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1 INTRODUCTION

Dear Readers,

It is my pleasure to present the Annual Report on the Activities of the Croatian Energy Regulatory Agency for
2021 (hereinafter: Annual Report) and the Report on the Execution of the Budget of the Croatian Energy
Regulatory Agency for 2021, which the Croatian Energy Regulatory Agency (hereinafter: HERA) submits to
Croatian Parliament in accordance with the provisions of the Act on the Regulation of Energy Activities. This
obligation refers to: the results of monitoring the execution of the obligations of energy entities arising from
the Act, laws regulating the energy sector, and other laws regulating individual energy markets; the analysis
of the energy sector; observations significant to the development of the energy market and public services
in the energy sector; the realisation of HERA's budget for the previous year; and the implementation of legally
binding decisions of the Agency for the Cooperation of Energy Regulators (hereinafter: ACER) and the
European Commission (hereinafter: EC).

The Annual Report is a complete document that fulfils all the reporting standards established by the Council
of European Energy Regulators (CEER). It includes data, information, illustrations, the results of analysis, and
conclusions tied to the energy sector and energy markets in the Republic of Croatia (hereinafter: RH). The
Annual Report also includes useful, significant information for a broad group of stakeholders, and is an
important expression of the public nature of HERA's work. The dominant contents and topics of the Annual
Report include HERA's regulatory obligations, tasks, and activities, an assessment of the energy sector, the
wholesale and retail markets, competition including final customer participation, key components to the
work, development, and operation of energy system operators, a rating of the approach to energy networks,
the implementation of cross-border energy exchange mechanisms, implementational issues related to the
status of eligible producers, an assessment of the availability of energy sources and energy services, an
assessment of the state of consumer rights protection, an assessment of and indicators of the quality, safety,
and stability of supply of all sources of energy, and the protection of energy entities, as well as business
entities in the energy market.

This Annual Report provides significant insight into the state of the use of renewable energy sources and
high-efficiency cogeneration, the fulfilment of obligations and implementation of energy savings measures,
the improvement of energy efficiency and energy management, the introduction and implementation of
smart meters, the achievement of prescribed energy quality and service standards, and the security of energy
supply.

In Croatia, all energy systems are functional in organisational, energy, and operational terms and are
functioning within the prescribed frameworks (operational rules and standards); they are included in
international energy flows and exchanges, i.e. they are an integral part of the respective connected European
energy systems and networks, and the energy market and all its segments are an integral part of the
European market system and market space. Croatia built and launched a liquefied natural gas (LNG) terminal,
which proved to be an exceptionally successful and useful facility for strategic security and gas supply
stability. For this and all other key infrastructure systems (transport, transmission, distribution, and storage),
HERA adopted and defined all important elements of the business and operational framework in a timely
manner, including access and connection rules, operational rules, capacity allocation, and capacity usage
tariffs. Sufficient capacities for modern operational demands have been ensured in all electricity and gas
transmission and transport systems.

In the past three years, the world, the European Union (hereinafter: EU), and Croatia have unfortunately
been met with great challenges and threats, from risk to human health caused by the Covid-19 pandemic, to
energy market disruptions and exceptionally high growth in energy prices (electricity, gas, oil and petroleum
products, coal, and CO, emission allowances). In addition to all this, Croatia also fell victim to powerful
earthquakes.

First, the world and European space were impacted by the Covid-19 pandemic. EU members were forced to
introduce numerous measures to protect the lives and health of their residents, including limitations on
mobility, which led to a drop in business activities in numerous sectors of the economy. This was followed by
a decline in the consumption of all forms of energy. Croatia shared the fate of the EU and followed the
practices and actions of other EU members, introducing a series of measures to protect the health and life of
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its residents. The Croatian government also introduced measures to protect jobs and maintain the business
operations of numerous business entities.

In March and December of 2020, parts of Croatia suffered destructive earthquakes. To protect people and
property, as well as to prevent the further risk of loss of life and property under such difficult circumstances,
the Croatian government urgently took appropriate decisions and implemented aid measures involving food,
accommodation, and energy supply. All households in earthquake-stricken municipalities and cities,
regardless of the degree of damage they suffered, were freed from paying the cost of electricity. Within its
scope and authority, HERA ensured the conditions and legal basis for gas and electricity transmission and
distribution system operators to react exceptionally quickly, take decisions, and undertake action to prevent
further damage to buildings, equipment, and plants, resolve life-threatening situations, ensure energy
supply, and then begin to repair earthquake damage as quickly as possible. HERA also adopted decisions
ensuring funds to renovate damaged and destroyed energy facilities and plants through the long-term plans
of network operators.

In early 2021, when the pandemic began to wane and measures against Covid-19 were relaxed, signs of
economic recovery began to appear; the mobility of people and goods increase, and energy demands along
with them. However, in mid-2021, a global disruption began on the gas, oil, petroleum products, electricity,
and coal markets, which saw a drastic increase in the price of all forms of energy, as well as of CO, allowances.
Additionally, in early 2022, due to the war in Ukraine, an even larger crisis began with energy supply from
established supply routes. The consequences of all this were felt throughout the EU.

To alleviate all these difficult situations, which also carried a number of added risks, the EU and its governing
bodies and agencies have undertaken and are undertaking a number of measures and activities with far-
reaching, long-term strategic importance. In all of these efforts, the EU continues to support the single
European energy market, advocating the application of market principles and competitiveness, the freedom
of entrepreneurship, smooth cross-border trade and exchange of energy, free energy flows, significant
increases in the use of renewable energy sources and high-efficiency cogeneration, the reduction of all forms
of emissions and negative environmental impacts, environmental and climate protection, the rights of
customers to choose energy products and suppliers, and the assistance and protection of vulnerable
customers. Even under such circumstances, the EU continues to implement public policies through strategic
guidelines and content from the Clean Energy for All Europeans Package, the European Green Deal, the Fit
for 55 package, and the Recovery and Resilience Facility. Croatia is an active participant in all these policies,
and actively contributes to their realisation using sources of funding ensured by these packages or facilities.

Croatian government has adopted numerous measures to mitigate rapid, high increases in energy prices.
First, in October 2021, it limited the growth of retail prices of petroleum products on the domestic market.
Following EC policy, in February 2022, the Croatian government adopted a package of measures to mitigate
the rise in energy prices worth HRK 4.8 billion. These measures included changes in the compensation system
for socially disadvantaged customers and one-off benefits for pensioners to help pay for energy costs. The
scope of electricity and gas voucher users was significantly expanded, and the monthly voucher amount was
doubled for a period of one year. A special one-off allowance (energy allowance) was provided for over
700,000 pensioners.

Under these circumstances, HERA began urgent refinements of appropriate methodologies, adapting the
regulatory framework and mechanism to market dynamics and large price spikes in the electricity and gas
markets. It also adopted decisions on new tariff item amounts in the framework of the guaranteed electricity
supply service, public gas supply service, and guaranteed gas supply service. This ensured continuity of supply
to final customers of energy whose suppliers might suffer financial difficulties or become unable to ensure
gas or electricity supply. Household consumers and SMEs were also protected from large price shocks in the
short-term.

As a Croatian national independent regulatory body, HERA regulates energy activities in Croatia in accordance
with the national legal framework; independent from the executive branch and from the interests of business
entities in its decision making, it cooperates with the Croatian government and other relevant national
authorities. It also participates in the work of European regulatory bodies and their associations as a full
member, and consistently monitors EU energy and regulatory policy. HERA will continue to promote the
principles of transparency, impartiality, openness, ethics, and accountability in its activities. It will also
support the economically sustainable, transparent, and efficient performance of energy activities in Croatia
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in the spirit of the basic principles of European energy policy, long-term security of energy supply, and
benefits for end customers in terms of prices, quality, and security of energy supply. It is HERA's lasting
obligation to constantly improve itself and ensure the transparency of its work, and to advance the
professional and scientific knowledge of its employees in order to best perform regulatory tasks in the field
of its jurisdiction.

Danijel Zamboki, MS

President of the Board of Commissioners

Croatian Energy Regulatory Agency
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2 SUMMARY OVERVIEW OF THE ENERGY SECTOR

2.1 Electricity

Total electricity consumption in Croatia amounted to 18,495 GWh in 2021. After two consecutive years of a
decline in consumption, consumption rose in 2021. As compared to 2020, 2021 saw a 7.1% increase in the
total consumption of electricity. The majority of electricity consumption in Croatia in (14,153 GWh, 76.5%)
was covered by power plants located in Croatia, while the remainder was covered by physical net imports
(4,342 GWh, 23.5%). Electricity production in Croatia and a part of the production of KrSko Nuclear Power
Plant, which belongs to HEP d.d., covered 91.6% of the total consumption of electricity in Croatia. Electricity
produced from renewable energy sources (in the amount of 10,113 GWh) covered 54.7% of total electricity
consumption. Growth in electricity production from distributed energy sources! continued in 2021, with
1,661 GWh of electricity was produced, 17.4% more than in 2020. Roughly 99% of electricity from distributed
energy sources was produced using renewable energy sources. The share of delivered electricity from
distributed energy sources in the total consumption of the electricity system in 2021 amounted to 9%. The
increase in the production of high-voltage hydroelectric power plants at the beginning and end of 2021, along
with production from wind farms and distributed energy sources, resulted in the Croatian electricity system
being a physical net exporter of electricity on certain days. 2021 saw a decline in net imports, an increase in
the production of hydroelectric power plants and other renewable energy sources, while production from
fossil fuels remained at the same level as 2020. Croatia thus continued to move closer to the indicative
national target of 63.8% of renewable energy in gross direct electricity consumption by 2030, as stated in the
Integrated National Energy and Climate Plan for the Republic of Croatia from 2021 to 2030 (hereinafter:
NECP).

The connection capacity of all power plants in Croatia at the end of 2021 was 5,534 MW (2,202 MW
hydroelectric power plants, 2,049 MW fossil fuels, 981 MW wind power plants, etc.), of which 3,485 MW or
63% was produced from renewable energy sources. Of the total connection capacity of all power plants in
Croatia, 503 MW was from distributed energy sources. At the end of 2021, 1,570 final customers had the
status of self-supply plants in the distribution network (as compared to 851 in 2020), all with solar power
plants within their installations, with a total connection capacity of roughly 9 MW when injecting into the
grid (4 MW more than in 2020). In 2021, users of self-supply plants injected over 5 GWh of electricity into
the grid (3 GWh more than in 2020, which is a significant increase). There was thus significant growth in this
segment as compared to 2020, and especially as compared to 2019 (a tenfold increase in all amounts). During
2021 223 customers with self-supply lost this status because they injected more electricity into the grid on
an annual basis than they took up from the network.

The maximum load of the Croatian transmission system amounted to 3,072 MW, it took place on 16 August
2021. The minimum load was 1,237 MW and took place on 2 May 2021.

The security of supply reports of the Croatian transmission system operator Hrvatski operator prijenosnog
sustava (hereinafter: HOPS) and Croatian distribution system operator HEP-Operator distribucijskog sustava
d.o.o. (hereinafter: HEP-ODS), as well as currently available data delivered to HERA by HOPS and HEP-ODS,
lead to the conclusion that security of electricity supply in the Croatian electricity system is at a satisfactory
level.

Hrvatska elektroprivreda d.d. (hereinafter: Hep d.d.) and its subsidiaries dominate in the installed capacity of
power plants, produced electricity, and electricity sold on the wholesale market. The total trading volume on
the Croatian market in 2021 was 65.3 TWh; HEP d.d.'s share amounted to 41.2 TWh (market share of trading
volume).

In 2021, the trading volume on the Croatian Electricity Exchange d.o.o. (hereinafter: CROPEX) amounted to
5,967 GWh, which is at the same level as 2020. On the CROPEX intraday market, registered members
purchased 197.6 GWh and sold 294.3 GWh. Additionally, the Slovenian exchange bought 594.7 GWh from

Distributed sources and/or distributed generation is a term indicating sources/production facilities of electricity or some other
useful form of energy that are connected to the distribution network; they are most often located in the immediate vicinity of
energy users and places of consumption i.e., they are decentralised as compared to "large" energy grids and the "large" sources
attached to them.
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CROPEX on an intraday basis in the same year, while the Hungarian exchange bought 632.1 GWh. In terms of
day-ahead market integration, market integration based on the core flow-based market coupling (CORE FB
MC) is expected in mid-2022. On 13 January 2021, an incident took place that resulted in the Croatian trading
zone decoupling from the single day-ahead coupling market on the border with Slovenia due to technical
issues on the ltalian exchange. Market decoupling also took place on the borders between Italy and Austria,
Italy and France, Austria and Slovenia, and Greece and Italy. As Croatia is connected to the SDAC market
exclusively via the Slovenian border, CROPEX operated in isolated mode, which resulted in a small trading
volume and significant deviation of prices from usual values.

In the second half of 2021, there was a manifold increase in wholesale electricity prices associated with a
manifold increase in natural gas and coal prices and emission allowance prices in Europe. Electricity prices
remained high in the first part of 2022. Considering the extremely high electricity prices from futures
contracts in the first part of 2022, electricity prices are expected to remain at high levels in the coming period.
The retail electricity market in Croatia is completely open and there are no regulated prices. The exception
in terms of price regulations is guaranteed supply, which is activated when a non-household final customer
is left with no supply agreement with a market supplier of electricity, to ensure that consumers have a
continuous supply of electricity. Guaranteed supply is performed by HEP ELEKTRA d.o.o0. Household final
customers who have not chosen a supplier on the electricity market are supplied by HEP ELEKTRA D.0O.O. as
part of the universal service at a price freely determined by the company.

Total electricity sold to final customers in 2021 amounted to 16,827 GWh,2 which is 8.3% more than in 2020.
As compared to sales in 2020, sales of electricity in the high-voltage non-household category increased by
14.7% in 2021, 8.6% in the household category, and 6.6% in the low-voltage non-household category. The
share of subsidiaries of HEP d.d. (HEP-Opskrba d.o.o0. and HEP ELEKTRA d.o0.0.) on the Croatian electricity
market in the overall supply of electricity to all consumers amounted to 90% in 2021, as compared to 84% in
2020. The three largest suppliers had a 99% market share in household final customer supply. The three
largest suppliers had a 93% market share in non-household final customer supply, which represents a
decrease in concentration compared to 2020, when the share was 94%. Of the total electricity sold to
households in 2021, 88% was sold by HEP ELEKTRA d.o.0. within the framework of the universal service. Non-
household final customers amounted to 9% of guaranteed supply.

The average total sale price of electricity on the retail market (including transmission and distribution
network charges and the price of electricity, net of tax and other fees) was higher in 2021 than in 2020 (HRK
0.63/kWh as compared to HRK 0.60/kWh for medium voltage, HRK 0.79/kWh as compared to HRK 0.77/kWh
for the low-voltage non-household category); however, the low-voltage household category remained the
same at HRK 0.79/kWh.3 Prices for household consumers using the universal service did not change. Despite
manifold increases in wholesale electricity prices in the second half of 2021, prices did not increase for
household category final customers. However, non-household final customers whose long-term price-fixed
supply contracts expired were offered new contracts with electricity prices many times higher than before.
Household final customers were not impacted by price jumps on the wholesale market in Q1 2022. However,
the total sale price of electricity also increased for household final customers as of 1 April 2022. The expenses
of the average household final customer in the universal service increased by HRK 15 per month on average
for the "Blue" tariff model, or HRK 28 for the "White" tariff model, HRK 133 for the "Red" tariff model, and
HRK 8 for the "Black" tariff model.

In late 2021, on the basis of a request from systems operators, HERA took a decision on tariff amounts for
electricity transmission and distribution, which increased the yearly planned revenues of systems operators
in 2022 (HOPS by 5.8%, and HEP-ODS by 4.9%). Increases in tariff items for electricity transmission and
distribution were needed due to the large increases in electricity prices on the wholesale market, forward
contracts for 2022, and increases in planned expenses for energy purchases to cover losses in 2022 (the
coming regulatory year). According to the new tariff items, increases are expected in the average monthly
cost of network charges for the household category in the amount of HRK 6.51 (an increase of 8.1%), and for

2 The amount of electricity sold also includes energy for pumping and compensation mode, PSH Velebit (148 GWh).

3 Prices are calculated on the basis of average prices determined by applying tariff items for electricity transmission and tariff items
for electricity distribution, as well as according to the supplier data.
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the low-voltage non-household category of HRK 23.12 (an increase of 3.9%). In order to ease the position of
electricity final customers, new tariffs will only be implemented as of 1 April 2022.

On 16 February 2022, the Croatian government adopted a package of measures to mitigate the rise in energy
prices worth HRK 4.8 billion. These measures included changes in the compensation system for socially
disadvantaged customers and one-off benefits for pensioners to help pay for energy costs. The scope of
electricity and gas voucher users was significantly expanded, and the monthly voucher amount was increased
from HRK 200 to HRK 400 for a period of one year. A special one-off allowance (energy allowance) in the
amount of HRK 400 to HRK 1,200 was provided for over 721,000 pensioners with a monthly pension HRK
4,000 or less.

HEP-ODS scores for quality of connection services are significantly below the required general standard of
service quality, and HERA will insist that these indicators improve in the coming period. The score for timely
connections in the case of simple grid connections of buildings is especially unsatisfactory. The number of
written complaints concerning continuity of supply reduced from 24 to 11, while those concerning quality of
supply reduced from 83 to 58. Other service quality indicators of HEP-ODS improved as compared to the
previous year.

The earthquakes that occurred in 2020 caused damage to many distribution facilities in DA Elektra Sisak, DA
Elektra Zagreb, and DA Elektra Karlovac; of larger installations, the 110/20 kV Petrinja transformer station
suffered significant damage. In 2020 and 2021, HEP-ODS managed to secure a significant share of the funds
needed to renovate damaged facilities and plants in earthquake-affected areas. HERA has approved a change
in the financial framework of HEP-ODS's Ten-year development plan for the HEP-ODS distribution network
(2021-2030) with a detailed elaboration of the initial three- and one-year periods related to the one-year
period for 2021 in the amount of HRK 75.5 million for the purpose of earthquake damage repair.

As regards earthquake-affected areas, on 18 January 2021, the Croatian government adopted the Decision
of the government of the Republic of Croatia regarding the write-off of claims and compensation for claims
for energy delivered to final customers in earthquake-affected areas (hereinafter: Croatian government
Decision) for the period from January to March 2021; on 25 March 2021, it adopted the Decision of the
government of the Republic of Croatia for April 2021. On the basis of these decisions, all households in
earthquake-stricken municipalities and cities, regardless of the degree of damage they suffered, were freed
from paying the cost of electricity. These are the cities of Petrinja, Glina, Sisak, and Hrvatska Kostajnica, and
the municipalities of Lekenik, Sunja, Donji Kukuruzari, Majur, Dvor, Topusko, Gvozd, Jasenovac, Hrvatska
Dubica, Martinska Ves, Pokupsko, and Kravarsko. In accordance with the aforementioned government
decisions, the Shareholders Assembly of Hrvatska elektroprivreda d.d. adopted a Decision on the write-off of
receivables for energy delivered to household final customers from earthquake-stricken areas (hereinafter:
Decision on the write-off of receivables) on 18 January 2021.

Cross-zonal capacities on the borders of Croatia are allocated in all time frames in accordance with market
principles. Joint allocation offices (JAOs) for the borders with Slovenia, Hungary, and Serbia, and the
Coordinated Auction Office in Southeast Europe (SEE CAQ) for the border with Bosnia and Herzegovina are
tasked with organising annual, monthly, and daily auctions. An implicit capacity allocation regime has been
established at the border with Slovenia through the day-ahead coupling of the Croatian and Slovenian
markets. HOPS carries out bilateral allocation of total intraday capacities in both directions on the border
with Bosnia and Herzegovina, while the transmission system operator in Serbia (Elektromreza Srbije) is in
charge of organising intraday allocations at the border with Serbia. Since November 2019, Croatia's borders
with Slovenia and Hungary have been included in the coupling of the intraday markets of EU countries
through the Cross Border Intraday Market Project (XBID).

According to Regulation (EU) 2019/943 of the European Parliament and of the Council of 5 June 2019 on the
internal market for electricity (hereinafter: Regulation (EU) 2019/943), transmission system operators are not
allowed to limit the interconnection capacity they make available to market participants to resolve
congestion within their own bidding zones, or to manage flows that are the result of transactions within
bidding zones. A minimum of 70% of capacity must be ensured for cross-zonal trading. At the end of 2021
HERA granted HOPS a request to postpone the implementation of this condition until the adoption of an
action plan to address structural congestion. The action plan is adopted by the Ministry of Economy and
Sustainable Development (hereinafter: the Ministry) in cooperation with HERA on the basis of data from
HOPS; its adoption is expected in mid-2022.
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HERA approved the Ten-year development plan for the transmission network 2022-2031, with a detailed
elaboration of the initial three- and one-year periods and the Ten-year development plan (2021-2030) for the
HEP-0DS distribution network with a detailed elaboration for the initial three- and one-year periods. In the
ten-year period, HOPS plans to invest roughly HRK 4.2 billion of its own resources, HRK 1.6 billion of already
secured EU funds (primarily from the National Recovery and Resilience Plan, hereinafter: NRRP), HRK 942
million for which EU funds will be requested, and HRK 2.6 billion of investments to create technical
requirements in the network that are to be financed from connection charges or EU funds. Total planned
financial investments into distribution network development across a ten-year period amount to roughly HRK
12.7 billion. Investments conditional upon the connection of new users to the network and increasing the
connection capacity of existing users amount to roughly HRK 4.5 billion.

Power losses in the distribution network in 2021 amounted to 1,212 GWh, or 7.2% of total electricity taken
up, amounting to 16,877 GWh. The total cost of electricity purchased to cover losses in the transmission
network amounted to HRK 521.9 million. In order to procure energy to cover losses in the distribution
network for 2021, 2022, and 2023, HEP-ODS conducted three public tenders in 2020, after which two
agreements were concluded. One of these agreements defined the base product (base energy) at a fixed
price, while the other defined the purchase of a variable quantity of electricity at a price 25% of which
depends on the price on the short-term markets, which moderated the effect of short-term electricity market
price increases on the realised cost of purchasing energy to cover losses in 2021.

Energy losses in the transmission network in 2021 amounted to 478 GWh, or 2% of the total transmitted
energy, which amounted to 24,199 GWh. Based on the results achieved in 2020, HOPS continued to increase
the share of energy purchased on the short-term markets to cover losses in the transmission network in
2021. However, in the second half of 2021, electricity prices on wholesale markets unexpectedly increased
many times over, which led to an increase in realized energy procurement costs to cover losses (HRK 287
million) compared to plan (HRK 184 million).

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 a given plant. However, eligible producer status
does not imply the right to incentivised prices for delivered electricity; is only one of the conditions to qualify
for state incentives. State incentives are obtained based on a contract concluded with HROTE. 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 of a portion of
electricity to suppliers and commercial sale of a portion of electricity on the market.

At the end of 2021, there were 1,365 plants with a connection capacity of 1,049 MW in the incentives system,
which produced around 3.5 TWh of electricity in 2021, for which eligible producers in the incentives system
were paid around HRK 3.3 billion. The average incentivised price amounted to HRK 0.95/kWh. For
comparison, the annual average price of electricity on the CROPEX day-ahead market in 2021 amounted to
HRK 0.86/kWh.

In 2021, as a balance responsible party of the EKO balance group, HROTE# was able to sell 60% of the total
electricity produced by the EKO balance group (2.1 TWh of a total of 3.5 TWh) on the

electricity market. In late 2021, a Croatian government decree reduced this share to 40% with the intent of
mitigating the consequences of price increases on the wholesale markets.

The new Electricity Market Act, which entered into force on 22 October 2021, changed the previous deep
approach to calculating new network user connection charges increasing the connection capacity existing
network users on grid with a hybrid approach. The system operator is obligated to create technical
requirements in the network, in accordance with the ten-year plans for the development of the transmission
or distribution network, which must be in line with Croatia's current spatial development strategy and spatial
plans. In accordance with this, HERA develops new methodologies for establishing charges for connection to
the electric power network for new network users and for increasing the connection capacity of existing
network users.

4 The members of the EKO balance group are production plants using renewable energy sources and high-efficiency cogeneration,
whose net electricity is supplied by the eligible producers under purchase contracts with HROTE (through incentives and
guaranteed purchase prices), which is responsible for their production plan, imbalances, and sale.
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According to HOPS' data, interest has been expressed in connecting new power plant projects with a total
connection power of 12 GW to the transmission network (mainly solar and wind plants). Of the planned plant
capacity, 87% is located in the Adriatic Croatia national strategic region,® while 70% of the connected capacity
is planned in three counties: Zadar County, Sibenik-Knin County, and Split-Dalmatia County. The new
Electricity Market Act changes the connection procedure and the issuance of energy approvals, with the aim
of the achievable, sustainable addition of renewable energy sources into Croatia's power system.

Directive 2012/27/EU of the European Parliament and of the Council of 25 October 2012 on energy efficiency,
amending Directives 2009/125/EC and 2010/30/EU and repealing Directives 2004/8/EC and 2006/32/EC
(hereinafter: Directive 2012/27/EU®), Directive (EU) 2018/2002 of the European Parliament and of the Council
of 11 December 2018 amending Directive 2012/27/EU on energy efficiency (hereinafter: Directive
2018/2002),” and the Energy Efficiency Act generally define HERA's obligations regarding energy efficiency.
HERA primarily fulfils these obligations by adopting by-laws that direct HOPS, HEP-ODS, and grid users to
behave in accordance with energy efficient principles. When determining costs in the process of adopting
tariff items for electricity transmission and distribution, the quantity of energy losses in the grid is taken into
account; when approving ten-year development plans, investments, and measures to reduce technical losses
in the transmission and distribution networks are taken into account. It must be noted that technical losses
cannot be eliminated completely due to the limitations of the laws of physics; as losses become smaller, the
investments required to reduce them further increase. The implementation of measures must also take into
account plant safety, technical regulations, and the development of the grid.

With the aim of contributing to the achievement of national indicative energy efficiency targets, the Energy
Efficiency Act sets mandatory cumulative energy saving targets in energy end-use. Mandatory cumulative
objectives are achieved through a combination of energy efficiency obligation systems established by the
Energy Efficiency Act and alternative policy measures defined in the NECP. The energy efficiency obligation
system requires electricity suppliers to save energy when supplying to consumers.

According to the Energy Efficiency Act, measures to improve energy efficiency achieved in the transmission
and distribution of electricity are considered alternative policy measures by which to achieve part of the
mandatory cumulative energy savings goal. The NECP and the ten-year grid development plans containing
measures that HOPS and HEP-ODS will implement in the coming periods as alternative measures.

The Ministry takes an ex officio decision defining the energy savings requirement in kWh for a particular year,
and obligated parties are required to deliver reports on realised savings to the Ministry and enter data on
implemented measures into the System for Monitoring, Measuring, and Verification of Energy Savings
(hereinafter: SMIV). According to the statements received by HERA from active electricity suppliers, nearly
all active electricity suppliers who were obligated parties in 2021 fulfilled their requirements and reported
them to the Ministry.

In 2021, HROTE calculated deviations for the balance groups in the amount of HRK 161 million, which
represents a significant increase in comparison to 2020 (around HRK 45 million). The calculation for the EKO
balance group amounted to HRK 53.6 million, HRK 46.1 million of which pertained to imbalances in energy
procurement to cover losses in the transmission network.

The need for Automatic Frequency Restoration Reserve (aFRR) in 2021 amounted to an average of +59 MW
per hour. The needed energy reserves for Manual Frequency Restoration Reserve (aFRR) for system balancing
amounted to an +120 MW and -100 MW per hour, while reserves for mFRR for system safety amounted to
+130 MW per hour. HOPS also used energy frequency containment reserves (FCR) amounting to +15 MW per
hour, which it obtained from HEP-Proizvodnja d.o.o0 at no charge. Ancillary services and balancing energy
were paid for based on unit prices and realised quantities. In 2021, HEP-Proizvodnja d.o.o. was the largest
provider of ancillary system services;8 it was the only provider of balancing energy for aFRR and mFRR. Grid

According to the National Classification of Statistical Regions 2021 (HR_NUTS 2021) (Official Gazette no. 125/19).
Directive 2012/27/EU or Energy Efficiency Directive 2012/27/EU.
Directive 2018/2002/EU or the Directive amending the Energy Efficiency Directive 2018/2002/EU.

Ancillary services are services and products in the electricity system which are used to regulate the 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 system when one of its sections is
functioning separately from the rest of the electricity system.

© N O U
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users outside of HEP d.d. also offered mFRR system safety services as part of a pilot project. The total costs
of providing ancillary services amounted to HRK 295.2 million, of which 82% was related to power reserves
for system balancing. The total cost of the purchase of electricity to cover losses in the transmission network
in 2021 amounted to HRK 135 million. Pursuant to Commission Regulation (EU) 2017/2195 establishing a
guideline on electricity balancing, HOPS will procure energy via three EU energy balancing platforms in the
upcoming period: the IN platform (for imbalance netting), aFRR platform, and mFRR platform.

On 8 January 2021, an incident separated the Continental Europe synchronous area (CE SA)? in two. The
incident is being analysed by the European Network of Transmission System Operators for Electricity (ENTSO-
E). The initial event was a trip at a 400 kV substation at TS Ernestinovo caused by an overload. In less than
five minutes, the synchronous area was completely separated in two. The system separation resulted in a
deficit of power and a frequency decrease in the western part of the synchronous area, and a surplus of
power and a frequency increase in the eastern part. Due to this incident resulting in the separation of the
synchronous area of continental Europe, which was classified as an extensive incident, an expert group was
formed in accordance with applicable rules to conduct an analysis of the incident and draw up a report. The
main conclusions of the report were that transmission system operators reacted quickly and in a coordinated
manner to stabilise the system, return frequency to a nominal state, and resynchronise the area.
Consequently, there was no major impact on the security of supply for final customers. It was also discovered
that the reasons for the separation were an unexpectedly large exchange of electricity between Eastern and
Western Europe and poor system stability at the moment. As additional increases in cross-border trading are
expected in the future, the report concludes that it will be necessary to conduct more precise calculations
regarding system security, as well as to continue coordination among all transmission system operators in
Europe. The report lists 22 suggestions for consideration and further implementation.

2.2 Natural gas

The natural gas market in 2021 was marked by a strong increase in natural gas purchase prices on European
gas markets; in a number of European countries, including Croatia, this resulted in the launch of a series of
measures aimed at mitigating gas price increases, minimising the price impact on the economy and on
households, protecting vulnerable customers, and combating energy poverty.

During 2021, epidemiological measures were relaxed and the economy gradually began to recover after the
Covid-19 pandemic, which resulted in increased demand for natural gas in Europe. Additionally—taking into
account the time and dynamics of gas consumption, limited gas supply, storage capacity, the thin global LNG
market, and geopolitical factors—the second quarter of 2021 saw a record increase in wholesale gas prices
on European markets, which also affected the Croatian gas market.

The significant increases in prices on European wholesale gas markets resulted in exceptionally high gas price
hikes in 2021 in Croatia as compared to 2020; this primarily affected non-household final customers, while
the price for household final customers on the public gas supply service was defined by HERA decisions and
did not change significantly until 31 March 2022.

The average wholesale price of gas in Croatia (net of VAT) in 2021 amounted to HRK 0.2813/kWh, which was
109.0% higher than in 2020, when it amounted to HRK 0.1346/kWh. Simultaneously, in Q4 2021, the average
wholesale gas sale price (net of VAT) amounted to HRK 0.4899/kWh, which was 229.6% higher than the same
period a year earlier.

The total average retail price of gas in Croatia (net of VAT) for non-household final customers in 202110 was
HRK 0.2934/kWh, which is an increase of 79.9% compared to 2020. Simultaneously, in Q4 2021, the average
retail gas sale price (net of VAT) amounted to HRK 0.4404/kWh, which was 151.2% higher than the same
period a year earlier.

9 Asynchronous area is a single, unified, interconnected energy system (including power plants, electricity networks, 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 the largest in the world.

10 non-household consumers are all final customers who are not household consumers. The Gas Market Act (Official Gazette no.
18/18 and 23/20) defines non-household final customers as consumers buying gas not intended for use in their own household.
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In 2021, the average gas sale price for household final customers using the public gas supply servicell in
Croatia was HRK 0.2709 kWh, which represents an increase in the average price of 0.3% as compared to 2020.
This is the result of the implementation of the Methodology for setting tariffs for public service gas supply
and guaranteed supply (Official Gazette no. 108/20 and 20/22) as a protective measure for household final
customers by regulating gas supply conditions on a yearly basis.

The final gas price for non-household end consumers (net of VAT) in Croatia in 2021 was 5.7% higher than
the EU average, while the final gas price including taxes for non-household consumers in Croatia was 1.9%
lower than the EU average.

The final gas price for households (net of VAT) in Croatia in 2021 was still significantly lower than the EU
average (35.5%), while the final gas price for households including taxes in Croatia in 2021 was 45.6% lower
than the EU average.

In the 2021/2022 gas year, capacity reservations on an annual basis at the entrances to the Croatian
transmission system increased by roughly 26%. In 2021, transmission system users expressed significant
interest in capacity reservations at the entrance (Omisalj metering station) to the liquefied natural gas
terminal (hereinafter: LNG terminal), which resulted in a reduction of capacity reservations at entrances at
the interconnections with Slovenia (Rogatec metering station) and Hungary (Dravaszerdahely metering
station) as compared to 2020. The highest maximum used capacity at an individual entrance to the
transmission system in 2021 took place at the LNG terminal entrance in the amount of 2.94 GWh/h, which
was 6.1% higher than the maximum used capacity in 2020, which was measured at Dravaszerdahely metering
station. Compared to 2020, there was a significant reduction in the maximum used capacity at the Rogatec
metering station (by 78.2%). Capacity usage continued to fall at entrances from domestic production, by
27.4% as compared to the same entrance in 2020.

The LNG terminal began commercial operations on 1 January 2021. The LNG terminal operator, energy entity
LNG Hrvatska d.o.o., concluded a lease agreement for LNG terminal capacities from 2021-2040 with five
terminal users; the full capacity of the LNG terminal was leased for the first three gas years. In 2021 a total
of 19 LNG transport ships from 7 different countries arrived at the LNG terminal.

The shares of the total capacity of the LNG terminal for the period 2021-2040 contracted by users of the LNG
terminal, as of the end of 2021, were: MWM CEEnergy Croatia d.o.o0. 41.53%; HEP d.d. 29.88%; MET Croatia
Energy Trade d.0.0. 16.43%; INA d.d. 12.15%; and PPD d.o.0. 0.01%.

The total quantity of natural gas measured at the entrance to the transmission system in 2021 was 31,712
GWh (domestic production 5,775 GWh, imports at interconnections 6,225 GWh, imports from the LNG
terminal 15,703 GWh, and the entrance from the storage facility 4,009 GWh), which was 2.4% less than in
2020. At the LNG terminal entrance to the Croatian transmission system, the transmitted quantity of gas
amounted to 15,703 GWh, or 49.5% of the total transmitted quantity of gas. The total quantity of gas
transmitted from the group of entrances from the transmission system in Croatia in 2021 amounted to 31,674
GWh, which was 2.5% less than the same quantity in 2020.

The total transported quantity of natural gas delivered to final customers in Croatia on the retail market in
2021 amounted to 27,486 GWh (non-household on the transmission system 14,319 GWh, household 6,557
GWh, non-household on the distribution system 5,580 GWh, and exports at interconnections 1,030 GWh),
which was 2.1% less than in 2020.

Natural gas in Croatia was procured from multiple sources: from domestic production, from imports from at
interconnections and from the LNG terminal, which is an indicator of diversified supply sources and security
of supply.

In 2021, a total of 14 suppliers and traders sold gas on the wholesale market. A moderate level of competition
was maintained on the wholesale gas market, dominated by several major suppliers. A market concentration
index—the Herfindhal-Hirschmann Index (hereinafter: HHI)—on the Croatian wholesale gas market (not
including sales for supply in the public service) amounted to 2,160 in 2021, while it amounted to 2,699 in
2020, which is still an indicator of the moderate domination of a small number of suppliers on the wholesale
gas market. In terms of the share of balance groups in the overall delivered quantity of natural gas at entries

11 7he weighted average by delivered gas quantities for household final customers using the public service, for each particular public

service gas supplier.
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to the transmission system, the dominant parties are MVM CEEnergy Croatia d.o.0., PRVO PLINARSKO
DRUSTVO d.o.0., and GEOPLIN d.o.o. Ljubljana.

The HHI score for the retail market for non-household final customers in 2021 was 2,056, which is somewhat
lower than in the previous year.

In 2021, retail natural gas market liberalisation continued for household final customers, with certain gas
suppliers offering gas supply contracts to households on an unregulated market basis. A significantly higher
number of gas supplier switches took place in 2021 as compared to 2020. In 2021, 76,755 gas supplier
switches were carried out by customer request. The Register of Billing Metering Points (hereinafter: RBMP)
is a unified electronic database of final customer billing metering points for all transmission system operators
and distribution system operators in Croatia; it is operated by the gas market operator, which is energy
subject Hrvatski operator trzista energije d.o.o. (hereinafter: HROTE), enabling high-quality, speedy
implementation of gas supplier switches.

Suppliers in the public service obligation in Q1 2021 were allowed to buy gas for household final customers
in the public gas supply service from wholesale market suppliers under regulated conditions, which did not
exclude the possibility of also buying gas from gas suppliers or traders on the gas market. Taking into account
the provisions of the Gas Market Act, after 31 March 2021, the role of the wholesale market supplier was
abolished; the reference price of gas, which was the highest price at which a wholesale market supplier was
allowed to sell gas to suppliers in the public service obligation, was no longer prescribed. As of 1 April 2021,
the wholesale component of the gas price for household final customers using the public service—i.e. the
cost of gas procurement—fully reflected the price of gas on the reference gas market, and was based on the
realised price of seasonal futures (winter and summer) for gas delivery in the regulatory year on the European
Title Transfer Facility (TTF) within the 11 months previous to the regulatory year.

A public tender conducted by HERA from October to December 2020 resulted in the public gas supply for
household final customers being performed by 14 gas suppliers from 1 April 2021 to 30 September 2024 for
all distribution areas in Croatia, as compared to 32 prior to 31 March 2021. The public tender to select gas
suppliers in the public service obligation implemented a step foreseen to gradually deregulate the Croatian
gas market, as defined by the current Gas Market Act. Since the decision on selecting the gas supplier under
the public service obligation in December 2020, which required suppliers in the public service obligation to
maintain indicators of legal, technical, professional, and financial qualification, as well as other conditions on
the basis of which they were chosen in the public tender, HERA continuously informed suppliers in the public
service obligation of the requirements of the implemented decisions and monitored the execution of these
obligations through required actions and the delivery of documentation.

A significant increase in the number of supplier switches were carried out for customers who have the right
to gas supply in the public service obligation; 72,729 supplier switches were carried out for this category of
customer, which amounts to 95% of all gas supplier switches. This was particularly pronounced in March and
April 2021 in distribution areas where new suppliers were designated in the public service obligation.

In order to remove obstacles to the development of the retail gas market, HERA implemented a number of
measures and activities, the most important of which were:

- informing gas market participants of their rights and obligations, in particular as regards the
contracting of gas supply to final customers, with more detailed information published on the HERA
website and available at the following links:
https://www.hera.hr/hr/html/odgovori plin.html
https://www.hera.hr/hr/docs/2022/Obavijest 2022-03-11 02.pdf,

- continued improvement of procedures and activities in providing information to gas market
stakeholders through the Register of Billing Metering Points (hereinafter: RBMP),

- improving by-laws regulating price calculation and billing for gas delivered on the basis of the upper
gross calorific value (GCV) as of 1 October 2022, and

- collecting opinions and recommendations from the interested public and energy entities through a
public consultation within the framework of the adoption of the following relevant by-laws and the
Amendments to the Methodology for setting tariffs for gas transport (Official Gazette no. 79/20 and
36/21); Amendments to the General terms and conditions of gas supply (Official Gazette no. 50/18,
88/19 and 39/20); Amendments to the Network Code for the gas distribution system (Official Gazette
Nos. 50/18, 88/19, 36/20, and 100/21); Methodology for setting the price of non-standard services for
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gas transmission, distribution, storage, the unloading and send out of liquefied natural gas, and gas
supply as a public service (Official Gazette no. 48/18, 25/19, 134/21, and 9/22); and the Methodology
for setting tariffs for gas supply as a public service and guaranteed supply (Official Gazette no. 108/20
and 20/22).

In order to protect final customers, throughout 2021, HERA continuously reminded and asked all gas
suppliers to ensure that their final customers are protected from unfair and misleading sales methods, that
the provisions of gas supply contracts are fair to final customers, and that they clearly, easily, and
unambiguously describe the rights and obligations of both the supplier and the customer. From July 2021 to
January 2022, HERA undertook an analysis of offers, standardised contracts, and conditions offered by gas
suppliers who supply household final customers; if certain gas suppliers were subject to an especially high
number of supplier switches, HERA sought insight into the ways they ensured their final customers were
informed of gas supply conditions prior to the signing of a supply agreement, as well as asking for
documentation gas suppliers deliver to final customers when offering market-based supply agreements.
These activities resulted in gas suppliers harmonising standardised supply agreements and conditions, of
which they also were required to inform their customers.

In July of 2021, in accordance with the Amendments to the Storage Code (Official Gazette no. 58/21), the gas
storage system operator Podzemno skladiSte plina d.o.o. allocated 32 available standard bundling units
(hereinafter: SBU), which were placed on the market for the contracting period from 1 April 2022 to 31 March
2027. SBUs were allocated through an auction, which was a new model of allocation enabling the more
efficient allocation of SBUs; the available number of SBUs was allocated to 5 users who submitted requests
for allocation on the basis of the highest offered auction premium.

In December 2021, in accordance with the provisions of the Methodology for setting tariffs for gas

storage (Official Gazette no. 48/18), HERA adopted a Decision on gas distribution tariffs (Official Gazette no.
141/21 and 32/22), which defined the amounts of tariffs for gas distribution for the third regulatory period,
which began on 1 January 2022 and will end on 31 December 2026 for 33 distribution system operators. This
Decision resulted in a reduction in the average tariff for gas distribution in 2022 as compared to 2021 of
roughly 7.9%,; gas distribution tariffs decreased in 23 distribution areas and increased in 8 distribution areas.

According to the Methodology for setting tariffs for gas supply as a public service and guaranteed supply
(Official Gazette no. 108/20 and 20/22), the gas price for final customers using the public service consists of
the reference gas price, the cost of gas distribution, and the cost of gas supply. Related to this, due to a
change in the cost of gas distribution, the Decision on tariffs for gas supply as a public service for the period
from 1 January to 31 March 2022 (Official Gazette no. 141/21 and 147/21) was adopted in December 2021,
defining the price of gas for household final customers in the public gas supply service for all 14 suppliers in
the public service obligation, who operate in 33 distribution areas in Croatia.

In March 2022, HERA adopted the Decision on tariffs for gas storage (Official Gazette no. 36/22, which
defined the amounts of tariff items for gas storage for the third regulatory period from 1 April 2022 to 31
December 2026. The tariff for contracted SBUs on an annual basis for 2022 was 3.9% lower than in 2021. The
established tariffs for gas storage in the third regulatory period are based on the calculation of the anticipated
allowed revenues of the gas storage system operator, which include the difference identified after the regular
revision of revenues for the 2016 and the years of the second regulatory period in 2017, 2018, 2019, and
2020, which is also founded on planned investment projects for the third regulatory period. The most
important investment project the gas storage system operator is planning for the period from 2022-2026 is
the first phase of construction of the new GrubiSno Polje peak storage facility, which involves research work
and initial investments into purchasing and installing equipment for the project, which HERA has accepted as
part of the approval for the investment plan for the third regulatory period.

Given the current situation on the European wholesale gas market and manifold price increases, which has
resulted in an increase in the sale price of gas for non-household final customers beyond the guaranteed
supply price range foreseen in the Methodology for setting tariffs for gas supply as a public service and
guaranteed supply (Official Gazette no. 108/20) in Q4 2021, in February of 2022, HERA adopted the
Amendments to the Methodology for setting tariffs for gas supply as a public service and guaranteed supply
(Official Gazette no. 20/22). The Amendments to the Methodology for setting tariffs for gas supply as a public
service and guaranteed supply prescribe a new way of determining the final price of guaranteed supply for
non-household final customers by reflecting current market trends on a three-month basis. As a result of the
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Amendments to the Methodology for setting tariffs for gas supply as a public service and guaranteed supply,
which changed the conditions under which guaranteed supply is provided, a public tender to determine a
new guaranteed supplier of gas was undertaken. On the basis of a public tender conducted by HERA from 18
to 25 February 2022, in March 2022, HERA adopted a Decision to designate the guaranteed gas supplier,
which designated HEP-PLIN d.o.o. as the guaranteed gas supplier in Croatia from 10 March 2022 to 30
September 2024.

Due to financial problems in the operations of gas suppliers, and in the aim of ensuring continuous gas supply
to end customers, in March and April 2022, HERA identified suppliers in difficulty, and took a decision to
begin to provide guaranteed gas supply to the final customers of two gas suppliers (IVAPLIN d.o.o. and BROD-
PLIN d.o.0.). During this same period, HERA's supervision of the gas supply resulted in a decision to
temporarily revoke the license of one gas supplier (ZELINSKE KOMUNALIJE d.o.o0.) due to the supplier's
inability to supply sufficient quantities of gas to its final customers and its failure to fulfil financial
qualifications; this fulfilled the conditions for guaranteed gas supply, which was initiated for the final
customers of this gas supplier in early May 2022.

HERA continues to monitor the retail and wholesale gas markets and carry out activities under its jurisdiction;
as a result, from November 2021 to March 2022, HERA supervised the implementation of the General Terms
and Conditions of Gas Supply of GRADSKA PLINARA ZAGREB — OPSKRBA d.o.o. As a result, a decision was
taken requiring GRADSKA PLINARA ZAGREB — OPSKRBA d.o.o0. to not prevent its final customers from
switching suppliers in the case of disputed increases in gas prices, nor to issue orders suspending the supply
of gas.

2.3 Oil, petroleum products, and biofuels

In 2021, the oil, petroleum products, and biofuel sector was marked by a decrease in the production of
petroleum products, an increase in petroleum product imports, and an increase in quantities of crude oil
transported via the oil pipeline system.

During 2021, the Rijeka Oil Refinery refined only 63,000 tonnes of crude oil, 32,000 tonnes of domestically
produced condensates, 713,000 tonnes of other raw materials (domestic and imported), and 1.76 million
tonnes of imported crude oil from Azerbaijan, Nigeria, Libya, and Kazakhstan. Total demand for raw materials
for the production of petroleum products amounted to 2.57 million tonnes.

Petroleum product production in 2021 amounted to 2.4 million tonnes, which is a relative decrease of 4% as
compared to 2020. A total of 1.6 million tonnes of petroleum products were imported, which is an increase
in imports of 0.06 million tonnes, or 3.7% compared to the quantities imported in 2020. This increase in
imports is primarily attributable to the increase in economic activities after the cessation of restrictions due
to the Covid-19 pandemic.

The total production of liquefied petroleum gas in 2021 amounted to 118,000 tonnes, which is a decrease of
68,000 tonnes (37%) as compared to 2020.

Biofuel production in 2021 amounted to 390 tonnes, which represents a significant increase of 128% as
compared to 2020, when 171 tonnes of biofuels were produced.

Significant events on the petroleum products markets in 2021 included the shuttering of CRODUX PLIN d.o.0.,
the entry of multinational oil company Shell plc into the Croatian market through the purchase of APIOS
d.o.0. by CORAL CROATIA d.o.0., and continued growth in the price of petroleum products.

During 2021, driven by the recovery of the world economy from the Covid-19 pandemic as well as other
significant announcements, changes, and events tied to energy in Europe and worldwide, the prices of all
energy products began to rise significantly, including petroleum products. As a response and mitigation
measure of the situation for consumers of petroleum products, the Croatian government adopted the
Decision determining the maximum retail price of petroleum products (Official Gazette no. 112/2021) on 15
October 2021, which limited growth in the retail price of petroleum products on the domestic market.
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2.4 Thermal energy

The Thermal Energy Market Act introduced substantial changes to the regulation, organisation, and
functioning of the thermal energy sector and the development of the thermal energy market. The Act
introduces the concept of a free thermal energy market, in which only the distribution of thermal energy
remains a public service monitored by a regulatory body, while the production and supply of thermal energy
is left to market laws of supply and demand.

However, the national thermal energy market did not take off, and the expected effects in terms of the
development of competition in thermal energy supply and thermal energy purchasing were lacking. The
thermal energy market did not develop in terms of price competitiveness, and the entire sector is burdened
with the issue of how to distribute and bill for thermal energy in multi-unit residential buildings.

In centralised and closed heating systems, thermal energy buyer activity and all energy activities related to
the thermal energy sector are performed by the same vertically integrated energy entities. As far as
independent heating systems are concerned, thermal energy buyer activity is most often undertaken by
energy entities performing energy activities in the thermal energy sector in a specific area, although other
thermal energy buyers do operate in some towns. According to data from the Register of Thermal Energy
Buyers, the six largest energy entities (HEP-TOPLINARSTVO d.o.0., Zagreb; GRADSKA TOPLANA d.o.o.,
Karlovac; Tehnostan d.o.o., Vukovar; GTG VINKOVCI d.o.0., Vinkovci; BROD-PLIN d.o.o0., Slavonski Brod;
ENERGO d.o.0., Rijeka) purchase thermal energy for more than 97% of end consumers in Croatia. Of the 47
entities in the Register of Thermal Energy Buyers, 72% actively undertook thermal energy buyer activity in
2021. Two new businesses were recorded in the Register of Thermal Energy Buyers in 2021, while one
business was deleted from the register.

In 2021, HERA issued two licences for thermal energy production and three licences for thermal energy
supply. Similar to the previous year, the new licences issued in 2021 are primarily a result of the construction
of cogeneration facilities participating in the incentives system for electricity production from renewable
energy sources and high-efficiency cogeneration.

In 2021, HERA issued nine decisions granting eligible electricity producer status to new biogas, biomass, and
landfill gas cogeneration plants. The majority of cogeneration facilities participating in the incentives system
for electricity production from renewable energy sources and cogeneration use produced thermal energy for
their own needs, or supply it to a single 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).

Although the plants in the incentives system for electricity production from renewable energy sources and
cogeneration are subject to energy efficiency conditions, the plants are mostly built to produce electricity in
locations where there is no significant demand for thermal energy. However, there is a trend towards the
improved use of thermal energy in cogeneration plants with eligible electricity producer status, mainly
through the construction of wood-drying kilns next to cogeneration plants.

With the exception of the construction of cogeneration facilities participating in the incentives system for
electricity production from renewable energy sources and high-efficiency cogeneration, there were no
significant changes in the development of district heating systems. The total number of final customers of
thermal energy, network length, and the installed plant capacity of existing energy entities essentially did not
change as compared to the previous year.

Energy entities engaged in thermal energy production and thermal energy distribution in district heating
systems requested a change in tariffs for thermal energy production or thermal energy production in 2021
in accordance with the Methodology for setting tariffs for thermal energy production (Official Gazette no.
56/14). Requests to change tariffs for thermal energy production due to natural gas price increases were
submitted by Tehnostan d.o.o. for the Borovo Naselje and Olajnica district heating systems. These requests
resulted in an increase in tariffs for energy in the household tariff group (31.42% increase for CHS Borovo
Naselje and 30.93% for CHS Olajnica) and for the industrial and commercial tariff group (32.35% increase for
CHS Borovo Naselje and 31.61% for CHS Olajnica).

The Methodology for setting tariffs for thermal energy production provides for a simplified procedure for
changing tariffs in case of changes in the price of fuel used for thermal energy production of more than +5%
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as compared to the price of the fuel for which the energy tariffs have been approved. In 2021, HERA received
five such requests for changes in tariffs for energy: three requests from Gradska toplana d.o.o. and two
requests from Brod-plin d.o.0. As a result of two requests from Gradska toplana d.o.o., in early 2021, tariffs
for 2021 were reduced for the household tariff group (decrease of 10.46%) and for the industrial and
commercial tariff group (decrease of 25.81%). Due to an increase in the price of natural gas, HERA received
one request from Gradska toplana d.o.o. to increase the tariff for the industrial and commercial tariff group
and two requests from Brod-plin d.o.o. to increase tariffs for the household tariff group and the industrial
and commercial tariff group. These requests from Gradska toplana d.o.o. and Brod-plin d.o.o. were received
in late 2021. As a result of the request from Gradska toplana d.o.o0., energy tariffs were increased for the
industrial and commercial tariff group (increase of 28.49%) as of 1 March 2022. Likewise, as a result of the
request from Brod-plin d.o.o., energy tariffs were increased for the household tariff group (increase of
26.77%) and the industrial and commercial tariff group (increase of 31.86%) as of 1 April 2022.

There were no significant legislative activities or changes regarding the thermal energy sector in 2021.

In late 2021, the Renewable Energy Sources and High-Efficiency Cogeneration Act (Official Gazette no.
138/21) entered into force; it introduced mandatory increases in the share of renewable energy sources in
the heating and cooling sector of roughly 1.1% as a yearly average calculated for the period from 2021 to
2025 and from 2026 to 2030 as compared to the share of renewable energy sources in the heating and
cooling sector in 2020.

Likewise, related to the renewable energy electricity production incentives system, the Regulation on
promoting electricity production from renewable energy sources and high-efficiency cogeneration (Official
Gazette no. 116/18) and the Regulation on amendments to the Regulation on promoting electricity
production from renewable energy sources and high-efficiency cogeneration (Official Gazette no. 60/20)
provide a detailed elaboration of the manner and conditions under which new models of incentives for
energy production from renewable energy sources and high-efficiency cogeneration are to be implemented.
Directly related to this, the Regulation on quotas for promoting electricity production from renewable energy
sources and high-efficiency cogeneration (Official Gazette no. 57/20) defines quotas for biomass and biogas
cogeneration facilities, however cogeneration facilities using natural gas are lacking, as are quotas for liquid
biofuel power plants (which are in essence cogeneration plants), cogeneration plants using waste and other
renewable fuels, and cogeneration plants using industrial waste heat.

After HROTE's first public tender for market premiums and guaranteed purchase prices to incentivise the
production of electricity from renewable energy sources, in late 2020, the systematic distribution of state aid
for the production of electricity from renewable energy sources and cogeneration continued after the expiry
of the Tariff system for the production of electricity from renewable energy sources and cogeneration (Official
Gazette no. 133/13, 151/13, 20/14, 107/14, and 100/15) in late 2015. With regard to the thermal energy
sector, four contracts for the purchase of electricity produced from renewable energy sources and
cogeneration were activated in 2021 —two for biomass power plants and two for biogas power plants.

In early 2022, on the basis of the Support Program approved by the European Commission, HROTE issued a
public tender for offers to incentivise the production of electricity using RES through a market premium
system with a defined total quota of 630 MW for new projects, including biomass, biogas, and geothermal
power plants with a capacity of over 500 kW.

Related to the incentives system for the production of electricity from renewable energy sources, 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) allowed the extension of previously
issued eligible electricity producer status due to circumstances caused by the Covid-19 pandemic. Developers
were specifically able to request an extension of eligible producer status issued for plants under construction
no longer than six months from the date the status was to expire.

As concerns eligible producers of electricity, the Renewable Energy Sources and High-Efficiency
Cogeneration Act (Official Gazette no. 138/21) entered into force in late 2021. Article 41 of the Act foresees
the adoption of a regulation that delineates the manner and conditions for gaining and revoking eligible
electricity producer status, as well as the technical and plant conditions for power plants and/or production
units that have attained eligible electricity producer status. The adoption of said regulation is of exceptional
significance to HERA due to the need to improve procedures for the issuance of decisions on eligible producer
status, to clarify the technical requirements of plant use, to significantly elaborate upon the issue of affirming
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the efficiency of cogeneration, and to regulate other implementation issues related to eligible electricity
producer status.

In early 2021, the Act on Amendments to the Energy Efficiency Act (Official Gazette no. 41/21) entered into
force. Although the amendments introduced by the Act are primarily related to the transposition of several
EU directives, changes in the energy savings obligation system are of significance to energy entities in the
thermal energy sector. Specifically, provisions were adopted for a new cumulation period (the period in
which the implementation of measures is monitored) from 1 January 2021 to 31 December 2030. Likewise,
the entry into force of the Act repealed the Ordinance on the energy efficiency obligation system (Official
Gazette no. 41/19). The provisions of the Ordinance were included in the Energy Efficiency Act and in the
Ordinance on the system for monitoring, measuring, and verifying energy savings (Official Gazette no. 98/21),
which was adopted in September 2021.

The energy efficiency obligation system requires suppliers to implement energy efficiency measures in final
consumption as prescribed by the Energy Efficiency Directive 2012/27/EU and the Directive amending the
Energy Efficiency Directive 2018/2002/EU. The Energy Efficiency Act foresees the gradual implementation of
the energy efficiency obligation system, according to which obligated parties in 2019 were energy suppliers
and related persons who supplied a total of more than 300 GWh of energy in 2017; this limit was reduced to
100 GWhin 2020, and was finally lowered to the limit of 50 GWh in 2021. Entities in the heating sector subject
to the obligation in 2021 were: HEP-Toplinarstvo d.o.o., Zagreb; Energo d.o.o., Rijeka; and Brod-plin d.o.o.,
Slavonski Brod.

Due to the consequences of earthquakes in 2020, the Croatian government adopted a Decision declaring a
natural disaster in earthquake-affected areas (Official Gazette no. 1/21), which declared a natural disaster
caused by earthquakes in Sisak-Moslavina, Zagreb, and Karlovac counties; it also adopted three decisions
related to the use of heating systems in earthquake-affected areas.

A Croatian government decision on 18 January 2021 required Hrvatska elektroprivreda d.d. to write off all
claims for energy delivered and other claims or charges in the amount of a single bill for energy delivered
and corresponding charges for January, February, and March 2021 for household final customers in Sisak-
Moslavina and Zagreb County whose buildings were damaged in a series of earthquakes beginning 28
December 2020. On the basis of this Decision, HEP-Toplinarstvo's expenses in this area were written off.

A Croatian government decision on 11 March 2021 required the Ministry to refund claims in the amount of
bills for delivered thermal energy issued during January, February, and March of 2021 to all household final
customers whose properties were damaged in the earthquakes in Sisak-Moslavina and Zagreb counties; a
decision on 25 March 2021 also suggested the write-off of claims and charges for energy for April 2021. The
cost of thermal energy will be reimbursed out of the Croatian state budget.

A Croatian government decision on 23 February 2021 required Hrvatska elektroprivreda d.d. to write off all
claims for household final customers in Sisak-Moslavina and Zagreb County whose buildings were damaged
through its subsidiaries by connecting a replacement plant to the grid, as well as write off other claims in the
amount of a single bill for delivered electricity and hot water, including charges for distribution and
transmission of electricity and thermal energy distribution and corresponding charges for September,
October, November, and December 2021. On the basis of this Decision, HEP-Toplinarstvo's expenses in this
area were written off.
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3  ORGANISATIONAL STRUCTURE, AUTHORITY, AND
ACTIVITIES OF HERA

HERA is an independent, autonomous and non-profit legal person with public authority over the regulation
of energy activities that was established in 2004 pursuant to the Act on the Regulation of Energy Activities
(Official Gazette no. 177/04).

HERA’s activities are carried out in the interest of the Republic of Croatia and in accordance with its official
authority.

HERA’s work is public, and all of its activities are conducted according to the principles of transparency,
objectivity, and impartiality.

3.1 Organisation

The structure of HERA is defined by the Act on the Regulation of Energy Activities (Official Gazette no.
120/12 and 68/18) and the Statute of HERA dated 16 October 2013. The structure of HERA was modified by
the Amendments to the Statute of HERA dated 29 April 2019.

HERA consists of a 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 responsible for its professional work.

The President of the Board of Commissioners manages the board’s work and represents HERA, he represents
HERA in all proceedings before courts, administrative and other state authorities, and before legal entities
vested with official authority. The President of the Board of Commissioners also takes all legal actions on
behalf of and for the account of HERA, organises and manages HERA’s operations, and is accountable for
legal compliance of HERA's operations. The President of the Board of Commissioners has a deputy.

The divisions and services are in charge of HERA's core operations, and provision of administrative and
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 with public calls for applications. The directors are appointed to a term of four
years with the possibility of re-appointment.

The directors of divisions and services manage the professional operations of the divisions and are
accountable to the President of the Board of Commissioners.

Pursuant to the Decision of the Government of the Republic of Croatia on the amount of charges for the
regulation of energy activities (Official Gazette no. 155/08, 50/09, 103/09, and 21/12), HERA’s operations are
funded from the following sources:

- a charge amounting to 0.05% of the total annual revenue from the sale of goods and/or services
generated in the previous year by energy entities involved in energy activities conducted based on
licences for performing such energy activities, and

- charges for issuing licences for performing energy activities, charges for acquiring eligible producer
status, and charges for the settlement of claims, complaints, and requests.

In March 2022, the Croatian government adopted a new Decision on the amount of charges for the regulation
of energy activities (Official Gazette no. 38/22), which reduced certain charges for submitting requests to
HERA and abolished charges for submitting appeals.
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Figure 3.1.1. HERA organisational chart

Pursuant to the provisions of Article 8 of the Act on the Regulation of Energy Activities (Official Gazette no.
120/12 and 68/18), HERA is accountable to Croatian Parliament for its operations.

3.2 Legal framework

The legal framework regulating activities within HERA’s area of competence includes of the following
regulations:

Act on the Regulation of Energy Activities (Official Gazette no. 120/12 and 68/18),

Energy Act (Official Gazette no. 120/12, 14/14, 102/15, and 68/18),

Electricity Market Act (Official Gazette no. 22/13, 102/15, 68/18, and 52/19),

Electricity Market Act (Official Gazette no. 111/21),

Gas Market Act (Official Gazette no. 18/18 and 23/20),

Thermal Energy Market Act (Official Gazette no. 80/13 and 14/14),

Oil and Petroleum Products Market Act (Official Gazette no. 19/14, 73/17, and 96/19),

Act on Biofuels for Transport (Official Gazette no. 65/09, 145/10, 26/11, 144/12, 14/14, 94/18, and
52/21),

Renewable Energy Sources and High-Efficiency Cogeneration Act (Official Gazette no. 100/15 and
111/18),

Renewable Energy Sources and High-Efficiency Cogeneration Act (Official Gazette no. 138/21),
Energy Efficiency Act (Official Gazette no. 127/14, 116/18, 25/20, and 41/21),

Deployment of Alternative Fuels Infrastructure Act (Official Gazette no. 120/16),

Liquefied Natural Gas Terminal Act (Official Gazette no. 57/18),

Act on the Ratification of the Energy Community Treaty (Official Gazette — International Agreements
no. 6/06 and 9/06),

General Administrative Procedure Act (Official Gazette no. 47/09 and 110/21),
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e Ordinance on licences for performing energy activities and maintaining registers of granted and
revoked licences for the performance of energy activities (Official Gazette no. 88/15, 114/15, and
66/18),

e Decision on the amounts of charges for the regulation of energy activities (Official Gazette no. 155/08,
50/09, 103/09, and 21/12), and

e other by-laws adopted pursuant to the Energy Act and other legislation regulating particular energy
markets.

One of the most important obligations arising from European legislation is Regulation (EU) No 1227/2011 of
the European Parliament and of the Council of 25 October 2011 on wholesale energy market integrity and
transparency (hereinafter: Regulation (EU) No 1227/2011 or the REMIT Regulation), which charges the
national regulatory authorities with additional tasks related to monitoring the transparency and function of
the European energy market. The 2018 Act on Amendments to the Act on the Regulation of Energy Activities
has provided HERA with the powers necessary to perform these tasks.

3.3 Activities

HERA’s activities are defined in the Act on the Regulation of Energy Activities, and include the following
tasks:

e granting, renewing, and transferring licences for the performance of energy activities, and revoking
and suspending of licences,

e supervision of energy entities in their performance of energy activities,

e supervision of the implementation of provisions on unbundling pursuant to the law governing the
energy sector and the laws governing the performance of particular energy activities,

e supervision of the keeping of separate accounts, as provided by the law governing the energy sector
and other laws governing specific energy markets,

e supervision of compliance with the provisions ensuring that there are no cross-subsidies between
energy activities pursuant to laws governing specific energy markets,

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

e approval of general acts that organise the electricity market and general acts that organise the natural
gas market,

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

e issuing methodologies and tariff systems in accordance with the Act on the Regulation of Energy
Activities, the law governing the energy sector and other laws governing particular energy markets,

e setting or approving prices, amounts of tariff items and charges in accordance with methodologies and
tariff systems under Article 9, paragraph 1, item 11 of the Act on the Regulation of Energy Activities,

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

e supervision of the compliance of investment, development, and construction plans of transport system
and transmission system operators with ENTSO-E and ENTSOG development plans,

e supervising the transport, transmission, and distribution system operators, i.e. the system owners, and
other energy entities or system users, with respect to their compliance with the obligations defined in
the Act on the Regulation of Energy Activities, the law governing the energy sector, and other laws
governing particular energy markets, as well as Regulation (EC) No. 2019/943 and Regulation (EC)
715/2009 of the European Parliament and of the Council of 13 July 2009 on conditions for access to the
natural gas transmission networks and repealing Regulation (EC) No 1775/2005 (hereinafter:
Regulation (EC) No. 715/2009),

e cooperation with the regulatory authorities of EU member states and the neighbouring countries, as
well as with the Agency for the Cooperation of Energy Regulators (hereinafter: ACER),

e cooperation with the regulatory authorities and other authorities in the Energy Community pursuant
to the Act on the Ratification of the Energy Community Treaty,
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implementation of the legally binding decisions of ACER and the European Commission,

submitting annual reports to Croatian Parliament, comprising information on activities taken and
results achieved in relation to the scope of activities under Article 11, Paragraph 1, ltems 1 through 8
of the Act on the Regulation of Energy Activities,

reporting to other competent national authorities, ACER, the European Commission, and other
European Union bodies, i.e. submitting annual reports to ACER and the European Commission,
comprising information on activities undertaken and results achieved in relation to the scope of
activities under Article 1, Paragraph 11, Items 1 to 8 of the Act on the Regulation of Energy Activities,
laying down the requirements for the quality of energy supply in accordance with applicable
regulations governing specific energy activities,

laying down general requirements for energy supply,

specifying and supervising the methodology for setting network/system connection charges for new
consumers and for increasing the connection power/capacity for energy entities and final customers,
conducting cost-benefit analyses and obtaining opinions from representatives of consumer protection
bodies with respect to introduction of smart metering devices for final customers,

supervision of the quality of energy supply pursuant to applicable regulations governing specific energy
markets,

supervision of the transparency of the energy market,

supervision of the level of openness, competition, and misuse on the energy market and in consumer
supply,

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

supervision of free contracting in terms of supply contracts with the possibility of termination and long-
term contracts, provided that they comply with EU legislation and policies,

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

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

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

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
consumption data shall provide such data to the suppliers; all these services shall be free of charge for
consumers,

supervision of the confidentiality of consumer energy consumption data,

monitoring investments in electricity generation facilities with regard to supply security,

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

supervision of the application of the requirements for access to the gas storage system,

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

encouraging the harmonisation of data exchange in the most important market processes at the
regional level, and

other activities.

All statements and decisions of the Board of Commissioners are published regularly on HERA’s website.

In 2021, the Board of Commissioners held 28 meetings, at which a total of 388 agenda items were discussed.
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3.4 A general overview of HERA’s activities and operations in 2021

3.4.1 Consumer protection

Within the area of its competence, HERA actively participates in consumer protection in a number of ways:

- by supervising the energy entities, the quality of their services and by collecting and processing data
related to the energy entities’ activities in the field of consumer protection, pursuant to the provisions
of the Energy Act and the laws governing the performance of particular energy activities, and by co-
operating with ministries and competent inspectorates, pursuant to the provisions of relevant laws,
and

- by resolving individual consumer complaints and objections, by virtue of public authority pursuant to
the Act on the Regulation of Energy Activities and other laws and regulations governing individual
energy markets.

In order to protect their rights, energy consumers may submit to HERA appeals, complaints and other
submissions related to energy entities in the fields of electricity, thermal energy, natural gas and oil. During
2021, HERA received a total of 985 submissions from energy consumers, which included 298 inquiries and 90
other submissions, as well as 597 energy consumer complaints.

The most common reasons final customers contacted HERA are:

- inthe electricity sector: records on network users - electricity customers; loss of customer status - right
to use network; quality of electricity supply, billing, unauthorised consumption of electricity,
temporary disconnection of electricity supply, and connection to the grid and connection conditions
(a detailed statistical overview is found in chapter "4.4.4. Protection of network users and other
subjects" in this report,

- in the gas sector: billing, disconnection of gas supply, and unauthorised gas consumption (a detailed
statistical overview is found in chapter "5.3.6. Consumer protection" in this report),

- inthe thermal energy sector: billing, disconnection from a central heating system or disconnection of
an entire building from a central heating system, quality of thermal energy supply (a detailed statistical
overview is found in chapter "8.2.4. Consumer protection" of this report").

Upon receiving complaints and other requests from final customers, HERA took decisions either accepting or
rejecting said complaints, appeals, or other requests, or rejected the submissions due to a lack of legal
foundation to act upon them, directed applicants to bodies with jurisdiction over the matters concerned,
instructed energy entities to harmonise their procedures with the relevant legal framework, or indicated
regulations regulating the subject matter of the submission.

When taking decisions on customer submissions, HERA especially took into account the importance of
continuous supply of electricity or energy products, as well as quality of supply of energy products, which the
Consumer Protection Act has recognised as an exceptionally important element in protecting the rights of
consumers. HERA considers it important to reduce the number of energy supply suspensions used by
suppliers as a method of enforced collection of overdue receivables; it holds that the primary tool used to
this end should be the legally prescribed measures (enforcement of overdue bills). In support of this, at the
recommendation of the Ombudsman, HERA added provisions to the general terms and conditions of
electricity supply requiring suppliers to directly contact household final customers upon the first signs of
difficulties in settling bills, to allow for individualised advice and assistance in settling bills and to attain an
optimal level and schedule of energy consumption.

The second half of 2021 was marked by significant increases in the price of all forms of energy on the
international market; these unfavourable trends continued in 2022 alongside significant turbulence caused
by political instability and international conflicts, and the inherent significant increase in risk to access to and
the price of natural gas, oil, and petroleum products. This situation could easily result in a supply crisis of
certain energy products. All of this obliges HERA to act and implement measures and harmonise actions with
other state bodies and institutions to reduce, and potentially eliminate possible supply risks, and then to
ensure safe, stable supply of energy and energy products to all energy consumers in Croatia. It is entirely
possible that, under circumstances of significant risk or crisis on the international energy markets, risk to
energy supply routes would result in the activation of mechanisms and instruments of cooperation and joint
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action among European bodies and institutions, especially regulatory bodies tied to the internal European
energy market, in order to mitigate the negative consequences of energy supply disruptions to energy
consumers.

A total of 10 court proceedings were initiated against HERA in 2021 through the filing of suits to the
competent administrative court; some proceedings are also still underway from the earlier period. As of 31
December 2021, 19 court proceedings against HERA decisions were underway.

Of these 19 proceedings active as of 31 December 2021, 18 were being heard before the administrative court
with jurisdiction over such matters, while one was a civil proceeding before the Commercial Court in Zagreb
for damages due to HERA's actions; the latter ended with a final judgment of the High Commercial Court
which dismissed the plaintiff's claim, after which the plaintiff filed an appeal to the Croatian Supreme Court.
The court proceedings launched in 2021 are administrative disputes filed before the Administrative Court in
Zagreb. These are: two (2) administrative disputes against HERA decisions defining suppliers in the public gas
service obligation (IVAPLIN d.o.o. i Komunalije d.0.0.); two (2) administrative disputes filed by interested
parties against the same HERA decision (issued at the request of a party) issuing a license for the performance
of energy activities; two (2) administrative disputes filed by interested parties against the same HERA decision
approving the request of a party to transfer rights and obligations from a decision awarding eligible electricity
producer status; one (1) administrative dispute against a HERA decision accepting the status of a party in an
administrative procedure; one (1) administrative dispute against a HERA decision rejecting a request to
accept the status of a party in an administrative procedure; and two (2) administrative disputes against HERA
decisions on a complaint regarding the actions of the transmission system operator.

HERA was also actively involved in the work of the National Consumer Protection Council, as well as in the
drafting of the National Consumer Protection Programme for 2021-2024, with the aim of familiarising
consumers in the energy sector with their rights and obligations, as well as to introduce HERA as an authority
that can be contacted in case of a violation of any right guaranteed by regulations governing the energy
sector.

HERA also closely cooperated with other public and legal entities in 2021, as well as with various consumer
protection associations. HERA will continue this cooperation in the future, and maintain its contact with
consumers by replying directly to inquiries, resolving matters related to consumer rights and protection, etc.

3.4.2 Statistical data on the time period within which HERA resolved requests

In addition to the Act on the Regulation of Energy Activities and sectoral laws and by-laws, HERA applies the
provisions of the General Administrative Procedure Act in its actions in administrative matters related to
permits for the performance of energy activities and eligible producer status. Article 101.1. and 2. of the
General Administrative Procedure Act stipulates that, in cases of direct settlement at the request of a party,
an official person is obligated to issue a decision and submit it to the party without delay, no later than 30
days from the date of submission of a regular request; in the case of an investigation, the official person is
obligated to issue a decision at the request of the party and submit it to the party no later than 60 days from
the date of submission of a regular request.

HERA issued an average of 1.2 decisions per request for licenses for the performance of energy activities,
through which it sought the elimination of problems in the requests or the delivery of evidence without which
the request could not be processed. Procedures initiated under such requests lasted an average of 23.74
days.

HERA issued an average of 1.09 decisions per request for the eligible producer status, through which it sought
the elimination of problems in the requests or the delivery of evidence without which the request could not
be processed. Procedures initiated under such requests lasted an average of 18.55 days.

A detailed elaboration of the administrative procedures in which HERA took decisions in 2021 is presented
later in the text of this Report, in the chapters related to electricity, natural gas, and thermal energy, as well
as in the chapter "11 APPENDIX — PERMITS FOR THE PERFORMANCE OF ACTIVITIES".
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3.4.3 Electricity

In 2021, HERA'’s activities in the electricity sector mainly involved the following:

drafting and adopting by-laws governing the electricity market,

implementing EU regulations,

issuing decisions on tariffs based on the methodology applicable to energy entities performing
electricity-related activities as a public service,

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

monitoring electricity losses in the transmission and distribution network,

regular monitoring of the implementation of rules on managing and allocating interconnection
capacities, as well as compliance with the capacity allocation regime,

regular monitoring of balancing energy settlements and imbalance settlements in order to improve
the regulations concerning 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
Council of European Energy Regulators (CEER) reports on the quality of electricity supply,
implementing Regulation (EU) No 1227/2011 of the European Parliament and of the Council of 25
October 2011 on wholesale energy market integrity and transparency (REMIT Regulation) in order to
prevent insider trading and market manipulation in cooperation with ACER,

monitoring the separation of energy-related operations and unbundling of accounts for entities
performing electricity-related activities as a public service (HEP-ODS),

issuing 15 licences to perform energy activities (five licences for electricity generation, one licence for
electricity supply, and four licences for electricity trade), and one procedure cancelled at the
submitter's request,

extending 13 licences to perform energy activities (eight licences for electricity generation, one licence
for electricity supply, four licences for electricity trade), and one rejected request for extension,
issued seven decisions granting eligible electricity producer status, three decisions amending decisions
granting eligible electricity producer status, two decisions issuing prior approval for planned changes
to conditions of plant use,

resolved 659 appeals, complaints, inquiries, and other submissions related to electricity.

HERA issued the following decisions on tariffs:

Decision on tariffs for guaranteed electricity supply (Official Gazette no. 24/21) (for the period from 1
April to 30 June 2021),

Decision on tariffs for guaranteed electricity supply (Official Gazette no. 65/21) (for the period from 1
July to 30 September 2021),

Decision on tariffs for guaranteed electricity supply (Official Gazette no. 100/21) (for the period from 1
October to 31 December 2021),

Decision on tariffs for electricity distribution for 2022 (Official Gazette no. 138/2021),

Decision on tariffs for electricity transmission for 2022 (Official Gazette no. 138/2021),

HERA gave prior approvals for the following by-laws:

prior approval for the Draft Rules on congestion management in the Croatian electricity system,
including interconnectors of Hrvatski operator prijenosnog sustava d.o.o., Zagreb,

prior approval for the Draft Rules for the intra-day allocation of cross-border transmission capacities
between the regulation areas of Hrvatski operator prijenosnog sustava d.o.o. (HOPS) and Nezavisni
operator sistema u Bosni i Hercegovini (NOSBiH) of Hrvatski operator prijenosnog sustava, d.o.o.,
Zagreb,

prior approval for the Harmonised rules for the allocation of long-term transmission rights and Special
addendum to the harmonised allocation rules for the border between the Croatian and Serbian bidding
zones of Hrvatski operator prijenosnog sustava d.o.o., Zagreb,

prior approval for the Draft Rules for the daily and intra-day allocation capacities for the border
between the Croatian and Serbian bidding zones of Hrvatski operator prijenosnog sustava d.o.o.,
Zagreb,
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HERA gave approval or prior approval for the following documents:

prior approval for the Draft ten-year (2021-2030) development plan for the HEP-ODS distribution
network with a detailed elaboration of the initial three- and one-year periods of HEP-Operator
distribucijskog sustava d.o.0., Zagreb,

prior approval for the Annual report on security of supply for 2020 of Hrvatski operator prijenosnog
sustava d.o.o, Zagreb,

prior approval for the Annual report on security of supply in the distribution system for 2020 of HEP—
Operator distribucijskog sustava d.o.o., Zagreb,

prior approval for Amendments to the financial framework of the approved Ten-year (2021-2030)
development plan for the HEP-ODS distribution network with a detailed elaboration of the initial three-
and one-year periods of HEP-Operator distribucijskog sustava d.o.o., Zagreb,

approval for the Annual energy procurement plan to cover losses in the transmission network for 2022
of Hrvatski operator prijenosnog sustava d.o.o.,

approval for the Annual energy procurement plan to cover losses in the distribution network for 2022
of HEP-Operator distribucijskog sustava d.o.o., Zagreb,

prior approval for the Draft ten-year (2022-2031) development plan for the HEP-ODS distribution
network with a detailed elaboration of the initial three- and one-year periods of HEP-operator
distribucijskog sustava d.o.o., Zagreb.

HERA gave prior approval to the following draft agreements:

prior approval for the Draft Agreement on the connection of Korlat Solar Power Plant to the
transmission network no. N-64/20 of Hrvatski operator prijenosnog sustava d.o.o., Zagreb,

prior approval for the conclusion of Addendum no. 1 to the Cross-border redispatching agreement for
2021 of Hrvatski operator prijenosnog sustava d.o.o., Zagreb,

prior approval for the conclusion of Addendum I. to the Agreement on mutual relations regarding the
calculation and collection of transmission network charges of Hrvatski operator prijenosnog sustava
d.o.o., Zagreb,

prior approval for the Draft Real estate exchange agreement and draft Annex to the Agreement
establishing easement rights of Hrvatski operator prijenosnog sustava d.o.o., Zagreb,

prior approval for the Draft Addendum 2. to the Business premises lease agreement of Hrvatski
operator prijenosnog sustava d.o.o., Zagreb,

prior approval for the Draft Agreement on the connection of SukoSan Solar Power Plant to the
transmission network no. N-69/21 of Hrvatski operator prijenosnog sustava d.o.o., Zagreb,

prior approval accepting the Offer (Agreement) on relocation and cabling works of Hrvatski operator
prijenosnog sustava d.o.o., Zagreb,

prior approval for the Draft Agreement on connecting Zelovo wind power plant to the transmission no.
N-83/21 of Hrvatski operator prijenosnog sustava d.o.0., Zagreb,

prior approval for the Draft Electricity supply agreement for a period of one year of Hrvatski operator
prijenosnog sustava d.o.o., Zagreb,

prior approval for the Draft Agreement on the provision of ancillary services of Hrvatski operator
prijenosnog sustava d.o.o., Zagreb,

prior approval for the Draft Agreement on the connection of Konacnik Solar Power Plant to the
transmission network no. N-123/21 of Hrvatski operator prijenosnog sustava d.o.o., Zagreb,

prior approval for the conclusion the Cross-border redispatching agreement for 2022 of Hrvatski
operator prijenosnog sustava d.o.o., Zagreb,

prior approval for the Draft Long-term loan agreement for the financing of investment projects for 2021
of Hrvatski operator prijenosnog sustava d.o.o., Zagreb.

HERA took a decision to adopt reports or decisions approving the following documents:

decision approving the Joint proposal of all Central European transmission system operators
establishing regional coordination centres in accordance with Article 35 of Regulation (EU) 2019/943
of the European Parliament and of the Council of 5 June 2019 on the internal market for electricity of
Hrvatski operator prijenosnog sustava d.o.o., Zagreb,
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decision approving the Additional FCR characteristics in accordance with Article 154.2. of Commission
Regulation (EU) 2017/1485 of 2 August 2017 establishing a guideline on electricity transmission system
operation,

decision approving the Draft Rules on connection to the distribution network of HEP-Operator
distribucijskog sustava d.o.o0., Zagreb,

decision on the reference price of electricity for low-voltage final customers and the reference price of
electricity for medium- and high-voltage final customers in accordance with Article 62.2. and 62.3. of
the Conditions for the quality of electricity supply (Official Gazette no. 37/17, 47/17, 31/18, and 16/20),
decision adopting the Report on the use of revenues of Hrvatski operator prijenosnog sustava d.o.o.
from the allocation of cross-border transmission capacities in 2020,

decision approving deviations from the obligations prescribed by Article 20 and 21 of Commission
Regulation (EU) 2017/2195 of 23 November 2017 establishing a guideline on electricity balancing of
Hrvatski operator prijenosnog sustava d.o.o., Zagreb,

decision approving the Structural congestion report of Hrvatski operator prijenosnog sustava d.o.o.,
Zagreb,

decision issuing an opinion on the Draft Proposal of the Regulation on the share of net electricity
delivered by eligible producers that electricity suppliers are obligated to take up from the electricity
market operator,

decision approving the Draft ten-year (2022-2031) development plan for the distribution network with
a detailed elaboration of the initial three- and one-year periods of Hrvatski operator prijenosnog
sustava d.o.o., Zagreb,

decision approving the Draft Regional addendum to the Harmonised rules for the allocation of forward
transmission rights for the Core region for the capacity budget in accordance with Article 52 of
Commission Regulation (EU) 2016/1719 of 26 September 2016 establishing a guideline on forward
capacity allocation of Hrvatski operator prijenosnog sustava d.o.o., Zagreb,

decision approving the Proposal for contributions to the costs of establishment, changes, and operation
of unified day-ahead and intra-day coupling for 2022 of Hrvatski operator prijenosnog sustava d.o.o.,
Zagreb,

decision approving deviation from obligations prescribed by Article 16 Paragraph 8 of Regulation (EU)
2019/943 of the European Parliament and of the Council of 5 June 2019 on the internal market for
electricity for energy entity Hrvatski operator prijenosnog sustava d.o.o., Zagreb.

3.4.4 Natural gas

HERA's activities in the gas sector in 2021 were aimed at fulfilling its obligations under the provisions of the
Gas Market Act. After public consultations in 2021 and early 2022, HERA adopted the following by-laws:

Amendments to the Methodology for setting tariffs for gas transport (Official Gazette no 36/21),
Amendments to the General terms and conditions of gas supply (Official Gazette no. 100/21),
Amendments to the Gas Distribution System Network Code (Official Gazette no. 100/21),
Amendments to the Methodology for setting the price of non-standard services for gas transmission,
distribution, storage, the unloading and send out of liquefied natural gas, and public service gas supply
(Official Gazette no. 134/21 and 9/22) and

Methodology for setting tariffs for public service gas supply and guaranteed supply (Official Gazette
no. 20/22).

HERA approved the following by-laws:

Amendments to the Rules on gas storage system use (Official Gazette no. 58/21),
Rules for LNG terminal use (Official Gazette no. 87/21), and
Amendments to the Network code for the gas transmission system (Official Gazette no. 106/21).

HERA adopted the following decisions:

Decision on public service gas supply tariff amounts for the period from 1 April to 31 December 2021
(Official Gazette no. 28/21),
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- Decision on selecting the gas supplier under the public service obligation for the distribution area of the
distribution system operator IVAPLIN d.o.o0. for gas distribution and supply, Ulica KreSimira IV 10, Ivanic-
Grad, Croatia for the period from 1 April 2021 to 30 September 2024 (HERA 3/21),

- Addendum to the Decision on public service gas supply tariffs for the period from 1 April to 31 December
2021 (Official Gazette no. 33/21),

- Decision appointing the guaranteed gas supplier for the period from 1 October 2021 to 30 September
2024 (HERA 7/21),

- Decision approving the Draft Conditions for guaranteed gas supply agreements with final customers
(HERA 8/21),

- Decision on a request to define tariffs for gas distribution for the third regulatory period 2022-2026
(HERA 12/21) for 33 distribution system operators,

- Decision on tariffs for gas distribution (Official Gazette no. 141/21 and 32/22),

- Decision on public service gas supply tariffs for the period from 1 January to 31 March 2022 (Official
Gazette no. 141/21),

- Decision on charges for connection to the gas distribution or transmission system and on an increase
to connected capacity (Official Gazette no. 141/21),

- Decision determining connection charges for the cost of ensuring technical requirements in the
distribution system of PLINARA, d.o.o., Pula (HERA 12/21),

- Decision determining connection charges for the cost of ensuring technical requirements in the
distribution system of EVN Croatia Plin d.o.o., Zagreb (HERA 12/21),

- Decision determining connection charges for the cost of ensuring technical requirements in the
distribution system of ENERGO d.o.0., Rijeka (HERA 12/21),

- Decision determining connection charges for the cost of ensuring technical requirements in the
distribution system of PLIN-PROJEKT d.o.0., Nova Gradiska (HERA 12/21),

- Decision on the cost of non-standard services of the liquefied natural gas terminal operator (Official
Gazette no. 141/21),

- Decision on the cost of non-standard services of the transmission system operator (Official Gazette no.
141/21),

- Decision on the cost of non-standard services of gas storage system operators (Official Gazette no.
141/21)

- Decision on the cost of non-standard services of distribution system operators (Official Gazette no.
141/21),

- Decision on the cost of non-standard services of gas suppliers in the public service obligation (Official
Gazette no. 141/21),

- Correction to the Decision on public service gas supply tariffs for the period from 1 January to 31 March
2022 (Official Gazette no. 147/21),

- Decision on tariffs for guaranteed gas supply for non-household final customers for March 2022
(Official Gazette no. 21/22),

- Decision appointing the guaranteed gas supplier (HERA 3/22),

- Decision on tariffs for guaranteed gas supply for non-household final customers for the period from 1
April 2022 to 30 June 2022 (Official Gazette no. 32/22),

- Decision on public service gas supply tariff amounts for the period from 1 April to 31 December 2022
and for the period from 1 January to 31 March 2023 (Official Gazette no. 32/22), and

- Decision on tariffs for gas storage (Official Gazette no. 36/22)

- Decision affirming the conduct of GRADSKA PLINARA ZAGREB-OPSKRBA d.o.o., Zagreb, regarding
changed conditions to gas supply agreements with non-household final customers (HERA 3/22),

- Decision on the basis of the state confirmed in a Decision on implemented supervision dated 16 March
2022, CLASS: 040-10/21-01/6, REG.NO.: 371-06-22-10, misdemeanour proceedings will be filed against
GRADSKA PLINARA ZAGREB-OPSKRBA, Zagreb (HERA 3/22).

HERA adopted the following decision:

- Decision issuing a certificate to the transmission system operator, PLINACRO d.o.o. for natural gas
transmission, Savska cesta 88a, Zagreb, Croatia (HERA 7/21).
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In 2021, HERA:
- issued nine licences for gas trading activities,
- issued four licences for gas supply activities,
- issued two licenses for the management of liquefied natural gas and/or compressed natural gas supply
points,
- extended three licences for gas trading activities,
- extended four licences for gas supply activities,
- extended nine licences for gas distribution activities,
- extended one licence for natural gas production,
- took a decision on the expiry of two licences for gas supply, and
- resolved 120 complaints, 105 inquiries, and 30 other submissions from final customers.

3.4.5 Oil and petroleum products

In 2021, HERA carried out the following activities in the oil and petroleum products sector:

- issued eight licences for energy activities (six licences for wholesale trade in petroleum products and
two licences for oil and petroleum product storage),

- extended 27 licenses for energy activities (four licences for oil and petroleum product storage, two
licenses for liquefied petroleum gas storage, and, 18 licenses for wholesale petroleum product trade,
and three licenses for wholesale liquefied petroleum gas trade), and

- took a decision on the expiry of one license for oil and petroleum products storage.

3.4.6 Biofuels

In 2021, HERA carried out the following activities in the biofuel sector:

- extended three licenses for energy activities (one license for biofuel production and two licenses for
biofuel storage),

- extended one licence for biofuel storage, and

- took a decision on the expiry of one license for biofuel storage.

3.4.7 Thermal energy

As regards regulations applicable in the thermal energy sector, HERA provided expert opinions Draft
Regulation amending the Regulation on promoting electricity production from renewable energy sources and
high-efficiency cogeneration.

Energy entities engaged in thermal energy production and thermal energy distribution in district heating
systems requested a change in tariffs for thermal energy production or thermal energy production in 2021
in accordance with the Methodology for setting tariffs for thermal energy production (Official Gazette no.
56/14). Requests to change tariffs for thermal energy production were submitted by Tehnostan d.o.o. for the
Borovo Naselje and Olajnica district heating systems. The Methodology for setting tariffs for thermal energy
production provides for a simplified procedure for changing tariffs in case of changes in the price of fuel used
for thermal energy production of more than 5% as compared to the price of the fuel for which the energy
tariffs have been approved. In 2021, HERA received five such requests for changes in tariffs for energy: three
requests from Gradska toplana d.o.o. and two requests from Brod-plin d.o.o.

In addition to the above, HERA undertook the following in 2021:

- issued five licences for energy activities (two licences for thermal energy production and three licences
for thermal energy supply),

- extended four licences for energy activities (once licence for thermal energy distribution, and three
licences for thermal energy supply),

- recorded two new entities in the Register of Thermal Energy Buyers, deleted one, and updated records
on thermal energy buyers,

- issued decisions related to awarding the status of eligible electricity producer status for cogeneration
plants; five decisions were issued awarding eligible electricity producer status (two for biomass
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cogeneration plants, two for biogas cogeneration plants, and one for a landfill gas cogeneration plant);
one decision was issued declining to issue eligible electricity producer status, two amending decisions
awarding eligible electricity producer status, two decisions transferring the rights and obligations from
a decision awarding eligible electricity producer status, and one decision rescinding a decision
awarding eligible electricity producer status,

- resolved requests related to previous decisions awarding eligible electricity producer status for
cogeneration facilities, as well as issuing one decision extending a previous decision awarding eligible
electricity producer status, and two decisions halting a process to amend previous decision awarding
eligible electricity producer status,

- issued six prior approvals for planned changes to conditions for the use of power plants submitted by
eligible electricity producers for biogas and biomass cogeneration facilities, as well as one decision
rejecting a request for prior approval for planned changes to conditions for the use of a power plant,

- supervised eligible electricity producers in achieving prescribed energy efficiency conditions, as well as
issuing seven decisions defining primary energy savings for high-efficiency cogeneration using natural
gas, and five decisions defining the total yearly energy efficiency of biomass and biogas plants,

- resolved 71 cases — two appeals, 24 complaints, 39 inquiries, and six other submissions from thermal
energy end consumers, authorised owners’ representatives, energy entities, institutions, and other
parties.

3.4.8 REMIT

The REMIT regulation (Regulation on wholesale energy market integrity and transparency) defines the rules
for active participants in the wholesale electricity and natural gas markets in the EU. REMIT prohibits insider
trading and market manipulation.

In accordance with the REMIT Regulation, all active participants in wholesale electricity and/or natural gas
markets in the EU are obligated to register with the regulatory authority of one EU member state. Market
participants with headquarters in Croatia and those with business establishments outside of the European
Union that are active on the wholesale market within Croatia must register with HERA. Participants in the
wholesale electricity market must register via the application of the Centralised European Register of Energy
Market Participants (CEREMP). HERA has enabled the registration of market participants with CEREMP since
2015. As of the beginning of 2022, more than 110 participants on the electricity and/or natural gas market
had been registered.

ACER monitors the wholesale electricity and natural gas markets at the EU level on the basis of data collected
from market participants, systems operators, and organisers of organised wholesale markets. Transmission
and transport system operator data on the state of transmission networks and the allocation of cross-zonal
transmission capacities, as well as transaction data and transaction orders, are aggregated in order to gain
full insight into wholesale markets in the EU.

In order to assist market participants in fulfilling their obligations under the REMIT Regulation, HERA allows
market participants to report suspicious transactions on wholesale markets on its website, to report
exceptions to the insider trading prohibition, and to report the subsequent publication of privileged
information.

In order to provide timely information to relevant market participants, in 2021, HERA published its "REMIT
HERA newsletter”, which serves to inform market participants electronically.

3.4.9 Implementation of European public policy

Clean energy for all Europeans package

The most important documents for the electricity market in the "Clean Energy Package" (CEP) are Regulation
(EU) 2019/943 which has been implemented since 1 January 2020, and Directive (EU) 2019/944 of the
European Parliament and of the Council of 5 June 2019 on common rules for the internal market for electricity
and amending Directive 2012/27/EU (hereinafter: Directive (EU) 2019/944). Aside from these documents,
Directive (EU) 2018/2001 of the European Parliament and of the Council of 11 December 2018 on the
promotion of the use of energy from renewable sources (hereinafter: Directive (EU) 2018/2001) also has a
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certain impact on the electricity market; its provisions have been transposed into Croatian legislation through
the new Renewable Energy Sources and High-Efficiency Cogeneration Act, adopted in December 2021,
which regulates the production and consumption of electricity produced by power plants that use renewable
energy sources and high-efficiency cogeneration.

The adoption of the new Electricity Market Act in October 2021 transposed the majority of Directive (EU)
2019/944; the full transposition of its provisions will be completed with the adoption of by-laws on the basis
of this Act, particularly through the adoption of an ordinance on the general terms and conditions for
network use and electricity supply, which will adopt the provisions of Annex | of Directive (EU) 2019/944
'Minimum requirements for invoicing and billing information' by the end of the year.

Pursuant to the new Electricity Market Act, a string of by-laws are to be adopted, whereby HERA is obligated
to adopt some acts and approve others.

European Green Deal and the Fit for 55 package

In December 2019, the European Commission presented the European Green Deal, a new growth strategy
intended to transform the EU into a fair and prosperous society with a modern, competitive resource-
efficient economy with zero net greenhouse gas emissions by 2050. The EU's "green transition" must be fair
and inclusive for all citizens. The European Green Deal will also allow economic recovery after the Covid-19
pandemic. One third of the EUR 1.8 billion from the NextGenerationEU recover plan and the EU's seven-year
budget will serve as the funding source for the European Green Deal.12

The goals of the European Green Deal became legally binding for all EU member states with the adoption of
Regulation (EU) 2021/1119 of the European Parliament and of the Council of 30 June 2021 establishing the
framework for achieving climate neutrality and amending Regulations (EC) No 401/2009 and (EU) 2018/1999
("European Climate Law").

To reach the goal of climate neutrality, the current level of greenhouse gas emissions must be lowered
significantly in the coming decades. In the transitional phase towards climate neutrality, the EU has increased
its climate ambitions for 2030, committing to reducing greenhouse gas emissions by at least 55% as
compared to 1990 levels by 2030. The EU is thus working on revising its climate, energy, and transport
legislation within the framework of the Fit for 55 legislative package to align existing regulations with the
ambitions for 2030 and 2050. In addition to a number of proposals to revise and update EU legislation, the
Fit for 55 package also proposes a number of new initiatives.

The Fit for 55 package contains the following legislative proposals and initiatives (a total of 13 proposals, of
which 8 are for the revision of existing regulations and 5 are for new proposals):

revisions:

- revision of the EU Emissions Trading System,

- the revision of member states' emission reduction targets through the revision of the Effort Sharing
Regulation, which currently sets binding annual greenhouse gas emission targets for member states in
sectors not covered by the EU Emissions Trading Scheme or the Land Use, Land Use Change and
Forestry Regulation,

- revision of the Land Use, Land Use Change and Forestry Regulation,

- revision of the Renewable Energy Directive by increasing the current EU-wide target of at least 32% of
renewable energy in the overall energy mix to at least 40% by 2030,

- revision of the Energy Efficiency Directive by increasing the current EU energy efficiency target from
32.5% to 36% for final energy consumption and 39% for primary energy consumption,

- revision of the CO, Emissions Regulation for cars and vans, which introduces increased emission
reduction targets at the EU level for 2030 (55% reduction in average CO, emissions for new cars from
2021 to 2030) and sets a new target of 100% by 2035,

- revision of the Alternative Fuels Infrastructure Directive with a view to speeding up the introduction
of infrastructure for charging or supplying vehicles with alternative fuels and ensuring the supply of
alternative fuels for ships in ports and stationary aircraft;

12 COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT, THE EUROPEAN COUNCIL, THE COUNCIL, THE
EUROPEAN ECONOMIC AND SOCIAL COMMITTEE AND THE COMMITTEE OF THE REGIONS (COM(2019) 640 final), Brussels,
11/12/2019.
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- revision of the Energy Taxation Directive, which seeks to align the taxation of energy products and
electricity with EU energy, environment, and climate policies,

new initiatives:

- the new EU Forest Strategy for 2030, adopted in July 2021 with the aim of improving the quality,
quantity, and resilience of forests in the EU, ensuring the sustainable use of biomass and sustainable
forestation and reforestation, with a plan to plant three billion additional trees in the EU by 2030,

- the Carbon Border Adjustment Mechanism, which aims (in full compliance with international trade
rules) to prevent the EU's efforts to reduce emissions from being neutralised by shifting production
outside the borders of the EU (where policies to combat climate change are less ambitious than those
of the EU) or by increasing imports of high-carbon products,

- the Social Fund for Climate Policy, which seeks to respond to the social and distribution impacts of the
proposed new emissions trading scheme for buildings and road transport. It will allocate a total of EUR
72.2 billion from 2025 to 2032 using an allocation methodology that seeks to address the uneven
impact of the proposed separate emissions trading scheme for these two sectors (which is to be
implemented between and within member states) on sustainable aviation fuels (the ReFuelEU Aviation
Initiative)

-, which seeks to reduce the environmental footprint of the aviation sector (significantly reduce
emissions from aircraft through the use of advanced biofuels and synthetic aviation fuels) and
contribute to the achievement of EU climate objectives, and

- the FuelEU Maritime Initiative, which proposes to promote the use of renewable and low-carbon fuels
in maritime transport with the aim of reducing by the greenhouse gas intensity of the energy used on
board ships by 75% by 2050.

In December 2021 a proposal was made to revise the Energy Performance of Buildings Directive, as part of
the EC work programme on the Fit for 55 package. This revision complements the other components of the
Fit for 55 package, which set out the vision of establishing a zero-emission building stock by 2050. The main
objectives of this revision are to reduce greenhouse gas emissions from buildings and final energy
consumption by 2030, as well as to establish a long-term vision for buildings on the path to climate neutrality
across the EU by 2050.

In early 2022, as part of the European Green Deal, the EC adopted new Guidelines on State aid for climate,
environmental protection and energy for 2022.13 The EC has implemented these guidelines to assess the
compatibility of all registered climate, environmental, and energy aid, which have been granted or will be
granted as of 27 January 2022.

The Fit for 55 package does not only apply to the energy sector, but a large part of it will certainly have a
significant impact on the EU energy sector, and therefore on the energy sector in Croatia.

Recovery and Resilience Facility

As part of a comprehensive response, the Recovery and Resilience Facility aims to mitigate the economic and
social consequences of the Covid-19 pandemic and make European economies and societies more
sustainable, resilient, and prepared for the challenges and opportunities of the green and digital transition.

The Recovery and Resilience Facility is a temporary recovery instrument that allows the EC to raise funds to
help member states implement reforms and investments. These reforms and investments must be in line
with EU priorities and aimed at overcoming the challenges identified in the country-specific
recommendations of the European Semester for economic and social policy coordination. To this end, EUR
723.8 billion (at current prices) has been made available to member states to implement reforms and
investments, of which EUR 385.8 billion are loans and EUR 338 billion are grants.

The facility, which entered into force on 19 February 2021, is built on six pillars: the green transition; the
digital transition; economic cohesion, productivity, and competitiveness; social and territorial cohesion; the
resilience of health, economic, and social sectors and institutions; and policies for the next generation. It will
fund reforms and investments in member states from the beginning of the Covid-19 pandemic in February

13 COMMUNICATION FROM THE COMMISSION — Guidelines on State aid for climate, environmental protection and energy 2022
(2022/C 80/01), SL C 80, 18/2/2022.
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2020 until 31 December 2026. In this regard, each national plan establishes reforms and investments to be
implemented by the end of 2026, ensuring that at least 20% of total funds in the plan are directed towards
meeting digital transition objectives, and at least 37% of total funds are earmarked for achieving green
transition objectives. Member states may receive financial resources up to the value of the previously agreed-
upon amount.

In 2021, Croatia submitted the National Recovery and resilience Plan (https://planoporavka.gov.hr/) to the
EC for review, which positively assessed it in July 2021; after this, it was confirmed by the EU Council, enabling
the disbursement of an advance to Croatia from the Recovery and Resilience Facility in the amount of EUR
818.4 million or HRK 6.14 billion.

3.4.10 Regulatory Affairs and Consumer Protection Council

Pursuant to the Statute of HERA and the Rules of operation of the Regulatory Affairs and Consumer Protection
Council of HERA, the Regulatory Affairs and Consumer Protection Council (hereinafter: Council) undertakes
the following activities:

- providing opinions on regulations and methodologies adopted by HERA,

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

- 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 matters of significance to the energy sector in
accordance with HERA's powers and responsibilities.

On 14 December 2021, a Council session was held at which Council members were presented with the
procedure for determining gas distribution tariffs in the coming regulatory period, followed by the contents
of the new Electricity Market Act, which entered into force in October 2021. A discussion was also held on
both topics.

3.4.11 Cyber security

In 2015, the Croatian Government adopted the National Cybersecurity Strategy and Action Plan for the
Implementation of the Strategy!4 (Official Gazette No. 108/15), aimed at achieving a balanced and
coordinated response to security threats in contemporary cyberspace. The term "cyberspace" means "a
virtual space within which communication between network and information systems takes place, and which
encompasses all network and information systems, regardless of whether they are connected to the
Internet" 15

Directive (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 information systems across the Union (hereinafter: NIS
Directive) and the Act on the Cyber Security of Key Service Operators and Digital Service Providers (Official
Gazette no. 64/18) (hereinafter: Cyber Security Act) are of especial importance to the energy sector, as is
the corresponding Regulation on the cyber security of key service operators and digital service providers
(Official Gazette no. 68/18) (hereinafter: Cyber Security Regulation), which transposed the NIS Directive into
Croatian legislation.

The NIS Directive affirms the obligation of member states to introduce measures ensuring a high level of
cyber security in key service sectors, which includes the energy sector (electricity, oil, and gas). The
aforementioned Cyber Security Regulation defines criteria that measure the effect of incidents on the
continuity of provision of key services: The criteria are as follows:

- the number of users affected by the interruption of key services,

- the length of the incident,

- the geographical extent of the incident, or

14 pecision implementing the National Cyber Security Strategy and the Action Plan for the Implementation of the National Cyber
Security Strategy (Official Gazette no. 108/15).

15 Acton the Cyber Security of Key Service Operators and Digital Service Providers (Official Gazette no. 64/18)
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- other sector criteria, such as economic effects and the dependence of other regions or businesses on
the service.

Key Service operators, as defined by the Cyber Security Act, are "any public or private entity that provides
any of the key services from the List in Annex I. of the Cyber Security Act, in which the key services offered
by said entity depend on network and information systems, and an incident would have a significant negative
impact on the provision of key services".

The Cyber Security Act regulates procedures and measures by which to attain a high common level of cyber
security for key service operators and digital service providers, outlines the jurisdiction and authorities of
competent sector bodies, defines a single national contact point, defines bodies responsible for incident
prevention and protection (hereinafter: competent CSIRT) and the technical body for conformity assessment,
regulates the supervision of key service operators and digital service providers in the implementation of the
Act, and prescribes misdemeanour provisions. The goal of the Act is to ensure the implementation of
measures by which to achieve a high common level of cyber security in the provision of services that are of
particular importance to key social and economic activities, including the functioning of the digital market.
Annex | of the Cyber Security Regulation sets out criteria and thresholds for assessing the importance of the
negative impact of an incident by sector (eight sectors) and key service sub-sector. Table 3.4.1. lists the

criteria and thresholds for assessing the negative impact of an incident on a key service — energy sector.

Table 3.4.1. Criteria and thresholds for assessing the negative impact of an incident on a key service —energy sector.
Sector Sub-sector Key service Criteria Thresholds
Electricity production Reduced production 60 MW
Electricity Electricity transmission Transmission interruption Without exception
M han 2 illi
Electricity distribution Power interruption ore’F an .0'000 billing
metering points
Transmission of oil through L . . .
L Transmission interruption Without exception
pipelines
Oil production Reduced oil field production 10,000 t/yr
Petrol: 40,000 t/yr
P i f I R i f
roduction of petroleum educed production o Diesel fuel: 40,000 t/yr
oil products petroleum products
Fuel oils: 20,000 t/yr
R il i
> educed.0| storage capacity at 200,000 m?
] . the terminal
c Storage of oil and petroleum
i todllets Reduced petroleum product
B storage capacity at a particular 112,000 m3
storage facility
. Interruption of distributionto  More than 20,000 billing
Gas distribution . . .
final customers metering points
Gas transmission Transmission interruption Without exception
5% of gas consumption in
Gas storage Reduction in storage capacity % .g. p on !
Gas Croatia in the previous year
L Pp—
Unloading and send out of LNG Reduc'ed' NGSregasnﬁcatlon More than 100,000 m3/h
capacity in m*/h
Reduced gas production
Natural gas production delivered to the transmission 20%
system at each entry point

In accordance with the aforementioned definition, the Cyber Security Act distinguishes between a few
competent authorities for key service operators, as defined in Annex Il of the Cyber Security Act (Table
3.4.2.). These are, in order:

- competent sector bodies (the state body with jurisdiction over the energy sector is the Ministry of
Environmental Protection and Energy),
- single national contact point (Office of the National Security Council - UVNS),
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- competent Computer Security Incident Response Teams (CSIRT) (IT System Security Department,
hereinafter: ZSIS) and the National Computer Emergency Response Team (CERT), and
- technical conformity assessment bodies (ZSIS and the National CERT).

Table 3.4.2. List of competent bodies for key services — energy sector
Technical f i
Sector of key services Competent sector body CSIRT echnical conformity
assessment body
State body with jurisdicti . .
ate body with jurisdiction IT System Security IT System Security
Energy over the energy sector
. Department Department
(Ministry)

One of the requirements of Key Service Operators arising from the Cyber Security Act and the Cyber Security
Regulation is reporting to the competent CSIRT (ZSIS for the energy sector) on incidents that have a significant
impact on the continuity of the services they offer. In accordance with the prescribed criteria for identifying
incidents that have a significant impact on the provision of a key service, two Croatian CSIRTs (ZSIS and the
National CERT) have developed Guidelines for the submission of reports on incidents with significant impact
on key service operators and digital service providers,26 which contain a protocol for reporting to the
competent CSIRT, criteria for defining significant impact, incident reporting forms, and other key information
for successful communication between key service operators and the competent CSIRTs.

In June 2020, CEER published a document?” on cybersecurity in the Clean Energy Package, highlighting that
the EU has set out priorities for addressing several cybersecurity topics in five legislative acts1® in the
framework of the CEP. The Clean Energy Package identifies all actors with a role to play in cybersecurity for
the electricity sector, all of whom have been provided with responsibilities and assignees that will take part
in work and discussions regarding the new branch of energy regulation. The EU has set a high priority on
security for the "smart" part of new grids and protecting the grid through good planning for crises that may
emerge and become tangible risks. CEER states that, while national regulatory authorities 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 the financing and definition of objectives, and through CEER's involvement in
the development of the Network Code on Cybersecurity, in agreement with other competent authorities
responsible for this process.

The process of developing network rules for cybersecurity is defined by Regulation (EU) 2019/943 in Chapter
VII; the objective of the Regulation is to establish network rules for cybersecurity covering aspects such as
automation and data flow related to cross-border electricity flows, common minimum cybersecurity
requirements applicable to all electricity market actors, planning for future developments, monitoring the
implementation of all measures, reporting obligations (if necessary and justified), and crisis management in
the event that cyber risks materialise.

At the invitation of the EC, as part of the further implementation of the European Union Cybersecurity
Strategy, ACER published its non-binding Framework Guideline on sector-specific rules for cybersecurity
aspects of cross-border electricity flows)19 in July 2021; it provides general principles and provides the basis
for the development of binding cybersecurity network rules that will contribute to maintaining the security

16 pAvgilable at:
https.//www.zsis.hr/UserDocsimages/Prijava_incidenata/Smijernice%20za%20dostavu%20obavijesti%200%20incidentima%20s
a%20znatnim%20ucinkom%20operatora%20kljucnih%20usluga%20i%20davatelja%20digitalnih%20usluga.pdf.

17 ceer Cybersecurity Work Stream (CS WS): CEER Paper on Cybersecurity in the Clean Energy for All Europeans Package, Ref: C20-
CS-58-03, 4 June 2020, Available at: https.//www.ceer.eu/documents/104400/-/-/d70764d8-9cab-9f4a-848b-6¢c3a4el1bd6bO.

18 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 efficiency, 11 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) European Parliament
and Council Regulation on the internal market for electricity, 5 June 2019, Ref: 2019/943/EU; (5) European Parliament and Council
Regulation on risk-preparedness in the electricity sector and repealing Directive 2005/89/EC, 5 June 2019, Ref: 2019/941/EU.

European Union Agency for the Cooperation of Energy Regulators (ACER): Framework Guideline on sector-specific rules for
cybersecurity aspects of cross-border electricity flows, 22 July 2021, Available at:

https://documents.acer.europa.eu/Official documents/Acts of the Agency/Framework Guidelines/Framework%20Guidelines/
Framework%20Guideline%200on%20Sector-Specific%20Rules%20for%20Cybersecurity%20Aspects%200f%20Cross-
Border%20Electricity%20Flows 210722.pdf.

19
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of the electricity system across Europe. The topics covered by this Framework Guideline are: cybersecurity
management in the field of electricity; the assessment and management of cross-border risks; a common
framework for cybersecurity in the field of electricity; information sharing and essential information flows;
incident management and crisis management (including data collection); a framework for cybersecurity
exercises in the field of electricity; protection of information exchange in data processing; and monitoring,
evaluation, and reporting. The end of the document states that the network rules for cybersecurity, which
will be created on the basis of the Framework Guideline, must be designed such that they are neither an
obstacle to electricity market entrants, nor to the subsequent use of innovative solutions to contribute to
the efficiency of the electricity system, all while promoting the safe digitisation of the electricity sector and
discouraging and penalising any action that fails to duly consider security aspects, including cybersecurity.
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4  ELECTRICITY

4.1 Regulation of the Legal Framework for the Electricity Market

Legal framework for the Electricity Market in Croatia

In March 2021, following HERA's approval, HEP-ODS adopted the Network Code for the distribution system
(HEP-ODS, 3/2021), which harmonised the connection procedure with Commission Regulation (EU) 2016/631
of 14 April 2016 establishing a network code on requirements for grid connection of generators (hereinafter:
RFG Regulation) and Commission Regulation (EU) 2016/1388 of 17 August 2016 establishing a Network Code
on Demand Connection (hereinafter: DCC Regulation).

In April 2021, after receiving prior approval from HERA, HOPS adopted the Rules on congestion management
in the Croatian electricity system, including interconnectors (HOPS, 4/2021), which prescribe procedures for
eliminating congestion in the Croatian electricity system, including interconnectors, the requirements of the
transmission system operator regarding eliminating congestion in the Croatian electricity system, and the
requirements of distribution system operators and transmission network users.

In May 2021, Croatian Parliament adopted the new Electricity Market Act, which adopts Directive (EU)
2019/944 into Croatian legislation. This Act prescribes common rules for the production, transmission, and
distribution of electricity, energy storage, and electricity supply, along with consumer protection provisions,
in order to make the Croatian electricity market integrated, competitive, flexible, fair, and transparent, as
part of the EU energy market.

In addition, this Act ensures the implementation of a number of EU acts.
The most significant novelties and improvements introduced in the new Electricity Market Act are:

- new energy activities performed as market activities (aggregation, organising citizen energy
communities, energy storage, closed distribution system operator),

- new energy entities (aggregators, citizen energy communities, energy storage operators, closed
distribution system operators),

- active buyer (individual or group of final customers who jointly act as an active buyer),

- provisions regarding the sharing of energy between final customers in a group of final customers acting
jointly as an active buyer,

- provisions regarding citizen energy communities, including the sharing of energy between
shareholders and/or members of the citizen energy community,

- the right to contracts with dynamic electricity pricing,

- tools by which to compare the offers of electricity suppliers for household final customers and non-
household final customers with an expected annual consumption of less than 100,000 kWh,

- more precise definitions of certain electricity markets,

- the right of final customers to act on the electricity markets either independently or through
aggregation,

- consumption management through aggregation,

- incentives for the use of flexibility in distribution networks,

- the integration of electromobility into the electricity network, including provisions regarding the
ownership of electric vehicle charging points by distribution system operators,

- incentives for the construction of energy storage facilities in the electricity system,

- provisions regarding the ownership of energy storage facilities by the transmission system operator or
distribution system operators,

- congestion management, including the use of flexibility, and redispatching in the transmission and
distribution system; cooperation and mutual obligations between the transmission system operator
and distribution system operators as regards congestion management,

- data management in the distribution and transmission network,

- the right to a collective supplier switch,

- the obligation that, as of 31 December 2025, the supplier switching procedure shall last no longer than
24 hours, and it must be able to be carried out during any working day,

- minimum requirements for issuing invoices and billing information.
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In addition to the new Electricity Market Act, the new Renewable Energy and High-Efficiency Cogeneration
Act was adopted at the end of 2021; among other things, it ensures the implementation of Regulation (EU)
2018/1999 of the European Parliament and of the Council of 11 December 2018 on the Governance of the
Energy Union and Climate Action, as related to Croatia's participation in the EU renewable energy financing
mechanism and Regulation (EC) No 1099/2008 of the European Parliament and of the Council of 22 October
2008 on energy statistics.

The most significant novelties and improvements related to electricity introduced by the new Renewable
Energy Sources and High-Efficiency Cogeneration Act are:

- the previous national renewable energy target framework, which was based on the national renewable
energy action plan, is replaced with an NECP-based framework in accordance with Regulation (EU)
2018/1999,

- new definitions are introduced aimed at empowering final customers, as follows: "renewables self-
consumers" and "jointly acting renewables self-consumers"”; "renewables power purchase
agreement"; "peer-to-peer trading of renewable energy"; "renewable energy community",

- the incentives system for producing electricity from renewable energy sources and high-efficiency
cogeneration is improved; a provision has been added whereby an eligible producer with a market
premium contract is obligated to pay HROTE the difference between the market price and the
reference price when the monthly market price is higher than the reference price established by the
market premium contract,

- improvements related to the issuance of permits for the construction and renovation of plants using
renewable energy sources, in particular the following:

- the ministry responsible for energy is designated as the point of contact for guidance throughout
the permitting process, as well as guidance on grid connection procedures,

- HROTE will prepare a manual providing complete information on the permitting procedure for
plants using renewable energy sources, especially taking into account small projects and projects
of renewables self-consumers,

- legal provisions are introduced with the aim of speeding up administrative procedures related to
plant construction,

- the "Simple Network Connection Notification Procedure" is introduced for plants or aggregated
production units of renewables self-consumers and demonstration projects with a connection capacity
equal to or less than 10.8 kW,

- expanding the sources from which funds are raised for payments to eligible producers in the system
of encouraging the production of electricity from RES&C,

- the uptake of electricity from final customers who are self-consumers or users of self-supply facilities
(which meet the requirements of the Act) is extended to renewable energy communities and multi-
apartment buildings,

- all eligible electricity producers, not only those who have concluded repurchase agreements or
guaranteed price incentive agreements, are allowed to join the EKO balance group.

In December 2021, HERA adopted the Decision on electricity distribution tariffs (Official Gazette no. 138/21)
and the Decision on electricity transmission tariffs (Official Gazette no. 138/21), which increased tariffs for
the period following 1 April 2022.

In December 2021, the Croatian government adopted the Regulation on the share of net electricity delivered
by eligible producers that electricity suppliers are obligated to take up from the electricity market operator
(Official Gazette no. 147/21). According to this Regulation, beginning on 1 January 2022, electricity suppliers
are required to take up 60% of the net delivered electricity produced by eligible producers from the electricity
market operator. As compared to 2021, this share was increased from 40% to 60%.

Implementation of network codes and guidelines

The network codes and guidelines related to the electricity sector are:
- Commission Regulation (EU) 2015/1222 of 24 July 2015 establishing a guideline on capacity allocation
and congestion management (hereinafter: CACM Regulation),
- Commission Regulation (EU) 2016/631 of 14 April 2016 establishing a network code on requirements
for grid connection of generators (hereinafter: RFG Regulation),
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- Commission Regulation (EU) 2016/1719 of 26 September 2016 establishing a guideline on forward
capacity allocations (hereinafter: FCA Regulation),

- Commission Regulation (EU) 2016/1388 of 17 August 2016 establishing a network code on demand
connection (hereinafter: DCC Regulation),

- Commission Regulation (EU) 2016/1447 of 26 August 2016 establishing a network code on
requirements for high voltage direct current system and direct current-connected power park module
grid connections (hereinafter: HVDC Regulation)

- Commission Regulation (EU) 2017/1485 of 2 August 2017 establishing a guideline on electricity
transmission system operation (hereinafter: SOGL regulation),

- Commission Regulation (EU) 2017/2195 of 23 November 2017 establishing a guideline on electricity
balancing (hereinafter: EBGL Regulation), and

- Commission Regulation (EU) 2017/2196 of 24 November 2017 establishing a network code on
electricity emergency and restoration (hereinafter: ERNC Regulation).

HERA continuously works to adopt and improve refined or new acts and cooperates with other energy
regulatory authorities of EU member states through ACER to create a fully interconnected European
electricity market.

In 2021, the most significant activity under the CACM Regulation was the approval of amendments to the
methodology for calculating cross-zonal capacities for the day-ahead market in the Core Capacity Calculation
Region. Said approval was given by HERA and all energy regulatory authorities in the Core Capacity
Calculation Region. Regional capacity calculation is expected to begin during 2022.

In November 2021, ACER adopted a methodology to calculate long-term cross-zonal capacities in the Core
Capacity Calculation Region in accordance with the FCA Regulation. The implementation of cross-zonal
capacity calculation founded on power flows is expected in late 2024 for capacities in 2025, considering that
this innovative calculation method and the allocation of long-term cross-zonal capacities is currently not
being implemented in Europe.

The most significant activities in accordance with the SOGL Regulation in 2021 were:

- theissuance of an opinion on a draft amended Operational Agreement of Load Frequency Control Block
Slovenia Croatia and Bosnia and Herzegovina (LFC BLOCK SHB).20 This Agreement regulates
cooperation between transmission system operators to establish an appropriate mechanism enabling
the efficient operation of electricity systems, resulting in the efficient operation of the Load Frequency
Control Block Slovenia Croatia and Bosnia and Herzegovina.

- granting approval for the Proposal of all Continental European transmission system operators to
supplement the decision on LFC blocks in the Continental Europe synchronous area with regard to LFC
Denmark west,

- granting approval for the Proposed Data exchange rules between transmission system operators,
distribution system operators, and production modules connected to the distribution system, which
regulate the exchange of data between transmission system operators, distribution system operators,
and production modules connected to the distribution system at the national level as regards the
delivery of structural data, planned data, and the real-time data of production modules connected to
the distribution system, applying the principle that production modules deliver data to the competent
transmission system operator through the competent distribution system operator.

The most significant activities in accordance with the EBGL Regulation were:

- granting approval for HOPS's request to delay connection to the European aFRR platform (for
activating balancing energy from reserves to automatically re-establish frequency) and the European
mMFRR platform (to activate balancing energy from reserves to manually restore frequency) from 24
July 2022 to 24 July 2024. During this delay, HOPS must meet the basic technical prerequisites to
connect to the aFRR and mFRR platforms, including adjusting HOPS' business processes and testing the
operations of HOPS' IT system with these platforms in accordance with the planned development and
implementation of HOPS IT system,

20 https://www.hops.hr/page-file/iKHTOjbHhKcSAwvI0O8Yny2/so-ql-
metodologije/Sporazum%200%20radu%20LFC%20bloka%20SHB.pdf, accessed 19/4/2022.
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- the adoption of ACER's decision on the Methodology for a market-based allocation process of cross-
zonal capacity for the exchange of balancing capacity or sharing of reserves for the CORE region,??

- the adoption of ACER's decision on Amendments to the Methodology for determining the price of
balancing energy and cross-zonal capacities used for the exchange of balancing energy or imbalance
netting. This Methodology regulates how the price of balancing energy is determined resulting from
the activation of balancing energy, as well as determining the price of cross-zonal capacities used for
the exchange of balancing energy or imbalance netting. The Amendments to the Methodology relate
primarily to the determination of the highest and lowest prices of balancing energy.

4.2 Regulated network activities and the technical function of the
electricity system

4.2.1 Transmission and distribution system

Electricity transmission and distribution are regulated 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 and cross-zonal
transmission lines, as well as for ensuring the long-term capability of the network to satisfy reasonable
requirements for the transmission of electricity.

Figure 4.2.1. shows basic information on the number of transformer substations (TS) and transformer ratings
(TR), length of lines, and the power of connected power plants in the transmission system.

21 DECISION No 11/2021 OF THE EUROPEAN UNION AGENCY FOR THE COOPERATION OF ENERGY REGULATORS of 13 August 2021
on the market-based allocation process of cross-zonal capacity for the exchange of balancing capacity for the Core CCR
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Figure 4.2.1. Basic information about the transmission system as of 31 December 2021

In Croatia, HEP-ODS renders the public service of distribution of electricity and is responsible for the
operation, management, maintenance, development, and construction of the distribution network and for
ensuring the long-term ability of the network to satisfy reasonable requirements for the distribution of
electricity.

Figure 4.2.2. shows basic information on the number of transformer substations (TS) and transformer ratings
(TR), length of lines, and the power of connected power plants in the distribution system.

-42-



Annual Report on the Activities of the Croatian Energy Regulatory Agency for 2021

110 kv

144 TS (transmission

-
- 5
S 115.15 MW WIND 2
2 3TR 70.7 MW 5
8 71.5 MVA =
3 5

z

298 TS 35(30) kV

% S
0 WIND 33
= 779 TR 193.56 MW 25.15 MW 8
= =
= 5.351 MVA B
- N
z e

z

7.287 TS 20/0.4 kV
19.130 TS 10/0.4 kV

19.712 TR
6.620 MVA

Source: HEP-ODS

M ¥°0/0T
M ¥°0/0T

0.4 kV

system)

QZTR

71.5 MVA

4.538 km

10(20) kV

7.818 TR
2.629 MVA

2TR
71.5

M1 (0Z)oT/0TT

MVA

10 kV: 27.405 km
20 kV: 10.920 km

98.95 MW

network : 62,669 km
connections: 36,831 km

Figure 4.2.2. Basic information on the distribution system as of 31 December 2021
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Table 4.2.1. shows indicators for the transmission and distribution system in Croatia from 2017 to 2021.

Table 4.2.1. Indicators for the transmission and distribution system in the Republic of Croatia from 2017 to 2021
Indicator 2017 2018 2019 2020 2021
Maximum daily electricity consumption (GWh/day) 63.1 64.6 61.4 57.3 61.0
Number of transmission systems operators 1 1 1 1 1
Length of transmission network [km] 7,683 7,791 7,758 7,785 7,779
Number of distribution systems operators 1 1 1 1 1
Length of distribution network [km] 140,436 | 138,789 | 140,067 @ 140,969 @ 142,363

4.2.2 Losses in the transmission and the distribution network

Absolute and relative amount of power losses in 2021

Power losses in the transmission network in 2021 amounted to 478 GWh, or 2.0% of total transmitted

electricity (24,199 GWh).

As compared to 2020, the absolute amount of electricity losses in the transmission network was 28.2% higher
than in 2021, while the relative amount was 0.3% higher. These amounts are at the level of losses up to and
including 2018, while losses in 2019 and 2020 were extremely low.
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Figure 4.2.3. shows power losses in the transmission network in the past ten years.
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Figure 4.2.3. Power losses in the transmission network from 2012 to 2021

Power losses in the distribution network in 2021 amounted to 1,212 GWh, or 7.2% of net electricity taken
up, which amounted to 16,877 GWh (net electricity taken up from the transmission network and from
electricity producers in the distribution network, minus the net electricity injected into the distribution
networks of neighbouring countries).

The absolute and relative amount of losses in the distribution network was the lowest in the past ten years,
and significantly lower than in 2020, when losses were unusually high, likely due to difficulties with meter
reading due to the Covid-19 pandemic.

Figure 4.2.4. shows the amounts of losses in the distribution network in the past ten years.
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Figure 4.2.4. Power losses in the distribution network from 2012 to 2021

Purchasing dynamics and cost of electricity to cover losses in 2021

Electricity to cover losses in the transmission network in 2021 was purchased on market principles by long-
term contract awarded by public tender with given quantities and a lowest-price criterion, as well as through
short-term trading on CROPEX.

HOPS acquired a part of the electricity to cover losses in 2021 from basic products (55.7%), 30 MWh/h on a
yearly basis and an additional 5 MWh/h for January 2021. HOPS acquired the remainder on the CROPEX
intraday market and day-ahead market (34.7%), as well as through imbalance settlement (9.6%) (Table
4.2.2.). Although roughly 56% of energy to cover losses was procured through long-term contracts and
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roughly 44% through short-term purchases, due to price increases on the wholesale markets, 65% of the
expense relates to short-term purchases.

Table 4.2.2. Costs of the purchase of electricity to cover losses in the transmission network in 2021

. Cost Unit Unit Share Share

Item Q[téa‘;:;y [mil. [HI:I?/SI:/IW cost* am::mt of cost
HRK] hl [EUR/MWh] (%] [%]

Long-term agreements 266.5 99.6 373.73 49.70 55.7 34.7
Short-term purchase on CROPEX 166.2 141.3 850.18 113.06 34.7 49.2
Imbalance settlement 45.7 46.2 1,010.94 134.43 9.6 16.1
Incurred losses 478.4 287.1 600.13 79.80 100.0 100.0

* The average exchange rate in 2021 amounted to EUR 1 = HRK 7.52

Figure 4.2.5. shows the deviation from plans, contractual schedules, and the calculation of imbalances for
energy purchasing to cover losses in the transmission network; it is apparent that the largest deviations from
the contractual schedule in the first imbalance calculation were in January and December 2021. HERA noted
high imbalances in January and February 2021 and requested a statement, after which HOPS reduced the
imbalances.

[GWh]

® Procurement plan for 2021 -42 -41 -46 -36 -33 -34 -40 -38 -32 -35 -37 -40
m Contractual schedule -42 -39 -35 -40 -36 -29 -33 -34 -37 -33 -33 -40
[ Realization - 1st imbalance calculation = -57 -49 -39 -41 -37 -30 -35 -34 -36 -33 -36 -54
® Realization - 2nd imbalance calculation  -57 -49 -39 -41 -37 30  -35 -34 36 -33 -36 -54

Source: HOPS, HROTE

Figure 4.2.5. Procurement plan, contractual schedule, and realization of electricity losses in the transmission network
for2021

Figure 4.2.6. provides a price comparison for the ITC agreement,22 in accordance with Commission Regulation
(EU) no. 838/2010 of 23 September 2010 on laying down guidelines relating to the inter-transmission system
operator compensation mechanism and a common regulatory approach to transmission charging, for 2021
between individual countries.

22 ITC, ITC Agreement, ITC Mechanism — Inter-Transmission System Operator Compensation (ITC) mechanism
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Figure 4.2.6. Unit prices for covering losses for 2021 for the needs of the ITC mechanism

In order to procure energy to cover losses in the distribution network for 2021, a public tender was issued in
the form of two long-term products — basic and variable. The basic product had a prearranged quantity and
price, while HEP-ODS had the unlimited right to deviate from the framework plan for the variable product.
The price of the variable product is calculated as 75% of the winning price in the public tender and 25% of
the unit monthly price in the second informative imbalance calculation.?3 These products were procured on
a bilateral basis (two long-term contracts) (Table 4.2.3.).

As in 2020, HEP-ODS planned the procurement and bore all positive and negative financial obligations tied
to imbalances in 2021.

Table 4.2.3. Costs for the purchase of electricity to cover losses in the distribution network in 2021

. Unit Unit Share Share
ltem Quantity Cost cost cost* of of cost
[GWh] . [mil. HRK] . [HRK/MW [EUR/MWh] amount %]

h] [%]
Agreement — basic product 722.1 291.0 402.99 53.59 59.6 55.8
Agreement — variable product 668.4 366.5 548.32 72.91 55.1 70.2
Imbalance settlement (1 and 2) -178.6 -135.6 759.24 100.96 -14.7 -26.0
Incurred losses 1,211.9 521.9 430.65 57.27 100.0 100.0

* The average exchange rate in 2021 amounted to EUR 1 = HRK 7.52

It is evident that, by purchasing energy to cover losses in the first half of 2020 when the price of energy was
lower, HEP-ODS mostly avoided the impact of significant price increases in 2021.

HEP-ODS generated significant revenue on the basis of the second imbalance settlement. The highest
revenue was generated in September 2021. HERA requested a clarification, in which HEP-ODS stated that it
had conducted a meter reading campaign and checked for unauthorised consumption, after which it assigned
the difference in the semi-annual reading to consumption in September, which reduced losses. As HEP-ODS
had procured energy to cover losses based on the monthly loss ratio according to the Rules on the application
of standard load profiles, the significant surplus in September was sold in the second imbalance settlement.
Aside from this, a comparison of the market position (procured quantity of electricity) and hourly turnover
in the first imbalance settlement in 2021, it is apparent that HEP-ODS systematically purchased too much
energy, which it then sold in the first imbalance settlement (Figure 4.2.7.).

3 The hourly price on the CROPEX DA market weighted by the load curve of the distribution system (the sum of the product of the
hourly load value of the distribution system and the hourly price on CROPEX divided by the sum of the hourly load values of the
distribution system).
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Figure 4.2.7. Procurement plan, contractual schedule, and realisation of electricity losses in the distribution network for
2021

Monitoring of losses

The previously applicable Electricity Market Act stipulated HOPS and HEP-ODS' requirement to deliver HERA
with a yearly energy procurement plan to cover losses in the distribution network for the following year by
30 September. In December 2021, HERA approved HOPS' yearly plan for 2022, in which HOPS planned
quantities of energy procurement to cover losses in the amount of 447.63 GWh at a planned price of HRK
531.70/MWh, which amounted to a planned cost of HRK 238 million.

In December 2021, HERA approved HEP-ODS' yearly plan for energy procurement to cover losses in the
amount of 1,310 GWh at a planned price of HRK 495.98/MWh, which amounted to a planned cost of HRK
650 million.

An additional requirement is the delivery of a report on the realisation of the annual energy procurement
plan to cover losses in the distribution and transmission network for the previous year up to 31 March of the
current year.

The new Electricity Market Act prescribes the delivery of the same plans and reports related to the
procurement of energy to cover losses with the same deadlines, but requires more detailed content. The
annual plan thus stipulates that the system operator should submit to HERA for approval an estimate of the
guantity and total cost of electricity procurement to cover losses in the transmission and distribution network
for the following year.

As regards the report on the procurement of electricity to cover losses of electricity for the previous calendar
year, concluded agreements on the procurement of electricity to cover losses for the previous calendar year
must be delivered, including data and information about sales transactions concluded on the electricity
exchange or forward market.

Since 2020, HERA has systematically monitored the quantity, price, and purchase cost of electricity to cover
losses in the distribution network on the basis of data delivered monthly by HOPS and HEP-ODS.

Observations on losses in the transmission and distribution network for 2021

On the basis of the results achieved in 2020, HOPS continued to increase its share of procured energy to
cover losses on short-term markets in 2021. However, in the second half of 2021, electricity prices on
wholesale markets unexpectedly increased many times over (a global phenomenon), which led to an increase
in realized energy procurement costs to cover losses (HRK 287 million) compared to plan (HRK 184 million).

HOPS had previously concluded bilateral long-term contracts through which it acquired 49% of the total
planned amount of losses for 2022 as a basic product (basic energy), while it procured the remainder of the
energy in the short-term during Q1 2022.
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In 2020, HEP-ODS conducted a public tender for 2021, 2022, and 2023, which resulted in the conclusion of
two agreements. One of these agreements defined the base product (base energy) at a fixed price, while the
other defined the purchase of a variable quantity of electricity at a price (25%) of which depends on the price
on the short-term markets, which moderated the effect of short-term electricity market price increases on
the realised cost of purchasing energy to cover losses in 2021.

In late 2021, HERA approved HOPS' yearly plan for 2022 in which HOPS planned quantities of energy
procurement to cover losses in the amount of 447.63 GWh at a planned price of HRK 238 million, as well as
for HEP-ODS yearly plan in the amount of 1.310 GWh at a cost of HRK 649.79 million. These amounts were
taken into account when making decisions on tariffs for electricity transmission or distribution. However,
given the situation on wholesale markets in 2022, it is expected that the realized costs of energy procurement
to cover losses in the current regulatory year (2022) will be even higher.

The Rules on the application of standard load profiles prescribe the introduction of variable foreseen monthly
consumption as of 1 August 2021, which should reduce risk between the first and second imbalance
settlement, especially as concerns HEP-ODS' electricity losses. However, HEP-ODS has not yet begun to
introduce this. HERA requested a clarification on the introduction of variable monthly consumption, to which
HEP-ODS responded by claiming problems in changing their business IT system.

In 2020, HERA initiated a study entitled "Guidelines for the Regulatory Treatment of Electricity Losses in the
Electricity Distribution and Transmission Networks in Croatia", which was completed in 2021. The study
analysed the existing treatment of the amounts and volume of losses in costs for defining network usage
tariffs; at the moment this Report was written, HERA was still in the process of improving the regulatory
treatment of losses in defining tariffs.

4.2.3 Development and optimisation of the transmission and distribution
network

Ten-year development plan for the transmission network (2022-2031)

In December 2021, HERA approved the Ten-year development plan for the distribution network from 2022 to
2031, with a detailed elaboration of the initial three- and one-year periods.

In the ten-year period, HOPS plans to invest roughly HRK 4.2 billion of its own resources, HRK 1.6 billion of
already secured EU funds, an additional HRK 942 million from EU funds, and HRK 2.6 billion financed from
connection charges or EU funds (Figure 4.2.8.). In total, roughly HRK 9.4 billion of investments are planned,
taking into consideration an increase in final consumption as well as the construction and connection of
future network users in accordance with the Croatian Energy Development Strategy and the Integrated
National Energy and Climate Plan.

CONNECTION OF FACILITIES 9,391
INVESTMENTS - EU FUNDS
m SECURED EU FUNDS
® INVESTMENTS FROM OWN RESOURCES ¢ 51 2,596
TOTAL g
942
2,483 1,609
2,770
11 113 531
1,345 4,244
2,942
1,302
2022 - 2024 2025 - 2031 2022 - 2031

Source: HOPS
Figure 4.2.8. Investment plan for the transmission network in the ten-year period, [million HRK]
In 2021, a total of HRK 645 million was invested in the transmission network, taking into account all financing
sources. Roughly HRK 42 million has already been used in 2021 on the basis of the NRRP, which is aligned

with national strategic development documents, as well as with European priorities focused on the digital
and green transition, which are founded on the modernisation of the economy and society through increased
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investment in innovation and new technologies. These priorities are embedded in the binding framework of
the Recovery and Resilience Facility, which stipulates that at least 20% of NRRP funds should be directed
towards the digital transformation through investments and reforms, while at least 37% should be directed
towards the green transition and the fight against climate change.

Ten-year development plan for the distribution network (2022-2031)

In December 2021, HERA approved the Ten-year (2022-2031) development plan for the HEP-ODS distribution
network with a detailed elaboration of the initial three- and one-year periods.

Total planned financial investments into distribution network development across a ten-year period amount
to roughly HRK 12.7 billion. Investments conditional upon the connection of new users to the network and
increasing the connection capacity of existing users amount to roughly HRK 4.5 billion (Figure 4.2.9.).

B SECURED EU FUNDS 12,683
CONNECTION OF FACILITIES —8r—
= INVESTMENTS FROM OWN RESOURCES
8.677 4,500
3,150
4,006
8,103
1,350 5527
2,576
2022 - 2024 2025 - 2031 2022 - 2031

Source: HEP-ODS

Figure 4.2.9. Investment plan for the distribution network over a ten-year period [million HRK]

Observations on the development plans for transmission and distribution networks

The approval of ten-year development plans is a precondition for the efficient preparation of construction,
timely planning and ensuring financing, as well as the harmonisation of timelines and competences in the
construction of joint facilities of the transmission and distribution system operators.

During the period under review, interest was expressed in connecting/increasing connection capacity in the
transmission network by about 12,000 MW of plants, mostly RES. The majority of these plants would be
connected in Dalmatia. The peak power of the electricity system is stagnating; rapidly increasing production
on the distribution network will additionally burden the transmission system. Taking this into account, the
greatest reason why the transmission network should be strengthened and developed is the connection of
new plants along the Croatian hinterland. This primarily refers to the creation of technical requirements in
the 110 kV, 220 kV, and 400 kV network in the aforementioned area, i.e. the revitalisation/increase of the
transmission power of existing lines or the construction of new ones and the strengthening of the
transformation capacity.

In accordance with the aforementioned, investments in the ten-year transmission network development plan
are divided into a few basic categories: investments needed for the reliable function of the transmission
system from own funds; investments for which funds have already been ensured from EU funds, primarily
from the NRRP; investments for which financing will be sought from EU funds, and; investments into network
reinforcements needed to connect new network users, mostly production units, which should be financed
out of EU funds on the basis of connection charges.

Investments financed out of the NRRP should be completed by the end of 2026. The most important of these
are:

- theinstallation of three 400/220 kV transformers of 400 MVA at TS Konjsko,

- theinstallation of one 400/110 kV transformers of 400 MVA at TS Velebit,

- anincrease in the transmission power of the 220 kV Konjsko—Krs Padene—Brinje transmission line,
- anincrease in the transmission power of the 220 kV Senj—Melina transmission line,

- theinstallation of two 220/110 kV transformers of 150 MVA at TS Konjsko,

- reconstruction of the 220 kV HE Dubrovnik switchyard,
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- construction of the new 2x110 kV Bilice — Trogir transmission line,

- increase in the transmission power of a series of 110 kV transmission lines along the Adriatic coast,
and

- the replacement of 110 kV submarine cables with an increase in transmission power on the segments
Crikvenica—Krk—LoSinj and Dugi Rat—Brac—Hvar—Korcula.

In 2021, the most important components of the SINCRO.GRID project?4 were installed: Compensation
devices with a total power of 550 Mvar at TS Konjsko (250 Mvar SVC device); TS Melina (200 Mvar VSR
device); TS Mraclin (100 Mvar VSR device), and; a dynamic line rating system. The SINCRO.GRID project is on
the list of EU projects of common interest (PCI project)2> and has been awarded a 51% grant through CEF.26

HOPS and HEP-ODS continued the good practice of harmonising their plans in terms of the construction
dynamics and financing of joint facilities (TS 110/x kV). Investments into large 110/x kV facilities jointly owned
by HOPS and HEP-ODS are conditioned by different multi-year load increase trends; the most common
locations envisioned for new shared facilities are those with strong development in tourism. In 2021, large
facilities TS 110/10(20) kV Zamet and TS 110/10(20) kV Zadar — east were completed and commissioned,
which are of importance to the energy supply of Rijeka and Zadar, respectively.

In the ten-year plan for the transmission network, all projects specified in TYNDP 202027 were considered on
an equal basis as other HOPS investments.

The earthquakes that occurred in 2020 caused damage to a large number of distribution facilities in DA
Elektra Sisak, DA Elektra Zagreb, and DA Elektra Karlovac; of larger installations, the 110/20 kV Petrinja
transformer station suffered significant damage. In 2020 and 2021, HEP-ODS secured a significant share of
the funds needed for renovations. The necessary investments to repair damage to the distribution network
are estimated at HRK 182 million. For 2021, the usual financial resources were earmarked to repair damage
caused by natural disasters in the amount of HRK 15 million; additional funds were earmarked for the urgent
repair of earthquake damage in DA Elektra Sisak and DA Elektra Zagreb from other investment programmes
in the total amount of over HRK 27 million.

HERA approved a change in the financial framework of HEP-ODS's Ten-year development plan for the HEP-
ODS distribution network (2021-2030) relating to the one-year period for 2021 in the amount of HRK 75.5
million for the purpose of earthquake damage repair.

For 2022, financial resources were earmarked to repair damage caused in earthquake-stricken areas of Sisak-
Moslavina County and DA Elektra Zagreb in the amount of HRK 71 million. Investments in 2023 will depend
on the success of the planned investments in 2022.

The ten-year distribution network development plan also takes into account the strategic commitment of
Croatia as concerns the reception of renewable energy sources.

The development of the distribution network is being planned to fulfil criteria of safety of supply, allowed
voltage deviations, and continuity of supply. Ten-year SAIFI, SAIDI, and CAIDI reliability indicators are trending
downward, which indicates an improvement in the quality of electricity supply.

As part of measures for increasing energy efficiency, HEP-ODS also emphasised measures for reducing losses
in the distribution electricity grid. HEP-ODS initiated the implementation of the Smart Grid pilot project,28
co-financed by EU funds. As part of the project, additional investments into the development of advanced
networks of HRK 80.5 million have been planned over a ten-year period.

In general, planned investments in the transmission and distribution network were higher than in previous
years. Based on the plans submitted, HERA is of the opinion that the planned total income of HOPS and HEP-
ODS is sufficient to cover the annual investments in the next three-year period.

24 Project co-financed through CEF. The goal of the project is to improve the voltage quality in the electric power system and use the

dynamic transmission capacity of the existing transmission lines by using advanced technical systems and algorithms.

25 pcy - Projects of Common Interest

26 CEF - Connecting Europe Facility - EU financial instrument for infrastructure investments in the fields of transport, energy, and
digital services (until 31 March 2021)

27 EU Ten-Year Network Development Plan from 2020

28 A smart grid is an electricity grid that includes various activities and metering methods that include smart meters, smart

applications, smart devices, renewable energy sources, energy efficient resources, and high-efficiency devices.
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4.2.4 Tariffs for using the transmission and distribution network and connection

charges

Average network charges

Table 4.2.4. shows the average transmission network charges based on the actual consumption of final

customers, while Table 4.2.5. shows average distribution network charges.

Table 4.2.4. Average transmission network charges for the period from 2016 to 2021
final customer categor 2016 2017 2018 2019 2020 2021
Bon [Ip/kWh]  [Ip/kWh]  [Ip/kWh]  [ip/kWh]  [Ip/kWh] [Ip/kWh]
Non-household ~ high- 8.8 7.7 8.0 7.0 6.6 7.0
voltage
Non-household — medium 77 76 76 70 6.9 6.8
voltage
Non-household — low-voltage 8.9 8.9 9.0 9.1 9.1 9.2
Households 8.9 8.9 8.9 8.9 9.0 9.0
Average for all categories 8.6 8.5 8.5 8.3 8.3 8.3
Table 4.2.5. Average distribution network charges for the period from 2016 to 2021
final customer categor 2016 2017 2018 2019 2020 2021
gory [lp/kWh]  [lp/kWh]  [lp/kWh]  [lp/kWh] = [lp/kWh]  [lp/kWh]
Non-household -  high- i i i i i i
voltage
Non-household ~ ~ medium 14.0 14.0 14.0 11.7 11.6 115
voltage
Non-household — low-voltage 27.5 27.7 28.1 24.7 25.0 24.9
Households 24.5 24.5 24.6 24.6 24.8 24.6
Average for all categories 22.7 22.6 22.7 21.0 21.2 21.0

Depending on consumption category and tariff model, final customers in Croatia are charged tariffs for the
use of the transmission and distribution network for the following tariff elements:

- energy at high/low/uniform daily tariff (HRK/kWh),

- settled peak active power (HRK/kWh),

- excess reactive energy (HRK/kVarh), and
- billing metering point charge (HRK/mo).

Figure 4.2.10. shows the share of tariff items in the total network usage charge (transmission and
distribution), while Figure 4.2.11. shows average prices per tariff element by consumer category and tariff

model.
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Figure 4.2.10. Share of tariff items in the total network usage charge (transmission and distribution) in 2021

LV household Black 22.39 = Working energy [kn]
17.7 50

LV household Red m Settled peak active power [kn]

LV household White w Excessive reactive energy [kn]

LV household Blue = Billing metering point charge [kn]
LV public lighting
LV non-household Red

LV non-household White

MV non-household White 18.37
HV non-household White E:q 6.96 | )
.G

0 10

20 30
[Ip/kWh

Figure 4.2.11. Average prices by tariff element for consumption categories and tariff models in 2021

Figures 4.2.12. to 4.2.18. show average network charges in European countries for final customers in
EUROSTAT's consumption categories DC, IA, IB, IC, ID, IE, and IF2% in 2021.

29 These consumption categories are in accordance with the differentiation among consumption categories and household/non-
household final customer billing metering points, with the corresponding characteristics as noted in Tables 4.4.3. and 4.4.4. of this
report.
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Figure 4.2.12. Average network charges in European countries for household final customers in the DC consumption
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Figure 4.2.13. Average network charges in European countries for non-household final customers in the IA consumption

category in 2021
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Figure 4.2.14. Average network charges in European countries for non-household final customers in the IB consumption
category in 2021

30 450 state and country codes: AL - Albania, AT - Austria, BA - Bosnia and Herzegovina, BE - Belgium, BG - Bulgaria, CY - Cyprus, CZ
- Czech Republic, DK - Denmark, DE - Germany, EE - Estonia, EL - Greece, ES - Spain, Fl - Finland, FR - France, GE - Georgia, HR -
Croatia, HU - Hungary, IE - Ireland, IS - Iceland, IT - Italy, LI - Lichtenstein, LT - Lithuania, LU - Luxembourg, LV - Latvia, MD -
Moldova, ME - Montenegro, MK - North Macedonia, MT - Malta, NL - Netherlands, NO - Norway, PL - Poland, PT - Portugal, RO -
Romania, RS - Serbia, SE - Sweden, S| - Slovenia, SK - Slovakia, TR - Turkey, UA - Ukraine, UK - United Kingdom, XK - Kosovo.

-53-



Annual Report on the Activities of the Croatian Energy Regulatory Agency for 2021

6.0
Network fee — EU 27
5.0
4.0
g
X 3.0 Tan
‘S n
o, IR
2.0 qquw\qu}mﬁ
m .o m - 19 Qo
R e A A RS S
1.0 NNNNNNNN'NNNNOQmmeDm
. NﬁﬂﬁﬁHHNNHm
= H s
W W - o w i o« = w - X T V- x Jd N vy > 5 ox N — oW W
V’D—‘m_ZmEIB%—‘uEEg&gm“'u.ln.azgu':ncu‘nXEELu,_wg

Source: EUROSTAT; data processing: HERA

Figure 4.2.15. Average network charges in European countries for non-household final customers in the IC consumption
category in 2021
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Figure 4.2.16. Average network charges in European countries for non-household final customers in the ID consumption
category in 2021

6.0
Network fee ~ — EU 27
5.0
4.0
S
__‘-_463.0 n
8 w
2.0
~ o
- < < m
o ; ) = =
1.0 NNNNNNNI“-P-I'\LD\D.WK.DMV\M#Q‘
-—1H-—u‘-i‘-u-—c.-cﬁl—a‘-qﬁ._.ﬁzz'_!oomola‘hmmm
= = Rsl (e 8l ol gl =l SlTg
w Now o ~ > w =z 7 @a AR v
BEH5 U8R EQEEBIREEFIEREEITRAEEITQE

Source: EUROSTAT; data processing: HERA

Figure 4.2.17. Average network charges in European countries for non-household final customers in the IE consumption
category in 2021
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Figure 4.2.18. Average network charges in European countries for final customers in the IF consumption category in 2021

The share of individual consumption categories in system operator revenues from transmission network
charges and distribution network charges in 2021 are shown in Figure 4.2.19. Figure 4.2.20. shows the
proportions of individual tariff elements in the revenues from transmission network charges and distribution
network charges in 2021.

Non-household HV; 6.1%

Non-household MV; 20.1%

Non-household LV; 29.2%

HOPS

Household LV; 44.6%

Non-household MV; 14.7%

Non-household LV; 34.7%

HEP-ODS

Figure 4.2.19. Share of individual consumption categories in system operator revenues from transmission network

charges and distribution network charges in 2021

Settled peak active power [kn]; 24.7%

Working energy [kn]; 74.5%

HOPS

Billing metering point charge [kn]; 12.4%

Settled peak active power [kn]; 12.3%

Working energy [kn]; 73.4%

HEP-ODS

Figure 4.2.20. Proportions of individual tariff elements in revenues from transmission network charges and distribution
network charges in 2021

Write-off of receivables for final customers in earthquake-affected areas

On 18 January 2021, the Croatian government adopted the Decision of the government of the Republic of
Croatia regarding the write-off of claims and compensation for claims for energy delivered to final customers
in earthquake-affected areas (hereinafter: Croatian government Decision) for the period from January to
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March 2021. On 25 March 2021, it adopted the Decision of the government of the Republic of Croatia for
April 2021. On the basis of these decisions, all households in earthquake-stricken municipalities and cities,
regardless of the degree of damage they suffered, were freed from paying the cost of electricity. These are
the cities of Petrinja, Glina, Sisak, and Hrvatska Kostajnica, and the municipalities of Lekenik, Sunja, Donji
Kukuruzari, Majur, Dvor, Topusko, Gvozd, Jasenovac, Hrvatska Dubica, Martinska Ves, Pokupsko, and
Kravarsko. In accordance with the aforementioned government decisions, the Shareholders Assembly of
Hrvatska elektroprivreda d.d. adopted a Decision on the write-off of receivables for energy delivered to
household final customers from earthquake-stricken areas (hereinafter: Decision on the write-off of
receivables) on 18 January 2021. Table 4.2.6. shows the amount of transmission and distribution network
charges written off in 2021 based on the Decision regarding the write-off of claims.

Table 4.2.6. Transmission and distribution network charges written off in 2021 based on the Decision regarding the
write-off of claims
Consumptio Tariff Tariff element HEP-ODS revenue HOPS revenue
n category model [HRK] [HRK]
Energy - single tariff 6,041,891 2,471,683
Blue billing metering point charge 1,445,824 12'222223336
energy - higher tariff 9,103,463 4,172,420
White | energy - lower tariff 2,423,989 1,009,996
‘ié " billing metering point charge 1,902,342 12’386(3323336
% energy - higher tariff 148,245 46,327
T energy - lower tariff 43,375 10,844
Red settled peak active power 118,152 71,384
billing metering point charge 7,360 -
Energy - single tariff 3 1
Black
billing metering point charge 6 -
Total: 21,234,650 7,782,654

Decision on electricity transmission tariffs and Decision on electricity distribution tariffs

On 30 September 2021, HOPS and HEP-ODS submitted to HERA a request to change the tariff items for
electricity transmission and distribution. On the basis of the submitted requests and a subsequent analysis,
HERA adopted tariff items that were implemented as of 1 April 2022, as shown in Table 4.2.7.
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Table 4.2.7. Electricity transmission tariff items and electricity distribution tariff items
Unit of "Old" tariff items "New" tariff items
Category/tariff model Tariff element31
measure Distribution  Transmission : Distribution Transmission
ENvr HRK/kWh - 0.04 - 0.04
ENnT HRK/kWh - 0.02 - 0.02
HV Non-household -
White Pv HRK/kW - 14.00 - 14.00
E, HRK/kVarh - 0.16 - 0.16
NK HRK/month - 68.00 - 68.00
ENvr HRK/kWh 0.10 0.04 0.10 0.04
ENnT HRK/kWh 0.05 0.02 0.05 0.02
MV Non-household - Py HRK/KW 12.00 14.00 12.00 14.00
White
E, HRK/kVarh 0.15 - 0.16 -
NK HRK/month 66.00 - 66.00 -
ENsr HRK/kWh 0.22 0.09 0.22 0.09
LV non-household - Blue E; HRK/kVarh 0.15 - 0.16 -
NK HRK/month 41.30 - 41.30 -
ENvr HRK/kWh 0.24 0.11 0.26 0.13
ENnT HRK/kWh 0.12 0.05 0.12 0.05
LV Non-household - White
E, HRK/kVarh 0.15 - 0.16 -
NK HRK/month 41.30 - 41.30 -
ENvr HRK/kWh 0.16 0.05 0.17 0.05
ENnT HRK/kWh 0.08 0.02 0.08 0.02
LV non-household - Red Py HRK/kW 24.00 14.50 24.50 14.50
E, HRK/kVarh 0.15 - 0.16 -
NK HRK/month 41.30 - 41.30 -
LV non-household - ENjr HRK/kWh 0.17 0.06 0.18 0.06
Yellow NK HRK/month 14.70 5 15.45 -
ENsr HRK/kWh 0.22 0.09 0.22 0.09
LV Household - Blue
NK HRK/month 10.00 - 11.60 -
ENvr HRK/kWh 0.24 0.11 0.26 0.13
LV Household - White ENnt HRK/kWh 0.12 0.05 0.12 0.05
NK HRK/month 10.00 - 11.60 -
ENvr HRK/kWh 0.16 0.05 0.17 0.05
ENnt HRK/kWh 0.08 0.02 0.08 0.02
LV Household - Red Pv HRK/kW 24.00 14.50 24.50 14.50
E; HRK/kVarh - - - -
NK HRK/month 41.30 - 41.30 -
ENyT HRK/kWh 0.13 0.05 0.14 0.05
LV Household - Black
NK HRK/month 5.80 - 6.10 -

31 ENst: active energy — single tariff, ENy: active energy — higher tariff, EN,r: active energy — lower tariff, Py: settled peak active
power, Eg: excess reactive energy, NK: BMIP charge.
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According to the new tariff items, increases are expected in the average monthly cost of network charges for
the household category in the amount of HRK 6.51 (an increase of 8.1%), and for the low-voltage non-
household category of HRK 23.12 (an increase of 3.9%) (Table 4.2.8.).

Table 4.2.8. Average increase in network charges after changes to tariff items for electricity transmission and tariff
items for electricity distribution
Electricity Average annual relative increase Average monthly increase in
Category/tariff model sold in charges on a yearly basis [%] charges [HRK]
in 2021 . Transmis e . Transmis
Distribution 3 Total: Distribution . Total:
[MWh] sion sion
HV Non-household - White 1,298,348 0.0% 0.0% 0.0% - - -
\'\A/'/XitNeO”'hwsem'd - 4,355,037  0.2% 0.0% 0.1% 25.90 - 25.90
LV non-household - Blue 184,442 0.4% 0.0% 0.3% 0.48 - 0.48
LV Non-household - White 1,025,406 5.3% 15.0% 7.6% 10.06 9.19 19.26
LV non-household - Red 3,026,648 3.9% 0.0% 2.8% 74.12 - 74.12
LV non-household - Yellow 340,395 5.8% 0.0% 4.4% 13.50 - 13.50
LV Household - Blue 1,468,037 3.3% 0.0% 2.5% 1.60 - 1.60
LV Household - White 5,076,643 8.1% 14.8% 9.9% 5.15 3.55 8.71
LV Household - Red 45,483 3.2% 0.0% 2.3% 15.15 - 15.15
LV Household - Black 6,197 7.2% 0.0% 5.5% 2.10 - 2.10
Total: 16,826,637 4.9% 5.8% 5.2% 5.29 2.69 7.99
HV Non-household 1,298,348 0.0% 0.0% 0.0% - - -
MV Non-household 4,355,037 0.2% 0.0% 0.1% 25.90 - 25.90
LV Non-household 4,576,891 4.1% 3.3% 3.9% 17.84 5.28 23.12
LV Household 6,596,361 6.9% 11.3% 8.1% 4.06 2.45 6.51

Network use tariff for energy producers inject into the transmission or distribution network

The new Electricity Market Act prescribes that electricity producers who have an electricity production
permit are required to pay a network use tariff for the electricity they inject into the transmission or
distribution network. Commission Regulation (EU) No 838/2010 of 23 September 2010 on laying down
guidelines relating to the inter-transmission system operator compensation mechanism and a common
regulatory approach to transmission charging defines a limitation by which the average annual transmission
charge must be no larger than EUR 0.5/MWh. The procedure for determining producer revenue to be
included during the verification of whether this limit has been fulfilled is prescribed in the Regulation.
Defining network charges, according to Article 18.1. of Regulation (EU) 2019/943 of the European Parliament
and of the Council of 5 June 2019 on the internal market for electricity must be implemented such that
production connected to the distribution network is not discriminated either positively or negatively as
compared to production connected to the transmission network. In accordance with the above, HERA's
methodologies for determining electricity transmission and distribution tariffs will introduce tariffs for
energy entities who have a permit to produce electricity on the transmission and distribution network. In
doing so, HERA will adhere to the stated limit of EUR 0.5/MWh for producers on the transmission network,
taking into account that producers on the distribution network must not be discriminated against either
positively or negatively with respect to producers on the transmission network.

Transmission and distribution network connection charges

Consumers connecting to the transmission or distribution network or requesting an increase in connection
capacity pay a connection charge which is defined in the Methodology for establishing charges for connection
to the electric power network for new network users and for increasing the connection capacity of existing
network users (Official Gazette no. 51/17, 31/18, and 104/20). The connection charge is intended to finance
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new connections, create technical requirements in the network, and develop the network. For final
customers with a connection capacity of up to 20 kW (inclusive) who are connecting to the low voltage
network within a radius of up to 400 metres (inclusive) from an existing transformer substation, the
connection charge or the charge for increasing connection capacity amounts to HRK 1,350/kW excluding VAT,
except in the city of Zagreb, where the charge amounts to HRK 1,700/kW.

However, for other final customers, if planned connection costs exceed the funds collected from the charges
by 20% or more, the consumer pays the actual costs of the connection. Until the adoption of new by-laws in
accordance with the new Electricity Market Act, a deep approach will be applied to producers; electricity
producers will bear the cost of connections to the network, as well as the full costs of network reinforcements
required by their connection.

Observations on transmission and distribution charges and connection charges

HEP-ODS' revenues from electricity distribution tariffs in 2021 amounted to HRK 3.264 million, which is 6.9%
more than in 2020. The revenue of HOPS from tariff items for electricity transmission in 2021 amounted to
HRK 1,400 million, which is 8.5% more than in 2020. It should be noted that electricity sales decreased
significantly in 2020 as compared to the pre-pandemic 2019 (a decrease of 5.8%). Economic recovery came
in 2021, and so the quantity of energy sold in 2021 amounted to 16.8 TWh, which was 8.3% more than in
2020.

On the basis of the Decision regarding the write-off of receivables, HOPS wrote off HRK 7.8 million for
household final customers in earthquake-affected areas of Croatia in 2021, while HEP-ODS wrote off HRK
21.2 million for the use of the distribution network. Additionally, in accordance with the Decision on the
write-off of receivables, these final customers will also be forgiven charges for the relocation of their network
connections to temporary accommodation (shipping containers, mobile homes, campers, auxiliary buildings
at the same location), including new connections at the same location, and the later return of these
connections to renovated or new buildings.

On the basis of a request from HOPS to change tariffs for electricity transmission and a request from HEP-
ODS to change electricity distribution tariffs, on 31 September 2021, HERA carried out an analysis and
adopted tariffs to be implemented as of 1 April 2022.

Due to the significant decrease in electricity sales in 2020 (the previous regulatory year for setting tariffs),
the difference between revenues and costs from tariffs was negative for systems operators in 2020. Also,
due to the large increases in electricity prices on the wholesale market and forward contracts markets for
2022, planned expenses for energy purchases to cover losses in 2022 (the coming regulatory year) also
increased as compared to planned costs for 2021. This led HERA to adopt a decision on tariffs increasing
planned revenues from systems operators tariffs in 2022 on the annual level (HOPS by 5.8%, HEP-ODS by
4.9%). However, in order to ease the position of final customers of electricity, it was decided that the new
tariffs would be implemented as of 1 April 2022. Taking this delay into account, the planned increase in
system operator revenues is somewhat lower in 2022 (HOPS by 4.3%, and HEP-ODS by 3.7%).

The new Electricity Market Act replaces the previous deep approach to network connections with a hybrid
approach. The system operator is obligated to create technical requirements in the network in accordance
with the ten-year plans for the development of the transmission or distribution network (hereinafter: 10Y
plan), which must be in line with Croatia's current spatial development strategy and the spatial plans of
counties, cities, and municipalities. Network connections and network reinforcements are also financed out
of connection charges. Charges for connecting energy storage facilities to the network must be based on the
real cost of technical connection to the network in terms of taking up electricity from the network. As the
provisions require system operators to align their 10Y plans with the current spatial development strategy
and spatial plans, and the creation of technical requirements in the network is the obligation of systems
operators in accordance with 10Y plans, it follows that system operators are obligated to finance the creation
of technical requirements in the network out of their own funds in accordance with spatial planning
documents. As it is prescribed that network connections and the creation of technical requirements in the
network are financed out of transmission or distribution charges and connection charges simultaneously,
HERA will adopt a new methodology including a hybrid approach to network connections. In this new
methodology, costs for network reinforcements / increasing the connection capacity of the buildings of
network users will be determined proportionally to the connection capacity by multiplying the amount of

-590-



Annual Report on the Activities of the Croatian Energy Regulatory Agency for 2021

connection capacity with the unit connection price. This shares the cost of network reinforcements among
all network users who pay a network use charge and, proportional to connection capacity, all new network
users who connect to the network or increase their connection capacity. The cost of network reinforcements
needed for connecting new users can no longer be assigned to a specific connection request / request for
increasing connection capacity, as it is charged regardless of whether it is necessary. Although this approach
removes location signals, investors will have clearer information on how much it will cost to connect to the
network, which was not the case with the previous deep approach to defining charges for new connections
or increases in connection capacity. All investors will be in the same position and will jointly share the costs
of network reinforcements. The unit connection price will determine the share of network reinforcements
that will be financed out of connection charges (grant allocation) and the share divided among network users
(financed out of tariffs). Investments from grants do not enter the regulated base price and do not affect
tariffs. The financing of a part of the creation of technical requirements in the network out of EU funds must
thus also be considered, especially the HRK 1.6 billion foreseen in the NRRP for investment into the
transmission network. This kind of financing is also considered grant financing.

The administrative connection process is prescribed through multiple laws and by-laws, the most important
of which are the Construction Act, the Spatial Planning Act, the Energy Act, and the Electricity Market Act.

In accordance with the new Electricity Market Act, the first step in the connection process is now the
issuance of an energy approval (EA); previously, the EA was issued after the issuance of planning permission.
An EA is needed for all production plants except for simple structures. The conditions for obtaining an EA are:
the location where the plant is being built is included in the spatial plan; an opinion has been issued by the
system operator as to whether connection is possible on the basis of a connection study; appropriate
guarantees have been provided. Previously, the process of creating a report on the optimal technical solution
for connecting to the network (hereinafter: EOTRP) on the basis of a conceptual design without the condition
of a spatial plan led to network capacity being reserved for projects that could not be realised based upon
spatial limitations. This approach led to apparent congestion in the network and limited potential RES
projects. The new method of issuing EAs at the beginning of the connection process is expected to result in
a smaller number of projects entering the EOTRP phase, and that these projects will be ready for
implementation.

4.2.5 Unbundling of activities

Transmission system operator

Electricity transmission is performed as a public service, which must be available at all times to all customers
and energy entities at a regulated price and according to the regulated conditions of access and use of service,
with a view to the safety, regularity, and quality of service, environmental protection, energy efficiency and
climate protection; this service is to be performed according to the principle of transparency and under the
supervision of bodies determined by regulations. The transmission system operator shall act in a transparent,
objective, and impartial manner towards all electricity market participants and network users.

On 22, February 2016, after obtaining the opinion of the EC, HERA adopted and published on its website its
Decision on the issuance of a certificate to HOPS according to the model of an independent transmission
operator.

According to Article 19 of the previous Electricity Market Act or Article 100 of the new Electricity Market
Act, all commercial and financial relations between the vertically integrated entity and HOPS must be in
accordance with market conditions; HOPS is obligated to submit all commercial and financial contracts to
HERA for approval prior to their conclusion with the vertically integrated entity. HERA verifies whether the
contracts are market-oriented under impartial conditions.

In accordance with the rules on HOPS' functional independence as an independent transmission operator as
defined by the Electricity Market Act, according to the information available to HERA, neither HEP d.d. (the
owner of HOPS) nor other related companies within the vertically integrated entity exerted any undue
influence on business decisions taken by HOPS' management structure during 2021. Also, during 2021, HOPS'
Management Board took business decisions and represented the company towards all third parties, including
companies and other organisations from Croatia and abroad, in accordance with the aforementioned rules
of functional independence.
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Pursuant to Article 86.12. of the Electricity Market Act, a decision taken by HOPS' Assembly on 6 April 2022
and a decision of the Commercial Court in Zagreb dated 11 April 2022 transformed HOPS d.o.0. into a joint
stock company under the name Croatian Transmission System Operator d.d. (Cro. Hrvatski operator
prijenosnog sustava d.d., HOPS). This change was registered in the Court Register of the Croatian Ministry of
Justice and Public Administration.

Unbundling of business premises
As of 31 December 2021, HOPS was the owner of all business premises in its use.
Independence of the IT system

Throughout 2021, HOPS was fully independent in performing activities related to IT system maintenance and
upgrading.

In 2021, HOPS implemented the Rules on HOPS information system security (adopted in November 2020 by
HOPS Management Board), which was adopted in accordance with the NIS Directive and the corresponding
national legislation and the Croatian Information Systems Security Bureau's best practices. HOPS participates
in the activities of ENTSO-E’s European Network for Cyber Security, from which it regularly receives
information on existing and potential cybersecurity threats to the IT systems of the European transmission
system operators.

Throughout 2021, HOPS implemented a project co-financed with EU funds under the CEF Telecom call —
Cybersecurity under the name of System for Prevention and Analysis of HOPS’s Communication and Network
Security Incidents (E-PASIS). This project is to last 27 months (from September 2020 to November 2022). The
goal of the project is to strengthen HOPS' cybersecurity capabilities. The project implemented new software
to detect and analyse security threats in HOPS' communication network in real time.

As a follow-up to the E-PASIS project, a decision of the EC in April 2021 awarded HOPS co-financing for a new
EU project entitled "Advanced platform for business content and file sharing analysis in HOPS Security
Operational Centre" (e-CYBIS).

During 2021, HOPS took a snapshot of the status of critical information systems (electricity system
management system and associated IT communications infrastructure) in preparation for future 1SO 27000
certification for information systems security in accordance with the practices of EU transmission system
operators, a significant part of which has already been certified according to this standard.

Telecommunications sector unbundling

In 2021, the unbundling of the telecommunications system continued as in 2020, in accordance with the
agreements between HOPS and HEP Telekomunikacije d.o.o defining rights and obligations related to the
lease of telecommunications capacities, telecommunications systems maintenance and lease of premises for
the storage of telecommunications equipment and fibre-optic telecommunications infrastructure.

Procurement of electricity to cover losses

HOPS purchased the entire volume of electricity necessary to cover losses in 2021 under market principles,
without discriminating against market participants.

To procure energy to cover losses in 2021, HOPS carried out four public tenders, which resulted in six
contracts for the delivery of electricity to cover losses in the transmission network. Five contracts were
concluded for electricity delivery periods throughout 2021, of which two were concluded with HEP d.d. and
three with market participants CEZ a.s., GEN-i d.0.0., and HSE d.o.0. One contract was concluded for
electricity delivery on a monthly basis for January 2021 with GEN-i d.o.o.

In order to control liquidity and the price stability of the purchased electricity to cover losses for 2022, HOPS
launched an additional tender in December 2021, for which no bids were received.

Procurement of ancillary services and balancing energy

In December 2020, HOPS began procuring mFRR power reserves and/or balancing energy for system security
through a public tendering mechanism. All balancing energy providers who have a valid balancing energy
supply contract (mFRR) with HOPS had the right to apply. Procurement is carried out in accordance with the
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rules published on HOPS website. HOPS signed eight Balancing Energy Supply (mFRR) Agreements that were
valid throughout 2021 with the following network users who are not a part of the vertically integrated entity:

- ABSSisak d.o.o.,

- Cemex Hrvatska d.d.,

- DS Smith Belis¢e Croatia d.o.o.,

- INA — Rafinerija nafte Rijeka d.d.,

- Messer Croatia Plin d.o.o.,

- Nexed.d,,

- Petrokemija d.d. and

- PSP — Podzemno skladiste plina d.o.o.

Of the total secured mFRR power reserves for system security, the majority (73.9%) is still provided by the
dominant provider (HEP Proizvodnja d.o.o. as part of the vertically integrated entity), while the remainder
(26.1%) is provided by the aforementioned eight providers of balancing services.

Electric power system balancing

In accordance with the EBGL Regulation, HOPS is required to publish balancing reports at least once every
two years for the previous two calendar years. The report for 2018/19 has been published on HOPS'
website,32 and contains data on the conditions and provisions for balancing in the Croatian electricity system
for the reporting period. HOPS regularly publishes monthly system balancing reports on its website.33

HOPS publishes data on electricity system balancing for the Croatian regulatory area on the Central
Information Platform for the transparent publication of basic energy and market data, which serves as a
source of information for market participants.

Relations with transmission network users and the connection of new users

As concerns HOPS activities towards network users (parts of the vertically integrated entity and third parties
outside the vertically integrated entity), HOPS undertook no discriminatory behaviour that might have given
the vertically integrated entity a privileged position over any other network user. Also, HOPS did not
discriminate against third parties as users of the transmission network.

Electricity supply to HOPS' business premises

As an electricity buyer for end consumption in its business premises, after a public tender carried out for one-
year electricity supply, pursuant to the Public Procurement Act and with the prior approval of HERA, HOPS
concluded an Agreement on final customer supply for a one-year period with HEP-Opskrba. Until the
implementation of the new agreement, which will be implemented as of 1 December 2021, HOPS used the
guaranteed electricity supply public service provided by HEP Elektra d.o.0. as guaranteed supplier to
purchase electricity for final consumption in its business premises.

Cooperation between HOPS and other institutions in Croatia and abroad; participation in the co-founding
of business entities

According to the information available to HERA, during 2021, neither HEP d.d. nor other parts of the vertically
integrated entity influenced the cooperation, decision-making, or ownership rights of HOPS in companies
and organisations of which it is the co-founder or co-owner, or in whose work it participated.

HOPS is the co-founder of HEP-Telekomunikacije d.o.0., in which it has a 13.73% share of ownership. This
business entity provides telecommunications services to HOPS and other entities within the vertically
integrated entity, under conditions defined by its founding act, agreements with entities in the vertically
integrated entity and with HOPS, and conditions from HOPS' certificate according to the model of an
independent transmission operator.

32 https://www.hops.hr/izvjesce-o-uravnotezenju-ees-a

33 https://www.hops.hr/izvjestaji-uravnotezenje
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Distribution system operator

Pursuant to the Electricity Market Act, HEP-ODS is responsible for ensuring the principles of transparency,
objectivity, and impartiality, and is obligated to submit an annual report to HERA on this subject.

On 7 April 2022, HERA received a Report on the implementation of the distribution system operator's
obligations in accordance with the principles of transparency, objectivity, and impartiality for 2021 from HEP-
OoDs.

During 2021, HEP-ODS performed the activity of electricity distribution in accordance with the principles of
transparency, objectivity, and impartiality. The Management Board of HEP-ODS and all employees with
special authority took decisions and undertook business tasks independently of the applicants who had
submitted them, respecting the principle of impartiality.

Financial and other commercial relationships between HOPS and other companies from the vertically
integrated entity

HEP-ODS and HEP d.d. have concluded an Agreement on mutual relations, which is an integral part of the
methodology for calculating the cost of services offered to HEP-ODS (accounting services, public
procurement, IT and communications systems, legal services, human resources management, etc.).

HEP-ODS prepares distribution network development plans with prior approval from its parent company HEP
d.d. as regards the financial framework and established debt projections. Parent company HEP d.d. approves
the financial framework and structure of financing for one-year business and investment plans in accordance
with the Electricity Market Act. Consequently, HEP-ODS has real decision-making rights independent of its
parent company HEP d.d., given the fixed assets required for the operation, maintenance, and development
of the network within the approved financial framework.

During 2021, financial resources for operations, maintenance, development, and construction in the
distribution network were available in accordance with the business plans and decisions of parent company
HEP d.d.

HEP-ODS compliance programme

In early 2022, HEP-ODS adopted a new Compliance programme for HEP-Operator distribucijskog sustava
d.o.o. (hereinafter: Compliance Programme) in accordance with the provisions of the new Electricity Market
Act.

The Compliance Programme establishes measures that exclude the possibility of biased behaviour in HEP-
ODS' operations, as well as the appropriate monitoring of the implementation of the Compliance Programme,
and special obligations of HEP-ODS employees and the HEP-ODS Compliance Programme Monitoring
Committee.

The Director of HEP-ODS and employees with special authority do not participate in the management
structures of the vertically integrated entity, which are directly or indirectly responsible for the activities of
electricity production, electricity transmission, and electricity supply.

During 2021, the HEP-ODS Compliance Programme Monitoring Committee received no written complaints
regarding non-compliance with the Compliance Programme.

Development of the IT system with users

The introduction of a new business information system (SAP) at HEP d.d. for the needs of HEP d.d. and its
subsidiaries in 2021 resulted in certain business processes at HEP-ODS slowing down and an increase in the
time needed to address the requirements of users (existing and future network users, measurement data
users, etc.), which resulted in the worsening of service quality indicators. This also had adverse effects on the
timeliness and completeness of delivery of HEP-ODS data to HERA. This situation resulted in significant
backlogs in most distribution areas. These issues with the business information system and backlogs have
not yet been resolved.

Procurement of electricity to cover losses

In April 2020, HEP-ODS pre