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ACER Agency for the Cooperation of Energy Regulators
BEMIP The Baltic Energy Market Interconnection Plan
CAPEX Capitalexpenditure

CBA Costbenefit analysis

CBCA Crossborder cost allocation

CBMZ Common Baltic Market Zone

RER Renewable energy resources

JSC JointStock Company

Conexus JSC Conexus Baltic Grid

EC European Commission

ENTSOG European Network ofransmission System Operators for Gas
EP European Parliament

EU European Union

EUR Euro

FID Final Investment Decision

Gas Directive

Directive 2009/73/EC concerning common rules for the internal market in
natural gas

GDP

Gross Domestic Product

IUGS
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Klaipeda LNG terminal

Klaipeda liquefied natural gas floating storage and regasification unit terminz

LG

W{/ [lFd@Arecl&a Dni$§

MCM Million cubic metres

M3 Cubic metre

Mil. Million

MWh Megawatthour

OPEX Operationalexpenditure

TSO Transmission system operator

PCI Project of Common Interest
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PUC Public Utilities Commission

RGMCG Regional Gas Market Coordination Group

t Tonne

k Thousand

TWh terawatt-hour, 1terawatt-hour is equal to billion kwh
WACC Weighted average cost of capital
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In accordance with Regulation 347/2013 (BSYLT Conexus Baltic Grid submits the following investment
request to thePublic Utility Commission in Latéad requests the crodsorder cost allocation for the PCI
LINP2SOG aLy6dzllfya ! YRSNENRdzy R DIl¢ahepivjgcNl IS Sy Kl

The aim of the project is to enhance the operations of the storageallow i KS Ly 6dzl | f ya !
gas storage to maintain its functionality after pressure upgrade in Baltic transmission sysidma.key

benefit from the implementation of the B®ject is the ability to reduce the dependence of withdrawal
capacity on the volume of gas reserves in the IUGS

The information contained in the investment request document including the accompanying annexes is
confidential, privileged and only for the informaticof the intended recipient and may not be used,
published or redistributed without the prior written consent of composer. The opinions contained in the
investment request and the accompanying documents are in good faith and while every care has been
taken in preparing these documents, it gives no warranties of whatever nature in respect of these
documents, including but not limited to the accuracy or completeness of any information, facts and/or
opinions contained therein.

This investment request shall nbe considered as a final investment decision. The final investment
decision of the project depends on the adequate sources of financing for the project.

wtyS Y2inysS
JSConexuBaltic Grid
Chairman of the Board

September 25, 2018
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2 A0K ¢2NJAy3 3AFLa OFLIOAGE 2F Hn ¢2 KcIUGS dpresehty &4 !
the largest available gas storage in the Baltic Sea region. IUGS is natural, aquifer type storage witt
compressor injection buhatural withdrawal. Pressure difference between storage and transmission
system ensures withdrawal from storage. Currently at the end of withdrawal season, pressure at entry
from storage drops to 30 bar, allowing ensuring late winter supply.

Several cros boarder transmission system enhancement projects are ongoing in Baltic market, to
facilitate gas market integration, end Baltic isolation and enhance gas flows. During feasibility analysis of
Enhancement of the LatviagLithuanian Interconnection (ELpIpject as well as technical design of Baltic
Connector, it has been concluded that Baltic transmission system pressure shall be increase&%o 50
bar to allow gas transit flows between Baltic countries to extent planned in EU financed projects.
Increasing pressure in Baltic transmission system adversely impact working conditions of the storage and
ability to withdraw gas from the storage at the end of winter.

¢KS FTAY 2F GKS LINR2SOG Aa G2 SyKlIyOS i Kr§rouadJS NI
gas storage to maintain its functionality after pressure upgrade in Baltic transmission sy$terkey
benefit from the implementation of the ®ject is the ability to reduce the dependence of withdrawal
capacity on the volume of gas reserveshna tUGS.

During the project, new compressor will be installed allowing first time compression extraction from the
storage. The compressor will allow increasing pressure in reservoir until the necesgdrypanin outlet
pipeline from IUGS. To function snich new regimestorage wells and surface facilities require certain
enhancements, which are inherent part of this project. Besides, the project will improve environment
measures by decreasing CO2; NOx, Sox and other emission footprint.

On5 December 2014he Prime Ministers of the three Baltic StateEstonia, Latvia and Lithuardgreed

to work together towards creation of an effectively functioning regional gas market in their territories
Gas storage plays important role imified Baltic has market by helping tmplement EU gas market
objectives- facilitate @mpetitionthrough additional gas source in winter, ensurBecurity of Supply and
promoting sustainability.

Inaccordance witli KS & { GdzRé 2F AYyONBIF&SR FTftSEAOATftAGE | YF
in 2017, the role of the storagin Baltic market is changing, and include three different areas o use
short term use; seasonal usage and security of supply usaged Ba study, shorterm usage refer to

LNG parkingpower plant usage, peak demand management and commercial optimis&msed on
assessment, storage contributing to security of supply ail three Baltic states.

From technical perspective, unlikéher regionsBaltic transmission system is functioning through active
use of storage; storageis designedas integrated part of transmission systeAdthough transit route
through Latvia is more than 300 km long, the transmission system does not halieengmpressors.

Due to such design, upon implementation of EU legislation on natural gas market from 2009 (the l1lI
package), politicians decided to establish unified gas transmission and storage operator, defining that
both segments shall be fully regiéd. The only income from storage operations is through tariffs
approved by Public Utility Commission. Any additional CAPEX would have imgsmtagetariffs.
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Conexus Baltic Grid is the only Project Promoter, which bear costs retatexktution of the Project.
Other Baltic TSOs are net beneficiaries of the Project.

The enhancement of the IUGS is expected to be partially financed by EU support in tloé @R grants,
and the remaining part of CAPEX will be covered by a 50/50 rdebbdfand equity.

The major objective of Market Testing related to enhancement of [IUGS was to assess gendaigdimon
interest of market players in using the Project in the future. Market Testing participants indicated that the
Project is welcomed bihe market with interest and appreciation, with its potential users looking forward

G2 GF1Ay3a I RGIyGl 3S Nangtheless Ileshite the pOsitive Fedeyptioniok teyPiojech (i ¢
and the possibilities it brings, its potential users would rathet see UGS tariffs increase.

Total Project CAPEX is estimated at 88 million EUR and Project OPEX at 0.9 million EUR p.a. No dir
revenues of the Project are foreseen. The financial profitability of the Project for the Project Promoter
measured in FNWterms was assessed-&tl.4million EUR. There is no financial impact for companies in
other Baltic markets.

From the socieeconomic externalities perspectivehd Project successfully improves the security of
supply In additionthe Project brings working capital cost saving, as compressor extraction of gas avoids
the need to hold high volumes of gas in the UGBS nonquantifiable benefits of the Project as well
include market Integration overall flexibility of systenand sistainability.

The IUGS enhancement project is not profitable in financial tefmasvever it results in significant
economic benefit total benefit/cost ratio of the Project is equal 815%.

ENPV and national net impacts for each country are provided itatiie below.

Tablel. Projectod6s ENPV and national net i mpacts for Latvia, Lithuat
Country Unit ENPV National net impacts
Latvia MEUR 78.4 78.4
Lithuania MEUR 9.0 9.0
Estonia MEUR 9.7 9.7
Total MEUR 97.1 97.1

Based on the CBA results and national net impact calculation, cross border cost shara®ytbatproject
promoting stateis not exgcted.
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In case of modernization and extension of IUGS, the countries impacte Byroject implementation,

i.e. Lithuania, Latvia and Estonia, reach a positive value of ENPV. As such, these countries have been
identified as net beneficiaries of the Project. However, the analysis reveals that there are no net cost
bearers of the Projet ¢ societies in all countries significantly impacted by implementation of the IUGS
enhancement are expected to benefit from its realization.

Consequently, the Project Promoter proposes that a CBCA decision is issued, dictating that there should
be no CBE transfers between the significantly impacted countries (Latvia, Lithuania and Estonia)
resulting from realization of thBJGSenhancement.
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REGIONAL INFRASTRUCTURE DEVELOPMENT

The EU legislation on natural gas market from 2009 (the Ill package) tkdraa@ objective to establish
aninternalmarketiy G dzNJ £ 3AFad Ly AGaQ O2yOfdzarizya 2y CS
that the EU needs a fully functioning, interconnected and integrated internal energy market. Major efforts
areneededi2 Y2RSNYyAa4S |yR SELI YR 9dzNRLISQa SySNHeé& Ay
borders

Further in regulation 347/2013 on guidelines for treBgropean energy infrastructure, the BEM|Rrea

has been designated as one of the priority gas corridors with an objective for gas infrastructure to end the
isolation of the three Baltic States andnfland and their dependency on a single supplier, to reinforce
internal grid infrastructures and to increase diversification and security of supplies in the Baltic Sea region.
In its conclusions on October 24, 2014, the European Council agreed on listalfiofrastructure objects
(PCls) that shall contribute positively on reaching EU gas market objectives.

Balticconector

Latvia — Estonia
interconnection

Latvia — Lithuania
interconnection

Klaipeda - Kiemenai
connection capacity
enhancement

Poland — Lithuania
interconnection

Figurel Planned infrastructure development projects in the regio

To remedy the situation and connect the Eastern Baltic region gas supply system with the joint EU gas
transmission network, there are certain Eusgm projects of common interest (hereinafter referred to

as PCIs), for which facilitated procedure and, in some cases, funding from th&astricture fund is
available:

¢ Construction of the Estonirinland interconnection (BalticConnector). The construction of this
AYGSNOD2yySOGAz2y gAft ft2g (G2 O02yy SO0l CAyflyRQa
gas transmission system. Baktiennector is a precondition for creation of single Baltic natural gas market,
as the naturabas markets of Estonia and Finland that have been closed until now will be opened in 2019,
along with the commissioning of the interconnector. The planned entry and exit capacity otBalector
will be 79GWh/d.

¢ Improvement of LatviaEstonia intercomection (Karksi) The improvement of this interconnection will
allow the increase of natural gas flows to the volumes required in the single Baltic natural gas market and
allow Estonian and Finnish traders to store natural gas at IUGS. The planned edpjtycaf the
interconnection is 45Wh/d and the exit capacity is 1@Nh/d. The improvement of the interconnection
is expected to be completed in 2019.

¢ Enhancement ofUGSoperations Taking into account the fact that IUGS is the largest and most imgorta
natural gas storage facility in the Eastern Baltic region and supplies the region during the winter, with

9
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enhancedwithdrawal capacity it will be possible to withdraw of natural gas from the storage under the
conditions of of 5665 bar transmission sysin pressure. That will significantly improve the natural gas
supply security, as well as operational efficiency of the storage facility, which will be especially important
in the single Baltic natural gas market. The key benefit from the implementatitire gdroject is the ability

to reduce the dependence of withdrawal capacity on the volume of gas reserves in the IUGS.

Improvement of the LatviaLithuania interconnection Increase of the interconnection capacity will enable

the exchange of greater volumed natural gas between Latvia and Lithuania, which will be especially
important after establishment of the single Baltic natural gas market. It is expected to increase the
interconnection capacity to 126Wh/d when the project is completed. The projectseheduled to be
completed in 2023.

Construction of the Poland.ithuania interconnection (GIFLThis project aims to connect the Polish and
Lithuanian natural gas transmission systems, thus connecting the Eastern Baltic gas transmission systems
to the shgle EU natural gas transmission network. GIPL will function as an alternative gas supply source for
the Eastern Baltic region, improving the natural gas supply security in the region and allowing to integrate
the region in the EU natural gas transmissimtwork. The project is scheduled to be completed in 2023.
The planned capacity will be 733Vh/d towards Lithuania and 51AWh/d towards Poland.

In 2017, as part of the Baltic Energy Market Interconnection Plan (BEMIP), the regional transmission
systemoperators jointly completed the development of the third Gas Regional Investment Plan (GRIP),
providing collected information on the planned projects in the BEMIP region. According to this plan, the
following GRIP projects are going to be implemented ia Hastern Baltic region in addition to the
aforementioned PCI projects

Construction of the Paldiski LNG terminal in Estonia;
Construction of the Tallinn LNG terminal in Estonia,
Construction of the Syderiai UGS in Lithuania;
Acquisition of the KlaipedaNG terminal.

1 GRIP Annex A: Infrastructure projects. Available at:
https://entsog.eu/public/uploads/files/publications/GRIPs/2017/entsog BEMIP_GRIP_2017_ Annex_A_web.pdf

10
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Following provides the required information for submitting the CBCA request according to ACER
recommendation 5/2015.

Reference tcACER Recommendatidi2015 1.5 (1.):
A detaileddescription of the project, including a description of the rationale behind the choice
the technology

2 A0K ¢62NJAy3 3AFa OFLIOAGE 2F Hn ¢2 K¢IUGS dpresehty & !
the largest available gas storage in the Baltic Sea region. IUGS is natural, aquifer type storage witl
compressor injection but natural withdrawal. Pressulifference between storage and transmission
system ensures withdrawal from storage.

In 2016 European Commission (Joint Research Center) provided risk assessment of the gas system
Estonia, Finland, Latvia and Lithuania and concltided 2 f f 2T figxibility o thdUGSas an active
pressure control facility depends on its inventory level, which turns out to be a key component of the
NBIA2Yy It aSOdz2NARiGe 27F 3l AGCHAkldrHgidréntrket Zone whslalsd madey O
in Euro@ Commission c@ Ay YOSR | aaSaayYSyid LINRPOARSR o6& 02Y
aG2N)F3S adGdzRe 2F AYyONBlFI&ASR Tt SEAoAfAGE YR dza$
Currently, at the end of extraction season frdbGS the pressure in reservoir drops until ti33 bar,

which means that pressure in outlet pipeline frotdGScould drop until 28 bamwhen the level of
commodities is close to zerdhe extent to which the pressure and daily productivity during the extraction
season of [UGS serves the transmissioteayslepends on many different factors but the most important

one is the level of commodities in the storage. The following figure shows estimated curve for 2018/2019:

extraction rate fillions
m3/24h)

25
20
15

10

1500 1200 1100 1000 670 500 330 160

millionsm3 of commodity
2018/2019

Figure 2 IUGS productivity against level of commodities 2018/19 (based on geological and gas dynamic models).

The graph above presents productivity in the case when TSO decreases pressure in transmission networ
until 28 bar to accommodate to the dropping level of commodities in the IUGS.

Several cross boarder trangssion system enhancement projects are ongoing in Baltic market, to
facilitate gas market integration, end Baltic isolation and enhance gas flows. During feasibility analysis of
Enhancement of the LatviayLithuanian Interconnection (ELLI) project as a&lechnical design of Baltic
Connector, it has been concluded that Baltic transmission system pressure shall be increase&%o 50
bar to allow gas transit flows between Baltic countries to extent planned in EU financed projects.
Increasing pressure Baltic transmission system adversely impact working conditions of the storage and

11
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ability to withdraw gas from the storage at the end of winter. Implementation on EU financed
transmission system enhancement projects has following impattcmicaloperations of storage:

extraction rate
(millions m3/24H)
25

0\.

15 \.

10

0 (]
1500 1200 1100 1000 670 500 330 160
millionsm3 of commodity
2018/2019  emem=2018/2019 - 50 bar outlet IUGS stored in UGS

Figure 3 IUGS productivity against level of commodities estimation of two scenarios.

To maintain providing the region with stable asecure gas supyplafter increasing pressure in region
transmission network storage operationgjgre certain adjustments. There are two scenarios how to
maintain storage extraction at current level:

Increase the volume ddctivegasin by approximately 8 TWh
Enhance the assets 8GS

Although the first option in faster to realise it will have mdaghnical disadvantages. IUGS is an aquifer
reservoir According to current technology, it is necessary to drop pressure in the reservoir below
hydrostatic level (70 bar for IUGS) every year to prevent the increase of gas field area. By increasing the
volume of gas in the storage, pressure dynamics in the reservoir change, and after short time additional
gasagainmight be required, thus even momlversely impacting costs of the storage. Storage operator
considers first option with high uncertainty andughnot sustainable.

Second scenario reaches the goélmaintaining withdrawal voluméy enhancing storagessetsand
changing technical operation®uring the project, new compressor will be installed allowing first time
compression extraction from th@éarage. The compressor will allow increasing pressure in reservoir until
the necessary 585 bar in outlet pipeline from IUGS. To function in such new regime, storage wells and
surface facilities require certain enhancements, which are inherent part @fpittoject.

12
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The following table summarises technolaplected for implementation of the Project:

Table 2 Technology for Project implementation

Surface infrastructure

Asset Group

(increasing capacity)

Technological scope

Increasing number of technological lines.
MOP 105 bar

Pipeline sizes from 150 mm to 700 mm
Productivity at least 20 million m3/24
hours.

Number of cleaning stage?

Ultrasonic measure on each line
Separate regulation of gas flow feach
line

Reservoir water gathering system
Remote control system establishment

Explanation of choice

Enhancement of surface facilities is designed
use technology that has proven experience
IUGS. Other surface facilities are equipped w
similar technology, allowing aess to better
knowledge base and easier maintenance. Ba:
on supplier questioning, suggeste@chnical
decision is cheapewhen compared with twe

stage pressure reduction technology. /
decisions and equipment installed will

correspond with EU legislation and standarc
Core standards for designing are EN191¢
EN1594; EN [1SO3183; EN12186; EN12
EN13509

Wells

(increasing
productivity)

Productivity increased at least 5% for ea
well

36 wells includedh the Froject
Subsurface safety valves86 pcs

Packers, circulating valves36 pcs

Tubing installatiorg 25 200 m
Valvegwellheads and tubing heads
include)g 36 pcs

Washing of perforation zones or creation
of additional perforation intervalg 36
technological opertions

MOP 105 bar

Size from 74 mm to 114 mm
Geophysical investigatiors58 operations
Connection to cathodic protection systern
36 pcs

Storage in constantly assessing performance
wells. In 201¢ benchmark study with Storeng:
has been undertaken to assess architecture
IUGS wells and practice on managing we
Current approach has been evaluated as s
and compliant with EU reguliains. From prior
experience, CAPEX would lead to w
productivity increase in range from 5% to 15'
5% productivity increase has been taken ir
account for technical design of the Project.
Core standards used for preparation of technic
design: EN1918; EN1918:5; NORSCErilard
D-010; EN I1SO 10423.

Gas compression
units (increasing
power):

1.

Installation of

additional gas
compression unit

productivity increasing for 6 million m3/2:
hours

Compression extraction organization 44
15 million m3/24 hours

MOP 105 bar

Pipeline size from 50 mm till 1020 mm
Gas compression unitgas turbine engine
and centrifugal gas compressor with
possibility to change pressure stages froi
rope to parallel type

Scope of gas air cooling units

one gas separator

500 mpipeline Dn300 mm Pn 105 bar
Technological Air preparation unit

Installation of additional gas compression ur
(GCU) takes place in territory of gas compress
workshop No.1l. Compression extraction
performed inmany storages acros€U and the
technolagy selected by IUGS is according to |
practise and standard<Core standards to uge
for designing: EN1918:5; EN1594; EN I1SO 3
EN12327; EN12583; EN12732; EN12954.

13
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Asset Group Technological scope Explanation of choice

In compression station No.2 (CS2) of IUGS 5
reciprocating GCU Cooper Bessemer Z330 al
used. Cooper Bessemer company belongs to
Oil& Gas which produces the new generation
of Z330namedW330. The ignition system for
W330 is produced by Hoerbirger and its

5 gas reciprocating units purpose is to mount the new generation
MOP 105 bar ignition system to Z330. Technology is
Productivity 12 million m3/24 hours approved on many GCU in EU and USA. The
5 hyper fuel units estimated decrase of emissions is:
2. Strengthening of 5 hyper balance units NOx from 35-90% depends from
existing gas 60 ePPC electronic naaturned valves of regime;
compression combustor _ CO2 approximately @00 tons per
units 60 combustgrs of high pressure year;
gaspreparation plant _ Fuel gas consumption shell decrea
fuel gas consumption metering until 5% full load and for loads D%
5 new generation control panels approximately 15%;
installation works installation works Increasing of productivity  anc

flexibility for approximately10%.

Conexus has receivéetter from GE Oil & Gas
explainingtheir productusage for GCUDesign
of the product has been developed to comply
with Directive for Medium combustion plant
2015/2193.

The project promoter Conexus conducted gas flow studies for transmission system using OPTIPLAN fc
modeling gas streams in all exit points from Latvia. Storage modeling has been done using ECLIPSE 1
for IUGS productivity at different outlet pipeline psegses. OPTIPLAN has more than 15 years experience
for analyzing Latvian transmission system flows and ECLIPSE 100 is used for IUGS fRoth2004dels

are endorsed in practicdoefore applyingfor this project.All conducted gas flow studies demonstrate
necessity of enhancement of IUGS to set stable gas deliveries to Latvia and the region under the new
technical parameters of Baltic transmission system.

The Project significantly contribuidéowards achieving the EWide target of building a weflunctioning
common energy market. This involves facilitating the provision of affordable, secure and sustainable
energy,promoting competition on energy markets and increasing EU energy security by diversifying gas
supply routes and sources. As such, the Projeé hao SSy Ay Of dzZRSR 2y GKS t
Interest) list assembled by the European Commission.

Completion of the Projedtcilitates achievementf the following goals:
Table3t N2 250G Q& O2y(iNRodziA2y G261 NR YINLSG RSOSt2LYSyd 321t a

Goal How the project will achieve the goal

Improving the regional security of supply by ensuring To ensure the needs of the common gas supply sys
flexibility in supply and availability of gas of the region and to avoid such security problems
peak loads, emergency situations and supp

disruption IUGS shall ensure stable and firm supply
Storage effectively functions as additional gasrce in
region. Seasonal use of storage allows to optimise
deliveries from LNG markets

Increasing liquidity though immediately available gas
storageincreases competition beteen suppliers and
results in stabilization of gas price

Stabile and firmextraction capacity of IUGS will enab
further integration of Baltic energy market ti
continental Europe and the Nordic zone and assure
increased demand in the region.

Supporting diversification of gas supply sources in the Be
States through facilitating efficient use of the storage

Promoting wholesale market development, facilitating prit
improvements

Facilitating the development of a regional energy market
the East Baltic region

14
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Reference tcACER Recommendatidi2015 1.5 (2.):

A detailed implementation plaof the project, which should provide substantial information abou
the progress achieved in the development of the project and its status, as well as a (probability
assessment of the critical and risk factors for thggmand the risk mitigation measures adopted
the relation to those factors, which could have the most negative impact.

Feasibility studyvas carried ouin several steps from 2011 until 2018. ProjemteivedPCl status i2014.
During the preparatiorior the Roject, Project promoter carriedut detailed implementation schedules
for each activity examinal potential producers of equipment andalculatedpossible project costs.
Project promoter acknowledge that project is mature and sufficiently ceraiprovide time plan and
financial estimates.

Table4 Project implementation plan

Project stage Start date (expected) Finish date (expected)
Consideratiorand preparatory works 11/2017
Feasibility studies, hydraulic simulations, creation of 06/2011

technicaldecision, pricing of activities

Public consultation.

Public consultation have been held during the
FSIraAOAT AGE aCodeRUsS ® TRANY
apriaorera Dni Séov FyR oe@

15/10/2014
06/2011

Preliminary design studies.
All necessary studies are carry out by Ramboll durin 09/2016
the feasibility studies

11/2017

Market test.

Market test was provided twice by Ramboll and EY

participation with and without taking in account 05/2017
possiblechanges after creation of unified marketing

zone of region

09/2019

Surface facilities
Compression units

11 wells
Adgreements with landowners for construction. 01/2018
12/2019 (Expected)
25 wells
Definition of financing schemend CBCA 07/2018 03/2019 (Expected)

Final investment decision.
The project promotoer will make FID when financing 04/2019 06/2019(Expected)
for the project has been awarded
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Implementation schedules for each activity
Table5 Surface infrastructurecommissioning 2025

Year 2019 2020 2021 \ 2022 2023 2024 2025
Action

half-year | Il | Il I Il ‘ I Il | Il I Il | ‘ Il

= Creation of technical task
= Procurement procedure ]
2 Conclusion of contract =]
a Designing (]
Expertise of design ‘i
Bl Creation of technical specifications |
S_ E) Procurement procedure ;-
33 Conclusion of contract
w = Deliveries
= Creation of technical task
2 Procurement procedure E
é’ Conclusion of contract
[ Construction:
S - Eastpart
- West part
o Creation of technical task | —
= % Conclusion of contract
@ = | supenvising ;

Table6 Wells commissioning2024

Year 2019 2020 2021 2022 2023

Action

half-year
Creation of technical specifications |mm

-
c 0
o2 Procurement procedure H
23 : [
=0 Conclusion of contract
w ©
Deliveries [ R | ] | )
Creation of technical task -
= Procurement procedure B
.%
= Conclusion of contract L
@
C .
3 Construction:

-Subcontractors: m
-IUGS staff: EE | =mm | mE | mE |
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Table7 Gas compression unitcommissioning 2024

Installation of additional gas compression unit

. Year 2019 2020 2021 2022 2023 2024
Action
half-year |
Creation of technical task
2 Procurementprocedure I
= .
% Conclusion of contract q
a Designing 7
Expertise of design [ |
€ o Creation of technical specifications I
“E’ 2 Procurement procedure |
s 9 -
== Conclusion of contract |
o 9 .
o © Deliveries (I
= Creation of technical task [
§ Procurement procedure I
g Conclusion of contract [
O Construction: H

Strengtheningf existing gas compression units

Year 2018 2023 2024

half-year

Creation of technical task

Procurement procedure -

Conclusion of contract
Performance of contract
Designing

Deliveries (GPU3;GPU2,4;,GPUS ¢ Il e

Installation:

-GPU 2 —
-GPU 3 I
GPU 4 ]

-GPU 5

Designing\
Equipment deliverie

Installation

-GPU 6

i

Project Management Office (PMQO) has been established for implementatitimed®Project. The PMO
team consists of specialists with deep experience in gas industry and ownerdifi€ates of project
management.
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Project risks and their mitigation measures are identified in the table below.

Table8 Risk assessment.

Internal/

Risk type Description External Likelihood  Impact Risk mitigation

Splitting equipment deliveries by
packages. Creation of List of

Failures of equipment Internal High Medium | potential producers before start of

deliveries the Project. Development of
supervision programme.
Failures of panywith approp

Internal Medium Medium | experiencgPrice cannot be the
only criterig. Development of
special criteria for qualification.
All commissioning is scheduled to|
Septemberg February.

Missing EU cfinancing | External | Medium - Reassessment of FID, project sco

construction/designing

Low commodities level | External Low Low

and timing

Financial risks

Changing equipment Timely procurement and pre

: Internal Medium Medium ;
price ordering.
Changes in EU legislatiq External | Low High Monitoring of EU activities.
The risk is relevant only for 15
Landownempermits Internal Low Medium | wells.Enough time planned to
Legal risks allow proper procedure.
One permit is alreadseceived
Construction permits Internal Low High Regular meetings with local

municipalities

Relationship with Russig
Political risks impacting gas flows and| External | Medium High
storage filling

Changes in emission

Monitoring and readiness to accey,
more flows from LNG terminal

Monitor changes in EU and

External | Low Medium .
levels nationallevel.
Environmental Review all decisions during the
risks . . igning pr . Regular
Ground pollution Internal Low Medium designing process. Regula

meetings with
designers/constructors.

Reference t)ACER Recommendatidi2015 1.5 (3.):
A preliminary investmerdecisionon the investment(je.g.a ¢ possibly conditionalboard
decision on intended investmenif)applicable.

Preliminary investment decisions taken by the board related to the Project are noted below.

18.01.2018W{ / &/ 2y SEdza .idioh bbarddedsith Resultsiodziddirmidary and feasibility
d0dzZRASa F2NJ Lyo6dzZlttya | D{ SyKFIyOSYSyid LINBOARSR
fAYAGSR yR a02L) 2F OGAGAGASAE 2F LINR2SOG Ly6dz
01.02. 2017 Decision ofthe2 I NR GoAexud/{l /f Gk O DNA R¢é ® 5S@St 2LIVSyid 2
storage sustainable operation model.

nmMdnoduamTt 5SO0AaAXgne@sF GEKSO. BNNRE@RFhMAY Yyl FGA2Y
A0FNI GKS FSI aAwa fAyYiRS NHINERdzy R FDlod y{ODA NI IS 9y KI yO
MCPnodHAMT 5SOA&ACoyext®d T KD .DNANFE a2 B OYS/ LI y OS 2 F
F2N) GKS FSraArAoAftAte adGddzRe alLyOdzltfya ! yYRSNHNERdzyFR
12.04.2017 Decision of the Board ¢f 0Conexus.  f GA O DNA R ® | OOSLIilI yOS 2
Fftt20F0A2y FTNRY 9dzNRBLISIFY LYFNI &GNHzOGdzNB Fdzy R T2 N
SYKFIyOSYSyié¢o
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HM®nn ®H Carexbs. W i A @ D NA R ¢ Wiinér loNaRcurBnSett Kol feadsiffility study of
LyédzlFfya ! D{ SyKIyOSYi§stlécte{/ awlYoz2tt 5S8SyYFlN] ¢
MPONT OHAhBY SEWA/ . 6t GA O DN R édntedn2réphidof féasikdity studizs/febultsy S 3 |
2F Ly6dzllfya ! D{ SyKI yiOS¥SyYil N RE& o6& W{/ awl Yozt
Hy ®MMOH Mormrexts. WEiA@ DNARE 02FNR RSOAaAA2Yyd® CAYyLFfE
LyédzZltfya !'D{ SyKFIyOSYSyd YIRS o6& W{/ dawlYoz2ff 5
Mp ®dnM>bH Congxds W G A @ D NRA R éBeginging NfiReparafidd bfdvegmyendt request for
Lyédzl I fya | Dfctiiigsitludedib tifeSequegin total investment scope of 8600 KEUR.

Reference tctACER Recommendatidi2015 1.5 (4.):

A short description of the status of the projectmpéting process in all hostirguntries, including
a detailed schedule (in line with Annex2jlof Regulation (EU)

No 347/201 3) andorrespondingevidence

Local municipalities issu@nstruction permisin accordance with the Construction ldvased ondraft
Project design. Draft design prior to permitting process shafidgreed with landownerswning the land

in the construction areaSurface infrastructure,as compression units and 11 wells from 36 are located
on lands belongig to project promoter W{ / &/ 2 y S E ddereforé rio difficditieD atdiekpected
during the permitting processFor another 25 wells it is estimated to collect all the agreements with
landowners until the end of 2019. Project promoter Ipa®r experience in cooperatiowith landowners
Storagewells are operational for long time, and land owners are regularly approached for maintenance
and inspection works

Construction permits basis for detail engineering afutther construction.

Table9 Permits for implementation of project

Activity Permits scheduled

Surface infrastructure 10.2020
Wells:

6 pcs

30 pcs 09.2019.
Gas compression units:

Installation of additional gas compression unit 01.2021
Strengthening of existingpmpression units Not applicable
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Reference tcACER Recommendatidif2015 1.5 (5.):
Informationabout the sufficient maturity of the project
A Sufficient certainty about the costs assessed by the prejmetific CBA,;
A Goodknowledge of the factors affecting expected costs and their ranges;
A As regards investment costs, a cost uncertainty range should be identified. The ma:
investment cost should not exceed the minimum investment cost by more than 20%;
A Reasonable foresigluf the benefits assessed by the projspecific CBA;
A Reasonable foresight of factors affecting benefits and their ranges, also with regard to diff
scenarios and sensitivity analyses;
A Permitting procedures have started in all hosting countries;
A Commssioning to be achieved indicatively within 60 months from the date of submission ¢
investment request.

The Project promoter has taken various factors that might influence total costs of the project into account
during the assessment for each adijvdf the Project. The Project promoter is confident about the
expected costs, considering the existing experience of similar projects and corporation with other storage
operators in Europe.

The Project promoternssesshe riskrelated to uncertainty of investmentpricing in range of 5%rhe
uncertainty is due to market situatiorlated tosteel prices.

The costand timing estimates take into accounpotential environmental risks that might arise in
permitting process or during project executiohlthoudgh environmental factors do not have significant
financial effecon costs of the project, it might cause Project delays

Tablel0Expected costs (thousands EUR) by activities and by years.

Activities
Surface Gas compression

Years

2019 - 4 900 1740 6 640

2020 950 5800 1270 8020

2021 4170 4 060 2775 11 005

2022 7 900 4 070 11 610 23 580

2023 8 280 4070 7 600 19 950

2024 4710 4100 3705 12 515

2025 6 290 - - 6 290
TOTAL (k EUR 32 300 27 000 28 700 88 000

Project is managed by Project Management office. The project promoter has assigned qualified Project
managerwith more than 15 year experience in gas industry 88 N& | a | SFR 2F LYy
Project promoter ascertain the projetdam is sufficiently and professionally staffed to complete project

according to enclosed project plan.

As mentionedbefore, Conexus conducted gas flow studies for transmission system using OPTIPLAN for
modeling gas streams in all exit points from Lat8srage modeling has been done using ECLIPSE 100
for IUGS productivity at different outlet pipeline pressures.
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Many preliminary activities as feasibility studies, preliminary designing, public consultations, market tests,
partially agreements with landowers are already completed, including:

The construction permission for 6 wells renovation with increasing productivity is received on 07.09.2018.
The detailed technical design of renovation of 36 wells with increasing productivity is finished in 2015.
Accurate and detailed implementation schedules are developed

Maturity comparisono other projects in the region

The table below illustrates the maturity of gas projects in the region. IUGS enhancement is necessary for
unified market zone developmeim order toensure a stable gas delivery in the regiparticularly with

low storage filling that is usually evidenced in February and March, when cold spells are still likely to
occur.

Tablel1 Maturity comparison of gas projects in the region

Enhancement
IUGS enhncement LatviaLithuania Baltic Connector
interconnection
Commissioning 2025 2023 2021 2020

Description of Project promoter

Based on the requirements of the EU Ill Energy package, the Latvian government took the decision in
February 2016 to liberalize the Latvian natural gas market. The decision included the requirement for a
stepwise unbundling of the formerly integrated buSid & + OGABAGASa 2F [ G§OA2l
GKS [FGGALY 3FFa YFENISGO G2 O02YLISGAGAZ2Y D Ly S NI
storage business into the newly founded company JSC Conexus Baltic Grid. On AprilcZh201bh-
household segment of the Latvian natural gas market was open to competition.

From technical perspective, unlike other regions, Baltic transmission system is functioning through active
use of storage; storage is designed as integrated part of transias system. Although transit route
through Latvia is more than 300 km long, the transmission system does not have any line compressors.
Due to such design, politicians decided to establish unified gas transmission and storage operator, defining
that both segments shall be fully regulated. The only income from storage operations is through tariffs
approved by Public Utility Commission. Conexus is unified gas storage and transmission operator.

VISION MISSION VALUES
(Who we want to become?) (Why we exist?) (What is importatto us?)

]i Secure system operation

Promote a sustainable regional
Become the most trusted energy market by ensuring a i Preofessional and united team
energy source in the region. reliable operation of natural gas C) Flexibility and openess through

transmission and storage system competent solutions

Q Sustainable development

Figure3 Vission. Mission. Values

Conexuss an independent and competitive company with a high quality of service that enables
development opportunities for customers as well as employees.

According to the ecember and 1®ecember 2017 decision of the Cabinet of Ministers, shares Gf CB

5 SNB LIzZNOKFaSR 08 GKS [FO@GALY LI26SNI GNFYAYAEAA?
referred to as AST). Shares in equity of AST are held by the Ministry of Finance, therefConéxes

equity shares are owned by the Latvian state.
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To become the most reliable energy source in the region by facilitating the development of the
transmission system and using the potential of the underground gas storage.

To promote sustainable energy market in the region, offering reliapération of natural gas
transmission and storage system.

Secure operation of the systeng we ensure secure operation of the infrastructure through regular
infrastructure monitoring.

Flexibility and openness through competent solutiogawe are infavour of market development and open

to new solutions that support market development.

Sustainable development to protect people and the environment from potential safety risks, we regularly
invest in modernisation and security of the gas systemtacdnologicaldevelopnent..

Professional and united teang we appreciate professionalism in everything we do and our colleagues,
customers and partners can rely on us.

We are a socially responsible company that enables the growth of emplayeesontributes to the
overall development of the industry by creating sustainable employment and addededcalvalue,
while taking care of the impact of technological processes on the environment.

The company cooperates with legal entitiesregisterad natural gas traders in the region, providing
services in accordance with the natural gas transmission system and IUGS service tariffs approved by thi
Public Utilities Commission (hereinafter referred to as PUC).

Conexusnanages the only functioning undgound gas storage facility in the Baltic States, which provide
regional gas supply stability and is an important strategic object in the entire region. It ensures the energy
security and independence of the entire region. The active natural gas resdrité&$ may reach up to
24.2TWh (2.3 billion cubic metres), which is enough to fully provide for the natural gas needs of Latvia
and the region during the heating season. For traders, it provides the possibility to store natural gas in a
strategic location

The advanced mainline natural gas transmission system, which is part of the company's structure, is
1,191km long and connects the Latvian natural gas market with Lithuania, Estonia and Russia. The
transmission system allows traders to provide flexilbid seliable supply of natural gas to customers, as
well as international transit, which is the cornerstone of the region's natural gas supply.

In order to provide effective natural gas supply and delivery options for tra@ensexusnaintains and
improvesthe mainline transmission system and storage infrastructure, makes the required investments
in infrastructure development, monitors and controls the stability of the transmission network and
storage facility eliminates any damage that has occurred.

After market opening in Latvia, Conexus took active role in promoting storage products to traders
registered in Latvia and neighbouring countries. One year after ehditberalization Conexus has 23
transmission agreements and $forage agreements. Taking ind@count changes in market, storage is
mostly used fosupply toBaltic counties.

Transmission system offesstandard capacity products yeaty, quarterly, monthly, dayahead and
within-day capacitiesFrom mid 2018, entry and exit from storage as 10086alint. Currently storage
has three main products Standard Bundles Unit, Market price based product and reverse flow product.
Due to short market experience, IUGS products are under contract review and improvement.
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Facts and Figures
Figure 5Conexug-acts and Figure2@17 data

GAS
TRANSMITTED

AMOUNT OF
ACTIVEGAS
IN IUGS

IUGS description

IUGS currently is the only underground gas storage facility in the eastern part of the EU Baltic Sea region
During the summer season, natural gas is injected into IUGS and extracted in the winter totbesure
supply of natural gas to customers in Latvia and, where required, to other Baltic couhdi&sSs currently

offers a very flexible storage product capable of ensuringatvalable gas volumeithout contractual
restrictions in respect ahjection andextraction capacitylt is only limited by the available transmission

capacity and the geophysical parameters of IUGS.
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Figure6 Key infrastructure object.

Tablel2 Parameters of gas storage system in Latvia

Parameters of gas storage system in Latvia

Natural gas consumption 13,1TWh
Total gas storageapacity 24,2TWh
Number of gas storage facilities in the country | 1
Gas storage price regulated
Number of storage system operators 1

conexus

MAR APR MAY

FEB

The key natural gas infrastructure objects in the Baltic states are the IUGS and the Klaipeda LNG termina

IUGSs an integral part of the Baltic natural gas supply system and is th

the Baltic states and ensures the stability of the regional gas supply.

e only functionary storage facility in
During the summer season, when

consumption of natural gas is several tinkewer than in the winter season, natural gas is injected into the
storage to be delivered to customers in Latvia, Estonia, the redgstern region of Russia and (in smaller
amounts) in Lithuania during the heatifginter) season. Théotal capacity of IGS has been 4.47 billion

m?3, of which 2.32 billion fhhas been active gas or gas tis beerregular

ly extracted.

Historically, the region has been dependent solely on natural gas supplies from Russia, but since the opening

of the Klaipeda LNG terminial 2014, an alternative natural gaapply routei

s available in the region. Since

the terminal was opened, more than 50 shipments of natural gas from suppliers in Norway, USA and other
countries have been received. In 2017, natural gas received froml#iigelda LNG was injected into the

IUGS.

To ensure the sustainability of the storage and the organization, and the environmentally friendly
RSOSt 2 LIYGofiekls FW{i/A Qi DNA R ¢ IUGSBManadeMadrif s@stérs ghd tBeRstorage has
received 1SO: 14004004 certificate. With the help of environmental management system, a closer link

is maintained between the organization professionals, local government

, public authorities and the public

on the topic of environmental issues. In additiddGSmplementsa protection systems management
standard LVS OHSAS 18001:2007, which proves that in this area the processes going on in the storage &

going in tradition of the best of European standards.

K1 ai pados JuaZ018a"Jointhrihual schedule of the terminal of gas year 2018"; accessed:

https://www.kn.It/uploadsf/files/dir54/dir2/16_0.php
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Ly FOO0O2NRIyOS $AGK G(KS a{(dRBI a$3IAPONBRLHNBRSF{ Bif
in 2017, the role of the storage in Baltic market is changing, and include three different areascof use
short term use; seasonal usage and security of supply usage. Based on studersharsage refer to

LNG pé&king, power plant usage, peak demand management and commercial optimisation. Based on
assessment, storage is contributing to security of supply in all three Baltic states.

The study also indicated increasing role of the storage in providing back upnewable electricity
generation, including needs for Nordic countri€sorage is located close to Latvian electricity generation
plans, providing immediate access to gas, if required. Storage could benefit for closer collaboration
between electricity and @s industries.

ACER Recommendatid2015 1.5 (6.):
Information on TSO consultations and the results of the consultations

Project promoterorganizedmeetings with Estonian and Lithuanian TSOs about the project scope and
benefits. Both TSO are introduced wibhojectQ &BA and CBCA. Estonian and Lithuanian m&@s
positively responddto the project scope and benefits ambmmentedsupport forlUGS ahancement
project. Additionally Conexus senofficial letter No.0111/774 to Estonian TSO Elering and Lithuanian
TSO Amber Grion 21.09.2018 witlthe request to provide Project promoter with written support letter.
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Reference tctACER Recommendatidif2015 1.5 (8.):

A business plan including a description of the chosen financing solution (including tariffs), and
information on awarded, applied for and expected grants and loans, also differentiating on nat|
European and otherosirces, as well as on the estimated financing costs (indicating an estimatic
the part of financing costs to be incurred until commissioning of the project). In Member States
where the tariff calculation is carried out by TSOs, a description of theatespapplicable national
YSGK2R2t 23ASa F2NJ GFNAFTF OFfOdzA I GA2Y | YR =z
in sufficient detail.

Business plan evaluates the financial viability of the Project, including chosen financing solutitme an
results of the Market Testing procedure.

The aim of this section isito

Identify the crucial outlays and costs related to the Project.

Present the pursued financing structure of the Projeslited outlays and costs.

Present the results of market deand assessments (Market Testing procedure).

9@ fdz GS GKS tNRp2SOUQa FAYlIYyOAlIf @GALFLoAftAGE
This section has been prepared in line with ENTSOG and EC Guide to CBA. The key items of the Busin
plan section are discussed in the subchapters below.

The aim of this subchapter is to provide an overview of outlays and costs related to the construction and
operation of the IUGS enhancement under the base case assumptions and present the selected solution
F2NIAGQAa FAYLFYyOAy3ID

The sope of the IUGS enhancement includes:

Enhancing gas compressors
Increasing productivity of 36 wells.
Increasing capacity of UGS surface facilities.

Technical parameters of the Project are described in a greater detail in (Project tecuhidain).
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Projectrelated outlays consist of capital (CAPEX) and operational (OPEX) expenditures. CAPEX is expect
to amount to 88.0 EURm, out of which

¢ 28.7 EURm is attributable to increasing power of gas compression units
¢ 27.0 EURm is attributable to increasim@ductivity of wells.
¢ 32.3 EURm is attributable to increasing capacity of surface infrastructure.
25 23.6
20.0
20
g 15 12,5
o 11.0
o
8.0
10 6.6 6.3
5 11.6
o 1.7 1 28 3.7
2019 2020 2021 2022 2023 2024 2025

B Gas Compression Units  ®Wells  ® Surface infrastructure

Figure7 Projectrelated capital expenditures

OPEX will be incurred by Conexus on a yearly basis and is expected to amount to 0.85 EURm, out of
which 0.0 EURm is attributable to fixed OPEX and 0.75 EURm to variable OPEX.

0.9
0.8
0.7

.. 06
=05

[ad

S 04

L
0.3

0.2

0.1
0

Fixed OPEX Variable OPEX Total OPEX

Figure8 Projectrelated operational expenditures
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The incremental OPEX have been estimated with the following considerations:

¢ Variable OPEX
¢ Gas for driving ofgas compression unit 4 TWh m3 of gass expected to be extractedvith
compressiorannually. Estimatedonsumption of fuel gais 0,75% (30 000 MWhandgas price 20
EUR/MWHh thus thecost of compression extractias estimated a600 000 EUR/year.
¢ Electicity costfor compression extractioiis estimated atapproximately D0 000 EUR/yeafduring
2018the injection of 10 TWhcaused electricity costs of apprdd00 000 EURNowever, the cost 050
000 EUR/TWh will be lowdor the Projectdue to 1 pressurencreasing stepvs. 2 steps during
injection, therefore 25 000 EURMWhis assumed. As previously, the estimatedWhof extraction
with compressiorannually translates ta00000EUR/yeayr
¢ Incremental increase in thOPEXf IUGDecauseof extendedinfragructure ¢ 50 000EUR/year.
¢ Fixed OPEX
¢ Spare partgor equipmentg 50 000 EUR/year
¢ Service costef equipmentg 50 000 EUR/year.
¢ No expected incremental OPEX for wells.
¢ Part of assets (wells, surface infrastructure) are expected to start deprecidtirigg the project (with a
depreciation period of 40 years)

The enhancement of the IUGS is expected to be partially financed by EU support in the form of CEF grant:
The value of the funds received from CEF will be dependent on the eligibiptpjettrelated capital
expenditures. The remaining part of CAPEX will be covered by a 50/50 mix of debt and equity.

Debt / equity

Figure9L f f dzZA G N> GA DS TFdzy RAy3I a0 NHzOGdz2NB 2F GKS t Nepe$s
Results of Market Testing

The major objectivef Market Testing related to enhancement of IUGS was to assess generainadary
interest of market players in using the Project in the future. It wasdooted in the August 2018. Key
market players in the region were sent a Market Testing questioaraid asked to make an unbinding
indication of:

¢ their potential level of interest in making capacity booking at IUGS in yearsZRUH
¢ optimal withdrawal schedule

¢ target destination markets of stored gas

¢ acceptability of tariff increases

Market Testing gestionnaires were received from all major market participants. As such, Market Testing
procedure was evaluated as successful.
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For the purpose of further financial and economic analyses, it was crucial to identify additional capacity
bookings that would apear in IUGS solely due to the enhancement. Consequently, the obtained capacity
bookings were divided into substitutional (substituting existing bookings) and incremental (new

bookings).

Market Testing participants indicated that the Project is welcomedhgy market with interest and

F LILINBOALF GA2YT 6AGK AGA LRGSYGALlf dzZaSN&R 221AYy
flexibility. Interest of market players was further confirmed during telephone contacts and informal
discussions, in which spéc companies stated that:

S oX0 adNRy3fe thdnticiRintikasd dNE dversicaiion bf’ssqu@es and routes of
adzLJLJ € ¢

a¢KS L!D{ SELI yaAzy shorterin tradibgf ofparturdiés which wé did_dot halé 2
before.Increased flexibility of the IUGS is something that we have been looking for.

dThe idea behind the Project is most justifigdX 0 A G aK2dzZ R Fft2¢ (2 AyONBI|
YFEN] S o6X0 6S FdzZf t & adzZ2NI Adé

a2 AGK KAIKSNI ¢A G KRINiE dblefto p@y o Brgerirdiedirk pedk isHaing duking winter
Y2y iKEDEé

Market Testing results received from major market participants indicate continued interest in the usage
of IUGS after the enhancement. Nonetheless, none of the capacityingsdeclared in the received
Market Testingquestionnaires was identified as incremental.

Not all of the current users of IUGS submitted their replies toMlagket Testingorocedure, however, on

the basis of key market players interest, it was assumed tiet will continue to utilize the IUGS at the
same level as they do currently. Moreover, no estimates of stesnh storage volumes (for trading
purposes) was provided despite the expressed interest. Consequently, the expected demand for IUGS
seasonal balazing and montkper-month withdrawal remains at the current level.

12.0
10.0 9.9 9.9 9.9 9.9 9.9 10.0 10.0 10.1 10.1
10.0 00 0.0 a.0 — 60 0s0 00
[0.7] 0.7 0.7 [0.7] 0.7 0.8] 0.8
8.0 1.8 1.8 1.8 1.8
>
§ 6.0 24 24 2.4 2.4 2.4 2.4 2.4 2.4 2.4 2.4
'_
4.0 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3 2.3
o IIIEEIIII
Average 2026 27 28 29 30 34 38 42 46
mHalf October ®November mDecember January February ®mMarch ®April May

Figurel0Volumes of gas to be injected in the enhanced IUGS and rpertmonth withdrawal schedule according to declarations of Market
Testing participants [TWh, 2026]

Nonetheless, despite the positive reception of the Project and the possibilities it brings, its potential users
would rather not see IUGS tariffs increase. Majority of companies, which subnhitsellet Testing
questionnaires, stated that they would not balling to pay an increased IUGS tariff if the withdrawal
capacity is increased. Furthermore, these companies constitute key users of the IUGS as they declare
94% of the overall expected volumes of gas injected into the IUGS.
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Would you be willing to pay an increased IUGS tariff if the
withdrawal capacity is increased?

[] Yes (but depends on the price spread) [l No

Replies by number of Replies by declared
companies: volumes of gas
injection into the IUGS

i

Figure 11 Survey results

Profitability analysis

The main goal of the financial analysis is to capture the general financial performance of the Project,
without accounting for its financing structure. The approach to performing the financial profitability
analysis is based on the RENTSOG CBA Methodology draft from July 2017 and the EC Guide to CBA of
Investment Projects 2012020.

The final output of the financial profitability analysis is a set of three financial performance indicators,
whichwere computed at both the total Projd-, as well as the Project Promoters level:

Financial Net Present Value (FNPMhis indicator represents the absolute, discounted value added
produced by the Project measured in Euro (a value of above zero will suggest positive Project profitability)
Fnanciallnternal Rate of Return (FIlRRhis indicator represents the Project profitability measured in as a
percentage rate of return (a value above the financial discount rate will suggest positive Project
profitability)

Financial BenefiCost Ratio (FBR ¢ this indicator represents a ratio of discounted benefits to discounted
costs (a value of above one will suggest positive Project profitability).

The above set of three common indicators based on ENTSOG and EC guidelines ensures the comparabil
0SG6SSYy LINR2SOGa 020K d tNr2SOG tNRBY2GSNRA |yl

Revenues CAPEX . .
: : Financial performance
Discountat applicable L
[ - indicators
OPEX

(FNPV, FIRR, FBCR)
Figure 12 Simplified approach to calculation of financial profitability indicators

financial discount rate

Residual value

According to ENSTOG and EC methodologies, only selected groups of cash flows should be selected for
financial analyses. These cash flows include:

Investment outlays (CAPEX).
Operating outlays (OPEX).
Financial / economic inflows (revenues and resldwdue).
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Tablel3 Overview of cash flows taken into account for financial profitability estimation based on 2nd ENTSOG CBA methodology from Jul
2017 and EC Guide to CBA of Investment Projects-202@

Cash flow Description

CAPEX Project total expenditures (TOTEX) including CAPEX and OPEX have been describe in a greatel
subchapterTechnical SolutiofCAPEX, OPEX and financing structure)

Project total expenditures (TOTEX) including CAPEX and OPEX have been desgrisgér detail in

SRS subchapterTechnical SolutiolCAPEX, OPEX and financing structure)

The Project is not expected to invoke incremental kgign storage volumes (and no incremental
shortterm volumes were provided in Market Testingssuming no tariff increase, incremental
revenues from the Project are zero. Assumption of no tariff increase in the initial FNPV calculatio
adopted based on:
¢ YEN] SG LXFESNBQ SELISOGIGAZYa SELINBaasSR
¢ methodologies adopted in InvestmeRtequests of other gas infrastructure projects in the
Baltic region which were already approved by respective NRAs and the EC (e.g. the GIF
Project).

SRS The revenues of the Project are considered 0 (no revenues are foreseen) since the Project resull

not going to be provided/sold as a separate service, but included in the scope of separate differei
already existing services provided by the Project promoter: transmission services and storage ba
services. IUGS storage booking services offers new firasiacts for the users purposefully designed
to convenient and economically viable in the new natural gas market conditions offers: Bundled
capacity product and Market product. Each product includes injection, storage and withdrawal
services, wherdundled product also includes virtual reverse flow. The products include various fix
and interruptible capacity services. Taking into account that the IUGS services are sold as packa
not separately, the unbundling is not possible.

Residual value was computed as net value of IUGS enhancement assets at the end of year 204¢

RESTLE] e the 20 year forecast period).
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In line with the abovementioned assumptions, the IUGS enhancement project is not profitable in financial
terms and as suctloes not offer the Promoter sufficient incentives for pursuing its implementation. It is
further confirmed by a negative FNPV7df.4EURmM and low value of FRR and FBCR indicators equal to
5.1% and 0.1 respectively.

FDR @ FRR: (5.1)% FRR: (5.1)% FRR: n/a FRR: n/a
4. 7% FBCR: 0.1 FBCR: 0.1 FBCR:nfa FBCR: n/a

10,2
;0
71,4
(100%)
e
) ¢ Amber i
Commercial  Residual value CAPEX OPEX FNPV conexvs Grid A EIerlng

revenues
Figurel3 Project FNPV per financial cash flow component at the total Project and per TSO leve2(262afiscounted; EURm]

Detailedfinancial profitabilitycalculations arg@resentedin Annex 1

Sensitivity analys(&ENPV)

The main objective of the sensitivity @gsis done with regard to the financial profitability results is to
determineK 2 ¢ (1 K S finahtRIPrBfitabil®shanges depending on the CAPEX and OPEX
fluctuations.

Thiswas achievedby simulating impacts, that a change in a single variabledvrane on the end result
(FNPY. In order to limit the complexity of this analysis both in terms of number of assessments and
interpretability of results, key input dataastested oneby-one, leaung everything else unchanged
@QOS i SNRa L) ChAngaizin the inpyitlvdrigbisvretested at 106 intervals in the range
from 80% to 12% of base value.

Tableld{ SyaAdGAGAGE Iylfeara F2NJ 6KS t Nea2sOdlQa Cbt+ F2NJsz 2F AyLlLlzi o

Value of FNPV for % of base CAPEX and OPEX [EURmM]

% of basevalue

80% 90% 100% 110% 120%
CAPEX -61.7 -66.6 -71.4 -763 -81.1
OPEX -69.7 -70.7 -71.4 -72.3 -73.2

Tablel5{ SyaArtA@gAGe lylfteara F2N GKS tNr23S0iQa Cbtzx F2NJ RAFFSNByd TaA

Value of FNPV for different first year ¢froject operations [EURM]

% of base value

2026 2027 2028 2029
-71.4 -708 -702 -69.7
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PSCBA evaluates the soe®02y 2YA O @Al oAt AGe 2F (GKS tNeaSOilz
economic cash flows, and the results of the sensitivity analysis.

The aim of this section is:to

Incorporate the results of the Business plan.
Supplement N2 2S0iG Qa TFAYIl y OlktohomOtashKlows.t 268 SAGK &20A2
Perform sensitivity analysis on so@oonomic benefits.
9@t fdzl S (K Secondwik @isbilityi Qa &2 OA 2
This section has been prepared in line with ENTSOG and EC Guide to CBA. The kéyhiedArRCBA
section are discussed in the subchapters below.

The CBA is based on ENTSOG methodology of Energy System Wide Cost Benefits Analysis. The purpos
the cost benefit analysis methodology is to provide a tool to reflectctiraribution of the candidate PCI
projects to meet the criteria requested by the Regulation.

The CBA methodology is composed of two steps:

the TYND#FStep, providing an overall assessment of European gas system under different level of
development of infrasucture;

the ProjectSpecific Step (PStep), providing an individual assessment of project impact on the European
gas system based on common dataset defined through theYiear Network Development Plan step
(TYND#FStep) and project specific data.

PSStep is following the same stages as the TY4SEP with the following additions:

the calculation of ther-1 indicator;

the calculation of Economic and Financial Performance Indicators;

a sensitivityanalysis on projeespecific data;

a qualitative analysisommenting on the previous results and justifying potential additional benefits of the
project (especially for project connecting new areas to the European gas market).

The assessment of the project is carried out on the years 2046 and pesented in the Investment
request on the years n, n+5, n+10, n+15 and n+20 (n being the year of analysis), therefore, the presentec
period is covering years 26, 2031, 2086, 2041 and 2@16. In calculations ofhe Economic and Financial
Performancendicators, the extended time horizon is used. This covers the period from the year of the
analysis until the 20th full year of operations. In the CBA three gas demand scenarios are modelled: Greer
Revolution, Green Evolution and Blue Transition. The gseenarios covers the significant impact of
decarbonisation targets. Green Evolution, takes a national perspective and Green Revolution takes
accelerated European or even global perspective on the energy transition, in light of recent developments
such asthe Paris Agreement and the latest EU Climate Package. The Blue Transition scenario show:
efficient achievement in terms of green ambitions under a context of moderate economic growth, but
does not reach the level of the Green scenarios.

The implementatiomf the PSStep is composed of thramajor componentg, Financial analysis, Economic
Analysisand Qualitative Analysis. Corresponding output of these components are as follows: Financial
Performance Indicators, Economic Performance Indicators and Reflectiother benefits of the project

A number of the benefits from the Project are identified in the CBA. However, many of the benefits are
inherently challenging to quantify and further monetize. Many of the benefits are connected to the wider
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European Umin level vision of Energy Union and connecting the Baltic States to the European internal gas
markets. As a result from the EU Energy security stress tests, from ENTSOG TYNDP and other analys
the European Commission concluded that FirniBsittic regionis most vulnerable region in EU in terms

of gas supply. The Project ensugas movement via the unified market zone audficientpressure levels

in the national transmission system

The CBA looks at the regional benefits from the Projectyever due toGlIPLconnection to Central
Europe different benefits can arise which have wider geographical consequendé® CBA, efforts are
made to monetize as many benefits as possible, for which robust methodologies exist.

Due to the historical progress of thi®roject (as described in Project description), certain positive socio
economic externalities have appeared due to CBMZ developments that have taken place after PS CB!
completed by ENTSOG in 2017. Therefore th€BS of the Project combines ENTSOG PS &3Blisr

with additional economic benefits assessed for the project.

Detailed CBA calculatioase given imAnnex2 and their summary is presented in the following chapters.

This section provides a short summary of the financial profitgl@nalysis, as required by the relevant
regulations. The key financial performance indicators of the Project are presented below.

Tablel6 Financial performance indicators for Latvia

Unit Value

FNPV MEUR (71,4)
FIRR % (5,1)%
FBCR % (0,1)%

Inconclusion, he IUGS enhancement project is not profitable in financial terms and as such does not offer
the Promoter sufficient incentives for pursuing its implementation

The Project imot expected to invoke incremental losigrm storage volumegand noincremental short

term volumes were provided in Market Testing). Assumiagdirect service revenuencremental revenues

from the Project are zero.

Residual value computed as net value of IUGS enhancement assets at the end of year 2046 (end of the 2C
yea forecast period).

Project TOTEX includi8g.0million EUR CAPEX and 0.85 EURm /y OPEX (undiscounted).

The whole project profitability is attributed t6onexuswhich is the sole Project Promoter.

Consequently, EU support is required in order to clteefinding gap of the Project.

Reference to ACER Recommendation 5/2015 1.5 (7.e):
A detailed assessment of the efficiency of the expected costs of the project;

In order to calculate the economic performance indicators, benefits and costs are identified and
monetized. For discounting the social discount rate of 4% has been applied in accordance with the
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ENTSOG methodologgpecific assumptions for the economiskdlows categories utilized in the course
of the Cost Benefit Analysis are presented in the table below.

Tablel7 Assumptions for economic performance indicators

Costs and benefits Assumptions

Same assumptions as for Financial Performdndizators. Please see the respective section fc
information about the assumptions.

Same assumptions as for Financial Performance Indicators. Please see the respective sect
information about the assumptions.

Interest Sameassumptions as for Financial Performance Indicators. Please see the respective sectic
expenses information about the assumptions.

Saved working capital costs calculation quantifies the degreehtoh the IUGS has to be filled, i
order to cover the minimum demand for the storage in the Baltics without the occurrenc
disruptions.

Minimum demand (daily need) for the storage in the Baltics is calculated based on the dai
consumption in the Bltics, which was historically not covered by annual base load imports o
to the Baltics. Thus, this is a conservative assumption calculating with the theoretical min
volume at which the IUGS would have to be used in order to cover daily gas quimuin the

Baltics without any disruptions.

Gas consumption of the Baltics is based on daily historical data about consumption in 2015
a 2017 (after 1 May 2017 in case of Latvia). The dataset is built on daily data on gas flow (Lit
Estonia)or allocation (Latvia) on crodmrder interconnection points of the given countries, nette
to derive a daily consumption in each country and finally adjusted by Eurostat data on a
natural gas consumption. Daily data on gas flow and allocation vegheed from corresponding
TSOs' websites.

The calculation reveals that before the IUGS enhancement, with planned transmission s
pressure of 50 bar, the storage would need to be filled to 60% (8.958 TWh) in order to pr
sufficient withdrawal capdty; however, after the enhancement, only 27% (0.966 TWh) of
storage would be needed to provide sufficient withdrawal capacity.

The following table presents an overview of assumptions to the calculation of saved wc
capital costs:

CAPEX

OPEX

Costs

Competition

(Saved Costs of
Working Capital
6a{/ 22/ £ Pprice of naturagas* 20 EUR/MWh as of 2018

Benefits

WACC 47 %p.a.

Number of day$ 450 days
The situation is illustrated in the following chart:

Withdrawal curve
300.0

2500 o
200.0
150.0
1000

50.0

0.0
100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0%

w/o project (50 bar) with project /

Corresponds to volume not withdrawn currently at 50 bar

32rd ENTSOG methodology for cdmnefit analysis of gas infrastructure projects

4average time of gas remaining in the storage (for the gas, which is not withdrawn at the end of the current storage period)
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Costs and benefits Assumptions

*Assumptions have been applied that the natural gas price shall develop according to the '
Bank Commodity Markets OutlooKhe table below provides the assumptions used in the
model per years:

2026 2031 2036 2041 2046

Price of gas

(post2018 source: World Ban 21,2 23,0 24,3 25,5 26,7
Commodity Markets Outlook)

When quantifying the impact of the IUGS enhancement on disrupted demand of gas, we calc
cost of shoriterm gas disruption to the economy as
GDP * Share of natural gas on GDP * Resilience of the economy tdesioigas disruption /
Natural gas demandhere GDP

0 Latviain 2016 = EUR 25,925.2 million

o Lithuaniain 2016 = EUR 40,222.6 million

o Estoniain 2016 = EUR 21,949.0 million

o0 GDP growth sinc2024 is fixed at 3% p.a. for each of the countries
Share of natural gas on GDP = natural gas consumption as per ENTSOG 2017 scenar
Evolution, EU Green Revolution, Blue Transition (equal weight assigned to each of th:
scenarios) divided bytal consumption of energy (2016 levels, fixed)

Security of

supply )(/Saved Resilience of the economy (possibility of ski@mtm gas substitution in case of disruption)
Costs of Gas 25%

Disruptions Probability that disruption occurs in a given year is 5%, i.e. a disruption occurs once in 2(

6a{/ 2D5¢
{ For disoption volumes with and without the IUGS enhancement, we use ENTSOG 2CBAF

estimates for 1 Design Case day and 2 Weeks disruption scenario. The estimates are still ap|
because when comparing the storage volume saved following the IUGS enteridegtween the
previous (submitted in 2014) and current investment request, the conclusion is that the cu

project scope contributes to 670 mcm of storage volume savings (which is the volume at -
withdrawal would have to stop at required 50 barepsure in the base case), while the previo
investment request project scope saves 535 mcm (which equals increase in working gas vol

the storage). In other words, the historical scope of the Project was causing positive externa

society by arextra 535 mcm of gas to cover the disruptions, while the current scope of the Pr.
contributes by an extra 670 mcm of working gas volume. Using ENTSOBARS&ta of 2017 or
disruptions thus can be considered a sufficiently conservative assumption.

The social discount rate (4%) suggested by ENTSOG has been used to estimate the discoul

value of costs and benefits.

This chapter is constituted by identification of impacted countries (i.e. identification of societies which
will be subject to the CBA analysis), monetization of socioeconomic externalities, calculation of economic

profitability indicators and sensitivity analysis for ENPV.

Discount rate

In addition to Latvia, the foreign countries most impactadthe Project are Lithuania and Estonia (as
users of IUGS services currently which is planned to continue in the future). The IUGS usage per countr
is foreseen around 10% for both Lithuania and Estonia, and roughly 80% for Latvia. Neighbouring countries
have the direct interconnections with Latvia as well as the Klaipeda LNG terminal is a user of IUGS. Afte
the improvement of the &tvia-Lithuania interconnection in 2023, thadrease of the interconnection
capacity will enable the exchange of greaterwnés of natural gas between Latvia and Lithuania, which

will be especially important after establishment of the single Baltic natural gas makgkeivell, the
improvement of Latvidegonia interconnection (Karkswill allow the incrase of natural gas fles and

allow Estonian and Finnish traders to store natural gas at IH®8ever, for the purposes of CBA, the
current user portfolio is considered, therefore, impacted countries for economic analysis are Latvia,
Lithuania and Estonia.
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Monetization of socieconomic externalities

The Project has significant potential to contribute to the realization of EU Objectives for energy market
development (i.e. Competition, Market Integration, Security of Supply and Sustainability). The
contribution can materialize bya:

¢ positively impacting the bargaining power of local players vs the currently dominant supplier of gas to the
region (and as a result lowering the cost of gas supply for the region),

¢ AYLINRB@GAY3A aaSiaQ STTAOASyOeurréndy used cushibn/glsii Ay 3 (G KS

¢ lowering the costs of energy interruptions after desynchronization from Russia, enabled by providing a gas
supply backup in an power & gas energy coupling scheme,

¢ reducing emission volumes of CO2, NOx, Sox and other emissi@nseaslt of increased adoption of
natural gas by the market

Out of the several likely Project impacts, two externalities related to Saved Costs of Working Capital and
Saved Costs of Gas Disruptions were monetized. The detailed monetization results aneeoléslow.

SavedCosts of Working Capital

Taking into account the increased volume of gas supply after the Project implementation, the discounted
value of saved capital per year amounts to 89,8 million Eur.

Tablel8 Saved capital per annum in selectgehrs of the life cycle

2026 2031 2036 2041 2046
Saved capital, undiscounted, MEUR 6,4 6,9 7,3 7,7 8,0
Total saved capital, MEUR Discounted
Estonia 9,0
Latvia 71,9
Lithuania 9,0
Total 89,8

Saved Costs of Gas Disruptions

In the table below thdmpact of the Projecbn Latvian, Lithuanian and Estonidisrupted demand is
presented From the table below it can be seen thidGS enhancememould decrease the cost of
disruption mainly in Latvia and in a small amount in Estonia.

Tablel193 Security of supply (Disrupted demand)

Cost of disruption without IUGS enhancement (scenarios weighted), MEUR

Estonia 0,0 0,1 0,1 0,1 0,1
DC (1 day) Latvia 0,2 0,4 0,4 0,4 0,4

Lithuania 2,1 2,4 2,6 2,6 2,6

Estonia - - - - -
2W (14 days) Latvia 3,8 5,4 6,0 6,0 6,0

Lithuania 21,1 24,4 25,9 25,9 25,9
Cost of disruption with [IUGS enhancement (scenarios weighted), MEUR

Estonia - - - - -
DC (1day) Latvia - - - - R

Lithuania 2,1 2,4 2,6 2,6 2,6
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Estonia - - - - -
2W (14 days) Latvia - - - 0,1 0,2
Lithuania 21,1 24,4 25,9 25,9 25,9
Disruption cost avoided (scenarios weighted), MEUR
Estonia 0,0 0,1 0,1 0,1 0,1
DC (1 day) Latvia 0,2 0,4 0,4 0,4 0,4
Lithuania - - - - -
Estonia - - - - -
2W (14 days) Latvia 3,8 54 6,0 5,9 58
Lithuania - - - - -
Total based on scenarios weights, MEUR  Discounted
Estonia 0,7
Latvia 78,9
Lithuania -
Total 79,6
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Economic profitability
Based on the CBA results arational net impact calculation, cross border cost sharing outside the project
promoting states is not exqeted.

On a total Project level, the IUGS enhancement is highly profitable in socioeconomic terms and offers
positive value added to societies iniafipacted countries

¢ 89.8 million EURbenefits (53%) expected from SCoWC, #ailion EUR benefits (47%) expected from
SCoGD

¢ Residual value, CAPEX and OPEX values as in financial analysis, just discounted at the 4% social discol
rate.

¢ Latvia is the cladeader in terms of socioeconomic profitability due to highest expected usage of the IUGS

¢ Lithuanian and Estonian societies are expected to benefit from the investment as well, proportionally to
the degree of their IUGS usage.

Table20. Economic performece indicators

Country Unit ENPV EIRR EB/C
Latvia MEUR 78,40 4.7% 192,6%
Lithuania MEUR 8,98 NA N/A
Estonia MEUR 9,69 NA N/A

Total MEUR 97,1 5,6% 214, ™%

Based on the ACER Recommendations, calculating national net impacts, expected revenues related t
capacity bookings are added to the ENPV of the particular country.

Table21. Summary table with costs and benefits for each country

Costs and benefits Discounted amount

Latvia
CAPEX MEUR 74,8
OPEX MEUR 98
Costs
Interest expenses MEUR -
Total costs MEUR 84,7
Competition (Saved working capital costs) MEUR 71,9
Security of supply (disrupted demand) MEUR 78,9
Benefits Competition (Price swing) MEUR -
Residual value MEUR 12,3
Total benefits MEUR 163,1
Benefit/cost ratio 192,8%
CAPEX MEUR -
Costs OPEX MEUR -
Interest expenses MEUR
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Total costs MEUR

Competition (Saved working capital costs) MEUR 9,0

Security osupply (disrupted demand) MEUR -
Benefits

Competition (Price swing) MEUR -

Total benefits MEUR 9,0

Benefit/cost ratio N/A

CAPEX MEUR -
OPEX MEUR -
Costs

Interest expenses MEUR

Total costs MEUR

Competition (Saved working capitaists) MEUR 9,0
Security of supply (disrupted demand) MEUR 0,7

Benefits

Competition (Price swing) MEUR -
Total benefits MEUR 9,7
Benefit/cost ratio N/A

Total project

CAPEX MEUR 74,8
OPEX MEUR 938
Costs
Interest expenses MEUR -
Total costs MEUR 84,7
Competition (Saved working capital costs) MEUR 89,8
Security of supply (disrupted demand) MEUR 79,6
Benefits Competition (Price swing) MEUR -
Residual value MEUR 12,3
Total benefits MEUR 181,7
Benefit/cost ratio 214, %6

40



conexus

Sensitivityanalysis (ENPV)
Reference to ACER Recommendation 5/2015 1.5 (7.a):
A sensitivity analysis and accompanying studies;

The following table gives the projedEP$ in case of CAPEX and OPEX amount changes as well as in case
if first full year of operationslelayed byless than 1 to Jear(s)

Table22 EPIs if total CAPEX amount changes

ENPV
Change (20%) (10%) - 10% 20%
Latvia
ENPV 87,5 82,9 78,4 73,9 69,3
Change (20%) (10%) - 10% 20%
Lithuania
ENPV 9,0 9,0 9,0 9,0 9,0
Change (20%) (10%) - 10% 20%
Estonia
ENPV 9,7 9,7 9,7 9,7 9,7
EIRR
Change (20%) (10%) - 10% 20%
Latvia
EIRR 6,0% 5,3% 4,7% 4,2% 3,8%
Change (20%) (10%) - 10% 20%
Lithuania
EIRR NA NA NA NA NA
Change (20%) (10%) - 10% 20%
Estonia
EIRR NA NA NA NA NA
EB/C
Change (20%) (10%) - 10% 20%
Latvia
EB/C 225,%% 207,%% 192,6% 180,20 169,60
Change (20%) (10%) - 10% 20%
Lithuania
EB/C NA NA NA NA NA
Change (20%) (10%) - 10% 20%
Estonia
EB/C NA NA NA NA NA

N

1
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Table23 EPIs if total OPEX amount changes

ENPV
Change (20%) (10%) - 10% 20%
Latvia
ENPV 80,4 79,4 78,4 77,4 76,4
Change (20%) (10%) - 10% 20%
Lithuania
ENPV 9,0 9,0 9,0 9,0 9,0
Change (20%) (10%) - 10% 20%
Estonia
ENPV 9,7 9,7 9,7 9,7 9,7
EIRR
Change (20%) (10%) - 10% 20%
Latvia
EIRR 4,% 4.8% 4,7% 4,6% 45%
Change (20%) (10%) - 10% 20%
Lithuania
EIRR NA NA NA NA NA
Change (20%) (10%) - 10% 20%
Estonia
EIRR NA NA NA NA NA
EB/C
Change (20%) (10%) - 10% 20%
Latvia
EB/C 197, 2% 194,9% 192,60 190,80 188,20
Change (20%) (10%) - 10% 20%
Lithuania
EB/C NA NA NA NA NA
Change (20%) (10%) - 10% 20%
Estonia
EB/C NA NA NA NA NA

N

2



conexus

Table24 EPIs if first full year of operations is delayed by x year(s)

ENPV

Change 0 1 2 3
Latvia
ENPV 78,4 75,2 72,0 68,8
Change 0 1 2 3
Lithuania
ENPV 9,0 8,5 8,0 7,6
Change 0 1 2 3
Estonia
ENPV 9,7 9,2 8,7 8,3
EIRR
Change 0 1 2 3
Latvia
EIRR 4,7% 4.4% 4.2% 4,0%
Change 0 1 2 3
Lithuania
EIRR NA NA NA NA
Change 0 1 2 3
Estonia
EIRR NA NA NA NA
EB/C
Change 0 1 2 3
Latvia
EB/C 192,86 189,3% 186,206 183,1%
Change 0 1 2 3
Lithuania
EB/C NA NA NA NA
Change 0 1 2 3
Estonia
EB/C N/A N/A N/A N/A

Qualitative analysis
In this chapter other benefits, which could not be monetized with sufficient certairegescribed.

Market Integration

Connecting Europe Facility aims to interconnect the separate energy markets of Europe into one single
integrated European energy market. The Project supports this goal as it ensures the gas supply safety an
pressure in the transition system after the nuroes interconnection projects are implemented in the
region, agmprovement of Latvidestonia interconnection (Karksippprovement of the Latvidithuania
interconnection, Balti€onnector and other.

Overall flexibility of system

IUGS is an integral pavt the Baltic natural gas supply system and is the only functionary storage facility
in the Baltic states and ensures the stability of the regional gas suffibr. commissioning of Baltic
Connector at the end of 2019 Elering is going to increase thedpdeNBE Ay (G NI yaYAcaaaA 2
Tallin (connectlUGSwith Estonia) up to 54 bar on border Estonia and La#&provided previously,
currently, at the end of extraction season frotdGS pressure in reservoir drgquntil the 33 barlevel,

which meansthat without the Projectit becomesimpaossiblefor lIUGSo secure the regioal gas supplies

due totoo low pressure in reservoiAdditionally, it is technically almoshpossible to move gas streams

on short notice in the common gas market arédae Pojectwill increase availability of storage services

and transregional gas transfers for the regiohhis will increase confidence in the gas markets among
market participants, which would also contribute to the harmonization of the prices. Flexible
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interconnected system will enable efficient transfer of residual gas flows to other regional EU member
states in need, therefore enabling greater security of supply.

Thedesynchronizatiorof the Baltic electricit grid from theRussian (BRELzgne andsynchronization

with the continental Europe or the Nordic zone will have a significant impact on the natural gas market.
It will directly increase demand for natural gas across the region. Upon accession to the new
synchronizatiorzone, the Latvian producers of electricity will have to provide ensure their own generating
capacities and natural gas to a large extent will have the role of guaranteeing the stability of power supply.
The Baltic electric grid interconnections NordBalté8en-Lithuania), Estlink | and Il (Estosimland) and

LitPol (Lithuanidoland), which have had a PCI status, have fundamentally changed the electricity
generation market in the Baltic states, leading to increased demand for natural gas and its storage
capacities. Interconnections with the Nordic region have increased competition in the electricity
generation market, requiring greater flexibility from the electricity producers, and this can be provided by
thermal power plants running on natural gds.the next 10years, IUGS will have a major role in Latvian
energy supply, because after tfesynchronizatiorof the Baltic electricity grid IUGS will act as the
electricity supply and power security warrantor in the region

The Projecsuppots biogas transportation and biogas market developménttransport sector, biogas
could have a key role in meeting the EU 202030 and furthergoals for transporand othersectois
renewable fuel share. EU goal is to have 10% of the transport fuehgdnoim renewable energyas well

as target of EU 2030 is lzast a 27% share of renewable energy consumpiofuels, including biogas,

are important elements in meeting this goal. Therefore, biogas market development has significant
positive synergiewith other sectors and EU sustainability goals.

Exploitation of natural gas produces substantially less emissions compared to other fossil fuels. Satisfying
the increased demand and technical conditions after implementation of interconnection projects
enhances the opportunityo minimize CO2Zmissions by antinuing the lifetime ofpower plantsin the

region utilizinggas as a fuelt the same time this would improve security of supply and increasing the
amount of balancing power capacity needed in effitienergy markets.

In terms of renewable energy development, gas power plants have vital role in balancing of the
intermittent renewable power source3he role of balancing capacity is increasing in the European power
system, because of increased utitiva of renewables in the energy sector on the continent. As gas power
plants are easy, quick and less expensive to build and their electricity generation volume is high, they are
well suited for balancing purposes. Gas power plants are also suitablenfengency use, as they are
easily started and stopped.
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CROSS-BORDER COST ALLOCATION

Key objective of the Cro€®order Cost Allocation proposal (hereinafte€BCA) is to establish the fair
division of investment outlays (CAPEX) between the Projectasttbearers and net beneficiaries as well

as to define the Projeapptimal funding structure (including CBCA and CEF). Consequently, the CBCA
proposal along with all supporting analyse has been formulated in three steps including:

¢ Identification of projet net beneficiaries and net cost bearers,
¢ Calculation of the necessary CBCA monetary compensation,
¢ Definition of the optimal funding structure from the perspective of the Project.

The CBCA proposal step has been performed in line with provisions of thiafReg347 / 2013 and the
ACER Recommendation 05/2015. Discussion of all relevant items has been done in the subchapters below

Identification of Project net beneficiaries and net cost bearers

The aim of this step to identify countries, which should tpket in the CBCA procedure as either payers

or beneficiaries of the compensation sum.

t NE2SO0iQa ySi O02aid oO0SINBNE FyR ySi o0SYySFAOALF NR
impacted by the Project implementatiorENPV is understood as difference between discounted
socioeconomic externalities and discounted TOTEX less residual ®alugries with negative value of
9bt+ 09btx §f n0 IINBE O2yaARSNBR a tNere2SOiQa yS
ENPV (ENPV>0) RS SYSR a tNRr2SO0Qa ySi o0SySTAOAI NRSaA
In case of enhancement of IUGS, all countries impacted by the Project implementation, i.e. Lithuania,

Latvia and Estonia, reach a positive value of ENPV. As such, these countries have been identified as n
beneficiaies of the Project.

ENPV[EURm]
Net Net Net
beneficiary beneficiary beneficiary

— [~ -

Lv LT EE

Figurel4 Identification of Project net cost bearers and net beneficiaries on the basis of ENPV values in countries impacted fgcthe Pro
implementation

Consequently, the analysis reveals that there are no net cost bearers dfrtject¢ societies in all
countries significantly impacted by implementation of the IUGS enhancement are expected to benefit
from its realization.
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CBCA monetary transfer is a compensation to bRpa2 dzi o6& GKS t Ne2S0iQa y S
bearersin an attempt to close their funding gapklowever, all three countries (Latvia, Lithuania and
Estonia), which have been identified as impacted by the modernization and extension of IlU@&Jetre
beneficiaries. As a consequence, CBCA monetary transfer is not applicable to the Project due to the lacl
of net cost bearers entitled to receive CBCA compensation.

ENPV
Net beneficiary
n= 78 EURm of the Project
_ LACK OF NO CBCA

= 9 EURmM jitenciichn NET COST TRANSFER
BEARERS RATIONALE

Net beneficiary

HE 10 EURm of the Project

Figurel5 Value of CBCA monetary transfer related to the Project

Consequently, he Project Promoter proposes that a CBCA decision is issued, dictating that there should
be no CBCA transfersetween the significantly impacted countrie¢Latvia, Lithuania and Estonia)
resulting from realization of thdUGSenhancement.

Projectrelated outlays (CAPEX and OPEX) incurred by the Conexus are expected to be covered by extern
support in the form of EU grants (CEF) and additional revenues stemming from the tariff iAcrease

106,9 0,0 0,0 44,0

62,9

CAPEX and OPEX Revenues CBCA CEF Tariff increase
Figurel6 UGS enhancement funding structure [undiscounted; 2086EURmM]

Grants received from CEF may amount to 44.0 EURm, which constitutes 50% of the overall value o
Project related CAPEX. The value of potential EU grants was calculated as the minimum of:

Product of funding gap ratéequal t098.26) and eligible expenditure (equal to.8&URmM),
Product of maximun€EF cdunding rate (equal to 5%P) and eligible expenditure (equal to 8EURM)

5 The Regulation 347 / 2013 also proposes to include Aot her me delgaobligatorny sapacity bookings, revenue guarantees

etc.) as measures aiming to close the funding gap. In the case of the IUGS enhancement, implementation of such mechanisms is not
expected.

6 In line with the 2018 CEF Energy Calle maximum cefinancing rates of EU financial assistance to be granted under this call for proposals
are laid down in Article 10(3) of the CEF Regulation and shall not exceed 50% of the total eligible costs of studiesradidrerfunding rates

may ke increased to a maximum of 75% for Actions which, based on the evidence referred to in Article 14(2) ofEhR&gtiNation, provide a
high degree of regional or Bide security of supply, strengthen the solidarity of the EU or comprise highly inne@sativtions. In casef the
Project this degree is limited as evidenced by the results of the socioeconomic analysis that EE and LT are below 10% Gfdveseefitsntly,

the maximum cefunding rate is equal to 50%.
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lllustrative presentation of CEF calculation is provided below:

Figurel7 Calculation of the value of CEF funding

In order to cover the remaining par62.9 EURm) of CAPEX and OPEX related to the IUGS enhancement,
Conexus might increase the tafifit should be noted however, that the increase of tariff, which is
conditional upon the EU support, should be minimized in order to meet the expectations of market
participants.

In line with the Market Testing findings (for detailed description pleasessvchapter Market Testing),

it is expected that volumes of gas stored at IUGS in the future will remiathe current levels.

/| 2yaSldsSyidtes GKS tNreaSOoiQa AYLIOG 2y GFNARFTa
caused by Projeaklated CAPEX and OPEX.

In case of no EU support in the form of CEF grants, the average total tariff cost base after the
implementation of the Project would increase 253.7 EURm, (including the RAB from the Project in the
investment period) from the existingpst base of ca. 20.8 EURproducing a 33% increase in tariffs|f

a 50% CEF grant is awarded, the impact on the tariff cost base could be frhitetbtal cost base would
increase t24.6EURmM, reducing the impact on tariffs18%.

Analyzing only the incremental cost base, the award of the CEF grant would limit the cost base increase
from 6.9 EURmM t8.8 EURmM (&5% reduction in tariff increase).

Figurel8 Average IUGStiff cost bases and impacts onm tariffs without / with GE€narios [EURm; 2052046]

The above tariff impacts is based on average figures. For more detailed tariff impact analyses please
refer to the MS Excel model, which is an integral part of this Investment Request.

7 If the decision is made to increase the tariff, Conexus expects to increase the regulated asset base by the amount of construction-
in-progress value of the Project, as permitted by the article 12 of the Storage tariff calculation methodology (issued by Public Utilities
Commission of Latvia)

8 Tariff cost base assumed to be fixed at the 2023 level for which forecasts are available.

® Volumes of gas stored in the IUGS assumed to be constant over the analysis period, therefore changes in the cost base represent
impacts on tariff.
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