yll

L HUNGARY

PHASEOUT OF OZONE DEPLETING SUBSTANCES

INTRODUCTION

The Vienna Coaveation for the Protection of the Ozone Layer (1985) and the Montreal Protocol on
Substances that Depletz the Ozone Layer (1987) are international agreements which call for the phaseout
of substances that deplete the stratospheric ozooe layer.

Hungary acceded to the Vienna Convention and the Moatreal Protocol in 1989, and the London
Ameodments to the Moatreal Protocol in November, 1993, It formally ratified the Copenhagen
Amendments in May 1994. However, Hungary has pot been designated as a developing country under the
Montreal Protocol, and is therefore not eligible for financial assistance from the Multilateral Fund for the
Implementation of the Montreal Protocol. Global Environment Facility (GEF) resources will therefore be
required to finance the project. The project proposed bere is a result of the Country Programming cxercise
undertaken by the Government. .

ODS SECTOR BACKGROUND

All ozone-depleting substances (ODS) in Hungary are imported from the European Union, mainly the
United Kingdom, Germany, France, the Netberiands, and Italy. In addition, approximately 15% of ODS
used in Hungary were exported in final products in 1993, and thus the export market has effectively
dictated the phascout of ODS in some emterprises in advance of national legislation. Recovery and
recycling of ODS will be required as of Jaauary 1, 1995 in the refrigeration and fire fighting sectors which



together account for over 1/3 of ODS consumption. Thus far, the weakest area of phaseout has been in the
solvents sector due 10 its considerably more fragmented pature,

In 1993, consumption of regulated ODS was approximately 2,224 mewic tons. Compared to 1991, total
annual ODS coasumption has fallen by 43%, and is now equivalent to 2,140 ozone-depleting-potential
(ODP) in weighted tons. In terms of ODS coasumption and ozone-depleting-potential, chlorofiucrocarbons
(CFCs) account for roughly three-quarters of the total, Consequently, the focus of the project should be on
phasing out the use of CFCs. Refrigerator and freezer production account for approximately 43% of CFC
use, and 33% of national ODS consumption. In addition, approximately 55% of the ODS used in the foam
sector are for insulation for refrigeration devices, Consequently, refrigeration products account for roughly
49% of patiocal ODS consumption. The remaining ODS consumption is quite evenly distributed with
acrosols, foams, balons, and solvears each accounting for 11-15%.

PROJECT OBJECTIVES

The principal objective of the project is 1o assist Hungary in the phascout of ODS, as mandated by the
Moatreal Protocol and its amendments and adjustments, in a cost effective manner. More specifically, the
goals of this project are 10: (i) support the phaseout of the consumption of chloroflucrocarbons (CFCs)
through adoption of new cost-effective CFC-free technologies; (i) phase in the operation of a natiomal
nerwork for recovery/reclamartion/recycling (3R) of refrigerants (CFC-12 and CFC-11); and (i) through
instinrtional strengthening, improve the capability of the Ministry for Envirooment and Regional Policy
(MERP) to manage and oversee the phascout of ODS in Hungary, By focusing on the key sectors and
enterprises, at its current funding level the project will phase out 1303 tons of ODP per year, or roughly
58% of ODP-weighted ODS consumption in Hungary. Sub-projects bave been identified to phase out 1317
ODP, or 59% of Hungary's cansumption (Annex 1),

PROJECT DESCRIPTION

The propesed project will consist of () an Instinttional Strengthening Compooent; (ii) a Recovery,
Reclamarion, and Recycling Component (3R Component) for ODS used as refrigerants; and (i) an
[nvestment Component comprising fourteen sub-projects. These Components were designed in close
cooperation between the Government of Himgary, Participating Enterprises, the World Bank, and
international consultants. The Ministry for Environment and Regional Policy (MERP) will be primarily
respoasible for the implementation of the Institutional Strengthening Component, while the Himgarian
Association of Air-Conditioning and Refrigeration Enterprises will be primarily responsible for the 3R
Component, and the Participating Enterprises for the sub-projects which will comprise the Investment



INSTITUTIONAL STRENGTHENING COMPONENT

This component will set up an ODS Phaseout Project Implementation Unit (PTU) to be supported by a
Technical Advisory Group (TAG). The PIU will coordinate the implementation of the project, oversee
procurement and disbursement for the investment sub-projects compliance with World Bank guidelines, and

.in close cooperation with the Financial Intermediary, supervise project activities according to the

requirements of the World Bank and MERP, As necessary, the PIU will arrange for technical assistance
and consultants 1o assist in project implementation, and provide support to facilitate cooperation among
government instinutions and the consumers of ODS. Funding for this sub-project will be covered by the
GEF and is currently US$459,000. This will cover salaries for three staff, office equipment, the cast of
hiring international consultants for supervision and review during implementation of the sub-projects, and
possibly funding for an ODS moaitoring program, although the exact activities will be revised and finalized
at appraisal in light of the attached technical opinions, and the budget will be revised. :

3R COMPONENT

This component will cost approximately $1,99 million, of which $1.42 million is proposed to be financed
by the GEF. The Association of Refrigerating and Air- Conditioning Enterprises which will be responsible
for implementing the project will establish a national network to remove ODS from refrigerators and
recycle them, through the training of approximately 1500-1600 refrigerator service technicians (75-80% of
the total number of technicians). This component will lead to the anmual phaseout of 610 tons of ODP
weighted ODS consumption, or approximately 47% of the total under the project. '

INVESTMENT COMPONENT

This component covers 14 investment sub-projects — 7 solvents, 3 foams, 2 aerosols, 1 halons, and 1
refrigeration and foams — for a total of $6.85 million, of which $5.17 million is proposed to be financed by
the GEF. A varicty of ODS-phaseout technologies will be implemented, but three sub-projects (HIM
(Foams), MMG-AM (Sclveats), and the Fire Protection Association (Halons)) will account for roughly
33% of the financing required for this component, and 60% of the ODP to be phased out. This component
will lead to the annual phaseout of 692.7 tons of ODP — 39% in halons, 29% in asrosols, 25% in foams,
5% in solvents, and 2% in refrigeration and foams. t

PROJECT COST AND FINANCING

It is proposed that the project cast of $9.3 million be funded in the amount of $6.9 million by the Global
Environment Facility (GEF). Funds would be provided as a grant from the GEF to the Government of
Hungary (for the Institutional Strengthening Component), and a financial institution with demonstrated
capabilitics in bandling investment projects for transfer to sub-project beneficiaries under the 3R and
lf::fam‘!:nmpanmt:. Th:Fin:ncialIntumudiaqwiﬂmu:iw;fuuflﬂﬂ%oqnﬂmmqitduhm
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Each sub-project involves incremental costs (j.c., those capital and operating costs which would not have
occurred in the absence of the Moatreal Protocol) and non-incremental costs (i.c., those costs which would
bave occurred regardless of the presence of the Montreal Protocol), All estimated costs for the sub-projects
which are determined to meet the definition of incremental costs (as determined by the London Amendments
to the Montreal Protocol), and for which financing is available, will be covered under grant funding, while
the Participating Enterprises will be expected to finance the associated non-incremental costs of the project.

PROJECT IMPLEMENTATION

The Ministry for Environment and Regional Policy (MERP), through its Project Implementation Unit
(PIU), will act as general program coordinator for the project. The MERP will liaise with other ministries
on policies and industrial strategy issues, and, through its PIU, be responsible for day-to-day management
- of project implementation,

The Corvin Bank (CB) was selected to be the Financial Intermediary (FT) on December 15 by the National
Bank of Hungary (NBH). [t will have the responsibility to manage the local funds administration for the
3R and Investment Compooents. A Project Administration Agresment (subject to Bank review) will be
established between the CB and the MERP, For each sub-project a Sub-Grant Agreement between the CB
and each of the Participaring Enterprises will be prepared. The Sub-Grant Agreement will include
reporting provisions, annexes on disbursement, and provisions related to eavironmental protection and
worker safety, Smudﬂankduhmpmmdmwﬂlbcfuunmd,mthmbhshdhmmmmml
deposit and replenishment levels, statements of expenditures, and Bank review levels.

To ensure smooth disbursement, early involvement of the Corvin Bank in supervision will be required. The
emphasis in selection of the CB by the NBH was based on its ability to disburse and administrate project
funds. A Project Implementation Manual (PIM) has been provided, and includes the relevant Bank
guidelines on procurement, disbursements, usc of consultants, financial reporting, auditing, sample bidding
documents, and other project-specific documents, such as the Terms-of-Reference for the Financial
Intermediary, I.na.ddlnon,amwnd:umngmuncuupm]munplmmunnumdmagmﬂh
held in Eudapestmmd—]’anu.a:y 1995,

PROJECT SUSTAINABILITY

The investment program will focus on priority sectors and cost-effective measures which were defined in
the Country Program for the phaseout of ODS, and will be complemented by changes in policies and
regulations to ensure campliance with ODS phaseout targets (e.g., pesalties for violation of regulations,
obligatory reporting and monitoring requirements), lmudamhhmqrafDDSmdﬂDSdﬁpwm
compooents will work to ensure sustained future use of ODS recycling cquipment and noa-ODS
technology. This will be primarily attributable to the phaseout of ODS production in Europe.

The project will be implemented within a limited time-frame. ODS phaseout projects which arc
suceessfully implememted will have a permanent ODS phassout effect, and be in compliance with the
Wuf:heh{auuml?mtnmlmmlﬂdyphmmhy 1996, In order to ensurc long-term
sustainability of the various project components (especially the 3R scheme), training and policy and



regulatory measures, already under consideration by the MERP, will be introduced early in the project

Furthermore, a careful review of the financial mechanism supporting the 3R project will be undertaken to
further establish the project structures required to ensure sub-project sustainability. Part of the funds will
be earmarked to cover some of the expected financial shortfall of the recycling center during its first two
years of operation. It is essential, for long-term sustainability of this sub-project, that the incentive to the
mﬁum(ﬁnﬁmﬁwhﬁ:ﬂlhuﬁm:}bcm;mghfanhunmund:hhthﬂm
process, ¢ i e ' *

LESSONS FROM PREVIOUS BANK INVOLVEMENT ~ ° _
ODS Phaseout projects utilizing GEF resources are being developed concurrently in the Czech Republic,
Slovakia, Slovenia, and other countries. Implemsntation arrangements based on envirooment ministry
implementation with local financial agent assistance in fund administration have been established for most
QDS phaseout operations, and these have been used in the design of the project. 'With respect 1o the 3R
Component, the Czech Republic is just beginning to initiate its recycling and recovery program.
Implementation will be closely watched to cull lessons learned, and meetings of Hungarian and Czech
counterparts will be encouraged. '

RATIONALE FOR FUNDING UNDER THE GLOBAL ENVIRONMENT FACILITY

Thbe project would form a part of Hungary's ODS phaseout program, some of which might not be
implemented without Bank involvement. In addition to promoting the phaseout of ODS, ooe ratiocale for
the project is that it will reduce the economic dislocation associated with ODS phaseout by assisting those
enterprises which will be required to change their production technologies. The proposed project is
consistent with the Implementation Guidelines and Criteria for GEF funding established by the Executive
Committes of the Montreal Protocol (MPEC), for which the Bank is also an implementing agency. The
project will be developed and structured on the basis of specific ODS phaseout requirements in Himgary,
and the project eligibility criteria guidelines set forth by the Multilateral Fund for the Implementation of the
Moatreal Protocol. All Bank GEF ODS projects are subject to the policy and technical review guidelines -
established by the Executive Committes of the Multilateral Fund under the MP, in addition to those
required for GEF projects, Internal Bank procedures for Moatreal Protocol operations are expected to be

applied to complement GEF procedures to ensure consistency between the processing of GEF and MP
operations whenever passible,

ISSUES AND ACTIONS

Retroactive financing will be required to support implementation of the project. During Appraisal, the
exact amount will be clarified, but because Hungary is committed to phase out its ODS consumption by the
ead of 1995, a number of companics have already undertaken substantial investment on the assumption that
they would be cligible for retroactive financing. For some sub-projects, the amount is as high as 25-30%.
The Government of Hungary and the sub-project beneficiaries have all been informed of the importance of
following World Bank procurement guidelines to be eligible for reroactive financing, and all have assured



that they will be in compliance, However, the Bank will nesd to resolve the amount of the grant which can

be rewroactively financed since Bank guidelines stipulatz i0% as a threshold. Up to 100% is allowed under
Montreal Protocol-financed operations.

Another issue which will need to be addressed during and after appraisal is the amount of incremental
operating costs which will actually be financed by the Grant. Although incremental operating costs and the
methodology for calculating them have been quite clearly defined by the Montreal Protocal, there contimues
to be some questions conceming the availability of funds for their financing, This will not affect the
approval or inclusion of any particular sub-project, however, only the amount 1o be financed,

Other issues and actions which will need to be addressed include project implementation procedures,
Specifically, the PIU will need to be up and running by the time the project is approved, and a Project
Administration Agreement (PAA) governing the working relationship between the Corvin Bank and the
MERP is needed. For the PAA, the model used in the Czech Republic will be followed and has already
been shared with the relevant authorites,

Finally, it will be important to ensurc that an adequate framework has been developed by the MERP
governing the incentives for the 3R Component. The services sector will need to have adequate economic
and financial incentives through both recycling credits and penalties. The 3R Component for the Czech
ODS Phaseout project will be used as a model for developing the incentives framework. Most of the

regulatory and incentives framework has already been developed by the Economics Department of the
MERP in consultation with World Bank's consultants,

ENVIRONMENTAL ASPECTS

Each project subcomponsnt was subject to local eavironmental regulations and Bank project
environmental review procedure, The project consists of light i ial projects which bave been classified
as carcgory B on the basis of the Bank's project environmental classification system (OD 4.01) and based
on previous classificarion of similar projects. For each sub-project, an annex on cavironmental aod safety
pmmmhdhmmmjmm“ﬁ:hmmﬁmﬂbymwdmﬁm

Although the overall project objective is protection of the environment by reducing the emission of ODS,
the change to noa-ODS technologics or substingtion of ODS with other chemicals may involve other
caviroumental risks. Sub-projects may employ flammable substitutes o, in the case of solvent sub-
projects, increase wastewater, Spowsaring emterprises will be responsible for providing an enviroomental
impact assessment (EIA) as required by Hungarian law. In addition, the MERP will ensure that
information on international safiety standards and procedures will be requested from the suppliers, and that
these standards and procedures will be applied to the use of pew subsances by all Participating
Enterprises, :
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PROJECT BENEFITS

The project’s major benefit will be to assist Hungary to achieve its objective of completely phasing-out the
use of ODS as early as is technically feasible. The project will help the Government implement an
accelerated ODS phaseout program by providing financing for priority sub-projects which will result in the
phaseout of 1303 tons of ODP annually (or about 58 percent of Hungary's total ODP-weighted use of
0DS).

The project consists of sub-projects which will conmribute to maximizing the useful life of equipment which
currently rely on the availability of CFC for their continued use. This will contribute to reducing the
country’s economic cost of phasing out the use of the regulated substances by couverting equipment to
alternative uses and technologies. In addition, the project will enable export-oriented firms to maintain
thurmcpuumkmbyadjusmgmzmiymmmm-ﬂnspmdumurqumadbymm&m
industrialized countries. Thm:mmpmu:qnnmundli%ufthnrﬂﬂ.’ius: '

PROJECT RISKS AND MITIGATION

Although the financial viability of each of the Participating Enterprises was assessed carlier by the
Economics Deparmment of the MERP, the simation could change in the future for reasons such as changes
in the management strucoure and ownership of the companies assisted under this project. The financial

situation of each of the PmnpanngEﬂupmuwﬂlth:mﬁ:mb:mm:ddmmgappmlhbcﬂn‘
ensure project sustainability,

Under the Institational Strengthening Component, the MERP will be responsible for monitoring the use and
phaseout of ODS in Hungary, To address this problem, the MERP will ne=d to ensure that a system of
fines is in place to discourage their use, and that use of ODS is strictly monitored and enforced.

Finally, expericnes in national 3R programs is limited to caly a fow countries, although many arc now
under development. The limited experience to date bas indicated that, initially, the amounts of CFC
recovered will be small, and that the most important aspect of the program is to provide adequate incentives
to the servicing sector. A condition for disbursement for this component will be that these incentives be in
place in the form of economic and financial incentives/penalties, The financial sustainability of the 3R
scheme will be moaitored closely in order to react to market conditions (price and availability of CFCs)
that will influence the short and medium term profitability of the operation. Prqmtnskubmamﬁsﬂd
by placing the financial risk with the enterprises which are most capable of assuming it, and by easuring

that the incentive to the servicing sector is sufficient 10 cncourage widespread recovery of CFC through



FINAL EXECUTIVE PROJECT SUMMARY

PHASEOUT OF OZONE DEPLETING SUBSTANCES IN Et_mr.:mf

Country: Hungary
Project Name: Phaseout of Ozone Depleting Substances
Total Project Cost: $5.3 Million
Grant Amount: | $6.9 Million (from the Global Environment Facility — GEF)
Beaeficiary: Hungarian Ministry for Enviroament and Regional Policy and
Investment sub-project beneficiaries
Associated Bank Project: Noae. Stand-alone project
Appraisal Date: March 1995
Tentative Approval Date: May 1995
Financing Plan (million USS):
Project _Total GEF Graat'
Component Cost :
Recovery, Reclamation and . 199 - 1.42
Institutional Strengthening (0.46) (0.46)
Investment Component 6.85 5.17
TOTAL 9.3 6.9

' GEF grent amount will not exceed 36,9m, and exact amounts for each compenent will be adjusted ot appraisal so they total
36.9m
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Sub-Project 1 — Project Implementation Unit. The MERP will szt up an ODS Phaseout Project Management
unit (PIU) to be supported by a Technical Advisory Group (TAG). The PIU will coordinate the implementation
of the Project, overses procurement and disbursement for sub-projects 3-17 in compliance with World Bank
guidelines and in close cooperation with the Corvin Bank (CB), supervise project activities according to the
requirements of the World Bank and the MERP. As necessary, the PIU will arrange for technical assistance and
consultants to assist in project implementarion, and provide support to facilitate cooperation amoog government
instinstions and the producers and consumers of ODS. Finally, the PIU will be responsible for calling mectings of
the TAG, which will be respansible for providing technical support to ODS consumers and producers in the
implemenmation of mvestment sub-projects aimed at ODS Phascout.  Funding for this sub-project amounts to
US5269,000 to cover salaries, office equipment and the cost of hiring international consultants for supervision
and review during implementation of the sub-projects.

Sub-Project 2 — Establishment of the information system for monitoring of ozone depleting substances
(ODS-INFO). The objective of the ODS-INFO sub-project is to estmblish a muitidevel computerized
informaton system for recording the consumption of ozooe depleting substances, This system will facilitate the
reccption and use of the data conceming ODS consumption for the regional envircomental protection
mpﬂﬁmhﬂn@m@pm@:ﬂﬂmmﬂ
foreign trade of ozone depleting substances, be coonected to other enviroomental protection information systems
through a Geographic Information System (GIS), and meet the requiraments of international data supply.
Funding for this sub-project amounts to US3190,350.

Sub-Project 3 ~ Reduction of the emission of czone depleting freon gases through recovery, reclamastion,
and recycling of refrigerants. The cbjective of the sub-project is to decrease the amount of CFC-11, CFC-12
and CFC-502 sincs consumption of these substances is opected to be 750 tons in 1993, These substances are
and air conditioners. The sub-project establishes 2 national network o remove these ozone depleting substances
from refrigerators and to collect and regenerate them. There are approximately 2000 qualified refrigerator fitters
in Hungary, and it is expected that the Association will work with 75-80 pereent of the qualified refrigerator
teckmology which will be required to operats the recovery, reclamarion and recycling scheme for refrigermts
which is expected to recycle 610 tons of CFCs per year. The total cost of the sub-project is USS$1,986,620, The

Assocation will cover US3563,360 of the total incremental cost of the sub-project, ml:llh:GEFGrﬂwmm':r
US51,423.260.

Sub-Project 4 — Phaseout of ozone depleting substances in the manufacturing of refrigerators and freezers
at Frigolux Ltd. The objective of the sub-project is to phaseout the consumption of various ODS by 90 percent
per year, Present consumption includes 3.8 tons of CFC-12 and 0.85 tons of CFC-502 refrigerant, as well as 11
tons of blowing agent CFC-11 which will be displaced with the implementation and usc of 2 pew, Doo-czone-
depleting R-141 blowing agent and the R-22 and R-134a cooling material. For these changes new filling
mmmmpmmdmamﬂmmdmwuhﬂmﬂmﬂnm
The sub-project includes training, which is neccssary for the implementation of the new tecimologies, and some
elements of servicing. The first phase of the sub-project was carried out between June 1994 and December 1994.
In the first phase, the phaseour of the ODS was pot complete, since the amission of ozooe depleting substances
equivalext to about 1.8 toos of ODP will contimue, By the end of the second phase (through 1996), ozone
depleting substaness will not be used. The total cost of the sub-project is estimated at 5308,389. Frigohoe Ltd.
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will cover US354,489 ofﬂ:tﬁn.'linuu:mulmufﬂu sub-project from its own sources, while the ramining
incremental costs of the sub-project (USS253,900) are to be financed by the GEF grant.

Sub-Project § — CFC-11 free polyurethane foam processing for the heat-insulation of hat water storage
tanks at the Hajdusagi Iparmuvek Company. The objective of the sub-project is to phase out anoual
coosumption of 63 tons of CFC-11 PU-blowing-agent propellant through construction alterations, the
mbﬁsﬁmmd:mhgpxtand&hmlhﬁmnhhmhgmm“ﬁshpmwmfm_u
propellant.  During the first ten mouths (January-October 1994), the high pressure foaming maching using
water/CO; as propellant (which is necessary for the new process which will not use foams with CFC-11) was put
into operation. hﬁeﬁmpﬂh&mhgiulqﬁnm_ndhmlmmmﬂmmhdmﬁ:hﬂu_
foams which do oot contain CFC-11. In the second project phase from November 1994 to December 1995, the
foaming in form or pillary is to be worked out and inangurated, and the construction modifications are to be
plammed and carried out depending on the results of heat loss tests, In the third phase between Jamuary and
December 1996, the transportation and storage system of the polyurethane base are to be rationalized. The total
cost of the sub-project is estmated at §1,406,202, Hajdusagi Inarmuvek Canpany will cover USS355,000 of the
tmlhnmmlmofhmhpr@mﬁmnﬁmmmwmwmuﬁhﬁnb
project (USS1,051,202) are to be financed by the GEF gramt. - :

Sub-Project 6 — Phaseout of ozone depleting CFC-11 freon in sandwich panel production at Metalucon
Ltd. The objective of the sub-project is to phase out ammual consumption of 45.6 toos of CFC-11 freon blowing
agent. In the first phase of the sub-project the CFC-11 freon will be substituted with the mmuch Jower ozmne
depleting HCFC-141b blowing agent. To carry out this change, new foaming equipment which uses the new
blowing agent will be procured, and the temperanure adjustment of the electric heating of the foaming frames will
be assessed. In the second phase of the sub-project, cyclopentane will be substinuted for HCFC-141b blowing
agent. Th:ﬁ::tph:cfﬂ:mb-pmjn:thphmdmbenwmdhlﬁi-lgﬁ.andﬂnsmdphﬂin:lﬁ?.
The most important parts of the first phase are the procuring and putting into service of the foaming equipment,
the stimer, the tanks, and the injection device, and the realizwtion of the electric beating and temperature
adjustment of the foaming frames, In the second phase of the sub-project, the implementation of the cyclopentane
hmmmumbhmmmﬂmwmmmwuﬁnm
can be converted to use cyclopentane, The total cost of the sub-project is estimated at §825,199, Metahucon Ltd.
will cover US$286,866 of the total incremental cost of the sub-project from its own sources, while the remaining
hm[maf&mb—wnj:uﬂﬁﬁﬂ}ﬂ)mmheﬁnmﬂbyﬂ:mm

Sub-Pruju:tT—PhumdnfmudqaleﬁqCFC—llﬁmhm&wid:pudpmdu:ﬁnﬂ at Metisol Ltd,
The objective of the sub-project in the first phase is to substitute HCFC-141b E:rﬂ:ﬂﬂmufﬂfﬂ-lllhhwing
changing the temperature adjustment, and technical assistance. During the second phase of the sub-project in
lm,&phmtufﬁnmwﬁmufummm“ﬂhm[ﬁ; The exeantion of the first
phasc of the sub-project took seven moaths from June-December 1994, The total cost of the sub-project is
estimmated at $714,247, h{cﬁﬂlﬂ“ﬂmlﬁﬁﬁljﬁ of the total incremental cost of the sub-project from
g&wnmwﬁmnmmmgmmmlm of the sub-project (US$344,022) are to be financed by the
gran A

Sub-Project 8 — Phaseout of CFC propellant in gas-sterilizer cartridge production using etirylene oxide at
Mediroll Ltd. The objective of the sub-project is to phase out anaual consumption of 107 tons of CFC 12 with
HCFC-124 propellant and to canry out the development work and the obligatory sterilizing tests. The sub-project
will be carried out in two phases. The first phase should take four months, and the sccond twelve months. The

11



wal cost of the sub-project is estimated ar $§669,525, Metalucon Lid. will cover US$616,126 of the total
incremenal cost of the sub-project from its own sources, while the remaining incremental costs of the sub-project
(US353,399) are to be financed by the GEF granr.

Sub-Project 9 — Phaseout of CFC-11, CFC-12, and 1,1,1-Trichloroethane solvents and propellants at
Auto-Mobil Ltd. The objective of the sub-project is to phase out annual consumption of 28 tons of CFC-11, 64
tons of CFC-12, and 47.6 tons of 1,1,1-Trichlorocthane ozone depleting substances through the application of
other propellants such as propane-butane gas and compressed air. The execution of the sub-project will take sbx
months, The planning phase of the sub-project was between June 1, 1994 and Scptember 31, 1994, and its
exeaurion phase between October 1, 1994 and December 31, 1994, The total cost of the sub-project is estimated
at 579,565, of which the entire amount will be financed by the GEF Grant. =

Sub-Project 10 — Modification of clesning technology of sutomatic and electronic parts of oil and gas
pipelines, substituting for CFC and 1,1,1-Trichloroethane solvents with water based solution at MMG-AM
Ltd. The objective of the sub-project is to phase out ammual consurmption of 87 toos of 1,1,1-Trichloroethane and
3.5 tons of CFC azone depleding substances by conversica 1o a water-based solution using washing technology.
During the exscurion of the sub-project scven modem ultrasonic washing appliances will be bought and installed.
These new appliances use water based solution, and will be substituted for eight degreasing washing appliances
which employ 1,1,1-Trichloroethane and CFCs. The investment sub-project also includes: (f) ventilation plants,
which are to be installed at the washing appliances, (ii) a recirculating water-using rinsing appliance, and (i) a
sahrtion desalting appliance, which is based on reverse osmosis. The realization of the sub-project should take six
moaths. The sub-project is divided into three phases. In the first phase preparatory rescarch and development
works (oxperimental degreasing with modern water based washing solution, experimental soldering, cfc.),
plamning tasks, and tasks related to ordering will be executed. The second phase coasists of the installation of the
pew appliances. In the third phase of the sub-project, the operating parametery of the new appliances will be sct.
The weal cost of the sub-project is estimated at $1,233,179, of which the emire amount will be fmanced by the
GEF Graot

Sub-Project 11 — Phaseout of 1,1,1-Trichlorocthane photoresistant developer with alkalic solution in the
manufacturing of pricted circuit panels at Hitelap Ltd. The objective of the sub-project is to phase out the
anmal consumption of 32 tons of 1,1, 1-Trichloroethane by developing products in water based solutions, and
washing with water, The sub-project will substinste for the old developer and washer by procuring and puting
imto servics modemn equipment. A pew sewage cleaning plant is to be installed to make it possible to treat the
sewags water. The execution of the sub-project will take ten moaths, It will consist of planning, and putting into
ﬁmnfih:sub—pmjmismﬁnﬂuduﬂlﬂ.ﬂm,ofwhi&ﬂncmhamnﬂwmbeﬁmnmdbyﬂ:ﬁﬂ

Sub-Project 12 — Couversion from release agent solvent to solvent {ree release agent substance, and from
the consumption of 1,1,1-Trichlorocthane to water based cleaning in polyurethane sole producing st Tisza
Shoe Company. Thﬂuhjﬂﬁeufd::ﬂb—pmj:ﬁi:hph&ﬂ::mﬂﬂmﬂ@ﬂﬂfl?huﬂfm—ll
solvent, 16.78 tons of 1,1,1-Trichloroethane washing liquid, and 5.6 tons release agent which contains 1,1,1-
Trichlorocthare through the application of a new release agent, installation of a new sprinkler device, and use of 2
water-solution washer. The new relcase agent is completely solvent free, and coosists of a mbxure of wases and
silicon cils. A sewage trextment facility must be installed and the venrilation system updated. The execution of
the sub-project will take ten manths, In the first phase of the sub-project (April 1-June 30, 1995) the altermative
substances, technologies, and equipments are to be chosen, tests are 1o be carried out, and permits are to be

iz



cbtained In the second phase of the sub-project the old equipments are to be detached, the new strewing
equipment, water-using washer, and water treammen facility are 1o be installed, the venrilation is to be up~dated,
and the staff is to be trained (July 1-September 30,1995). In the final phase, the new technologies are to be
installed and checked (October 1- December 31, 1995). The total cost of the sub-project is estimated at $152,193
nfnh:h&liﬂﬁ?wﬂhﬁmmdbyﬂtﬁﬁﬁ:m !

Sub-Project 13 ~ Conversion from npmqﬂmv:purphmwﬂm;wﬂﬂﬂ-lﬂhdmdqm
washing with perchloroetirylene at Fovarosi Finommechaniksi Ltd. The objective of the sub-project is to
phase out anmual consomption of 1.50 tons of CFC-113 ozone depleting substances by switching gver from an
open freon system using washing 10 a closed perchloroeshrylenc system based on washing. The sub-project will be
realized in three phases. During the first phase, the alternative cleaning technologies and cleaning substances will
be evaluated, and experimental production will be done with the selected substances. In the second phase of the
sub-project, the frean-using washer will be detached, the two renewed closed system perchloroethylene-using
washers will be installed and put into service, the staff will be trained in the new technology, and the operating
parameters of the new washing technology will be set. In the third phase a closed system of perchloroetrylene-
based washing will be applied and the technology will be tested. The total cost of the sub-project is estimuted at
533,570, uf“hrhﬁﬂmmwﬂibcﬂmudbyﬂaﬂﬁﬁﬁm

Sub-Pru;e:tH Cumuh:uﬁmugwﬂrum&uﬂm::m:mhmdﬂmm
freon after soldering at the BRG Radiotechnikai Company. The objective of the sub-project is to phase out
anmual consumption of 1.5 tons of CFC-113 ozone depleting substance through the implementation of the modam
MULTICORE soldering tin, which makes washing with freon umnecessary, Although the compesition of the fux
of the modern MULTICORE-made soldering tin makes the washing after soldering unnecessary, ity application
increases the soldering time, and thercfore the working time and the consumption of electric encrgy. For this
reason BRG oust employ 32 people instzad of 30 for saldering jobs, in arder to avoid that the new technology
decrease its output. The duration of the sub-project is one maoath, and the sub-project is divided into three phases.
During the first phase, altermasive soldering substances and cleaning techmologies were evaluzied and trial
producing was dooe with the chosen substances. In the second phasc the staff was trained for the new soldering
techmology, the materials and the soldering iron edges needed for the new technology were procured. In the third
pbase the new soldering technology is to be tested in mamrfacturing. The total cost of the sub-project is estimated
at §22,345, BRG Radiotechnilai Company will cover USS635 of the total incremental cost of the sub-project

from its own sources, while the remaming incramental costs of the sub-project (USS$22,160) are to be financed by
the GEF grant.

Sub-Project 15 — Coaversioa from CFC-113 to trichloroethylene in the washing of printed circust panels
after wave soldering at Cableworld Ltd. The objective of the sub-project is to phase out annuzl coosumption
of 0.45 tons of CFC-113 ozooe depleting substance by coaversion from CFC-113 to trichloroethrylene in the
washing of prited circuit papels afier wave soldering. The washing of the printed circuit pancls (60
thousand/year) after soldering will employ the new techaology by installing and putting into service a modemn,
ultrasonic, vapor-phased trichloroethylene using washer, The execution of the sub-project should take 10
momths.  The sub-project is to be realized in thres phases. In the first phase testing of the material will be dooe,
trial procucing will be carried out with the selected washing substances, and alternarive cleaning processes will be
cvaluated During the s=cond phase of the sub-project, the freon usirg washer will be detached, the new
ulrasonic trichloroetnyle=s using washer will be put into operation, the staff will be trained in the use of the new
technology, and the parameters of the new washing techmology will be adjusted and set. In the third phase, the
washing technology will be tested. The total cost of the sub-project is estimared at $13,725, of which $13,588
will be financed by the GEF Grant.
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Sub-Project 16 — Couversion from freon-using cloth cleaning machines to perchloroethrylene-using
machines at the Rutitex Company. The objective of the sub-project is to phase out anmal consumption of 7.9
tons of CFC-11 and CFC-113 freon ozooe depicting substances through the substintion for freon-based clezners
cleaners will be bought. The execution of the sub-project will take eight months, The total cost of the sub-project
is estimated at $360,400, of which the entire amount will be financed by the GEF Grant.

Sub-Project 17 — Regenerating and closed system druining of extinguishing gases at the member
companies of the Fire-Protection Association. The Fire-Protection Association was established in 1994 by the
decision of the Elzett Safety Technology Company, Fajro Automarics and Fire-Protection Equipment Producing
L:d, and the Firo-Protection Education and Research Instination. The objective of the sub-project is o recycle
2,764 tous of balon 1211 and 159 tons of halon 1301 extinguishant. As a bencfit of the sub-project, the emission
of 122.55 tons of halon 1211 and 2.51 tons of halon 1301 extinguishant would discontimuz by purting into service
Tegenerating devices, closed system draining devices, and other additional devices (evaluating and measuring
mstrumens, etc.). The realization of the sub-project will take four moehs. In the first phase the old equipment
wiﬂhedimnnmd:ndﬂ:ewmwiﬂbeiuﬁﬂ:dﬂﬂmudﬁjm. The second phase will be carried out in
two moaths and will coasist of the training of the controlling s@ff. The sub-project will include the following
it=ms: (7) procurement of thirteen personal computers and printers; (ii) organization of the computers and printers
im0 2 geographic information system (GIS); and (jii) putting imo service and testing of the system. The tol cost
of the sub-project is estimated at $855,137, of which the eatire amourt will be fizanced by the GEF Grant.
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TECHNICAL OPINION

HUNCARY
PEASEOUT PROJECT FOR OZONE DEPLETING SUBSTANCES

The overall impression of the ODS phaseout project for Hungay is that it is well planned, and that it -
&Hm&:mmﬁrgmmﬁmﬂdthmugh&ebiomdﬁnﬂ. With the revisions suggested, the
project should be funded. ;

Thnprﬁjanﬁ:wsmmth:nminﬁﬁ;ufODSminHﬁngamnndwilllmdtnzipiﬁcam_miwﬁm:in
ODS. The implementation of the investment sub-projects and the 3R sub-project will lead to reduction of
prmumudyﬁﬂ%mthemn:mm s

Thcr:mthr::m:gurmmpnnm a) 15 mvum:nxsub—prn]mxﬂtng::hzrmthedﬂ'emtﬂns sectors,
b) ooe sub-project on recycling, reclamation and recavery in the refrigeration sector, and ¢) one sub-project
on institutional strengthening which will set up and ODS Phaseout Project Implementation Uns: (PIU}ta
mﬁmﬂmmﬂ&&:pwpmm

Mhnugh:h:SRmb—pm;a:myludhamdeDS mdumunmt.hnﬁrstpmnfﬁ:pmod,rtu
important to establish an operational procedure as soon as possible for long term savings of ODS.

All 17 of the proposed sub-projects have received a thorough technical review from specialists drawn from
the Ozons Operations Resource Group (OORG). The OORG was established by the World Bank to
undertake the analysis of proposed subprojects for fimding under the Multilateral Fund for the Montreal
Protocol (MP). Th:mnmmmspmﬂmmmmmwﬁddsmmmwtumwﬁm
Eastern European GEF portfolio have each completed several project revisws over the past two years using
MP criteria. The institutional strengthening and project mouaitoring components have been reviewed by the
Moatreal Protocol Office of the World Bank which routinely undertakes these reviews for the MP projects,

EDRGuhhmmm:dmaamﬂwhchmjudpm:mhmdwzhmbrmdmmof
a given sub-project. Topics which are addressed include: appropriateness of the technology, eaviroomental
impact, project costs, implementation timeframe, lessons from previous experience, safety issues and final
recommendations, The issus most scrutinized in the sub-projects is invariably the project costs, which are
looked at from the perspective of the eligibility of incremental costs, both capital investments as well as
mmmmmmﬁmmﬁmmqmpmﬂpm institational
suengthening and training costs,

ﬁs:uum:ma;g:su,thnDDRGhuahxthyupmnoualnnmnnuu,andmumymmpumtmﬂmqthﬂ
status of review is changing. For example, when I reviewed these projects on December 10, six projects
bad been disapproved pending changes in project design. Now, four euterprises have rovised their
proposals based oo recommendations from the OORG and have incorporated the OORG comments and
resubmitted the proposals to the OORG. This iterative process has been highly successful in the design of
cost-effective, technically sound projects in the Montreal Protocol. Based on the OORG documentation

presented to me for review, ntppm:thuthnmclmlofthumghnmandbmgmynfﬁnmcw
pmhubmmmmed_ :
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In the casc of the 15 invesument sub-projects reviewed for Hungary, two were in the refrigeration sector,
three in the foams sector, two inthe acrosol sector, seven in solvents sector, and one in the halons sector.
The OORG reviewers for the refrigeration sector (Martien janssen and Lambert Kuijpers) have approved
the larger operation (S1,4m), and are currently reviewing a second draft of the smaller operation ($.2m)
which addresses their concerns regarding issues relating to technology transfer guaramtees from the supplies
and use of HFCs. j

In the foam sector, again the largest project (S1.m) was approved, while two others are currently being
reviewed a second time following the incorporation of his recommendations and will likely be approved.

All but two of the seven solvents sub-sector projects have been approved (Bryan Baxter), and the
remaining two are currently under discussion with the enterprises. The outstanding question in each cass
involves a technology issue: (a) the use of trichlorocthulene as a flux cleaner is questionable in such
applications and hence the reviewer bas rejected its use; (b) an explanarion is needed for the propased use
of small quantities of HCFC -22, 2 transitional ODS. :

The looe kalon project will need further work to address issues of high capital and operating costs, It is
currendly under discussion with the Fire Protection Association which will likely submit a revised propesal
by December 31, 1994, The technology proposed for the recovery/recycling is well known and
recommended by the MP. , :

The costs associated with the institutional strengthening and maonitoring companents were sericusly
questioned in the revicw of those components by the MP Office. Given that the deadline for phascout is the
eod of 1995, th expected life of the project implemenation unit (PIU) should be decreased. Typical PIU
costs are closer to the $200,000 level, and this should be re-cxamined during appraisal and reduced
appropriately. Similarly, the need for a complex and expensive data control and information syst=m was
questioned, based on the issue of timeliness, According to the project implementation timetable, the
monitoring office would begin functioning only after phascout is expected to be completed. The review
recommends that the PIU take on some of these functions, The task manager has agreed to review this
component to comply with the recommendations summarized above during appraisal.

Considering the short time frame for the implementation of phaseout projects in Eastern Europe (the
implun::l:ﬁunnfth.i:lprojmshmﬂdbemlﬂdhythemdnfl?%).ithimpommtumgﬁnthe
institutional network responsible for the phasecout. However, the costs of the sub-project in this area could
be reduced, and the tasks more clearly defined.

Lang-term UV-B monitoring should be established in Hungary as a research component of the project.
This would contribute to the establishment of 2 UV-B network in the Eastern European countries. Such a
network is linked to the ODS phaseout program since the increases in the harmfil UV-B radiation reaching
the Earth’s surface is a direct result of reduced ozone layer, and a consequence of emissions of DFCs. The
issue of increasing solar UV-B radiation bas a high priority in developed countries and in many developing
countrics. Am#hmbﬁqmwmmmminpmhmnw-ﬁmﬁaﬁmwﬁchnﬂl
follow futurc ozone changes when CFCs are phased out. Af present there is no such network in operation
hm%m,m%k:m&m;mﬂhmﬂmdw-ﬂ
monitoring. T&mfwuﬂﬁﬁhg:mhﬂmm,mﬂfpmﬂdmw
program for two years would be approximazely US$200,000.
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L HUNGARY

PHASEOUT OF OZONE DEPLETING SUBSTANCES

Iﬂ'munucnnﬂ

Mmemﬁnrthernfmﬂmmhm (1985) and the Moatreal Protocol on
Submmﬁﬂqhthcﬂmhyw{lﬂﬂmmﬂmﬂagmmﬂwhd;nﬂhﬂhphm
nfnhmncaﬂ:atd:plﬂ:ﬂ::mmhnnﬂmhm

thg::ywmdndmthuﬁmﬂmmmudth:Mmuletomlinl?ﬂ,udtheLmdm
Amendments to the Moatreal Protocol in Movember, 1993. It formally ratified the Copeshagen
Amendments in May 1994, However, Hungary has no¢ been designated as a developing country under the
Montreal Protocol, and is therefore not eligible for financial assistance from the Multilateral Fund for the
Implementarion of the Mootreal Protocol. Global Environment Facility (GEF) resources will therefore be
required to finance the project. Thepmmpmpmdhcmuamulmfthc&unny?mmm
und:rt:.h:ubythaﬁmmL

ODS SECTOR BACKGROUND

All ozone-depleting substances (ODS) in Hungary arc imported from the European Union, mainly the
United Kingdom, Germany, France, the Netberlands, and Italy, In addition, approximately 15% of ODS
used in Hungary were exported in final products in 1993, and thus the export market bas cffectively
dictzted the phascout of ODS in some emterprises in advance of national legislation. Recovery and
recycling of ODS will be required as of January |, 1995 in the refrigeration and fire fighting sectors which



together account for over 1/3 of ODS coasumption. Thus far, the weakest area of phaseout has beca in the
solvents sector due to its considerably more fragmented nature.

In 1993, consumption of regulated ODS was approximately 2,224 mewic tons. Compared to 1991, total
. aonual ODS consumption has fallen by 43%, and is now equivalent 1o 2,140 ozone-depleting-potential
(ODP) in weighted tons, In terms of ODS consumption and ozons-depleting-potential, chiorofluorocarbons
(CFCs) account for roughly three-quarters of the total. Consequently, the focus of the project should be on
phasing out the use of CFCs. wmm&mpmwwmmyuxiﬂc
use, and 33% of national OD'S consumpdion. In addition, approximately 55% of the ODS used in the foam
sector are for insulation for refrigeration devices, Consequently, refrigeration produets account for roughly

49% of national ODS consumption. The remaining ODS consumption is quite evenly distributed with
aerosols, foams, hﬂmxndﬂhmu:hmmnugﬁril 15%.

PROJECT OBJECTIVES

The principal objective of the project is to assist Hungary in the phascout of ODS, as mandated by the
Moatreal Protocol and its amendments and adjustments, in a cost effective manner, More specifically, the
goals of this project are t0: (i) support the phaseout of the consumption of chlorofluorocarbons (CFCs)
through adopton of new cost-effective CFC-fres technologics; (ii) phase in the operation of a national
nerwork for recovery/reclamation/recyeling (3R) of refrigerants (CFC-12 and CFC-11); and (iii) through
institutional strengthening, improve the capability of the Ministry for Enviromment and Regional Policy
(MERP) to manage and oversee the phaseout of ODS in Hungary, By focusing on the key sectors and
enterprises, at its current funding level the project will phase out 1303 tons of ODP per year, or roughly
58% of ODP-weighted ODS consumptioa in Hungary, Sub-projects have been identified to pbase out 1317
ODP, or 59% of Hungary’s consumption (Annex 1).

PROJECT DESCRIPTION

The proposed project will consist of (i) an Instintional Strengthening Component; (i) a Recovery,
Reclamarion, and Recycling Component (3R Compooent) for ODS used as refrigerants; and (ii) an
Invesunent Component comprising fourteen sub-projects, These Components were designed in close
cooperation between the Government of Himgary, Participating Enterprises, the World Bank, and
international consultants, . The Ministr; for Environment and Regional Policy (MERP) will be primarily
responsible for the implementation of the Institutional Strengthening Component, while the Himgarian
Association of Air-Conditioning and Refrigeration Enterprises will be primarily respounsible for the 3R
Component, and the Participating Enterprises for the sub-projects which will comprisc the Iovestment



INSTITUTIONAL STRENGTHENING COMPONENT

This component will set up an ODS Phascout Project Implementation Unit (PIU) to be supported by a
Technical Advisory Group (TAG)., The PIU will coordinate the implementation of the project, overses
procurement and disbursement for the investment sub-projects compliance with World Bank guidelines, and

in close cooperation with the Financial Intermediary, supervise project activities according to the

requirements of the World Bank and MERP, As necessary, the PIU will arrange for technical assistance
and consultants 1o assist in project implementation, and provide support to facilitate cooperation among
government institutions and ths consumers of ODS. Funding for this sub-project will be covered by the
GEF aod is currently US$459,000. This will cover salaries for three staff, office equipment, the cost of
hiring international consultants for supervision and review during implementation of the sub-projects, and
possibly funding for an ODS monitoring program, although the exact activities will be revised and finalized
at appraisal in light of the attached technical opinions, and the budget will be revised. X

3R COMPONENT

This component will cost approximately $1.99 million, of which $1.42 million is proposed to be financed
by the GEF. The Association of Refrigerating and Air- Conditioning Enterprises which will be respoasible
for implementing the project will establish 2 national network to remove ODS from refrigerators and
recycle them, through the training of approximately 1500-1600 refrigerator service technicians (75-80% of
the total number of technicians), This component will lead to the anmual phaseout of 610 toas of OD
weighted ODS consumption, or approximately 47% of the total under the project. '

INVESTMENT COMPONENT

nhmmpmmmﬁhmwb—pmjm—?mlmjmzmh,lhﬂmﬂl
refrigeration and foams - for a total of $6.85 million, of which §5.17 million is proposed to be financed by
the GEF. A varicty of ODS-phascout technologies will be implemented, but three sub-projects (HIM
(Foams), MMG-AM (Solvents), and the Fire Protection Association (Haloas)) will account for roaghly
53% of the financing required for this component, and 60% of the ODP ta be phased out. This component
\ﬁ]llndtnth:umalphumnuut‘ﬂl?mnfﬂDP—EE%inhalm:,zﬂﬁinmmh,ﬁ%inm
S'Ainmlmludiﬂiurcﬁim:imnndfmm:. i

PROJECT COST AND FINANCING

It is proposed that the project cost of $9.3 million be funded in the amount of $6.9 million by the Global

Environment Fadlity (GEF). Funds would be provided as a grant from the GEF to the Government of

Hungary (for the Institutional Strengthening Componext), and a financial institution with demonstrated

capabiliies in handling investment projects for transfer o sub-project beaeficiaries uder the 3R and

for t - Components. The Financial Intermediary will receive a fee of 2,00% on all moncy it disburses
r its services. )y s _ ]



Each sub-project involves incremental costs (i.e., those capital and operating costs which would not have
occurred in the absence of the Montreal Protocol) and non-incremental costs (i.e., those costs which would
have occurred regardless of the presence of the Montreal Protocol). All estimazed costs for the sub-projects
which are determined to meet the definition of incremental costs (as determined by the London Amendments
to the Montreal Protocol), and for which financing is available, will be covered under grant funding, while
the Participaring Enterprises will be expected to finance the associated non-incremental costs of the project.

PROJECT IMPLEMENTATION

The Ministry for Environment and Regional Policy (MERP), through its Project Implementation Unit
(PIU), will act as general program coordinator for the project. The MERP will liaisz with other ministries
on policies and industrial strategy issues, and, through its PIU, be responsible for day-to-day management
of project implementation.

The Corvin Bank (CB) was selected to be the Financial Intermediary (FI) oo December 15 by the Natiooal
Bank of Hungary (NBH). It will have the responsibility to manage the local funds administration for the
3R and Investment Compooents. A Project Administration Agreement (subject to Bank review) will be
established between the CB and the MERP. For each sub-project a Sub-Grant Agreement between the CB
and each of the Participating Enterprises will be prepared. The Sub-Grant Agreement will include
reporting provisions, annexes on disbursement, and provisioas related to enviroomental protection and
worker safety, Standard Bank disbursement procedures will be followed, with established limits on initial
deposit and replenishment levels, statements of expenditures, and Bank review levels.

To ensurc smooth disbursement, early involvement of the Corvin Bank in supervision will be required. The
emphasis in selection of the CB by the NBH was based on its ability to disburse and administrate project
funds. A Project Implementation Manual (PIM) has been provided, and includes the relevamt Bank
guidelines on procurcment, disbursements, use of consultants, financial reporting, auditing, sample bidding
documents, aod other project-specific documents, such as the Terms-of-Reference for the Financial
Intermediary, In addition, a one week training course oa project implementation and management will be
held in Budapest in mid-January 1995, :

PROJECT SUSTAINABILITY

The investment program will focus on priority sectors and cost-effective measures which wers defined in
the Country Program for the phaseout of ODS, and will be complemented by changes in policics and
regulations to ensure compliance with ODS phascout targets (e.g., penalties for violation of regulations,
obligatory reporting and monitoring requirements), Limited availability of ODS and ODS dependent
components will work to ensurc sustained future use of ODS recycling equipment and noa-ODS
technology. This will be primarily attributable to the phaseout of ODS production in Europe.

The project will be implemented within a limited time-frame, ODS phaseout projects which are
successfully implemented will have a permanent ODS phaseout effect, and be in compliance with the
requirerents of the Montreal Protocol to completely phase out by 1996. In order to ensure loag-term
sustainability of the various project components (especially the 3R scheme), training and policy and



regulatory measures, already under consideration by the MERP, will be introduced early in the project

Furthermore, a carcful review of the financial mechanism supportng the 3R project will be undertaken to
further establish the project structures required to ensure sub-project sustainability, Part of the funds will
be earmarked to cover some of the expected financial shortfall of the recycling ceater during its first two
years of operation. It is esseatial, for long-term sustainability of this sub-project, that the incentive to the
service sector (the front line in this JRwhus}hmmgmughﬁ:rﬁmmundnhkethem

LESSONS FROM PREVIOUS BANK INVOLVEMENT ©
ODS Phaseout projects utilizing GEF resources are being developed concurrently in the Czech Republic,
Slovakia, Slovenia, and other countries. Implementation arrangements based on environment ministry
implementation with local financial agent assistance in fund administration have been established for most
ODS phaseout operations, and these have been used in the design of the project. With respect to the 3R
Component, the Czech Republic is just beginning to initiate its recycling and recovery program.
Implementation will be closely watched to cull lessons leamed, and meetings of Hungarian and Czech
counterparts will be encouraged. ;

RATIONALE FOR FUNDING UNDER THE GLOBAL ENVIRONMENT FACILITY

The project would form a part of Hungary's ODS phaseout program, soms of which might not be
implemented without Bank involvement. In addition to promoting the phaseout of ODS, one rationale for
the project is that it will reduce the economic dislocation associated with ODS phaseout by assisting those
enterprises which will be required to change their production technologics. The proposed project is
consistent with the Implementation Guidelines and Criteria for GEF funding established by the Executive
Commitee of the Montreal Protocol (MPEC), for which the Bank is also an implementing agency. The
project will be developed and structured on the basis of specific ODS phassout requircments in Himgary,
and the project cligibility criteria guidelines set forth by the Multilateral Fund for the Implementation of the
Moatreal Protocol. All Bank GEF ODS projects are subject to the policy and technical review guidelines -
established by the Executive Committes of the Multilateral Fund under the MP, in addition to those
required for GEF projects, Internal Bank procedures for Moatreal Protocol operations are expected to be
mﬁdmmhmﬁﬂpmﬂmmmnmﬁmbmmepmhgufﬁﬂudm
operations whenever passible,

ISSUES AND ACTIONS

Retroactive financing will be required to support implementation of the project. During Appraisal, the
mnmum“iﬂb:dariﬁd,bmbmmﬂumhmimdmpmwﬂsﬂﬂsmwh
cad of 1995, a mumber of companies bave already undertaken substantial investment on the assumption that
they would be eligible for remoactive financing. For some sub-projects, the amount is as high as 25-30%.

mmﬂfwmmmﬁmbﬂnﬁdﬁuhwﬂbmhﬁrmdnfhmﬁ
following World Baok procurement guidelines to be eligible for retroactive financing, and all bave assured



that they will be in compliance. However, the Bank will nesd to resolve the amount of the grant which can
bem:dvﬂyﬁunmisincaﬂukguidnlinuﬂipulm 10% as a threshold. Up to 100% is allowed under
Montreal Protocol-financed operarions. :

Anath:rhm:wﬁ:h“ﬂlnmdmbeaddrmddmhg:ﬂaﬂuzppniﬂh:h:mm:ufhﬂmmﬂ
operating costs which will acnually be financed by the Grant. Although incremental operating costs and the
methodology for calculating them have been quite clearly defined by the Moatreal Protocol, there continues
to be some questions conceming the availability of funds for their financing, This will not affect the
approval or inclusion of any particular sub-project, however, only the amount to be financed.

Other issues and actions which will need to be addressed include project implementation procedures,
Specifically, the PIU will need to be up and running by the time the project-is approved, and a Project
Administration Agreement (PAA) governing the working relationship between the Corvin Bank and the
MERP is needed. For the PAA, the model used in the Czech Republic will be followed and has already
been shared with the relevant authorities,

Finally, it will be important to ensure that an adequate framework has been developed by the MERP
goveming the incenrives for the 3R Component. The services sector will need to have adequate economic
and financial incentives through both recycling credits and penalties. The 3R Component for the Czech
ODS Phaseout project will be used as a model for developing the incentives framework. Most of the
regulatory and inceatives framework has already been developed by the Economics Department of the
MERP in consultation with World Bank's consultants,

ENVIRONMENTAL ASPECTS

Mpmjmmmmmmjuulmmwmmmmjm
evironmental review procedure. The project consists of light industrial projects which bave been classified
as category B on the basis of the Bank's project eavironmental classification system (OD 4.01) and based
on previous classification of similar projects. For each sub-project, an annex on environmental and safety
procedures was attached to the sub-project document which was reviewed by the technical reviewers.

Ahhnu;hthnwmilpmju::uhjw&wBpmﬂmuflh:mﬁmmnﬂbyruch:dngth:misﬁmnfﬂﬂsr
thﬂcb:ngum“-GDShchnduﬁnurnhsﬁnﬁmnfDDS“iﬁnﬁn:hmﬁﬂhwmm
caviroomental risks. Sub-projects may employ flammable substitutes or, in the case of solveat sub-
projects, increase wastswater, Sponsoring enterprises will be responsible for providing an enviroomental
impact assessment (EIA) as required by Hungarian law. In addition, the MERP will easurc that
information on international safety standards and procedures will be requested from the suppliers, and that
ﬁmmﬂﬂard:andpmmimﬁﬂhc:ppﬁudhﬂmmufmmbmmbylﬂ?ﬂﬁdpﬁns



PROJECT BENEFITS

The project's major benefit will be to assist Hungary to achieve its objective of completely phasing-out the
use of ODS as early as is technically feasible. The project will help the Government implement an
accelerated ODS phaseout program by providing financing for priority sub-projects which will result in the
phaseout of 1303 tons of ODP annually (or about 58 percent of Hungary's total ODP-weighted use of
0DS).

The project consists of sub-projects which will contribute to maximizing the useful life of equipment which
currently rely on the availability of CFC for their continued use. This will contribute to reducing the
country's economic cost of phasing out the use of the regulated substances by converting equipment to
alternative uses and technologies. In addition, the project will enable export-oriented firms to maintain
th:un:pur:m:hmbynd;umn;mam:lymmtnm-ﬂnspmdu:ua:mqumadbyunponmﬁm
industrialized countrics. Thuemmuncpoﬂmndli%nfthmrﬂb&m

PROJECT RISKS AND MITIGATION

Although the financial viability of each of the Participating Eut:rpnsum assessed carlier by the
Emnmﬂqumﬂnfﬁ:hERP,ﬁ::MﬂnmﬂdMgehﬁchmﬁrmnﬂuw
in the management structure and ownership of the companies assisted under this project. The financial

sitwation of each of the Pmupmghnpm“ﬂ&ueﬁmbermmwﬁmlhbﬂﬂ
ensure project sustainability.

Under the Institutional Strengthening Component, the MERP will be responsible for monitoring the use and
pbascout of ODS in Hungary. To address this problem, the MERP will need to ensure that a system of
fines is in place to discourage their use, and that use of ODS is strictly monitored and enforced.

Finally, experience in national 3R programs is limited to caly a few countries, although many arc now
under development. mnmndcxp:nmmdﬂ:humﬂmﬂmnmmﬂy,mwdﬂc
mvdeﬂhmlﬂMﬁmnmpmmﬂﬁ:pmmudeﬁdmm
to the servicing sector. A condition for disbursement for this component will be that these incentives be in
place in the form of economic and finandal incentives/penalties. The financial sustainability of the 3R
scheme will be maonitored closely in order to react to market conditions (price and availability of CFCs)
that will influence the short and medium term profitability of the operation. Project risk is being mitigated
by placing the financial risk with the enterprises which arc most capable of assuming it, and by ensuring
that the incentive to the servicing sector is sufficient to encourage widespread recovery of CFC through
maintenance actvities,
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FINAL EXECUTIVE PROJECT SUMMARY

PHASEOUT OF OZONE DEPLETING SUBSTANCES IN HUNGARY

Country: Hungary
Project Name: Phaseout of Ozone Depleting Substances
Total Project Cost: $9.3 Million
Grant Amount: | $6.9 Million (from the Global Environment Facility — GEF)
Beneficiary: Hungarian Ministry for Environment and Regional Policy and
[nvestment sub-project beacficiaries
Associated Bank Project: | Noae. Stand-alone project
Appraisal Date: March 1995
Tentative Approval Date: May 1995
Financing Plan (million USS):
Project _Total : GEF Graat'
Compoaoent Cost :
Recovery, Reclamation and . 199 . 142
Institutional Strengrhening (0.46) (0.46)
Iovestment Componemt 6.85 3.17
TOTAL 93 6.9
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Hungary ODS Phaseout - Summary of Sub-Proiect Data and Costs
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Sub-Project 1 — Project Implemestation Unit. The MERP will set up an ODS Phaseout Project Management
unit (PTU) to be supported by a Technical Advisary Group (TAG). The PIU will coordinate the implementation
of the Project, oversee procurcment and disbursement for sub-projects 3-17 in compliance with World Bank
guidelines, and in close cooperarion with the Corvin Bank (CB), supervise project activities according to the
requirements of the World Bank and the MERP, As necessary, the PIU will arrange for technical assistance and
consultants to assist in project implemenration, and provide suppon to fadilitate cooperation among govermment
instinstions and the producers and consumers of ODS. Finally, the PIU will be respoasible for calling meetings of
the TAG, which will be respansible for providing technical support to ODS consumers and producers in the
implemenration of mvestment sub-projects aimed at ODS Phaseout. Funding for this sub-project amounts 1o
US$269,000 to cover salaries, office equipment and the cost of hiring international consultants for supervision
and review during implementation of the sub-projects.

Sub-Project 2 — Establishment of the information system for monitoring of ozone depleting substances
(ODS-INFO). The objective of the ODS-INFO sub-project is 1o estmablish a multidevel computerized
information system for recording the consurmption of ozone depleting substances. This system will facilitate the
reccption and use of the data conceming ODS consumption for the regiooal emviroomental protection
inspectorates, provide informarion for the national enviroomenmal protection database about the consumption and
foreign trade of azone depleting substances, be coonect=d to other enviroomental protection information systems
through a Geographic Information System (GIS), and meet the requiremenrs of international data supply.
Funding for this sub-project amounts to US$1590,350.

Sub-Project 3 — Reduction of the emission of azone depleting freon gases through recovery, reclamation,
and recycling of refrigerants, The objective of the sub-project is to decrease the amount of CFC-11, CFC-12
and CFC-502 since consumption of these substances is expected to be 750 tons in 1993, These substances are
used and discharged during the mamtenance and repairs of domestic, commerdial, and industrial refrigerators,
and air conditioners, The sub-project establishes a national network to remove these ozoos depleting substances
from refrigerators and to collect and regenerate them,  There are approximately 2000 qualified refrigerator fitters
in Hungary, and it is expected that the Association will work with 75-80 percent of the qualified refrigerator
fitters. Under this sub-project the refrigerator fitters will leamn the new closed system repair and mainterance
technology which will be required to operate the recovery, reclamation, and recycling scheme for refrigerants
which is expected to recycle 610 tons of CFCs per year. The total cost of the sub-project is USS1,986,620. The

Association will cover US$563,360 of the total incremental cost of the sub-project, and the GEF Grant will cover
USS1,423 260,

Sub-Project 4 — Phascout of vzone depleting substances in the manufaciuring of refriperators and freerers
at Frigolux Ltd. The objective of the sub-project is to phaseout the consumption of various ODS by 90 percent
per year. Present consumption ncludes 3.8 tons of CFC-12 and 0.35 tons of CFC-502 refrigerant, as well as 11
tons of blowmg agent CFC-11 which will be displaced with the implementation and usz of a new, noo-ozooe-
depleting R-141 blowing agent and the R-22 and R-134a cooling material.  For these changes new filling
equipments, vaanun pumps, gas detectors, and temperatire control units are 1o be procured and put into service.
The sub-project includes training, which is necessary for the implementation of the new technologies, and some
elements of servicing. The first phase of the sub-project was carried out between June 1994 and Decamber 1994,
In the first phase, the phaseour of the ODS was not complete, sincs the emission of ozone depleting substances
equivalest to about 1.8 tons of ODP will contimue, By the end of the second phase (through 1996), ozone
depleting substances will not be used. The toml cost of the sub-project is estimmated at $308,389, Frigohox Ltd.
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TECHNICAL OFINION

HUNGARY
PHASEOUT PROJECT FOR OzoNE DEPLETING SUBSTANCES

The overall impression of the ODS pmu:prujmfmamyhmuhhwnupmmm&f
foﬂmthnmqlﬁrmfurpmjwuﬁmﬂﬂdwghthnWFmi With the revisions suggested, the
pmju::shuuldbeﬁmded. i : :

Theproje:ﬁ:mmmthcminﬁﬁsofﬂﬂsmhlﬁnﬂ,aﬂﬁﬂlmﬂmwlmh
ODS. ThnhnplmmnﬁmufthﬁmmmHmjnﬂsudMSRsub-pmjndvdﬂlndtummcﬁmuf
approximately 5E%i.nﬂ_==”qmcnf.m_ s . :

b) ons sub-project on recycling, reclamation and recovery in the refrigeration sector, and c) one sub-projest
on institutional strengthening which will set up and ODS Phaseout Project Implementation Uhnit (PIU) to
coordinate the implementation of the phaseout project. A=

mmm:aam-pmjnumyladmzmdm'ons reduction in the first part of the period, it is
impommtnmhﬁshuopcnﬁmzlpmmdumumupmﬁh!:fnrhugmaﬁnpafﬂnﬁ.

All 17 ufﬂ:npmﬁt'md sub-projects have mamﬂmﬁﬂwm@ﬁmm&m

ThnDDRGuﬁiimm@ﬂ:ﬁﬁaa@mwﬂmjumwmﬁmmmﬂmmﬁmnf
a given sub-project. Topics which are addressed include: appropriatencss of the technology, cavironmental
recommendations. mmmmhum@mamwmpmﬁmwﬁﬁm
looked at from the pmpmdwaithazﬁgibﬂizynfhnunmnlmbuthmpinliuvﬁmmﬂﬂwﬂﬂ
operating mmmmmﬁmmwmwﬁmw institutional

A;hsummgguu.mnnumm:mgmynpqaﬁmﬂnﬁmﬁmﬁdmnmyﬁmwuhmm
sttus of review is changing. mehﬁtmlmﬁnvdthﬁnpmjmmﬂmhﬁlﬂ. six projects
MMMPmﬂpmﬁnzchlnsﬂiﬁpmjudduip. Now, four mpﬁmhwrrﬁsdlhdr
pmp&qhhudmrmmmd:ﬁmsm&:ﬁnﬂﬁudhzwhmrpoﬂmdthnﬂnmmmd
mhmﬂ#tbepmthmhnmm. mmﬂpmmmuwy.mﬁnhmmn{
mmﬁtﬂhmﬂﬂ?mmﬂpmjminﬁanﬂﬂIPmmL Based on the OORG documentation

Pmm‘dhmfwﬁﬂiit:ppmﬂmmnmclmlufthnmughmmdinmitfufﬁﬂﬁﬂw
process has been maintained. J 4
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In the case of the 15 inyesument sub-projects reviewed for Hungary, two were in the refrigeration sector,
three in the foams sector, two inthe aerosol sector, seven in solvents sector, and one in the halons sector.
The OORG reviewers for the refrigeration sector (Martien Janssen and Lambert Kuijpers) have approved
the larger operation ($1.4m), and are currently reviewing a second draft of the smaller operation ($2m)
which addresses their concerns regarding issues relating to technology transfer guarantees from the supplier
and use of HFCs.

In the foam sector, again the largest project (S1.m) was approved, while two others are nm.'mﬂ]r'bdng
reviewed a second time following the incorporation of his recommendations and will likely be approved.

All but two of the seven solvems sub-sector projects bave been approved (Bryan Baxter), and the
remaining two are currently under discussion with the enterprises. The outstanding question in cach case
involves a technology issue: (a) the use of trichlorocthulene as a flux cleaner is questionable in such
applications and hence the reviewer has rejected its use; (b) an explanation is needed for the proposed use
of small quantities of HCFC -22, a transitional ODS.

The looe halon project will need further work to address issues of high capital and operating costs, It is
currently under discussion with the Fire Protection Association which will likely submit a revised propesal
by December 31, 1994. The technology proposed for the recovery/recycling is well known and
recommended by the MP. -

questianed in the review of those compoaents by the MP Office, Given that the deadline for phaseout is the
ead of 1995, the expected life of the project implementation unit (PIU) should be decreased. Typical PIU
costs are closer to the $200,000 level, and this should be re-examined during appraisal and reduced
appropriately, Similarly, the need for a complex and expensive data control and information system was
questioned, based oa the issue of timeliness. According to the project implementation timetable, the
manitoring office would begin functioning only after phaseout is expected to be completed. The review
recommends that the PIU take on some of these functions, The task manager has agreed to revicw this
camponent to comply with the recommendations summarized above during appraisal.

Considering the short time frame for the implementation of phaseout projects in Eastern Europe (the
implementation of this project should be completed by the end of 1996), it is important to strengthen the
institytional actwork responsible for the phaseout. However, the costs of the sub-project in this area could
be reduced, and the tasks more clearly defined.

Long-term UV-B moaitoring should be established in Hungary as a rescarch component of the project.
This would contributs to the establishment of a UV-B network in the Eastern European countries. Such a
network is linked to the ODS phuseout program since the increases in the barmful UV-B radiation reaching
the Earth’s surface is a direct result of reduced ozone layer, and a consequence of emissions of DFCs. The
issue of increasing solar UV-B radiation bas a high priority in developed countries and in many developing
countrics. A network is now being established to oversee the development in the UV-B radiation which will
follow future ozone changes when CFCs are phased out. At present there is no such network in operation
in Eastern European countries, and there is 2 need for establishing a network, and for coordination of UV-B
monitoring. The costs for establishing a network in Hungary, training of personnel, and numming the
program for two years would be approximately US35200,000,

is



