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ABBREVIATED TERMS

RES Renewable energy sources

UN United Nations

AST Joint Stock Company “Augstsprieguma tikls”

BEMIP Baltic Energy Market Interconnection Plan

CEF Connecting Europe Facility

Conexus or the Company Joint Stock Company “Conexus Baltic Grid”

CO, Carbon dioxide

ENTSO-E Furopean Network of Transmission System Operators for Electricity
ENTSOG European Network of Transmission System Operators for Gas
GRU Gas reduction unit

GRS Gas regulation station

GCP Gas collection point

In¢ukalns UGS In¢ukalns underground gas storage

ITC Inter-Transmission System Operator Compensation

INEA Innovation and Networks Executive Agency

PCI Project of common Interest

CMP Control measurement point

SLID Single Largest Infrastructure Disruption

NECP National Energy and Climate Plan

Directive (EU) 2016/1148 of the European Parliament and of the Council of 6 July 2016 concerning

NIS Directive measures for a high common level of security of network and information systems across the Union
150 Transmission system operator

RGMCG Regional gas market coordination group

GHG Greenhouse gases

PUC Public Utilities Commission

TYNDP Ten-Year Network Development Plan

UMM Urgent market message



1.GENERAL
INFORMATION

In accordance with Section 43.1, Paragraph two of the Energy Law,
the natural gas transmission system operator shall, once a year, pre-
pare a transmission system and consumption conformity and State
natural gas supply safety evaluation report (hereinafter referred to
as the Evaluation Report). The Evaluation Report for 2020 has been
prepared in accordance with the requirements of the Regulation of
the Cabinet of Ministers No. 482 “Rules on Annual Evaluation Re-
port of Natural Gas Transmission System Operator” of 20 June 2006.
In accordance with Paragraph 5 of this Regulation, the transmission
system operator shall prepare and submit an Evaluation Report to
the Ministry of Economics and PUC by 1 June each year.

Conexus is a unified natural gas transmission and storage operator
in Latvia, which manages one of the most modern natural gas sto-
rage facilities in Europe — Incukalns UGS and the main natural gas
transmission system, which directly connects the Latvian natural gas
market with Lithuania, Estonia, and the northwest region of Russia.

Conexus provides natural gas transmission and storage services to
its customers in accordance with the tariffs approved by PUC.

Conexus is an independent, competitive company with high social
responsibility and quality of services, which opens development op-
portunities for customers and ensures the growth of employees and
the overall development of the industry, creating sustainable employ-
ment and adding economic value while taking care of lower environ-
mental impact.
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Vision, Mission, and
Values of Conexus

WHO DO WE WANT TO BE?
Vision
To become the most
- - reliable energy source
M ISSION in the region.
To promote sustainable
energy market in the region,

offering reliable operation of
natural gas transmission and

WHY DO WE EXIST?

WHAT IS IMPORTANT TO U

Secure operation Professional
of the system and united team

Flexibility and openness Sustainable
development



Strategic Targets

The principal medium-term targets (2019-2023) of Conexus are
related to three areas: market development, infrastructure pro-
vision, and development of operations. The strategic targets are
set in accordance with the values, vision, and mission of Conexus:
to promote the sustainable operation of the energy market in
the region by ensuring the reliable operation of the natural gas
transmission and storage system.

Development of regional
natural gas market to
achieve sustainable
operation of Incukalns
UGS in market conditions

Provide safe, accessible
and marked-based
infrastructure

Implement sustainable
management of the
working capacity of internal
and external resources

Along with the strategic targets,
Conexus has defined three deve-
lopmentguidelinesthatrunthrou-
gh all planned medium-term ac-
tivities, supplement the strategic
targets set and contribute to their
implementation.

COOPERATION WITH OTHER
REGIONAL TSOs

In the medium term, Conexus
plans to facilate cooperation with
other TSOs in the region by coor-
dinating operational cooperation
and introducing a periodic ben-
chmarking system with other re-
gional TSOs

DIGLTISATION

Conexus will focus on modernisa-
tion and development of techno-
logiesas wellas centralized asset,
personnel and financial mana-
gement and implementation of
effective resource management

CONEXUS -

ENERGY PROVIDER

Tobecome the mostreliable ener-
gy source in the region and gra-
dually introduce services not only
for natural gas users, but also for
eletricity users.



For Conexus, the year of 2020 was a year of significant results and
new ambitions. On 1 January 2020, the Single Natural Gas Market was
launched, which unites gas transmission system operators in Finland,
Latvia, and Estonia — Gasgrid Finland, Elering, and Conexus, confir-
ming the cooperation capability of several countries. The year’s results
show that all participants involved in natural gas supply are significant
beneficiaries: for natural gas users, the choice of supplier has signifi-
cantly increased, thus promoting competition among gas traders and
simplifying access to alternative gas sources. In turn, the establish-
ment of the Estonian Latvian Common Balancing zone has had a po-
sitive impact on the functioning of the market, reducing bureaucratic
burden and ensuring a convenient and transparent balancing process.
With the opening of the natural gas market and the integration of the
regional market, the role of Incukalns UGS has expanded, improving
competition, flexibility and security of gas supply in the region.

As the Baltic—Finnish regional integration processes continue, the
cross-border cooperation between operators and the interaction of te-
chnological elements of transmission systems are becoming increa-
singly important. In 2020, the Latvian, Estonian, and Finnish gas trans-
mission system operators set up a working group whose objectives
include raising the awareness of regional infrastructure in market par-
ticipants and increasing the efficiency of gas transmission systems by
creating a unified gas transmission system model for assessing the
operation of a system under normal and emergency conditions.

During the reporting period, a closer cross-border technical coopera-
tion has made it possible to ensure the availability of additional capa-
city of the Balticconnector interconnection point to market participants
until the Estonian transmission system operator Elering will have put
INto service gas compressor stations.
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Work continues on the project for enhancement of the operation of the In-
Cukalns UGS and the project for enhancement of Latvia-Lithuania inter-
connection capacity. The goal of the InCukalns UGS development project is
to improve the operation of the storage facility so that it can ensure func-
tionality after increasing the pressure in the Baltic transmission system, as
well as to reduce the dependence of the storage capacity on the amount of
natural gas reserves in the storage facility. The implementation of the pro-
ject for enhancement of Latvio—Lithuania interconnection capacity, which
envisages increasing the technical capacity of the Kiemenai interconnec-
tion point, will facilitate the access to the Klaipeda LNG Terminal, Latvian
InCukalns UGS and Poland-Lithuania gas interconnection in the market.

In 2020, the Cabinet of Ministers approved a strategically important ener-
gy policy document: Latvia’s National Energy and Climate Plan 2030. The
binding targets of the plan will affect the final consumption of energy re-
sources and facilitate the entry of RES gases into the market. Aiming at @
sustainable and carbon-neutral future and the role of gas infrastructure in
the transition of energy sector to a more environmentally friendly energy
industry, in 2020, Conexus, with the cooperation of the University of Lat-
via, conducted a study “Feasibility study of biogas transmission from pro-
duction plants to consumer and possible biomethane production options”.
Within the framework of the study, possible production and transmission
business models and scenarios were evaluated, cost estimates of the iden-
tified technical and economic models were made and the most economi-
cally advantageous options for biogas collection and processing into bio-
methane with later injection into the transmission system were identified.

During the reporting period, Conexus joined the European Clean Hydrogen
Alliance, which aims to deploy hydrogen technologies by 2030 and to es-
tablish a sustainable investment program with specific projects aimed at
decarbonising various sectors. Given the challenges of building hydrogen
infrastructure to promote climate neutrality, it is important to re-profile ele-
ments of Europe’s existing gas infrastructure, thus providing infrastructure
for cross-border hydrogen transportation and expanding the efficient and
sustainable use of renewable energy sources in the economy.




2. MAIN INDICATORS
IN 2020
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3. NATURAL GAS DEMAND IN

LATVIA IN 2020

Latvia is one of the countries with a balanced energy resource struc-
ture, and natural gas plays an important role in it. Most of the de-
mand for natural gas is for heat and electricity production, thus the

Figure 3.1. Consumption of primary energy
resources in Latvia?! (%), 2009-2019
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'European Commission’s statistics: https://ec.europa.eu/energy/data-analysis/energy-statistical-pocketbook_en

consumption is closely related to outside temperature fluctuations
and depends on the competitiveness of electricity produced from na-
tural gas in the Baltic and Nordic electricity markets.

Figure 3.2. Energy resources production for heat (PJ)
and electricity (TWh) in Latvia?, 2009-2019 gads
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In 2020, the volume of gas transmitted for the needs of Latvian users ~ ve months of 2019, but also higher than normal: in Latvia, the year
was 11.6 TWh, which is 19% less than in 2019. The decrease incon- 2020 became the warmest year on record. At the same time, high
sumption was influenced by unusually warm weather conditions at  precipitation reduced the consumption of natural gas for electricity
the beginning of the year, which significantly reduced the natural gas  production: in 2020, the amount of electricity generated by thermal
demand for heating. The actual air temperatures in the winter months ~ power plants and cogeneration plants decreased?.

of 2020 were not only higher than the temperatures in the respecti-

VU
Figure 3.3. Amount of natural gas supplied to the Latvian natural Figure 3.4. Amount of natural gas supplied to the natura
gas distribution system (GWh) and monthly average air gas distribution system operator in Latvia (TWh)
temperature and normal temperature for heating months (°C)3
in 2019 and 2020 20
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2AST’s data. Available at: https://www.ast.lv/lv/electricity-market-review?year=2020&month=13
3Central Statistical Bureau’s data. Available at: https://www.csb.gov.lv/lv/statistika
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Figure 3.5. Amount of natural gas supplied to the Latvian natural gas distribution
system per day (GWh) and average daily air temperature in Riga (°C) in 20204
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According to the 2016 research “Joint Risk Assessment of the gas Maximum dqily natural gas consumption in
system of Estonia, Finland, Latvia and Lithuania” conducted by the Latvia in 2020

Furopean Commission’s Joint Research Centre, Latvia's natural gas

consumption on a winter day may reach 136 GWh/day. In the winter
of 2020, the maximum daily natural gas consumption in Latvia was _
68,47 GWh; in comparison with 2019, it decreased by 20 GWh/day,

|\h“||\||um i ‘IH‘HIII"
JUL

B Amount of gas e Temperature

U CT NOV DEC

or 23%, which can be explained by the above-mentioned conditions. 2 FePruary 68,47 +1,5
The lowest daily average air temperature in Riga was registered on 9 8 December 67,25 2.8
December, which was the middle of a 3-day high consumption period, 9 December 67,36 -3,6

from 8 to 10 December 2020.

The minimum daily natural gas consumption was on 20 June 2020 —
6.52 GWh/day, comparable to previous years.

10 December 060,42 -2.,8

“Latvian Environment, Geology and Meteorology Centre’s data.
Available at: https://www.meteo.lv/meteorologija-datu-meklesana/?nid=461




4. 10-YEAR FORECAST OF NATURAL

GAS CONSUMPTION IN LATVIA

In June 2020, ENTSOG and ENTSO-E published the TYNDP 2020 Fi-
nal Scenario Report®, which describes possible future energy scena-
rios for the European Union up to 2050. All the scenarios are aimed
for a climate-neutral future and are designed with the purpose to
reduce greenhouse gas emissions in accordance with the European
Union’s 2030 Climate Target Plan and the Paris Agreement goals of
limiting temperature increase to 1.5 °C.

é National Trends® are the central scenario of the Report, which re-
flects the National Energy and Climate Plans of the Member States of
the European Union. The plans have been submitted to the European
Commission in accordance with the Regulation of the European Par-
liament and of the Council on the Governance of the Energy Union
and Climate Action. The NECP 2030 is the main document for the
formulation of a long-term energy and climate policy with a vision of
sustainable, competitive and secure development of a climate-neut-
ral economy.

In February 2020, Latvia’s NECP 20307 entered into force and in-
cludes about a hundred different policy measures and envisages 12
action lines. The plan provides for an increase of at least 50% in the
share of RES, including at least 3,5% in the share of modern biofuels
in the Latvian transport sector. These binding targets will affect final
energy consumption and facilitate the market penetration of RES. In

SENTSOG website. Available at: https://2020.entsos-tyndp-scenarios.eu/

®From English - National Trends

’Ministry of Economics website. Available at: https://www.em.gov.lv/lv/nekp-2030
8From English - Global Ambition

9From English - Distributed Energy

Latvia, biomethane has great development potential in terms of both
production and consumption.

According to the forecast data in Latvia’s NECP 2030, the total final
energy consumption in 2030 will be about 11% lower than in 2018,
but the share of electricity and natural gas in the total final energy
consumption will increase by more than 5% due to the replacement
of oll products with gas in road transport. No significant changes in
the primary energy structure are envisaged: natural gas and oil pro-
ducts will continue taking up the biggest share in the overall primary
consumption of energy resources in Latvia.

é The Global Ambition® and Distributed Energy” scenarios compli-
ant with the target of the Paris Agreement to reduce the emissions
of greenhouse gases, to prevent the global temperature from rising
by more than 2°C compared to the average temperature of the prein-
dustrial age, and keeping temperature rise below 1.5°C

' The Global Ambition scenario looks at a future that is led by eco-
nomic development in centralised generation. Economies of scale
lead to significant cost reductions in emerging technologies such as
offshore wind, but also imports of energy from cheaper sources are
considered as a viable option.

-




¢ Distributed Energy scenario embraces a de-centralised approach to the ener- scenario. This is due to the fact that the energy system

gy transition. A key feature of this scenario is the role of the energy consumer, ~ achieves a higher level of decarbonisation with a higher
who actively participates in the energy market and helps to drive the system's ~ @mount of gas in the system, which in turn is associated
climate neutrality by investing in small scale solutions and circular approaches. with a faster transition from carbon-intensive fuels (oil

and coal) to gas, and also higher shares of renewable
( In the Global Ambition and Distributed Energy scenarios, the total gas con- and decarbonised gases in the gas mix.

sumption until 2030 is higher than in the National Trends (Latvia's NECP 2030)

Figure 4.1. Gas consumption forecast according to NEKP°,  The ENTSOG and ENTSO-E scenarios are used to as-

Global Ambition and Distributed Energy scenarios through S¢S future electricity and gas infrastructure needs and
projects included in the Ten-Year Network Development

2030 (GWh) Plan 2020112 . Conexus included two new energy tran-
sition projects:

20 000
. ¢ Biomethane production with infrastructure building/
enhancement in Latvia;
e 1 . L n
15 000 ( Power-to-Gas?!® production with infrastructure buil

ding/enhancement in Latvia.

10 000

9The conversion factor from ktoe to GWh is 11.63.

1From English - Ten-Year Network Development Plan 2020
ZENTSOG website. Available at: https://tyndp2020.entsog.eu/
BBFrom English - Power-to-Gas

5000

O 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

B Lotvia's NECP (gas consumption for power generation) [ Lotvia's NECP (final gas consumption)

Global Ambition ° Distributed Energy




5. INFORMATION ON THE NATURAL GAS
TRANSMISSION SYSTEM IN LATVIA

Conexus is a unified natural gas transmission and storage ope-
rator, which ensures the maintenance of the natural gas trans-
mission system, its secure and uninterrupted operation, and in-
terconnections with the transmission systems of other countries,
enabling traders to use the natural gas transmission system for
natural gas transportation.

The main natural gas transmission system of the Company is 1 188
km long and is directly connected to the natural gas transmission
systems of Lithuania, Estonia, and the Russian Federation, ensuring
natural gas transmission both in regional gas pipelines in the territory
of Latvia and in interconnections with the natural gas transmission
systems of the neighbouring countries.

The diameter of the international gas pipelines of the transmission
network of the Latvian natural gas transmission system is 720 mm
with an operating pressure in the range of 28 to 40 bar, while the
diameter of the regional gas pipelines is between 400 mm and 530
mm with an operating pressure of up to 35 bar. In order to transport
natural gas to the local distribution system in Latvia, 40 gas regula-
tion stations are used. For natural gas trade supplies for the needs of
Latvian users, an exit point is provided for the supplies of natural gas
to Latvian users, which compiles all technically feasible exits in the

territory of Latvia.

Natural gas transmission system’s technical
capacity in 2020 (GWh/day)

Incukalns UGS 275 126%
Kiemenai (LV/LT)® 67.6 65.1
Luhamaa (EE/RU) 105Y 105

Latvian natural gas

transmission system KARKST

INCUKALNA PGK

KIEMENAI

“Based on the recommendations provided by the Incukalns UGS monitoring organisation; technical
capacity 316 GWh

15Based on the recommendations provided by the Incukalns UGS monitoring organization; technical
capacity 178.5 GWh.

®The entry/exit point is seasonal in nature.s

¥In 2020, the restrictions were related to repairs to the transmission pipeline Valdaja—Pskov; technical
capacity 188.5 GWh.

KORNETI

14



5.1. Measures for maintenance, improvement and
reconstruction of transmission infrastructure

The Company ensures timely and uninterrupted maintenance of natural
gas transmission infrastructure at a high level, performing such works as
maintenance, inspections, repairs, diagnostics and development works by
use of modern and up-to-date equipment and systems, as well as provi-
des fast and operative action in emergency situations.

The most significant measures for the maintenance, improvement and re-
construction of the natural gas transmission infrastructure in 2020:

' planned repairs to gas pipelines: replacement of 159 pipe segments
with defects, repairs of 11 pipe segments with installation of a composite
coupling;

f diagnostics of gas pipelines: diagnostic measures carried out by means

of the method of magnetic tomography in 1/ gas pipeline segments and
branches;

é repairs of anti-corrosion protection of the gas pipelines: 10,562 m of re-
stored external anti-corrosion protection;

é diagnostics of the GRS and GRU pressure equipment basic assemblies:
external technical inspections of 40 GRS and 3 GRU, internal technical in-
spections of 9 GRS and 1 GRU, pneumatic inspections of 6 GRS;

é marking of the gas pipeline route: 350 new marking posts installed;

é levelling and cleaning of the gas pipeline route: a total of 303 ha levelled
and cleaned;

é inspection of underwater crossings of gas pipelines: 14 crossings across
rivers inspected,;

' inspections of pressure equipment assemblies: 15 external technical in-
spections, 6 internal technical inspections, 3 hydraulic inspections;

* communication and telemechanic systems constructed and put into op-
eration;

' intensive measurements: 12/.3 km of the surveyed segments;

é overhaul of the grounding anodes of cathodic protection stations: 7 re-
pair and reconstruction projects;

( equipment of the gas pipeline route with CMPs: 183 CMPs installed and renovated;
' installation and renewal of 6 insulating flanges;
' reconstruction of GRS Brocéni with replacement of technological equipment;

Figure b.1. Gas requlation station Broceni before and
after reconstruction

g

GRS Broceni was rebuilt to provide it with modern gas metering equipment and to improve energy
efficiency. The replacement and modernisation of the GRS equipment improved the processes of
gas purification, pressure regulation and accounting, as well as the control and management of the
degree of odorization.

* Improvement of the GRS gas odorization system at GRS Liepaja and GRS Ziemeli;

( Improvement of the GRS gas heating system at GRS Jelgava-2, GRS Krimulda, GRS Lode, GRS
Daugavpils, GRS Rezekne, and GRS Kaibalg;

é Purchase and installation of solenoid valves, programming and commissioning of control units at
GRS Riga-1 and GRS Jekabpils.

15



5.2. EU project of common interest
“Enhancement of Latvia-Lithuania

iInterconnection” 18

Enhancement of Latvio—Lithuania interconnection (ELLI Project)?®®
was included in the European Commission’s List of PCls, in the BEMIP
Gas Priority Corridor. In December 2019, Conexus and the Lithuani-
an transmission system operator Amber Grid entered into a tripartite
agreement with INEA on financing the CEF construction works for
the ELLI project. Within the framework of the agreement, 5 out of 1/
sub-projects have been completed in the period of 2020:

é assessment of the transmission gas pipeline system for increasing
the pressure to b0 bar;

¢ reconstruction of T5 and T6 block valve stations of the Viredi-Tallinn
transmission gas pipelineg;

( reconstruction of the GRS Valmiera-1 transmission gas pipeline
branch;

¢ reconstruction of valve 1P| at GRS Palsmane;

¢ reconstruction of connection valve No. 1z-427.

Work continues on three subprojects:

¢ reconstruction of the connection node of the Viredi-Tallinn
transmission gas pipelineg;

( diagnostics of transmission gas pipelines;

é repairs of transmission gas pipelines.

Development of construction designs for five subprojects is
completed:

' replacement of the transmission gas pipeline branch at GRS
Ezerciems;

' replacement of segments of the transmission gas pipeline Riga-
InCukalns UGS at the InCukalns UGS connection node;

( replacement of segments of the transmission gas pipeline Riga-
InCukalns UGS at GRS Riga-1;

é replacement of the transmission gas pipeline branch at GRS
Krimulda;

¢ reconstruction of the connection node of the transmission gas
pipeline Riga—Paneveézys.

Work has started on the last four subprojects: reconstruction of the
transmission gas pipeline branches at GRS Vangazi, GRS Zakumuiza,
GRS Daugmale, and GRS Baldone.

BInformation is available in Section 8 “Transmission system development”
9Project of Common Interest No. 8.2.1. “Enhancement of Latvia-Lithuania Interconnection”

16



5.3. Regional cooperation of transmission system operators

As the Baltic-Finnish regional integration processes continue,
cross-border cooperation between operators and the interaction of
technological elements of transmission systems are becoming incre-
asingly important. It is essential to improve market participants’ un-
derstanding of the potential of the regional gas transmission infra-
structure and the factors contributing to and limiting its operation,
both now and in the future, after the completion of the major infra-
structure enhancement projects in the region, such as the ELLI Pro-
ject, which envisages an increase in the technical capacity of Kie-
menai interconnection point, or the project for the enhancement of
the Incukalns UGS compressor station, which will change the storage
operation during the withdrawal season. In view of the above, the
Latvian, Estonian and Finnish gas transmission system operators set
up a new working group, whose objectives include raising market
participants’ awareness of the regional infrastructure and increasing
the efficiency of the gas transmission systems of the involved TSOs
by creating a unified gas transmission system model for assessing
the operation of the system under normal and emergency conditions.

Coordination of Maintenance works
Plans of Transmission System
Operators of the Single entry tariff
area

Shortly after the start of operation of the Single entry tariff area, Es-
tonian, Latvian and Finnish operators identified the need to coordi-
nate on maintenance works plan in order to minimize the market im-
pact of the maintenance and repairs to be carried out. Among the
participants of the first agreement on the maintenance works plans,
along with neighbouring EU operators, was the Finnish transmission

system operator Gasgrid Finland, which before the commissioning of the Balticconnector had experience
only in cooperation with the transmission system operator of the Russian Federation.

Taking into account the differences in the attraction to the maintenance works planning, the agreed
maintenance works plan for 2020/2021 covers 15 months of repairs to the Company’s system (gas year
plus the first quarter of the following gas year) and a calendar year of repairs to the Estonian and Finnish
systems. The maintenance works plan agreed by each individual TSO was published on 20 July 2020 on
each operator's website. Up-to-date information on planned maintenance works and capacity limita-
tions is available on Conexus website?.

Use of the Single UMM Platform

In 2020, Conexus and Elering worked together to improve information transparency. In order to provide
market participants with convenient and unified access to urgent information on the transmission sys-
tems of the Estonian—-Latvian Common Balancing zone operators, operators agreed to jointly publish
future UMM on the GET Baltic inside information platform?!. Following the changes, UMM information
on all gas systems in the Baltic—Finnish region is now available in one place. It is possible to use the RSS
feed-reading service or sign up to receive UMM by e-mail easily and quickly. Historical UMM reports are
stored on TSOs” websites.

Solution for increasing the capacity of the Balticconnector

After a detailed analysis of the potential of the current regional gas transmission system and successful
peak load tests for natural gas supply from the InCukalns UGS to Finland, a technical working group set
up by the Baltic-Finnish Transmission System Operators has found a solution to temporarily increase the
technical capacity of the Balticconnector interconnection point to b GWh per day.

A closer cross-border technical cooperation has made it possible to ensure the availability of additional
capacity to market participants until the Estonian transmission system operator Elering will have put into
service gas compressor stations, the installation of which has been delayed. The technical capacity of
the Balticconnector interconnection point is reviewed on a weekly basis, while the specific amount of the
increase in technical capacity depends on several aspects of the use of the regional gas infrastructure.

20Conexus website. Available at:
21GET Baltic website. Available at:
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6. CONFORMITY OF NATURAL GAS SUPPLY
AND CONSUMPTION - NATURAL GAS FLOWS

6.1. Commercial data

As from 1 January 2020, with the establishment of the Estonian—Lat-
vian Common Balancing zone, all users of the Latvian and Estonian
transmission systems had to enter into agreements with only one of
the operators in order to receive transmission services in the Estoni-
an—Latvian Common Balancing zone.

During the reporting period, the number of concluded service ag-
reements in both the transmission and storage systems increased,
which can also be explained by access to the Finnish market. With
the commissioning of Estonia-Finland interconnection point Baltic-
connector at the end of 2020, Conexus had 34 transmission service
agreements and 30 natural gas storage service agreements in force.
At the end of 2020, the number of transmission service agreements
concluded with Elering was 8.

Of all users who had entered into transmission service agreements
and storage service agreements, 35 system users were actively using
natural gas transmission services in the Estonian—-Latvian Common
Balancing zone, and 20 users were actively using storage services.
Natural gas was supplied from the natural gas transmission system
to the natural gas distribution system by 16 users, / of them sup-
plied natural gas to the Estonian distribution system and 12 —to the
Latvian distribution system. In 2020, 5 users delegated their balance
responsibility to a selected balance responsible party in the Estoni-
an-Latvian Common Balancing zone.

When assessing the distribution of reserved products in 2020, it
should be concluded that the system users are increasingly focusing
on longer time frames for booking transmission capacity products.
The interest of system users in booking longer — monthly, quarterly

Figure 6.1. Number of natural gas system Figure 6.2. Capacity
users and agreements in the Estonian- reservation by product type in
Latvian Common Balancing zone in 2020 2020 (%)
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and annual — capacities can be explained by product multipliers embedded in the tariffs, which ensure
cheaper costs when booking capacity products for longer periods, while providing the system operator
with more complete information on planned system operation.

Currently, the monthly product dominates in system users’ portfolios. It should be outlined that in 2020,
for the first time in the history, an annual capacity product was reserved at Varska entry point mana-
ged by Elering.
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6.2. Balancing
operations

In 2020, Conexus, acting as the balancing coordinator in accordan-
ce with the cooperation agreement concluded between transmission
system operators Conexus and Elering, performed a total of 641 ba-
lancing operations in the Estonian—-Latvian Common Balancing zone
- injecting the missing natural gas into the transmission system when
the imbalance generated by the users was negative or removing the
surplus natural gas from the transmission system when the imba-
lance generated by the users was positive. Conexus performed 582
balancing operations to eliminate positive imbalances and 59 balan-
cing operations — to eliminate negative imbalances.

Figure 6.3. Balancing operations in
the Estonian-Latvian Common Balancing

Zone in 2020 (GWh)
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Inaccordance with the approved balancing procedure, standardized short-term (day-ahead or within-day)
products with delivery to the virtual trading point are selected as priority for balancing operations, buying
or selling them on the UAB GET Baltic trading platform. Offers submitted by transmission system balan-
cing service providers are used if, due to lack of liquidity in trade of standardized short-term products,
economic disadvantage or other considerations, standardized short-term products are not suitable for
ensuring the operation of the natural gas transmission system within its technical capabilities. During the
reporting period, 88% of all balancing transactions were performed on the trading platform, while offers
submitted by transmission system balancing service providers were used in 12% of cases.

Figure 6.4. Distribution of Figure 6.5. Imbalance generated by system

balancing operations in 2020 (%) users (GWh) and neutrality charges
| (EUR/MWHh) in 2020
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The total amount of the imbalance generated by all system users of the Estonian—Latvian Common Ba-
lancing zone in 2020 was 330,5 GWh. Balancing operations in the amount of 374,5 GWh were perfor-
med to eliminate the positive imbalance generated by the system users, of which 313,4 GWh - on the
trading platform and 61,1 GWh — within the concluded balancing service agreements. In turn, balancing
operations in the amount of 47 GWh were performed to eliminate the negative imbalance generated by
system users, including 36,5 GWh — on the trading platform and 10,5 GWh — within the balancing servi-
ce agreements.

Neutrality charge, EUR/MWh

19



Neutrality charge in 2020 (EUR/MWHh)

January 0,02
February -0,01
March 0,01
April 0,00
May 0,04
June 0,01
July 0,00
August 0,00
September -0,02
October 0,06

November 0,01
December -0,01

Average €0,01

The neutrality charge applied in 2020 ranged from EUR -0.02 to EUR
0.06. In settlement periods when the neutrality charge was negative,
the transmission system operator paid it to the transmission system
users, while in the settlement periods when the neutrality charge was
positive, the transmission system operator charged it to the trans-

mission system users. The average neutrality charge in the period of
2020 was 0.01 EUR/MWh per month.

In 2020, changes were made in the incentive factors for applicable
marginal prices. In the first half of the year, the incentive factor was
0.95 for the marginal buy price and 1.05 for the marginal sell price;
however, after summarizing the operation results of the Common Ba-
lancing zone in the first half of the year and performing their detailed
analysis, it was concluded that the applied values of marginal price
incentive factors do not correspond to the actual market situation. In
order to improve the balance situation of the Estonian—Latvian Com-
mon Balancing zone, changes were made to the marginal price in-
centive factors taking into account the results of the analysis, setting
the incentive factor for marginal sell price at 0.90 and the incentive
factor for marginal buy price at 1.10 as of 1 July 2020. As a result of
the changes, the second half of 2020 showed a significant improve-
ment in the overall balance of system users.
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6.3 Transmission system flow data

In 2020, the total amount of gas transmitted reached 37,4 TWh, which is an increase of 10% compared
to the previous year. With the start of operation of the Balticconnector interconnection point, a significant
part of the total Finnish inflows was transmitted through the Single Estonian—Latvian Balancing Zone,
including from the Incukalns UGS in the first and fourth quarters of the year, which accounted for 34%
of the total Finnish consumption. Such high interest in the supply of natural gas to Finland through the
Estonian—Latvian Common Balancing zone is related to the existing gas price difference throughout the
year, namely, significantly lower gas prices in the Estonian—Latvian Common Balancing zone compared
to Finland.

Figure 6.6. Amount of natural gas received and transmitted in
the Estonian-Latvian Common Balancing zone in 2020 (GWh and %)

Entry points Exit points

EE consumption

Kiemenai (LV)

1647
4%

LV consumption

11 568
29%

Balticconector
(EE)

8471

21%
Luhamaa (EE)

148
0.37%

In 2020, there was a decrease in technical capacities at the InCukalns UGS and the Luhamaa intercon-
nection point compared to 2019. The restrictions at the Luhamaa point were related to repairs to the
Valday—Pskov transmission pipeline. In turn, the decrease in the technical capacity at the Incukalns UGS
was related to the recommendations provided by the monitoring organisation of the storage facility#2.

2|Information is available in Section 5 “Information on the natural gas transmission system in Latvia”.




/. INFORMATION ON STORAGE SYSTEMS
AND STORAGE FLOWS IN 2020

Conexus is a unified natural gas transmission and storage operator, which structure includes the
Incukalns Underground Gas Storage. The Incukalns UGS provides injection, storage and withdrawal
of natural gas by supplying it to the gas transmission pipelines.

The InCukalns UGS, which is part of the Conexus structure, consists of surface technological installations,
wells, and underground reservoir. The reservoir is a naturally formed Cambrian period sedimentary rock
in the aquatic medium horizon at the depth of aprox. 600 to /50 meters.

Latviais crossed by the geological layer of Cambrian period sedimentary rock. In Latvia, the porous Cam-
brian period sandstone sedimentary rock is characterized by very good properties. Namely, its porosity
amounts up to 30%, allowing efficient and economic storage of natural gas.

The central territory of the InCukalns UGS and the equipment needed to ensure the technological proces-
ses —three hereafter GCP and 180 gas storage wells?? cover approximately 8 400 hectares. The total ter-
ritory of InCukalns UGS — underground geological formations?* with a contour area of ~ 40 km? is located
in the territories of Séja, Krimulda and Incukalns municipalities.

The maximum possible amount of active natural gas to be stored as foreseen in the technical project of
the Incukalns UGS is 24,219 TWh. The pressure of the collector layer and the amount of natural gas sto-
red in it?° are impacted by several technological factors, but in particular by the actual natural gas filling
in the InCukalns UGS during previous storage cycles and the injection intensity during the particular sto-
rage cycle. The maximum technical injection capacity of the Incukalns UGS is 178.5 GWh/day, while the
maximum withdrawal capacity of the storage facility is 316 GWh/day available if the amount of active
natural gas is above 18 TWh. When the filling of the storage facility is lower, the natural gas withdrawal
capacity decreases according to the storage facility’s withdrawal capacity curve?.

The InCukalns UGS is a complicated engineering geological object the exploitation whereof is related to
particular risks and resulting exploitation conditions. The maximum permissible pressure in the collector
layer must not be exceeded. Violation of this condition can lead to gas leaking in the upper layer, i.e. gas
losses and contamination. The permissible maximum injection pressure must also not be exceeded, as
it may cause a hydraulic fracturing of collector layer — collapse of sandstone crystal grid and damage to
technological equipment.

(1) Soil
(2) Quarternary

Ordovician
(gas-tight-
layer)
Cambrian
(storage)

(7) Basic rock
Natural gas

@ In5||oection
well

Control wells

@ Exploitation
wells

@ Overground
technologies

@ Maximum
capacity
of storage

2Control and inspection wells, as well as 93 exploitation wells for natural gas injection and withdrawal processes.
24Collector layer.

The pressure at which the storage facility’s overlayer remains tight.

26The 2020 curve can be seen in Figure 7.3.
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/.1. Measures for maintenance,
Improvement and reconstruction of
the Incukalns UGS infrastructure

The task of the gas storage facility is to ensure a constant supply of gas to consumers, regardless of the
seasonal changes in its consumption, by injecting natural gas in summer and withdrawing it in winter.
The InCukalns UGS is the only functioning underground gas storage facility in the Baltic States. It ensu-
res the stability of gas supply and continuous operation by monitoring and controlling the stability of the
storage facility, inspecting and preventing damages to the infrastructure and investing in storage facility
development and security.

The most significant measures for maintenance, improvement and reconstruction of the Incukalns
UGS infrastructure which were performed in 2020:
' maintenance of technological equipment and facilities;

é modernization of the water treatment plant;
¢ replacement of KC-2 communication shut-off valves No.38 and 39;

é modernization of the commercial metering unit of the gas compressor station No.1;
' technological monitoring of the storage facility in accordance with the agreement concluded between
Conexus and Storengy?/;

' well safety assessment, well geophysical and geochemical surveys;
é preventive measures for well blowout safety;

é concluded agreements on well blowout safety monitoring and emergency response;

' diagnostics of technological equipment GCP-1, GCP-2, GCP-3 and repairs to the connecting gas pipe-
line, elimination of the damages detected during diagnostics;

* replacement works in the chromatograph unit No. 2.

¥’Supervisor of the technological processes of the Incukalns UGS.




/.2. EU project of common interest “Enhancement of
Incukalns Underground Gas Storage”#®

In 2020, Conexus continued the implementation of the EU co-financed project “Enhancement of InCukalns UGS”. The project envisages the implementation
of three main activities:

Incukalns UGS development project
The total funding of the project is 88 million EUR. By 2025, the following project sections are planned:

Co-financed by the European Ur’
Connectlng Europe Facility

IMPROVEMENT OF OVERGROUND MODERNIZATION OF THE EXISTING FIVE GAS
EQUIPMENT (RECONSTRUCTION OF  RESTORATION OF COMPRESSION UNITS AND INSTALLATION OF
GAS COLLECTION POINT 3)’ 36 WELLS ONE ADDITIONAL NEW GAS COMPRESSION UNIT
Mio EUR ----i Mio EUR C e) Mio EUR L::D

Mio
EUR

31 %

The Incukalns UGS development project aims to improve the functio- stallation of a new compressor in order to allow compression removal

ning of the storage so that it can provide functionality after increasing from storage, which will enable the output pressure of 50 to b5 bar

pressure in the Baltic transmission system, as well as to reduce the in the Incukalns UGS interconnection with the transmission system

dependence of productivity of the storage from the volume of natural even if the pressure in the reservoir is below the pressure in the trans- e
gas stored. One of the most important tasks of the project is the in-  mission system. system development”.
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According to the 2019 agreement concluded with INEA on the PCI,
the project contains 35 benchmarks. By the end of 2020, 17 bench-
marks were reached and fully met, representing 50% of the total pro-
ject benchmarks:

' the necessary building permits were received for construction and
the started design works for the enhancement of GCP No. 3 conti-
nued. The aim of the project is to rebuild the technologically obsolete
gas collection point in order to reduce its impact on the environment
and to ensure the possibility to control technological processes remo-
tely from the InCukalns UGS control room;

' with the purpose of the improvement of overground equipment,
an agreement on the development of the construction design and
author’s supervision was concluded, as well as documentation of the
construction plan was prepared, as a result of which two building
permits were received so that the construction of GCP No.3 could be
implemented in two stages. An agreement was also concluded for
the supply of basic technological equipment;

¢ within the framework of the restoration of 36 wells, 3 wells were
put into operation; thus, restoration works were completed at 9 out of
36 wells;

( within the framework of modernization of the existing gas com-
pression units, the necessary equipment was delivered in order to
ensure the modernization of the gas compression unit No. 3 in the
first compressor workshop No. 2;

f construction planning documents were developed for the installa-
tion of a new gas compression unit in the compressor workshop, as a
result of which a building permit was obtained. In addition, a tender
was announced for the procurement of a gas compression unit pac-
kage.

Overall, the implementation of the project in 2020 was most affected
by the Covid-19 pandemic, but thanks to the timely risk management
plan, the Company managed to overcome the difficulties without any
significant impact on the project implementation.

/.3. Storage facility flows in 2020

The withdrawal season of the 2019/2020 storage cycle ended on 30 April 2020 and the balance of active
natural gas at the beginning of the InCukalns UGS injection season in May 2020 was 7,75 TWh. The amou-
nt of active natural gas in the storage after the end of the natural gas injection season in mid-October 2020
was 21,57 TWh, which accounted for 89% of the maximum possible amount of active natural gas.

Figure 7.1. Amount of active natural gas in Incukalns UGS after the end of
the natural gas injection season (TWh and % of full storage)

30

100% 100% 100%  100%
25

7% 89%
20 5%
6 M™%
62%

15 h6%

10 :

a

0

2011 2012 2013 2014 2015 2016 2017 2018 2013 2020

25



The creation of the single market has boosted users’ interest in storage. Estonia—Finland interconnection
Balticconnector, opened at the beginning of 2020, ensured the additional withdrawal of natural gas from
the InCukalns UGS for supply to Finnish users.

The interest in storage in the summer of 2020 was also stimulated by the favourable gas price structure —
a large difference between winter and summer prices, which encouraged users to buy natural gas and
keep it in storage in order to sell it profitably in the winter season. During the injection season, regular
monitoring of the injection regimes was carried out in cooperation with the supervisor of technological
processes Storengy, within the framework of its recommendations and suggestions for process impro-
vement which were received once a month. In this way, the injection capacity was revised depending on
the technical capabilities of the storage facility in order to reduce the possibility of congestion. In addition,
congestion management was carried out in accordance with the procedures specified in the InCukalns
UGS regulations: within the framework of the congestion management, the system operator distributes
natural gas injection capacity among system users within the capacity available to the bundled capacity
priority product and in proportion to their reserved available storage capacity.

Figure 7.2. Amount of injection and withdrawal

(GWh/day) and amount of active natural gas
(TWHh) in InCukalns UGS in 2019 and 2020?°
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29GIE data. Available at: https://agsi.gie.eu/#/




In preparation for the next storage cycle, a technical capacity forecast
was published in November 2020, predicting the 2021/2022 stora-
ge cycle to be 22,5 TWh. With high user interest in storage services,
demand for technical capacity to be used over the next two to three
storage cycles is expected to return to designed levels.

In the winter season, the reliability and stability of the transmission
system depend on the amount of natural gas in the Incukalns UGS,
which in turn allows to ensure the required input capacity in the trans-

Figure 7.3. Curve of natural gas amount available
for withdrawal in 2020
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30Cabinet of Ministers Regulations No. 312 “Procedures for the Supply of Energy Users and Sale of Heating Fuel During
Declared Energy Crisis and in Case of Endangerment to the State” of 19 April 2011

mission system’s interconnection with the storage facility and
in the transmission system as a whole, as well as to ensure
cross-border natural gas flows. The withdrawal of natural gas
from the storage facility is carried out by means of the pressure
difference between the collector layer and the transmission gas
pipeline, and accordingly the daily withdrawal capacities de-
pend on the filling of the storage facility. The withdrawal curve
for the 2020/2021 storage cycle is shown in the figure below.

Fulfilling the obligation imposed on the unified operator in the
2020/2021 storage cycle by the Cabinet of Ministers Regula-
tions3° to ensure the required natural gas withdrawal capacity
during the energy crisis, in 2020 Conexus organized an auc-
tion on ensuring storage and availability of active natural gas
in the storage facility in 2020-2021. Within the framework of
the auction, bids from merchants of several countries were re-
ceived with the total amount of 5,220 GWh and the highest
offered price of 3,64 EUR/MWHh. After evaluating the bids recei-
ved, Conexus fully or partially approved the bids up to a total
amount of 2,845 GWh.
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8. TRANSMISSION SYSTEM
DEVELOPMENT

8_ 1 _ I nte rconn ectlon tFri‘geuI;eai.iigﬁqtural gas infrastructure projects in
system development sweoen
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The List of PCls is reviewed every two years. On 31 October 2019,
the European Commission published the fourth List of PCls3®?, which,
like the third List of PCls approved in 2017/, included two Conexus
projects: Enhancement of Incukalns UGS and Enhancement of Lat-
via—Lithuania interconnection:

é 1. Estonia—Finland interconnection (Balticconnector)?3. On 11 De-
cember 2019, the interconnection Balticconnector was officially ope-
ned: a two-way gas pipeline connecting the natural gas infrastructu-
res of Estonia and Finland. Balticconnector, which began operating
on 1 January 2020, connects the natural gas networks of the Baltic
States and Finland, playing an important role in the single natural
gas market.

The 77-km-long underwater section of the pipeline from Inkoo in Fin-
land to Paldiski in Estonia is connected to a 21-km-long onshore pi-
peline in Finland and a bb-km-long onshore pipeline in Estonia, thus
connecting the gas transmission systems of the two countries.

) 2. Enhancement of Estonia-Latvia interconnection®*. Enhancement
of this interconnection will increase the volume of natural gas flows,
as well as organize natural gas supplies from Estonia to Latvia, whi-
ch will be important to ensure natural gas flows in the Single Natural
Gas Market and allow Estonian and Finnish market participants to
store natural gas at the InCukalns UGS. The planned input and output
capacity of the interconnection — 105 GWh/day — will be significantly
affected by the implementation of the project for the Enhancement
of Latvia—Lithuania interconnection, which is planned to be comple-
ted by the end of 2023. The interconnection enhancement works on
the Estonian side are planned to be completed in 2021, while on the
Latvian side, taking into account the deadline of the project for the
Enhancement of Latvio—Lithuania interconnection — not earlier than
2024.

) 3. Enhancement of Incukalns Underground Gas Storage?®. The In-
Cukalns UGS is the only underground natural gas storage facility in
the Baltic region that provides the region with stable natural gas sup-

plies during winter. On 15 May 2019, INEA signed an agreement with
Conexus on the PCls. The project envisages the implementation of
three main operations: improvement of overground equipment, res-
toration of gas wells and modernization of gas compression units.
The project will significantly reduce the dependence between the ca-
pacity available for withdrawal and the natural gas reserves in the
storage facility, which will significantly improve the security of natural
gas supplies as well as the efficiency of the storage facility, which is
especially important in the Single Natural Gas Market. In addition to
the above, the project will implement additional environmental pro-
tection measures, reducing CO,, NO and other emissions. The pro-
ject deadline is December 2025.

¢ 4. Enhancement of Latvia—Lithuania interconnection?®. On 19 De-
cember 2019, INEA signed an agreement with Conexus and the
Lithuanian transmission system operator Amber Grid on the finan-
cing of construction works within the framework of the project for the
increase in the capacity of Latvia-Lithuania interconnection: Enhan-
cement of Latvia—Lithuania interconnection. Increasing the intercon-
nection capacity will not only ensure greater volumes of natural gas
exchange between Latvia and Lithuania but will also ensure sufficient
capacity in the Latvian transmission system for natural gas flows with
the establishment of a regional natural gas market. The aim of the
project is to carry out reconstruction works, diagnostics and repair
works of individual gas transmission facilities in order to prepare the
system for increase in the pressure, which at the same time will incre-
ase the interconnection capacity for flows in the direction from Latvia
to Lithuania to 119.5 GWh per day and from Lithuania to Latvia —to
130.47 GWh per day. The project deadline is December 2023.

32EU’s Fourth List of Projects of Common Interest. Available at: https://ec.europa.eu/energy/sites/ener/files/c_2019_7772_1

annex.pdf
3Project of Common Interest No. 8.1.1. Estonia—Finland interconnection.

34Project of Common Interest No. 8.2.2. Enhancement of Estonia-Latvia interconnection.
3Project of Common Interest No. 8.2.4. Enhancement of In¢ukalns Underground Gas Storage.
%¢Project of Common Interest No. 8.2.1. Enhancement of Latvia-Lithuania interconnection.
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¢ 5. Gas interconnection Poland-Lithuania (GIPL)¥.
The aim of this project is to connect the Polish and
Lithuanian natural gas transmission systems, thus
ensuring the connection of the Eastern Baltic natu-
ral gas transmission systems to the Central Europe-
an natural gas transmission network. The GIPL will
function as an alternative gas supply source for the
Eastern Baltic region, improving the natural gas sup-
ply security in the region and allowing to integrate the
region in the EU natural gas transmission network.
The planned capacity towards Lithuania will be 73,9
GWh per day, while towards Poland - 57,7 GWh per
day. The project is planned to be completed in 2022.

At the end of 2020, work was started on the fifth
List of PCls, in which Conexus wants to include the
two projects on the fourth List, as well as an additio-
nal connecting gas pipeline between the Incukalns
UGS and Skulte LNG Terminal if the necessary per-
mits for the liquefied natural gas project are received
from JSC Skulte LNG Terminal. The fifth List of PCls is
expected to be approved at the end of 2021.

The fifth List of PCls is the last list of PCls to be estab-
lishedundertheexisting Regulation (EU)No347/2013
of the European Parliament and of the Council of 17
April 2013 on guidelines for trans-European energy
infrastructure and repealing Decision No 1364/2006/
EC and amending Regulations (EC) No 713/20009,
(EC) No 714/2009 and (EC) No 715/2009. In view
of the EU’'s commitment to decarbonisation, the Eu-
ropean Commission has launched a public consulta-
tion on the recast of Regulation, which is expected
not to include natural gas projects.

Desynchronization of the Baltic electricity network
from the BRELL®*® circle and synchronization with

Continental Europe will have a significant impact
on the natural gas market. After joining the new
synchronization zone, Latvian electricity producers
will have to provide their own generating capaci-
ties and natural gas will largely play the role of a
guarantor of a stable electricity supply. The Baltic
power interconnections NordBalt (Sweden-Lithua-
nia), Estlink (Estonia—Finland) and LitPol (Lithuania—
Poland), which had the status of PCls, have signifi-
cantly changed the power generation market in the
Baltic States, as well as increased the demand for
natural gas and its storage facilities.

Electricity interconnections with the Scandinavian
region have increased competition in the power ge-
neration market, which requires more flexibility from
electricity producers than can be offered by gas-fi-
red thermal power plants. The Scandinavian electri-
city market will indirectly but significantly affect the
natural gas market in the Baltics, as a result of whi-
ch the demand for natural gas flexibility and stora-
ge facilities will increase. Gas-fired thermal power
plants must be able to ensure the production of the
required amount of electricity in a shorttime, as are-
sult of which it will be necessary to ensure sufficient
and operative withdrawal of natural gas from the
InCukalns UGS. In the next 10 years, the InCukalns
UGS will play an important role in Latvia’s energy
supply, because after the desynchronization of the
Baltic electricity network, the Incukalns UGS will act
as a guarantor of the region’s electricity supply and
energy security.

3’Project of Common Interest No. 8.5. Gas interconnection Poland-Lithuania.

¥Agreement signed by Belarus, Russia, Estonia, Latvia and Lithuania on synchronization of the countries’ power grids.
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8.2. National system development

Energy Transition Projects

Regulation (EC) No 715/2009 of the European Parliament and of the
Council of 13 July 2009 on conditions for access to the natural gas
transmission networks and repealing Regulation (EC) No 1775/2005
requires the ENTSOG to establish a Ten-Year Network Development
Plan every two years. The aim of the TYNDP is to identify and elimi-
nate the bottlenecks in European gas infrastructure.

At the end of May 2019, ENTSOG started collecting information on
the projects to be included in the 2020 TYNDP.

The following project could be included in the TYNDP:

( gas infrastructure projects (interconnections, storage facilities,
liqguefied gas terminals);

¢ projects that significantly reduce CO, emissions and air pollution,
as well as ensure the introduction of renewable energy sources into
the system and sector coupling®®;

& energy transition projects®, involving projects such as Power-to-
Gas*, hydrogen or synthetic methane, biomethane production plants,
the improvement of power and gas systems for the injection of energy
obtained in the above-mentioned ways.

In the 2020 TYNDP, Conexus included two new energy transition
projects:

¢ Biomethane production with infrastructure building/enhancement
in Latvia;

¢ Power-to-Gas production with infrastructure building/enhancement
in Latvia.

3From English - Sector Coupling “°From English - Energy Transition Projects “From English - Power-to-Gas

Connections to the Transmission System

In 2019, PUC approved regulations in the natural gas sector that improve the
process of connection to the natural gas system: “Natural gas transmission
system connection for manufacturers of biomethane, operators of liquefied
natural gas system and natural gas users”. The aim of the Regulations is to
ensure the possibility for the natural gas users themselves to decide, plan and
implement connection to the natural gas transmission system in places where
it is technically possible and economically justified. At these connection po-
ints, natural gas of appropriate quality*® can be injected into the transmission
system or withdrawn from the transmission system, for example, to ensure
the operation of LNG refuelling stations or industrial facilities.

Since the Regulations came into force, six potential users have shown inte-
rest in establishing a direct connection to the transmission system, and in the
summer of 2020, the implementation of the first direct connection to the gas
transmission system project was started. The first direct connection is located
In Priekuli, and its construction is carried out by the compressed natural gas
producer SIA GasOn“* under the supervision of Conexus specialists. In the
middle of 2021, SIA GasOn plans to start supplies to customers, commissio-
ning the first gas compression plant.

The Company created a map of possible connection points with potentially
the lowest costs of connection to the gas pipeline of the natural gas trans-
mission system. In 2020, the Company continued to work on the identification
of potential connection points, and today 19 potential connection points are
marked on the map.

The map of the Latvian natural gas transmission system with connection po-
ints is attached in Annex 1.

42Cabinet Regulation 650 as of 4 October 2016, ‘Requirements for injection and transportation of bio-methane and liquefi ed
natural gas in the natural gas transmission and distribution system’

“3Previous name: SIA RiGas Cylinders.
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9. SINGLE NATURAL GAS MARKET

RGMCG** was established within the framework of the Baltic Energy
Market Interconnection Plan*®, with the Heads of Government of the
Baltic States and Finland concluding an agreement on 5 December
2014 on the harmonization of network codes and the establishment
of Single Natural Gas Market. The members of the RGMCG — transmis-
sion system operators, national regulatory authorities and the relevant
ministries - have different tasks. Transmission system operators were
tasked with harmonising transmission system regulations and balan-
cing measures while also creating a common entry - exit area. National
regulatory authorities are responsible for the development of single ta-
riff area methodologies, establishment of principles for socialization of
natural gas infrastructure of regional significance and harmonization
of licensing regimes. In turn, the ministries are responsible for security
issues of regional natural gas supply. The RGMCG is also closely mo-
nitored by the European Commission Directorate-General for Energy.
In 2020, RGMCG, in cooperation with the European Commission, de-
veloped and on 20 April approved a roadmap?® establishing a process
for further integration of the Baltic-Finnish natural gas market.

The first activity in the framework of the gradual implementation of the
BEMIP planis the integration of the Baltic-Finnish gas market, creating
a single entry tariff area for Estonia, Latvia and Finland, more commonly
known as FINESTLAT single entry tariff area, and two balancing zones -
Estonian-Latvian and Finnish. FINESTLAT became operational on
1 January 2020 with the start of commercial use of the Estonian-Fin-
nish interconnection Balticconnector. It should be noted that FINEST-
LAT is the first single market region of its kind in the European Union.

The results of the first year of operation of the Single Natural Gas Mar-
ket area confirm that all participants involved in the supply of natural
gas are significant beneficiaries. The choice of supplier for natural gas
transmission system users and gas end-users have increased signifi-
cantly as the creation of a single entry tariff area has led to the abo-

lition of charges for crossing the borders between the countries of that area, thus promoting competition
between natural gas traders and facilitating access to alternative gas sources. Natural gas traders have
the opportunity to use the available natural gas transmission and storage infrastructure more efficiently,
but the Estonian-Latvian Common Balancing zone reduces the bureaucratic burden and ensures a conve-
nient and transparent balancing process.

Figure 9.1. Amount of gas received and transferred in the Single Natural Gas
Market in 2020 (GWh)
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Market integration marks a significant step of change for Latvia’s energy independence, sustainable and
efficient use and availability of infrastructure, especially the InCukalns underground gas storage facility,
on a regional scale, and wider opportunities to develop the production and use of the so-called “green” y
gases and cross-sectoral integration, building on the region’s integration into the European Union’s single
gas market.

4from English - Regional Gas Market Coordination Group
“*from English - Baltic Energy Market Interconnection Plan

“European Commission website. Available here: https://ec.europa.eu/info/sites/default/files/energy_climate_change_envi-
ronment/news/documents/roadmap_on_regional_gas_market_integration.pdf




Finnish, Estonian and Latvian tariff area and
ITC mechanism

From 1 January 2020, the ITC procedure of the natural gas transmission system ope-
rators Gasgrid Finland, Elering and Conexus of the Single Finnish, Estonian and Lat-
vian tariff area has been introduced, based on the inter-operator agreement signed
on 14 February 2019 on the implementation of the ITC mechanism and coordinated
with the decision of the Council of the Public Utilities Commission of 18 December
2019 No. 201 “On Reference Price Methodology and Agreement on the Inter-Trans-
mission System Operator Compensation Mechanism”. The ITC procedure for natural
gas transmission system operators is to be understood as a mechanism whereby the
revenues generated by all external entry point tariffs of the single entry tariff area are
combined and distributed among the operators of the single entry tariff area system.

The ITC mechanism provides that the redistribution of combined revenues takes place
on a monthly basis, taking into account the share of each tariff area country’s natural
gas consumption in the total annual consumption of the tariff area countries in the
previous calendar year. If the system operator incurs demonstrable eligible variable
costs related to the provision of regional flows but which are not eligible for supplies
to the national natural gas retail market, such as fuel gas costs required for the ope-
ration of compressors, the operator is entitled to deduct eligible costs from its revenue
from reserving input power before the redistribution of revenue. i

In order to evaluate the ITC mechanism and compliance with the TAR NC#, as well as -
to assess the results of market consolidation, in 2020 the Baltic and Finnish transmis-
sion operators, in cooperation with REKK*¢, conducted a study “Evaluating the FinEst-
Lat gas market coupling”. Based on the analysis, the ITC mechanism complies with
the TAR NC - it is transparent and non-discriminatory, and although the entry tariffs
are not set in full compliance with the TAR NC, the Finnish, Estonian and Latvian tariff
area is broadly in line with the TAR NC idea and purpose. Due to the uniqueness of
the network and the market, the ITC needs to include the possibility to set tariffs na-
tionally, but to coordinate them regionally. The general recommendations of the REKK
recommend maintaining the existing model of the ITC mechanism due to its simplicity
and comprehensible framework.

4’European Commission Regulation (EU) 2017/460 of 16 March 2017 establishing a network code on harmonised transmission tariff
structures for gas

“8Regional Centre for Energy Policy Research. Available: https://freklk.hu/




Estonian — Latvian Common Balancing zone

As of January 1, 2020, the Estonian — Lat-
vian Common natural gas transmission
system balancing zone, which covers the
Latvian and Estonian gas supply systems,
became operational. The balancing mode
covers all processes, from the entry to the
transmission system to the end-user con-
nection, simplifying daily balancing and
avoiding the introduction of a separate dis-
tribution system balancing process. The
operation of the Common Balancing zone
shall be regulated by the common rules for
the use of the transmission system*® and
the common balancing rules®®. Within the
framework of the regulations, system users
are entitled to sign transmission and balan-
cing agreements with any of the two trans-
mission system operators and use the en-
tire Latvian and Estonian gas transmission
infrastructure. The common balancing rules
provide for the introduction of a new balan-
cing element, the neutrality charge, which
is applied as of 1 January 2020. The neut-
rality charge shall consist of the differen-
ce between the costs and revenues of the
transmission system operators of the Com-
mon Balancing zone from balancing activi-
ties and shall ensure the financial neutrality
of the transmission system operators.

conexu’so

BALTIC G R

e

“SAvailable here: https://likumi.lv/ta/id/314277-par-vienoto-dabasgazes-parvades-sistemas-lietosanas-noteikumu-saskanosanu

50Available here: https://likumi.lv/ta/id/310338-par-vienotas-dabasgazes-parvades-ieejas-izejas-sistemas-balansesanas-noteikumu-saskanosanu

®from English — Market Area Manager

®2Information on balancing activities in 2020 is available in Section 6 “Conformity of natural gas supply and consumption — natural gas flows”

The principles of cooperation between Conexus and Elering within
the Common Balancing zone are set out in the cooperation agree-
ment concluded between the operators on the implementation of the
common balancing zone, which includes several roles and approp-
riate division of functions and responsibilities in the day-to-day ope-
ration of the common balancing zone. By concluding the cooperation
agreement, the operators agreed that from 1 January 2020, the role
of the settlement and balancing coordinator provided for in the ag-
reement, as well as the authorization to perform balancing activities
of the Estonia-Latvia Common Balancing area, will be delegated to
Conexus, retaining the right of any operator of the Common Balan-
cing area to request the rotation of the contractor specified in the
contract.

In order to introduce and implement the balancing and settlement
coordination processes included in the cooperation agreement, a
new, unique unit was created in Conexus —a Common Market Area
Division. Based on the above-mentioned inter-operator agreement,
it performs the functions of the Market Area Manager®! and serves
system users and transmission system operators active in the Esto-
nian-Latvian Balancing zone. The unit ensures the operation of the
virtual trading point and performs the day-to-day balancing process
of the common balancing zone, which includes both the analysis of
gas flows and the preparation of the imbalance report of the Latvian
and Estonian transmission systems, and actual balancing activities
on the trading platform or within balancing service agreements, thus
balancing the operation of the gas transmission system on a daily
basis®?. It is also responsible for the collection and preparation of
settlement data — monthly invoice supplements for neutrality, balan-
cing and booked capacity settlements are prepared for all partici-
pants of the Estonian-Latvian Common Balancing area.




Common IT platform

Starting with the establishment of the Estonian — Latvian Common
Balancing zone, the Latvian and Estonian gas transmission system
operators also started servicing joint transmission and storage ser-
vice users by using the common IT solution on the website platform.
conexus.lv. The common IT platform is the sales channel of the servi-
ces provided by both operators and the most important IT system for
communication with the users of transmission and storage services.
To ensure easy use of the common platform, it has an interactive web
interface as well as direct data exchange with EDIG@S 5.1. standard
messages via AS4 data channels.

The development and implementation of the common IT platform
was performed in several successive stages or development stages,
initially providing users with the basic functionality of the system for
reserving transmission capacity and submitting nominations. In the
following stages, the system was supplemented with the functiona-
lity necessary for the daily operation of other users, such as the dis-
play of assignments and imbalance data.

In 2020, work will continue on the further development and impro-
vement of the common IT platform. A number of important user re-
commendations have been compiled and implemented to improve
the day-to-day usability of the platform, such as the ability to copy a
user’s previous nominations on a new gas day, nomination overview

Figure 9.2. IT system cooperation between the

transmission system operators of Estonia and Latvia
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and nomination aggregation by directions and interconnection points,
capacity transfer function, improved *.csv export, a new section has
been developed and implemented - an overview for visual graphical
representation of user data, etc.

35



10. PROJECTS FOR THE TRANSITION OF
ENERGY TO A MORE ENVIRONMENTALLY
FRIENDLY ENERGY SECTOR

10.1. European Union policy planning

In the gas sector

The European Green Deal is an ambitious package of climate mea-
sures that aims to reduce GHG emissions by 55% by 2030 (compa-
red to 1990), while the European Union wants to become the first
climate-neutral part of the world by 2050. RES-produced as well as
low-carbon gases will play an important role in this transition to cli-
mate neutrality, based on the development documents published by
the European Commission in the second half of 2020: Strategy to Re-
duce Methane Emissions®3, Strategy on Energy System Integration®
and Hydrogen Strategy~>.

In 2020, ENTSOG launched the 2050 Roadmap Action Plan®®, re-
newing recommendations on the role of European gas TSOs in the
transition to clean energy and decarbonisation. The ENTSOG road-
map explores various aspects of the decarbonisation of gas infra-
structure in order to contribute to the implementation of the European
Green Course, based on the following key principles:

' gas and gas networks can be decarbonised using existing gas
systems;

( biomethane, hydrogen, as well as Carbon Capture and Utilisation and Capture and Storage will play
an important role®’.

' In many Member States of the European Union, natural gas will continue to play an important role in
the overall energy balance. It continues to reduce CO, significantly and, by replacing other fossil fuels,
natural gas holds out the potential for reduction of air pollution;

( integrated energy systems will be characterized by synergies between the electricity and gas sectors.

In 2020, the Cabinet of Ministers approved a strategically important energy policy document — Latvia’s
NECP for 2030. Latvia’'s NECP stipulates that the RES consumption target for 2030 is 50% of the total
energy consumption and it is also in line with the EU target.

Latvia’s planned reduction of GHG emissions in 2030 (compared to 1990) is -65%; while in 2050, it is
planned to reach climate neutrality. These binding targets will have an impact on final energy consump-
tion and will facilitate the market penetration of RES gases. Biomethane has great development potential
in terms of both production and consumption in Latvia.

53European Commission website. Available here: https://ec.europa.eu/energy/sites/ener/files/eu_methane_strategy.pdf

®*European Commission website. Available here: https://ec.europa.eu/energy/sites/ener/files/energy_system_integration_strategy_.pdf
®European Commission website. Available here: https://ec.europa.eu/enerqgy/sites/ener/files/hydrogen_strategy.pdf

SSENTSOG website. Available here: https://entsog.eu/sites/default/files/2020-10/entsog_Roadmap_2050_Action_Plan_201008_final.pdf
®’from English - Carbon Capture and Utilisation (CCU) and Carbon Capture and Storage (CCS)
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10.2. The work of Conexus in the transition toward
a more environmentally friendly energy sector

Study “Feasibility study of biogas
transmission from production faci-
lities to the consumer and possible
biomethane production options”

In order to assess Latvia’s biomethane production potential and related
costs, in 2020 Conexus, in cooperation with the University of Latvia, conduc-
ted a study “Feasibility study of biogas transmission from production facili-
ties to the consumer and possible biomethane production options™. Within
its framework, possible production and transmission business models and
scenarios were evaluated, cost estimates of identified technical and econo-
mic models were made and the most economically advantageous options
for biogas collection and processing into biomethane with later injection into
the transmission system were identified.

Based on the analysis, it is concluded that from the economic point of view
the most useful approach would be to combine biogas plants into clusters
on a geographical basis, providing for each cluster a common (modular) bio-
methane station, which would purify raw or partially purified biogas to bio-
methane quality, which would then be injected into the natural gas trans-
mission network.

Cost estimates for biogas
processing in  biometha-
ne and its injection into the
transmission system in the
lecava cluster scenario vary
from ~16 EUR to 22 EUR/
MWh of biomethane depen-
ding on the electricity source.
The most favourable scena-
rios for the operation of the
biomethane plant and the
biogas supply infrastructure
are obtaining energy either
from a local high-voltage
plant or from raw biogas.

In total, biogas plants opera-
ting in Latvia could be combi-
ned into 8 clusters, although
the level of specific costs of
each cluster will depend on
the productivity of the com-
bined biogas plants and the
necessary biogas collection
infrastructure.

Figure 10.1. Theoretical model of lecava

biomethane cluster

Designations:
. Potential treatment plant

O Biogas plants

== conceptual scheme of transmission

The cluster principle would also be applicable in the future if large-scale biogas plants were
developed in Latvia, allowing activities related to the use of CO, to develop on the basis of
biomethane (CO, as a product, CO, as a raw material for the storage of renewable (wind,
solar) energy using the Power-to-Gas®® methanization (Power-to-Methane®®) process, etc.).

From a theoretical point of view, the most economically optimal would be the
lecava cluster, which could combine up to 17 existing biogas plants using
a low-pressure pipeline system designed for this purpose by centrally pro-
cessing the collected biogas into biomethane. The total annual biomethane
production of the cluster could reach 44 million m3 or ~0.5 TWh.

*8from English - Power-to-Gas
*from English - Power-to-Methane



On 8 July 2020, the EC launched the Hydrogen Strategy for a Climate-Neutral Europe, which aims to
decarbonise the industrial, transport, electricity and building sectors into an integrated energy system
through hydrogen.

The strategy sets out how hydrogen produced from RES can be turned into a viable solution to help de-
carbonise different sectors, as well as identifies the challenges to be addressed and sets out the mecha-
nisms available to the EU. At the same time, an action plan is presented for the coming years (to install
RES-hydrogen electrolysis plants with a total capacity of 6 GW in the EU by 2024, and RES-hydrogen
electrolysis plants with a capacity of 40 GW by 2030).

On the basis of the above, the European Clean Hydrogen Alliance® was established on 8 July 2020 with
the aim of deploying hydrogen technologies by 2030, combining renewable and low-carbon hydrogen
production, industrial, mobility and other sectors, as well as hydrogen transmission, distribution and sto-
rage.

The main task of the Clean Hydrogen Alliance is to identify and develop a viable investment program with
certain projects. The investment program will also complement the Energy System Integration Strategy,
which describes how current EU energy policies, including the development of the hydrogen sector, will
contribute to a climate-neutral, integrated energy system based on RES electricity, RES and low carbon
fuels.

In 2020, Conexus joined the European Clean Hydrogen Alliance and participates in the Thematic Working
Group on Hydrogen Transport and Distribution, taking into account the challenges of building hydrogen
infrastructure as well as moving towards decarbonisation.

The Clean Hydrogen Alliance is open to all interested parties who want to engage and contribute to the
deployment of renewable and low carbon hydrogen in terms of supply, demand and distribution, as well
as those who will use renewable and low carbon hydrogen as a tool to decarbonise industrial processes
and economic sectors as a whole.

®from English - European Clean Hydrogen Alliance. Available here: : https://ec.europa.eu/growth/industry/policy/european-clean-hydrogen-alliance_en
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Participation in the studies of the GIE on “The value of
gas storage infrastructure in electricity system” and
“Development of concrete proposals for European
legislation on gas storage”

It is now widely acknowledged that RES and low carbon gases will be an important component in promoting decar-
bonisation, as the conversion of renewable electricity into gas provides both energy transportation and potentially a
way to balance short-term and seasonal fluctuations in renewable energy demand.

At the 33rd Madrid Forum, GIE presented the results of the 2019 study “The value of gas storage infrastructure in
electricity system™!, which assessed the value of gas storage capacity in the electricity sector and presented a quan-
titative calculation of investment avoidance in electricity generation. In response, the European Commission asked the
GIE to make concrete legislative proposals on gas storage. In this context, the consulting company Frontier, together
with Baker Botts, worked on behalf of GIE in 2020 on cross-sectoral regulatory measures to improve energy system
integration through the flexibility provided by gas storage. The GIE presented the European Commission and laun-
ched a discussion on the findings of the study “Development of concrete proposals for European legislation on gas
storage™®?, focusing on three main recommendations:

* ensure more coordinated planning of electricity, gas, hydrogen and storage infrastructure;
& ensure that the benefits of gas storage for electricity generation are recognized, avoiding investment costs;

f allow further government intervention to ensure a reliable energy system if market failures persist.

61GIE website. Available here: https://www.gie.eu/index.php/gie-publications/studies/27906-gie-artelys-study-capacity-value-of-gas-storage/file
52GIE website. Available: https://www.gie.eu/index.php/gie-publications/studies/28628-elaborating-concrete-european-legislative-proposals-on-gas-storage/file




Participation in the report of the GIE CEE and SEE task for-
ce on decarbonisation “How gas infrastructure can contri-
bute to meet EU’s long-term decarbonisation objectives”

The challenges related to the decarbonisation of the gas sector in terms of production, consumption and
transportation call for a transformation of the energy system and in order to achieve the EU’'s common goal
of climate neutrality by ensuring an efficient and equitable transition to a green energy future, it is essential
to take into account the specificities of the resources and potential of the various countries and regions of the
European Union.

In 2020, GIE, together with transmission and storage operators from 11 countries, including Conexus, prepa-
red a report entitled “Decarbonisation in Central-Eastern and South-Eastern Europe: How gas infrastructure
can contribute to meet EU’s long-term decarbonisation objectives” to identify and highlight the opportunities
that gas infrastructure and gas in all its forms — natural gas, low carbon gas and RES gas — offer to countries
in Central-Eastern and South-Eastern Europe in the context of energy transition. The report and its results
and recommendations are available on the GIE website®.

Reduction of methane emissions

In order to promote the issuance of technically and economically justified regulatory enactments, Conexus
was involved in the development of the national position of the EU methane emission reduction strategy. The
most important activity resulting from the methane emission reduction strategy is the improvement of metha-
ne emission monitoring and reporting.

During 2020, further possibilities for improving the management of methane emissions were assessed, en-
visaging more detailed collection of methane emissions data and regular measurements to specify the amou-
nt of methane emissions. At the end of 2020, work began on identifying the situation for joining the Oil and
Gas Methane Partnership (OGMP 2.0). Participation in the Oil and Gas Methane Partnership would promote
higher accuracy of collecting methane emissions data, and it would be easier and faster for Conexus to imple-
ment the requirements set out in international laws and regulations related to the monitoring of air emissions
and further reduction.

63GIE website. Available:

40



Significance analysis of
sustainability aspects

In order to improve sustainable development, define the framework
and key aspects of sustainability, in 2020 Conexus carried out @
materiality analysis of sustainability aspects, involving representa-
tives of all key stakeholder categories. The assessment was carried
out on the relevant environmental, social and governance aspects,
taking into account the views of stakeholders, the relevance of the
assessment by management, trends of other industry players and
opinions of external experts.

Sustainability, energy and society experts from universities, NGOs,
business organizations and specialized consulting firms took part
in the analysis. In total, 250 stakeholders and experts from around
200 organizations were addressed.

There was also a discussion between the leaders of the groups of
people affected by Conexus activities, whose decisions and opi-
nions affect the Company, through an online survey and one-on-
one interviews conducted by neutral third-party consultants. See
Conexus 2020 Annual Report for details®.

Work has begun on the development of the Conexus Sustainable
Development Agenda, setting out the objectives, targets and key
initiatives to be seen in the context of the UN Sustainable Develop-
ment Goals and sub-objectives, which will identify where Conexus
has a significantimpact. The sustainable development program will
be integrated into the Company’s medium-term strategy in 2021.

64Conexus website. Available here: https://www.conexus.lv/parskati/akciju-sabiedribas-conexus-baltic-grid-2020-ga-
da-parskats

Priority SDG-s for Conexus

To aim towards minimizing the footprint and maximising the positive impact of the core work of Conexus

DECENT WORK AND RESPUNOIE CLIMATE
ECONOMIC GROWTH CONSUMPTION 13 ACTION

Medium-priority
To be managed with high responsibility and care, reduce risks and maximise positive effect

Although health and competence related sustainability topics are among the most relevant ones, SDG3 and SDG4 targets
are not that directly linked to the impact and activities of Conexus

GOOD HEALTH QUALITY CLEAN WATER PEACE, JUSTICE PARTNERSHIPS
AND WELL-BEING EDUCATION AND SANITATION 16 ANliESTRDNG 17 FOR THE GOALS
INSTITUTIONS
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Low-priority

»,

Environmental and energy management

To promote the sustainable development of the company, Conexus has implemented, certi-
fied and maintains an Integrated Management System, which includes environmental mana-
gement (ISO 14001:2015), energy management (ISO 50001:2018), occupational health and
safety (ISO 45001:2018) management systems. The maintenance of the Integrated Mana-
gement System continuously improves Conexus’ environmental performance, promoting the
preconditions for reducing environmental pollution, improving the efficient use of energy re-
sources, as well as increasing the level of responsibility of employees for the quality of work. In
December 2020, the 1st supervisory audit of the Integrated Management System took place.
There were no non-compliances identified during the audit.
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11. SYSTEM SECURITY

11.1. Physical flow
security

Conventional N-1 calculation

The functional capability of the natural gas system in the event of failu-
re of one of its facilities has been assessed in accordance with the Se-
curity of Supply Regulation®®, which is guided by the N-1 principle, i.e.
operating failure in a region’s single largest natural gas infrastructure.
The N-1 calculation is theoretical in nature, describing the technical
capacity of a natural gas infrastructure to meet the total demand for
natural gas within a certain area, assuming that on a day with the
highest demand in the last 20 years, the biggest interconnection in
the natural gas supply infrastructure becomes unavailable.

N-1 allows to assess the level of protection of natural gas consumers
or the adequacy of natural gas infrastructure capacity in the selected
area in percentage terms, taking into account the characteristics of
various elements of the natural gas system. The N-1 calculation for-
mula and explanations of the elements to be calculated are available
in Annex 2, while the results of N-1 calculations at different InCukalns
UGS fillings are summarized in the table. The full calculation of N-1
values is available in Annex 3.

N-1 calculation results based on the Incukalns
UGS fill level

30 %
100 %

170,2%
193,21%

The N-1 value is directly proportional to the filling of Incukalns UGS. Under the Se-
curity of Supply Regulation, the value in both situations exceeds the minimum set
by the Regulation. From the calculation results, it can be concluded that the security
of natural gas supply in Latvia is at a high level, but N-1 does not provide full infor-
mation on the total security of natural gas supply in Latvia, because the technical
capacities of the system used in the N-1 calculation do not describe the availability
of natural gas at the relevant infrastructure entry points, but only assess the techni-
cal capabilities of the natural gas transmission system. In addition, the seasonality
of the natural gas system is not taken into account in the N-1 calculation — in the
case of Latvia, natural gas is injected into InCukalns UGS during the summer, while
in winter natural gas is withdrawn from Incukalns UGS to ensure natural gas supply
to the Baltic region. It should be taken into account that during summer, the Latvian
natural gas transmission system, ensuring the injection of natural gas into the InCu-
kalns UGS, operates for a longer period with a higher load than in winter, during the
InCukalns UGS withdrawal season. The filling of InCukalns UGS directly impacts the
performance of the natural gas transmission system, because the degree of filling of
InCukalns UGS determines the amount of natural gas available for withdrawal within
one day and, indirectly, the pressure in the natural gas transmission system. There-
fore, it is necessary to assess the security of natural gas supply, taking into account
the seasonality characteristic of the Latvian natural gas supply system and the more
significant impact of summer N-1 on security of supply in winter than winter N-1.

From the point of view of security of supply, InCukalns UGS cannot be considered as
an object with 100% or 0% availability — the connection of InCukalns UGS technologi-
cal lines during the withdrawal season allows to ensure natural gas withdrawal with
reduced capacity even in case of a failure of any of the technological equipment.

It should be noted that with the opening of the Estonian-Finnish natural gas inter-
connection Balticconnector, which was opened at the end of 2019, it is possible for
Latvia to receive gas from Finland via Estonia, but during 2020 such a flow direction
was not observed.

®Regulation (EU) No 182/2011 of the European Parliament and of the Council of 25 October 2017 concerning measures to safeguard the security of gas
supply
®¢In accordance with the requirements of the Security of Supply Regulation N -1 > 100 %




ENTSOG TYNDP Single Largest Infrastructure Disruption method

ENTSOG TYNDP introduced a new N-1 cal-
culation method — Single Largest Infrastruc-
ture Disruption®. The method models a si-
tuation involving the entry capacity of the
transmission system, the internal demand in
the country, and infrastructure disruptions,
whereby one of the major gas supply infra-
structure facilities is unavailable or not ope-
rational.

InCukalns UGS is traditionally considered to
be the largest natural gas system infrastruc-
ture in Latvia. However, the operation of In-
cukalns UGS depends on the filling of the
storage facility. As the filling of the storage
facility in summer is mainly ensured through
the Luhamaa entry point, the Luhamaa entry
point (gas metering station Korneti) should
be designated as the largest infrastructure
of the natural gas system. It should also be
taken into account that during the last 20
years, no disturbances that would endanger
the security of supply have been identified in
InCukalns UGS. The technical entry capaci-
ties of the Latvian natural gas transmission
system are shown in Figure 11.1.

67from English - Single Largest Infrastructure Disruptions

Figure 11.1. Latvian natural gas transmission system technical
capacity at entry points (GWh/day)
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The total (designed) capacity of Incukalns UGS is 24,219 GWh, during the  Figure 11.2. Latvian natural gas transmission system technical

natural gas injection season (May 1 to October 14), through the entry point - : : - . .
Luhamaa (gas metering station Korneti), it is possible to inject 29,61 TWh capacity at entry points according to simulation calculation

to InCukalns UGS, which is 100% of the maximum capacity. And through (GWh/dGY)
the entry point Kiemena, it is possible to inject 11,29 TWh into Incukalns
UGS, which makes up 46,61% of the maximum capacity. Through Finland/
Estonia, the entry point Karksi could theoretically deliver up to 8,02 TWh
during the injection season, but in 2020 there was no supply for injection
at Incukalns UGS via this transmission route, therefore it is not possible to Incukalns UGS
objectively assess its potential impact on SLID calculation. T

*InCukalns UGS injection capacity

In the SLID calculation, assuming that the supply of natural gas through
the Luhamaa entry point (gas metering station Korneti) is interrupted, the
only verified source of natural gas supply remains Kiemena, through whi-
ch 11,29 TWh (46,61% of the maximum capacity) can be injected into In-
Cukalns UGS during the natural gas injection season. In order to provide
Latvia with natural gas supply during the winter heating season, it is ne-
cessary to fill InCukalns UGS with natural gas in the amount of at least 7,4
TWh by the end of the injection season using the Kiemenai entry point, as
well as ensure the possibility of natural gas supply from Lithuania during
winter. According to the study “Joint Risk Assessment of the gas system
of Estonia, Finland, Latvia and Lithuania” conducted by the European Joint
Research Centre in 2016, the total amount of active natural gas at the be- Kiemenai
ginning of the winter season should be 8,262 TWh.

According to the SLID method included in the ENTSOG TYNDP and the
explanation given above, the entry point to Luhamaa (gas metering station
Korneti) is considered to be the largest natural gas supply infrastructure.
According to the simulation calculation, the technical capacity entry points
of the Latvian natural gas transmission system are shown in Figure 11.2.
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11.2. System cybersecurity

Assessing the importance to the national economy, the Ministry of Economics granted Conexus the sta-
tus of a basic service provider in accordance with Directive (EU) 2016/1148 of the European Parliament
and of the Council of 6 July 2016 concerning measures for a high common level of security of network
and information systems across the Union. The status envisages closer cooperation with the Information
Technology Security Incident Prevention Institution and the fulfilment of additional organizational and te-
chnical requirements.

In order to ensure the confidentiality and integrity of communications with system operators and users,
in accordance with the European Commission Regulation (EU) 2015/703 of 30 April 2015 establishing
a network code on interoperability and data exchange rules, during 2019 Conexus, in cooperation with
the Estonian transmission system operator Elering, jointly developed a new platform for transmission
system users, improving the security of information submission. At the same time, Conexus extended the
usability of the data exchange protocol EDIG@S in accordance with the data exchange standards set by
ENTSOG and ENTSO-E, for example, for the exchange of commercial data with the Estonian transmis-
sion operator Elering by using EDIG@S standard messages much more widely.

In 2020, Conexus, in cooperation with the National IT Security Incident Prevention Unit CERT.LV®®, started
using the services offered to Public Administration Institutions and Critical Infrastructure Managers. This
ensures that infrastructure security responds effectively to cyber security incidents and complies with the
requirements of the NIS Directive.

During the reporting period, Conexus has reviewed and updated cyber security procedures for industrial
management systems and IT security policy in Conexus as a whole. Conexus’ procedures for responding
to IT security incidents, product lifecycle management and security issues, as well as supply chain secu-
rity issues have been clarified.

In cooperation with AST®®, Conexus has applied for EU support in the INEA Telecom program in order to
establish a cyber security operations centre for the energy sector in the Baltic region together with AST.
The project aims to use shared resources and expertise in cyber security incident management. As the
infrastructure of energy companies is interdependent, cooperation in incident response and the exchan-
ge of information on cyber security issues can significantly improve cyber security in the whole sector.

68CERT.LV website. Available here:
69AST website. Available heres:
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11.3. System physical security

In 2020, active work on improving the physical security of Conexus’
infrastructure objects continues. In order for Conexus to be able to
withstand the current threats to physical security by providing a pro-
fessional approach and the implementation of the latest security so-
lutions, an independent third-party audit of existing physical security
systems and solutions, including fire, video surveillance, access control,
theft alarm systems, and security service was performed during the
reporting period. It is planned to continue the modernization of secu-
rity systems with the technical design of the systems in 2021 and the
system construction works starting from 2022 and completing them
by 2023.

At the same time, work was carried out on updating the Civil Protec-
tion Plans of Conexus’ infrastructure objects, implementing approp-
riate actions in the event of a crisis and/or imminent crisis. According
to the plan, Conexus staff are trained in civil protection issues and
receive regular training to check the staff behaviour and complian-
ce with civil protection plans. In October 2020, InCukalns UGS held
a theoretical and practical training in civil protection, where together
with Conexus specialists, the State Fire and Rescue Service, Emer-
gency Medical Service, Police, Environmental Service, National Gu-
ard, Security Service and local governments (Seja, Krimulda, Sigulda)
also participated. In 2021, work will continue on the development of a
common Civil Protection Plan for the gas transmission system, which
will replace separate plans for gas transmission facilities.

In 2019, Conexus developed the Incukalns UGS Safety Report asses-
sing the risk of industrial accidents at a high-risk facility, developing

and implementing the necessary industrial accident risk reduction
measures to ensure the safety of employees, surrounding residents
and the public and to protect them from the potential harmful effects
of industrial accidents, as well as to preserve the quality of the envi-
ronment. The safety report has been submitted to the State Environ-
mental Bureau for evaluation. In February 2020, the assessment of
the State Environmental Monitoring Bureau was received stating that
the safety management system established and implemented at the
facility ensures the objective prevention of the risk of industrial acci-
dents, planning of risk reduction measures and internal monitoring of
the working environment in accordance with regulatory requirements,
the organizational structure and complexity of the operation of the
facility, as well as the danger of industrial accidents. Tasks have also
been set for the improvement of the safety report and for the imple-
mentation of additional measures with a deadline of March 2024.

In view of the impact of the Covid-19 pandemic, Conexus regular-
ly assessed the impact of the risk on the company’s operations and
took risk mitigation measures. In order to ensure the supervision of
Covid-19 control measures, operative actions and decision making,
the Covid-19 Restriction Supervisory Steering Group has been estab-
lished and necessary changes have been made in the work organi-
zation processes, incl. an action plan being developed in the case of
detection of Covid-19, remote work has been organized, critical staff
have been identified, physical contact has been banned, distancing
measures have been taken, disinfectants have been provided, per-
sonal protective equipment has been provided and safety bypasses
have been introduced in order to control Covid-19 precautions. It is
planned to actively continue to follow the current situation and imple-
ment the necessary measures.



12. PLANNED TRANSMISSION
MEASURES IN CASE OF MAXIMUM

DEMAND

During 2020, the Ministry of Economics submitted and the European
Commission approved the Latvian Preventive Action Plan and Emer-
gency Plan for natural gas’®, which has been developed in accordance
with Regulation No. 2017//1938 of the European Parliament and the
Council of 25 October 2017 concerning measures to safequard the
security of gas supply and repealing Regulation (EU) No. 994/2010.

Latvia’s emergency plan envisages three levels of energy crisis:

' Early warning, announced when specific, serious and credible in-
formation is available that the natural gas supply situation may
deteriorate significantly and that a declaration of alert or state of
emergency is likely.

) An alert issued in the event of a natural gas supply disruption or
extreme demand for natural gas, but the market can still cope with
disruptions and non-market-based measures are not required.

é An emergency declared in the event of an extreme demand for
natural gas or a major disruption of natural gas supply, all mar-
ket-based measures have been exhausted, but meeting demand
for natural gas is still not fully possible and non-market measures
are needed, especially in order to supply the protected users.

According to the Latvian Emergency Plan, early warning can be an-
nounced if the natural gas demand ratio’! for at least three conse-
cutive days in the next seven-day period is from 90% to 95%; alert

- between 95% and 100% respectively, but natural gas market parti-
cipants are still able to ensure a full supply of natural gas without ac-
tivating non-market-based measures. The emergency may be decla-
red if the natural gas demand ratio exceeds 100% for at least three
consecutive days in the next seven-day period, as well as if there is @
significant gas supply disruption.

Each crisis level announcement procedure requires Conexus to sub-
mit information to the Ministry of Economics regarding the occurren-
ce of the level announcement criterion and the Ministry of Economics,
after assessing the forecast of changes in the natural gas supply or
the operation of the natural gas transmission and storage system,
shall make a decision regarding the declaration of the crisis level or
regarding the refusal to declare the crisis level.

’9The European Commission website. Available here: https://ec.europa.eu/energy/topics/energy-security/secure-gas-sup-
plies/commissions-opinions-preventive-action-plans-and-emergency-plans-submitted-member-states-2019_en?redir=1

"IThe ratio of the forecasted natural gas demand to the maximum withdrawal capacity per day of the In¢ukalns underground
gas storage, expressed as a percentage.




The Latvian Emergency Plan states that Conexus is the crisis mana-
ger if an early warning or alert is announced. Conexus, as the crisis
manager in early warning or alert situations, is mainly responsible for
providing the functions of an information exchange and the natural
gas supply situation monitoring centre, by compiling and passing on
the information to the Ministry of Economics as well as information
on energy crisis management obtained by the Company at its own
and which would be provided to the Company by the natural gas dis-
tribution system operator, natural gas traders and major natural gas
consumers. Whereas the Emergency crisis manager will be the Sta-
te Energy Crisis Centre. Conexus is one of the members of the State
Energy Crisis Centre in accordance with subparagraph 8.13 to the
Cabinet of Ministers Regulation No. 40 "By-laws of the State Energy
Crisis Centre”. During an emergency, the Company’s responsibilities
change because the disruption of natural gas supply is so significant
that it is necessary to introduce non-market-based measures, such
as consumption restrictions and the use of natural gas reserves.

During the reporting period, Conexus ensured the operation of the
monitoring system, which monitors the InCukalns UGS and the entire
Latvian gas supply system. The key task of the monitoring system
s to follow the fluctuations of natural gas demand in Latvia and the
Baltic region during the withdrawal season in order to assess in @
timely manner the gas supply system’s ability to meet system users’
reservations and demand. In 2020, Conexus participated in “Demola
Latvija”’? with the aim of developing and improving the natural gas
consumption forecasting module for Latvia for the next 14 days. In
the “Demola Latvia” project team, the task submitted by the Com-
pany was carried out by four students of Latvian universities — Zane
Feodorova, Leons Alitis, Filips Pavars, Annija Katrina Zikmane, and in
the course of the project, a natural gas consumption forecast calcu-
lation module was developed, which took into account not only tem-

perature data, but also climatic parameters such as solar radiation
levels and wind speed.

In the second half of the year, in cooperation with Conexus, the stu-
dents improved the module using the machine learning”? tool and
developed an information system that automatically calculates na-
tural gas demand in Latvia for the next 14 days, taking into account
data input parameters such as climatic parameters, InCukalns UGS
withdrawal capacity, natural gas system user reservations, etc., cal-
culates the natural gas demand coefficient and generates a report
regarding the situation in the natural gas supply. As a result of the
cooperation, the Company acquired a monitoring system that is able
to calculate the demand for natural gas more accurately, as well as
reduce the amount and time of manual work.

"2/ collaboration platform for students, companies and universities that enables companies to bring new competencies and ideas to the

organization using the open innovation model. Available here:
*From English - machine learning



In the winter of 2020/2021, in accordance with the Latvian Emer-
gency Plan, the Company informed the Ministry of Economics about
the signs of the early warning level as part of the monitoring of the
Latvian natural gas supply system. After evaluating the provided in-
formation, the Ministry indicated that such a situation has arisen as a
result of commercial activities due to the development of the regional
natural gas market, which indicates high demand but not physical
gas shortages or supply disruptions. Thus, no circumstances have
occurred which would significantly worsen the gas supply situation
and require the issuance of an early warning or alert level. In the light
of the experience of the 2020/2021 heating season, it is necessary
to review the set of criteria on the basis of which early warning and
alert states are identified.

The natural gas transmission system operator has specific obliga-
tions for the creation and storage of natural gas reserves related to
the provision of gas supply during the announced energy crisis. The
paragraph 344 of Cabinet of Ministers Regulation No. 312 “Procedu-
res for the Supply of Energy Users and Sale of Heating Fuel During
Declared Energy Crisis and in Case of Endangerment to the State”
of 19 April 2011 stipulates that the natural gas transmission system
operator in Incukalns UGS provides and stores natural gas reserves
in the standard amount of gas supply determined in accordance with
Article 6 of the Security of Supply Regulation. This natural gas reser-
ve is intended to supply the protected customers with natural gas.
It is continuously stored in Incukalns UGS for the purpose of using it
only during the announced energy crisis, if a relevant decision of the
Cabinet of Ministers has been adopted. After the occurrence of an
emergency situation, the natural gas transmission system operator is

obliged to supply this reserve to the natural gas distribution system
operator, which further ensures its supply to the protected customers.

The paragraph 12 of Cabinet of Ministers Regulation No. 312 “Pro-
cedures for the Supply of Energy Users and Sale of Heating Fuel Du-
ring Declared Energy Crisis and in Case of Endangerment to the Sta-
te” (hereinafter - Regulation No. 312) of 19 April 2011 also imposes
an additional obligation for the unified natural gas transmission and
storage system operator to ensure that Incukalns UGS has the amou-
nt of active natural gas of not less than 3 160 GWh (300 million m? of
natural gas), which is intended to ensure the daily withdrawal capa-
city of InCukalns UGS during the energy crisis and is intended to en-
sure the supply of natural gas to Latvia. In accordance with paragra-
ph 38 of Reqgulation No. 312, such a reserve must be maintained until
1 March 2022.

Based on the information on Incukalns UGS capacity reservations
between 2018 and 2021, it can be concluded that traders’ decisions
on InCukalns UGS capacity reservations are based on the situation
in the natural gas market (for example, summer/winter and summer/
summer + 1 price difference) before reserving capacity in InCukalns
UGS, as well as fundamental events (such as the availability of the
Finnish market from 1 January 2020). Taking into account the exis-
ting infrastructure constraints, Conexus considers that it necessary
to develop a flexible regulation to apply after 1 March 2022, which
would ensure gas reserves available to ensure supply to Latvia in
case of maximum demand from Incukalns UGS capacity reservation
in an unfavourable market situation.

ir'em e
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13. CONCLUSIONS

* InCukalns UGS — the main element of security of natural gas sup-
ply in Latvia and ensures gas supply to users in the Baltic states
and Finland. With the opening of the natural gas market and the
integration of the regional market, the role of Incukalns UGS has
expanded, improving competition, flexibility of supply and security
of gas supply in the region.

é As the decision of the storage users to reserve the capacity of In-
Cukalns UGS is based on commercial considerations, which de-
pend, in turn, on the situation in the gas market, for example, sum-
mer/winter and summer/summer + 1 spread, Conexus considers
it necessary to develop flexible regulation for application after
1 March 202274, which would ensure gas reserves available to en-
sure supply to Latvia in case of maximum demand from Incukalns
UGS capacity reservation in an unfavourable market situation.

( The results of the first year of operation of the Single Natural Gas
Market confirm that all participants involved in the supply of natu-
ral gas are significant beneficiaries. Due to the opportunities provi-
ded by Conexus, the number of transmission and storage system
users has increased during the reporting period and significantly
increased the choice of supplier for natural gas users, thus pro-
moting competition among gas traders and facilitating access to
alternative gas sources.

¢ The Estonian-Latvian Common Balancing zone has a positive effect
on the functioning of the market, reducing bureaucratic burdens
and ensuring a convenient and transparent balancing process. In
2020, the number of balancing transactions increased significant-
ly, of which 88% of all balancing transactions were executed on
the trading platform GET Baltic during the reporting period.

’4Solution specified in paragraph 12.1 of Cabinet Regulation No. 312 “Procedure of supply of energy to users and sale of
heating fuel during a declared energy crisis and in case of endangerment of the state” of 19 April 2011

* Transmission system users are paying more and more attention to the reservation of longer-term ca-
pacity products. The interest of system users in reserving longer-term — monthly, quarterly and annu-
al — capacity products provides the system operator with more complete information on the planned
operation of the system.

é Taking into account the European climate neutrality objective, there is a need to further develop the
knowledge base on sustainable gases such as biomethane, hydrogen from renewable energy sources
or synthetic methane and their integration into existing gas infrastructure, while addressing the risk of
energy poverty. The use of sustainable gases, such as biomethane, could potentially be facilitated by
the growing development of an internationally recognized guarantee of origin system and the promo-
tion of sustainable gases in the transport sector.

( Taking into account the experience of the 2020/2021 heating season, it is necessary to specify the cri-
teria of the Latvian Emergency Plan for determining the state of emergency, as well as to strengthen
the legal status of the Latvian Emergency Plan and the Latvian Preventive Action Plan.

Riga, May 31, 2021

ULDIS BARISS GINTS FREIBERGS

Chairman of the Board Member of the Board
— %

* This document is electronically signed with a secure electronic signature and contains a time-stamp
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ANNEX No. 1

Map of the natural gas transmission system of
Latvia, including the connection points
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ANNEX No.2

N-1 calculation formula

EPM+PM+SM+LNGmM-Im

N-1[%]= Dmax

x100,N-12100%

Where:

EP_—technical capacity of entry points (GWh/d), other than production, LNG and storage facilities covered by P_, LNG™
and S™, means the sum of the technical capacity of all border entry points capable of supplying gas to the calculated
areq;

P _—maximal technical production capability (GWh/d) means the sum of the maximal technical daily production capabi-
lity of all gas production facilities which can be delivered to the entry points in the calculated areq;

S_ —maximal technical storage deliverability (GWh/d) means the sum of the maximal technical daily withdrawal capa-
city of all storage facilities which can be delivered to the entry points of the calculated areaq, taking into account their
respective physical characteristics;

LNG_—maximal technical LNG facility capacity (GWh/d) means the sum of the maximal technical daily send-out capa-
cities at all LNG facilities in the calculated area, taking into account critical elements like offloading, ancillary services,
temporary storage and re-gasifi cation of LNG as well as technical send-out capacity to the system;

| —means the technical capacity of the single largest gas infrastructure (GWh/d) with the highest capacity to supply the
calculated area. When several gas infrastructures are connected to a common upstream or downstream gas infrastruc-
ture and cannot be separately operated, they shall be considered as one single gas infrastructure;

D__ —means the total daily gas demand (GWh/d) of the calculated area during a day of exceptionally high gas demand
occurring with a statistical probability of once in 20 years.
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ANNEX No. 3

N-1 calculation

N-1 estimated data at the 30% fi ll level of the
Incukalns UGS

N-1 estimated data at the 100% fi Il level of the

Incukalns UGS

EP EP
Pipeline interconnections — Entry capacity: 56 1 Pipeline interconnections — Entry capacity: 256 1
ofrom Russia, 188.5* GWh per day ’ «from Russia, 188.5 GWh per day ’
«from Lithuania, 67.6 GWh per day «from Lithuania, 67.6 GWh per day
P o P 0
S 158 S 315>
LNG_ 0O LNG 0
- 188,5* | 3156~
D 13255 D__ 132,55
Notes Notes
*Maximum technical capacity of the Korneti entry point. In winter, only 20-30 GWh can *Indicator value at the 100% fi Il level of the Incukalns UGS.
be obtained from Russia per day; the unavailability of the pipeline during the repairs
was not taken into account.
**Indicator value at the 30% fi Il level of the Incukalns UGS, in accordance with the
updated storage facility curve.
~ 256,1+0+158+0-188,5 ) . ~ 256,1+0+315+0-315 ) .
N-1= x100=170,2% N-1= x100=193,21%
132,55 132,55
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