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ABBREVIATIONS / CURRENCY CONVERSIONS  

 

BPS Business Procurement Specialist 

CAPEX Capital Expenditure 

CWA Croatian Water Agency 

DSCR Debt Service Cover Ratio 

DSRA Debt Service Reserve Account 

EBITDA Earnings before Interest, Taxes, Depreciation and Amortisation 

EBRD European Bank for Reconstruction and Development 

EIA Environmental Impact Assessment 

ESAP Environmental and Social Action Plan 

ESDD Environmental and Social Due Diligence 

ESMP Environmental and Social management Plan 

EU European Union 

EUR Euro 

FOPIP Financial and Operational Performance Improvement Programme 

FX Foreign Exchange 

GCAP Green Cities Action Plan 

GrCF2 W2 Green Cities Framework 2 Window 2 

HRK Croatian National Currency (Kuna) 

LA Loan Agreement 

LAD Last Availability Date 

LT Long Term 

MSA  Municipal Support Agreement 

NFD Net Financial Debt  

OHSAS Occupational Health and Safety Advisory Services 

OPEX Operating Expenses 

PCA Project Co-financing Agreement 

PE Population Equivalent 

PIU Project Implementation Unit 

PP&R Procurement Policies and Rules 

PSA Project Support Agreement 

PSC Public Service Contract 

SSF Shareholder Special Fund 

TA Technical Assistance 

TC Technical Cooperation 

TI Transition Impact 

WC Working Capital 

WWTP Waste Water Treatment Plant 

 

 

CURRENCY CONVERSION 

 

EUR 1 = HRK 7.552616 

(as of 30 April 2020) 
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PRESIDENT'S RECOMMENDATION 

 

This recommendation and the attached Report concerning an operation in favour of 

Vodovod i kanalizacija d.o.o. Split (the “Company”), a limited liability company 

incorporated in Croatia, are submitted for consideration by the Board of Directors. 

The facility will consist of a loan to the Company in the amount of up to EUR 30 

million, available in two tranches, to: (i) finance construction of a drinking water 

purification plant, and (ii) co-finance alongside EU Cohesion Programmes, major 

investments into the extension and upgrade of water and wastewater infrastructure in 

the city of Split and surrounding municipalities, which together form the Project. 

The Project is a trigger investment for the City of Split under the Green Cities 

Framework (“GrCF2”), and as such facilitates the implementation of Split’s Green City 

Action Plan (“GCAP”) funded by the Taiwan Business – EBRD TC Fund the 

preparation of which will commence following the signature of the loan. Moreover, the 

Project will involve TC support for the Company, expected to be funded by an 

international donor or the Bank’s Shareholder Special Fund, to prepare and implement 

a Financial and Operational Performance Improvement Programme for the Company.  

The Project contributes to achieving GrCF2 transition objectives through Green and 

Well Governed qualities and is 100 per cent GET eligible. 

I am satisfied that the operation is consistent with the Bank’s Strategy for Croatia, the 

Municipal and Environmental Infrastructure Sector Strategy, the Bank’s Green 

Economy Transition Approach, and with the Agreement Establishing the Bank. 

I recommend that the Board approve the proposed loan substantially on the terms of the 

attached Report. 

 

 

 

 

 Jurgen Rigterink 

  First Vice President, Acting President 
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BOARD DECISION SHEET 
 

CROATIA – Split water purification project - DTM 51317 

Green Cities Framework 2 - Window 2 (“GrCF2 W2”) - DTM 50674 

Transaction /   

Board Decision  
Board approval2 is sought for a senior loan of up to EUR 30 million in favour of 

Vodovod i kanalizacija d.o.o. Split (the “Company” or “VIK”), a limited liability 

company incorporated in Croatia. The loan will be split into two facilities: (i) Tranche 

A of up to EUR 20 million, committed at signing, to finance construction of a water 

purification plant, and (ii) Tranche B of up to EUR 10 million, to be committed at a 

later stage, to co-finance investments, alongside EU Cohesion Funds, in the water and 

wastewater network of Split and surrounding areas (the “Project”). A ‘trigger’ 

investment under the GrCF2 W2, the Project is the first green cities project in Croatia 

and is 100 per cent GET eligible.  

Tranche B requires a general exception from the EBRD’s PP&Rs, which is in line with 

FOPC’s general recommendation and approved by the Board on 8 April 2014. It is 

requested that approval of commitment of Tranche B is delegated to Management. 

Client The Company is a regional water operator and provides water supply and wastewater 

services in the City of Split, three surrounding cities and nine municipalities. The 

Company is majority owned (56.8 per cent) by the City of Split with remaining shares 

held by other cities and municipalities within its service area.  [REDACTED] 

Main Elements of 

the Proposal 
Transition Impact  

- Primary Quality - Green: The Project increases Split’s resilience to current and 

future climate change impacts by reducing water losses [REDACTED] and needed 

abstraction from the local aquifer while improving water quality. Split will also 

develop a GCAP in conjunction with the Project to identify, prioritise and address 

its most pressing environmental challenges.   

- Secondary Quality - Well governed: By (i) GCAP development and implementation, 

(ii) supporting the Company in increasing the efficiency of its operations through 

introduction of FOPIP, and (iii) preparation of a PSC.  

Additionality 

- The Bank is additional due to its ability to combine lending with TCs, which is 

crucial in the development of sustainable and efficient water operations (FOPIP), 

together with long term green and sustainable planning through the GCAP. 

Sound Banking  

- Due diligence and stress testing confirms that the Project satisfies the sound banking 

criteria.   

Key Risks - Implementation risk: Implementation risk is mitigated by: (i) engagement of 

experienced consultants supporting project preparation and implementation, (ii) 

tendering based on a ‘Design & Build’ contract monitored by a Supervision 

Engineer, and (iii) establishment of an adequately staffed Project Implementation 

Unit. 

- Operation risk: The Company has no previous experience in operating a state of art 

ultrafiltration facility and the EU co-funded agglomeration water infrastructure 

upgrades are of a major scale. This risk are mitigated by: (i) on-the-job training 

provided as part of the works contract and (ii) support provided by CWA experts, 

(iii) phasing of the upgrades, (iv) expected increased efficiency of operations 

stemming from the proposed donor-funded FOPIP.  

Strategic Fit Summary The Project is fully consistent with: (i) the MEI Sector Strategy, (ii) the Bank’s Country 

Strategy for Croatia and (iii) GET approach. The Project is eligible for GrCF2 due to its 

climate resilience outcomes.   

                                                 
2  Article 27 of the AEB provides the basis for this decision. 
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ADDITIONAL SUMMARY TERMS FACTSHEET 

 

EBRD Transaction The proposed transaction consists of a senior loan of up to EUR 30 million to 

finance the construction of a state-of-art drinking water treatment plant and co-

finance alongside EU Cohesion funds (Operational programme competitiveness 

and cohesion 2014 – 2020) the Company’s capital investments into water and 

wastewater infrastructure in Split-Solin and Kastela-Trogir agglomerations, 

together the “Project”. 

The loan consists of two tranches: 

 Tranche A or Committed Tranche of up to EUR 20 million to finance 

construction of a drinking water treatment plant at the Jadro river source; 

 Tranche B or Uncommitted Tranche of up to EUR 10 million to co-finance 

capex into water supply and wastewater infrastructure in Split-Solin and 

Kastela-Trogir agglomerations. 

The Project is a ‘trigger’ or initial investment under the GrCF 2 W2 framework 

which will help the City of Split identify key environmental issues through 

development and implementation of a city-specific GCAP. 

Tranche B requires general exception from the EBRD’s PP&Rs for all EU co-

financed projects in Croatia in line with FOPC approval on 28 February 2014. 

Approval of commitment of the uncommitted Tranche B is delegated to 

Management. 

Existing Exposure None 

Maturity  12 years [REDACTED] 

AMI eligible financing None 

Use of Proceeds The proceeds will be used to fund capital investments in: 

 Tranche A - Construction of a drinking water treatment plant at the Jadro 

river source. 

 Tranche B - Construction and upgrade of water supply wastewater 

infrastructure in Split-Solin and Kastela-Trogir agglomerations with total 

population of around 300,000. 

Disbursements of Tranche A will be monitored by an independent PIU 

consultant based on a signed EPC contract and received invoices for the works 

and services delivered. Procurement is carried out under EBRD PP&Rs. 

Disbursements of Tranche B will be based on signed contract for delivery of 

works, goods or services which is monitored by EU authorities and the Croatian 

Government (through responsible Ministry and CWA). Procurement for 

Tranche B will be carried out under local rules in line with EU requirements. 

Investment Plan [REDACTED] 

Financing Plan  [REDACTED] 

Key Parties Involved  Vodovod i kanalizacija d.o.o. Split - the Borrower 

 Croatian Water Agency (the “CWA”) - the regulator and Croatia’s 

intermediary body for EU funds in the water sector 

 City of Split 

Conditions to  

disbursement  
All project agreements to be signed, including  

 Project co-Financing Agreement with CWA (for Tranche A only) 

 Grant Agreements for EU funding (for Tranche B only) 
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 Signed and in acceptable form Project construction agreements  

 All security in place 

Key Covenants   [REDACTED] City to develop and implement the GCAP (as set forth in the 

Municipal Support Agreement). 

Security /  

Guarantees 
[REDACTED] 

Other material 

agreements  
 Project Support Agreement (“PSA”) signed between the Company and 

CWA in relation to Tranche A loan; 

 Public Service Contract between the Company and the City of Split; 

 Municipal Support Agreement (“MSA”) between the Company, the City of 

Split and EBRD. 

Associated Donor 

Funded TC and co-

investment 

grants/concessional 

finance 

Pre-signing: 

 Environmental and Social due diligence (“ESDD”) and ESAP preparation. 

[REDACTED] 

Post-signing: 

 Support in Financial and Operational Performance Improvement Programme 

(“FOPIP”) including Support in preparation of a Public Service Contract 

(“PSC”) to be signed between the City and the Company. [REDACTED] 

 Green City Action Plan (“GCAP”). The TC will support the preparation of 

a GCAP for the City of Split. [REDACTED] 

Reimbursement: All TCs are non-reimbursable transactional TCs. 

Cost sharing: The Company financed a comprehensive feasibility studies for the 

project as a parallel contribution to the overall costs. In addition, the Company 

will be responsible for paying all VAT and other indirect taxes that are applied 

to the post-signing TC assignments as a parallel cost sharing contribution to the 

project (VAT is levied at 25 per cent in Croatia). Finally, the Company will 

provide in-kind contributions in the form of office space, communication 

connections, etc. for the consultants to work, presumed to amount to 3 per cent 

of the total TC budget.  

[REDACTED] 
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INVESTMENT PROPOSAL SUMMARY 

  

1. STRATEGIC FIT AND KEY ISSUES 

 

1.1 STRATEGIC CONTEXT    

 

Split is the second-largest city in Croatia and the largest city of the region of Dalmatia. 

As an intra-regional transport hub, the City is a link to numerous Adriatic islands while 

Split's greater area, i.e. wider city agglomeration, includes three neighbouring cities and 

nine municipalities with a total population of around 300,000 citizens. In addition, the 

City is a popular and rapidly growing international tourist destination with 1 million 

visitors during 2019, with the majority during the summer months. Given these seasonal 

demands, the City experiences peaks in pressure on its public infrastructure, including 

its water systems. 

The Split Urban Regeneration Masterplan financed by EBRD’s City Regeneration and 

Environment (“CREATE”) Fund, was the starting point for the City to take a more 

strategic and long term view of how it should develop. This was recently taken one step 

further when Split joined the ever growing EBRD Green Cities community, which now 

totals 42 cities in this programme, with its focus on green and sustainable development.  

The Project is a ‘trigger’ investment under the Green Cities Framework 2 - Window 2 

(“GrCF2 W2”), and will support the City of Split, through a regional water company 

VIK Split, to increase the efficiency and quality of its water supply and treatment 

systems, while connecting new citizens to the water and wastewater networks. The 

Project entails a committed and uncommitted tranche: 

 Tranche A or Committed Tranche of up to EUR 20 million to finance 

construction of a drinking water treatment plant; 

 Tranche B or Uncommitted Tranche of up to EUR 10 million to co-finance capex 

into water supply and wastewater infrastructure in Split-Solin and Kastela-Trogir 

agglomerations and connection to the City’s natural drinking water resources. 
 

Split, with its position on the eastern Adriatic coast, will experience increasing impacts 

from climate change over the coming decades. Higher average temperatures and 

changes in precipitation patterns, which are projected for Split, will increase water 

stress and drought risks. For example, total annual precipitation is projected to decrease 

by up to 15 per cent by 2050, with summer precipitation decreasing by up to 50 per 

cent. These stresses will put pressure on the City to sustainably manage its water 

resources, while ensuring citizens have constant access to high-quality drinking water.  

Split relies on a local aquifer for its water demands, with a spring being the main source 

of abstraction for the city from the aquifer. This spring is also the source of the Jadro 

River. Currently the City relies on outdated infrastructure, with parts dating back to 

Roman times, to channel water from the spring source to the City. This system is 

defined by high water losses [REDACTED], with such inefficiencies increasing 

demand on natural water resources. Additionally, the aquifer’s geology makes it prone 

to high turbidity (a measure of the cleanliness of water) in heavy precipitation events. 

[REDACTED] As precipitation events become less frequent, but more intense due to 

the impacts of climate change, instances of high turbidity may increase.  
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The Project includes targeted investments to reduce the stress and demands on Split’s 

source of water, while ensuring consistent water quality for citizens despite more 

extreme and variable precipitation patterns. A regional water company VIK Split 

manages the water supply and wastewater system in the City of Split and surrounding 

cities and municipalities, covering a population of nearly 300,000. Its service area 

consists of more than ten subsystems, which are all supplied with drinking water from 

the Jadro River water source.  

Tranche A of the Project will finance VIK Split to construct a water treatment and 

purification plant. The new plant will also be able to accommodate higher levels of 

turbidity, treating water in such instances to EU standards and ensuring citizens receive 

high quality drinking water year round. The new system will also be able to 

accommodate increased levels of turbidity over the coming decades in conjunction with 

change climatic conditions. The new plant will deliver drinking water that meets EU 

standards 100 per cent per cent of the year. 

Tranche B of the Project will be part of a larger programme to increase the levels of 

connectivity and improve the efficiency of water supply and wastewater infrastructure 

in Split-Solin and Kastela-Trogir agglomeration. Measures include replacement and 

introduction of new water and wastewater systems in the City, including improved 

connection infrastructure from the Jadro River spring source to the new water treatment 

plant. The new system will result in water savings [REDACTED], while reducing 

Split’s exposure to drought or water scarcity risks stemming from climate change. The 

connection between the spring source and water treatment plant alone will reduce water 

demand [REDACTED]. The investment is a result of several years of detailed project 

preparation, where at the end of 2019 VIK Split signed an agreement with the EU 

Commission and the Croatian central government to co-finance the investments. Once 

all of the above mentioned projects are implemented, the Company and its 

infrastructure are expected to be fully compliant with the EU’s Water Framework, 

Drinking Water and Urban Wastewater directives.   

Due to the Project’s ability to increase Split’s resilience to climate change, the 

investment is eligible for the Green Cities Framework 2. It is also Croatia’s first 

investment under EBRD Green Cities, and will support the City to more systematically 

identify, prioritise and address its most pressing environmental challenges through the 

development and implementation of a Green City Action Plan (“GCAP”). The 

development of the GCAP will start after Project signing. Apart from water and 

wastewater, the GCAP will focus on identifying investment project opportunities in the 

following priority green infrastructure development areas: solid waste management, 

urban roads and lighting, urban transport and sustainable urban mobility, public 

building energy efficiency, renewable energy, power infrastructure energy efficiency, 

urban drainage, and nature based solutions. 

Beyond the immediate project and at the national level, significant capital investments 

in Croatia [REDACTED] have been undertaken in the last 10 years in the water and 

wastewater sector with the aim to comply with EU environmental standards. Namely, 

as a part of the EU accession process Croatia has agreed with the EU the transitional 

arrangements for urban wastewater collection and treatment systems [REDACTED]. 

Covid-19 is expected to have limited downside impact on the Company’s operations 

and financial stability stemming primarily from lower quantities of water supplied and 

wastewater collected and treated during summer holiday season. However, given the 

strong financial position of the Company which operates in a highly regulated sector 
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(e.g. full cost recovery prescribed by the law), the mentioned impact and risks are 

manageable.  

The Project is consistent with the Bank’s Strategy for Croatia and Municipal and 

Environmental Infrastructure Sector Strategy, focusing on promotion of energy and 

resource efficiencies and climate change adaptation, as well as improving corporate 

governance, operational performance and financial results of municipal enterprises. 

The Project is also consistent with the Green Economy Transition (GET) Approach by 

promoting climate change adaptation and “ensuring availability and sustainable 

management of water and sanitation”.  

1.2 TRANSITION IMPACT 

The GrCF2 is a strategic and multi-project approach targeting environmental issues in 

selected larger cities in the Bank’s countries of operation. The primary goal is to achieve 

significant environmental improvements and promote the green transition quality 

within the relevant cities. The GrCF2 also aims to build necessary capacity and facilitate 

better coordination and buy-in among various stakeholders within the relevant cities in 

order improve the governance, operational efficiency and financial sustainability of the 

targeted investments and initiatives. These objectives are supported by the development 

and implementation of a city-specific GCAP identifying and prioritising environmental 

challenges and ways to address them through targeted investments, services and policy 

instruments.  

This Project will contribute to achieving Framework objectives through the following 

TI qualities: 

 Green (primary quality) – The Project is fully in line with the GET approach 

by increasing Split’s resilience to current and future climate change impacts. 

The Project will reduce water losses [REDACTED] and needed abstraction 

from the local aquifer while improving local water quality. [REDACTED]   

 Well Governed (secondary quality) – The Project will covenant and support 

development of a comprehensive GCAP for the city of Split. The GCAP will 

require the City to measure, identify, benchmark and prioritise environmental 

challenges and identify appropriate mitigation actions and investments. Such a 

plan will set a vision and benchmarks for the sustainable development of the 

City and help the municipal authority and key stakeholders to prioritise and 

make informed decisions regarding investment and reforms aimed at addressing 

identified challenges. The process itself of developing the GCAP will also help 

improve the municipality’s governance of environmental issues. In addition, the 

project will promote good governance through the introduction of the FOPIP 

and a PSC, which will support the Company in the improvement of financial 

and operational performance, commercialisation of operations, quality of 

management and institutional capacity building, including in the area of asset 

management.  

The Transition Impact (“TI”) objectives and the relevance for this sub-project are 

detailed in Annex 6. The transition qualities will be monitored at the Framework level 

aggregating data on each transition benchmark for all sub-projects. 

Delivery Risks: Risks associated with primary TI quality are  associated with the 

physical implementation of the Project and meeting the EU Directives, with mitigants 

arising from the fact that this is one of the priority investments in the national water 
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sector and as such the Company has full support (financial and technical) from all 

included stakeholders (including CWA and EU). [REDACTED] 

1.3 ADDITIONALITY 
 

Identified triggers Description 

No triggers identified n/a 

 

Additionality sources  Description of additionality sources 

Financing Structure 

EBRD offers financing that is not available in 

the market from commercial sources on 

reasonable terms and conditions, e.g. a longer 

grace period than the market average, 

restricted foreign currency financing etc. Such 

financing is necessary to structure the project. 

The Bank is able to offer long-term loans   

without a financial guarantee from the City. 

Such financing is not widely available on 

the market [REDACTED].   

Knowledge, innovation and capacity 

building 
EBRD provides expertise, innovation, 

knowledge and/or capabilities that are 

material to the timely realisation of the 

project’s objectives, including support to 

strengthen the capacity of the client. 

The Bank will combine its financing with 

technical co-operation on development of 

sustainable wastewater operations (e.g. 

FOPIP), mobilising donor funding to 

support the Borrower and the City in 

improving operational efficiency and the 

level of services.   

Standard setting: Helping projects and 

clients achieve higher standards 
Client seeks EBRD expertise on best 

international procurement standards. 

 

The Project will be the “trigger project” for 

the City under GrCF2 W2, through which 

the Bank will support Split in developing its 

GCAP. The GCAP will help the City (the 

first to be operationalised in Croatia) 

identify and prioritise the environmental 

challenges to be addressed through long 

term development goals. In addition, the  

 

1.4 SOUND BANKING - KEY RISKS 

 

The Client is a regional water utility company with low indebtedness and solid 

profitability operating in the second largest city in Croatia. Financial soundness and 

financial leverage of water utilities are regulated by law. Further reduction of Project 

risk is achieved through a PSA with the CWA. 

  

Risks Probability 

/ Effect 

Comments 

Macroeconomic 

risk 

Medium / 

Medium 

Following several years of economic growth Croatia’s public 

debt reached c. 70 per cent, down from 2014 peak at 84 per 

cent. In light of continued positive developments, Croatia’s 

credit rating was raised to investment grade in March and 

June of 2019 by S&P and Fitch, both with positive outlook. 

Both Fitch and S&P confirmed investment grade credit 

rating of Croatia in March and April 2020. 

Croatia is likely to be severely affected by the coronavirus 

crisis [REDACTED]. However, while constituting a very 

sharp downward revision of the earlier (pre-corona virus) 
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forecast [REDACTED], assumes only a very modest impact 

of the crisis on the long‐term trajectory of output, and a swift 

return to the normal functioning of the economy. 

[REDACTED] 

Project 

implementation 

risk 

Low / 

Medium 

This risk includes: (i) adequate technical project design and 

(ii) adequate procurement and implementation.  

Technical and environment and social due diligence indicate 

no major risks or red flags [REDACTED]. 

The water purification plant project will be implemented 

following EBRD PP&R (FIDIC Yellow Book – Plant and 

Design-Build). The Borrower’s PIU will be assisted by an 
external consultant who will provide support with tender 

documents preparation, procurement, contracting and 

implementation supervision.  

Projects financed under Tranche B are majority financed by 

the EU grants and will be implemented under local 

procurement law, an exception allowed under paragraph 2.4 

of the Bank’s PP&R.  

The Company experts, helped by the expert team from the 

CWA, have sufficient project preparation and 

implementation experience and no material issues are 

expected to arise. 

Financial risk Low / 

Medium 

The Borrower maintains high cash and deposits levels 

[REDACTED]. The financial model shows robustness of 

cash flows [REDACTED]. 

Tariff risk Low / Low [REDACTED] PSC will define a clear tariff setting 

mechanism and ensure sufficient tariff levels [REDACTED] 

FX risk Low / 

Medium 

The Borrower generates all of its revenues in local currency 

(“HRK”) and the Bank's debt facility will be denominated in 

EUR. During the last 15 years the EUR/HRK exchange rate 

has been stable within an annual range of 5 per cent. The 

Croatian National Bank to date has been implementing an 

effective 'managed peg' exchange rate policy. The scenario 

of depreciation of the local currency against the euro is 

mitigated by the government’s commitment to joining the 

European Exchange Rate Mechanism (“ERM2”), as part of 

its euro adoption strategy [REDACTED]. 

COVID-19 

effects  

 Medium Due to the economic slowdown caused by the coronavirus 

pandemic, the Company modified its financial and business 

plans for 2020. [REDACTED] 

In addition to national efforts to combat the economic 

damage caused by the coronavirus outbreak, the City of Split 

established a special ‘economic task force’ for this purpose.  

[REDACTED] 

 

 

 

2. MEASURING / MONITORING SUCCESS  

  

The transition impact monitoring indicators and benchmarks for the Project will be 

monitored both at Framework and sub-project level and are detailed in Annex 6. 
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Project Monitoring Indicators 

 
Indicator Projected Impact Implementation 

timing 

Green 

Total population benefitting from improved access to 

water and wastewater services, including overall 

system effectiveness improvements (no. individuals) 

[REDACTED] [REDACTED] 

Annual volume of drinking water treated  (m3/year) 
[REDACTED] [REDACTED] 

Annual water savings (m3/year) 
[REDACTED] [REDACTED] 

Well-Governed 

Public service contract or Public Service Obligation 

signed and implemented 

[REDACTED] [REDACTED] 

Organisational restructuring completed as targeted – 

FOPIP 

[REDACTED] [REDACTED] 

 

 

3. KEY PARTIES  

 

3.1 THE BORROWER   

 

Vodovod i Kanalizacija d.o.o. Split is a limited liability company providing water 

supply and wastewater services in the area of 4 cities (Split, Solin, Kastela and Trogir) 

and 9 municipalities (Podstrana, Marina, Okrug, Seget, Klis, Muc, Dugopolje, Lecevica 

and Solta), covering the population of around 300,000 citizens. [REDACTED] 

During 2019, the Company supplied c. 19 million m3 of drinking water and collected 

c. 14 million m3 of wastewater. These levels have been relatively stable in previous 

years. Currently, the wastewater connection rate (i.e. percentage of the population 

connected to wastewater network) is around 75 per cent, with the remainder of 

population using either septic/sludge tanks or, more commonly, drywells / leaching pits. 

Following the completion of the Project, the wastewater connection rate will increase 

to around 95 per cent. Water connection rates will increase by c. 1 per cent to required 

levels of 99 per cent. [REDACTED] 

 

3.2 CROATIAN WATER AGENCY (HRVATSKE VODE) 

CWA as a government agency that provides funding of various capital investment 

programmes in the water sector out of its revenues. [REDACTED] 

3.3 THE CITY OF SPLIT 

[REDACTED] The City enjoyed steady growth in revenues and a strong financial 

position going into 2020. Current Covid crisis is expected to have a material impact on 

city budget due to strong impact of tourism on revenues. [REDACTED] 

Comfort for long term sustainability of city finances is taken from expected rebound in 

tourism in 2021, City’s swift reaction as well as previous but relatively recent track 
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record in net deficit and total debt reduction (e.g. significant improvement from 2016 to 

2019). 

 

4. MARKET CONTEXT 

The first level of the management of water and wastewater sector in Croatia are local 

water companies, followed by CWA, representing the second level of management and 

regulation. CWA reports to the Ministry of Environment and Energy (the “MinEE”) 

that represents the third layer in the management.  

Under Croatian Municipal Law, municipalities through municipal companies are 

responsible for providing communal services (water, wastewater treatment, solid waste 

collection, urban transport etc.) and for setting the tariffs.  

Currently, there are around 125 water/wastewater companies operating in Croatia. 

Although they are monopolies, the water/wastewater utilities in Croatia are publicly 

controlled in a way that all investment plans and their priorities, as well as tariff 

changes, must be approved by their shareholders (i.e. local government representative 

bodies). In addition, the CWA conducts regular checks if actual and proposed tariffs 

are in compliance with regulation and affordability criteria. In general, the water and 

waste water sector is highly regulated. Any market expansion and/or consolidation is 

only possible via merger of water service providers and with the support of the 

municipal owners. Acquisitions in the sector are not possible.  

The Government’s strategy (based on the current National Reform Programme), is 

focused on lowering total number of providers towards 35-40 through the creation of 

larger regional water and wastewater utilities. This should over the long run 

significantly improve efficiency in the sector as well as strengthen capacities for 

preparation and implementation of the EU funded projects.  

According to the Croatian Law on Water Services and Law on Water Management 

Financing, the tariff methodology is structured to provide the full cost recovery for 

operating and capital expenses of water/wastewater companies. The tariff level is 

determined by the decision of each individual company, but also needs to be approved 

by local authorities. The Croatian Government prescribes the criteria needed for 

calculating the lowest basic water service cost together with the types of costs that the 

tariff covers. Tariffs include fixed and variable components. The variable component is 

dependent on the amount of wastewater collected and treated, while the fixed 

component is charged in fixed amount per connection.  

In addition to water/wastewater service fees, water/wastewater companies also 

regularly charge development fees dedicated for (i) development of water/wastewater 

network, and (ii) repayment of loans, proceeds of which were used for development of 

water/wastewater infrastructure , as per Law on Water Management Financing (updated 

in 2019).  
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5. FINANCIAL / ECONOMIC ANALYSIS 

5.1  FINANCIAL PROJECTIONS  

 

[REDACTED] 

 

5.2 SENSITIVITY ANALYSIS  

 

[REDACTED] 

 

5.3 PROJECTED PROFITABILITY FOR THE BANK  

 

[REDACTED] 

 

 

 

6. OTHER KEY CONSIDERATIONS 

  

6.1 ENVIRONMENT 

Categorised B (2014 ESP). The Project involves capex in a regional municipal 

infrastructure company, ViK, for construction of a potable water purification plant 

under Tranche 1 and construction and reconstruction of the water supply and sewage 

system of the agglomerations Split – Solin and Kastela – Trogir under Tranche 2 in 

order to meet the requirements of Urban Wastewater Directive 91/271/EEC and 

Drinking Water Directive 98/83/EC in the City of Split and its surrounding  

municipalities.  

Environmental and social due diligence (“ESDD”) was undertaken by an independent 

consultant and included an assessment of the  Project’s potential Environmental and 

Social (“E&S) impacts and a review of the Client’s E&S management systems and 

capacities to implement the Project in line with the Bank’s Performance Requirements 

(“PRs”). An Environmental and Social Action Plan (“ESAP”) has been developed and 

agreed with the Client. 

Environmental Impact Studies in line with national requirements were prepared for the 

various components of Tranche 2 of the Project, based on which the Ministry for 

Environment and Energy issued Decisions in 2017 that no further ESIAs are required  

for these components and they will have an overall positive environmental impact. 

Tranche 1 component of the Project is undergoing ESIA screening process and the 

competent authority is expected to issue its Decision during 2020 whether an ESIA is 

required for this component of the Project. The ESAP requires that the Project obtain 

all relevant permits and authorisations prior to start of construction.   

Currently the Company operates an informal, unaccredited EHS management system. 

While ViK has in place EHS management plans for the operation of the Company, 

further project-specific plans will need to be developed. For construction related 

impacts, a Framework Environmental and Social Management Plan (“F-ESMP”) has 

been prepared by the Consultant and ESAP requires the F-ESMP to be implemented by 

the Contractors. 

The Company operates in line with Croatian Labour Law. To ensure compliance with 

PR2, the Company will be required to establish a formalised grievance mechanism for 
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its employees. The Company has provided COVID 19 information and training for its 

employees and where possible staff are working from home. ViK has no plans to 

introduce temporary or permanent redundancies. 

As the Project will be implemented in a heavily urbanised area, no impacts are expected 

to biodiversity assets. Construction works may affect cultural heritage sites in the old 

town of Split, and the Project requires preventive archaeological investigation in line 

with conditions set out by the Ministry of Culture. The ESAP requires a Chance Finds 

Procedure to be prepared for the Project. The Project does not involve land acquisition 

for the Tranche 1 component, as it is located on publicly owned land. Tranche 2 

components include the need to acquire some 35 privately –owned land plots, with no 

physical displacement or loss of livelihoods resulting therefrom. The Project may cause 

temporary loss of income to the old town businesses due to access-related issues and 

heavy traffic while the works are being carried out. A Livelihood Restoration 

Framework (“LRF”) has been prepared to ensure compliance with PR 5. A Framework 

Traffic Management Plan (“F-TMP”) has also been developed to mitigate the potential 

traffic impacts. 

There has been public consultation carried out during the development of the Project. 

A disclosure package that includes an overarching Non-Technical Summary, Land 

Acquisition Framework and Stakeholder Engagement Plan, including the grievance 

mechanism for the Project will be disclosed.  

The Bank will monitor the Project's environmental and social performance in 

accordance with the Bank's PRs through review of reports and site visits as required. 

6.2 INTEGRITY    

In conjunction with OCCO, internal integrity due diligence was undertaken on ViK 

Split, its key management, supervisory board as well as the mayor and deputy mayors 

of the City of Split. [REDACTED] It was therefore concluded that this project does not 

present an unacceptable reputational or integrity risk to the Bank. 

All actions required by applicable EBRD procedures relevant to the prevention of 

money laundering, terrorist financing and other integrity issues have been taken with 

respect to the project and the project files contain the integrity checklists and other 

required documentation which have been properly and accurately completed to proceed 

with the project. 
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ANNEXES TO OPERATION REPORT 

ANNEX 1 Shareholding structure 

ANNEX 2 Historical financial statements of the Company and the 

CWA 

ANNEX 3 Overview of the Project(s) 

ANNEX 4 Project implementation and procurement plan 

ANNEX 5 TI objectives of the GrCF2 framework 

ANNEX 6 Implementation progress of the Green cities Framework 

(GrCF / GrCF2) 
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ANNEX 1 – Shareholding structure 

 

Shareholders structure 

City of Split 56.8 per cent  

City of Solin 8.2 per cent 

City of Kaštela 17.6 per cent 

City of Trogir 6.3 per cent 

Municipality Lećevica 0.3 per cent 

Municipality Klis 2.1 per cent 

Municipality Marina 1.4 per cent 

Municipality Muć 2.5 per cent 

Municipality Podstrana 2.2 per cent 

Municipality Seget 1.8 per cent 

Municipality Šolta  0.8 per cent 

 

 

 

ANNEX 2 – Historical financial statements of the Company and the 

CWA  

[REDACTED] 

 

 

ANNEX 3 – Overview of the Project(s) 

[REDACTED] 

 

Water purification plant  

Arial view of envisaged plant on Majdan location. 
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3D render of the ultrafiltration facility 

 
Overview of agglomerations under service of VIK  

 
Focus of EU funded projects are two largest agglomerations (circled in red)  
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ANNEX 4 – Project implementation and procurement plan 

 

Procurement classification – Public sub-sovereign 

[REDACTED] The Company has specialised procurement and technical departments 

assigned to procure and manage its projects. Its procurement department employs 

certified public procurement professionals in accordance with the Croatian Public 

Procurement Law. The Company operates under Croatian Procurement Law, which is 

aligned with EU procurement directives. Although the Company presents certain 

capacity for procurement and project implementation, there is a risk that it would not 

present sufficient staff for project implementation and works supervision due to the 

large volume of works expected.  

The main challenge remains with the administrative procedures to be used for validating 

and monitoring the procurement processes by the Intermediary Bodies and Managing 

Authority as they both have been operative for around five years and with a low number 

of projects implemented during the period. The Company’s staff has undergone 

extensive trainings and benefits from support of the Intermediary Bodies and Managing 

Authority in preparation of the procurement package in order to address this challenge.  

Contracts risk assessment: Low 

The scope of the contracts covered by the project is not technically complex. All 

envisaged contracts for works and services under this project are familiar and frequently 

executed by the Company. The project envisages two components or tranches (i) 

Construction of a drinking water purification plant and (ii) Upgrade of water and 

wastewater infrastructure in Split-Solin and Kastela-Trogir agglomerations. 

In addition, the project includes three consultancy contracts for preparation of a PSC 

between the City and the Company; Financial and Operational Performance 

Improvement Programme Consultant as well as supervision and PIU support for the 

implementation of the project.  

 

Procurement arrangements: 

Procurement for Tranche A will be carried out in accordance with the Bank’s PP&R 

and subject to the Bank’s prior review and no objection. Procurement under Tranche B 

requires an exception from the Bank’s PP&R as envisaged by paragraph 2.4 for projects 

jointly co-financed with EU Cohesion/Structural Funds. In its meeting of 13 March 

2014, FOPC approved a general recommendation that requests for exception to allow 

the use of national procurement rules for any projects co-financed with Cohesion or 

Structural Funds in Croatia would not require separate FOPC decisions. Instead, such 

requests shall be referred directly to the Board to decide case-by-case on granting the 

exception. 

If savings are effectively achieved under the Cohesion Fund programme the Bank and 

the Company may devise ways of using these savings by either co-financing new 

components/contracts of the Cohesion Fund programme or financing other related 

contracts. For new contracts outside the Cohesion Fund programme where EBRD is the 

majority financier, the procurement will be carried out in accordance with the PP&R 

and subject to the Bank’s prior review and no objection. For the envisaged or new 

contracts funded within the Cohesion Fund programme the exception agreed under 
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paragraph 2.4 of the PP&R shall apply and procurement would be carried out in 

accordance to Alternative procurement procedures in line with open tendering under 

the Croatian Public Procurement Law. 

The Procurement Plans below provide the procurement strategy and details of planned 

investment and consultancy assignments as well as the estimated portion financed under 

each contract. In case of changes in the estimated costs, the Bank will finance up to 

maximum 30 per cent of each of the contracts eligible for EU Cohesion Fund co-

financing.  

The TC funded contracts (Preparation of a PSC between the City and the FOPIP) are 

financed by EBRD and there will be procured in accordance with the Chapter 5 of the 

Bank’s PP&R. 

 

Additional information:  

The Contracts financed by the Bank will be tendered via the EBRD Client e-

Procurement Portal (“ECEPP”). [REDACTED] 
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ANNEX 5 - TI objectives of the GrCF2 framework 

 

The TI objectives of the GrCF2 Framework and the relevance for this sub-project are detailed in the table below: 

 

Obj. No. Framework Objective 
Transition 

Indicators 

Contribution of Operation to Framework 

Objectives 

Baseli

nes  

Target 

Values 

Implementa

tion 

Timelines 

Primary TI Quality: Green     

1.1 Multiple green investments: Each participating city 

makes on average at least 3 investments that address 

priority environmental challenges identified by the 

GCAP, where all EBRD financed projects reduce 

emissions or improve resource efficiency by minimum 

20 per cent or promote climate change resilience.  

Implementing an 

eligible Green Cities 

project 

Yes. The proposed Project is the first / ‘trigger’ 

investment under the GrCF2 for Split, and will 

increase the City’s resilience to the impacts of 

climate change [REDACTED]. 

[RED

ACTE

D] 

[REDA

CTED] 

[REDACTE

D] 

1.2 Environmental impact: To achieve significant 

environmental improvements for at least one priority 

environmental challenge, i.e. the promotion or 

protection of certain performance levels (colour 

codes) for critical environmental challenges as 

specified in the GCAPs, for more than 50 per cent of 

the Green Cities. 

Achieving 

significant 

environmental 

impact in a priority 

environmental 

challenge identified 

in the GCAP 

Priority environmental challenges to be 

confirmed in the GCAP. The Project will 

increase Split’s resilience to climate change by 

saving water through reduced demand, and 

ensuring consistent drinking water quality.  

[RED

ACTE

D] 

[REDA

CTED] 

[REDACTE

D] 

1.3 Effective GCAP implementation: To achieve the 

overall objective, the Framework will also have an 

implementation objective of achieving at least 50 per 

cent of all verifiable targets, set in all GCAPs, within 

5 years after the respective GCAP finalisation 

(including both investments and well defined policy 

measures). 

Implementing a 

project identified as 

a target for the 

GCAP 

The Project will support the City to develop a 

Green City Action Plan that sets verifiable 

targets. 

[RED

ACTE

D] 

[REDA

CTED] 

[REDACTE

D] 
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Obj. No. Framework Objective 
Transition 

Indicators 

Contribution of Operation to Framework 

Objectives 

Baseli

nes  

Target 

Values 

Implementa

tion 

Timelines 

1.4 Strong follow-on support: At least 50 per cent of 

transactions and investment volume under GrCF2 

being follow-on investments addressing critical 

environmental challenges identified in the GCAPs.   

Implementing a 

follow-on project 

Trigger - the Project will support the City to 

develop a GCAP, enabling follow on 

opportunities. 

[RED

ACTE

D] 

[REDA

CTED] 

[REDACTE

D] 

Secondary TI Quality: Well-governed     

2.1 New GCAPs: 10 additional GCAPs finalised and 

approved where all GCAPs include priority actions 

and a monitoring strategy. 

GCAP developed 

and submitted for 

approval 

Split’s GCAP sent to the City Council 

including an implementation and monitoring 

strategy. 

[RED

ACTE

D] 

[REDA

CTED] 

[REDACTE

D] 

2.2 PSCs and tariff increases: PSCs and effective tariff 

increases in line with the respective PSCs, aimed at 

cost-recovery or improved fare-box ratio, for the 

majority of all sub-projects benefitting revenue-

generating operators. 

Public service 

contract signed and 

implemented 

A PSC for Split Water purification project is 

effectively implemented, i.e. KPIs 

implemented in line with timely approved 

business and investment plans.  

[RED

ACTE

D] 

[REDA

CTED] 

[REDACTE

D] 

Tariffs reached the 

target level 

Covenanted tariffs to reach full cost recovery 

level 

[RED

ACTE

D] 

[REDA

CTED] 

[REDACTE

D] 

2.3 Access to financial markets: Develop green finance 

roadmaps in 4 cities to address the key elements 

required to access green finance markets, including 

green bonds. 

A green finance 

roadmap finalised 

N/A [RED

ACTE

D] 

[REDA

CTED] 

[REDACTE

D] 
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Project Monitoring Indicators 
 

In addition, the following physical indicators will be met: 
 

Indicator Projected Impact Implementation timing 

Green 

Total population benefitting from improved 

access to water and wastewater services, 

including overall system effectiveness 

improvements (no. individuals) 

[REDACTED] [REDACTED] 

Annual m3 of water treated  (m3/year) 
[REDACTED] [REDACTED] 

Annual m3 of water savings (m3/yr) 
[REDACTED] [REDACTED] 

Well-Governed 

Public service contract or Public Service 

Obligation signed and implemented 

A PSC with VIK, the 

Company, is 

effectively 

implemented 

[REDACTED] 

Organisational restructuring completed as 

targeted  
 Exact scope not yet 

defined. 

[REDACTED] 
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ANNEX 6 - Implementation progress of (GrCF / GrCF2) 

The Green Cities Framework (“GrCF”), approved by the Board in November 2016, set 

an ambitious agenda for the Bank’s municipal business, with the over-arching aim 

being ‘to serve as a sector-wide catalyst for addressing environmental challenges at the 

City level‘. After only 2 years of operation, the Framework proved its ability to act as 

such a catalyst with the utilisation of the entire EUR 250 million headroom. As a 

consequence, in October 2018 a new Framework was approved by the Board, Green 

Cities Framework 2 (“GrCF2”), with a headroom of EUR 1.1 billion, with EUR 700 

million from the Bank’s own capital and the remainder from the Green Climate Fund 

(GCF) and other donors. Given the sizeable amount from the GCF, in the form of 

concessional loans and grants for both capex and TC and the requirement to confirm to 

GCF the availability of Bank co-financing, GrCF2 is divided into two windows: 

Window I for GCF co-financing and Window II for non GCF co-financing. Since 2016, 

the GrCF and GrCF2 have mobilised nearly EUR 1.5 billion in EBRD and donor 

funding.  [REDACTED].   


