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Overview of issues identified DURING project review
[bookmark: _Toc232301366]This document consists of the following sections:
(a) [bookmark: _Toc232301367]An analysis of the number of projects and activities submitted by bilateral and implementing agencies to the 77thmeeting;
(b) [bookmark: _Toc232301368][bookmark: _Toc232301369]Issues identified during the project review process:
Changes or addition of implementing agencies for implementation of approved HPMPs;
Funding withheld pending verification reports or meeting specific conditions;
Temporary manufacturing high-global-warming-potential (GWP)-based refrigeration and air-conditioning equipment at enterprises that received funding to convert to low-GWP alternatives;
(c) [bookmark: _Toc232301370]Projects and activities submitted for blanket approval; and
(d) Investment projects for individual consideration.
[bookmark: _Toc232301372]Projects and activities submitted by bilateral and implementing agencies 
[bookmark: _Toc232301373][bookmark: OLE_LINK1][bookmark: OLE_LINK2]Bilateral and implementing agencies submitted to the 77thmeeting 170 funding requests for tranches of approved multi‑year agreements, projects and activities amounting to US $170,483,133 (US $975,440,206 including amount requested in principle) including agency support costs where applicable. The funding requests covered: 
Seven stage II of the HCFC phase-out management plan (HPMP) for non-low volume consuming (LVC) countries and two for LVC countries,
One stage I of the HPMP for a LVC country;
Tranches of approved HPMPs for 28 countries;
(e) Renewals of institutional strengthening (IS) projects in 35 countries; and
(f) Project preparation for stage II of the HPMP/HCFC phase-out investment activities for three countries.
Following the project review process, 77 projects and activities totalling US $8,241,271 including agency support costs, are recommended for blanket approval and XX projects and activities totalling US $149,690,219 (US $678,515,829 including amount requested in principle) are being forwarded for individual consideration. Together, the projects for blanket approval and those for individual consideration amount to US $157,931,490.
IS renewal requests 
The Secretariat reviewed the terminal reports and requests for extension of IS funding for 34 countries against relevant decisions including decision 74/51(c) on the funding level for IS projects and renewals, and decision 74/51(e) on the need to include performance indicators for planned activities. All requests were cross-checked against: previous IS reports; progress reports on the implementation of country programmes; data reported under Article 7 of the Montreal Protocol; the latest reports on implementation of HPMPs; bilateral and implementing agencies’ progress reports submitted to the 77th meeting; and relevant decisions on compliance adopted by the Parties to the Montreal Protocol. 
Projects and activities submitted and subsequently withdrawn 
During the project review process, issues associated with stage II of the HPMPs for Egypt, Kenya and Timor-Leste, and stage I of the HPMP for Burkina Faso (third tranche), at a cost of US $7,869,944, could not be addressed on time, and therefore, were withdrawn by the relevant lead implementing agency: 
Stage II of the HPMP for Egypt was withdrawn to allow a further analysis of the remaining consumption of HCFC-141b and HCFC‑141b contained in imported pre-blended polyols eligible for funding, and to further assess incremental costs in the air‑conditioning (AC) manufacturing sector given uncertainties in technology selection;
Stage II of the HPMP for Kenya was withdrawn due to issues related to the licensing and quota systems for HCFC consumption in the country, noting that the Government has proposed to take a series of measures to strengthen systems in the near future through project activities under stage I of the HPMP;
Stage II of the HPMP for Timor-Leste was withdrawn due to lack of significant progress in the implementation of stage I of the HPMP; and
The tranche request for stage I of the HPMP for Burkina Faso was withdrawn[footnoteRef:1] since HCFC consumption verification reports for 2013, 2014 and 2015 were not submitted, and issues in connection with substantial fluctuations in the levels of HCFC consumption, with potential adjustments to the starting point for sustained aggregate reduction in HCFC consumption were not addressed. [1:  Tranche delays are addressed in the document on tranche submission delays (UNEP/OzL.Pro/ExCom/77/6).] 

Issues identified during project review
During the project review process, the Secretariat identified several issues for which guidance is sought from the Executive Committee.
Changes or addition of implementing agencies for implementation of approved HPMPs

The Secretariat has received requests for the addition of a bilateral or implementing agency as part of an HPMP tranche request. In some cases, a change of an agency is required to address specific issues encountered during implementation (e.g., transfer of activities and funding from UNEP to UNIDO for the Democratic People’s Republic of Korea at the 75th meeting  due to UNEP’s constraints in sending approved funding to the country), while in others this is due to the interest of the beneficiary country to work with the specific agency (e.g., request for the addition of the Government of Spain to implement the second and subsequent tranches of stage II of the HPMP for Mexico submitted to this meeting).
While the change or addition of a new agency does not affect the activities to be implemented nor the level of funding approved (excluding agency support costs) for the HPMP, it requires an adjustment to the Agreement to include the new agency, and the tranche request is often recommended by the Secretariat for individual consideration of the Executive Committee.
Noting that there are often no issues associated with the change or addition of an agency for the implementation of an HPMP, the Executive Committee may wish to request the Secretariat to consider such requests for blanket approval, unless outstanding issues other than this change require the Committee’s consideration. 
Funding withheld pending verification reports or meeting specific conditions  

At the 76th meeting the Executive Committee approved tranches of several HPMPs on the understanding that funds would be withheld by the Treasurer pending the submission by the relevant implementing agencies of: HCFC consumption verification reports (Bhutan, Cambodia, Chad, the Congo, Haiti, Pakistan, Sao Tome and Principe and South Africa); confirmation of the signature of agreements between the Government and UNEP (Chile, Guatemala and Honduras); or HCFC consumption verification report and confirmation that the regulatory environment for the safe use of hydrocarbon (HC) refrigerants called for in decision 72/32(b) was in place (Ghana). 
Subsequent to that meeting, the Secretariat received satisfactory verification reports for Bhutan, Cambodia, Chad, the Congo and Pakistan, and confirmation of signature of agreement between the Government of Guatemala and UNEP. Accordingly, approved funds have been released by the Treasurer to the implementing agencies.
As of end of October 2016, verification reports have not been submitted for Haiti (UNEP), Sao Tome and Principe (UNEP) and South Africa (UNIDO), nor UNEP have provided confirmation of signature of the agreements with Chile and Honduras. In the case of Ghana, the verification report has been received but confirmation of meeting the conditions stipulated in decision 72/32 (b) was still pending.
Noting that the conditions for the transfer to funds approved should have been accomplished shortly after the 76th meeting and that activities related to the tranches approved cannot start until the funds are transferred to the implementing agencies, the Executive Committee may wish, to urge UNEP, UNIDO and the Governments of Haiti, Sao Tome and Principe and South Africa to submit the HCFC consumption verification reports as soon as possible; UNEP and the Governments of Chile and Honduras to sign the agreement for the implementation of their HPMP as soon as possible; and UNDP and the Government of Ghana to implement decision 72/32(b) as soon as possible, in order to implement activities without further delay. 
Temporary manufacturing high-global-warming-potential (GWP)-based RAC equipment at enterprises that agreed to convert to low-GWP alternatives

In the course of reviewing verification reports and the evaluations on the RAC manufacturing sector under the monitoring and evaluation, the Secretariat noted with concern that several RAC manufacturing enterprises that had agreed to convert to low-GWP alternatives were instead using the converted line to manufacture high-GWP-based equipment. Examples of this were found in the China ICR sector (for HFC-32 technology), in Indonesia (for HFC-32 technology), and Serbia (for ammonia and ammonia and carbon dioxide/hydrocarbon cascade systems). In particular, enterprises in those projects have installed the necessary equipment to manufacture RAC units based on the agreed technology but are temporarily using the equipment to instead manufacture high-GWP-based equipment. 
The primary reasons cited are that the enterprises are unable to sell the equipment on the market given a lack of safety standards, concerns from service technicians, higher costs relative to high-GWP equipment, consumer acceptance, limited compressor availability for some product categories, and other factors. The implementation of national regulations prohibiting use of HCFCs in manufacturing can also affect business continuity of enterprises if market readiness is not taken into consideration when certain technologies are adopted. 
While large enterprises with many manufacturing lines may be able to offset an idle line by increasing production on other lines while waiting to be able to sell equipment based on the agreed technology into the market, small- and medium-sized enterprises would put their financial viability at risk if they keep their manufacturing capacity idle. Given the equipment already installed in the converted lines, it was indicated that the enterprises could seamlessly switch to manufacturing equipment based on the originally proposed low-GWP technology once enterprises are able to sell such equipment in the market.  
As the Multilateral Fund assistance is calculated and approved based on a specific technology selected by the enterprise and taking into account the associated environmental impact (ODS phase-out and climate impact as calculated in the project proposal), the Secretariat considers it important that enterprises that agreed to convert to a low-GWP technology manufacture equipment based on the originally proposed technology. At the same time, the Secretariat considers it important that the financial sustainability of enterprises is taken into due consideration. 
In addition, the Secretariat noted that incremental operating costs (IOCs) cannot be used to pay for a technology other than that agreed. At the time of issuance of this document, the Secretariat is in the process of confirming that IOCs were not paid in those cases of which the Secretariat is aware.
The Secretariat noted that in the case of the room air-AC sector, China has appeared to develop an effective mechanism to use IOCs to encourage the uptake of equipment based on the agreed technology into the market. Other Article 5 Parties may wish to consider whether they could use a similar mechanism, while taking into account their national circumstances.
Recommendation
The Executive Committee may wish to request the relevant bilateral and implementing agencies:
To report those cases where an enterprise temporarily manufacturers high-global warming potential (GWP) equipment on a manufacturing line that has received funding to manufacture low-GWP-based equipment as soon as they are identified. That report should include the reasons for the use of a high-GWP alternative, the steps the Government (and, if appropriate, the enterprises) will take to enable the enterprise(s) to start manufacturing equipment based on the originally proposed low-GWP technology, and a timeline for when such manufacturing is expected to commence;
To continue reporting the status of using high-GWP alternatives on the converted lines at the enterprise to each meeting of the Executive Committee until the converted lines produce only with the originally proposed low-GWP technology; and
To pay only incremental operating costs for manufacturing equipment based on the originally proposed low-GWP technology.
[bookmark: _Toc232301385]Projects and activities submitted for blanket approval
Projects and activities submitted for blanket approval
Annex I to the present document lists 77 projects and activities totalling US $8,241,271 including support costs that are recommended for blanket approval. The approval of these projects by the Executive Committee would include the relevant conditions or provisions in the corresponding project evaluation sheets as well as the approval of implementation programmes associated with the relevant tranches of multi‑year projects.
Investment projects for individual consideration
Seventy-one projects/activities, totalling US $149,690,219 (US $678,515,829 including amount requested in principle) including support costs, after the review by the Secretariat, are proposed for individual consideration. To facilitate the Executive Committee’s consideration of the investment projects for individual consideration, the Secretariat has classified the projects by sector, and has grouped them according to the issues, as shown in Table 1.
Table 1. Projects submitted for individual consideration
	Country
	Project
	Agency
	ExCom
	Issue

	Stage I of HPMPs

	South Sudan
	HCFC phase-out management plan stage I - first tranche
	UNEP/UNDP
	77/63
	All technical and cost issues resolved

	Stage II of HPMPs

	Armenia
	HCFC phase-out management plan stage II - first tranche
	UNDP/UNEP
	77/35
	HCFC reduction commitment

	Dominican Republic
	HCFC phase-out management plan stage II - first tranche
	UNDP/UNEP
	77/41
	All technical and cost issues resolved

	India
	HCFC phase-out management plan stage II - first tranche
	UNDP/UNEP/
Germany
	77/49
	No agreement on technical and cost issues

	Iran (Islamic Republic of)
	HCFC phase-out management plan stage II - first tranche
	UNDP/UNEP/
UNIDO/Germany
	77/50
	All technical and cost issues resolved

	Jordan 
	HCFC phase-out management plan stage II - first tranche
	World Bank/UNIDO
	77/54
	Issue of distribution of HCFC-141b and polyols. Introduction of high GWP refrigerant. Deduction of tonnage

	Malaysia 
	HCFC phase-out management plan stage II - first tranche
	UNDP
	77/54
	All technical and cost issues resolved

	Moldova (Republic of)
	HCFC phase-out management plan stage II - first tranche
	UNDP/UNEP
	77/58
	All technical and cost issues resolved

	Uruguay
	HCFC phase-out management plan stage II - first tranche
	UNDP
	77/67
	All technical and cost issues resolved

	Stage II of the HPMP for China

	China
	HCFC phase-out management plan stage II - first tranche
	Several
	77/37
	Subject to discussion on China sector plans

	
	Polyurethane (PU) rigid foam sector plan
	World Bank
	
	Costs still under discussion

	
	Extruded polystyrene (XPS) foam sector plan
	UNIDO/Germany
	
	Costs still under discussion

	
	Room air-conditioner manufacturing (RAC) sector plan
	UNIDO
	
	Costs still under discussion

	
	[bookmark: _GoBack]Industrial and commercial refrigeration and air-conditioning (ICR) sector plan;
	UNDP
	
	Costs still under discussion

	
	Solvent sector plan
	UNDP
	
	Approved in principle at the 76th meeting

	
	Refrigeration and air-conditioning servicing sector plan and enabling component
	UNEP/Germany/ Japan
	
	Approved in principle  at the 76th meeting

	Tranche request of stage I, stage II HPMP

	Cuba
	HCFC phase-out management plan stage I - third tranche
	UNDP
	77/39
	Interim use of high GWP technology

	Grenada
	HCFC phase-out management plan stage I - second tranche
	UNEP/UNIDO
	77/47
	Pending discussion on discussion on consumption issue. Include UNIDO as Cooperating IA

	Mexico
	HCFC phase-out management plan stage II – second tranche
	UNIDO/Germany/
Italy/Spain/UNEP
	77/55
	Revision to Agreement to include the Government of Spain as Cooperating IA

	Rwanda
	HCFC phase-out management plan stage I – third tranche
	UNEP/UNIDO
	77/59
	Data inconsistencies in verification report. 

	Saudi Arabia 
	HCFC phase-out management plan stage I – fourth tranche
	UNIDO/UNEP
	77/60
	Limited progress in investment activities; insufficient progress to meet Appendix 8-A of the Agreement 

	Senegal
	HCFC phase-out management plan stage I - second tranche
	UNIDO/UNEP
	77/61
	Revision to Agreement, starting point, funding level and activities

	Somalia
	HCFC phase-out management plan stage I – second tranche 
	UNIDO
	77/62
	Adjustment of starting point

	Thailand
	HCFC phase-out management plan stage I – third tranche
	World Bank
	77/65
	Return of funds, revision of Agreement
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