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Dear readers,

It is my pleasure to present th&nnual Report on the Activities of the Croatian Energy
Regulatory Agency for 202@hich is submitted to the Croatian Parliament pursuant to
the Act on the Regulation of Energy Activities together withRieport on the Execution
of the Budget of the Croatian Energy Regulatory Agency

The Croatian Energy Regulatory Agency (HERAkisahonal regulator of energy
activities in the Republic of Croatia. In line with the relevant principles from the Croatian
and EU legal systamand relevant energy policies, HERA was established as an
independent regulatory authority acting under a publhandate. Its core task is the
regulation of energy activities in Croatia in conformity with the obligations specified in the
national legislative framework. HERA is also one of the 27 national regulators from EU
Member States, whose rights and obligatsoiiboth in the national and European
contexts) are based on the principles and regulations of European energy legislation.

The fundamental principle applicable to the activities of national energy regulators in the
EU is the autonomy in decisignaking gusanteed by law, both in relation to the
executive government and the interests of economic operators in the energy sector. This
legal position of the regulator does not call into question the cooperation with the
government and other relevant national autfities, which are responsible for
establishing general energy policy guidelines. In addition to its independent status and
decisionmaking autonomy guaranteed by law, the regulatory authority is obliged by law
to comply with its legal obligations and pithccountability mechanisms, particularly
those relating to publicity and transparency of its work. Along with regular consultations
with participants in the energy market and representatives of competent executive
authorities, the requirement to submieports on its activities to the national parliament

is one of the backbones of the regulator's public accountability.

The principal regulatory tasks include regulating natural monopolies (by establishing
tariffs and fees for the performance of regulateshezgy activities), monitoring and
promoting the development of energy markets, and implementing applicable EU
legislation. The primary focus of the activities of the energy regulator is placed on the
interests of energy customers and users of energy itfuature (networks), not only
through the protection of their interests but through ensuring an optimal balance
between the regulated components of the energy market and those fully subject to
market principles.

As every year, HERAanual Repormpresent an overview of the legal obligations fulfilled

by the regulatory authority, the results and statistical indicators on the activities of
regulated entities in the Croatian energy sector, and assessments and observations
related to the development of Croats energy markets, their coupling and organisation

in accordance with the rules of the European internal energy market. Although the report
officially covers only one calendar year, some of the provided data and observations
concern the first part of thecurrent year, due to the continuous nature of energy
activities.

The structure of thé\nnual Reporis compliant with the current recommendations of the
Council of European Energy Regulators (CEER), and its content and design have been
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developed in line with good regulatory reporting practice of the EU and the Agency for

the Cooperation of Energy Regules (ACER). The objective of such reporting is to
AYONBIFAS GKS GNYyaLlk NByoOe 2F (GKS NB3Idz | (21
of performances of national energy sectors at EU level.

Since the primary interest of all entities and participgim the energy sector is to ensure
continuous and reliable energy supply, it is important to note that the regulated energy
systems in Croatia were stable and reliable, the security of supply was satisfactory, and
the quality of energy services was actadye even under the specific and very demanding
circumstances that dominated almost all of 2020 and the first part of 2021.

During the last year, the energy markets and systems faced new and unexpected
challenges, directly or indirectly caused by the @BM pandemic. In addition to the
global pandemic, which impacted energy sectors across the globe, the Croatian energy
systems were faced with the consequences of two strong earthquakes, which resulted
primarily in technical and operational difficultiesutbalso had an impact on market
relations.

Despite the operational difficulties and a temporary decrease in energy demands, the
national energy systems have proven to be not only robust and reliable, but also capable
of overcoming these challenges.

The naional energy infrastructure is satisfactory; it functions at a level that ensures both
operational security and stable market development. In this context, 2020 was marked by

the completion of the liquefied natural gas terminal on the island of Krk amd th
connecting pipeline. After years of preparation, the project was completed in a very short

time under complex circumstances. The full commercial use of the terminal in the first

part of the current year serves as proof of a new dimension of securitgo$gpply and

KFra O2y FANNXSR / NRBFGAIFIQ&a &0NFXGS3IAO LRAAGA2)
Further development of the energy infrastructure faces challenges in terms of finding
adequate development mechanisms and models for monitoring the anticipated
expansim of electricity production from renewable sources.

Wholesale energy markets generally followed the trends from the EU and the region, with
some regional divergences due to different levels of interconnection with the
neighbouring markets. The retail matk in 2020 recorded some volatility resulting from
rising energy prices on the market, while the regulated components of final prices
(transmission/transport and distribution) were mostly stable.

The Croatian energy sector is an integral part of the Bigy sector. In addition to the
specificities of the national sector that are addressed at the domestic level, the Croatian
sector is also affected by the current circumstances and dynamics of the EU energy sector.

It is necessary to recall that in thecsmd half of 2019, the European Commission
launched theEuropean Green Dean ambitious and comprehensive strategic concept
which constitutes a strategy for transforming the EU into an ecologically sustainable
economy by 2050. Since this is the first mmbadf economic growth whose objectives are
not based on the depletion of natural resources but on climate neutrality and
achievement of nekzero greenhouse gas emissions by 2050, the energy sector has
become one of its main implementers. In 2020 and infite® part of 2021, a first tangible
framework for the model was created through a series of strategic initiatives, action plans
and implementing regulations.

Due to the exceptional circumstances during the C@\pandemic, the European
Green Deal has gained new relevance by being placed at the heart of the strategic

-4-
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framework for the recovery of the EU economy. In this way, the financial dimension of

the Eurgean recovery plans is (also) related to energy development objectives that are
in line with the general strategic concept.

All of the above means that the Croatian energy sector, and consequently the regulation
of energy activities, face a new seriescofnplex challenges. In addition to completing
the ongoing process of market reforms and its alignment with the current EU framework,
HERA will continue to take part in establishing new business models and implementing
new technologies in the energy sector.

Taking into account the new paradigm of energy development and climate neutrality,
both the European and Croatian energy sectors are faced with unprecedented times.

Ensuring the transfer of benefits that the changes in the energy markets can offeiito the
FAYIE Odzadi2YSNBE NBYlIAya |4 GKS O2NB 27
fulfilling its legal obligations and promoting stable energy development andeffesttive
solutions.

¢C2YAAf @ WAzNB1 2340
President of the Board of Commissioners
Croatan Energy Regulatory Agency
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2 OVERVIEW OF THE ENERGY SECTOR
2.1 Electricity

In 2020, the total electricity consumption in Croatia amounted to 17@V2h. After a
four-year period of continuous rise in consumption (from 2015 to 2018), 2020 is the
second year in a row in which consumption dropped. In 2019, the total electricity
congumption was 1.0% lower than in 2018, while the consumption in 2020 was 4.9% lower
than in 2019. The majority of total electricity consumption was covered by Croatian power
plants (12,21685Wh or 70.7%), while the rest was covered by imports (5(@8&é or
29.3%). The volume of imports was among the lowest in the last 10 years (net imports
were somewhat lower in 2013 and 2014). Hydroelectric power plants accounted for the
largest share of electricity produced in power plants in Croatia (5B6/ or 43.9%). In
addition to the production of wind power plants and distributed energy sodidbe rise

in hydroelectric production at the end of 2020 resulted in physical net exports from
Croatia in certain days. In 2020, 47% of total electricity consumption wasecbby
productionfrom renewable sources. Croatia has thus continued to approach its indicative
national target of 63.8% of renewable energy sources in the gross direct consumption of
electricity by 2030, as set out in the Integrated national energy ainthté plan for the
Republic of Croatia for the period from 2021 to 2030.

The total connection capacity of all power plants in Croatia amounted to 3/8U@t the

end of 2020 (2,20RW for hydroelectric power plants, 2,08W for fossiffired plants,

795MW for wind power plants, etc.), of which 3,262V (61%) related to power plants

using renewable energy sources. Power plants using renewable sources produced
8,133GWh or almost 67% of the total electricity produced in Croatia (122Mp), of

which 3,287GWh were produced in the incentives system. The share of electricity
produced from distributed energy sources has increased in the last few years. In 2020, the
electricity supplied from distributed energy sources amounted to 1@¥¥h, which is

around 5% meoe compared to 2019 and around 34% more compared to 2018.
Approximately 94% of electricity from distributed energy sources was produced from
renewable energy sources. The proportion of electricity supplied from distributed energy
sources in the total consaption of the electricity system (17,27@Wh) in 2020 was 8.2%.
Hrvatska elektroprivreda d.d. (hereinafter: HEP d.d.) is still the leading electricity
LINE RdzOSNE | O02dzyiAy3 F2NI 11dw> 2F [/ NBFGALC
electricity. In2020, HEP d.d. participated in the Croatian wholesale market withT3®H4,

while the total trade volume amounted to 631NVh.

¢tKSNBE 6SNBE HH NBIAAGSNBR YSYOSNE AY HAHN
0dzNIJ I St STUNRGYS S CROTEX)2dheal harkedt2with toeKr&dSB A y |
volume of 6,072 K® LY HAHANZ [/ wht9-Qa AYyGNIRIFEE YI
who purchased 138.6Wh of electricity from CROPEX. In addition, in the same year the
Slovenian and Hungarian power exchanges bougbm CROPEX 34Z:Wh and
502.4GWh, respectively. The Croatian and Sloveniaratesad markets are currently
coupled under the IBWATproject, resulting in a high correlation between the prices on

the Croatian and Slovenian dapead markets. The implesntation of the CORE FB RIC
project, which will couple the Croatian dapead market with the Slovenian and

1 Distributed sources and/or distributed generation means energy sources (production facilities) which produce electricéty or s
other useful form of energy and are connected to the distribution network. They are usually located next to or nearathek user
point of use, and are decentralised in relation to the "larger" power grids and their "large" energy sources.

2 talian Borders Working Tabtean initiative which aims to implement dahead market coupling; Croatia is included via the
border with Slowveia.

3 Core FlowBased Market Couplingmarket coupling based on flows inside the Core capacity calculation region.

-6-
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Hungarian markets, is expected in the first quarter of 2022. From 19 November 2019,
Croatian intraday market has been coupled with the Europeamadiaty market via the
Croatian, Slovenian and Hungarian power exchanges through thé p®ject. In 2020,
CROPEX started negotiations with the European Energy Exchange (EEX) to introduce
financial derivatives for the Croatian power futures market. Areagrent was signed by
CROPEX and EEX in January 2021, and the launch of this market is planned for 2022.

On the implicit dayahead capacity auction (for the delivery of electricity for all hours of

14 January 2021), held on 13 January 2021, the Croatidimbidone decoupled from the
single dayahead coupling (SADC) market at the border with Slovenia due to a technical
issue at the Italian exchange. Market decoupling also occurred at the borders between
Italy and Austria, Italy and France, Austria and Slayeand Greece and Italy. Since
Croatia is currently coupled with the SDAC market only via the border with Slovenia,
CROPEX recorded small volumes of trade and liquidity in isolated mode. Consequently,
the dayahead market prices achieved on CROPEX thigepartial decoupling differed
significantly from the usual values.

From 1 January 2020, the imbalance prica® calculated in a new way in line with the
Rules on Electric Power System Balandirggead of different prices, the same imbalance
price now applies to all balance groups for every hour. In 2020, the total imbalance
calculated by the Croatian transmission system operator (hereinafter: HOPS) was
HRK45.4 million, of which HRK2.0 million pertained to the imbalances of the EKO
balancegroup and HRK.4 million to imbalances of electricity procured to cover losses in
the transmission network.

In 2020, HEProizvodnja d.o.0. was the largest provider of ancillary ser¥jcesl was

the only provider of balancing services from the autom#&t:quency restoration reserves
(aFRR) and from the manual frequency restoration reserves (MFRR). For the first time,
MFRR services for system security were provided by entities outside HEP d.d. under a pilot
project. A total of 1365Wh of balancing eneygvas activated for increases in electricity
production and 12ZWh for decreases. Additionally, in the imbalance netting
cooperation with other control areas, 1@&Wh were exchanged for energy increases and
93D2 K FT2NJ RSONXBI aSad dfof theisystem balahcing serdice were2 ( | €
HRK33 million. This amount does not include the cost of the compensation exchange plan
of HRR2.1 million, nor the amount for the exchange of balancing energy of HRK
million. In 2020, the power reserve needsfoCww | Y2dzy G SR G 2uW vy | O
per hour. The power reserve needs for mFRR for system balancing wer&WL2Md-
100MW per hour, and +130 M\Wer hour for mFRR for system security. HOPS also used

b MMW of frequency containment reserve (FCR), wiitichid not pay. Ancillary services

and balancing energy were paid for based on unit prices and realised quantities. The total
costs of providing ancillary services were F2REBS5 million, of which 85% were power
reserves for system balancing.

Pursuant toaCommission Regulation (EU) 2017/2195 establishing a guideline on electricity
balancing(hereinafter:EBGL &yulation) HOPS will procure energy via three EU energy
balancing platforms in the upcoming period: Iplatform (for imbalance netting), aFRR
plattorm and mFRR platform.

Cross Border Intra Da&yintraday market coupling.
S Imbalances are energy volumes representing the difference betweeoltivaes which balance responsible parties traded on the
wholesale market and the volumes which were consumed and/or produced by their consumers and /or producers.

6 Ancillary services are services and products in the electricity system which are usgdldte rtne frequency and power of
exchanges with other energy systems in order to keep the system in balance, regulate voltage and control reactive power, and
restart the energy system following a power failure. They are also used to operate the systanomnehef its sections is
functioning separately from the rest of the electricity system.

7 Imbalance Netting.
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The total volume of billed electricity in 2020 amounted to 158 @Nh, which is a
decrease of 5.8% compared to 2019. This decline is most evident in April, May and June
2020 and is a result of the limiting of economic and all othetivities due to the COWD

19 pandemic. The highest drop in sales occurred in the low voltage industrial category:
14.8% for the blue tariff model and 12.9% for the white model. For households, the drop
in sales was only 2%. The reason for this wasdleatricity consumption was billed under

the advance payment regime (with a-snonth billing period). Additionally, due to safety
measures applied during the pandemic, fewer meter readings were conducted, and
consumers were working from home.

The Croatia retail electricity market is completely open, and prices are not regulated.
Final customers who did not opt for a supplier of their choice on the electricity market
can be supplied through the universal sendder households, and guaranteed electrcit
supplyg for industrial consumerdn 2020, both public supply under the universal service

and guaranteed supply were provided by HEP ELEKTRA d.o.o0. in accordance with the
Electricity Market Act (Official Gazette Nos. 22/13, 102/15, 68/18 and 52/19)

Of the total electricity sold to households in 2020, 12% was sold outside the universal
service, while the share of supply outside the guaranteed supply for industrial consumers
amounted to 92%. The proportion of suppliers from HEP d.d.-(p{iSRrba d.o.0. anHEP
ELEKTRA d.0.0.) in the supply of all customers was 84%. The three largest suppliers in
Croatia had a 99% market share in the supply of household final customers. Further, the
three largest suppliers had a 94% market share in the supply of industabt@istomers,

which is less than in 2019, when the share was 97%. The number of supplier switches
decreased from 40,640 in 2019 to 33,476 in 2020. This constitutes a drop in the number
of supplier switches in both consumer categories (households andtinalky compared

to the previous year. Based on the above, it can be concluded that the retail electricity
market in Croatia is stagnating, including due to the C&l@IpandemicA mass rolbut

of advanced metering would enable faster supplier switcrang open up additional
options for market participation to final customers. HB8Perator distribucijskog sustava
d.o.o. (hereinafter: HERDS) proceeded with the installation of advanced meters for final
customers connected to the distribution network, aad of 31 December 2020, out of a
total of 220,287 billing metering points for industrial final customers on low voltage
(including public lighting), 125,977 (57.2%) customers had advanced meters installed,
while out of a total of 2,219,224 billing metegmpoints for household final customers,
270,818 (12.2%) had advanced meters installed.

Compared to 2019, electricity prices for high and medium voltage final customers
increased from 0.381RK/kWh to 0.4HRK/kWh, and from O0.42RK/kWh to
0.43HRK/kWh for low voltage industrial final customers, with the exception of prices for
household final customers under the universal supply service, which remained
unchanged. Electricity prices in Croatia have been fully deregulated, including thefprice
electricity under the universal service but excluding the guaranteed supply. The average
total selling prices of electricity for final customers (including the transmission and
distribution network charges and the electricity price and excluding tares other
charges) increased in 2020 compared to 2019 from BIB&/kWh to 0.6BHRK/kWh for
medium voltage final customers, from HRK/kWh to 0.7HRK/kWh for low voltage
industrial final customers and from 0.FRK/kWh to 0.7#RK/kWh for low voltage
household final customefs Therefore, even though the network charges were lower, the
total sale prices of electricity were higher due to an increase in the cost of energy. The
proportion of energy costs in the total price ok®h of electricity for mediunvoltage

8 Electricity sales also include electricity for the needs of pumping and compensation at RHE Velgbit(R31

9 The prices arealculated based on the average prices determined by application of tariffs for electricity transmission and
RA&ZGNROGdziA2Y FYR 2y (KS &dzZLJLX ASNRQ REFEGI o

-8



AnnualReporton the Activitiesof the CroatianEnergyRegulatoryAgencyfor 2020

industrial final customers was around 52%, while the proportion for low voltage industrial
and household final customers was around 42%.

In the first half of 2021, HOPS and HEPS submitted to HERA their requests for a prior
approval of reports o monitoring the security of supply in the transmission and
distribution systems for 2020. These reports and the currently available data submitted
to HERA by HOPS and HHPS suggest that the level of security of electricity supply in
the Croatian electdity system is satisfactory.

The earthquake that struck central Croatia on 29 December 2020 caused an interruption
in the supply of electricity for 107,645 network users. Work eastablishing supply was
started immediately. Electricity supply was restdrfor approximately 75,000 network
users in the first half hour after the disruption by means of the rermmntrol system. By
the end of the day, supply was restored for approximately 99% of affected network users.

As a result of the devastating earthdueathat struck the Sisakloslavina County on 29
December 2020, as well as of a series of aftershocks that affected central Croatia, the
electricity system suffered significant damage. When the earthquake hit at 12.19,
simultaneous interruptions occurred agveral points in the electricity network within the
radius of 50 kilometres from the epicentre as a result of damage or activation of safety
relay devices. The earthquake caused outages in some production units, the most
significant being the outage oktS Y N1 2 b dzOf SI NJ t 26 SNJ t £ | yii:
of an automatic safety system as expected under the power plant's safety procedures.
Since no damage was found, the power plant was reconnected to the network at 23.25
the next day. Work on the noratisation of the operation of the electricity system started
immediately after the interruption, requiring system operators to collect information on
network status, restore the affected network elements and carry out appropriate
switchyards manipulationg.he supply of electricity was interrupted for 136,434 network
users. For approximately 85% of network users supply was restored during the day of 29
December 2020, and for most of the remaining network users supply was restored the
next day. In areas wherthe distribution network suffered the most damage, supply was
restored 48 hours after the devastating earthquake and the resulting interruptions.

On 8 January 2021, an incident separated the Continental Europe synchronous area (CE
SA}0in two. The incident was analysed by the European Network of Transmission System
Operators for Electricity (ENTS). The initial event was a trip at the 400 kV substation in
TS Ernestinovo caused by increased power flows. The outage in TS Ernestiiteeteded

the power flows to the 400 and 220/ transmission lines in Croatia, Serbia and Romania,
causing their overload and a further trip. In less than five minutes, the synchronous area
was separated in two. The system separation resulted in a deficfioafer and a
frequency decrease in the West area and a surplus of power, and a frequency increase in
the East area. Through the activation of measures from the system defence and
restoration plan and a coordinated response of HOPS and the distributioensyst
operators in SerbidBosnia and Herzegovina, and Romathia area was reconnected and
resynchronized into a continuous synchronous area approximately one hour after the
initial event.

Allocation of croszonal capacities at Croatian borders in all tim@nes functions under
market principles. The regional auction offiGe3AO for borders with Slovenia, Hungary
and Serbia, and SEE CAO for the border with Bosnia and Herzegovgamise yearly,
monthly and daily auctions. At the border with Sloverg,implicit capacity allocation
regime was established by the coupling of the Croatian and Slovenisatheéayl markets.
HOPS is in responsible for bilateral allocation of total intraday capacities in both directions
on the border with Bosnia and Herzegawinwhile the Serbian transmission system

10 A synchronous area is a single, unique and interconnected energy system (including power plardsy elettrorks, their users
and consumers...) and an area with maintained default synchronous operation parameters, primarily a synchronised frequency.
The synchronous area of Continental Europe covers most of the European Union and is among thetlegestlth
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operator (EMS) is in charge of organising intraday allocations on the border with Serbia.
From November 2019, Croatian borders with Slovenia and Hungary are included in the
intraday market coupling of EU countriebraugh the XBID project. In 2020, HOPS
collected a total net income of HR.8 million from auctions for the allocation of cress
zonal capacities, roughly the same as in the previous yeeascordance witlRegulation

(EU) 2019/943 of the European Pamiient and of the Council of 5 June 2019 on the
internal market for electricityhereinafter:Regulation (EU) 2019/943hese funds were

used to guarantee crosgonal trade.

According toRegulation (EU) 2019/948ansmission system operators are not aléxv

to limit the interconnection capacity to be made available to market participants as a
means of solving congestion inside their own bidding zone or as a means of managing
flows resulting from transactions internal to bidding zones. A minimum of 70%patity

must be ensured for crosmonal trading. The remaining 30% can be used for reliability
margins, loop flows and internal flows at each critical network element. HERA granted
HOPS an exemption from this requirement for 2020 and 2021 to allow thert@aded

to develop the necessary tools in order to take into account the flows inside and outside
of the Core region for capacity calculation, limitations in redispatching activation and
network outages planned in the long term.

Quality of electricity suply is defined and monitored in relation to continuity of supply,
voltage quality and service quality. Compared to 2019, in 2020 the number and the
duration of supply interruptions in the transmission network increased, as well as the
estimated energy notugplied. This was a result of significant damage to the power plants
caused by earthquakes in the Siddkslavina County and plant disconnections in the
coastal area and on the islands due to isolation cleaning and maintenance related to the
build-up of sdt sediments. The supply continuity indicators were more favourable than in
the previous years, but the indicators for service quality were poor compared to the
previous year. HEPDS's indicators for the quality of connection services are significantly
below the required general standard of service quality and should be improved. The
proportion of simple connections of buildings to the network carried out in time equals
one third of the required general standard of quality and is especially unsatisfattoey.
number of written complaints concerning the continuity of supply in the distribution
network has decreased significantly and was the highest in the distribution area Elektra
Sisak. The number of written complaints concerning voltage quality in thebdison
network has also decreased significantly with the highest number of written complaints
received in the distribution area Elektra Bjelovar. HEHPS has upgraded the existing
system for monitoring supply interruptions. However, in order to siggnifily improve the
supply continuity indicators, an additional set of measures to improve the reliability of
supply needs to be implemented in certain distribution areas.

In 2020, the revenue of HEPDS from tariffs for energy distribution amounted to
HRK3.05 billion, which is 4.8% less than in 2019. HOPS revenue from tariffs for energy
distribution amounted to HRK.29 billion in 2020, which is 5.8% less than in 2019. As
stated abovethe total sale of electricity to final customers and consequently tHame

of billed electricity in 2020 was 15BVNh, which is 5.8% less compared to 20I8e
volume of billed electricity and revenues from transmission and distribution charges were
significantly lower in April, May and June of 2020 compared to 2019, whicmong
others, a result of restricted economic activity due to the COGMIpandemic. HOPS and
HEPODS submitted to HERA the data necessary to determine planned total costs, but did
not submit any requests for tariff changes.

Pursuant to theDecisioron write-off of receivables for energy delivered to household final
customers from earthquakstricken areas which was adopted by the Shareholders
Assembly of Hrvatska elektroprivreda did line with the conclusions of the Croatian
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Governmentl, HOPS vites off approximately HRKmillion of receivables per month for
transmission network usage, while HEBS writes off approximately HRHKnillion per
month for distribution network usage. In accordance with ecision on writeff of
receivablesreceiables are written off for the above final customers in case of transfer of
connection points to the grid at temporary accommodation sites (containers, mobile
homes, caravans, ancillary buildings), including the construction of a new connection
point on thesame location and its later transfer for the purposes of electricity supply of
the reconstructed or new building.

| ht { Q& LINE T[épyear tevelogniedt plada &r the transmission network 2621
2030, with a detailed elaboration of the initial thregnd oneyear periodsvas received
by HERA in September 202thd approved in March 2021. In the upcoming -texar
period, HOPS plans to invest approximately ARHKillion financed from its own sources,
HRK51 million from already allocated EU funds fpetrily for the SINCRO.GRID project),
HRK944 million from EU funds and HRR billion from the connection charge or EU
funds. The total value of planned investments for the-y@ar period amounts to HRK1
billion. In September 2020, HEFDS submitteda HERA a proposal for tHeenyear
development plan (202t 2030) for the HERDS distribution network with a detailed
elaboration for the initial threeand oneyear periodsin March 2021, HERA granted its
prior approval for the proposal. Total planndadéncial investments in the development
of the distribution network for the teryear period (202%, 2030) are worth approximately
HRK12 billion, of which investments conditional on connecting new users to the network
and increasing the connection capadifyexisting users account for approximately HRK
billion.

Power losses in the distribution network in 2020 amounted to 1,3%%h or 8.5% of
electricity taken up by the distribution network from the transmission network and from
the electricity producersn the distribution network (15,999 GWh). The total cost of
energy procured to cover losses in the distribution network was 587 million, i.e.
435.03HRK/MWh. Power losses in the transmission network in 2020 amounted to 373
GWh, or 1.7% of total tresmitted electricity (21,432 GWh). The total cost of energy to
cover losses in the transmission network was HBI1 million, i.e. 388.7ARK/MWh.

Under the incentives system for electricity production from renewable energy sources
and high efficiency cameration, HERA issues decisions on the status of eligible electricity
producer for a period of 25 years, granting the producer the rights and obligations of an
eligible producer for that facility. However, the eligible producer status does not imply
the right to incentivised prices for delivered electricity and is only one of the requirements
to qualify for incentives. Incentives for electricity production from renewable energy
sources and high efficiency cogeneration are obtained based on a contraaidedetith
HROTE (the Croatian energy market operator) in line with the regulations on promoting
electricity production from renewable sources and cogeneration. Once the facility is
constructed and the status of eligible electricity producer is obtainee,gtoduction is
incentivised in the period of 12 or 14 yeatrs.

At the end of 2020, the feethl3 incentives system included 1,357 facilities with a
connection capacity of 1,038W, which produced around 3 BWh of electricity for
which the eligible producerin the incentives system were paid around BRHllion of

11 on1s January 2021, the Croatian Government adopted the Conclusion of the Government of the Republic of Croatidfon write
of receivables and fees for electricity delivered to final customers in earthgtraddeen areas, and on 25 MarcB2L it adopted
the Conclusion of the Government of the Republic of Croatia on theoffrivé receivables and fees for electricity delivered to
final customers in earthquaksricken areas for April 2021.

12 source: HEPDS hourly measurements.

13 Feedin here refers to a system/mechanism of incentives for research, technology development and investments in the
development of renewable energy sources, which is used to fully or partially socialise and cover the costs of eledtrigty pro
from renewable eargy sources. It ensures the stability of prices and/or contracts for the sale of electricity under market conditions
until these energy sources become competitive compared to other electricity sources on the market.
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incentives. The average incentivised price was BIBK per kWh. The yearly average
St SOGNROA (& LING&S makgt wds WMRM2DperX&Wh iiRA020, which is
three times less than thincentivised price. The highest incentivised price (HRK per

kwh) was paid for electricity from solar power plants, while the electricity from power
plants fuelled by landfill gas was paid the lowest incentivised price oDHRBKer kWh.

The averagéncentivised price paid for electricity from wind power plants was BRK

per kWh. Wind power plants had the largest share in connection capacity (69.4%),
electricity production (50.8%) and paid incentives (42.1%). Almost all of theirfeed
contracts cacluded by the end of 2015 were still active. HROTE collects funds for the
payment of incentives from three main sources: fees for promoting electricity production
from renewable sources and cogeneration which are paid by final customers, regulated
sale ofa portion of electricity to suppliers and commercial sale of a portion of electricity
on the market. In 2020, HROTE collected BRKmillion less than it paid to eligible
producers in the incentives system. Given this lack of revenue in relation to @ixpes

for promoting electricity production from renewable sources in 2020, and since new
incentive models have been implemented (market premiums and guaranteed purchase
price), it is possible that HROTE will need additional revenue to be able to pagvase

As a balance responsible party of the EKO balance &oHROTE was able to sell 60% of
electricity produced by the EKO balance group (T'@/h from a total of 3.3Wh) on the
market. In 2020, four auctions were held to sell electripitgyduced by the EKO balance
group.

The Regulation on quotas for promoting electricity production from renewable energy
sources and higbfficiency cogeneratioand theRegulation on the Amendments to the
Regulation on promoting electricity production freemewable energy sources and high
efficiency cogeneratiowere adopted in May 2020. TH&egulation on quotagrovides for

an additional 2,26B1W of connection capacity for facilities in the new incentives systems
(market premiums and guaranteed purchasécpy. Even though the explanatory report
on the proposal of th&Regulation on quotastates that the quotas were set in accordance
with the Energy Development Strategy of the Republic of Croatia until 2030 with an
Outlook to 2050 (Official Gazette No. 2582 (hereinafter: the Strategy and the
Integrated national energy and climate plan for the Republic of Croatia for the period
2021¢2030(hereinafter:the NECR the quotas are higher than the goals for 2030 laid out
in these two documents.

The Register ofrenewable energy sources and cogeneration, and eligible producers
(hereinafter:the Registeris a comprehensive tool with information on projects involving
renewable energy sources and higfiiciency cogeneration, production facilities using
renewable ewrgy sources, higbfficiency cogeneration installations and eligible
producers operating in Croatia. The data from tRegisteris publicly available at
https://oie -aplikacije.mzoe.hr/Pregledi/ An interactive map of Croatia showing the
locations of all facilities in the Register is available at https:/oie-
aplikacije.mzoe.hr/InteraktivhaKarta/

Along with the register and the map, HOPB website provides a chronological list of
connection projects to the distribution networkttps://www.hops.hr/listaredoslijeda
projekata The announced incentives systems have encouraged investors to submit
requests for connection/increase in connection capacity of an additional yiVg4of
capacity for 114 projects for facilities mostly using renewable sources. Considering that
the currert installed capacity of electricity production facilities in Croatia iSB/8, the

total capacity in Croatia would be significantly increased with the connection of the new
facilities for which the requests have been submitted. The newly connected pdar@sp

14 The members of the EKO balance grapproduction plants using renewable energy sources anddffgliency cogeneration,
whose net electricity is supplied by the eligible producers under purchase contracts with HROTE (through incentives and
guaranteed purchase prices), which is respon$iléheir production plan, imbalances and sale.
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would mostly be located in Dalmatia. The above list includes solar plants with a
connection capacity of approximatelyGW, wind power plants of 2@8W, and hybrid
power plants (solar and wind power) with a capacity of G\®. Significant capacity
volumes included on the list are: 980W for Promina Zone, 4252 +2 NJ £9 [ A 61 A
and 402MW for hybrid plants VE Lisac and SE Velika Popina. This volume of total
connection capacity calls for the fulfilment of technical requirements in thekdl0
220kV and 40V networks, whose costs are estimated at around BRKillion, which
HOPS. According to theenyear development plan for the distribution network 2921
2030 with a detailed elaboration for the initial threend oneyear periodsHOPS plans

apply for funding through the Ministry of Economy and Sustainable Development
(hereinafter: the Ministry) to finance these costs from the EU funds. In that case, new
network consumers would not pay for that part of the costs of fulfiling the necessary
technical requirements in the network. HERA considers that the current approach to
submitting requests for new connections (through a report on the optimal technical
solution for grid connection), often in the same location, may not be viable. Also
questinable is whether the above volume of connection capacity with expected
electricity production is realistic, taking into account the necessary network
reinforcements and needs for balancing reserves.

The Act on Amendments to the Renewable Energy Sources hlighEfficiency
Cogeneration Act (Official Gazette No. 111/18pm 2018 introduced the definition of

the user of a seléupplying facility as a household final customer with a facility for self
supply of electricity from renewable energy sources or faffftiency cogeneration
connected to its own installations. Electricity consumption, network charges and the
charge for renewable energy sources and kédficiency cogeneration applicable to self
supplying consumers are billed taking account of the difiee between the taken and
delivered energy within a billing period (one month). At the end of 2020, 851 final
customers had the status of salfipplying consumers in the distribution network
(compared to 146 in 2019), all with integrated solar power @awnith a total connection
capacity of approximately BIW for delivery to the network (compared toMW in 2019).

In 2020, users of seffupplying facilities delivered 1.9 GWh of electricity to the network.
However, having delivered more electricity inteetnetwork than they have withdrawn,

43 final customers have lost their status of saipplying consumers in 2020. In terms of
connection capacities for the delivery to the network by users ofsaplying facilities,
connection capacities in the bantbm 2kW up to 4kW account for the highest share.
This volume of installed capacity should be sufficient to cover thesaplily needs of the
average household final customer whose yearly electricity consumption in Croatia
averages around 2,800NVh. Howeer, a large number of users of selfpplying facilities
have a higher connection capacity for network delivery than the sufficient volume (around
6 kW on average). As a result, some users ofsgplying facilities have delivered more
electricity intothe network than they have withdrawn and have therefore lost their-self
supplying user status in accordance with tRenewable Energy Sources and High
Efficiency Cogeneration A¢The Official Gazette Nos. 100/15 and 111/18}ich means
thatthe finalcug 2 YS NR Q A Yy @ Suppiyin isistakationsyhiglit Sot phy off.

The guarantee of origin system enables suppliers of electricity to offer final customers
supply contracts or delivery models with a guaranteed share of one or more electricity
sources ged for electricity generation. In addition, final customers can rely on this system
when choosing the delivery model, as it ensures the sale of electricity of a guaranteed
structure. As the authority responsible for issuing guarantees of origin in CrelR@QTE
operates aRegister of Guarantees of Origan information system that stores guarantees

of origin and is used to issue, transfer and cancel guarantees of origin as electronic
documents. By the end of 2020, five producers of electricity, eighplgns and three
traders have created accounts in tRegister In 2020, six registered suppliers traded in
guarantees of origin, and guarantees of origin were issued for 20 production plants. In
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HOW G

2020, HROTE issued guarantees of origin for a portion offrieiéy of eligible producers
in the incentives system, which was sold on the energy market via the EKO balance group.

¢KS 3dzZF NI yiSSa 2F 2NARAIAY 6SNB GKSy a2t R A

The energy efficiency obligation scheme is regeddiy theEnergy Efficiency A¢Official
Gazette Nos. 127/14, 116/18 and 14/20ln 2019, the obligated parties were energy
suppliers and their affiliated legal persons who supplied more thanG@®b of energy in
2017 to final customers or distributionattons that sell electricity to final customers. In
2020, the obligated parties were suppliers who had delivered more tharGlu@ of
energy in the year before last (in 2018). From 2021 onward, the suppliers who have
delivered more than 5@GWh in the yeabefore last will also be included in the scheme.
By 30June of the current year, the Ministry issues a decision determining the savings
obligation for the following calendar year. If the unfulfilled portion of the savings
obligation from the previous yeaxceeds 10%, the Ministry will determine the oo
payment that the obligated party must make to the Environmental Protection and Energy
Efficiency FundThe Ordinance on the energy efficiency obligation scheg@éicial
Gazette No41/19) defines the edments of the energy efficiency obligation scheme,
regulates its implementation and the use of funds paid for unrealised savings and the
conditions for exercising the right of payment in instalments. As the legal requirements
were made public in 2018, thessuppliers who are still not ready to fulfil the obligations

or those who would not realise any savings on their own, could purchase savings on the
market. The data submitted to HERA by the active suppliers under the savings obligation
show that all suppérs have fulfilled their obligations and submitted their reports to the
Ministry.

Currently, electricity suppliers are not offering final customers any delivery models with
tariff elements that would be different from the tariff systems for thhransmission and
distribution of electricity. In other words, despite the fact that some final customers have
installed meters capable of monitoring consumption in shorter intervals or in several tariff
periods, in their public offers the electricity sujgsk do not offer special products
targeting specific groups of final customers and their consumption patterns (e.g. delivery
models adapted to vacation homes).

dzNJ £ 3JI a

In 2020, the natural gas sector was characterised by the staytaafual deregulation of

the Croatian gas market in the household segment, a decrease in wholesale and retalil
prices of gas for industrial customers, and further improvements of the existiaws;

More specifically, this refers to:

- maintaining a moderatéevel of competition on the wholesale gas market, dominated
by several largest suppliers,

- continued retail market liberalisation for household customers,

- public consultation on the development of gas supply as a public service and adoption
of the Methodobgy for setting tariffs for gas supply as a public service and guaranteed
supply (Official Gazette Nd08/20), which specifies the framework for the regulation
of prices for gas supply as a public service in the period aitgrril2021,

- a public call fotenders for the selection of gas suppliers under public service obligation
for household final customers for the period fromApril 2021 to 30September2024,

- reduced gas prices by 21% on the wholesale gas market and by 18.6% on the retail gas
market far industrial customers when compared to 23329

- increase in the final price of gas for household customers using gas supply as a public
service by an average of 0.6% when compared to 2019,

15 The industrial category refers to all nrbpusehold final customers. The Gas Market Act (Official Gazette Nos. 18/18 and 23/20)
defines norhousehold customers as customers buying gas not intended fam tisgir own household.

-14-



AnnualReporton the Activitiesof the CroatianEnergyRegulatoryAgencyfor 2020

- significant increase in the number of supplier switches when coethbtr 2019, and a
decrease in the number of complaints related to supplier switching procedures than in
2019,

- adoption of the newMethodology for setting tariffs for gas transmission (Official
Gazette N079/20)in order to complete the implementation @mmission Regulation
(EU) 2017/460 of 1Blarch 2017 establishing a network code on harmonised
transmission tariff structures for ggdkereinafter: theNC TAR Regulatipn

- adoption of theDecision on tariffs for gas transmission (Official Gazettel KI&y20) for
the years of the third regulatory period 2022025,

- adoption of theDecision on tariffs for the reception and dispatch of liquefied natural gas
(Official Gazette NdL.44/20)for the years of the first regulatory period 2082025 and
the Decisioron establishing a regulatory account for LNG terminal management for the
energy entity LNG Hrvatska d.o.o., Zagriv the period 202 2040, establishing a
tariff for the use of the LNG terminal, which is 15.8% lower than the indicative tariff from
June2018,

- completion of the strategic project of the floating terminal for the reception and
dispatch of liquefied natural gas on the island of Krk (hereinafter: LNG terminal) and the
start of its commercial activity onJanuary 2021.

Out of the 51 energy dities licensed for gas supply, 41 were active on the market in
2020. A total of 25 energy entities had valid licences for gas trading, but only one entity
was active on the market.

In 2020, the total quantity of natural gas delivered to final custome@raatia amounted
to 28,077GWh, which was 6.8% more than in 2019.

The energy entity HEPrgovina d.o.o. holds the largest share of gas sold on the wholesale
YENL SG AY HAHAN OHT D20 F2f{Et26SR 0@ twth
(20.2%) and HE d.d. (10.2%). The remaining share (19.8%) is divided among seven
balance responsible partié%

In 2020, eight balance responsible parties traded on the virtual trading point (hereinafter:
VTP) with a total of 21,726Wh of gas (6.1% less than in 2019). In addition to trading on
the VTP, transactions on the wholesale market in 2020 were also cautesh the gas
trading platform, where all balance responsible parties and the transmission system
operator may trade in shoiterm standardised products. Since the establishment of the
trading platform through implementation c€ommission Regulation (EN® 312/2014
establishing a Network Code on Gas Balancing of Transmission Nefraork$/larch
2014, the costs of balancing energy have been significantly reduced due to a more
efficient model of transmission system balancing, as well as a more favourabfiaa
achieved through transparent market competition.

Gas suppliers on the retail market continued to offer ma#ased (norregulated) gas
supply contracts to household customers. Compared to 2019, a significant rise in the
number of supplier switclreewas recorded in 2020 for final customers that are entitled to
supply under the public service obligation, with 27,988 completed supplier switches for
final customers from the above category, which accounts for 89% of all completed
supplier switches.

In order to remove the obstacles to the development of the retail gas market, HERA
introduced a number of measures, most notably the following:

- informing gas market participants about their rights and obligations,

16 A palance responsible party is an energy entity that organises and manages the balance group, and is also responsible for the
balancing of gas quantities which are delivered to and taken from the transmission system by the bataupcender its
management.
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- increasing the availability and acewy of data in the Register of billing metering points
Ay O22LISNYGA2Y 6A0GK 1 whe9 o0& IANIYOGAYI Al:
correcting the data in the Register of billing metering points,

- introducing additional incentives and compensasononcerning the quality of gas
supply in line with th&Seneral terms and conditions of gas supply (Official Gazette Nos.
50/18, 88/19 and 39/2Q)

- improving the regulations governing automatic exchange of data between databases
managed by gas market odors and entities in charge of entry and update of data in
the Register of billing metering points (distribution system operators, closed distribution
system organiser and gas suppliers), and

- gathering opinions and recommendations from the interestetllfjand energy entities
in a public consultation before the adoption of the amendments to Metwork Code
for the gas distribution systeifOfficial Gazette Nos. 50/18, 88/19 and 36/20\d the
General terms and conditions of gas supply (Official Gadéwe 50/18, 88/19 and
39/20).

In order to monitor and analyse the functioning of the gas market, HERA on a quarterly
basis collects data on gas supply and sale, including the quantity and prices of gas
purchased and sold (delivered) on the wholesale atgilrmarkets, from all suppliers and
traders in Croatia.

The total average gas sale price net of VAT on the wholesale market in 2020 was
HRKD.1346 per kWh, which is a 21% decrease as compared to 2019, when the average
price was HRB.1704 per kWh.

In 202Q the total average retail gas price net of VAT for industrial final customers
amounted to HRK.1631 per kwWh, which is 18.6% less when compared to 2019.

In 2020, the final price of gas for industrial customers net of taxes was 8.2% higher in
Croatia tharthe EU average. When taxes are included, the final price in the same period
was 1.9% lower than the European average.

The final price of gas for household customers net of taxes was still significantly lower in
Croatia compared to the EU average (by 32.4M¥)en taxes are included, the final price
for household customers in the same period was 43% lower than the European average.

For the supply of household final customers using gas supply as a public service, suppliers
had the option in 2020 to purchase g&rom suppliers on the wholesale market under
regulated conditions, but also from suppliers and traders under market principles.
Consequently, the energy entity HEP d.d., which was selected as the wholesale market
addzLJLX ASNJ 6& | 9w! Q¥ ang Sdibbedi 2029y was obligd Yo sell §as ozl N.
those public service gas suppliers that have selected it at a price which is not higher than
the reference gas pridé of HRKD.1985 per kWh in the period from April 2019 to

31 March 2020, and at a price wdti is not higher than the reference price of HRK924

per kWh in the period from April 2020 to 3March 2021 (3.1% lower than in the
previous period). As the wholesale market supplier, HEP d.d. decided to charge
HRKD.1825 per kWh in the period from April 2020 to 3March 2021, which is 5.1%
lower than the reference gas price set by HERA, and 8.1% lower than the reference price
from the previous period.

This reduction in the reference price of gas, as a regulated wholesale component of the
final gas pice for households supplied under the public service obligation, together with
the right of gas suppliers under public service obligation to purchase gas for their
customers from suppliers or traders under market principles, resulted in a decrease of the
final gas price for households as oRAfril 2020. More specifically, in line with the

17 The reference gas price is the highest price at which the wholesale market supplier can sell gas to public servicéosuppliers
household final customers supplied under the public service obligation, and is determinedsamtbé the unit cost of gas
purchase on the reference spot market and of the premium for covering the operating costs of the wholesale market supplier.
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provisions of theMethodology for setting tariffs for gas supply as a public service and
guaranteed supplyOfficial Gazette Nos. 34/18 and 14/2@e final gas supplyrice for
households using gas supply as a public service was determined by applying the principle
of capping. This enabled the public service suppliers to decide on tariffs for gas supply as
a public service, under the condition that the amounts are nighlr than the tariffs
defined by HERA as capped final gas supply prices in a specific period. Therefore, pursuant
to the applicable provisions of thidethodology 16 public service suppliers decided on

their final prices for the period from April 2020 6 31March 2021. As a result, the final

gas price for households supplied under the public service obligation in Croatia lowered
by an average of 3.9% as affril 2020.

In August 2020, HERA conducted an online consultation on the development of the model
for gas supply as a public service in Croatia in order to present the public service model
and collect ideas and proposals from the participants in the energy sector concerning the
process of forming and structuring the public gas supply model for thieghafter 1April

2021. The consultation covered topics such as the public call for tenders for the selection
of gas suppliers under public service obligation for the period froAprdl 2021 to

30 September 2024, and the development of a plan for the datation of the price of

gas.

Taking into account the provisions of tBas Market Act (Official Gazette Nos. 18/18 and
23/20), which stipulate that public service suppliers are determined for the period up to
31March2021, HERA organised a public calltémders in the period from October to
December 2020 to select suppliers under the public service obligation regime for
household final customers for the period fromApril 2021 to 30September2024, for all
distribution areas in Croatia. Following thaltic call for tenders, on 1hecember2020

HERA issued the decisions to select gas suppliers under the public service obligation
regime for 33 distribution areas in Croatia for the period fronAptil2021 to

30 September2024. As a result of the call feanders, as of RApril 2021 public gas supply

in Croatia is performed by 14 gas suppliers, compared to 32 in the previous period.

Pursuant to the provisions of theas Market Actthe gas storage system operator was
obliged to reserve a part of thetorage system capacity for priority allocation to public
service suppliers for household final customers supplied under the public service
obligation in the period from April 2018 to 3MMarch2020. More specifically, in the
procedure for reserving andllacating gas storage system capacities in the form of
standard bundled units, the gas storage system operator was obliged to allocate a certain
percentage of the total number of available standard bundled units to public service
suppliers, and could onthen offer the remaining capacities to any interested users. For
the period from 1April 2020 to 3MMarch 2021, the available standard bundled units were
proportionally allocated by the gas storage system operator to public service suppliers
based on histdc data on delivered gas quantities.

In 2020, activities related to project implementation and construction of the terminal for
liquefied natural gas continued, and this strategic project was completed by the end of
2020. The arrival of the floating staya and regasification unit (FSREYNG CROAHA

at the LNG terminal on the island of Krk at the beginning of December 2020 was followed
by preparatory work required to put the terminal in service, which included testing all
technical systems of the vedsand the onshore part of the LNG terminal in order for the
LNG terminal to begin its commercial activities ajafhuary 2021.

Pursuant to theMethodology for setting tariffs for the reception and dispatch of liquefied
natural gas (Official Gazette Nos./48 and 79/20) in December 2020 HERA issued the
Decision on tariffs for the reception and dispatch of liquefied natural gas (Official Gazette
No.144/20)for the first regulatory period 202¢ 2025 and theéDecision on establishing a
regulatory account folLlNG terminal management for the energy entity LNG Hrvatska

18 Fsru (Floating Storage and Regasification Unit) is a floating vessel for the reception and tegasfificguefied natural gas.
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d.o.o., Zagrepfor the period 202X, 2040, with the purpose of setting a tariff for the LNG
terminal management operator LNG Hrvatska d.o.0., which is competitive compared to
the cost of servicef other LNG terminal operators in Croatia's vicinity and reduces the
otherwise significant tariff variability as a consequence of different levels of LNG terminal
capacity lease in a 2fear period. In fact, tariffs greatly depend on actual and planned
annual capacity lease of the LNG terminal, which was significantly higher than the results
of the previous applied binding Open Season procedure for capacity lease used for the
calculation of indicative tariffs established by tBecision on indicative taf¥f for the
reception and dispatch of liqguefied natural gas (Official Gazett&6ld8)in June 2018.

Pursuant to the decisions, the tariffs for the reception and dispatch of liquefied natural
gas for the LNG terminal operator LNG Hrvatska d.o.o. areatme $or all years of the
first regulatory period 202t 2025 and amount to EUR17 per MWAS®, which is 15.8%
lower than the indicative tariff of EUR39 per MWh from June 2018.

The gas transmission tariffs for the transmission system operator PLINAGROfat.
2020 were established by thBecision on tariff amounts for gas transmission (Official
Gazette N0124/19) which was issued by HERA in December 2019 in line with the
Methodology for setting tariffs for gas transmission (Official Gazette Nos.84&/H
58/18). Pursuant to the abovBecisionthe total average price for gas transmissioim

2020 amounted to HR& 0122 per kWh, which is a 2.1% decrease compared to 2019.

Further, in July 2020 HERA adopted the rdethodology for setting tariffs for ap
transmission (Official Gazette N&@/20)in order to complete the implementation of the
NC TAR Regulatiom accordance with the neiethodology a newDecision on tariffs

for gas transmission (Official Gazette Nd7/20) was issued in December 2020,
establishing the tariff amounts for gas transmission for the years of the third regulatory
period 2021¢ 2025. The established tariffs for the use of the transmission system in the
third regulatory period are based on the calculation of the anticipatéuiedd revenues

of the transmission system operator, which include the difference identified after the
regular revision of revenues for the previous (second) regulatory period-20PD, and
which is to an extent influenced by the new gas transmissiorastriucture that was
needed to enable the dispatch of gas from the LNG terminal into the Croatian gas
transmission system and further towards the EU.

In line with the above, the projected total average price for gas transmission in 2021 is
17.2% higher congred to the actual total average price in 2020.

As regards the quality of gas supply, HERA has been collecting data on achieved
guaranteed standards of gas supply quality since October 2014. Following the adoption of
the General terms and conditions of gas sup{®fficial Gazette N&0/18) in 2018,
compensation is applied in case of failure to meet the guaranteed standard. A new
guaranteed standard was introduced by thenendments to the General terms and
conditions of gas supply (Official Gazette B®&/20) in April2020. HERA continues to
collect thedata necessary to define the incentives and compensations for insufficient
quality of service for other guaranteed standards in the upcoming period.

The above trends on the gas market in 2020, with special emphasis on the completion of
the strategic projet of the construction of new gas infrastructure (LNG terminal), as well

as the significant price reduction on the wholesale and retail gas markets for industrial
customers and increased competition on the retail gas market, demonstrate the existence
of anadequate and transparent regulatory framewaork, which includes rules on gas market
organisation, rules on access to the gas system, and the levels of prices for the use of gas
infrastructure. The public call for tenders to select the gas supplier undeiptitdic

service obligation regime also contributed to the improvement and development of the

19 This refers to the net calorific value (NCV).
20 The ratio between total billed fees for the use of the transmission system and total quantity of gas transported in a year.
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Croatian gas market functions as one of the steps in its gradual deregulation, provided for

in the applicableGas Market Actwhich should benefit all finadustomers from the
household category because it resulted in the selection of the most qualified and
competitive tenderers as public service suppliers across the distribution areas. In this
aSyasSsy 19wl Qa 202S0GA0Sa  T2NJ olighéhg tHelJO2 Y A
preconditions for optimal functioning of the gas market, encouraging the development of
efficient competition, and creating stable and predictable business conditions for the
benefit of all market participants.

In addition to the COVHD9 panemic, 2020 was also marked by the earthquakes that hit
the City of Zagreb, and, in late 2020, the Sigllslavina County and the wider region of
central Croatia.

The energy entities did their best to adapt their activities to the new circumstances and
the recommendations issued by the disease control centres regarding behaviour that
reduces the spread of COVID and protects all citizens.

Due to the epidemiological situation, energy entities in the gas sector revised their tasks
and business processes, apdstponed activities that do not have specific deadlines,
especially where they included physical contact with customers. Customers were also
instructed to communicate with the energy entities bymail or by phone whenever
possible, and to limit visitingnergy entity offices to a minimum. In cases when it was
impossible to postpone the contact with final customers or system users, energy entities
made sure to keep it at a minimum so as not to endanger the client.

A series of earthquakes that struck théyf Zagreb, and later in the year the Sisak
Moslavina County and the wider region of central Croatia, called for changes to the
previously established work organisation due to CGMD because the new
circumstances required priority checks of all paftthe gas distribution system that were
threatened, especially those close to the epicentres.

In the first days after the earthquake, gas supply was suspended in some parts of Zagreb
and interventions were organised at the requests of final customersegments of the

gas network were checked for leaks in the wider centre of the city, including the old city
centre, and none were found. No leaks were detected in the-pigissure steel pipelines

that feed into pressure reducing metering stations clogesthe epicentre. In the three
months after the Zagreb earthquake, the distribution centre of Gradska plinara Zagreb
d.o.o. received more than 14,000 calls and initiated the corresponding interventions.

According to the information received from the engrentities, numerous buildings in the
SisakMoslavina County and central Croatia suffered significant damage, especially to flue
systems. In cases of reported damage to gas installations and/or flue systems, appropriate
expert checks were performed, foll@d by the suspension of gas supply until all gas
installations and/or flue systems were repaired.

Following the repairs of gas installations or buildings, in cases when the buildings fulfilled
all conditions for safe gas use and had satisfactory reportthe statics of the building,

the gas installations were tested and filled with gas and the final customers were
reconnected to the distribution system upon request.

In cases of residential buildings with significant damage, which are labelled agenfairsa
living, pressure reducing metering stations were disassembled until repairs or
construction of new buildings are complete and they can be reconnected to the
distribution system.

There was no direct damage from the earthquakes to the transmissidansyand its
facilities.
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2.3 OiIl, petroleum products, and biofuels

In 2020, the oil, petroleum products, and biofuel sector was marked by a decrease in the
production and imports of petroleum products and an increase in transported quantities
of crude ol via the oil pipeline system.

The volume of production of petroleum products in 2020 was 2.5 million tonnes, which is
10.7% less compared to 2019. A total of 1.54 million tonnes of petroleum products were
imported, which is 0.38 million tonnes or 19.8%dd¢han in 2019. The decrease in imports
can primarily be explained by a decline in economic activities caused by the -C®VID
pandemic.

The total volume of liquefied petroleum gas produced in 2020 was 186,000 tonnes, which
is 11,000 tonnes or 5.6% lessthin 2019.

The volume of biofuels produced in 2020 amounted to 171 tonnes, which is a marked
decrease of 35.2% as compared to the 264 tonnes produced in 2019. This demonstrates
a strong downward trend in the production of biofuels in the past few yeadsthat this

trend continued in 2020. While the peak biofuel production in the amount of 39,476
tonnes was recorded in 2012, a decreasing trend in production has been present ever
since. The assumed causes of the drop in biofuel production are adversetrrarias,

which started as a result of the termination of payment of cash incentives for the
production of biofuels for transportation paid to biofuel producers, as well as insufficient
investments in the modernization of biofuel production facilities.

Thebusiness activities of energy entities on the oil and petroleum products market during
the COVIEL9 pandemic and after the earthquakes that hit Croatia were marked by a
significant decrease in trade and, consequently, by a drop in the prices of petroleum
products on the market (which only started to recover in the last quarter of 2020),

resulting in poorer financial results of some energy entities. Not only did this lead to a
stagnation of growth, but some planned capital investments for further business

development were also postponed.

During the COVHD9 pandemic and after the earthquakes, energy entities from the oil
and petroleum products sector implemented measures and activities to provide help to
the earthquakestricken areas by taking part irumanitarian actions and donating funds,
hospital equipment, construction machinery, as well as by sending volunteers to clean the
rubble left by the earthquake.

2.4 Thermal energy

The Thermal Energy Market Act (Official Gazette No. 80/ir8foduced substantial
changes to the regulation, organisation and functioning of the thermal energy sector and
contributed to the development of the thermal energy market. However, it had no effects
in terms of increased competition in thermal energy plypand thermal energy buyer
activities as had been expected, and the entire sector suffered from problems regarding
allocation and billing of thermal energy in apartment buildings.

In district and closed heating systems, the activity of thermal energgriand all energy
activities related to the thermal energy sector are most often performed by the same
vertically integrated energy entities. For independent heating systems, the thermal
energy buyer activity is most often performed by energy entities qranfng energy
activities in the thermal energy sector in a specific area, with other thermal energy buyers
operating in some towns. According to the register of thermal energy buyers managed by
HERA, the five largest energy entities (HBBlinarstvo d.o.q Zagreb, Gradska toplana
d.o.o., Karlovac, GTG Vinkovci d.o.o., Vinkovci, BR@Dd.o.0., Slavonski Brod, ENERGO
d.o.o., Rijeka) performed the activity of thermal energy buyer for over 97% of final
customers. In 2020, the register of thermal energy dngyincluded 46 legal or natural
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persons, 70% of which actively performed the activity of thermal energy buyers. In 2020,
five new business entities were recorded in the register, and one business entity was
deleted from the register.

HERA issued five licees for thermal energy production and four licences for thermal
energy supply. Much like in 2019, the licences issued in 2020 are primarily a result of the
construction of cogeneration installations participating in the incentives system for
promoting eletricity production from renewable energy sources and kefficiency
cogeneration.

In 2020 HERA issued seven decisions granting eligible electricity producer status for new
cogeneration installations using biogas and biomass. The majority of cogeneration
installations participating in the incentives system for promoting electricity production
from renewable energy sources and cogeneration use produced thermal energy for their
own needs or supply it to an energy entity (wood processing company or farm). A
significant portion of thermal energy used for own needs pertains to the preparation of
the primary energy source (wood chip drying or production of biogas).

Even though there are energy efficiency requirements in place for the facilities in the
incentivessystem for the production of electricity from renewable energy sources and

cogeneration, such installations are usually constructed in order to produce electricity in
locations without any significant demand for thermal energy. However, there is an
improving trend of a more efficient use of thermal energy in cogeneration installations

with eligible electricity producer status, mostly due to the construction of drying facilities

next to the installations.

Apart from the construction of cogeneration instaltais participating in the incentives
system for promoting electricity production from renewable energy sources and high
efficiency cogeneration, there have been no major changes in terms of the development
of thermal systems. More specifically, the totaimber of final customers of thermal
energy, network length, as well as the installed capacity of production facilities of the
existing energy entities, remained almost unchanged compared to the previous year.

The energy entities performing energy activatiof thermal energy production and
thermal energy distribution in district heating systems did not submit any requests in 2020
for setting tariffs for the production or distribution of thermal energy. However, the
Methodology for setting tariffs for thermi@&nergy distribution (Official Gazette No. 56/14)
allows for a simplified change in tariff amounts for energy in case of changes in the price
of fuel used for thermal energy production. In 2020, HERA received two such applications,
submitted by the energentity BROEPLIN d.o.0. Following these applications, in 2020
tariffs were reduced in Slavonski Brod by 7.68% for the household tariff group, and by
14.41% for industrial and commercial consumers.

In order to ensure that the same price of gas is usedhémrhal energy production both

for the final household customers of thermal energy and for the final household
customers of gas, in 2019 the Croatian Government adoptedRégulation on the
amendment to the Thermal Energy Market Act (Official Gazette N6/18), which
essentially continues the application of the previdRsgulation on the amendment to

the Thermal Energy Market Act (Official Gazette No. 76/18he Regulation on the
amendment to the Thermal Energy Market Act (Official Gazette No. 86/9red at

the end of 2020. However, due to a favourable situation on the gas market, in 2020
entities in the thermal energy sector already started to purchase gas for thermal energy
production at prices lower than the prices for final household customera®f g

There were no major legislative activities in the thermal energy sector in 2020.

In early 2020, thérdinance on the criteria for issuing energy approvals for production
facilities (Official Gazette No. 5/2@)as adopted, which regulates the issuingeokergy
approvals for all production facilities generating electricity and/or thermal energy,
including power plants, cogeneration installations and boiler stations.
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As regards the incentives system for the production of electricity from renewable energy
sources, theRegulation on promoting electricity production from renewable energy
sources and higbfficiency cogeneratigradopted in late 2018, specifies the manner and
conditions for the implementation of new incentive models for the production of
electricity from renewable energy sources and high efficiency cogeneration. The
Regulationdoes not provide for high efficiency cogeneration using natural gas. While the
Regulation on the Amendments to the Regulation on promoting electricity production
from renewable energy sources and high efficiency cogeneration (Official Gazette, No.
60/20), adopted in 2020, brought some improvements, there were no changes to the
categorisation of installations, meaning that there are still no incentives for high effjcienc
cogeneration using natural gas. Directly related to this, Regulation on quotas for
promoting electricity production from renewable energy sources and-dfigliency
cogeneration adopted in May 2020, specifies quotas for cogeneration installatisimgu
biomass and biogas, but it does not include kégficiency cogeneration using natural gas,
cogeneration installations using waste or other renewable fuels or cogeneration
installations using waste heat from industrial processes, nor does it set gjfota
installations using liquid fuels (which is essentially cogeneration).

In late 2020, HROTE organised its first call for tenders for the allocation of market
premiums and guaranteed purchase prices for promoting renewable electricity
production. With bhat call, the systematic allocation of state aid for production of
electricity from renewable sources and cogeneration resumed after the expiry of the
Tariff system for the production of electricity from renewable energy sources and
cogeneration (Officidbazette Nos. 133/13, 151/13, 20/14, 107/14 and 1004t3he end

of 2015. Five contracts for biomass installations and five contracts for biogas installations
were signed in the thermal energy sector as a result of the call for tenders.

Also, the Regulatbn on the Amendments to the Regulation on promoting electricity
production from renewable energy sources and high efficiency cogeneration (Official
Gazette No. 60/20gnabled further extension of previous decisions on awarding the
eligible electricity prodcer status due to the circumstances caused by the CQ¥ID
pandemic. Specifically, it provided that, at the request of project promoters, previous
decisions for facilities under construction may be extended for a period of no more than
six months from thalate of expiry of the previous decision.

As regards the eligible electricity producers, Article 25 ofReaewable Energy Sources
and HighEfficiency Cogeneration Agirovides for a regulation which determines the
manner and criteria for granting and tainating the status of eligible electricity producer,

as well as the technical and operational criteria for production facilities and/or generating
units for which the status of eligible electricity producer is granted. This regulation is of
particular sigificance for HERA, given the need to improve the procedure for granting the
status of eligible electricity producer, clarify the technical conditions of use, address in
detail the issue of determining the level of efficiency for cogenerations, and resthlge
issues related to the status of eligible electricity producer.

Following the legislative activities in 2020, tAet on Amendments to the Energy
Efficiency Act (Official Gazette No41/21) entered into force. Although these
amendments relate primdyi to the transposition of several EU directives, the changes
introduced in the energy savings obligation scheme are important for energy entities in
the thermal energy sector. Notably, provisions were introduced for the new cumulation
period (period in with the implementation of measures is monitored), which runs from
1 January 2021 to 31 December 2030. At the same timeQtidtnance on the energy
efficiency obligation scheme (Official Gazette No. 41¢k@jred on the date of entry into
force of that At Provisions from this ordinance have been included in Emergy
Efficiency Actor will be included in theOrdinance on the system for monitoring,
measuring and verification of energy savinte proposal of which was put up for a public
consultation inMay 2021.
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The changes in the energy savings obligation scheme that took place in late 2020 and early
2021 are part of continued efforts to eliminate the difficulties occurring in practice since
2019, which led to the adoption of th®rdinance on the eneygefficiency obligation
schemein early May 2019, and th&ct on Amendments to the Energy Efficiency Act
(Official Gazette No. 25/20and Ordinance on the system for monitoring, measuring and
verification of energy saving®fficial Gazette No. 33/20) irady 2020.

The energy efficiency obligation scheme obliges suppliers to implement energy efficiency
measures in end use in the manner laid downDimective 2012/27/Eland Directive
2018/2002 The Energy Efficiency Acprovides for a gradual implementatioof
obligations according to which in 2019 the energy savings obligated parties were energy
suppliers and their affiliates which in 2017 had supplied more than 300 GWh of energy,
with the threshold being lowered to 100 GWh of energy in 2020, and final@ ®wWh of
energy in 2021. Entities in the heating sector subject to the obligation in 2020 were HEP
Toplinarstvo d.o.o., Zagreb, Brptin d.o.o., Slavonski Brod, and Energo d.o.0., Rijeka.

Following the earthquakes in 2020, the Croatian Government adoipgeDecision on the
declaration of a state of disaster for areas affected by earthquakes (Official Gazette No.
1/21), which declared a state of disaster caused by the earthquakes inl8¢svina,
Zagreb and Karlovac counties and adopted three regswistifor the use of heating
systems in the areas affected by the earthquakes.

On 18 January 2020, the Croatian Government issued a decision instructing Hrvatska
elektroprivreda d.d. to write off all receivables relating to the supply of energy and other
receivables in the amount of a single bill for supplied energy together with accompanying
fees for the months of January, February and March 2021, to household final customers
whose properties were damaged in the series of earthquakes starting on 28 December
2020 in the areas of Sisdkoslavina and Zagreb counties. Pursuant to that decision, the
costs of HEH oplinarstvo in these areas were written off.

On 11 March 2020, the Croatian Government issued a decision instructing the Ministry of
Economy and Sustaihke Development to reimburse all buyers of thermal energy who
have reported receivables for thermal energy supplied to household final customers
affected by earthquakes in the areas of Sib#dslavina and Zagreb counties, equal to the
amount of bills issugin the months of January, February and March 2021 for the purpose
of repairing damages. A decision adopted on 25 March 2021 provided for theafirite
and reimbursement of receivables for energy for April 2021. The costs of thermal energy
will be reimbused from the national budget.
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HERA is an independent, autonomous, poafit legal entity which acts as a public
authority competent for the regulation of energglated activities. It was established in

2004 pursuant to theAct on the Regulation of Energy Activities (Official Gazette
No.177/04).
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accordance with its official authority.

l 9w! Q&4 $2N] A& LMzoftAOX FyR Fff 2F AGa | Od.
transparency, objectivityand impartiality.
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l 9w! Q& & 0 NJzO (i dzNEst ork the RRdgbIdtibnyof Bhergy d\ctivitigs§ Official
Gazette Nos. 120/12 and 68/18) | 9 w! Q& {QctbbérandVakd AMnmEndmeats

to the Statutes of 2%\pril 2019.

HERA consistsf @ Board of Commissioners, Office of the President of the Board of
Commissioners, Independent Internal Audit Department, core operations divisions,
administrative and support services.

HERA is governed by its Board of Commissioners, which is respomsibte tore
operations.

¢tKS t NBaAaARSYyild 2F GKS . 2FNR 2F /2YYA&aairzys
HERA, he represents HERA in all proceedings before courts, administrative and other state
authorities, and before legal entities vested with officGathority. The President of the

Board of Commissioners also takes all legal actions on behalf of and for the account of

l 9w! 2 2NHIFyAaSa FyR YIFIylF3Sa 1 9w! Qa 2LISNI &7
of HERA's operations. The President of the BaduCommissioners has a deputy.

The divisions and services are in charge of HERA's core operations, and provision of
administrative and support services.

The main units are organised as follows:
o0 Electricity Division,
o0 Gas and Oil Division,
0 Thermal Energyildision,
0 Legal Affairs and Human Resources, and
0 Support Services.

HERA's organisational chart is shown in Figure 3.1.1.

The divisions and services are managed by directors who are appointed by the President
of the Board of Commissioners in accordance wittblic calls for applications. The
directors are appointed to a term of four years with the possibility efjppointment.

The directors of divisions and services manage the activities of the divisions related to the
core operations, and are accountablette President of the Board of Commissioners.

Pursuant to theDecision of the Croatian Government on the fees charged for the

regulation of energyelated activities (Official Gazette Nos. 155/08, 50/09, 103/09 and

21/12> | 9w! Q& 2 LIS NI ( mefgllawing dofceF dzy RSR FNR Y

- a fee calculated as 0.05% of the total annual revenue generated in the previous year by
energy entities from the sale of goods and/or services resulting from their energy
related activities for which they hold valid licences, and
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- fees charged for granting licences for energlated activities, fees charged for
approving the eligible producer status, and fees charged for the settling of appeals,

complaints, and requests.

BOARD OF COMMISSIONERS
[ Member ] Deputy President [ President ] Member [ Member ]
Independent President of the Board
Department for |« | of Commissioners'
Internal Auditing Office
\ 4 A\ 4 . \ 4 . A4 o \ 4 )
ELECTRICITY GAS AND OIL " THERMAL ENERGY ::{ LEGAL AFFAIRS AND :: SUPPORT SERVICES '
DIVISION DIVISION DIVISION HUMAN RESOURCES

Electricity Division Office

Gas and Oil Division Office

Thermal Energy Division
Office

Legal Affairs and Human
Resources Office

Support Services Office

Department for Tariff
Systems and the Electricity
Market

Department for Tariff
Systems and the Gas and
Oil Market

Department for Tariff
Systems and the Thermal
Energy Market

Department for Consumer
Protection and Licenses

Department of Economic
Affairs

Department for the Electric
Power System and Quality
of Supply

Department for Gas and Oil
Systems and Quality of
Supply

Department for Heat
Systems and Quality of
Supply

Department for Legislation
and Legal Support

Department for Information
and Communication
Technology

Department for
High-Efficiency

Department for Human
Resources

Cogeneration

Figure 3.1.1 Organisational chart

Pursuant to the provisins of Article 8 of thé\ct on the Regulation of Energy Activities
(Official Gazette Nos. 120/12 and 68/18HERA is accountable to the Croatian
Parliament.

obH[ SIAFE FNIFIYSH2N]

¢CKS fS3l ¢
following regulations:
Act on the Regulation of Energy Activities (Official Gazette Nos. 120/12 and 68/18)
Energy Act (Official Gazette Nos. 120/12, 14/14, 102/15 and 68/18),

Electricity Market Act (Official Gazette Nos. 22/13, 102/15, 68/18 &1i19),

Gas Market Act (Official Gazette Nos. 18/18 and 23/20)

Thermal Energy Market Act (Official Gazette Nos. 80/13, 14/14 and 86/19)

Oil and Petroleum Products Market Act (Official Gazette Nos. 19/14, 73/17 and
96/19),

0 Act on Biofuels for Transportédn (Official Gazette Nos. 65/09, 145/10, 26/11,
144712, 14/14, 94/18 and 52/21)

0 Renewable Energy Sources and Higfficiency Cogeneration Act (Official Gazette
Nos. 100/15 and 111/18)

FNIYSg2N] NBIdzZ FGAy3T | Qudes@er (A Sa

O O o o o o
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o Energy Efficiency Act (Official Gazette Nos. 127/14, 116/18, 25/260) 41/21),
0 Act on Alternative Fuel Infrastructure Deployment (Official Gazette No. 120/16),

0 Act on the Ratification of the Energy Community Treaty (Official Gazette
International Agreements, Nos. 6/06 and 9/06)

0 General Administrative Procedure A¢Dfficial Gazette No. 47/09)

o Ordinance on Licences for Performing Enétglated Activities and Maintaining
Registers of Granted and Revoked Licences for the Performance of-Eakigyl
Activities (Official Gazette Nos. 88/15, 114/15 and 66/18)

o0 Decisim on Fees Charged for the Regulation of EnBegated Activities (Official
Gazette Nos. 155/08, 50/09, 103/09 and 21/1ahd

o0 other bylaws adopted pursuant to th&nergy Actand other legislation regulating
specific energy markets.

In July 2018, the Croatian Parliament adopted Aw¢ on the Amendments to the Act on

the Regulation of Energy Activitieffficial Gazette No. 68/18)containing,inter alia,

amended provisions pOSNY Ay 3 1 9w! Qa LIR2GSNE |yR 20fA:
over energy entities. Thact on the Amendments to the Act on the Regulation of Energy
Activitiesl £ 82 20t A3Sa | ff yFGdz2NFft | yRk2N £ S3l¢
submitall regq¢ a8 i SR RIGIF T NBLEZ2NIa yR 20GKSNJ R2 Od:
within a deadline set by HERA. Some of the most important obligations arising from
European legislation are derived froRegulation (EU) Nb227/2011 of the European
Parliament and of th&ouncil of 2®ctober2011 on wholesale energy market integrity

and transparency(hereinafter: Regulation (EU) N@27/2011 or REMIT Regulatjon

charging the national regulatory authorities with additional tasks relative to monitoring
transparency and fuctioning of the European energy market. Thet on the
Amendments to the Act on the Regulation of Energy Activitfeam 2018 has provided

HERA with powers necessary to perform these tasks.

odd OGADAGASA
l 9w! Q& I OO A @A (iAtDrathelREgRtion df Enér§yR\ctikitiésaridAinSlude

the following:

1 granting, renewing, and transferring licences for enemgated activities, and
revoking and suspending of licenégs

9 supervision of energy entities in their performance of energpated activities

1 supervision of the implementation of provisions on unbundling pursuant to the act
governing the energy sector and the acts governing the performance of particular
energyrelated activities,

1 supervision of the keeping of separate accounts, as providedeégct governing the
energy sector and other acts governing specific energy markets,

9 supervision of compliance with the provisions ensuring that there are no cross
subsidies between energglated activities pursuant to the acts governing specific
energymarkets,

1 supervision of compliance with the principles of transparency, objectivity, and
impartiality in the work of energy market operators,

21 I LJG SNJ & molicendek dGeyfeRNEB € + (SR | OGAGAGASaéE O2yidlAya GKS tradta 2
(38) or have expired (34) in 2020 together with information about licences valid on 31 December 2020 (403 licences)
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approval of general acts that organise the electricity market and general acts that
organise the natural gas marte

adoption of decisions on eligible producer status and the suspension and revocation
of eligible producer status,

adoption of methodologies and tariff systems in accordance with Aleé on the
Regulation of Energy Activitieghe act governing the energector and other acts
governing specific energy markets,

setting or approving prices, tariffs, and fees in accordance with the methodologies and
tariff systems under Article 11, paragraph 1, itenoBthe Act on the Regulation of
Energy Activities

approval of investment, development and construction plans for energy systems
pursuant to the acts governing specific energy markets,

supervision of the compliance of investment, development, and construction plans of
transmission system and transport syst operators with ENTSE and ENTSOG
development plans,

supervision of transmission, transport, and distribution system operators (system
owners), other energy entities or system users with respect to their compliance with
the obligations laid down in théct on the Regulation of Energy Activitiethe act
governing the energy sector, and other acts governing specific energy markets, as well
as withRegulation (EC) No 714/2009 of the European Parliament and of the Council of
13 July 2009 on conditions foc@ess to the network for crogsorder exchanges in
electricity and repealing Regulation (EC) No 1228/2®@Beinafter: Regulation (EC)

No 714/2009) and RegulatigiC) No 715/2009 of the European Parliament and of the
Council of 13 July 2009 on conditidios access to the natural gas transmission
networks and repealing Regulation (EC) No 1775/Zhéteinafter: Regulation (EC) No
715/2009),

cooperation with the regulatory authorities of EU member states and the neighbouring
countries, and with the Agendgr the Cooperation of Energy Regulators (hereinafter:
ACER),

cooperation with the regulatory authorities and other authorities in the Energy
Community pursuant to théct on the Ratification of the Energy Community Treaty

implementation of the legally binding decisions of ACER and the European
Commission,

submission of annual reports to the Croatian Parliament containing information on
activities undertaken and results achieved in relation to the scope of activities under
Article 11, Paragraph, tems 1 to &f the Act on the Regulation of Energy Activities,

reporting to other competent national authorities, ACER, the European Commission,
and other bodies of the European Union, including the submission of annual reports
to ACER and the Europea@ommission containing information on activities
undertaken and results achieved in relation to the scope of activities under Article 11,
Paragraph 1, ltems 1 tod the Act on the Regulation of Energy Activities,

laying down the requirements for the quigliof energy supply in accordance with
applicable regulations governing specific energhated activities,

laying down general requirements for energy supply,

specifying and supervising the methodology for setting network/system connection
fees for new casumers and for increasing the connection power/capacity for energy
entities and end consumers,

conducting cosbenefit analyses and obtaining opinions from representatives of
consumer protection bodies with respect to introduction of advanced metering
devices for end consumers,
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1 supervision of the quality of energy supply pursuant to applicable regulations
governing specific energy markets,

1 supervision of the transparency of the energy market,

9 supervision of the level of openness, competition, and misustherenergy market
and in consumer supply,

9 supervision of restrictive contracts, especially those restricting the number of
suppliers, and informing the national competition regulator when required,

9 supervision of free contracting in terms of supply contsawith the possibility of
termination and longterm contracts, provided that they comply with EU legislation
and policies,

1 supervision of the time needed by transmission, transport, and distribution system
operators for connection and repair works,

1 providing assistance, together with other relevant authorities, to ensure the
implementation of efficient and prescribed consumer protection measures,

9 adopting recommendations related to the pricing of energy supply performed as a
public service, at least ongeer year,

9 providing consumers with the right to access information on their energy
consumption, i.e. designing a format for presenting consumers with consumption data
that is easy to understand and standardised at the national level, and establishing
procedures by which consumers and suppliers may exercise their right to access
consumption data such that consumers can enable the registered suppliers to obtain
access to data on their consumption, whereas the parties responsible for managing
their own consumpion data provide such data to the suppliers; all these services are
free of charge for consumers,

1 supervision of the confidentiality of consumer energy consumption data,

1 monitoring investments in electricity generation facilities with regard to supply
seaurity,

9 issuing certificates to transmission and transport system operators in accordance with
the provisions of the act governing the electricity market and the law governing the
natural gas market,

T supervision of the application of the requirements focass to the gas storage system,

1 monitoring the implementation of measures stipulated by the Croatian government
for emergency situations pursuant to the provisions of the act governing the energy
sector,

9 encouraging the harmonisation of data exchange ie thost important market
processes at the regional level, and

I other activities.

Reports from the meetings of the Board of ComrAnissioner,s and all decisions are regularly
LJdzof AAaKSR 2y 1 9w! Qa ¢gS0aAusSo

In 2020, the Board of Commissioners held 30 meetits a total of 377 agenda items
discussed.

7

34 ! 3IASYSNIt 20SNBASE 2F | 9w! Qa | Ot
3.4.1 Consumer protection

Within the area of its competence, HERA actively participates in consumer protection in
a number of ways:
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- by supervising the work of energy entities and the quality of their services, and by
02ttt SOGAY3 FTYR LINROSaaAy3d Riesiih theNiBld of i SR
consumer protection pursuant to the provisions of tlnergy Actand the laws
governing the performance of specific enemgyated activities, as well as by
cooperating with ministries and relevant inspectorates pursuant to the piavssbf
special laws, and

- by resolving individual consumer appeals and complaints by virtue of its official authority
pursuant to theAct on the Regulation of Energigelated Activitiesand other acts and
regulations governing specific energy markets.

In order to protect their rights, energy consumers may submit to HERA their appeals,
complaints and other submissions related to energy entities in the fields of electricity,
thermal energy, natural gas and oil.

During 2020, HERA received a total of 709 subamissirom final customers, energy
entities, energy customers, institutions and others, of which 24 were appeals, 383
complaints, 256 inquiries and 46 other submissions. A total of 8 court proceedings were
initiated against HERA's actions in 2020 beforectapetent administrative court.

In addition, HERA was actively involved in the work of the National Consumer Protection
Council, as well as in the development of the National Consumer Protection Programme
for the period 202Xk 2024, with the aim tdfamiliarise consumers in the energy sector
with their rights and obligations and to present HERA as an authority that can be
contacted in case any of their rights, that are guaranteed by regulations governing the
energy sector, have been violated.

In 2020,HERA also closely cooperated with other public and legal entities, as well as
various consumer protection associations. HERA will continue this cooperation in the
future, and maintain its contacts with consumers by replying directly to consumer
inquiries,resolving matters related to consumer rights and protection, etc.

3.4.2 Electricity

LY HAHAZ |1 9w!i1 a FOGAGAGASE Ay GKS St SO0GNR

- drafting and adopting byaws governing the electricity market,

- implementing EU regulains,

- issuing decisions on tariffs based on methodologies applicable to energy entities
performing electricityrelated activities as a public service,

- approving and monitoring the implementation of tgear development plans for the
transmission and distribution networks,

- monitoring power losses in the transmission and distribution networks, and
participating in the drafting of reports by the Council of European Energy Regulators
(hereinafter: CEER) on power losses,

- regular monitoringof the application of rules on the management and distribution of
crosszonal transmission capacities and the compliance of capacity allocation regimes,

- regular monitoring of balancing energy settlements and imbalance settlements in order
to improve the egulations on balancing energy settlements and imbalance settlements,
including the implementation of standard load profiles,

- collecting and processing data on the quality of electricity supply and participating in the
drafting of CEER reports on the qtiabf electricity supply,

- implementing Regulation (EU) No 1227/2011 of the European Parliament and the
Council of 25 October 2011 on wholesale energy market integrity and transparency
(hereinafter:the REMIT Regulatignin order to prevent insidetrading and market
manipulation in cooperation with ACER,
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- monitoring the separation of energglated operations and unbundling of accounts for
entities performing electricityelated activities as a public service (HEDPS),

- issuing 19 licences to perforemergy activities (nine licences for electricity generation,
two licences for electricity supply and eight licences for electricity trade),

- extending ten licences to perform energy activities (seven licences for electricity
generation, one licence fodectricity supply and two licences for electricity trade),

- issuing seven decisions granting eligible electricity producer status, two decisions
altering the preliminary decision, ten decisions on planned changes of the conditions of
the use of a produatin facility, one decision to extend the preliminary decision, and

- resolving 467 submissions, i.e., complaints, objections, inquiries, and other submissions
in the field of electricity.

After consultation with the concerned stakeholders, HERA adopted faflewing

regulations in 2020:

- Amendments to the General terms and conditions for network use and electricity supply
(Official Gazette No. 49/20)

- General terms and conditions for network use and electricity supply (Official Gazette No.
104/20),

- Amendmentgo the Requirements for the quality of electricity supi@¥ficial Gazette
No. 16/20)

- Amendments to the Methodology for setting electricity grid connection charges for new
users and for increasing the connection capacity for existing users (Officidleda.
104/20).

HERA issued the following decisions on tariff amounts:

- Decision on tariffs for guaranteed electricity supply (Official Gazett@®20) (for the
period from 1 April to 30 June 2020)

- Decision on tariffs for guaranteeadectricity supply (Official Gazette N&8/20) (for the
period from 1 July to 30 September 2020),

- Decision on tariffs for guaranteed electricity supply (Official Gazett®@&20) (for the
period from 1 October to 31 December 2020),
- Decision on tariffsor guaranteed electricity supply (Official Gazette N81./20)(for the
period from 1 January to 31 March 2021
HERA granted its prior approvals for the following regulations:
- prior approval for t,hePerpo§aI for Amendnrlents, to t,he Rules ee!actr[city market
organisation2 ¥ UKS Sy SNHeé SyuAueée | NBFdailA 2LISNF
- prior approval for théProposal for Amendments to the Network Code fir the Distribution
Systenof the energy entity HERperator distribucijskog sustawko.o., Zagreb,

- prior approval for theProposal for Amendments to the Network Code for the
Transmission Systeaf the energy entity Hrvatski operator prijenosnog sustava d.o.o.,
Zagreb,

- prior approval for theProposal for the Methodology for calculatingritfs for the
provision of ancillary service§the energy entity Hrvatski operator prijenosnog sustava
d.o.o., Zagreb,

- prior approval for theProposal for the Rules on the application of standard load profiles
of the energy entity HERperator distribugskog sustava d.o.o., Zagreb,

- prior approval for theProposal for the Rules on the allocation of intraday capacity for
the border between the bidding zones of Hrvatski operator prijenosnog sustava d.o.o.
(HOPS) and EMS AD Beograd (ENIB)e energy entiy Hrvatski operator prijenosnog
sustava d.o.o., Zagreb.

HERA granted approvals or prior approvals for the following documents:
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- approval for theAnnual energy procurement plan to cover losses in the transmission
network for 2021of the energy entity Hrvatskoperator prijenosnog sustava d.o.o.,
Zagreb,

- approval for theAnnual energy procurement plan to cover losses in the distribution
network for 2021of the energy entity HEPperator distribucijskog sustava d.o.o.,
Zagreb,

- prior approval for theAnnual repet on the security of supply in the distribution system
for 20190f the energy entity HEPperator distribucijskog sustava d.o.o., Zagreb,

- prior approval for theAnnual report on the security of supply for 20if%the energy
entity Hrvatski operator prijeosnog sustava, Zagreb,

- prior approval for theProposal for the Teyear (202@2029) development plan for the
HEPODS distribution network with a detailed elaboration of the initial these one
year periodof the energy entity HERperator distribucijs&g sustava d.o.o., Zagreb.

HERA granted its prior approval for the following proposals for agreements and decisions:

- prior approval for theProposal for a longerm loan agreement No. 5/201§ the energy
entity Hrvatski operator prijenosnog sustava d.pgagreb,

- prior approval for thé’roposal for an agreement on the use of the network for the Sklope
hydropower plant No. 68/26f the energy entity Hrvatski operator prijenosnog sustava,
Zagreb,

- prior approval for théProposal for an agreement @tectricity supply for a period of one
yearof the energy entity Hrvatski operator prijenosnog sustava d.o.o., Zagreb,

- prior approval for théProposal for a longerm loan agreement No. 7/202€f the energy
entity Hrvatski operator prijenosnog sustava 6.0 Zagreb,

- prior approval for theProposal for an agreement on the provision of ancillary services
for 20210f the energy entity Hrvatski operator prijenosnog sustava d.o.0., Zagreb,

- prior approval for theProposal for an agreement aectricity supply to cover losses in
the transmission network No.-( /2020 of the energy entity Hrvatski operator
prijenosnog sustava d.o.o., Zagreb,

- prior approval for théProposal for a Decision on the appointment of a compliance officer
of the energyentity Hrvatski operator prijenosnog sustava d.0.0., Zagreb.

HERA issued the following decisions on issuing reports or approving the following
documents:

- Decision on the adoption of thReport on the use of revenues of Hrvatski operator
prijenosnog sustav d.o.o. from the allocation of crogenal transmission capacities in
2019,

- Decision approving theroposal for contributions to the costs of establishment, changes,
and operation of single daghead and intraday couplingf the energy entity Hrvatski
operator prijenosnog sustava d.o.o0., Zagreb,

- Decision approving th€ommon proposal of all transmission system operators for
common settlement rules applicable to all intended exchanges of energy as a result of
the frequency restoration process and the rangpperiod in accordance with Article
50(3) of Commission Regulation (EU) 2017/2195 of 23 November 2017 establishing a
guideline on electricity balancingf the energy entity Hrvatski operator prijenosnog
sustava d.o.o0., Zagreb,

- Decision approving th€ommonproposal of all transmission system operators for
common settlement rules applicable to all unintended exchanges of energy in
accordance with Article 51(1) of Commission Regulation (EU) 2017/2195 of 23 November
2017 establishing a guideline on electriciiglancingof the energy entity Hrvatski
operator prijenosnog sustava d.o.o., Zagreb,

-31-



AnnualReporton the Activitiesof the CroatianEnergyRegulatoryAgencyfor 2020

- Decision approving tHgerogation from the obligations laid down in Article 53 of
Commission Regulation (EU) 2017/2195 of 23 November 2017 establishing a guideline
on eletricity balancingof the energy entity Hrvatski operator prijenosnog sustava
d.o.o., Zagreb,

- Decision approving thBroposal for the third amendment to the regional design of{ong
term transmission rights of the Core region transmission system operataragacity
calculation in accordance with Article 4 (12) of Commission Regulation (EU) 2016/1719
of the energy entity Hrvatski operator prijenosnog sustava d.o.0., Zagreb,

- Decision approving theéProposal for a Methodology of the transmission system
operatas of the Core capacity calculation region for splitting ®rgn crosszonal
capacity in accordance with Article 16 of Commission Regulation (EU) 2016/1719 of 26
September 2016 establishing a guideline on forward capacity allocatitme energy
entity Hrvatski operator prijenosnog sustava d.o.0., Zagreb,

- Decision approving thBroposal for a Test plan for equipment and capabilities relevant
for the system defence plan and the restoration ptdnthe energy entity Hrvatski
operator prijenosnog sustavaalo., Zagreb,

Decision approving th®erogation from the obligations laid down in Article 16(8) of
Regulation (EU) 2019/943 of the European Parliament and the Council of 5 June 2019 on
the internal market for electricitypf the energy entity Hrvatski opei@ prijenosnog
sustava d.o.0., Zagreb.

3.4.3 Natural gas

Hera's activities in the gas sector in 2020 were aimed at fulfilling its obligations under the
provisions of th&sas Market ActMore specifically, after public consultations in 2020 and
in early 2021, HERA adopted the following documents:

- Amendments to the General terms and conditions of gas supply (Official Gazette Nos.
50/18, 88/19 and 39/20),

- Amendments to the Network Code on the gas distribution system (Official Gazette Nos.
50/18, 88/19 and 36/2Q)

- Methodology for setting tariffs foras transmission (Official Gazette No. 79/20),

- Amendments to the Methodology for setting tariffs for the reception and dispatch of
liquefied natural gas (Official Gazette Nos. 48/18 and 79/20),

- Amendments to the Methodology for setting tariffs for gas syl a public service and
guaranteed supply (Official Gazette Nos. 34/18 and 14/20), and

- Methodology for setting tariffs for gas supply as a public service and guaranteed supply
(Official Gazette No. 108/20).

and approved the following blaws:

- Amendmentgo the Network Code on the gas transmission system (Official Gazette Nos.
50/18, 31/19, 89/19 and 36/20),

- Amendments to the Storage Code (Official Gazette Nos. 50/18 and 26/20), and

- Rules on amendments to the Rules on operation of the liquefied naturaéimgaimal
(Official Gazette Nos. 60/18, 39/20 and 136/20).

and adopted the following decisions:
- Decision on tariffs for gas transmission (Official Gazette No. 147/20),

- Decision on tariffs for the reception and dispatch of liquefied natural gas (Officett&a
No. 144/20),

- Decision on tariffs for gas supply as a public service for the period from 1 September to
31 December 2020 and for the period from 1 January to 31 March 2021 for the energy
entity HEFPLIN d.o.o., Cara Hadrijana 7, Osijek (Official Gakit. 94/20),
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- Decision on tariffs for gas supply as a public service for the period from 1 November to
31 December 2020 and for the period from 1 January to 31 March 2021 for the energy
entity DARKOM DISTRIBUCIJA PLINA d.o.0, Josipa Kozarca 19, Dficiala®#@ette
No. 110/20),

- Decision on tariffs for gas supply as a public service for the period from 1 December to
31 December 2020 and for the period from 1 January to 31 March 2021 for energy entity
9dhb tfAYy R®d202d> / | IGNdette No. 128208 O ¢ X %I INEK

- Decision on tariffs for gas distribution for the energy entity -RERMN d.o.o0., Cara
Hadrijana 7, Osijek (Official Gazette No. 94/20),

- Decision on tariffs for gas supply as a public service for the period from 1 April to 31
December @20 and for the period from 1 January to 31 March 2021 (Official Gazette
No. 16/20),

- Decision on tariffs for gas supply as a public service for the period from 1 April to 31
December 2021 (Official Gazette No. 28/21),

- Supplement to the Decision on tarifts gas supply as a public service for the period
from 1 April to 31 December 2021 (Official Gazette No. 33/21),

- Decision on establishing a regulatory account for the management of the liquefied
natural gas terminal for the energy entity LIM@/atska d.o.o., Zagreb (HERA 12/20),

- Decision on the prices of nstandard services of liquefied natural gas terminal
operators (Official Gazette No. 144/20),

- Decision on approval of the Tgear development plan of the gas transmission system
of the Repblic of Croatia (2022030) of the energy entity PLINACRO d.o.0., Zagreb
(HERA 12/20),

- Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator EVN Croatia Plin d.o.o. for gas
RAAGNAOGdzIAZ2Y S %I ANBoFS6]l F@SyAaal wmnannX %t
September 2024HERA 12/20),

- Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator HUNNd.o.0. for gas distribution,

Lastine 1, Hum na Sutli, for the period from 1 April 2021 to 30 SeptembelZBRA
12/20),

- Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system enator DUKOM PLIN d.o.o. for gas
distribution, Slavka Kolara 4, Dugo Selo, for the period from 1 April 2021 to 30 September
2024(HERA 12/20),

- Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distibution system operator PAKRRCIN d.o.o0. for gas
RAAGGNRAOdzGAZ2ZY | YyR adzii ez !'tA0F (I NAOYy23 Lk
to 30 September 202HERA 12/20),

- Decision on selecting the gas supplier under the public service obligationefor th
distribution area of the distribution system operator IVAPLIN d.o.o. for gas distribution
FYR adzlJLX e | f A0 YNBOAYANI L+ wmMnI L@IYyA
September 2024HERA 12/20),

- Decision on selecting the gas supplier under piiblic service obligation for the
distribution area of the distribution system operator IVKOMN d.o.o. for gas
distribution and supply, Vladimira Nazora 96/b, Ivanec, for the period from 1 April 2021
to 30 September 202HERA 12/20),

- Decision on seléng the gas supplier under the public service obligation for the
distribution area of the gas distribution system operator PLIN d.o.0. for gas distribution
YR adzZJdlXesx alidS [20Nr{l onX DIFINBOYAOl X
September 202HERAL2/20),
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- Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator PAPUK PLIN d.o.o0. for activities in
the gas sector, Vladimira Nazora 14, Orahovica, for the period from [L28@f to 30
September 2024HERA 12/20),

- Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator PLIN VRBOVEC d.o.o. for gas
distribution and supply, Kolodvorska 29, Vrbovecthe period from 1 April 2021 to 30
September 2024HERA 12/20),

- Decision on selecting the gas supplier under the public service obligation for the
RAAGNAROGdzAAZ2Y | NBI 2F GKS RAAGNROdziAZ2Yy &e@:
Sv.Andriie 13 2T Yl X F2N) 6KS LISNA2R TNRMERA ! LINJ
12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator ZELENJAK PLIN d.o.o. for gas
distributiont YR & dzLJLX €3 ¢NBH ! yidzyl aAKFIYy2@3A06l ™.
2021 to 30 September 20ZHERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator 2ZLPLIN d.o0.0. za distribuciju

LX AYy2YS YFGFNRYS YNRTYFYAS wmI {@SGA LGy
September 2024HERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of thelistribution system operator GRADSKA PLINARA BJELOVAR d.o.o.
F2NJ 34 RAAGNRAOdzZiAZYS . fF20dNO{AK ONII g
30 September 202HERA 12/20),

Decision on selecting the gas supplier under the public service abligati the
distribution area of the distribution system operator RADRIKN d.o.o. for gas supply

FYR RAAOGNROGdzGAZ2Y S ' fAOF {NIXft2k ¢2YAaftl Ol
30 September 202HERA 12/20),

Decision on selecting the gas slipp under the public service obligation for the
distribution area of the distribution system operator KOMUNALRIAN d.o.o. for gas
RAAGNAOGdzIA2Y YR adzllLX @>x wlkRyA6{lF OSaidl ¢
30 September 202HERA 12/20)

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator PLINKOM d.o.0. for gas distribution,
+AYy23aANIRall nmX tAG2YF6F3X F2N 0KSHERNA 2R
12/20),

Decision on selecting the gas supplier under the public service obligation for the
RAAGNAROGdzAA2Y | NBF 2F GKS RAaAONROdzIAZ2Y &e@
RAAGNAOGdzAAZ2Y YR &adzlLJX @3 . A&d NR@i2021 0S4 Gt
30 September 202HERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator DARKOM DISTRIBUCIJA PLINA d.o.0.
for gas distribution, Josipa Kozart@, Daruvar, for the period from 1 April 2021 to 30
September 2024HERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
RAAGNAROdzIAZ2Y | NBF 2F (KS RA-BLINNRooditr &y & &
adzLJLJ @82 hoNIYyA61lF nxX 2F120S0x F¥2NJ G4KS LIS
(HERAL2/20),

- Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator KOPRIVNICA PLIN d.o.o. for gas
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distribution, Mosna ulica 15, Koprivnica, for the period from 1 April 2020 8eBtember
2024(HERA 12/20),

- Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator Bygoh d.o.o. for construction and
maintenance of the gas network, gas distributiomdasupply, thermal energy
production, distribution and supply, Trg pobjede 5, Slavonski Brod, for the period from 1
April 2021 to 30 September 2084ERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator GRADSKA PLINARA ZAGREB d.o.0.,
wkRYASTF OSaidl mX %F3AINBoO6X F2N KSHEBANR 2R
12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator PLINARA d.o.o. for gas supply,
Industrijska 17, Pula, for the period from 1 April 2021 to 30 September (HERA

12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator GRADSKA PLINARA KRAPINA d.o.o0.
F2NJ 3Fad RA&AGNAROdzGAZ2Y | yR &adzLJLX effomCAgily I DI
2021 to 30 September 20ZUERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator RRIROJEKT d.o.0. for gas pipeline
construction and gas distrilzi A 2y s !t 22T A2k {GSLAYOlF ocxZ
from 1 April 2021 to 30 September 20HERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator ZAGORBIALAC d.o.o. for gas
distribution and supply, Ulica Josipa Broza Tita 2/F, Zabok, for the period from 1 April
2021 to 30 September 20ZHERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area 6the distribution system operator MOSLAVINA PLIN d.o.o. for pipeline
construction and gas distribution, Trg kralja Tomislava 6, Kutina, for the period from 1
April 2021 to 30 September 20g4ERA 12/20),

Decision on selecting the gas supplier under thblipuservice obligation for the
distribution area of the distribution system operator MontcogirRlinara d.o.o. for
RAAGNROGdziIAZ2Y ySig2N] O2yaidNMzOGAz2ysz 3L a RA
3A, Sveta Nedelja, for the period from 1 AprilR@230 September 20ZHERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator FERN d.o0.0. for gas distribution

and supply, Cara Hadrijana 7, Osijek, for pleeiod from 1 April 2021 to 30 September
2024(HERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator ENERGO d.o.0. for the production
and distribution of therral energy and gas, Dolac 14, Rijeka, for the period from 1 April
2021 to 30 September 20ZHERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operator Termoplin #idnl 2 R NHzO ¢
+2S8124f+F0F ~LAYGS6ASlF TysS I NFORAYS F2NJ GKS
(HERA 12/20),

Decision on selecting the gas supplier under the public service obligation for the
distribution area of the distribution system operatortPLIw! L { ¢h2b9 { [ ! £ht
for gas distribution and supply, Ohridska 17, Vinkovci, for the period from 1 April 2021

to 30 September 202HERA 12/20), and
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- Decision on selecting the gas supplier under the public service obligation for the
distribution aea of the distribution system operator ENERGO METAN d.o.o. for gas
distribution i supply, Ulica Vlade Gotovca 2, Samobor, for the period from 1 April 2021 to
30 September 202HERA 12/20).

HERA also:

- issued an opinion on the Draft Proposal of thet on Anendments to the Gas Market
Act (HERA 01/2020),

- issued thirteen licences for gas trading activities,

- issued two licences for the energy activity of managing the liquefied natural and/or
compressed natural gas supply points,

- extended three licences fayas trading activities,

- extended three licences for gas distribution activities,

- issued a decision on the transfer of one licence for gas supply activities, and

- resolved one complaint, 90 inquiries and 73 other submissions from final customers.

3.4.4 Qil and petroleum products

In 2020, HERA carried out the following activities in the oil and petroleum products sector:

- issued 15 licences for energy activities (12 licences for wholesale trade in petroleum
products, one licence for the storage of oil gmetroleum products and two licences for
wholesale liquefied petroleum gas trade,) and

- extended 11 licences for energy activities (two licences for the storage of oil and
petroleum products, three licences for wholesale trade in liquefied petroleum gas and
six licences for wholesale in petroleum products), and

- issued a decision on the expiry of 11 licences for energy activities (eight licences for
wholesale trade in petroleum products, one licence for the storage of oil and petroleum
products, one licence favholesale trade in liquefied petroleum gas and one licence for
the storage of liquefied petroleum gas).

3.4.5 Biofuels

In 2020, HERA carried out the following activities in the biofuel sector:

- extended three licences for energy activities (one licencehfe production of biofuels,
one for wholesale trade in biofuels and one for the storage of biofuels),

- issued a decision on the expiry of two licences (one licence for the production of biofuels
and one licence for the storage of biofuels).

3.4.6 Thermalenergy

HERA issued the following expert opinions related to applicable legislation in the thermal
energy sector:

- Proposal of the Act on Amendments to the Energy Efficiency Act,

- Proposal for a Regulation on Amendments to the Regulation on promoting efgctric
production from renewable energy sources and f&fjltiency cogeneration,

- Proposal for a Regulation on quotas for promoting electricity production from renewable
energy sources and higtfficiency cogeneration,

Following a public consultation on the internet port&avjetovanjeHERA communicated
its expert opinions to the Ministry of Economy and Sustainable Development.

In 2020, the energy entities performing energy activities of thermal energy production
and dstribution in district heating systems did not submit any requests for setting tariffs
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3.4.7 REMIT

for the production or distribution of thermal energy. However, thethodology for
setting tariffs for thermal energy productigi©fficial Gazette N056/14) allows fora
simplified change in energy tariffs in case of change in the price of the fuel used for
thermal energy production. In 2020, HERA received two requests for tariff changes
submitted by the energy entity BRERELIN d.o.o.

In addition, in 2020 HERA:

- issued nine licences for energy activities (five licences for thermal energy production
and four licences for thermal energy supply),

- extended eight licences for energy activities (five licences for thermal energy production
and three licences for thermahergy supply),

- registered five new entities in the Register of thermal energy buyers and updated the
records on thermal energy buyers,

- issued decisions related to acquiring the eligible electricity producer status for
cogeneration facilities, seven decigs on granting the eligible electricity producer
status (five for biomass cogeneration and two for biogas), one decision denying the
eligible electricity producer status, one decision amending the decision on granting the
eligible electricity producer stas and one decision refusing the transfer of rights and
obligations under the decision on granting the eligible electricity producer status,

- resolved requests related to preliminary decisions granting the eligible electricity
producer status for cogenerian plants, and issued nine decisions on the extension of
a prior decision on granting the eligible electricity producer status, one decision denying
the extension of a prior decision on granting the eligible electricity producer status and
two decisions mending a prior decision on granting the eligible electricity producer
status,

- issued five prior approvals for planned changes to the conditions of use of production
facilities submitted by eligible electricity producers for biogas and biomass cogeneration
facilities,

- issued four decisions on correcting irregularities related to the fulfilment of the
conditions of use of the production facility for which a decision on granting the eligible
electricity producer status was issued,

- supervised eligible electity producers in fulfilling the energy efficiency requirements,
issued five decisions on determining primary energy savings for-ffigiency
cogeneration using natural gas and 48 decisions determining the total annual energy
efficiency of biomass anddgas plants,

- resolved 78 submissions, of which four appeals, 29 complaints, 41 inquiries and four
other submissions from final customers of thermal energy, authorised representatives
of co-owners, energy entities, institutions, and other parties.

The REMIT Regulatiorwhich introduced a harmonised framework for monitoring the

wholesale electricity and natural gas markets in the EU, was adopted by the European

Parliament and the Council on Zxtober2011. Also adopted under theREMIT
Regulation was Commission Implementing Regulation (EU) No 1348/2014 of
17DecembeR014 on data reporting implementing Article 8(2) and Article 8(6) of
Regulation (EU) No 1227/2011 of the European Parliament and of the Council on

wholesale energy market tegrity and transparencyhereinafter: the Implementing

Regulation. According to thd(REMIT Regulatiora market participant means any person
(natural or legal), including transmission system operators, who enters into transactions,
including the placingfaorders to trade, in one or more wholesale energy markets.
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Under the single European framework in the wholesale electricity and natural gas
markets, theREMIT Regulation:

- defines market abuse as market manipulation or an attempt to manipulate the market
and use inside information in trading,

- introduces a clear prohibition of market abuse,

- provides that market participants have an obligation to publicly disclose inside
information directly or indirectly related to wholesale energy products, which could
sigrificantly affect the prices of wholesale energy products,

- stipulates that ACER monitors wholesale markets and
- collects data at EU level.

In accordance with th&EMIT Regulatiomrovisions have been incorporated into the
legislative framework that give HERA the investigative and enforcement powers necessary
to carry out these tasks.

Before delivering information on transactions and transaction orders on wholesale
markets, partighbants in the wholesale energy market must register with the Centralised
European Register of Energy Market Participgam@EREMP.

Market participants with business establishments in Croatia and those with business
establishments outside of the European timithat are active on the wholesale market
within Croatia must register with HERA unless they are already registered with a
regulatory agency from another EU Member State where they are also active.

The registration of market participants in CEREMP wabkleddy HERA in early 2015; by
the end of 2019, around 100 patrticipants in the electricity and/or natural gas markets
were registered.

After registration, market participants must:
- publicly disclose inside information,

- submit to ACER and the national resjokry authority information on transactions
carried out by electricity and natural gas producers, operators of the gas storage system
or liquefied natural gas terminal operators with a sole purpose of covering current
physical losses resulting from unplathdisruptions, when a market participant would
not be able to meet the existing contractual obligations without such loss coverage, or
if the measures are taken in agreement with the operator in question, or with the
transmission system operators with @&w to ensuring a secure and reliable system
operation, and

- submit to ACER the records on transactions in the wholesale energy market, including
orders to trade.

ACER plays a central role in the implementation of REMIT Regulatioby collecting

data rehted to network status and allocations of crasmal capacities from transmission
system operators, as well as data on transactions and transaction orders from market
participants or directly from organised markets in the meaning ofRIEMIT Regulation

ACER analyses data from across the EU, detects potential abuses on the EU energy market
and reports them to the competent regulatory authorities responsible for further
investigation and possible sanctioning of market participants.

HERA will enable the reipt of all marketsensitive information from ACER, which will be
accompanied by adequate IT and business intelligence solutions.

In order to provide timely information to relevant market participants, in 2020 HERA
published a new electronic edition of REMIT HERA Newsletter

In addition, HERA has enabled market participants to report suspicious transactions on
wholesale markets, apply for exceptions to the prohibition of insider trading, and to
report subsequent disclosures of insiormation on its website.
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HERA continued to cooperate with regulatory agencies from Austria, Slovenia, Hungary,
the Czech Republic and Poland, primarily with regard to exchange of experiences in the
implementation of theREMIT Regulation

3.4.8 Implementation of the Clean Energy for all Europeans package

The Clean Energy for all Europeans package (hereinafter: the Clean Energy Package, or
CEP) aims to achieve the following EU objectives by 2030:

- the energy efficiency target has been increased to 32.5¢fhah energy consumption,
with special emphasis on increasing efficiency in buildings as the largest energy
consumer, responsible for 40% of final energy consumption and 36% of EU greenhouse
gas emissions,

- the renewable energy target has been increasedatoleast 32% of final energy
consumption from renewable energy sources,

- the greenhouse gas emissions target is to reduce emissions by at least 40%.

With their own national energy climate plans for 2022030, Member States are free to
decide how tacontribute to the objectives from the Clean Energy Package. The EU assess
plans in order to ensure that all Member States collectively meet the commitments under
the Paris Agreement.

The Clean Energy Package also aims to strengthen the rights of fir@heustthrough
greater transparency of electricity bills, improved options and flexibility for supplier
switches, introduction to the electricity market of active customers, aggreg#ariizen
energy communities, renewable energy communities and enstgpage.

The Clean Energy Package addresses procedures forbomaes cooperation and the
security of electricity supply as a response to demands for increased integration of
renewable sources in the electricity system.

In March 2020, the Croatian Partiant adopted theEnergy Development Strategy of the
Republic of Croatia until 2030 with an Outlook to 2Q5Che Integrated National Energy
and Climate Plan, as the basic implementing document of Shrategy until 2030,
specifies implementing measures tahieve the EU objectives on energy efficiency,
renewable energy, and greenhouse gas emissions.Ifitegrated National Energy and
Climate Plan for the Republic of Croatia for the period from 2021 toi2G8blished on
the Ministry's website.

Electricitysector

The most important documents in the Clean Energy PackageRamulation (EU)
2019/943 ofthe European Parliament and of the Council of 5 June 2019 on the internal
market for electricity (hereinafteiRegulation (E\2019/943) andDirective (EU) 201944

of the European Parliament and the Council of 5 June 2019 on common rules for the
internal market for electricity and amending Directive 2012/27/EU (hereinddieective

(EU) 2019/944)

UnderRegulation (EU) 2019/94&ansmission system operatorseanot allowed to limit

the volume of interconnection capacity to be made available to market participants as a
means of solving congestion inside their own bidding zone or as a means of managing
resulting from transactions internal to bidding zones. A imum of 70% of the
transmission capacity must be ensured for cressal trade. The remaining 30% of the
capacity can be used for reliability margins, loop flows and internal flows on each critical
network element. Regulation (EU) 2019/943lso enables therelevant regulatory

22 an aggregator is a natural or legal personamtombines multiple consumer loads or generated electricity for sale, purchase or
auction in any electricity market.
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authorities to grant a derogation (delayed application) on foreseeable grounds where
necessary for maintaining operational security, at the request of the transmission system
operators. After consultations with the regulators from ti@ore capacity calculation
regior?3and at EU level, HERA granted to HOPS an exemption from this requirement for
2020 and 2021. The exemption was granted on the grounds of the time period required
to develop software for capacity calculation, taking inte@mt power flows inside and
outside of the Core region, limited possibilities of redispatching potential and outages of
network elements planned in the long terrRegulation (EU) 2019/948so stipulates

that, where a derogation was granted, all relevargnsmission system operators shall
publish a methodology and projects providing a lgegn solution to the issue that the
derogation seeks to address. In March 2020, HOPS published a document on its website
entitled Methodology and projects providing lpterm solutions to causes of derogations
from the requirements laid down in Article 16(8) of Regulation (EU) 2019/943.

Regulation (EU) 2019/9480vides that, by 5 January 2020, ENE30all submit to ACER

a proposal specifying which transmission systgmerators, bidding zones, bidding zone
borders, capacity calculation regions and outage coordination regions are covered by each
of the system operation regions (SOR). The proposal must take into account the grid
topology, including the degree of intercoaction and of interdependency of the
electricity system in terms of flows and the size of the region which covers at least one
capacity calculation region. ACER's decision has defined five system operation regions:
the Baltic SOR, the Nordic SOR, the 1B24Ghe Central Europe SOR and the SEE SOR.
The Croatian bidding zone falls under the Central Europe SOR. FiRégeration (EU)
2019/943provides for the obligation to set up regional coordination centres (RCC) by 5
July 2020, including their tasks. ®&Ccomplement the role of the transmission system
operators by carrying out tasks of regional relevance assigned to them in accordance with
Regulation (EU) 2019/943 he Central Europe SOR transmission system operators have
submitted to the competent regatory authorities a joint proposal to establish an RCC,
which should be in place by 1 July 2022.

Further, Regulation (EU) 2019/948&tipulates that by 1 January 2021, the imbalance
settlement period shall be 15 minutes in all scheduling areas, unless regudaithorities

have granted a derogation or an exemption. Exemption requests are submitted for the
period from 1 January 2021 to 31 December 2022, or by 1 January of the year following
the fulfilment of the necessary requirements defined in the explamatf the request. In
March 2020, HOPS submitted to HERA a request for an exemption from the application of
the 15minute imbalance settlement period, which it considered impossible to implement
in the required time frame. In June 2020, HERA approvedaieast submitted by HOPS.

In fact, to introduce the 18ninute imbalance settlement period, it is necessary to secure
the data used by market participants to plan their operations atnibute intervals,
adjust their IT systems, and ensure the capabilitiesmternal and crosgonal electricity

trade at 15minute intervals. NewRules on the application of standard load proftiese

been adopted (HERDS, 12/2020) to apply the dBinute imbalance settlement period.

In accordance withRegulation (EU) 2019/34 in November 2020, ACER adopted a
decision on the methodology and assumptions to be used in the bidding zone review
process. The methodology is based on structural congestions which are not expected to
be overcome within the following three years, takitige account of the actual progress

on infrastructure development projects that are expected to be implemented within the
following three years.

23 A region in the EU for the calculation of transmission capacities determined byzonagsorders and covering the following
(borders marked with ISO country codes}BER BENL, FFDE/LU, NIDE/LU, BIPE/LU, DE/LBL, DE/LACZ, ATTZ, ATHU, AT
Sl, CBK, CPL, HLBK, PISK, HFSBI, HRHU, REHU, HUSI, DE/LAT.

24 A SOR that takes account of the agreement regulating theioambetween the United Kingdom and the European Union.
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In December 2020, in accordance wRlegulation (EU) 2019/942,CER decided on the
approval of the methodologyor the use of congestion income, proposed by all EU
transmission system operators, aiming at harmonised use of such income at EU level.

The provisions dDirective (EU) 2019/944ere to be implemented in Croatian legislation

by 31 December 2020. The maiavelties introduced byirective (EU) 2019/94dre the
provisions on citizen energy communities, active customers, dynamic electricity price
contracts, switching suppliers within 24 hours (no later than 2025), aggregation contracts,
consumption managemenby aggregating consumption, a regulatory framework to
incentivise flexibility in distribution networks, integration of electromobility, data
management in distribution and transmission networks, and cooperation between
system operators, ownership and magament of energy storage facilities and devices for
the provision of (balancing and ndrequency$® ancillary services, etc.

In 2020 ACER approved two methodologies developed by ENT®@ccordance with
Regulation (EU) 2019/941 of the European Parliament and of the Council of 5 June 2019
on riskpreparedness in the electricity sector and repealing Directive 2005/3@#tkch &

part of the Clean Energy Package. Methodology for identifying regional electricity
crisis scenarigaapproved on 8March2020, defines electricity crisis scenarios in relation

to system adequacy, system security and fuel security.Méghodology forshortterm

and seasonal adequacy assessmeatmproved on the same day, governs all shertn
adequacy assessments, regardless of whether they are carried out at national, regional or
EU level.

3.4.9 Council for Regulatory Affairs and Consunténotection

In accordance with HERA's Statutes &Rdles of operation of HERA's Council for
Regulatory Affairs and Consumer Protectidine Council for Regulatory Affairs and
Consumer Protection (hereinafter: the Council) is an advisory body with the fojow
responsibilities:

- providing opinions on regulations and methodologies adopted by HERA,

- providing opinions to HERA on proposals for legislation and other public policies
relevant to the energy sector, upon request of the President of the Board of
Commisioners,

- monitoring the implementation of regulations and methodologies adopted by HERA
and proposing changes to the Board of Commissioners, and

- providing opinions to the Board of Commissioners on reviewed issues of significance
to the energy sector in aocdance with HERA's powers and responsibilities.

3.4.10Cybersecurity

In 2015, the Croatian Government adopted thational Cybersecurity Strategy and

Action Plan for the Implementation of the Strategy (Official Gazette No. 168/ Hiined

at achieving dalanced and coordinated response to security threats in the contemporary
G20 SNALI OSd ¢KS (i S NivwirtuaiCspaneSindtich Eofimunicaoh v a
between network and information systems takes place, and which includes all network
and informationd a4 SYa>x NB Il NRfSada 2F oKSOIKEBN (KS?@

25 Balancing services used in Croatia include frequency containment reserve (FCR), automatic frequency restoration regerve (aFRR
manual frequency restoration reserve (MFRR) and imbalance nettingn@iNjrequency services include compensation for
voltage regulation and reactive power control, fatitte-through capability, black start, islanding capability and island operation.

26 Decision on the adoption of the National Cybersecurity Strategy ar@hAdan for the Implementation of the Strategy (Official
Gazette No. 108/15).

27 act on the Cybersecurity of Essential Service Operators and Digital Service Providers (Official Gazette No. 64/18).
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Of particular significance for the energy sectdiiective (EU) 2016/1148 of the European
Parliament and of the Council of 6 July 2016 concerning measures for a high common level
of security of network and informatiofinereinafter:the NIS Directiyeas well as thé\ct

on the Cybersecurity of Essential Service Operators and Digital Service Providers
(Official Gazette No. 64/1&hereinafter:the Cybersecurity Adtand theRegulation a

the cybersecurity of essential service operators and digital service providers Official
Gazette No. 68/18hereinafter:Regulation on cybersecurjtywhich have transposed the

NIS Directivinto Croatian legislation.

TheNIS Directivgrovides for an oligation for Member States to put in place measures
ensuring a high level of cybersecurity in essential service sectors, including energy
(electricity, oil and gas). The aboRegulation on cyber securitiefines the criteria for
measuring the effect of tidents on the continuity of essential services. The criteria are
as follows:

- number of users affected by an interruption of an essential service,
- duration of the incident,
- geographical extent of the incident, or

- other sectorspecific criteria, such as the economic effect and dependence of other areas
or activities on the service.

An operator of essential services, as defined by@ybersecurity A& dny puldlic or
private entity providing any of the essential seegidrom the List in Annex | of tiet,
where the provision of essential services by that entity depends on network and
information systems, and where an incident would have a significant negative impact on
the provision of the essential servitce.

The Cybesecurity Act specifies the procedures and measures for achieving a high
common level of cybersecurity for essential service operators and digital service
providers, the competences and authorities of the relevant sectoral bodies, the single
national conta&t point, bodies responsible for incident prevention and protection
(hereinafter: the CSIRTs) and the technical body for conformity assessment, the
supervision of essential service operators and digital service providers in the
implementation of theAct, and provides for penalties. The aim of tAetis to ensure the
implementation of measures for achieving a high common level of cyber security in the
provision of services that are of particular importance to essential social and economic
activities, incluéhg the functioning of the digital market.

Annex | of theCybersecurity Regulati@ets out criteria and thresholds for assessing the
negative impact of an incident for eight essential service sectors and their subsectors. The
criteria and thresholds for assessing the negative impact of an incident on energy as an
essential service ardisplayed in Table 3.4.1.
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Table 3.4.1  Criteria and thresholds for assessing the negative impact of an incident on energy as an
essential service

Sector Subsector Essential service Criteria Thresholds
Production ofelectricity Drop in production 60 MW
Electricity Transmission of electricity Interruption of transmission  No exceptions

More than 20,000 billing

Distribution of electricity Interruption in power supply metering points

Transportation through

L Interruption in transport No exceptions
pipelines
Production of oil Drop in oil field production 10,000 t/year
E—— - | —_ S - Motor gasoline: 40,000 t/ye:
roduction of petroleum rop in production o Diesel fuel: 40,000year
oil products petroleum products —
Gas oil: 20,000 t/year
> Reduced o_|I storage capacity 200,000 ri
= . at the terminal
@ Storage of oil and petroleum :
S products Reduced storage capacity for
petroleum products at a 12,000 ni
storage facility
o Interruption of distribution to  More than 20,000 billing
Distribution of gas ' . .
final customers metering points
Transportation of gas Interruption in transport No exceptions
0 —
Gas storage Reduced storage capacity 5% Of_ gas consumpnpn n |
e Croatia in the preceding yee

Drop in LNG regasification
capacity in rih

Drop in production of gas
Production of natural gas delivered to the transmission 20%
system at an entry point

Reception and dispatch of LN More than 100,000 /fih

In accordance with the above definition, thigyber Security Actlistinguishes among
several competent bodies for the operators of essential services, as defined in Annex lll of
the Cyber Security AdfTable 3.4.2). These are the following:

- competent seabral bodies (the government authority responsible for the energy sector
is the Ministry of Economy and Sustainable Development),

- single national point of contact (Office of the National Security Cogh&MNS),

- competent computer security incident rpanse teams (CSIRTS) (Information Systems
Security Burea ZSIS) and the National CERT (computer emergency response team),
and

- technical body for conformity assessment (ZSIS and the National CERT).

Table 3.4.2 List of competent bodies for energy as asemtial service

Essential
service sector

Technical body for

Competent sectoral body authority CSIRT :
conformity assessment

Energy

Government authority responsible
for energyq Ministry of
Environmental Protection and Ener¢

Information Systems Information Systems
Security Bureau (ZSIS) Security Bureau (ZSIS)

One of the obligations of the operators of essential services arising fro@ythersecurity

Act and theCyber Security Regulatiimreporting to the competent CSIRT (ZSIS for the
energy sector) on incidents that have a significant impact on the continuity of the services
they provide. In accordance with the criteria for identifying incidents with a significant
impact on the provigin of an essential service, two Croatian CSIRTs (ZSIS and the National
CERT) have developé&slidelines for notifying incidents with a significant impact on
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essential service operators and digital service providermcluding a protocol for
reporting to the competent CSIRTS, criteria for defining significant impact, incident
notification forms and other key information for a successful communication between the
operators of essential services and the competent CSIRTS.

A comparison of data on the state ofbersecurity from the Cybersecurity Benchn?drk
published by CEER, shows that Croatia does not lag behind other Member States in terms
of national cybersecurity legislation. In fact, in certain segments Croatia went a step
further. Examples are the deftion of an additional essential service sectbusiness
services for government bodjdas addition to the mandatory seven sectors under NS
Directive and anticipation of a situation where the competent bodies required to conduct
regular conformityassessments of the operators of essential services lack sufficient
capacities in terms of either human resources or competences regarding cybersecurity
audits, which is addressed with the term "technical body for conformity assessment”,
which is not providd for in theNIS Directive

In June 2020, CEER published a docudRemt cybersecurity in the Clean Energy Package,
highlighting that the EU has set out the priorities for addressing several cybersecurity
topics in five legislativd acts in the frameworlof the CEP. The Clean Energy Package
identifies all actors with a role to play in cybersecurity for the electricity sector. All actors
have been provided with responsibilities and assignees that will take part in the work and
in the discussions of the nelaranch of energy regulation. The EU has set a high priority
on security for the "smart" part of the new grids and protecting the grid through good
planning for crises that emerge and may become tangible risks. CEER states that while
national regulatory athorities do not play an explicit role in cybersecurity topics in the
CEP, they can influence the way forward, depending on their national power, by
influencing financing and definition of objectives, and through CEER's involvement in the
development of tke Network Code on Cybersecuyity agreement with other competent
authorities responsible for this process.

The Second Interim Report of an informal task force for preparing guidelines for a
Network Code on cybersecurhighlights that the Network Cods based on five pillars,
including functional security requirements, ISO/IEC 27001 certification, sharing of
technical information (indicators of compromises), ensuring a product and system testing
scheme, and assessment of crésder and cros®rganiational risks. The Report states
that in order for all network participants to agree and accept the proposed Cybersecurity
Network Code, the Code should demonstrate the following characteristics: (i) a cost
benefit ratio, where the benefits of implementirige Network Code must outweigh the
costs; (ii) pragmatism, where network participants need to understand why some of the
measures in the Network Code are necessary for the benefit of all; (iii) trust and
awareness, where network participants need to urgtand that the common cross
border cybersecurity risk is the responsibility of all those connected to the grid; and (iv) a

28Republic of Croatia, Information Systems Security Bureau:
https://www.zsis.hr/UserDocsimages/Prijava_incidenata/Smjernice%20za%?20dostavu%20obavijesti%200%20incidentima%20s
F2unl yEOGYAY:HNdZ6AY 122 HA2LISNT G2NIs Nt 2dz8yAK:Hndzaf dz3 02 von AR

29 CEER Cybersecurity Work Stream (CS W8Js&slrity Benchmark, Ref: GZ856-03, 18 December 2019, Available at:
https://www.ceer.eu/documents/104400/-/f301a06£2224353ffed9-eee50a10d78d

I

30 CEERybersecurity Work Stream (CS WS): CEER Paper on Cybersecurity in the Clean Energy for All Europeans Package, Ref:

C20CS58-03, 4 June 2020, Available attps://www.ceer.eu/documents/1044006/-/d70764d89cab9f4a-848b-
6c3ad4elbd6b0

31 European Parliament and Council Directive on energy performance of buildings, 30 May 2018, Ref: 2018/844/EU; (2) European
Parliament and Council Directive on energy effigiedd December 2018, Ref: 2018/2002/EU; (3) European Parliament and
Council Directive on common rules for the internal market in electricity, 5 June 2019, Ref: 2019/944/EU; (4) Europeant Parliam
and Council Regulation on the internal market for eletyrisi June 2019, Ref: 2019/943/EU; (5) European Parliament and Council
Regulation on risreparedness in the electricity sector and repealing Directive 2005/89/EC, 5 June 2019, Ref: 2019/941/EU.

32 Network Code on Cybersecuritprafting Team: Second Imte Reportc Recommendations for the European Commission on a
Network Code on Cybersecurity, 31 October 2020
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risk-based approach, where a culture of risk management has been adopted in order to
carry out appropriate controls to reduce new #ats.

Chapter VII oRegulation (EU) 2019/943 on the internal market for electrgpgcifies the
process of establishing network codes on cyber security. Since the entity of EU
Distribution System Operators (EU DSO) has not yet been established -ENTISO0only

entity with full legal mandate to formally develop network codes. Due to the urgency of
the matter and the need to equally include both distribution system operators and
transmission system operators in the initial process, an informal devedopmprocess

was selected at first that comprised representatives of six distribution system operators
and six transmission system operators. Based on current timelines, the EU DSO entity
should become operational in the third quarter of 2021, when itéile a legal mandate

to draft network codes, and the Network Code on Cybersecurity should be established in
line with the formal adoption procedure.
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In February 2020, the Croatian Parliament adoptedEhergy Development Strategy of

the Republic of Croatia until 2030 with an Outlook to 2Q5®8hich represents a step
towards achieving a low carbon energy vision and enables a transition to a new energy
policy ensuring an accessible, secure and quality energy supply without placing an
additional burden on the state budget under state aid and incentives.

In February 2020, HERA adopted #ireendments to the Requirements for the quality of
electricity supply(Official Gazette No. 16/20Wwhich improves the calculation of the
average duration of supply interruption per consumer.

In March 2020, HERA adopted tBecision on tariffs for guaranteed electricity supply
(Official Gazette No. 28/20applied as of 1 Ap 2020.

Ly alNOK HaunX |1whe¢9X KIGAy3d 2o0Aneddyichi® | 9 w!
to the Rules on electricity market organisat{@fficial Gazette No. 36/2®) enable legal

and natural persons to deliver electricity to the electricity netwddking test runs of their

facilities.

In April 2020, HERA adopted tAenendments to the General terms and conditions for
network use and electricity supply (Official Gazette No. 49f2@ninating penalties for
excess peak loads and redefining peak loaltulation during onset and termination of
exceptional circumstances in order to partly alleviate the position of entrepreneurs and
businesspeople&; consumers of electricity, in the Republic of Croatia in the situation
caused by the COUI® pandemic.

INApril2020,HER 5 { = KI @Ay 3 200Gl AY SR | 9 vAméEdmehtiNA 2 NJ
to the Network Code for the distribution system (Official Gazette No. 52/20)

In May 2020, the Croatian Government adopted fRegulation on the criteria for the
payment ofa reduced renewable energy sources and high efficiency cogeneration charge
(Official Gazette N057/20), specifying the obligatory contents of the application to
establish eligibility for reduced charge payment for renewable energy sources and high
efficiency cogeneration.

In May 2020, the Croatian Government adopted Begulation on quotas for promoting
electricity production from renewable energy sources and high efficiency cogeneration
(Official Gazette, Nd&b7/20, specifying quotas for renewable eléctty production and

high efficiency cogeneration incentives, to be used in calls for tenders for the allocation
of market premiums and guaranteed feadtariffs.

In May 2020, the Croatian Government adopted tBRegulation on the Amendments

the Regultion on promoting electricity production from renewable energy sources and
high efficiency cogeneratiofOfficial Gazette No. 60/30which governs incentives for
innovative technologies.

In May 2020. The Croatian Government adopted Brezision on the Anmeilment to the
Regulation on the renewable energy sources and high efficiency cogeneration charge
(Official Gazette No. 57/20 which introduces exceptions for charges on renewable
energy sources and cogeneration for final customers required to obtain hoese gas
emission permits and final customers entitled to a reduced charge.

In June 2020, HERA adopted thecision on tariffs for guaranteed electricity supply
(Official Gazette No. 68/2@nplemented as of 1 July 2020.

In August 2020, HERA adopted thecision on tariffs for guaranteed electricity supply
(Official Gazette No. 98/2@nplemented as of 1 September 2020.
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Ly {SLISYOSNI HnunX 1ht{X KIEGAy3a 206GFAYyS]
Methodology for establishing prices for the provision of lkargi servicegHOPS, 6/2020)

which lays down the method for the pricing of ancillary services supplied by the dominant
ancillary service provider.

In September 2020, HERA adopted @eneral terms and conditions for network use and
electricity supply (Offial Gazette N0o104/20), one of the fundamental biaws in
Croatia's electricity sector specifying the relationship between electricity network users
and network service providers (distribution and transmission), i.e., electricity suppliers.

In September2020, HERA adopted thémendments to the Methodology for setting
electricity grid connection charges for new users and for increasing the connection
capacity for existing use(®fficial Gazette No. 104/2@)r the purposes of harmonisation

with the Geneal Terms and Conditions.

LY hOG20SNIHAaunZ |1 ht{X KIFIGAy3a 2AanehdnghSR | 9v
to the Network Code for the transmission system (Official Gazette No. 128/20)

In November 2020, HERA adopted ecision on tariffs for guarangel electricity supply

(Official Gazette No. 131/20applied as of 1 January 2021.

In December 2020, HEP5 { = KI @Ay 3 200l AYSR 1 9w! Q& LINA
Rules on the implementation of standard load profiles (BBES, 12/2020yhich, in

addition to the implementation of standard load profiles, set out the new method of
determining anticipated final customer consumption for the forthcoming sanmual

billing period, anticipated monthly consumption for the forthcoming samiaual billing

period ard the method for determining the loss coefficient in the distribution network.

nduwS3dzZ I SR ySUg2N] | OUABAGASE |y
St SOGNRAROAGE aeaidsSy
4.2.1 Transmission and distribution system

Transmission and distribution of electricityearegulated energy activities performed as
public services.

In Croatia, HOPS provides the public service of electricity transmission and is responsible
for the operation, management, maintenance, development, and construction of the
transmission network ahcrosszonal transmission lines, as well as for ensuring the-long
term capability of the network to satisfy reasonable requirements for the transmission of
electricity.

Basic information on the number of transformer substations (TS) and transformergating
(TR), length of lines, and the power of connected power plants in the transmission system
is shown in Figure 4.2.1.
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Figure 4.2.1 Basic information on the transmissieystem as of 31 December 2020

In Croatia, HEPDS provides the public service of electricity distribution, and is
responsible for the operation, management, maintenance, development, and
construction of the distribution network, as well as for ensuring ldegterm capability

of the network to satisfy reasonable requirements for the distribution of electricity.

Indicators for the transmission and distribution system in Croatia from 2016 to 2020 are
shown in Table 4.2.1.

Table 4.2.1 Indicators for théransmission and distribution system in Croatia from 2016 to 2020

Indicator 2016 2017 2018 2019 2020
Maximum daily electricity consumption (in GWh/day) 59.0 63.1 64.6 61.4 57.3
Number of transmission system operators 1 1 1 1 1
Transmissiometwork length (km) 7,660 7,683 7,791 7,758 7,785
Number of distribution system operators 1 1 1 1 1
Distribution network length (km) 141,345 140,436 138,789 140,067 140,969

Basic information on the number of transformer substations (TS}ramdformer ratings
(TR), length of lines, and the power of connected power plants in the distribution system
is shown in Figure 4.2.2.
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Figure 4.2.2 Basic information on the distribution system as of 31 December 2020
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4.2.2 Losses in théransmission and distribution networks

Losses in the transmission network in 2020

Power losses in the transmission network in 2020 amounted to 373 GWh, or 1.7% of total
transmitted electricity (21,432 GWh).

Losses in the transmission network from 2@@@020 are shown in Figure 4.2.3.
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Figure 4.2.3 Power losses in the transmission network from 2010 to 2020
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The absolute power losses were lower in 2020 than in 2019, whereas the relative power
losses remained the same. According HOPS, this was a result of the COWD
pandemic, which caused a significant decline in economic activity in all sectors.
Furthermore, with a lower hydroelectricity production and lower imports, the total
transmitted electricity was the lowest since 201hich resulted in low loss values.

To cover losses in the transmission network in 2020, electricity was purchased on market
principles by londerm contracts concluded on the basis of a public auction with given
quantities and the lowest price criterions avell as shorterm trade on CROPEX.

In the long term, in 2020 HOPS purchased energy through ten contracts divided across 16
products, concluded with energy entities HEP d.d., HOLDING SLOVENSKE ELEKTRARNE
d.o.0., HROTE d.o.0., GENrvatska d.o.0. and Dake Commodities A/S. On an annual

basis, HOPS purchased 25 Mwh/h alongside 5 Mwh/h in the first quarter and 10 Mwh/h

in the second quarter of 2020.

In the short term, HOPS traded on the CROPEX intraday arahdayg markets.

Costs associated with the pra@ment of electricity to cover losses partly relate to the
cost of imbalance in the procurement of losses.

Costs associated with the procurement of electricity to cover losses in the transmission
network in 2020 are shown in Table 4.2.2.

Table 4.2.2 Costsassociated with the procurement of electricity to cover losses in the transmission
network in 2020

Cost Unit Unit Sha_re Share

Item Velie [HRK cost cost n in cost
[GWh] . [HRK/MW volume .

mil.] h] [EUR/MWh] [%] [%6]
Longterm contracts 252.4 105.8 419.41 55.70 67.6 73.0
Shortterm trade on CROPEX 111.1 34.8 313.59 41.65 29.8 24.0
Imbalance settlement 9.7 4.4 452.58 60.10 2.6 3.0
Incurred losses 373.1 1451 388.77 51.63 100.0 100.0

*Based on average exchange rate in 2020: 1 EGB3=HRK
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Figure 4.2.4 provides a price comparison for the ITC Agreéhentaccordance with
Commission Regulation (EU) [888/2010 of 23 September 2010 on laying down
guidelines relating to the interansmission system operat@ompensation mechanism
and a common regulatory approach to transmission chardiog2020 across several
countries.

GRBA CHPLMK IE NI HR SKHU RS PT AT ROBGGB CZ ESME IT BE LU AL NL DE LT LV DK SI EE FR KS SENO FI

Source: ENTSED

Figure 4.2.4 Unit prices to compensate for losses under the ITC mechanism in 2020

33 ITC, ITC Agreement, ITC mechamgi&uropean intetransmission system operator compensation mechanism.
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Observations on losses in theansmission network for 2020

The 2020 energy procurement plan to cover losses in the transmission network
anticipated 454GWh of losses, which is significantly higher than the actually incurred
losses. Over the years, HERA has repeatedly warned of ttigcsigt differences between
planned and incurred losses, which have been even more prominent in the last two years
(a difference of around 8GWh between planned and incurred loss values) and has
encouraged HOPS to enhance its loss planning methodology.

In addition to its request for the approval of the annual energy procurement plan to cover
losses in the transmission network for 2021, HOPS has submittddatiedology for the
development of the annual energy procurement plan to cover losses in thentssien
network This internal document defines three scenarios (low, middle, and high).
However, the values of planned losses are still calculated solely on the basis of mean
historical values. This leads to inaccurate calculations of planned lossesiaiigpe years
marked by exceptional circumstances (a good example is 2020 due to the -C®DVID
pandemic).

The planned total cost associated with the procurement of electricity to cover losses in

the transmission network in 2020 was HRK 201 million, withiacost of HRK 443 per

a2z K®d 2AGK  £26SN) dzyAl O2aid FyR FS6SNI AyO
significantly lower (HRK 145 million).

| ht {Méathodologyalso lays down the method for calculating the planned price of
electricity procured ¢ cover losses. In addition to a few objections regarding the
calculation of the shorterm procurement price, HERA also pointed out that HOPS did not

take into consideration the planned values from settled imbalances when calculating the
planned price. Eperience has shown that settled imbalances can represent a large share

in the total cost of energy to cover losses.

In late 2020, HERA approved the energy procurement plan to cover losses for 2021, which
anticipates losses in the amount of 455 GWh, whHile planned procurement price to
cover for them amounts to HRK 404 per MWh. To calculate this price on the basis of the
Methodology HOPS used the prices from already concludederg contracts for 2021

and average CROPEX prices. In its decision, HEp#Atsd theMethodologyand expects

its improvement in the upcoming years.

In the last two years, HOPS has improved the procurement process for energy used to
cover losses (auctioning via the CROPEX platform, shortening the time required to accept
bids, dviding procurement into various products, etc.), which has attracted more market
participants to participate in public auctions and has resulted in a selection of bids from
several market participants (five participants in 2020). One of these energyesnititi
HROTE, which offers energy from the incentives system (as a balance responsible party of
the EKO balance group). With an increase in the number of products, HOPS has also
started to procure londgerm products through shorter time contracggwo contracts for

the first quarter and two contracts for the second quarter of 2020. In 2020, HOPS
conducted its first onenonth procurement (January 2021).

The share of shoiterm procurement in the total procurement of energy to cover losses
has increased in Z0. An increase is also planned for 2021. HOPS justifies this with lower
prices on the electricity market. Table 4.2.2. also shows a lower unit cost fortshart
procurement in relation to longerm procurement.

Losses in the distribution network in 2020

The power losses in the distribution network in 2020 amounted to 1395 or 8.5% of
electricity taken up by the distribution network from the transmission network and from
the electricity producers in the distribution network (15,989%h). The absolutand
relative values of these losses are higher than the losses in 2019. These are also the
highest losses recorded since 2013.
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Losses in the distribution network from 2010 to 2020 are shown in Figure 4.2.5.
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Source: HERPDS
Figure 4.2.5 Power losses irhe distribution network from 2010 to 2020

The procurement of necessary quantities of energy to cover losses in the distribution
network for 2020 was carried out via a public auction in the form of a singletérny
product. The quantities used in the callation were determined at the beginning of each
month and the price was calculated using 75% of the winning auction price and 25% of
the price from the second provisional imbalance settlement (the sum of the product of
the hourly load value of the distriltion system and the hourly price on the CROPEX day
ahead market divided by the sum of the hourly load values of the distribution system).

In 2020, unlike the previous years, HBBS did not pay for the market positioning
services nor did it transfer the cost of imbalance to the supplier. RatherCHiEPcarried
out its own procurement planning and bore all related costs (positive and negativ
financial liabilities in accordance with tiRales on electric power system balancinghe
first and second imbalance settlements).

The costs associated with the procurement of energy to cover losses in 2020 are shown

in Table 4.2.3.
Table 4.2.3  Costs associated with the procurement of energy to cover losses in the distribution network
in 2020
Unit Unit Share Share
Volume Cost cost cost* in .

Iltem ; in cost
[GWh] [HRK mil] [HRK per [EUR per  volume [%]

MWh] MWh] [%] i

Contract 1,271.8 564.67 443.99 58.96 93.8 95.8
Imbalance settlement 83.6 24.98 298.71 39.67 6.2 4.2
Incurred losses 1,355.4 589.65 435.03 57.77 100.0% 100.0%

* Based on average exchange rate in 2020: 1 EUR = 7.53 HRK

Observations on losses in the distribution network f@020

The absolute values of incurred losses correspond to the values provided in the plan for
the procurement of energy to cover losses in the distribution network for 2020
(1,340GWh). Relative losses were 0.5% higher due to less energy taken upthmy to
distribution network, which is used to calculate the share of losses.

The problem associated with unrealistic monthly loss coefficients resulting from equal
(linear) anticipated monthly consumption values is still present in 2020. However, the new
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Rules on the implementation of standard load profilegroduced some changes in
relation to the calculation of monthly loss coefficients:

¢ The value of total energy charged for calendar months in 2017, 2018, 2019 and 2020
that is used to determine loss coeféats will be calculated from unequal (ndinear)
anticipated monthly consumption values in those calendar months, which should
render more realistic loss coefficients.

¢ A minimum monthly loss coefficient value of 4.3% has been introduced.
HEPODS can adgd i Y2y GKfeé f2aa O2STFFTFAOASYGa o
upcoming year during a force majeure event or during a transition period (not later
than 31 December 2022) taking into account the minimum value of 4.3%.

The newRules on the implementation afasdard load profilesntroduce, among other

things, unequal monthly consumption values which should be applied from 1 August
2021. Because of these changes, the new monthly loss coefficients should be more
realistic and significantly different from the efficients determined using the oRules

¢CKS Ll2aairoAfAade 2F || pp LISNODSydGlrasS LRAYID
has been retained during the transition period in order to bring the new coefficients closer

to the values from the ol®ulesand provide some relief to suppliers who still have to use
equal anticipated monthly consumption values in that period.

Regarding the costs associated with the procurement of electricity to cover losses in the
distribution network, the 2020 plan anticipated a total cost of HRK million, with a unit

cost of HRIK01 per MWh. Despite the newly introduced independent plagramd the
obligation to cover imbalance costs, the total cost and unit cost associated with the losses
are significantly lower than expected. However, compared to HOPS, the unit cost is higher
by HRKe4 per MWh. This is also due to the fact that, becatsseés equal anticipated
monthly consumption valué4, HEPODS purchases more energy to cover losses in
January, when it is the most expensive.

In late 2020, HERA approved the energy procurement plan to cover losses for 2021, which
anticipated losses in thamount of 1,275 GWh, while the planned procurement price to
cover these losses amounts to HRK 420 per MWh. The planned amount was calculated
using theRules on the implementation of standard load profitesl the price was
determined from already concledl longterm contracts for 2021 and the Hungarian
futures exchange (HUDEX).

By bearing the costs of imbalances for energy losses3Eaims to reduce the risk for
market participants who participate in public auctioning for the procurement of elegtricit

to cover losses in the distribution network. Procurement is divided into two products
(basic and variable) and has been conducted for the three upcoming years. The amount
of energy in the basic product for the upcoming three years averages almost 80WWh/
without the possibility to submit a tender lower than the total amount. The quantity and
the price of the variable product are not known in advance.-BB notifies the supplier

of the quantity of energy a day ahead. Only one tenderer submitted a tefudeboth
products.

In the Decision on the approval of the Annual energy procurement plan to cover losses in
the distribution network for 202IHERA instructed HEPDS to organise a workshop with
market participants with the goal of encouraging and emaplimore tenderers to
participate in the auction for the procurement of energy to cover losses.

In early 2020, on the basis of the monthly data submitted by-8BB, HERA established

a systematic monthly monitoring of the quantity, price and cost of thecprement of
energy to cover losses in the distribution network. A similar monitoring system was
established for HOPS. Such systematic monitoring will enable HERA to monitor funds used

34 The semannual billing periodncludes months with different average temperatures and, consequently, with different energy
consumption values.
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for the procurement and quantity of the electricity to cover lossedisttansmission and
distribution networks on a monthly basis.

In 2020, HERA commissioned a study enti@ddelines for the regulatory treatment of
power losses in the distribution and transmission networks in Croatenalyse the
current treatment of osts and losses contained in the costs for setting tariffs for network
use and propose improvements, which is also closely related to the planning and
procurement of electricity to cover losses.

In March 2020, CEER published its second report on powesslas#itled2nd CEER
Report on Power Los$€sCompared to the first report from 2017, eight countries of the
Energy Community have been included, increasing the number of analysed countries to
35. HERA's representatives submitted data and participatetheénpreparation of the
NEBLER2NI Fa LINL 2F /99wQa 9ySNHE vdzr ftAGe 2

4.2.3 Development and optimisation of the transmission and distribution
networks

Tenyear development plan for the transmission network (20212030)

HERA received and approved a draéinyear development plan for the transmission
network 2021- 2030, with a detailed elaboration of the initial thresnd oneyear periods
in September 2020 and March 2021, respectively.

In the upcoming tefryear period(2021¢ 2030), HOPS plans to invest approximately HRK
4.9 billion financed from its own sources, HRK 51 billion from already allocated EU funds
(primarily for the SINCRO.GRID projégtHRK 944 billion from EU funds and HRK 3.2
billion from the connectia charge or EU funds. The total value of planned investments
for the tenyear period amounts to HRK 9.1 billion. HOPS plans to apply for funding
through the Ministry to finance investments in energy transition and digitalization worth
approximately HRK 4lkon.

Annual investments in the HOPS network from 2016 to 2020 are shown in Table 4.2.4. In
that period, investments averaged HRK 476 billion per year. In 2020, HRK 577 billion were
invested in the transmission network.

Table 4.2.4  Annualinvestments in the transmission network from 2016 to 2020 in million HRK

Type of investment 2016 2017 2018 2019 2020
Investment preparation 12.6 8.9 12.3 18.3 16.1
Replacements and reconstruction 166.2 159.6 161.6 262.8 229.3
Revitalisations 59.0 72.5 72.0 105.5 78.0
New facilities 71.1 85.9 97.1 103.9 185.0
Other investments 34.9 55.3 60.7 31.3 38.5
Electric power grid conditions and connections 33.7 61.1 18.8 36.7 30.4
Total 377.5 443.3 422.5 558.5 577.3
SourceHOPS

Tenyear development plan for the distribution network (2024 2030)

In September 2020, HEPDS submitted for HERA's prior approval thenyear
development plan (202t 2030) for the HERDS distribution network with a detailed

35 2nd CEER Report on Power Losses, 23 March BA@6.//www.ceer.eu/documents/1044006/-/fd4178b4ed006d06-5f4b-
8b87d630b060

36 The project is cfinanced from CEF. Its aim is to improve voltage quality in the electricity system and to implement dynamic line
rating through advanced technical systemmslalgorithms.
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elaboration for the initial threeand oneyear periodsin March 2021, HERA adopted the
Decision on granting prior approval for the plan proposal

Total plannedihancial investments in the development of the distribution network for
the tenyear period (2021 2030) are worth approximately HRR billion, of which
investments conditional on connecting new users to the network and increasing the
connection capacitpf existing users account for approximately HRllion.

Annual investments in the HEPDS network from 2016 to 2020 are shown in Table 4.2.5.
In that period, investments averaged HRK 961 billion per year. Total investments
significantly increased in 20 as a result of an increase in replacement and reconstruction
investments as well as investments in electricity (technical) network conditions and in the
connection.

Table 4.2.5 Annual investments in the distribution network from 2016 to 2020 in mHRK
Type of investment 2016 2017 2018 2019 2020
Investment preparation 20.0 27.9 111 6.8 21.5
Replacements and reconstruction 268.9 228.0 206.1 223.4 311.7
Revitalisations 21.9 19.2 23.3 15.6 25.6
Repairs and renovations 0.4 0.1 2.3 0.5 0.1
Newfacilities 153.2 126.9 138.2 132.4 119.8
Other investments and development 191.3 208.2 191.6 1935 231.8
Electric power grid conditions and connections 301.1 313.3 305.0 378.3 386.5
Total 956.8 923.5 877.6 950.5 1,097.0

Source: HERPDS

Observations on the development plans for transmission and distribution networks

The tenyear development plan creates preconditions for an efficient preparation of
construction, timely planning and ensuring financing, as well as harmonisation of
timelines and competences in the construction of joint facilities of transmission and
distribution system operators. HOPS and HHEPS continued the good practice of
harmonising their plans in terms of construction progress and financing of joint facilities
(TS 110X kV).

In the tenyear development plan for the transmission network, all projects specified in
TYNDP 2023 were considered in the same way as other HOPS investments.

SINCRO.GRID was declared as a PCI gfapcommon interest for the European Union
with 51% of the project value financed through CEF grants.

This investment into the 220 kV network in Croatia includes the deployment of three 220
kV reactive power compensation devices (VSR and SVC) in TS Konjsko, TS Melina and TS
Mraclin, deployment of advanced dynamic thermal rating systems and deployment of a
virtual crossborder control centre (VCBCC) for voltage optimisation in the Croatian and
Slovenian transmission systems. Installation of 550 Mvar reactive power compensation
devices is planned for:

- TS Konjsko, SVC technology of 250 Mvar

- TS Melina, VSR technology of 200 Mvar

- TS Mraclin, VSR technology of 100 Mvar

The approved tetyear plan for the period 20242030 takes into account N2 I 4 A I Q&
obligationsand strategic priorities in the take up of renewable energy.

37 TenYear Network Development Plgri0-year development plan for EU transmission networks from 2020

38 PCi Projects of Common Interest
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For the concerned tegear period, interest has been expressed in new
connections/increase in connection capacity by more than 7,000 MW of production,
mostly from renewable energy sources. The newly connected power plants would mostly
be located in Dalmatia. Their connectiordispendent on the technical requirements in
the 110 kV, 220 kV and 400 kV networks,, revitalisation/increase of transmission
capacity of the existing lines, construction of new lines and increase in transformation
capacity, that must be met in the are@oncerned.

HEPODS has also focused on measures to reduce losses in the distribution electricity grid
as part of its efforts to increase energy efficiency. {HEFS began implementing the Smart
Grid projec®9, cofinanced from EU funds, which includeslammed investment of HRK

177 billion in the development of smart grids in the upcomingtear period.

In general, the planned investments in the transmission and distribution networks have
increased compared to previous years. Based on the plans sulbmHiERA is of the
opinion that the planned total revenue of HOPS and HIEFRS is sufficient to cover the
annual investments in the next thregear period.

4.2.4 Charges for transmission and distribution network use and connection
charges

Average charges fanetwork use

Average charges for transmission and distribution network use are determined on the
basis of revenue realised by consumption category, which is calculated by applying
appropriate tariffs for the transmission and distribution of electricity dinel amount of
electricity. Average charges for transmission network use are shown in Table 4.2.6.
Average charges for distribution network use in the period 202620 for different final
customer categories are shown in Table 4.2.7.

Table 4.2.6  Averagecharges for transmission network use for the period 202620

Final customer category 2016 2017 2018 2019 2020

[lp per kWh] [lp per kWh] [lp per kWh] [lp per kwh] [lp per kwh]
Industrialg high-voltage 8.8 7.7 8.0 7.0 6.6
Industrial¢ mediumvoltage 7.7 7.6 7.6 7.0 6.9
Industrialg low-voltage 8.9 8.9 9.0 9.1 9.1
Households 8.9 8.9 8.9 8.9 9.0
Average for all categories 8.6 8.5 8.5 8.3 8.3

Table 4.2.7  Average charges for distribution network use for the period 204&20

2016 2017 2018 2019 2020

USRI el [lp per KWh] [lo per kWh] [Ip per kWh] [ip per KWh] [Ip per kWh]

Industrialg high-voltage - - - - -

Industrialg medium voltage 14.0 14.0 14.0 11.7 11.6
Industrialg low-voltage 27.5 27.7 28.1 24.7 250
Households 245 245 24.6 24.6 24.8
Average for all categories 22.7 22.6 22.7 21.0 21.2

Depending on consumption category and tariff model, Croatian final customers using the
transmission and distribution networks are charged tariff items for fiblowing tariff
components:

- active energy at the high/low/single daily tariff (HRK per kwWh)

39 A smart grid is an energy network with a variety of activities and metering systems, including smart meters, smart aysplicatio
smart appliances, renewable energy sources, eneffigient resources, and higly efficient devices.
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- calculated peak load (HRK per kW)
- excess reactive energy (HRK per kvarh)
- billing metering point (BMP) fee (HRK per month).

A breakdown of the totaltransmission and distribution network charge by tariff
components is shown in Figure 4.2.6., while average prices by tariff component by
consumption category and tariff model are shown in Figure 4.2.7.
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Breakdown of the total charge by tariff component
m Active energy [%6i1 Calculated peak load [%3] Excess reactive energy [®9BMP fee [%

Figure 4.2.6 Breakdown of the total transmission and distribution network charge by tariff components in
2020
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Figure 4.2.7 Average prices by tariff component by consumptiategoryand tariff model in 2020
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Average network charges in European countries for finalorasts in EUROSTAT consumption bdhgs
la, Ib, Ic, Id, landIf40in 2020 are shown in Figures 4.2.8. to 4.2.14.
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Figure 4.2.9 Average network charges for industrial final customers, consumption band
countries, 2020
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la, in European

40 The consumption bandsein accordance with the classification of consumption bands and billing metering points for household
final customers and industrial final customers as respectively listed in Tables 4.4.3. and 4.4.4. of this Report, wiiatapprop

criteria.

41 ISCcountry codesAL¢ Albania, AT, Austria, BA, BosnisandHerzegovina, BEBelgium, B@ Bulgaria, C¥ CyprusCZ; Czechia,
DK¢ Denmark DE¢ Germany EE¢ Estonia, GR Greece, E§Spain, F¢ Finland, FR France, GE Georgia, HR Croatia, HU;
Hungary, IE; Ireland, 1 Iceland IT ¢ Italy, LIg Liechtenstein, L Lithuania, LU Luxembourg, LY Latvia, MDg Moldova, ME
¢ Montenegrg MK ¢ North Macedonia, ME Malta, NL¢ Netherlands, N@ Norway, Pl Poland, PE, Portugal, R@ Romania,

R&; Serbia, SE Sweden, S Slovenia, SKSlovakia, TR Turkey, U& Ukraine, UK; United Kingdom, X&Kosovo
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Figure 4.2.10Average network ltarges for industrial final customers, consumption band Ib, in European
countries, 2020
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Figure 4.2.11Average network charges for industrial final customers, consumption band Ic, in European
countries, 2020
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Figure 4.2.12Average network charges for industrial final customers, consumption band Id, in European
counties, 2020
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Figure 4.2.13Average network charges for industrial final customers, consumption band le, in European
countries, 2020
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Figure 4.2.14Average networkcharges for industrial final customers, consumption band If, in European
countries, 2020

The shares of individual consumption categories in system operator revenues from
transmission network charges and distribution network charges in 2020 are shown in
Figire 4.2.15. The shares of individual tariff components in the revenues from
transmission network charges and distribution network charges in 2020 are shown in
Figure 4.2.16.

. —
MV industrial 15.4% HV industrial5.8%

MV industrial 21.6%

LV industrial35.2%
LV industrial30.3%

LV households19.4%

LV householdg}2.3%

HEP-ODS HOPS

Figure 4.2.15Shares of individual consumption categories in system operatenueg from transmission
network charges and distribution network charges in 2020
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Calculated peak loa@6.1%
Calculated peak load2.7%

Active energy73.1% Active energy73.1%

HEP-ODS HOPS

Figure 4.2.16Shares of individual tariff components in the revenues from transmission network charges and
distribution network charges in 2020

Revenues generated from tafg

A decrease in revenues from HOPS and-BEB tariffs and billed energy in 2020
compared to 2019 (expressed in percentages) is shown in Figure 4.2.17. A monthly

comparison of 2019 and 2020 revenues from HOPS and ODS tariffs is shown in Figure
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On 18 January 2021, the Croati@overnment adopted th€onclusion of the Government of the Republic

of Croatia on writeoff of receivables and fees for electricity delivered to final customers in earthquake
stricken areasand on 25 March 2021 it adopted tl®nclusion of th&overnment of the Republic of Croatia

on the writeoff of receivables and fees for electricity delivered to final customers in earthgtradesn

areas for April 2021Based on these conclusions, the Civil Protection Headquarters decided that all
househotls from the municipalities and towns mentioned below will be exempt from paying for electricity
costs, regardless of the degree of damage suffered. The municipalities and towns are the following: the
towns of Petrinja, Glina, Sisak, Hrvatska Kostajnica taedmunicipalities of Lekenik, Sunja, Doniji
Kukuruzari, Majur, Dvor, Topusko, Gvozd, Jasenovac, Hrvatska Dubica, Martinska Ves, Pokupsko and
YNI @I NE12® LY | OO0O2NRIYyOS gAGK (GKS F102@3S 02y Of dza i 2
Hrvatska edktroprivreda d.d. adopted théecision on writedff of receivables for energy delivered to
household final customers fronearthquakestricken areas (hereinafter: Decision on writeff of
receivabley which was extended to April 2021. Writdf of receivadles for the use of transmission and
distribution networks for January, February and March 2021 based onD#wmsion on writeff of
receivabless shown in Table 4.2.8. Approximately HRiillion is written off by HERDS each month,

while write-off by HOPS amount to approximately HRKaillion.

Table 4.2.8  Write-off of receivables for transmission and distribution network usémye January,
February and March 2021 based on the Decision on-wafitef receivables

Consumption  Tariff Tariff component HEPRODS revenue HOPS revenue
category model [HRK] [HRK]
energyg single tariff 2,448,745 1,001,759

BMP fee 752,254 -

energyc higher tariff 3,962,190 1,816,004

White = energyc lower tariff 1,051,174 437,989

S BMP fee 994,852 -
§ LV energyc higher tariff 20,848 6515
% energyc lower tariff 7,150 1787
@ calculated peak load 18,216 11006
BMP fee 1,785 -

energyc single tariff 3 1

BMP fee 6 -
Total 9,257,221 3,275,061

Transmission andlistribution network connection charges

Users connecting to the transmission and distribution networks or requesting an increase
of the connection capacity pay a connection charge as defined iMgtbodology for
setting electricity grid connection chaigyor new users and for increasing the connection
capacity for existing users (Official Gazette Nos. 51/17, 31/18 and 104/B8)purpose

of the connection charge is to finance new connection points, fulfilment of technical
requirements in the network, ah network development. For final customers with a
connection capacity of up to 20 kW who are connecting to the low voltage network within
a radius of up to 400 metres from an existing transformer substation, the connection
charge or the charge for increagi connection capacity is HRK50 per kW net of VAT,
except in the city of Zagreb, where the charge is HRBO per kW.

As far as other low voltage final customers are concerned, if planned connection costs
exceed the amount that would be collected frahe above charge by 20% or more, the
consumer pays the actual connection costs. If HQEERS finds that existing and/or new
final customers have a need for connection capacity and/or that there are other direct
benefits for an operation and/or developmentf aghe medium and/or low voltage
network(s), the low voltage final customer will pay for a share of the costs of the fulfilment
of technical requirements in the network. Final customers connecting to the same
transformer substation pay for a share in alrgddlfilled technical requirements until the
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collected amount for the fulfilment of technical requirements in the medium voltage
network equals their costs but no later than five years from the day on which the
operating license for the transformer substat becomes valid.

Electricity producers always pay for actual connection costs.

A special zone is a geographical area in accordance with the relevant spatial plan, where
multiple subjects have an interest in connecting to the network as participantseof th
special zone. Special zones have zone organisers who, on the basis of a contract concluded
with all special zone subjects, or any other valid document, represent the participants of
the special zone before the transmission or distribution system operdtbe costs of
fulfilling technical requirements in the network due to connecting a special zone are
calculated in the same way as those for the connection of a final customer if all special
zone participants are final customers.,in the same way a$bse for the connection of

a producer if all participants of the special zone are producers. If special zone participants
are final customers and producers, the fulfilment of technical requirements in the
network is based on a technical solution that meties connection requirements of all its
participants. Allocation of connection costs between the zone organiser and its
participants is the subject of a separate contract between the zone organiser and the
participants.

Observations on transmission and diution charges, and connection charges

In 2020, the revenue of HEPDS from tariffs for energy distribution amounted to HRK
3.05 bhillion, which is 4.8% less than in 2019. HOPS revenue from tariffs for energy
distribution amounted to HRK 1.29 billion 2020, which is 5.8% less than in 2019. The
volume of billed electricity in 2020 amounted to 15.5 TWh, which is a decrease of 5.8%
compared to 2019. The volume of billed electricity and revenues from transmission and
distribution charges were significantiywer in April, Mayand June of 2020 than in 2019,
which is a result of restricted economic activity due to the Ca@dpandemic.

HOPS and HEPDS did not submit any requests for tariff changes for 2021. They did,
however, submit the data necessary totdamine planned total costs.

On the basis of the Decision on writéf of receivables, HOPS writef approximately
HRKL million per month for transmission network usage, while {{HEFS writes off
approximately HRR million per month for distribution network usage.

In accordance with the Decision on writéf of receivables, receivables be writterf &ir

the above final customers in case of transfer of connection points to the grid at temporary
accommodation sites (containers, mobile homes, caravans, ancillary buildings), including
the construction of a new connection point on the same location gnthier transfer for

the purposes of electricity supply of the reconstructed or new building.

According to data from th&enyear development plan for the transmission network
2021¢2030, with a detailed elaboration of the initial thre@nd oneyear perials, in the
concerned teryear period interest has been expressed for new connections/increase in
connection capacity by more than 7,000 MW of production, mostly from renewable
energy sources. The newly connected power plants would mostly be located imatidalm
Fulfilment of technical requirements in the 110kV, 220 kV and 400 kV neti¢asksucial

for these connections. The estimated costs are BRWillion, of which 80% should be
covered by investors whose production plants will be connected to theod43. HOPS

has applied for EU funding for these investments through the competent ministry. If the
fulfilment of technical requirements is financed from EU funds, new network consumers

42 The fulfilment of technical requirements means revitalisation/increase of transformation capacity of existing lines oc@onstr
of new lines as well as an increase in transformation capacity.

43 |n accordance with the Methodology for setting electricity grid connection charges for new users and for increasing tierconne
capacity for existing users.
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will not pay for that part of the fulfilment of necessary technioafjuirements in the
network.

4.2.5 Unbundling of activities

Transmission system operator

On 22 February 2016, having obtained an opinion from the European Commission, HERA
adopted the Decision on the certificate issued to HO®m&ler the Independent
Transmission Operator (ITO) model.

According to theElectricity Market Act commercial and financial relations between a
vertically integrated entity and HOPS must comply with market conditions and HOPS is
obliged to submit all comnreial and financial contracts before their conclusion with a
GSNIAOFEfe AYydSaINIGSR Syidade F2NI I 9w! Qa |
contracts are markebriented under impartial conditions.

Provision of vertically integrated entity servisgo HOPS and vice versa

In 2020, HOPS met all conditions and requirements specified by the certification
procedure.

In accordance with the rules on the functional independence of HOPS as an independent
transmission operator in terms of thelectricity Maket Act, the company HEP d.d., as

the owner of HOPS, and other companies affiliated with the vertically integrated entity
did not exert undue influence on business decisions made by HOPS.

Separation of business premises
As at 31 December 2020, HOPS wasotlrer of all business premises in its use.
Independence of the IT system

During 2020, HOPS was fully independent in performing activities related to IT system
maintenance and upgrading.

Rules on HOPS information system seguwitytten in accordance wittDirective (EU)
2016/1148and appropriate national legislation and recommendations, were adopted in
November 2020. HOPS still actively participates in the activities of ENTS® 9 dzNR LJS |
Network for Cyber Security and regularly receives information ostiagi and possible
cybersecurity threats to the IT systems of the European transmission system operators
and their coordination in this respect.

In September 2020, HOPS started implementingSkistem for Prevention and Analysis
2 F |sicommOnication andlletwork Security IncidentsEPASISa project cefinanced
from EU funds, under th€EF Telecom calCybersecurity (CEFRG2019-2).

During 2020, the following activities were carried out in the framework of the
implementation of HOPSIaformation System Investment Plan:

- a significant upgrade of network and cybersecurity infrastructure, IT monitoring tools,
and additional upgrade of access security through rfatttor authentication,

- initial phase ofdzLJA N} RSk NBLJX I OSYSy i 2F OSNIIAYy Y2R
purposes of technological improvements,

- conclusion of contract for a strategic project for upgrading the central rersoterol
systems for the electricity system to a newer version for pleposes of technological
improvements

- adoption of an updated version of the Risk Assessment of the SCADA system in
December 2020 in accordance with the Methodology for risk management of critical
(SCADA) systems in control centres that support the esdeservice of electricity
transmission and operation of the electricity system.



AnnualReporton the Activitiesof the CroatianEnergyRegulatoryAgencyfor 2020

Separation of the telecommunications system

In 2020, the separated use of the telecommunications system continued in accordance
with the following agreements between HOPSI&EP Telekomunikacije d.o.o.:

- Agreement on mutual relations,
- Service agreement for the lease of telecommunications capacities,
- Lease agreement for radio connection telecommunication capacities,

- Agreement on the lease of premises for the storage of teleoomications equipment
and fibre optic infrastructure,

- Agreement on telecommunications system maintenance.

The rights and obligations related to the lease of telecommunication capacities,

telecommunications system maintenance and lease of premises for tihiage of

telecommunications equipment and optic fibre infrastructure are defined in the above
agreements.

Procurement of electricity to cover losses
HOPS purchased the entire volume of electricity necessary to cover losses in 2020 under
market principlesyithout discriminating market participants.

To procure energy to cover losses in 2020, HOPS carried out three public auctions which
resulted in ten contracts for the delivery of electricity to cover losses in the transmission
network. Four contracts wereoncluded with HEP d.d., while six contracts were
concluded with the market participants HROTE, GEMvatska d.o.o., HSE d.o.o0. and
Danske Commodities A/S.

The procurement of electricity to cover losses in the transmission network was conducted
on CROPEXdayahead and intraday markets

Procurement of ancillary services

For the purposes of ensuring ancillary services in 2020, HOPS and HEP Proizeaxinja
concluded six ancillary service contracts in December 2019. In September 2020, HOPS
adopted the newMethodology for establishing prices for the provision of ancillary services
as required by the relevant procedure.

HOPS concluded seven contractidran 2020 to ensure the availability of active power
reserves and regulation reserves from tertiary control for system security. The contracts
were signed with the following network users that are not members of the HEP Group:

- Cemex Hrvatska d.d.

-DSSmik . St A06S / NRIFGAIF R®O2P20

- Messer Croatia Plin d.o.o.

-b OAOSOSYSYyil RO®RO®

- Petrokemija d.d.

- INA¢ Rafinerija nafte rijeka d.d

-PSRit 2RT SYy2 a1t RAOGS LAYl RP2D20
Electricity system balancing

In accordance with thEBGL &yulation HOPS is obliged to publisbaancing report for

the previous two calendar years at least once every two years. The 2018/2019 report was
published on its website and includes information on the terms and provisions for
balancing in the Croatian electricity system for the reportedquk

Relations with transmission network users and connection of new users

HOPS must enable the connection of network user buildings. In the past years, there has
been an increase in the number of requests for the connection of electricity production
facilities, mostly for those that produce electricity from renewable energy sources.
Requests for the connection of approximately 5,000 MW of new electricity production
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facilities were received in 2020 alone. A high volume of requests for new connections
consh Gdzi Sa | KAIK FAYFYyOAFf NRaA] F2NI I ht{ I
to fulfil its legal obligations.

Requests for connecting power plants exceed the technical capabilities of the existing
network, creating a need for investments to flulfhe technical requirements of the
network. In accordance with the legal framework, the investor pays for 80%, while HOPS
pays for 20% of these costs.

Financial and other commercial relations between HOPS and other companies from the
vertically integratedentity are:

- provision of services by the vertically integrated entity to HOPS and vice versa,

- implementation of special conditions and requirements in the procurement of services
related to IT systems and equipment, secure access systermaualitthg services,

-FAYFYOAY3a 2F |1 ht{Qad OGABAGASEZX
SAYLE SYSyihlrdAaAz2zy 2F 1 ht{Qa FAYFYOALFf LI Iy 7
- contracts and/or agreements on financing (loans) and financial arrangements between

HOPS and HEP d.d. (agreements on the undertaking of obligations idsadd bonds,
loan agreements, etc.) active in 2020:

-Sub[ 21y ! ANBSYSyi b2® nAaHKHAMOX | . hwk9NJ
EURG9,152,961.62, which was repaid in full as at 31 January 2020,

- SubLoan agreement No. 03/2013, HBOR/Program SpliE f##69.152.961,62, which
was repaid in full as at 31 January 2020,

- Agreement on the undertaking of obligations due to issued bonds No. 2/2016 for
refinancing 83.37% of the bonds from 2012 in the amount of EJ&27,915.28 due
on 23 October 2022, concludedA (G K | 9w! Q& | LILINR g 2y HH
from 23 October 2015,

- LongTerm Loan Agreement No. 5/2019 for financing investment projects in the
amountof HRKanmEtynsnnnodnns 02y Of dZRSR AGK 1 9\
2020,

- LongTerm Loan Agement No. 8/2020 for financing investment projects in the
amount of HRKuT cZycpZnnnodnns 02y O0f dZRSR gAGK |
November 2020.

The financing of all HOPS's business activities ran smoothly throughout 2020. The financial
resources necessgaifor conducting all business activities were always available to HOPS

in time. In 2020, in accordance with the Agreement on Mutual Relations, HOPS initiated
the process of borrowing HRKT c ZycpZnnndnn FNRBRY | 9t RORD
on granting is prior approval for the draft LoArGerm Loan Agreement, on 19 November

2020 HEP and HOPS concluded the {Jargn Loan Agreement No. 8/2020, which will be

used by HOPS to cover insufficient resources for investment projects in 2020.

HOPS is the emunderof CROPEX with 50% of ownership shares. HROTE is the ether co
founder with an equal share in ownership.

HOPS is also dounder of the following companies: TSCNET Services (Transmission
System Operator Security Cooperations, in which HOPS holds 1/14 efshimshares),

SEE CAO (Coordinated Auction OfficBantheastEurope, in which HOPS holds 1/8 of
ownership shares), and JAO (Joint Auction Office, in which HOPS holds 1/25 of ownership
shares). HOPS is alsefoander of HEP Telekomunikacije d.o.owimich it holds 13.73%

of ownership shares.

By-laws and implementing acts

During 2020 and 2021, pursuant to the relevant provisions oBleetricity Market Act
YR F2tt26Ay3 | Lzt AO O2yadzZ GFrGA2Yy | yR |
following acts:
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- Methodology for establishing prices for the provision of ancillary sefvices

- Prequalification procedure for providing blaskart services and island operation
services,

- Rules on bidding for ensuring mA&Rver reserves and/or balancing energy for system
securityand proposal for a template of thAgreement on the provision of balancing
servicex mFRR

- Rules for intraday capacity allocation between the bidding zones of HOPS and EMS

- Amendments to the Netark Code for the transmission systamorder to harmonise it
with the relevant EU regulations relating to connection, operation and the market,

- Instructions for plant managemerior the purposes of harmonisation with the new
organisation adjustments withiHOPS and with thetmendments to the Network Code
for the transmission system

- Rules on congestion management in the Croatian electricity system, including
interconnectors

Implementation of special conditions and requirements in theocurement of services
related to IT systems and equipment, secure access systems and auditing services

TheRules on procurement and contracting in H@&fsilate procurement, contracting
and control procedures for contracts concluded for the procuremémgfomds, works and
services.

During 2020, HOPS launched 92 procurement procedures for IT systems under contracts,
framework contracts or order forms, and 12 procurements relating to secure access
systems, to which special conditions from tBkectricity Maket Actwere applied. Out of

all procedures launched in that way, 81 contracts have been concluded.

Distribution system operator

Pursuant to theElectricity Market Act,HERPODS is responsible for monitoring the
implementation of all its tasks, especially in terms of compliance with the principles of
transparency objectivity, and impartiality, and is obliged to publish annual reports in
accordance with HERA's prior appah

On 26 March 2021, HEPDS submitted to HERA its 2020 report on compliance with the
principles of transparencybjectivity, and impartiality, in accordance with the adopted
compliance programme of HEPDS.

Financial and other commercial relations beegn HEFODS and other companies from
the vertically integrated subject

HERPODS and HEP d.d. concluded an Agreement on Mutual Relations with the
methodology for calculating the costs of services provided to-BIBEB as its integral part.

In terms of basic mources necessary for network operatiomaintenance, and
development, under the approved financial framework HEPS has decisiemaking
powers independent of the parent company HEP d.d. During 2020, the Committee for
monitoring the Compliance programmeiddnot receive any written complaints for
violations of the Compliance programme.

Development of an IT system for communication with users

Since 2020, the single point contact centre of HEBS, located in Knin and Vukovar, has
been in charge of taking k& from customers reporting failures (for 11 distribution areas)
and informing users through recorded voice messages of planned interruptions in
electricity supply (for 12 distribution areas). The development of the Centre will continue
in 2021, with fullscope use of the ASE®#application in five distribution areas as a
prerequisite for full implementation. In addition to fulfilling this prerequisite, it is planned
that the Centre will take on all calls relating to failures and record voice messagb for

44 ASEBA is an applicatitmat facilitates contact with customers and is used by the help desk.
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distribution areas. Integration of ASEBA with SAP, which is now in progress, will improve
the Centre's customer service and improve records for the purposes of monitoring and
obtaining indicators to measure the quality of electricity supply.

IN2020,i KS SEA&aGAY3 4SS0 I4bia reddsighed. Atyhowdireladas: Y N.
services such as submission of meter readings, overview of past meter readings and
electricity consumption as well as information on the planned date of the next billing and
information on interruptions in electricity supply.

On its websitehttps://www.hep.hr/ods/, HERODS notifies its customers of planned
works and publishes information on tariff models, instructions for connecting to the
network and switching suppliers, advice on rational use of electricity, etc.

Relations with distribution network users and connection of new users

Submissions from network users regarding connection to the distribution network are
resolved by théAppeals Processing Committee of HEPS. This significantly standardises
the implementation of all rules and regulations in the distribution areas.

In 2020, the Committee received 62 submissions, of which:
- eight submissions were considered as founded ardeweferred back,

- 51 submissions were considered as unfounded and were forwarded to HERA for second
instance proceedings,

- for three submissions, completion of documentation was requested.

The number of submissions regarding connection to the electrieityaork is insignificant
in relation to the number of concluded connection contracts/offers and issued grid
connection approvals and network usage contracts (around 0.2%).

Customers with billing metering points for which HEBS is obliged to store consurigt
data in 15minute billing intervals can check the collected metering data online at
http://mjerenje.hep.hr.

In 2020, HE®DS performed electricity distribution activities as required by the stipulated
duties and dligations, and in accordance with the principles of transparesigjgctivity,
and impartiality.

4.2.6 Quality of electricity supply

Quality of electricity supply is defined and monitored in relation to continuity of supply,
voltage quality and service qlity.

In the Requirements for the quality of electricity supphERA determined, among other
things, electricity supply quality indicators, the method of measuring, collecting and
publishing electricity supply quality indicators, the method, frequency aoope of
reporting and submitting information about the quality of electricity supply to HERA. The
Requirements for the quality of electricity supglgo stipulate a gradual introduction of
generalminimum,and guaranteed standards of quality of electricity supply and a gradual
introduction of financial compensation to customers following the implementation of
guaranteed quality standards. To this end, operators and suppliers have to provide and
publish relezant forms on their websites. Starting from 2020, final customers are entitled
to financial compensation if the guaranteed standard time limits for network connection
and provision of technical services are exceeded and starting from 2021, customers are
entitled to compensation if the guaranteed standard limits for individual e
interruption intervals and total interruption time are exceeded in the given year (Figure
4.2.19).

45 https://mojamreza.hep.hr
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Figure 4.2.19Activities leading to the establishment of financial comgation after the introduction of
guaranteed standards in accordance with the Requirements for the quality of electricity supply

A set of regulations including thidetwork Code for the transmission systedetwork
Code for the distribution systerRules orconnection to the transmission netwoakd
Rules on connection to the distribution netwogkovides technical requirements and
parameters to be fulfilled by the facilities to be connected to the electricity network in
order to ensure the safe operatiomd optimal functioning of the system.

Transmission and distribution system operators and suppliers are obliged to submit an
annual report on the quality of electricity supply and the quality of services pursuant to
the Requirements for the quality of elecity supply

Continuity of supply in 2020

Continuity of supply is measured by the number and duration of supply interruptions.
Quality of continuity is inversely proportional to the number of supply interruptions and
the duration of such interruptions. supply interruption is considered as planned if it is
announced in the manner and within the time frames specified inGleaeral terms and
conditions for network use and electricity suppbtherwise, it is considered as an
unplanned supply interruption.

The Requirements for the quality of electricity supghbjpulate general standards of
continuity of supply for the transmission network: energy not supplied (ENS) &R0

and average interruption time (AIT) for lotgym interruptions is 1fninutes. Tle
transmission system operator monitors the number and duration of supply interruptions

in the transmission network, and estimates the volume of energy not supplied during the
interruption (Table 4.2.9). In 2020, ENS was 874 MWh, while AIT was 21.493mvhitsh
exceeds the general standards for these indicators (ENS of 700 Mwh, AIT of 17 minutes).
This was caused by two earthquakes (28 and 29 December 2020), which caused significant
damage to power plants, especially those in central Croatia and inisiaéoslavina
County, and by salt sediments in the coastal areas and on the islands, which resulted in
plant disconnections due to isolation cleaning (TS Pag, TS Novalja and TS Nin).

Table 4.2.9  Supply interruptions in the HOPS network from 2012080
N?Q:ﬁ[ﬁ;izgply Duration of supply Estimated energy not supplied
Year P interruptions [min] [MWh]
2010 109 4,916 867
2011 115 3,587 256
2012 200 11,855 1,056
2013 51 2,908 329
2014 40 2,410 485
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Nlﬁgﬁ;g;iﬁzply Duration of supply Estimated energy not supplied
Year interruptions [min] [MWh]
2015 54 3,522 470
2016 80 4,651 366
2017 147 10,448 949
2018 111 6,124 572
2019 74 5,932 326
2020 85 5,787 874

Source: HOPS

Supply continuity indicators, which are systematically monitored in the distribution
network, show the average annual numbeiimterruptions per customer (SAIFI), and the
average total annual duration of interruptisper customer (SAIDI).

In 2020, SAIFI was 2.94 supply interruptions per customer in theQBEPnetwork, of
which 31% were planned interruptions. SAIDI was 310 minptr customer, of which

45% were planned interruptions. SAIFI and SAIDI indices show an upward trend in the
continuity of supply in HE@BDS network (Figure 4.2.20).
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Figure 4.2.20Indicators for continuity of supply in HEB Setwork from 2011 to 2020

In terms of distribution areas, DA Elektra Koprivnica had the highest SAIFI score in 2020,
GKAETS 51 9fS{TGNI ANRBODAGAOI KI ludthepSorest A A K S 2
{!'LCL a02NBx la aK2gy AYy CAIdz2NE ndPHDOPHMD 5!
of harsh weather conditions in that area and specific network characteristics (long
2OSNKSIFR tAySaovao 5! 9f S (i eitra Msskhate alsommon® f S
distribution areas with poor SAIDI and SAIFI scores. A total of 24 written complaints
concerning continuity of supply were filed, of which 15 were resolved in a timely manner.
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Figure 4.2.21 Indicators of continuity of supply in HE®S network per distribution area in 2020

Voltage quality in 2020

According to theGeneal terms and conditions for network use and electricity supply
voltage quality is defined as the deviation of measured voltage parameters at a supply
terminal from the values listed in the Croatian standard HRN EN 50160.

A network user may submit a writh request once a year to HOPS or f{EFS, depending

on the used network, for a report on voltage quality at the given supply/delivery terminal.
HOPS or HEBDS must perform measuremengsepare,and deliver a report on voltage
quality at the supply ternmal to the network user within 30 days. In 2020, HEHPS
received a total of 83 written complaints regarding voltage quality in the distribution
network. Also, a total of 58 requests for measuring voltage quality were filed, of which 37
were founded and reolved in favour of the applicant. No requests for measuring voltage
quality were filed by transmission network users in 2020. Meters for measuring voltage
quality have been installed on almost all billing metering points in the transmission
network in acordance with the HRN EN 50160 standard.

Quality of service in 2020

The Requirements for the quality of electricity supplyecify the guaranteed quality
standards for network connection services: time for resolving requests for a report on the
optimal technical solution for connecting to the network depending on connection
capacity (from 30 to 180 days), time for resolvieguests for grid connection approvals

(15 days), and time foreseen for the connection of a building to the network with a simple
connection (30 days).

The report on the quality of services in 2020, submitted to HERA by HOPS a@dBEP
shows thatthe2 LISNJ G4 2NEQ 3ISYSNIf AYyRAOF(G2N 4a02NBa
do not meet the general standard of service quality (Table 4.2.10). HOPS received three
requests for a report on the optimal technical solution for connecting to the network
(hereirafter: EOTRP) and one request for grid connection approval.
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Table 4.2.10 General indicator scores for the quality of connection services of HOPS a@iDBE#®2020

General indicator of service quality HOPS HERODS Genera_ll stande_lrd
of service quality

Serzinrtlon of requests for EOTRP processed in time in the givel 100% 41.5% 95%

Ffropprﬂon of requests for grid connection approval processed i 100% 67% 95%

time in the given year

Proportion of S|mple. prpcedyre coqnectlons of buildings to the /246 31% 95%

network carried out in time in the given year

Source: HOPS and HERPS

Processed EOTRP and grid connection requests (EES) are shown in Table 4.2.11; simple
procedure connections of buildings to the network for HEPS network final customers

in 2020, with the total number of new connections and the number of connectiongdarri

out within time limits specified in thRequirements for the quality of electricity supply

are shown in Table 4.2.12.

Table 4.2.11 Processed requests for EOTRP and EES-@DBERetwork in 2020

Type of request No. of decisions issued No. ofdecisions issued in time
EOTRP 1,556 646
EES 25,575 17,164

Source: HEPDS

Table 4.2.12 Simple connections of buildings to HEPS network in 2020

Number of connected users Number of connections carried out in time
12,639 3,937

Source: HERDS

In terms of distribution areas, the proportion of requests for EOTRP processed in time is
the lowest in DA Pula, and the highest in DA Osijek, but none of the distribution areas
achieved the required general standard of sengoality for resolving requests for EOTRP

(Figure 4.2.22).
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Figure 4.2.22Proportion of requests for EOTRP in@EFS network per distribution area in 2020

46 Not applicable; n/a
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In terms of distribution areas, the proportion of requests for EES processed in time is the
lowest in DA Pula, and the highest in DA Slavonski Brod. DA Slavonski Brod, DA Osijek and
51 21 12@8S0O YSOG GKS NXBIjdzA NBR 3 SyiggNdgdestsid G | y R
for EES (Figure 4.2.23).
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Figure 4.2.23Proportion of requests for grid connection approvals in-@BB network processed in time per
distribution area in 2020

The proportion of simple procedure connections of buildings ® rtletwork carried out

in time is the lowest in DA Osijek and the highest in DA Koprivnica, but none of the
distribution areas achieved the required general standard of service quality for simple
connections (Figure 4.2.24).
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Figure 4.2.24 Proportion of HE®DS simple connections of buildings to the network carried out in time per
distribution area in 2020

Earthquake in Zagreb (22 March 2020)

The earthquake that hit Zagreb on 22 March 2020 caused an interruption in the supply of
electricity for 107,645 network users, which is approximately 26% of the total number of
users in DA Elektra Zagreb. In accordance withGhgis management platHEFODS
immediately started working on system restoration andeitablishing electricity supply.
Eledricity supply was restored for approximately 75,000 network users in the first half
hour after the disruption caused by the earthquake by means ofrémaote-control
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system. By the end of the day, supply was restored for approximately 99% of affected
network users.

Earthquakes in central Croatia (29 December 2020)

The earthquake that struck central Croatia on 29 December 2020 caused an interruption
in the supply of electricity for approximately 136,000 network users: approximately
91,000 users in DBlektra Zagreb and approximately 45,000 users in DA Elektra Sisak. DA
Elektra Zagreb restored the supply for approximately 45,000 network users within two
hours and for all network users by the end of the day. At first, supply of 85% of medium
and low volage transformer substations was interrupted. Since there were many
damaged facilities in the distribution and transmission networks, supply was restored for
approximately 85% of network users during the day, and for most of the remaining
network users suply was restored the next day. In areas where medium voltage and low
voltage networks suffered the most damage, supply was restored 48 hours after the
interruption.

Separation of the Continental Europe synchronous area on 8 January 2021

On 8 Januarg2021, an incident separated the Continental Europe synchronous area (CE
SA) in two. The incident is being analysed by ENH.'SO

According to the preliminary analysis, separation was caused by cascaded trips of several
transmission network elements in a vesigort time. The initial event was a trip at 400 kV
substation in TS Ernestinovo caused by increased power flows from the-Basttlarea

to the NorthhWest area of the CE SA (see markings in Figure 4.2.25) resulting from higher
electricity consumption intte west (cold weather) and lower electricity consumption in

the eastern part of the synchronous area (warm weather and public holidays). Power
flows before the CE SA separation are shown in Figure 4.2.25.
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Figure 4.2.25 Power flows beforéhe CE SA separation caused by the incident on 8 January 2021
The outage in TS Ernestinovo redirected the power flows to the transmission lines, causing

their overload and a further trip (Figure 4.2.26). In less than five minutes, CE SA was
separated inwo.
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Figure 4.2.26 Transmission line outages during the incident on 8 January 2021

The separation of the synchronous area is shown in Figure 4.2.27.
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Source: ENTSD
Figure 4.2.27Separation of CA SE caused by the incidentJam@ary 2021

The system separation resulted in a deficit of power and a frequency decrease in the
North-West area and a surplus of power, and a frequency increase in the-Gastlarea,
leading to the disconnection of some users and emergency imports fr@ighbouring
synchronous areas in the west, and a decrease in capacity of production facilities in the
SouthEast area.

Through a coordinated response of the transmission system operators in the CE SA the
situation was completely stabilised, and the symeious area was resynchronised
approximately one hour after the initial event.

It is important to note that CE SA is one of the largest international systems. This event is
neither the first nor the most serious separation incident. A significantly morese

event, which lasted longer, caused larger disturbances in the system and had a higher
impact on final customers, occurred in November 2006. The measures and risk

-15
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management systems established after that event made it possible to reconnect the
synchpnous area in such a short time and without any serious interruptions for most final

customers.

Observations on the quality of electricity supply in 2020

Compared to 2019, in 2020 the number and the duration of supply interruptions in the
transmission network increased, as well as the estimated energy not supplied. AIT and
ENS scores did not meet the prescribed general standard limits. The underperforming
scores were a result of significant damage on power plants caused by earthquakes in th
SisakMoslavina County and plant disconnections in the coastal area and on the islands
due to isolation cleaning and maintenance related to the bujdof salt sediments.

The SAIDI and SAIFI scores for the distribution network are better in relatpyevimus
years. HE#®DS's indicators for the quality of connection services are significantly below
the required general standard of service quality and should be improved. The proportion
of simple connections carried out in time for buildings, usuallydezgial buildings with

a gross surface area of up to 406 (ne. family houses), equals a third of the required

general standard of quality and is especially unsatisfactory.

The poorest SAIFI and SAIDI scores of supply continuity feDBERvere recordkat DA
~A0SYyA]
The number of written complaints concerning the continuity of supply has significantly
decreased from 83 to 24. DA Elektra Sisak received the highest number of written
complaints regarding the continuityf supply (6 out of 24). The number of written
complaints concerning voltage quality has significantly decreased from 144 to 83. DA
Elektra Bjelovar received the highest number of written complaints concerning voltage
quality (19 out of 83), of which 10 weeresolved in a timely manner. HE®S indicators

9t S GNI

for service quality are worse compared to the previous year.

YR 51

9ft STGNREtA|l D2&aLAd

HEPODS has upgraded the existing system for monitoring supply interruptions. However,
in order to significantly improve the SAIDI and SAIFkescand in view of the above, an

additional set of measures to improve the reliability of supply needs to be implemented
in certain distribution areas.

4.2.7 Monitoring production and consumption balance

System load characteristics

Table 4.2.13 Maximum and minimum loads of the Croatian transsion system

Important characteristis of the Croatian transmission system, such as maximum and
minimum loads (Rax and Rhwin), the times when they occurred and the corresponding
electricity imports and exports in the last five years, are shown in Table 4.2.13. The
maximum and minimum loads in the Croatian transmission system for all months in 2020
are shown in Figure 4.2.28. ihe previous few years, with the exception of 2018, the
maximum load has been recorded in summer months due to relatively mild winters and
increased consumption in the summer (aonditioning)

Maximum load

Minimum load

Ve Poron Date, Imports  Exports Puin Date, Imports Exports
[MW] time at Pmax at Pmax [MW] i at Pmin at Pin
MW] [MW] MW] [MW]
2016 2,869 12/07,14:00 2,142 441 1,155  22/05, 06:00 1,022 641
2017 3,079 04/08, 14:00 1,657 270 1,305  18/09, 04:00 906 543
2018 3,168 26/02, 20:00 2,147 1,363 1,249  20/05, 06:00 1,008 606
2019 3,038 25/07,14:00 1,973 428 1,226  22/04, 04:00 1,663 1,118
2020 2,872 31/07,14:00 2,007 748 1,067  13/04, 05:00 1,167 359
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Figure 4.2.28 Maximum and minimum loads of the Croatian transmission system in 2020

Production capacities in Croatia

The total connection capacity of all power plants in Croatia amounted to 3/8U@t the

end of 2020. In addition, HEP dislace2 6 Y SNJ 2 F G KS YNXD{1 2 b dzOf St
in Sloveniaand has at its disposal 50% or 38V of its capacity. The ratio between the

total connection capacity of power plants in Croatia and the maximum load of the
Croatian transmission system 2020 was 1.85.

A breakdown of the connection capacity and electricity generated by power plants
located in Croatia by primary power source at the end of 2020 (including power plants
being tested) is shown in Figure 4.2.29. A significant share of renewablgy sources is

evident.
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Figure 4.2.29 Breakdown of the total capacity and electricity generated by power plants located in Croatia
by primary power source #te end of 2020

At the end of 2020, the Croatian transmission network included connections to 10 thermal
power plants with a total connection capacity of 2,019 MW, 19 hydroelectric power plants
with a connection capacity of 2,127 and 19 wind power plarits & connection capacity

of 729 MW. The number, connection capacity and production of power plants by
transmission area are shown in Figure 4.2.30.
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Figure 4.2.30 Number, connection capacity and production of power plantsl®PS transmission areas in

2020

The past years few years have seen an increase in the proportion of electricity generated
from distributed energy sources, i.e. in facilities connected to the distribution network. In
2020, the supply of electricity from diuted energy sources amounted to 1,415 GWh,
which is around 5% more compared to 2019 and around 34% more compared to 2018.
Approximately 94% of electricity from distributed energy sources was produced from
renewable energy sources. The proportion ofodieity supplied from distributed energy
sources in the total consumption of the electricity system (17,&Y2h) in 2020 was 8.2%.

The number, connection capacity and production of power plants by distribution area are
shown in Figure 4.2.31.
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Figure 4.2.31Number, connection capacity and production of power plants by®{ER distribution areas in
2020

At the end of 2020, out of 3,040 billing metering points that can deliver electricity to the
distribution network with an overallannection capacity of 432 MW, 644 were consumers
with own production (prosumers), with an overall connection capacity of 79 MW (in the
delivery direction). In 2020, customers with their own production facilities delivered 29
GWh of electricity to the netwid. In addition, 851 billing metering points have the status
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of selfsupplying consumers (compared to 146 in 2019), all with integrated solar power
plants, with a total connection capacity of approximately 5 MW for delivery to the
network (compared to 1 MWh 2020), and approximately 11 MW for withdrawal from
the network (2 MW in 2019). In 2020, users of selpplying installations delivered 1.9
GWh of electricity to the network. A significant increase is visible in comparison to 2019,
when this category was introduced into Croatian legislation. In addition, 43 final
customers have lost their status of selipplying consumers in 2020.

The delivery of electricity from distributed electricity sources into the distribution
network is shown in Figure 4.2.32; an example of hourly delivery of electricity from
distributed electricity sources into the distribution network in the week from 226duly
2020 is shown in Figure 4.2.33. The left chart in Figure 4.2.34 shows the distribution of
connection capacities for the delivery into the network, and the chart on the right shows
the ratios of electricity delivered to the network and electricitjthdrawn from the
network by seHsupplying consumers. The left chart in Figure 4.2.35 shows the
distribution of connection capacities for the delivery, and the right chart shows the ratios
of electricity delivered to the network and electricity withdravitom the network by
prosumers connected to the low voltage network. The connection capacities for the
delivery into the network on the horizontal axes of the respective diagrams are grouped
according to power intervals of the billing metering points, (sg.s] is the power interval
from s, up to and including.. The ratios between electricity delivered to the network and
electricity withdrawn from the network expressed in percentages on the horizontal axes
of the respective diagrams are grouped in percentage intervals,(p:€.p] is the
percentage interval &m p; up to and includingp..
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Figure 4.2.32Monthly delivery of electricity from distributed electricity sources into the distribution network
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Figure 4.2.33 An example of hourly deliveries of electricity from distributed electricity sources into the
distribution network

700

618

300

Number of BMPs
Number of BMPs

200

12

8 7 7 6 5 5 4 5 2
o 2.2 1 ! 1 000000 0 2 2 1 1 0
N N N N T T S S S S N RN Ay Y Y a\ Y N glo LY = Y
S L LTSI IRFIFEIF S F L& F P o I R A i,s o
& OF N A AL S AY o DY o8 A N G OF N AS o g or for ¥ ™
FIIFFIFE T I Bt \1‘=°° o G
BMP connection capacity for delivery to the network [kW] Delivered electricity/withdrawn electricity

Source: HERPDS

Figure 4.2.34 Connection capacities for the delivery to the network and ratios of electricity delivered !
network and electricity withdrawn from the network by s&lfpplying consumers
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Electricity balance
Thebalance of the Croatian electricity system is shown in Table 4.2.14. Most of the total
electricity consumption in Croatia in 2020 (17,272 GWh) is covered by Croatian power
plants (12,216 GWh, 70.7%), and the rest is covered by physical net imports (83\i56 G
29.3%). In 2019, the proportion of physical net imports amounted to 33.9% of the total
consumption.

Table 4.2.14 Croatia's electricity balance in 2019 and 2020 in GWh

No. Electricity balance 2019 2020
1 Total production 12,006 12,216
2 Imports to Croatia 11,400 10,490
3 Total supply (1+2) 23,406 22,706
4 Exports from Croatia 5,237 5,434
5 Physical net imports () 6,163 5,056
6 Total consumption (34) 18,169 17,272
7 Direct supply in the distribution network 1,348 1,415
8 Losses in the transmission network 388 373
9 Transmission consumption (8-8) 16,433 15,484
10 Delivery to transmission network final customers and own consumptiol 902 826

power plants
11 Pumping at reversible hydroelectric power plants 176 231
12 l;lgtlg)elivery to the distribution network from the transmission network (@ 15,355 14,427

Source: HOPS, HBPS

Net electricity imports into the Croatian electricity system in thst 10 years are shown
in Figure 4.2.36.
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Figure 4.2.36Net electricity imports required for domestic consumption and share of net imports in the total
consumption in Croatia

The proportions of all electricity sources procured for the requirements of the Croatian
electricity system on an annual basis in the last 10 years are shown in Figure 4.2.37. The
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from net imports.
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2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
m Other renewables 33 85 132 194 298 454 535 681 947 1,051
m Wind 201 329 517 730 794 1,002 1,204 1,335 1,467 1,721
m Water 4,578 4,772 8,054 8,356 5,715 6,250 5,025 6,959 5,871 5,361
m Fossil fuels 5,184 4,791 4,228 2,912 3,192 3,625 4,054 3,216 3,720 4,084
mbtt YND] 2 2,953 2,622 2,518 3,030 2,685 2,715 2,984 2,745 2,766 3,020
Net imports without NPPK 4,752 5,002 1,973 1,642 4,948 3,628 4,395 3,415 3,397 2,036

Figure 4.2.37Proportions of electricity sources (GWh) procured for the requirements of the Croatian
electricity system from 2011 to 2020

In 2020, despite lower hydroelectricity production, electricity production from power
plants using other renewable energy sources has increased compared to 2019. Thermal
power plant production has also increased to the highest level since 2013.

Considering the daily production and consumption values of the Croatian electricity
system shown in Figure 4.2.38, the trends from 2019 are also present inc20@6t of

the consumption is covered by hydroelectricity production and imports, while thermal
power plants constitute basic production. It is also visible that TE Plomin 2 did not produce
electricity during the majority of the second quarter of 2020. Similarly to 2019, in addition
to the production of wind power plants and power plants in the dttion network, the

rise in hydroelectric production at the end of 2020 resulted in physical net exports from
Croatia in certain hours (negative values in Figure 4.2.39).
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Figure 4.2

.39 Example of hourly electricity production and consumption values of the Croatian electricity

system in time of physical net exports in late December 2020

A significant drop of 5% occurred in the total consumption of the Croatian electricity
system in 2020 compared to 2019, the highest in the last ten years, probably mostly driven
by the COVIRL9 pandemic. Monthly electricity consumption values in 2019 and 208
shown in Figure 4.2.40.
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Figure 4.2.4@omparison of monthly electricity consumption in 2019 and 2020

Energy development strategy and Integrated national energy and climate plan

In December 2019, the Ministry published tidegrated national energgnd climate plan
for the Republic of Croatia for the period 202030 TheEnergy Development Strategy
of the Republic of Croatia until 2030 with an outlook to 20&@s published in the Official
Gazette on 6 March 2020. The Strategy considers three dewveot scenarios (SO, S1
and S2), of which S2Moderate energy transition scenar@was chosen as the reference
scenario in theStrategy(and in theNECPregarding electricity production).

Expected power plant capacity by 2030 according toNE«<CRs shown in Figure 4.2.41,
and a comparison of expected power plant capacity in 2020 and installed capacity at the
4,000

end of 2020 is shown in Figure 4.2.42.
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Figure 4.2.41 Expectegower plant capacity by 2030 according to the NECP
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Figure 4.2.42 Comparison of expected power plant capacity according to the NECP and installed capacity per
energy source at the end of 2020

Operational events in the Croatian electricity system

As a result of the devastating earthquake that struck on 29 December 2020, as well as of
a series of aftershocks, the electricity system suffered significant damage. When the
earthquake hit at 12.19, simultaneous interruptions occurred at several pointsein
electricity network within the radius of 50 kilometres from the epicentre as a result of
damage or activation of safety relay devices. System state was qualified as 'local’ in
accordance with the definition from th&OGL Regulatiofgualification of a alert,
emergency or blackout state when there is no risk of extension of the consequences
outside of the control area including interconnectors connected to this control area), and
as 'emergency' in accordance with tNetwork Code for the transmissioystem Market
activities were not suspended during the interruption.

The earthquake caused outages in some production units, the most significant being the
2dziF3S 2F (GKS YNDO12 bdzOft SIFNJ t 2SN tflyidz
safety system @ expected under the power plant's safety procedures. No damage was
found, and the power plant was reconnected to the network at 23.25 the next day.

The normalisation of the operation started immediately after the interruption. System
operators had to codict information on network status, restore the affected network
elements and carry out appropriate switchyard manipulations. HOPS had to activate
measures from the system defence plan included inHtectricity defence plan against
major interruptions (voltage deviation management procedure and power flow
management procedure). The amount of energy not supplied due to the above
interruption is estimated at 281 MWh (including only the energy not supplied due to
transmission network deficiencies). At thetdisution level, there was an outage in 1,570
10(20)/0,4 kV transformer substations (TS) with a total capacity of 211 MW, which supply
electricity to 136,434 users.

HOPS and HEPDS submitted reports to HERA on interruptions in the electricity system
causal by the earthquake on 29 December 2020.

At the time of writing of this report, the analysis of the Continental Europe synchronous
area separation incident from 8 January 2021 is ongoing. EIlRTI&0 prepared a report

on that interruption entitled Continental Europe Synchronous Area Separation on 8
January 202X, Interim Report/, which gives an overview of the state of the system
before and during the interruption, of the resynchronisation procedure and of the

47 Available at https://www.entsoe.eu/news/2021/02/26/systerseparationin-the-continentateurope-synchronousrea-on-8-
january-202Linterim-report/
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communication between transmission & operators and relevant authorities. In
addition, on the basis of the ENT&Odocumentincident Classification Scaléhe
interruption was identified as an extensive incident for which an expert panel has been
formed in accordance with the document. Ttaesk of the expert panel is to investigate
the interruption and write a report by miduly 2021 which will contain an analysis of the
interruption, conclusions, and recommendations. The expert panel consists of
transmission system operator representatiyaational regulators as well as of HERA and
ACER representatives.

Observations on the monitoring of the production and consumption balance

In the first half of 2021, HOPS and HEPS submitted to HERA their requests for a prior
approval of reports on moturing the security of supply in the transmission and
distribution systems for 2020. These reports and the currently available data submitted
to HERA by HOPS and HHEPS suggest that the level of security of electricity supply in
the Croatian electricityystem is satisfactory. In addition to the production of wind power
plants and power plants in the distribution network, the rise in hydroelectric production
at the end of 2020 resulted in physical net exports from Croatia in certain hours.

Due to the COVHD9 pandemic, planned works on the transmission and distribution
networks have been postponed and there was a decrease in the load of the electricity
system as a whole.

Even though the devastating earthquake from 29 December 2020 caused significant
damageto the transmission and distribution networks and tripping of system elements,
both system operators promptly reacted to-establish power supply as soon as possible,
and thus prevented major disruptions of the electricity system.

In accordance with théeRNC Regulatignin late 2019 HERA received from HOPS a
proposal for theTest plan for equipment and capabilities relevant for the system defence
plan and the restoration platHERA approved the document on 23 July 2020.

In 2020 ACER approved two methodaésgcompiled by ENTS0in accordance with the
Regulation (EU) 2019/941 of the European Parliament and of the Council of 5 June 2019
on riskpreparedness in the electricity sector and repealing Directive 2005/3@it¢h is

part of the Clean energy for laEuropeans package. TiMethodology for identifying
regional electricity crisis scenariogas approved on ®arch2020 and it defines
electricity crisis scenarios in relation to system adequacy, system security and fuel
security. TheMethodology for shorterm and seasonal adequacy assessmapdied to

all shortterm assessments, whether or not they are conducted on the national, regional
or EU level, was adopted on the same day. ENH &S0 carries out the seasonal adequacy
assessment (winter and summeén accordanceavith that Methodology

In 2020, the supply of electricity from distributed energy sources amounted to 1,415
GWh, which is around 5% more compared to 2019 and around 34% more compared to
2018. The proportion of electricity supplied fromtdisuted energy sources in the total
consumption of the electricity system (17,2@Nh) in 2020 was 8.2%. In 2020, 29 GWh
of electricity were delivered to the network by customers with their own production
facilities, and 1.9 GWh by users of ssipplyinginstallations. It is evident that facilities
using biogas and biomass have the highest share and the most stable delivery into the
distribution network out of all distributed electricity sources. In terms of connection
capacities for the delivery to theetwork by users of seBupplying installations,
connection capacities in the band from 2 kW up to 3 kW and from 3 kW up to 4 kW account
for the highest share. Taking into consideration that such a power plant has an average
annual peak generation time 4f000 h, it generates approximately 3,000 kWh per year.
The average BPM consumption of a household final customer is approximately 2,800
kwWh, meaning that the average connection capacity for the delivery (installed capacity of
a solar power plant) shouldange between 3 kW and 4 kW. It is evident that some self
supplying installation users have delivered more electricity into the network than they
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have withdrawn and have therefore lost their sslfpplying user status in accordance
with the Renewable Energ$ources and High Efficiency Cogeneration.Act

4.2.8. Implementation of network codes and guidelines

The development of EU Commission regulations from the network code group and
guidelines is a key element in the creation of a common internal energy manklet the

third energy package. Eight regulations have been adopted that can be divided into the
following groups:

1. Market rules:

- Commission Regulation (EU) 2015/1222 of 24 July 2015 establishing a guideline on
capacity allocation and congestion managamy (hereinafter:CACM Regulatign

- Commission Regulation (EU) 2016/1719 of 26 September 2016 establishing a guideline
on forward capacity allocatigr{(hereinafter:FCA Regulation

- Commission Regulation (EU) 2017/2195 of 23 November &&ablishing a guideline
on electricity balancinghereinafter.EBGIRegulation

2. Network code for connection points:

- Commission Regulation (EU) 2016/631 of 14 April 2016 establishing a network code on
requirements for grid connection of generators, (Bmafter: RfG Regulation

- Commission Regulation (EU) 2016/1388 of 17 August 2016 establishing a Network Code
on Demand Connectipthereinafter:DCC Regulation

- Commission Regulation (EU) 2016/1447 of 26 August 2016 establishing a network code
on requirements for grid connection of high voltage direct current systems and direct
currentconnected power park moduldsereinafter:HVDC Regulation

3. Network code for system operation:

- Commission Regulation (EU) 2017/1485 of 2 August 2017 establslgogleline on
electricity transmission system operatjdhereinafter:SOGL Regulatipn

- Commission Regulation (EU) 2017/2196 of 24 November 2017 establishing a network
code on electricity emergency and restorat{bereinafter:ERNC Regulatipn

Commis®n Implementing Regulation (EU) 2021/280 of 22 February 2021 amending
Regulations (EU) 2015/1222, (EU) 2016/1719, (EU) 2017/2195 and (EU) 2017/1485 in
order to align them with Regulation (EU) 2019/%4&s primarily adopted for the process

of agreeing onhe terms and conditions or methodologies. The terms and conditions or
methodologies that previously required the approval of all regulatory authorities are now
directly adopted by ACER. Further, the Regulation stipulates that national regulatory
authorities and ACER are entitled to revise and amend the proposals for terms and
conditions or methodologies submitted by transmission system operators and nominated
electricity market operators (NEMOS).

TheCACM, FCA, EB&IdSOGIRegulations are guidelines, wihtheRFGDCCHVDGnd
ERNRegulations are network codes. Guidelines and network codes are similar in that
they are both legally binding and directly applicable regulations, and are subject to the
same adoption procedure. The differences are reflecteithié development process, legal
basis for adoption, the topics addressed and activities to be performed in the
implementation phase, namely the adoption of necessaryaws at the national level
(network codes are more detailed and prescribe a variegctit/ities on the regional and

EU levels, while guidelines require the adoption of a larger number ddviy in the
implementation phase on the national level). The implementation status of individual
regulations in Croatia is as follows.
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The CACM Retation

From 2015, when th€ ACM Regulatioantered into force, until the end of March 2021,
HERA participated in the adoption or approval of 34 methodologies or terms and
conditions, including their amendments.

In accordance with the provisions of tlACMRegulatio | 9w! Qa NRf S Ay
these documents pertained to their approval at the level of the Core capacity calculation
region or the EU level. In some cases, if the national regulatory authorities were not able
to reach an agreementegarding the approval of the terms and conditions or
methodologies proposed by all relevant transmission system operators, ACER has
adopted the concerned document.

HERA regularly participates in adoption and approval of revised or new regulations.
Currenty, the most important document to be adopted are the amendments to the- Day
ahead capacity calculation methodology of the Core capacity calculation region.

The FCA Regulation

From 2016, when th&CA Regulatioantered into force, until the end of March 202
HERA participated in the approval of 18 methodologies or terms and conditions, including
their amendments.

Its role pertained to their approval at the level of the Core capacity calculation region or
the EU level. In some cases, if the national regujatmthorities were not able to reach

an agreement regarding the approval of the terms and conditions or methodologies
proposed by all relevant transmission system operators, the concerned document was
adopted by ACER.

HERA regularly participates in adaptiand approval of revised or new documents.
Currently, the most important document to be adopted concerns determining-teng
capacity calculation in the Core capacity calculation region.

The EBGL Regulation

From 18 December 2017, when the EBGL Reguolaéintered into force, HERA
participated in the adoption of 15 regulations at EU level. In addition, HERA secured the
adaptation of national regulations (rules on electricity system balancing and rules on
electricity market organisation) in accordance wihicle 18 of theEBGL Regulation

Nine EU level documents were adopted by ACER since national regulatory authorities
could not reach an agreement on their approval.

In 2020, HOPS published the national balancing report in accordance with Article 60 of
the EBGL RegulatioThe summary of the report became part of the ENES(@port
published online, in accordance with Article 59(6) of BRGL Regulation

The RfG Regulation

From 2016, when th&fG Regulatioentered into force, until the end of March 2021,
HERA declared three powgenerating modules as emerging technology, adopted the
criteria for granting a derogation from the application of R& Regulatioand approved
national thresholds and requirements of general application of all types of power
generating modules.

Further, HERA approved the revised Network Code for the transmission system and
Network Code for the distribution system, which include additional technical
requirements for the connection of new powgenerating units in accordance withe

RfG Regulatioand approved requirements of general application.

The DCC Regulation

From 2016, when th®CC Regulatioantered into force, until the end of March 2020,
HERA adopted the criteria for granting a derogation from the application oDGE
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Regulationand approved requirements of general application for the connection of
consumers.

HERA participated in the implementation of the requirements arising fromDQE
Regulationand requirements of general application by drafting the proposal for the
amendments to the network codes and their approval. HERA provided its prior approval
for the Amendments to the Network Code for the distribution sysstechAmendments to

the NetworkCode for the transmission system

The HVDC Regulation
From 2016, when thélVDC Regulatioentered into force, until the end of March 2021,
HERA adopted the criteria for granting a derogation from the application oHWBC
Regulation
Further, HERA appred the Amendments to the Network Code for the transmission
system including additional technical requirements for the connection of HVYDC systems
and direct curreniconnected power park modules in accordance with tH&¥DC
Regulatiorand the requirements ofeneral application.

The SOGL Regulation
From 2017, when th&OGL Regulati@ntered into force, until the end of March 2021,
HERA participated in the approval of 16 methodologies or terms and conditions, including
their amendments.
| 9w! Q& Nadptn of yiesdidécBments was to approve them either at EU level
or the level of the SHB logdequency control block comprising of the electricity systems
in Croatia, Slovenia, and Bosnia and Herzegovina. In some cases, if the national energy
regulatoryagencies were not able to reach an agreement regarding the approval of the
documents proposed by all relevant transmission system operators, it was adopted by
ACER.

HERA regularly approves revised or new regulations unde8@@L Regulation

The ERNC Relgition

From the end of 2017, when theRNC Regulaticantered into force, until the end of
March 2021, HERA approved six documents. In 2020,¢keplan for the equipment and
capabilities relevant for the system defence plan and the restoratiorvdaapproved.

nodd K2t SalrtS St SOINROAGE YIFNJS
4.3.1 Development of the wholesale electricity market

Trade at Croatian borders
Figure 4.3.1 shows the volumes of crassmal (crosdorder) trading (importsexports,
and net exchange) with neighbouring biddizgnes (countries) in 2020 at Croatian
borders according to volumes from contractual schedules. Net exports exist were realised
at all borders, except the border with Slovenia.
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Figure 4.3.1 Crosszonal trade on borders between Croatia and the neighbouring countries in 2020 by
volumes from contractual schedules of energy entities

LYLRNI & FNRBY {f20SyAl Ay OTvaRier HEXdSTReldeh OA G &
ySGi O0GNI RSO SEOKIFIYy3aS F2NJ / NRFGAFSXS AyOf dzR
5.0TWh.

/ wht 9- o661 NBFGall o6dNJF StS]TUNRG6YS SySNHA2S RP2D20
LY HAHnX G§KSNB 6SNB HH NB dhheadintuid. Rhe Y&y 6 S NA
volume on the dayghead market amounted to 6.076Wh.
| 2NNBtFGA2y 0Si¢SS y-ahedtmakdtzand2hg Hungatiah HURXR: R |
and Slovenian (BSP) power exchanges in 2020 is shown in Figure 4.3.2. Evidently, the

prices on CROPEX correlate more strongly with pricakeBlovenian exchange due to
day-ahead market coupling between Croatian and Slovenian bidding zones.

Figure 432/ 2 NNBf | GA2Y 0S6SS yahehiNdad& and priges onvitte SlBveriaa and | &
Hungarian power exchanges in 2020

In 2020, CROPEQ& A YO NI RF& YINJSG KFR wmn NBIAai
138.9GWh of electricity from CROPEX. In addition, in the same year the Slovenian and
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