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FINAL RIMIYB !BO TICT SUMMARY 

CHINA • QZONJI DEPLETING SYJlSTANCES fops} PRASI! QtlT PROJECT 

G:r&nt:Bli 

~ 

F1PMC1nr~ 

Amn;a!na1 Date; 

Peopl•'• a.public of Ch1na 

US$l7.5 mill1ou aquivalanr 

US$14.9 million (from the Ozone Trwi~ Fund) 
US$ 2.6 aill1on (from enterprise•• resources) 

tmtatiD Grant APProval Dftli October 1992 

'tosbnisal Bm,v Pmtli 

ksls1round. 

Kassra. King (l:NVP!I.). lil. N. Ander11ou (WEIi) , 
Sht.111, (EA2IE), Adf (EltTili} , 
Rhatigan (LAlEI} 

K•aara.JMmea. ll&via (ASTEN) Nawcoaibe (CODGE)l 
Our•ide !Leviawer;Staven Andersen (USEPA) 

1. China rai:if:l.ed the Montreal Protocol (MP) in June 1991 and is eligible 
for Oai<ine Trwu: Flmd (O'Il") finaoo1ng, The OTF has been creaced co provide 
financial IIU'pport to qualifying developing countries for the work required to 

•eet their MP obligatiot1.11. The OTP h managed by the Montreal h'otoeol Executive 
COlDlllittee (MPEC), and is ba!ng implauntad by l&!Ul, UNI)!' and UNEP, Tha main 
Chinan agencies involved in pha,sin& o,u; Oaicne Depleting Substances (ODS) are the 
National Env1roniaant&l Protetion Ar.ency (NEPA), aa coordinating agancy, and al.x 
technical ministries. UNDP ts responsible for praparlng China's OOS Country 
Program (CP). Preparation of the CP is underway and scheduled to be completed 
by ond September 1992, funded from th• OT?, the Cl will include ODij ph.o.se out 
action plan and cha develcpmant and implementation of strat•gy and po11c1es to 
achieve total ODS phan oue, with •lllllhaais 011 ahort/medlum Ul:111 actlona. A 
projecc praparac:Lcn feaaibilicy ■tudy (funded by lJNDP and Finland) and completed 
in February 1992 identified about 40 potential subprojects totalUng about US$50 
million. 

2. China ia the developing world'• lar5eat ODS cons1Jmor and prodl.Lcer. ln 
UU, oon......,1:ian ••• •bout .50,000 tons of ODS {AMtJI p and produ<>t1on wa,s about 
30,000 tona ODS, largely comprising aerosols, ha!oM (fire protection), 
refrigerenta (rafl'igeretion/air cond.itionin;), blowing agenc,s (fQaa prod\.\cta) and 
solvents (•l•ctronlc1 and precision machines). The recent growth rate in ODS 
conawapcton baa been abo~t llX per year. NEPA statad that the Government has 
aare•d ta a !i-ya.ar p-coara.111 to mai.nUtft ODS com,...,p«;ion in 19116 at:: che 1991 level, 
compared to unconacrained gl'ovth at 86,000 ton,i per year (cpy) ODS for 1996. 
Phu• ~t of 36,000 epy ln fiv• yaara ra;,naenta a substantial co11111itment, lar1•-r 
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than any developing count:i:y haa announcad so far. Aehiavin1 thla target vi11 
nquira tha MP illlplU1enttn11 ageru:iu to undertake an innovative approach and 
rapid reaponH to aaaiac the Ccwai:maent in 111.ating thts difficult go&l. Dl'A and 
the U,11e ia1niatwiaa l,av,a inU:i&tao prog:a::....,. t" start; phaae out:, but: et't'o:a::ca are 
sever•ly hampered by lack of func!a including for■ign exchange, technology and 
accesa to tufoi::mation on cv.rrau1: worldwide efforts. Present cod.llwaption and 
produc1:1on 1a apuad. over •1x main 1ubaectors, 6 lina ndnistdes and about 2,500 
enterprise• of different sir•• and OWN1rshlp in 8-10 provinc••· 

3. China's rapid indwn:rial growth has been accompanhd by the increued 
ccneern for the enviroment and au.bstanti&l progress is being achieved in 
a,n:ahlishing a ragulat:ory fr...,.work and taking cotteotivo aet:ion to allpporc 
env:1.ro'l!D811tal protection while pursuing austairur.'bla 1nduatr1al davalcpment. The 
!lank' a lending prograa tm:.lude1 aeveral indwlti:ial and env1i:onnntal operacio'NI 
ovar di.• naxt th:ra• year•. 

4. The appnach proposed herein is dasignad tc respond to the urgent naed 
for a fast start on China's shcrt•t•rm ODS ph&se,out co111111itmant and to prepare 
a comprahensive, cost effective progi:am of inv111.1tme:nts ccnsi.stimt with the MP. 
Tha fh:sc 1nv•at:ment ope,:ae!on, C<>Ua:!,at:1.ng ,.f about: nin• s...bproj•cta, h propo••d 
for 1med1ate execut1on. 1 . Invescment subprojects will typically be over 
US$500,000, with well established t1chnical and comercial vtabl.lity, and vill 
be handled through OhiNt. Invncment li&Tik (CIII) as fifl&nc1na; agenc. Cl& V1ll 
aaalat: cha Bank in apprab:lng the proposed project and ace as financial a.gent in 
handlin& au'bproject funda, TheH anangementa will 'ba patterned closely on 
similar Bank ••finaneed ind.w!trial environmencal projects such u the JSeijing 
lnvlronmental Project. While some 1dencifi$d. 1ubprojects will require further 
pr■paration, lllO&t are ready for appraisal. The ,ubprojacta proposed for thia 
first it!Vllstaent project are described in AJlllllx 2 and the technical appendix. 

s. In parallel, cha Bank w111 prepare a secon4 1nvesi:ment project, based 
primarily on aubprojacts listed in Annex~- This second project will also use 
CIB for support in project appraisal, The draft CP will be available before 
appr&isal of the sec.ond project: and will be used to d&eermine the total ODS 
pha••· Ol.lt coeCJI for which China is eligible and any changes in the reco111111&nded 
treatmant for inerenental costa. (para 8). 

b:oJect Ob1tctJ.n, 
6. Project objectives are t~: (a) su.pport t:he Govenmant's shon-tel."III 
actiO'l\ll to reduce ODS consumption: (b) estabUsh a project implementation 
mecha,niStll through local instltution11: (c) implaont ccat effective, prf.orit:y 
aubprojects; end (d) develop affactiva coordination between NEPA, UllDP and cha 
Bank, includtns ineaaration of ~h• overall ODS ph"4¢ out prog1t1.111, poliete4, 
stratagies and action plan, being developed throu1h the CP, 

11 .. 11 ad ........ qn.tOG poat• ii ~ dnelapN h\ ,u•U•1 by .,. D...au.\Hlhm .. ~kb wUl 
\.7'Ph•ll7 Ca) 'II• vndH uusootaoo: (M ll•td 4.-.uhl .md. -u«Mtcal Y18.U.U.y w »• 4-na"Lratadi (o) npr•1mt. 
\tCU01#a'J 4.V.lopa.mt. 1\Nd.a: and (Ill 40 flCtt WUt"li\f, f1nll!.OUl lhta.m111dhtiot\. 
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Pro1ost 0,1srWti,n 
7, lhe 1'r0Jec1: will auppon priority aubproject:s for UH of non-ODS 
technolo'1 in aei-oaols, foam, aolvant11, halon.s and poaaibly rafrigara.tf.on, All 
1nveatllltmt subproject:& will be based. on comercially proven technoloc:, already 
avaibble out111de China and 1nclud..t apprap:tiat.a technology transfer arrangement:•. 
A TA co11ponent will also be included to provide direct support needed to eNUre 
auceaaarul b1pl..,•ntat::lon r>f the 11...bprcojacta 1noluded i?I l:h<! Projacc. The 
s~projecta are fully described in ;he feuib1l1ty acudy, 'Ihe invutment 
INbprojaob are cous1atant with the expected 1oals of the Ct and vith Chiaa'a 
emri.ronmencal and daval.opunt at:ra1:11gy, 

Praj1st Coat, 

8, ProJacit c,un: eat:i!Aatea ara shown below. Also show are the 
inci:e11ent:a.l CH ta aligible for OTF grant: finaftCl.fl& aac,o,:ding to c;he B&l\k' • 
incarpratation of MPEC r;ut.dalinas (Annex 4}. Tha 11athodology detu11inlng 
incremental coat is being developed in the draft report •Int&l'lll Multilateral 
Fwld. under t:he Mont=•al Prot;ocol • Oper&t:1onal l'roc:adl.u:es, • The 1ncramenc:al costs 
are calculated aa a fraction of total capital cost,, adjusted far net operati?1g 
costs and benefits. Incremental costs for China ara dafined herein aa tol:41 
capii:al casta minu.s cha net pnsenc value of operating cons &t1d benefita, 
diac0Ut1ted at 121 p.a. (c011pared to CIB'• present lending rate of 9.2S p.a.). 

DW1atmei:tt. 
c ... , .. ,,.u 

IIUOIUl,2 
11llop,,0Jtct.t 

Atl:ro1toJ.w, J 
•~o,j♦HI 

SolYeA!ia I 
ao2!pzo3eot.a 

,, .. , a 
.....,..•J••k 

Ot.ttu ~•c••• 
$\il>t.ot.1.1. 
t:Affataan. 
C-t. 

'hcludoal 
AU1•t.ab• 

Tot.al !:oat.a 

Ptoits~ Coat Betim1tn1 
US$ million equiv.tent 

ru,,st CctY 

?no--.1 loi!alp 
C:0.t 

1.4 1.1 

.. , l.O ••• 
o.a a.z 0.4 

3.6 .. , 
l,~ , .. l,7 

lU 1.!..l 

o.a. 0.2 
, 

...ll.J ..u.. ...J.U.. 

-rc,n 

1.4 

7.8 

0.6 

, .. 
2,l 

lI.l 

0.2 

.11..J 

1/0t.Au •upfflKt.• lD l'1th:t.1uat.1.11n. a.4/~ olbH' 1ul::liucur1. w.l.U tt■ Pl:IIP~ttl dq,dis& pi-eQPSUHl.. Tht 
or111a&1. r1:C.c:l1•ttt.io\\ ,'11bpol•r:rt. 1tb,;.UO 1nvoball uH a-t EJCll and hU btt11 44:ttt::nil oa t.1c:1mual. 1rOIZU, 
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Projest l1nan01fl1 

9. Projact financl11g is proposed u an OTF Crant to th• Cove:naant to 
cover 1001 ot' 'Che direct toi:-a1gn excbange requirements of th• subprojects or t:h• 
aggrepte of increuntal co1t1, whichever ta greater: in this cue, foreign 
excben&e of 1JS$14. 9 million. However, strictly apeaktnc, tha eov.,,..,.... ... 1: and the 
auhproje<:ts in thts Project would be entitled to only a grant of US$ll,S million, 
corra11pcnding to the estimated 1ncremantal cost calculation. The OTF grant to 
cha GoY'Ar'IID>Al\t will b<o ~r•atad aa part oE the to1:al 1ncramonc•l na~icm&l ODS 
phase out coats u calculated and ai.raad in the CP now under pi:eparation, In all 
subpl:'Ojects in this first inveatlllant project, l)llrticipattng antarprtaea will 
receive f\&t'ida partly u grant• a'Cld partly u COllll8rcial loans froa CIS wit;h the 
grant: portion eq_ual to the 1ubproj ect 1ncremeneal co•t calculacion and the 
balance as a comme1:cial loan frOIII CU, ODS usau uo not familiar with t:ha 
technology and do not see any benefit f,:0111 phasing out ODS. They need sc11111 
financial iru,antive to atart phaae out proJ•ots quickly, 1nclUd1ng avail&b111ty 
of all l:ha incra111Ancal and foteisn •xch.ena• ooau 1:equired., l'l:ovtd.ing 
incrauntal costs to enterprises as a grant: ■hould lover ehe coat of capital to 
provid.a s\lfficient incentives to initiate action. Coveor1ng the entire fordgn 
exehanr;• cost will remove that constraint. The C? and the second. !.nveatment 
project will include a mor• syuamatio and efficient: policy and incentive package 
for irubaequant projects. In this project, about 77'1. of the OTF resources 
(US~ll.5 111lU.on) are e11t1mated. as p:an1:a to ent:erprhes and. 231 (US$3.4 million) 
•• loa.na under standard CIS teriu. The firumeing plan 111 11U111111Ariud below: 

OTi' Oran!: 

Enterprise lesources 

TOTAL 

Jroltct lPJDllJP@DtatiOD 

Ff.wms1-na Plan 
CVS$ million 1suivalentl 

14.9 

l...i 

1.2..i 

10. NEPA 1a i:asponsibl11 fot the overal.l ODS phase-out progn11 and will be 
the Project iaplementing &geitcy. Each enterprise participating vill prepare a 
detailed projecc: preinveat:aent rapo-ct (lncl\tding the information listed in tillDP. 
_a), asaiatad by NEPA, tha U.ne 111inisei-y, and design institutes. The :Sa'ftk will 
appraise each •1.lbproject, with •~pport froa CIB for ftnanoiel apprai1al and a 
technical institute saluted by NEPA for tachnk&l appraisal. ClB llnd the 
technical institute will receive appropriate faes for appraisal services and for 
C:Ul •• t1rumcing agent .. Insi::11:uc1onal arrangemenl:5, it\41luding the rola of 111!.PA, 
MOF, ClB, the 11inia1:rtes and provincial agencies, and the ant•rprises, will be 
completed during appraisal. ANLlysh of each subproject will include technical 
and commncial viabillty, itl coat affac:tive1111ss (unit abatement cost as deflnad 
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in hDPOlS :n , ODS :rn,ov•4, proJ • ., 1; uaple111eutat1on arrangenenta and financial and 
aconOllliC viability, 

Proc;ursmant and Dt@ursamenc 
11. Tb. Bank vtll supervise the P11:ojeot, it\Ol'-'<l!.ng approvf.ng eacb 
aubproje"t prior to initial disbursement. NEPA and Cll will prepare quarterly 
supervision reports. Audit raports on the use of the OTF will be prapared 
«ceording to standard OTF ~equir•~•ntu. Procu:remant for 1nd1V1du.&l subproject1 
will follow procedures consistent with the Bank's Trustee obligations under the 
MP IUld will be substantially the same as in the Beijing Emtroalll6ntal Project, 
These arrangeunts will be Htablishad dul:ing appraisal, Project funds ara 
expected to b11 fully comm:!.ttad. by the Uld. of t:wo yeua 111:1d fully dubul:'aed b7 tba 
end. of thraa years. A diabursement sch&dule will ba prepared during appraisal. 

Entiromtntal C0 nsidoratiPns 
12. NEPA will be responsible for preparing Environmental Impact 
Assesa~ncs (EA'a) for all au.bproJecta, particularly in regard to safety. £A'• 
will be prepared aecorduig to local regulations and reviewed by th• Bank. during 
appraisal, 

Pro!tct sustainahilit:, and Rills 
13. Tho full ODS ph••••out pros•-• consiaring of TA Inveatlllent 
subprajacu, and the CP and. iu action plan, ta oonaidend sustainable. Dua 1:0 

concerna about launching the first operation before the CP ta completed, tb1• 
f1rat project 1a being limited to high priority actions with China'• short-term 
phase-out program and require no immediate policy action. 

14, 11.is'ka are considered reaaonable. Subprojacts are all based on 
technology C0111111erciall7 proven outside China, IUld 1ubatantlal ~chn1.ea1 support 
ia balng provided boch. u.ru!cr ,:ha p:i:oj act and in 1JND1'' a parallel TA progr ...... 
lliaka wUl be further miniaized. by cooperation between UNDP, the l•nk and NEPA. 
Providing incremental costs a, grants will ensura that anterpr1saa will have a 
fin.a.ncial incentive to initiate actLon now. 

Lessons from PrlYi®' l_&nk bPcr1 ence 

15. Projects utlliiing OTF resources are being developed simultaneously 
in Mex.l.4o, Thatl..,...d, Egyp: and other oo\.lntries, A amatl pilo. project haa been 
approved in Me~icc, and en1inaering projects have been approved in 'rbatland &M 
the l'bilippinea. l'oliciaa concerning tha overall approach and.111athodology of the 
oos phase out program ,ln davaloplng countries are b~1ng prepared undu c:he 
d.1recc:ion of the Bank Cl!F/IU' Coordinator. No OTF project.a have been completed. 

' 
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16. TM IAnk 1s one of tha thrH Illlplemanttng A&fMiu (plua ilNDP an4 
tlNBP) deai,snat•d by the Ml' co 1.mpl11111Rm; ooa phaa• out op•rat1ons. Th• Proj eel:, 
will help !:he Gov•nment begin 1111Pl-•ntation of an accelerated short•tet'II ODS 
phaaa ou.t progrm to nduc:a 1996 Ol>ll conaWRption by about 421 af 1ta 
u.nconatrained e:11pectcd cona'Wlption (from 86,000 tons 00S to S0,000 tons}. The 
l'roJeci: 1t1H,lf will correspond to 16,2.00 tons/year of ODS red'1<:tion at full 
operation, or 451: of Chl.na.'s 1996 00S phaa■ au.t goal. UNDP financed '?A •uppcrt 
for training and institutional strengthening will aupport project activities, 

IIPMII en4 6Ation, 

17. Agreemant will be sought with the Government on the following: 

(a) completion of the draft Cl' and its action pl.an by Sepumbar 30, 1992, 
with a 0011mitment to an early phue-ou.t data and appropriata poliei-■ 
to achieve that target in a cost•effactive way. (paras. 2 and 5). 

(c) the OTF grant ta the Govanuunt to ba equal to direct fore1p 
exchange coat or 1ncre111Ant:al coat whichever is larger (para. 9); 

(d) the OT!' grant to 1:he Government to be couddered as a credit ag&iN1t 
China' :s ovarall ODS incremental phaae•ou.t co11:a, •• determined. in the 
Country l'rogrq (p&ra. 9) : 

(e) ent:erprists to receive incremental cos ta, as defined by th• Bank, a11 
grants (para.. 9); and 

(f) a portion of OTF resources to be received by enterprisas aa 
commercial loa.na from CIB (para 9), 

Prolas, Jl@yiew an4 Next ss,s, 
17. Tha following steps &r• suggested for procaaaing the Project: 

(a) the revised m11, w1th technical annex, to be submitted to the MP 
Executive Commii:tee; and 

(b) Su.bproject preparation and preappraisal to be completed in a iussion 
to China. during June 2 • June 15. 

18. lrojact appralsal is scheduled for Augu.tt 1ef'92. 

a1\C0Dlllltll,..._,.,\OS\lt\H 
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