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1 Overview of Natural Gas Sector

1.1 A brief outline of your jurisdiction’s natural gas
sector, including a general description of: natural gas
reserves; natural gas production including the extent
to which production is associated or non-associated
natural gas; import and export of natural gas, including

liquefied natural gas (LNG) liquefaction and export
facilities, and/or receiving and re-gasification facilities
(“LNG facilities”); natural gas pipeline transportation and
distribution/transmission network; natural gas storage;
and commodity sales and trading.

In 2017, gross inland consumption (production + imports
— exports + storage variations) of natural gas in Croatia
amounted to 2.5 Mtoe, whereas about 1.2 Mtoe thereof was
covered by domestic production of natural gas [https://ec.cu-
ropa.cu/energy/, Statistical Pocketbook 2019, page 200]. At the
moment, Croatia is not completely dependent on the import of
natural gas because about 39.6 per cent of natural gas supplied
in 2017 was covered by domestic production from fields in the
Pannonian basin and from offshore fields in the North Adriatic.
The remaining demand was covered by imports of natural gas
[Annual Energy Report for 2017 of the Croatian Ministry of
Environmentand Energy, Energyin Croatia 2017, page 134, avail-
able at https://mzoe.gov.hr/UserDocsImages// UPRAVA%20
ZAY%20ENERGETIKU/Energija_u_Hrvatskoj//Energija%20
u%20Hrvatskoj%202017.pdf]. In 2018, the entry of gas into the
transmission system reached 29.541 million kWh, out of which
9,664 million kWh (32.7 per cent) originated from domestic
production, 15,535 million kWh (54.6 per cent) from imports
and 4,342 million kWh (14.7 per cent) from the underground gas
storage facility PSP Okoli (UGS Okoli) [Annual Report 2018
of the Croatian Energy Regulatory Agency, page 108, available
at www.hera.hr]. Due to the continuous decrease in domestic
production, Croatia’s dependence on gas imports is expected to
grow significantly in the future.

In the Croatian gas and oil industry, the key market player is
INA-INDUSTRIJA NAFTE d.d. (INA), a vertically integrated
company 49.08 per cent owned by MOL Hungarian Oil and Gas
Plc., 44.84 per cent owned by the Republic of Croatia and 6.08
per cent owned by institutional and private investors [www.ina.
hr]. As regards the ongoing INA-MOL dispute, please see ques-
tion 13.2 below. At the moment, INA is the only producer of
natural gas in Croatia.

Although the Croatian gas market has legally been liberalised
since 1 August 2008, the first signs of de facto opening of the
market have occurred in the gas season 2012/2013 following the
removal of a price cap for gas supply to eligible customers (but
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only in relation to non-household customers), and new whole-
sale suppliers entering the market.

On 1 April 2014, the State-owned electricity company
Hrvatska elektroprivreda d.d. (HEP) was appointed the new
supplier on the wholesale market in Croatia. In the transitional
period, HEP remains the key wholesale gas supplier to other
Croatian suppliers with public service obligations (PSOs) for
the needs of household customers until 31 March 2021. During
this period, the price at which HEP then sells gas to other PSO
suppliers has remained regulated. In addition, HEP has been
awarded 60 per cent priority for booking storage capacity with
the UGS Okoli.

In 2018, the market share held by the major gas suppliers were:
HEP with a market share of 27.4 per cent; HEP-Trgovina d.o.o.
with a market share of 31.2 per cent; INA with a market share
of 15.4 per cent; and PRVO PLINARSKO DRUSTVO d.o.o.
(PPD) with a market share of 12.2 per cent (Annual Report 2018
of the Croatian Energy Regulatory Agency, page 109, available
at www.hera.hr).

The new Croatian Gas Market Act (ZTP) [Zakon o trFistu plina,
Official Gazette no. 18/18] came into force on 3 March 2018,
with the primary aim of regulating the rights and obligations of
participants in the Croatian gas market pursuant to the Third
Gas Directive (2009/73/EC) (see question 14.1 below).

Gas transmission, distribution and storage of natural gas are
regulated energy activities performed as a public service. The
ZTP provides for a new unbundling regime with the following
three models: (i) the ownership unbundling model; (ii) the inde-
pendent system operator (ISO); and (iii) the independent trans-
mission operator (ITO). However, the legal unbundling process
of the activities related to gas transmission and gas storage has
already been carried out.

Domestic transmission lines are owned and operated by the
100 per cent State-owned company PLINACRO d.o.o., which
was separated from INA in 2002. In 2007, PLINACRO was
designated as the transmission system operator (TSO) for
a period of 30 years. In line with the ZTP, PLINACRO still
remains to be certified as an ownership unbundled TSO. The
gas production fields of the Pannonia and North Adriatic, the
UGS Okoli, 35 distribution systems and 12 final customers are
connected to the transmission system [Annual Report 2018 of
the Croatian Energy Regulatory Agency, page 95, available at
www.hera.hr]. The Croatian gas transmission system is 2,693
km long and has been continuously expanded in recent years
[www.plinacro.hr]. Under the previous PLINACRO?’s Plan for
the Development, Construction and Modernization of the Gas
Transmission system of the Republic of Croatia in the period
2002-2011, the regional gas pipeline network Lika — Dalmacija
from Bosiljevo to Split was completed in May 2013. Although
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PLINACRO’s expanded gas pipeline network now covers around
95 per cent of the Croatian territory, the distribution system
and gas consumption do not follow the development of the
transmission system. In December 2017, a new PLINACRO’s
Ten-Year Development Plan of the Croatian Gas Transmission
System in the period 2018-2027 [Ten-Year Plan, Desetogodisnji
Pplan razvoja plinskog transportnog sustava Republike Hrvatske 2018.-
2027, available at www.plinacro.hr/UserDocsImages/doku-
menti/Desetogodi%C5%A1nji%20plan%20razvoja%20PTS
%202018-2027.pdf] was approved by HERA. The current
gas supply forecasts indicate the need for further transmis-
sion capacity and significant investment in the construction
of new parts of the gas transmission system with regard to its
integration into new strategic supply projects. Therefore, the
two most important projects under the Ten-Year Plan are the
planned construction of the LNG terminal on the Island of Krk
in the North Adriatic and the Ionian-Adriatic Pipeline (IAP).
The IAP project intends to connect the Croatian and Albanian
pipeline system with the Trans Adriatic Pipeline (TAP) [TAP is
part of the EU-designated Southern Gas Corridor with a length
of 800 km, running from Greece to Italy, via Albania and the
Adpriatic Sea]. The total gas pipeline length from Croatia (Ploce)
to Albania (Fieri) is 540 km and has an annual pipeline capacity
of 5 billion m3/year. This is a strategically important project,
the implementation of which will enable the creation of a new
energy corridor for the region of South-East Europe, with the
aim of establishing a new supply of natural gas from new sources
— the Caspian and Middle Eastern regions.

Currently, two cross-border interconnections in Croatia
exist, those being (i) interconnection Dravaszerdahely—Donji
Miholjac (Hungary—Croatia), and (ii) interconnection UMS
Rogatec (Slovenia—Croatia). Up until recently, only gas imports
from Slovenia and Hungary to Croatia were possible. But now,
gas can also be exported from Croatia to Slovenia and the
firm capacity is available from January 2019. As regards gas
exports from Croatia to Hungary, only the interruptible capacity
product is currently available, whereas the firm capacity product
is expected to be available from 1 January 2020 [Annual Report
2018 of the Croatian Energy Regulatory Agency, page 98, avail-
able at www.hera.hr]. In this context, the Ten-Year Plan also
addresses the problem of the security of supply, N-1 criterion
and bidirectional flow at the interconnections. Therefore, and
to avoid possible physical congestion in the gas pipeline network,
the centrepiece of the Ten-Year Plan is projects for the construc-
tion of compressor stations and new interconnection gas pipe-
line in the direction of Lu¢ko—Zabok—Rogatec (Slovenia) with
a capacity up to 5 becm/a [PLINACRO?’s Ten-Year Plan, pages
53-56]. In addition, the Ten-Year Plan anticipates projects
for connecting the Croatian gas transmission system to the
gas transmission systems of other neighbouring countries (e.g.
Bosnia and Herzegovina, Serbia and Montenegro). A number
of new planned projects have been included in the EU Projects
of Common Interest (PCI) and Projects of Energy Community
Interest list (PECI).

In 2018, there were 35 active gas distribution operators in
Croatia, among which the two most important are GRADSKA
PLINARA ZAGREB d.o.o. and HEP-PLIN d.o.o. The total
length of the gas distribution network in Croatia at the end of
2018 was 19,448 km.

The only underground natural gas storage facility in Croatia
is the UGS Okoli located near the city of Sisak with a total
gas storage capacity of 5.05 TWh. The gas storage operator is
PODZEMNO SKLADISTE PLINA d.o.0. (PSP) [www.psp.
hr]. This company was legally unbundled from INA and bought
by the State-owned PLINACRO in 2009. The gas storage oper-
ator PSP continues to expand the UGS Okoli to increase gas
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storage capacity, as well as to decrease negative environmental
impact. Moreover, the main investment over the mid-term
concerns the planned construction of a small underground gas
storage facility in Grubisno Polje.

Currently, no LNG facility exists in Croatia. Perhaps one
of the most important projects in the gas sector concerns the
construction of the floating LNG terminal on the Island of
Krk in the North Adriatic with a capacity up to 2.6 bem/a
(LNG Terminal). This would open a cross European North-
South corridor and improve the natural gas supply security of
the region. The LNG terminal with connecting and evacuation
pipelines towards Hungary and beyond has received PCI status
from the Commission under the Connecting Europe Facility
(CEF) funding instrument. Under the Decision dated 16 July
2015 of the Croatian Government, the LNG Terminal project
has been also designated as a project of strategic importance to
the Croatian State (PSI). LNG Hrvatska d.o.o. (LNG Croatia)
[www.lng.ht] (with HEP and PLINACRO each holding 50 per
cent of the equity shares) is the project developer. The prepara-
tion and implementation of the first phase of the LNG project,
which involves construction of the floating storage and regasifi-
cation unit (FSRU), is under way. On 9 November 2018, LNG
Croatia announced that it had selected Golar Power Limited as
preferred bidder in the procurement procedure for delivery of
the FSRU with the provision of FSRU operation and mainte-
nance services. Golar Power Limited also offered to convert the
existing LNG carrier to an FSRU vessel with a value of EUR
159.6 million. The final investment decision was taken on 31
January 2019 based on the results of the binding Open Season
procedure (i.c. the 0.52 billion cubic metres per annum capacity
booking), which determines future revenues of the project, the
projection of capital expenditure in relation to the conducted
procurement procedures for an FSRU vessel, and engineering,
procurement and construction works (construction of jetty with
auxiliary facilities and high-pressure connecting gas pipeline for
the receiving LNG terminal) and the projections of required
investment by the shareholders of LNG Croatia. The total invest-
ment costs to build the LNG terminal amount to EUR 233.6
million and will be financed through: (i) a direct equity contri-
bution of EUR 32.2 million from the LNG Croatia company
shareholders; (ii) a contribution of EUR 101.4 million from the
CEF; and (iii) a direct financial contribution of EUR 100 million
from the Croatian State budget. In addition, Croatia will grant
a tariff compensation, security of supply fee, which is financed
by levies charged by the gas transmission system operator to gas
users along with gas transmission tariffs, in case revenues from
the terminal fees are not sufficient to cover operating expenses.

As regards projects allowing gas to flow from the Croatian
LNG terminal to neighbouring countries, the expansion of the
LNG terminal above 2.6 billion m?/year (the second phase of
LNG project) and evacuation pipelines Zlobin—Bosiljevo—
Sisak—Kozarac—Slobodnica have been included in the third EU
PCI list as of 23 November 2017 [https://ec.cutopa.cu/energy/
sites/ener/files/technical_document_3rd_list_with_subhead-
ings.pdf].

Croatia has introduced the entry-exit model and a virtual
trading point (VIP) as of 1 January 2014.

1.2 To what extent are your jurisdiction’s energy

requirements met using natural gas (including LNG)?

Croatia’s primary energy supply is dominated by liquid fuels
[Annual Energy Report for 2017 of the Croatian Ministry of
Environment and Energy, Energy in Croatia 2017, page 48]:

m  Liquid fuels — 33.8 per cent.

m  Coal and coke — 5.2 per cent.
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Natural gas — 25.3 per cent.

Electricity — 6.0 per cent.

Hydro Power — 13.0 per cent.

Heat — 0.2 per cent.

Fuel wood — 12.6 per cent.

Renewables — 3.9 per cent.
The above data shows that the share of natural gas in the
consumption of Croatia’s primary energy (25.3 per cent) is
exceptionally significant. Croatia is still covering a larger part of
its needs by domestic production (40 per cent), primarily because
the consumption of gas has significantly decreased over the last
few years. However, future supply forecasts, and the expected
moderate increase of consumption, indicate that imports of
larger gas volumes will be required [PLINACRO’s Ten-Year
Plan, page 6].

1.3 To what extent are your jurisdiction’s natural
gas requirements met through domestic natural gas

production?

Domestic natural gas production is performed by INA. INA
reported their proven and probable (2P) reserves at the end of
2018 at 52 MMboe of natural gas [Annual Report for 2018 of
INA, page 39, available at www.ina.hr]. About 39.6 per cent of
total domestic demand in 2017 was covered by domestic produc-
tion from 18 onshore fields in the Pannonian basin and three
offshore exploitation areas in the North Adriatic (see ques-
tion 1.1 above) [Annual Energy Report for 2017 of the Croatian
Ministry of Environment and Energy, Energy in Croatia 2017,
page 134]. In 2017, the total domestic production of natural gas
was 1,483.5 million cubic metres.

1.4 To what extent is your jurisdiction’s natural gas

production exported (pipeline or LNG)?

Data of the Energy Balances of Natural Gas for 2017 shows
that the total export of natural gas in 2017 was 199.7 million
cubic metres [Annual Energy Report for 2017 of the Croatian
Ministry of Environment and Energy, Energy in Croatia 2017,
page 141]. LNG is not exported from Croatia.

2 Overview of Oil Sector

2.1 Please provide a brief outline of your jurisdiction’s

oil sector.

The exploration, production and refining of crude oil, and most
of the trade in oil derivatives and LPG is carried out by INA
Group companies. Crude oil is produced in 38 oil fields, and
gas condensates in 10 gas condensation fields [Annual Energy
Report for 2017 of the Croatian Ministry of Environment and
Energy, Energy in Croatia 2017, page 107].

INA operates two oil refineries and one lubricant products
plant. Processing of oil and production of oil products is carried
out in the Oil Refinery Rijeka located in Rijeka (Urinj), next to
the Adriatic Sea, with a total of 4.5 million tonnes of annual
crude oil processing capacity or 90,000 bbl/day, and in the Oil
Refinery Sisak, close to the domestic oil fields and in the centre
of Croatian market, with a total of 2.2 million tonnes annual
crude oil processing capacity or 44,000 bbl/day. In addition,
INA operates the Lube Refinery Zagreb, where lubricants are
produced [available at www.ina.hr; Annual Energy Report for
2017 of the Croatian Ministry of Environment and Energy,
Energy in Croatia 2017, page 107]. According to the new down-
stream business model, INA plans to keep crude refining activity
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in the Rijeka refinery in Rijeka, whereas the Sisak refinery will no
longer carry out crude oil processing. It will be converted into
an industrial site with a modern logistics hub, bitumen produc-
tion, lubricant production, and other sustainable and econom-
ically viable operations. The development of bio-component
refining at the Sisak site is also considered [Annual Report for
2018 of INA, page 48, available at www.ina.hr].

Transportation of oil through oil pipelines in Croatia is
performed by Jadranski naftovod d.d. (JANAF) [Ownership
structure of JANATF: 37.26 per cent owned by the Ministry of
State-owned Property/Croatian Pension Fund; 26.28 per cent
owned by the Croatian Restructuring and Sale Centre; 14.97 per
cent by Ministry of State-owned Property; 11.80 per cent owned
by INA; 5.36 per cent owned by HEP; and 4.33 per cent owned
by institutional and private investors]. The JANAF oil pipeline
was completed in 1979 as an international crude oil transporta-
tion system with a designed capacity of 34 million tonnes/year
and an installed capacity of 20 million tonnes/year. The crude
oil quantities transported through the JANAF oil pipeline in
2018 amounted to 8.6 million tonnes. The JANATF oil pipeline
system has a longitude of around 631.5 km with the following
sections: Omisalj — Sisak, Sisak—Virje (with a section to Lendava
in Slovenia) — Gola (Croatian-Hungarian border); and Sisak—
Slavonski Brod (with a section to Bosanski Brod in Bosnia and
Herzegovina) — Sotin (Croatian-Serbian border). Crude oil is
imported by tankers through the sea terminal in Omisalj on the
Island of Krk in the North Adriatic. However, the oil pipeline
system can also be used to import oil by land. The biggest crude
oil handling terminal located in Omisalj has a storage capacity
of 1.4 million cubic metres for oil and 80,000 cubic metres for
oil products. Other crude oil handling terminals are located in
Sisak and Virje, with a storage capacity of 500,000 cubic metres
in Sisak and 40,000 cubic metres in Virje. The submarine oil
pipeline Omisalj-Urinj has a longitude of 7.2 km, with a subma-
rine section of around 6 km, and connects the Omisalj Terminal
with the INA’s Oil Refinery in Rijeka. Oil derivatives terminal
JANAF-Zitnjak is located in Zagreb with a storage capacity of
142,000 cubic metres. The total storage capacity of the JANAF
system amounts to 1.94 million cubic metres for oil and 222,000
cubic metres for oil products [available at www.janaf.hr; Annual
Energy Report for 2017 of the Croatian Ministry of Environment
and Energy, Energy in Croatia 2017, pages 108]. According to
HERA’s licence registry, a total of 21 companies are licensed as
oil and oil products storage operators. Croatia has three ports
which can receive oil and oil products: Omisalj; Zadar; and Ploce.

In 2018, the total available storage capacity in Croatia
amounted to 2.89 million cubic metres for crude oil and oil
derivatives and 12,504 cubic metres for LPG [Annual Report
2018 of the Croatian Energy Regulatory Agency, page 128].

Currently, the construction of new LPG and oil derivatives
handling terminals with the total storage capacity of 263,000
cubic metres in the port area of Luka Ploce in the South Adriatic
is under way. The terminal is being developed as the Adriatic
Tank Terminal (ATT), which is a joint venture between the
Energia Naturalis (ENNA) Group and the company VTTI,
a provider of energy storage worldwide. Reportedly, current
petroleum capacity stands at 110,000 cubic metres, with an addi-
tional 66,000 cubic metres under construction. The third phase
of expansion project, which will ensure additional 87,000 cubic
metres for petroleum storage, has commenced. Upon comple-
tion, the AT'T will have a total capacity of 263,000 cubic metres
for clean petroleum products and up to 60,000 cubic metres for
the storage of LPG [https://www.vtti.com/terminals/att-cro-
atia; www.enna.hr/en/the-port-of-ploce-t3]. 'This would open
a new supply route for the LPG by sea.

The Croatian Mandatory Oil Stocks Agency (Hrvatska agencija
za obvegne zalibe nafte i nafinibh derivata; HANDA), which has been
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merged with the Croatian Hydrocarbon Agency (Agencija za
ugljikovodike; AZU) in September 2017, is the entity responsible
for the maintenance of the mandatory stocks of crude oil and
oil products of the Republic of Croatia; it is also responsible for
establishing the mandatory stocks in the quantity of the 90-day
average daily consumption in the previous calendar year by 31
July of the current year.

The total number of fuel stations was some 841 in 2017,
out of which some 384 petrol stations were owned by INA
[Annual Energy Report for 2017 of the Croatian Ministry of
Environment and Energy, Energy in Croatia 2017, page 109].
According to HERA’s licence registry, there is currently a total
of 47 oil products wholesalers in Croatia (e.g. INA, PETROL
d.o.o0., Crodux derivati dva d.o.o., etc.) and 13 LPG wholesalers.

2.2 To what extent are your jurisdiction’s energy

requirements met using oil?

Consumption of liquid fuels represents the main energy source
in Croatia. Itis expected that in the long run, fossil fuel produc-
tion will gradually decrease in favour of renewable energy
sources. Nevertheless, it is expected that the share of liquid
fuels in energy consumption in Croatia will continue to be very
high in the upcoming period (also see question 1.2 above).

2.3 To what extent are your jurisdiction’s oil

requirements met through domestic oil production?

The production of domestic oil products is carried out by INA.
Only about 15 per cent of domestic requirements for crude oil
may be covered by domestic production of oil and condensates.
The total production of crude oil in 2018 amounted to 610,000
tonnes of oil [Annual Report 2018 of the Croatian Energy
Regulatory Agency, page 129]. Croatia, thus, is dependent on
the import of oil. INA reported to have 58 MMboe of proven
and probable (2P) oil reserves at the end of 2018. Crude oil
production in 2018 amounted to 14.5 million boe/d and conden-
sate production to 1.4 million boe/d [www.ina.ht].

2.4 To what extent is your jurisdiction’s oil production

exported?

Croatia does not export crude oil; it exports oil products.
In 2018, about 83 per cent of the imported crude oil, 15 per
cent of the domestic crude oil and 2 per cent of the domestic
condensates were used as raw material for oil products produc-
tion [Annual Report 2018 of the Croatian Energy Regulatory
Agency, page 129]. The total production of oil products in 2018
amounted to 3.8 million tonnes of oil products. Nevertheless,
the significant share of the oil products in the Croatian market
originates from imports.

3 Development of Oil and Natural Gas

3.1 Outline broadly the legal/statutory and
organisational framework for the exploration and
production (“development”) of oil and natural gas
reserves including: principal legislation; in whom the
State’s mineral rights to oil and natural gas are vested;

Government authority or authorities responsible for

the regulation of oil and natural gas development; and
current major initiatives or policies of the Government (if
any) in relation to oil and natural gas development.

Exploration and production of oil and natural gas reserves
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in Croatia is primarily regulated by the new Hydrocarbons
Exploration and Production Act (ZIEU) [Zakon o istrazivanju i
eksploataciji, Official Gazette nos 52/18 and 52/19], which was
put into effect on 14 June 2018. Besides, various bylaws are
governing specific areas of the hydrocarbons sector.

The ZIEU provides a legal framework for the exploration and
production of the hydrocarbons (oil, natural gas and gas conden-
sates), geothermal energy, storage of natural gas and geolog-
ical storage of carbon dioxide. The ZIEU also contains special
provisions concerning the licensing and concession regimes
applicable to exploration and production of hydrocarbons.

Following the transposition of the EU Offshore Safety
Directive (Directive 2013/30/EU) into national law, the new
Croatian Act on Safety of Offshore Exploration and Production
of Hydrocarbons (ZSOIEU) [Zakon o sigurnosti pri odobalnom
istragivanju i eksploataciji ugljikovodika, Official Gazette no. 78/15]
entered into force on 25 July 2015, and became fully appli-
cable as of 19 July 2018. The new offshore legal regime estab-
lishes a minimum set of rules for preventing major accidents in
offshore oil and gas operations and limiting the consequences
of such accidents. Following the adoption of the ZSOIEU,
further implementing regulations and guidelines were made
available on the website of the Coordination body/the Croatian
Hydrocarbon Agency during 2017 and 2018 respectively (please
see further below).

The Strategic Environmental Impact Assessment (SEA) must
be conducted when exploration and exploitation of hydrocar-
bons are intended. Projects related to the production of oil and
gas are subject to an Environmental Impact Assessment (EIA)
and may also be subject to the Ecological Network Impact
Assessment (ENTA). The EIA approval, issued under the ETA
Regulation [Uredba o progjeni ntjecaja zabhvata na okolis, Official
Gazette nos 61/14 and 3/17], has to be obtained prior to the
issuance of the location permit.

On an administrative level, the competent authorities are, /nter
alia, the Ministry of Environment and Energy (Ministarstvo zastite
okolisa i energetike; MZOE) as the State administration authority
governing the issuance of the Licences for the Exploration and
Production of Hydrocarbons, the conclusion of the Agreements
on the Exploration and Production of Hydrocarbons, the issu-
ance of the Licences for the Production of Hydrocarbons,
the building and use permits for petroleum facilities, etc., the
Ministry of State-owned Property (Ministarstvo driavne imovine,
MDI) as the State administration authority managing State-
owned land, MZOE as the State administration authority
governing the EIA and ENIA process and the Ministry of
Construction and Physical Planning (Ministarstvo graditeljstva i
prostornog uredenja; MGPU) as the State administration authority
governing the issuance of the location permits for the petro-
leum facilities.

In accordance with the ZIEU and the Act on Establishment
of the Hydrocarbon Agency [Zakon o osnivanju Agencije za ugljk-
ovodike, Official Gazette nos 14/14 and 73/17], the Croatian
Hydrocarbon Agency (Agencija za ngljikovodike; AZU) has been
established in February 2014. The AZU provides operational
support to competent administration authorities in the domain
of exploration and production of hydrocarbons and perma-
nent geological storage and it is responsible for, inter alia, the
launching of a public tender process for the award of a licence
for the exploration and production of hydrocarbons, supervi-
sion of the licensed activities as well as cooperation with inves-
tors, etc.

The ZSOIEU provides for the establishment of a special
competent authority, so-called Coordination for the Safety
of Offshore Exploration and Production of Hydrocarbons
(Koordinacija za sigurnost pri odobalnom istrazivanju i eksploataciji
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ugljikovodika; the Coordination body). The Coordination body
shall be comprised of the representatives of the different State
authorities, such as, wter alia, MZOE, AZU, the Croatian
Register of Shipping (Hrvatski registar brodova; CRS), the Ministry
of Maritime Affairs, Transport and Infrastructure (Ministarstvo
pomorstva,  prometa i infrastrukture; MMPI), the National
Protection and Rescue Directorate (Drfavna uprava 3a astitn i
spasavanje; DUZS) and the Agency for Explosive Atmosphere
Hazardous Areas (Agencija za  prostore  ugrogene  eksplozivnom
atmosferom; Ex-Agency). In accordance with the Regulation
on Coordination for the Safety of Offshore Exploration and
Production of Hydrocarbons [Uredba o Koordinaciji za sigurnost pri
odobalnom istragivanju i eksploatacijn ugljikovodika, Official Gazette
no. 74/17], the Coordination body was established in September
2017 [www.azu.hr/hr-ht/Koordinacija).

Currently, there are 60 production (also called exploitation)
concessions of hydrocarbons (57 onshore and three offshore) in
Croatia. With the aim of substantially expanding exploration
and production activities in Croatia, the Croatian Government
launched in April 2014 the first international offshore licensing
round for the exploration of 29 blocks in the Adriatic Sea,
covering approximately 36,823 km? However, following the
withdrawal of the Marathon Oil/OMYV consortium from the
licensing round in July 2015, the offshore Production Sharing
Agreement (PSA) with the remaining participants (INA and the
ENI/MEDOILGAS consortium) has not been signed to date.

The first international onshore licensing round for the explo-
ration of six blocks across the Drava, Sava and East Slavonia
regions, covering approximately 15,000 km? was closed in
February 2015. The PSA for four onshore exploration blocks
awarded to Vermilion Zagreb Exploration (a local unit of
Canada-based energy group Vermilion), and for one onshore
block granted to INA, was signed in June 2016. In summer 2019,
both INA and Vermilion reported their first gas discoveries.

Following the adoption of the new ZIEU, the Croatian
Government launched, on 31 October 2018, the second inter-
national onshore licensing round for seven exploration blocks
across the Drava, Sava and Northwest Croatia regions, which
was open until 30 June 2019. Pursuant to Decisions of the
Croatian Government as of 29 August 2019, four companies
have been awarded six onshore oil and gas exploration licences.
Two licences were awarded to INA. One licence was granted to
Vermilion Zagreb Exploration, one to Aspect Croatia (a local
unit of US-based Aspect Holdings), and one to Croatia-based
Crodux derivati dva. The first seismic activities are expected to
start in the second half of 2020.

In February 2019, the Government launched the third inter-
national onshore licensing round for four exploration blocks
in the area of the Dinarides, covering approximately 12,000
km?, which was open until 10 September 2019. The AZU has
confirmed it has received a bid from one company for gas and
oil exploration on one block; the evaluation of the bid is pending
(further information available at www.azu.hr).

3.2 How are the State’s mineral rights to develop oil
and natural gas reserves transferred to investors or
companies (“participants”) (e.g. licence, concession,

service contract, contractual rights under Production
Sharing Agreement?) and what is the legal status of
those rights or interests under domestic law?

Oil and natural gas are mineral resources of special interest to the
State which are in the possession of the Republic of Croatia. The
ZIEU allows investors to apply for rights to explore and extract
oil and natural gas reserves. However, only companies having
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their seat or a branch-office in Croatia or in another state and
which are registered with the competent authority to perform
hydrocarbons exploration and production, and which also comply
with further statutory requirements set outin Art. 17 of the ZIEU
(e.g. absence of criminal convictions, payment of all public duties,
royalties, charges for the usage of forest land or agricultural
land, absence of unlawful exploration and production activities,
absence of any remediation liabilities related to the previous explo-
ration and production activities, etc.), may be awarded a Licence
for the Exploration and Production of Hydrocarbons and the
Agreement on the Exploration and Production of Hydrocarbons
within one single tendering procedure. The Licences and the PSA
may be awarded either after a single tendering procedure or for
the outstanding areas of the previous tendering procedure and in
relinquished areas (Art. 14 of the ZIEU).

In addition, Art. 6 of the ZSOIEU lists the requirements to
be considered when assessing the participants’ technical and
financial capability, including insurance and liability for poten-
tial economic damages. The ZSOIEU explicitly stipulates that
the participant may be granted a licence only if it complies with
all requirements set out in the ZSOIEU and relevant provisions
of the EU law.

In accordance with the ZIEU, the State administration author-
ities competent for conducting the above-mentioned tendering
procedure is the MZOE and the AZU in consultation with other
competent authorities in case that exploration and production
activities are to be carried out in specific areas (e.g. State-owned
land, maritime domain, areas under special water regimes, etc.).

3.3 If different authorisations are issued in respect
of different stages of development (e.g., exploration
appraisal or production arrangements), please specify

those authorisations and briefly summarise the most
important (standard) terms (such as term/duration,
scope of rights, expenditure obligations).

As stated above (see question 3.2 above), the award of the Licence
for the Exploration and Production of Hydrocarbons and the
PSA is carried out within one single tendering procedure or in
a separate administrative procedure for the outstanding areas
which were subject to the previous tendering procedure and in
relinquished areas. The public tendering procedure is launched
on the basis of the decision of the Croatian Government. Prior
to launching the formal tender procedure, AZU may organise
a presentation in order to inform potential investors on hydro-
carbons of their potential existence in certain Croatian regions.

The public tender must be published in the Croatian Official
Gazette and in the EU Official Journal at least 90 days prior to
the expiry of the set deadline for submission of bids. Tender
specifications must be made available on the official website of
the MZOE and AZU at www.azu.hr.

On the basis of a Licence for the Exploration and Production
of Hydrocarbons, the investor obtains the right to explore
hydrocarbons and to the direct award of the Production Licence
of Hydrocarbons in case the investor has concluded a PSA and
provided that the investor duly fulfils all obligations from the
concluded agreement.

The Licence may be granted for a maximum of 30 years
and covers the exploration period of up to five years and the
production period. The exploration period may be extended a
maximum of twice for a period of six months in justified cases.
The production period may be extended by the Government on
the request of the investor, provided that it has been requested
at least 12 months prior to the licence expiry.
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Croatia

In accordance with the ZIEU, the following agreements
may be concluded between the Government and the investor:
an exploration and PSA; or an agreement on the production of
hydrocarbons. The draft agreement has to be part of the tender
documentation. The mandatory terms of the agreement are set
out in detail in Art. 29 of the ZIEU. In this respect, the new
ZIEU includes a template of the PSA with royalty and applicable
taxes (the template PSA). The ZIEU provides for the possibility
to negotiate the above-mentioned agreement, but the comments
and proposed amendments must be submitted by the investor
until the set deadline for submission of bids. Following the
negotiation phase, the agreement must be concluded between
the Government and the investor within six months of the issu-
ance of the licence.

In general, the investor pays all costs and bears the risk
during the exploration phase of a project. The conditions and
methods of reimbursement of expenditures linked to the explo-
ration and production activities shall be regulated in the agree-
ment. If oil and gas is discovered, the investor is entitled to
recover its exploration costs. However, if there will be no
production, the investor bears all the costs without the right to
cost-reimbursement.

The petroleum operations may be carried out only within the
exploration atrea (istragni prostor) and/or within the exploitation
field (eksplotacijsko polje).

The Croatian Government has the power to revoke the
Exploration and Production Licence in case of non-compli-
ance with the terms and conditions of the licence and statutory
requirements. Grounds for the revocation of the Exploration
Licence are set out in detail in Art. 26 of the ZIEU.

For the construction and operation of petroleum facilities and
installations, the building and use permit are required (Sec. IV
Arts. 140-184 of the ZIEU).

The energy activities of gas production and natural gas
production are also governed by the Gas Market Act (ZTP)
and subject to licensing by HERA. Therefore, if the produc-
tion (i.e. extraction) operations also include the delivery and sale
of natural gas on the Croatian market, a licence for the perfor-
mance of energy activity of natural gas production (dozvola za
obavijanje energetske djelatnosti proizvodnje prirodnog plina) is also
required. The licence for natural gas production may be issued
for a minimum period of one year and a maximum period of 30
years. The general obligations and rights of a gas producer and a
natural gas producer are set out in Arts 13—14 of the ZTP.

3.4 To what extent, if any, does the State have an
ownership interest, or seek to participate, in the

development of oil and natural gas reserves (whether as
a matter of law or policy)?

Generally, the new ZIEU provides that the tender specifications
may also impose the obligation of the National Oil Company
to participate with the selected tenderer in the project in a
percentage between 10 and 30 per cent. In this case, the Licence
for the Exploration and Production of Hydrocarbons shall be
issued in appropriate proportions to the selected tenderer and the
National Oil Company. The selected tenderer and the National
Oil Company shall conclude a joint venture agreement (JVA) in
the period of three months from the issuance of the licence, and
prior to concluding the agreement. Accordingly, the draft of the
JVA shall constitute an integral part of the tender specifications.
Furthermore, the Croatian Government has exclusive owner-
ship of the documentation and data in connection with the oil
and natural gas development projects.

The template PSA stipulates that the Croatian State remains
the sole owner of all petroleum produced, except as regards the
contractor’s entitlement to its share of production in accord-
ance with the provisions of the PSA. However, there is no State
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participation in the PSA. In addition, the template PSA provides
for the establishment of an advisory committee, as comprised of
the representatives of the AZU and the investor, for the purpose
of providing orderly advice and coordination of all matters
pertaining to the petroleum operations carried out under the PSA.

3.5 How does the State derive value from oil and

natural gas development (e.g. royalty, share of
production, taxes)?

The investor is required to pay fees and taxes (i.e. royalties)
pursuant to the ZIEU, the Regulation on Fees for Exploration
and Production of Hydrocarbons (UNIEU) [Uredba o naknadama
za istragivanje i eksploatacijn ugljikovodika, Official Gazette nos
37/14 and 72/14] and the provisions of the PSA. Participants
in the offshore and onshore licensing round were required to
pay an application fee in the amount of EUR 5,000, as well as
to provide a bank guarantee for the bid bond in the amount of
EUR 500,000.

Methods for setting the amounts and the ratio of allocation of
the royalty and other fees for the exploration and production of
hydrocarbons are set out in detail under Art. 51 of the ZIEU and
the UNIEU respectively. The fees are established for (i) explo-
ration and production of hydrocarbons, (ii) the storage of hydro-
carbons in geological structures, and (iii) permanent disposal of
gas in geological structures.

The fees for exploration and production of hydrocarbons
consist of:

m  total fees, which include: (i) a fee for the exploration area;
(i) a fee for the area of the established production field;
(iii) a signature bonus for the agreement signed between
the investor and the Croatian Government; (iv) a fee
(royalty) for the produced quantities of hydrocarbons; (v)
additional fees for the realised production (production
bonus) of hydrocarbons; and (vi) administrative fees; and

m  share of the produced quantities of hydrocarbons,
which shall be expressed in percentage of the produced
quantities of hydrocarbons belonging to the Republic of
Croatia.

As regards the share of production, please see questions 3.3
and 3.4 above. In accordance with the ZIEU and the template
PSA, the Croatian Government enjoys the pre-emption right
to purchase the extracted hydrocarbons based on the market
conditions depending on the method of production.

3.6 Are there any restrictions on the export of

production?

As regards technical restrictions of the Croatian gas transmis-
sion system, please see question 1.1 above. In the event of a
crisis, certain extraordinary measures (including import and
export restrictions) can be taken on the basis of the Croatian
Energy Act (ZE) [Zakon o energyji, Official Gazette nos 120/12,
14/14, 95/15, 102/15 and 68/18] and other energy laws.

3.7 Are there any currency exchange restrictions,

or restrictions on the transfer of funds derived from
production out of the jurisdiction?

No specific currency exchange restrictions or restriction on the
transfer of funds derived from production out of the jurisdic-
tion can be determined in Croatian law. The template PSA stip-
ulates that all transactions, payments and valuations made in
currencies other than the currency of the Republic of Croatia
shall be recorded in Croatian currency, the Kuna (HRK), at
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the exchange rate in effect at the time the transaction or valua-
tion is made. The rate of exchange shall be established by refer-
ence to the middle rate published by the Croatian National Bank
(Hrvatska Nacionalna Banka; CNB).

3.8 What restrictions (if any) apply to the transfer or
disposal of oil and natural gas development rights or

interests?

In accordance with the ZIEU, the rights from the licence and
agreement may be transferred to a third party; however, the
respective transfer is subject to prior approval of the Croatian
Government. The Croatian Government cannot refuse the
approval without justified reasons. It will be assumed that there is
a justified reason for refusal of prior approval in case the investor
fails to notify the MZOE of the intended transfer without delay.
The MZOE must decide on the investor’s application for prior
approval within 30 days of receipt of the application. In addi-
tion, the Croatian Government has the pre-emption right to
acquire a minimum of 10 per cent of the shares from the respec-
tive licence and agreement, either via a national SPV or via a legal
entity proposed by the Government and which fulfils all statutory
requirements for the award of the licence and agreement.

The transfer of rights from the licence and agreement which
is carried out contrary to the rules set out in the ZIEU is null
and void.

As regards the offshore operations, Art. 6 of the ZSOIEU
explicitly stipulates that the licensee may assign its rights and
duties from a licence to another mining operator only if it
complies with all requirements set out in the ZSOIEU and rele-
vant provisions of the EU law.

As regards the assignment and change of control clauses in
the PSA, both the ZIEU and the template PSA imposes an obli-
gation for the Government’s prior approval. A failure to comply
with such obligation is specified as a ground for termination of
the agreement.

3.9 Are participants obliged to provide any security
or guarantees in relation to oil and natural gas

development?

In accordance with the ZIEU, the investor is obliged to
provide the appropriate security or bank guarantee in relation
to the exploration and/or production field restoration costs.
Additionally, the investor is obliged to have a whole set of
liability insurance policies set out in Art. 121 of the ZIEU which
cover specific risks linked to oil and natural gas development
and operation for the duration of the licence and agreement.

In addition, participants in the offshore and onshore licensing
round were required to provide the bank guarantee for the bid
bond. Under the template of the PSA, the following types of
financial security are required for oil and gas operations: (i) bank
guarantee/performance bond for the works programme and
parent company guarantee; (ii) insurance for bodily injury, prop-
erty damage and other losses; and (iii) decommissioning secu-
rity during the exploration phase and the setting up of a decom-
missioning fund and a bank escrow account for the deposit
coverage in the set amount, etc.

3.10 Canrights to develop oil and natural gas reserves

granted to a participant be pledged for security, or
booked for accounting purposes under domestic law?

In accordance with the Concessions Act (ZK) [Zakon o koncesi-
Jjama, Official Gazette no. 69/17], a pledge may be established
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over the rights from the concession contract, with prior approval
of the concession grantor, only in favour of financial institutions
to secure the claims of these institutions on the basis of the loan
contract. Claims of financial institutions may relate solely to
financial instruments acquired for the purposes of the conces-
sion contract execution, and shall not include any other claims
that financial institutions have towards the concession holder on
any other grounds.

Special regulations in connection with the pledge for security
or the booking for accounting purposes of rights to develop oil
and natural gas are stipulated in the draft PSA for the offshore
and onshore licensing rounds. In accordance with the draft
PSA, the pledge for security of rights to develop oil and natural
gas is subject to prior approval of MZOE. The approval shall
not be unreasonably withheld. The respective accounting and
auditing procedure is specified in detail in the draft PSA.

3.11 In addition to those rights/authorisations
required to explore for and produce oil and natural gas,
what other principal Government authorisations are

required to develop oil and natural gas reserves (e.g.
environmental, occupational health and safety) and from
whom are these authorisations to be obtained?

Apart from authorisations based on the ZIEU and the ZTP (see
question 3.3 above), several other authorisations (of different
authorities) may be required, depending on the specific project.
Therefore, authorisations, e.g. according to the Croatian law on
State property management, nature and environmental protec-
tion, physical planning and building, forest, agricultural land or
water regime and maritime domain, etc., may be required (see
question 3.1 above).

Further, the execution of the petroleum operations and the
construction of petroleum facilities are subject to petroleum
plans (naftno-rudarski projekts) (Art. 131 et seq. ZIEU). In addi-
tion, pursuant to the ZIEU, the licensee has to prepare and
keep a set of obligatory documents for exploration and produc-
tion works (e.g. a preliminary plan, development and produc-
tion plan, supplementary development and production plan,
well drilling project and simplified plan, study on hydrocarbon
reserves, records on the reserves, etc.). The ZIEU also imposes
special obligations of reporting to the competent authorities on
the licensee.

In order to conduct simultaneous offshore hydrocarbons
exploration and production activities, a special approval from
the MZOE must be obtained in accordance with requirements
set forth in the Ordinance on fundamental technical require-
ments, safety and security in the exploration and production
of hydrocarbons from the Croatian seabed [Pravilnik o bitnim
tebnickim abtjevima, sigurnosti i astiti pri istraZivanju i ekploataciji
ugjljikovodika iz podmorja Republike Hrvatske, Official Gazette no.
52/10].

In addition, the ZSOIEU requires that offshore hydrocarbons
operations are conducted only by operators appointed by the
licensee and approved by the Coordination body. The ZSOIEU
provides for a list of mandatory documents to be adopted
by the licensee and/otr operators (as an operating company
appointed under the PSA between the Croatian Government
and the licensee) and/or owners (as an entity responsible for a
non-production installation) and submitted for prior approval
to the Coordination body. These are, sunter alia, the corporate
major accident prevention policy, the safety and environmental
management system applicable to the installation, a report on
major hazards, the internal emergency response plan, a design
notification (in the case of a planned production installation), a
notification of a well operation, a description of the scheme of
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Croatia

independent verification, etc. In addition, the report on major
hazards is subject to review every three years (Art. 15 (9) and
Art. 16 (8) of the ZSOIEU). In the event of ‘material changes’
affecting the original report on major hazards (as defined in
Art. 4 (2) of the ZSOIEU), the operator or the owner will be
required to prepare an amended report and to submit such
amended report for prior approval to the Coordination body.
Guidelines for the preparation and delivery of the above-men-
tioned documents ate being made available at www.azu.hr/
ht-hr/Koordinacija/Dokumenti.

It should be noted that the competent authorities (e.g. the
Coordination body or the petroleum inspectorate within MZOE)
have been given wide enforcement powers in relation to the
preparation and carrying out of offshore operations, including
the power to prohibit the operation or commencement of oper-
ations and to revoke the licences for exploration and production
of hydrocarbons (Arts. 21-23 and 35-38 of the ZSOIEU).

Asof 1 June 2016, operators and owners are required to provide
detailed information and reports to both the Coordination body
and the National Headquarter for Search and Rescue at Sea
(MRCC) in accordance with a common data reporting format
as set out in the Commission Implementing Regulation (EU)
no. 1112/2014.

3.12 Is there any legislation or framework relating
to the abandonment or decommissioning of physical

structures used in oil and natural gas development? If
so, what are the principal features/requirements of the
legislation?

According to the ZIEU, the movable and immovable property
used in oil and natural gas development which can be separated
without causing damage is the ownership of the investor who
purchased such property. In case the investor already received
recovery costs for such property, the Croatian State acquires
ownership over the respective property. In case of the licence
revocation and/or termination of the agreement or the licence
and/or agreement expiration, the immovable property or other
fixed installation on the exploration and/or production field
becomes the ownership of the Croatian State.

In addition, the investor is required to undertake all safety
measures in order to prevent danger to people, property and the
environment in the occupied areas, and also to notify, among
others, the petroleum inspectorate within the State Inspectorate
and other competent State authorities thereof (Art. 109 of the
ZIEU). If the petroleum inspectorate and other competent
State authorities ascertain that the safety measures, environ-
mental protection measures and restoration of the exploration
and/or production field ate sufficient, the investor can obtain
a certificate in relation thereto, and thereafter a decision on the
decommissioning of the production field and removal from the
Registry of production fields. The competent authorities are
empowered to prescribe safety measures.

3.13 Is there any legislation or framework relating
to gas storage? If so, what are the principal features/

requirements of the legislation?

The ZIEU and the new Ordinance on Permanent Disposal of
Carbon Dioxide in Geological Structures [Pravilnik o trajnom 3brin-
Javanju ugljikova dioksida u geoloskim strukinrama, Official Gazette
no. 95/18], which came into force on 3 November 2018, provide
a legal framework for gas storage in geological structures.
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Art. 73 et seq. ZIEU provides a legal framework for storage
of natural gas. A Licence for natural gas storage is required to
store natural gas and subject to a tendering process. The petro-
leum operations with regard to exploring geological structures
suitable for underground gas storage may be carried out exclu-
sively on the basis of an Exploration Licence. The petroleum
operations with regard to storing natural gas may be carried out
exclusively on the basis of a Licence for natural gas storage. The
award of the licence for natural gas storage and the conclusion
of a natural gas storage contract are carried out within one single
tendering procedure.

The storage of natural gas is carried out by the PSP (see ques-
tion 1.1 above) pursuant to the ZTP and Storage Code [Pravila
koristenja sustava skladista plina, Official Gazette no. 50/18], which
came into force on 9 June 2018. According to Art. 79 of the
ZTP, access to the gas storage system is subject to the regulated
third-party access regime. The access to storage can be refused
under certain conditions: (i) lack of capacity; (ii) where access to
the system would prevent a system operator from performing
the PSO; or (iii) where access to the system would cause serious
financial and economic difficulties to gas undertakings with
regard to take-or-pay contracts concluded prior to a request
for approval of access, which is subject to prior approval from
the regulatory authority (HERA) (Art. 81 (2) of the ZTP). The
refusal has to be notified in writing. The party secking access
to storage can file an appeal with HERA, if access to storage is
refused. HERA has to find whether the prerequisites for refusal
of access apply (within 60 days). Against the decision of HERA,
no appeal is allowed, but the injured party may bring a claim
before the competent Administrative Court.

Gas storage is a regulated energy activity performed as a
public service. Exceptionally, Art. 7 of the ZTP provides that
the energy activity of gas storage may be performed as a market
activity, provided that the gas storage operator obtains a prior
approval from HERA. According to Art. 7 of the ZTP, the
criteria for issuing the approval of HERA is determined taking
into account the level of competition in relation to energy
activity of gas storage in the Republic of Croatia and the region
as well as the issues of security of gas supply in the Republic
of Croatia. HERA is required prior to issuing the respective
approval to obtain prior opinion of the MZOE and the Croatian
Competition Agency (Agencija za zastitn trgisnog  natjecanja
AZTN). So far, no such criteria for determining the access to
gas storage system have been issued.

The gas storage tariff regime is based on HER A’s Methodology
for Determining Tariffs for Gas Storage [Metodologija utvrdivanja
iznosa tarifuih stavki za skladistenje plina, Official Gazette no.
48/18], which came into force on 15 June 2018. On the basis
of the methodology, in December 2016, HERA adopted the
Decision on gas storage tariff rates for the second regulation
period 2017-2021 [Odluka o iznosu tarifnib stavki 3a skladistenje
plina, Official Gazette no. 122/16] for PSP, which entered into
force on 1 January 2017.

3.14 Are there any laws or regulations that deal
specifically with the exploration and production of

unconventional oil and gas resources? If so, what are
their key features?

There are no special laws or regulations in connection with
the exploration and production of unconventional oil and gas
resources.
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4 Import/ Export of Natural Gas (including
LNG)

4.1 Outline any regulatory requirements, or specific
terms, limitations or rules applying in respect of cross-

border sales or deliveries of natural gas (including LNG).

As regards the Croatian gas market-opening process, please see
question 1.1 above. According to the template PSA, the investor
shall be required, on the request of AZU, to sell a set volume of its
share of oil and/or gas to the Republic of Croatia if the Croatian
Government’s production share is insufficient to meet domestic
supply requirements. In case of war or imminent expectation
of war or grave national emergency, the Government may also
request all or part of the oil and gas produced from the agree-
ment area and require the investor to increase such production
to the extent required.

Cross-border sales and deliveries of natural gas are transacted
pursuant to bilateral agreements between the parties and the
availability of cross-border capacity. Also, the Rules on the Gas
Market Organisation [Pravila o organizaciji trista plina, Official
Gazette no. 50/18], which came into force on 9 June 2018, and
the amended Transportation Network Rules [Mregna pravila
transportnog sustava, Official Gazette nos 50/18, 31/19 and 98/19],
which came into force on 1 October 2019, are applicable. In
the event of a crisis, certain extraordinary measures (including
import and export restrictions) can be taken on the basis of
the ZE, the Decision on Plan of Interventions on Measures of
Protection of Security of Gas Supply of the Republic of Croatia
|Odluka o donosenju Plana intervencije o mjerama zastite sigurnosti
opskrbe plinom Republike Hrovatske, Official Gazette no. 78/14] and
the Regulation on Criteria for the Acquisition of the Protected
Customer Status in the Event of Gas Supply Crisis [Uredba o krit-
erijima a stjecanje Statusa asticenog kupca un uvjetima kriznih stanja
u opskrbi plinom, Official Gazette no. 65/15], which have been
adopted in accordance with Regulation (EU) no. 994/2010 on
Security of Gas Supply. In addition, certain reporting/registra-
tion obligations to the CNB may also be required, depending on
the specific transaction.

5 Import / Export of Oil

5.1 Outline any regulatory requirements, or specific
terms, limitations or rules applying in respect of cross-

border sales or deliveries of oil and oil products.

As regards the obligation of the oil producer to supply the
domestic market under the template PSA, please see question
4.1 above. Cross-border sales and deliveries of oil and oil prod-
ucts are transacted pursuant to bilateral agreements between the
parties. In the event of a crisis, certain extraordinary measures
(including import and export restrictions) can be taken on the
basis of the ZE and the Act on Oil and Oil Derivatives Market
(ZTNND) [Zakon o tristu nafte i naftnih derivata, Official Gazette
nos 19/14, 73/17 and 96/19], which came into force on 20
February 2014. Generally, producers, importers and traders of
oil and oil products have an obligation to report certain transac-
tions to the MINGO according to the new Ordinance on Data
Delivery by the Energy Undertakings to the Ministry [Pravilnik
0 podacima koje su energetski subjekti dugni dostavijati Ministarston,
Official Gazette nos 132/14 and 16/15], which came into force
on 20 November 2014. In addition, certain reporting/registra-
tion obligations to the CNB may also be required, depending on
the specific transaction. As regards the wholesale of oil prod-
ucts, see question 10.2 below.
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6 Transportation

6.1 Outline broadly the ownership, organisational
and regulatory framework in relation to transportation

pipelines and associated infrastructure (such as natural
gas processing and storage facilities).

As regards ownership of transportation pipelines and storage
facilities, please see questions 1.1 and 2.1 above. Gas transpor-
tation and storage of natural gas are regulated energy activities
performed as a public service. Provisions on the operation of
gas transportation pipelines and storage facilities can be found
in the ZE, ZTP and the Transportation Network Rules, the
General Conditions of Natural Gas Supply [Opéi unvjeti opskrbe
plinom, Official Gazette nos 50/18 and 88/19] and other gas-re-
lated regulations. PLINACRO, as the TSO, owns and oper-
ates the network of main transmission lines and regional gas
pipelines by which domestic and imported natural gas are trans-
mitted to exit measuring-reduction stations where the gas is
delivered to gas distribution systems and to final (industrial)
customers directly connected to the transmission system. The
operation of a gas transmission network is divided in five regions
(eastern, central, northern, western and southern Croatia). The
TSO has to comply with the duties imposed by the ZTP (Art. 27
et seq. of the ZTP incl. informational duties towards gas market
participants, publishing terms and conditions governing the use
of the network, elaborating the 10-year network development
plan, operating, maintaining and developing the transmission
facilities, transmitting gas on the basis of signed contracts, etc.).
PLINACRO, as the TSO, is responsible for the allocation and
reservation of the transportation system capacities. Network
users (e.g. gas supplier and gas trader) are entitled to use the gas
transportation system within a reserved capacity on the basis
of a gas transportation contract concluded with PLINACRO as
the TSO. The system operator is obliged to publish the general
terms and conditions of the transportation system and the
standard form of gas transportation contract. A tariff charging
regime applies to the transportation system both at the trans-
mission and distribution level. Croatia has adopted the entry-
exit transportation tariff system. In line with ZTP, the unbun-
dling process of the activities related to the gas transmission
and gas storage was carried out. As regards operation of storage
facilities, see question 3.13 above.

According to the ZTP, the natural gas producer is required,
inter alia, to: ensure a secure, reliable and efficient operation of
the upstream pipeline network; and ensure fair, equal and trans-
parent conditions for access to the upstream pipeline network,
including access to plants providing additional technical services,
except those parts of the upstream pipeline network used for the
production of gas at the gas field site, etc. According to Art. 79
of the ZTP, access to the upstream pipeline network is subject to
the negotiated third-party access regime. The negotiated third-
party access is based on negotiated commercial conditions. The
gas producer may refuse access to the upstream pipeline network
under certain conditions set out in Art. 81 (1) of the ZTP.

According to the ZTNND, energy undertakings performing
the activity of pipeline transport of oil (JANAF) and oil products
transport by product-pipeline are required to grant access to their
transport facilities to parties entitled to transport facilities access
at non-discriminatory and transparent conditions pursuant to
the negotiated third-party access. As of 20 February 2014, the
negotiated third-party access is based on negotiated commercial
conditions. Provisions on the operation of the oil pipeline system
of JANAF can be found in the Technical Conditions of Access
to Transportation Capacities of JANAF [Tehnicki nvjeti za pristup
transportnim kapacitetima JANAF-a, Gazette “Glasilo VRED-a”
no. 3-4/03]. Access can be denied under certain conditions (Art.
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5 of the ZTNND). There are currently a total of 21 companies
licensed for oil and oil product storage in Croatia.

6.2 What governmental authorisations (including any
applicable environmental authorisations) are required to

construct and operate oil and natural gas transportation
pipelines and associated infrastructure?

According to the Croatian building law, both a location permit
and building permit issued by the MGPU are required for, inter
alia, (i) international and main oil and natural gas transporta-
tion pipelines including the terminal and associated infrastruc-
ture, (ii) underground gas storage, (iii) oil and liquid oil products
storage facilities with a capacity of 50,000 tonnes or more, (iv)
LPG storage facility with a capacity of 10,000 tonnes or more,
and (v) buildings and other projects within strategic investment
projects of the Republic of Croatia defined under a special law
(e.g. LNG terminal on the Island of Krk in the North Adriatic).
An EIA must be carried out before a location permit can be
issued. The use permit will be issued on the basis of a technical
examination, provided that the constructed building satisfies all
conditions under the building and other energy-related laws.

Depending on the specific project, several other authorisa-
tions and approvals (of different authorities) may be required
(e.g. according to the Croatian law on State property manage-
ment, nature and environmental protection, physical planning
and building, water regime and maritime domain, etc)). The
operation of oil and natural gas transportation pipelines and
associated infrastructure is subject to licensing.

6.3 In general, how does an entity obtain the necessary
land (or other) rights to construct oil and natural gas
transportation pipelines or associated infrastructure? Do

Government authorities have any powers of compulsory
acquisition to facilitate land access?

According to Art. 40 of the ZE, energy entities are entitled
to use properties belonging to third parties for the construc-
tion and maintenance of grids and systems for the transmission
and/or transport and distribution of energy, in compliance with
special regulations. Private land may be expropriated provided
that this is required with a view to construct a pipeline and that
it is in the State’s interest to do so. According to Art. 4 of the
ZE, construction, maintenance and the use of energy objects as
well as the performance of energy activities are considered to
be in the State’s interest. Generally, construction of new trans-
portation infrastructure has to be provided for in the network
development plan of the system operators (Art. 8 of the ZE), but
also in the development plans of the local and regional self-gov-
ernment units. Detailed provisions on the administrative proce-
dure applicable to property expropriation can be found in the
new Croatian Act on the Expropriation and Determination of
Compensation [Zakon o igvlastenju i odredivanju naknade, Official
Gazette nos 74/14 and 69/17], which came into force on 26 June
2014.

6.4 How is access to oil and natural gas transportation

pipelines and associated infrastructure organised?

The operator of the system to which the customer wishes to
be connected is obliged to grant non-discriminatory access at
regulated tariffs in line with the Transportation Network Rules
(see questions 6.1 and 6.6). The contract on connection to the
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transportation system is concluded between PLINACRO, as
the TSO, and the distribution system operator, storage system
operator, gas producer or final (industrial) customer directly
connected to the system in line with the General Conditions of
Natural Gas Supply. The system operator is obliged to publish
the standard form of contract in connection to the transporta-
tion system.

As regards access to the oil transportation system, please also
see questions 6.1 and 6.6.

6.5 To what degree are oil and natural gas
transportation pipelines integrated or interconnected,

and how is co-operation between different
transportation systems established and regulated?

As regards the Croatian oil and gas transportation network, see
questions 1.1, 3.1 and 6.1. The TSO is obliged to cooperate with
other system operators in the gas sector. The Transportation
Network Rules set out specific provisions in relation to devel-
opment, construction and maintenance of the transportation
system. Interconnection of the gas transportation system and
transportation system of the neighbouring country, including
technical aspects in relation to planning, construction and
operation of the interconnected pipelines, is carried out on the
basis of a bilateral agreement concluded with the transportation
system operator of the neighbouring country (Sec. I and V of
the Transportation Network Rules).

6.6 Outline any third-party access regime/rights

in respect of oil and natural gas transportation and
associated infrastructure. For example, can the
regulator or a new customer wishing to transport oil or
natural gas compel or require the operator/owner of an

oil or natural gas transportation pipeline or associated
infrastructure to grant capacity or expand its facilities in
order to accommodate the new customer? If so, how are
the costs (including costs of interconnection, capacity
reservation or facility expansions) allocated?

As stated above (see question 6.4 above), non-discriminatory
access to the gas transportation system according to the prin-
ciple of regulated third-party access is provided for in line with
the Transportation Network Rules. The access can be refused
under certain conditions: (i) lack of capacity; (ii) where access to
the system would prevent the system operator from performing
the PSO; and (iii) where access to the system would cause
serious financial and economic difficulties to gas undertakings
with regard to take-or-pay contracts concluded prior to a request
for approval of access, which is subject to prior approval from
the regulatory authority (HERA). The system operator which
refused access to the system on the basis of a lack of capacity
or a lack of interconnection shall make the necessary changes
and expansion of the system in order to enable access within a
reasonable period of time, as far as it is economically feasible to
do so or when a potential customer is willing to pay for them
(Art. 81 of the ZTP). In case of refused access to the distri-
bution or transmission system by a final decision, construc-
tion of a direct gas pipeline may be allowed, which is subject to
prior approval from HERA (Art. 82 of the ZTP). Major new
gas infrastructures (i.e. interconnectors, gas storage system and
LNG facilities) may, upon request, be exempt from the appli-
cation of third-party access right under certain conditions laid
down in Art. 84 of the ZTP.

In August 2017, HERA adopted the criteria for issuance the
approval for construction and operation of a direct gas pipeline,
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which entered into force on 10 August 2017 [Kriterji za izdavange
suglasnosti za izgradnju i pogon igravnog plinovoda, Official Gazette
no. 78/17].

In May 2018, HERA adopted the new Methodology for
Determining Fees for the Connection to the Gas Distribution
or Transmission System and for Increasing the Connection
Capacity [Metodologija utvrdivanja naknade za prikljucenje na plinski
distribucijski ili transportni sustav i za povecanje prikljucnog kapaciteta,
Official Gazette no. 48/18], which entered into force on 15 June
2018. On the basis of the methodology, in December 2016
HERA adopted the Decision on the respective fee amounts
for the regulation period 2017-2021 [Odluka o naknadi za prikl-
Jucenje na plinski distribucijski ili transportni sustav i 3a poveéanje prikl-
Juinog kapaciteta za regulacijsko razdoblje 2017-2021 godina, Official
Gazette no. 122/16], which entered into force on 1 January 2017.

As stated above (see question 0.1), access to the upstream
pipeline network is subject to the negotiated third-party access
regime. The gas producer may refuse access to the upstream
pipeline network under certain conditions set out in Art. 81 (1)
of the ZTP.

Non-discriminatory access to the oil transportation system,
according to the principle of negotiated third-party access,
is provided for in line with the ZTNND and the Technical
Conditions of Access to Transportation Capacities of JANAF
(also see question 6.1 above). Access can be denied under
certain conditions, e.g. lack of capacity, technical or safety limi-
tations (Art. 5 of the ZTNND).

The refusal of access has to be notified in writing. The party
secking access to the system can file an appeal with HERA, if
access to the system is refused. HERA has to find whether the
prerequisites for refusal of access apply (within 60 days). Against
the decision of HERA, no appeal is allowed, but the injured
party may bring a claim before the competent Administrative
Court.

6.7 Are parties free to agree the terms upon which
oil or natural gas is to be transported or are the

terms (including costs/tariffs which may be charged)
regulated?

Under Croatian law, gas transportation is regulated energy
activity performed as a public service. The General Conditions
of Gas Supply stipulate certain specific data that the gas trans-
portation contracts concluded between gas suppliers or gas
traders with the TSO for a definite period of time, need to
comprise as follows: (i) data regarding the contracting parties;
(ii) conditions of gas transmission; (iii) provisions on quality of
gas supply; (iv) conditions of gas delivery limitation; (v) provi-
sions on the reading and communication of metering data; (vi)
provisions on the billing and payment of the fee for the use of
the transmission system; (vii) time and location of gas delivery;
and (viii) other provisions. The gas transmission tariff regime
is based on HERA’s Methodology for determining tariff rates
for gas transportation [Metodologija utvrdivanja iznosa tarifuib stavki
za transport plina, Official Gazette nos 48/18 and 58/18], which
regulates the mode, method and conditions of the calculation
of the network tariffs. The regulation model is based on the
regulation incentive method (i.e. the revenue cap method). The
tariff system is based on the entry-exit model. The tariff rates
for the natural gas transmission are determined for specific
entry and exit points for particular years of the regulation
period. The duration of the regulation period is five years.
The actual tariff rate is set by the TSO, with the prior approval
of HERA. In the event that HERA refuses to give approval,
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it shall independently set the tariff rates. On the basis of the
methodology, in December 2018 HERA adopted the Decision
on gas transportation tariff rates for the second regulation
period 2019-2021 [Odluka o iznosu tarifnil) stavki za transport plina,
Official Gazette no. 111/18] for PLINACRO as the TSO, which
entered into force on 1 January 2019.

As of 20 February 2014, oil transportation by oil pipeline is no
longer regulated energy activity and the negotiated third-party
access is not based on the tariff system for oil transportation.
The price for oil transportation by pipeline is based upon nego-
tiated commercial conditions. The price of oil and oil prod-
ucts storage is not regulated; it is based upon existing market
conditions.

7 Gas Transmission / Distribution

7.1 Outline broadly the ownership, organisational

and regulatory framework in relation to the natural gas
transmission/distribution network.

Gas transmission and distribution are regulated energy activities
performed as a public service. PLINACRO, as the only TSO,
is legally unbundled (also see question 1.1 above). According to
HERA’s licence registry, a total of 35 companies are currently
licensed as DSOs. Twelve DSOs are legally unbundled from
retail and 23 DSOs are exempt from unbundling due to having
less than 100,000 customers. Transmission and distribution

networks are subject to regulated third-party access (see ques-
tions 6.6 and 7.3).

7.2 What governmental authorisations (including any
applicable environmental authorisations) are required to

operate a distribution network?

Apart from the licence issued by the regulatory authority
(HERA), a concession for gas distribution or a concession for
the building of a distribution system is required to operate a
distribution network. Prior to the granting of a concession, a
tendering process has to be conducted in accordance with the
requirements set out in the ZTP and the ZK.

A concession may be granted for a minimum period of 20
years and a maximum period of 50 years (instead of the current
maximum time limit of 30 years). In addition, the existing
concession contracts may be prolonged with prior approval
from HERA and in accordance with the requirements set out
in the law. The authority has the power to revoke the conces-
sion in case of non-compliance with the terms and conditions of
the concession requirements (Art. 44 of the ZTP). According
to the Regulation on the amount and method of payment of fees
for the concession for gas distribution and concession for the
building of distribution systems [Uredba o visini i nacinu plaianja
naknade za koncesijn za distribuciju plina i koncesiju 3a iz gradnju distri-
bucijskog sustava, Official Gazette no. 31/14], a compensation
fee for the concession for gas distribution and concession for
building of distribution systems is determined in the amount
of 0.5 to 1.5 per cent of the total turnover realised by gas distri-
bution activities in the previous year in the area for which the
concession is granted.

Depending on the specific project, several other authorisa-
tions and approvals (of different authorities) may be required
(e.g. according to the Croatian law on State property manage-
ment, nature and environmental protection, physical planning
and building, water regime and maritime domain, etc.).
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7.3 How is access to the natural gas distribution

network organised?

Non-discriminatory access to the distribution network,
according to the principle of regulated third-party access, is
provided for in line with the ZTP and the Distribution Network
Rules [Mregna pravila plinskog distribucifskog sustava, Official
Gazette nos 50/18 and 88/19], which came into force on 9 June
2018. The Distribution Network Rules govern, inter alia, the
connection to the distribution system, services of the DSO, the
rights and duties of the DSO, system users and final customers,
contractual relationships and general terms and conditions of
the distribution system, etc. The network user shall conclude
a gas distribution contract with the DSO. The gas distribu-
tion contract governs the provision of gas distribution service,
including the ancillary services and the financial obligations in
accordance with the Distribution Network Rules. Such contract
shall also include a list of all final customers connected to the
distribution system to which the gas supplier supplies the gas
elaborated by the balancing groups. The DSO is obliged to
publish the standard form of a gas distribution contract.

7.4 Can the regulator require a distributor to grant

capacity or expand its system in order to accommodate
new customers?

Access to the distribution system may be denied by the DSO
under certain conditions provided by the law. The regulatory
authority (HERA) can be appealed to if the right of access is
damaged (see question 6.6 above). Compare also question 6.6
to insufficient system capacity or insufficient interconnection.

7.5 What fees are charged for accessing the

distribution network, and are these fees regulated?

The gas distribution tariff regime is based on HERA’
Methodology for determining tariff rates for gas distribution
[Metodogija ntvrdivanja iznosa tarifuilh stavki za distribucijn plina,
Official Gazette no. 48/18], which set out the mode, method
and conditions of the calculation of the network tariffs. The
regulation model is based on the regulation incentive method
(i.e. the revenue cap method). The tariff system in the distri-
bution system is based on the post stamp principle. The actual
tariff rate is set by the DSO, with the prior approval of HERA.
In the event that HERA refuses to give approval, it shall inde-
pendently set the tariff rates. On the basis of the methodology,
in December 2017 HERA adopted the Decision on gas distri-
bution tariff rates for the second regulation period 2018—2021
|Odluka o iznosu tarifuib stavki za distribuciju plina, Official Gazette
no. 127/17] for the 35 DSOs, which entered into force on 1
January 2018.

7.6 Are there any restrictions or limitations in relation
to acquiring an interest in a gas utility, or the transfer of

assets forming part of the distribution network (whether
directly or indirectly)?

There are no restrictions or limitations in relation to acquiring
an interest in a natural gas utility, or the transfer of assets
forming part of the distribution network.
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8 Natural Gas Trading

8.1 Outline broadly the ownership, organisational and
regulatory framework in relation to natural gas trading.
Please include details of current major initiatives or

policies of the Government or regulator (if any) relating
to natural gas trading.

There is currently no commodity exchange or gas hub in Croatia.
In order to pursue gas trade activity in Croatia, a licence for
trading, issued by HERA, is required. In case the intended
activities of wholesale trading of gas also include the sale of
gas to end-customers, a licence for supply, issued by HERA, is
required.

Croatia has introduced the entry-exit model and a virtual
trading point (VIP) as of 1 January 2014. Rules on the VTP
are set out under the Rules on the Gas Market Organisation
of the Croatian energy market operator (Hrvatski operator triista
energzje; HROTE), and the Transportation Network Rules. VTP
is defined as a point of gas trading following its entry into the
transmission network and prior to its exit from the transmission
network including the gas storage system. To trade on the VTP
it is not necessary to book entry-exit capacity or storage system
capacity. However, only a balancing responsible party (voditelj
bilancne skupine) (BRP) who is a transmission system user is enti-
tled to trade on the VTP. This means that only market partic-
ipants in possession of a supply or trade licence, and who have
signed a transport contract with the TSO, can gain access to the
VTP. HROTE publishes, on its website, the form that allows
the placing of a bid for the purchase or sale of gas on the VTP.
Trading at the VTP is done independently between the BRPs;
neither the TSO nor HROTE act as a clearing house, there-
fore each party bears the counterparty risks of the other. The
parties can use either bespoke agreements or the standard agree-
ments published on HROTE’s website [available at www.hrote.
ht/brps-registet].

Each gas market participant, except for HROTE as the gas
market operator, must be a member of the balancing group.
A balancing group is a virtual association of one or more gas
market participants, which is organised on a commercial basis
primarily for the purpose of optimising the costs of balancing,
and which is organised and managed by the BRP. The balancing
group is comprised of the direct members (i.e. the gas supplier
and gas trader) and indirect members (i.e. the final customer).
HROTE keeps the register of the BRPs on the gas market and
publishes it on its website.

PLINACRO, as the TSO, is responsible for the allocation and
contracting of transmission system capacity, in compliance with
received requests for transmission system capacity booking and
available transmission system capacity.

In addition to the trading on the VTP, a trading platform
has come into operation that enables trading the BRPs and
PLINACRO for the purpose of balancing the gas transmis-
sion network in accordance with the Network Code on Gas
Balancing of Transmission Networks (NC GBTN). Short-term
standardised products (i.e. title and locational products) can be
traded on the trading platform for delivery on a same-day or day
ahead basis. The trading platform enables transparent, non-dis-
criminatory access and anonymous trading. The platform is
operated by HROTE.

As regards the implementation of the Network Code on
Capacity Allocation Mechanisms in Gas Transmission Systems
(NC CAM), PLINACRO has chosen to use different platforms
for different interconnection points (IPs). PRISMA is used
to auction capacity at the IPs between Croatian and Slovenia,
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i.e. UMS Rogatec, and the Regional Booking Platform is used
to auction capacity between Croatia and Hungary, i.e. UMS
Dravaszerdahely.

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) applies directly
to parties engaging in gas trading in Croatia. Since Art. 9 of
the REMIT imposes an obligation on wholesale energy market
participants entering into transactions that are required to be
reported to the Agency for Cooperation of Energy Regulators
(ACER) to register with the competent national regulatory
authority, the registration of market participants is made avail-
able by HERA via the Centralised European Register of Energy
Market Participants (CEREMP) as of 25 February 2015.

8.2 What range of natural gas commodities can be
traded? For example, can only “bundled” products (i.e.,

the natural gas commodity and the distribution thereof)
be traded?

Natural gas can be traded as an unbundled commodity, separate
from the service of distribution/transportation.

9 Liquefied Natural Gas

9.1 Outline broadly the ownership, organisational and

regulatory framework in relation to LNG facilities.

Currently, no LNG facilities exist in Croatia. As regards the
construction of the LNG terminal on Island of Krk in the North
Adpriatic, please see question 1.1 above. In order to create a legal
framework for the development of the LNG terminal, in June
2018, a new Act on LNG Terminal [Zakon o terminaln za nkapljeni
prirodni plin, Official Gazette no. 57/18] has been adopted, which
entered into force on 5 July 2018.

9.2 What governmental authorisations are required to
construct and operate LNG facilities?

According to the Croatian building law, a location permit and
building permit issued by the MGPU are required for, inter alia,
an LNG terminal (see question 6.2 above). An EIA must be
carried out before a location permit can be issued. The use
permit will be issued on the basis of a technical examination,
provided that the constructed building satisfies all conditions
under the building and other energy-related laws.

Depending on the specific project, several other authorisa-
tions and approvals (of different authorities) may be required
(e.g. according to the Croatian law on State property manage-
ment, nature and environmental protection, physical planning
and building, water regime and maritime domain, etc.). The
operation of an LNG facility is subject to licensing.

9.3 Is there any regulation of the price or terms of
service in the LNG sector?

Pursuant to Art. 7 of the ZTP, an LNG facility operation is
regulated energy activity which is carried out as a public service
in the gas sector.

In July 2018, LNG Croatia adopted the Rules for Use of LNG
Terminals [Pravila koristenja terminala za UPP, Official Gazette
no. 60/18], which entered into force on 14 July 2018, set out
specific provisions in relation to the development, manner of
management, and usage of the LNG terminal. This includes
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contractual relations and general terms and conditions for using
the LNG terminal.

In May 2018, HERA adopted the Methodology for
Determining Tariffs for LNG Reception and Dispatch
[Metodologija utvrdivanja ignosa tarifnib stavki za pribvat i otpremu
ukapljenog prirodnog plina, Official Gazette no. 48/18] which
entered into force on 15 June 2018. The regulation model is
based on the regulation incentive method (i.e. the revenue cap
method). On the basis of the methodology, in June 2018 HERA
adopted the Decision on indicative tariff rates for the LNG
reception and dispatch for the regulation period 2021-2040
[Odluka o indikativnim iznosima tarifnib stavki za pribvat i otpremn
ukapljenog prirodnog plina, Official Gazette no. 56/18] for LNG
Croatia, which entered into force on 15 June 2018.

9.4 Outline any third-party access regime/rights in

respect of LNG facilities.

A non-discriminatory third-party access regime also applies to
LNG terminals. The access to a LNG facility can be refused
under certain conditions (set out in question 3.13 above).

10 Downstream Oil

10.1 Outline broadly the regulatory framework in

relation to the downstream oil sector.

The oil industry falls under the competence of MZOE. The
national regulatory authority is HERA. The entity responsible
for maintenance of the compulsory stocks of crude oil and oil
products in Croatia is AZU (formerly HANDA). Beside the
ZE, the main legal act is the ZTNND (see question 2.1 above).

10.2 Outline broadly the ownership, organisation and

regulatory framework in relation to oil trading.

As stated above (see question 2.1 above), most of the trade in
oil products and LPG is carried out by INA Group companies.
Other important market players in the oil industry are PETROL
HRVATSKA d.o.o0., Crodux derivati dva d.o.o., LUKOIL
Croatia d.o.0. and TIFON d.o.o.

A licence for the performance of energy activities (dogvola
za obavljanje energetske djelatnosti) issued by HERA is needed to
carry out the wholesale of oil products and wholesale of LPG.
As regards the wholesale and retail trade with third coun-
tries of certain oil products and biofuels, beside the licence for
performance of the respective energy activities, it is necessary
to obtain approval from MINGO in line with the Regulation
on Conditions for Wholesale and Retail Trade with Third
Countries of Particular Goods [Uredba o nyjetima za obavljanje trgo-
vine na veliko i trgovine s trecim zemljama za odredenu robu, Official
Gazette nos 47/14 and 62/15]. According to this Regulation,
legal and natural persons engaged in wholesale and trade of fuels
(not including oil products and biofuels from the EU Member
States, EEA Member States or Turkey) must have adequate ware-
houses specially furnished and equipped for the storage of fuel.
However, this Regulation ceased to be valid as of 12 October
2019. As regards certain reporting obligations to the MINGO,
see question 5.1 above.

The price of oil and oil products is not regulated; it is based
upon existing market conditions. Exceptionally, Art. 9 of the
ZTNND provides that the Croatian Government may, for the
protection of consumers, market regulation or other justifiable
reasons, determine the maximum retail prices for certain oil
products for a continuous period for a maximum of 90 days.
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11 Competition

11.1 Which governmental authority or authorities are
responsible for the regulation of competition aspects,

or anti-competitive practices, in the oil and natural gas
sector?

On an administrative level, HERA is competent for the regu-
lation and supervision of energy activities in the oil and natural
gas market. The competence of other authorities being respon-
sible for anti-competitive practices, such as the AZTN, remains
unaffected.

11.2 To what criteria does the regulator have regard in

determining whether conduct is anti-competitive?

The regulator has to observe the criteria of the Croatian
Competition Act (ZZTN) [Zakon o zastiti trisnog natjecanja,
Official Gazette nos 79/09 and 80/13] and also that of the Act
on the Regulation of Energy Activities (ZRED) [Zakon o regulaciji
energetskib djelatnosti, Official Gazette nos 120/12 and 68/18] and
other energy-related legislation both at the EU and national level.

11.3 What power or authority does the regulator have
to preclude or take action in relation to anti-competitive

practices?

The AZTN can initiate an investigation upon receipt of a
complaint or upon its own initiative. It can request informa-
tion necessary for conducting the investigation from any entity
operating on the market or from State authorities (e.g. HERA is
required to provide technical support to AZTN in the form of
expert advice and market analysis).

Upon completion of proceedings, AZTN may issue a decision
prohibiting further performance of an anti-competitive agree-
ment or practice or a decision prohibiting the abuse of domi-
nant position in the market. AZTN is further empowered to
impose fines (of up to 10 per cent of total annual turnover of
the party involved in the anti-competitive practice) or reme-
dial measures. In certain circumstances, AZTN can terminate
the proceedings by imposing on the parties to the proceedings
commitments proposed during the proceedings, provided they
are sufficient for the protection of competition and the harmful
situation would be eliminated by their fulfilment.

11.4 Does the regulator (or any other Government
authority) have the power to approve/disapprove mergers
or other changes in control over businesses in the oil and
natural gas sector, or proposed acquisitions of development

assets, transportation or associated infrastructure or
distribution assets? If so, what criteria and procedures are
applied? How long does it typically take to obtain a decision
approving or disapproving the transaction?

The Croatian merger control regime catches the merger of inde-
pendent undertakings, the acquisition of control and the crea-
tion of a full-function joint venture. According to Art. 17 of the
ZZTN, the filing obligation to the AZTN arises if the following
conditions are cumulatively met:

(i) the combined worldwide turnover of all undertakings
concerned is at least HRK 1 billion (approximately EUR
134.4 million) in the financial year preceding the concen-
tration, where at least one of the undertakings concerned
has its seat and/or subsidiary in the Republic of Croatia;
and
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(i)  the aggregate national turnover of each of at least two of
the undertakings concerned is at least HRK 100 million
(approximately EUR 13.44 million) in the same period.

The AZTN may, within a period of 30 days from notifica-

tion, either clear a merger or decide to open an in-depth review.
The in-depth review proceeding may take three months with
the possibility of an extension by another three months where
it is necessary to seek additional expert advice, carry out an
additional analysis or where sensitive industries or markets are
concerned. Pursuant to the ZZTN, the AZTN may approve
unconditionally or conditionally, or prohibit a merger.

12 Foreign Investment and International
Obligations

12.1 Are there any special requirements or limitations
on acquisitions of interests in the natural gas sector
(whether development, transportation or associated

infrastructure, distribution or other) by foreign
companies?

As stated above (see section 11 above), special requirements or
limitations on acquisitions of interests in the oil and natural gas
sector may arise from the Croatian and the EU competition law
irrespective of the nationality of the purchaser. As an excep-
tion, Art. 25 of the ZTP provides that a special certification
process must be conducted where a transmission system owner
or TSO is controlled by a person from a third/non-EU country.
In this context, HERA is required to make an assessment, in
consultation with the MZOE and the European Commission,
about whether foreign ownership or control of the transmission
system would pose a risk to security of supply of the Republic of
Croatia and the European Union.

As regards the licence for performance of the respective energy
activities, the Croatian law imposes certain residence require-
ments on the licensees (e.g. please see questions 3.2 and 3.3).

12.2 To what extent is regulatory policy in respect of
the oil and natural gas sector influenced or affected

by international treaties or other multinational
arrangements?

The regulatory policy in respect of the oil and natural gas sector
is especially influenced and affected by the requirements of the
European Union Third Energy Package legislation.

Croatia is a member of the Energy Charter Conference. On 1
July 2013, Croatia became the 28™ member of the EU.

13 Dispute Resolution

13.1 Provide a brief overview of compulsory dispute
resolution procedures (statutory or otherwise) applying
to the oil and natural gas sector (if any), including
procedures applying in the context of disputes between
the applicable Government authority/regulator

and: participants in relation to oil and natural gas

development; transportation pipeline and associated
infrastructure owners or users in relation to the
transportation, processing or storage of natural gas;
downstream oil infrastructure owners or users; and
distribution network owners or users in relation to the
distribution/transmission of natural gas.

As regards dispute resolution procedures applying between the
regulator and participants in the oil and natural gas sector, see
questions 3.1, 3.13, 6.6 and 7.4 above.
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In terms of disputes arising from the PSA between the
Croatian Government and the investor, Art. 29 of the ZIEU
and the template PSA provide that all disputes arising out of
or relating to the PSA shall be finally settled by arbitration in
accordance with the Rules of Arbitration of the International
Chamber of Commerce (ICC) with a seat of arbitration in
Zagreb, Republic of Croatia and the applicable law is the
Croatian law. Namely, pursuant to Art. 97 of the ZK, the
dispute arising from concession contracts shall be resolved by
arbitration in Croatia (so-called domestic arbitration) irrespec-
tive of the fact that a concession holder is a foreign legal entity.
If the parties have not arranged to settle disputes by arbitra-
tion, dispute falls within the scope of the exclusive jurisdiction
of the Croatian Administrative Court according to the seat of
the concession grantor.

13.2 Is your jurisdiction a signatory to, and has it
duly ratified into domestic legislation: the New York
Convention on the Recognition and Enforcement of

Foreign Arbitral Awards; and/or the Convention on the
Settlement of Investment Disputes between States and
Nationals of Other States (“ICSID")?

The New York Convention on the Recognition and Enforcement
of Foreign Arbitral Awards was ratified in 1981, and the
Convention on the Settlement of Investment Disputes between
States and Nationals of Other States was ratified in 1998.

Under the Shareholders’ Agreement 2009, MOL gained oper-
ational control of INA. Although the Shareholders’ Agreement
stipulates that the Government should take over the gas trading
business of INA (i.e. the import business of PRIRODNI PLIN)
by December 2010, this issue remained unresolved during the
official negotiations between the Government and MOL, which
were discontinued; consequently, two arbitration procedures in
connection with the INA-MOL dispute were initiated. At the
end of November 2013, MOL initiated the arbitration proce-
dure under ICSID rules against the Government under the
Energy Charter Treaty. In January 2014, the Government initi-
ated arbitration under UNCITRAL rules in Geneva to annul the
2009 Amendments to the Shareholders’ Agreement and the Gas
Master Agreement (and its First Amendment). In June 2014, the
former Croatian Prime Minister was sentenced to imprisonment
for taking a bribe from MOL in 2008 in exchange for securing
MOL’s dominant position in INA. However, in July 2015, the
Croatian Constitutional Court annulled the verdict and ordered
a retrial. In December 2016, UNCITRAL dismissed Croatia’s
claims based on bribery, corporate governance and MOL’s
alleged breaches of the 2003 Sharcholders’ Agreement. The
ICSID ruling on MOLs claim is pending.

By the end of 2016, as a result of the arbitration tribunal
decision, the Croatian Prime Minister announced that the
Government plans to buy back MOL’s share in INA and that
this should be financed by selling 25 per cent shares of the 100
per cent state-owned electricity company HEP in an initial
public offering. However, the idea that the buyback of MOLs
share in INA should be financed by selling minority shares (25
minus 1) of HEP has not received political support from the
key Government coalition partners and main opposition parties
in Croatia. Although the Government set up a special govern-
mental advisory committee for the buyback of INA in January
2017, no concrete sale models and details of the potential sale
process are available to date. The Government is currently
in the process of exploring the possibilities and best models
to ensure that the buyback of MOL shares in INA will not
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increase external public debt. It is not therefore excluded that
the Government will complete this process through finding a
new ‘strategic partner’; however, it is difficult to predict whether
the Government will kick off this transaction at all. On 31 July
2019, the Government announced that it had selected the inter-
national investment bank Lazard as a new consultant on the
buyback of MOLs shares in INA. The Government, report-
edly, plans to make its offer to MOL in the first quarter of 2020.

13.3 Is there any special difficulty (whether as a matter
of law or practice) in litigating, or seeking to enforce

judgments or awards, against Government authorities or
State organs (including any immunity)?

Generally, there is no special difficulty in litigating, or secking
to enforce judgments or awards, against Government authori-
ties or State organs. Nevertheless, due to the long timeframes
involved in obtaining judgments in court, companies often try
to resolve disputes without seeking a judicial remedy.

13.4 Have there been instances in the oil and natural
gas sector when foreign corporations have successfully
obtained judgments or awards against Government
authorities or State organs pursuant to litigation before
domestic courts?

We are not aware of any such dispute resolution cases.
14 Updates

14.1 Please provide, in no more than 300 words, a

summary of any new cases, trends and developments in
Oil and Gas Regulation Law in your jurisdiction.

Efforts to open up the Croatian gas market were made in 2015

and 2017; however, Croatia faced two distinct infringement

proceedings, initiated by the Commission, for non-compliance
with the Third Gas Directive (2009/73/EC). It was therefore
necessary to make changes to the regulatory framework for the

Croatian gas market. The new Croatian Gas Market Act (ZTP)

came into force on 3 March 2018, with the primary aim of regu-

lating the rights and obligations of participants in the Croatian
gas market pursuant to the Third Gas Directive.

The following overview provides a summary of the key
amendments to the Gas Market Act:

m  The system of appointing a wholesale gas supplier to other
Croatian suppliers with public service obligations (PSOs)
has been kept until 1 April 2021. Prior to appointing a
supplier in the wholesale gas market, a public tender must
be conducted by the Croatian Energy Regulatory Agency
(HERA). Suppliers with PSOs are free to choose whether
to buy gas from the appointed wholesale market supplier
or on the market at the market price.

m  The price regulation of gas supply as a public service is
now the responsibility of HERA, and is no longer in the
hands of the Croatian Government; however, a system of
regulated retail prices for household customers remains
in place. The new law provides for the possibility of the
deregulation of gas prices at the retail level, although no
specific deadline is foreseen.

m  Suppliers with PSOs for the needs of household customers
will be appointed for a three-year term on the basis of a
public tender. For the period after 1 April 2021, HERA
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Croatia

must conduct a public tender and appoint gas suppliers
with PSOs by 31 December 2020 at the latest. Existing
gas suppliers are no longer required by law to act as a
supplier with PSOs and a supplier that decides to cease
supplying gas to houscholds under regulated conditions
must notify HERA of its decision. In that case, HERA
will appoint a new supplier with PSOs following a public
tender procedure.

m  Suppliers with PSOs are required to directly or indirectly
book (through the appointed wholesale market supplier)
gas storage capacities necessary for their supply of gas
to houscholds. As of 1 April 2017, the existing whole-
sale market supplier, i.e. HEP, has been awarded 60 per
cent priority for booking storage capacity with the UGS
Okoli, prior to this existing suppliers with PSOs could
not directly book storage capacity. Additionally, suppliers
with PSOs will be able to directly book storage capaci-
ties in accordance with the Regulation on Criteria for the
Acquisition of Protected Customer Status in the Event of
a Gas Supply Crisis up to the end of (gas day) 31 March
2021.

On 13 July 2017, the Commission adopted a decision to refer
Croatia to the Court of Justice of the EU for failing to align
the INA Privatisation Act of 2002 with EU rules on the free
movement of capital and the freedom of establishment. Under
the cited law, the State has been granted special powers in INA,
based on the ‘golden share’, which gives ita right of veto on INA’s
strategically important decisions relating to the sale of shares/
assets with a value exceeding 25 per cent. In the Commission’s
view, shareholders are not able to influence important company
decisions in proportion to the value of their sharcholdings,
which may discourage potential investors from making invest-
ments in INA. Although restrictions to the freedoms listed in
the Treaty on the Functioning of the European Union could be
justified on grounds of protecting the security of energy supply,
the unconditional veto powers granted to the State by the INA
Privatisation Act are not, in the Commission’s view, in compli-
ance with the principle of necessity and proportionality.

In February 2019, the Government amended the INA
Privatisation Act [Zakon o privatizacji INA — Industrije nafte d.d.,
Official Gazette nos 32/02 and 21/19] with effect from 9 March
2019.

14.2 Please provide a brief comment on the impact (if
any) of the “energy transition” on the oil and gas industry

in your jurisdiction.

In line with the EU climate and energy targets for 2030,
Croatia’s Low-Emission Development Strategy for the period to
2030, with a view to 2050 [Strategija niskougljicnog razvoja Republike
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Hrvatske za ragdoblje do 2030. godine s pogledom do 2050. godine;
LEDS] was developed at the end of 2015; the EU 2030 targets
are a 40 per cent reduction in greenhouse gas (GHG) emis-
sions from 1990 levels, a 32 per cent share for renewable energy
in the energy mix, and a 32.5 per cent improvement in energy
efficiency. The LEDS is a comprehensive economic, develop-
mental and environmental strategy. Its aim, through innova-
tion, transfer of advanced technologies and significant struc-
tural changes in all sectors, is to boost the growth in industrial
production, development of new activities, economic competi-
tiveness, and job creation.

Inline with the LEDS, the mostsignificantdocument currently
being prepared is a new national Energy Sector Development
Strategy to 2030, with an outlook to 2050 [Szrategija energetskog
razvoja Republike Hrvatske do 2030. 5 pogledom na 2050. godinn]. On
31 October 2019, the Government adopted the draft strategy,
but it still needs to be adopted by the Croatian Patliament. This
strategy should mark a further step towards a low carbon energy
sector and represents a wide variety of energy policy initia-
tives with the aim of strengthening security of energy supply,
reducing energy loss and increasing energy efficiency, reducing
dependency on fossil fuels, increasing domestic production and
the use of renewable energy sources (RES). Although one of the
main goals of the new strategy is to increase renewable electricity
generation capacities, natural gas should also have a significant
role in the transition towards a low-emission economy.

Under the strategy, the integrated National Energy and
Climate Plan (NECP) is considered to be the key implementa-
tion document to 2030 which defines the implementing meas-
ures that are necessary for the achievement of these objectives.
Croatia notified its draft NECP to the European Commission
in December 2018. Following the assessment and Commission
recommendations on the draft NECP [available at https://ec.cu-
ropa.cu/energy/en/topics/energy-strategy-and-energy-union/
governance-energy-union/national-energy-climate-plans], the
final plan is due to be submitted by Croatia by the end of 2019.

Croatia has set a 2030 target for GHG emissions not covered
by the EU Emissions Trading System (non-ETS) at -7 per cent
compared to 2005. The proposed national RES target is set at
an ambitious target of 36.4 per cent of energy from renewable
sources of the gross final consumption of energy in 2030. Most
of the increase in renewable energy generation is expected in the
electricity sector.

In terms of energy security, the draft NECP identifies a need
for diversification of natural gas supply routes by constructing
the LNG terminal on the island of Krk and for an increase of
gas storage capacity, further exploitation of domestic hydro-
carbon deposits in Slavonia and the Dinarides, and gas deposits
in the Southern Adriatic.
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Bernd Rajal is a Partner with Schoenherr with over 15 years’ experience in the energy sector. He is co-head of the firm's Regulatory Practice
Group. Bernd's practice focuses on energy, including renewables. Bernd is regularly involved in major energy infrastructure projects all over
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advising the EBRD on a legal and regulatory gap analysis of the power sector in Uzbekistan, including legal and regulatory advice on the estab-
lishment of a new power sector model and new legislative, contractual and regulatory framework for private energy investments involvement,
including renewables as well as the technical assistance to governmental and regulatory bodies in Moldova in the context of energy market
unbundling and implementation of Electricity Network Codes. He is ranked as a leading energy lawyer by the international legal journal The

Legal 500.
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Petra Santié is an independent Croatian attorney at law cooperating with Schoenherr in Zagreb, where she is a member of the firm's Regulatory.
Practice Group. Coming from the Ministry of Foreign Affairs and European Integration, where she worked on the expert team for Coordination
and Monitoring of Adaptation to the EU System as well as in the negotiation team (2005 until 2008), she focuses on Regulatory Law with a
primary focus on Public Procurement, Energy and Environmental Law. She has broad experience in advising national and international private
clients in all stages of procurement procedures. Petra is also involved in RES projects and due diligence proceedings related to transactions
in the energy (oil, gas and electricity) and environmental sectors. She advised the European Commission on all regulatory aspects of LNG
production, transport and sale in Croatia and an international oil and gas giant in relation to the first international offshore licensing round for
exploration and production of hydrocarbons in Croatia. She holds a valid certificate in the field of public procurement and is enrolled in the
register of the Ministry of Economics. Petra frequently publishes articles in the field of energy and public procurement law.

Schoenherr Tel: +38 51481 3244

Prilaz Gjure Dezeli¢a 19 Email: p.santic@schoenherr.eu
HR-10 000 Zagreb URL: www.schoenherr.eu
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Schoenherr is a leading full-service law firm in Central and Eastern Europe.
With 13 offices located in Belgrade, Bratislava, Brussels, Budapest, Bucharest,
Chisinau, Istanbul, Ljubljana, Prague, Sofia, Vienna, Warsaw and Zagreb,
as well as country desks for Albania, Bosnia-Herzegovina, Macedonia and
Montenegro, Schoenherr provides its clients with comprehensive coverage
of the CEE/SEE region.* More than 300 legal professionals work across
borders in both a centralised and de-centralised manner, according to the
individual client’s needs and requirements. Quality, flexibility, innovation and
practice-oriented solutions for complex assignments in the field of business
law are at the core of the Schoenherr philosophy.

*Schoenherr is in compliance with the respective local legal standards and
conduct rules in all countries; therefore, the local firm name may vary from
jurisdiction to jurisdiction.

The energy industry is a complex and highly competitive sector. Itis obvious
that there is a need for professional advisers who understand the busi-
ness of companies active in this sector, and who have the experience and
capacity to handle complex international energy projects.

Schoenherr can assist you with a multi-disciplinary group of lawyers drawn
from across the firm's broad international network that specialise in the
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specifics of the energy sector. The energy group consists of lawyers from
all practice areas with a detailed understanding of the energy sector and of
the needs of international energy clients. Sharing our knowledge and co-op-
erating tightly between our practice groups and between our international
offices, our energy group can help you to respond to the changes in the
industry and to keep pace with market and regulatory developments.
Our lawyers are regularly involved in both international and domestic energy
matters including transactions, development projects, mergers and acquisi-
tions, privatisations, public private partnerships, regulatory matters, public
procurement, strategic advice, competition matters and dispute resolution.
www.schoenherr.eu
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