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BUDGET INFORMATION

Amounts concerned

Budget line: 15 02 02 01
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Total amount of EU budget contribution EUR 30 000 000

The contribution is for an amount of EUR 30 000 000 from the general budget of
the European Union for 2023, subject to the availability of appropriations following
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Implementation
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procurement and grant
contracts

Indicative 24 months following the conclusion of the Financing Agreement
implementation period

Final date for 8 years following the conclusion of the financing agreement
implementing the
Financing Agreement

1.2. Summary of the Action

The overall objective of this Action is to assist Montenegro in reducing the socio-economic impact of the
rising energy prices, in particular on small and medium sized enterprises and households, and to strengthen
the Government’s overall capacity to deliver tailor-made services to vulnerable households and support the
socioeconomic situation, energy security, and green energy transition of Montenegro.

This action will contribute directly to SDG 7 ‘Ensure access to affordable, reliable, sustainable and modern
energy for all’, and also to other SDGs, among them SDG 8 ‘Promote sustained, inclusive and sustainable
economic growth, full and productive employment and decent work for all’, SDG 9 ‘Build resilient
infrastructure, promote inclusive and sustainable industrialisation and foster innovation’, SDG 10 ‘Reduce
inequalities within and among countries’, SDG 13 ‘Take urgent action to combat climate change and its
impacts’. The Action directly contributes to the priorities of the Economic and Investment Plan for the Western
Balkans related to “Private Sector Support”, “Energy”, “Green Agenda”, “Human Capital Development” and
to the IPA 111 Programming Framework! Window 3 “Green agenda and sustainable connectivity” (Thematic
Priority 2: Transport, digital economy and society, and energy) and Window 4 “Competitiveness and inclusive
growth” (Thematic Priority 1: “Education, employment, social protection and inclusion policies, and health”
and Thematic Priority 2: “Private sector development, trade, research and innovation™).

2. RATIONALE
2.1. Context

Energy prices in Europe began soaring in 2021 after the lifting of COVID-19 pandemic lockdowns, followed
by Russia’s war of aggression against Ukraine in 2022. The war upended energy markets, triggering
heightened price volatility and energy insecurity impacting the EU and its immediate neighbourhood. The rise
in energy prices impacted consequently other sectors as well, like production, transport and all service sectors
in general.

This crisis situation has forced the European Commission to refocus its immediate response, through a set of
short-term energy security-related measures, in Europe and beyond, as set out in the REPowerEU plan? and
its EU external energy strategy and as reiterated by the President in the State of the European Union address.

The current energy crisis is unprecedented, and it is a challenge for not only the EU Member States but also
for Western Balkans partners. The EU and the Western Balkans partners need to work hand in hand to increase
energy security in the EU and in the Western Balkans as a matter of urgency.

1C(2021) 8914 final
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The Energy Support Package for Montenegro is in line with the national strategic framework in the sector and
it comes in the moment where Montenegro is designing its new price and subsidies policy for small consumers
(households and SMEs mainly). The current action will be therefore be key in building up leverage for
ensuring the better protection of vulnerable groups, SMEs and the promotion of measures that would help
Montenegro to increase the resilience of their energy sector.

Against this background, the privileged relationship of the Western Balkans has allowed to extend to the
Region several initiatives that were taken in the EU in the last months.

For instance, as immediate response to the energy crisis at EU level there are several objectives that focus on
the gas sector. Under the mandate of the European Council, the European Commission and the EU Member
States work together on establishing joint purchases of gas. Those efforts are accompanied by supporting
measures: international outreach to current and potential gas exporters, and regional and pan-EU work streams
for ensuring the most efficient use of the existing infrastructure under new patterns of gas flows. This work
will also serve as a basis for the development of the global hydrogen market.

The European Commission and the European Council have invited the Western Balkans to join the platform
for joint purchases of gas to lower dependency on Russian gas. The regional platform for South East Europe
has prepared a detailed action plan outlining quick measures needed to accurately assess the gas demand and
infrastructure potential in the region. Serbia and North Macedonia have participated in this discussion (all IPA
Il beneficiaries in the Western Balkans were invited). It should be noted that currently only three of the
Western Balkans have gas markets (Serbia, North Macedonia and Bosnia and Herzegovina). The EU Gas
Storage regulation was incorporated in the Energy Community law on 30 September, making the filling targets
and arrangements as well as storage certification mandatory also in the Western Balkan countries.

While supporting citizens and businesses to face energy and electricity price increase is the urgency, the short
and medium term objectives for the region (decarbonisation, energy diversification, renewable energy
generation, energy efficiency, connectivity of electricity and gas networks and interconnectors) stay
unchanged to achieve the targets set under the Green Agenda for the Western Balkans®. The upcoming Energy
Community Ministerial Council in December 2022 is expected to adopt 2030 climate and energy targets for
each Energy Community Contracting Party. They will also develop National Energy and Climate Plans that
will provide the roadmaps to achieve 2030 renewable energy and energy efficiency targets and commit to coal
phase-out dates.

In addition, in order to provide additional direct support to the Western Balkans region, at the Berlin Summit
of 3 November 2022, the European Commission announced a pledge for the Energy Support Package of EUR
1 billion in EU grants, with expectations to leverage investments of up to EUR 2.5 billion.* The Energy
Support package aims at addressing immediate, short-term and medium-term needs in the Western Balkans
and in the context of the ongoing energy crisis:

- The immediate needs are related to the price increases in energy and specifically the electricity, which
require the provision of budget support under this Action.

- The short- and medium-term needs relate to the energy transition, namely energy diversification,
renewable energy generation, energy efficiency, connectivity of electricity and gas networks and
interconnectors supported by the funding under the Western Balkans Investment Framework (WBIF).

The new Energy Support Package is expected to provide to the Western Balkans approximately EUR 500
million budget support in the form of State Building Resilience Contracts as immediate assistance under IPA
I11. The present Action address the immediate term with a budget support to mitigate the impact of rising

3 SWD(2020) 223, 6.10.2020.
4 Berlin Process Summit: EU announces €1 billion energy support package for the Western Balkans and welcomes new agreements
to strengthen the Common Regional Market (europa.eu)
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energy prices and to support the energy sector and businesses in coping with the rapid increase of prices of
energy.

The Energy Support Package is consistent with and further reinforces the EU policy framework for
cooperation with and for financial assistance to the Western Balkans, first and foremost the Economic and
Investment Plan for the Western Balkans® (EIP) adopted by the European Commission on 6 October 2020.

Through the EIP and its flagship projects, the EU support in the field of energy has been reinforced. Strong
emphasis is put on energy market integration, decarbonisation and clean energy, increased use of renewable
energy sources, increased digitalisation of the energy systems and smart grids, energy efficiency, including
modernisation of district heating, and energy security. Enhanced connectivity and extension of the Energy
Union to the Western Balkans is also instrumental for a successful clean energy transition in the region. In
addition new funding has been approved to replenish the Regional Energy Efficiency Programme in support
energy efficiency projects for public and private buildings.

The Green Agenda for the Western Balkans® is an essential element of the EIP. Western Balkan leaders
endorsed the EIP and the Green Agenda at the Sofia Summit in November 2020.

The IPA 111 Programming Framework sets out the overall objectives of the EU’s assistance under Window
3. The overall objectives of the EU’s assistance under Window 3 are to promote the green agenda by
reinforcing environmental protection, contributing to mitigation, increasing resilience to climate change,
accelerating the shift towards a low-carbon and circular economy and develop the digital economy and society.
The current action will contribute to boosting resilience of the Western Balkans partners in the current energy
crises. The action is also relevant for Window 4, particularly for supporting private sector and vulnerable
households.

On 12 October 2022, the European Commission adopted the 2022 Enlargement Package’, providing a
detailed assessment of the state of play and the progress made by the Western Balkans and Turkiye on their
respective paths towards the European Union, with a particular focus on implementing fundamental reforms,
as well as clear guidance on the reform priorities ahead. When it comes to the energy crisis, the package refers
to the need of closer coordination of actions and cooperation amongst the Western Balkans partners and with
the EU to tackle the energy crisis.

2.2. Problem Analysis

Short problem analysis

According to the Energy Community Secretariat the security of supply risk profile for the season 2022/23 in
the Western Balkans is considered “low” for Bosnia and Herzegovina and Serbia and “medium” for the
remaining four partners (compared to “high” in Ukraine and Moldova). The specific risk profile for
Montenegro is as follows:

Energy Community risk assessment 2022/23 LEVEL OF RISK (high, moderate, low): Moderate
Sources of risk:, hydrological conditions; European and regional market disturbances; affordability issues

> COM(2020) 641 final Communication from the Commission to the European Parliament, the Council, the European Economic
and Social Committee and the Committee of the Regions An Economic and Investment Plan for the Western Balkans
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Total final energy supply by source (approx. 44 000 TJ in total): 36% oil, 14% biofuels and waste, 35% coal, 13% hydro, 2%
wind/solar.

- imports: 55 TJ coal, 209 TJ natural gas liquids, 4 304 TJ electricity, 17 605 TJ oil products

- exports: 1 143 TJ coal, 3 394 TJ electricity, 1 302 TJ oil products

Gas: no gas market in the country, but some ambitions for installing up to 400MW gas-fired power plants; independent of Russian
gas

Electricity:
electricity production mix: 56% hydropower, 41% coal, 3% wind
e Net importer, so will be affected by regional market disturbances and affordability

EIP priority projects: lonian-Adriatic Pipeline

The most significant problem in the region in the short term is related to prices of imported electricity. Western
Balkans partners except Bosnia and Herzegovina are systematically net importers of electricity. The import
needs in 2022 are further exacerbated by the lower outputs of hydro plants due to draught.

Electricity prices in all countries of the region — particularly for domestic users — are centrally regulated and
have remained below the production / import price, as well as below the European market price (between 22-
41% of the EU average). This puts additional pressure on the budgets of partners to cater for the financial
losses of the Utility providers.

An increase of electricity prices to market level is perceived by partners as destabilising the social situation,
being not affordable for the majority of residential consumers, and even a factor leading to bankruptcy for
commercial users.

Montenegro has had in place a policy of price caps which is applicable to ordinary consumers. According to
that policy (into force until 31 December 2022), the maximum price was established at EUR 45 MWh. A
revision of the price cap is however now underway and shall enter into force after January 2023. Ministry of
Capital Investment and the public utility company (Elektroprivreda Crne Gore) are in the lead of this revision.

Montenegro is currently importing electricity from abroad due to the inability of their hydropower sector to
produce enough electricity to satisfy the demand. This will have an impact on the move to revise the price
caps. To illustrate in October 2022, Montenegro was importing electricity worth of EUR 2 million per day.
The current drought in 2022 and higher temperatures than usual, are also contributing factors to the diminished
current hydropower generation. This issue is part of the wider discussion on the question of the energy mix
and links to the question of how to bring about higher shares from other renewal sources of energies. The
Ministry of Capital Investment is in the lead regarding this issue.

Montenegro does not have current reserve of oil stocks that could mitigate shocks in the international markets
of oil stocks should be implemented. The Ministry of Capital Investment is in the lead of the preparation of a
new draft Law on the Supply of Petroleum Products in the Event of Supply Disruption (industry-related
model), which is currently in public discussion.

The establishment of the day-ahead market for electricity should also support the capacity of Montenegro to
trade better for immediate energy needs.

Fuel prices in Montenegro have benefited from lower taxes. The Ministry of Finance approved on 10th May
2022 a reduction of the excise tax for the sale of unleaded gasoline and gas oils by 40% and on 7th June it
approved a further reduction to in total 50%. Price per litre for gasoline, as of end of October 2022, is EUR
1,34 that compares with Serbia, EUR 1,517, Albania, EUR 1,762, or Croatia, EUR 1,547 . Therefore, a reform
in the taxation applied to fossil fuel costs may also be implemented in order to reduce the public contribution




and thus aligning it better to closer market prices in the region. The Ministry of Finance and Ministry of
Capital Investment are in the lead of the energy taxation.

Although wholesale prices have decreased since the peak of summer 2022, they remain unsustainably high
for a growing number of citizens. Corroborated with the lingering effects of the COVID-19 pandemic, more
and more households are subject to, or at risk of energy poverty. Vulnerable consumers are the most impacted,
however both businesses and households, including middle-income households, are also increasingly
burdened by rising and costly gas and electricity bills.

At present there is an unclear definition of what is energy poverty in Montenegro. However vulnerable
communities such as women, people with disabilities and Roma are expected to be more at risk. Reports and
studies clearly show that gender inequalities are prevalent in almost all areas of social life and also in the
economic sphere, the labour market. This makes women more susceptible to energy poverty. As women and
men have sometimes different energy needs, priorities and consumption patterns, it is also critical to explore
the position of women in this domain and to better understand intra-household dynamics in order to create
policies which will reach to women and allow them to obtain the benefits of measures aimed at tackling energy
poverty. In Montenegro, Roma communities are also particularly at risk and it is also necessary that their
perspective is understood when policies and measures are formulated. The 2021-2025 strategy for the social
inclusion of Roma and Egyptians and its 2021 action plan were adopted in September 2021. At the beginning
of November 2022, the Government of Montenegro nominated the Head of the Department for Inclusion of
Roma and Egyptians, in the Directorate for Human Rights in the Ministry of Human and Minority Rights as
the National Roma Contact Person (NRCP). Compared with the previous years, there is a trend towards
increasing the budget allocated to actions supporting Roma inclusion, but appropriate planning and monitoring
are lacking.

2.3. Lessons Learned

In the aftermath of the COVID-19 pandemic, the European Commission adopted several crisis-response
programmes as State and Resilience Building Contracts (SRBC) (in addition to a significant refocus of
ongoing budget support programmes to meet the arising socio-economic needs) to support the partner
Governments in their efforts to mitigate the socio-economic impact of the pandemic specifically on vulnerable
households and Small and Medium Enterprises and implement their Crisis Response Action Plans. This
approach was assessed in a fast-track evaluation of the COVID-19 response in 2020-20218. The evaluation
found that the crisis response (including the SRBC approach) has been effective in granting the beneficiary
economies the fiscal space enabling budgetary rearrangements to respond to the social needs of the vulnerable
actors (households and economic stakeholders).

Several recommendations are relevant for the current crisis response action:

e To maximise the use of policy dialogue as a leverage to inform and monitor the implementation of the
crisis response plans of partner countries.

e To pursue support to medium- to longer-term fiscal and public expenditure reforms aimed at increasing
domestic revenue mobilisation and at promoting debt sustainability during both crisis and post-crisis
responses.

8 Fast-track assessment of the EU initial response to the COVID-19 crisis in partner countries and regions (2022), available at
https://international-partnerships.ec.europa.eu/policies/monitoring-and-evaluation/strategic-evaluation-reports/fast-track-
assessment-eu-initial-response-covid-19-crisis-partner-countries-and-regions-2020 _en,
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e To support partner countries in developing their capacities for the vertical and horizontal expansion of
social protection systems in EU partner countries to increase crisis preparedness and resilience.

e To further cooperate with partner governments to be more open and accountable in their present and
future crisis policy response and crisis spending.

The COVID-19 Resilience Contract for Montenegro has been effective in the implementation of the Crisis
Action Plan as it benefitted from good inter-stakeholders coordination in the implementation but also in the
reporting phase. The leading role of the Ministry of Finance, in collaboration with the line ministry, should be
continued.

2.4. Additional Areas of Assessment
2.4.1. Public Policy

In the area of security of supply, Montenegro has an energy development strategy up to 2030. The
government adopted the energy balance for 2022. Activities continued in the context of the development of
the National Energy and Climate Plan. No progress was made on the revision of the action plan on
compulsory strategic reserves of oil and petroleum products, the adoption of the law on security of supply of
oil products and the setup of a central body for strategic oil reserves. Oil stocks still remain low. However,
Montenegro plans to ensure the existence of strategic oil stock reserves by 1 January 2023 thanks to
introduction of stock keeping obligations on importers of petroleum products. Montenegro does not import
oil from Russia and does not have any gas infrastructure, so the impact of the Russian war on Ukraine on the
country’s energy security remains limited.

Work on electricity transmission interconnections between Montenegro and Serbia is in slow progress.
Internal 400 KV line in Montenegro which is a prerequisite for this new interconnection, faces problems with
environmental concerns and transmission-right-of-way. The ecological reconstruction of the thermal power
plant Plevlja started at the end of April 2022, with a three-year delay. The completion of this project is expected
in October 2024. Montenegro’s government maintains that following the reconstruction, the plant will be
operating within the emission limits set by the large combustion plants directive.

The administrative capacity of the national authorities in the energy sector needs to be strengthened.

Concerning the internal energy market, the first steps towards achieving a competitive day-ahead electricity
market have been implemented. A consortium between the European Power Exchange (EPEX SPOT) and the
Slovenian BSP South Pool won the tender and signed a service agreement for the implementation of the day-
ahead market. Work progresses, including negotiations on coupling the market with neighbouring economies.
In November 2021, the Energy and Water Regulatory Agency of Montenegro approved new rules on long-
term, daily and intraday capacity allocation for the border between Serbia and Montenegro. The law on
surveillance of wholesale electricity and gas market, aligned with the REMIT Regulation, entered into force
in January 2022,

On hydrocarbons, national legislation is aligned with the hydrocarbons licensing directive. The law on safety
measures in offshore exploration and production of hydrocarbons is pending adoption by the parliament.
Montenegro has so far awarded two concession contracts for offshore hydrocarbon exploration and production
in 2016 and 2017. The exploration period for one concessionaire was extended to September 2022. In
accordance with the concession agreement, the second concessionaire is obliged to find a new partner, to be
approved by the government to receive a further extension of the exploration rights. It remains under
Montenegro’s remit to ensure compliance of the concession holders with environmental liability rules and rule
of law standards through contractual obligations. The construction of Montenegro's section of the lonian-
Adriatic Gas Pipeline (IAP) has cumulated a serious delay. Work on the preliminary design of this section
was completed in October 2021, while a public consultation on the environmental and social impact
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assessment documentation is yet to be implemented. The advancement of the project depends on the ability
of the government to conclude appropriate public consultations and reach an agreement with concerned
municipalities on the preferred alignment.

In the area of renewable energy, 43.8 % of gross final consumption of energy came from renewable sources
in 2020, which exceeded the 33% target to be achieved by 2020 under Montenegro’s national action plan. In
July 2021, the government decided to stop previous schemes providing price subsidies for electricity produced
from renewable sources and highly efficient cogeneration. In March 2022, the government granted a
concession for the construction, maintenance and use of the Komarnica hydropower plant to the national
energy company, EPCG. The government also adopted decisions on terminating concession agreements for
constructing several small hydropower plants. Progress has been made in the development of spatial plans and
environmental impact assessments for the implementation of wind farms and solar power plants. It remains
essential that the development of new renewable energy projects, particularly on hydropower, are carried out
in conformity with the EU acquis on concessions, State aid and the environment.

In the area of energy efficiency, some progress was made in alignment with the EU acquis, with the adoption
of implementing legislation on requirements for eco-design and energy efficiency labelling of energy-related
products. Montenegro has met the national 2020 energy efficiency target, as reported in the sixth Annual
Progress Report submitted to the Secretariat in June 2022. The National Energy and Climate Plan (NECP),
once adopted, will replace the existing energy efficiency action plan as the key planning document in the area
of energy efficiency. Relevant amendments to the Law on Efficient Use of Energy were finalised in 2022 and
are currently in parliamentary adoption procedure. The Ministry of Capital Investments continued
coordinating several programmes on energy efficiency improvement for public and private households. In
October 2021, the “Energy Efficient Home” pilot programme opened to citizens the opportunity of interest-
free loans for implementing energy efficiency measures in households. The energy efficiency fund has not
been established yet. There have been no developments in improving statistical data collection and monitoring
the implementation of the energy efficiency action plan, including the system for monitoring and reporting on
implementation of targets under Article 7 of Energy Efficiency Directive (energy efficiency obligation)
scheme.

Among the main challenges ahead, Montenegro, according to the Commission 2022 Report®, and very much
in line with the conclusions from the latest Annual Implementation Report by the Energy Community
Secretariat'®, Montenegro should, in the short-term:
- start operating a functioning day- ahead electricity market and couple with neighbouring markets,
including ltaly;
- accelerate the move to market -based support schemes for renewable energy, and introduce the national
electronic registry for guarantees of origin in Montenegro;
- production based on streamlined permitting and connection procedures;
- adopt the law on security of supply of oil products and set up the stockholding body for the mandatory
oil reserves.

The Government is currently preparing the update of its strategic framework that should take into
consideration the current situation around energy sector. An Action Plan will be developed with the support
of the EU services. It will focus on the immediate needs to avoid energy poverty among vulnerable households,
support MSMEs to foster the 2022-2023 winter and continue along its path on energy sustainability, namely
by building its resilience through diversified sources of energy.

® Montenegro 2022 Report. SWD(2022) 335 final
10 pyblished on 1 November 2021.
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In conclusion, the policy is sufficiently relevant and credible for budget support contract objectives to be
largely achieved. Therefore the policy can be supported by the Commission with the proposed budget support

contract.

2.4.2. Macroeconomic Policy

Montenegro’s economy recorded very strong growth in 2021, though it did not fully recover to its pre-
pandemic level. The strong rebound of the economy, recording a revised growth rate of 13% (up from the
previous estimate of 12.4%).%). Economic growth accelerated in Q2-2022 driven by private consumption
and exports of services, the former supported by a minimum wage hike and further employment growth
boosted by the good performance of tourism. Tourism revenues reached 70 % of their 2019 level, surging
from just 13% in 2020. Exports then added another 25.5 percentage points to growth. The increase in the
number of visitors boosted private consumption that added 4.2 percentage points to growth. Contribution of
the government consumption to growth was 0.3 percentage points. Investment activity remained weak due
to the delays in public investments, higher costs of materials, and continued supply-chain disruptions.
Consequently, this slowed gross fixed capital investments, which dragged growth by 4.8 percentage points,
also adversely affecting the pace of imports. Industrial production strengthened by 4.9 %, driven by
increases in both manufacturing and energy production, despite decline in the mining sector. Meanwhile,
construction declined by 5%, as did number of issued construction permits, signalling a continued decline
in the construction sector. The strong rebound of the economy in 2021 was reflected in a robust increase in
retail and wholesale trade, that expanded by 16.6% and 24% year on year, respectively. Montenegro’s
industrial production remains highly volatile. After falling 13.4% year over year in Q1 2022, output grew
1.2% year over year in Q2, to fall again in July (by 3.6% year over year) and bounce back in August (3.9%
year over year). On average, industrial production contracted 6.4% year over year in the first eight months
of 2022, led by the fall in electricity production (-16.6% year over year).

Montenegro’s economy was projected to fully recover to its pre-COVID-19 crisis level in 2022, after strong
rebound of economic activity in 2021. The fallout of the Russian aggression against Ukraine, will most
likely disrupt projected growth in 2023. The Commission’s DG Economic and Financial Affairs published
an autumn forecast on 4 November where the country’s GDP growth projections for 2022 have revised
upwards to 7% from an estimated 3.8% before the start of the war. The main negative impact of the war in
Ukraine to Montenegro’s economy is on tourism and the strong increase of inflation.

The economic rebound led to a partial recovery on the labour market, albeit structural deficiencies
persist. The COVID-19 pandemic exacerbated the structural deficiencies in the labour market, including
high and increasing long-term unemployment and continued regional disparities. After expiry of favourable
effects from the seasonal employment associated with the tourism industry, the unemployment rate (15-64)
started to increase again reaching 15.7% at the end of 2021. It was still significantly lower than a year before,
when the unemployment rate reached 21.5%. Benefiting from low base effects in 2020, employment rate
recorded robust growth of 15.2% in the last quarter of 2021 and it declined to 14,9% in Q2 2022.. However,
the survey confirmed that youth unemployment remains a serious problem in the country, with 37.4% of the
population aged 15-24 being jobless. Long-term unemployment is yet another lingering problem, given that
53% of all jobless have been looking for a job for more than two years. There are huge labour market
differences across regions, with the unemployment rate being at low 6.1% in the tourism-heavy coastal
region, 12.2% in the central region and 31.2% in the poor northern region.

Financial sector remained robust with quite dynamic credit activity during 2021. At the end of 2021,
banks’ lending and deposits were 9.8% and 20.9% higher, respectively, as compared to December 2019.
Banks™ lending and deposits continued to grow in the first months of 2022. Average capital adequacy ratio
in December 2021 was at 18.5%, well above the regulatory minimum. Montenegro’s NLB Banka Podgorica,
the local unit of Slovenia’s largest bank Nova Ljubljanska Bank (NLB), completed the merger with
Komercijalna Banka Podgorica in November 2021. After finalisation of the second merger within a year,
the new bank became the second largest out of a local banking market of 11 banks. Although trending down,
lending interest rates are still high presenting one of the major obstacles for the small businesses in the
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country. In order to provide easier and increased access to finance for businesses that have limited access to
finances, the Government earmarked funds for the establishment of the Credit Guarantee Fund and proposed
relevant legislation that awaits Parliament approval. In February 2022, NPLs rose to 6.7% of total loans,
compared to 5.9% a year before.

Global inflationary pressures are accelerating domestic inflation. After falling by 0.8% in 2020,
consumer prices have accelerated since April 2021, to reach an average of 2.5% in 2021. Consumer prices
kept rising fast in July and August 2022, driven by food and electricity prices, while oil prices showed some
signs of moderation. After averaging 10.9% in Q2, inflation (HICP index) increased to 13.7% in July and
further to 13.9% in August. Prices increased notably for food and non-alcoholic beverages (by 25.5% in
August) as well as for housing and utilities (comprising electricity) up by 14.1%. Real disposable income
was, nevertheless, largely preserved through the increase in disposable incomes due to the ‘Europe Now’
reform, which resulted in the 80% increase in the minimum wage and 21.1% increase of the average monthly
wage from August 2022 in real terms discounting the inflation. On the other hand, wage increase also risks
nourishing inflationary pressures as well as increasing external and fiscal imbalances.

Strong recovery of the tourism sector resulted in a significant reduction of external imbalances. The
current account deficit widened to 11.0% of GDP in the four quarters to June 2022, up from 9.3% of GDP
in the previous quarter but it was substantially lower compared to the 19.6% gap recorded in the same period
a year earlier. The deficit improvement was driven by surging tourist receipts boosting the services surplus,
which rose to 20.3% of GDP compared to 7.2% a year earlier.

Net FDI inflows accelerated in the four quarters to June 2022, totalling 13.8% of GDP compared to 9.5% a
year before. The stock of international foreign exchange reserves stood at the equivalent of 6 months of
imports in August.

The improvement of the economic and sanitary situation reinforced significantly Montenegro’s fiscal
performance. The rebound in economic activity combined with a significant underspending of the capital
budget resulted in a sharp reduction of the budget deficit in 2021. The central government deficit totalled
1.1% of GDP in the first seven months of 2022, down from 2.4% of GDP in the same period of 2021 and
69.9% below the plan.

The public debt ratio declined to 76.6% of GDP at the end of March 2022, down from 83.4% of GDP
recorded a year earlier. On 29 September 2022, the parliament adopted amendments to the 2022 Budget
Law increasing budget expenditure by 7.7% to cope with additional mandatory spending, and revising
revenue expectations upwards by 1.6%. Amendments to the borrowing threshold were also adopted after
increasing the financing needs for this year to 8.2% of GDP after rising the deficit target up from the original
plan of 5.1% of GDP, owing to the introduction of a series of new social expenditure from September.

In conclusion and overall, the authorities are pursuing a stability-oriented macroeconomic policy and the
eligibility criterion is met.

2.4.3. Public Financial Management

The Public Finance Management (PFM) Reform Programme 2016-2020 (and its Transitional Action
Plan for 2021) has addressed some of the key weaknesses of the PFM system and has been therefore highly
relevant, as confirmed by the results of the 2019 PEFA exercise. Additionally, it has addressed issues outside
the PEFA assessment but equally important, like the update of the legal and regulatory framework in
accordance with the EU legislation and the upgrade of the existing IT system for the management of the whole
budget cycle. Certain reform areas remained excluded: the alignment with European system of Account (ESA)
2010 and Government Finance Statistics (GFS) system, more transparent reporting on budget execution and
commitment management, as well as cash flow planning and arrears management. Weaknesses in the payroll
system and in local government finance management have been addressed both in the Public Administration
Reform and in the Public Finance Management Programmes.

Compared to PEFA 2013, the PEFA 2019 results showed an overall tendency of improvement. Main
performance progress is observed in (i) budget reliability (ii) extent of unreported government operations (iii)
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taxpayer registration and tax assessment (iv) procedures for contracting and reporting debt and issuing
guarantees (v) improved procurement management (vi) effective internal controls (vii) strengthened internal
audit, external audit and parliamentary scrutiny. Monitoring of fiscal risks arising from local governments by
the central government has deteriorated.

Since then, the pace of implementation of the reform has been uneven, benefitting on one hand from the
support provided by several IPA technical assistance project and suffering on the other from the effect of the
COVID-19 pandemic, the unstable political situation and the high staff turnover in the Ministry of Finance.
In July 2021, the PFM Reform Programme was extended for one year (until end-2021) through a Transitional
2021 Action Plan, containing the activities that could not be completed by end-2020. In the meantime, a new
PFM Reform Programme 2022-2026 has been drafted and due to be adopted by the third quarter of 2022.

All in all, good progress can be reported in the area of annual budgeting, reform of salary system in the public
sector, public procurement and customs administration. Some progress is reported in medium-term budget
framework, capital budgeting, tax administration and state aid. Limited progress is shown in debt
management and transition from the cash-based to the accrual accounting. Implementation of the following
subsystems is largely completed: update of the macro-economic projections model, public procurement,
public internal financial control, external audit and audit authority

However, despite efforts, some weaknesses remain, especially for capital budgeting, state aid reform,
commitment, cash and assets management, as well as in terms of interoperability of the different IT systems
in place.

The key challenges relate to the following:

e The continued delay of concrete steps for upgrading the SAP Treasury system with regard to accrual
accounting

e Delays in the implementation of medium term budgetary framework and budget preparation, in
particular with regard to the amendment of the Law on Budget and Fiscal Responsibility, capital
budgeting as a whole and live operation of the IT tool for calculation and control of salaries (including
its connection with the Human Resources Management System)

e The serious delays in implementing the World Bank funded Revenue Administration Reform Project
in the Tax Administration

e The unmotivated suspension of the operationalization the Asset Management IT System, coupled with
the lack of communication on this matter between the Accounting Department in the Treasury and the
Cadastre and State Property Administration.

In terms of domestic revenue mobilisation, the overall trend of improvement showed by the 2019 PEFA
assessment continues, in particular in the field of budget reliability, registration and tax assessment and
effective internal controls. After a decline during the COVID-19 crises, the collection of public revenues is
expected to recover in the coming medium-term period, as a result of projected growth in economic activity
and several actions undertaken by the Government (suppression of informal economy, taxation of undeclared
property, increasing excise taxes, among others).

A new PFM Reform Programme 2022-2026 is close to be adopted, after the conclusion of the public
consultation launched in April 2022. The Reform Programme is highly relevant in addressing all identified
weaknesses in a comprehensive and structured way. It is based on an extensive consultation process, it is
supported by strong ownership and commitment of government stakeholders and accompanied by a costed
Action Plan for 2022-2023. While in the previous cycle the focus was on budget planning and on procurement,
priorities of the new reform programme will be public investment management, accounting and reporting. At
the same time, efforts will be directed to the conclusion of previous (partially pending) reforms, like
programme/performance budgeting and mid-term budgetary framework, including interconnected IT systems.
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A clear set of objectives, activities and indicators have been identified at output, outcome and impact level.
A robust monitoring framework, however, despite significant improvements over the years, remains to be
established. An indicators passport would be also necessary to clarify the scope and measurement of the
indicators.

Differently from the previous one, the new Reform Programme 2022-2026 is costed and should be reflected
in the annual and multiannual state budget. The Action Plan 2022-2023 has prioritised certain actions, by
ensuring an appropriate sequencing of reforms. However, the way to address some critical horizontal issues,
like the interconnection of IT systems, local governments and human resources for public finance
management, still needs to be clearly defined.

The Government approach seems to take into consideration structural shortcomings and looks for continuity
with the previous reform programme, by confirming the credibility of the reform process. Considering that
reforms in the PFM area usually need a long time to materialise, this will ensure the necessary stability and
coherence to maximise the reform impact in the next few years. For this to happen, the process will have to
be supported by significant strengthening of the PFM capacities in terms of human resources and coordination
within the Ministry of Finance and with other stakeholders involved in the reform actions, and the Revenue
and Customs Administration.

In conclusion, the public finance management reform strategy is sufficiently relevant and credible, including
on domestic revenue mobilisation, and the eligibility criterion is met.

2.4.4. Transparency and Oversight of the Budget

The Government of Montenegro continues to publish systematically the budget proposal, the adopted budget
and budget execution reports. The following budgetary documents were published in 2021:

1. The annual budget Law for 2022 was adopted on 29.12.2021!! . This is organised by economic,
organisational, functional and programme classification.

2. The annual budget execution report for 2021 was published on the Ministry of Finance website on
02.02.2022%> The report contains a narrative part providing main fiscal aggregates and a table with
budgetary data broken down by economic classifications. The year-end accounts are submitted to
external audit within six months after the end of the fiscal year.

% In-year budget execution reports are made available to the public with nearly one month delay and
prepared by budget spending units, state funds, local Self-Government units and other legal entities.
This includes a brief narrative on current revenues and expenditures and detailed table with budget
execution breakdown organised by economic classifications. A budget execution report for January-
and February 2022 was published on 01.04.2022%%

4. The audit report for the final accounts for the 2020 budget was published on State Audit Institution
website on 13.10.2021.

The entry point for Budget Transparency continues, therefore, to be met.

The PEFA 2019 show an overall tendency of improvement compared to PEFA 2013. According to the
results of the PEFA exercise, Montenegro has scored the following:

11 https://www.gov.me/clanak/zakon-o-budzetu-crne-gore-za-2021-godinu
12 https://www.gov.me/clanak/ostvareni-rekordni-prihodi-deficit-za-421-manji-od-plana
13 https://www.gov.me/clanak/prihodi-veci-za-194-nego-u-istom-periodu-2021-godine
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PEFA Assessment Match with Year Year Monitoring

(2016 indicators) PEFA 2011 2013 2019 of
Progress

P1-5 Budget documentation P1-6 A B !

PI-6 Central government | PI-7 & some | D+ A 1

operations outside financial reports | new
subsections

PI-9 Public access to fiscal | PI-10 A A ~
information
P1-28 In-year budget reports Pl-24 D+ D+ ~
P1-29 Annual financial reports P1-25 D+ D+ =
P1-30 External audit P1-26 C+ B+ 0
PI1-31 Legislative scrutiny of audit | PI-28 C+ B+ 1
reports

Year Year Year Year
Open Budget Index!* N/A N/A N/A N/A

Overall, PEFA 2019 assessed that fundamentals of the PFM system are in place with the performance of main
functions measured with high-ranking scores. Nevertheless, more advanced components of PFM demonstrate
needs for further improvement and constant reinforcement. Mitigating measures should be proposed to address
the weaknesses in PFM reporting.

In terms of budget transparency, the worst performance is related to P1-28 Indicator and to PI-29 Indicator.

Main deficiencies of the in-year budget reports lay in the lack of comparison with the original budget (but only
with the latest revised budget), in the aggregates presentation of data and in a structure organised only by economic
classification, with significant gaps in reporting for public enterprises and financing of municipalities. Variations
between original profile of revenue and expenditure and actual revenue and expenditure are not explained.
Completeness of financial reports is an issue, since they are prepared on cash basis and do not present information
on assets and liabilities. More structured information on commitments and liabilities/arrears, on capital
expenditures and on internally generated funds would increase comprehensiveness and transparency-*®

As to the Annual Financial Reports, the information about the financial and non-financial assets and liabilities
is not complete and there is no reference to the accounting standards. All budget documents are accessible by
citizens (at government’s website) but reports are not published together at one single web link.

More recently, improvements in budget transparency are materialising with the implementation of a new
programme budget classification, with programme goals and performance indicators, and gradual introduction of
a mid-term budgetary framework.

In conclusion, the relevant budget documentation has been published and the eligibility criterion met.

3. DESCRIPTION OF THE ACTION
3.1. Intervention Logic

The Action consists of a State and Resilience Building Contract to support societal and state resilience in
Montenegro. The budget support contract contributes to the government’s policy to reduce the negative impact

14 Montenegro is still not part of Open Budget Index
15SIGMA Monitoring Report, November 2017
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of the energy crisis on citizens, to ensure the delivery of essential services, particularly to the most vulnerable
segments of the population, residential sector, and Micro Small and Medium Enterprises (MSMEsS), at the
same time ensuring that support measures do not lead to increase in energy consumption but are coupled with
energy efficiency measures, and to support the long-term socio-economic recovery, energy security and
energy transition of the country, building on and in line with commitments Montenegro has under the Energy
Community law and in line with the Energy Community Decarbonisation roadmap. The EU’s approach will
be accompanied by a robust policy dialogue.

The Overall Objective(s)/(Impact(s)) of this action is to:
1  build State and societal resilience
2  set the basis for a sustainable economy based on climate resilient low-carbon principles

The Specific(s) Objective(s) (Outcomes) of this action are to

1 To mitigate the immediate socio-economic impact of the energy crisis on vulnerable households and
vulnerable economic stakeholders; and

2 Reforms that address sources of vulnerability in the energy sector are promoted

The Outputs to be delivered by this action contributing to the corresponding Specific Objectives (Outcomes)
are
1.1 contributing to Specific Objective 1: Vulnerable social groups received subsidised electricity bill to
mitigate the negative effects of the energy crisis.
1.2 contribution to Specific Objective 1: SMEs received subsidised electricity bill to mitigate the
negative effects of the energy crisis.

2.1 contributing to Specific Objective 2: Increased possibilities for enabling access to renewable
sources of energies.

2.2 contributing to Specific Objective 2: Obligations derived from Directive 2009/119 (on imposing an
obligation on EU Member States to maintain minimum stocks of crude oil and/or petroleum
products) are implemented.

2.3 contributing to Specific Objective 2: Strategic framework for NCEP is defined.

2.4 contributing to Specific Objective 2: Preparation for implementation of day-ahead market in
electricity.

2.5 contributing to Specific Objective 2: Energy transition in the country is defined.

3.2. Indicative Activities

Activities related to Output 1.1

1.1.1 Vulnerable social groups identified
1.1.2 Client-oriented approach is defined for vulnerable social groups identified for applying for subsidies.
1.1.3 Funds are made available for electricity bill subsidised.

Activities related to Output 1.2:
1.2.1 SMEs are identified.
1.2.2 Client-oriented approach is defined for vulnerable SMEs for applying for subsidies.

1.2.3 Funds are made available for electricity subsidy.

Activities related to Output 2.1:
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2.1.1 Funds are used for the installation of solar panels: the budget initially foreseen for the solar panel
facility is used.

Activities related to Output 2.2:

2.2.1 Implementation of new law on strategic oil reserves is in progress
Activities related to Output 2.3:

2.3.1 Preparatory works are in place for the National Energy and Climate Plan
Activities related to Output 2.4:

2.4.1 Preparatory works for regulation of day-ahead market in electricity
Activities related to Output 2.5:

2.5.1 Terms of References (ToRs) for Study on energy transition are approved.

3.3. Mainstreaming

Environmental Protection, Climate Change and Biodiversity

As SRBC contract, the current action is mainly targeting the fragility of the state in the energy sector and to
increase the resilience of its society and economy in a crisis in the energy sector and accordingly this has a
strong green environmental, climate change and biodiversity focus.

Gender equality and empowerment of women and girls

As per OECD Gender DAC codes identified in section 1.1, this action is labelled as G1. This implies that the
action has a focus on promoting gender equality and empowering women and girls by ensuring that measures
will be put in place to mitigate the negative effects of the energy situation.

In July 2021, the government adopted the 2021-2025 national strategy for gender equality, its action plan for
2021-2022 and the final report on the implementation of the 2017-2021action plan for achieving gender
equality. The strategy introduced some important novelties that could contribute towards improving women’s
rights and gender equality in Montenegro. These include suggestions from specialised NGOs for better gender
mainstreaming of public policies, an increase in the election quota for the less represented gender, and the
establishment of an alimony fund. However, Montenegro must address the issue of gender-based violence and
domestic violence in the strategy. The legislative framework on gender equality still has a limited impact due
to insufficient political will to prioritise this issue in the overall governmental accountability mechanisms.
Difficulties remain, notably in relation to female labour market participation and vocational training. Women
also remain under-represented in political and economic decision-making. Women make up only a quarter of
the total management in the public administration, often due to explicit or implicit bias in hiring, training and
promotion practices. There has been an increase in smear campaigns, hate speech and use of gender-based
violence against women in politics and public life.

Gender-based violence, in particular domestic violence, remains a serious and persistent criminal, societal and
public health issue. Although some training and awareness-raising campaigns were organised during the
reporting period, issues such as deeply rooted patriarchal norms and stereotypes, limited awareness on the part
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of both individuals and institutions, and to the lack of efficient systemic response and commitment to
protection of victims, all contribute to further exacerbating the consequences of gender-based violence.
Montenegro has yet to adopt a new strategy on protection from violence. Cases of violence against women
through digital means are also increasing, including cyber stalking and distribution of intimate photo or video
materials, often followed by threats and psychological violence.

The Government of Montenegro, in line with their commitments in the context of the 2021-2025 strategy for
the social inclusion of Roma and Egyptians, takes special care about their situation and the 2022-2023 action
plan shows a trend towards increasing the budget allocated to actions supporting Roma inclusion.

Human Rights
The current action is supporting human rights based approach in two aspects. First, affordable access to energy
is considered as one of the Sustainable Development Goals and a human right. Second, the energy transition
measures incorporated in the SRBC will enable greener energy, and, hence, a more healthy environment.

Disability
As per OECD Disability DAC codes identified in section 1.1, this action is labelled as D1. This implies that
the Action will take into consideration the needs of the persons with disabilities when identifying the
vulnerable social groups that could benefit from support for facing electricity costs.

Democracy
The SRBC contract will help to strengthen social and economic resilience of Montenegro and, therefore by
extension, it will work to contribute to enable positive conditions for the further development of democracy
in the country.

Disaster Risk Reduction
The measures foreseen for diversification of energy sources (the boosting of solar energies and for the enabling
of mechanisms for day-ahead electricity trading and oil stocks reserve) should increase the energy security of
the country and, hence, better preparedness for disaster risk reduction.

Conflict sensitivity, peace and resilience

As SRBC contract, the current action is mainly targeting the fragility of the state in the energy sector and to
increase the resilience of its society and economy in a crisis in the energy sector.

3.4. Risks and Assumptions

Category Risks Likelihood | Impact Mitigating measures
(High/ (High/
Medium/ Medium/
Low) Low)
Risk 1: Political dialogue and specific policy on
Lack of  stable improving resilience of energy sector. The
government that complementary assistance to this action could
Political makes difficult the | Medium High facilitate the continuity of the policies.
establishment of
priorities  in  the
medium to long term.
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Risk 2:
Raising energy prices
is stretching public

Small and Medium sized Enterprises in danger
as a result of the increased in energy prices,
should receive additional subsidies within their

Economic finances and having | Medium High electricity hill.
negative impact in
economic  operators
and citizens.
Risk 3: the negative Families and individuals in vulnerable situation
effects of the energy and additional impacted as a result of the
Social crisis have impact in Medium High increased in energy prices, should receive

vulnerable groups of
the society and the
economy.

additional subsidies within their electricity bill.

External Assumptions
Montenegrin authorities will use the funds provided through this budget support programme to increase the
country’s resilience to external shocks and to preserve the access of population to basic services.
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3.5. Indicative Logical Framework Matrix
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Results Results chain Indicators Baselines Targets by the Sources of data
(value and year) | end of the budget
support contract
(value and year)
Indicative Impact of | 1. State and societal 1.1 GDP Growth 2022 >0
the policy resilience is built
2 To set the basis for 1.2 % Citizens below poverty line | 2022 2022<2023 Montstat
a sustainable economy
based on climate resilient 2. % of Renewable Energies in | 2022 X% - 2030
low-carbon principles the energy grid
Expected Outcomes of 1.1 persons in need benefitted from 1.1 0 persons 1.1 20,160 persons | 1.1  Ministry of

the policy

1 To mitigate the
immediate socio-economic
impact of the energy crisis
on vulnerable households
and vulnerable economic
stakeholders; and

2 Reforms that address
sources of vulnerability in
the energy sector are
promoted

electricity bill subsidy

1.2 SMEs in need benefitted from
electricity bill subsidy.

2.

Strategic

framework

NECP

addresses vulnerability of the sector

1.2 0 SMEs

2 No

1.2 X SMEs

2 Yes

Capital Investment
| Elektroprivreda
Crne Gore
1.2 Ministry of
Capital Investment
| Elektroprivreda
Crne Gore
2. Government of
Montenegro
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Induced Outputs

1.1 Vulnerable social
groups received
subsidised electricity

bill to mitigate the
negative effects of the
energy crisis.

1.2 SMEs received
subsidised electricity
bill to mitigate the
negative effects of the
energy crisis.

2.1 Increased possibilities
for enabling access to
renewable sources of
energies

2.2 Obligations  derived
from Directive
2009/119 (on imposing
an obligation on EU

Member  States to
maintain minimum
stocks of crude oil
and/or petroleum
products) are
implemented.

2.3 Strategic ~ framework

for National Energy
and Climate Plan is
defined

1.1 Scheme for enabling subsidy of
the electricity for vulnerable
groups (e.g. via price caps)

1.2 Scheme for enabling support to
SMEs (e.g. via price caps).

2.1 Scheme for facilitating the
installation of solar panels in
buildings in place

2.2 Total oil stocks maintained at all
times in number of days (either
average daily net imports or
average of daily inland
consumption, whichever of the
two quantities is greater
(Directive 2009/119).

2.3 NECP draft is initialised

1.1 No

1.2 No

2.1 No

2.2 0 days

2.3 No

1.1 Yes

1.2 Yes

2.1 Yes

2.2  Satisfactory
progress

2.3Yes

1.1 Ministry of
Capital Investment
| Elektroprivreda
Crne Gore

1.2  Ministry of
Capital Investment
| Elektroprivreda
Crne Gore /
Chamber of
Commerce

2.1 Elektroprivreda
Crne Gore /
Ministry of Capital
Investment

2.2 Ministry of
Capital Investment

2.3 Government of
Montenegro

22




2.4 Preparation for | 2.4 Regulation for day-ahead market | 2.4 No. 2.4 Drafted. 2.4 Government of
implementation of day- | in electricity Montenegro
ahead  market in
electricity

2.5 Energy transition in | 2.5 Study on energy transition is 2.5No 2.5 Yes 2.5 Ministry of

the country is defined

commissioned

Capital Investment
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Direct Outputs

111

1.1.2

1.13

121

1.2.2

1.2.3

2.1.1

2.2.1

Vulnerable social
groups identified

Client-oriented
approach is defined

for vulnerable
social groups
identified for
applying for
subsidies.

Funds are made

available for
electricity bill
subsidised.

SMES are
identified.

Client-oriented
approach is defined
for vulnerable
SMEs for applying
for subsidies.
Funds are made
available for
electricity subsidy.
Funds are made
available for the
installation of solar
panels
Implementation of
new law on

1.1.1 Projection of number of
persons in vulnerable groups
that could benefit from
assistance.

1.1.2 Procedure for applying for
electricity subsidy

1.1.3 Funds available for subsidies.

1.2.1 Projection of number of SMEs
that could benefit from
assistance

1.2.2 Procedure for applying for
subsidies
1.2.3 Funds available for subsidies

2.1.1 Funds are made available

2.2.1 Progress in Oil stocks in
reserve achieved

1.11 No

1.1.2 No

1.1.3 No

1.2.1 No

1.2.2 No

1.2.3No

2.1.1 No

2.2.1 No

1.1.1 Yes

1.1.2 Yes

1.1.3 Yes

1.2.1 Yes

1.2.2 Yes

1.2.3Yes

2.1.1 Yes

2.2.1 Satisfactory
level of progress

1.1 Ministry of
Capital Investment
| Elektroprivreda
Crne Gore

1.2 Ministry of
Capital Investment
| Elektroprivreda
Crne Gore /
Chamber of
Commerce

2.1.1
Elektroprivreda
Crne Gore

2.2.1 Ministry of
Capital Investment
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strategic oil
reserves is in place

2.3.1 Preparatory works

are in place for the
National Energy and
Climate Plan

2.4.1 Preparatory works
for regulation of day-ahead
market in electricity

2.5.1 ToRs for Study on
energy transition

2.3.1 A draft NECPS is produced,
including compliance date for TPP
Pljevlja with the obligations under the
Large Combustion Plants Directive

2.4.1 Draft regulation is produced.

2.5.1 ToRs

2.3.1 No

2.4.1 No

2.5.1 No

2.3.1Yes

2.4.1 Yes

2.5.1 Approved.

2.3.1 Ministry of
Capital Investment

2.4.1 Ministry of
Capital Investment

2.5.1 Ministry of
Capital Investment
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4. IMPLEMENTATION ARRANGEMENTS
4.1. Financing Agreement

In order to implement this action, it is envisaged to conclude a financing agreement with Montenegro.

4.2. Indicative Implementation Period

The indicative operational implementation period of this action, during which the activities described in
section 3 will be carried out and the corresponding contracts and agreements implemented, is 24 months from
the date of entry into force of the financing agreement.

Extensions of the implementation period may be agreed by the Commission’s responsible authorising officer
by amending this Financing Decision and the relevant contracts and agreements.

4.3. Implementation of the Budget Support Component
The Programme will be subject to direct management by the European Union Delegation to Montenegro.

4.3.1. Rationale for the Amounts Allocated to Budget Support

The amount allocated for budget support is EUR 30 000 000. No complementary support is foreseen.

This amount is based on the commitment of Montenegro to allocate national budget resources to mitigate the
socio-economic impact of the energy crisis generated by Russian war of aggression against Ukraine. This
amount is informed by a comprehensive discussion with the stakeholders and by the preparation of a National
Action Plan to address the consequences of the energy crisis, particularly with regards to vulnerable
households and small and medium enterprises.

4.3.2. Criteria for Disbursement of Budget Support

a) Conditions.
The general conditions for disbursement of all tranches are as follows:

- Satisfactory progress in the implementation of the National Action Plan to address the
consequences of the socio-economic impact of the energy crisis.

- Maintenance of a credible and relevant stability-oriented macroeconomic policy or progress made
towards restoring key balances.

- Satisfactory progress in the implementation of reforms to improve public financial management,
including domestic revenue mobilisation, and continued relevance and credibility of the reform
programme.

- Satisfactory progress with regard to the public availability of accessible, timely, comprehensive,
and sound budgetary information.

b) Fundamental values

In case of a significant deterioration of fundamental values, budget support disbursements may be suspended,
reduced or cancelled, in accordance with the relevant provisions of the financing agreement.
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4.3.3. Budget Support Details

The budget support component consists of two fixed tranches. Budget support is provided as direct untargeted
financial support to the national treasury.

4.4. Indicative Budget

Indicative Budget components EU contribution
(amount in EUR)

Budget support - cf. section 0 30 000 000

Evaluation — cf. section 5.2 will be covered by

Audit — cf. section 5.3 another Decision

Communication and visibility — cf. section 6 will be covered by
another Decision

Contingencies N.A.

Total 30 000 000

4.5. Organisational Set-up and Responsibilities

As part of its prerogative of budget implementation and to safeguard the financial interests of the Union, the
Commission may participate in a (yet to be defined) governance structure set up for the implementation of the
action. The authorities of Montenegro involved in the implementation of the Action will include a mix of
relevant Ministries and state entities.

As part of its prerogative of budget implementation and to safeguard the financial interests of the Union, the
Commission may participate in the above governance structures set up for governing the implementation of
the action.

5. PERFORMANCE MEASUREMENT
5.1. Monitoring and Reporting

The day-to-day technical and financial monitoring of the implementation of this action will be a continuous
process, and part of the implementing partner’s responsibilities. To this end, the implementing partner shall
establish a permanent internal, technical and financial monitoring system for the action and elaborate regular
progress reports (not less than annual) and final reports. Every report shall provide an accurate account of
implementation of the action, difficulties encountered, changes introduced, as well as the degree of
achievement of its Outputs and contribution to the achievement of its Outcomes, and if possible at the time of
reporting, contribution to the achievement of its Impacts, as measured by corresponding indicators, using as
reference the logframe matrix and the partner’s strategy, policy or reform action plan list.
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The Commission may undertake additional project monitoring visits both through its own staff and through
independent consultants recruited directly by the Commission for independent monitoring reviews (or
recruited by the responsible agent contracted by the Commission for implementing such reviews).

Roles and responsibilities for data collection, analysis and monitoring:

The statistical and monitoring systems as well as the quality of official data in the policy field covered have
been assessed.

5.2. Evaluation

Having regard to the nature of the action, a(n) ex-post evaluation(s) will be carried out for this action or its
components via independent consultants contracted by the Commission.

It will be carried out for accountability and learning purposes at various levels (including for policy revision),
taking into account in particular the fact that the Action has been designed to provide support in order to
alleviate the impact of the energy crisis.

The evaluation of this action may be performed individually or through a joint strategic evaluation of budget
support operations carried out with the partner country, other budget support providers and relevant
stakeholders.

The Commission shall form a Reference Group (RG) composed by representatives from the main stakeholders
at both EU and national (representatives from the government, from civil society organisations (private sector,
NGOs, etc.), etc.) levels. If deemed necessary, other donors will be invited to join. The Commission shall
inform the beneficiary country at least three months in advance of the dates envisaged for the evaluation
exercise and missions. The implementing partner shall collaborate efficiently and effectively with the
evaluation experts, and inter alia provide them with all necessary information and documentation, as well as
access to the project premises and activities.

The evaluation reports shall be shared with Serbia and other key stakeholders following the best practice of
evaluation dissemination. The implementing partner and the Commission shall analyse the conclusions and
recommendations of the evaluations and, where appropriate, in agreement with the partner country, jointly
decide on the follow-up actions to be taken and any adjustments necessary, including, if indicated, the
reorientation of the project.

Evaluation services may be contracted under a framework contract.

5.3. Audit and Verifications

Without prejudice to the obligations applicable to contracts concluded for the implementation of this action,
the Commission may, on the basis of a risk assessment, contract independent audit or verification assignments
for one or several contracts or agreements.

6. STRATEGIC COMMUNICATION AND PUBLIC DIPLOMACY

All entities implementing EU-funded external actions have the contractual obligation to inform the relevant
audiences of the Union’s support for their work by displaying the EU emblem and a short funding statement
as appropriate on all communication materials related to the actions concerned. To that end they must comply
with the instructions given in the 2022 guidance document Communicating and raising EU visibility:
Guidance for external actions (or any successor document).
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This obligation will apply equally, regardless of whether the actions concerned are implemented by the
Commission, the partner country, service providers, grant beneficiaries or entrusted or delegated entities such
as UN agencies, international financial institutions and agencies of EU Member States. In each case, a
reference to the relevant contractual obligations must be included in the respective financing agreement,
procurement and grant contracts, and contribution agreements.

Given that a similar action is financed simultaneously in each beneficiary in the Western Balkans, joint
visibility and communication activities may be undertaken. Visibility and communication aspects shall be
complementary to the activities implemented by the Directorate-General for Neighbourhood and Enlargement
Negotiations and will be coordinated with the EU Delegation, to ensure coherence of the narrative and
message, as well as horizontal strategic communications.

This programme is part of the EUR one billion Energy Support Package, which comprises also direct support
to the six IPA beneficiaries through the Western Balkans Investment Framework for energy diversification,
energy transition and energy security. Visibility and communication activities should be pursued strategically
also in this context and with the aim to promote the Package as a whole at regional and national level.

7. SUSTAINABILITY

This action responds to immediate crisis needs — outlined above — and aimed at supporting vulnerable
stakeholders throughout the winter of 2022-2023 in Montenegro. In addition and beyond this objective, this
action also seeks to support long term energy resilience through the preparation of a National Energy and
Climate Plans and adherence to the targets therein beyond 2023 as part of the wider efforts to achieve energy
resilience and green clean energy transition.

Coordinated efforts coming from other programmes, will be put in place to contribute to the sustainability of
this action as well as to the implementation of the NECP and the Action Plan for effectively contributing to
addressing the vulnerabilities identified as causes of the crisis.
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