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u MOORE Moore Audit Zagreb

Audit d.o.o. za revizijske usluge

Trg Johna Fitzgeralda Kennedyja 6B
10000 Zagreb

HRVATSKA

Tel:+385 (0) 1 3667 994
E-mail:audit-revizija@audit.hr
www.audit.hr

INDEPENDENT AUDITOR’S REPORT

We have audited the accompanying Financial Statements of the SUSTAINABLE
CROATIAN RAILWAYS IN EUROPE PROJECT (hereinafter: “the Project”) financed under the
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT LOAN No. 8501 -
HR (“Loan”), which comprise the Statement of Assets and Liabilities, the Statements of
Sources and Uses of Funds, the Statement of Uses of Funds by Activities, Statement of
Expenditure (SOE) and Designated Account Statement for the year ended 31 December 2021.
("Project Financial Statements").

The Project Financial Statements are the responsibility of the Project's management.
Our responsibility is to express an opinion on the Project Financial Statements based on our
audit.

We conducted our audit in accordance with International Standards on Auditing issued
by the International Auditing and Assurance Standards Board of the International Federation
of Accountants. These standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management as well as evaluating the
overall statement presentation. We believe our audit provides a reasonable basis for our
opinion.

The Project management's policy is to prepare the accompanying statements on the
cash receipts and payments basis in conformity with International Public Sector Accounting
Standards issued by the Public Sector Committee of the International Federation of
Accountants. On this basis, cash receipts are recognized when received and cash
expenditures are recognized when paid rather than when incurred.

In our opinion, the Financial Statements of the Project in all material respects, present
truthfully and fairly the state of the Project's assets and liabilities as at 31 December 2021 and
the use of funds and costs, as well as cash receipts and payments of the Project during the
year ended 31 December 2021 in accordance with International Public Sector Accounting
Standards issued by the Public Sector Committee of the International Federation of
Accountants.

1
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u MOORE Moore Audit Zagreb

With respect to Summary Statement of Expenditure ("SOE") — Application for Loan
Withdrawal:

(a) Adequate supporting documentation has been maintained to support claims for their
settlement

(b) the Summary Statement of Expenditure has been reconciled with Project Financial
Statements

(c) the expenditure disbursements underlying the Summary Statement of Expenditure have
been made in accordance with the purposes intended in the Loan Agreement No. 8501 HR

In Zagreb, 31 May 2022

Audit d.o.o.
Johna Fitzgeralda Kennedyja 6B
10000 Zagreb




" STATEMENT OF ASSETS AND LIABILITIES

for the year ended 31 December 2021

. TOTAL

Note 31 December 2021 31 Décembér 2020
EUR EUR
Assets
Front end fee 8 107,500 107,500
Project expenditures 8 42,298 166 38,453,424
Designated Account 9 198,156 423,895
42,603,822 38,084,819
Liabilities
IBRD Loan NO. 8501 - HR 2 42 603,822 38,984,819
 TOTAL 42,603,822 38,984,819

Project is effective as of 4 August 2015,

SUSTAINABLE CROATIAN RAILWAYS IN EUROPE PROJECT
International Bank for Reconstruction and Development Loan No. 8501 - HR
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STATEMENT OF SOURCES AND USES OF FUNDS BY PROJECT CATEGORIES
for the year ended 31 December 2021

1) Counterpart funding - As described in "Project appraisal document” dated 9 April 2015, total
project cost for support for HZ Putnigki prijevoz d.0.0. restructuring is stated in the amount of
EUR 52.4 million including IBRD financing of EUR 43 million and EUR 9.4 million contribution
of HZ Putnicki prijevoz d.0.0. to the rehabilitation of its respective rolllng stock components
(part of component B-2 of the project). These contributions are to be provided in parallel to the
IBRD funding, and for separate -activities linked to the same o__bject_we_ These funds and
expenditures from these funds are not shown in these report since it Is stated in Project
appraisal document "the state would finance the works of HZ Putnicki prijevoz d.o.o.
subsidiaries for rehabilitation of its trapsport vehicles, while the 1BRD loan would finance either
supply of goods, or finance companies used for rehabilitation for transport vehicles, which
would be selected trough public procurement procedures”.

Contribution to the project objectives from HZ Putnicki prijevoz d.o.0.,-Zagreb till 31 December
2021 amotnts to the total of HRK 74 million (EUR 9,844,125) as per middle exchange rate at
31 December 2021 of Croatian National Bank and reiate to regular HZ Putni&ki prijevoz d.o.o.
expenditures for modernization of "rolling stock" subsidized by the government.

Theseexpenditures were audited during the audit of annual financial statements of HZ Putniéki
prifevoz d.o.o. for year ended 31 December 2021.

SUSTAINABLE CROATIAN RAILWAYS IN EUROPE PROJECT
International Bank for Reconstruction and Development Loan No. 8501 - HR
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DESIGNATED ACCOUNT STATEMENT
for the year ended 31 December 2021

Account No.
Bank
Address

Loan

(EUR)
HR0424070001500331767
OTP banka d.d., Split
Domovinskog rata 61, Split

IBRD Loan No. 8501

Opening balance at the beginning of the period

Add.

World Bank advances info DA during the period

Interest-earned (if credited inte DA)
Funds. available during the period

Less:

Payments for eligible expenditures during the period

Refund to World Bank from the DA during the period.

Service charges (if debited to DA}

From the
beginning of
For the year the Project.
EUR EUR
423,895. -
380,000 15,920,96'
380,000 15,820,962
605,739 15,117,0672,
605,739 15,117,067
198,156 423,895

Closing balance at the end of the period

1) The amount is lower by EUR, 26,682,860 in SOE column 9 {EUR. 42,603,822 The
difference relates to the compensation for severance payment in the amountof EUR 4,269,552)
the advance payment for the new trains and direct payment for the deiivery of trains in the

amount of EUR 22,413,309.

2} The amount is by EUR 26,682,860 less than the amount in SOE column 8
{EUR 42,405,666). The difference refers to the compensation for severance payment '(EUR--
4,269,552) and advance payment of new trains and direct payment for train delivery in the.

amount of EUR 22,413,309.

SUSTAINABLE CROATIAN RAILWAYS IN EUROPE PROJECT
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NOTES TO THE PROJECT FINANCIAL STATEMENTS
for the year ended 31 December 2021

1. GENERAL INFORMATION

In May 2015, the International Bank for Reconstruction and Development approved
three loans to railway sector in the total amount of EUR 163,5 million, of which EUR
43 million to the company HZ PUTNICKI PRIJEVOZ d.o.0., Zagreb, EUR 41.5 million
to the company HZ CARGO d.o.0., Zagreb and EUR 79 million to the company HZ
INFRASTRUKTURA d.0.0., Zagreb. Al loans are part of Croatian Railways in Europe
Project (SUCRE) which became effective on. 4 August 2015.

The objective of the Project is to improve the operational efficiency and the financial
sustainability of the public railway sectorin the Republic of Croatia.

The Project consists: of the following parts:
Part A Support to the Sector Restructuring and Coordination

1. Finalizing asset management separation ameng the railway companies and
clarifying the legal status of their main assets, through the provision of
constilting services and non-consulting services to Ministry of Maritime
Affairs, Transport-and Infrastructure.

2. Project coordination support, sector reform monitoring, and definition of railway
services obligations with HZ Infrastruktura d.o.o:, Zagreb and HZ Puthidki
prijevoz d.o.o., Zagreb, through the provision of consultlng services and non-
consulting services, training and. Operating Costs to Ministry of Maritime Affairs,
Transport and Infrastructure.

Part B Support to restructuring of the company HZ Putnitki prijevoz d.o.o., Zagreb

1. Retrenchment of employees Provision of the retrenchment payments for the

company HZ Putnicki prijevoz d.o.o. . Zagreb, including job outplacement and
retraining services, counselling and adv;sory support.

2. Investment to contribute to the restructuring plan of the company HZ Putni¢ki

prijevoz d.o.0., Zagreb

(a) Purchase of new DMU (amendment based on the Annex 1o the Loan
Agreement as of 28 June 2018) and rehabilitating rolling stock to
improve efficiency of the fleet,

(b) Modemnizing and integrating information technology.

(c) Freparing studies to adapt business processes 1o reorganize
operations and improve energy efficiency of operations.

(d) Capacity building on management and restructuring

17
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NOTES TO THE PROJECT FINANCIAL STATEMENTS.

for the year ended 31 December 2021 - continued

Part:C  Support to the restructuring of the company HZ Cargo d.o.0., Zagreb

1. Retrenchment of employees. The retrenchment payments for the company
HZ Cargo d.o.o., Zagreb, inciuding job outplacement and retraining services,
counselling and advisory support.

2. Investment to contribute to the restructuring plan of the company HZ Cargo
d.o.0., Zagreb

(ay Rehabilitating rolling stock to improve efficiency of the fleet:
(b) Modernizing and integrating information technology.
(c) Capacity building on'management and restructuring.

Part D Supportto the restructuring of the company HZ Infrastruktura d.o.o., Zagreb
and enabling investment to increase system efficiency

1. Retrefichmenit of employees. Provision of the retrenchment payments for the
company HZ Infrastruktura d.0.0., Zagreb, including job cutplacement -and
retraining services, counselllng and advisory support.

2. Installing railway safety crossings based on prioritization-criteria set forth in
Supplemental Letter 4

3. Undertaking other railway safety works, including:
(a)y Reinforcing cuts and slope on the two corridors from Rijeka;
(b) Rehabilitating or replacing the Klostar-and Ljubosina bridges on the

Zagreb-Rijeka axis
4, Undertakih_g emergency infrastructure investments, including:

(a) Rehabilitating the Ogulin - Moravice line;

(b} Rehabilitating the Zagreb — Savski Marof ling;

(c) Replacing switches, electrical, and support systems (for safety and
signaling) on international and domestic corridors selected pursuant
to criteria set forth in Supplemental Letter 4.;i

(d) Constructing and improving the Borongaj, Rijeka-Brajdica i Vinkovci
railway stations.

5. Capacity building on management and restructuring.

The. Company is responsible for the management of the activities under Pari B
including procurement, disbursement, financial management, monitoring, reporting
and coordination.. The objective of this component is to support cperational and
financial reconstruction of the Company ‘in order to deliver better services in a
financially sustainable way.

18
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NOTES TO THE PROJECT FINANCIAL STATEMENTS
for the year ended 31 December-2021- - continued

2.  INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
LOAN AGREEMENT

HZ PUTNICKI] PRIJEVOZ d.0.0., Zagreb (the Borrower) signed a L.oan Agreement with:
the International Bank for Reconstruct:on and Development (the Bank) in the amount
of EUR 43 million on 6 May 2015 for the finahcing of the Sustainable Croatian Railways-
in Europe Project. Principal, charges, fees and interest are the obligations of the.
Company as a Borrower,

It was agreed that the Borrower will pay to the Bank a front-end fee in the amount of
0.25% from the total loan amount or EUR 107,500. The Commitment charge payable
by the Company is 0.25% per-annum on the Unwithdrawn Loan Balance.

The interest payable by the Company-is at a rate equal to reference rate for the foan
currency plus the variable spread. Interest, commitment charges on the Unwithdrawn
Loan Balance: and other charges shall-be repayable semi- -annually in arrears on-June
15 and December 15 in each year.

The following table sets forth the principal payment dates of the loan and the
percentage of the total principal amount of loan payable on each principal payment
date. If the proceeds of the loan have been fully withdrawn as of the first Principal
payment date; the principal amount of the loan repayable by the Company on each
principal payment date shall be determined by the Bank by multiplying: a) withdrawn
loan balance &s of the first pringipal payment date; by b) the instalment share for-each
principal payment date, such repayable amount to be adjusted, as necessary, to
deduct any amounts referred to paragraph 4 of the: Loan Agreement, to which -a
currency conversion applies. .

instalment share

Principal payment date o . .
' (Expressed as a percentage)

On each 15 June and 15 December

- beginning 15 June 2018

_ .
- 1ill 15 June 2032 3.33%

On 15 December 2032, 3.43%
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NOTES TO THE PROJECT FINANCIAL STATEMENTS
far the year ended 31 December 2021 - continued

According to the Loan Agreement, the Company has to ensure documents on the
funds usage andpurchase goods, procure services and order works for thie Project in
accordance with the current edition of the IBRD Guide to Procurement.

Regarding to the Loan Agreement the Company wili engage-management consultant
with international experience for the purpose of generally supporting the investment
planning, management of contracts and technical support. Furthermore, the Company.
shall engage consultants, designers and supervisors under selection procedures
satisfactory to the Bank.

The Company has to.use funds approved by and remitted from the loan exclusively for
the purpose they were intended. The Bank is authotized to cancel further assets usage:
if they ‘establish that the approved assets are not used for designated purposes.

On 28 June 2018 an Annex | of the Loan Agreement was signed which changed the
amount of financing of mdlwdual components, so HZPP increased the fi inancing of the
acquisition of the new 4 DMUs, resulting in a reduction -of the amount for Component
B1. - Retrenchment Payments of EUR:3.2 million. for the same amount increased the

financing of component B2 - Investments that will contribute to the restructuring plan.

In June 2019, Annex il of the loan agreement was signed, which extended. the:
completion date of the project from May 30, 2020 to November 30, 2021, in order to
complete the rehabilitation works on the Savski Marof - Zagreb section and
harmonized indicators.

3. DEBT SERVICE COVERAGE

Except as the Bank shall otherwise agree, the Company shall not incur any debt unless
a reasonable forecast of the revenues and expenditures of the Company shows that
the estimated net revenues:of the Company for each fiscal year during the term of the
debt to be incurred:

a) shall be at least 1.0 times the estimated debt service réquirements of the Company

in such year on all debt of the Company including the debt to be incurred, up to the

Closing Date; and

b) shall be at least 1.1 times the estimated debt service requirements of the Company
in such year on all debt of the Company including the debt to be incurred, after the
Closing Date until the repayment of the Loan under this Agreement.

4. PROJECT COST AND FINANCING

Goods, works,.
non-constiting
services, and

censuliants’
Ret nment services and
netrenchmen ‘training for Part
_ _ Payments B2ofthe
Sources of flinds. under Part B 1 'Projec"t
{in EUR million} Total of the Project L
IBRD loan 43.0 8.0 35.0
Govern funds 9.8 (1] S8
Total 52.8 8.0 448
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NOTES TO THE PROJECT FINANCIAL STATEMENTS
for the vear ended 31 December 2021 - continued

5. PROJECT MANAGEMENT

Project implementation. unit ("PIU) has been established within HZ PUTNICKI
PRIJEVOZ d.o.0., Zagreb in charge for the project implementation.

6. ACCOUNTING RECORDS AND BASE FOR PRESENTATION

Within the business books (general ledger) of the Company are recorded all Project
transactions.

Project accounting records. are also kept In supporting tables (excel), based on which
the enclosed Financial Statements of the Project have been made:

In order to realize the Project, special account in foreign currency accounts (EUR) was'
openedin OTP Bank d.d., Split.

7. DEVIATIONS FROM AGREED CONDITIONS

There were no deviationis from the contracted terms.

8. PROJECT EXPENDITURES

‘31 December 31 December

Expenditures in EUR 2021 2020
Retrenchment payment 8,004,094 8:004,004
Goods, works, n__o_n-consuiting sgrvices, consuitants’ _ _

services and training for part B of the project 34,287,576 30,442,810
Bark charges: 5,505 5,620
Front-end-fee. 107,500 107,500
Total. 42-,4_05-,66_5 38,560,924

9. DESIGNATED ACCOUNT AND NET ASSETS

The Company opened Designated Account at OTP Bank d.d., Split in order to realize

the Project. Designated Account balance as of 31 December 2021 in the amount of

EUR 198,156 is confirmed by the OTP Bank d.d., Split.
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NOTES TO THE PROJECT FINANCIAL STATEMENTS
for the year ended 31 December 2021.- continued

10. VALUE ADDED TAX

In accordance with the change in the remuneration arrangements, the proceeds of the
Loan will be used to finance costs for products, consulting and non-consulting services
and VAT free training, This refers to all future payments from 5 June 2017 within the
Project, including outstanding payments for already signed contracts.

22
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aten,

RECONCILIATION OF THE DESIGNATED ACCOUNT

in EUR
‘Loan disbursed unti 31 December 2021 42,603,822
Amount on the Designated account. 198,156
Add: total expenditures stated in the Statement of sources _
and Uses of funds 42,405,667
.......... 42,603,822
_Add: Fareign exchange differences | -
Total recorded 42,603,822
23
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u MOORE Moore Audit Zagreb

Audit d.o.0. za revizijske usluge

Trg lohna Fitzgeralda Kennedyja 6B
10000 Zagreb

HRVATSKA

Tel:+385 (0) 1 3667 994
E-mail:audit-revizija@audit.hr
www audit.hr

MANAGEMENT LETTER

HZ PUTNICKI PRIJEVOZ d.o.0.
Strojarska cesta 11
10000 Zagreb

Dear Sirs,

This letter contains our comments, observations, and recommendations concerning
the internal control structure and other matters which resulted from our audit of the
Project Financial Statements of the SUSTAINABLE CROATIAN RAILWAYS IN
EUROPE PROJECT (Project) financed under INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT LOAN NO 8501 HR (Loan) as of 31
December 2021.

In planning and performing our audit we considered the project's internal control
structure in order to determine our auditing procedures for the purpose of expressing
an opinion on the Financial Statements, taken as a whole, and not to provide
assurance on the internal control structure. Our report does not necessarily include all
the remarks and recommendations and we would like to emphasize that there may be
some weaknesses in the internal control system that we did not encounter during the
conduct of our audit procedures. We have taken into account the degree of compliance
of the Project with the terms of the Loan, and the Bank's procurement, cost and
financial reporting guidelines.

This report is intended solely for the information and use of the Bank and the Project

Implementation Unit. We would be pleased to discuss our comments, observations.
and recommendations with you.

With respect,

In Zagreb, 31 May 2022

Audit d.o.o.
Trg Johna Fitzgeralda Kennedyja 6B
10000 Zagreb
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ACCOUNTING RECORDS, SYSTEMS AND CONTROLS
Nothing significant noted.

DEFICIENCIES AND WEAKNESSES IN SYSTEMS AND INTERNAL CONTROLS

Nothing significant noted.

COMPLIANCE WITH THE BANK'S FINANCIAL REGULATIONS AND GUIDELINES

The terms of the Debt Service Loan Agreement (‘DSC”) are that, unless the Bank
agrees otherwise, the Company may not enter into any borrowings unless a
reasonable forecast of the Company’s income and expenses shows that the
Company’s estimated net income for each fiscal year during the term of that
indebtedness that will arise:

(a) shall be at least 1.0 times the estimated debt service requirements of the
Borrower in such year on all debt of the Borrower including the debt to be
incurred, up to the Closing Date; and

(b) shall be at least 1.1 times the estimated debt service requirements of the
Borrower in such year on all debt of the Borrower including the debt to be
incurred, after the Closing Date until the repayment of the Loan under this
Agreement.

Calculation of Debt Service Coverage Ratio is prepared for year 2021 based on
audited data of annual financial statements prepared by the Borrower. According to
the Borrower, forecast for 2021 and beyond can't be determined as “reasonable”,
hence DSCR ratio was not prepared as it is influenced by various factors that affects
the accuracy of data.

Based on the above, the calculation of the DSC ratio shows that the Borrower has
reached the default DSC ratio as of 31 December 2021 because it amounts to 1.66.

It is required that the Borrower regularly monitors movement of DSC ratios and
communicate with the Bank in order to meet the provisions of the Loan Agreement
regarding entering into arrangements or contracts that that could materially affect, the
ability of the Borrower to perform any of its respective obligations under Loan
Agreement.

OTHER MATTERS

Nothing significant noted.
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CHECKLIST

Loan name:
PROJECT

'SUSTAINABLE CROATIAN RAILWAYS IN EUROPE

Loan #: IBRD 8501 HR

Audited year:

31 December 2021

Included

N/A

. Audit Report (Opinion):

A. Applicable accounting standards noted

B. Applicable auditing standards noted

C. Opinion on all forms of dishursement:

1. Financial statements

2. Designated Account

D. All sources of financing for the project are
noted

PP K] [

Il. Financial statements:

A. Revenue Entity (all of the following are
required).

1. Balance Sheet

2. Cash Flow Statement

3. Income . Statement

¢ (¢

B. Non-Revenue Entity (all of the following are.

required):

1. Statement of Assets and Liabilities

2. Summary-of Sources and Uses of
Funds

i

C. li-applicable (refer to the Loan Agreement):

1. Statement of Expenditure (SOE)

2. Special Account Statement

Ill. Notes to the Financial Statements

IV. Management Letter to the Project
implementation .unit

S¢lvelne| e
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