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STUDY ON THE FI NANCI AL MECHANI SM OF THE MONTREAL PROTOCOL
Note by the Secretari at

1. By decision |V/18, section Il, paragraph 4, of the Fourth Meeting of the
Parties, the Parties to the Montreal Protocol decided to eval uate and review,
by 1995, the Financial Mechanismestablished by Article 10 of the Protocol and
section | of the same decision, with a viewto ensuring its continued

ef fecti veness.

2. The ternms of reference and nodalities for the study pursuant to

decision IV/18 were adopted by the Open-ended Wrking Goup at its

tenth neeting (see UNEP/ OzL. Pro/Ws 1/10/6, annex |), in accordance with the
request of the Fifth Meeting of the Parties in its decision V/ 12

3. By paragraph 3 of its decision VI/6, the Sixth Meeting of the Parties
requested the Open-ended Working Group to consider the report of the review
undert aken under decision 1V/18 and to nmake recomendati ons, as appropriate,
to the Seventh Meeting of the Parties.

4. Accordingly, the Secretariat is circulating herewith the executive sumrary
of the study on the Financial Mechanismof the Mntreal Protocol prepared by
COW consult of Denmark with support fromRoss Glroy Inc. of Canada and under
the guidance of the Steering Panel selected by the Open-ended Wrking Goup at
its tenth neeting. The Secretariat has already distributed the full text of
the study to Governnents in English only.

Na. 95-5121 130495 /...
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EXECUTI VE SUMVARY
I NTRODUCTI ON

1. At their Fourth Meeting, the Parties to the Montreal Protocol requested a
study be undertaken to review and eval uate the effectiveness of the Financial
Mechani sm as established in the Montreal Protocol, in achieving its ai mof
provi ding financial and technical cooperation to Article 5 countries to enable
their conpliance with the control neasures of the Protocol

2. COW consult of Denmark with support from Goss Glroy Inc. of Canada has
been contracted by the United Nations Environnent Programe (UNEP) to
undertake the Study on the Financial Mechanism The study was carried out
during the period md-Septenber 1994 through March 1995, with essentia

gui dance fromthe Steering Panel created to supervise the eval uation process.

3. In undertaking the study, the study teamvisited the Fund Secretariat;
the Fund Treasurer; the Ozone Secretariat; the Inplenmenting Agencies: the
United Nations Devel opnent Programe (UNDP), UNEP, the United Nations

I ndustrial Devel opnent Organization (UNIDO) and the Wirld Bank; and five case
countries: Burkina Faso, Kenya, India, the Philippines and Venezuela. The
study team attended the Sixth Meeting of the Parties in Cctober 1994 held in
Nairobi. During this it had the opportunity to discuss matters related to the
Fi nanci al Mechanismwi th delegates of Article 5 and non-Article 5 countries as
well as of NGOs. The study teamfurther attended the Fifteenth Meeting of the
Executive Commttee in Decenber 1994 in Mntreal and additional neetings have
been held with representatives of non-Article 5 Governnents in connection with
visits to the organi zations involved in the Financial Mechanism A
questionnaire survey covering all Parties was conducted to solicit the
Parties' experience with the operation of the Financial Mechani sm

4. It should be noted that the study does not address the resource question
related to the attai nment of the objectives of the Montreal Protocol. This

i ssue was addressed by the "Review under Paragraph 8 of Article 5 of the
Montreal Protocol", the ternms of reference of which anpbng other things include
an assessnent of the financial inplications of various phase-out scenarios in
achieving the targets set in the London and Copenhagen anmendments.

5. As the Financial Mechani sm has been operational for four and a half years
only, the maturity of the Fund's investnment project interventions is still not
very advanced. O the total of 275 approved investnent projects, which
account for 75 per cent of total funds allocated by the Fund, only 10 projects
had been conpleted as of Decenber 1994. This study therefore naturally
focuses on the activities and processes |eading to approval of projects and on
the overall performance up to now of the procedures to inplenent projects as
these are established by the inplenenting agencies. O the sub-set of

i nvestnent projects reviewed in this study, four have been fully inpl enented.

6. Data for the study were coll ected between nid- Septenber 1994 and mi d-
February 1995. The information used in the study thus includes reports and
docunents fromthe Fifteenth Meeting of the Executive Committee, In
Decenber 1994, but not those of the Sixteenth Meeting, held in March 1995.

THE MONTREAL PROTOCOL AND AGENDA 21

7. The Vienna Convention for the Protection of the Ozone Layer (1985) and

t he subsequent Montreal Protocol on Substances that Deplete the Ozone Layer
(1987) with later anmendnments and adj ustnments have together formed the basis
for global cooperation for the protection of the ozone layer. Parties to the
Protocol are committed to a schedul ed phase-out of ozone-depleting substances
(0DS) .
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8. Article 5 Parties, defined as devel oping countries with an annua
per capita consunption of ODS below a certain level, are entitled to a 10-year
grace period for inplenenting the provisions of the Protocol. A Financial

Mechani sm has been established under the Protocol, utilizing the

Multilateral Fund, to neet agreed increnental costs of Article 5 Parties and
to support inmportant technical cooperation and nonitoring activities in their
efforts to conply with the control neasures of the Protocol

9. The terns of reference (TOR) for the study require the evaluation of the
Fi nanci al Mechanismto take into account chapters 9, 33 and 34 and all other
rel evant chapters, of Agenda 21 as adopted by the United Nations Conference on
Envi ronment and Devel opnent, held in R o de Janeiro in June 1992.

10. One inplication of Agenda 21, when it is used as a frame of reference for
exani ning the effectiveness of the Financial Mechanism is that the eval uation
is to place considerable enphasis on those provisions of the Montreal Protoco
which refer to the devel opnental needs of devel oping countries (preanble) and
which explicitly call for Parties to facilitate the transfer of environ-
mental |y safe substitutes and related technologies (Article 10A) under fair
and nost favourable conditions.

11. At the sane tine, Agenda 21 enphasizes the primary role of nationa
Governments in addressing gl obal environnental issues and devel oping their own
priorities, strategies and progranmmes for contributing to the overal

programe. |t enphasizes the fact that international cooperationis to

suppl enent rather than replace the efforts of national CGovernnents and

i ndi cates that financial support should be provided according to sound and
equitable criteria.

12. In reflecting Agenda 21 and its nany constituent provisions, the present
study of the Financial Mechani smnust bal ance two inportant principles: the
basi c concept that the primary responsibility for neeting phase-out goals lies
wi th devel opi ng country Governments and the fact that the Financial Mechanism
exists to assist themin neeting their commitments by providing certain forns
of technical assistance and by neeting agreed increnental costs of phase-out.

It should al so be pointed out that Agenda 21 goes beyond the provisions of
the Montreal Protocol in explicitly enphasizing the need for long-term
partnership and of systematic training and capacity-buil ding.

EFFECTI VENESS OF THE FI NANCI AL MECHANI SM
Measuring effectiveness

13. The evaluation of the effectiveness of the Financial Mechanismis based
on (i) an assessment of the degree to which the overall and i mediate

obj ectives of the Mechani sm have been achi eved after four years of operation
and (ii) the effectiveness of the processes (actions and activities) that have
led to this level of achievenent of objectives.

14. In order to nmeasure such effectiveness a series of detailed effectiveness
i ssues (including cost-effectiveness aspects) have been identified together
with indicators used to assess how t he Financial Mechani smhas perforned in
relation to each issue. The sunmary findings on the effectiveness and i npact
of the Financial Mechani smare presented bel ow.

I mpact of the Financial Mechani sm
15. The outcone of the operations of the Financial Mechanismup to

Decenber 1994 is a portfolio of approved projects in Article 5 countries
whi ch, when fully inplenmented, is expected to phase-out an annual total of
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51,500 ODP tonnes of ozone-depl eting substances, (i.e. actual weight

mul tiplied by the ozone-depleting potential (ODP) of the substances
concerned). This corresponds to 35 per cent of ODP-wei ghted ODS consunption
reported to UNEP by Article 5 countries for 1992 and 25 per cent of the
estimated unconstrai ned ODS consunpti on of 208,000 ODP tonnes in Article 5
countries in 1993.

16. After approximately four years of operation, an estinmated

3,000 ODP tonnes on a yearly basis have been elimnated through the

i npl ement ati on of projects supported by the Fund. This estimate is based on
the inpact of fully or nearly conpleted Fund projects, and phased out or
reduced ODS consunption by enterprises to receive retroactive Fund
conpensati on.

17. |If no delays in inplenentation of approved projects had been encountered,
an estimted 20,500 ODP tonnes could have been phased out (on an annua

basis). By inplication, the reduction in ODS consunption forgone due to

i npl ementation constraints is in the order of 17,500 CDP tonnes. This is

mai nly the result of |ong delays from project approval to actua

i npl ementation start-up caused by ineffective procedures within the

| mpl ementi ng Agenci es, although a |lack of effective inplenmentation of projects
designated for national execution has also contributed significantly to the
shortfall

18. It should be noted, however, that two very | arge aerosol projects appro-
ved in June 1992 and now under inplenentation, have not yet had any neasurabl e
i mpact on ODS consunption. |If these projects are excluded fromthe portfolio,

the potential inpact of approved projects would only have been 8, 000 tonnes
ODP per year and the inpact of project inplenentation delay on ODS phase-out
woul d have been correspondingly snaller. Forgone or deferred ODS phase-out
woul d have dropped from 17,500 ODP tonnes to 5,000 ODP tonnes on an annua
basi s.

Ef f ecti veness of the Financial Mechani sm

Approval of projects

19. The Inplenenting Agencies and Article 5 countries working together with
the Executive Committee and the Fund Secretariat have increased the rate of
proj ect devel opnent and approval steadily since the Fund was established in
1991 fromabout US$ 9 nmillion allocated in the first year, to 150 nillion in
1994. In total, 278 nmillion has been approved for Fund projects. This total
corresponds to 15-20 per cent of the total estinmated cost to the Miultilatera
Fund of neeting the current target of phasing out ODS in Article 5 countries
by 2010 (based on estimated total requirenents in the "Revi ew under Paragraph
8 of Article 5 of the Montreal Protocol").

20. Since the establishnment of the Miultilateral Fund, 781 projects have been
approved for 79 Article 5 countries. The majority are investnent projects
(275) and project preparation activities (147), followed by technica

assi stance (120), country programes (89), training (85), support to
institutional strengthening (49) and denonstration projects (16). It is of
note that investnent related projects, which lead to direct phase-out of QDS
have accounted for a rapidly increasing share of annual allocations fromthe
Fund and now nake up nore than 90 per cent of total allocations.

21. The World Bank is the inplenmenting agency for 235 projects corresponding
to just over 50 per cent of total funds allocated. UNDP accounts for 288

proj ects covering 28 per cent of the funds allocated, while UNI DO and UNEP are
responsi ble for 67 and 132 projects, respectively. UNDO s share of tota

al locations is 14 per cent and UNEP's is four. Finally, 59 projects are being
i npl emented by bil ateral organizations.
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22. As at Decenber 1994, 176 Fund activities were conpleted, 243 were under

i mpl ementation, 188 in preparation, 142 newy approved (at the

Fifteenth Meeting of the Executive Committee), and about 32 projects were
either closed, delayed or frozen. O the 275 investnent projects approved as
at Decenber 1994, only 10 had been fully conpleted and 93 are under

i mpl enent ati on.

Ef f ecti veness of the institutional franmework

23. A key aspect of the effectiveness of the Financial Mechanismis the
extent to which the institutional framework of the Mechani sm has been
effective in supporting the devel opnent of projects in Article 5 countries
whi ch directly phase out ODS consunption and production.

24. As already noted, the flow of ODS phase-out projects from project
preparation in Article 5 countries through to review and approval by the
Executive Commttee has increased steadily since the Fund was established in
1991. As a result, the Mechani sm has been able to devel op and approve a
portfolio of ODS phase-out projects which will, when fully inplenmented,
represent significant progress to the elimnation of ODS consunption in
Article 5 countries. The analysis of the effectiveness of project devel opnent
and the approval mechanismw thin the Financial Mechani smtakes this basic

| evel of success as its starting point.

25. The indicators of effectiveness for the institutional framework, which
remai n to be exanined, include the success of the Miultilateral Fund in
establishing criteria for projects and costs eligible for Fund support, the
success of the Mechanismin establishing policy guidelines, the effectiveness
of project review procedures and the appropri ateness of the division of
responsibilities anong the institutions involved.

26. The point of departure for funding eligibility is the base established by
the Montreal Protocol itself, as amended and adjusted over tinme, and utilizing
the indicative list of categories of increnental cost approved by the Fourth
Meeting of the Parties. On this basis the Executive Conmittee (aided by the
Fund Secretariat and the | nplenenting Agencies) has worked continuously to
devel op project approval guidelines and to clarify criteria for defining
agreed increnental costs to be supported by the Miltilateral Fund. Anbng the
nmost difficult issues dealt with have been those related to nore precise
definitions of incremental costs such as the time period for which increnental
operating costs woul d be conpensat ed.

27. The institutions of the Financial Mechani smhave approached the
clarification of project-approval and cost-definition criteria primarily

t hrough a case-by-case approach in which the consideration of specific project
proposal s has given rise to policy issues. These are then treated as
precedent setting decisions, and may give rise to the need for articulating
new policies. Developnment of these criteria has been ongoi ng and has becone

i nterwoven with the devel opnent of policy. The policy devel opnent has been

| ess proactive in this process, which has led to frustrations at the |level of
enterprises, Article 5 Governnments and | npl ementi ng Agenci es because

i ndi vi dual projects have becone subjects of outstanding policy resolution

28. The experience of the Executive Conmittee in resolving the policy issues
that energe from consideration of project proposals has been nixed. Sone

i ssues have been dealt with quite quickly and reasonably decisively. Qhers
have been only partially resolved, or require continuing, extensive
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interaction. Sone very difficult policy issues such as conpensation for
agreed increnental costs in the production sector remain unresolved. The
difficulty the Financial Mechani sm has experienced in resolving sone policy
issues is related to the structure of the Executive Cormittee itself (and the
requi renent for consensus deci sion-nmaking), the significant turnover of the
Conmittee's nenbership, and the interdependent nature of the policy-making
process, which requires continuing cooperation fromthe |nplenenting Agenci es.
This is conpounded by the difficulty in dealing with the "acaden c" concept
of increnental cost in a practical econom ¢ context.

29. The process of project review and approval by the Executive Committee,
supported by the Fund Secretariat, has had the effect of introducing a strong
el ement of discipline into the project process and, thereby, avoiding the
provi sion of Fund support for costs which are ineligible. This has, in turn,
i ncreased the nunber of projects which can be supported with a given anpunt of
Multil ateral Fund resources. The project review and approval process of the
Executive Committee supported by the Fund Secretariat has resulted in
significant, but not excessive, reductions in the approved costs of projects
to be supported by the Fund. However, continued and even stronger

comruni cation of detailed funding eligibility guidelines by the

Executive Committee/ Secretariat to the |Inplenenting Agencies and Article 5
countries can substantially contribute to streamnining project preparation and
nmninize frustrati ons anong the parties invol ved.

30. Gdven the limted nunber (10) of fully inplenented i nvestnent projects
and the fact that potential insufficiency of Fund approved budgets
particularly relate to projects approved recently according to the

I mpl enenting Agencies, there is insufficient evidence to conclude at this tine
that the review process has resulted in reductions in project budgets to such
an extent as to inpede their successful inplenmentation. The Inplenmenting
Agenci es strongly believe, however, that the recently approved budgets for
some projects may result in situations where contingency funds will not even
cover the difference between budget allocations and the actual cost of

equi prent. There is a need, therefore, to nonitor the actual costs of
projects as they are inplenmented to ensure that this does not happen

31l. Wth regard to the division of responsibilities anpong institutions of the
Fi nanci al Mechani sm the study team has found that a definitive specialization
or division of responsibilities anong the |nplenenting Agencies has yet to
fully emerge. The fact that three of the four Inplenenting Agencies are
involved in the inplenmentation of investnent projects has led to a significant
| evel of conpetition among them conpetition which has had both positive and
negative effects. On balance, the net benefits of Inplenenting Agency
competition are positive, and they are essential if the Mechanismis to
effectively nmeet the needs of Article 5 countries.

32. One area of concern regarding the current division of responsibilities
anong | npl ementing Agencies is the provision of concessional |oans in support
of projects with net increnental cost savings. The current group of

| mpl enenti ng Agenci es have shown little interest in becomng involved in the
devel opnent and i npl enentati on of concessional |ending programmes in sectors
where their use would be appropriate.

33. In sumary, the institutional framework of the Financial Mechanisms
system for devel opnent, review and approval of projects is producing an

i ncreasing flow of approved phase-out projects which is now matching (and, on
one occasi on exceeding) the | evel of resources available to the Fund. Wile
incremental cost issues require further clarification and some inportant
policy issues remain to be resolved, the essential issue facing the

Fi nanci al Mechanismas an institutional systemis less its capacity to

devel op, review and approve projects than its ability to inplenment approved
projects in a timely manner
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Ef fective project preparation and inpl enentation by the | nplenenting Agencies

34. The | nplenmenting Agencies have responded to the Executive Committee's
encour agenent to develop a continuing flow of investment projects for ODS
phase-out and this has inproved the flow of approveable projects. The

Executive Committee acted appropriately in encouraging UNDP and UNIDO to nove
frompreparation of pilot projects to the devel opnent and i npl enentati on of
i nvestnment projects in ODS phase-out.

35. The existing | nplenenting Agenci es have gone sonme way to devel opi ng

di stinctive nodes of operation and have all invested considerable effort in
nodi fying internal procedures and requirements to suit Financial Mechani sm
operations. Al four agencies have hired and trained staff to undertake
programe responsibilities and the value of these investments in capacity
could be lost to the Fund, if they are not able to act as Inplenenting
Agencies in the future.

36. Wiile all three agencies involved in devel opi ng and inpl enenting

i nvestment projects have generally used quite similar nethods for identifying
and devel opi ng projects, there are significant differences in some areas such
as the level of involvenment of enterprises in project-docunent preparation.
Practical problens in ranking projects in order of cost-effectiveness have
increased the identification of projects before the country programe and
nati onal and sectoral phase-out strategies are prepared; the use of workshop
mechani sms which tend to favour |larger enterprises; and the need to
concentrate scarce administrative resources on relatively large projects.
These factors have all inpeded efforts to rank order projects by cost-

ef fectiveness. As a result, projects are identified, devel oped and submitted
to the Executive Conmmittee with varying |l evels of cost-effectiveness. This is
further dealt with bel ow

37. The Inplenmenting Agenci es have adopted narkedly different approaches to
project inplementation. The Wrld Bank approach has invol ved nationa
execution through designated financial intermediaries or agents. This
approach is necessary for the Bank given its constitutionally deternined
general node of operation and its structure and has the potential to pronote
greater ownership of Montreal Protocol activities by the national Governnent
and to build national capacity for Mntreal Protocol project devel opment and
i npl ementation. On the other hand, this approach requires substantia
investnents in tine and resources prior to commencenent of project

i npl ementation, and its benefits have not yet been proven in Wrld Bank

Mul til ateral Fund projects.

38. UNI DO and UNDP (with the exception of sonme nationally executed projects)

have chosen to centralize project identification, devel opnent, and procurenent
operations and to avoid national systens of project inplenmentation. In doing
so they have placed a prenmiumon inplenentation speed and have not enphasi zed
the need to establish capacity at national |evels.

39. The World Bank has responded to difficulties in the speed in project

i mpl ement ati on t hrough the devel opnment of the unbrella agreenent nechani sm and
through refornms to the World Bank sub-project approval process. Wile these
reforms may lead to a reduction in the tine period between project approva

and t he begi nning of actual project inplenmentation, there is only little
evidence so far that this has occurred in countries where the Wrld Bank

al ready has unbrella agreenents in place.

40. Not surprisingly, UNDP, as conpared to the Wrld Bank, has denonstrated a
consi derabl e advantage in project processing tinme (frominitial project
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identification to Executive Conmittee approval from and Executive Committee
approval to first disbursenments) in its Fund supported-projects. This

advant age has al so extended to the area of disbursement of funds to approved
projects. UN DO had only conpleted the inplenentati on of one investnent
project as at Decenber 1994 and the study team was not able to develop an
average inplenmentation tine for conparison to the other two agencies active in
i nvestment projects. UN DO has, however, placed considerable enphasis on

stream i ned and centralized systens for project devel opnent and
i npl ementation, and evidence fromthe project inplenentation experience to
dat e suggests a level of inplenentation speed sinmlar to that of UNDP

41. Notwi thstanding the differences in speed of inplenentation anong the
three | npl enenting Agencies, delays in project inplenentation in excess of the
estimated mininumrequired tinme periods for processing have had a significant
negative inpact on the |evel of ODS phase-out actually achi eved by Fund-
supported projects, as described above.

42. A key factor in determning the speed of project inplenmentation and the
di sbursement of funds to projects is the choice of an inplenentation nodality.
Where national execution is the node chosen and conpl ex agreenents over the

designation and arrangenents with local intermediary organizations are
necessary, inplementation naturally beconmes a nore time-consumi ng and conpl ex
process with the consequent negative inpact on ODS phase-out.

43. There is a denonstrable need for the devel opment of practical guidelines
for post-project nmonitoring and eval uati on of Fund operations by al

| mpl ement i ng Agenci es, enconpassing nonitoring for verification of phase-out
and di sposal of phased-out equipnent, and nonitoring for safe application of
technol ogy. Such nmonitoring and eval uati on gui delines should be devel oped by
the I nplenmenting Agencies in consultation with the Executive Conmittee.

44. The I nplenenting Agenci es have apparently had limted success in
integrating Montreal Protocol priorities and concerns into their ongoing

devel opnment policy dialogue with Article 5 countries and in influencing these
countries to take regulatory, legislative or other actions as a result of such
a dialogue. Certainly, there was little or no evidence of these effects in
the case countries visited by the study team There is very little evidence
of efforts by Inplenenting Agencies to link their ODS phase-out projects and
activities to other forns of devel opment cooperation or to nobilize other
sources of funding in support of ODS phase-out objectives.

45. The Fund Treasurer (UNEP) has been generally effective and punctua
concerning the transfer of funds foll owing approval by the

Executive Committee. It has also been found to be effective in the reception,
admi ni stration and di sbursenent of funds based on direction fromthe
Executive Cormittee. On the other hand, the Treasurer has had little success
in pressing Parties in arrears to make their outstanding contributions to the
Fund and has not pursued its fund-raising nandate.

46. \Wiile there is, as yet, insufficient experience fromwhich to judge the
relative rate of inplenmentation of bilateral investnment projects when conpared
to those of the Inplenenting Agencies, there is evidence that bilatera
projects (including technical assistance projects) have been represented by
high quality proposals in the past, have contributed to the introduction of
newer ODS phase-out technol ogi es and the use of innovative project concepts,
and are inplenmented in a manner no | ess effective than projects supported by

t he I npl enenting Agenci es.

I nformati on exchange and awareness activities
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47. The information and awareness activities supported by the Miltilatera
Fund are prinmarily made up by UNEFP' s clearing-house activities, conprising

i nformati on exchange (including the halon bank information clearing-house),
training and networking. Only one information dissem nation project has been
funded outside the clearing-house function. Article 5 countries express a
strong need for "neutral" and up-to-date technical information. Generally,
UNEP' s inplenentation nodality involves building |ocal expertise in nationa
ozone protection units by providing themw th information and nanagenents

t ool s.

48. In the early stages of UNEP s Mntreal Protocol operations the

i nformati on distributed was not al ways perceived by the potential users as
compr ehensi ve and updated. There has been a strong need for case-studies on
conversion projects, drawi ng on experience from both devel oped and devel opi ng
countries, lists of technol ogy suppliers and an overvi ew of technol ogy choices
made by the |arger ODS users in devel oped countries. Further, small and
medi um si zed enterprises in devel oping countries have often been negl ected and
need to be targeted for information-sharing.

49. UNEP has addressed these needs by conpiling technical case-studies
produced by industry and Governnents, and is devel opi ng new case-studies in
key sectors. |In addition, sectoral catal ogues of alternative and currently
avai |l abl e technol ogi es and on technol ogy suppliers are being prepared. UNEP
di ssenminates the information to the national ozone protection units in printed
format and plans to include the case-studies in future issues of its diskette
versi on dat abase

50. In the field of creating and sustaining informati on networks between
governnent ozone protection units, UNEP has rightly received nuch recognition
The three regional networks for Asia, Africa and Latin America have proven an
ef fective means of institutional capacity-building for ODS phase-out
management. The networks in Africa and Latin Anerica have not achieved the
same operational level as the one in Asia, primarily because of the relatively
| ower |evel of resources nade available to them

51. In sunmary, UNEP has responded quite effectively, especially in recent
years, to the informati on needs of the Article 5 countries and the information
is proving useful to the relevant parties in Article 5 countries.

Contributing to the transfer of appropriate technol ogi es

52. The I npl ementing Agencies have all taken the same basic approach to
technol ogy choice and technical advice provided to the enterprises they
assist. They have relied on the work of the Technol ogy and Econonic
Assessnent Panel (TEAP) and its technical options committees and have
respected the principle that the basic choice of phase-out technology is the
prerogative of the enterprise in question, as long as it is an approved phase-
out technol ogy.

53. The study team has not encountered any evi dence of denonstrable systenic
bias in the technol ogy choi ces being supported by the Inplenenting Agenci es
technical reviewers. Technical reviewers appointed by the |nplenenting
Agenci es have exercised caution in recommendi ng non-proven alternative
technol ogy choices for use in Article 5 country conditions, but this is seen
by industry and government in Article 5 countries as appropriate in Iight of
the commercial and technical risks faced by enterprises seeking the support of
t he Fund.

54. Wile a substantial volume of investnent projects have been approved by
the Executive Committee of the Multilateral Fund over the first four years of
operation of the Financial Mechanism the actual flow of funds and technol ogy
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to the shop-floor level has, at least until very recently, been only noderate
in volune. This has been primarily a result of the slow pace of project

i mpl ementation. Wile some enterprises in Article 5 countries indicate that
licence fees for technology transfer are high and that production |icenses for
alternative substances are difficult to obtain, the study team found no

evi dence of substantive inpedinents in the international flow of technol ogies
supported by the Multilateral Fund.

55. There is no experience to date of support by the Multilateral Fund for

t he devel opnent of i ndi genous technol ogy for ODS phase-out (as opposed to

| ocal adaptation of international technology). This has occurred despite an
Executive Committee decision that indigenous research on substitutes and

equi prent for recycling and destruction could be supported on a case-by-case
basis. The issue of indigenous technol ogy devel opment for ODS repl acenent is
a difficult one for the Financial Mechanism primarily because of the non-

i ndi genous nature of the current reserve of technol ogi cal experience in ODS
phase-out.

Contributing to neeting agreed increnental costs

56. As noted above, the flow of project approvals, and the process of
Executive Committee and Fund Secretariat review of projects indicates that the
Fi nanci al Mechanismis supporting the agreed increnmental costs of projects of
ODS phase-out in Article 5 countries. Stronger efforts to further define
project incremental cost criteria and to resolve outstanding policy issues
(especially the very difficult issue of increnmental cost conpensation in the
production sector) are required on the part of all institutional actors in the
system The detail ed review of approved projects undertaken by the study team
i ndi cates that the gap between anounts originally requested for funding in
projects and the amounts finally approved can best be narrowed through
continued efforts to clarify guidelines and criteria and to solve existing
policy problems. 1In addition, there is a need to ensure that evolving
criteria and guidelines are comunicated in a clear and consistent nmanner to

i nternational experts acting on behalf of the Inplenenting Agencies and to
national authorities and enterprises in Article 5 countries.

57. A developnent initiated by the Fund Secretariat (the Inventory of
Approved Equi pnent in Investnment Projects) and another initiative undertaken
by the Secretariat at the request of the Executive Conmittee (the Negative

I ndicative List), together have the potential to inprove the clarity of
under st andi ng of increnmental cost guidelines anobng the various institutiona
actors in the Financial Mechanism The Inventory of Approved Equi pment in

I nvestment Projects, if continually updated with actual costs of equipnent
procured for Fund-supported projects could serve to inprove conmon
under st andi ng of the range of applicable equipnent prices. On the other hand,
the Negative List, if agreenent can be secured between the Comrittee and the
I mpl ementi ng Agencies and the List can be endorsed by the Committee,
represents a potentially powerful means of reducing the gap in understanding
of agreed increnental costs which occasionally is evident between the
enterprise and the I nplenmenting Agencies and the Fund Secretariat and the
Executive Conmittee

58. The only significant area in which the Financial Mechani smhas funded
costs which are outside the Indicative List of Increnental Cost Categories has
been in support of institutional strengthening activities ainmed (a) at
strengthening systens within an Article 5 country to facilitate inplenentation
of projects (usually an ozone protection unit) and (b) at ensuring effective
i ai son between the country on the one hand and the Executive Conmittee, the
Fund Secretariat and the | nplenenting Agencies on the other. This linited
comritnent to institutional strengthening by the Executive Comittee
represents a response to the practical requirement for at |east a mnimal

I evel of institutional strengthening if country programmes and ODS phase- out
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projects are to be effectively inplenented in Article 5 countries. The study
has confirned that nore enphasis on institutional strengthening is likely to
yield both a faster project inplenentation and overall ODS phase-out.

Ef fectiveness and utility of country programes

59. For a nunber of countries, especially the | ow consum ng ones, the

assi stance provided for country progranme preparation has not hel ped produce
valid country programmes with fully perceived government ownership. The study
has confirnmed the inportance of internalizing the country programre
preparation process in order for Governnents to devel op ownership of the
programes and to ensure that the programmes realistically reflect the
conditions in the country. Wthout |ocal anchoring, the val ue-added of

assi stance to country programre preparation is very limted. |In nmany
Article 5 countries, the country programe assistance is one of the first
governnent initiatives in the inplenentation of the Protocol. Limited

governnent capacity to inplenment environnent progranmes has often made the
country progranm ng assistance largely external to the Governnent. Wile this
may not in itself inpede the inplementation of sone investnent projects, it
weakens the effect of the Fund on governnent policy and regul atory neasures.

60. The quality of the country programes varies significantly and
consequently so does the utility of the progranmes. For the

| rpl ementi ng Agencies, country progranmes were intended to be the main basis
for project identification in a sector strategy context and a point of
departure for policy dialogue. The programmes have proved useful for project
identification in high-consunming countries in particular, but often
significant additional sector information has been required. The country
programes have proved of little use for sector and project prioritization or
for sequencing projects over tine.

61. Preparation of country progranmes has hel ped sensitize Governnents of
Article 5 countries to the ODS issue. Relevant actors have forned committees
and, through this vehicle, have had an opportunity to becone acquainted with
the salient aspects related to the issue. While the preparation process has
been instrunental in policy and strategy fornul ation, the | oose policies and
strategi es which have been produced have in many cases been decl arations of
intent rather than commitnents to actions, particularly in the area of

| egislation and regul ati on. Many programes do not prioritize projects, and
where such ranking exists it is often nore indicative than authoritative.

Ef fecti veness of institutional strengthening

62. Although assistance for institutional strengthening was originally
negotiated off the indicative |ist of categories of increnental cost during
its preparation, the Executive Conmittee in mid-1992 decided to approve funds
for such activities, based on their own nerits. This decision has proved very
val uabl e for the effective execution of Fund activities at country |evel where
the institutional-strengthening assi stance provided, including the support of
wel | -functioning ozone-protection units, has significantly enhanced gover nnent
capacity to manage the ODS i ssue. However, of the 49 institutional-

strengt hening projects approved as at Decenber 1994, however, only about 30
are currently under inplenentation.

63. The country case-studi es have established that the existence of an
effective national institutional framework to deal with the ODS issue is of
hi ghest inportance for the effective participation in the formulation of
country programes for initiation of phase-out activities together with the
agencies and for facilitating cooperation between the |nplenenting Agencies
and the project proponents. For the snall to nediumsized countries, it is
concl uded that although ODS officers have tenporarily been enpl oyed under
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governnent fundi ng, |ack of communications facilities, office equipnment and
funds for day-to-day operation of the ozone protection units has seriously
reduced the effectiveness with which they carry out their responsibilities.
Thus, while Fund support of institutional strengthening is essential, it wll
not be effective if adequate support for the units established is not provided
by Article 5 Governnents.

Ef fectiveness of Article 5 countries in supporting fund activities

64. Article 5 Parties are obliged to comply with the control measures of the
Montreal Protocol, but are entitled to a 10-year grace period conpared with
non-Article 5 countries for inplenenting its provisions. Wile the Financial
Mechani smis intended to support them the prinmary responsibility to neet the
targets remains with the Article 5 countries thenselves. There is no explicit
requirenent for the countries to take |egislative or regulatory action, but
Governnments act in a formal capacity to facilitate the elinmination of ODS use
and production. Thus, the Article 5 countries are expected to denonstrate a
commtnment to introduce | egal and regul atory neasures to nmaxin ze the

ef fectiveness of Fund activities.

65. Wile the country progranmes of nobst of the Parties include policy and
strategy statenents and an agenda for |egislative and/or regul atory actions
intended to support ODS elimnation, the overall conclusion is that the
majority of Article 5 countries have not as yet been able effectively to
denonstrate support to the operations of the Fund through | egal and regul atory
measures. |In the conparatively few cases where | egislative and regul atory
initiatives have been taken they predom nantly relate to the regul ati on of
imports through licensing or quotas, and in a relatively Iimted nunber of
cases, to sector-specific bans on ODS use.

Factors influencing effectiveness at country |eve

66. The ODS phase-out process in Article 5 countries is to take place largely
within existing institutional and | egal frameworks. Based on experience from
the case countries, a nunber of related aspects are inpeding or possess the
potential to inpede the speed and ease of ODS phase-out. The nmain obstacles
identified are: (i) linmted priority given to ODS phase-out requirements due
to nore pressing | ocal environmental problens conpeting for administrative and
financial resources; (ii) lack of a clear division of responsibilities for
ODS phase-out between mnistries and other government institutions; (iii)
conplicated and bureaucratic project approval procedures; and (iv) |ega
requirenents affecting project inplenentation, notably in regard to obtaining
wai vers on taxation of grants and inport duties for project inputs.

67. Al though several such exanples exist, particularly in the early stages of
the ODS programme, these inpedinents are not solely to be referred to the
Article 5 countries. The Inplementing Agencies, which have many years of
experience in working with institutions and bureaucracies in devel opi ng
countries, have not always adequately nanaged to adapt their interna

adm ni strative procedures to the adm nistrative capacities and realities of
Article 5 countries. However, neking this observation, it should be noted
that sonme of these apparent deficiencies are a result of the mandates, by-Iaws
and rul es which the Inplenenting Agencies' constituencies (the internationa
community) have set up as the operational nodalities of the organizations.

Ef f ecti veness of providing concessional |oans

68. As noted, the Executive Conmittee has approved the provision of
concessional loans to projects with net increnental savings but up to now
there is only limted evidence of the need or demand for such |oans. This may
be explained by availability of loan capital fromother financia

institutions, disinclination on the part of the enterprises to obtain |oans
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t hrough governnent/Fund channels, |ack of know edge about Fund | oans or
uncertainty about the actual savings to be realized and hence no sufficient
incentive to invest in conversion

69. Gven a seenmingly linmted demand for concessional -l1oan financing, there
is no basis at this point for concluding that the effectiveness of the

I mpl enenting Agencies and the Article 5 country Governnents in naking use of
this provision has been particularly inadequate although, on the other hand,

| mpl enenti ng Agenci es have not been proactive in pursuing opportunities for
loan financing. |In addition, they have failed to make known the existence of
the facility and to encourage its utilization and have thereby contributed to
alinmted interest anong enterprises.
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Cost-effectiveness of Fund activities

70. For investment projects it is concluded that cost-effectiveness has not
necessarily been the npst inportant criterion for the |nplenenting Agencies
and the Article 5 Governnments in selecting ODS phase-out projects. Neither
the nmost cost-effective subsectors nor the nobst cost-effective projects within
subsectors with substantial econonmi es of scale have, in any consistent way,
been given prominence. Wile this to a |arge degree may be a reflection of
past encouragenent and efforts to get investnent projects processed and

i npl emented as early as possible to denonstrate the effectiveness and i nmpact
of the Financial Mechanism it is not inline with the Fund policies as al so
illustrated by the Executive Conmittee decision of July 1994 that projects
with the highest cost-effectiveness should be given priority. Thus, the

| mpl enenting Agencies and the Article 5 countries, in their various forns of
cooperation, have not been able to naxinize the inpact (ODP tonnes to be
avoi ded) of the resources approved by the Fund for ODS phase-out projects.

71. In average terms, this study has shown that projects in countries with
| ow vol umes of ODS consunption, including countries characterized by a
comparatively | arge nunber of small conpanies, are just as cost-effective as
projects in countries with nedi umvol ume ODS consunption. Not surprisingly,
projects in countries consum ng high ODS volunes are generally nore cost-
effective than those in the other two groups, as a result anmong ot her things
of a nunber of very large and highly cost-effective projects.

72. There is no statistically significant difference in the cost-

ef fectiveness of projects inplemented by the three I nplenenting Agencies.

Vari ance tests for three ODS sectors-foam refrigeration and solvents - show
that the cost-effectiveness of projects in the three sectors, taking size of
the projects into account, do not differ significantly between the Wrld Bank
on the one hand and UNDP and UNIDO on the other. This analysis, however, does
not take into account a number of projects for which there are no inpact
estinmates in ternms of ODP tonnes to be phased-out. These primarily include
projects in the refrigeration and a few other sectors such as production of
conpressors, nobile air-conditioner parts, recycling progranmes, production of
substitutes for foam ng agents, etc. The bulk of these projects are

i mpl emented by the World Bank

73. Study findings point to the conclusion that inadequate budgets for
country progranmme preparation nay |lead to poor quality of programres with
strategies that are only renotely related to reality. There are cases where
funds for country progranmre preparation have been | argely wasted for this
reason. There appears to be a strong rel ationship between estimted ODS
consunption in a country and the anount of funds approved for country
programe preparation. Though this nay be reasonable to sone extent given the
more limted scope of the task, there is a mnimumrequirenent in ternms of
expert/specialist trips to the country, interviews with governnent
authorities, general assessnents of technol ogies and regul atory actions, etc.
that should be net if a country programme is to be of sufficient quality to
prove useful.

74. In conparison with other fornms of devel opnment cooperation the resources
all ocated fromthe Fund for institutional strengthening would seemquite
small. There may be cases where the resources, which have been provi ded, have

not been adequately nmatched by Article 5 countries or have not been
efficiently spent, but there seenms to be no evidence that the

Multilateral Fund is over-investing in supporting capacity devel opnent in
Article 5 countries. It remains a fact, however, that the Fund's support of
institutional strengthening is not a direct investment in ODS reduction, and
some view this expenditure as an overhead el ement which is, in effect,

i ncreasing the administrative cost of the operation of the Fund.
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RECOMVENDATI ONS FOR | MPROVED EFFECTI VENESS AND EXPECTED | MPACT

Recommendati ons for inproved effectiveness of the Financial Mechanism

75. The main recomendations arising fromthe findings on the effectiveness
of the Financial Mechanismare presented below. In their presentation, the
structure (headings) is the sane as that applied in the above section on study
findi ngs.

Ef f ecti veness of the institutional franmework

76. The study team does not reconmend any i medi ate fundamental alterations
to the current structure for review ng and approving the project proposals
presented to the Executive Committee. Experience has confirned the utility of
Executive Committee review and approval as well as the legitimcy of the Fund
Secretariat's role in reviewi ng project proposals in order to nake a report to
the Executive Conmittee. |In addition, the experience of the GEF pil ot phase
hi ghlights the inportance of effective nmeans of Party oversight of project
devel opnent, sel ection and approval

77. However, the teamis of the opinion that in due course a nove towards
nore del egation to the | nplenenting Agencies of definitive project review and
approval authority (especially for smaller projects) is clearly warranted.
This will be the case once: (i) the nmain outstanding policy issues have been
resolved; (ii) decisions on eligible equipnment items are made and gui delines
regardi ng acceptabl e standard equi pment costs based on procurenent experience
are developed; (iii) the appropriateness and useful ness of the Small Project
Approval Procedure (SPAP) can be fully judged; and (iv) ex post nonitoring
gui del i nes and procedures are satisfactorily in place.

78. In order to inprove on the process of policy devel opnent and
clarification of project eligibility criteria it is recomended that the
Executive Committee establish adm nistrative processes which would better
facilitate policy decision-making within the Miltilateral Fund system Sone
possi bl e measures woul d i ncl ude:

(a) Havi ng the Secretariat and the |Inplenenting Agenci es develop a
list of outstanding policy issues to be addressed by the Executive Commttee
in the com ng year, based on recent project proposals and antici pated
proj ects;

(b) Havi ng the Secretariat and the |Inplenenting Agenci es agree on
those policy issues which do not, in their opinion, require further study
prior to clear policy choices being presented to the Executive Committee with
a preferred recommendati on made by the | nplenmenting Agencies and the
Secretariat jointly;

(c) For remaining issues, having policy docunents devel oped jointly by
the Secretariat and one (lead) or nore |Inplenenting Agenci es designated to act
on behalf of all Inplenenting Agencies (and required to seek their views);
and,

(d) Havi ng t he designated consortia (with Secretariat participation)
present a range of discrete options on the relevant policy question to the
appropriate subconmittee of the Executive Committee on a unified basis.

79. In order to expedite consideration of projects which occasionally
present policy issues, the Executive Conmittee should devel op specific rules
regarding the procedure to be followed if a Party is in discussion of a
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project in which it has a direct interest.

80. In order to counter any risk that project-review and approval processes
|l ead to reductions in cost estimtes which could, potentially, inpede project

i mpl ementation, it is recommended that the Fund Secretariat, on behalf of the
Executive Committee, should cooperate with the |Inplenenting Agencies to review
recent experience in open bidding (and other) practices for procuring capita
equi pmrent with a view to supplementing data in approved project budgets
currently used as references with data on actual experience in inplenented
projects. It is further recormmended that a database of capital equipnent
costs in past project approvals and actual costs paid be devel oped by the
Secretariat and the Inplenenting Agencies acting in cooperation.

81. The study team does not, at this tine, reconmend that the Executive
Conmittee take neasures to significantly limt the access which

Article 5 Parties have to the services of any of the current |nplenenting
Agencies (thereby linmiting the degree of conpetition anong the agencies). It
i s reconrended, however, that the Inplenenting Agencies cooperate nore fully
and openly to pronote common technical and project incremental cost (and cost-
ef fecti veness) standards so that the nore negative aspects of

I mpl ementi ng Agency conpetition can be kept to a mi ninmum

82. The study team does not, at this tine, reconmend the invitation of new
organi zations to act as Inplenenting Agencies in support of investnent
projects. A new agency, if it were to be active in investnent programing
woul d be forced into conpeting for the sanme pool of technical expertise which
services the needs of the existing Inplementing Agencies and woul d be unlikely
to bring new val ue-added to the process of preparing and inplenmenting Fund-
supported projects. On the other hand, the Executive Conmrittee may wish to
invite participation fromnew agencies with an interest and a capacity for

i nvol venent in the devel opnent and inplenentation of |oan programes in
relation to projects with net increnmental cost savings. In addition, new
agencies may be required for work in energing subsectors such as

met hyl brom de

Ef fective project preparation and inplenentation by the Inplenenting Agencies

83. It is recormended that, as well as preserving freedom of access by
Article 5 countries to whichever |nplenenting Agency is nost able to assist
themin neeting phase-out commtnents, that the Executive Conmttee encourage
UNDP and UNI DO i n nmai ntai ning nodes of inplenentation which are distinctly
different fromthat of the Wirld Bank and which place a priority on fast

proj ect devel opnent and inpl enentati on.

84. It is recormended that the Worl d Bank should concentrate its operations
in support of the Multilateral Fund to those countries which are | arge enough
and have significant enough ODS consunption and production to warrant the very
large investnment in tine and administrative effort to warrant negotiati on of
unbrel l a agreenents and the designhation, negotiation with and training of a
financial internmediary. It is also recomended that the Bank undertake a
revi ew of technical assistance and training provided to financia
intermediaries to establish the adequacy and rel evance of such technica

assi stance to the devel opment of national ODS phase-out capacity.

85. G ven that sonme of the Wrld Bank's | ocal financial intermediaries

consi der the Bank's renuneration for project execution inadequate to nake the
activity of comrercial interest, the Bank shoul d assess the incentive
structure provided to the financial agents in order to ensure efficient
handl i ng of ODS-programe inplenentation. To the same effect, it is inportant
that the Wrld Bank sustains an appropriate level of training in Bank- and
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Fund- operating nodalities for the financial internediaries.

86. It is recoomended that snaller and nmedi um si zed ODS-consum ng and
produci ng countries avoid the use of national execution nodels of project

i mpl ement ation through financial agents or other fund trustees given the
length of tine and the national governnent administrative resources required
in their negotiation and establishment. Wile this nodel nmay be preferred for
| onger termenvironnental actions, it has been denbnstrated to be a key factor
in delaying project inplenmentation and may threaten national efforts to
achieve timely phase-out. Even larger countries should persist in using this
nmodel only if they have already invested considerable tinme and effort in its
establishnent and if it can be shown to be delivering the expected benefits.

87. It is recormended that the Executive Comrittee and the | nplenenting
Agenci es, supported by the Fund Secretariat, collaborate on the devel opnent of
practical guidelines for post-project nonitoring and eval uati on enconpassi ng
moni toring for verification of phase-out and di sposal of phased-out equi pnent
and nonitoring for safe application of technology. Operational responsibility
for carrying out ex post nonitoring and evaluation may remain with
Governnents, financial internediaries or the |nplenenting Agencies, but the
agenci es thensel ves, in cooperation with Executive Conmmittee, have a
responsibility for ensuring that an appropriate |level of nonitoring takes
place and that the information is fed back to the Executive Committee.

88. It is recormended that |nplenmenting Agenci es devel op and present to the
Executive Committee plans for integrating the discussion of Mntreal Protoco
matters and priorities into their ongoing devel opment progranmmi ng di scussions
with Article 5 countries. 1In addition, |Inplenenting Agencies shoul d devel op
action plans for mobilizing non-Miltilateral Fund resources in support of
Mont real Protocol objectives for presentation to the Executive Conmittee.

89. It is recoomended that the Fund Treasurer retains responsibility for the
ongoi ng treasury operations of the Miltilateral Fund. |n addition, however,

it is recomended that the World Bank be encouraged to assist the Treasurer
(UNEP) in collecting contributions in arrears and nobilizing funds, draw ng on
the Bank's experience as an international financing agency with strong ties to
the Governnents of the Parties

90. It is recommended that the maxi rum|evel of bilateral contributions from
smal | er donors be mmintained at the current 20 per cent |evel based on the
argumentation: (i) none of the smaller countries have expressed that

20 per cent is generally considered inadequate; (ii) the need to preserve the
mul tilateral character of the Financial Mechani smand encourage adequate
utilization of capacity investnments nade by the |Inplenmenting Agencies; but
(iii) acknow edging the requirenent to maintain a bilateral channel as agreed
by the Parti es.

I nformati on exchange and awareness activities

91. Cont i nuous updating of information on ODS issues, especially on
alternative technologies, is required. Further, creation of awareness is an
ongoi ng process as new devel opnents take place and as priorities keep
changing. It is therefore recommended that the UNEP I ndustry and Environnent
Programre Activity Centre, supported by the Fund, should sustain its efforts
to neet the informati on needs of devel opi ng countries (through case-studies
frompractical conversion projects; neutral, up-to-date technica

information; and lists of suppliers/vendors of equipnent, etc.), and to

i ncrease awareness anong ODS users and the general public. The primary target
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of national ozone protection units should be maintained.

Contributing to the transfer of appropriate technol ogi es

92. The study team does not recommend at this time that the Executive
Committee and the Parties substantially alter the Technol ogy and Econom ¢
Assessnent Panel mechanism As noted above, there is no evidence of systenic
bi as or inappropriate advice on technol ogy choice emanating fromthe
Technol ogy and Econoni ¢ Assessnent Panel or being recommended either by the
Ozone Operations Resource Group (OCRG or the independent technical experts
wor ki ng for UNDP and UNI DO

93. The major current inpedinment to the flow of technology to shop floor

level in Article 5 countries has been the slow rate of project inplenmentation
For that reason, the study teamreiterates the recomendati ons in

par agr aphs 83-86 above, in the belief that an accelerated rate of project

i mpl ement ation represents the nost effective strategy possible for inproving

the rate of ODS phase-out technology flow to the shop-fl oor

Contributing to neeting agreed increnental costs

94. The study team recomends continued efforts by the Executive Comittee,
assisted by the Secretariat and the | nplementing Agencies, to further refine
and clarify definitions of agreed increnental costs. |In addition, it is
recommended that a nmechani sm be devel oped to ensure that precedent-setting
deci sions made at each neeting of the Executive Comrittee are conmuni cated as
qui ckly as possible and in as clear terns as possible to international experts
wor ki ng for the Inplenenting Agencies and to appropriate governnent mnistries
and enterprises in Article 5 countries.

95. It is recommended that the Fund Secretariat and the Inplenenting
Agenci es col | aborate on further devel opnent of both the Inventory of Approved
Equi prent in Investment Projects and the Negative |ndicative List and that,
followi ng further devel opment, the Negative Indicative List be endorsed by the
Executive Cormmittee as a nmeans of clarifying incremental cost criteria.

96. It is recormended that the Executive Committee continue to provide
funding for institutional strengthening even though such costs are outside the
indicative list of increnmental costs. |In addition, however, the

Executive Committee shoul d mandate an eval uati on of the effectiveness of
institutional-strengthening projects to date, and the |Inplenenting Agencies
shoul d review their experience in undertaking institutional-strengthening
projects with a view to sharing | essons | earned with the Executive Conmittee.

Ef fectiveness of country programes and institutional strengthening

97. | mpl enenti ng Agenci es and the Executive Conmittee should cooperate in

t he devel opnent of revised guidelines for the preparation of country
programes, making a distinction between small and nediumto-|large countries.
The gui delines should incorporate a revised institutional assistance concept
wi th enphasis on sustained and active | nplenmenting Agencies participation as
well as the invol venent of local consultants/institutions and nationa
governnent and industry cooperation in the process (in line with UNEP' s
present met hodol ogy). The guidelines should further include nodalities for
ensuring transfer of know edge to the Article 5 countries in the preparation
process.

98. The Executive Committee should reaffirmits commitnent to provide the
| evel of institutional support required to assist Article 5 countries in
i npl ementi ng programes and projects under the Montreal Protocol. It may al so

wish to further reinforce the requirenent that Fund-supported institutional-
strengthening activities nust be matched by a proportionate comm tnent of
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Article 5 country financial, organizational and hunan resources, as well as
suf ficient political conmitment.

99. The | npl enenting Agencies, in cooperation with the Fund Secretari at,
shoul d devel op strategies for integrating country progranme assi stance and
institutional strengthening where possible given the advanced stage of the
programe, and to use country-progranme devel opnent assistance as a capacity-
building instrunent. A prelimnary basic |evel of institutional assistance
needs to be tinmed with the country-progranmme assistance and the foll ow up

i nstitutional-strengthening project should enphasize both support to the
operating costs of the ozone protection unit and training, skills and

know edge transfer to the ozone protection unit fromthe | nplenenting

Agenci es, consultants, etc.

Ef fectiveness of Article 5 countries in supporting Fund activities

100. It is recomrended that Article 5 countries carefully review the scope
for taking legislative and regulatory action in line with statenents nmade in
their country programmes and that they be strongly encouraged to enact |aws
and regulations with a view to advanci ng the support of ODS phase- out
activities. |In support of such actions it is further recomended that a
framewor k be devel oped for policy dial ogue between the Article 5 countries on
the one hand and the Fund and the |Inplenmenting Agenci es on the other
particularly in countries with significant ODS consunpti on and programe
requirenents. The Article 5 government counterpart anong the |nplenenting
Agenci es may be a designated | ead agency to be agreed upon between the
Government and the |nplenmenting Agenci es.

Factors influencing effectiveness at country |eve

101. It is recommended that the institution(s) in Article 5 countries
responsi ble for handling ODS i ssues, together with the |nplenenting Agenci es,
shoul d identify potential institutional and | egal obstacles to project

i mpl ementation as early as possible. These obstacles should subsequently be
addressed jointly as quickly as possible with the purpose of finding
acceptabl e solutions in advance of programe inplenentation.

Ef f ecti veness of providing concessional |oans

102. To explore the potential benefits of providing concessional |loans to
projects with net increnental savings the follow ng approach is recomended:

(a) The | npl ementing Agencies (or other institutions to be designated
for this undertaking) that wish to becone involved in the provision of
concessi onal | oans should be encouraged to take a stronger interest in
pronoting the concept. This should be acconpanied by incentives for themto
devel op projects for loans and for their direct or indirect |oans
adm nistration. A survey of the need and demand for concessional |oans should
initially be carried out by the Fund through the use of the
| rpl ementi ng Agenci es, involving ozone protection units at country level to
the extent possible;

(b) I f the above-nentioned survey docunents a denand for |oans, the
facility should be advertised and pronoted at country |level by the Governnents
(ozone protection units) with the assistance of the Inplenenting Agencies.

Furt hernmore, the |nplenenting Agencies should start devel oping nodalities for
the transfer to enterprises of concessional |oans and for their subsequent
adm nistration, repaynment and the use of repaynent proceeds;

(c) Concessional | oans nmay appropriately be provided on the basis of
sector strategies (for exanple for the aerosol sector), or on a regiona
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basis. Such potential should be explored in detail by the Government together
with a designated I nplenenting Agency; and |ocal banks, and possibly industry
organi zations, to handle the facilities, should be identified;

(d) The Article 5 countries should enact |egislation that would
stinmul ate the denmand for |oans, either fromthe |ocal banking systems or for
Fund | oans.

Cost-effectiveness of Fund activities

103. It is recomended that the I nplenenting Agencies, together with the
Article 5 country Governnents, should be encouraged to increase their focus on
projects in subsectors with relatively high cost-effectiveness, or on projects
wi th high cost-effectiveness because of econom es of scale. This should be
based on carefully prepared strategies for the ODS sectors and subsectors in a
joint effort by the Article 5 country Governnents and the | npl enmenting

Agenci es.

104. |In order to establish workabl e and acceptabl e cost-effectiveness
boundaries it is recormmended that the Secretariat conduct a detail ed analysis
of project cost-effectiveness based not only on the sinple nmethod of
calculating cost-effectiveness, but also on one which takes into account the
full costs to the econonies concerned, e.g., the unit abatement cost (UAC
met hod. A series of well defined nodel projects with different capacities
shoul d be anal ysed to establish accurately the cost-effectiveness under
"standard" conditions. The outconme should be related to the conposition of
projects by sector, subsector and size for Parties or groups of Parties to
determne the effect of inposing alternative cost-effectiveness m ni num
criteria. The objective would be to design a regime of boundaries that does
not unequi vocal ly discriminate against certain countries, groups of countries
and/ or sectors and subsectors.

105. The Executive Committee and the | nplenenting Agencies should agree on
the use of these boundaries or norns for the cost-effectiveness of projects by
sector and size. They should be used to assess projects on their own nerits
and ensure that projects are within bounds of reasonable cost-effectiveness
given that they utilize accepted non-QODS technol ogy and are seeki ng support
for agreed increnental costs. This recommendation should be inpl enented
carefully and in those sectors in which the |Inplenmenting Agenci es have
accunul at ed consi derabl e project experience.

106. Application of cost-effectiveness boundaries may | ead to cases where
i nportant groups of enterprises with a conbined | arge scope for ODS

elimnation fall outside the acceptance range given their size, limted
accessibility, and high adnministration cost of ODS phase-out projects that
coul d conceivably be inplenmented to elininate ODS consunption. In such

i nstances a system for |unp-sum conpensation should be consi dered.

107. As nost of the countries that do not yet have a country progranme are

| ow- ODS- consuni ng countries, the Inplenenting Agencies should work to ensure
that the scale and conplexity of the country programmes they assist in
preparing are proportional to the size and conplexity of ODS consunption and
production issues in the countries concerned. For the mgjority of these
countries the country programm ng exercise should be limted to registration
of reliable consunption data, identification of obvious projects and

devel opnent of basic sector strategies (including |legislative and regul atory
aspects) with a viewto prioritizing projects anong and within sectors and
over time, based, inter alia, on cost-effectiveness considerations. Wile the
| evel of funding for country progranme preparation assistance shoul d
correspond to this relatively nodest |level of ambition, it should be
sufficient to ensure good quality programres, i.e. the country progranmnes
prepared shoul d exceed the "critical quality level"” bel ow which they are of no
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use.

108. In light of the recorded success and cost-effectiveness of the UNEP-
assisted "ODS O ficers" network (ODSONET) in the South-east Asia region, UNEP
should work to ensure that simlar networks in Africa and Latin Amrerica are
able to attain a sinilar level of operations. This will require a greater

| evel of support fromthe Fund. Alternatively, the area of network support in
Africa and Latin Arerica may be a suitable channel for bilateral activity.

Expected i npact of recomendati ons

109. The key focus of the vast mgjority of the reconmendations |isted above
is the inmprovenent of the administrative, policy and organizationa

envi ronnent of the Financial Mechani smof the Montreal Protocol so that it may
contribute nore effectively to the goals of the Protocol and the protection of
the ozone layer. It is the view of the study teamthat the existing
deficiencies in the adm nistrative and institutional environment of the

Fi nanci al Mechani sm have the potential to seriously delay the achi evenment of
the goals of the Protocol in relation to Article 5 countries. It is further
bel i eved that accel erated ODS phase-out woul d be achi eved by enphasi zi ng areas
and projects for ODS phase-out with high cost-effectiveness.

110. If acted on in a positive and cooperative spirit by all Parties, the
recomendat i ons have the potential to reduce or elimnate the gap between the
ODS phase-out which shoul d be achi eved under a reasonably expeditious

i mpl ementati on of projects and programmes and the current disappointing rate
of project inplenmentation. A nore deliberate pursuit of cost-effective
projects, where appropriate, will increase the speed of elimnating ODS use
and t hereby augment the inpact on the ozone |ayer both in absolute ternms and
in atine perspective.

111. No attenpt at quantifying the inpact of the recomendations in ternms of
accel erated and increased phase-out of ODS has been nmade given the host of
factors that conbine to produce such outcone. However, if key administrative,
institutional and policy issues are not addressed, and a stronger orientation
towards cost-effective activities not endeavoured, it seens clear that the
options for accel erated phase-out detailed in the draft Report on the Review
under Paragraph 8 of Article 5 will be unlikely to prove attainable,

regardl ess of the resources which are nmade avail abl e.

112. It is the view of the study teamthat the body of recommendati ons
detailed in this section represents a bal anced package of actions which have
the potential to restore the confidence of non-Article 5 countries that the
Fund is being used to support cost-effective and sound projects and progranmes
of ODS phase-out. At the same tine, these actions will strengthen the clear
commi tnent of the Fund to neet the institutional needs of Article 5 countries
which are directly related to effective progranm ng and to support legitimte
increnmental costs across a wide range of sectors and project types, while
respecting their requirenment for the pursuit of national socio-econonc

devel opnent. The study teambelieves it is essential that Parties act in a
bal anced way to reaffirmtheir commitnment to the goals of the Protocol and of
t he Financial Mechani sm



