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Submission Note 

This document consists of two parts: Part I: Models and Issues which is prepared by the 
World Bank presents a number of hypothetical projects applying the two concepts for 
concessional lending proposed by the World Bank to the 18th Meeting of the Executive 
Committee and also a number of management issues under each concept. 

Part II: Policy Implications ofimplementing the Two Concepts which is prepared by the 
Fund Secretariat provides an analysis of implications on the current policy structure of the 
Multilateral Fund of implementing the two concepts proposed by the World Bank. Part II also 
provides a brief assessment of the issues raised by the World Bank in Part I. 
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CONCESSIONAL LENDING FOR ODS PHASEOUT: 

MODELS AND ISSUES 

(Submitted by the World Bank) 
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Concessional Lending for ODS l'hMC-Out: Implications and Models 

Introduction 

Al. lhe Eighteenth Meeting of the Ex.ecutivc Committee (ExCom), the World Bank 
presented the paper, "Concessional Lending for ODS Phaseout" (UNEPIOzL.Pro/&Com/1 sn 4) 
which discussed the possibility of using cooecssional lending mech8lll!ms to leverage the 
resources available through tho Mnltilateml Fund for the Implementation of the Monlreal 
Prot:QCol (MfMP). This paper was !)l'epucd in tcSJ.)Onse to the &.Com's request llt the 16th 
meeting and reflects the interest which has been expressed on conccs$ional lending going back to 
the third meeting of the &Com in 1991. 

The paper highlighted the following characteristics which would be necesser:y for a 
concessional lending mechanism to be suc:cessful in the context of the MFMP: 

• Given tile. ~ity of Multilatecal Fwid rcsow:ccs, a concesi;ional lcllding mechanism 
should leverage available 111soun:es. 

• Oiven tho processing efficiem.ies pined over the last ~ years, the coru:cssional 
lcrulit13 mechanism should utili;.c crusting funds processing/allocation procedutes 
and require minunum amendments to agency-&Com agreeml::DU or other aspects of 
legal framewoxk now covering tho fiow of funds from the Mullilaterat Fund to 
participating ent¢.tprisr:s. 

• Toe spirit of the Montreal Protocol and the Multilateral Fund {i.e., to cover eligiblo 
incremental costs) should be maintained througb MY type of concessional lending 
arrangements. 

Having examined these factors, the paper concluded that two different meehanisms for 
concessional lending would be feasible within the context of the MFMP! 

(t) "providing intel'e$t buy-down grants to enterprises (m addition to incremental-cost 
grants) on non-Multilateral Fund sourced loans for the project cost component not 
covered by the grant;" and 
(2) "providing sectoral in=mental-cost grants 10 Article 5 countries for concossional 
on-lending to enterprises.'' 

Upon consideration of the pa.pet' presenred at the 18th meeting, the E.xCom decl.ded, "to . 
request the Sectetaclat, together with the World Bank, and In consullation with other entities with 
expertise in the filed, such as regional development banks, to prepare for the Twentieth Meeting 
of the Executive Committee a moie detailed document on this issue, exploring tho operatiorud 
implications of applying the concepts set out In the 111POrt. This paper should include an · 
examination of hypothetical project,;, to be prepared by the World Bank, which would practically 
demollstl'ate the implications of the appliCl!tion of these concepts." 
(UNEP/OzL.Pro/ExCom/1Bf75, p~ 58(b), Decision 18126). 

Given this man~, this paper will examine the two "feasible" mechan!Slll$ Identified in 
the Oetober 1995 paper more closely and illustra!(: through sample CASes 1he practical 
implications of applying these concepts. tn parallel to the World Bank's effoiu, the US 
Environmental Protection Agency is worltlng with the InterAmerlcan Development Bank to 
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develop a model operational mechanism to illustrate how a plliticular concessional lending 
concept might be implemented. 

Goals of Concessional Lending 

Before discussing the conceptS and models for conccsaioual lendlng, it is important to 
fll"St outline what the goals ue for establishing any kind of eoncessional lending mechanism. The 
goals for concessio®I lending. as indicated above, should also be in line with those of the 
MFMP as a whole. The overriding goal of the. MFMP is of comse to achieve fast, cost-eftective 
ODP phaseoot. Jn addition to achieving phaseout, the program should provide the correct 
inoentives to enterprises to tab pm:t in the phaseoot activities. Both of these goals should be 
echoed in whatever concemOMl lending mechanisms am developed. 

In order to reach these goals, the ExCom has developed. in its grant•speclfic phaseout 
work, a variety of eligibility criteria wbich am designed to help acbiove timely, cost-elfective 
phaseout. These include cnterp~c criteria such as, the peree.tltap of non-Article S 
ownership and the percentage of exports t0 nQn•Arlicle S countrles, as well as project-specific 
criteria, such as eligible incremental cost$, equipment cost tt:mplalc$, and eost-effecdveness 
lhresholds for each sector. Through use of the eligibilliy criteria, the &com sought tQ scpanu. 
enterprise$ with sufficient savings to phase ont ODP on their own, from those which need grants 
in order to move forward with conversion. 

Unfoi:twlatefy, "ineligible" companies colili! not alway• move forwa.«l with cnnversion. 
Two main .reasons were behind this lack of movement; 

1. Despite likely savings in the future, companies did not have sufficient capital to 
move forwaid with the conveision, and 

2. Despite receiving a small grant amount, componics did not have sufficient incentive 
to move forward with conversion. 

These issues have resulted in tbc MFMP missing out on somt: large, con-effective O:OP 
phaseouL Is the answer, therefore, to .remove ellgibillty criteria? Obviously not. However, the 
answer may very well lie in the CQnccssional lending options outlined above. 

Concessional lending in the form of interest buy-down gtlalts 10 enterprises and sectoral 
incremental-cost grants for on-lending tO enterprises can leverage other resources ro provide 
additional capital and create the right incentives to gee the CO$t-effeetivc phaseout underway. In 
addition, the incremental-cost grants to Article S countries would enable countries ro ''recycle" 
funds as enterprises complete phaseout and begin paying back on loans. To see how these 
options might play out in actual practice. the next section of the paper will examine each model 
as applied to ttu:ee different types of projects; 

• Aerosol filling 
• Halon portable fire extinguisher conversion, and 
• Replacement of existing chillers 
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Case Stu.dies 

As mentioned above, the following twQ types of concessional lending mechanisms have been 
identified as feasible within the present operational framework of the Multilateral Fund: 

In Model A, "interest buy-down grant," it is assumed that the companies will have 
access to loans from commereial banks and financial institutions. It is also assumed lhat the cost 
of such loans will be high in many couolrles. The aim is to CO\'Cr the cost diffei:e.n<:c bet~ 
normal inte~onal market interest and the aetual loan co!rt offered by th,, natlooal financial 
agency by giving the company an up.front grant to cover the cost diffetence of the loan. 

In Model B, "nlllional grant for on•lelldine tadlity ," a one-time grant covering one or: 
more llCCt<>cs will be given to the countriea. The country woold then set up II mechanism to 
distribute the gcant to companiel, which could be a combinalioo of either gra.nt 1111d loan or 100 
peteent loal!. the one-time grant is assumed to cover all eligi"ble national phw.,o11t CostlJ within 
the sccton coveted by the activity. The one time grant would be based on ncgotie\ion between 
the country and the &Com. 

Aeroso1 :;r,ctor 

Examples for the aerosol SCCll)I' ate based on the tilct that the convenion of aerosol 
filling from CFC to HAP is collllillm:Wly beneficial and the savings nonnslly offset a bigh 
portion of the incremental capital cost xeqni.red for the convemon. 

In Example 1.1 (Model A), two scenuios arc examined: F'll'st, (A 1) the present baseltoe 
with a 100 percellt commerciaJ. toan and an additional grant within the eligible proj~t cost and 
second, (A2) with the eligible grant and 100 percent concessional loan component. In (A2), the 
grant equals the eligible incremental capital cost plus additional buy-down grant. 

Examnle 1,1: Aerosol Plant. Model A 
Loan Condition 

lAcal Commercial Loan Concessional Loan 
Duration Svoars 8 Years 
Intet1!st 20% 7% 
Model A P.rcsent Baseline (Al) CaseA2 
Eli<lfble incremental canital cost 1.500.000 1,500,000 
OneratinJ!: savings 750,000 750,000 
Initial MFMP immt 750,000 750,000 

Concessional loan 0 750.000 
Private loan 750,000 0% 
MFMP Buv-down Grant <Nl'VJ 0 399,427"' 

Total MFMP """nt 7S0.000 1,149.427 
MFMP """'"t as % of canital cost 50% '17% 
En • e Annual Cost 1!1S.45'1 125.057 
• The buy.;:!ov.on g<ant reflcel$ ll10 NPV or tho dlfferenec bolwccn the commctel•l int.c:cst rate and tho concessional 
rate. I.e., 13%. 
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In Example 1.2 (Model B), !he cotal incremental cost for the SC<ltor phaseout is assumed 
to be agreed upon. Two eases me examined: Case Bl is a 100 percent concessional loan to the 
companies. Case :SZ is CO!llbination of SO pe,;wnl concessional loan and 50 peccent loan based 
on local m.uket terms. 

Examolc 1.2, Aerosol Sector. Model B 
Loan COndition 

Local Commercial Loan Concessional Loan 
Duration Svears g_,.,.. 

Interest 20% 7% 
ModelB Case Bl CaseB2 
Bllmble Incremental caoital cost 1.sm,OIX) 1,500.000 
0 

. savums 750,000 7S0,OOO 
National sectot' "''"'t from MFMP 7S0.000 750,000 

Concessiomd loan 1.sao.000• 750,000' 
Pdvatel<>an 0 750.000 
MFMP-.mt 0 0 

Total MFMP .....,nt 750.000 750.000 
MFMP 0 -nt as % of ta"™'' cost 50% 50% 
Ente,...rlse amiuaJ c0$I: 251-200 321.057 • 
• The $750,000 available from the MF.MP will be used as r:evolv!ng loan covering the demand 
for St.S00,000 caoital cost. 

Case Bl anticipates a revolving fund in order to cover the entire sector. With the interest 
used in the calculation and duration of loans, the last project could be financed five years after 
the fust group of projeet4 have started. The anuual loan cost to the companies is given in the last 
mw of the table. The annual oost to the companies should be compared to the annual operating 
savings. 
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Halgn J Z! 1 Ponabte Fjre Extinguisher Sub Sector 

In Example 2.1 (Model A), Caso Al, the present baseline, is based on a 100 percent 
commc::cial loan and gTI\llt, Caso A2 illustrates a 7 5 percent concessional loan and n 25 percent 
gtant ooltlponent. 

Eramnle 2.1: Halon Sector Model A. 
Loan condition: 

Local Commercial Lo11n ConcessioMI. Loan 
Duration: 8 vcars Svears 
Interest 20% 7% 

Model.A: l"reseut Baseline (Al) CaseA2 
Blioible incremental can1ta1 cost 1~000 1.500,000 . aavin.,,,· l.12Smn L125.000 
lnitlal MFMP ~t: 375,000 375,000 

Concessional loan sham: 0 l,12S,000 
Private loan share: 1,125,000 0 
MFMP :8uv-down Gnmt INPV'l: 0 599.140* 

Total MFMP 2rant: 375.000 974.140 
MFMP i,nmt as % of canital cost: 25% '65% 
Annual Entunrisc Cost: 293,185 188.401 
• The buy-«iwngt'lllt rclkcu: !he NW of Ille d.ifl~ bclwcen lllecommetclal iotercst mo &nd lh• "°"""sioul rate, I.e .. 
13%. 

In Example 2.2 (Model 11), a total gnmt of $375,000 is assumed to be agreed upon and 
provided by the :MFMP. As in the aerosol sector, two different combination.~ of private 11nd 
concessiolllll loan ate examined. The following example reflect.s operating savings of75 percent. 

Enm.nle 23.: Halon sect()i.-. Model B 
Loan condition: 

Loeal Commercial Loan Concessional Loan 
Dumtion: 8veaa 8 ,,,. ...... 
.Intercsl 20% 7% 
Model B C-Bl CucB2 
Eliltible incremental c~nital cost: 1.500,000 1,500.000 
r . savinn 1.125,000 1,125.000 
Natlona\ sector =nt from MFMP 375.000 375.000 

. Concessional lolll:I share: I 1.soo.000• I 375.000 
Privar:o loan share 0 1.125,000 

Total MFMP l>111nt 375.000 375.000 
MFMl:' .,,...nt as 'Yo ot canital cost 25% 25.,;, 
Annual ente-clse cost: 251.200 355.985 
• Toe sns.ooo avall>bl• from th• MFMP would be used .. a .-.volvin• loan eovcnn~ 11\e donund for $1,500,000 •~=w cost. 
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In Ex.ample 3.1 (Model A), Case Al. reflects the present basetlne with a commercial loan 
of $37S,000. Case A2 retle<:ts a concessional loan of $375,000. (Example 3.1 reflects operating 
savings of 25%.) 

li:xamnle 3.1: Balon Sector Model A 
Loan c:ondl.tioni 

Ux:al Commercial Loan Concessional Loan 
Dlll'lllion: I Svears I 8 vears 
Interest 120% 17% 

Model Ai Present Baseline (Al) CaseAl 
... ,; oible incrcmcntal c•nltal cost: 1,500,000 1,500.000 
r sa.vin..s 375.000 375,000 
Initial MFMP ....,.n,• 1,125,000 1,125.000 

Concossional loan share: 0 375,000 
Private loan shale: 375,000 0 
Ml'MP Buv-dowo Ota11t (Nl:'V): 0 199,713* 

Total MFMP ""'"t: 1.125.0IIO 1.~'24713 

MF.MP '""'"t as 'lC:! of canital cost: 75% 83% 
Annual Entn-nrise Cost: 97.ffl 6'.!.KOO 
• The buy-down gr.mt relloets the Ni"V of !be dl!f=nce betw= Ibo """""""'al illlcrc.,t rm and <ho concessional rate. L<1., 
l~IJ!>. 

In Example 3.2(Model B). a total grant ofSl,125,000 is assuroed to be agreed UpOn and 
provided by the MFMP fund. A:t. for !he aerosol sector, two different combinations of private 
and conces~ional loans are examined. (EXl'ltlple 3.2·reflect& operating savings of 25%.) 

Example 3.2: Halon Sector, ModelB 
Loan condition: 

Local Commercial Loan Concessional Loan 
Duration: 8 years svean 
Interest 20% 7% 
Model B CaseBl CaseB2 
Eli,...hle incremental Cll.oital cost: 1.500,000 I """'000 . savinl!s 375.000 375.000 
National. SCC!Ql' grant from MFMP 1,125.000 1.125.000 

Conce.~onal loan share: 1,500.000• 1,125,000 
Private loan share 0 375.000 

Total MFMP E!ral\t 375.000 375.000 
MF.MP m,ant as % of e111>1tal cost 25% 25% 
Annual enternrise cost: 2Sl.?.OO 286.129 
• Th• $1 125000 available rrom lh: MFMP would be used as a ,evclvin• loan covorin2 the demand for $1.500.000 --••Ill COSI. 
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Chiller eonvwion Project 

&ample 4.1 (Model A). reflects the conve(Slon of chillers based on a request from a 
company to provide a loan to cover the conveniou cost with tow eost equaling Sl ,S00,000. Toe 
example assumes that a conccsslollal loan is provided IO the company and the interest gap is 
covered by the MFMP. Example 4.1 refl.oots 100% savingslfocligib!c costs 

Examiile 4.11 Ollller Retrofittino Model A 
Loan condition: 

Local Commercial Loan Conc.,ssiOlllll Loan 
Duration: Svcars Svears 
lntel.'tSt 20% 7% 
ModeJ.A; Present Baseline (Al\ Case.A.2 
Blirdhle inctcmental caniml cost: l;S00.000 l.S00.000 
0 

. 
savin"s 1,:,oo__ooo 1.500,000 

Initial MFMP ""'nt: 0 0 

Concessional loan share: 0 1.soo.000 
Private Joan share; l,S00.000 0 
MFMP Buv-down Grant (NPV); 0 312.580• 

Total MFMP ""ant: ·o 312..580 
:MFMP ,...,,nt as % of caoital coot; 0% 21% 
Annual Enternrlse Cost: 390.914 251 7 nJ 
• Toe buy.(!own grantrclle<:IUb<> NPV of the difference bclW<Cn the comrnerclal inttrcsl ,.to md the conce$$1onal rate, I.e., 
13%. 

~re is oo example to reflect Model B as it has no relevance in this case where no grant 
would be provided. 

Model Summary 

Each of the Model A examples. "the interest buy,down grant," shov.-s an increased cost 
to the MFMP resulting from adding !he buy-down gnmt ta the grant for eligible incremental 
costs. This additional. cost to the MF.MP should be considered as the necessary incentive for a 
given enterprise to move foiwai:d with the conversion. The examples !Ill.empt to illustrate the 
different mes of inc:remental costs and savings for each sector and, hence, the incentive which 
might be needed in eacb $CC!()t". In considering projects which arue under Model A. the 
Executive Committee roay want to compan, the additional incremental cost the incentive places 
on the MFMP with the additional OPP phaseout gained because the incentive is in place. In 
addition, the E.x:Com may want to consider the funds leveraged through adding private lending to 
the funding mix. • 

A:; they reflect a one-time grant covering one or more sectors in a given countcy, each of 
1hc Model B examples," the national grant for on-len<:ling facility," show a set cost to the 
MFMP. 1n considering this model, the Executive Committee may want to con.sider the additional 



UNEP/OzL.Pro/ExCom/20/59 

funding leveraged through a revolving fund and/or private lending. In addition, the ExCom may 
want to consider the potel\tial for more cost-dfcctive phaseout when utlliz.ing this sectoral 
approach. • 

Comments 

Toe type. telmS and conditions of Joans will have a det~ factor on the actual loan 
cost. The following issues will determine the loan CQst: 

• Type of loan 
• Lcngih of loan (grace pcrlod) 
• lnte:restgap 
• Mecbanism and cost to set \lp an on-lending facility. 
• Minimum sil:e of loans or a lending facility 

Bight-year loans have been used in tho case studies emied out in the paper. Five-year loans 
would citculate the, monc,y more quickly, but would also -11 in higher costs to the companies, 
wbieh could crca1e problems. 

Interest rates on concessional loans have been anticipated at seven percent. Lower rates 
could be applied which would increase the financial supp«! from the MFMP. To illustme the 
importance of the uncrest gap, the table below ShOW$ MFMP buy-down interest costs for vario\lS 
interest gaps and loan si=~: • 

Loan size 

0.5 million 
l.0 l'llillion 
2.0 million 

1.ntcrcst gap and buy down grant (in 1,000$) 
5% 10% 15% 

64 
129 
258 

11.S 
229 
459 

154 
308 
617 

20% 

186 
372 
745 
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The tolal cost to the MF.MP is important. Toe cost to the MFM.P will depend on the 
actual interest in the countries whei:e the loan is to be used. The interest gap might v,ey from five 
percent up to several hundred percent with a likely average of 15 • 20 percem. If Model A, the 
buy-down grant, was to be applied to the aerosol, halon and chiller retr0fitting case studies and 
the total incremental cost to be financed 111t1ounted to $20 million. the buy down grant would 
amount to between S 4.5 million IIJld 7.5 million oran additional cost to the MFMP of20perceot 
to 35 percent depending on the interest gap aod duration of loans. 

In Model B, in which a grant is given to the eowtcy and a loan meehanism is set up, a 
clear benefit would be that the grant fwlctions as a revolving fund ,.,hei:e the money Is used 
several times. One problem, however, is that the repayment of loans might be too slow compared 
to the demand for money. In both the aerosol and halon case studies, money to finance.the 
remaining part of the sectOC would only be available two to three years after the first projects had 
been started. 
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The willingness of companies to ulilize a loan option instead of a grant will depend on 
\he ovci:aU cost, the ability to obtain private loans and other incentives to use loans Instead of 
doing nothing unless the giant is available. CFC and halo11 conversion projects arc, by defutition, 
normally not commercially focused and are uneconomical as they neither increase the production 
capacity nor upgrade the production. The incentives f01' companies to take loan• might, 
therefore, have to be generated through a strong nalional policy, which makes CFCs and halon$ 
either too expensive or unavailable in Ibo near future. SUch policies would make. changes 
necc11sacy from a .. bU$lness survival'' perspective. Policies available for such purpose could be: 
(a) "control..commandh policies; ( b) "marla,t-based incentives" policies: or (e) a "negotiation" 
approach. Without any such policies in place, the motivation for any commercial operating 
company to take a loan to phase out tho use of CFCs and hlllons due to environmental reason. is 
unfortunately, likely to be very limited. 

Possible areas where the loan option will be of interest appear to be: 

• Loans to larger and financially stronger entetprlses 
• Joint venture$ and onle!:prises with intcniationa!' ownership 
• ~s of high in~IC$t rateS (i.e., high inflation areas) 
• Areas whe.te access to loans might otherwise be impossible 
• Low-consuming onteq>rises 

For laxger and financially sttonger enterprises, it might be attractive to get access to low­
cost loans instead of using their own capital. At the other end of the spectrom. for low ODS· 
consuming entexprises, where the projeelS are expensive and far exceed cost-effeetiVeness 
values. concessional loans could provide a vehicle through which the MFMP could assist such 
companies. 

To se,; up loans or a lending mechanism within a countrY depends greatly on the practice 
within a given countty lllld no general guidance caii be given. The cost to set up lhe l01111S will 
add additional cost to a loan approach. This indicates that a minimum si2c of loans should be 
considered. lo keep the loan cost down. To set up a lending mechanism solely for Montreal 
Protocol projects in general or for a given sector as outlined hi Model B. would require a 
minimum volume of probably more than S20 million to make it attractive to any financial 
institution to handle ii and to limit the overhead cost Given this concern, such an option would 
probably not be available for low-cOIISUllling countries. To work successfully for these 
countries. tbe loon may have to be combined witb. other environmental or industrial restructllrlng 
lending facilities. 

Taxation i:ule$ and other Jcgal aspects might affect the viability of the loan option 
campated to a gnmt. As taxation xules differ between countrles, the loan option should be 
examined for country-specific tax issues before establishing in a given country. 

The shortage or available funds at a given time is presently de1a.ying the implementation 
of viablo and cost-efficient projccu. A loan mechanism might be an option, which could llllow 
the companies to move ahead without waiting for the gxant Wrth access to loans, the companies 
could apply for Joans based on the present project format, obtain the loan and start project 
implementation. When (and l{) a grant is made available to the company covering all eligible 
incr.:mental cost in accordance with the guidelines, the grant wlll be used to repay ihe loan in 
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full or in part depending on the actual loan and the grant obtained from the MFMP. The MF.MP 
conld assist the COWtlrics in setting up such loan facilities. 

Wbile the case studies presented above give a general idea of how the two concessional 
108ll models might ple.y out in practice, there are a number of issues which may need to be 
considered before embarlcing on either one. 

l!ltQrest buy-dow - A., discussed earlier in the papct. the i.ntet'CSt buy-down model (Model A 
above) ¢0uld have tbe advantai;c of promoting cost-effcdivc phaseout and of leveraging 
additional funds, however, the foll01>nng issues should be taken. into account when considering 
this model: 

Additional cost to MFMP 

Equal access to loans 

Loan suaran.tee 

Pret,intation of request 

Monitoring Interest buy-down 

Projects which have recci ved a small grant may 
oeed a loan to fl1rther finance the project. 
Providing funds for an interest buy-down for 
these projects would create additional costs for 
theMFMP. 

Access to loans might be an issue in some 
countties. Larger and financially stronger 
companies would likely bave easier access to 
loaos than smaller enterprises. 

With evecy loan mere is a risk of non-payll?ent, 
who would bear the cost if the company fails t,o 
meet its obligations? Would any loan 
guarantee be provided? If so, by what agency 
or bank? 

Utilizing the int.erest buy-down model would 
mean a continued fOCU$ on the "project-by­
project approach" and potentially mean less 
flexibility for countries to develop a sector 

. strategy approach. 

(':fow would requests for interest buy-down be 
develaped and process¢? Would they ne«l. to 
be Qalculllled and presented at the time of the 
project presentation 1 How would this impact 
on the reliability of the calculation7 

What kind of mechanism would be ill place to 
handle monitoring the actual interest rate paid 
by the company? If me buy-down is presented 
in advance, what action will be taken if there 
are "savings" from the original estimate? 
What duration of lending/interest payment 
would be allowed? 
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On-lending faci)it,y - The on-lending approach (Model B above), has similar advantages to that 
of the inle!:1ost buy-down modol. i.e., it should promote cost-effective phaseout and leve,age 
addillonal funds. In addition. this model is in-line with sector approach as it al.lows countries the 
flexibility to develop a sttategy for sectoral phaseout a.nd set priorities for which companies 
would be targeted for on-lending. However, the following issues should be taken into aoeount 
when considering this model: 

A[JrtdlMnl on up-front com How would program needs and concomitant 
costs be estimated up-front? How would 
agreement be reached on what these costs are? 
What criteriA would be used? 

Gram or ll)Qfl ro coW1try? Would the country receive a gtllllt from the 
MFMP to establish an on-lending facility or 
would it be in the fonn of a lOllll to the 
eounny'l Who would administer such a 
country loan? 

National m4ttlloru,g With the country in charge of allooation of 
funds, who would be responsible for 
monitoring this allocation? Would the MFMP 
&Com expect to review enie,:prise requests 
for loans? Would this be appropriate in a 
lending model? 

Appllcali.on of eligibility criteria There are currently a number of eligibility 
ctiteria _and constraints placed on enterprises, 
such as those baning technical upgrades and 
modernization and the restriction of fun& 
based on partial ownership by a non-Amcle 5 
country and expott to non-Artiole 5 cou.o.tties. 
Would suob strict eligibility criteria be 
required under the on-lending model? 

Cost « liming of dStabllshins loan mechanism How would the cost of establishing loan 
mechanisms be handled? Would it be 
appropriate to set up such a mechanism i.t! a 
low-volume consuming country1 How wonld 
the MFMP create a balance between 
concessional lending and grants in each 
country? When would such a mechanism be 
establisMd - prior to initiating loans, in 
parallel with new lending activities? 
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Even taking illtO l)Ccount the above i.s•ues. the interest buy-down approach could 
probably be implemented quickly under the current operational framework of the MFMP. As 
tong as criteria for the presentation of requests were established with the MF:MP Secretariat, 
implementing agencies would be able to present projects with intereSt buy-down components 
wlth very little additional work. RequestS for Interest would be made "up-front" to enable 
companies to pay for as lllllCh of the eligible incremental capital costs as possible, allowing them 
to finance a smaller portion of the capital costs through commcn:ial loans. 

On-lending facilit,: 

Some modification would likely be necessary befure implel!lentat!on of this approach 
could take p~ However, the potential for establishing and utili:ting on-lending facilities will 
likely improve as the :MFMP conlinues fQ develop new sector-wide approaches to phaseout. 
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CONCESSIONAL LENDING FOR ODS PHASEOUT: 

POLICY IMPLICATIONS 

(Submitted by the Fund Secretariat) 
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Part II: Policy Implications 

Introduction 

I. The purpose of this part is to examine the compatibility of the two concepts for 
concessional lending with the current policy framework of the Multilateral Fund. 

2. In the conclusion of its paper, the World Bank suggests that the interest buy-down 
approach (Model A in the Bank paper) could "probably be implemented quickly under the current 
operational framework of the MFMP", and that "implementing agencies would be able to present 
projects with interest buy-down components with very little addditional work". For the 
on-lending facility (Model B in the Bank's paper), the World Bank suggested that some 
modification of additional policies might be necessary, but "the potential for establishing and 
utilizing on-lending facilities will likely improve as the MFMP continues to develop new 
sector -wide approaches to phaseout." However, as both options are likely to have policy 
implications for the MFMP, the Secretariat has provided the following policy compatibility 
analysis to assist the Executive Committee in its analysis of these models. 

Policy Compatibility Analysis 

3. It is understood that the objective of setting up a concessional lending mechanism is to 
provide additional incentive to projects which, because of the deductions resulting from the 
application of the policies of the Multilateral Fund, do not have enough incentive to move ahead 
with their phase-out. It is also understood from the paper of the World Bank that the spirit of the 
Montreal Protocol and the Multilateral Fund (Le. to cover eligible incremental costs) should be 
maintained through any type of concessional lending arrangement. 

4. Under this overall rationale, the paper raises the following issues which may have 
implications on the current policies of the Multilateral Fund: 

(a) Funding those components which were unfunded (ineligible) because of operating 
savings 

By definition, incremental costs equals the sum of incremental capital costs and 
incremental operating costs. If, in the case of some projects, savings exceed 
operating costs and the eligible incremental cost is reduced by the amount of the 
net savings, then the deductions are not incremental costs by definition. Therefore, 
funding that part of the project costs is considered as fimding costs other than 
eligible incremental costs. Although this is a conceptual issue, it may have 
implications on the basis of the policy-making of the Multilateral Fund. 
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(b) Funding the deductions resulting from non-Article 5 country ownership 

In order to simplify the hypothetical projects in the present paper, the World Bank 
did not include any cases of funding the deductions from eligible incremental costs 
because of non-Article 5 country ownership. However, the World Bank's earlier 
paper submitted to the 18th Meeting did consider funding these deductions under 
the concessional lending mechanism. The current policy of the Multilateral Fund, 
which precludes funding the multinational ownership, is based on the rationale that 
resources of the Multilateral Fund should not finance multinational corporations 
based in Article 2 countries. Therefore, any future policy consideration to cover 
the loan operation of the Multilateral Fund should be developed with the 
awareness of the current policy. 

(c) Funding the deductions resulting from export to non-Article 5 countries 

Once again, in order to simplify the hypothetical projects in the present paper, the 
Bank did not include any cases of funding the deductions from export to 
non-Article 5 countries. However, the World Bank's earlier paper submitted to 
the 18th Meeting did consider funding these deductions under the concessional 
lending mechanism. The current policy of the Multilateral Fund, which precludes 
funding shares of export to non-Article 5 countries is to minimize the impact of 
potential unfair trading. Therefore, any future policy consideration to cover the 
loan operation of the Multilateral Fund should be developed with the awareness of 
the current policy. 

( d) The number of years for the calculation of interest buy-down grants 

Currently, the calculation of the incremental operating cost is based on a policy of 
up to four years. Considering that the interest buy-down grant could increase the 
eligible incremental cost grant by as much as 20-35 per cent, it could happen that 
the interest buy-down grant calculated at an eight-year duration could more than 
offset the deductions because of incremental operating savings. This could be the 
case, especially in projects where the operating savings are not that significant, and 
this is also shown in one of the hypothetical projects in the World Bank's paper, 
where the total grant is 88 per cent of the eligible incremental capital costs (halon 
portable fire extinguishers, Model A, Example 3.1). 

( e) Ceiling for the total grant amount 

Also related to the number of years used to calculate interest buy-down grants is 
the maximum percentage of the grant a project might have, which includes the 
eligible incremental cost grant and the interest buy-down grant. If the total grant 
amount could increase without ceiling, this could also have an impact on the earlier 



UNEP/OzL.Pro/ExCom/20/59 
Page 17 

decision of the Executive Committee on partial funding. In addition to this, the 
hypothetical projects in the World Bank's paper illustrate quite different 
percentages across the various projects. Such unevenness in practice could create 
inequity among projects across countries. 

5. In conclusion, these are issues which have to be reflected upon by the Executive 
Committee in considering the hypothetical projects proposed by the World Bank and the issue of 
concessional lending, in general. 

A brief assessment of the issues raised in Part I (submitted by the World Bank) 

6, In the conclusion of its paper, the World Bank raised a number of issues with regard to 
implementation of the two conceptual models - "Interest buy-down grant" and the "On-lending 
Facility''. To facilitate the review of the Executive Committee, the Secretariat provides a brief 
assessment on the issues raised by the World Bank in Part I: 

Interest buy-down: 

World Bank Statement Fund Secretariat Comments 
Additional cost to MFMP: 

Projects receiving a small grant may need a loan Need to look at the number of years for the 
to further finance the project Providing funds calculation of interest buy-down grants and to 
for an interest buy-down for these projects establish a ceiling for the total grant amount as 
would create additional costs for the MFMP. a percentage of the total incremental capital 

cost. 
Equal access to loans: 

Access to loans might be an issue in some No one can change the situation drastically, 
countries. Larger and financially stronger however, an interest buy-down grant should at 
companies would likely have easier access to least make it easier for the smaller enterprises 
loans than smaller enterorises. to have access to a loan. 
Loan guarantee: 

With every loan there is a risk of non-payment, The enterprises applying for an interest 
who would bear the cost if the company fuils to buy-down grant should follow the traditional 
meet its obligations? Would any loan guarantee channels for loan guarantee. Again, an interest 
be provided? If so, by what agency or bank? buy-down grant should increase their chance 

for a loan from the local bank. 
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World Bank Statement 
Project-by-project approach: 

Utilizing the interest buy-down model would 
mean a continued focus on the "project• 
by-project approach" and potentially mean less 
flexibility for countries to develop a sector 
strategy approach. 

Presentation of request: 

How would requests for interest buy-down be 
developed and processed? Would they need to 
be calculated and presented at the time of the 
project presentation? How would this impact 
on the reliability of the calculation? 

Monitoring interest buy-down: 

What kind of mechanism would be in place to 
handle monitoring the actual interest rate paid 
by the company? If the buy-down is presented 
in advance, what action will be taken if there 
are "savings" from the original estimate? What 
duration of lending/interest payment would be 
allowed? 

On-lending facility: 

Fund Secretariat Comments 

While the concept of interest buy-down is 
presented on the project-by-project approach, 
there is nothing, however, which prevents an 
agency from setting up a country/sector facility 
such as the arrangement the World Bank had in 
Chile, but this time for a loan oro11.ramrne. 

The World Bank's earlier paper states "after 
negotiating a loan (but before finalizing it), the 
enterprise could present a proposal for an 
interest buy-down grant to the Multilateral 
Fund". The financial intermediary should 
exercise its responsibility as the local agent to 
check the reliability of the loan/interest 
calculation. 

The financial intermediary could be used as the 
local agent of an agency to monitor the actual 
interest rate paid. The Bank said in its earlier 
paper "on approval, the grant would be 
channeled through the national financial 
intermediary, and disbursed in synchronization 
with the loan reoavrnent." 

7. The issues raised by the World Bank under this concept could best be dealt within the 
context of the sectoral phase-out programme which the World Bank is presently experimenting in 
co-operation with the Government of China. The experience of the World Bank in managing an 
on-lending facility in Turkey could also benefit this exercise. 
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Fund Secretariat Comments 

While the concept of interest buy-down is 
presented on the project-by-project approach, 
there is nothing, however, which prevents an 
agency from setting up a country/sector facility 
such as the arrangement the World Bank had in 
Chile, but this time for a loan pro e. 

The World Bank's earlier paper states "after 
negotiating a loan (but before finalizing it), the 
enterprise could present a proposal for an 
interest buy-down grant to the Multilateral 
Fund". The financial intermediary should 
exercise its responsibility as the local agent to 
check the reliability of the loan/interest 
calculation. 

The financial intermediary could be used as the 
local agent of an agency to monitor the actual 
interest rate paid. The Bank said in its earlier 
paper uon approval, the grant would be 
channeled through the national financial 
intermediary, and disbursed in synchronization 
with the loan reoavment" 

7. The issues raised by the World Bank under this concept could best be dealt within the 
context of the sectoral phase-out programme which the World Bank is presently experimenting in 
co-operation with the Government of China. The experience of the World Bank in managing an 
on-lending facility in Turkey could also benefit this exercise. 


