Response to the request for review #2 for “Refurbishment of Enguri Hydro
Power Plant, Georgia” CDM project

A. The DOE is requested to clarify how it validated prior consideration of CDM for units 2 and
4 considering that the PP obtained a loan for the rehabilitation of these units in December
2001, signed a contract with VSH in November 2002, and without any real termination of
the contract, project works continued at the site and were completed by August 2009 for
both the units.

I. Introduction

According to the EB62, Annex 13, Para 6a: “The project participant must indicate awareness of
the CDM prior to the project activity start date, and that the benefits of the CDM were a
decisive factor in the decision to proceed with the project. Evidence to support this would
include, inter alia, minutes and/or notes related to the consideration of the decision by the
Board of Directors, or equivalent, of the project participant, to undertake the project as a CDM
project activity”.

Prior consideration of CDM and the rationale behind the choice of a start date for the Enguri
project is linked to the fact that the Enguri project falls under the EB41, Para 67 (in particular
the text in bold): “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”.

As such, the request for registration of the Enguri CDM project is made not on the basis of CDM
being considered prior to obtaining initial financing in December 2001 (or the signing of the
contract with the contractor in November 2002) but on the basis of CDM being considered as a
crucial factor to secure additional financing to restart the project (with an extended scope)
after work on the ground ceased on 12 December 2005 (project implementation resumed on
13 January 2006 — Note: the start date was changed compared to the previous version of the
PDD. Detailed explanations are provided in section 2 of the response).

Note: clarification on the Enguri units and their order in the rehabilitation schedule

The initial rehabilitation plan envisaged the complete refurbishment of Unit 3 (not part of the
CDM project scope) followed by works on Unit 2 and Unit 1. The 2001 EBRD loan ended up
covering only the completion of works on Unit 3. Facing financial difficulties, Engurhesi was not
able to carry on with the rehabilitation programme. Using CDM as an additional guarantee,
Engurhesi managed to secure additional funding to cover the rehabilitation works on Units 2
and 1, and undertake the refurbishment of Unit 4 and 5.



Due to technical reasons, Unit #1 was later replaced by Unit #4 in the schedule via amendment
agreement signed with the contractor, Voith Siemens, in 2007. The Amendment states: “during
the execution of rehabilitation works the Employer requested the contractor, due to unforeseen
design deviations (turbine head cover) within Employers scope of supply and works, to
rehabilitate Unit #4 instead of Unit #1” (Annex 1).

This substitution of units in the order of rehabilitation is immaterial, as all units (except Unit 3)
are covered by the proposed CDM project and:
= the same scope of refurbishment works was planned for each of them,
= the rehabilitation was from the outset planned to be undertaken unit by unit (not
simultaneously).

The clarification has been added to the PDD (version 07, dated 31 January 2012, section A.4.3,,
page 7).

Therefore, please keep the above clarification in mind, when references in following sections
are made to Unit 1 (and not Unit 4 as mentioned in the CDM EB’s request for review).

Furthermore, although Unit 3 is not part of the CDM project (as works were fully completed
with the EBRD loan and without support of CDM revenues), it is important to discuss its
rehabilitation as it greatly impacted the amount of funding available for the rehabilitation of
the other units and caused severe delays in the overall rehabilitation schedule.

Il. Demonstration of CDM prior consideration for Units 2 and 1 (replaced by
Unit 4 in 2007):

The request for review states ‘without any real termination of the contract, project works
continued’. However, there is no strict requirement in the EB 41 Paragraph 67 to demonstrate
that the contract was terminated. The specific wording allows for other pieces of evidence to
be provided to demonstrate the cessation of the project:

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).”

As such, a project activity that 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.

Note: The previous PDD version assumed a start date of 21 December 2005, as on that date the
project proponent committed to pursuing 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.

1. Cessation of project activity implementation

As discussed above, it is not a strict requirement to prove that supply contracts are terminated.

Rather, cancellation of supply contracts is stated as one form of credible evidence that could be

used to demonstrate the cessation of project implementation activity. The use of ‘such as’in EB

41 Paragraph 67 clearly demonstrates that contract cancellation is an example of supporting

evidence, rather than the only acceptable form of evidence. In the case of the Enguri project,

other documents have been used to demonstrate that work ceased due to the events detailed
below:

* 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 surrounding the project site deteriorated significantly during 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.

Chronology of events leading to the cessation of the project

21 December 2001 - EBRD loan: the initial loan provided in 2001 by EBRD amounted to USD
14.8 million and was contracted to carry out the following scope of work:

0 Complete reconstruction of Unit 3 which was out of operation since 1993;

0 General maintenance on Units 2 and 1 (not technical upgrade). For technical reasons as

explained above, Unit 1 was later replaced by Unit 4.

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 2 and 1 goes beyond what was planned
under the 2001 EBRD loan. Instead of only carrying out general maintenance on the existing
equipment of Units 2 and 1, the CDM project activity proposes to fully upgrade the
installations, following the example of Unit 3.




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: the works on the Enguri HPP have been phased in order to minimize disruptions to the
plant operations. The works on Unit 3 started in 2003, with the two other units to follow.

2004-2005 - Financial difficulties: The rehabilitation of Unit 3 demonstrated that all the other
units could be technically upgraded (and not only repaired as originally envisioned), if more
investment was provided. Yet, as explained in the PDD (version 07) page 19, the project was
already experiencing financial difficulties due to the following reasons (Annex 2):

i.  The USS experienced a drastic devaluation of about 30% vis-a-vis the Euroz,

ii. Increased costs were incurred due to delays in the schedule of rehabilitation works,

iii. Increased costs were further caused by the necessary scope expansion for the

rehabilitation works

As a result, by the end of 2005, Engurhesi had completed works on Unit 3 but was unable to
start works on Unit 2 (an estimated shortfall of US$1.1 million was recognized for the
rehabilitation work on Unit 23), let alone Unit 1 (which was planned to undergo maintenance
13-14 months afterwards). Because of these severe financial difficulties, Engurhesi could not
pay the contractors in a timely manner”. These difficulties are also demonstrated in the breach
of financial terms of the loan agreement with EBRD".

This situation was further aggravated by the assault on a member of staff, and by riots in the
region. 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 the
contractor’s and sub-contractors’ staff were demobilized and left the site’. After this date, no
activity was conducted on site until the financials and security issues were resolved. As such,

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

% As shown in the PDD (version 07), page 22-24.

* Annex 2: Minutes of Meeting of the Board of Directors of “Engurhesi” Ltd on December 25, 2005, page 4: “1. Due
to USD/EUR devaluation since allocation of EBRD loan until end of November 2005, which is over 20%, deficit of
financing for Unit#2 already reached 500 thousand USD” and “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.”

* Annex 3: Extracts from documents proving that Engurhesi failed to pay contractors, and that works on Unit 2 kept
being postponed.

> As proved by the Quarterly Reports 2004 and 2005, mentioned in the PDD (version 07) page 28-30. Also, please
refer to the Letter from the EBRD attached to this response.

® Annex 4: Status Protocol. CW 47-29 dated 21.12.2005

’ Own6Ka! UCTOUHUK CCbINKM He HalpgeH.



this date — backed up by the letter from the contractor® — is treated as the cessation date of
rehabilitation works (as required by EB41, Para 67).

This provides conclusive evidence that project implementation activity ceased on the ground
before the project was restarted as a CDM project.

In summary: The 2001 Loan Agreement with EBRD was assumed to cover works on Unit 3°, Unit
2 and Unit 1. In 2002, Engureshi entered into a contract with Voith Siemens to carry out the
works. Most payments under this contract were to be made in Euros while the EBRD loan was
in US Dollars. Because of the Dollar devaluation against the Euro between the date of loan
signing and the payment of contractor invoices, the loan turned out to be only sufficient to
complete works on Unit 3 and initiate works at Unit 2. As a result of these financial issues and
security issues, the work on site stopped completely and the contractor staff were demobilised,
before any work on Unit 2 (or subsequent Units 1, 4 and 5) started.

2. Consideration of CDM benefits to restart the work

As demonstrated above, the reasons for cessation after rehabilitation of the first unit (Unit 3)
were two-fold: (i) the non-payment of contractor’s invoices and security issues. Once the
contractor left the site on 12 December 2005, they refused to resume work unless and until the
security and the financial issues had been addressed'’. CDM was considered at that time to
help address the financial issues and help secure additional funding to start work on the other
units.

Chronology of events

On 20 December 2005, the project company drew from the remaining funds under the 2001
EBRD loan to cover the outstanding payments to complete Unit 3 and to initiate works at Unit
2. Yet, this amount was not enough to complete Unit 2, and undertake refurbishment works on
remaining units.

On 21 December 2005, as evidenced by the minutes of the Board Meeting, financial problems
of the project were discussed and it was agreed that ”"additional funding must be requested to
complete the rehabilitation program”. The Project Implementation Unit (PIU) Director of
Engurhesi put forward the idea of carbon credit revenues as a way of overcoming the financial

& Annex 5: Voith Siemens Letter on work stop and restart

° Unit 3 is not part of the CDM project scope, as its rehabilitation has been fully financed under the 2001 EBRD
Loan Agreement.

1% As shown in the EBRD Loan Drawdown Notice as of 31 December 2005 (Annex 6), 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
7) totaled USD 7.35 million (exchange rate used as per Annex 6 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.

" Annex 4: Site-Meeting Protocol. CW46 dated 27.09.2005; Annex 5 Voith Siemens Letter on work stop and start



problems. At the Board Meeting, the project company committed to starting negotiations with
EBRD for additional funding, with the explicitly stated intention of seeking project registration
under the CDM (“the Project Manager of PIU to initiate discussions with 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”).*?

Therefore, at the Board Meeting, CDM revenues were identified as a way to “support
mitigation of financing deficit for Unit 2 and for remaining units” = i.e. to cover the financing
gap left by the currency devaluation and to co-finance (together with prospect of EBRD

additional funding) rehabilitation of Unit 1, Unit 4, and Unit 5.

In this context, Engurhesi started negotiations with the EBRD to seek additional funding. In the
meantime (on 22 December 2005), the company applied to a domestic bank, ProCredit Bank,
for an emergency loan, to cover the immediate financing gap ((i) ongoing operation costs and
(i) ongoing rehabilitation works)'. Yet, as explained in the response to request for review #3,
the domestic loan was merely intended to bridge the period until the Second Novation
Agreement.

Once Engurhesi started securing the necessary funding (as mentioned in the Board Meeting of
21 December 2005) and implementing security measures (Annex 5), the rehabilitation works on
Unit 2 could start.

On 13 January 2006, Voith Siemens staff returned to the project site and restarted works.

Note: This date is taken as the 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.

After months of negotiations with EBRD, the Second Novation Agreement was signed in 2006
for an additional USD 10 million. Its purpose was to finance the deficit for completion of
refurbishment works on Units 2 and 1, and for undertaking the refurbishment works on the
other units, with an explicit requirement to seek CDM financing to serve as a key source of
revenues to meet the loan repayment obligations.

As evidence: 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

'? Owmnbka! UCTOUHMK CCbINKM He HalgeH. dated 21 December 2005

13 OwmbKal UCTOUHMK cCbinKm He HaiigeH. dated 21 December 2005

4 Letter to ProCredit Bank of 22 Dec 2005, explaining reasons for seeking additional funds, Document #22
mentioned in the PDD, page 35



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

Note: “and/or” was written because a lot of uncertainties remained at the time, in particular
regarding: a) which of the last two units would be refurbished first, b) to what extent the
additional EBRD funds would cover the required works, c) what would the total amount of
funding available be, given the fact that a maximum of USD 10 million was available as an
additional loan after negotiations with EBRD and that CDM revenues were planned to co-
finance the rest.

The CDM component has been essential to secure additional investments in the Enguri HPP
rehabilitation. Paragraph (e) in Section 3.01 (“Other Alternative Project Covenants”) of the
Second Novation Loan Agreement on Enguri Hydro Power Plant Rehabilitation project of 29
December 2006 states: “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”.

In other words, despite the constant breach of financial covenants (as proved by the Quarterly
Reports)™, EBRD accepted to lend additional funds to Engurhesi on the basis that CER revenues
will be used to repay the loan.

Moreover, even prior to the ‘Novation Loan Agreement’ coming into force in December 2006,
EBRD appointed ICF Consulting Ltd as CDM consultant for this project (contract signed on 12
September 2006), demonstrating the intention to proceed using carbon finance.

In summary: From 21 December 2005 onwards, 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. Before this date, no works had started on
any of these units.

With the explicitly stated intention of seeking CDM revenues, Engurhesi started negotiations
with EBRD to receive additional funding. Yet, given the fact that such negotiations require time,
the project company drew from the remaining amount under the 2001 EBRD Loan to settle
outstanding payments and applied for an emergency loan to a domestic bank. Both actions
were taken to avoid further delays in the project implementation.

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.



Finally, since 2001, EBRD has indeed been a key source of funding for Engurhesi. However, the
Second Novation Loan signed in 2006 (after long negotiations which started shortly after
Engurhesi’s board decision at the end of 2005) was granted with the requirement that
Engurhesi would seek CDM benefits in order to meet its loan repayment obligations.

Considering that steps were undertaken to secure funding for completion of the entire
rehabilitation programme covered by the proposed CDM project scope, and that security
measures were implemented, the contractor came back to the site on 13 January 2006 and
resumed rehabilitation works. As such, this date is considered to be the start date of the
proposed CDM project, as required by the EB 41, Paragraph 67.

In other words, once the additional funding was secured via Second Novation Loan — which
mentions all units covered by the proposed CDM project™® — it was possible to move on with the
rehabilitation project, complete Unit 2 and start subsequent units in the schedule (i.e. Unit 1,
Unit 4 — later swapped with Unit 1, and Unit 5).

As such, the refurbishment works covered by the proposed CDM project started after the
project start date (13 January 2006), and after considering CDM revenues as a decisive factor to
continue with the project. The detailed rehabilitation schedule is outlined in the PDD, Section
A.4.3.

B. The DOE is requested to clarify how it validated prior consideration of CDM for unit 5
considering that the Board resolution dated 21/12/2005 does not include CDM
consideration to proceed with rehabilitation of unit 5, but only units 1 and 2 (PDD page
30).

Please refer to VVM paragraph 104 (b).

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 ensure 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
only start upon the completion of works on a previous unit.

As already mentioned above, while rehabilitating Unit 3, it was demonstrated that all the other
units could be technically upgraded (and not only repaired as originally envisioned), if more
investment was provided. Yet, by the end of 2005, the project company was facing financial

'® Schedule 2 to the Second Novation Loan Agreement on Enguri Hydro Power Plant Rehabilitation project of 29
December 2006 — “Categories and Drawdowns”



problems and the loan turned out to be only sufficient to complete rehabilitation of Unit 3, and
initiate works on Unit 2.

However, the Board resolution does in fact mention “Unit #2 and remaining units”. As such,
while the Board resolution indicates financial details for Unit 2, attention should be paid to the
fact that the Board mentions CDM for the whole project and not only for specific units.

In all, the Minutes of the Board Meeting provide the proof that the project proponent was
committed to refurbishing not only Units 2 and 1 (which was later replaced by Unit 4 in the
schedule due to technical reasons), but also the remaining units and that additional funding
was being sought for the entire project.

Also, as mentioned above, the Second Novation Agreement of 2006 mentions all units covered
by the CDM project scope, including Unit 5.’

Furthermore, Unit 5 was planned to be refurbished as the last one, as it is in the best operating
condition out of all units covered by the CDM project (provided funding is secured, and
refurbishment works on previous units are completed).

Please note that relevant information was included to the Validation Report rev.05 section
3.7.1. p.16-20.
Please note that necessary revisions to reflect in a clearer way the above arguments have been

made to the PDD, version 07 dated 31 January 2012 (mainly in Section B.4 and B.5).

"7 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 {...).



Appendices

Annex 1: Amendment No.6 to the Contract Agreement for the Electro-Mechanical Equipment of the Enguri HPP,
page 1

ENGURI REHABILITATION PROJECT
Amendment No. 6, Rev 01
Date: 2007-04-17

AMENDMENT No.6 TO THE CONTRACT AGREEMENT
FOR THE ELECTRO-MECHANICAL EQUIPMENT OF THE ENGURI HPP

BETWEEN
ENGURHESI LTD.

AND
VOITH SIEMENS HYDRO KRAFTWERKSTECHNIK GMBH & CO KG

REFERENCE:
CHANGE OF UNITS, UNIT#4 TO BE REHABILITATED INSTEAD OF UNIT#1

(I) AIM OF THE AMENDMENT

According to the contract agreement between Enghuresi Ltd. and Voith Siemens Hydro
Kraftwerkstechnik GmbH & Co. KG, dated November 25", 2002, the scope of supply and
works is contracted for the rehabilitation of:

the auxiliary systems

unit #3 (1% Unit to be rehabilitated)
unit #2 (2" Unit to be rehabilitated)
unit #1 (3™ Unit to be rehabilitated)

VY VY

During the execution of the rehabilitation works the Employer requested the Contractor, due
to unforeseen design deviations (turbine head cover) within Employers scope of supply &
works, to rehabilitate unit #4 instead of unit #1

According to the statement of the Employer the unit change is essential to keep the time
sch‘edu!e according to the initial contract and revised as stated in amendment 2 dated may
31%, 2005



Annex 2: Minutes of Meeting of the Board of Directors of “Engurhesi” Ltd on December 25, 2005, page 4

Prasarded By

M Tskvitisivall Marrative of Manager of the Projpc impemeniation Unil on
available funds Tor Unil #2 rehabilgéaticn and o0 soifces . ol

funding:

1. Due I8 USOELR devaliation sinte afocabton of EBRD |oan
umlil e Neowernher 2006, which Is owar 20%. deficit of
frimncing for Unit #2 akeady reached 500 thausand LSO

2. Consddaring reqguerameant fod Additional supphes snd works an
Lind %2, podibonal funding skall bée soughl Tor Ui #2 in the
range of 1.1 millicn LIS

[

Tha donar society shal Be infarmed aboul he exiEling
funding deficit and acditanal funding musl be requsstsd o
coemplets the rekabiliation program

4. Conmicering e - addional  oulpul  poleniial  from  the
rehabiliated uris, the Minisiry of Ensmy of Geargia shall be
soliciled 1o request regedration of the Enguri project in the
UMFCCC under the Kyoto protocel. Potental addiional
gourses ol revenues frowgh Carbon Cradis will suppoert
mitigatien of fmancing dedicit for Unit 82 and for remaining
wnits

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.

Annex 3: Extracts from documents proving that Engurhesi failed to pay contractors, and that works on Unit #2
kept being postponed

Site-Meeting Protocol. CW46 dated 27.09.2005

1.2, Suspension of Contractor's Activities

On 22 Saptambear workers of local sub-contractor of Siemens for assembly works
(“Sakenergoremonti Ltd.”} stopped working due to non-payment of outstanding salaries for July-
August.

Employer should provide timely transfer to stop further delays of works.

Delays of works due to suspension of activities will be charged to the employer as Employer
compensation event.

a = L T I —



Notification of Suspension due to late Payments from the Employer

Maolification of Suspension due fo
late Paymants from the Employer

DOmar Sirs,

This iz 1o notfy you, thel paymenl for deliverias of equigrnent and rmabtarial for Unit 3 has
ban detayed by Ihe Employer over the time of 45 days 83 sgreed (n ibe conimc), hes the
Employer has Tailed 1o perform his obiigations undar the clause 41,2 of the conlrast when
rot paying the mvlces on time

In this réspect peass be informed that if the culstanding paymant will not be covarad by e
Emgployar within the following 28 days, wa reser fihl to sespend exscution of tha contract
acocording bo GO 423 af the contrac

Site-Meeting Protocol. CW46 dated 19.11.2005

Notice on Suspension of Planned Start of Unit 2

Woarks again suspended from 3.11.05 due to repeated delay of payments to sub-contractar 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.

Preliminary Notice on Termination of Contract, dated 07.12.2005

Prelminary Notite on Termination of Contract
dua to non-payment by the Employer

Liear Sire

We rave nobfeed wou wilh our lefler deted Nowember 1, 2006, that the Employes has faded
o parform his cbligation o make dus payments for delivenes of squipment end matarial for
Unil 3 in the afowed ima of 45 days stter recalving tha mvoica.

In pddition, the Empioyer hae lalied fo remedy the exisling situation within 28 days aftar
receiving Mofioe of Buspansion from tha contracior as indicated sbove

The prasand ater serves 85 8 preliminary Botice of Termalion Tor non payment by ihe
Employer acsardng to GO 42.3.1 of tha conract



Annex 4: Status Protocol. CW 47-29 dated 21.12.2005

20.10.

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 /VSPOD personal left
Enguri site to Thilisi on 12.12.05 and back to Germany on 14.12.05

Clarification about return to side is under progress between Contractor and Employer
headguarters and security departments.

Annex 5: Letter from Voith Siemens

VOITH -

L T e !
& P Ira i ALy

Engurhesi Lid,
Tha Directar of the Engur HPP Rehabditation
Project Implemerntatian Unit

i Line

50, I, Chauchavadze Ay
S
0179 THllsIGEORGIA [Irrrr——— ]
e 21206
pie dowchim Unnstm com

To Whom It May Conicern:

1. The rehabifalion works ol the Enguri Hydro Power Plant ware stopped on
saveral oocasions in the yaar 2005-2006 due fo financial dficulty faced by tha
emgloyer (aading Lo late paymentsh and securly Bsues.

Z. The rehabiltation works was sioppad on seversd occasions In the yaar 2004
brut on e following dales e work was Tully stopped and &l expatriate stafl of
Waith-Siemers, Slemens and (i3 sub-cordractors wens demoblized from ihe

construction sita
13 Decemnber 2006 = 12 January 2004,

3. The rehablitalion works al the sile wers re-staried afler both e aves-dus
paymants were made by the Employer 1o and fe secunty issues wem
axlifrassed.

4. Tha rehabiliation work was re-slarted on 13 January 2006 when onginears
frem Voill-Siemens amived &l sile ard sul-comiractors permonrel were
mabilized Back o wark.

5. Irfsrmalion pravided in this lefles is sccurale and baged on histodical records.




Annex 6: EBRD Loan Drawdown Notice as of 31 December 2005

Annex 3-2: Drawdown of Funds from EBRD Loan (in USD)

As of 31 December 2005

A Payment from EBRD
= Payment for Package 2, Electro-Mechanical Works, Voith-Siemens Hydro Total EBRD Budget, USD
_ Payment Value Date Drawdown
invoice No. EEBRD Application 14 810 000,00 EUR Ex. Rate
1 Advance payment 652 709 19 maih 2003 027 1334 353 47
2 Advance payment 652 709 19 maih 2003 028 315225528 2745338 T€ 0,87
3 Payment for Shipment N0O51- FOB 553 081 13 anp 2004 034 o46 993 95 4522450€ 0,83
4 Payment for Shipment M0O51- CIF 653 096 13 anp 2004 037 22 791,82 13844 0€ 0,83
5 Payment for Shipment NM0O01, 054- CIF, NO57- FOB 653-090/094/1: 02 won 2004 039 611452 88 495023 0€ 0,816
6 Payment for Shipment N055- FOB 653-125 10 wioH 2004 041 58078709 470 83830€ 0,811
7 Payment for Shipment NMO02, 052, 056, 065, 064, 066- CIF 653-226/22T/21 28 ced 2004 044 969 632,86 TATT430€ 0,812
3 Payment for Shipment NM0O55, 059, 4341-3- CIF, LM2, Progress 653-261/262/21 28 ced 2004 045 353 635,11 287 295,0€ 0212
9 Payment for Shipment NO55, 057, 070- CIF B53-126/128/2: 28 cen 2004 045 76 351,50 520290€ 0812
10 Payment for Shipment N4341-29, 072, 0786, 077- CIF 653-2T8I27T 16 nom 2004 050 42 705,00
11 Payment for Shipment N4341-39, (082)- CIF 653-207/298 16 nom 2004 051 65 390 46 S5209080€ 0,774
12 Payment for Three Design Liaison Meetings (1+11+60% of III) 653-333 17 ges 2004 054 132422 67 S8 978,0€ 0,747
13 Progress Payment for Unit 3 and Auxiliaries Rehabilitation 653-364 24 ches 2005 059 363 659,17 274037 0€ 0,756
14 Completion of Auxiliaries B53-391/39203 25 mait 2005 054 165 047 46 1334134€ 0,794
16 Payment for Shipment N009, FOB+CIF 653482 26 asr 2005 071 146 503,51 119947 2 € 0,819
16 Payment for completion of Deliveries on Unit3 and Auxiliaries 653-593 20 pex 2005 080 292 540,69 103 345 6€ 5168 2640 0,832
Dizbursed 8 862 531,92
Undisbursed 5047 468,08




Annex 7: Actual invoice from Voith Siemens for works on Unit 2

Enguri HPP

Invoices and Payments, VOITH-SIEMENS

UHIT &2
Invoice No. Payment EUR UsD

Advancs Payment 16.05.2003 1191 8260 4112248
Advance portion of Engui - 23.02.2004 204 824.5 TE0a24
853123 02.08.2004 8400
853-081 02.06.2004 152580
853-125 10.08.2004 68 137.0
853-126 28.00.2004 28810
053482 26.08.2005 118 8472
853-752 11.08.2006 14817210 802 1820
853-785 11.08.2006 10 800.0
853-753 11.08.2006 028580
853-754 11.08.2006 5 880,0
853-781 11.08.2006 41455 11050
634-040 13.08.2007 54 5864
G54-048 07.08.2007 283288
G54-085 14082007 1024.0
634-057 14.08.2007 22068
A54-058 14082007 232008
G54-058 14.08.2007 138475
a54-080 14082007 14321
a54-081 14.08.2007 78885
G54-082 14.08.2007 54 5506
853927 20.05.2007 4 5300
853-935 20.05.2007 23 488
853-355 20.05.2007 17 412.0
853935 20.05.2007 87440
053923 20.05.2007 22 2000
853-755 20.05.2007 14 802.5
453-352 20.05.2007 44 380,7
0453-378 20.05.2007 332 8808
833-972 20.05.2007 142 887.8
833-974 20.05.2007 2g522
853-820 20.05.2007 242518
53-918 20.05.2007 17 2513
A34-108 28.01.2008 220 5584 73238
854-107 28.01.2008 125 710.7
054-187 26.02.2008 515888
054-185 26.02.2008 26 7887 10224
G34-182 25.02.2008 103239
G54-242 12.05.2008 207 8314
054-243 12.05.2008 72 1485
834-315 31.07.2008 30245
G54-314 31.07.2008 87040
434-312 31.07.2008 4317.2
054-288 31.07.2008 165 2387
G54-302 31.07.2008 3 570,86
G54-304 31.07.2008 2 080,86
054-244 16.08.2008 16 704,68
854-351 15.08.2008 20 484
G54-355 15.08.2008 52408
034-358 15.08.2008 §5725
054-353 16.08.2008 18 713,86
G54-352 15.08.2008 12 5825
G54-354 15.08.2008 9 188.,8

€ 490409240 § 145971491




