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.June 1992 
September 1992 
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and MP projects. 
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l. ODS Sector Background: The Montreal Protocol is an agreement 
ratified by 71 nations which calls for the international phase out by the year 
2000 of chemicals which deplete the ozone layer CODS'sl. The principal 
controlled ODS's are chlorofluorocarbons (CFC's), halons, carbon tetrachloride 
(CC14l, and methyl chloroform (MCFJ. An Interim Multilateral Trust Fund 
(MPIMFJ has been eseablished to assist qualifying developing countries to 
finance the incremental costs associated with reducing the use of controlled 
substances. A sum of $OS 200 million is now available for the initial three 
year period (to end 1993) to be used by the 37 eligible beneficiary nations, 
approximately 20 of which have annual consumption levels of more than 500 tons. 
The World Bank is the implementing agency for the preparation of Country 
Programs for ODS phase out, and the financing of eligible investment projects 
with Fund resources. The ONDP and the ONEP are implementing agencies for 
national and international technical assistance programs res?Sctively. Brazil 
signed the Montreal Protocol and acceded to ratification on March 19, 1990. As 
an Article 5 signatory {annual per capita ODS consumption of less than 0.3 
kg.), Brazil is eligible for MPIMF support. The principal component of the 
proposed project will be a grant line operated by financial intermediaries fer 
the financing of the incremental costs of investments or other activities which 
result in the reduction of ODS use, or substitution of ODS use by non-ODS's. 
Of Brazil's two CFC producers, one CBoechstl will cease production by the end 
of 1995; du Pont has not yet taken a decision for its Brazil operation, 
although it is committed to phase out in the US in 1995. 

2. Production and Consumption Patterns: Total worldwide production in 
1986 of CFC's and halons, the more damaging of the ODS's, was 1,140,000 tons, 
of which 97h was CFC's. Estimated worldwide consumption for 1986, the base 
year for MP statistics, was 1,180,000 tons, of which total Latin American 
consumption was 30,000 tons. Brazilian consumption in 1986 was 9000 tons, less 
than 1~ of the world total, but the third highest total cf Article 5 countries, 
after India and China. Controlled substances are produced in six developing 

-1-



nations, Argenti~a, Brazil, China, India, Mexieo, and Venezuela. Total 
production of CFC's and MCF in these nations in 1989 was approximately 70,000 
tons, of which Brazil's share was 20,SOO tons, or 291.. Estimated CFC 
consumption in Brazil in 1989 was 10,000 tons, with the distribution hy end use 
being air conditioning/refrigeration 47t; foaming agent ~Ot; solvents 7t; 
aerosols 11.; and other 51.. Of the AC/refrigeration share, an estimated 2800 
tons was for aftermarket use, and the remainder, 1900 tons, for charging new 
units. Methyl chloroform consumption (12,800 tons/yr} by end use was metal 
cleaning 821.; electronie component cleaning 10~; aerosols, adhesives, ancl 
coatings 51., and other 31.. Carbon tetrachloride (12,000 tons/yr) is used 
exclusively as a raw material for CFC and other chemical intermediate 
production. CFC production in the mother countries of Brazil's two CFC 
producers, du Pont and Eoechst, will cease at end 1995. The first commercial 
scale production of a CFC substitute in Brazil, BFC-134a, by Boechst, is 
scheduled for start up in early 1994. A more detailed analysis of national 
data is found in Annex l. National Production and Consumption Patterns. 

3. ODS Trade Patterns: Brazil is self sufficien= in ODS production, 
except for halons (SO tons/yr), CFC-113 {approx. 2000 tons), and CFC-114 {small 
amounts), which are imported. Brazil exports CTC-11, CFC-12, and RCFC-22 to 
other Latin American countries. There are currently no quantitative 
restrictions againsc import of controlled substances. Brazil's position as a 
major industrial producer and exporter of CFC-user-industry consumer goods 
{refrigerator compressors, auto air conditioners, electronic components} 
implies that its ODS phase out strategy will in large measure be dictated by 
regulations in its export markets, rather than the delay accorded Article 5 
signatories. 

4. Institutional Organization: The Interministerial Technical Croup 
{CTOJ was established in October 1991 to: iJ prepare the Country Program for MP 
implementation; iil supervise national compliance with MP phase out norms; and 
iii) coordinate utilization of the MPIMF. The GTO is coordinated by the 
Economic Secretariat of the Min. of Economics, Finance and Planning {MEFP), and 
is composed of representatives of the National Planning Secretariat of MEFP, 
Environmental Secretariat of the Presidency (SEMA), Sec. 
of Science and Technology CSCT), and the Min. of External Relations (!!RE). 
?articipating in the work of the CTO as advisor~, though not voting members are 
representatives of industry user groups ( ABINEE, ABRAVA, and others), IBAMA, 
Bt:IDES, FINE?, and other governmental and non-governmental groups, as required. 
The Executive Secretariat of the GTO (CTOESl is located in the Dept. of 
Industry and Commerce (DIC) of ~EFP. 

5. Ccuntry Program Priorities: Definition of priorities for a national 
ODS phase out program <Country Program> will be a function of, il the current 
structure of domestic ODS consumption; iil the availability and economics of 
commercial substitute technologies; iiil Brazil's position as a major exporter 
of CFC-user-industry consumer goods; and iv) the ODS regulatory environment. 
Consumption data indicate that significant spontaneous substitution for OOS's 
has already taken place in aerosol propellant, solvent cleaning, and flexible 
foaming agent applications, fields with already available, lower cost 
substitute technologies. Commercial, albeit more expensive, substitute 
technology has recently become available for central air conditioning systems 
(ffCFC-123 for CFC-Ill; for auto air conditioners and refrigeration (BFC-134a 
for CFC-l2l; development work continues in the search for CFC free foaming 



agents for insulation panels which will not require major modifications of 
refrigerator designs~ Many Brazilian user industries, particularly exporters 
and refrigerator producers, are already carryin.1 out in-house substitute 
technology development programs. The large aftermarket consumption of CFC's 
indicates a need for measures such as collection and recycling, and eventually 
chemical breakdown or incineration of the existing stock of CFC's. ODS phase 
out has not yet become a high legislative nor regulatory priority. Dialogue 
concerning a national ODS elimination strategy is in early stages, and 
consensus not yet at hand. MP operational guidelines do, however, permit, 
subproject financing even before Country Programs have been prepared or 
approved by the Bank and the MP Exec. Comm. CMPECJ. 

6. In consideration of the above, the immediate operational approach 
will be to proceed concurrently with: il identification/preparation of 
obviously eligible substitution, technology development, and recycling 
initiatives; iil continuation of a strategy dialogue and Country Program 
preparation; and iii) preparation of the proposed MP ODS Elimination Project. 
Toe GTO will, however, be required to develop a timetable for Country Program 
preparation prior to project appraisal. 

7. Countrv Program Preparation: A diagnostic study, "The Costs to 
Brazil of Complying with the Montreal Protocol", prepared in 1990 by United 
States EPA consultants in conjunction with IBAMA and Brazilian industry ODS 
users, is serving as the base document for Country Program preparation. 
Exter:ial consultants are being contracted to assist IBAMA and DICIMEFP 
technicians to produce a draft Country Program document. It should be 
available for review by June 1992. The ONDP and IJNEP are expected to 
participate in Country Program implementation through the provision of still to 
be defined technical assistance activities. 

8. Proiect Obiectives: The objective of the project will be to provide 
the COB and ODS consumers and users with financial and technical support for 
eligible investment subprojects and other activities which reduce or eliminate 
ODS consumption; and which will facilitate implementation of the Country 
Program. 

9. Proiect Description and Cost: The principal component of the project 
will be a Grant Fund for financing of incremental costs of: i) investments 
which result in the reduction or substitution of ODS use by 
non-ODS's; iil CFC substituting applied research or process/product development 
technolosy; iii} training~ technology dissemination, and other activities of an 
educational nature necessary to a CFC phase out program; iv) technical 
assistance to the GTOES for Country Program and subproject preparation and vl 
other actions consistent with MP Interim Trust Fund eligibility criteria. The 
initial group of seven subprojects which have already been identified and are 
in various stages of preparation are presented in Annex 2, "Suborojects 
Identified andior Ondergoing GTO Review for Eligibility". Included are: i) 

installation of atmospheric ozone monitoring stations (perhaps more appropriate 
for ONE? financing); ii) CFC-12 collection,recycling and conservation program 
for household refrigerator maintenance and repair shops; iiil assembly line 
refitting for BFC-!J4a refrigerator compressor production; iv) assembly line 
refitting for E!FC-l34a refrigerator production; vl research and product 
development for compressors 1 rigid foams and refrigeraeors/freezers; vi} basic 
research for high efficiency compressors for use with E!FC-l34a; and viil 



retrofitting of central chilling systems for conversion to HCFC-123 and 
BFC-l34a refrigerants. 

10. It is estimated th.at the identified subproject pipeline at the time 
of presentation to the MP Exec. Comm. will total approximately USS 8 million. 
Approval will be sought for an initial commitment of Interim Trust Fund 
resources of this amount for the project. Requests for supplementary 
commmitments would be contingent upon presentation to the Bank by the CTO cf 
additional eligible subprojects. 

11. Project Implementation: The Ozone Technical Group ((ITO> would have 
overall responsibility for project implementation policy and for coordination 
of ministries, government institutions, and private sector interests involved 
in the project. The OTO will also car~, out preliminary screening of requests 
for use of project resources, and determine their eligibility for MP Trust Fund 
Financing. BNDES and FINEP will be the financial intermediaries for the 
Project. Financing requests whose eligibility has been approved by the OTO 
will be forwarded to B~"'DES or FINEP {see Para 131, for detailed evaluation. 
Internal Brazilian procedures for screening and processing of subprojects have 
already been established. They are shown in Annex 3, Tramatacao de Proietos. 
Private sect~r industry groups and individual enterprises will play a key role 
in subproject identification and preparation. Annex 4. Edital de Convocacao, 
et al is a notice to potential beneficiaries which has already received wide 
industrial and published distribution. The Bank's Environment Dept. (ENVJ is 
developing investment project selection and evaluation criteria, and an 
operational definition of eligible incremental costs. If approved, these 
guidelines will be applied for all Bank sponsored investment projects. 

12. Project Management Unit: Under the seneral policy guidance of the 
OTO, the GTO Executive Secretariat will be responsible for day to day 
management and coordination of project implementation and supervision. It will 
coordinate the preparation of the Country Program, and will also provide 
counterpart coordination for complimentary MP Trust Fund activities executed by 
the CJN!JP and the ONEP. Technical assistance on an as required basis ta support 
the GTOES will be funded through the Bank's Work Program budget far Brazil. 

13. Financial Intermediaries CFI's): BNDES will be responsible for 
appraisal and implementation supervision for industrial conversion subprojects 
with a cost of OS$ 2 million or more. F!NEP will have the same 
responsibilities for all subprojects involvir.g technology development/research 
and industrial conversion subprojects of less than OS$ 2 million. After 
approval by the responsible FI, all subprojects will be forwarded to the Bank 
far review by the Bank's Ozone Operations Resource Group (OOROJ. The Bank may 
grant final approval far subprojects of less than USS 500,000. MP Exec. Comm. 
review will also be required for final approval of subprojects of more than 
US$ 500,000. The participating FI will receive an administration fee (basis to 
be determined) in lieu of interest rate differential for appraisal and 
supervision services. BNDES and/or FINEP will also be entrusted with 
disbursins funds ta their respective project beneficiaries, maintaining Project 
accounts, arranging project account audits. and providing similar support for 
costs incurred by the GTOES. Both designated FI's are currently managing other 
Bank funded operations. 

14. Proiect Sustainability: MP Trust Fund proceeds are passed on to 



Ar~iele S beneficiary nations on a ,r.-ar:~ basis- Sra:i: ~i:1 f~nci fin.al 
beneficiaries c= eie~er a aran~ o: c~~c2ssicnar7 e~ed~: ~asis, a~ is ies 
opcion. The financi~g of the operaeion is, t~erefore, i:thergncly 
~on-sustai~ablc1 ane ~ep~e~ish~e~~ of :ie ~::-!:" ~::: :e ~squ:~:d as ie is 
cl.isbursed.~ 

15~ Rationale '::::r ~cnt::-ea~ ?:-o,;:;~c: t :'i::;a.nc;:i,g: 
of the Grant Fund, t~e rr:p:seC ~rojec~ ~ill provide 
beneficia~ies ~~ acce~era=e t~e ~~ansi:~oc f~om ~DS 

::~rough ehe availabili:y 
a ::~ancia~ i~centi~e to 

~~ ~on-0DS tac~nclogies, 

16~ Issues and Ac,;:;ions: ·rhe majo~ issues which must be resolved during 
~reparaeion are (i) elici=i~g for~a: GC3 supper~ for :~e design anC scope of 
the project; (ii} fi~aliz~~i agreemen: o~ ins~~~~ticnal ar:-angements for t~e 
G70, GTOES, BNDE.S, and F!~? 1 ar:d the:.:- rslai:i-:~shi~s ;;itb. rele•,an~ 
environmental poliey makin1 and enforceme~t ins~it~tic~s CIBA~A, SCMAT and 
St:ata E?A.'s (SE?.4.,'s); (iii) fi:i.ar:.cial :;::a:-. f:~ :he G7C~.! ar~~ leve: of T:-ust: 
Fund support; Civ) assu:-i::.g '::lat: :;:ubl~c and pr:~,aca sec~or entities involved 
~il! have technical and aci~i~is::-ac:7e capac:~y co hani:e thet~ assigned 
f~nctions; (~} bee:er defi:ition of suppor~ p~og~ams. anC qu.aceification of 
poeencial subprojec: ~i?eli~e; (7i} cla:-:=ica~ion of eriiibi£i:7 c=iee:ia fc= 
retroac~ive financing; vii} agreeme-"l.t en b.asis for a.Co:.~izt:-aci~:e fees, and 
t:ar:ns and conditions for t:-ansfer of f·..:::.Cs ~~ en.carpri.sas; 11i£.i) t:i:1etable for 
count=y prog~am pre?.arat:ic~ ix) proc-..zeme~t, disCursamen~ and audi: 
ar:-an.gemer:.es:; a~d CxJ :::~ordi::1a'::i:i:: ar::'a~gsmer::z for exac♦.:.i:i~n of o::~e!'" e!.eoer:.cs 
o: Count~7 P!'"og::-am i~plementaeion~ 

e:-:.~1£!'.'onmen.cal ly scur:,~, c::::::.er com;acen::s of f::;.a:c.ced. si.:.:;:rojec':s :nay not 'ce~ 
7:i.e G70, ENDES, ar..d ::~-re:: ;.;iil er:.su::-e :~a~ fi~an.csi:: .-s:..:·:?r~Jec:::; ·..;::: be rn 
comp!iance r,;it::J. na::i,::::.ar ar..d local en~,:.:-::J~menca: _£.cr-.s befc::-::? the 
:-~uesi:eci g:-a~t: is a:;::~!"07e>ci, a!:d d.•...:.:::-i::g su?e:r"1isio:-~ s.ha:: e~s~::-e t-~.a.:: sL::::h 
c:mpliance is maincai:::ed. 

18. F::-oje~t 6er..e':i:z: The ?!"~jec~'s objec:::i•1e, c:.on.e layer protec:ioc.t 
is no:: q·...:.an:!.fiable i::: :::.e c:~~,e:::::.or:a.: ec")nomiz ser;.se. 7:1.e projec:'s prima:y 
i:npact: -.:11 be to assist: Bra:.il to acce:e':"a::a pf'~ase cu: of cor ... ':-:--o!led COS's as 

subprojec=s (Annex Z} ~::: cont~~=~~e ~= t~e raci~c::ion cf CFC c~nsu~pcion i~ 
Brazil and else'.;here c=::-rJ~a e:!'n~'!"'essc::- expGr':) of a:: es":i:ia:eci 3,GCO t:;:ns 
or CCS annually. 

19. ?!"-oiect Ris~s: Toe rrojec~ faces :hree majo:- risks. T.::.e first is 
related to the newness of the opera~io::. - t!':.e i:'!P Tr-us': F';.l.nd, i ~s c~e:-ating 
pr~cedures, and its ins~i~~tiona: reLat~~cships mus': a:t be c:-eatad f=om point 
::ero, i:1 an env:::-ocmen:: c'! uncer~ai:1 ::.c::.-7:-·..ls': F·~::.ci :-a•ren\l.e sour::es. Th.e 
see~nd c~t:.cer7i.s t:1.e a:i:~:7 of s;.r!_-,a:a sac!:::::- u.sers a: .. d. su.ppLie:-s, ••hose 
:echnica~ and o:-ga:~i::a-;i:::a: ca;:ab~:i::es .a:-e ::he key '!~ CDS ~ha:::e out, anC. t~e 
public sect::or su.pe:-·:isory en.t::it:ias 1 to work t~geeher i.:i. a c:}nsc:-uc:i·,..e rasb.i:it'L 
T~e thi=d co~cer~3 ;c~a~:ia:Iy eligi~:: be~eficia:i~s ~:l~~~g~ess :~ use the 
T:-uat F\.:.nd. 



20. Rjsk Mitigation: The first risk will be mitigated through the use of 
two capable financial intermediaries already experienced at operating Yorld 
Bank sector credit lines, and the use of administrative fees for services. The 
second risk will be mitigated by most of the contact with beneficiaries being 
through the intermediaries, who are accustomed to dealing with the private 
sector, and with private sector participation in the GTO. Mitigation of the 
third risk area _is less straightfor~ard. The rate of introduction of some 
areas of non-ODS substitute technology has been so dynamic, and its economics 
so favorable, that transition has been spontaneous (e.g. aerosols, solvents). 
Nevertheless, the existence of an already identified subproject pipeline (Annex 
2); the export orienta~ion and dynamism of major industrial CFC users in the 
air conditioning/refrigeration field, where incremental costs will be positive; 
and the cessation of CFC production by the end of 1995 in the headquarters' 
countries of Du Pont (OSAl and Hoechst {Germany), should generate an active 
demand for available funds. By the time that the Credit Agreement is 
effective, and institutional apparatus to process subprojects is in place, it 
is also expected that commercial replacement technology will be better defined 
than at present. These conditions, however, will not all be present until the 
end of 1992, for a Fund which, for the present, is only available until the end 
of 1993. This latter has caused some hesitancy vis a vis Fund utilization 
among some potential beneficiaries who envision multi-year phase out programs. 

21. Staff Review Arrangements: The following staff is responsible for 
the Project and for the review: 

Task Manager: 
Division Chief: 
CD Director: 
RED Chief: 
Bank Technical Advisor: 
Outside Specialist: 

Donald Rhatigan, LAlEI 
Stephen J. Ettinger, LAIEI 
Armeane Choksi, LA!DR 
Dennis J. Mahar 
Kenneth King 
None for IEPS presentation 
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