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I. INTRODUCTION 

1. This document has been prepared by the Fund Secretariat in response to decision 52/4, 
under which the Executive Committee decided “to request the Secretariat to prepare a document 
for discussion at the 53rd Meeting of the Executive Committee on options for assessing and 
defining incremental costs for HCFC consumption and production phase-out activities”.  This is 
the first effort of the Executive Committee to approach the subject of incremental costs of 
phasing out HCFCs.  The Secretariat understands the mandate from the Executive Committee to 
be to undertake an initial analysis of the subject to identify and define the issues that will have a 
bearing on the incremental costs of phasing out HCFC consumption and production. 

2. Decisions of the 19th Meeting of the Parties, in particular Decision XIX/6 on the 
adjustments to the Montreal Protocol control schedule on HCFCs and Decision XIX/10 on the 
terms of reference for the study on the 2009-2011 replenishment of the Multilateral Fund 
provided specific guidance to the Executive Committee on addressing funding of HCFC 
phase-out.  These relate to the need, among other things: 

(a) To achieve and sustain compliance with the control schedules of ODS other than 
HCFCs; 

(b) To make the necessary changes to the eligibility criteria related to the post 1995 
facilities and second conversions; 

(c) To pay particular attention to Article 5 Parties with low volume and very low 
volume consumption of HCFCs; 

(d) To prepare national phase-out management plans for an accelerated HCFC 
phase-out and assist in conducting surveys to improve reliability in establishing 
baseline data; 

(e) To give priority to cost effective projects that focus on; 

(i) Phasing out first HCFCs with higher ozone depleting potential, taking into 
account national circumstances; 

(ii) Substitutes and alternatives that minimize other impacts on the 
environment, including on the climate, taking into account global warming 
potential, energy use and other relevant factors; 

(iii) Special consideration to small and medium-size enterprises; and 

3. The decision also calls on Parties to take every practical step consistent with the 
Multilateral Fund programmes, to ensure the best available and environmentally-safe substitutes 
and related technologies are transferred to Article 2 Parties to Article 5 Parties under fair and 
most favourable conditions. 

4. Apart from the need to incorporate environmental impacts other than the protection of the 
ozone layer, in particular the impact on climate and energy use, all these points  have been 
included in the existing guidelines for the funding of ODS other than HCFCs.  The challenge for 
the Executive Committee is how the new requirements will be taken into account in the funding 
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of HCFC phase-out, or to express differently how the specifics of HCFC phase-out will impact 
the existing funding guidelines. That also determines the purpose of this initial analysis, which is 
to identify and define the specifics of HCFC phase-out, especially those that would influence the 
incremental costs of the phase-out activities. Where it seems possible, firm recommendations are 
framed for policy decision by the Executive Committee.  However in view of the magnitude of 
the issues involved, it is likely that some of these may take more than one meeting of the 
Executive Committee to be resolved.  In those cases, the paper describes the issues, draws up the 
boundaries that should be further examined, and proposes further actions to be taken with a 
timeline for progress reporting by the Fund Secretariat back to the Executive Committee.  

II.1 Legal prerequisite for assessing Multilateral Fund funding for HCFC phase-out 

5. To enable access to the Multilateral Fund for assistance for phasing out ODS, ratification 
of the Montreal Protocol and its Amendments is required. However, in order to provide an 
incentive for non-signatories to ratify, some limited funding for developing the country 
programme and capacity building has been provided. Therefore there have been cases that 
countries had received funding for some investment as well as non-investment activities from the 
Multilateral Fund for years without ratifying the London Amendment which created the 
Multilateral Fund.  

6. After more than a decade of implementing the Montreal Protocol, a majority of Article 5 
countries are well versed in the process of the Montreal Protocol and the Multilateral Fund and 
have a fairly developed national legal framework regarding the Montreal Protocol. While the 
incentive policy may still be needed, there should be clear cut-off criteria. 

Policy recommendation 

∗The Copenhagen Amendment:  Ratification of or accession to the Copenhagen Amendment is 
the prerequisite for an Article 5 Party to access Multilateral Fund funding for phasing out the 
consumption of HCFCs. 

∗The Beijing Amendment:  Ratification of or accession to the Beijing Amendment is the 
prerequisite for an Article 5 Party to access Multilateral Fund funding for phasing out the 
production of HCFCs. 

7. In the case of a non-signatory country, the Executive Committee may consider providing 
funding for conducting an HCFC survey and the preparation of an accelerated HCFC phase-out 
management plan, with the commitment of the Government to ratify the necessary Amendment 
within the next 12 months. No further funding would be available until the commitment has been 
fulfilled.  

II.2 Continued applicability of existing policies and guidelines of the Multilateral Fund 
in funding phase-out of ODS other than HCFCs  

8. Since the establishment of the Multilateral Fund in 1991, the Executive Committee has 
executed its function to “develop the criteria for project eligibility and guidelines for the 
implementation of activities supported by the Fund” as defined in its terms of reference approved 
                                                 
* Based on the existing control schedule of the Montreal Protocol on HCFCs. 
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at the 4th Meeting of the Parties. In so doing, it has always followed as the ultimate policy 
guidance the “Indicative list of categories of incremental costs”, approved at the 4th Meeting of 
the Parties (decision IV/19). Over some 16 years, the Executive Committee has formulated 
funding criteria and guidelines covering all the operational activities for phasing out the 
substances controlled by the Montreal Protocol, except HCFCs.  This has been a continuing 
process, dealing with policy issues as they emerge from operations, and taking on substances as 
they are introduced into the list of controlled substances under the Montreal Protocol.  The most 
recent case of taking on the expanding list of controlled substances would be the on-going 
initiatives, since 1997, to develop guidelines for phasing out methyl bromide.  The current effort 
to develop funding criteria and guidelines for phasing out HCFCs should be considered as 
another chapter in the on-going process of the Executive Committee in developing operational 
policies and guidelines for activities supported by the Multilateral Fund. 

9. This understanding is important because it ensures that for the most part the existing body 
of criteria and guidelines of the Multilateral Fund continues to be valid and applicable to HCFC 
phase-out and there is no need to reopen or reconfirm these policies.  For example, the existing 
policy on treating exports to non-Article 5 countries that the Executive Committee adopted at its 
15th Meeting (a copy of the decision from paragraphs 146 and 147 of 
UNEP/OzL.Pro/ExCom/15/45 is attached in Annex I), and the policy on trans-national 
corporations (a copy of the decision from UNEP/OzL.Pro/ExCom/7/30, paragraph 88, is attached 
in Annex I) should continue to apply to similar issues in funding HCFC phase-out.  

Policy recommendation 

10. The existing policies and guidelines of the Multilateral Fund in funding the phase-out of 
ODS other than HCFCs will be applicable to the funding of HCFC phase-out unless specifically 
stated otherwise. 

II.3 Accelerated HCFC Phase-Out Management Plans and HCFC Surveys  
 
11. An accelerated HCFC phase-out management plan will be essential for an Article 5 Party 
to map out its course of action to comply with the HCFC phase-out schedule agreed upon at the 
19th Meeting of the Parties.  The Multilateral Fund has funded two similar exercises:  the country 
programming exercise and the preparation of sector/national CFC/ODS phase-out plans, and 
introduced guidelines for each of them (decision taken at the 3rd Meeting of the Executive 
Committee on guidelines for country programmes and decision 38/65 on the preparation 
implementation and management of national ODS phase-out plans.  National surveys have 
always been an integral part of each of these exercises and provide the factual basis for the 
planning exercises. 

12. The country programming exercise took place for most countries at the early stages of 
funding of the CFC phase-out activities in a country and prior to the establishment of the CFC 
baseline.  The process assisted the countries build a national consensus on the national phase-out 
plan of action.  However because this occurred when many of the substitute technologies were 
still evolving and CFC consumption and production data were arrived at often through 
extrapolation in the absence of baselines data, revisions and updates became necessary in the 
process of implementation with increased knowledge of technology options and cost of 
conversions.  The approval by the Executive Committee of the country programmes has always 
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been in the form of endorsing the commitment of the country’s strategy for phasing out the 
concerned ODS, but not the projects or the proposed funding level in these programmes. 

13. Compared with the country programmes, the national/sector phase-out plans that were 
approved from 2001 onward, when the baselines of CFC and other ODS had been established 
and the substitute technologies for most of the ODS are available and their costs known. That 
prepared the ground for the introduction of the performance-based funding where a commitment 
to a maximum fundable consumption ceiling for each country with annual linear reduction steps 
is matched with a funding commitment agreed in principle from the Multilateral Fund. 

14. In terms of timing, the planning for HCFC phase-out will be similar to the country 
programming exercise, since it will take place at the beginning of the phase-out programme and 
most likely prior to establishing the baseline.  Judging from the status of the development of 
substitute technologies, the phase-out of HCFCs would likely encounter similar uncertainties 
both in terms of availability of substitutes and knowledge of their costs.  A binding commitment, 
either from the country or from the Multilateral Fund, in the form of performance-based national 
phase-out plan could be premature, especially in the large and medium-sized consuming 
countries with HCFC-dependent manufacturing industries. One of the possibilities in terms of 
the phase-out strategy could be a phased implementation, taking on sectors where substitute 
technologies are more developed and new technologies become available. This should fall under 
the overall consideration of the planning exercise.  

15. However the possibility of binding national phase-out plan should not be ruled out.  In 
the case of a country where low volumes of HCFCs are currently used only in the servicing 
sector, the country may consider making a commitment to phasing out HCFC significantly 
earlier than the adjusted schedule, taking advantage of the momentum of the on-going TPMP on 
CFC phase-out. 

16. One of the concerns related to the country programmes is the risk of funding the same 
level of consumption more than once in the absence of a commitment to a consumption ceiling.  
This is partly due to the relatively long duration from the inception of the Fund activities in 1991 
and the establishment of the CFC baseline in 1995-1997, and partly due to the absence of 
deducting phase-out from an aggregate national consumption level from individually funded 
projects.  In the case of HCFCs, the duration between now and the baseline years of 2009 and 
2010 is less than three years and that should reduce the risk of double funding of the same 
consumption. In addition, if the modality of funding, that is the funding of stand-alone projects 
and sector plans, could be supported by an appropriate methodology to take account of the 
amount already phased out, that could also contribute to reducing that risk. This would retain the 
advantages of performance-based funding at the level of a national phase-out plan.   

17. Since the national HCFC phase-out management plan is a strategic planning exercise, 
which has to be undertaken prior to the commencement of the funding activities and the national 
HCFC survey will be an integral part of, it is important to expedite this correctly as soon as 
possible. A good start-off point would be to use the existing guidelines for country programmes 
and the guidelines for the preparation of the sector/national phase-out plans, revising them to 
take in the specific needs of the HCFC phase-out. 
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Recommendation for further action 

18. The Secretariat should work with the implementing agencies to examine the existing 
guidelines for country programme and sector plans (decision taken at the 3rd Meeting of the 
Executive Committee and 38/65) and propose draft guidelines to the 54th Meeting for the 
preparation of HCFC phase-out management plans taking into account the possibility of: 

(a) Incorporating the HCFC surveys into the process of preparing HCFC phase-out 
management plans; 

(b) Establishing a national HCFC consumption/production ceiling prior to the 
establishment of the baseline; 

(c) Setting a timeframe and modality of implementation of the HCFC national 
phase-out management plans, including the possibility of implementation phases, 
the use of individual projects and sector plans and methodology for taking 
account of HCFC phase-out on a national aggregate level, based on national 
circumstances. 

 
II.4 Funding Priority and Cost-Effectiveness Thresholds  
 
19. The Multilateral Fund has always prioritized its funding according to the dual 
consideration of environmental impact and cost-effectiveness which is expressed in unit cost per 
kilogram of ODS eliminated (US $/kg/ODP).  In applying this criterion, due consideration is 
given to the special needs of low-volume consuming countries (LVCs) and the small and 
medium-sized enterprises (SMEs), which will be discussed later in the paper. 

20. Continuing with such criteria will enable the requirements for giving priority to 
cost-effective projects and those with higher ODP value to be met, as contained in 
decision XIX/6 of the 19th Meeting of the Parties.  However the existing criteria will not cover 
the requirement of this decision calling for projects and programmes which focus on “substitutes 
and alternatives that minimize other impacts on the environment, including on the climate, taking 
into account global warming potential, energy use and other factors”. 

21. Assuming substitutes and alternative technologies are available, with equal ODP value, 
priority could be accorded to those alternatives with a lower GWP for higher climate benefit. If 
the energy use has to be factored in, some order of priority will need to be established based on 
environmental considerations, for instance, firstly the ODP value, then GWP value and finally 
energy use.  As for taking into account energy efficiency, consideration may need to be given on 
whether it is done on the basis of the theoretical value of the technology or the actual impact of 
such technology after it has been installed and implemented.  

22. While this is only the environmental impact, ranking of the alternatives on the basis of 
cost could potentially change the order of choices, since the most environmentally sound 
alternatives may not have the lowest cost.  Therefore a balance between environmental impact 
and cost–effectiveness might merit additional consideration. 
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23. Existing cost-effectiveness thresholds have been developed on a sector basis and 
summarized in paragraph 32 of document UNEP/OzL.Pro/ExCom/16/20 (attached).  They are 
cost norms formulated based on experiences from funded projects.  The number of sectors could 
be fewer for HCFC consumption as compared to CFCs since the concentration is mostly in two 
sectors, foam and refrigeration. Production has been treated traditionally as another sector. 

24. If the cost-effectiveness thresholds are still the appropriate modality for reflecting the 
concerns on cost-effectiveness and environmental impact including climate and energy use in the 
funding of HCFC phase-out, there is an urgent need to examine ways to develop new 
cost-effectiveness thresholds on the basis of existing ones, starting with concepts to: 

(a) Incorporate and prioritize between the environmental impact on ozone layer 
protection, climate, energy use and other factors, including the implications of 
using ODP tonnes versus metric tonnes; 

(b) Balance between cost and environment impact; 

(c) Operationalize the concepts into implementable proposals; 

(d) Examine and develop incremental cost ranges in foam and refrigeration sectors on 
the basis of available alternatives; and 

(e) Propose funding modalities, such as stand-alone projects, group projects, sector 
plans and national phase-out plans. 

Recommendations for further action 

25. The Secretariat should convene an expert group with specializations in foam, 
refrigeration and other related fields to examine ways to develop new cost-effectiveness 
thresholds for funding HCFC phase-out on the basis of the existing ones. This should include the 
development of concepts and operational proposals for the issues listed in paragraph 23 above. 

II.5 Low-Volume Consuming Countries (LVCs) and Small and Medium-sized 
Enterprises (SMEs) 
 
26. Under the existing classification, an LVC is a country with a baseline of CFC 
consumption below 360 ODP tonnes. According to the definition, the number of LVCs is 102 
out of a total number of 144 Article 5 countries. There is no specific definition of a very low 
volume consuming country.  The special consideration accorded to the group of LVCs is a 
double-chance of getting their projects funded.  It enables LVCs to: 

(a) Compete equally for funding with all other funding requests against the cost-
effective thresholds; and 

(b) Have access to a special funding window was made available for LVCs under 
which funding requests from these countries are exempted from the measurement 
against the cost-effectiveness thresholds. 

27. A copy of the Executive Committee decision on LVCs is attached in Annex I. 
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28. Records of the Secretariat show that projects from LVCs, which are funded through this 
funding window, represent a small percentage of the total number of projects funded for this 
group of countries because most of the projects from these countries competed fairly well with 
other projects in cost-effectiveness terms and have received funding along side the other projects.  

29. The special consideration accorded to SMEs from non-LVC countries is in the form of 
more generous cost effectiveness thresholds when requests from these enterprises are submitted 
as group projects.  The definition of SMEs and the favourable policy regarding these enterprises 
are spelled out in decision 25/56, a copy of which is attached in Annex I. 

30. According to the reported data under Article 7 of the Montreal Protocol of the total 
number of 117 Article 5 Parties, which have access to the Multilateral Fund and which reported 
HCFC consumption data in 2005, 90 countries had a consumption of below 360 metric tonnes, 
10 countries had a consumption between 360-1,000 metric tonnes and 17 countries had a 
consumption of more than 1,000 metric tonnes. An additional 23 Article 5 countries have not yet 
reported HCFC consumption data (three of these countries are currently classified as non-LVC). 
In terms of LVC countries covered, there seems to be a great deal of similarity between the 
definition using metric tonnes and the one using ODP tonnes. 

  
Policy recommendations 

31. The current classifications of LVCs and SMEs should be maintained until the 
cost-effectiveness thresholds of HCFC phase-out are developed and the potential impact of those 
thresholds on LVCs and SMEs becomes better known. It would then be possible to review these 
classifications, and current policies and funding arrangement targeting these countries and 
enterprises.  

II.6 Cut-Off Date for Funding Eligibility 
 
32. The Executive Committee decided “In the light of technological advances, not to 
consider any projects to convert any ODS-based capacity installed after 25 July 1995”, the day 
before the 17th Meeting of the Committee. This policy was taken against the background that the 
Multilateral Fund was funding ODS phase-out projects between 1991-1999 when there was no 
binding target for Article 5 countries.  While the purpose of so doing was to stunt the growth in 
the consumption of ODS and so eventually lower the baseline level for CFCs in 1999, there was 
no actual barrier to setting up and expanding new ODS-based industries during that period and 
so eventually receiving funding from the Multilateral Fund for conversion of such capacity.  At 
the same time, the accounting of funded phase-out by project was not done on a sustained 
national aggregate level.  It was not unusual therefore that the total tonnage of CFCs funded for 
phase-out could be several times the estimated level of consumption in a sector in the country 
programme. 

33. There was the concern that the project-by-project funding modality, and the fact that 
phase-out from individual projects not being accounted for on a sustained national aggregate 
level, could potentially result in funding the same consumption more than once and stretching 
unnecessarily the liability of the Fund. At the same time, there was a need to send a clear signal 
to industries in Article 5 countries that substitute technologies were available and they should 
discontinue investing in ODS-dependent industries.  The adoption of this policy in 1995 placed a 
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limit on the liability of the Fund and sent a much needed signal to industries to stop investing in 
technologies which were on the way out. 

34. With this background to this policy in mind, three alternatives are proposed below as a 
possible new cut-off date for HCFCs, with a discussion of the rationale behind each of them: 

(a) The day before the 53rd Meeting of the Executive Committee 
(25 November 2007):  The rationale behind this proposal is precedent, because 
25 July 1995 was the day before the 17th Meeting of the Executive Committee; 

(b) 31 December 2009:  The rationale behind the proposal is that this marks the end 
of the first year of the two years for calculating the baseline, and the production 
capacity which is in existence by then should have contributed to the baseline and 
consequently be considered as eligible for funding for phasing out HCFC 
consumption and production.  On this basis any new capacity or capacity 
expansion beyond that date would not be contributing to the baseline and should 
not be eligible; and 

(c) Availability of substitutes:  The rationale behind this proposal is based on the 
need for business decisions to be taken on investing in technologies with a growth 
prospect and not in technologies that are on the way out.  Conversely, the 
commercial availability of substitute technology is the pre-requisite for moving 
away from HCFC-dependent technology.  This is the basis for decision 17/7.  
This proposal complicated by the uneven status of availability of the substitutes to 
HCFCs in the different sectors that could make it difficult to propose one uniform 
cut-off date. 

Recommendations for further action 
 
35. The Secretariat should convene an expert group (as also suggested in paragraph 24 
above) with specializations in foam, refrigeration and other related fields to consider options, 
including the above three options for a new cut-off date for funding eligibility and report back to 
the 54th Meeting on the results.  

II.7 Second-stage Conversions 
 
36. The term second-stage conversion first appeared in decision 17/17, which the Executive 
Committee adopted in 1995 in the context of providing advice to the implementing agency for 
preparing domestic refrigeration insulation foam conversion projects and the decision reads: 

(a) As HCFCs were not controlled substances for Article 5 countries, incremental 
costs for conversion of HCFC-141b plants were not eligible for funding; 

(b) Implementing agencies should note a presumption against HCFCs when preparing 
projects; and 

(c) Where HCFC projects were proposed, the choice of this technology should be 
fully justified and include an estimate of the potential future costs of second-stage 
conversion. 
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37. Decision 19/2 on not funding the second-stage conversion was taken by the Executive 
Committee two meetings later in 1996, and the relevant paragraphs are quoted below: 

(a) To take note of decision VII/3 of the Seventh Meeting of the Parties to control 
HCFCs and to note further that projects involving conversion to HCFCs should be 
considered in the light of that decision, as well as other relevant factors; and 

(b) That in the future, in cases where conversion to HCFCs was recommended, the 
implementing agencies should be requested to provide a full explanation of the 
reasons why such conversion was recommended, together with supporting 
documentation that the criteria laid down by the Executive Committee for 
transitional substances had been met, and should make it clear that the enterprises 
concerned had agreed to bear the cost of subsequent conversion to non-HCFC 
substances. 

38. Other relevant decisions on the subject are included in Annex I. The distribution of 
HCFCs phased in by Multilateral Fund projects shows a concentration mostly of foam projects. 
Justifications that were used for selecting HCFCs ranged from high safety and relocation cost for 
adopting hydrocarbons, especially for small industries, to the forces of market demand.  

39. The commitment for bearing the cost of second-stage conversion was argued on the basis 
of the original HCFC control schedule, which would allow approximately 40-50 years of use of 
the technology from the time of adopting HCFCs in the mid 1990’s until phase-out in 2040. That 
would be more than long enough for the life cycle of the HCFC technology to run its course and 
be ready for an upgrade. However following the principle of incremental costs, if the adjusted 
HCFC phase-out schedule results in the premature retirement of the HCFC technology prior to 
the end of its natural life cycle, funding of the second-stage conversion might be limited to the 
remaining useful life of the technology. However as said earlier, the second-stage conversion 
could incur safety and relocation costs in some of the applications.  

40. It is almost ten years now since most of those enterprises were converted to HCFCs with 
the assistance of the Fund, of which the Secretariat has maintained a complete list in its project 
inventory. There is an issue of what the current status of these enterprises might be. Some may 
have already converted to a non-ODS substitute; others may have gone bankrupt; and some may 
have changed to another business. It would probably contribute to a decision being taken on the 
second-stage conversions if a status quo report were made available on these enterprises and by 
understanding more the magnitude of the issue. At the same time there could also be more study 
of and knowledge provided on the potential cost of converting from HCFCs to the final choice of 
alternative.  

Recommendations for further action 
 
41. The implementing agencies and the national ozone units concerned should include, in the 
process of developing HCFC phase-out management plans a survey of the enterprises that 
converted to HCFCs with the assistance of the Fund, indicating in particular the year of 
conversion, the current technology used and capacity, the technology and capacity at the time of 
conversion if the current technology is different, the level of HCFC consumption for the last 
three years, and the replacement technology and planned time of next conversion. 
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42. The Secretariat should consolidate the results from the national surveys and report to the 
Executive Committee by the second meeting in 2009 to facilitate the re-examination of the issue 
of second-stage conversions.  

II.8 Funding HCFC production phase-out 

43. The Multilateral Fund has financed the phase-out of ODS production based on the 
assumption of plant closures, and provided compensation for profit foregone and labour 
displaced resulting from premature closures. The advantage of that approach to date is that it has 
avoided the complications of ensuring the availability of technology for producing the 
substitutes, and the resulting calculation of the incremental costs of replacing the ODS 
production with the substitute technologies.  

44. In each of the existing agreements for CFC production phase-out, there is a standard 
paragraph under which each CFC producing country: 

“[Country] agrees that the funds being agreed in principle by the Executive Committee at 
its [XXth] Meeting for complete closure of its CFC production capacity is the total 
funding that will be available to it to enable its full compliance with the CFC production 
phase-out requirements of the Montreal Protocol, and that no additional Multilateral Fund 
resources will be forthcoming for related activities including the development of 
infrastructure for the production of alternatives, the import of alternatives, or the eventual 
closure of any HCFC facilities that use existing CFC infrastructure.” 

45. This paragraph is interpreted to mean that all the swing plants, which were designed to 
produce both CFC-11/12 and HCFC-22, have already been funded for closure of the HCFC 
production.  That questions the eligibility of these swing plants for receiving additional funding 
to phase out HCFC production.   

46. The first CFC production phase-out agreement was concluded in 1999, almost eight to 
nine years after the Multilateral Fund had started funding phase-out of CFC consumption and 
close to the freeze commitment on CFCs.  It would be worthwhile to examine the timing of the 
CFC production phase-out in terms of its synchronization with the phase-out of CFC production 
and consumption, and its effect on reducing the supply of CFCs and pushing up their cost to 
facilitate global compliance.  This would be useful for the consideration of HCFC production 
phase-out in view of the long duration between the HCFC freeze in 2013 and the final phase-out 
in 2030, not including the servicing tail that continues until 2040.  

47. In addition, the purchasing of emission credits under the clean development mechanism 
(CDM) for the destruction of HFC-23, a by-product of HCFC-22 production, could potentially 
boost HCFC production since a certain level of HCFC-22 production needs to be maintained to 
achieve the necessary HFC-23 production in order to claim the credits. The issue is how much 
HCFC-22 is being produced for the need to maintain the HFC-23 output, considering a 
significant number of the HCFC producing plants in Article 5 Parties already have a CDM 
project funded, or planned. Further complicating the discussion are the dual uses of HCFC-22, 
both for emissive use (e.g. refrigeration) and as a feedstock, the latter having been on the 
increase.  
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Recommendations for further action 

48. The Secretariat should convene an expert group on HCFC production to examine and 
report progress to the 54th Meeting on the following issues in respect of funding of HCFC 
production phase-out.   

(a) The continued applicability of the current approach to funding HCFC production 
phase-out being based on the assumption of plant closures; 

(b) The timing of funding HCFC production in view of the long duration between the 
HCFC freeze in 2013 and the final phase-out in 2030; 

(c) The eligibility of the CFC/HCFC-22 swing plants in view of the commitment in 
the CFC production phase-out agreement not to seek funding again from the 
Multilateral Fund for closing down HCFC facilities that use the existing CFC 
infrastructure; 

(d) The need to account for the impact of the funding of HFC-23 destruction on the 
production of HCFC-22 and the dual uses of HCFC-22 for emissive use and as a 
feedstock; and 

(e) The cut-off date for funding eligibility of HCFC production phase-out. 

 

III. SUMMARY OF THE RECOMMENDATIONS 

49. The recommendations from the paper fall into two groups, policy recommendations and 
recommendation for further action, as summarized below: 

Policy recommendations: 

On legal pre-requites for accessing funding 

∗The Copenhagen Amendment:  Ratification of or accession to the Copenhagen Amendment is 
the prerequisite for an Article 5 Party to access Multilateral Fund funding for phasing out the 
consumption of HCFCs. 

∗The Beijing Amendment:  Ratification of or accession to the Beijing Amendment is the 
prerequisite for an Article 5 Party to access Multilateral Fund funding for phasing out the 
production of HCFCs. 

50. In the case of a non-signatory country, the Multilateral Fund may consider providing 
funding for conducting an HCFC survey and the preparation of an accelerated HCFC phase-out 
management plan, with the commitment of the Government to ratify the necessary Amendment 
within the next 12 months. No further funding would be available until the commitment has been 
fulfilled.  
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On applicability of the existing Multilateral Fund policies and guidelines 

51. The existing policies and guidelines of the Multilateral Fund in funding the phase-out of 
ODS other than HCFCs will be applicable to the funding of HCFC phase-out unless specifically 
stated otherwise. 

On LVCs and SMEs 

52. The current classifications of LVCs and SMEs should be maintained until the 
cost-effectiveness thresholds of HCFC phase-out are developed and the potential impact of those 
thresholds on LVCs and SMEs becomes better known. It would then be possible to review these 
classifications, and current policies and funding arrangement targeting these countries and 
enterprises.  

Recommendations for further action: 

On accelerated HCFC phase-out management plans and HCFC surveys 

53. The Secretariat should work with the implementing agencies to examine the existing 
guidelines for country programme and sector plans (decision taken at the 3rd Meeting of the 
Executive Committee and 38/65) and propose draft guidelines to the 54th Meeting for the 
preparation of HCFC phase-out management plans taking into account the possibility of: 

(a) Incorporating the HCFC surveys into the process of preparing HCFC phase-out 
management plans; 

(b) Establishing a national HCFC consumption/production ceiling prior to the 
establishment of the baseline; and 

(c) Setting a timeframe and modality of implementation of the HCFC national 
phase-out management plans, including the possibility of implementation phases, 
the use of individual projects and sector plans and methodology for accounting of 
HCFC phase-out on a national aggregate level, taking into account national 
circumstances. 

On funding priority and cost-effectiveness thresholds 

On cut-Off Date for Funding Eligibility 

54. The Secretariat should convene an expert group with specialization in foam, refrigeration 
and other related fields to examine ways to develop new cost-effectiveness thresholds for 
funding HCFC phase-out on the basis of the existing ones. This should include the development 
of concepts and operational proposal for the issues listed in paragraph 23 above. 

55. The expert group should also consider options, including the three options discussed in 
paragraph 34 for a new cut-off date for funding eligibility. 

56. The Secretariat should report progress on the deliberations of the expert group to the 
54th Meeting.   
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On second-stage conversions 

57. The implementing agencies and the national ozone units concerned should include, in the 
process of developing HCFC phase-out management plans, a survey of the enterprises that 
converted to HCFCs with the assistance of the Fund, indicating in particular the year of 
conversion, the current technology used and capacity, the technology and capacity at the time of 
conversion if the current technology is different, the level of HCFC consumption for the last 
three years, and the replacement technology and planned time of next conversion. 

58. The Secretariat should consolidate the results from the national surveys and report to the 
Executive Committee by the second meeting in 2009 to facilitate the re-examination of the issue 
of second-stage conversions.  

On funding of HCFC production phase-out 
 
59. The Secretariat should convene an expert group on HCFC production to examine and 
report progress to the 54th Meeting on the following issues in respect of funding of HCFC 
production phase-out.   

(a) The continued applicability of the current approach to funding HCFC production 
phase-out being based on the assumption of plant closures; 

(b) The timing of funding HCFC production in view of the long duration between the 
HCFC freeze in 2013 and the final phase-out in 2030; 

(c) The eligibility of the CFC/HCFC-22 swing plants in view of the commitment in 
the CFC production phase-out agreement not to seek funding again from the 
Multilateral Fund for closing down HCFC facilities that use the existing CFC 
infrastructure; 

(d) The need to account for the impact of the funding of HFC-23 destruction on the 
production of HCFC-22 and the dual uses of HCFC-22 for emissive use and as a 
feedstock; and 

(e) The cut-off date for funding eligibility of HCFC production phase- out. 

Request of the Fund Secretariat 
 
60. The Executive Committee may wish to consider approving US $150,000 in the budget of 
the Secretariat for 2008 to cover the cost of convening the expert group meetings.  

----- 
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3. Industry Action 
 

Sector Consumption 
Preceding 

Year 
(1) 

Consumption 
Year of Plan 

(2) 

Reduction 
within Year 

of Plan 
(1)-(2) 

Number of 
Projects 

Completed 

Number of 
Servicing 
Related 

Activities 

ODS 
Phase-
Out (in 
ODP 

tonnes 
Manufacturing 

Aerosol      
Foam      

Refrigeration      
Solvents      

Other      
Total      
     

 

 
Servicing 

Refrigeration       
Total       
GRAND 
TOTAL 

      

 
4. Technical Assistance 
 

Proposed Activity:  _____________________________ 

  
Objective:   _____________________________ 

 
Target Group:   _____________________________ 

 
Impact:   _____________________________ 

 
 
5. Government Action 
 

Policy/Activity Planned Schedule of Implementation 
Type of Policy Control on  ODS Import: servicing, etc  
Public Awareness  
Others  
 
6. Annual Budget 
 

Activity Planned Expenditures (US $) 
  
  

TOTAL  
 

7. Administrative Fees” 
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8. Decision taken at the 16th Meeting of the Executive Committee (1995) 
 
Cost effectiveness thresholds 
 
“The Executive Committee: 
 
a) Decided that the first option proposed by the Sub-Committee on Project Review, as outlined in 

paragraph 25 above, should be implemented on a trial basis for projects submitted to the 
Seventeenth Meeting of the Executive Committee and that it should be reviewed at the 
Eighteenth Meeting; 

 
b) Decided that ODS consumption should be calculated on the basis of either the year, or an average of 

the three years, immediately preceding project preparation; 
 
c) Adopted the following sector and sub-sector cost-effectiveness threshold values to be applied to 

projects submitted to the Seventeenth Meeting; 
 

Sector US $/kg ODP 
AEROSOL  
Hydrocarbon 4.40 
FOAM  
General 9.53 
Flexible polyurethane 6.23 
Integral skin 16.86 
Polystyrene/polyethylene 8.22 
Rigid polyurethane 7.83 
HALON  
General 1.48 
REFRIGERATION  
Commercial 15.21 
Domestic 13.76 
SOLVENT  
CFC-113 19.73 
TCA 38.50” 

 
 
(UNEP/OzL.Pro/ExCom/16/20 (paras. 32c, 32d). 
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9. Decision taken at the 17th Meeting of the Executive Committee (1995) 
 
Treatment of hydrocarbon technologies 
 
“The Executive Committee, noting its decision at its Fifteenth Meeting to presume against the use of 
HCFCs in investment projects, recognizing the higher cost of hydrocarbon technologies, primarily due to 
safety factors, and desiring to ensure an equality between technology options consistent with that decision 
decided: 

(a) That for the purposes of calculating the cost-effectiveness value of projects 
utilizing such technologies, the numerator should be discounted by up to 35 per 
cent.  It is expected that these figures will be adjusted in the light of experience 
and a study on safety matters to be conducted by the Secretariat; 

(b) To request the Secretariat to analyse projects in the pipeline for the commercial 
refrigeration sector and the rigid polyurethane sector where hydrocarbon 
technologies are used, and to inform the Executive Committee of the results at its 
Eighteenth Meeting.” 

 (Decision 17/14) 
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9. Decision taken at the 17th Meeting of the Executive Committee (1995) 
 
Treatment of hydrocarbon technologies 
 
49. “The Executive Committee, noting its decision at its Fifteenth Meeting to presume 
against the use of HCFCs in investment projects, recognizing the higher cost of hydrocarbon 
technologies, primarily due to safety factors, and desiring to ensure an equality between 
technology options consistent with that decision decided: 

(a) That for the purposes of calculating the cost-effectiveness value of projects utilizing such 
technologies, the numerator should be discounted by up to 35 per cent.  It is expected that 
these figures will be adjusted in the light of experience and a study on safety matters to 
be conducted by the Secretariat; 

(b) To request the Secretariat to analyse projects in the pipeline for the commercial 
refrigeration sector and the rigid polyurethane sector where hydrocarbon technologies are 
used, and to inform the Executive Committee of the results at its Eighteenth Meeting.” 

   (Decision 17/14) 
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10. Decision taken at the 20th Meeting of the Executive Committee 
 
Safety-related costs in projects using hydrocarbon technology 
 
“The Secretariat introduced its report on safety-related costs in projects using hydrocarbon technology, 
which had been prepared in accordance with Executive Committee decision 17/14 
(UNEP/OzL.Pro/ExCom/20/65). 

The Executive Committee took note of document UNEP/OzL.Pro/ExCom/20/65 and the recommendation 
by the Sub-Committee on Project Review (UNEP/OzL.Pro/ExCom/20/5, para. 54) and decided: 

(c) To approve the recommendations in the Secretariat’s document on safety-related costs in 
projects using hydrocarbon technologies, namely:  

  (i) With regard to domestic refrigeration projects: 
 
   a. There was an increase in both the capital and 

total cost per unit for all-hydrocarbon technologies compared to 
HCFC/HFC-based technologies.  The increase in the total project cost 
(capital plus operating costs) ranged between 15.6 per cent to 55.1 per 
cent for different categories of projects; 

 
   b. Discounting the numerator by 35 per cent was 

sufficient to maintain parity between HCFC-141b/HFC-134a and 
cyclopentane/HFC-134a technology options in the domestic refrigeration 
sector; 

 
   c. The number of projects approved for 

cyclopentane/isobutane technology was not sufficient to enable reliable 
conclusions to be drawn; 

 
 (ii) With regard to the commercial refrigeration projects, there was no need 

for the introduction of a discounting factor to account for the additional safety 
costs needed for hydrocarbon technology, because on average, projects using 
hydrocarbon technologies were within one per cent of the cost-effectiveness 
threshold for the sector and therefore would not be disadvantaged for 
consideration for funding; 

 
 (iii) With regard to rigid polyurethane foam projects, there was no need for 

the introduction of a discounting factor to account for the additional safety costs 
for hydrocarbon technology, because the above statistical analysis showed that 
on average, projects using hydrocarbon technology were already below the cost-
effectiveness threshold for the sector, and thus would not be disadvantaged for 
consideration for funding; 

 
 (b) That the Secretariat should, however, consider further information on conversion 

in the commercial refrigeration sector and report back to the Executive Committee at its 
Twenty-second Meeting.” 

(Decision 20/45) 
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11. Decision taken at the 16th Meeting of the Executive Committee (1995) 
 
Low volume consuming countries 
 
“US $6,630,000 exclusively for allocation to projects from low-ODS-consuming countries.  This amount 
would be in addition to any funds received as a result of approval of projects from low-ODS-consuming 
countries that qualified under the cost-effectiveness thresholds listed above; (part of decision on cost-
effectiveness at the 16th Meeting).” 
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12. Decision taken at the 25th Meeting of the Executive Committee (1998) 
 
SMEs 
 
“Accordingly, the Executive Committee decided to include an allocation of US $10 million from the 
resource allocation for 1999 for a funding window designed to facilitate pilot conversions of significant 
groups of small firms that met the following criteria: 

 
(a) Given the fact that SME projects for low-volume consuming countries are currently fully 

eligible, this window should apply only to group projects from countries with annual 
ODS consumption of 360 ODP tonnes or more; 

 
(b) Eligible group projects for this initial pilot programme should be in the aerosol or foam 

sectors only, and should include firms with annual ODS consumption not exceeding the 
following: 

 
 Aerosols:        20 ODP tonnes/yr. 
 Foams:  Flexible    25 ODP tonnes/yr. 
   Extruded polyethylene/polystyrene 25 ODP tonnes/yr. 
   Flexible integral skin   10 ODP tonnes/yr. 
   Rigid polyurethane foams   10 ODP tonnes/yr. 
 
(c) Group projects should be at a level of US $1 million or less, and should have an overall 

cost-effectiveness of no more than 150 per cent of the level of the current cost-
effectiveness thresholds for the relevant eligible subsectors in (b) above.  Such group 
projects should use the most cost-effective technologies reasonably available, and should 
consider the possible use of centralized/group use of equipment and industrial 
rationalization; 

(d) The group project should be put forward with a government plan, including policies and 
regulations designed to ensure that the specific level of agreed reduction to be achieved 
was sustained; 

(e) No single country may apply for more than US $1 million from this pilot funding 
window although projects from one country may cover more than one sector.” 

(Decision 25/56) 
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13. Decision taken at the 20th Meeting of the Executive Committee (1996) 

 
The application of hydrochlorofluorocarbons (HCFCs) in projects funded by the Multilateral Fund 
 
“The Executive Committee, having considered the Secretariat’s report on the application of 
hydrochlorofluorocarbons in projects funded by the Multilateral Fund  (UNEP/OzL.Pro/ExCom/20/69) 
and the recommendation of the Sub-Committee on Project Review (UNEP/OzL.Pro/ExCom/20/5, 
para. 59), decided: 

(a) To take note with appreciation of the Secretariat’s report; 

(b) To request the implementing agencies to ensure that adequate information on all 
alternative technologies was provided to enterprises converting from CFCs; 

(c) To reaffirm paragraph (b) of its decision 19/2 which stated that, in cases where 
conversion to HCFCs was recommended, the implementing agencies should be requested 
to provide a full explanation of the reasons why such conversion was recommended, 
together with supporting documentation that the criteria laid down by the Executive 
Committee for transitional substances had been met, and should make it clear that the 
enterprises concerned had agreed to bear the cost of subsequent conversion to non-HCFC 
substances.” 

(Decision 20/48) 
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14. Decision taken at the 26th Meeting of the Executive Committee (1998) 
 
The application of hydrochlorofluorocarbons (HCFCs) in projects funded by the Multilateral Fund 
 
“The Executive Committee also noted the concerns expressed by some members of the Sub-Committee 
on Project Review and decided: 
 

(a) That the full information provided in the project document should be included in the 
project evaluation sheet; 

 
(b) That where, upon review by the Fund Secretariat, a project proposal requesting HCFC 

technology was considered to provide inadequate information justifying the choice of that 
technology, the project should be submitted for individual consideration by the Sub-
Committee on Project Review.” 

(Decision 26/26) 
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15. Decision taken at the 27th Meeting of the Executive Committee (1999) 
 
The application of hydrochlorofluorocarbons (HCFCs) in projects funded by the Multilateral Fund 
 
Projects involving HCFCs 
 
“Having considered the comments and recommendations of the Sub-Committee on Project Review on 
projects involving HCFCs (UNEP/OzL.Pro/ExCom/27/13, paras. 9-12), the Executive Committee 
expressed its appreciation for the increased information/justification provided for the selection of HCFCs 
and noted that that was the level of information originally expected, and that at least that level was 
expected in the future; stressed to the Implementing Agencies that it considered this to be more than a 
paper exercise, and urged the Agencies to take seriously the obligations related to providing information 
on alternatives available; and decided, in recognition of Article 2F of the Montreal Protocol, to request 
that Implementing Agencies provide, for all future projects or groups of projects for HCFCs from any 
country, a letter from the Government concerned.  In the letter, the country should:  

(a) Verify that it had reviewed the specific situations involved with the project(s) as well as 
its HCFC commitments under Article 2F; 

(b) State if it had nonetheless determined that, at the present time, the projects needed to use 
HCFCs for an interim period;  

(c) State that it understood that no funding would be available for the future conversion from 
HCFCs for these companies.” 

(Decision 27/13) 

 


