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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  

 

  

EBITDA Earnings before Interest, Taxes, Depreciation and Amortisation 
ESAP Environmental and Social Action Plan 
EU European Union 
EUR Euro 

GDP Gross Domestic Product 
GoM Government of Montenegro 
IFRS International Financial Reporting Standards 
MoF Ministry of Finance  

MoCI Ministry of Capital Investments  

OZVS Održavanje Željezničkih Voznih Sredstava 

PIU Project Implementation Unit 

PSO Public Service Obligation 

PSD Project Summary Document 

PP&R EBRD Procurement Policies and Rules 
RAM Railways Administration of Montenegro  
SSF Shareholders Special Fund 
ToR Terms of  Reference  

VAT Value Added Tax 
ZCG Željeznica Crne Gore a.d. Podgorica 
ZICG Željeznička Infrastruktura Crne Gore a.d. Podgorica 
ZPCG Željeznički Prevoz Crne Gore a.d. Podgorica 
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PRESIDENT’S RECOMMENDATION 

 
This recommendation and the attached Report concerning an operation in favour of Željeznička 
Infrastruktura Crne Gore a.d. Podgorica (the “Client”, “Company”, “ZICG”, or the “Borrower”), 
the majority state-owned national railway infrastructure management company of Montenegro, are 

submitted for consideration by the Board of Directors. 
 
The facility will consist of a sovereign loan to the Company in the amount of up to EUR 11 million to 
help the Company to finance procurement of machinery to maintain its railway infrastructure, ensuring 

adequate rail track safety standards (the “Project”). The loan will be guaranteed by the State of 
Montenegro (the “Guarantor”). 
 
The expected transition impact of the Project is derived primarily from the Well-Governed quality 

through (i) material improvements to existing contractual arrangements to bring them in line with 
international best practice and (ii) enhancement of the Company’s corporate governance standards and 
practices. The second transition quality is Inclusive through the development and implementation of a 
quality work-based leaning programme and quality internship programme for students who wish to 

work in the railway sector, in cooperation with academic institutions in the country. The Project is 
Gender Additional as the Company will take action to encourage the enrolment of women in the 
currently male dominated education programmes, increasing the share of female enrolment. The Project 
is assessed as 100% GET eligible. 

 
TC support for this operation has been provided [REDACTED] for project preparation.  
 
I am satisfied that the operation is consistent with the Bank’s Strategy for Montenegro 2021-2026, 

Transport Sector Strategy 2019-2024, the Green Economy Transition (GET) approach 2021-2025, 
Strategy for the Promotion of Gender Equality , Equality of Opportunity Strategy and with the 
Agreement Establishing the Bank.  
 

I recommend that the Board approve the proposed loan facility substantially on the terms of the attached 
Report. 
 
 

 

         Odile Renaud-Basso  
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BOARD DECISION SHEET 

MONTENEGRO - Railways Maintenance Equipment Renewal Project – DTM 51806 

Transaction /   Board 

Decision  
Board approval

2 is sought for a loan under a sovereign structure in the amount of up to 

EUR 11 million in favour of Željeznička Infrastruktura Crne Gore a.d. Podgorica to 

finance the acquisition of machinery to maintain its railway infrastructure, ensuring 

adequate rail track safety standards. The loan will be guaranteed by the State of 
Montenegro. 

Client ZICG is a majority state-owned railway maintenance company in Montenegro. The state 

owns 77% of the Company shares, with the remainder owned by local investment funds 

(15%) and individual investors (8%). In 2021, the Company reported EUR 14.1 million 

revenues [REDACTED].   

Main Elements of the 

Proposal 

Transition impact: The Project’s transition impact (“TI”) is derived from the following 

qualities:  

• Well Governed (primary) through the Company’s and, where applicable, the 

Guarantor’s undertaking to: (i) implement a corporate governance action plan 

(“CGAP”). Material improvements to existing contractual arrangements to bring 

them in line with international best practice are covenanted.  

• Inclusive (secondary) by enhancing access to skills and employment through the 

development of an accredited work-based learning programme in cooperation with 

the relevant technical secondary -school in Podgorica, and an internship programme 

in cooperation with relevant university faculties, offering workplace experience for 

students.  

Additionality: The EBRD loan offers a tenor that is above the market average, ensures 

that the Company complies with the Bank’s environmental and social policies and 

Procurement Policies and Rules (“PP&R”).  

Sound banking: The Bank’s loan will be guaranteed by the State of Montenegro.  

Key Risks Credit risk: The Company’s credit risk and [REDACTED] financial standing compared 

to the size of the loan is mitigated by a guarantee from the State of Montenegro.  

Procurement / Implementation delay: This risk is related to potential delays in the 
procurement of maintenance equipment as well as reliability of the equipment suppliers. 

This will be mitigated by implementing procurement in line with the Bank’s PP&R in 

order to ensure the relevant experience and technology of the suppliers and competition 

during the tendering process.  

Strategic Fit Summary Strategy for Montenegro 2021-2026, focuses among others on acceleration of 
Montenegro’s Green Economy Transition through increased energy and resource 

efficiency as well as improved performance, service delivery and sustainability of 

infrastructure.  

Transport Sector Strategy 2019-2024 envisages focusing on scaling-up high GET-

impact investments in the transport sector through investments supporting the green 
agenda. 

Furthermore, Green Economy Transition (GET) approach 2021-2025 recognises the 

benefits of EBRD lending to public sector entities to achieve significant environmental 

benefits in the form of CO2 emission reduction and reduction of air pollution. Thanks to 

the renewal of the maintenance equipment, the operability of the rail network will be 

ensured and contributing to the development of the low-carbon passenger and freight rail 
services. The Project is attributed as 100% GET eligible.  

The Project will make a contribution towards the EBRD’s human capital development 

agenda as per the Equality of Opportunity Strategy as well as the 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 

Client The borrower is Željeznička Infrastruktura Crne Gore a.d. Podgorica (“ZICG”, the 

“Company”, the “Client” or the “Borrower”), the sole company responsible for the 

railway maintenance in Montenegro. ZICG is majority (77%) owned by the State of 

Montenegro. 

EBRD 

Transaction 

A senior loan of up to EUR 11 million to the Company fully guaranteed by the State of 

Montenegro (the “Guarantor”) to finance the purchase of track maintenance equipment to 

be used for regular and safety maintenance throughout the whole railway network of 

Montenegro (the “Project”). The new maintenance equipment will replace the Company’s 

obsolete and energy-inefficient equipment. The Project is attributed as 100% GET eligible.  

Existing Exposure Existing exposure to the Company (OpID 37232 from 2007 & 2012 and OpID 40344 from 

2009): [REDACTED] 

Total direct sovereign portfolio: EUR 113 million 

Total state portfolio (incl. sub-sovereign): EUR 229 million [REDACTED] 

Maturity 
/Repayment 

15 years [REDACTED] 
 

Potential AMI 

eligible financing 

None 

Use of Proceeds The Bank’s loan will be used to finance acquisition of railway maintenance equipment 
including a track tamping machine, on-track maintenance equipment small mobile 

equipment and road vehicles, to be procured in accordance with the Bank’s PP&R. The cost 

estimates were confirmed as in line with market rates by the Bank’s expert.  [REDACTED]  

Investment Plan [REDACTED] 

Financing Plan  [REDACTED]                         

Key Parties 

Involved 

- The Company (as the Borrower) 
- Ministry of Finance of Montenegro (as the representative of the Guarantor) 

 

Conditions 
precedent to 

effectiveness  

[REDACTED]   

Conditions to 

disbursement 

[REDACTED]   

 

Key Covenants  
 

- [REDACTED]   
- Implement the Environmental and Social Action Plan (“ESAP”); 

- [REDACTED] 

Security /  

Guarantees 

Sovereign-guaranteed loan 

Other material 
agreements  

Guarantee Agreement between the Bank and Montenegro. 

Associated Donor 

Funded TC and 

co-investment 

grants/concessiona
l finance 

Pre-signing 

 TC 1: Technical due diligence, to validate the technical studies prepared by the 

Company as well as the technical specifications of the equipment. This TC also 
supported OPID 51812 (Montenegro: Passenger Trains Purchase Project).  

[REDACTED] (Completed) 

 TC 2: Economic Due Diligence , to review the investment costs and calculate the 

economic internal rate of return. This TC also supported OPID 51812 (Montenegro: 

Passenger Trains Purchase Project). [REDACTED] (Completed)  

Post-signing 

 TC 3: Project Implementation Support, to finance a PIU support consultant 

responsible for procurement plan assessment and evaluation, preparation and 

evaluation of tenders for goods, contract award and administration, financial control, 

project management and reporting. Moreover, the assignment will include an 

independent pre-shipment inspection with the Company. The estimated cost of the 
assignment is EUR 150,000 expected to be funded by an international donor or the SSF.  
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 TC 4: Procurement Support, an individual consultant that will train and assist the 
Client with the procurement of the PIU support consultant. On-the-job training for the 

preparation of the procurement documents, workshops on Bank’s PP&R, best 

procurement practices and reinforcement of the Client’s procurement department. The 

estimated cost of the assignment is EUR 21,000 expected to be funded by an 

international donor or the SSF.  

 
Cost sharing: No cost sharing will be applied to the pre-signing TCs as these were required 

to structure the Project and achieve the Project objectives. The Company will be only 

responsible for paying any VAT and other indirect taxes that are applied to the post-signing 

TC assignments as a parallel contribution.   

 
Reimbursement: The above assignments are non-reimbursable transactional TCs required 

to evaluate the investments and assist the Client with project preparation and 

implementation as well as enhancement of corporate governance.  

 

[REDACTED] 
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INVESTMENT PROPOSAL SUMMARY 
 

1. STRATEGIC FIT AND KEY ISSUES 

 

1.1 STRATEGIC CONTEXT    

The railway sector in Montenegro underwent extensive reforms between 2007-2012 driven by 
a significant political will within the Government of Montenegro (“GoM”) to introduce 
liberalisation and commercialisation of the sector. As a result, the original Montenegro 

Railways Company (“ZCG”) was split into four separate companies: (i) Zeljeznicka 
Infrastruktura Crne Gore (“ZICG”) responsible for the railway infrastructure; (ii) MonteCargo 
– a freight operator; (iii) ZPCG – a passenger operator; and (iv) Rolling Stock Maintenance 
company (“OZVS”). All companies remain majority-owned by the State of Montenegro. 

 
The EBRD has been involved in the on-going rail sector reform in Montenegro and has 
supported the interim stages, over the period 2007-2009, initially with a series of three loans 
for a total of EUR 40 million signed under the first project (Montenegro Rail Infrastructure 

Emergency Project), followed by the second project (Infrastructure Emergency Project) signed 
in December 2009. These projects have so far provided much needed funds for the 
rehabilitation of the Montenegro rail infrastructure (the main line and the main branch line to 
Niksic) to ensure operational safety.  In addition, both investments had labour redundancy 

program components to support the reform process, which were also successfully completed.  
 
The proposed Project will enable the Bank to continue its work in supporting rail reform in 
Montenegro. Specifically, it will finance the acquisition of much-needed maintenance 

equipment replacing outdated (older than 50 years) and obsolete machinery used on the rail 
network. The Project will bring significant benefits both for the Company as well as for the 
users of the railways transport and infrastructure in general, such as: 

- improved safety and reliability of rail transport,  
- improved punctuality for users, and  
- reduction of the maintenance and operational costs of ZICG.  

The maintenance equipment to be procured is essential for inspection and maintenance tasks. 
As such they are considered integral parts of rail infrastructure. In line with the GET handbook, 

they are considered 100% GET eligible. 
 
In addition, the Project will help the Company improve its corporate governance through the 
Company’s undertaking to implement the CGAP.  

The Company is experiencing an aging workforce, exacerbated by a lack of interest among the 
younger generation to enroll in technical secondary schools which have with outdated 
curricula. In order to address the challenges, the client will contribute to human capital 
development by building partnerships with a technical secondary school in Podgorica, and 

relevant university faculties, in order to offer quality work-based learning programmes and 
internships to students. The Project will also aim to improve the attractiveness of relevant 
technical courses in order to expand and diversify the sector’s workforce with a talent pipeline 
of high quality students.   
 

The Company has a male-dominated workforce, reflecting the low female / male ratio of 

workers in the sector. This is especially the case for technical positions, where women represent 
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less than 24% of engineers, and the Board, which is all male. This over-representation of men 
in technical positions illustrates gaps in the sector – women represent less than 16% of the 
402 employees with secondary vocational education,  To address these gender imbalances 

within the Company and the sector, the Project will focus on attracting female students into the 
work-based learning programme and the internship programme, which will include 
collaboration with the technical secondary school in Podgorica to raise the share of girls 
enrolling to their classes. 

 
The Project is consistent with the following strategies: 

- Strategy for Montenegro (2021-2026) , which focuses among others on acceleration 
of Montenegro’s Green Economy Transition through increased energy and resource 
efficiency and climate resilience as well as improved performance, service delivery and 
sustainability of infrastructure;  

- Transport Sector Strategy 2019-2024 which concentrates on scaling-up high GET-
impact investments in the transport sector through investments supporting the green 
agenda (promotion of the railway transportation being the priority, which in itself 
requires the reliable, safe and well maintained railway infrastructure); and last but not 

least with  
- Green Economy Transition (GET) approach 2021-2025 , which recognises the 

benefits of EBRD lending to public sector entities to achieve significant environmental 
benefits in the form of CO2 emission reduction and reduction of air pollution. 

- The Project will make a contribution towards the EBRD’s human capital development 
agenda as per the Equality of Opportunity Strategy as well as the 2021 Strategy for 

the Promotion of Gender Equality. 

 

1.2 TRANSITION IMPACT       
 

The Project’s transition qualities include Well-Governed (primary) and Inclusive (secondary)  
 

Primary Quality: Well-Governed 

Obj. 

No. 
Objective Details 

1.1 The Company will improve its 

corporate governance from a 

base level that is on par with the 

average in the country and 

sector. 

Corporate governance in the Company, which is currently on par 

with average in the country will be raised. Key actions that the 

Company commits to undertake are the following: 

- Strengthen the role, responsibilities and functioning of the 

Board of Directors of the Company, in line with best 

international practices; 

- Introduce annual evaluations for the Company’s Board of 

Directors; 

- Strengthen the Audit Committee [REDACTED], in line with 

best international practices; 

- Develop a policy on conflicts of interest; 

- Develop a clear terms of reference for the corporate secretary 

in line with best international practices 

- Perform a mapping of all key risks in the Company and 

introduce risk management policies, processes and dedicated 

resources in the Company to deal with all key risks (including 

but not limited to financial risks) and ensure that the board (via 
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the audit committee) oversees risk management in the 

Company  

- Strengthen the internal audit function; 

- Introduce a compliance function and develop a compliance 

programme; 

- Improve the Company’s disclosure in line with national and 

international best practices; 

- Designate a person to ensure implementation of this CGAP 

with reporting to EBRD on the progress. 

 

Secondary Quality: Inclusive 

Obj. 

No. 

Objective Details 

2.1 The project will introduce a 
new, replicable and nationally 

accredited training programme 
improving skills for 
[REDACTED] people from 

the inclusion target group in 
partnership with (local) 

vocational schools or 
universities.  
 

The Company will address the workforce skills gap by cooperating 
with the technical secondary school in Podgorica to design and 

implement a quality work-based learning programme. This will 
offer practical workplace experience to all students enrolled in the 
Train Charger education profile (which currently stands at 

30 students per year), targeting [REDACTED] students over five 
years.  

 
This work-based learning programme will cover:   
(i) principles of functioning of construction infrastructure related 

to the management and maintenance of mechanised equipment, (ii) 
familiarisation with the Regulations and Instructions related to the 
regulation of train traffic, 

(iii) functioning and maintenance of elements of the superstructure 
and substructure of the railway infrastructure,  

(iv) functioning & maintenance of contact network devices, power 
plants and telecommunications in the railway infrastructure 
system. 

 
After this 5-year period of monitoring, the Company will aim to 
ensure that the programme is  institutionalised within the technical 

secondary school I Podgorica  

 

In addition, the Company will strengthen its partnerships with 
university technical faculties to develop a high quality internship 

programme which will be offered to [REDACTED] students 
[REDACTED]. This will be monitored over five years, targeting 

[REDACTED] students with an aim to achieve a [REDACTED] 

female participation [REDACTED]. 
 

Guidelines and toolkits for quality internships, developed by 
EBRD for previous interventions, will be made available to the 

client. These guidelines will support the client to assess future of 
work and future skills needs, in order to identify green and digital 

skills in demand in the railway sector and introduce them into both 
the work-based learning and the internship   programmes. 
  
The Client will address the challenge of attracting good students to 
relevant secondary-school profiles by cooperating with the 

technical secondary school in Podgorica to deliver an outreach 
campaign attract a pool of high quality female and male students to 
join the talent pipeline for the railway sector. This campaign will 

focus on breaking prevalent gender stereo types that are 
characteristic of the male-dominated railway sector in general. 
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Delivery risks: Potential risks to transition are related to overall political instability in the 
country and are mitigated by Montenegro’s accession to the EU being the common goal of all 
political parties and thus requiring further reforms in the railways sector.  

 
As the Company cannot implement well-governed assignments, the commitment to implement 
a PSO in line with international best practice and amendment of the Railways Regulatory 
structure to transform the RAM into an independent regulator will be Guarantor’s obligations 

[REDACTED]. The Guarantor will also take all necessary actions in order to implement 
CGAP.  
 

1.3 ADDITIONALITY 

Identified triggers Description 

A subsequent/consecutive 
transaction with the same 
client/group either with the same 

use of proceeds or in the same 
country (repeat transaction) 

The Bank provides long-term financing, which is not readily available in 
Montenegro from local or international commercial banks. The proposed 
tenor [REDACTED] [is] above the market average, and are necessary to 

structure the Project given its use of proceeds. The Bank’s experience in 
financing similar projects, existing long-term client relationships and on-

going policy dialogue on sector reform process is highly appreciated by 
the Client and the government.  

Additionality sources  

Financing Structure -  
EBRD offers a tenor, which is 

above the market average and is 

necessary to structure the project  

As mentioned above, the Bank provides long-term financing, which is 

not readily available in Montenegro from local or international 
commercial banks. The proposed tenor [REDACTED] [is] above the 

market average, and are necessary to structure the Project given its use of 
proceeds. 

Standard-setting: helping 

projects and clients achieve 
higher standards. 

 
 
 

Client seeks/makes use of EBRD 
expertise on corporate 
governance improvements, 

including for climate risk 
management. 

 
Client seeks/makes use of EBRD 
expertise on best international 

procurement standards. 

Client seeks/makes use of EBRD 
expertise on higher inclusion 
(e.g. adherence to labour 

standards which goes beyond the 
provisions set in PR2 of the 
environmental and social policy, 

development of comprehensive 
and institutional corporate social 

responsibility programmes), 
gender standards and/or equal 
opportunities action plans (e.g. 

improving women’s access to safe 

The Bank’s experience in financing similar projects, existing long-term 

relationship with both the Company and the Government and on-going 
policy dialogue on sector reform process is highly appreciated by 

Montenegrin side. The Company will also comply with the Bank’s 
environmental and social policies . 

In addition, the Company will adopt a CGAP with the aim to improve its 

corporate governance.  

The Project includes a TC to assist the Company’s with procurement 
capacity building and procurement of the equipment in line with the 
Bank’s PP&R. 

The Project is gender additional through two channels:  

i. The Company will introduce for the first time an internship 
programme, in cooperation with relevant university technical 
faculties, with a [REDACTED] gender target for enrolment 

(providing internship opportunities to [REDACTED] female 
students). This represents marked progress if measured against 
the gender balance in technical positions within the Company, 

where currently less than 24% of engineers are women.    
ii. The Company will encourage the enrolment of girls  in 

secondary technical schools (specifically the Train Charger 
education profile) to attract more female students for their new 
work-based learning programme. This will happen by 

integrating to the outreach campaign, which is designed to 
attract quality students into the railway sector, a focus on 
breaking prevalent gender stereotypes that result in an over-



PUBLIC 

12 
PUBLIC 

transport and/or women-led 
businesses participation in the 
client supply chain). 

representation of men in the railway sector. This campaign will 
aim for [REDACTED] increase in the enrolment of female 
students to the Train Charger profile [REDACTED]. 

 
 

1.4 SOUND BANKING - KEY RISKS  
Risks Probability 

/ Effect 

Comments 

Sovereign risk  Low/ 

Medium 

After double-digit growth in 2021, the economy grew by 7.2% year-on-

year in the first quarter of 2022. Household consumption remained 
robust, supported by an 80% hike in the minimum wage from January 
2022, but investment remains muted and imports increased. Initial 

figures point to a satisfactory tourism season, set to boost external 
accounts alongside robust foreign direct investment inflows. In the first 
seven months of 2022, tourist arrivals increased relative to 2021 levels 

in the same period by 79%, alongside a 66 per cent rise in overnight 
stays, still some 10 and 8% below pre-pandemic levels respectively. 

Foreign direct investment, mainly coming from Russia and UAE and 
mainly in real estate, rose by 80% year-on-year in the first half of 2022. 
Inflation, as elsewhere, has been elevated in Montenegro during 2022 on 

the back of surging global food and energy prices, and exacerbated by 
high wage growth. The inflation rate reached 14.9% in July. Policy 
responses were delayed until a new government was formed in April 

2022, after which VAT on cooking oil and flour was temporarily cut and 
excise duty on fuel was halved. The economy is forecast to grow by 3.7% 

in 2022 and by 4.0% in 2023 [REDACTED]. The debt peaked in 2020 
at 107% of GDP and moderated in 2021 to 87% of GDP on the back of 
public debt repayments and strong economic growth. IMF expects public 

debt to decline to around 75% in 2023, before gradually increasing to 
83% of GDP by 2027. High government deposits, at about 9.5% of GDP 
in 2021, help with managing near-term repayment risks. To ensure debt 

sustainability, timely fiscal consolidation and growth-supportive 
economic policies are needed.  

In September 2022, Moody’s confirmed Montenegro’s long-term 
sovereign credit ratings at ‘B1’, outlook stable. Having downgraded 
Montenegro’s long-term sovereign credit rating in March 2021 to ‘B’ 

from ‘B+’, S&P confirmed this rating in September 2022, with stable 
outlook. 

Dependence on 

state subsidies 

Low/High The Company is [REDACTED] dependent on state subsidies 

[REDACTED].  
The risk is mitigated by adopting and implementing PSO, that will 
ensure an adequate methodology to ensure full cost recovery including 

debt service, and will allow ZICG to better plan its investments and 
budget. 

Financial risk Low/Low [REDACTED]. The risk is mitigated by additional state budget 
allocations for timely debt service under the Project and by the sovereign 
guarantee.  [REDACTED]. Through the introduction of the PSO based 

on international methodologies applicable to the sector, the Project will 
help the Company to better define its income streams and to gradually 
promote its financial independence from the government 

[REDACTED].  

Implementation 
Capacity 

 

Low / High 
 

The Company has experience in implementing EBRD-financed projects. 
The Project includes a TC for procurement capacity building to support 

the Company and the PIU to carry out the procurement process in line 
with the Bank’s PP&R.  
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2. MEASURING / MONITORING SUCCESS  

Overall objectives of project  Monitoring benchmarks Implementation timing 

- Good financial and operational 

performance of the Company 
 
 
 
 

 

- On-time Project implementation i.e. 
procurement and delivery of the 

maintenance equipment in line with the 
timeframe envisaged 

- The adequate coverage of 

Company’s opex and 
financial costs from the 

proceeds received under 
the PSO with some 
justified return. 

 

- Completion according to 
the timeline and within 

the budget 
 

 [REDACTED] 
 

Primary Quality: Well Governed  

Obj. 
No. 

Monitoring 
indicator 

Details Baseline Target Due date TC 

1. Corporate 
governance 

improved: 
Commitment to 
Corporate 

Governance 
improvements  

Corporate Governance Action Plan 
agreed and accepted by the Company. 

[REDA
CTED] 

[REDA
CTED] 

[REDA
CTED] 

[REDA
CTED] 

 

Secondary Quality: Inclusive  

Obj. 
No. 

Monitoring 
indicator 

Details Baseline Target Due date TC 

1 Number of youth 
enhancing their 
skills as a result 

of training 
[REDACTED] 

[REDACTED] [Y]oung men and 
women will undergo the work based 
learning programme from the 

technical secondary school in 
Podgorica and [REDACTED] 

university students will undergo 
internships [REDACTED].   

 
[REDA
CTED] 

 
[REDA
CTED] 

 
[REDA
CTED] 

 
[REDA
CTED] 

2 Tailored training 

programme 
developed and 
implemented  

The Project will develop and 

implement a new national accredited 
work-based learning programme in 
partnership with the secondary 

technical school in Podgorica.  

 

[REDA
CTED] 

 

[REDA
CTED] 

 

[REDA
CTED] 

 

[REDA
CTED] 

Additional Indicators 

Indicator 
type 

Monitoring indicator Details Baselin
e 

Target 

Gender 
SMART 

Practices of the relevant 
stakeholder improved 
(equal opportunities)  

Client will implement a designated outreach 
campaign with a focus on enhancing female 
enrolment in technical secondary schools 

[REDACTED], and attracting female 
students to their work-based learning 
programme.  

For the university internship programme the 
client will introduce a target [REDACTED] 
female representation (providing 

internships to [REDACTED] female 
students over 5 years).        

 
[REDA
CTED] 

 
[REDA
CTED] 
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3. KEY PARTIES  

3.1 BORROWER  
 
ZICG’s Board of Directors is composed of five members, out of which three are appointed by 

the Government of Montenegro, and two by minority shareholders.  
 
ZICG employs 734 employees [REDACTED] in three main departments: Civil and Electrical 
Engineering, Traffic Operations and IPA Funds department together with a small projects 

implementation group. Of these, 302 employees worked on track maintenance, 154 on 
electrical maintenance, 206 on signalling and train control and there were 109 other employees. 
The Company prepares investment plans and submits them to the Ministry of Capital 
Investments (“MoCI”) for approval, which forwards them to the MoF for allocation of 

necessary state budget funding. The Company’s organisational scheme is presented in Annex 
1. 
 

3.2 GUARANTOR  

 
The Guarantor will be the State of Montenegro represented by the Ministry of Finance  
(“MoF”). According to EBRD macroeconomic projections, Montenegro's economic growth is 
expected to reach 3.7% in 2022 mainly thanks to high private investment in tourism and 

services sectors. Public debt to GDP reached 87% in 2021. IMF expects public debt to decline 
to around 75% in 2023, before gradually increasing to 83% of GDP by 2027 due to the expected 
fiscal impact of the reform package ‘Europe Now’ which IMF estimates to lead to 
[REDACTED] lower revenues. 

 
Covid-19 had a strong effect on the Montenegrin economy since around one-fifth of GDP 
comes from tourism. GDP contracted sharply during 2020, by 15.3%, due to an 86% decline 
in foreign tourist arrivals. Although GDP fell again in the first quarter of 2021 on a year-on-

year basis, it recovered strongly in the second quarter, growing by 19% year-on-year. GDP is 
forecast to grow by 12.3% in 2021 and by 3.7% in 20223. Upside potential comes from the 
possibility of an even stronger than expected end to the tourism season, but negative risks 
largely relate to uncertainties connected to the future path of the pandemic and [REDACTED] 

political volatility. 
 

  

                                              
3 EBRD REP November 2021 
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4. MARKET CONTEXT 

Montenegro’s main railway line is 167 km long, which links Port of Bar on the Adriatic coast 
with Serbian capital city of Belgrade, passing through Montenegro’s capital city of Podgorica 
which is the country’s main rail hub. From Podgorica there are two other main lines: (i) north-
west to Nikšić (57 km); and (ii) east to the Albanian border (25 km).  

 
The main line was opened in 1976 and on the section between the border and Podgorica there 
are many challenging engineering solutions applied. It has 106 tunnels and 107 bridges, 
climbing 976m from Podgorica to Kolasin before falling 465m to Bijelo Polje with many 

sections on both sides of Kolasin with grades of 2-2.5%. Parts of the line are prone to landslides 
and several tunnels have drainage problems. The Niksic branch also has steep grades as well 
as 9 bridges and 12 tunnels. Most of the ballast on the line is limestone.  
 

Montenegro’s railway sector is regulated by RAM within the Ministry of Capital Investments 
(“MoCI”). The scope of the rail regulator activities covers the necessary regulation and 
supervision of transport safety, allocating routes and usage of railway infrastructure, approving 
the timetable, and issuing of relevant licences. [REDACTED].  

 
Traffic has been reasonably constant for some years. The average network density over the 
eight years to 2019 was 15 trains per day and, for freight only, just over one million gross 
tonnes per year [REDACTED] and between three and four trains per day. Freight traffic was 

unaffected by Covid-19 but passenger traffic reduced sharply. The latter, however, has started 
to recover with the train-km in the first half of 2022 being greater by 16% than in the same 
period of 2021, almost returning to the 2013-19 average. 
 

The basic charge is EUR 3/train-km for the mainline between the Serbian border and Bar, with 
discounts of 20% for the Niksic branch and 30% for the branch to Albania. The basic rate of 
EUR 3/train-km applies for freight trains between 700 and 1,000 tonnes gross weight but is 
discounted by 40% for trains below 700 gross tonnes and increases for more heavily loaded 

trains until an extra 50% is added for trains over 1,500 gross tonnes. It is thus in practice a two-
part tariff, although with a limited number of steps. Passenger trains of whatever size are given 
a very sizeable discount of 95%, so only pay around EUR 0.15/train-km. Non-regular trains 
attract a surcharge of 20%. 

 
The general structure of the charges is similar to that of many railways in the region (Croatia, 
for example, charges around EUR 3/train-km for a 1,100 tonne freight train on a mainline), but 
the passenger charges are much lower. As with other EU (and potential accession) countries, 

the general principle is to relate access charges to the ‘direct costs’ incurred as a consequence 
of train operation. This concept designed by the EU aims to recover a limited portion of the 
total costs of infrastructure maintenance and operation. [REDACTED]. 
 

Government support is provided in three forms as follows: 
 

 The annual maintenance program for rail infrastructure 

 Grants to cover the principal repayments on the EBRD and Czech4 loans  

 A general subsidy.   
 

                                              
4 For the electrification of the Niksic branch 
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The first of these is directly linked to the annual action plans (“Action Plans”) prepared to 
implement the Transport Development Strategy 2019-2035. This began in 2018 with a plan to 
provide EUR 6-7 million p.a. for current maintenance, increasing to EUR 10 million by 2027.  

The aim of the general subsidy is to cover the cash deficit from the operating activities.   
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5. FINANCIAL / ECONOMIC ANALYSIS 

 
[REDACTED] 

 

5.1 FINANCIAL PROJECTIONS  
[REDACTED]  
 

5.2 SENSITIVITY ANALYSIS  
[REDACTED] 

 
 

5.3 ECONOMIC ANALYSIS  
[REDACTED] 
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6. OTHER KEY CONSIDERATIONS 

 

6.1 ENVIRONMENT 
 

Categorised B (ESP 2019). The Environmental and Social Due Diligence (“ESDD”) for the 
Project was carried out which included an environmental and social (“E&S”) assessment of the 
Project, review of the current operations, as well as the E&S management systems and the 
capacity of ZICG relating to rail operations. ESDD was carried out using questionnaires and a 

review of previous annual E&S reports submitted to the Bank over the past several years. Other 
relevant documents were also reviewed including an independent monitoring report, 
operational safety management system, environmental management plans and other labour 
related documentation.   

 
Previous annual E&S reporting by ZICG has been satisfactory. ZICG has established human 
resources (“HR”) policies, which are strictly regulated in this public sector and the existing 
collective agreement was last reviewed in November 2020. ZICG complies with national 

legislation related to labour and working conditions which are largely aligned with PR2. The 
Company went through restructuring in the past and has no immediate plans to reduce existing 
personnel. However, should any collective dismissal be envisaged, ZICG shall provide advance 
notice to EBRD outlining the mitigation measures. ZICG confirmed that Environmental, 

Health and Safety management systems are in place although these are not certified. It was also 
confirmed that adequate resources are in place to manage current E&S arrangements. This will 
need to be reviewed to ensure these remains sufficient during the Project.  
 

The existing public procurement process for the selection of goods and services are in place, 
but will need to be reinforced by including supplier and contractor E&S assessment 
arrangements. Ongoing monitoring of contractor's management of E&S requires a more formal 
system to ensure these arrangements are sufficient throughout the duration of the Project. ZICG 

stakeholder engagement includes the publication of various operational notifications through 
its website informing local communities of planned events. The website also includes contact 
details to allow local communities to contact the Company, although no formal procedure is in 
place to ensure these are managed in a systematic manner. The Company will need to further 

develop their existing stakeholder engagement arrangements which will include the 
appointment of an employee to take responsibility for stakeholder engagement, external 
communications and grievance management.  
 

ZICG has appointed an employee to support community safety awareness associated with rail 
network. This includes the training and engagement with a local NGO. Various materials have 
been developed by ZICG to raise awareness of children aged between 6 and 15 years old, 
covering the safety of pedestrians around railway infrastructure. A formal public safety 

awareness plan needs to be developed and implemented to ensure community awareness 
campaigns target high-risk groups and high-risk locations.  The above requirements have been 
included in the ESAP and will be agreed with the ZICG prior to the Board approval. The Bank 
will continue to monitor ZICG activities through annual E&S monitoring reports and site visits 

if necessary.  
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6.2 INTEGRITY    
 

In conjunction with OCCO,  internal due diligence was conducted on the Borrower, its 
Supervisory Board members and key principals, such as the chairman and members of the 
Board of Directors, CEO and on the Minister of Finance and Minister of Capital Investments. 
The review did not identify any material issues of concern.  [REDACTED]. Therefore, it has 

been concluded that the Project does not pose unacceptable reputational 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 TRANSITION IMPACT SCORING CHART   

ANNEX 2 SHAREHOLDING STRUCTURE   

ANNEX 3 MAP OF MONTENEGRO RAILWAYS 

ANNEX 4 PROJECT DESCRIPTION 

ANNEX 5 MONTENEGRO MACROECONOMIC OUTLOOK  

ANNEX 6 TIMS DETAILS OF ZPCG ROLLING STOCK RENEWAL 

PROJECT   

ANNEX 7 PROJECT IMPLEMENTATION  

ANNEX 8 SUMMARY OF CORPORATE GOVERNANCE ACTION 

PLAN 

ANNEX 9 ECONOMIC ASSESSMENT 

ANNEX 10 GREEN ASSESSMENT SUMMARY 
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ANNEX 1 - TRANSITION IMPACT SCORING CHART 

 

Score for primary transition quality  Score for secondary transition quality 

Quality: Well-Governed  Quality: Inclusive 

Component: Overall  Component: Youth 

Quality average score: 66.7  Quality average score: 65.0 

                       ↓           ↓ 
ATQ adjustment 

 
ATQ adjustment 

Country: Montenegro 
 

Country: Montenegro 

ATQ adjustment: Overall: -2.0% 
 

ATQ adjustment: Youth: 0.8% 

Adjusted Quality score: 65.3 
 

Adjusted Quality score: 65.5 

↓                        ↓  

Weighted TI score* 

Base TI score (ATQ-adjusted): 65.4 

↓ 
Adjustment for Country Strategies 

Adjustment: 0.0% – Not applicable 

NA Adjusted score: 65.4 

↓ 

Local currency / Equity uplift** 

0.0%  uplift 

↓ 

Final TI score 

Final TI score: 65 
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ANNEX 2 – SHAREHOLDING STRUCTURE 

 

1. State of Montenegro – 72.44% 

2. Physical Persons – 7.91% 

3. NLB Custody Account (for sale) – 4.92% 

4. Trend Investment Fund – 4.75% 
5. State Pension Fund – 2.91% 

6. Moneta Investment Fund – 1.99% 

7. European Fund Inc. – 1.6% 

8. State Employment Fund – 1.16% 

9. CKB Custody Account (for sale) – 0.69% 

10. Other – 1.63% 
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ANNEX 3 – MAP OF MONTENEGRO RAILWAYS   
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ANNEX 4 – PROJECT DESCRIPTION 

 
The Project will involve the purchase of new track maintenance equipment to replace some of the 

existing equipment owned by ZICG which is now both life-expired and for which it is very difficult 
to obtain spare parts. The business case for the Project is provided in the Economic Due Diligence 
report. Below are proposed maintenance equipment to be purchased and rationale for the Project.  
[REDACTED]. 

 
The most important, and expensive, of these items is the tamper, used to ensure the alignment of 
the track remains within various specifications. If this is left uncorrected, deformations will 
steadily increase in severity, requiring speed restrictions on operations as well as damage to rolling 

stock due to the unevenness in the track.   
 
Although the main line was initially constructed (in 1976) to a high standard, much of it is difficult 
to maintain and maintenance suffered severely from lack of funds in the 1990s from which it has 

been difficult to recover. Since 2011 the northern section of the main line, as well as the Niksic 
branch, has been progressively rehabilitated but it still requires steady and sustained maintenance 
to ensure a competitive alternative to other modes of transport. This will be increasingly difficult  
[REDACTED] to do with the existing life-expired equipment owned by ZICG and this is what the 

new equipment is intended to provide. Without it, the condition of the line will begin to deteriorate 
again, increasing maintenance costs and reducing operating speeds until eventually there will be 
no options other than to reconstruct the line or to cease operations. 
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ANNEX 5 - MONTENEGRO MACROECONOMIC OUTLOOK 

 
The Montenegrin economy is growing. The pandemic hit the Montenegrin economy particularly 

hard due to its structure - around one-fifth of GDP comes from tourism. The tourism sector 
recovered well in 2021, propping up the fiscal accounts, leading to a narrowing of the current 
account deficit and supporting the 12.4% high GDP growth rate. Output expanded by 7.2% year-
on-year in real terms in the first quarter of 2022, a reflection of the continued impulse of household 

consumption supported by the wage increase. An 80% hike in the minimum wage and a cut in 
social contributions leading to a significant reduction in the labour tax wedge were introduced in 
2022, resulting in a 33% annual increase in the average net wage as of the first five months of the 
year. However, real wage growth is held back by the rising price levels. Inflation accelerated to 

11.7% year-on-year in May 2022, adversely affecting households’ disposable incomes. As 
Montenegro does not have monetary policy at disposal in the fight against inflation given the 
unilateral adoption of euro, the Government has been implementing fiscal measures to support 
vulnerable households, including the reduction of taxes and excise duties and a cap on retail profit 

margins for basic food items. Net exports had a negative contribution to GDP growth in Q1 due to 
the strong increase in imports (trade deficit has widened by 31% year-on-year in the first five 
months of 2022). Investment activity has remained rather weak with the nearing completion of the 
large projects, including the highway.  

 
The rebound of the economy will continue in the short term, albeit at a lower rate than previously 
expected. The unpredictable impact of the war on Ukraine on this years’ tourism season is another 
risk as Russia and Ukraine have in recent years made up around a fifth of tourist arrivals in the 

country. [REDACTED] FDI inflow, driven by investment into real estate, has increased by 80% 
annually in the first quarter of 2022. Political instability is delaying the implementation of reforms, 
affecting the medium-term growth prospect. Overall, the economy is forecast to grow by 3.7% in 
2022 and by 4.0% in 2023 [REDACTED]. 

 
The debt peaked in 2020 at 107% of GDP and moderated in 2021 to 87% of GDP on the back of 
public debt repayments and strong economic growth. IMF expects public debt to decline to around 
75% in 2023, before gradually increasing to 83% of GDP by 2027 due to the expected fiscal impact 

of the reform package ‘Europe Now’ which IMF estimates to lead to permanently lower revenues. 
The planned budget deficit is set at 5.1% of GDP in 2022 with government deposits sufficient to 
cover the budgetary needs this year. According to the IMF, authorities have demonstrated a record 
of proactive debt management, including through a recent €750 million Eurobond issuance on 

favourable terms and the hedging of the Chinese Ex-Im bank loan to reduce currency risk. 
[REDACTED]. Over 96% of the debt is in local currency (i.e. euro) helping to manage FX related 
risk and 75% of the debt is at fixed interest rates. High government deposits, at about 9.5% of GDP 
in 2021, help with managing near-term repayment risks. To ensure debt sustainability, timely fiscal 

consolidation and growth-supportive economic policies are needed. In September 2022, Moody’s 
confirmed Montenegro’s long-term sovereign credit ratings at ‘B1’, outlook stable. Having 
downgraded Montenegro’s long-term sovereign credit rating in March 2021 to ‘B’ from ‘B+’, S&P 
confirmed this rating in September 2022, with stable outlook.  
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Global energy prices stand to reflect on Montenegro through three channels: gas, oil and 
electricity. Given that Montenegro does not use gas in its energy mix, surging gas prices only 

impact the country through an anticipated slowdown in Eurozone export markets, resulting in a 
more muted effect on the country’s macroeconomic performance. Rising oil prices have negatively 
affected Montenegro through elevated inflation (reaching 15% in August) as well as a 30% year-
on-year widening of the current account deficit given the rising cost of sizeable imports. The 

current account deficit remains lower than pre-pandemic levels however, with external accounts 
supported by a near doubling of robust FDI inflow on an annual basis.  
 
Out of total production of 3,560 GWh in 2021, most electricity was produced by the state owned 

Power Company’s (EPCG) three large generation plants, whose total installed capacity is 
874 MW: 

- HPP Perućica - 307 MW,  
- HPP Piva - 342 MW.  

- TPP Pljevlja. 225 MW 
 
Finally, electricity prices, a key risk factor for most of the Western Balkans countries, have thus 
far not posed harm to Montenegro given that the country was able, alongside Bosnia and 

Herzegovina, to sustain stable domestic electricity production. Although a positive result was 
helped by a temporary shutdown of a significant consumer, a state-owned aluminium smelter, 
Montenegro was a net electricity exporter in 2021 as the energy sector exported surplus electricity, 
propping up the exports and in turn the external account. Ultimately, Montenegro is relatively 

shielded from rising energy prices compared to the region and mostly impacted by rising oil prices, 
owed to its’ position as a net electricity exporter.  
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ANNEX 6 – TIMS DETAILS OF ZICG FORMER PROJECTS  

 
[Rail Infrastructure Rehabilitation Project (Op ID 37232)] 

Original transition objectives were: (i) preparation/approval of the rail infrastructure asset 
management plan (RIAMP) (which includes productivity targets and business planning), (ii) the 
implementation of the track access charge regime (i.e., any third party can access to the rail 
infrastructure in a transparent and non-discriminatory basis), and (iii) labour restructuring (reduction 

of 300 staff by January 2011). On 20 August 2012, the Board approved EUR 10 million extension of 
the loan agreement for procurement of civil works to reconstruct additional priority sections of the 
main railway corridor in Montenegro from the Port of Bar to the border with Serbia. Incremental 
transition objectives related to (i) setting standards of business conduct, including implementation of 

a medium term Business Plan and annual updates of Rail Infrastructure Asset Management Plan; and 
(ii) demonstration effect of successful restructuring measured by further increase in productivity ratio.  
[REDACTED]. Original ETI - 75, Final ETI - 90.  

 

[Montenegro Rail Infrastructure Emergency Rehabilitation Project II (Op ID 40344)] 
 
The original transition impact objectives included: (i) unbundling separate business lines and putting 
in place incentive-based legal relationships between the holding company and its subsidiaries, (ii) 

attracting private sector participation in traditionally state-run businesses and (iii) labour restructuring 
and associated productivity improvements. [REDACTED]. Original and Final ETI - 60. 
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ANNEX 7 – PROJECT IMPLEMENTATION   

 

 Procurement classification – Public sovereign 

 

[REDACTED]. The capacity of the Company to implement the Project was assessed as part of the due 
diligence and through a meeting with representatives of the Company. The assessment was also based 
on previous experience during the procurement of construction works under the Montenegro Railways 
Infrastructure Emergency Reconstruction Project I and II (37232 and 40344). During the due diligence 

the in-house technical expertise in railways maintenance equipment was identified. [REDACTED]. 
Experienced consultants will be engaged to continue guiding the Company through the procurement 
process, contract administration and delivery of the equipment in order to mitigate this risk. 
 

The Contract’s Risk assessment: Moderate Low 

 
The expected Contract(s) to be financed from the Bank’s loan are detailed in the attached Procurement 
Plan. The support of the experienced consultant will ensure that technical specifications are suitable 

for open tendering, and that any procurement and contractual issues that may arise are addressed in a 
professional and timely manner. The nature of the goods contract is generally considered of medium 
to low complexity and has a relatively medium to low degree of implementation risk. This risk was 
mitigated by appointing an independent consultant who prepared the technical, environmental and 
economic due diligence which set the technical specifications and Employer ś requirements for the 

expected goods.  
 
Moreover, the implementation consultant will also support the Client with the review of the technical 
specifications for the procurement of railway maintenance equipment and ensure that the procurement 

and implementation of the Project is conducted in accordance with the Bank’s policies and best 
international practices. The consultant is expected to demonstrate experience in procurement of 
railway maintenance equipment in the region but also in EU countries and in accordance of EU 
standards as well as best international practices. 

 
In addition, the implementation consultant will support the PIU during the tendering and evaluation 
process ensuring that the procurement is being carried out in compliance to the Bank’s PP&R. The 
consultant will continue to support the Client until contract implementation and will be responsible 

for conducting an independent pre-shipment inspection at the manufacturer’s factory.  

 

Project implementation arrangements: 
 

The PIU has been established within the Company and it will have overall responsibility for the 
implementation of the Project. The PIU will be supported by a donor-funded experienced consultants. 
Based on previous experience and Client’s capacity assessment, there will be a procurement expert 
who will support the client at the early stages of the Project. The Procurement Expert will update and 

refresh Client’s procurement and implementation departments with the latest EBRD PP&R and best 
practices, conduct an on the job training while assisting with the selection and procurement of the PIU 
consultant as well as helping to establish any procedure that will improve Client’s capacity and become 
more efficient. The PIU consultant will be assisting the Company in all aspects of procurement of the 

envisaged goods and the implementation of the Project in accordance with the Bank’s policies and 
support PIU in meeting requirements of various financing documents. When necessary, the consultant 
will additionally train the Company and PIU staff in addressing the project procurement and 
implementation matters. [REDACTED].  

 

Procurement arrangements: 
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There will be only one procurement process divided in lots for railway maintenance equipment. The 
railway maintenance equipment will be procured following open tendering procedures in accordance 
with the requirements of the Bank’s Procurement Policies and Rules (PP&R) for public sector 

operations and will be subject to prior review by the Bank. It is envisaged that the tender documents 
for the procurement of goods will be based on the latest version of the Bank’s standard procurement 
documents for goods.  
 

The Project also envisages two technical cooperation contracts. This will be for project 
implementation support. The consultant will support the PIU during the entire project implementation, 
including revision of the Employer’s requirements and preparation of the tender documents in 
accordance with the Bank’s latest standard procurement documents. It will also include procurement 

support, contracting support and final independent pre-shipment inspection at the manufacturer’s site. 
This technical cooperation contract will be procured following open single stage selection process.   
 
The procurement plan below provides the details of planned investment and consultancy assignments.  

 

Additional information:  

 
The Contracts will be tendered via the EBRD Client e-Procurement Portal (“ECEPP”). [REDACTED]. 
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ANNEX 8 – SUMMARY OF CORPORATE GOVERNANCE 
ACTION PLAN 

 
The Corporate Governance Action Plan is expected to cover a comprehensive range of 
actions aimed at improving the Company’s governance as well as the ownership 
practices of the relevant Government entity (the Ministry of Capital Investments). 

Therefore, it is expected that the Company and the Government of Montenegro (the 
“Government”) will commit to undertake the following actions: 
 

I Actions at the level of the Government as the majority owner of the Company: 

1. Develop an ownership/management policy for the Company with relevant 
performance metrics to guide the provision of Company’s services, works and 
activities that will be aligned with the expectations and financial resources as 
determined by Government; 

2. Introduce a transparent nomination policy for members of the Company’s Board 
of Directors that sets out the mix of skills, experience, competencies, gender 
diversity and independence requirements of Board members (i.e. a board profile) 
and the process for nominating and appointing members of the Board of 

Directors; 

 

II Actions at the level of the Company: 
3. Strengthen the role, responsibilities and functioning of the Board of Directors of 

the Company, in line with best international practices [REDACTED] and for 
assessing the performance of the CEO and the management team); 

4. Introduce annual evaluations for the Company’s Board of Directors; 
5. Strengthen the Audit Committee [REDACTED] in line with best international 

practices; introduce bylaws of the audit committee, ensuring that responsibilit ies 
of the audit committee include monitoring of the integrity and completeness of 
the financial statements and accounting policies of the Company and monitoring 
of the effectiveness of the company’s internal control and risk management 

systems; 
6. Develop a policy on conflicts of interest, that would inter alia apply to board 

members and management; 
7. Ensure a robust system of internal controls (including strengthening of the 

internal audit function); 
8. Introduce an independent compliance function, in charge – inter alia – of ensuring 

the implementation of the code of ethics, and develop a compliance program; 
9. Improve the Company’s disclosure in line with national and international best 

practices; 
10. Introduce Succession Planning for key function holders; 
11. Designate a person to ensure implementation of the CGAP with reporting to 

EBRD on the progress. 
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ANNEX 9 - ECONOMIC ANALYSIS 

 

[REDACTED]  
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ANNEX 10 – GREEN ASSESSMENTS SUMMARY 

 

1. Introduction 

 
The Project will involve the purchase of new track maintenance equipment to replace 
some of the existing equipment owned by ZICG which is now both life-expired and for 
which it is very difficult to obtain spare parts.  The project was assessed for Paris 

Agreement (PA) alignment and GET. As a sovereign transaction, it was not subject to 
climate-related financial risk assessment. The Project is assessed as positively aligned 
for both mitigation and adaptation goals of the PA and is attributed as 100% GET.  
 

2. Paris alignment assessment  
 
General screening of alignment with the mitigation goals of Paris Agreement 
The Project/economic activity is considered to be included in the 'aligned list' category 

of ‘Rail Infrastructure’. The equipment is an essential and integral part of rail 
infrastructure. Regarding project/economic activity(ies), there are no activities included 
in the 'non-aligned list'. As the project is in the ‘aligned list’, the project is assessed as 
aligned with the mitigation goals of the Paris Agreement and no specific assessment is 

undertaken. 
 

Alignment with the adaptation goals of Paris Agreement 
Step 1: Evaluation of the physical climate risk and vulnerability context:  

A screening of the Project identified a potential exposure to extreme heat events. 
Results from most recent Coupled Model Inter-comparison Project (CMIP) 6, which 
supports IPCCs Sixth Assessment Report, indicates in summer periods there could be 
an increase of up to approximately 5-6 summer days above 35 degrees C by 2030. 

 
Figure 1: Projected number of hot days (Tmax > 35 degrees C), anomaly for 2020-
2039, Reference period 1995-2014, SSP3-7.0, multi-model ensemble. Source: World 

Bank Group Climate Change Knowledge Portal. Accessed August 2022. 
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Extreme heat can result in disruption to rail systems, and empirical studies 5 have 
quantified the key vulnerabilities of these systems to this climate hazard per asset type.  
 

Key potential issues to rail 
systems include: 

Asset type 

 

Potential consequence of extreme heat events 

Track Thermal expansion of track in hot weather can cause rail 

buckling and train derailment (Dobney et al., 2009). When 
rail temperatures exceed certain thresholds, disruption to 
services may occur. 

Signalling Signal equipment failure may occur if electronics/power 
supply fail in extreme temperatures due to non-compliant 

temperature control 
Power supply Excessive heat stress on electricity provision networks can 

reduce asset life expectancy (Chapman et al., 2013). 

Locomotives (diesel) Reduced efficiency of operation if not maintained to 
manufacturer’s standard. 

Locomotives (electric) Potential power supply disruption (see above). 

Passenger carriages Thermal comfort of passengers may be compromised. 
Freight wagons Temperature sensitive cargo (e.g. if refrigerated wagons are 

not maintained to manufacturer’s specification.) may be 
spoiled 

Station infrastructure / 
depots 

Thermal comfort of employees may be compromised. 

 
The use of proceeds of this transaction relates to moveable maintenance equipment. 
Whilst the operation of these assets may be affected by impact of climate change on 

other assets of the system (for example rail infrastructure buckling), the physical 
climate risk faced by the assets being financed by the Bank are not material. The assets 
will actually enhance the clients ability to better respond to climate change stressors on 
the rail infrastructure, which are likely to become more intense. As the Bank’s use of 

proceeds demonstrate an acceptable level of resilience to climate risks, no adaptation 
measures to the maintenance equipment were deemed necessary. 
 
Step 2: Definition of climate resilience measures: 

No specific climate resilience measures have been incorporated, as no material risks to 
the assets being financed by the Bank were identified. 
 

Step 3: Appraisal of broader climate resilience context:  

The project does not undermine the resilience of wider systems and is not inconsistent 

with the national policy for context adaptation. 
 

The project satisfies the three steps of the adaptation approach, and is thus considered 
aligned with adaptation goals of the Paris Agreement. 
 

  

                                              
5 See for example “The impact of high temperatures and extreme heat to delays on the London Underground rail 

network: An empirical study” 2020  https://rmets.onlinelibrary.wiley.com/doi/10.1002/met.1910 

https://rmets.onlinelibrary.wiley.com/doi/10.1002/met.1910#met1910-bib-0010
https://rmets.onlinelibrary.wiley.com/doi/10.1002/met.1910#met1910-bib-0007
https://rmets.onlinelibrary.wiley.com/doi/10.1002/met.1910
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3. GET attribution  

 
The maintenance equipment to be purchased are all essential for inspection and 

maintenance (see table below). As such they are considered integral parts of rail 
infrastructure. In line with the GET handbook, they are considered 100% GET 
eligible. [REDACTED]. 

 

 
As part of the due diligence, the emissions benefit from the avoided reverse modal shift 
(rail to road) was estimated. The project will generate average savings of 
[REDACTED] CO2 over the evaluation period from 2024 to 2055. [REDACTED]. 

 
 
The GET handbook requires a correction to be made for rail infrastructure proportiona l 
to the estimated share of fossil fuels carried on the rail network. Technical due diligence 

has indicated that there is no evidence of fossil fuels being transported on the rail 
network. As such no correction is required. 
 

4. Green Finance Monitoring Plan 

The below table outlines the reporting channels, time frames and indicators selected to 
systematically report on the green outcomes from the project. 
 

Project measure 

contributing to 

GET 

Reporting indicator Reporting 

timeframe 

Reporting 

channel 

Acquisition of rail 
maintenance 
equipment 

Procurement and 
commissioning of rail 
maintenance equipment 

[REDACTED] AESR 

Rail line 

rehabilitation 

Km of rail line 

rehabilitated annually 

 AESR 

 

 


