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1  As per section 1.4.8 of EBRD’s Directive on Access to Information (2019), the Bank shall disclose 

Board reports for State Sector Projects within 30 calendar days of approval of the relevant Project 
by the Board of Directors. Confidential information has been removed from the Board report. 

 

For the avoidance of any doubt, the information set out here was  accurate as at the date of 
preparation of this document, prior to consideration and approval of the project. 
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ABBREVIATIONS / CURRENCY CONVERSIONS  
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MEI  Municipal and Environmental Infrastructure 
MoU  Memorandum of Understanding 
MW Mega Watt 

M&A Mergers and Acquisitions 
m3 Cubic Metre 
NECP National Energy and Climate Plan  
ND/EBITDA Net Debt over Earnings Before Interest, Taxes, Depreciation and 

Amortisation 
NOx Nitrogen Oxide 
OGC Office of the General Counsel 
OPEX Operating expense 

PBZ  Privredna banka Zagreb 
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PIA  Project Implementation Adviser 
PIU  Project Implementation Unit 

PPAD Procurement Policy and Advisory Department 
PP&R Procurement Policies and Rules 
PSA  Project Support Agreement 
PSD  Project Summary Document 

P&L Profit and Loss Statement 
RAROC Risk Adjusted Return on Capital 
RES Renewable Energy Sources 
SAFU Central finance and contracting Agency 

SCADA  Supervisory Control and Data Acquisition 
ST Short-term 
t tonne 
TC Technical Cooperation 

TI Transition Impact 
TS Term Sheet 
VAT Value Added Tax 
YE Year-end 

 
 

CURRENCY CONVERSION 
 

(as of 10 March 2022)  
 

EUR 1 = HRK 7,566321 
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PRESIDENT’S RECOMMENDATION 

 
This recommendation and the attached Report concerning an operation in favour of 
Gradska toplana d.o.o. Karlovac (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 5 million 
available in two tranches: (i) Tranche A, which will be committed upon signing, to co-

finance, alongside EU Cohesion funds, upgrades of the district heating system in the 
City of Karlovac, and (ii) an uncommitted Tranche B to co-finance a construction of a 
new pipeline connection with a renewable heat sources. Tranche A will benefit from a 
guarantee from the City of Karlovac covering 80 per cent of the respective tranche.  

As the project will be co-financed with the EU funds, the approval requires an exception 
from the Bank’s Procurement Policies and Rules (“PP&R”) to allow for the use of 

national procurement rules for the investment co-financed alongside the EU funds. This 
exception is in line with FOPC’s general recommendation, which was approved by the 
Board on 8 April 2014. 

The Project is a trigger investment for the City of Karlovac under the Green Cities 
Framework (“GrCF2”), and as such facilitates the implementation of Karlovac’s Green 
City Action Plan (“GCAP”) funded by the Bank’s Shareholder Special Fund, the 

preparation of which will commence following the signature of the loan. Moreover, the 
Environmental and Social due diligence (“ESDD”) and preparation of Environmenta l 
and Social Action Plan (“ESAP”) was supported by the Bank’s TC, whereas after 
signing the Project will involve additional TC support for the Company, to prepare and 

implement a Financial and Operational Performance Improvement Programme 
(“FOPIP”) to improve the Company’s efficiency and ultimately its creditworthiness. 
[REDACTED]. 

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 2019-2024, the Bank’s 
Green Economy Transition Approach 2021-25, the Bank’s Strategy for the Promotion 

of Gender Equality and with the Agreement Establishing the Bank. 

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

attached Report. 

 

 

 

       Odile Renaud-Basso  
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BOARD DECISION SHEET 

CROATIA - GrCF2 W2 E2 - Karlovac District Heating Project – DTM 52899 

Framework - REGIONAL - GrCF2 W2 E2 - DTM 53170 

Transaction /   

Board Decision  

Board approval2 is sought for a senior loan of up to 5.0 million in favour of Gradska 

toplana d.o.o. Karlovac (the “Company”), a limited liability company incorporated in 

Croatia. The loan will consist of two facilities: (i) Tranche A of up to EUR 3 million 

to co-finance alongside EU Cohesion Funds the upgrade of the district heating system 

in the City of Karlovac (the “City” or the “Guarantor”), and (ii) Tranche B of up to 

EUR 2 million, to be committed at a later stage, to co-finance construction of a new 

pipeline connection to a renewable heat sources. The loan will benefit from guarantee 

of the City of Karlovac covering 80 per cent of the Tranche A, whereas the level of 

the guarantee for Tranche B will be determined at a later stage. The Project requires  

an exception from the Bank’s PP&R for loan financed components as the Bank will 

co-finance alongside EU funds. TC funded components will be procured under 

EBRD’s PPR. [REDACTED]. A ‘trigger’ investment under the GrCF2 W2, the 

Project is the second green cities project in Croatia and is 100% per cent GET eligible.  

Client The Company is a sole provider of district heating services to one-third of the City’s  

inhabitants. The Company is 100 per cent owned by the City of Karlovac.  In 2020, the 

Company realised EUR 4.7 million of revenues [REDACTED]. The Guarantor is the 

9th largest City in Croatia with 2020 revenues of EUR 43.1 million [REDACTED]. 

Main Elements of 

the Proposal 

Transition impact  

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

future climate change impacts by halving heat losses, reducing GHG emissions and 

enabling the Company to supply safe and reliable thermal energy using renewable 

energy sources. Karlovac will also develop a GCAP in conjunction with the Project 

to identify, prioritise and address its most pressing environmental challenges.   

- Secondary Quality - Well governed: supporting the Company in increasing its 

efficiency and creditworthiness through the FOPIP, and (ii) preparation of a Project 

Support Agreement (“PSA”). 

Additionality – The Bank remains additional due to its ability to combine lending with 

TCs, which is crucial in the development of sustainable district heating operations  

(FOPIP), together with long term green and sustainable planning via the GCAP. 

Sound banking - The due diligence confirms that the Project and the Company 

satisfy the sound banking criteria.   

Key Risks - Implementation risk: The Company has limited experience in implementing 

projects of this scale. The risk is mitigated by engagement of experienced 

professionals supporting project preparation and implementation as part of Project 

Implementation Unit (“PIU”), financed from the EU grant.  

- Tariff risk: Tariffs in the district heating sector in Croatia are based (regulatory 

requirement) on full cost-recovery, which prescribes that tariffs must be sufficient 

to cover opex, financial costs and necessary capex. 

Strategic Fit 

Summary 

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

Country Strategy for Croatia, (iii) GET approach 2021-25 and (iv) the Bank’s Strategy 

for the Promotion of Gender Equality.  

 

  

                                              
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 5 million to co-

finance a major investment in the reconstruction of district heating infrastructure 
in total amount of EUR 23.47 million (“Project”), alongside EU Cohesion Funds. 

The loan will consist of:   

 Tranche A: a senior loan of up to EUR 3 million, to co-finance with the 

EU funds the upgrade of the district heating system in the City of 

Karlovac. 

 Tranche B (uncommitted): a senior loan of up to EUR 2 million, to co-
finance a new pipeline connection and associated works to supply the 

GT system with heat from renewable sources – a biomass Combined 

Heat and Power (“CHP”) plant in Karlovac  operated by a private 

company. [REDACTED]. Commitment of Tranche B will be made at 

sole discretion of the Bank. 

As Tranche A will be co-financed with the EU funds, the procurement for this 

tranche requires exception from the Bank’s PP&R to allow for use of national 

rules. Tranche B will benefit from the Bank’s PP&R, except in case that it is co-

financed with EU Funds.  The Project will serve as a ‘trigger’ investment under 

the Green Cities 2 – Window II Extension 2 (“GrCF2 W2 E2”) framework, 

which will help the City of Karlovac identify and address priority environmental 
challenges through development and implementation of a city-specific GCAP. 

Existing Exposure None to the Company or the City. 

Maturity  15 years [REDACTED]. 

AMI eligible financing None 

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

- Tranche A - co-financing the replacement of [REDACTED]hot water 
pipes and shafts, equipment on the transmission part of thermal 

substations, modernisation of pumping plant and chemical water 

treatment plant and implementation of SCADA (Supervisory Control 

and Data Acquisition) system; 
- Tranche B - system preparation for accepting energy from renewable 

sources. This includes connecting the grid to a local biomass CHP plant 
“BE-TO Karlovac” through construction of a new pipeline, thermal 

substation and flue gas economisers and converting existing fuel oil 

tanks into heat accumulators. 
The use of proceeds will be monitored through conditions precedents (“CPs”) to 

disbursements, the Borrower is also required to confirm the use of proceeds in 
line with the project description. The Bank will receive signed construction 

contracts for the Project and all disbursements will be checked against each of 

the Contracts. In addition, the National authorities (Central finance and 

contracting Agency (the “SAFU”)), monitor the use of proceeds for the National 

and EU authorities. 

Investment Plan [REDACTED] 

Financing Plan  [REDACTED] 

Key Parties Involved  Gradska toplana d.o.o. Karlovac - the Borrower 
 City of Karlovac – the Guarantor 

Conditions to 

disbursement  

[REDACTED] 

Key Covenants  [REDACTED] 
Security /  

Guarantees 

[REDACTED] 
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Other material 
agreements  

 None 

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”) - provide assistance to the Company to improve 

their financial and operational activities for greater efficiency, including 

business planning, modernisation of HR policies, strengthening inter-

department communication system and strategic capacity building.  

[REDACTED]. 
 Green City Action Plan (“GCAP”). The TC will support the 

development and implementation of a GCAP for the City of Karlovac. 

The GCAP will also cover digital, economic inclusion and gender 

considerations. [REDACTED]. 
 

Cost sharing: For pre-signing TC the City is not expected to provide cost-sharing 

as the TC provided is for the benefit of the Bank. For post-signing TCs, the City 
will not provide a cash contribution towards the cost of the TCs based on the 

qualifying consideration that the City is a public entity with limited budgetary 

resources to contribute to the Project. The Company used its own resources to 

finance comprehensive feasibility studies [REDACTED]. 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). 

[REDACTED]  
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INVESTMENT PROPOSAL SUMMARY 

1. STRATEGIC FIT AND KEY ISSUES  

 

1.1 STRATEGIC CONTEXT    

 
The district heating (“DH”) activities in Croatia are organised mainly in the urban areas of the 
continental part of the country, as well as in coastal cities on the northern Adriatic.  

The sector includes 11 district heating companies engaged into production, distribution and 

supply of heat for approximately 158,000 customers (mostly households) in 16 towns in the 
country, covering total heated area of 8.2 million sqm, out of which 97per cent are households. 

The sector is dominated by HEP Toplinarstvo, part of HEP Group (the national electricity 

utility), which provides district heating services in the cities of Zagreb, Osijek and Sisak. In 

other larger continental cities (e.g. Slavonski Brod, Karlovac, Vinkovci, Varaždin), DH 
services are provided by companies owned by the municipalities.  

Heating and cooling plays a crucial role in the EU’s ambition to transition into a clean and 

carbon-neutral economy by 2050, specifically as heating and cooling in buildings and industry 

accounts for half of the EU’s energy consumption, making it the biggest energy end-use sector 
ahead of both transport and electricity.  

According to the “Comprehensive assessment of the potential for efficiency in heating and 

cooling in Croatia”, prepared in accordance with the Annex VIII to the EU Directive 

2012/27/EU, total energy consumption by households in Croatia accounted for 25,870 GWh in 
2019 or 54.5 per cent of total final energy consumption. Furthermore, total annual energy 

delivered for heating & cooling amounted to 33,505 GWh, out of which 62.46 per cent (or 

20,983 GWh) delivered by households followed by industry with 20.1 per cent share and 

services with 17.44 per cent. This suggest that 80.09 per cent of the energy delivered to 

households is actually consumed for space heating/cooling and DHW preparation. 
Approximately 14,400 GWh is consumed by family houses, whereas 6,360 GWh is consumed 
in multi-apartment buildings.  

Croatia has adopted its national objectives and targets relating to the five dimensions of the 

Energy union in the Integrated National Energy and Climate Plan (“NECP”) for 2021–2030. 

With regard to heating and cooling, it is crucial to note that the target share of renewable energy 

sources (“RES”) in gross final energy consumption for heating and cooling has been set at 47.8 

per cent for 2030, compared to a 36.8 per cent share in 2020. Improved efficiency and 

decarbonisation of heating and cooling systems are integral elements of the building renovation 
programme, as the most relevant measures for achieving both RES-related objectives and 

energy efficiency targets in Croatia. The NECP also envisages further upgrading and 

development of district heating systems by enhancing the efficiency of generation facilities, 

integrating RES and reducing losses in the existing distribution network, as critical actions to 

achieve NECP goals. Following EU Commission’s adoption of Fit for 55 agenda, Croatia’s 
NECP is expected to be updated by mid-2023 to include more ambitious environmental targets.  

Development plans of the Company are fully aligned with the EU and national goals in the 

respective sector, which is demonstrated through approval of the EU grants for the priority capex 
investment into the DH system rehabilitation with the aim to halve distribution losses (decrease 
from 16 per cent to 8 per cent). 

Through this Project, the City of Karlovac will supply its consumers with safe and reliable 

thermal energy using renewable energy sources. To achieve this, it is necessary to carry out 

extensive renovation and modernisation of the central heating system. The investment includes 

replacement of hot water pipes, modernisation of a pumping station and a water treatment plant 

as well as incorporating renewable energy sources into the grid. Through these investments, the 
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City is expected to decrease its CO2 emissions [REDACTED] and therefore meets the Green 
Cities eligibility criteria. 

As part of a wider effort of the City to improve its overall environmental performance across all 

the urban sectors, the City decided to join EBRD Green Cities . This Project will be the 

‘trigger’ investment under the GrCF2 W2 E2 and will enable the Bank to support the City of 
Karlovac 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 prior to which the City 

will exhibit the degree of commitment to undertake a GCAP by signing the MoU. The GCAP 

will focus on identifying investment project opportunities in the following priority green 
infrastructure development areas in Karlovac: water and wastewater, solid waste management, 

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

efficiency, renewable energy, power infrastructure energy efficiency and parks and afforestation 
of abandoned green areas. 

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

Infrastructure Sector Strategy 2019-2024, focusing on promotion of energy and resource 

efficiencies and climate change mitigation, 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 2021-25 

by directly contributing to climate change mitigation through reduction of GHG emissions into 

the atmosphere. The annual emission reduction was assessed at the level of 3,105 tonnes of CO2 
equivalent and 1.10 tons of NOx per year. The Project is also consistent with the Bank’s Strategy 
for the Promotion of Gender Equality. 

 

1.2 TRANSITION IMPACT  

The GrCF2 represents a strategic and multi-project approach seeking to help identify and 
address environmental challenges in selected large cities in our countries of operation. The 

primary goal is to achieve significant environmental improvements and to promote the Green 

transition quality within the relevant cities. In addition to the environmental objective, the 

GrCF2 also promotes sustainable cities through inclusive, resilient, well-governed and smart 

urban development. Depending on which area can generate the strongest and most relevant 
transition impact, either Well-governed, Inclusive, Resilient or Competitive will be pursued and 

presented as the secondary transition quality for each sub-Project under the framework.  In this 

instance, it is ‘well-governed’ that has been selected. These transition objectives are supported 

by the development and implementation of a city-specific GCAP aiming to identify 

environmental challenges, facilitate better coordination and buy-in among stakeholders and 
help to prioritise and develop the best ways to address the environmental challenges 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 will primarily help to promote the Green 
transition quality by: (i) decreasing losses from the distribution network from the 

current 16 per cent levels to below 8 per cent, (ii) realising significant energy savings 

as a result of lower heat losses upon completion of Project phase I leading to 

[REDACTED] primary energy savings [REDACTED], and (iii) decreasing CO2 
emissions upon completion of Project phase I by 3,105 tCO2/year [REDACTED].  

In addition, the Project will covenant and support development of a comprehensive 

GCAP for the City of Karlovac. 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 
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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.  
The GCAP will also cover digital, inclusion and gender considerations. 

 Well Governed (secondary quality) – The Project will promote good governance 

through the introduction of the FOPIP and a PSA, 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 

section 2. Measuring / Monitoring Success. In addition, please see Annex 6 for the 
Implementation Progress of the Green Cities Framework. 

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 City of Karlovac and as such, the Company 
has full support from all stakeholders (including the City and the EU).  

With regards to the secondary TI quality, the key risk is linked with the failure to develop and 
implement the GCAP effectively. This is mitigated by the City’s interest in pursuing a green 

agenda, commitment to develop GCAP and submit for a City Council approval [REDACTED].  

Additional risk stems from the potential reluctance of the Company to prepare and implement 

FOPIP. Those risks are mitigated with strong commitment to the Project from both sides as 

well as Company’s willingness to commence with the FOPIP exercise shortly after the Project 
signing.  

 

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. [REDACTED], restricted foreign 

currency financing etc. Such financing is necessary to 
structure the project.  

EBRD investment is needed to close the funding gap. 

At the same time, EBRD does not crowd out other 
sources, such as from IFIs, government, commercial 
banks and/or complements them. 

The Bank is able to offer longer-term 

loans in comparison to the local FIs i.e. 
the offered tenor of 15 years is not widely 
available on the Croatian market.  
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Helping projects and clients achieve higher 
standards  
Client seeks EBRD expertise on corporate governance 

improvements, including for climate risk management. 

Client seeks/makes use of EBRD expertise on higher 
inclusion and gender standards. 

The Project will be the “trigger” project 
for the City under GrCF2, through which 
the Bank will support Karlovac in 

developing its GCAP. The GCAP will 
help the City identify and prioritise the 
environmental challenges to be addressed 

through relevant measures, including 
investments and policy actions. The 

GCAP will cover digital, inclusion and 
gender considerations. There will be a 
dedicated gender assessment as part of the 

GCAP.  

The Bank will also mobilise TC funds in 
order to appoint external consultants who 
will be engaged in the development and 

implementation of the FOPIP. FOPIP’s 
end goal will be providing assistance to 
the Company in order to improve their 

financial and operational activities and 
achieve greater efficiency. 

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 DH operations (e.g. FOPIP), 

mobilising donor funding to support the 
Borrower and the City in improving 

operational efficiency and the level of 
services.   

 

1.4 SOUND BANKING - KEY RISKS  
 

Risks Probability 

/ Effect 

Comments 

Tariff risk Low/High Tariffs in the district heating sector in Croatia are based 
(regulatory requirement) on full cost-recovery basis. 
Methodology for the calculation of tariff items was 

implemented in 2014, which provides the detailed formula for 
tariff calculation. Namely, Methodology prescribes that tariffs 

must be set on a full cost-recovery level, covering opex, 
financial costs and necessary maintenance capex. After 
proposed tariff alteration pass the Regulator’s approval (The 

Croatian Energy Regulation Agency - “HERA”), the change 
must be confirmed by the City Council.  

Demand risk Low/Medium The number of both household and commercial users has been 

stable throughout the years, even with the outdated 
infrastructure in place.  
People can drop out of the system, however the process is not 

straightforward – if the entire building is connected to the DH 
grid for heating purposes, it is difficult (due to the existing 

heating infrastructure) to access an alternative heating source. 
The average annual rate of decline in the number of 
consumers in the 2015 – 2019 period is almost negligible 

[REDACTED]. 
There is no penalty to drop out of the system, and it is up to 
the customer to decide on the heating source, but, as in the 

case described above, it is not easy to make the switch.  
There is a gas line in the Borrower’s operating area, which 

could be seen as an alternative heating source for the 
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Borrower’s customers. However, it is mostly used by 
individual households (single-family homes), while 

residential buildings are connected to the DH system. 

Project 
implementation 

risk 

Medium/High The success of the entire project, and consequently the debt 
service capacity of the Company, depends on the adherence 

to the defined implementation schedule. The Project will be 
predominantly financed by EU grants, and will be 
implemented following local procurement laws, based on the 

approved exception from the EBRD PP&R. EU Grant 
agreement stipulated that the team of experienced 

professionals be dedicated to the implementation of the 
Project as members of the Project Implementation Unit 
(“PIU”). The team of experts will consist mostly of external 

experts since the Borrower does not have adequate internal 
resources with relevant experience in the implementation of 
the EU investment projects. PIU experts will be financed from 

the EU grants. The Client has also engaged the procurement 
experts, which they have funded themselves, as the Company 

had no experience in handling such large scale procurement. 

  
 

2. MEASURING / MONITORING SUCCESS  

 

The transition impact monitoring indicators and benchmarks for the Project will be monitored 
both at Framework and sub-project level. 

 

Project Monitoring Indicators  

Indicator Projected Impact Implementation 

timing 

Green 

Total Population benefitting from improved DH services 
(individuals) 

[REDACTED] [REDACTED] 

Reduction of thermal energy losses (GJ/yr) 
[REDACTED] [REDACTED] 

Reduction in hot water losses (m3/year) 
[REDACTED] [REDACTED] 

Annual reduction in tonnes of CO2 equivalent savings  

(tonnes CO2 eq / yr) 

[REDACTED] [REDACTED] 

Length of revitalised DH grid 
[REDACTED] [REDACTED] 

Well-Governed 

Organisational restructuring completed as targeted – FOPIP 
Exact scope not yet 

defined. 
[REDACTED] 
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Additional Indicators  

 

 

3. KEY PARTIES  

 

3.1 BORROWER   

Gradska toplana is a limited liability company, 100% owned by the City of Karlovac and is the 

sole provider of DH services in the City of Karlovac. At the end of 2020, the Company had 

48 employees. Company’s main source of income comes from providing district heating 
services [REDACTED], with the installation works and other revenues making a minority 
revenue stream. [REDACTED]. 

The Company has a stable customer base, with supplied energy levels being relatively constant 

over the years. [REDACTED]. The remainder of the City population, predominantly living in 
single-family homes, uses natural gas boilers or wood as a primary source of heating. 

Due to the current insufficient creditworthiness of the Company on a stand-alone basis, the 

EBRD loan will benefit from the guarantee to be issued by the City of Karlovac, as majority 
owner of the Company. [REDACTED]. 

 

3.2 GUARANTOR  

The City of Karlovac is the ninth largest city in Croatia by population. It is a key transport hub 

(highway and railway) due to its close proximity to Slovenia, Bosnia and Herzegovina, and 
Croatia’s capital, Zagreb, connecting Europe with ports on the Adriatic. The City is the 

administrative, educational and industrial centre of the Karlovac County with the main 
industries being manufacturing, food, IT and transportation.  

The City enjoyed a steady growth in revenues and has a strong financial position going into 
2021. [REDACTED]. 

Furthermore, as of end-2020, the City enjoyed a very stable liquidity position [REDACTED]. 

 
Objective 

FW level 
aggregate 

indicator 

Indicator (sub-
Project) 

Details (sub project) 
Baseline 

(Sub-

Project) 

Target 
(Sub-

Project) 

Due 
date 

(Sub-

Project) 

TC-
related? 

Gender 
SMART 

Number of Cities 
in which Gender-

responsive GCAPs 
was agreed 

Recommended 
policy or strategy 

agreed by relevant 
stakeholder(s)  

The GCAP for the City of 
Karlovac includes a gender 

assessment, which 
aggregates the analysis and 
information gathered 

throughout the GCAP 
development (such as 
gender-disaggregated data, 

and the analysis the gender 
specific needs and barriers 

in access to services and 
infrastructure in cities in the 
various sectors covered by 

the GCAP 2.1 
methodology), and the 
recommendations to address 

gender and inclusion in the 
City (as subset of Green city 

actions) that are the results 
of the analysis. 

[REDA
CTED] 

[REDA
CTED] 

[REDA
CTED] 

[REDA
CTED] 
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The priority for the City administration is to continue on-going investments and intensify 

investments into infrastructure projects that will be co-financed by the EU grants especially 
through the next programing period. This strategy allows for additional comfort in long-term 

sustainability of City finances, as the City shows a proven track record of capitalising on and 

maximising the usage of EU funds and other transfers from the central government budget to 

ensure investments into key infrastructure, whereas the budgetary surplus was always used only 
to cover the funding gap for those projects. [REDACTED]. 
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4. MARKET CONTEXT 

 

In Croatia, the DH services are mainly provided in the urban areas. The main player on the 

market, with over 80 per cent market share, is HEP Toplinarstvo, the arm of the HEP Group 

(national electricity utility company). Gradska toplana d.o.o. Karlovac is an exclusive provider 

[REDACTED] of DH services in the City, based on the concession agreement signed with the 
City in 2012. The concession was awarded for the period of 30 years and will need to be 
renewed 2036. Concession fee is paid annually and amounts to 2 per cent of annual net profit. 

In 2013, the Government compiled the first comprehensive regulatory act for the sector – the 
Thermal Energy Market Law. It was passed in July 2013 and regulates not only the tariff setting 

mechanisms enabling full CAPEX and OPEX recovery, but also the areas of market 

liberalisation, metering, consumer protection and implementation of environmentally friendly 

technologies. The required by-laws, among which the most important is the tariff setting 
mechanism, have been in place since 2014 and include best EU practices.  

Due to the monopoly characteristics of the DH sector, the Croatian Government imposed two 
levels of control: 

 The Croatian Energy Regulation Agency (“HERA”) is a central government entity, which 

regulates the maximum level of DH tariffs, which can be applied at the company level. The 

tariffs regulation mechanism takes into account full cost recovery (OPEX including the 

price of the fuel + CAPEX), as well as an acceptable return on invested capital.  
 The second level of control stems from cities/municipalities, whose representative bodies 

approve the actual level of tariffs within the boundaries set by HERA, considering both the 
affordability criteria and investment requirements of the companies.  

The tariff mechanism of DH companies in Croatia consists of: 

 fixed components per DH connection i.e. Capacity tariff, paid monthly and based on the 
power provided (HRK per KWh)  

 fixed components per DH connection i.e. Buyer fee and Supply fee, paid monthly and based 

on the services provided 

 variable component i.e. Energy tariff, based on the actual heating energy utilised measured 

as HRK per kWh, and calculated by either the installed splitters and remotely read meters 
or by the area served (for users without installed splinters).  

The tariff regime consists of two main consumer categories: (i) households and (ii) commercial 
customers. Supply fee and Buyer fee are equal for all consumer groups, while Capacity and 
Energy tariffs vary between the consumer groups. 

The heat production of DH sector in Croatia relies mainly on natural gas (88.2 per cent), light 
heating oil (6.6 per cent), fuel oil (4.9 per cent), and renewable energy sources (0.3 per cent).  

In the Croatian National Plan for Recover and Resilience (2021-2026), decarbonisation of the 

energy sector (including heating, digitalisation of infrastructure for heating system, increasing 

use of renewable energy sources (solar and thermal etc.) for heating and implementing energy 

efficiency measures in the heating system) is mentioned in several places. Meanwhile, issues 
such as the average age of the heating system, gap prices for households, and most crucially, 
the condition of the building stock in Croatia remain the biggest concerns facing the DH sector. 

By providing a senior loan to the Company, the Bank will, for the second time, support a DH 
project in Croatia (in 2013, the Bank financed a DH revitalisation project in the coastal city of 
Rijeka). The Project is expected to have a positive impact thanks to: 

 Operating improvements through a reduction of heat and water losses and implementation 
of an energy management system; 
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 Environmental (reduction of greenhouse gases emission) and economic benefits by 

replacing fossil fuels and getting at least 50 per cent of their thermal energy from the 
renewable energy sources. 

 

 

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 (2019 ESP). The Project will result in environmental and social benefits by 

reducing heat losses and improving overall energy efficiency and reliability of the dis trict 

heating system in Karlovac, and in the future switching over to accept heat from renewable 

sources. The project does not involve any investment into generating capacities and focuses 

mainly on the distribution side. Any adverse impacts will be site-specific and addressed 

through mitigation measures.  

The Project is consistent with the GET approach. After the implementation of Phase I, 

distribution losses in the network will reduce by 50% and as the result lead to significant 

energy savings, decreasing CO2 emissions by almost 20% (3,105 t/annum) and achieving 

water savings of 100,781 m3/annum. Reduction of concentrations of sulphur and nitrogen 

oxides in the air during the winter period in the City will also alleviate the negative effects 

on human health and enhance quality of life. The Project will also support the City in its  

climate resilience efforts to withstand any potential flooding impacts as the pipes renewal 

will protect from leakages and bursts and any associated contamination risks.  

Environmental and social (“E&S”) due diligence (“ESDD”) has been undertaken by an 

independent consultant and included a corporate audit of the Company, review of risks  

associated with their existing operations and associated facilities, and an E&S assessment 

of the investment components under Phase I. ESDD determined that no impacts on sensitive 

nature protected areas or cultural heritage sites would occur, no expropriation or new land 

acquisition is required and no need for any resettlement or displacement. No significant 

affordability challenges have been identified during due diligence, and vulnerable 

households are supported through the state subsidy. Potential impacts during the 

construction phase will include increased dust and noise levels and disruptions in the 

district heating services, and these will be mitigated by adopting good construction practice.  

ESDD concluded that the Company is required to improve its E&S Management System 

(“ESMS”) and capacity in line with good international practice to implement the project in 

line with EBRD’s PRs. A Stakeholder Engagement Plan, including a grievance mechanism,  

and an Environmental and Social Action Plan (“ESAP”) have been developed for the 
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project to address any issues identified during ESDD to ensure that the project is structured 

to meet the Bank's PRs, and these will need to be implemented during the Project. ESAP 

measures include development and implementation of the project-specific Construction and 

Operation E&S Management Plans (“CESMP” and “OESMP”) covering all aspects 

including worker and community safety and waste management, observing environmental 

permit requirements, developing and adopting a chance find procedure for construction 

works, developing a traffic management plan, updating HR procedures including worker 

grievance mechanism.  

Uncommitted Phase II investment includes preparation of the heating system to accept 

energy from the renewable sources and will be subject to an additional ESDD at a later  

stage, and in case of the geothermal energy use will require to undergo the EIA procedure 

in line with the national and EU requirements.   

The Project will serve as a ‘trigger’ investment under the Green Cities framework to 

develop Karlovac GCAP. The project is consistent with the GET approach and the GET 

share is 100%.  

6.2 INTEGRITY    

Internal integrity due diligence was undertaken on Gradska toplana Karlovac, the district 

heating Company in the City of Karlovac, its shareholders and management as well as City 

of Karlovac, its Mayor and officials. [REDACTED]. No derogatory information was 

identified on any of the individuals that will be involved in this project. Research found no 

evidence that they have leveraged their positions for personal gain or that there is a conflict 

of interest.   

On the basis of the results of the due diligence, it was concluded that the project does not 

pose 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 Guarantor 

ANNEX 3 Overview of the Project 

ANNEX 4 Project implementation and procurement plan 

ANNEX 5 TI Objectives 

ANNEX 6 Implementation Progress of GrCF / GrCF2 
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ANNEX 1 – SHAREHOLDING STRUCTURE 

 

Shareholders structure 

City of Karlovac 100 per cent  
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ANNEX 2 – HISTORICAL FINANCIAL STATEMENTS OF THE 
COMPANY AND THE GUARANTOR 

 
[REDACTED]
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ANNEX 3 – OVERVIEW OF THE PROJECT 

Project Component District heating network 

rehabilitation 

System preparation for acceptance 

of thermal energy from RES 

Project description Replacement of [REDACTED] 
hot water pipes and shafts and 
implementation of SCADA 

(Supervisory Control and Data 
Acquisition) system 

Construction of a new pipeline 
connection and associated works to 
supply Company’s system with heat 

from the local biomass Combined 
Heat and Power (“CHP”) plant “BE-
TO Karlovac”  

Current network size 

and status / condition 

The total length of the hot water 

network is 22 km, with the total 
pipeline length of 44 km. 

n/a 

 

Key finance provider 

/ type of financing 

EU funds / grants and EBRD 

loan 

EU Cohesion funds / grants and 

EBRD loan  

Project size / cost EUR 18.58 million [REDACTED] 

Detailed description 
of investments / 
upgrades 

 Replacement of 
[REDACTED]hot water 
network pipes  

 Complete and partial 
reconstruction of 
[REDACTED]valve shafts 

 Procurement and installation 
of [REDACTED]distribution 
pumps and [REDACTED] 

motors  
 Revitalisation of chemical 

feedwater preparation system 

 Installation of the 
Supervisory Control and 
Data Acquisition (SCADA) 

system will enable the 
monitoring and control of the 
entire system. 

 Construction of an accession hot 
water pipeline 

 Installation of a thermal station 

 Heat accumulators 

 Solar panels 

Expected benefits / 

results 
 Annual CO2e reduction: 

3,105 tonnes CO2e/year after 
implementation of Tranche A  

 Annual primary energy 

savings: [REDACTED]after 
implementation of Tranche A  

 Annual water savings: 

100,781.46 m3/year after 
implementation of Tranche A  

 Increase in security of energy 
supply and reduction of 
dependence on external 

energy sources 

 Annual CO2e reduction: 

[REDACTED] after 
implementation of Tranche B 

 Annual primary energy savings: 

[REDACTED]after 
implementation of  Tranche B 

 Annual water savings: 100,781.46 

m3/year after implementation of 
Tranche B 

 

Implementation 
period 

[REDACTED] [REDACTED] 

Financing structure [REDACTED] [REDACTED] 
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Gradska toplana’s DH grid 
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ANNEX 4 – PROJECT IMPLEMENTATION AND 
PROCUREMENT PLAN 

 
Procurement classification – Public sub-sovereign  

 
[REDACTED] 

Contracts risk assessment: Low 

The scope of the contracts covered by the project is not technically complex. All envisaged 
contracts for works, goods and services under this project are familiar and frequently executed 

by the Company. The project envisages three works contracts for (i) replacement of hot water 

pumps and valve shafts, (ii) replacement of pump units with the installation of frequency 

regulators and revitalisation of the chemical water treatment system and (iii) revitalisation of 

equipment on the transmission part of thermal substations and installation of SCADA. In 
addition, the project includes six consultancy contracts for (i) EU communication and visibility, 

(ii) Project Supervision, (iii) Project Management and legal support, (iv) Environmental and 

Social Impact Assessment, (v) Financial and Operational Performance Improvement 

Programme including Support in preparation of a Public Service Contract to be signed between 
the City and the Company and (vi) Green City Action Plan. 

Project procurement and implementation arrangements: 

Goods, works and services financed from the Bank’s loan will be procured following open 

tendering procedures in accordance with the Croatian Procurement Law. The contracts will be 
subject to post review by the Bank. 

The project 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. [REDACTED]. As for the 

uncommitted Tranche B and new contracts not expected to be co-financed by the EU Cohesion 

or Structural Funds, and which will be majority financed by EBRD, the procurement will be 

carried in accordance with the PP&R and subject to the Bank’s prior review and no objection. 
For the envisaged or new contracts co-financed with EU Cohesion or Structural Funds, the 

exception agreed under paragraph 2.4 of the PP&R will apply and procurement would be 

carried out in accordance to Alternative procurement procedures in line with open tendering 
under the Croatian Public Procurement Law.  

[REDACTED]. The Procurement Plan below provides the procurement strategy and details of 

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

under each contract. [REDACTED]. The TC funded contract for Environmental and Social 

Impact assessment is financed by EBRD and procured in accordance with the Chapter 5 of the 
Bank’s PP&R. [REDACTED]. 
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ANNEX 5: TI OBJECTIVES 

 

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

the table below: 

 

 

 

Primary quality: Green 

 

Obj. 
No. 

FW 

Monitorin
g Indicator 

Correspondin
g Sub-Project 

Monitoring 
Indicator 

Details (FW) 

Details for 

Specific Sub-
Project 

 
Baseline 

(Sub-Project) 
 

 
Target 

(Sub-Project) 
 

 
Due date 

(FW) 
 

TC-related? 

1.1 

Number of 

recommend
ed policy or 

strategy 
agreed by 

relevant 
stakeholder

(s) 
 

Recommended 

policy or 
strategy agreed 

by relevant 
stakeholder(s) 

 

New Green City Action 

Plans:  [REDACTED] 
new GCAPs finalised and 

submitted for approval by 
relevant authorities, and 

includes priority actions 
and a monitoring strategy 

in each participating City. 
 

Baseline target of the 
GrCF and GrCF2 

combined is 
[REDACTED] GCAPs. 

Karlovac’s GCAP 
sent to the City 

Council for 
approval 

including an 
implementation 

and monitoring 
strategy 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

1.2 

Performanc
e or action 

plan 
implemente

d by the 
client  

Performance 

or action plan 
implemented 

by the client  

Strong follow-on 

support: [REDACTED] of 
transactions (under GrCF2 

and future extensions) are 
follow-on investments 

addressing priority 
environmental challenges 

identified in the GCAPs. 

Trigger – the 

Project is the 
City’s first with 

EBRD Green 
Cities, and 

includes a GCAP 
that will enable 

follow on 
opportunities. 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

1.3 

Performanc
e or action 

plan 
implemente

d by the 
client 

Performance 

or action plan 
implemented 

by the client 

Multiple green 

investments: 
Each participating city 

makes [REDACTED] 
(with or without EBRD 

financing) that address 
priority environmental 

challenges identified by the 
GCAP, where all EBRD 

financed projects will meet 
the extended Framework’s 

eligibility criteria for 
investments. 

The project will 

be signed and 
implemented and 

meets the 
eligibility criteria 

for investments 
under GrCF2.  

The project will 
improve energy 

efficiency, reduce 
energy losses and 

GHG emissions. 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

1.4 

Performanc
e or action 

plan 
implemente

d by the 
client 

Performance 

or action plan 
implemented 

by the client 

Effective GCAP 
implementation: 

The Framework achieves 
at least 50 per cent of all 

verifiable targets, set in the 
GCAP [REDACTED] 

(including both 
investments and well-

defined policy measures). 

Trigger – the 
Project will 

support the City to 
develop a Green 

City Action Plan 
that sets verifiable 

targets 
 

 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

1.5 

Improved 

environmen
tal 

standards 

Improved 
environmental 

standards 

Environmental impact: 

The Framework achieves 
significant environmental 

improvements for at least 
one priority environmental 

challenge, i.e. the 
promotion or protection of 

certain performance levels 
(colour codes) for priority 

environmental challenges 
as specified in the GCAPs, 

for more than 50 per cent 
of the Green Cities.  

While the Project 
will improve 

energy efficiency, 
reduce energy loss 

and GHG 
emissions, the 

relevant 
environmental 

improvements 
within the 

respective cities 
will not be 

monitored at 
project level.  

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 
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Additional Indicators  

  

 
Secondary quality: Well-governed 

 

Obj. No. 

FW 
Monitoring 

Indicator 

Corresponding 
Sub-Project 

Monitoring 
Indicator 

Further Details 

Sub-Project level 

Details for 
Specific Sub-

Project 

 
Baseline (Sub-

Project) 
 

 
Target (Sub-

Project) 
 

Due date 

(Sub-Project) 
TC-related? 

2.2 

Number of 

Public service 
contract or 

Public Service 
Obligation 

signed and 
implemented 

 

Public service 

contract or Public 
Service Obligation 

signed and 
implemented 

A new service 

contract in line with 
international practice 

is developed and 
signed (not a 

revision to an 
existing PSA) and 

respected by the 
parties 

[REDACTED] – and 
where such contract 

is not a norm in the 
country. 

A well-defined 

Public support 
agreement 

(“ PSA”) is signed, 
implemented and 

respected by the 
Company and the 

City. 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

 

Objective 

FW level 
aggregate 

indicator 

Indicator 

(sub-Project) 
Details (sub project) 

Baseline (Sub-

Project) 

Target (Sub-

Project) 

Due date (Sub-

Project) 

TC-related? 

Core client 
indicators 

 

Total 

Population 
benefitting 

(individuals) 

Total 
Population 

benefitting 
from 

improved DH 
services 

(individuals) 

Number of persons using modernised 
district heating. 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

Annual energy 
savings (GJ/yr) 

Reduction of 
thermal 

energy losses 

Annual reduction of [REDACTED] in 
thermal energy losses 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

Annual m3 of 

water savings 
or wastewater 

treated (m3/yr) 

Reduction in 
hot water 

losses 

Annual reduction of 100,000 
m3/year in hot water losses 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

Annual 
reduction in 

tonnes of CO2 
equivalent 

savings  
(tonnes CO2 eq 

/ yr) 

Annual 
reduction in 

tonnes of CO2 
equivalent 

savings  
(tonnes CO2 

eq / yr) 

Annual reduction of 3,105 tonnes of 

CO2 emissions [REDACTED].   
[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

Improved quality 
of infrastructure 

within regions 

Length of 
revitalised 

DH grid 

Upgrade of the district heating system 
along 15.6 kilometres 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

Gender 
SMART 

Number of 
Cities in which 

Gender-
responsive 

GCAPs was 
agreed 

Recommende
d policy or 

strategy 
agreed by 

relevant 
stakeholder(s)  

The GCAP for the City of Karlovac 
includes a gender assessment, which 

aggregates the analysis and 
information gathered throughout the 

GCAP development (such as gender-
disaggregated data, and the analysis 

the gender specific needs and barriers 
in access to services and infrastructure 

in cities in the various sectors covered 
by the GCAP 2.1 methodology), and 

the recommendations to address 
gender and inclusion in the City (as 

subset of Green city actions) that are 
the results of the analysis. 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

Outputs/ 

operational 
delivery results 

Performance 

or action plan 
implemented 

by the Client 

Organisationa
l restructuring 

completed as 
targeted – 

FOPIP 

The FOPIP is developed and 
implemented by the Client. 

[REDACTED] [REDACTED] [REDACTED] [REDACTED] 

 

Project 
Preparation 

Product 
approved 

 
Environmental and Social Due 

Diligence 
[REDACTED] [REDACTED] [REDACTED] [REDACTED] 
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ANNEX 6: IMPLEMENTATION PROGRESS OF GRCF / GRCF2  

 
Since 2016, the GrCF and GrCF2 have mobilised nearly EUR 5 billion in EBRD and donor 
funding. 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‘. 

[REDACTED] [I]n October 2018 a new Framework was approved by the Board, Green Cities  

Framework 2 (GrCF2) [REDACTED].  

 
 

 
 

 


