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Note from Secretariat

1 Decision 36/47 inter alia requested a report on the World Bank’ s administrative costs and
on the use of administrative costs specifically for the 2002 annual work programme of China
CFC production sector and in general concerning sector phase-out plans.

2. The World Bank submitted this report on 19 June 2002, after the Secretariat had posted
on its web dte its documentation on completed projects with balances
(UNEP/OzL .Pro/ExConv37/9) and the production sector (UNEP/OzL .Pro/ExCom/37/69).

3. The Executive Committee may wish to consider this document in its consideration of the
support cost issue raised in the context of completed projects with balances through the
Sub-Committee on Monitoring, Evaluation and Finance and the specific information about
China's production sector and sector phase-out plans through the Sub-Committee on Project
Review.
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I ntroduction

The 36™ Executive Committee (Dec. 36/47) requested the World Bank to prepare a paper on how
the administrative fee for the CFC production closure plan for China was to be used; how sectoral and
national phase-out plans were implemented and how those related to administrative costs charged for
other World Bank activities; and, what financial oversight was exercised over the technical assistance
program. The 16™ Sub-committee on Monitoring, Evaluation and Finance expressed an interest in seeing
such a paper, in particular in regards to policies and procedures on support costs and options for their
return to the Multilateral Fund (MLF).

The Executive Committee' s request for information on the use of support costs by the Bank
coincides with the Bank’ s recent decision to take stock of its portfolio of projects and the cost to deliver
these projectsinitsrole as an MLF Implementing Agency (1A). This assessment was spurred by the
gradual changein the support cost regimein the last few years to accommodate larger projects and the
growing impetus for support cost reporting. The paper will thus respond to the Executive Committeg' s
reqguest within the context of several general concerns:

Theincreased emphasis by the MLF on de-linking individual projectsfromthelAs overall portfolio of
projectsin terms of administrative fees and associated reporting at the same time that emphasisis being
placed on delivering comprehensive programs consisting of investment and non-investment activities and
technical and policy advice to assist both small and large consuming countries achieve compliance.

* Leveraging funds under the fee-based system

» TheBank’s mode and cost of operations

» Optionsfor, and implications of the return of support costs

A shift in the MLF’ s portfolio as a result of strategic planning for the compliance period from individual
projects to comprehensive sector and national plans, and, the resulting affect of a varying administrative
cost ratio on the Bank’ s approach to utilizing support costs.

*  Services provided for sector plans

*  Services provided for national plans

» Traditional projects and new monitoring and evaluation requirements

The recognition, based on historic data, characteristics of the Bank's current portfolio and likely trends,
that support cost funding might not be suffici ent to cover all future commitments.

»  Premises surrounding the adoption of afee-based support cost systemin 1995

*  Project management cost outcomes and contribution to current administrative costs.

The possible ways forward for the Bank to ensure fulfillment of its ongoing Montreal Protocol portfolio
commitments to its client countries and the MLF Executive Committee.

» Advantages of a fee-based support cost regime over a direct cost-based regime

»  Experience of the GEF

» Variations on the fee-based support cost regime

e Conclusions on the possible way forward

In Part | of the paper, the Bank will provide a synopsis of findings and concerns as delineated
above, and its conclusions. In Part 11, the underpinnings of conclusionsin Part | are presented by
providing an overview of Bank operations and the project cycle, the evolution of the use of support costs
at the Bank since the inception of the Montrea Protocol (MP) program within the context of overall Bank
operations and corroborated data on the Bank’ s assessment of its use of administrative fees and the
administrative fee policies over the last decade.



PART | — Findings and Conclusions on the Bank’s Experience with the MLF Support Cost Regime

There appears to be an increased emphasis under the MLF to treat administrative fees of individual
projects separately from the | As' overall portfolio while encouraging development of more holistic
projects. In recent Executive Committee meetings, concerns have been expressed on the use of support
costs in both sector and national plans and traditional projects to the degreethat it has become a
requirement to monitor and report on a project-by-project basis the use of support costs. Concomitantly,
I As have been encouraged to embrace hew comprehensive programs in countries with various levels of
ODS consumption and technical capacity which involve a host of unknowns in regards to costs of
ddivery, and which inherently demand flexibility in agencies’ use of support cost funding. This
dichotomy mandates clarification by the Bank of its use of support costs in relation to its operations and
understanding of its agreement with the Executive Committee.

The World Bank has successfully demonstrated its ability to apportion its services according to
need of individual countries. It is clearly understood that a country’s size, capacity, geographic
location, economic situation and market structure will contribute to the cost of servicing that
country. The past fee-based system has enabled the Bank to take advantage of its comparative
advantage — the ability to identify specific client-country needs and the operational structureto
alow it to adjust itsservices at the leve required.

The dissection of the costs needed to provide all services for individual, traditional projectsisa
task which is difficult under the Bank’s system of operation and a so contradictory to the efficient
use of support cost funds. Unlike the other |As, the Bank operates under national execution
which places emphasis on building ownership and local capacity inits client countries. In
addition, national execution means that all approved project funding goes directly to the country
which is not the case in other implementation modalities. The Bank’s approach isthusinline
with the 1998 consultant paper on administrative costs which delineated what administrative fees
were not digible, including any costs charged to projects.” MLF project implementation is, in
part, done by a country entity, the financial intermediary (FI), which is contracted by the Bank
and the client country in the umbrella agreement at 3% of the project cost. Theremaining support
costs goes towards one, the Bank country team, which is most intimately involved in the project
cycle and with the client — from project conceptualization to financial completion, and two, the
coordination unit —the MLF liaison and policy promulgator.

The Bank has, historically, operated at a US $4.5 to $5.5 million budget based on a US $50-$60
million allocation with the coordination unit operating at a consistent $1.4-1.6 million over the
last decade. The variable in administrative costs has been the supervision cost, or the cost of the
Bank country team. This again reflects variability in client countries, their private sector and the
economic situation. For example, the average cost of supervision alone by Bank country teamsin
certain Latin American countries where there have been ddlays and other difficulties has averaged
above 30% of project costs, whereas, in East Asia, it has averaged between 3-4%.

If one considers a US $100,000 project with aduration of four years, the normal distribution of
support cost funding at 13% of the project cost would be, for the first year, $6,000 for upfront
costs of the coordination unit and commitments to the FI, $1,750 for supervision, and for each of
the remaining three years $1,750 for supervision. Thisis, essentially, the amount available from
the project alone, for completing all required project implementation and monitoring and
evaluation activities, including the trips to the country for supervision. (If delays or other

1 Analysis of Optionsto Reducing the Level of Implementing Agencies Administrative Costs,”
UNEP/OzL .Pro/ExCom/26/67, Twenty-sixth Meeting, Cairo, 11-13 November 1998.



problems which require more work by the IA and Fl are factored into the equation, additional
costs accrue quickly.)

Under national execution, MLF projects fall under larger umbrella agreements the Bank haswith
clients which lay out implementation arrangements and country obligations and requires that the
FI enter into a“ sub-grant agreement” (SGA) with the beneficiary enterprise. As soon as the SGA
is signed, total MLF funds approved for that particular project are considered fully committed.
Thisis also the case with the FI’ s fee because as the Bank is contractually obligated to reimburse
the FI with 3% of project costs, it cannot accept the liability associated with withholding
administrative funds from the FI. In addition, similar to the manner the Bank leverages support
cost funding to manage its entire portfolio, the Fl is permitted to also leverageits 3% fee. Thisis
crucial considering that most Fls are commercial banks yet must implement not only larger
projects but also small projects with low funding levels. Under normal commercial practices, an
end-date would be agreed upon with the FI in the agreement, however, because the end-dateis
basically set by the Executive Committee with its definition of project completion, FIs can be
implicated in projects which suffer long delays, without the possibility of receiving support costs
beyond the 3%.

This policy on committed funds applies to the 3% FI support cost fee and the Bank’s cost as well.
In cases where projects have been completed as planned but result in a savings, the Bank is
obligated to compensate the FI for its 3% fixed cost, and has, under the support cost regime, and
as understood when it agreed to apply the fee-based system in the mid-1990s, utilized the
difference in savings where it was not sufficient in other projects.

* Inthe present support cost system arrangement as understood by the Bank, options for return of
support costs present themsalvesin cases where projects are cancelled or project components are
cancdled. However, depending on the stage of the project when it is cancelled, support cost
return can vary and does not necessarily have a direct relationship to disbursement but rather to
theleve of funds committed (pleaserecall the Bank’s contractua obligation to FIs) and the
services provided at the time of cancellation.

The Executive Committee now appears to be moving towards considering support costs on a
project-by-project basis which has, to date, entailed returning the same percentage of support cost
received on any project savings. There are practical implications to this approach which

bring to bear the original agreement with the Bank and the Executive Committee. It states that
the Bank will make no commitments for financing in advance of receipt of financing and that it
will be reimbursed annually in full for expensesincurred. Thus, if the MLF support cost regime
isto require the return of proportional support costs on savings on a project-by-project basis,
there must also be, simultaneously, a mechanism in place to compensate | As on a project-by-
project basis where support costs have exceeded the support cost allocation. Thiswould not
include the upfront expenditures already incurred for the FI and MP coordination unit. A
mechanism would have to be put in place within the Bank to allow reimbursement to the FI as
well in cases of overruns. In addition, it should be understood that the tracking and reporting of
costs on an individual basisin order to return or claim support cost funding in proportion to
project savings or expenses will result in a higher administrative fee transaction cost.

The new strategic direction of the MLF and theincreasing prevalence of multiyear, comprehensive
sector and national plans, at the same time that traditional projects continue to be implemented and
more closely monitored than ever before, present a diversification in the administrative functions of the
I Asand also have resulted in an alteration of the fee-based support cost system to one of varying
administrative cost ratios.



Thework entailed in implementing and monitoring annual programs under sector plans is more
significant than what appears to be the currently held conception. Ex periences from the halon and
CFC production sector plans show that considerable monitoring activities, and more importantly,
close and continual policy and technical support to the NOU arerequired. Reporting and
verification activities must be undertaken by the | Asin accordance with the new Executive
Committee guidelines. Although the support cost ratio is decreased in sector plans, the Bank
continues to contract FIs to assist in implementation at approximately the same rate as in other
projects — 3% of the project cost. Coordination unit costs which have been proportionate to the Fl
fee are also constant. The performance and technical audit, is at approximatey US $100,000,
about 1% of the annual tranche.

The 7% approved for the 2002 CFC production sector annual program thus makes up these three
costs (FI fee, coordination unit cost and the audit), leaving no funds for the country team’s cost.
The 2001CFC production annual program, for which support costs were fixed at 9%, had, for
example, an actual administrative cost of 9.2% of total project funding. (Please see Annex | for
thelist of administrative costs incurred by activity and by agent.)

Thetechnical assistant (TA) component of the production sector plansis directed by Bank
operational guiddines and monitored by several mechanisms. In China, the process begins with
agreement on the terms of reference (TOR) for the TA prior to the submission of an annua
program. A consultant is selected to carry out the TA, according to Bank procureme nt rules, and
entersinto an agreement with the government. The government will provide the Bank with
quarterly reports which include disbursement information on the TA and the Bank, in turn,
provides total disbursement information on the plan in its annual progressreport. The Bank’s
disbursement to the government is linked to the implementation of TA activities. When the

TA is completed after two to three years, a performance audit is done by a national agency
sdlected by the government and the Bank, and a financial audit of both Bank and government
accountsis performed. Finally, the Bank will conduct its own financial audit and contract an
outside consultant to perform averification audit which reviews and summarizes all activities and
the assessment of performance by the country.

Because the implementation of national plans has only begun, the type and leve of |1A support
that will be required from year to year is not certain. However, with the knowledge that most
remaining ODS consumption in countries that are advanced enough to receive funding for
comprehensive and final phaseout effortsisin the more difficult sectors (small- and medium-
sized enterprises (SMES), residual, end-user), it is safe to assume that technical and policy
support will be of a more intensive nature. Depending on the implementation modalities sdected,
it is expected that the first two years of a national plan will be administratively chalenging as
required implementation arrangements among stakeholders are set up and the Project
Implementation Unit is created and launched. The process of, and resources for building capacity
within the PIU and other concerned agencies to initiate and implement projects, develop policy,
build public awareness, coordinate the overall program and manage financing will vary country to
country.

Amidst these new project developments remain a large number of traditional investment projects
to implement and see to completion. (Therewill be new traditional investment projects as well).
Unlike sector plans, the support cost approved is for the entire project cycle. Several papers have
been presented to the Executive Committee that identify the administrative activities required of
thelAs. Thelast detailed report was the 1998 administrative cost paper provided to the 26"
Executive Committee in Cairo. One notable change in the activities since first delineated isin



regards to monitoring and evaluation. The Executive Committee has increased monitoring and
evaluation responsibilities of the As to present at every meeting reports on ddayed projects and
completed projects with balances, PCRs (which have their own host of evolving data
requirements) and any additional data and reviews required by the ML F Senior Monitoring and
Evaluation Officer on an ad hoc basis. These reports require intensive stakeholder consultations.

In addition, the standard progress report has of late been amended to include more details, such as
support cost expenditures on a project-by-project basis and current details and forecasts on
multiyear projects. Positioned adjacent to projects suffering delays, these reporting activities do
consume a large portion of support cost resources.

Thus, despite the gradual shift to country-driven programming, there are many factors to consider

when assessing the costs to |As for administering projects. Theincreased costs of monitoring traditional
projects and the narrowing in of support costs in sector plans to the exact or lower amount required, has a
real affect on the Bank’s current portfolio and carries implications for operationsin the near future.

Based on historic data, characteristics of the Bank’s current portfolio and likely trends, support cost
funding, at itscurrent level, might not be sufficient to cover all future commitments. Assessments of
how to treat support cost funding and to determine the support cost ratios required in future sector and
national annual plans under the current system, cannot be done without considering assumptions and
understandings from the past on support costs.

Thetransition by the Bank in 1995 from a cost-based system to a fee-based system was done on
the understanding that the support cost funding received on projects receiving funding at the 18"
Meseting and future projects would be utilized to cover administrative costs associated with the
US$180 million ongoing portfolio of projects at the time of the changeover. This condition was
essential for the Bank, because by changing to the new support cost regime without requesting
additional funds to cover ongoing projects, the Bank had to ensure that it would have sufficient
funds to complete its ongoing commitments.

The second understanding when the Bank moved to a fee-based system was that any support cost
savings at the end of the ODS program would be returned to the Fund. In order to determine the
extent of the funding required to absorb costs of ongoing projects with future fees, the Bank
performed an analysis of total approval, disbursement and support cost expenditure data for each
of its 21 client countries which had ongoing projects 1996-2001. The Bank found that the
average cost of implementing projects, although increasing progressively since 1997, resulted in
10% of project costs based on a simple analysis of total funds disbursed. Based on this
percentage rate and the US$137 million of undisbursed funds at the time of the transition to the
fee-based system, the Bank estimates it has foregone US $13.8 million in support costs.

Extending the analysis to the Bank’ s current portfalio, it is seen that asof the end of 2001,
required support costs associated with undisbursed funding of over US $110 million would be US
$11.3 million based on the historic rate of 10%. Theremaining total balance of support costs at
the end of 2001 is US $10.46 million demonstrating that there will be nearly aUS $1 million
shortfall. However, inline with its agreement with the Executive Committee, the Bank
understands that it must honor its commitments and complete implementation of the ongoing
project portfolio within the remaining balance of funds.

With the assumption that the balance of support cost fundswill be set aside to manage the Bank’s
remaining commitments, that all services required in project ddivery over the last three years
remain approximately the same and that the support cost rate for sector plansis reinstated at 9%



of project cost, the Bank believes it can continue operations based on a US $52 million budget at
an average 11% support cost rate. Thisisin spite of the current trendsin new MLF project
composition, projects with delays and the increased reporting requirements. However because of
these very reasons, 11% cannot be guaranteed. Any rate below 11% appears to involve the risk
that the Bank will not have sufficient funds for ongoing administrative and supervision activities.
This burden cannot be assumed by the Bank according to its agreement with the Executive
Committee.

Considering the present situation, there are several possible ways forwar d in regardsto administrative
fees. Clearly under the current, evolving support cost system of variable percentage rates and support cost
returns for individual projects, there isincreasing concern by the Bank in regards to having sufficient
resources to be able to plan and budget fundsin the immediate future in order to ensure staff and program
continuity, honor its financial commitments to Fls and to complete the project cycle of all ongoing
projects. At the same time, it is understood that the Execu tive Committee must be able to know with a
sufficient level of confidence that administrative fees approved have been used in the most efficient
manner possible. The Bank sees a need for adjusting the support cost regime to honor its project
commitments in the most efficient and effective manner possible while providing the Executive

Committee assurances that support cost expenditure is proportionate to project need. This conclusionisa
result of investigating concerns expressed by Executive Committee members who requested more
information on the use of administrative fees, in particular, in sector and national plans and in cases where
there are project savings.

A review of past support cost policy papers and correspondences from the Secretariat and IAs,
and the Global Environment Fund’ s own experience with support costs reveal several possible ways
forward. Under the general rubric of administrative fee modalities, there are basically two that serve as a
point of departure for tailored approaches — a fee-based system and direct cost system.

* TheBank began serving as an implementing agency under a direct cost approach, with the
exception of the FI fee which was approved at 3% of the project cost. Although this system is
perceived to provide a somewhat higher leve of control for the Fund's custodians, it does involve
aleve of complexity that is not present in a fee-based system. All planned, digible, but indirect
administrative costs, such as training, would be itemized in an annual work plan, reviewed and
cleared for funding. After the year is completed, depending on the expenses and the number of
unforeseen developments, costs would be compensated or savings credited to the Fund. This
approach would involve a higher administrative transaction cost, make predictability in
administrative cost budgeting difficult year to year and reduce the level of comparability of cost
of projects and | A performance.

»  The GEF also abandoned this approach in 1999 when it too adopted a fee-based approach. The
GEF s modd is based on aflat fee according to four standard project types. However, the system
allows for fee premium requests by | As to be negotiated with the GEF Secretariat in caseswhere
thereis a higher leve of project complexity or other project-specific issues, and to allow 1Asto
alocate support cost funds according to project need in their portfolios. It was determined in a
recent consultant report? that the reliance on negotiations by stakeholders for each project with
unique characteristics increases transaction costs and duration of the administrative fee process.
The GEF is currently assessing the flat fee structure after three years of use for effectiveness of
project implementation and cost management and to determine how to make the system more
cost-effective. A result of this assessment may be a freeze on the support cost percentage across
agencies.

2 «Consultant’s Report on an Independent Review of the Fee-based System,” GEF/C.19/12, April 19,2002.



«  The 1998 consultant report presented to the 26™ Meeting of the Executive Committee similarly
proposed, based on the consultants findings, that 11% of project costs would be a sufficient leve
of funding and that 10% might befeasible in the future assuming that ML F expenditures remain
the same or increase and that national executing agencies are employed more gainfully.

*  Excluding a direct-cost approach, which has been demonstrated to present more disadvantages
than advantages both in the MLF and the GEF, the fee-based system appears to be the most
attractive approach. There are, however, several feasible derivatives of a fee-based system.
Advantages and disadvantages are outlined below.

Table 1. Variations on a Fee-Based Administrative Cost Structure

Administrative

Description

Pros

Cons

Experience with

Fee Modality this Approach
Flat feeat a One administrative * |IA coversall itscosts * Perceived lack of transparency | Under the MLF's
fixed ratefor al | cost ratio determined | regardlessif it exceeds the by ExCom/ Secretariat. current system, and
projects and for all projectsfora | agreed rate on an individual » Feewill not approximatereal | an allocation of
programs set allocation of project basis. costs if total funding in portfolio | US$52 million,

project funds. * Feeisfor full project cycle. | decreases. present and
+ No liabilities to the MLF. expected future
« Project implementation not costs average at
stalled due to insufficient 11%.
funds.
* Predictability of support cost
funding required for financial
management at the MLF level
and at thelA level.
* Providesincentive to develop
innovative projects.
Combination of | Fixed allocation for * Transparency in that support | ¢ Higher admin. fee transaction
afee-based core unit [and FI]; cost allocated for general cost
approach with Supervision funding | groups of activitiesisknownto | « Longer admin. fee transaction
direct costing. given upfront with ExCom/Secretariat. process
premiums/discounts « Overall funding needed for
negotiated in the support cost budgeting uncertain
context of awork * Review process is more time
program consuming.
¢ Asbusiness changes in sunset
years, core unit funding needs
might change.
Staggered fee A flat-feeis agreed * A degree of predictabilityin | ¢ Higher admin. feetransaction | GEF has utilized
(GEF) upon depending on determining funding required cost this approach for
project type with for financial management at the | « Longer admin. feetransaction | approximately 3 yrs
possibility for GEF level. process yet isin the process
negotiating premiums | « Feeisfor full project cycle. « Negotiating process reduces of revising it.
or discounts. equity across IAs and EAs.
13% fee-based Basic premiseisa » ThelA coversall itscosts « Uncertainty in ability of IAto | Sincethe 26™
system, 13% fee based- regardlessif it exceeds the fulfill project commitments ExCom Meseting,
adjusted, with | systemwhichallows | agreed rate on anindividual « Liahility to the Fund if fees are | the variable rate
direct-cost variable rates for project basis. insufficient. approach is used to
reporting sector and national « Increased transparency as « Project implementation stalled | differentiate
(current plans and now exact support costs of projects | due to insufficient funds. between high cost
approach under | requires project-by- | with savingsis reported. « Increased transaction costs for | @nd/or negotiated
the MLF) project administrative tracking support cost projects. Support

fee costing and
reporting.

expenditure.

cost reporting was
begun at the 35™
ExCom Mesting.




In conclusion, a decade of support cost expenditures provides a solid starting point for
determining future need. There are undoubtedly still uncertaintiesin choosing support cost ratios for
services provided in the future given the experience with sector plans, where the primary recipients of
project funding were large ODS consumer and producer countries with straightforward ODS sector
phaseout, the limited experience with national ODS phaseout plans and, in general, erratic project
durations. Given the advantages of a flat-fee approach, however, the Bank believesit can operate at a
fixed 11% project-support cost ratio based on the current allocation and under the following
circumstances:

0 A returnto 9% support cost funding for the CFC production sector annual plans.

0 Theunderstanding that the current support cost bal ance with the Bank will be made to be
sufficient for fulfilling al its remaining project commitments.

o Continuation of the Bank’s approach to utilizing agency fees to manage its overall
portfalio.

In this context, the Bank would like to reaffirm its commitment to the original agreement with the
Executive Committee which states that any savings would be returned to the MLF at the end of
the ODS programs.



PART 11 - Review of Policy and the Use of Administrative Fees at the World Bank

The main issues influencing the Bank’ s conclusions on support costs are underpinned in the
following text. In order to present committee members with corroborated data on the Bank’ s assessment
of its use of administrative fees and the administrative fee policies over the last decade, the Bank has
reviewed accounting and operational documentation, conducted a financial analysis of costs based on the
project cycle and historic trends and referred to other policy papers on administrative fees, including the
consultants report presented to the Executive Committee at the Cairo Meeting in 1998.

Background to Bank Operations

Montreal Protocol operations at the Bank were incorporated into the Bank’ soverall operationa
policies, which is reflected in the agreement between the Executive Committee and the World Bank
whereby the Bank will assist countriesimplement MLF projects by “following its rules and procedures
[...].”* Thus, MP Operations at the Bank are based on guidelines and policiesgoverning the
implementation of large loans, many times of over US $50 million.

A fundamental principlein Bank programs is national execution which gives client countries
project ownership. This principle correspondingly led management to integrate MLF activitiesfor a
particular country into a comprehensive ODS phaseout program under one umbrella grant agreement.
This type of arrangement was a result of streamlining normal loan procedures to be able to incorporate
numerous small grant projects that were atypical to the Bank. Nationa execution isnow aso pertinent to
the MLF in light of the strategic planning exercise that focuses on country-driven approaches.

The implementation mechanism which is determined in an umbrella grant agreement, consists of
the lead government agency as coordinating body, alocal bank or consulting firm as the executing
agency, or financial intermediary (FI), to conduct certain implementation duties in exchange for afee,
and, Bank staff to provide oversight, technical backstopping and guidance. All procurement and
disbursement is based on Bank guidelines and the MP project cycle is supplemented by other Bank
requirements such as project appraisal, amechanian to reconfirm the financia viability of the enterprise
and technical soundness of the project immediately after project funding is secured and before
implementation begins.

There are thus two paralld project cycles, that of the umbrela grant agreement which follows the
country” project cycle: project identification, preparation, appraisal, negotiations, implementation,
monitoring and evaluation/supervision and post-evaluation; and that of the individual MLF “ subproject”
which is approved by the Executive Committee and falls under the grant agreement. The umbrdla
agreement reached with a country will include provisions which link government and FI actions to both
Bank operational guidelines and Executive Committee decisions and all individual MLF projects are
governed by the ruleslaid out in the agreement. The responsibilities of the FI are negotiated and included
in the agreement. For individual MLF projects, the project cycle will include additional components that
are specific to Executive Committee project requirements, such as certified equipment destruction and a
project completion report (PCR).

In MLF project implementation at the World Bank, several actors areinvolved with distinct roles
and responsibilities: the Bank Task Manager and country team (including legal, procurement and

3 UNEP/OzL..Pro/ExCom/5/Inf.2 Section B: Operational Procedures.

“ National execution means that the project cycle belongs to the country, whi ch culminates when the project reaches
the operative stage. In normal Bank projects, the goal is to have Initiation, Appraisal, Negotiation, |mplementation
and Monitoring and Evaluation as the country’s responsibility and have Preparation, Negotiation, Supervision and
Post-eval uation asthe Bank’s primary role.



disbursement specialists), the Bank MP coordination team (including budget and information officers,
and environmental, legal and technical specialists), the FI, the country counterpart, consultants and an
expert review body (Ozone Operations Resource Group — OORG). Theimplementation arrangement is

depicted in Figure 1.
NOU Consultant OORG
MOF
Fl WB Country WB Core
Team Unit
N J

——

Figurel.

WB Admin. &
Operations Policy
\Specialists ecialist

*Procurement, disbursement and legal advisors.

Similarly, thereis a distinct arrangement for the financing of these MLF projects and their
implementation services. Bank rules prevent it from disbursing funds directly to a private entity. In
addition, because grant agreements are with the Governments, MLF funding is channdled through the
Bank-situated Ozone Trust Fund (OTF) to atrust fund which is linked to a specific grant agreement with
acountry. Funding from this trust fund will be transferred to a special account that sitswith a country
ministry of finance, whichin turn isdisbursed into a special account of an FI (Figure 2). The return of
unutilized funds under an umbrella grant agreement which will have several MLF projects is usually done

when the project closes.
BN
Country X* Admin.
Trust Fund Costs**

Figure 2.

* Country X
Country X Enterprise
Special Acct. Speci aI Acct.
*Includes 3% FI fee **|ncludes 10% Agency Fee of total 13%

Although the number of individuals involved in both implementation and disbursement appears to
belarge, the overall aimisto build country capacity while creating a division of labor on the Bank sideto
ensure targeted and specialized assistance for various stages of the project cycle in acost-effective
manner. This structure, however, renders the support cost system and the associated use of thefeesmore
complicated as described below under the overview of the Bank’s use of support costs. Please see Annex
Il for acomplete list of responsibilities for Bank staff and consultants and the FI.
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Evolution of the Support Cost System

The support cost system adopted when the Bank became an Implementing Agency for the MLF
in 1991 was based on a combination of a direct cost approach where each activity undertaken, including
country programs, project preparation, and supervision/coordination costs, was charged back to the MLF
and of a fee-based approach where a 3% fee on investment projects to compensate the Financial
Intermediary per project was included in project approvals. The other three Implementing Agencies
(IAs), al UN bodies, were utilizing a fee-based system.

Because the Executive Committee felt that a uniform support cost approach would facilitate
comparability between the 1As, it requested the Bank to also adopt a fee-based systemin 1995. A
consulting company was hired in the mid-1990s to assess the cost of operations for the |As and came to
the conclusion that 13%, the rate utilized by the three UN agencies, was fairly accurate.

The Bank agreed to make the transition to the percentage fee-based system on the understanding
that one, based on the assumption that ongoing projects in the existing portfolio from the previous system
would cost an average of 11-12%, the 13% of future project approvals, including that of the projects
funded at the 18" Meeting, would cover the expenses of those projects.” The Bank therefore did not ask
the Executive Committee for additional support costs to cover the ongoing projects governed by the old
support cost regime. Two, that when implementation of the MP portfolio was completed, any savings
would be returned to the Fund. Thislatter understanding was a reiteration of the agreement between the
Executive Committee and the Bank that states that the World Bank will hold unutilized resourcesin the
OTF until all commitments and liabilities have been satisfied and project activities have been brought to a
conclusion.

Thel3% fee-based system was applied through 1998 when the consultant’ s report on
administrative costs introduced several new concepts which resulted in the system’ s alteration. First, a
graduated scale of rates was introduced based on project size in terms of the dollar value of projects.
Second, the report defined administrative costs and the corresponding digible items for compensation to
alow for useful comparison and analysis between agencies. Finally, the paper concluded that
administrative costs of the agencies averaged at 11% in 1997 and that in future years, it was not
unreasonable to target 10%.

The Executive Committee began applying a graduated scale of rates (Dec. 26/41) with a
delineation between projects below and above US$500,000 and below and above US$5 million:
e 13% on projects up to US $500,000
» For projects over US $500,000 and below US $5,000,000, 13% on the first US $500,000 and
11% on the balance
» For projects over US $5,000,000, to assess their value on a case-by-case basis

As sector plans became more prominent and common under the MLF in the last few years,
graduated rates for support costs have been replaced more and more by varying rates, because due to
individual agreements between the Executive Committee and the beneficiary country, these can be
negotiated on an annual basis for a particular sector or national plan. Support costs for sector plans, and
more recently, national CFC phaseout plans, have ranged from 7% to 11%. The Bank, which leads 1As

® On the existing $180 million portfolio at the end of 1995, the Bank would limit administrative coststo 10.5%,
including historical costs, FI fees approved for those projects, and 13% agency fee on the new approvals at the 18"
Meeting of US $34 million, and not request additional fundsto complete supervision of the portfalio. With
projections of an overall 11-12% average administrative cost for these ongoing projects, the Bank would apply a
portion of the future 13% fee to cover expenses beyond the 10.5% received for that $180 million portfalio.
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in terms of the approved number of, and funding level for sector and national plans, has observed the
evolution of the agency feein sector and national plans particularly closdy.

Overview of Bank’s Use of Support Costs

In order to demonstrate how the agency feeis utilized by the Bank, an outline of the structure of
the Bank’ s administrative system for project implementation is provided, along with a cost analysis of
various activities and parameters which affect use of funds, and an overview of the trendsin support cost
expenditures over the years. Before a useful analysis can be presented, however, the definition of
administrative activities should be clarified.

The 1998 consultant’s report on the administrative costs of implementing agencies proposed
criteria to identify administrative costs which could be considered digible. These were based on three
major categoriesin project ddivery: Project identification, formulation and approval; Project
implementation and monitoring; and other activities, including business plan and progress report
preparation, providing input to the Secretariat on policy and Executive Committee meeting attendance.
Thereport listed as digible the following costs:

Direct costs of the coordinating unit:
» Salaries and benefits to permanent and contractual staff
» Travd rdated MLF activities and monitoring of projects
»  Office accommodation and equipment, supplies, telecommunications general expenses
» Contractual services related to activities of the coordinating unit

Fair cost allocation from central support services
¢ Human resources
»  Accounting based on the volume of transactions generated
*  Management information systems, based on the proportionate number of workstations and actual
systems used by the coordination unit
*  Procurement and legal, based on the volume of transactions generated
*  General office and administrative services, based on the proportionate number of staff

Fair cost allocation of country or field office costs - Allocation made on the basis of financial activity
(MLF spending vs. total agency spending)

Direct costs of the implementing arms — Costs would be established by a service contract and would
exclude costs approved as part of the project budget.

The consultant’ s report also listed items that could be considered ineligible, including any costs
charged to projects and trips related to activities which are beyond the IA’srole. The analysis utilized to
generate supporting data on the cost of project ddivery to the Bank in this report is based solely on these
eligible administrative costs.

Structure of the Administrative System and Associated Procedures

As mentioned above, the Bank uses national implementation, meaning that the Bank supervises
the implementation process and a country-entity is responsible for certain implementation duties.
Supervision is done by the Bank Task Manager and her or his country team with technical, financial and
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policy guidance provided by the coordination, or core unit. The Bank therefore uses a decentralized
approach to ddiver services for support costs received which can be broken down into three groups:
the financial intermediary, the Bank country team and the Bank coordination unit.

The Bank contracts a Fl through an Art. 5 government to carry out the implementati on, and the Fl
is paid a percentage of the project funds. The amount is normally a fixed 3% of the project cost and
payment terms are agreed in the grant agreement with the country along with the actual conditions
associated with thework of the FI. They reflect existing Executive Committee guidelines governing use
of MLF funds and project implementation at the time the agreement issigned and are consistent with
Bank general conditions for agreements. However, some flexibility in the language of the agreement has
allowed Fls to absorb evolving Executive Committee requirements, such as additional reporting.

Although the FI performs some essentia tasksin implementation, the Bank is responsible for
ensuring that all work surrounding project ddlivery is carried out, in line with Bank and Executive
Committee guidelines and that fiduciary responsibilities are met. Thus, the balance of support costs goes
to the Bank to supervise and monitor implementation and to cover all other tasks involved in MLF project
ddivery, from development of new programs and policy to reporting and knowledge management to
stakeholder dialogue and Government technical and policy guidance. The agency fee covers, in sum,
staff weeks of the core unit, country teams, travel, supervision, reporting, hiring consultants, expert
consultations (OORG), training workshops (for the FIs) and all indirect costs in accordance with digible
administrative costs.

When a project commences implementation (marked by the signing of the sub-grant agreement),
the Bank’s core unit takes an upfront fee (approximately 3% from a 7 to 13% agency fee) to support
ongoing costs. Specific activities of the core unit linked to the upfront cost it receives arelisted in Annex
Il. The size of the core unit has remained approximatey the same since the inception of the MP program
(a professional staff of 4-5, support staff of 1-2 and a budget officer), as has the cost to maintain core unit
operations and activities.

The remaining portion of support costsis reserved for supervision, meaning it is channeled to the
Task Manager and the country team. Project supervision includes activities such as conceptualization and
initiation of projects, consultations with enterprises, project financial and technical appraisals, sitevisits,
review of statements of expense, procurement review, ongoing monitoring and technical support activities
(consultant or Bank staff), commissioning and equipment disposal verification and PCR completion
(please see Annex 1). These activities are closdy linked to the project cycle.

Each stage of the project cyclewill thus incur a cost. For traditional investment projects under
$500,000 which involve a 13% agency fee, the first major cost is the appraisal, which is a funding
safeguard required by the Bank to ensure that the new beneficiary still isfinancidly viable and that all
conditions are in place to facilitate absorption of the new technology and successful conversion. The
country team, or a Bank consultant paid with agency fees, works closdly with the enterprise during project
preparation and after approval to secure all technical information needed to appraise the project. The Fl
will then conduct a desk review of company records and financial documents and compile the appraisal.
The appraisal must be reviewed and cleared by the Bank before a sub-grant agreement can be signed. For
this activity 1.5 to 2% of funds are disbursed to the FI, depending on the arrangement between the
Government, the Bank and the FI.  Once the appraisal has been approved by the Bank and the SGA has
been signed, implementation begins and monitoring activities commence for both the FI and the Bank.

Asthe project progresses, an amount proportional to the agency fee breakdown between the Bank

and the FI is taken by the Bank for paralle activitiesto the FI's activities. The number of site visits and
exchanges on the project is proportional to the complexity and/or duration of the project, and
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correspondingly, the amount of support costs required at different points in the project cycle. Figure 3
depicts the major milestones in implementation to which costs are associated.

Figure 3.
Guidance/Training ¥Oe
Preparation Bid review Verification
m] 38 Fin. analysis Signing LClssuance  Disbursement to enterprise Equipment disposal
Devel opment H Appraisa H SGA Procuremen Ddivery & Trids & Completion
Installation Start-up
¢ Conceptualization Tech. Analysis Monitoring Disbursement to country
Initiation Review& Clearance  Review of Statement Monitoring  Technical audit (some cases)
Enterprise consultation of Expenditures Internal reporting
¢ Submission Progress Reporting xe PCR xe
> > >
¢ Approva Reporting on Delays xe Evaluation
® - A ¢ -WB O - NOU

Thetiered nature of the Bank’s administrative system in fact lends itself well to comprehensive
financial oversight. Funding isfiltered through the OTF to main accounts to country special accounts to
the enterprises only when certain conditions are satisfied (please refer to Fig. 2). Fls cannot disburse until
enterprises show documented proof of purchases. Their accounts, in turn, arereplenished based on their
projected disbursements for the year. Moreover, because the majority of the Bank’s Fls are banks, they
have their own systems of accountability as well.

The treatment of support costs in comprehensive sector and national CFC phaseout plansis
different than under traditiona investment projects because disbursement of the MLF funds for the
project is linked to the activities completed (i.e. performance based). The funding is basically provided
after the disbursement conditions have been met, meaning that there must be funds ahead of time for the
IA to perform annual activities, such as monitoring and reporting, which are part of the disbursement
conditions. The minimum cost items for each annual production sector plan, in Chinafor example,
comprise of the following:

* Fl Support Cost/Technical Assistance

* Preparation of the Annual Program

»  Supervision Costs (plant site visits)

* Audits (Financial, technical and performance verification)
« PCR

The funding is thus disbursed in tranches which correspond to thefirst four activities. The last
tranche will follow the audit which is presented mid-year (June or July) to the Sub-group on the
Production Sector. Once conditions are satisfied, the government is given the go ahead by the Bank to
draw down funds from its account. This process can take several weeks to a couple of months.

Use of the support costs, including disbursement of the agreed fee to the national implementing agency
(FI), islinked to each activity (see Annex | for alist of activities). The Bank will report on an annua basis
on the disbursement of the annual tranche.

In sector and national plans, the Bank’s modality of operation remainsis the sameasin
traditional investment projects. A direct cost for the Financial Intermediary is awarded at thelevel of
investment projects (1-3%) because therateis fixed in the legal agreement. Similarly, the overhead of the
core unit is also fixed around 3% from the support cost alocation. This 4-6% is a cost which remains
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constant and must be considered in the new climate of varying support cost rates for sector and national
plans.

Cost Analysis

Costs of project implementation for individual projects vary for a number of reasons, including
duration, size of the project, size of the portfolio of projects, the technical complexity of the project and
the sector it fallsunder. For these reasons, a useful analysis of cost to the Bank to deliver proj ects must
be done on alarger scale.

The analysis focuses on ongoing projects and new approvals to the Bank from the time it shifted
to the fee-based system (1996 to 2001) because prior to that time, work program costswere charged by
year and accounts for the particular activities undertaken for projects were closed by the end of a calendar
year. Total approvals, disbursement and average support cost expenditure for each of the 21 countries
which received funding during this time were compared. Although expenditures on support costs is not
directly linked to disbursement on a project-by-project basis, program-wide disbursement was utilized as
reference point to provide a comparison to provide some understanding of the amount of support costs
received and the level of actual expensesincurred. It was seen that the average cost as apercentage of
total funds disbursed to the Bank was 10% which is also consistent with Bank financial statements. The
budget for ongoing activities and staff has, since the early years of the MP program, been approximately
US $4.5 to $5.5 million a year and based on an allocation of approximately US $50-60 million. Over the
years, the coordination unit has not changed much in compasition and costs have remained about the
same. The 3% FI fee isembedded in most grant agreementswith the Bank’ s client countries and also
does not vary.

Country team costs, however, have varied. In 1996, thefirst year of the new support cost system,
the average percentage of supervision expenditure to project cost dipped from earlier yearsto 6% and
reached its lowest ratein 1998. However, it has steadily climbed since 1997, reaching anew highin 2000
and decreasing only dlightly in 2001. Projects with delays, the mature stages of some country portfolios,
the complexity of projects and increased administrative functions, such as reporting are attributable.
These are discussed in detail below. When considered at the country level, average supervision costsvary
extensively with one South Asia and several countriesin Latin America ranging from 27 to 37% and
others, such asin East Asia, coming out with low costs around 4%.

At the time of the Bank’ s shift to a fee-based system, a number of projects were ongoing, with
nearly US $137 million not disbursed. Administrative fees needed for these ongoing projects were
calculated by an aggregate figure based on disbursement. By changing over to this system and utilizing
the average cost calculated above to complete a project, the Bank estimates a total of US $13.8 millionin
support costs foregone. In line with the assumptions made by the Bank before the 18" Executive
Committee Meeting when it agreed to adopt the fee-based system, however, it was expected that
administrative activities for ongoing projectswould be subsidized with support costs from future project
approvals. Thisincluded the 13% agency fee awarded to the Bank for 19 projects, cleared for approval at
the 17" Executive Committee Meeting and new project approvals of the 18" Mesting (a total of US $3.79
million), as well as subsequent approvas.

As of the end of 2001, undisbursed funding was over US $110 million. Required support costs
associated with this undisbursed funding would be US $11.3 million based on the historic rate of 10%.
The remaining balance of support costs at the end of 2001 isnearly US $10.5 million which demonstrates
therewill be a shortfall. The affect of support costs foregone from early years, in combination with
project implementation variables is marked.
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Plainly, the ability for the Bank to cover its existing funding commitments would rest with the
support costs from the sector plans. However, under the approach currently used by the Executive
Commiittee, the agency fee will change from year to year depending on the approval amount for the
annual program making long-term administrative planning unpredictable. In the production sector,
funding will decrease proportionally to the increased phaseout accomplished annually. Costs of standard
monitoring and reporting requirements such as the audit and preparation of the annua program will,
however, not decrease (and could increase sightly) yet they will have to be completed each year. The
support costs received today might be needed to subsidize these annual requirements in the future,
including the PCR if support costs tomorrow are insufficient. For the MAC sector and 2001 CFC
production sector annual plan, it is already evident that support costswere not sufficient to conduct all
supervision and reporting activities.

Variables Affecting Costs

The average cost to the Bank to deliver projects over the yearsmust be considered in parale with
the evolution of the type and number of activities associated with the delivery of projects as well asthe
nature of the projects themselves. Although costs have remained the same on average, parameters
surrounding project ddivery are much different thanin the early yearsof the Fund. Since the time of the
1998 consultant’s report which listed activities digible for reimbursement with administrative fees,
monitoring and evaluation responsibilities of the |As have been expanded. The PCR has become an
important tool for the MLF Senior Monitoring and Evaluation Officer, and with itsincreased import has
come evolving requirements for detailed cost and production information, a rigorous equipment disposal
process and multiple stakeholder review and input. Sector eva uations often will, however, require more
information and 1As have readily provided this on an ongoing basis.

In addition, in its mission to understand and remedy implementation delays and to untie funds
from completed projects for future programming, the Executive Committee has added two new reporting
requirements for review at each meeting. These reports, in particular that on project implementation
ddays, have proven to be quite resource intensive as much stakeholder consultation is required. Finally,
the most recent changes have been to the annual progress report which in addition to past data, now
requires details on support cost funding, on current and future multiyear agreements, on past business
plan information, and on projects which have been or are on thelist of project implementation ddays. In
terms of reporting, the Bank’s emphasis on national execution increases the number of actorsinvolved in
collecting and reporting data.

Under the direct-cost approach, the Bank was compensated for costs of training workshops and
expert meeting separately. All these types of activities are now covered by the support cost allocation.
The need for these activities has not diminished as the Executive Committee s body of decisions
continues to grow. Financial Intermediaries must be continuously informed of new guiddines and how
theseimpact day-to-day operations. Applying guidelines to ongoing projects is particularly challenging
as the set of assumptions agreed upon by all stakeholders is modified during implementation which
requires resources and time for all stakeholders to accept, understand and adopt.

The most obvious variable in the cost of project implementation is the nature of the project. The
1998 paper on administrative costs aready encapsul ated the accepted fact that larger projectswill cost
less to implement than smaller projects. A large project (in terms of funding) will not always trandatein
a cheaper project to implement, however. SMEs are the largest number of enterprises |eft to convert
around the world. Umbrella projects may capture a large number of these enterprises, yet all project
implementation and monitoring requirements still exist.
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Projects which are technically complex, involve new implementation modalities or innovative
financing may involve higher administrative costs in certain stages of the project cycle. Thisisagain
demonstrated by umbrela projects for SMESs. In itsissue paper on support costs, the Secretariat provided
asimilar conclusion — the definition of a small project should go beyond the project budget to look at the
effort required in administering different types of projects®. Interesting enough, the two variables of
project size and type and of technical complexity, are the determining factors for support cost allocation
under the GEF s flat-fee system.

Duration of projects has proven to be a variable that all 1As underestimated in the early yearsin
terms of the impact on administrative costs. Two major regions of the world were hit by economic
difficulties in the late 1990s which have ddlayed some projects significantly. Supervis on duties (and
expenses) continue until a project is completed, despite the additional years the project might last.

Conversdy, there are a small number of projectsin the Bank’s portfolio which, for a combination
of reasons, will be completed with little difficulties and delays, and may also incur savings in project
costs because of effective implementation. In these cases, the only savings which might occur in support
costs and which is seen on a caseby-case basis, is in the supervision component, because the Bank has a
contractual agreement with FIsto pay the 3% and because of the coordination unit’s upfront costs. If the
Bank were to return support costs for activities already paid for, it would quickly be operating at a loss.
The small amount of savings resulting from the 7% supervision component is, however, quickly absorbed
by projects which have exceeded the 13% because of delays, isolation, size, etc. Again, the use of
support cost in this manner is completely acceptable based on the agreement that the Bank has with the
Executive Committee and the understanding it had when agreeing to the 13% fee-based system.

Services which are not provided result in a savingsin support costswhich are returned to the
MLF. Thisisseenin cancelled projects or projects with a cancellation in a component of the project.
Because of fixed costsin the Bank’ s support cost arrangement, it will return funds depending on the stage
of implementation (according to the project cycle followed by the Bank) when the project is cancelled.

Conclusion

The World Bank sees three factors influencing its decision to take stock of the support cost
system at thistime: ashiftinthe MLF s portfolio development as a result of strategic planning and the
compliance period; the recognition, based on characteristics of the Bank’ s current portfolio and likely
trends, that support cost funding might not be sufficient to cover all future commitments; and, the
increased emphasis by the MLF on de-linking individual projects from the Agencies' overall portfolio of
projects in terms of administrative fees and associated reporting at the same time that enphasisis being
placed on ddivering comprehensive programs consisting of investment and non-investment activities and
technical and policy advice to assist individual countries achieve compliance.

In view of the analysis of historical data on support costs and the current trends, the World
Bank’s main concern is that, in line with the agreement between the Bank and the Executive Committee,
all costs associated with project implementation are covered. Historical and current data demonstrate
that theremaining support cost funds are al required to cover the Bank’ sexisting project commitments.
Further, it is seen that the Bank can operate on a 11% fee based on aUS $50 million alocation provided
that it is permitted to utilize its existing pool of support cost funding to meet its commitments and that the

®“An Issue Paper on Support Costs: Follow-up to Decision 34/65,” UNEP/OzL .Pro/ExCom/35/64, 2 November
2001.
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level of administrative fees for the production sector projects are commensurate to expenditures for
supervision, the FI fee and the Bank’ s coordination unit.

Any adjustment to the current support cost system should reflect the experience of the Bank and
other IAsin maximizing the effectiveness of the agency feeto deliver on their respective project
commitments. The administrative cost system itself should not involve transaction costs which diminish
the overall advantages of the system, nor create disincentives for developing innovative, and inherently
riskier, projects.

With the compliance period upon us and the additional diligence it entails, the Bank believesit is
crucial that services provided to ensure development of sound and pertinent projects, and smooth and
successful project implementation in both traditional projects and sector and national plans are assured
through an equitable, consistent and efficient support cost regime.
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Annex |

Use of the Administrative Fee under Sector Plans*

Task

NOU

Financial Intermediary

Bank Country Task Team

Support costs

1%%

1Y%

~ 4%

Prepare sector plan

SEPA team prepares sector
proposal

Assist SEPA in preparation

Prepare Project
Implementation

SEPA prepare project
impl ementation manual

Selection of Domestic
Implementation Agency
(DIA or FI)

e TORfor DIA
. Bid invitation
*  Selection of DIA

Sign agreement with
SEPA

*  Bankreview and clearance
*  Bank clearance
*  Bank no Objection

Preparation of Annual
Plan

Draft proposal

Review of draft proposal
Prepare final proposal to be agreed
with NOU

Implementation of
Annual Program

Monitor implementation of overall
Annual Program

Selection of beneficiary
enterprises

Prepare invitation for
proposal from beneficiaries

Assist NOU in the tasks

Review and no objection to the
procedures

Conduct training for Assist NOU Clear TOR for training TA
enterprises
Review of proposals and Review and no objection
recommendation of
beneficiariesto NOU
Review bid/proposals and Verify enterprise Verify eligibility and other

select beneficiary enterprises

information and confirm
eigibility

information through plant visits as
per ExCom agreements

Technical assistance
activities

Prepare initia proposals

Review and clear

Prepare TOR for agreed TA Review and provide ano objection
activities
Selection of TA contractor Bank No objection
CTA contract Monitored by Bank
Contract with beneficiary | Sign contract Co-sign contracts

enterprises

Implementation of

Receive report from

Review quarterly reports

contracts beneficiaries
Monitor implementation of Assist NOU Monitor through plant visits
contract
Commissioning Assist NOU
Completion report Assist NOU Verify information and no objection

Review of Annual
Program Implementation
Status

Review quarterly reports

Review quarterly reports and
perform random plant visits during
three missions per year

Bank Financial Audit

World Bank audits all accounts in
China

Chinese Performance
Audit

SEPA contract Audit Bureau
to do a performance
verification of all activities

World Bank reviews the audit and
accepts the Chinese performance
audit report as a condition for the
last disbursement

Bank Independent
Performance verification

World Bank hires independent
verification team to verify through
plant visits that annual targets have
been met.

*Please refer to Annex |l for the list of activities of the Coordination Unit.
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Annex 1
World Bank Montreal Protocol Operations. Rolesand Responsibilities

Financial | ntermediary

Provides detailed information on enterprises and subproject digibility
Prepares appraisal containing:
Proposal & Revised Budget table,
Financial Analysis & Appraisal,
Basic Financing Plan,
Procurement procedures,
Disbursement Schedule,
Audit & Reporting Requirements,
Equipment Disposal Plan
Prepares and signs SGA with beneficiary
Verifies expenditures and disburses funding from trust fund account
Monitors and supervises projects for compliance with Bank procurement procedures, ExCom rules and
policies, and provisions of the SGA
Keeps all project records
Assists enterprise infor prepares draft PCR
Reports on project progress biannually
Provides data for ExCom reporting requirements (reports on progress, completed projects with balances
and implementation delays) at least three times ayear and for al follow-up requests of the MLF
Secretariat
Responds to ad hoc information requests by the Bank and NOU, such as information for MLF Senior
M& E Officer evaluations, Bank project audits and quality assurance reviews, €c.)

World Bank Country Task M anager

Leads umbrdla grant agreement preparation, amendments, extensions
Works with Government to initiate projects
Administration of funds (preparation and finaization of legal documents, disbursement, record keeping
and audits)
Prepares project proposals or engages the use of consultants
Reviews and clears project appraisal reports
Provides “no objection” to sub-grant agreements
Supervises projects and FI and consultant activities through:
A minimum of two country missions a year (if not already situated in the country)
Review of statements of expense
Review of procurement
Ongoing monitoring and technical support activities, including through site visits
Commissioning and equipment disposal verification, PCR completion.
Drafting Back to Office Reports and Aide Memoires
Completesinternal Project Status Reports
Provides NOU policy guidance
Provides FI Bank operational policy guidance
Completes Implementation Completion Report on umbrella grant agreement
Liaises between Bank coordination unit and Fl
Provides data to coordination unit for policy papers, responses to the Secretariat, etc.
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World Bank Coordination Unit

Liaiseswith MLF Secretariat and Task Managers
Submits projects
Attends Executive Committee meetings
Prepares policy papers and responses to the ExCom and/or Secretariat
Provides technical and policy adviceto TMsand Fls
Conducts FI training through annual workshops
Attends international meetings and workshops (UNEP network meetings, OEWG, etc.)
Coordinates and executes M& E requirements:

Reports on progress, implementation delays, completed projects with balances

Reviews, finalizes and submits PCRs

Provides additional data requested for MLF evaluations and Secretariat policy papers
Business Planning and annual work programs
Budgeting and fiduciary management
Administration of funds (Review of expenses, fund alocation, cash flow management for donors)
Recruit experts and consultants
Direct and lead M P knowledge management (database development and maintenance, website,
information pieces — internal/external, publications, information dissemination to FIs, NOUs and general
public, library maintenance)

Other Bank Roles

Procurement Officer
Provides procurement adviceto TMs
Reviews procurement documents
Disbursement Officer
Legal — Country and Environment Lawyers
Provides legal adviceto TMsand Coordination Unit on:
Grant agreements
ExCom decisions
International conventions
Bank operational and business policies
Proposes legal instruments for projects with new mechanisms (such as concessional
lending, performance-based implementation, new multilateral partners or funds, etc.)
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Annex |1

The Project Cycle under MP Operationsat the World Bank
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Montreal Protocol Project and Subproject Cycle

Develops Executive
Project Summary/ Project
Information

Document

Government
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Agency

Holds Internal
Project Review
Meeting
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Annes [y

Apereepen berween the Fxocolive Commitiee of 1he Interim Multilaleral Fund for the
Tmplamentation of the Manireal Pratecol ond the
Intcrmnational Bank for Reconstroction und Duvelo paent

Tae Executive Commabee and the Rorld ink sighed o sgrectien an @ fuly 1991, Uader this agreemend:

Tne Word Funk wil co-wpemte wath the Eardative Coanminet ard azein iv imaceordasce with thece
arrangzments 11 &lemneienng and monaging the progeamate widgr 1y auclwriny of de Parises b Enance the
agreed insromantal coss of Parties opecnting wader pacagraph | of Aziek 5 of dvw Pracoecl. In performing s
burcizens wmder thess amaesmantz, the World Baak will act Buaugh che Crore Frajecs Trwt Fued {OTF) and
will opply unly theee gunmdemaioms mhewene o eFeciie and ecovermcally 2fRiciznt progmammes 2nd proj s
wiacioss ssnzebenlw ih e adagied by ke Parics and guidelines adapred by the Exccubive Commities
PLE L P Bl ofef 2. Srehiue A Funpr o L gparanian)

T7e Woorld Bank w3l prepdre a Wirk prog rEmne i co-Cpeesion with tecipient counwies, WS EF and LTHIOF, foe
s alivitics under (ese arangeixnts, iocluding 4 budgey, for approsa)l by the Excoativs Comumiose oo an apmos]
basiz . T WOl PrOgranits as ppecved by Oy EXcduliye Comiminee will be consigem wich the relevan
deiisiong of (he parics and guieline: adopoed by ths Execulive Commnes ssaamding project el i giilicy and the
iriple susar ich of activicles supponed by the Fund.

The Wor.d Bank will co-operatt withthe Partizs, L'NLP, UND2, ind ine Execurpee Cotimites chravgh che
socreanas of he IFund, 10 provels informadion on funding avasiabie for nelevase projects, 10 secure the necessary
ronlacss, and W co-urdinne, when recuemed by Y imersoed Pary, propects financed Fom ether sounces with
soovizes foanced wader te Prulocs

Tne World anlk il enogperaie aath the Putics cperacing wrdee passgrapi | of Artiale 5§ ofthe Protneol and
arsis® thern, 4 reguesnad by deeas d 0 sceardane o woith the approved wors programme r=leered i in
Py 2 i dsvcaping ewcl Pary's untry programme [(CF) g5 envisagedinthe Tarms of Refeténce of the
Fuad, ac well as prajects ko facilizze rompliance with the Prodocol.

The wFald Bankwill rewiw £ach OF 1M nefpeck oF whichit &l perioc jts finctiang endsr dWse arran gemes,
1 SLDMMILLES w14 10 the Exscasve ommitee. Lipu spprosal of the OF by the Expcutyve Carmmines, e
Weorld LBk @il assst the pany i implecnacithe prgject choaizedin it The Word Bank »ul do 0 by

Pl iy il mules dod procedunes uid ah accordance with the approved wark programmes s co-ooemtion with
LnkF acd LI The Woald Baek nay appeoye 3 nequdss for finanoing oy £ Famtye of 1 przject or projects
Famaant wethe appraved CFaf hie agrecd lioremeznial costs are Lass fan U5 3300, 0801 Adslitiowal fizarcicg £oin
12w Fond for Unferedeen SheTeasss 1 EXpenditune 1o any projecl ‘il ke subpet) b appeosal by e World Bark,
exoept shatd the addimioml Enencing woull caves §oe il expemditung fur G2 prigeds @ cacosd LS B0 D,
e Fancing =i b sabjscl ko approwal by thy Exegutive Comonaee s adhuSIMEnD 13 the COCTEL oF part of te
next, swork programme For proees s e the ageeed incretcnal 2ol ixceeds U3 B3HEME inacing by the
World Fank s swheet woshe aproovdl oo Excouliye Comunctee ss part of 3 CF.

Azy digoeerent by & Puy operotivg wicer paragraph | of Arle 5 wath ooy decsions tiken with regacd 20 a
zeyuest for financing by (uat Pamp ol s project o1 proj scis whens the agresd iicoamenls | ass® 2o ess han
1.5 SECHLCEHD may, 15 fne request ol the Party, be tefermd 1o the Erecclwe Comminee Tor resiew.

Fend mp the preparohion of country pragmmmez, the prosmdirss in abe o rg-parageapins will apply dsa =
QpPropTING € 10 progec! s consEiung ~ ith the preme layse prancgoss policies of Faries ppercting under pamgmph L
of Az 5ol the Frosaaul, whichthe Eascunve Cacvetimes Fusts in conpliasee with the < onbral meassres ol The
Frasmu'
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T Bask will beld and adminsver funds provided o he Bank pursoan: 10 1S 3gresTisen in tnay, wgeter with
Aty orher &55es and reCaipls of the OTF, Tor Uve banalit of the Pames 1n acsadunece witlithe decision by wthe
'Wiorld Bark w1 provide for des ssuablishmesns of the OTF and ties: amamgermencs

The Eagcutive Commigtes willwmange ioe the wansier of fonds conmbaeed by the Parties azd allecated by the
Epeative Ciameinse i the CTF fog expensss inourted of 10 be pwcemed by the World Bank for te octivilies it
wnderiakes purguaee v diede avasgenicars end far e imphementation of spproved cooniry progammes and
projecs, 2s seon as e funds becom availabie. The manster will e mede in cach in United Stales dollars o at
the reaves1 of the Exccodve Commibee by whe deposit of noscs or similer obligations deoommnatel i Unued
Swmies dollars and issved by 1he govenument of & Party or the depastiory desipned by such Party, which ahal] be




non-acecuable, mon erest beanrg and pavable on Lailed Scates dollars ot her par valus on demmdia the OTF
a1 gecodnie: wilhia wchedul of encashorent agreed he the Woid Bank | prowidet thatn sxosptiona] cases

and as admiriscracively feasinle un the basts of sppeoprate amangemns, a5 deenmueed Iy e World Bana,
cotlnimrom nay be made alse nother cuoeocies

IFunds held in the OTE will be invested pendiog dishussenesl in aceosdance with ehe tegutar proctecs of the Bark,
ard the income of nvesoment will be add:d we the resources of the OTF.

Th= Workd Bans wdll ke reimbureed aemelly imoful For te expenses nenered By st oe due sy iae oL undecakes
pUmaanl & hess Arargements. Ths reintaicsment will ke made on the basis oF ectinaced coacs, subjeet w
Ebus et as ol the end of the Bank's finakial vesg. and wall be chargsd agrinst the resources of the QO TF.

Tl Wnrld [fang wall presee te the Exseuive Cummiltes deinuked annual financial stateroenis csproased m
Lhnred Szate. dollax, extemally audited. as par efie spnual repon

Tz Warkd Bank wail ke oo wormmiarsots for financing onder these amangemcnis il Jd¥aace oF dae receipt of
fimnone s the CFTE o finoss e he commibwenss.

The Tnecutive Commutiias will nubify (he Word Bank cheantgh the Secretarist i1 shan [l on resounces for the
approved work programunc i avicipasdor i 0 work progranue weds to e a@justed for fos redson.

To= Workl Lank may agree o co-financing wrngements with Parties and others far the parpose nf thege
wrnmpemenls.

Thz Warld Rang wail provide finavcing fron. the GTF crthe fonm of grants denomineied in Unied Staces dollac,

Taz Workd Back wall cortanue ‘o kol sl haatibised tesatsees i the OTF urti | all commirments and lisbilises
under chese irangements Rave been saisfied, project activices have Beer Braughe o orderly conclusion amd
rembarsement uncer paragrepk || b beenmade, efter which any renatharg resources w31l be sramsfermed as the
Cazovbrve Commices may detemtiee., [F e pnutuhsed resources prove snsofficicae ea seet soch cymmetments,
aahelires and pamibursement, the Wodld Bank willconsult with the Executive Coramine: am oy nsmoer m which

SUEh facrmaitments, aalilees aod reinlburscmehc mdy bee s [ed
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I'he Freswdeer of the Wowld Back, e bis representative, will parscipace as weetags uf e Lot ve Commites
runder 10 report Bnd coril o bie Workl Bunds acivities wnder teie aragments.

LR MO Fee BT o ST, S O Far liviphuriar e et i)

The Workd Bant will pomeude e Coecutize Conueuie: through the Sactesoiat sm-annunl progesss Jpedts
ond oo arnoLl repT b anpleresntdn by the %arld Bank of previowsly aporosed werk progmamimes aed
achivihe: related 12 coonery pedgrammss and prejects, including co-avdinacisas with LN EP ard UHEE andor dice
arrngement The finoneial seaeswents will s gitached to the annual sepsrr.

The repmia willimslude propossls iF nccestary moevis: L SUETENL ¥ear's budgel, prowide fon tlec wirk
progranune, inndacha g s budget, for the Eollowing year, omd desvrabe any dissgrsment by a Pary opresting urnler
paragrpk | of Article % o the Frotocel wathany decisios taken by 1he Worll Bank with regard ta a requscse far
Eirancing b tha Parmy nf a project or projecs whese the agreed snersmeotal vosty arm bece than 15 ES00 004,
Adier the OTF shall Tiave heen fully ned, the Wiorld Bank will predsw a final mpott on the npeeations finnasd
rnd=r these arrangerenis
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These aniangements way be amended by agreomens af the Fiecative Commmes and e World Raok i wning at
any tinx.
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Thesearmangemznt will eominate thisty doys afier either the Fiscative Committes or the Warld Bank may have
gennatoem wTiting o the ather pary of 15 decision toremnivane teny it whichevent he World Bankwdll
luky ull nrcessasy acvion ios e exped Hoas and orderly winding up af it activilias under these oTangemenrs
Prrsugnk 1o paragreph L7,

FLHEPOCL P EICenSangl, et [ Temminaiion).

This Agrecenent emtersl 1to fotee on 9 July 1997 {dale of 1ts signanare).
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