Response to the request for review #1 for “Refurbishment of Enguri
Hydro Power Plant, Georgia” CDM project

The DOE is requested to clarify how it validated the start date of the project activity as
21/12/2005, considering that;

a) normal rehabilitation work resumed at the project site within 5 weeks of a preliminary
notice of termination being sent by the contractor to the project participant (PP), which
indicates that project implementation never ceased on the ground.

Definition of the start date for the “Refurbishment of Enguri Hydro Power Plant, Georgia”
project is governed by the Executive Board document EB41, Paragraph 67 (particularly, by the
underlined text), which states:

"In light of the above definition, the start date shall be considered to be the date on which the
project participant has committed to expenditures related to the implementation or related to
the construction of the project activity. This, for example, can be the date on which contracts
have been signed for equipment or construction/operation services required for the project
activity. Minor pre-project expenses, e.g. the contracting of services /payment of fees for
feasibility studies or preliminary surveys, should not be considered in the determination of the
start date as they do not necessarily indicate the commencement of implementation of the
project. For those project activities which do not require construction or significant preproject
implementation (e.g. light bulb replacement) the start date is to be considered the date when
real action occurs. In the context of the above definition, pre-project planning is not considered
“real action”.

The Board further noted that there may be circumstances in which an investment decision is
taken and the project activity implementation is subsequently ceased. If such project activities
are restarted due to consideration of the benefits of the CDM the cessation of project
implementation must be demonstrated by means of credible evidence such as cancellation of
contracts or revocation of government permits. Any investment analysis used to demonstrate
additionality shall comply with the requirements of paragraph 7 of the “Guidance on the
assessment of investment analysis” (version 02).”

With relation to the underlined text above, a project activity that had ceased but was
subsequently restarted needs to demonstrate two things to be eligible for CDM:

1. That the project activity implementation had actually ceased (two example documents are
suggested as credible evidence in Para 67 above). Other credible evidence is clearly permissible.
2. That the project was restarted due to consideration of the benefits of CDM.

If these two elements are demonstrated, then the ‘start date’ becomes the date at which
project implementation activity was re-started. Consequently, the following revision has been
made to the start date of the proposed CDM project:

The previous PDD version assumed a start date of 21 December 2005, as on that date the
project proponent committed to pursue CDM revenue as a way to restart and complete the
implementation of the rehabilitation project, after work on site had fully ceased on 12
December 2005. However, following the requests for review, this date was changed to 13



January 2006, the date at which the contractor came back to the site and resumed the
implementation of the rehabilitation work.

The following provides detailed explanations for the choice of the start date, and evidence is
referenced within the chronology of events presented below.

[y

. Regarding cessation of project activity implementation:

* In 2001, Engurhesi signed a Loan Agreement with EBRD to complete reconstruction of Unit
3 (which was out of operation since 1993) and to perform general maintenance on Units 1
and 2 (not technical upgrade).1 For technical reasons, Unit 1 was later replaced by Unit 4.
The contract with Voith Siemens (key contractor) was signed in November 2002, and works
on Unit 3 started in 2003%

* Following financial difficulties experienced by Engurhesi (the CDM project proponent),
Engurhesi failed to meet its payment obligations to the contractors (Voith Siemens and sub-
contractors).

¢ The security situation in the region where the project is located deteriorated significantly at
this period and the security of the contractors’ staff could no longer be guaranteed.

As a result, works ceased on the ground and the contractor’s staff left the site on 12 December

2005. The contractor accepted to resume work only after both issues had been addressed.

2. Regarding restart of project activity implementation due to consideration of the benefits of
CDM:

e The project proponent faced severe financial difficulties, mainly due to the drastic
devaluation of the Dollar vis-a-vis the Euro (by about 30%); but also because of increased
costs incurred as a result of scope expansion for the rehabilitation work as well as delays in
the work implementation schedule.

¢ The importance of CDM is documented in the Board Meeting of 21 December 2005 during
which a Board resolution was passed to initiate discussions with EBRD concerning CDM
registration of the Enguri HPP rehabilitation project. CDM was identified as a key source of
additional funding to help with the rehabilitation project.

+ As confirmed by EBRD (the prime project financier)*:

a. the project proponent was in default of its loan with EBRD and was also in breach of
the agreement with Voith Siemens (key contractor);

b. consideration of the benefits of CDM (carbon finance) was very important in EBRD’s
decision to recommence finance for the Enguri rehabilitation project. In the loan
agreement, EBRD included carbon finance as one of the sources of revenue to be
used in priority to repay the EBRD loan.

PLEASE NOTE THAT THIS EBRD LETTER IS CONFIDENTIAL AND IS NOT TO BE DISTRIBUTED

BEYOND THE VALIDATION TEAM OR EXECUTIVE BOARD MEMBERS WITHOUT THE PRIOR

WRITTEN PERMISSION OF EBRD.

! Note: the scope of work to be conducted under the EBRD loan differs drastically from the CDM project activity.
First of all, two more units (Units 4 and 5) are included in the CDM project. More importantly, the CDM scope of
work on Units 1 and 2 goes beyond what was planned under the EBRD loan. Instead of only carrying out general
maintenance on the existing equipment of Units 1 and 2, the CDM project activity proposes to fully upgrade the
installations, following the example of Unit 3.

% As written on the invoice from Voith Siemens “Effective date, Start of Unit 3 — 20.08.2003",

* The EBRD letter included in the package of key supporting documents.
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. Regarding the start date of the proposed CDM project activity:

As mentioned above, on 21 December 2005 the project proponent decided to pursue CDM
finance as a way to restart and complete the implementation of the rehabilitation project,
after work on site had fully ceased on 12 December 2005.

From that date, steps were undertaken to secure funding for completion of the entire
rehabilitation programme that is covered by the proposed CDM project scope, i.e. Unit 2,
Unit 1, Unit 4, and Unit 5. These steps included: starting negotiations with the EBRD to seek
additional funding (with the explicitly stated intention to seek CDM finance), applying to a
domestic bank, ProCredit Bank, for an emergency loan; and implementing security
measures.

Consequently, the contractor came back to the site on 13 January 2006 and restarted
rehabilitation works on the ground.

After months of negotiations, the Second Novation Agreement was signed in 2006 for an
additional USD 10 million. Its purpose was to finance the deficit for completion of
rehabilitation works on Units 2 and 1, and for undertaking the refurbishment works for the
other units, with an explicit requirement to seek CDM financing to serve as a key source of
revenue to meet the loan repayment obligations. In the meantime, EBRD had appointed ICF
Consulting Ltd as a CDM consultant for this project (contract signed on 12 September 2006),
demonstrating the firm commitment to support Engurhesi in its pursuit of carbon finance.

The above arguments are substantiated in the following section, where a clear order of events
leading to the cessation of rehabilitation works, and their subsequent restart due to
consideration of the CDM benefits, is described together with references to the supporting
documents.

1. 21 December 2001: Engurhesi signed a loan agreement with the European Bank for
Reconstruction and Development (EBRD), amounting to USD 14.8 million, to "rebuild"
Unit 3 (which had been completely dismantled and was out of operation since 1993),
replace outdated auxiliary and control equipment (transformers, etc.), and perform
general maintenance only on two more units. The EBRD loan was to be disbursed in USD
and at that time (with exchange rate: 15=1.116€), the loan amount was expected to be
sufficient to cover all project costs of the three units (Unit 3, Unit 1 and Unit 2). It is
important to note that the loan was provided as a lump sum and that the loan
agreement did not specify the detailed scope of works and how funds would be
allocated.

2. 25 November 2002: Engurhesi Ltd. signed a contract with Voith Siemens (key

contractor) to undertake works on Unit 3, Unit 2, and Unit 1. This is the starting date of

the rehabilitation programme (not the CDM project).

2003: works started on Unit 3.

4. 2004-2005: the project experienced financial difficulties (as proved by the Quarterly
Reports)®. In addition, funds available through the 2001 EBRD loan reduced considerably

w

* Q1 2004 - 18th Quarterly Project Report; Q2 2004 -19" Quarterly Project Report; and Q3 2004 - 20" Quarterly
Project Report; Q1 2005 - 22™ Quarterly Project Report; Q2 2005 — 23" Quarterly Project Report; Q3 2005 — 24"
Quarterly Project Report — as mentioned in the PDD page 28-29. For example: Q3 2005 — 24" Quarterly Project
Report, page 17 — 18, an exemplary covenant in breach include: “Selected End-users and the distribution company
to pay into the Revenue Collection Account to be used in priority for the payments into the Debt Service Account for
loan servicing until minimum of 6 months debt service is covered, before the revenues are re-allocated. Covenant is



because of the devaluation of the US Dollar against the Euro. From 2001 to 2006 the
Dollar lost more than 30% of its value compared to the Euro (as described in the PDD,
page 20 and 21). ). The impact of devaluation was aggravated by the need for additional
funding to cover a revised scope of rehabilitation works at the remaining units, which
was not initially envisaged, but was identified during works on Unit 3.2

5. 01 November 2005: Voith Siemens sent a letter to Engurhesi (project company) entitled
“Notification of Suspension due to late Payments from the Employer”. This letter
notified Engurhesi of the possible suspension of the contract if the outstanding amount
was not covered within 28 days®.

6. 03 November 2005: work was suspended due to the late payment issue’. Also, in
September and November, strikes took place to protest against the non-payment of
salaries (strike of “Sakenergoremonti” Ltd. workers in September and in November)2.

7. 19 November 2005: The employer (Engurhesi Ltd.) planned for the works on Unit 2 to
start on 14 December 2005. However, the contractor rejected this date because delays
had occurred due to the non-payment of salaries. The contractor decided that a new
start date would be discussed at the beginning of 2006 if financial issues had been
resolved’.

8. 07 December 2005: Voith Siemens issued a Preliminary Notice on Termination of
Contract due to non-payment by the Employer within the allowed timeframe™®.

9. 11 December 2005: the VSPO (contractor’s) car was attacked on the way back from
Zugdidi to Saberio (inside Abkhazia). During that incident the security chief Mr. Shish
lost his life and several persons in the car were injured. Consequently, on 12 December
2005 works on the ground stopped completely and all Voith Siemens/VSPO personnel
left the Enguri site to evacuate to Tbilisi on 12 December 2005 and went back to
Germany on 14 December 2005,

Note: December 12, 2005 is the date when works on the ground ceased. After this date,
nothing was happening on site. As such, this date — backed up by referenced documents
— is treated as the cessation date of rehabilitation works (as required by EB41, Para 67).

10.20 December 2005: Engurhesi drew from the remaining funds under the 2001 EBRD
loan to cover the outstanding payments to complete Unit 3 and initiate works at Unit 2.
Yet, this amount was not enough to complete Unit 2, and undertake refurbishment
works on remaining units'?.

11.21 December 2005: during the Meeting of the Supervisory Board of “Engurhesi” Ltd,
financial issues were discussed and it was agreed that "additional funding must be
requested to complete the rehabilitation program”. CDM revenues were considered as a

in breach: Although the unified Revenue Collection Account has been set up for transfers from the Distribution
Market (GWEM), Engurhesi Ltd (Project Company), as well as the GSE (Borrower), due to low collection of revenues
by GWEM which is the sole consumer of power produced by Enguri HPP, are unable to either accumulate or repay
the loan principle and interest as set forth in NLA Section 2.02 (d). The EBRD letter included in the package of key
supporting documents confirms that the project proponent was in default of its loan with EBRD.

> Documented in Minutes of Meeting of the Supervisory Board of Engurhesi Ltd, 25 December 2005

® Annex 1: Notification of Suspension due to late Payments from the Employer Letter dated 01.11.2005

’ Annex 2: Site-Meeting Protocol. CW46 dated 19.11.2005

® Annex 2: Site-Meeting Protocol. CW46 dated 19.11.2005

° Annex 2: Site-Meeting Protocol. CW46 dated 19.11.2005

% Annex 3: Preliminary Notice on Termination of Contract due to non-payment by the Employer dated 07.12.2005
™ Annex 4: Status Protocol. CW 47-29 dated 21.12.2005

2 As shown in the EBRD Loan Drawdown Notice as of 31 December 2005 (Annex 5), only USD 5.95 million were
remaining as of the end of 2005 while actual cost of Unit 2 based on Voith-Siemens invoices and payments (Annex
6) totaled USD 7.35 million (exchange rate used as per Annex 5 at the end of 2005: 1 USD=0.832 EUR) . As such,
Engurhesi was short of USD 1.4 million to complete Unit 2, let alone Unit 1.



way to “support mitigation of financial deficit for Unit #2 and for remaining units”. At
the Board’s Meeting, the project company committed to starting negotiations with
EBRD for additional funding, with the explicit intention to seek project registration
under the CDM.

Note: From this point onwards, with the decision taken to pursue CDM finance, steps
were undertaken to secure additional funding to complete the rehabilitation
programme. Also, please note that before that date, no works had started on any of the
units covered by the proposed CDM project. This date was originally chosen as the
starting date of the CDM project. However, following the requests for review, the date
on which work restarted on site (13 January 2006) was chosen instead.

12.22 December 2005: the project company applied to a domestic bank, ProCredit Bank,
for a small value emergency loan to cover the immediate financing gap ((i) ongoing
operation costs and (ii) ongoing rehabilitation works)'*. This money was intended as a
bridging loan (at high interest rate) whilst more substantial EBRD funds and carbon
finance were being negotiated.

13.21 December 2005 — 29 December 2006: Engurhesi negotiated with the EBRD for
additional funding, which led to the signing of the Second Novation Loan on 29
December 2006 (Document #25 mentioned in the PDD, page 35). In the meantime,
EBRD contracted ICF to provide CDM assistance to Engurhesi for the Enguri project
(thus, proving the importance of CDM revenues in discussions with EBRD). In the signed
Second Novation Loan, paragraph (e) in Section 3.01 requires Engurhesi to: “undertake
and/or procure that all necessary steps are taken to enable the Project to qualify for the
Clean Development Mechanism and ensure that the funds raised through the CDM are
used in priority for meeting the Borrower’s and the Novation Project Company’s
obligations regarding the Project”.

14.In the meantime, on 13 January 2006, Voith Siemens staff returned to the project site
and restarted works™, thanks to both the settlement of outstanding payments and the
implementation of security measures (Annex 7).

Note: This date is taken as the new CDM start date in compliance with EB 41, Paragraph
67, since the project activity restarted after the firm commitment of the project
proponent to seek CDM finance.

In addition, the letter by Voith Siemens (Annex 7) confirms that the works at the site
stopped at this period because of financial and security issues. It also demonstrates that
rehabilitation resumed only after both issues had been addressed. *°

For a clearer view of the event order please find the Figure below, which represents the
timeline of works cessation —restart.

3 Annex 8: Minutes of Meeting #19 Of the Supervisory Board of “Engurhesi” Ltd

' Annex 11: Letter to ProCredit Bank of 22 Dec 2005, explaining reasons for seeking additional funds,.
> Annex 9: Letter from Thomas Poniwass from Voith Siemens to Malkhaz Tskvitishvili dated 10/01/2006
'® Annex 7: Letter from Voith Siemens
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All the above-presented information together with supporting documentation demonstrates

that works on site were fully stopped from 12 December 2005, because of financial and security

issues; and that work resumed only after both issues were addressed. Funding constraints for
rehabilitating units covered by the CDM project scope were overcome thanks to Engurhesi’s

commitment to seek CDM benefits in order to repay its loan obligations to EBRD.

This information was also added to the Validation Report rev.05 section 3.7.1. p.16-19.

The above timeline and rationale have been added to the PDD (version 07, dated 31 January

2012, section B.5, pages 27-37).

The DOE may also justify how it validated the statement in the validation report (page 17)
that project work had already ceased owing to severe financial problems faced by the project

activity for over 24 months.

The project had experienced financial difficulties, as noted in the Quarterly Reports prepared by

Engurhesi since 2004 and over 2005". In addition, funds available through the 2001 EBRD loan

Q1 2004 - 18th Quarterly Project Report; Q2 2004 -19™ Quarterly Project Report; and Q3 2004 - 20" Quarterly

Project Report; Q1 2005 - 22™ Quarterly Project Report; Q2 2005 — 23" Quarterly Project Report; Q3 2005 — 24"
Quarterly Project Report — as mentioned in the PDD page 25. For example: Q3 2005 — 24" Quarterly Project

Report, page 17 — 18, an exemplary covenant in breach include: “Selected End-users and the distribution company
to pay into the Revenue Collection Account to be used in priority for the payments into the Debt Service Account for
loan servicing until minimum of 6 months debt service is covered, before the revenues are re-allocated. Covenant is

in breach: Although the unified Revenue Collection Account has been set up for transfers from the Distribution

Market (GWEM), Engurhesi Ltd (Project Company), as well as the GSE (Borrower), due to low collection of revenues
by GWEM which is the sole consumer of power produced by Enguri HPP, are unable to either accumulate or repay

the loan principle and interest as set forth in NLA Section 2.02 (d). The EBRD letter included in the package of key
supporting documents confirms that the project proponent was in default of its loan with EBRD



reduced considerably because of the devaluation of the US Dollar against the Euro (the loan
was denominated in US Dollar, whilst the payments for the supply contracts were denominated
in Euro). The severe US Dollar devaluation between the loan agreement date and the supplier
invoice payment dates meant there were insufficient loan funds to complete the work. As
demonstrated in the timeline presented above, the financial troubles of Engurhesi, aggravated
by the security issues, led to the cessation of works on site on 12 December 2005. Supporting
evidence has been added to the timeline above.

Once Engurhesi started securing the necessary funding (as mentioned in the Board’s Meeting of
21 December 2005) and implementing security measures (Annex 7), the rehabilitation works on
Unit 2 could start.

The start-up date for the rehabilitation of Unit 2 was validated by checking the Letter from
Thomas Poniwass from Voith Siemens to Malkhaz Tskvitishvili (Manager of the Enguri HPP
Rehabilitation project) dated 10/01/2006%%: “With reference to the security assessment took
place from January 4" to 6™ 2006, we just got the results from our security department.
Resulting of this internal report we herewith inform you, that we got the permission to restart
the project activities at the site.
...0ur staff will arrive as follows (arrival in Tbilisi):

(...) Arrival to site: 13.01.2006"

And Operational Acceptance Certificate dated 03/03/2008 related to Unit 2 (i.e. end date)™.

“Pursuant to GC 25.3 (Operational Acceptance) of the General Conditions of the Contract
entered into between yourselves and the Employer dated 25 of November 2002 relating to the
Rehabilitation Unit #3, 1 and 2 and Auxiliaries systems installed at Enguri HPP, we hereby notify
you that the functional guarantees of the following parts of the Facilities were satisfactorily
attained on the date specified below.
Description of the Facilities or part thereof:
1. Description of the Facilities: Unit 2
e Replacement of generator consisting of:

0 Stator core and stator winding

0 Stator bar cooling system (pure water system)

O Re-insulation of the rotor poles

0 Aircoolers
* Voltage regulator and excitation system
* Low voltage equipment and accessories
* Unit control and protection system
e Rehabilitation of speed governor
* Rehabilitation of spherical valve operating system
* Fire fighting system
* Rehabilitation of braking/jacking system

Date of operational acceptance: March 3" 2008.”

% Annex 9: Letter from Thomas Poniwass from Voith Siemens to Malkhaz Tskvitishvili dated 10/01/2006
* Annex 10: Operational Acceptance Certificate related to Unit #2



This information was also added to the Validation Report rev.05 section 3.7.1. p.19-20.

b) the Board resolution dated 21/12/2005 only considered CDM benefits for units 1 and 2
(PDD page 30), and not units 4 and 5.

In doing so, the DOE may refer to the definition of start date as clarified by the Board in EB 41
for project activities that are restarted due to consideration of the benefits of the CDM, the
cessation of project implementation must be demonstrated by means of credible evidence
such as cancellation of contracts or revocation of government permits. Please refer to VVM
paragraph 104 (a).

First of all, it is important to note that the project “Refurbishment of Enguri Hydro Power Plant,
Georgia” is a staged project, which means that all units are rehabilitated one by one (but never
simultaneously). This is a key reason for applying for and obtaining funding for the various units
in different stages as rehabilitation progresses. This approach has also been necessary to
ensure the appropriate management of funding and guarantee that enough funds were
available for each unit, given the financial and implementation issues experienced with Unit 3.
The contract with Voith Siemens (key contractor) assumes that rehabilitation works on a
subsequent unit start only upon completion of works on a previous unit.

The Minutes of Meeting of the Supervisory Board of “Engurhesi” Ltd. on 21 December 2005
clearly reports on the status of rehabilitation of Unit 2, describes the costs and lack of funding,
and mentions that CDM will be necessary to mitigate the financial deficit of Unit 2 and the
remaining units: “Considering the additional output potential from the rehabilitated units, the
Ministry of Energy of Georgia shall be solicited to request registration of the Enguri project in
the UNFCCC under the Kyoto protocol. Potential additional sources of revenues through Carbon
Credits will support mitigation of financing deficit for Unit #2 and for remaining units.” *°

In other words, while the Board indicates financial details for Unit 2, attention should be paid to
the fact that the Board mentions CDM for the whole rehabilitation project and not for specific

units only 21

In all, the Minutes of the Board’s Meeting provide the proof that the project proponent was
committed to refurbishing not only Units 2 and 1 (which was later replaced with Unit 4 due to
technical reasons), but also the remaining units and that additional funding was being sought
for the entire project. Please note that the Second Novation Agreement of 2006 mentions all
units covered by the CDM project scope. Schedule 2 to the Second Novation Loan Agreement
on Enguri Hydro Power Plant Rehabilitation project of 29 December 2006 — “Categories and
Drawdowns” — sets forth the categories of items to be financed out of the proceeds of the loan,
the allocation of the loan to each category, and the maximum percentage of expenditures for
items to be financed in each category. Amongst 14 categories, the following two are listed:

(3) Electrical and Mechanical Works for Units 1, 2 and 3

(10) Electrical and Mechanical Works for Unit 4 and/or 5, additional civil engineering works

(...).s.

The questions concerning the cessation of the implementation activity have been dealt with
earlier in this response. It is demonstrated, with supporting evidence, that project
implementation activity stopped for reasons of non payment of contractors (caused by lack of

%% Annex 8: Minutes of Meeting #19 Of the Supervisory Board of “Engurhesi” Ltd
! Annex 8: Minutes of Meeting #19 Of the Supervisory Board of “Engurhesi” Ltd



available funds, which has been traced mainly to the currency devaluation) and because of the
deteriorating security situation. Evidence was provided that work ceased and that all
contractors’s staff were demobilized and left the site on 12 December 2005. Rehabilitation on
units covered by the CDM project scope restarted only once the decision to pursue CDM
finance was taken and Engurhesi undertook steps to secure additional funding using carbon
finance as a key argument to guarantee the loan repayment.

Relevant information was also added to the Validation Report rev.05 section 3.7.1. p.17.
The PDD has been enhanced with the above rationale (version 07, dated 31 January 2012,
section B.5, pages 33-35).



Appendices

Annex 1: Notification of Suspension due to late Payments from the Employer Letter dated 01.11.2005
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HYDRO POWER GENERATION GMbH & Co. KG
Heldenheim
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Motification of Suspension due to
late Payments from the Employer

Dear Sirs,
< This is to notify you, that payment for deliveries of eguipment and material for Unit 3 has
£ been delayed by the Employer avar the time of 45 days as agreed in the contract, thus the
5 Employer has failed to perform his obligations under the clause 41.2 of the contract when
§ not paying the inveices on time.
=
£ In this respect please be informed that if the outstanding payment will not be covered by the
‘g Employer within the following 28 days, we reserve right to suspend execution of the contract
g according to GC 42.3 of the contract,
% In addition, please be informed that the confractor s entitled to claim interest on the
i accounts payable. Interest will be charged on the outstanding balance of the overdue
i accounts al the rale of 0,75% per month for the period of the delay until payment has been
5 made in full.
H
¥
§ Yours faithfuly,
£ VOITH SIEMENS
z Hydrg Kraftwerkstechnik GmbH & CO KG.
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Annex 2: Site-Meeting Protocol. CW46 dated 19.11.2005



Notice on Suspension of Planned Start of Unit 2

Works again suspended from 3.11.05 due to repeated delay of payments to sub-contractor of
Siemens.

According to updated schedule of works Unit #3 can not be completed until end of December
2005.

Statement of Contractor:

Unless financial problems are satisfactorily resolved by Engurhesi the Contractor gives a
preliminary notice of suspension of works for the start of rehabilitation of Unit #2, which was
planned to start on 22.12.05.

Statement of Employer:
Mobilization of additional resources is in progress which will facilitate works on Unit #2, therefore
further delays due to non-payment of contactors will be mitigated.

Recorded delays of works by 24 calendar days for non-payment of salaries (strike of
“Sakenergoremonti” Ltd. workers in September and in November) will be reviewed by the
Employer as a compensation event to Voith-Siemens.

Preparation for Rehabilitation Unit #2

Rehabilitation Start
Employer announced Stop and Dismantling start of Unit #2 on 14 December 2005.
Contractor cannot accept this date due to delays as mentioned in item 1.1. above.

New start date for Unit 2 shall be agreed in beginning of 2006 after arrangement of
financial back-up for the continuation of rehabilitation works.




Annex 3: Preliminary Notice on Termination of Contract due to non-payment by the Employer dated 07.12.2005

Volth S d
VOITH SIEMENS ombariliale i

HYDRO POWER GENERATION GmbH & Co. KG
Heidenhalm
thr Zeichsn
Your Reference Mexandersrabe 11
Engurhesi Ltd. Unger Zeichen  wh Uine Postiach 2010
The Director of the Engurd HPPOUr Refeence 83510 Heidenheim / Garmany
R h = 'ta 'u Tebslom 7219 LEmirale
Pﬁ:j:c?tm!mgl:mantaﬁun Unit +48 735 37- Telgtan =49 7321 37-748
Teheta 700 Tolglax =49 7321 37-7090
50, I. Chavchavadze Av S
o Datn 0712 2005
0179 ThillsWGEORGIA E-Mail jpachim unruhg@ys
-hydrocom

Zeitan pesami 1
Papas todal

Preliminary Motice on Termination of Contract
due to non-payment by the Employer

Daar Sirs,

We have notified you with aur letter dated November 1, 2005, that the Employer has falled
to perform his obligation to make due payments for deliveries of equipment and material for
Unit 3 in the allowed time of 45 days after receiving the invoice.

i In addition, the Employer has failed to remedy the existing situation within 28 days after

g receiving Motice of Suspansion from the contractor as indicated above,

;’; The present letter serves as a preliminary Notice of Termination for non-payment by the

5 Employer according to GC 42.3.1 of the contract.

g Please be informed herewith that payment of the outstanding balances by the Employer or
execution of rights of the Contractor under the GC 42.3.1 does not relieve the Employer
from the obligation to pay penalties for overdue accounts for the full period untll actual date

| of payment,

i
Yours faithfully,

] VOITH SIEMENS

ﬁ Hydr q,ﬂwerksiechmk GmbH & CO KG.
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Annex 4: Status Protocol. CW 47-29 dated 21.12.2005

Assault on VSPO Car

On 11.12.05 the VSPO car was attacked on the way back from Zugdidi to Saberio (inside

Abkhazian). During that incident the security chief Mr. Shish lost his live and several

persons in the car were injured.

Due to that assault and the insecure situation at site all VS /Siemens 'VSPO personal left

Enguri gite to Thilizi on 12.12.05 and back to Germany on 14.12.05

Clarification about return to side is under progress between Contractor and Employer

headquarters and security departments.

Annex 5: EBRD Loan Drawdown Notice as of 31 December 2005



Annex 6: Actual invoice from Voith Siemens for works on Unit 2

Enguri HPP

Invoices and Payments, VOITH-SIEMENS

UNIT &2
Invaoice Mo, Payment EUR UsD

Advance Payment 10.05.2003 1181 228.0 4112248
Advance porbon of Enguri - 23.03.2004 204 8845 TEDA24
853122 02.08.2004 40,0
853-091 02.08.2004 15 358.0
853-125 10.08.2004 69 137.0
853-126 28.08.2004 28810
0853482 26.08.2005 119 2472
853-752 11.08.2008 14817210 802 1220
853-785 11.08.2008 10 800.0
853-753 11.08.2008 02 888.0
853-734 11.08.2006 58800
853-781 11.08.2006 41455 11050
854-040 13.08.2007 b4 S804
G54-048 07.02.2007 282280
954-085 14.08.2007 10240
G54-057 14.08.2007 22086
854-058 14.08.2007 232088
054-052 14.08.2007 138475
G54-080 14.08.2007 14221
854-081 14.08.2007 7 688,5
G54-082 14.08.2007 54 550.6
853-827 20.05.2007 45300
853-828 20.08.2007 232486
853-855 20.08.2007 17 412.0
653-835 20.05.2007 87440
853-822 20.05.2007 22 200.0
853-755 20.05.2007 14 802.5
853832 20.02.2007 44 280,7
853-a72 20.05.2007 3a2pEen
853-872 20.05.2007 142 8878
853-274 20.05.2007 29522
853-820 20.05.2007 242510
853-818 20.05.2007 17 251.3
G34-102 28.01.2008 2205584 TO 2228
854107 28.01.2008 125 T10.7
G54-127 25.02.2008 515288
G54-128 25.02.2008 26 7887 10224
054-182 25.02.2008 103339
854-242 12.08.2008 207 814
654-243 12.05.2008 721485
854-315 31.07.2008 30245
G54-314 31.07.2008 87040
G54-312 31.07.2008 4317.2
B54-288 31.07.2008 1562287
G54-302 31.07.2008 35706
054-304 31.07.2008 20806
G54-244 15.08.2008 16 704.6
854-351 156.08.2008 202484
G54-355 15.08.2008 52486
054-335 15.08.2008 55725
954-353 156.08.2008 18 712.6
G54-352 15.08.2008 125825
054-354 15.08.2008 01828

€ 490409240 5 145971491
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Annex 7: Letter from Voith

Voith Hydro
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Engurhesd Lid,
The Director of the Enguri HPP Rehabilitation
Project Implementation Unit . “r":":""
5{}1 l. Ghﬂ?ﬂha\l'ﬂm .lul.\l' Uainr duesan  wi-Line
Tusles furinmtd =72 18
0178 Thilisi/GEORGIA Teis Bk -T0B0
oo 2010-12.06
To Whom It May Concern:
1. The rehabilitation works at the Enguri Hydro Power Plant were stopped on

several occasions in the year 2005-2006 due to financial difficulty faced by the
employer (leading lo late paymenis) and security issues,

. The rehabllitation works was stopped on several occasions in the year 2005

but on the following dates the work was fully stopped and all expatriate staff of
Voith-Siemens, Siemens and its sub-coniractors were demobilized from the
construction site:

13 December 2005 - 12 January 2006,

The rehabilitation works al the site were re-siarted after both the over-due
payments were made by the Employer to and the security issues weare
addressed.

The rehabilitation work was re-started on 13 January 2006 when engineers
from Voith-Siemens arived at sile and sub-contractor's personnel were
mobilized back to work.

5. Information provided in this letter Is accurate and baged on historical records.
|
/
& GG (r( v
| : )
M. Thomzcyk
Project Manager
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English

Georgian

M. Tskvitishvili

Annex 8: Minutes of Meeting #19 Of the Supervisory Board of “Engurhesi” Ltd

Narrative of Manager of the Project Implementation Unit on
available funds for Unit #2 rehabilitation and on sources of
funding:

1. Due to USD/EUR devaluation since allocation of EBRD loan
until end November 2005, which is over 20%, deficit of
financing for Unit #2 already reached 500 thousand USD.

2. Considering requirement for Additional supplies and works on
Unit #2, additional funding shall be sought for Unit #2 in the
range of 1.1 million USD.

3. The donor society shall be informed about the existing
funding deficit and additional funding must be requested to
complete the rehabilitation program.

4. Considering the additional output potential from the
rehabilitated units, the Ministry of Energy of Georgia shall be
solicited to request registration of the Enguri project in the
UNFCCC under the Kyoto protocol. Potential additional
sources of revenues through Carbon Credits will support
mitigation of financing deficit for Unit #2 and for remaining
units.

2. The Project Manager of PIU to initiate discussions with the
EBRD for registration of the Enguri HPP rehabilitation project in
the UNFCCC with the view of obtaining additional source of
funding through potential Carbon Credits generated by the
Rehabilitation Project

. 3d30H0Bgogmo:  IGmgdhol pebdsbmagogmgdgeo  Bogdol  Bghgxadol

mblgbgds N2 sa@igaoBob @ogebobligdols ws wogobablyydol
Fystrmgaols glabgd:

1. EBRD-b bgbbol aa8mgmgowsh 2005 Fanol brgdd@odeg USD
/EUR 3oﬁ;gﬁnh 3o8m,  dolsy  20%-b aopsokamds, Ni2

23%98>00b  wagobablgdol  pagogodo 940 Bgempgbl
wosbmmgdom 500 smasls USD-L.

2. podo@ydomo  LodyBomgdol  LagoGegdol  pasmgsgnofobgdom,

N2 spfigaodob ogobsblgdobmgol  Laxodm  pads@gdemo
Bmbadogdgeeo mobbs 9439 Fgoepgbl 1,1 Bogwomb USD-L.

. Gysdomogooal 3dmgddol s@bgdammo  agadol Sdemgnmdgwey)

womobsblgdol BobBom bLaligdggemos jEbmdmb  eebodidl
Es3s@gdomo Lobl@gdel Legn@mgdol gbsbgd.

. BgsdomodoGigdasmo  opMaeHeol B0y Bmbammmpbyemn
aobopomo  padmdndaggdol  pamgsgmobfobgdon “1b@s
Bogdstimmn  baJsBoggmel  ghgtiaghogol  Ledebolhemb,
Goms  dmombmgmb  gbaadol  Gysdogmogagool  3GmaiHob
fotimgs  gomdob  IGm@mgmgmnl UNFCCC-do  goddmbol
JBgod a0l Gmdmggdalb Bobbom. go@mdmbols 3HawoHdowsb
Boggdasmo sdofdomo g8mlsgmmgdo woogbdomgde
Qbam@3gbl  Bgogbob N2 op@gaehby  Yeddmdmdogno
©oq0bsobligdols wynegedo.

2. mopgeemml Agedopmafegenl Jeepdeob  Hpbguegtl  panfymb
Hegmmia daatfin g EBRD-bmakb, dimid  ghpafinb dreadee
Vomwagbom  ofbgh  UNFCCC-Bo  gomidmbol Jogmod bl
Bendeggialmah ajegdodighon,



Annex 9: Letter from Thomas Poniwass from Voith Siemens to Malkhaz Tskvitishvili dated 10/01/2006

Malkhaz Tskvitishvili

Ponmwall, Thomas™ [Thomas Poniwass@WS-Hydm com]

From:

Sent: Tuesday, January 10, 2006 9,13 PM

To: makhaz@hatmail com

Ce: Schmarda, Chrstoph; "Verga, Herberl", Riedens, Bernhard, Knoll, Engelbert

el mesel@semens com; perre-louls rossi@edf
Micmael ' :

slaphan hsserfdsiemens.com. m
Wissa, Ralf Debor, Joachim, Kaiss
Subject: EMNG, RE Engun; follow-up mobilizing of Contractors staff VSHE/PIU-0457




Annex 10: Operational Acceptance Certificate related to Unit #2

Enguri HPF and Dam Rehabilitation Project
Rehabilitation of the Power Plant
Package 2 Contract between Engurhesi Ltd. and Voith Siemens

OPERATIONAL ACCEPTANCE CERTIFICATE RELATED TO UNIT N°2

To: Voith Siemens Hydro Krafiwerkstechnik GmbH & Co K0,

Alexanderstrasse 11; 89522 Heidenheinm/Germany
Attention to Mr. Thomas Poniwazs

Drate: March 3™, 2008

Dear Ladies andior Gentliemen,

Pursuant to GC 253 (Operational Acceptance) of the General Condiions of the Contract
enfersd into batwesn yourselves and the Employer dated 25" of November 2002 relating to the
Rehabilitation of the Unit Mo 3. 1and 2 and Auxiliaries systems nstalled gt Engund HPP. we
heraby notify you that the functional gusrantees of the following paris of the Facilities were
satisfactorily attained on the date specified balow

Descriplion of the Faciiies or part thareof

|. Description of the Facilities: Unit 2
» Replacement of generator consisting of:
o Stator core and stator winding
o Stator bar cooling system (pure water system)
o Re-nsulation of the rotor poles
o Air conlers
YVoltage reguiator and excitation systam
Low voltaoe equipment and accessones
#  Unit contral and proteciion system
= Rehabilitation of speed govarnor
= Rehabilitation of spherical valve operating system
= Fire fighting system
= Rehabiltation of beaking / jacking systam

Diate of operational acceptance: March 3 2008

Imtep-en:l:nt F.n.gin-wr
A Jomt Venture of!

Electrowan Electricité de STUCKY Lid {5TY)
Engineering Lid. {EWIE) France (EdF) 33 Hue du Lae,
CH-803T Zurich -73273 Lo Bowraet du Lae CH-1020 Renens
Telephone+41 | - 355 55 55 Telephone 433 4 - TE20200] Takephasa+41 21 - 8371513

Telefax +d411 - 3556561 Tebafax 334 - TER0R000 Telafax #4124 - 5371608




Annex 11: Letter to ProCredit Bank of 22 Dec 2005
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Translation

#z-01/97 Date: 22 December 2005

To: Kakha Gabeskiria

Head, Zudidi Branch of Procradit Bank

Dear Mr. Kakha,

Please review the possibility of opening a credit line for Engurhesi Ltd. in the amount of
USD 200,000. These funds are planned to be used for ongoing operation costs of
organization and for co-financing of urgent rehabilitation works.

In case of positive decision please let us know what documentation of the company will
be required for approving the requested credit line.

Sincerely,

Financial Manager (signed) G. Shonia




