directive
application and control of the execution of legally binding decisions of the European
Commission or ACER, igansposed in EA, art. 21, pakaitem 31

In 2016, basic principles guiding the EWRC activities ingkercise of its regulatory
powers were to prevent ambnadmit the restriction or distortion of competition in the
energy marketas well as to balance the interests of energy companies and consumers

In exercising its powers, the Commissianalysesthe work and behaviourof the
energy companies that it monitors, aiming to create conditions for preventing the abuse of
monopoly position or the competition limiting/distortion in the Bulgarian energy market
Within the territory of the country, in view ofsit special competence, the authority
responsible for the application of the Community competitiaw is the Competition
ProtectionCommission(CPQ. To that end, in order to achieve the above objectives EWRC
has the power under &1, para6 of EA, to rekrto CPC andhe Commission for Consumer
Protection CCP), which in turn to consider the submitted information and after evaluating the
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facts on the specific casenay institute proceedings under the Law on Protection of
Competition, respectively the Camser Protection Act

National legislation ensures that the regulator takes its own decisions independently
and that they are not subject to control by the executive power, but in line to art.13 of EA only
a subject to judicial review concerning their lalmiess

Under Art.2l,par a. 3 of EA concerning the i mplen
regulate the activity of the Independent System Ope(t8@), the Commission approves the
10-year transmission network development ptdrieSO EAD EWRC shall also ensutbat
the ISO compliance officer performs his obligation to monitor the compliance programme
observation and submits to the Commission quarterly reports on its implemerastiesil as
an annual report setting out the measures taken to implement thédacm@programme.
Evidenced by the incoming to EWRC 2016 reports, there were no irregularities in the
compliance programme implementation. Under art.81d, para.5 of EA, EWRC shall monitor
and evaluate the implementation of the developed by TS@Y€&an Trasmission Network
Development Plan and, after consultatiaith all stakeholders, annually submits to the
Commission for approvaEWRC examines whether the TYNDP covers all the investment
needs identified during the consultation process and whethenitireiwith the TYNDPs in
the European Unionin case the ITO fails to make an investment which, according to the
TYNDP, should be carried out in the following three ye&W/RC has the power to oblige
the operator to make the necessary investments, yf gtik need to be carried auThe
operator will be also obligetb ensure that the costs of these investments are reimbursed
through network service charges unless the-gcwmpliance isdue tocompelling reasons
beyond the control of the network operator

ACER provides an integrated framework within which national regulatory authorities
(NRAS) cooperate in order to perform their tasks at EU level. This framework is designed,
among others, to support the development ofviatle rules (network codes) and ithe
consistent implementation across the European Union, and other activities where NRAs are
expected to coordinate their actions

3.2. Promoting competition
3.2.1. Wholesale market

Wholesale market description

Wholesale market parameters
Bulgaria hasa diversepower generatiomix, including nuclear, thermal power plants
and plants using renewables (hydro, wind, solar power plants and biomass)

Total installed capacity of all electricity generation types in the country ir§ 20ds
12701 MW. Availablegeneration capacity (without RES generators) to the annual maximum
amounts a¥ 608 MW, RES generators being excluded from the available generation capacity
as their generation is intermittent and difficult to forecast and dispatch. Absaéxienum
loadwas realized on dan at 7 p.m.7[(105MW) and the absolute minimum load was realized
on 24 May at 4a.m. @ 662MW).

Installed capacity by types of plants and generalized types of plants is shown in Figure 1
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Installed capacity by types of PP in 2016 [MW]
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Black and brown coal
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Fig.1 Installed capacity by types of powglants in % according to ESO EAD data

As it could be seen from the information presented, the largest share in the overall
structure of the installed capacity in the country was that of the conventional thermal power
plants- 44,74% and the share of ergy generated from renewable sourdegdfo, wind,
solar power plants and biomasgs}the total production in the country react88j5%.

Total installed capacity of wind energy in Zddmounted to 701 MW, with an annual
production of aboufl 426696 MWh. In 2016 the installed capacity of photovoltaic (PV)
plants was about @43 MW and production ol 392338 MWh. In 2016 the installed capacity
of power plants fuelled with biomass was abdulBV and production 0296007 MWh.

RES installed capacity sitture is presented Figure 2 below.

RES installed capacity by PP types [MW]

PvPP; 1 043 MW;
21% Biomass PP; 69
MW; 1%

Wind PP; 701
MW; 14%

HPP ; 3 204 MW;
64%

Fig.2 RESinstalled capacity by types of power plants in % according to ESO EAD data

Annual gross generation in the country during the reporting period)20iounted to
42 090 85MWh and annual consumption aogvn needs of power plants beidgs70426
MWh.

Gross domestic electricity consumption in 80amounted to 38 TWh, with no
significant change compared to Z01
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Regardless of the hard market situatior2@16 electricity commercial export i2016
was10 94 640 MWh which is34.3% less thar2015.Coordinated and declared commercial
electricity export from Bulgaria carried out by market participants in6204s 6 546223
MWh, which represents decrease 060% compared to 201%vhen those exports wefid
562401 MWh.

Electricity generation, consumption and export development is presented in the table
below:

indexin MWh 2013 | 2014 T 2015 2016
Slgoss output fed into transmission grid fron 41 072 73d 44 559 304 47 399 204 42 090 851
Consumption and ow needs from PP 4306 159 4718 264 4 87228q 4570 42¢
Net generation fed into transmission grid |36 766 571 39 841 041 41 203 399 37 520 425
Physical import 3350384 4319334 4232600 4568417
Total generation fed into transmission grid |40 116 95§ 44 160 37945 436 161 42 088 837
Losses in transmission grid 884 604 95332 93525¢ 867 04(Q
Withdrawn energy from transmission grid |39 232 35443 207 054 22 892 187 41 221 794
PSPP consumption 1057064 813789 748281 918394
Physical export 95309313 774 53114 697 489 10 940 64(
Consumption from transmission grid 28 644 35728 618 724 6 910 844 29 362 764

Table 2 Source: ESO EAD

PP power plant

Physical import actually imported power from neighbouring countries into Bulgaria
Physical export actually exported power from Bulgaria into neighbouring countries

Number of customers connected to the transmission network that have switched
electricity supplierin 2016 was69 and mmber of customers connected to the transmission
network that have stchedthebalancing group coordinator wés.

In 2016 the Regulator has licens&new companies for t
trades”, bringing the t169% al number of |

The sales of generators at hourly schedules ir6 20dre: Kozlodiy NPP- 14894
376,376 MWh; TPP Maritsa Iztok 2 EAD- 7 137 958,102MWh; TPP Bobov Dol EAD-
1908981,840 Contour Global Maritsa Iztok 3 AB3 731 270,799MWh; AES 3C Maritza
East 1 EAD- 2900169,588MWh and TPP Maritsa 3 ABD37 764,975MWh.

In 2016 quantities traded in the free market to consumers in the country were
15526577MWh compared td2 289 376,75IWh in 2015.

he a
cens
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Fig.3 Quantities traded in the free market to customers in the country

Electricity generation market participants

Bulgarian Energy Holding (BEH) is the holding company for a group of companies
which are principally engaged in electricity generation, supply and transmission, natural gas
transmission, supply and storage and coal miritH EAD activities in the power sectorear
carried out by four of its subsidiaries and BEH EAD confrtiisee of themactive in the
power generation, as follows

NEK EAD is 100 %owned byBEH EAD. NEK EAD holds licences for the activities
public supply of electricityelectricity generationsupplier of last resort andlectricity trades
Main clients of the company are the four electricity supply companies, the electricity
transmission and distribution networks operators and free market customers

ESO EADis 100 % owned byBEH EAD. The companyholds a licenceor the
activity electricity transmissionand maintains the operational management of the EPS in
Bulgaria

TPP Maritsa Ea2 EAD is 100 %owned byBEH EAD. The companyolds a licence
for the activity electricity generation being the laggt power plant that fuels lignite coal in
Bulgaria The TPP sells electricity generated to NEK in the regulated market and to industrial
companies and energy traders at commercially negotiated .pfie€sMaritsa East 2 EAD
holds a licence for the actiyielectricitytrades

NPP Kozloduy is100 %owned byBEH EAD. The companyholds a licencdor the
activity electricity generation based on nuclear energf¥fhe companysells electricity
generated to NEK in the regulated market and to industrial compardesnargy traders at
commercially negotiated pricedlPP Kozloduyholds a licence for the activity electricity
trades

IBEX EAD is 100 % owned byBEH EAD. The companyholds a licencdor the
activity power exchange operation

2 The concept of control should be interpreted in accordance with Article 3 of Council Regulation (EC) No 139/2004 of 20
January 2004 on the control of concentrations between undertakings (the EC Merger Regulation).
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Assessment of the compeg environment

EMR definetwo indexes to assess the competitive market environment by determining
the concentration: Herfinddirschman index (HHI) and an index defining the total market
share of the three largest market particip@Rs.

Based on thalata provided by ESO EAD, it was established that for the reported
period the total market share of the three major market participants v&80n the basis
of energy production and 727% on the basis of installed capacity for the same period. In
2016, the energybased concentration index had an increase of 5 percentage points, while
there was no change for the index based on installed capacity

According to the EMR thresholds for CR3, when concentration index values are
within the range 70 100%, themarket is defined as highly concentrated with limited
competition. Effective competition exists where no market participant, alone or jointly with
other commercial actors, has a significant impact on the market

Concentration CR3 Index Value
HCR 3 Installed capacity % M CR 3 Generated Power %
85%
80% 81% 81% 80% 81% 81%
TT%)| T7%|
T0s 74% T4%, 730
T1%|
2010 2011 2012 2013 2014 2015 2016

According to the calculated HHI valsiethe market is heavily concentrated (based on
installed capacity and energy output), as it significantly exceeds the thresholds set in the
EMR. For values above 1 800 units, the market is defined as a low competitive market with a
high level of concentteon.
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Opening the market to competition. Creating price transparency

On 19 January2016 IBEX EAD launched its activitiesThe main objective of IBEX
EAD is to provde a working and efficient daghead market for commercial transactions on
the Bulgarian wiolesale electricity market in a coherent, impartial, independent, transparent
and nordiscriminatory manner through the establishment of theath&ad market (DAM)In
2016, the power exchange market saw a steady increase in traded volumes, whichygraduall
creates transparency regarding the prices of traded electricity

Basic annual data 2016

Parametres Value Unit

Total traded volume 2505209,20 MWh

Average weighted price 67,29 BGN

Base load average price 61,53| BGN

Peak load averageipe 70,28/ BGN

Off-peak average price 52,78/ BGN

Average daily traded volume 7 219,62 MWh

Average hourly traded volume 300,82| MWh

Date

Lowest price pefl hour -19,56| BGN 15.5.2016
Highest price pet hour 176,02/ BGN 22.1.2016

Total trackd volumein 2016was 2 50520920 MWh. Traded volums on a monthly
basis grev steadily. Volume growth in December compared to Febrwag236%, indicating
a gradual development of trade through plosver exchange. On 15 May 2016, the lowest
price per 1 hour was realized BGN -19.56 / MWh. On January 22, 2016, the highest price
perlhour of BGN 176.02 / MWhvas reported

Volume traded [MWh] 2016

M Volume traded [MWh]
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Price dynamics declined in February by 18 percentage points and in March by 16
percentage points, followed by growth in May andalih August. The highest prices were
realized in October 78.25 BGN/MWh and in December 86.25 BGN/MWh. The weighted
average price for 2016 was BGN 67.29/MWh
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Weighted average price BGN/MWh

weighted average price BGN/MWh

B86.26

78.25
75.34

69.56

6513 63.39 63.66

58.35 58.99 58.75

51.49 53.06
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For oneyear period, the number of participants on the power exchange increased
significantly. With 22 registered participants in January, at the end of the year they became
48. This is a double increase in only one year. EWRC views this dynamics as evidence that
the wholesale market is the starting point for the future development of an effacidn
transparent daghead market

By DecisionHO1/ 2 7. CEWRQ @ekignated IBEX EAD for axominated
electricity market operator in Bulgaria for a period of four years, in compliance with
Commission Regulation (EU) 2015/1222 of 24 July 2015 establishqwgdeline on capacity
allocation and congestion management

Balancing mechanism, cold reserve and regulating energy

In 2016 in Bulgaria, the cold reserve and ancillary services market followed a model
of bilateral contracts with notice on the day befatelivery and balancing all electricity
transactions. The trading participantmlancing is done by applying unified principles of
negotiating and providing a reserve

Reserve type

- primaryregulationreserve

- secondaryegulation reserye

- tertiary reguation reserve

- cold reserve

ESO EAD does not pay for tertiary regulation reserve

Negotiation period

- Primary and secondarggulation reserve@ncillary serviceseserveg are negotiated
on an annual basibut each month ESO EAD sets the range for ebaiancing energy
supplier

- Cold reserves purchased undauctions, usually for a montr longer period

Reserve negotiation and provision

By the 10th day of the montreceling the month of delivery, ESO EAD determines
the availability for participatin in primary and secondary regulation of thermal plants for the
next month

Generators are required to allocate the specifed ESO EAD availability by
aggregates scheduled to be operatedayD and inform ESO EAD onay D-1. Generators
are not allowd to sell electricity on the market above the speciitedESO EAD availability.
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3.2.2. Retail market

The retail market includes all electricity customers connected to the electricity
distribution network. In terms of customers, the market is divid#o two segments
household customers andn-householccustomers

Total number ofhousehold customeiis 2016 was 4 451 304with average annual
consumptior2411kWhir .

Total number ohonhousehold customers 2016 was 494818 with average annual
comrsumption12630TWhin 2016

Households market participants

Electricity distribution is carried out byegional companies- electricity network
operators- CEZ Distribution Bulgaria AD, EnergBro Grid AD, EVN Bulgaria Distribution
EAD and ERP Zlatni Piagi AD.

The figure below showshé market share of théeetricity distributioncompaniesn
2016presented as energy transmitted to end customers

Electric energy transmitted to end customers

ERP -Zlatni Pyasaci

Energo-Pro AD 0.22%

Networks AD 16.82%

ESO EAD 28.66%

EVN Bulgaria
EnergyDistribution CEZ Distributuin
EAD 26.06% Bulgaria AD 28.46%

Electricity supplyis carried outat regulated prices by the relevant compaoiethe
vertically integrated compani€3EZ Electro Bulgaria ADEVN Bulgaria Electricity supply
EAD, EnergePro Sales ADandESP Zlatni Piasaci AD

The process of switching supplier and transition from regulated prices to liberalized
market for householdstarted in2015.In 2016th e number of consumers that switched their
incumbent supplier wa@33.

Assessment of the competitive environment

Concentratiorindex CR3 determines the total market shardlwd three largest market
participantsand outlineghe degree of market opening and the extent to which the market is
competitive. The total market share of the three electricity suppli@@16 wa 99.97%. This
value of the CR3 concentration index determinestheseholdetail market as regulatexhe
with initial liberalization steps
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In 2016 13 new participants entered the household retail maxkkich is a
prerequisite for the real competitive market developmerthe years to comeSwitching
index in2016was0.022.

HHI declined from3 664 in 2015to 3 458units in2016.However, these high values
define the market as uncompetitive

Non-households market participants

In addition to electricity suppliers at regulated pricegew entrants, electricity
suppliers at frdg negotiated prices enttthe household and nehouseholdetail market in
2015 and 2016or clients connected to L\distribution networkwhich isa prerequisite for
the development of a competitive markébtal number of suppliers entering into trades for
the sale of electricitytdreely negotiated prices in 20%s 48, which contributes to market
competitionexpanding That resulted inexpansiorof themarket at freely negotiated prices of
51.57% on the basis of the total consumption of #usehold customers in 20M@hich in
turn resuled in 6 535 TWhconsumption of noimousehold customers at regulated prices
decrease comared Td04 TWhin 2015

The positive dynamics in the ndrousehold market development at freely negotiated
prices is reflected in the values of the twalices determining the degree of market
concentration. CR 3 index dropped from 83.11% in 2015 to 79.56% in 2016

The HHI index decliné by 11 units from 2361 in 2015 to 2150 units in 2016

In 2016, the switching supplier index rose from 4.44% in 2015.18% in 2016, an
increase of 182%

Regulated pricing mechanism

In pursuance of the EA and tl@rdinance on electricity prices regulation dmg a
decision of the Regulator, the following prices have been approved

- access and/or transmission througle thlectricity transmission and distribution
networks

- prices of end suppliers selling to househardl norhouseholdcconsumers connected
to electricity distribution LV network

Regulated byEWRC pricesof access and transmission for the electricity digtion
companies under th@rdinance on electricity prices regulatiahall be set based on allowed
by the Regulator revenue requirements for maintenance and operation of the relevant
distribution network

End prices paid by regulated market consumaside apart from the energy price the
following network prices:

- price of access to thaectricity transmission netwark

- transmission price through the electricity transmission network;

- price of access to the electricity distribution network;

- price of transmission to the electricity distribution network, split into voltage levels
respectively MV and LV.

The implementation dbng-term contracts between NEK EAD and AES Maritza East
1 EOOD and Contour Global Maritsa Iztok 3 EAD continued inGisl well

To ensure suppliefor customers in the regulated market, EWRC sets electricity
generation availability for generatofsom which the Public Provider shall purchase
electricity, as well as the electricity amounts, based on which the Public &rcshdll
conclude transactions with end suppligggectricity amounts purchased from generators at
regulated prices, within a regulatdefined availability for each generator, are determined
based on the principles of equality and transparency

Regulatéd electricity price in the country is formed as a price mix of the different
primary energy sources (nuclear, coal, RES and high efficient cogener&ilenlricity
generated from renewables and high efficient cogeneration is purchased by the Public
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Provider under longerm contracts and fead-tariffs significantly higher than market levels.
Costs related to legal and contractual obligations for the purchase of electric power are
classified as “obligations t o ulates theprightsioi c ”
energy companies to be compensated for costs incurred resulting from their obligation to
purchase electricity at fead-tariffs from renewable sources, higfficient combined heat

and power plants and lofigrm contracts

Standardzed load profiles (SLP)

Since 1 April 2016 the application of standardized load profilESLP) has been
enforced Thushousehold and small ndrousehold customera/ho are not legally obliged to
have hourly metering of their consumed eneegg, able t@aticipate in thefree markewith
freely negotiated pricedVith the speciallnstruction on the switching terms and conditions
for the above mentioned customeosving sites where SLP are applied, a possibility to
facilitatethe transition from regulated bpen market was created

Information on SLP provided by companies can be summarized as follows

CEZ Distribution EVN Bulgaria

Bulgaria AD Distribution EAD Energo-pro Grids EAD | ERP Zlatni Piasaci AD

Clients with business
) character with an
Household consumers i .
Household consumer, : obvious seasonal
generabprofile settlements .W'th more consumption and
than 30 000 inhabitanty ; .
available capacity unde
100 kw

1 | Urban areas household

Clients with household
character with an
obvious seasonal
consumption and

available capacity unde

100 kW

Household consumers| Household consumers i
2 | Rural areas household| using electricity for settlements with less
heaing than 30 000 inhabitants

Businesses in settlemer|
with more thar80 000
inhabitantsand more

Household consumerg
Food and agricultural | with district heatinggas

industry heating or glternanve thand0 %night
heating .
consumption
Businesses in settlemer
4 High-tech production Business general with more thar80 000

inhabitants andip to40
% nightconsumption

Businesses in settlemer|
with up to30 000
inhabitants andip to40
% night consumption

Business with intense
5 Low-tech production day consumption
(08.0618.00 h)

Businesses in settlemer
Business with intense with up to30 000

6 Retail / Day business| evening coaumption inhabitants andnore
(18.0022.00 h) than40 %night
consumption

Business with intense
7 Evening business night consumption Street lighting
(18.00:08.00 h)
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Business \ith main

8 Public lighting activity oil product saleg

Street lighting, nonstop
during all dark hours

3.3. Security of supply
Implementation of safeguard measures under Article 42 of Dire2di@8/72/EC

According to art.4 para.2 item 4 and 5 of EA, the MimistieEnergy determines by an
order mandatory indicators of the electricity supply reliability level, including measures for
their implementation, and defines the necessary new generation capacities and promulgates an
inventory listing these capacities itaf Gazette.

Given the established regional cooperation and operational arrangements for the
coordinated allocation of crodmrder capacity with neighbouring system operators, as well
as the agreed mutual support at emergencies, the safe and relebktoomhas been ensured
both in the internal and external electricity markets.

3.3.1. Monitoring balance of supply and demand

In pursuance of EA, ESO EAD elaborates stenn and longerm forecasts and
electricity system development plans aiming thevision of electricity balance in the
country. Based on forecasts and plans, ESO EAD provides to the Minister of Energy an
electricity balance draft paper and a list of the needs for the country resources, including the
needed new generating capacities iaberconnection lines.

4. NATURAL GAS MARKET
4.1. Network regulation

In exercisingits regulatory powers EWRC is guided by the following principles:
Stimulating investment in infrastructure in a adiscriminatory way, equal access for new
entrants tothe networks and the market; achieving high standards for services of public
interest, securing customers' choices and switching, providing protection of energy services
consumers; creating incentives for energy companies to improve the effectiveness of
regulated activities
EWRC exercises control over the activities of the independent transmission operator and the
distribution system operators in terms of compliance with the adopted by the Commission:

- Ordinance °~ 4 of 5 Nov 2 a@rdd8istribution meiwonks a | g
connection
- Natural Gas Transmission Networks Management and Technical fRalesegulate:

the availability and operation of an information system, including all network

elements, which shall be used to manage sites/faciliiesyllect and archive data, to

analyse the status, to test modes, etc.; the natural gas quality and determining its
quality parameters; technical conditions for the safe and reliable operation of the gas
transmission operator networks; technical cond#idar the natural gas amounts
metering; technical rules on the operational managemesgntralized operational
management, coordination and control of the gas transmission network operational
regime; operational networks technical rules in the event af tgansmission
limitation or interruption; technical rules on gas transmission networks connection

- Rules on Natural Gas Distribution Networks Managentbat regulate: relationship
between the gas distribution system operator and the gas transmissiem syst
operators, network users, customers connected to the grid; other natural gas
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undertakings; stages of planning, construction and development of the gas distribution
network, its work organization, operation and service, its operational management,
connetion of consumers and providing additional services; information access
provision requirements about the gas distribution network and informational
coordinating procedures between the gas distribution network operator and network
users; description of seces provided by the gas distribution network operator; gas
distribution network customer connection procedures and switching of a supplier; gas
distribution network operational regimes management; regulation and metering
facilities realization, maintenaac and decommissioning; natural gas metering;
services commercial quality; gas distribution networks and customers gas installations
safety; natural gas quality; energy efficiency enhancement activities

- Rules for access to the gas transmission and/or gaishdition networks and storage
facilities (prom. SG/36 of 16 April 2013, amesdiand suppl.SG/103 of 27 Dec 2016)
Defining clear rules aims at ensuring that all natural gas market participants have the
opportunity of transparent and ndrscriminatory acess to the gas transmission
network through transparent and efficient capacity allocation auction procedures,
creating prerequisites for flexible use of gas networks, which will lead to competition
and increasing natural gas market liquidity in the cgurithe amendment of thee
rules gives the possibility tamominate and allocate capacity both at interconnection
and internal entrexit pointsto be performed at a capacity booking platfdRBP.

EWRC shall supervisghe performanceomplianceof licensirg activitieswith the
issued licenséderms by performing preventive contial the proceduref issuing licenses
under EA. The Commissiocontinuouslymonitors the licensed activitycompliance with the
licensing conditions by conducting inspectioims the energy companies and exercising
follow-up control over the implementation of the decisions adopteldrEA. EWRC shall
superviseghe performancef an activity subject to licensing under the Energy, Astwell as
the fulfillment of the obligatiorfor licenseedo provide access tteir own facilities and to
the extraction pipeline network and to provide access for their use in the cases provided for in
the Energy ActEWRCrequires information from all licensees and performgoimg control
over the number of interruptions, interruption duration, service quality, number of
complaints, time to respond to complaints and time to correct errors in metering, etc.

4.1.1. Unbundling and TSO certification

Bulgartransgaz EAD is an independent entity withhe vertically integrated
undertakingBulgarian Energy Holding EAD (BEH EAD)Bulgartransgaz EADowns the
assets used for the activity "natural gas transmission" including the gas transmission network;
the company has its own identity, separate headgsagt@ff and uses separate equipment
and legal, accounting and information services. Bulgartransgaz EAD has all the human,
technical, physical and financial resources necessary for natural gas transmission activity
performance. The company has the righttdke decisions independently of the vertically
integrated undertaking, with respect to the assets necessary to operate, maintain or develop the
transmission network, as well as powers to propose binding for the general assembly
decisions on raising funds the capital market through borrowing increased capital. The
activities of the transmission network operator Bulgartransgaz EAD are unbundled legally,
functionally and financially from the other activities of the vertically integrated undertaking

EWRCby Deci s4 a 22 Jhe 2015 certified Bulgartransgaz EAD as an
independent transmission operator (ITO) of the transmission system in Bulgaria and by
Deci s i enof 5SNblovC2015 EWRC designated the same as Bulgarian ITO. The last
decision was notiéd to the European Commission and the notification was published in the
Official Journal of the European Union, issue C 428 of 19 December 2015
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4.1.2. Technical functioning
Bulgartransgaz EAD is a combined operator performing the activities of najasal
transmission and storage. 21406 aocl4® I hol ds
29.11.2006 for the activity “-24100fr2211.2006as t r &
for the activity “natural gas stheor age?’”. Bul g

- national gas transmission network on the territory of Bulgaria transporting gas to the natural
gas distribution networks and business customers;
- transit gas transmission network for gas transportation through Bulgaria to the neighbouring
countriesof Romania, Turkey, Greece and FYROM,;

- underground gas storage facility Chiren (UGS Chiren) for the storage of natural gas
primarily intended to cover seasonal fluctuation in demand and to ensure natural gas security
of supply

The transmission networkperator ensures the unified management and reliable
operation of the gas transmission network; the transmission via gas transmission network and
its metering; the maintenance of gas transmission network facilities and equipment in
accordance with the tenital and safety requirements; the transmission network development
in accordance with lonrterm forecasts and gas supply development plans and beyond them,
where economically justified and ancillary networks maintenance and development. In order
to ensurereliable, safe and efficient operation of its natural gas transmission networks and
associated facilities and reliable transmission, Bulgartransgaz EAD performs its activities in
accordance with the regulations, technical norms, applicable standardsanetihand safety
work rules, respecting European rules on environmental protection and transmission system
development plans. Bulgartransgaz EAD by its Central Dispatching Division provides unified
management, reliable operation and transmission ofalagas transmission system and its
metering in compliance with the quality requirements

To ensure the security and reliability of gas networks operation the independent
transmission operator performs preventive activities in the gas transmission neandrks
related facilities

The transmission system operator shall prepare a schedule of planned repairs and
reconstruction of gas networks facilities, which contains data on the type of repairs, their
expected duration, as well as alleged restrictions oturala gas transmission. The
transmission system operator develops emergency situations procedures as well

TSO provides preventive actions in time of accidents and emergency situations. To
this end, it develops and implements an emergency plan for carogihgescue and
emergency reovering works in case of disasters, accidents and catastrophes, which is
consistent with the Emergency Situations Action Plan approved by Order of the Minister of
Energy-t he competent authority wunder Regul atior
situations when the of transmission networks modes are disrupted, the operator acts according
to the said Plan, developing and coordinating the regime schemes of the network operation,
reporting andanalysingall entry-exit boundary conditions (bids, pressuvolumes, etc.), the
gas transmission networks status, weather foresagthbouringransmission systems status
and inertness degree. It also manages the required human and technical resources for the
technological process, maintaining readiness foergency notification and emergency
situations in Central Dispatching Division, operating regions, compressor stations and the
underground gas storage facility

In pursuance of Art.81d of EA and art.22 of Directive 2009/73 /EC the transmission
network opertor has developed the Tgear network development plan for the period 2016
2025, following consultations with stakeholdef$ie Plan is consistent with the upcoming
changes in production, consumption and exchanges with other countries. Investment plans fo
regional networks and networks within the European Union have been taken into alccount
the TYNDP Bulgartransgaz EAD has foreseen investments in gas transmission infrastructure
and in UGS Chiren. The Plan contains all the investments that have bededd&c be
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performed and the new investments to be made over the next three years, as well as a
schedule for the investment projects implementat8ynDecisionNe B-5# of 18 Aug 2016
EWRC approved the TYNDP &ulgartransgaz EADor the period20162025.

Bulgartransgaz EAD performs the transmission system and gas market balancing in
accordance with Regul at Nawuml gasbrarket eRidsoh 2 01 4,
natural gas market balancingnd Daily imbalance charge calculation methodolagyd the
approved by EWRC's decision interim measure
temporary imbalance charge and a tolerance (allowed deviation).

4.1.3. Network and LNG tariff for connection and access

The adopted by EWR®ethodology on pricing natural gas access and transmission
in gas transmission networks, owned by Bulgartransgaz EABtains the terms and
conditions on access and transmission pricingattiral gas through the national and transit
transmission networks, owned by the comparhe Methodology shall be applied for access
and transmission pricing of natural gas through any of the transmission networks or
transmission system. The Methodologysures the pricing model on entry points/areas and
exit points/areas separately, complying with the transparency pricing principles; price
application in nordiscriminatory manner to users of the respective networks; taking into
account the need for intety of the networks and their improvement; the reflection of actual
costs required for the provision of natural gas transmission services and to include
economically justified return on existing assets and new investments. The Methodology
introduces pricé or mat i on under “ rThevaifimodel i€ "anprgxit"ine gu |l a't
terms of pricing of gas transmission network access and transmission

The adopted by EWRC amendments of the Methodology aim to ensure fair pricing
based on objective and transpat criteria, for the set and charged prioé$ he “ nat ur al
t r a n s mactviyitmbe "ablecover effectively the costs incurred by the TSO and to
promote TSSO’ s .fThemaimamerarents drearblated to tthg definition of the
regulatoy period duration of 5 years, which corresponds to the compahylsevenue cap
regulationmethod and the relevant provisions®f di nance Ne 2 of 2013 on
regulation (ONGPR)A special regulatory account mechanism has been introduced, which is
i n l' ine with the EU applied practice o f t
implementation of this mechanism is@ in line with the requirements of tlieamework
Guidelines on rules regarding harmonised transmission tariff structures foadggsted by
Decision No 01/2013 of 29.11.2013 by the Agency for the Cooperation of Energy Regulators
(ACER), as well theNetwak code on harmonised transmission tariff structures for(GadR
NC). The regulatory account should record the difference between the revenue a TSO is
entitled to receive on the basis of the applied regulatory regime and the revenue actually
received durng the same period, thus aiming at minimizing the differences between the
allowed revenue requirements that a TSO should have based on the applicable regulatory
regime and the actual revenue for the same period

By DecisionNe 120 of 30.06.2016EWRC approed for Bulgartransgaz EADprices
of the existing transit interconnection points waitljacent transmission networks :fire the
service ,interruptibl e tr amghes esrsviiocne i,nr etvheer s
transmission on commercial basis*®

Following the signed Interconnection Agreement betwBalgartransgaz EACand
DESFA S.A. for the connection of the gas transmission systems of Bulgaria and, Gftsece
the approval of prices of interruptible services and the virtual trade possithiét{irst real
deals have been concluded

Deals have been also concludedthe IP Negru Voda 1/Kardam after the signed
Interconnection Agreement betweBnlgartransgaz EAand the Romanian TSO Transgaz
AD.

EWRC regulates the price formation of access aondagé of natural gas storage
facilities in compliance with EA, the Ordinance on natural gas prices regulation (ONGPR)
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and the Guidelines on pricing access and storage of natural gas storage facilities, applying
"rate of ret ur n.Ganacessaapd stoeade ’prices ewdiahl thee toperators of
gas storage facilities, respectively a combined operator, offer for one and the same service to
different customers under equivalent terms and conditions, ensure compliance with the
principle of nondiscrimination to all network users and at the same time the special
characteristics of the national market are taken into account

In casethe gas distribution network operajmmovides access and use of gas facilities
owned by norhousehold customershis coutl be done, according to EA, after signing a
contract and at a price defined through methodology approved by

In the Ordinance amending Ordinarde af 19.03.2013ONGPR new artl 1weas
created regulatingcosts compensation in public service obligateases for more than one
energy undertakingln art.17 a supplement was introducexfulating the rules for the
additional costs of the gas public provider resulting from the notification of natural gas
amounts after the expiry of the contracts, to be bgrthe person causing thesrt.2 4 and
art4 0 regulate theprocedure for determining the types of services provided to customers
related to the licensed activity atite approval of prices of these services

The amendments aim at providingalance between the interests of energy
undetakings and customers, as well as equal treatment among the different types of energy
companies

Priceso fn &'t ur al gas distribution” and “natur
been regulated under the *“price2oagtalgaset hod.
price regulation EWRC approves tariff structuredlsy cust omer s’ groups,

allocated annual revenue requirements for the service for each consumer bgreegh on
submitted cost service studihe existing tariff structures amtices for end customers of the
gas distribution companies are differentiated depending on consumption (household-and non
household), consumption evenness and unevenness and corresponding consumption

EWRC adoptedRules on natural gas market balanciagd Daily imbalance charge
calculation methodologyTheRules on natural gas market balancifmyom.SG/99 of 13 Dec
2016)are of utmost importander the establishment of conditions to open the market and to
ensureunhindered accedsr all market participats, including new entrantgy establishing
transparent and fair markbased mechanisms for gasipply and transmissionThey
guarantee that network users shall be responsible for the balancing of their portfolios in order
to minimize the need for the opgor to undertake balancing activities. Tbaily imbalance
chargecalculation methodologgetermines how to calculate the amount of daily imbalances
and positive and negative imbalances prices, ensuring the formation -gliscominatory
charges for imbdances and creating incentives fthre transmission system users the
territory of the country to efficiently balance their balance sheet portfolios

Amendments adopted i@rdinance ” 4n connecting to gas transmission and
distribution network$iave been introduced in pursuance of Decidlodll of the Council of
Ministers 0f19.05.20160n Action plan with reasures addressing the main problem areas
impeding investments growth, appeal by DecisiorNe 617 of the Council of Ministerf
12.08.2015, aiming to optimize the terms for joining the networks of the technical
infrastructure in Bulgaria, includingpnnection to gasansmission andistribution networks
The amendments aim atcheving predictability and clarity in the investment process of
connecting sites to the gas transmission netwSplecific and shortened deadlines have been
established in the connection proceduregthin which the transmission operatehall
coordinate pojects (spatial plans and investment projgcter pipeline branches and
connected sites argtovide an opinion on the connection conditions and the draft connection
agreementThe anticipated outcome of applying the Ordinande iscrease theeansmissin
network operatdractivities efficiency and the quality of servicdfeoed

Under EA and ONGPR the Commission regulates connection prices of customers to
the distribution networks, which are formed by customers groups according to the requested
maximum capacity and pressure and the relevant eligible costs of the consumer group

National Reporfor 2016 — Energy and Water Regulatory CommissiBnlgaria 36



Transmission and distribution network connection prices of extraction pipeline networks, gas
storage facilities, liquefied natural gas facilities, production units of gas froewsble
sources, distribution networks and Aeousehold customers outside the above groups are
individual and include the actual construction cost of connection facilities of the undertaking
network

4.1.4. Cross-border issues

Under EA art.170, para.ltem 9 the transmission system operator has the duty to
provide sufficient crosborder capacity aiming the European gas transmission infrastructure
integration, satisfying all economically feasible and technically realistic capacity requests,
keeping in mnd the observance of gas supply security requirements

Pursuant to art.27, para.l of Regulation (EU) 984/208®s apply the Regulation by
offering capacity by one or a limited number of joint wWedsed booking platforms at
interconnection points

In 2016 the Bulgarian gas transmission operator signed a contract for the tinge of
interconnection points of Bulgartransgaz EAD with the gas transmission systems of Greece
and Romania, as well der all exit points of the gas transmission netwddd booking
capacity onthe Regionalbooking platform RBP, in line with art27, para.1 of Regulation
(EU) 984/2013 After 1 Dec2016 onwards, the capacity nomination and allocation, both at
interconnection pointand inner entry and exit points, shall be performethatRegional
booking platformRBP. The capacity booking platform ensures the booking of annual,
quarterly, monthly, daily and intraday capacity products through the capacity allocation
mechanisms applicable under the Regulation

In relation to theRules @ natural gas market balancirgnd Daily imbalance charge
calculation methodology adopted by EWRC by Decisionnder ProtocolNe 227 of
30.11.2016and in line with the requirements of Regulat®t2/2014,since3 Jan2017 the
developed byBulgartransgaz EADs experts Commer ci(GDP).THe spatc
platftorm shall provide for the submission, processing and validation of requests and
corrective requests for transmission, allocation of quantities transported, provision of
information on the balancea sat us of net work wusers and wuser
platform provides the use of Virtual Trade Point (VTP) through which intangible products can
be tradedtitle transfej.

Article 11, para2 of Rules for access to the gas transmission and/ordgagbution
networks and storage facilitieso envisages mechanisitios allocating available capacity
for each entry and exit point and for the network as a whole, as follows: proportional
allocation, tender procedure and open inquiry (in case of ayaswnfrastructune

There was no physical congestion in the gas transmission network at national and
crossborder level in 2016. The project capacity of the national gas transmission network is 8
billion m® and the actual annual consumption in the cqudties not exceed 40% of the
maximum allowed project consumption

Pursuant to art.21, para.l item 28 of EA, EWRC establishes cooperation on cross
border issues with regulatory authorities of other countriéd)J Member states and with
ACER and concludesooperation agreements with NRAs

Together with the Greek regulator RAE EWRC has approvetlpigated guidelines
for management and allocation of capacity on the IGB INTERCONNECTOR according to
paragraph 6 of art. 36 of Directive 2009/73 / Fhase I: Initation to interested parties to
express interest in reserving capacity and PHagevitation toparties expressed their interest
in Phase | to express their interest in booking capacity in the IGB Interconnector

According to thesubmittedcompany repd on the results of the market testhich
ended on 30.11.2016, five biding offevere received, with the bookedpacity amounting to
1.56cmk. In November 2016, a trilateral meeting was held in Athens, between
representatives dEWRC, RAE and ICGBAD. Different optionswere discussed thefer
allocatingunusedcapacityin IGB interconnectqrin order toincrease the economic viability
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of the project by attracting a wider range of investors to engage financially in the
implementation of the project

In connection with the signed Agreement of cooperation with Romanian Energy
Regulatory Authority (ANRE), a bilateral meeting between representatives of the two
regulatory bodies was held in Bucharest, Romania. Natural Gas Division experts presented
presentdons on the harmonization of the regulatory framework in the natural gas sector in
compliance with the European legislation and on the construction of gas interconnections in
Bulgaria

4.1.5. Compliance

The power of t he ReguéDrecoveistramsgbsed in artr2t,. 4 1,
paral, item 31 of EA, namely to comply with and implement any relevant legally binding
decisions of ACER and EC

Regarding Bulgartransgaz EAD in its role as a certified independent transmission
operator, E WR€&yulate itp aoutiesrase stipulated in art.21, paaof EA.
EWRC monitors also the obligation’ perf or man
the compliance programme implementation and to submit quarterly reports and an annual
report in oder to indicate the measures taken. It is evident from the reports by the compliance
officer received in EWRC in2016 that there were no irregularities in the compliance
programme implementatiom pursuance of Art.81d of EA, EWRC monitors and assesses th
implementation of the Tepear network development plan developed by the transmission
network operator following consultations with stakeholders. The Commission shall examine
whether the Plan covers all investment needs identified during the consuttaicass, and
whether it is consistent with the TYNDPs in the European Union. When the ITO fails to
execute an investment, which, under the TYNDP is to be executed in the following three
years, EWRC has the power to require the operator to make the ienéstin case they are
still needed and to provide their reimbursement through the network services prices, unless
the failure is due to compelling reasons bey

4.2. Promoting competition

Under the Energy Act, a license i n o't required for the act
thus natural gas market is 100% openfesiperart.176, para.l of EA, extractive industries or
natural gas traders, on one hand, and the public provider, natural gas suppliers, storage facility
operators LNG operators, traders or customersn the other, may enter into natural gas
transactions with each other at freely negotiated prices

Under art.180, para.1l of EA and the provisions of fReles for access to the gas
transmission and/or gas distriboti networks and storage facilitieall customers have the
right to choose a natural gas supplier, which is also guaranteed under the terms of the licenses
for the activity “natwral gas supply by end

By the end of 2016 there were no natural gastomers who had a natural gas supplier
other than the end supplier. 0.03% of business customers switched their natural gas supplier.

In 2016, there were no customers connected to gas distribution networks that had
switched their natural gas supplier ategulated prices to a regulated price supplier

4.2.1. Wholesale markets

Under the current “Energy Strategy of Bu
2009/73/ EC and &yulation (EC) 715/2009, in 201@¢as sector in Bulgaria developed
towards markettberalization

Key gas market participants in the country. are

- Bulgartransgaz EADB- a combined gas operator, in charge of gas transmission and
gas storage activities

- Bulgargaz EAD- the gas public provider in Bulgaria, providing gas supplies at
regulted by EWRC prices
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- Gas traders- concluding gas supply trades with the public provider, end suppliers,
customers, other gas traders, extraction companiesstgaage undertakings and with the
transmission/distribution networkperatos;

- Gas distribtion companiesc ombi ne t he activities “nat:
natur al gas supply by end supplier” by supj}
respective distribution networks in the licensed territodg¢she end of 2016 there werd 2
licensedcompaniesin the territory of the countryThey serve5 gas distribution regions
(Danube, West, Thrace, MoesiadDobrudjg and80 municipalities outside these regions;

- Non-household customers connected to the gas transmission network

Natural gas delivery and supply in the Republic of Bulgaria is carried out in a
transmission network owned by Bulgartransgaz EAD and distribution networks owned by the
respective distribution companies. In the transit gas pipeline owned by Bulgartransgaz EAD
naural gas transmission is carried out to the territories of Greece, FYROM and Turkey

In 2016 gas supplies for the local market were carried out by the public provider
Bulgargaz EADPetroceltic Ltd Oil and Gas Exploration and Production Abd gas trader

Bulgargaz EADimports natural gas for the local market under the conditions of
ContractNe 012-13of 15Nov 2012for gas supplies witbOO Gazprom Export

Trends in the natural gasippliesfor the local Bulgarian market i8001:-2016 are
presented itables and graphs below

Natural gas imports and lodgproduction for the period 2001 2016i n mi | | i on mj

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

Import 3260 | 2958 | 2788 | 2848 | 2768 | 3249 | 3048 | 3190 | 2521 | 2480 | 2563 | 2281 | 2535 | 2551 | 2911 | 3014

Local

. 18 19 13 329 | 528 | 517 | 333 | 246 9 54 406 | 336 | 274 | 182 85 80
extraction

Total 3278 | 2977 | 2801 | 3177 | 3296 | 3766 | 3381 | 3436 | 2530 | 2534 | 2969 | 2617 | 2809 | 2733 | 2996 | 3094

1000 Import and domestic production of natural gas in the period 2001-2016
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§ Domestic production Import

Quantities of realized natural gas3816 were3028million m® and the consumption structure
by sectors was the following:
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Energy sector 918million m® or 30 %
Chemical industry- 1107million m3 or 37 %
Other industries- 546 million m* or 18 %
Distribution companies 457 million m® or 15%

Natural gas consumption structure by sectorsriillion m?

Year/consumer | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
Energy 1136 | 1076 | 1135| 1021 | 1081 | 1019 | 996 | 979 | 970 | 1003 | 1047 | 1038 | 987 | 949 | 917 | 918
Chemical industry | 1214 | 886 | 865 | 982 | 1158 | 1150 | 1113 | 1073 | 627 | 743 | 914 | 743 | 782 | 800 | 1077 | 1107
Other industries 697 | 666 | 763 | 745 | 772 | 867 | 937 | 859 | 542 | 469 | 527 | 482 | 694 | 497 | 535 | 546
Distribution 93 | 113 | 147 | 158 | 212 | 201 | 362 | 430 | 301 | 446 | 499 | 475 | 462 | 449 | 458 | 457
companies
Total 3140 | 2741 | 2910 | 2906 | 3223 | 3327 | 3408 | 3341 | 2530 | 2661 | 2987 | 2738 | 2925 | 2695 | 2987 | 3028
Gas consumption structure by sectors in million m?
1400
1200 1
WOl 2002 2005 2004 2005 2006 2007 2006 2009 2000 20011 2012 2003 2004 20015 2006
BEnergy & Chemistry a0ther industries mDistributivon companies
Natural gas consumption dynamics in Bulgaria in the period 2001 — 2016 in million m3
Year 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
Consumption | 3140 | 2741 | 2910 | 2906 | 3223 | 3327 | 3408 | 3341 | 2530 | 2661 | 2987 | 2738 | 2925 | 2695 | 2987 | 3028

The public provider Bulgargaz EAD sells natural gas at regulated by EWRC prices
andits share in the natural gas sate2016 was 98%. The emaining2% were realized by
traders The following chart presents the ratio of the natural gas quantity sold by the Public
Providerat regulated pricedo customers and gas distribution companies connected to the gas
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transmission networkand by tradersit freely negotiated pricesto end customers and gas
distribution companies

Natural gas amounts realized by Public Provider at regulated prices
and and by traders freely negotiated prices in 2016

OBulgargas
B Traders

Natural gas transmission in the national transmission network

In 2016t he main users of the “natural gas tr
and distribution networks in the country were the public provider Bulgargaz, EXEaction
companiesandtraders Natural gas supply to consumers in the Republic of Bulgaria is carried
out mainly via the national gas transmission network, a complextyaoinsisting of 1835
km gas pipelines and high pressure gas branches, three compressor stations with total installed
capacity 58 MW, gas regulation stations, metering stations, electrochemical protection
systems, communication system, information systachother auxiliary facilities. The natural
gas transmission network has sufficient capacity to meet current natural gas demadnd
206about 40% of the system’s maxi Matnml gasec hni «
transported in the national transsim network is provided by imports from Russia
(approximately 97.4%) and local production (approximately 2.6%). There is an increase of
4.51% of transported natural gas quantities2@16 compared to the quantities realized in
2015

Natural gas transit transmission

Bulgartransgaz EAD performs natural gas transit through the territory of the Republic
of Bulgaria to neighbouring countries Turkey, Greece and FYROM. Quantitative and
qualitative analysis of natural gas inflows in the transit direction f®qmeed in gas metering
stations Negru Voda 2 and 3. The transmission of natural gas by transmission directions is
realized respectively at Malkochlar GMS for Turkey, Strimonohori GMS for Greece and
Zhidilovo GMS for FYROM

In 2016 Bulgartransgaz EADopenal the reconstructed and modernized Lozenets,
Strandzha, Petrich and lhtiman stations, through which natural gas transiafeodisected to
Turkey and Greece

In 2016transit volumegransported through the transmission netweeke 14 619890
million m3 or by 8.25% more tharnthose in2015 (13505094 million m3) and an increase in
all three directiors (Turkey, Greece and FYROMis observed In 2016 gas quantities
transited were as follows: Turkeiyl 730488 million m3 or 3.02% more compared t@015;
Greee2 675773 million m3 or 35% more compared t28015 FYROM 213629 million m3 or
56.56% more compared ta015.
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Natural gas storage

Natural gas storage activity is performed in the only one in the country underground
gas storage facility Chiren (Chiren &F owned by Bulgartransgaz EAD. Technological
process associated with the natural gas storage activity is a seasonal (cyclical) one and
represents injecting gas from/to the underground gas stora@®161364.959 million m3
were withdrawrand342279million m3 injected and they include the virtuailythdrawnand
injected gasActual quantities ir2016 were 342159 million m3 or an increase b21.20%
compared t®015.Actual injectedquantities inin the UGS in2016were319478 million m?3
or an increasef 12.29% compared t@015.

4.2.2. Retail market

Natural gassuppliesin the Republic of Bulgaria is carried out in a transmission
network owned by Bulgartransgaz EAGr customers, directly connected to the transmission
network, andin distribution netvorks owned by the respective distribution companiée
needed natural gas distribution infrastructure in the country is still in process of construction
and householdconsumers connected to the natural gas distribution network are few
Household consuntion is very low- 2.28 % of the total consumption in the coun&WRC
applies a regulatory mechanism, which ensures incentives for the natural gas distribution
enterprises to continue the development of the networks and the connection of new consumers
aiming the increase of consumption. One of the incentives enhancing market competition is
thatEWRC approves marginal prices for the gas sale and the gas distribution companies have
the right to sell to consumers at prices lower than the approvi@dh pronotes market
competition

Monitoring the natural gas market stimulates retail competition. EWRC permanently
monitors the market with the view to ensure -{igcrimination between all market
participants, as well as between participants of one and the sdegory and to promote
efficient competition and proper market operation. Regarding the latter, when exercising its
controlling powers, EWRC carries out scheduled inspections of the energy companies, as well
as surprise inspections in case of filed cormpéaand signals

The Commission monitors and inspects the gas distribution companies regarding the
compliance of the set in their approved business plans parameters connected with their duties
under the licenses for the activities of natural gas distobw@nd supply by end supplier.

Gas distribution c¢omp6amipwsbelobmcti vity resu

Number of consumers
Parameter Constructed Investment (accumulative) as of 31 Natural gas consumed,
network in 2016 2016 thousand norm m? 2016
Dec 2016
Gas distribution m Thousand Non- Householdd Non- Householdd
companies BGN households | households A
Total 110 291 19 370 6573 80 697 410 645 76 051

According to data of distribution companies, total number of natural gas customers in
2016 was 87 270, 80 69 (92%) of them households an@ 573 (8%) non-household
customers

The breakdown of natur al gas consumers b
shown in the graph belaw
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W Aresgaz AD

M Balkangas 2000 AD

W Overgas Mreji AD

M Sevlievogas - 2000 AD
M Sitigas Bulgaria EAD

m Other (under 2%)

Overgaz Mrezhi AD serves most of the customers7 816, which is 66% of all
natural gas consumers in the country, followedAbgsgas AD with13% and Sevlievogaz
2000 AD with 5%. The value of HerfindakhHirschmann index, which is a commonly
accepted measure of market concentration and monopoly existence in terms of natural gas
supplied by gas distribution companies to household consumers in Bulgaria, is 4935 and
shows high market concentration. The index is indicated for calculation in the annual gas
indicators ofCEER.

The number of customers (household and -hmomsehold) of gasdistribution
companies irR016rose from81620in 2015to 87 270,which isalmost7% increase per year
The number of household customers increasedmnoye than7% and of norhousehold-
almost5%.
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The relatively low rate foincrease in the number of ntnwousehold customers during
the year was mainly due to the almost fulfiled connection potential ofhonasehold
customers in the gas distribution networke increase potential of ndrousehold customers
is low, since nosgasified objects are mainly small and their transition to natural gas is
estimated as inefficient, due to the very high initial investment. For the same reason, although
with much higher potential, the household gasification development is slow and rapid
increase in the potential fulfilment of the network cannot be expected
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4.2.3. Recommendation on supply prices, investigations and measures to promote
effective competition

In the past 208 the Bulgarian regulatory authority did not give any recommenatio
concerning the prices of the supplied natural gas. However, EWRC published information on
the approved actual marginal prices

The provision of Article 30, para.2 of EA stipulates that the prices of electricity,
natural gas and services provided byrggecompanies are not subject to regulation by
EWRCwhen the later finds out the existence of competition, which createopd#ions for
the free negotiation of prices under market conditions for each energy sector activity. In this
respect, as far asatural gas sector is concerned, -poaditions for the existence of
competition in the market are provided by the legislature through the provision of art.180,
para.1 of EA: “Every customer connected to
networkmay choose a natural gas supplier, regardless of the European Union member state in
which the supplier is registered, provided the supplier complies with the rules under art.173,
para.1l and the security of supply requiremen

In line with art.181 of EAnnatural gas contracts are concluded at regulated by the
Commission prices for services of public interest regarding transmission, distribution and
supply and at freely negotiated prices among the partsces outside the public interest
services

To adieve the existence of competition, which is a prerequisite for free negotiation of
electricity and natural gas prices at market conditions, an effective market opening is needed,
an establishment of a single EU natural gas market, which is in the intéi@szens and
industry. This can be achieved through implementation of interconnection projects, which will
enable natural gas supply from other sources and will increase competition and the
possibilities to choose a supplier. The interconnection pgeogge a priority for Bulgaria and
have significant influence regarding security of supply in the region

4.3. Security of supply

Pursuant to ad, para2 , item 4a of EA, the Ministry
authority concerning security of supply in the meaning of Regulation (EC) 994/2010. In line
with art.72 a of EA, the Minister of energy
and organizatins representing household and#foo usehol d customer s’ i
EWRC, implements at national level:
1. Preventive action plan containing the measures needed for the removal or limitation of the
identified risks impact in compliance with the rizsgsessment.

2. Emergency action plan containing the measures needed for the removal or
mitigation of natural gas supply interruption impact

EWRC participates with its representatives in an interdepartmental working group
established by the Minister of Ergy, which updates these documents and the risk assessment
in accordance with Art.5, paragraph 4, Art.9, paragraph 4 and article 10, paragraph 2 of
Regul ation (EC) Ne 994/ 2010 of the European
2010 concerning theeasures to safeguard security of gas supply

4.3.1. Monitoring balance of supply and demand

In 2016 Bulgargaz EADpurchasedhatural gasrom Ga z pr om E xqgndahe t OXOXO)
basis of a contracThe local production share for domestic needs was provided tycBlEC
EOODandOil and Gas Exploration and Production AD

4.3.2. Measures to cover peak demand or shortfalls of suppliers
In 2016the national gas transmission network operated considerably under the project
capacity, as only 3.4 billion frwere transprted, which represents about 40% of the project
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capacity (8 billion m). Gas distribution networks are relatively new and most of them are
loaded also significantly under their project capacity

Bulgargaz EAD provides gas for its clients (end suppliensd anorrhouseholds
connected to the transmission netwark)the basis of a contragith Gazprom Expor© O O
A major part of the end suppliers provide natural gas quantities to their customers, connected
to the gas distribution networks under gas supphtracts with Bulgargaz EAD

In theapprovedby EWRCTYNDP of Bulgatransgaz EAD for the period 2018025
a scenario has been presentedicerningcapacitysearch and sources covernatural gas
demand in Bulgaria for the period 202625, taking into casideration: forecast of the
expected natural gas demand for a period of one year anddeeaknd levels per day;
sources to meet the demand in the country with sstscfor the period 2018020; brecasbf
capacitysearchfor crossborder transmission tbugh the infrastructure of Bulgartransgaz
EAD. Measures to safeguard security of natural gas supplies were described, including risk
assessmentandN f or mul a under Regulation (EC) N 99
of the gas infrastructure techalaapacity to satisfy total natural gas demand in the calculated
area in case of disruption of the largest single gas infrastructure on a day with exceptionally
high demand occurring with a probability of once in 20 years. In case of such disruption, the
capacity of the remaining infrastructure should be able to deliver the necessary gas amounts in
order to satisfy gas demand in the area. Two key scenarios have been developed to meet the
requirements on infrastructure standard dt fdrmula, namely: a basscenario (existing and
forthcoming to be put into operatidgii 01.01.2017 and a target scenario (construction and
commissioning of projects of common interest, as well as new domestic extraction fields).
Calculations with the base scenario illustrigt in case of disruption of the largest single gas
infrastructure (from Russia through Ukraine), the capacity of the existing infrastructure is not
able to deliver the necessary gas amounts to satisfy total gas demand in the territory of
Bulgaria for a dy of exceptionally high gas demamt the same time, the analysis shows
that with the implementation of the PCI projects Bulgaria will fulfil the infrastructure
standard by 2017. In order to achieve the infrastructure standard approved in the TYNDP of
Bulgattransgaz EAD for the period 2018025 several major projects have been envisaged
namely modernization of the national gas infrastructureluding modernization of
compressor stations and projects for the construction of gas interconnections

Investmats foreseen for the period 2018)25shall facilitate to reacincreasing and
ensuring technical security, safety and reliability of the gas infrastructure and to comply with
environmental protection requirements in order to meet the expected grgasrdemand in
the country and in the region, through: investments in reconstruction, rehabilitation and
transmission net wor ks’ repairs, i ncluyding
investments in existing linear infrastructunavestments in xasting gas regulation and
measuring stationand UGS Chireninvestments in new facilities construction in addition to
the existing infrastructure needed to increase the efficiency of operations; investment in
ancillary infrastructure, including fibre veork.

Investments shall ensurthe security of gas supplies to the country through:
investments in interconnections to provide connectivity with other transmission networks;
investments in the expansion of the underground gas storage, of the extractinjectiah
facilities and to increase opportunities for the storage of larger gas amounts

Measures to cover peak demand or shortage of suppliers are:

Network configuration, real gas flows, including possibilities of physical flows in both

directions- there are possibilities for reverse physical flow of natural gas from Greece and

Turkey (2.4 million m3/day in the event of
Reverse flow from Greece was realized at the end of January 2009 gas crisis, basaedon sig
agreement

- Natural gas storage the amounts stored in UGS Chiren are intended mainly for
compensating theaneven consumption as well as for guaranteeing security of supplies in the
event of deficit The storage facilityhas 23exploitationwells, acompressor station with a
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total installed capacity of 10 MW amather facilities required to secure the injection and
withdrawal as well as to the quality of the stored Jd® current storage capacity can provide
550mcmnatural gas

Realizing the invdament envisaged aims abpportunity for competitive market
development and diversification of natural gas supply sources and routes, resulting in greater
energy independencé;will enable local traders to access the gas at various prices and the
possibilty of creating a regional gas exchange, including spot market by building the facilities
necessary to connect to the existing transmission infrastructure with futur& tnaosean gas
corridors South Stream and with Southern Gas Corridor projélatansAnatolian pipeline
(TANAP), TransAdriatic Pipeline (TAP), as well as other pRaropean projects intended to
provide diversification of natural gas supply sources and gas transportation routes to Europe;
connection of the gas production network of extoac enterprises in the country;
development and implementation of electronic systems to manage the activities

Projects crucial to the process of liberalization, diversification of natural gas supply
sources and routes and gas network development inethenr with a view to ensuring
continuity and security of natural gas supply, are

Gas Interconnection Greece - Bulgaria (IGB) has been enlisted in the Projects of
Common Interest under Regulati@47/2013and is the first in the list of priority projects
under the Interconnection Initiative between the Central and Southeast European Countries
CESEC.The project is cdinanced by th¢ Eur opean Ener gy Progr amme
the form of grantsA mandate has been signed with the European Bank for Reodrstr
and Development to start negotiations of financing the construction .phse
implementation of the project envisages a state guarantee, which was successively renewed in
2015, 2016 and 2017, the current amount of which is BGN 220 million. Accptdithe
current schedule, the construction is expected to begin in the first quarter of 2018 and the
project will be commissioned in early 2020

Regarding the project implementatidBWRC approvedJpdated Guidelines for the
management and allocation otémconnection capacity of the gas interconnection Bulgaria
Greece (IGBrndNoticeof participationaccording to art.36 of Directive 2009/73/E@hase
| - Invitation to stakeholders to express interest in reserving capasityell asa Notice of
participation in Phasell: Invitation to participants inPhase Ito express their interest in
booking capacity in interconnection IGB

The Market test was completed 86.11.2016 According to the information ithe
submittedby the company report on the ressilof the market test, five biding offers were
received, with the bookedapacity amounting to 1.56m/y. In November 2016, a trilateral
meeting was held in Athens, between representatives of EWRC, RAE and ICGB AD. ICGB
AD shareholders expressed their niien to carry out a procedurfer allocating unused
capacity in IGB interconnectpoheld in the same nediscriminatory and transparent manner
as the two phases of the market tebtit with an adapted shortened timeframe.
Representatives of the two reguolis expressed favourableopinion on the conduct of such a
procedure, given the nedd increase the economic viability of the project by attracting a
wider range of investors to engage financially in the implementation of the project

By Decision underProtocol Ne 2 4p2 ,of 27.12.2016EWRC approved opinion
concerningthe proposedby ICGB AD prdiminary capacityallocation, contained in a report
on the BiddingPhase for IGB project held from 1 September to 30 Nove2Riks.

Gas Interconnection Bulgaria - Serbia (IBS) aims to connect the national gas
transmission networks @ulgaria and Serbid he Interconnection is one of the Bulgarian gas
projects included in th®Cll i st under Regul aidimpemeniecEhdy jhe Ne 3 47
Ministry of energy, as a beneficiaunder a procedure of direct grant under the Operational
Programme “Development of the Compe201B8Venes:s
for activities included in the first phase of the praojetcording to preliminary technical
information the rote Sofia- Dimitrovgrad - Nish is aboutl70 km, of which62.2 km on
Bulgarian territory, and the connection point of the pipeline to the gas transmission network
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of Bulgartransgaz EAD is in Novi Iskar area. Projected annual minimum capacity is about 1.8
billion m® and the maximum is 3.2 billion InThe construction will be implemented and
financed by the Operational Progr a2znimz0 " | nn
Deadline for commissioning of the project is en@020.

Realization of the project shanable the gas transmission to Serbia uthegplanned
new entry points with Turkey and Greece and the significant free capacity of the transmission
network. Concurrently, in crisis situations the interconnector can be used for gas supplies
from Serbia

Gas Interconnection Bulgaria - Turkey (ITB) is a system interconnection
development project for connection of the gas transmission networks of Bulgartransgaz EAD
and Bot asurkeyatwill provide an opportunity for diversification of natural gas
supply sourcesshippersand routesthereby enhancing security of supply in the region and
competition developmentTB is a new overland pipeline with a length of about 200 km
(approximately 75 km of which on Bulgarian territory), with a capacity ofl®bim®y. The
Interconnection Bulgaria Turkey has been ranked in the list of Projects of common Interest
of the European Commi ssion under Regul ati on
receive under the EC * Cobnergy)fdr theniglententationmfe Fac i
the feasibility study i.Acod@ehdnsiva teasibiltyetudy aio u nt
the TurkeyBulgaria Interconnection project was carried out in 2016, recommendations were
made for choosing a gas pipeline, technical studies,assessment, market needs assessment
and analysis, codienefit analysis, eante impact assessment of environmental and social
impacts, project development schedule, technical design assignment, risk assessiiiast, etc.
estimated timeline for the comgttion and commissioning of ITB 2020

Eastring Project - Bulgaria is asubproject of the Eastring cluster projec project
for the construction of a transport corridor through the territory of Slovakia, Hungary,
Romania and Bulgaria, providing pdstities for twoway natural gas supplies from
alternative sourcesEastring concept, as developed so far and included IrEMIESO-G
TYNDP 2017- 2026, is envisaged to be developed jointly and in coordination between the
TSOs ofSlovakia, Hungary, Romanand Bulgaria

Bulgartransgaz EAD is responsible for the implementation of the Bulgarian section of
the project. Regarding the territory of Bulgaria for the first stage of the project it is planned to
build a new gas pipeline with a length of about 257Hetween a new entry/exit point at the
BulgarianRomanian border and a new entry/exit point at an external EU border in Bulgaria,
as well as the construction of new compressor capacities-@d 88W. The second stage of
the project envisages additional coostion of new compressor capacities. There is a
foreseen possibility for Eastring to connect with the Bulgartransgaz EAD networks with
input/output capacity of 200 GWh/d

For the purpose of the project implementation, in June 2016, Bulgartransgaz HAD an
Eustream signed a Memorandum of Understanding, according to which the two parties will
cooperate in analysing the gas markets development prospects, which analysis must establish
the expected capacity in the Eastring pipelineluly 2016, a Memoranduof Understanding
on Eastring between the Ministry of Energy of Bulgaria and the Ministry of Economy of
Slovakia was signed in Bratislava. A feasibility study for the Eastring project is due to take
place. It will be implemented with the financial suppditttte Connecting Europe Facility
(CEF) in connection with a decision taken witk&F Call20162.

Regional gas hub Balkan relates to the gas infrastructure development in the
territory of Bulgaria. concept based on the idea that significant natural gasir@s) from
various sources to enter the country in a certain real physical point near the Varna city for
further transportation, while in this same location a market place (hub) to be organized for gas
trade- where all market participants could carry gas transactions at market principl€se
idea of a gakiubconstruction was supported by the strategic geographic location of Bulgaria,
the welldeveloped existing gas transmission and storage infrastructure, as well as by the
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interconnection projects Wi Turkey, Greece and Serbaémd completing the infrastructure
with Romania

The concept of building Balkan gas hub is included in the PCI under Regulation (EU)
No 347/2013. The project is listed under PCI 6.25.4 in cluster 6.25, which includes alternative
projects for the supply of natural gas from new sources and new routes to Central, Eastern and
Southeastern Europe

Balkan gas hub concept includes several key elements that form the project as a
whole

* New gas sources

» Optimal use of the existing garansmission networks and Chiren UGS

* Modernization and extension of existing infrastructure

* New gas hub infrastructure

In connection with the need for a detailed feasibility study, a grant of EUR 920 500
was approved under the Connecting Europalifa (CEF Call 20162)f or “ Feasi bi | it
for Bal kan gas hub project?”

5. CONSUMER PROTECTION AND DISPUTE SETTLEMENT IN THE
ELECTRICITY AND GAS SECTORS

5.1. Consumer protection

5.1.1. Electricity

Pursuant to the requirements of Art.37 (1) (hpoective 2009/72/EC to ensure quick
access and provision of data on customer consumption, commercial metering devices,
including the devices ruling the tariffs, are located in a way that the consumer has the
opportunity to observe the figures displayiedthe commercial metering devices. In cases
where it is needed to guarantee the life and health of citizens, property, power quality,
continuity of supply and security and reliability of the energy system, commercial metering
devices are put in a placetidifficult access, the electricity distribution company shall be
obliged to provide at its own account the possibility of visual inspection within three (3) days
following a written request. The same obligation has been imposed on licensed companies in
the natural gas sector under approved by EWRC general conditions. In addition, energy
companies have established in every major city of their licensed territory customer service
centres and have their own internet sites for each user to have an acosss to th

Under EA amendment s, Section VI defines
pursuance of t he requirement of Art . 37 (1)
companies’ obligations to provide informatio

- actually cmsumed quantities and service provided value in accordance with the
contracted readings periodicity with no obligation of additional payment for this service;

- conditions on the provision of electronic billing information and electronic
invoices;

- electicity or natural gas supplier provides another electricity or natural gas
supplier with the consumption data of a household consumer when such action has been
provided for in an express agreement between the consumer and the electricity or natural gas
supplier.

These provisions ensure customer access to energy consumption data, their providing
in an easily understandable format and use. Customers have their consumption data and may,
by an agreement and without additional costs, provide these data ticamsed supply
company, thus transposing the requirements of Annex |, letter h of Directive 2009/72/ EC
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5.1.2. Natural gas
In exercising its regulatory powers, the Commission shall be guided by defined in the
Energy Act (EA) general principles, includiremsuring a balance between the interests of
energy companies and customers, equality between different categories of energy companies
and between consumer types and to establish end customers protection measures (Art. 23
items 4, 5 and 12 of EA). To prateenergy companies customers' rights EWRC closely
cooperates with the Consumer Protection Commission, the Ombudsman of the Republic of
Bulgaria, as well as a number of consumer protection NGOs
As a specialized state body EWRC regulates the activitiethanenergy sector,
approves the General conditions of contracts provided for in EA and the Rules on work
with energy services consumers developed by energy companies that provide services of
public interest. This type of contracts has a regulated by EAJatary content, which
ensures consumers' rights. Licensees providing services of public interest are obliged to
guarantee consumers' rights protection and equality between customer groups in the
contracts General conditions and in the Rules on work wethggrservices consumers.

By the amendments of EA, promulgated SG, 54 of 17.07.281@ transposing the
requirements oDirective 2009/73/ EC, enhance and guarantee the existing consumer rights
and include greater transparency regarding their energtsrigarticularly in the gas sector
The amendments introduce compulsory content of the energy services cptitegcisdicate
the information that energy companies (contract parties) should provide for their clients and
the ways that should be dgreerequirement for the energy companies has been introdced
establishcenters for providing informatioto energy service users atw work with themin
accordance witlthe Rules on work with energy services consumBEw requires energy
companies providingervices of public interest to determine in the general conditions for
supply and use of networks and in fReles for working with users of energy servjcgecial
procedures on provision of information to vulnerable customers related to their consumptio
and energy discontinuing

In 2015, with the EA amendments, promulgated SG, 17 of 6 March 2015 and SG, 35
of 15 May 2015, new provisions have been supplemented concerning measures to protect
energy services consumers, aimed at ensuring effective andiadelgorotection of their
rights Provisions have beesupplemented and refined concerning -esdr protection
measures included compulsorily in the energy services contrBétsrequires energy
companies to provide informatipmcluding on actual quantés consumed and value of the
service provided, payment methods, prioéslisconnection andctivationof supply, prices
of maintenance services and other prioéservices relted to the licensed activityugplier
switching procedureto notify their hauisehold customers of any proposed change in the
contractual terms and prices of services provi@dsdwell asconsumerright unilaterally to
terminate the contract within 30 days of the date of notificatfdhey didnot accept the new
terms and condbnsand/o prices! n t hi s r egar d, § 42 para.l
Provisions of the Act amending the EA (prom SG, 17 of 2015, effective as of 6 March 2015)
provides for end suppliers of natural gas and distribution system operators to submit a
proposal to the Commission of amending the terms and conditions of the contracts in
accordance with the EA amendments. EWRC is in a process of approving: General conditions
of contracts for natural gas supply by end supplier under art.183a of EA; Terms and
conditions of contracts for natural gas transmission in distribution networks under art.183b of
EA; Rules for working with users of energy services

EA requires energy companies providing services of public interest to determine in the
general conditionsor supply and use of networks and in the Rules for working with users of
energy services, special procedures on provision of information to vulnerable customers
related to their consumption and energy discontinuing. According to companies reporting
registeed vulnerable customers in 2016 were 4
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EWRC monitors the energy compani twshe obl
customers and in regard to their work with them, as well as the submitted annual reported data
on the activities and by esite inspetions

5.2. Dispute settlement

Di sputes settlement term and conditions
licensing the activities in the energy sector. EWRC handles complaints of:

1. networks and facilities users against transmission and distnibutétwork
operators, extraction companies, natural gas storage facilities operators and LNG operators
related to the way these entities perform their duties under EA and users against W&S
operators related to regulatory issues under the Water Supply emdrage Services
Regulation Act;

2. customers against electricity and natural gas suppliers, including end suppliers
regarding their duties performance under EA,;
3. licensees against other licensees regarding their duties performance under EA,

as well as V&S operators against W&S operators related to regulatory issues under the Water
Supply and Sewerage Services Regulation Act

Within two months of lodging a complaint under item 1, 2 and 3, EWRC may assist an
amicable dispute settlement. The term may kdergled by another two months if the nature
of the dispute requires collecting additional data and information by EWRC. The procedure is
voluntary and confidential. Under the amicable disputes settlement EWRC does not make a
ruling/decision and the proceduends with an agreement. It involves the dispute parties and a
conciliator- a member of the EWRC working group that has been designated to handle the
complaint. The conciliator uses all reasonable means and efforts to resolve the dispute by
proposing tdhe parties a resolution and if consent is achievediraft a written agreement

In case no amicable settlement is achieved or the parties reject amicable settlement,
the Commission shall decide on the complaint within two months after receiving $t. Thi
period may be extended by another two months if the nature of the dispute requires the
Commission to collect additional data and information. Upon complainant consent the
extended period may be extended again by another two months. When EWRC finds a
compaint being justified, it issues a decision with binding guidelines on the implementation
of the law. Commission decisions are subject to appeal before the Administrative- Court
Sofia City under the Administrative Cade

Under the legislationEWRC has thepower to fulfil the obligations set out in
Directive 2009/72/C and Directive 2009/73/EC, namely to act as a dispute settlement body in
respect of any complaint against transmission or distribution operator in relation to that
operator's obligations and igsue a decision within two months of the complaint receipt. The
decisions of the regulatory authority shall have binding effect unless and until overruled on
appeal

5.2.1. Electricity sector

In 2016 the total number of electricity applications filedEMWWRC was 997. 931 of
them were under the provisions of art.22, para.l of EA, thus considered as comipla@nts
cases complaints were against companies not licensees of EWRC
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Complaints breakdown against different companies
in the electricity sector

Other licensee § 3

ERP Zlatni Piasaci ADO

Energo-Pro Networks A 199

EVN Bulgaria Distribution EA 143

CEZ Distribution Bulgaria A 384

The largest number of complaints are allegedulits about the accuracy of the
commercial metering devicesmproperly calculated amounts of electricity consumed in
detecting unlawful use of such electrigityunlawful power failure

Complaints breakdown according to their subject is presented iolkbwihg chart

Complaints breakdown in the electricitity sector
according to their subject

Other 86

Network access
25
27
27
29
35

Contracts-delay/non-performanc
Subscriber number-closure/retrieval
Connection delay or rejection

MCD location/accuracy/replacemen

Electricity Bills/Invoices 270

As can be seen from the above chart, other causes of complaints and signals are

- deteriorated indices of the quality of electricity whole settlements- too low
voltage in the connection pojritequentpower cuts, damage to electrical appliances

- untimely or inaccuratemeteing of the electricity consumed, installation of
commercial metering devices at great distance from the sitehairdeplacement without
prior notice

- unnecessary power inteption and prior notification

- delayed or refused connection of new generation and consumer sites

- poor condition of the distribution network elements and necessity of electrical
equipment displacement
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- recovering unlawfully closed accounts and tefiimg contracts of access to the
electricity distribution network

- purchase of energy facilitidsy customers from the distribution companies

- failure to perform contractual relations or change of the connection conditions for
consumers and generaterges to the electricity distribution or transmission grid

- consumers and generators access to the open electricity market

- RES or hitech generated energy purchase

- others

EWRC had 76 decisions on complaints in the pefi@d1.2016- 31.12.2016 as
follows:

- 31 with mandatory instructions

- 28for termination due to unfoundedness

- 13for termination due to failing legal interest

- 4 for termination due to inadmissibility

In order to clarify the complaints facts and circumstances, which caalde clarified
in a documentary way, 20 @ite inspections were made at electricity distribution companies:
9 at EnergePro Grids AD, 9 at CEZ Distribution Bulgaria AD and 2 at EVN Bulgaria
Electricity Distribution EAD The onsite inspections were mdaynfocused on resolving
disputes between customers and network operators regarding distribution network connection
conditions and supplied electricity quality

In order to further clarify the submitted at EWRC complaints circumstances, ten
tripartite meetgs were held. A procedudd amicable dispute settlement between Kaliakra
Wind Power AD and ESO EABad been initiated

Holding tripartite meetings has a positive impact on the parties in dispute, reduces the
time to clarify the circumstances and helpsatve the problems more quickly

5.2.2. Natural gas sector

In 2016, 20 inquiries and complaints were submitted at EWRC, of which 5 complaints
under art.22 of EA. In relation to the received signals and inquiries checks of documentation
have been perfored and answers have been prepared which were sent to the addressees

On two of the complaints regarding network connection, EWRC has taken a decision
by finding that the complaints are unfounded and has terminated thel fikesdministrative
procedure dr one of the complaints has not been completed due to factual and legal
complexity of the case. Two of the complaints filed wiMVRC were notconsidered in
substancedue to irregularities found that were not remedied within the set deadline

The numberof complaints in the natural gas sector in 2016 decreased by 70%
compared to 2015 and was the lowest compared to the other three. Sdutis mainly due
to the small number of gasified households in the country, but also to the control exercised by
EWRC of the licensed gas distribution companies in relation to their work with users, the
annual activity reports provided and theite inspections
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In 2016 consumers submitting complaints at tees distribution companiegpresent
less than0.04% of all gas consumersComplaints were filed aill of total 35 licensed
territories in Bulgaria The number of natural gas users in these 11 territories (72 802)
accounts for 83% of all natural gas consumers in the country. Mogti@ots were filed with
Overgas Network AD for the licensed territory of Sofia Municipality and Bozhurishte
Municipality — 8 complaints (0.03% of all household customers of the company). This
represents 25% of all complaints in the sector

In 2016 numberof complaints atgas distribution companiesas 32, which is a
decrease db7%compared t@015 when they werg4.
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Classification of submitted ajas distribution companiesmplaints by subject,

follows:

is as

Complaint sibject Number of | Number of complaints
complaints | satisfied

Connection to the grid 8 1

Metering 2 1

Unfair commercial practices 3 2
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Contracts and sales 1 0
Activation 2 2
Disconnection due to no or la

payment 2 2
Invoicing/billing and debt colleatn 2 0
Customer services 1 0
Other 11 5

As seen from the chart below, complaints are mainly related to: connection to the
distribution networks, inaccurate meteringyfair commercial practicegpntracts and sales,
activation,disconnection due to ngpayment, billing, price and customer services and athers

B Connection to the grid

B Metering

B Unfair commercial practices

B Contracts and sales

M Activation

m Disconnection due to no or late

payment
Invoicing/billing and debt collection

Customer services

W Other

In 2016gas distribution companiesceived

- 8 complaints onconnection to the distribution networks of which unfounded and
one founded and satisfied

- 3 complaints orunfair commerciapractices— undelivered invoicesComplaints were
founded and satisfied

- 11 other related tofailures in the internal installations of customers which are their
property and responsibility; others submitted by persons who are not clients of the gas
distribution company and but are connected to the gas point; activation charge after late
invoice payment.

Gas distribution companies examined the complaints received and accepted 13 of
them to be reasonable and they were resolved

All complaints lodged at thcompanies were replied within the set deadlines.

Information (on dispute settlement means, clarification of clients' rights, how they can
contact EWRC when they are not satisfied with the response or have not received it, etc.) is
published on the webst of most of the companies and is announced in customer service
centres
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