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INTRODUCTION

On 1 July 201 3Croatla Is becoming
28th EU Member Country, By that
time it has an obligation of harmo-
nising its legislation and practice in
energy sector with acquis com-
munautaire of EU. In pre-accession
phase Croatia successiully closed
the negotiations with EU regard-
ing Its 15th Chapter on Energy and
undertook the obligation to Imple-
ment in its national legislation EU
rules on energy market liberalisa-
tion including also 3rd Energy Pack:
age. The deadline for implementa-
tion of 3 Energy Package (3 March
2011) already elapsed and the date
of adjoining of Croatia with EU is
rapidly approaching. To insure suc-
cessful adjalning, In February 2012
Croatian Government accepted the
programme according 1o which,

in course of 2012, the Government
intends to propose to the Croa-
tlan Parllament for discussion and
adoption amendments to majority
of energy related laws, Croatia has
intensive and hardwaorking year
ahead that will, by iImplementation
of EU rules, cause Important and
permanent changes to the Croatian
energy sector,

Croatlan energy market goals are
set in Strateqy of Energy Develop-
ment issued in 2009 as security of
supply (energy independence),
competitiveness and sustainabil-

ity. The Strategy envisaged that
Croatia would meet these goal until
2020 and It basically foresees the
changes of national energy mar-
ket in alignment with strategies of
energy development as set by other
EU countries In accordance with EU
energy strateqy of 209 decrease

of emissions, 20% renewables in
gross direct consumption and 20%
decrease of total energy consump-
tion all untll 2020 (20-20-20 untll
2020 goals),

One of the biggest issues that arose
as the consequence of Implementa-
tlon of 39 Energy Package is future
structure of HEP (Hrvatska eletro-
privieda dd. - vertically integrated
energy company) and HEP-OPS

(Croatlan transmisslon system opera-

tor - currently subsidliary of HEP), At
the moment, the majority opinion

is that HEP-OPS should underga 11O
(Independent Transmission Opera-
tor) structire and ramaln within HEP
as vertically integrated company, By
accepting this structure, instead of
ownership unbundling, privatisa-
tion process would be avolded and
potential public interest preserved,
This issue is expected to be re-
salved by Government’s proposal of
amendment to the Electricity Market
Act. The intended recrganisation of
electro-energy sector would define
future model of wholesale electricity
market, The final goal of the regula-
tors In attalning the competitiveness
of Croatian electricity market should
be that the independent bodies or
agencies determine the price and
tariffs for grid connection and use,
while market mechanism would

define the price of energy,

Majority of Croatian energy market
5 still state owned. This s partly due
ter the heritage of state owner-

ship arising from social ownership
concept of last regime and current
regulatory framework, but moreo-
ver due to the fact that certaln
investments in energy sector
considering the calculation of cost
effectiveness, potentials of profit
return,carry more or less aclvan-
tages for commercial competitive
environment, For that reasons, “old”
enerqgy sectors and infrastructure
are state owned, while renewables
are In private ownership and more
investrment oriented,

RENEWABLES

in last five years the renewable
energy prajects experienced great
‘boom’in Croatia, In attempt of
reaching the goals determined

by the Strategy of Energy Devel-
opment, as well as meeting the
requirements of 37 Energy Package,
private investors entering Croatian
renewables energy market recelved
open support from the state bodles
and competent agencies responsi-
ble for approving such projects,

Development

According to the Register of the
renewable energy projects main-
tained by the Ministry of Economy,
Labour and Entrepreneurship
(OEILPP), there are 640 registered
renewable projects in Croatla,

In first years the emphasis was
on wind power, while recently it
shifted to solar. Currently there
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are nine operational wind farms

in Croatia (129,75MW) and several
in development phase, According
to the information of HEP system
operator, In January 2011 Croatla
had around 900 MW of patential

in wind power on 26 locations,
Currently in the Registry of renew-
able energy projects (OEIKPF) there
are more registered on-going wind
energy project than the possibili-
ties for connection to the grid, The
priority arder Is managed by the
arder of reglstration with the OF-
KPP and it cannat be determined
with certainty which of registered
projects will eventually be finalised
and operational,

Lately, the interest shifted from
wind energy to solar, This change
occurred due to smaller scale
investments (mastly households or
companies though ool mounted
solar systems), cheaper inputs,

less complex procedure and lesser
reduction of feed-in tarlff. Accord-
ing to OFIKPE there are around 300
on-going solar projects registered
in various phases of implementa-
tlon. Total power from solar systems
in Croatla is reaching 2 MW, Con-
sidering the number of registered
an-going projects, it is expected
that share of total power from solar
energy will Increase.

As 1o hydro energy, Croatia has
more than half of its sources from
hydro power plants and by that it is
ane of the leading countries in the
reqgion in production of electricity
from renewables, Today, there are
26 hydro plants and there is still

high potential in hydro energy,
especially for small size hydro plants
up to 5 MW, According to the meas-
urements of avallable sources con-
ducted since 1980 and noted with
the Croatian Hydro Power Cadastre,
there is a potential for construction
of hydro plants up to 125 MW. It

is expected that new Investments
will be directed into hydio energy
sector,

Croatla also has three operation
blomass power plants (12,7 MW),
six thermal biogas power plants
(5,13 MW), small hydro power plant
of 30 kW and three cogeneration
plants with total power of 10,493
VY,

The decrease of interest of private
sector for investment In renewables
in Croatla was caused by recent
change af feed-in tariffs in 2012,

Change of feed-in tariffs
Statutory provisions regulating the
Croatian electricity market, similar
to other countries, envisaged fee-in
tariffs for all producers of electricity
from renewables (except for the
hydra plant above 10 MW). Moreo-
ver, the systemn operator has legal
obligation of securing the takeover
ol electricity of all, so called, “privi-
leged producers”. The takeover of
electricity and payment of feed-in
tariffs is guaranteed by bilateral
contracts concluded with Croatian
Energy Market Operator (HROTE).

The first feed-in tariffs, passed In
2007, drew attention of many
private investors and renewables

projects started to develop with
rapid growth in Creatia, However,
in June 2012, after long discus-
slons and objections of on-going
project holders, the new feed-in
tariff was passed which signifi-
cantly decreased repurchase prices
for almaost all renewables, except
for small hydro-plants. For some
categories the feed-in tarlffs are
decreased for almaost more than
30%. As consequence, profit return
period become longer and financ-
ing of projects more expensive,
Mew Tarlff tried to balance with
these consequences by prolong-
ing the guaranteed repurchase
period from 12 to 14 years. Only
indebt cost analysis could confirm
il such prolongation of repurchase
p('rir:.lﬂ could be seen as balance
of decrease in prices. Allegedly,
according to the legislator, the
reasoning behind such decrease Is
the intention to adjust feed-in tariffs

systems to the EU levels, However, if

Croatla Intends to fulfil its renewa-
bles energy goal set by Strategy of
Energy Development until 2020,
some other types of benefits or
incentives will have ta be reconsid-
ered to entlce more the investment
in renewables energy sector.

GAS

Croatian gas market is fully opened
since 2008, Total primary energy
consumption from natural gas in
Croatia is araund 27%, More than
half of natural gas production is
from domestic sources, In attaining
the goals of sustainability of sup-
ply far end users, in its Strategy of
Energy Development, the Govern-
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ment Intended to suppart invest-
ment in construction of natural

gas thermal plant and to construct
such plant of at least 800 MW until
2013, Recently, the local commu-
nity Initlated big debate with the
Government In attempt to redi-
rect currently the biggest energy
project (construction of thermal
power plant Flamin C = 500 MW)
from coal based thermal plant to
natural gas thermal power plant.
The tender procedure for construc-
tion of coal based TPP Plomin C has
started. It seems that in practice the
goals from the Strategy of Energy
Development have changed.

Croatia-Hungary Interconnec-
tion Pipeline

In 2011 Croatian gas transport
systermn was connected to Hungar-
lan pipeline and by that, after 33
years of connection only through
Slevenian pipeline, Croatia diversi-
fied its sources and potentlal export
of natural gas (in case of construc-
tion of LNG terminal), This new
streamline and use of infrastructure
of Plinacro (Croatlan gas transport
system operator) could enable
Croatia to carry oul new interna-
tlonal pipeline projects,

South Stream Pipeline

Such important plpeilne project
that would influence Croatia's role
in the International gas market is
the path of South Stream Pipeling,
Although still discussed, the unoffi-
clal information claim that Gazprom
and Plinacro have reached an
agreement on the technical details
of the pipeline and thus that the

pipeline route shall pass through
Croatia, Until naw, this Informatlon
has not been confirmed, Allegedly,
if the pipeline would be construct-
ed through Croatla, the respective
part af the pipeline would be 270
kilometres long, This would define
Croatia as transit country with ad-
Joining benefits of such status,

LNG Terminal

Seven years ago consortium of
several largest European engrgy
companies - Hungarlan OMY, Ger-
man O, Slovenian Geopling RWE
and French Total, started negotia-
tions regarding the construction

of LNG terminal on the island of
Krik (Omisal) in Croatia. Due to the
economic crises and fall of gas
consumption in Europe, the interest
for LNG terminal decreased and the
consortium postponed reaching its
decision for going on with the pro-
ject. In 2012, Croatian Government
announced buying off the LNG ter-
minal project from the consortium
and finalising the construction by
themselves, There are still uncer-
tainties as to the economic viability
of the whole project for Croatia;
aspecially having in mind the price
competitiveness of gas transported
though pipelines,

ENERGY EFFICIENCY

Energy efficiency program has
heen initiated in Croatia In 2005
and develaped in three directions:
efficient energy consumption in
towns and counties; introduction
of efficient energy consumption
in public buildings; and ralsing the
energy awareness of end-users,

In 2009 the Government adopted
the National Energy Efficiency Plan
2008-2016 which determined the
national goals In accordance with
the requirements of Directives on
energy efficiency, Recently, num-
ber of projects have been initiated
In pursue of the goals of meeting
the objectives of efficient use of
energy. Itis planned that the direct
consumption will be decreased

up to 9% until 2016 and 10% until
2020. In May 2012, by the amend-
ments 1o law on energy efficiency
in direct consumption, Croatla met
conditions of Directive 2010/31/EU
Intraducing the energy efficiency
certificates and “pay as you save’
financing scheme, Except within
such, so called, ESCO scheme, the 4
incentives and specialised support

for energy efficlency projects can i
be ebtained directly from the Fund
for Enviranment Piotection and
Energy Efficiency (the fund compe-
tent for energy efhiciency pragrams 1
and projecis), Recent examples

of energy efficiency projects for
reconstruction and construction of
public buildings (schools, spot cen-
tres, hospltals, etc) were conducted
through public private partnership
seheme and linanced by private
Investments,

BT -

EMISSION TRADING SCHEME

In April 2007 Croatla ratified kyoto

Protocol and undertook the ob-

ligation to decrease greenhouse

gas emissions for 5% in period

between 2008 and 2012, As future '
EU member, in 2008 Croatia intro-

duced inta its legislation rules by

which it would harmaonise with EU
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emission trading schemes (EU ETS)
and reach the goals as defined by
Kyoto protocol. By the EU Acces-
sion Agreement Croatla undertook
the obligation to limit the increase
of emissions for 119 until 2020 in
comparlson ta the levels from 2005,
As the first step, In 2008 Croatla
made National inventory of green-
house gas emissions for sectors
within the emission trading system,
followed In 2009 by the natlonal
allecation plan and arganisation of
registry of greenhouse gas emis-
sions. A scheme for greenhouse
gas emisslon allowance trading

has been established In Croatia
between 2010 and 2012 in two
phases of which first phase in-
cluded emission manitoring and
issuance of emission allowances,
while the second phase will start
after joining the EU and granting of
emission units and their trading on
international market. The Croatlan
Registry for Greenhouse Gas Emis-
sions is linked to the International
Transaction Log (ITL) and after con
nectlon of Croatlan registry to EUTL
(Furopean Union Transaction Log)
on 1 January 2013; the updated
data of Croatian Registry will be-
come avallable. Plants operating in
the energy sector (above 20 MW),
cement production and processing,
petrochemical sector, iron and steel
praduction and processing, mineral
industry and other typical emission
sectors, including the alrcraft Indus-
try (since 2012) are subject to the
ernission trading scheme, After 1
January 2014, also all flights from or
to the EU member states territories
will be Included.

In July 2012 Croatian parliament
adopted new Implementation
legislation for greenhouse gas
emissions and trading schermes

by which Croatia is preparing to
become part of EU ETS market after
1 January 2013,

As the consequence, Croatia is
currently facing new challenges in
setting up the national prerogatives
to become a part of ETS market.
Existing entrepreneurs in order to
secure their right 1o emission allow-
ances will have efther to decrease
pollution by reconstruction and
implementation of green energy
measures of face the obligation of
buying additional emission units,
Majority of target plants are state
owned energy companies and the
maost of the renovation and invest-
ments for decrease of emissions
should be made by these compa-
nies. However, by the Accession
Treaty, Croatian Government man-
aged o negatiate poastponement
for obtaining the environmental
licences until 2017 for two biggest
pollutants - HEP and INA, It is dif-
ficult to foresee how the "20/20/20
in 2020"goal will be achieved if the
Government left only three years for
fulfilment of biggest investments In
energy sector,

LATEST DEVELOPMENTS
Plomin 3

In August 2012 a tender for one of
the biggest energy projects — the
construction of the Thermal Power
Plant Plomin C was published,
This project is estimated at value
al roughly 800 million Euros, The
foreseen power of the C-block of

TPP Plomin (so called Plomin 3) is
500 MW and the plant should cover
17.5 % of Croatla’s electricity needs,
Fallowing the environment impact
studies, the project got a green
light. The public tender process

for selection of a strateglc partner
is currently being conducted by
HEP, The governing criteria for the
selection of a strategic partner are
technology (know-how), access to
financial markets and conditions
thereol, involvernent of local indus-
tries in the project and deadline
compliance. The final decision on
the strategic partner Is expected

o be made by the end of the first
quarter of 2013,

Project Kosinj-5enj

After much discussion in 2012,
lhi:,'rt? i5 4 new announcement :‘Jf
HEP'S secand largest praject in
Croatia next ta Plomin 3, electro
energy project Kosinl-Sen|. This pro-
ject should involve the increase of
curfent accumulation, construction
of new tunnel, increase of compen-
satlon pool, construction of hydro
power plants Sen) 2 and Otodac,
The expected start of the project is
planned for March 2013; howoever,
there are still open ssues with local
community,

Ombla

Several years ago, HEP proposed
the project of constructing the
hydroelectric power plant Ombla in
the Dubrovnik region, The foreseen
power of the plant is defined at 68
MW, There are ather energy projects
that might come into life in the
area of Dubrovnik and the Neretva
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river region, However, the prajects
have caused Fany Controversies in
public due to their negative impact
on environment and thus the future
of these projects is still not clear,

CONCLUSION

The gaoals set in 2009 Strategy of
Energy Development, as well as

the new Government's Accession
Programme for 2012, laid down in-
tensive tasks list for Croatian energy
sector for the upcoming period tll

1 July 2013, The adoption of new
legislation will result not only with
the changes in existing procedu
res and setting up new energy

law framewaork, but also with new
practices for Croatian, still not
developed and not enough compe
titive market, in that way creating
new challenges for the investors,
Frequent change of legislation and
lack of practice in implementation
of energy project caused failure of
number of energy investments in
past, Although the harmonisation
should bring more common prac-
tice as tested in EU member state
markets, it still represents challenge
for Croatlan competent state bodies
and agencies, as well as energy law
practitioners, Like before, Croatia
will again need some time to adjust
to the new framework. This would
especlally apply to the emissions
trading on international market,
For 2012, Croatian Government
announced number of energy
projects including the reconstruc-
tlon of the grid and construction of
several power plants, investments
in renewables and potential priva-
tisation of HEP. High importance is

given 1o energy efficiency projects
of comprehensive reconstruction
of public bulldings, ralsing of public
awareness and structuring Incen-
lives schemes [or entrepreneurs,
From Government's announce-
ments of future actlon and amen-
dments of legislation it seems that
there is a persistent will of attaining
the goals of security of supply and
sustainability prior to opening of
domestic energy market and by
that creating Croatian energy mar-
ket competitive to other EU mem-
ber states, If fulfilled, all announced
projects would Indeed ensure good
positioning of Croatia at the EU
energy market, However, for now it
is difficult to foresee the source of
financing for such blg investments.
The energy comimunity 1s of the
opinian that such financing could
only be abtaining from sale of part
of Croatla’s energy portfolio, which
in past did not end up with posi-
tive consequences for the public
interest, Public private partnership
scheme is also seen as potential
exit route for enforcing announced
prajects, Althaugh natural resouir-
ces of Croatia allow development
of sustainable and quality energy
projects, due to economic crisis in
last years, there are only few market
players who could support big
energy investments, Faregoing year
will b Breaking point for Croatian
energy market and its positioning
in EU energy set-up.
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Introduction

e United Kingdaom (LK) has,

until relatively recently, relied on the
wealth of energy resources found
within Its shores, Essentlally, It has re-
lied on the use of its coal, oil and gas
supplies, However, the depletion of
the UK domestic fossil fuel reserves,
together with projected growth in
global energy demancd has led a
push towards exploiting renewable
fesources,

Following referenda in Scotland and
Wales in 1997, and In both parts of
Ireland in 1998, the UK Parliament
transferred a range of powers to
national parliaments or assemblies,
The Scottish Parllament, the Mational
Assernbly for Wales and the Northern
Ireland Assembly were established,
and took control in 1999, Many pow-
ers and responsibllities in the energy
sector have been devolved 1o Scot-
land, Wales and Narthern Ireland,
The UK submitted its National
Renewable Energy Action Plan (NAR)
pursuant to the Renewable Energy
Directive (2009/28/EC) on 1 July
2010, The NAP provides details of a
set of measures designed to enable
the UK to meet its 2020 targets.
However, the UK plans to go further,
with a view to securing lts energy
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