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An engineering masterstroke:
underground cable link between the

La Batiaz substation and Le Verney in
Martigny

In 2020, Swissgrid began drilling work on
the underground extra-high-voltage cable
link between the La Bétiaz substation and
Le Verney in Martigny. The 60-ton mini-tun-
nel boring machine with the beautiful name
Giorgia will take eight months to dig the
tunnel with a diameter of 2.5 metres and a
depth of between 12 to 20 metres.

Find more about the project:
swissgrid.ch/nantdedrance
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Dear readers,

The traditional supply of electricity has reached a turning point.
This centralised electricity supply system, which has evolved
over time and has become extremely complex, is undergoing a
fundamental, rapid and permanent change. As a transmission
system operator — the backbone of Switzerland’s supply of
electricity and the link between electricity generation and con-
sumption — Swissgrid plays a key role in the old as well as the new
energy world.

The starting point for this comprehensive transformation is

energy reform, which was initiated by way of targeted support for
renewable energies among politicians. This is increasing the
pressure on the business model that has been in place for decades,
which is based on having a centralised system of power generation
that offers planning reliability and flows in a single direction.
Energy reform has triggered a shift in the country’s power plants,
with a move away from large power plants and towards decen-
tralised generation. This trend is expected to grow in future: the
local consumption of electricity will increasingly be served through
local generation. Additionally, decentralised stores will play an
important role in ensuring that energy is available in the right place
and at the right time. The grid infrastructure will have to be
modernized to facilitate these changes in production. Against this
backdrop, Swissgrid is seeking out new, innovative solutions to
support energy reform.

One of the major challenges is the ability to link and manage
countless decentralised resources, and to integrate these into the
energy system as profitably as possible. The growing share of
these resources is posing new challenges for the system as a
whole, and grid operation in particular. The significant changes in
production patterns as well as unpredictable production volumes
make for more complex planning and provision of the necessary
control energy. Digitisation enables the efficient networking and
thus bundling of these resources. But that’s not all: digitisation

is also paving the way towards interconnection of the energy, heat
and transport sectors.

Swissgrid wants to take advantage of the enormous potential
made possible by digitisation. In partnership with the transmission
system operators TenneT in the Netherlands and Germany and
Ternain Italy, the company launched the crowd balancing plat-
form “Equigy” in April 2020. The platform’s goal is to stabilise the
transmission grid by utilising the flexible capacities of small,
decentralised generators, stores and consumption units, such as
electric cars and heat pumping technology. Specifically, “Equigy”
uses blockchain technology to allow these flexible resources in
different sectors to work together to ensure the output on the
control power market can be offered in a more simplified manner.
Blockchain technology, as a decentralised database, is perfectly
suited to this project and provides a high level of transparency,
efficiency and security. The latter is essential when introducing

digital innovations, because digitisation does not just create
opportunities, it also involves cyber risks that Swissgrid will need
to address.

At the end of the year, this international project culminated in the
founding of a joint venture, Equigy B.V., between Swissgrid, TenneT
and Terna. Europe-wide cooperation is essential, since it will allow
for the standardised integration of small, fragmented units as well
as the creation of a large market. Through this joint effort, Swissgrid
is once again highlighting its role as a reliable and key partner in
the European electricity industry, despite the challenging general
situation brought about by the lack of an electricity agreement.

The coronavirus pandemic is also being labelled a catalyst for
digitisation, given its impact on all areas of society and business in
2020. As the national grid operator, Swissgrid has been particu-
larly impacted by developments resulting from this pandemic.
Swissgrid has certainly benefited from its prior introduction of the
digital workplace and associated processes, which secured a
smooth transition into employees working from home. At the same
time, Swissgrid was also quick to introduce comprehensive infec-
tion control measures and is constantly adapting these as the
situation evolves. This has been an important basis for securing

a functioning basic supply in Switzerland without any drop in
efficiency and quality.

Tackling developments that have wide-ranging effects, such as a
pandemic or digitisation, is only possible with agile and committed
employees. In 2020, Swissgrid employees adapted to a new and
constantly changing situation, and showed their tireless commit-
ment to our important mandate.

We would like to thank all employees for their outstanding dedica-
tion, and we look forward to continuing to shape the energy system
with a motivated team going forward.

/ %

Adrian Bult
Chairman of the Board of Directors

Yves Zumwald
CEO






Year In review

Swissgrid is responsible for critical infrastructure in Switzerland. The
company responded quickly to the coronavirus pandemic to ensure the
stability of the Swiss transmission grid. Despite COVID-19, some import-
ant milestones were reached: Swissgrid put into service the line between
Beznau and Birr, including an underground cable section, a whole year
earlier than expected. Swissgrid is leading the control reserve market into
the digital age with its blockchain-based platform “Equigy”.
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The Swiss extra-high-voltage grid is the backbone of the supply

of electricity in Switzerland. Protecting the health of employees
and ensuring reliable transmission grid operations have been
Swissgrid’s top priority during a reporting year shaped by the
coronavirus pandemic. As early as January, the company was
preparing to install comprehensive infection control measures,
ensuring their consistent implementation and continuous adapta-
tion to fit the rapidly changing situation — while also working
closely and communicating regularly with its external partners
and service providers. Given that Swissgrid had already intro-
duced the required IT infrastructure to switch to digital and mobile
working as part of its move to the new headquarters in 2018,

it was able to smoothly transition employees into working from
home. This helped safeguard business continuity at all times,
even during the critical phases of the pandemic.

In addition to focusing on protecting employee health and
occupational safety, 2020 was a year of targeting the protection
of plants and IT systems to increase the security of its plants,
Swissgrid has developed additional measures, which will be
implemented in the next few years. The company has also taken
technical steps to improve the level of protection against
growing cyber risks and to raise employee awareness of them.

New innovative solutions in a challenging environment

Despite the challenging situation induced by the coronavirus
pandemic, Swissgrid pushed ahead with a number of new projects
in 2020, such as the crowd balancing platform “Equigy”. This
blockchain-based platform facilitates the integration of small
decentralised flexibility resources, such as stores, electric cars,
battery storage systems and heat pumping technology, into the
control reserve market. It was launched in the spring of 2020 by a
consortium involving the transmission system operators TenneT
in the Netherlands and Germany, and Terna in Italy. In Switzer-
land, Swissgrid partnered with Alpig to implement a pilot project
aiming to verify the suitability of blockchain technology in the
deployment of storage technologies in primary control energy. At
the end of the year, the company founded a joint venture with its
European partners. Rainer Miihlberger, Executive Board member
of Swissgrid and Head of the Technology business unit, will take
on the role of Chairman of the Board of Directors at Equigy B.V.

The replacement of the enterprise resource planning system
with an intelligent, integrated “end-to-end” solution is another
Swissgrid project with diverse requirements in terms of informa-
tion technology. It covers the areas of Controlling, Finances,
Billing, HR, Purchasing, Project Management and Plant Manage-
ment. In the year under review, the software licences were
procured and partners for implementation and system operation
were identified.

Market developments for greater efficiency and liquidity
As part of its ongoing efforts to shape the control reserve market,
in 2020 Swissgrid launched various other innovations in addition

to its new «Equigy» solution. In February, the company moved
ahead with an integrated market to capture the synergies from
two similar products: the manually deployed, schedule-activated
tertiary control reserve, which is used for frequency mainte-
nance, and energy for international redispatch are now procured
in acommon market. This increases liquidity and simplifies the
bidding process.

An important milestone was reached in terms of the procurement
and deployment of control reserves at European level. Swissgrid
has been connected to the international control energy platform
TERRE since October. This platform facilitates the cross-border
exchange of schedule-activated tertiary control reserve between
participating countries, with an activation time of 30 minutes.

A long-term international partnership for the procurement of
primary control power is already in place. This was founded by
Swissgrid along with other European transmission system
operators and underwent further development in 2020: provision
times for power plants have been reduced from 24 to 4 hours

per bid.

In 2020, Swissgrid also made a breakthrough in the areas of
voltage maintenance and active power loss. The new voltage
maintenance concept entered into force at the start of the year:
Swissgrid’s adjusted remuneration model means that all
participants — power plants, distribution system operators and
end customers connected to the grid — receive financial incen-
tives to support voltage maintenance in the transmission grid.

Swissgrid also switched to a new purchasing strategy in the
procurement of active power loss, with the aim of using contracts
to secure the energy to cover losses in the long term. This energy
is now predominantly purchased on a separate platform using

a multi-step procedure with a lead time of up to two years, rather
than being purchased one month or one day in advance on the
EPEX SPOT power exchange. This approach reduces the cost risk
and increases planning certainty.

These developments will improve efficiency and liquidity in the
markets relevant to Swissgrid, while also contributing to secure
grid operation. Maintaining the security of supply is Swissgrid’s
primary corporate objective and remains a challenge, as shown
in 2020.

Constant, guaranteed grid stability nationwide

The Swiss transmission grid is one of the world’s most secure and
stable grids. However, in 2020 the company did not manage to
deliver the high transmission grid availability reported in previous
years. At4.23 p.m.on 17 July 2020, a string of technical and
human factors led to a supply disruption in Valais. A safety circuit
at the 220 kV grid node was accidentally tripped during safety
tests at the Chippis substation. As a consequence, the switch-
gears in Chippis, Stalden, Zermeiggern, Bitsch and Morel lost
power, which led to a regional power cut for a total of 60 munici-



palities that affected around 112,000 households, as well as
trade and industry. Thanks to excellent cooperation with and
between the various distribution system operators, the supply
was gradually restored as of 5 p.m. Swissgrid launched an
investigation into the incident. Its findings were incorporated into
training activities for internal as well as external specialists.

In February, storm Sabine’s partly gale-force winds caused
damage to and disruption in the transmission grid. A total of nine
lines lost power, which meant that, for example, power was no
longer supplied to the Gdschenen, Ingenbohl and Plattischachen
substations. This disrupted the supply for around one and a half
hours in parts of the cantons of Schwyz and Uri. With the excep-
tion of the line between Goschenen and Plattischachen, where
the conductor tore apart, Swissgrid managed to restore operations
on all lines within just a few hours. The stability of the national

grid stability was guaranteed at all times.

Grid infrastructure renovations and expansion are absolutely
critical for Swissgrid to guarantee the security of supply now and
in the future. As a result, in 2018 the company resolved to
continue developing its plant management division to manage
upcoming grid projects.

Aligning plant management with future challenges

HR capacities in project management, engineering, construction
supervision, safety and station control technology as well as
asset management were gradually increased by the end of 2020.
Swissgrid will continue to expand its resources for process
standardisation and quality assurance in the coming year. The
aimis to significantly increase investments in the grid, take over
more direct management of services and move certain key
activities in-house.

Resource management can be combined with the deployment
of suitable business applications to align plant management with
future requirements. In 2020, Swissgrid completed the digiti-
sation of archived documents and introduced a comprehensive
document management system that can also be accessed by
service providers. Since the middle of this year, a new geoinfor-
mation system has provided employees with remote access to
data from the 3D route digitisation models.

Milestones in transmission grid expansion and upgrades
Swissgrid’s long-term grid planning goal is to eliminate the present
congestion in the grid and secure supply to the major regions of
consumption. The Implementation of “Strategic Grid 2025" will
safeguard the transportation of energy from large power plantsin
the Alps to these regions and will also strengthen the connection
to the European grid.

In 2020, Swissgrid made great advancements in terms of
“Strategic Grid 2025” construction projects. The company put
into service the line between Beznau and Birr, which has been

upgraded to a voltage of 380 kV, a year ahead of schedule. This
project marked the first time that Swissgrid laid part of an
extra-high-voltage line underground in Switzerland. The grid
projects in Valais have also seen considerable progress: the old
line between Ernen and Ulrichen in Goms was dismantled and
the new line has been in operation since 2019. The preparatory
work on the section between Morel-Filet and Ernen commenced
in 2020. In Lower Valais, Swissgrid moved forward with the
construction of all sections of the Chamoson—Chippis connec-
tion. This line is scheduled to go live in mid-2022. An engineering
masterstroke brought the company to the end of this last section
of the line project, which connects the Nant de Drance pumped
storage power plant to the transmission grid. For the underground
part of the line, Swissgrid created a tunnel on the Rhone plain
near Martigny with a length of 1.2 kilometres and a depth of
between 12 and 20 metres. A temporary solution was already in
place connecting the Nant de Drance power plant to the trans-
mission grid.

Outdoor switching substations in the Swissgrid substations are
being gradually upgraded or replaced by gas-insulated switch-
gears with a compact design that takes up only a fraction of the
space required previsiously. “Strategic Grid 2025” provides for
additional transformer capacities so that Switzerland can import
more energy in future, especially during the winter months when
domestic production is unable to keep up with demand. In the
year under review, Swissgrid installed what is currently Switzer-
land’s largest gas-insulated switchgear in the Innertkirchen
substation. The renovation of the Bassecourt substation as well as
the commissioning of the transformer in the Mihleberg substa-
tion were other important milestones in 2020. There is also a
need to increase the voltage to 380 kV on the line between the
two substations to secure long-term supply to the Greater Berne
area. This project is currently still subject to legal proceedings.

Various grid project developments in protracted proceedings
Both the Swiss Federal Office of Energy and the Federal Adminis-
trative Court have rejected objections to the construction project
between Bassecourt and Mihleberg. The case has now been
referred to the Federal Supreme Court. These court proceedings
will delay the project by around two years.

Swissgrid has made some progress in the protracted approval
procedures for several grid projects: the Federal Inspectorate for
Heavy Current Installations gave the green light for the construc-
tion of pylon reinforcements along the the connection between
Pradella and La Punt. Construction of the 380 kV line will start in
2021. Swissgrid has now initiated the sectoral planning process
for the project between Innertkirchen and Ulrichen. As is the
case for every grid project, the company has again developed a
number of different versions for underground cable and overhead
line corridors. The company has also submitted planning
approval documents for the important grid project between Airolo
and Lavorgo.
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Ongoing maintenance secures a functioning grid

Smooth grid operations depend on grid expansion and upgrades,
as well as ongoing maintenance. This includes the rapid repair

of plants after damage has occurred. In the aftermath of storm
Sabine, Swissgrid completed extensive repairs on the line between
Go6schenen and Plattischachen within ten days. Its response

to repairing the pylon in Gland, which was knocked over by
unknown offenders on 26 June 2020, was just as swift. Swissgrid
restored operations on the new pylon and lines between Banlieue
QOuest-Foretaille and Crans-Romanel two weeks earlier than
planned. The Vaud cantonal police department has launched an
investigation into this incident.

At the Grimsel substation on 16 May 2020, a faulty cable terminal
resulted in a leak of insulating oil. In cooperation with the environ-
mental authorities in the canton of Berne, Swissgrid quickly
removed the affected area and ensured its professional and
proper disposal. The company also restored the energy transport
from the connected KWO AG power plant within 24 hours.

The connection between Chamoson and Romanel played host

to a first for Switzerland during scheduled maintenance activities
in 2020: specialists used a helicopter and a special method to
mount an orange aircraft warning sphere on the ground wire of
the line, which was live at the time. This meant that the line did
not have to be shut down, which had a positive impact on transfer
capacity and the workload in the grid control room.

Consultation with the public and industry — despite the
coronavirus pandemic

Swissgrid is committed to providing continuous and transparent
information about its construction projects in the grid. Despite the
coronavirus pandemic, the company upheld its communication
with those affected by grid projects in 2020. Swissgrid introduced
comprehensive protection concepts at its information events

for the planned construction projects between Innertkirchen and
Ulrichen as well as between Airolo and Lavorgo. Swissgrid also
held an exhibition exploring the grid projects in Valais in Sion

in 2020.

It also remained in close contact with industry. Alongside an
industry event in Martigny, Swissgrid held large-scale meetings
using hybrid formats or as virtual events — including the grid
utilisation conference and the balance group management partner
meeting. October 2020 marked the kick-off for “Strategic Grid
2040" in partnership with the Swiss Federal Office of Energy,

the distribution system operators connected to the transmission
grid and the Swiss Federal Electricity Commission EICom.

Kick-off for the future “Strategic Grid”

“Strategic Grid” planning has been restructured since the
“Electricity Grid Strategy” legislative and regulatory changes
entered into force. The Swiss Federal Office of Energy develops a
“Scenario Framework Switzerland” every four years, the initial

draft of which will be available in the autumn of 2021 and which
will be submitted to the Federal Council for approval following

a consultation process. This includes various scenarios concerning
the future development of utility power generation and con-
sumption, storage and cross-border capacities. In the lead-up

to publication of the scenario framework, Swissgrid and the
distribution system operators will complete the groundwork
necessary to be able to subsequently develop their own muilti-
year plans within the defined nine-month period. Swissgrid’s
“Strategic Grid 2040” will ultimately be reviewed by EICom.

In developing the grid, Swissgrid is focussed on security of supply,
environmental compatibility and economic benefits. The goal

is to use, optimise and reinforce the grid as efficiently as possible
before opting — as a last resort — for expansion projects.

Improvements in cross-border trade

Grid planning is absolutely critical to secure grid operation in

the long term, while the short-term focus is on targeted conges-
tion management, among other issues. Swissgrid is making
specific advancements in this area as well and is optimising the
cross-border capacities available for trading. For instance, since
May 2020 the company has been using a new methodology to
calculate the capacity available for trading between Switzerland
and Germany. Instead of the previously fixed 4 gigawatts, the
available capacity is now calculated based on the number of
nuclear plant and grid element shutdowns, as well as the expected
trading scenario. This new methodology helps match the capacity
with the relevant market and grid situation.

On 23 September 2020, in cooperation with Austria’s transmis-
sion system operator APG, the company launched the automated
intraday allocation of capacity at the border between Switzerland
and Austria. This capacity is now made available using an
automated, explicit procedure, which gives traders much better
access to the intraday markets in their neighbouring country.

Transmission Code — a key milestone in SAFA implementation
Swissgrid has worked closely with the sector to publish the new
Transmission Code and Balancing Concept. These industry
documents, which entered into force in May 2020, describe the
principles and requirements for grid planning and grid operation,
balance group management and ancillary services, among other
items. Revisions to these documents were driven by changes in
current practice, new regulatory provisions in Switzerland, as well
as the entry into force of the European Union’s Network Codes.

Two of these Network Codes — “System Operation Guideline”
and “Network Codes Emergency & Restoration” — are now legally
binding for Swissgrid since the signing of a new framework
agreement regarding operation of the continental European grid
(Synchronous Area Framework Agreement, SAFA). Compliance
with the provisions of the SAFA and the Network Codes requires
the company to adapt the Transmission Code and Balancing



Concept, as well as other electrical industry documents and
contracts, the business management manual, IT systems and
training modules, among other materials. Swissgrid is implement-
ing these changes by way of a comprehensive transformation
project.

The signing of the SAFA was made possible in 2019 thanks to
outstanding commitment and efforts on the part of Swissgrid.
Together with the Swiss Federal Electricity Commission, the
company managed to ensure that this framework agreement
included a “Switzerland clause”. The agreement establishes the
necessary basis for Swissgrid to negotiate contracts with the
transmission system operators in the capacity calculation
regions of Italy North and CORE; it also means that Switzerland
isincluded in cross-border capacity calculations. In 2020,
Swissgrid presented a “Common Proposal” to the competent
“Regional Group Continental Europe” committee as an initial
outcome of these contract negotiations. To date, the lack of an
electricity agreement means that Swissgrid is excluded from
these important international processes.

Cooperation in other European projects also remains a challenge.
Forinstance, Swissgrid is involved in the TERRE platform, but

the final decision by the European Commission is still outstanding.
The European Network of Transmission System Operators for
Electricity (ENTSO-E) and the European regulatory authority
(ACER) have supported Switzerland’s participation, as this is vital
for grid security in Europe.

Increasing the compatibility of Swiss legislation with EU law
The European Union is consistently pushing ahead with develop-
ments in the European power market. Now that the Clean
Energy Package is in effect, it will increase the grid capacities for
transnational electricity trade and competition, among other
things. Without an electricity agreement — and so without a voice
— the situation is becoming increasing critical for Switzerland:
there is a risk that the export capacities earmarked for importa-
tion into Switzerland in countries such as Germany and France
will be reduced. This represents a potential risk to Switzerland’s
security of supply.

This makes it even more important for Swissgrid to ensure that
Swiss legislation is as EU-compliant as possible, so as not to
further complicate the conclusion of an electricity agreement. In
2020, the company voiced this concern as part of the consulta-
tion process regarding reforms to the Energy Act. Furthermore,
Swissgrid stressed that the legal framework must also contribute
to the integration of renewable energies into the overall system.

Finding and supporting new specialists

Only by employing the best staff can the company continue to
develop and shape the future of electricity. Swissgrid wants to
retain these employees in the long term and so launched a
comprehensive employer branding campaign in 2020. The goal is

11

to position Swissgrid as a progressive employer and use targeted
methods to raise Swissgrid’s profile amongst potential employees.

To boost its offering to senior managers, Swissgrid joined forces
with the University of St. Gallen to launch an 18-month develop-
ment programme exploring leadership and management. Swissgrid
was one of the first customers to run the programme in a digital
format. An employee survey also showed a very high level of
overall satisfaction as well as a strong “commitment” on the part
of employees, placing Swissgrid in the top 5% of employersin a
comparative assessment.

A sound financial basis for the Swissgrid of tomorrow
Swissgrid needs more than a good team to be able to optimally
fulfil every aspect of its mandate; it also needs a sound financial
basis. In 2020, Swissgrid successfully placed four bonds with a total
volume of CHF 555 million on the capital market. The proceeds
from these bonds were used to partially refinance convertible
bonds, which Swissgrid’s shareholders granted the company as
part of the transfer of the transmission grid, as well as to partially
refinance bonds that matured in January 2020. These proceeds
also permitted the financing of ongoing investments. Swissgrid
will continue to access the capital market in future.
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Management Report

This Management Report covers both the requirements
pursuant to Art. 961c CO (Code of Obligations) in connection
with the statutory financial statements as well as the
provisions on the “Annual Report” relating to the financial
statements in accordance with the Swiss GAAP FER (Swiss
GAAP FER framework concept, paragraphs 7 and 34).

Regulatory business model

Legal and regulatory environment

The electricity industry’s value chain can basically be divided into
the following areas: electricity generation, electricity transmission,
electricity distribution and electricity consumption. As the owner
and operator of Switzerland’s extra-high-voltage grid, Swissgrid is
responsible for electricity transmission.

The high investments for the construction of the transmission
system, rising economies of scale (in view of falling marginal costs)
and high irreversible costs result in a natural monopoly in the area
of electricity transmission. This has been structured as a legal
monopoly by the legislator based on the Electricity Supply Act
(StromVG) and the Electricity Supply Ordinance (StromVV).

The Federal Electricity Commission EICom oversees compli-
ance with the Electricity Supply Act and the Electricity Supply
Ordinance. Itis the independent state regulatory authority in the
electricity industry and is allowed to issue rulings where necessary,
against which there is a right of appeal to the Federal Administra-
tive Court with the possibility of appeal to the Federal Supreme
Court.

Given the public interest in the secure national supply of
electricity, the resulting legislation and relevant supervision by the
regulator, Swissgrid’s business activities are overwhelmingly
subject to strict regulation.

Business activity

As the National Grid Company, Swissgrid is responsible for the
non-discriminatory, reliable and efficient operation of the transmis-
sion grid as well as its sustainable and efficient maintenance. The
renovation and demand-driven expansion of Switzerland’s
extra-high-voltage grid are also considered amongst the company’s
most important tasks.

Swissgrid also provides additional services, such as balance
group and congestion management or ancillary services (AS) as
part of the European and Swiss grid operations. In addition to
representing national interests, Swissgrid makes an important
contribution to ensuring the secure supply of electricity for
Switzerland.

Cost-plus regulation

Swissgrid’s legal mandate and business activities expose the
company to costs that can be passed on to the lower grid levels and
end consumers in the form of tariff revenues if the regulator deems
the costs to be chargeable. EICom performs an ex post review of the
chargeability of the costs for Swissgrid.

Chargeable costs include the operating and capital costs of
maintaining a secure and efficient grid. Chargeable costs also
include an adequate operating profit. As a result, this is referred to
as “cost-plus” regulation: “cost” stands for the cost recovery
principle and “plus” stands for the operating profit.

Chargeable operating and capital costs

Chargeable operating costs include the costs for services directly
related to the operation of the grid. Examples include costs for
maintaining the grid, costs for providing the ancillary services,
personnel expenses, costs for materials and third-party supplies as
well as direct income taxes.

Chargeable capital costs include depreciation/amortisation and
imputed interest. The amount of imputed interest is directly
dependent on the assets required to operate the grid (invested
operating assets, IOA) and the applicable regulatory interest rate
(WACC,,,). WACC, , means that the WACC specified for this year
also applies to the current financial year. In particular, the I0A
consists of the transmission grid assets (including construction in
progress), intangible assets as well as the net current assets
determined on a monthly basis.



Volume- and tariff-related timing differences

Swissgrid calculates the required tariff revenues ex ante based on
budgeted costs (operating and capital costs). Volume and price
differences between the “actual” situation for a year and the
“budgeted” situation for the same year regularly lead to differences
between the actual costs and actual income for a year. These
differences are referred to as volume- and tariff-related timing
differences and are rectified over the coming years.

If effective costs exceed the tariff revenues for the same year,
this results in a deficit. This deficit can be eliminated over subse-
quent years by increasing the tariff. By contrast, if tariff revenues
exceed effective costs for the same year, this results in a surplus,
which must be used to reduce tariffs over subsequent years.

Volume- and tariff-related timing differences are also subject to
interest at the WACC rate and have an impact on capital costs. In
contrast to the IOA, volume- and tariff-related timing differences are
subject to interest at WACC, . Deficits increase capital costs, while
surpluses reduce them.

Profit regulation

The legal framework in place for Swissgrid means that the EBI
(earnings before interest) of the regulated business area is
essentially a multiplication of the invested operating assets (I10A)
with the capital cost rate (WACC_ ) and the interest applied to the
volume- and tariff-related timing differences (WACC, ). Additional
profits may arise from Swissgrid’s unregulated business area.

The EBIlis then used to compensate Swissgrid’s stakeholders via
interest on liabilities and return on equity (dividends and/or profit
retention). The cost-plus regulation therefore leads to a return in the
amount of the capital cost rates to be applied.

lllustration of the regulatory business model
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Imputed capital cost rate (WACC)

The WACC is an imputed interest rate defined annually based
on the electricity supply legislation. It applies equally to all grid
operators.

The WACC is calculated methodically taking account of the
current Best Practice guidelines provided by the Federal Depart-
ment of the Environment, Transport, Energy and Communications
(DETEC). The methodology was developed specifically for the
regulation of electricity grid operators and intends to ensure
security of investment for these operators. With regard to the
financing structure, the WACC calculation assumes an equity share
of 40 per cent and a borrowed capital share of 60 per cent. Specific
thresholds apply for the individual capital cost parameters.

As the WACC represents an imputed interest rate for the
electricity industry, Swissgrid’s actual capital costs are not included
in the tariff calculation. On the other hand, this means that Swissgrid
is responsible for determining how the imputed interest received via
the tariffs is distributed to shareholders and lenders.

Regulated EBIT Tariff-related costs Volume-and tariff-related timing
differences

+ Invested operating assets*®

WACC,,, Operating expenses
+ Volume-and tariff-related timing +

differences impairment losses
x  WACC,, + Regulated EBIT

Regulated EBI
+ Taxes

Regulated EBIT

Regulated operating income

* Consisting of property, plant and equipment,

(budgeted)

intangible assets and net current assets.

Procurement costs

Depreciation/amortisation and -

+ Regulated operating income
(actual)
Chargeable costs (actual)

Change in volume- and tariff-related
timing differences (actual)

Chargeable costs (budgeted)
+/— Tariff-related volume- and
tariff-related timing differences

Volume- and tariff-related timing
difference as at 1 January (actual)
+/— Change in volume- and tariff-
related timing differences (actual)
Volume- and tariff-related timing dif-
ference as at 31 December (actual)
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Business performance

(values pursuant to Swiss GAAP FER)

Procurement costs

At CHF 228.5 million, procurement costs are CHF 3.6 million higher
than the previous year’s value of CHF 224.9 million. In the grid
utilisation and reactive energy segments, the procurement costs
increased by CHF 24 million and CHF 15.8 million respectively. In
the grid utilisation segment, this increase is due to higher national
redispatch costs of CHF 14.8 million as well as a rise in additional
remuneration to former transmission system operators of

CHF 9.2 million. In the reactive energy segment, the pro-rata
voltage stability costs payable by this segment increased by

CHF 15.8 million compared to 2019.

By contrast, the procurement costs in the general ancillary
services and active power losses segments fell by CHF 25 million,
and CHF 11.2 million respectively. In the general ancillary services
segment, this was primarily due to the lower pro rata voltage
stability costs of CHF 12.6 million and the fall in control power
provision costs to CHF 11.7 million. The active power losses
segment recorded lower procurement costs for active power loss.

Operating expenses and depreciation/amortisation
Operating expenses rose by CHF 23.9 million year on year, from
CHF 200.9 million to CHF 224.8 million. CHF 12 million of the
increase in operating costs is attributable to the materials and
third-party supplies item, while personnel expenses account for
CHF 11.8 million.

The increase in the costs for materials and third-party supplies
was primarily due to the increase in the number of easements for
which Swissgrid pays remuneration to property owners as well as
the higher costs for procured third-party supplies.

The increase in personnel expenses can be explained by the
growth in the workforce in the 2020 financial year. The annual
average number of full-time equivalents amounts to 540.4 FTE
(previous year: 498 FTE).

The scheduled depreciation/amortisation on property, plant
and equipment and intangible assets amounted to CHF 154.8 mil-
lionin 2020, a decrease of CHF 2.1 million on the previous year.

Revenue and volume- and tariff-related timing differences

For the 2020 financial year, net turnover across all segments
amounts to CHF 588.2 million. Net turnover of CHF 672.7 million
was recorded in the previous year. The decline in turnover is
predominantly due to the CHF 33.2 million drop in tariff revenue in
the grid utilisation segment as well as the CHF 50.7 million decline
in the general ancillary services segment. The grid utilisation
segment also reported a CHF 41.8 million decline in income from
auctions for the reduction of chargeable grid costs compared to the
previous year. By contrast, net turnover in the active power loss and
reactive energy individual ancillary services segments increased by
CHF 30.3 million and CHF 15.7 million respectively, particularly
due to higher tariff income.

In the 2020 financial year, the operating business activities
reported net deficits (cumulative deficits less cumulative surpluses)
of CHF 107.9 million. In particular, the grid utilisation segment
posted deficits of CHF 128.6 million due to the fall in turnover. As at
31 December 2020, a net deficit of CHF 55.1 million exists
(previous year: net surplus of CHF 52.8 million).

EBIT, financial income and net income

Earnings before interest and taxes (EBIT) from activities relating to
the Federal Electricity Supply Act (StromVG) are equivalent to the
interest applied to the assets required to operate the transmission
system using the weighted average cost of capital rate (WACC) for
the current year under review (= WACC,_ ;) and the interest applied
to the volume- and tariff-related timing differences using the
weighted average cost of capital rate of WACC,, plus income taxes.
The weighted average cost of capital rates for 2020 (WACC, ) and
2022 (WACC,_,) defined by the Federal Department of the Environ-
ment, Transport, Energy and Communications (DETEC) for the 2020
financial year remain unchanged at 3.83%.

In 2020, EBIT increased by CHF 14.3 million from the previous
year’s value of CHF 102.4 million to CHF 116.7 million. The
additional partial repayment of convertible loans at the start of the
2020 financial year and the refinancing under more favourable
conditions in 2020 once again led to lower financial expenses
compared to 2019.

Net income in 2020 amounts to CHF 75.7 million, an increase of
CHF 28.8 million from the previous year. In 2019, EBIT and net
income were impacted by the regulatory effects that had to be
taken into account that year.

Balance sheet and cash flow statement

Total assets (excluding fiduciary positions) increased by

CHF 78.3 million compared to the previous year to CHF 3.072 bil-
lion. The absolute equity base was strengthened by the positive net
income less dividends paid. Adjusted for the balance sheet items
held on a fiduciary basis and volume- and tariff-related timing
differences, the equity ratio on 31 December 2020 amounts to
39.1%, as compared to 38.3% on 31 December 2019.

In 2020, cash flow from operating activities amounts to
CHF 137.9 million, compared to the previous year’s value of
CHF 278.8 million, a decrease of CHF 140.9 million. This decrease
is due to the lower net turnover year-on-year.

Cash flow from investing activities amounts to CHF 144.9 mil-
lion in the year under review; a CHF 32.9 million increase on the
previous year. This is attributable to a CHF 36.5 million increase in
net investments in property, plant and equipment.

Cash flow from financing activities decreased by CHF 73.3 mil-
lion compared to 2019 to a value of CHF 22.0 million. This was due
to the refinancing measures implemented in 2020, with four bonds
totalling CHF 555 million.



Risk assessment

Risk management is an integral part of effective and prudent
corporate management for Swissgrid. Swissgrid’s risk manage-
ment covers the entire organisation, not including its subsidiaries
and shareholdings. It is based on the established ISO 31000 and
COSO ERM standards and meets the requirements of corporate
governance as well as the requirements under Swiss law.

Objectives

The Risk Management unit assists managers at all tiers in con-
sciously dealing with risks. This includes expedient and transparent
reporting as well as managing and documenting an appropriate
risk management system. Swissgrid fosters the deliberate
management of risks at all levels of the company.

Organisation

The Board of Directors has defined the governance requirements
for risk management and delegated its implementation to the CEO.
The head of Enterprise Risk Management manages the risk
management process, provides the methods and advises the
operating units on risk management.

Process

The risk assessment takes place twice a year. The key risks are
identified and assessed as part of a multi-stage process that
includes the evaluation of risks based on the probability of their
occurrence and the extent of theirimpact, as well as the definition
of strategies to manage said risks.

Risk monitoring, including the effectiveness and level of
implementation of the measures taken, is performed as part of
regular risk updates. The Executive Board and the Board of
Directors receive the results of the risk assessment and the risk
updates in the form of a standardised report.

Risk situation

The coronavirus pandemic is not just a risk to employee health, but
also to the operation of the transmission system. The risk drivers
include a shortage of employees in critical functions and conges-
tion amongst suppliers and service providers. In response,
Swissgrid acted early to implement infection control measures and
to secure supplies.

Besides the new risks stemming from COVID-19, the other risks
remain relevant for Swissgrid. The drivers for these risks are natural
influences, the national and international political and regulatory
environment as well as personnel and technical factors. Digitisa-
tion is enabling more efficient operation of the transmission grid,
but also involves risks to grid and system security and therefore to
the security of supply, given the increasing dependence on
systems.
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The key risk factors are:

European and regulatory environment
Swissgrid’s role remains challenging at a national and international
level. Due to the lack of a framework agreement as a prerequisite for
the electricity agreement with the EU, the Swiss electricity system
finds itself increasingly excluded from important processes
affecting grid security in Europe.

This leads to unscheduled flows of electricity through the Swiss
grid and jeopardises both system stability and import capacity
in the medium term. There is also the risk of exclusion from the
European control energy partnerships as well as from ENTSO-E,
the European Network of Transmission System Operators.
Swissgrid is developing technical solutions to ensure the stability
of the grid, but is reliant on political support in this respect.
Although there have been some encouraging signals from the EU
regarding its openness to pragmatic solutions, the success of the
technical integration is not guaranteed as there are political
factors to resolve that fall outside the control of Swissgrid and
Switzerland.

Implementation of the “Strategic Grid 2025”

Important activities relating to the “Strategic Grid 2025” continue
to be hampered by protracted approval processes and numerous
objections. This makes it more difficult to eliminate grid congestion.
Swissgrid is striving to establish dialogue, particularly with local
residents, during the approval process. However, given the
ever-decreasing acceptance of overhead lines, Swissgrid still has to
factor in objections and delayed approval processes.

Security of supply

A wide-scale supply outage would cause enormous economic
damage. As a result, Swissgrid must ensure that the transmission
grid is available to supply electricity at all times. It is therefore
essential to have an intact grid infrastructure and to secure the
availability of IT and communication systems.

Meeting these prerequisites can be jeopardised by, for
example, technical problems, natural disasters, operating errors
and criminal actions. Among other measures, Swissgrid mitigates
these risks by implementing redundancies and processes to
eliminate faults in grid systems and in system operations. Adequate
training and development of personnel ensures that employees
respond appropriately. Swissgrid takes precautions to protect the
infrastructure and plants against physical attacks. These include
reinforcing buildings, switchgears and construction sites as well as
access control.

The threat of cyber-attacks is steadily rising due to the speed at
which technology changes (which potential attackers also exploit),
the countless possible modes of attack, as well as growing system
integration across companies.

To reduce this risk, Swissgrid is continuously developing its
processes and systems to detect cyber threats early and defend
itself against them.
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Security of supply also depends on the availability of control
and redispatch services to balance short-term deviations between
production and consumption, and to control grid congestion.

Swissgrid therefore works continuously to optimise the Swiss
market for ancillary services, and cooperates with transmission
system operators in neighbouring countries to increase market
liquidity. Swissgrid has emergency procedures in place in the
highly unlikely event that critical infrastructures or systems fail
permanently or the grid can no longer be controlled.

Personnel safety

Swissgrid’s operation and maintenance of the extra-high-voltage
infrastructure involves risks to personnel safety. People can be
seriously injured while performing their work.

To minimise this risk to the greatest extent possible, Swissgrid
systematically identifies present dangers, implements targeted
protective measures, trains its own employees and instructs
contractor employees so they can independently identify the
dangers posed at plants and respond accordingly.

Systematic controls on construction sites help to ensure
compliance with site safety precautions. A company-wide
awareness campaign boosts awareness of the risks to personnel
safety. Another risk to personnel safety are physical attacks, an
area in which Swissgrid also takes the necessary precautions.

Financial risks

Swissgrid’s activities mean that it is exposed to various financial
risks. These include liquidity, foreign currency, interest rate and
counterparty risks. Liquidity is ensured at all times by continuous
planning and monitoring of the funding requirements, mainte-
nance of minimum liquidity levels and the provision of confirmed
bank credit facilities. Foreign currency risk is reduced through
forward exchange transactions. The hedging strategy is reviewed
periodically and updated as needed. The risk of interest rate
changes is reduced by staggering the maturities and establishing a
balanced financing mix. Derivative financial instruments are
deployed for further mitigation if necessary. Financial counterpar-
ties are constantly reviewed, assigned individual limits and
monitored. Operational counterparties are regularly monitored.

Future prospects

Strategic outlook

The energy sector in Switzerland is undergoing a transformation:
key trends include the increase in electricity generation from
renewable energies, the increase in efficiency due to the use of
new technologies and digitisation, the electrification of consump-
tion as well as sector coupling. Many of these changes are also
being driven by energy policy, particularly in Europe where the EU
is consistently working on the completion of the European internal
electricity market.

Given its responsibility for the Swiss transmission grid, Swissgrid
plays a key role in the supply of electricity and is closely monitoring
the following developments: the changes to electricity generation
are leading to new flows of electricity that present great challenges
for the grid operation. At the same time, the grid infrastructure
needs to adapt to the modified framework conditions in order to en-
sure the security of supply in the long term. Protracted approval
procedures mean that grid projects can often only be implemented
with significant time delays.

Due to Switzerland’s close links with the European intercon-
nected grid, it continues to be impacted by the European energy
policy, while Swissgrid’s cooperation in the European power
markets is seriously threatened by the lack of an electricity
agreement.

In 2018, Swissgrid launched Strategy 2022 to tackle these
trends and challenges and achieve four long-term corporate
objectives: a high level of safety and security for employees and the
plants, a consistently stable and available transmission grid,
efficient and effective business activities, as well as the optimisa-
tion of the future transmission grid by taking innovative technical,
structural and market-based measures.

In the coming year, Swissgrid will continue implementing
Strategy 2022 and start developing Strategy 2027. Security is once
again the top priority in 2021. As a result, the company will take
technical measures to continue to increase the level of protection
in cyber-security and also continue its awareness campaigns for
employees. Swissgrid has already introduced a number of steps to
increase security in the substations, with implementation set to
startin 2021.

The integration of plant and system operation is essential for a
functional transmission grid. The associated processes between the
market and grid operation will be further optimised to constantly
increase efficiency and ensure security. Apart from this, Swissgrid
will also focus on the continued development of plant management,
as the implementation of the “Strategic Grid 2025” as well as
optimal maintenance are prerequisites for secure grid operation in
the long term. The intelligent use of new technologies allows
Swissgrid to optimise the use of the existing infrastructure. Further
measures to automate the grid operation will be introduced in 2021,
while the long-term planning of the grid infrastructure is another
area of focus: in 2021, Swissgrid will establish the foundation for
developing the “Strategic Grid 2040”. To ensure the overall



efficiency and effectiveness of its business activities, Swissgrid is
moving forward with a company-wide transformation project that
will lead to the replacement of the enterprise resource planning
system with an intelligent, integrated “end-to-end” solution.

Close cooperation with partners in Switzerland and Europe is
essential for Swissgrid. Within the scope of the SAFA (Synchronous
Area Framework Agreement), the company will establish the
relevant conditions in close cooperation with all partners involved.
This will ensure the technical integration of the Swiss transmission
grid into the European interconnected grid in the medium term. At
the same time, Swissgrid will continue to develop the markets of
relevance for the company, such as the control power market —
both in Switzerland and with partners in Europe.

Research and development

Swissgrid collaborates with national and international research
institutions to ensure that it can continue performing its duties
safely and cost-effectively in the future. Its project portfolio is
aligned with its strategic goals, and consists of internal activities
and projects being conducted in cooperation with universities and
other national and international partners.

Financial outlook

Grid investments

Investment volumes are expected to remain high due to the need
to achieve a sustainable energy future and carry out the measures
defined in the “Strategic Grid 2025" report.

The budget has been assigned a lower likelihood of realisation
due to persistent restrictions, particularly those regarding permits
for power line construction and modification. As such, Swissgrid
currently expects investments in the grid to increase by between
CHF 175 million and CHF 275 million a year over the medium term.

Operating costs
Swissgrid continues to implement its Strategy 2022, as communi-
cated in the spring of 2018. This includes efficiency increases as
well as measures to secure the supply of electricity and improve
the safety of people, systems and the environment.

Implementing these measures will lead to a rise in operating
costs.

EBIT and net income

Based on the regulatory business model, EBIT is particularly
dependent on the invested operating assets (I0A) and the
weighted average capital cost rate (WACC). The WACC communi-
cated by the Federal Department of the Environment, Transport,
Energy and Communications (DETEC) for 2021 remains un-
changed at 3.83%. The final remuneration for the assets acquired
from the former transmission system owners since 2013 as part
of the grid takeovers planned for 2021 will have an indirect
positive effect on EBIT and the net income. Consequently, higher
EBIT and a higher netincome are expected in 2021 in comparison
t0 2020.
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In accordance with the dividend policy approved by the Board of
Directors, the income generated will be retained in the long term on
a pro rata basis depending on the equity ratio and the financing
situation. This safeguards Swissgrid’s long-term financial stability.

Grid acquisitions

The EICom ruling issued on 20 October 2016 definitively estab-
lished the method for determining the assessed value of the
transmission system. Swissgrid paid the first remuneration based
on this method to the former transmission system owners on
3January 2017. The final remuneration owed under this method
could not yet be paid as proceedings relevant to the valuation were
still pending. EICom has now issued rulings on all pending valuation
proceedings and so provided a ruling on the final regulatory values
of the transmission grid assets at the respective transaction date.
The requirements for the equal treatment of all former transmis-
sion system owners for the fi