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RUSSIAN FEDERATION

OZONE DEPLETING SUBSTANCE CONSUMPTION PHASE-OUT PROJECT

THIRD TRANCHE SUB-PROJECT APPRAISAL

«COMBINE TORGTEKHNIKA»

A. Introduction

1.
This appraisal report documents the results of the appraisal undertaken on the refrigeration servicing sector ODS consumption phase-out sub-project being proposed by «Combine Torgtekhnika». ODS phase-out opportunities at «Combine Torgtekhnika» were originally identified during the third tranche preparation phase of the Global Environmental Facility (GEF) Russian Federation ODS Consumption Phase-out Project (the Project) in 1998 and an investment sub-project document was developed with the support of an international expert. It was subsequently reviewed and cleared under the World Bank STAP/OORG process and included for funding within the Project’s third tranche work program approved by the GEF Council in May 1999. The report is intended for submission to the World Bank as the implementing agency for the GEF project for «no objection» and forwarding to the GEF Secretariat for CEO endorsement in accordance with the third tranche work plan approved by the GEF Council. The appraisal has been undertaken the Centre for Project Preparation and Implementation of International Projects on Technical Assistance (CPPI).  CPPI has been assigned implementation responsibility for this and other related environmental technical assistance and investment projects by the State Committee of the Russian Federation for Environmental Protection (SCEP). SCEP is the beneficiary implementing agency for the Project. The information contained in this appraisal report is based on the results of a CPPI appraisal mission held in Ekaterinburg between June 9 and 11, 1999, and on updated documentation and information obtained from the enterprise subsequent to the mission.  Mission members and counterparts are identified in Attachment 1. The principle documents on which this appraisal relied are:

· Global Environment Facility, Russian Federation Ozone Depleting Substances Phase-out Project, Project Document, The World Bank, Report No. 15326-RU, May 1996.

· Global Environmental Facility Trust Fund Grant Agreement, GEF trust Fund TF028314: Ozone Depleting Substance Phase-out Project, Between the Russian Federation and international Bank for Reconstruction and Development, September 29, 1996, as Amended December29, 1998 and September 8, 1999.

· Global Environment Facility, Russian Federation Ozone Depleting Substances Phase-Out Project, Project Document: Second Tranche, The World Bank, Report No. 17391-RU, February 1998.

· Assistance in Project Documentation Preparation and Financial Viability Assessment in Refrigeration Servicing Sector. Screening Report, COWI, February 1998.
· World Bank, Ozone Operations Resource Group, GEF Project Review, Combine Torgtekhnika, L. Kuijpers, September 1998.
· Combine Torgtekhnika, Ekaterinburg; Final Project  Document, COWI, October 1998.

· Global Environment Facility, Russian Federation Ozone Depleting Substances Phase-Out Project, Project Document: Project Progress Report and Third Tranche Submission, The World Bank, Report No. 18973-RU, May 1999.

· Compilation of Technical Comments Submitted by Council Members on the Work Program Approved in May 1999, Global Environmental Facility, May 1999

B.   Enterprise Background

2.
The co-operative «Combine Torgtekhnika» was founded in 1949 to provide repair capability for general catering equipment at the Urals region. It was incorporated as a Joint Stock Company in the early 1990’s and now operates as a co-operative enterprise with a large number of employee shareholders, including a 30% holding by management. The main premises are located in Ekaterinburg, Sverdlovsk Oblast.  It occupies a 5-hectare site, housing a compressor and condensing unit refurbishing facility, production and repair facilities for catering equipment and repair workshops for mechanical and electronic scales. «Combine Torgtekhnika» has 24 branches that are located in 19 cities of Sverdlovsk Oblast. While two branches are specialized in servicing of cash registers, and lift and transport mechanisms, all other branches are involved in repair and servicing of commercial refrigeration equipment; catering equipment; mechanical and electronic scales as well. However, major repairs can only be carried out at the central branch in Ekaterinburg. The enterprise employs 563 persons, 400 of which are technicians. 200 technicians operate out of Ekaterinburg, with the remaining branches typically employing 10 - 30 technicians each. «Combine Torgtekhnika» also has facilities for production of catering equipment such as heating devices and industrial electric ovens, and spare-parts for refrigeration and catering equipment. However, these activities account for less than 6% of the enterprise's turnover while refrigeration and catering equipment services account for 69% and 15% respectively. Cash register services account for about 10% of turnover. Servicing capacity for major repairs of refrigeration equipment was 7,200 units per year in 1995-1999. In 1995 capacity utilization was 72% and decreased to 50% in 1998. In 1999 capacity utilization for major repairs of refrigeration equipment was maintained at the level of 1998.  The activity level has declined by 13% for refrigeration services and by 37% for catering equipment services since 1995. The total number of service contracts is about 2,500 inclusive about 2,000 contracts for refrigeration equipment services. «Combine Torgtekhnika» has long term relations (more than 3 years) with about 70% of its customers. The main customer segment for the refrigeration services is food retailers (45%) followed by restaurants (25%). Budget organizations (such as schools, hospitals etc) account for about 20% of customers. 76% of the services provided by «Combine Torgtekhnika» are based on prepayments. The remaining 24% of service works are based on mutual settlements or barter. Similarly, 80% of payments to suppliers is based on prepayment and the other 20% based on barter payment and mutual settlement. 

3.
«Combine Torgtekhnika» has the only condensing unit refurbishment facility in the region for either open or hermetic compressors. In addition to Sverdlovsk Oblast, the enterprise carries out refurbishment for similar organizations in Perm, Kurgan, Orenburg and Tumen Oblasts as well as operating a regional training facility for service technicians and the network of local branch servicing shops, that were originally part of the original «Sverdlovsk Torgtekhnika». Two former branches (Nizhni Tagil and Serov) was having been separately privatized. In recent years, a number of other enterprises have started up in the refrigeration service sector. About 30% of units in the area are service by new small companies, and 15% are serviced by the two companies (in Nizhni Tagil and Serov) that were originally regional branches of the old «Sverdlovsk Torgtekhnika». 20% of equipment is located in several «closed cities» in the region and is serviced by special organizations located in those cities. All these organizations depend on «Combine Torgtekhnika» to some degree, particularly for compressor/condensing unit refurbishment and supply of refrigerant and components. Overall, the enterprise appears to be able to provide a wide range of services with competitive prices and has a potential to keep its market share. 
4.
The enterprise's refrigeration servicing activities were originally based on the use of CFC-12 and HCFC-22 as refrigerant. The ODS phase-out strategy is to replace both CFC-12 and HCFC-22 with HFC-134a and HFC-404a for «normal» and low temperature applications respectively by means of retrofit and replacement of refrigerating appliances. However, as retrofit/replacement is costly, «Combine Torgtekhnika» foresees the use recycled and reclaimed CFC-12 and HCFC-22 to the extent possible in the near term, as well as the use of «drop in» blends where possible. Table 1 provides a profile of refrigerant consumption from 1996 through 1999. This includes ODS utilized at the main facility in Ekaterinburg and on-site during servicing.  To date, the enterprise has made a few unsuccessful trials with retrofit from CFC-12 into HFC-134a and is operating a home-made recovery/recycling unit, although this is reported not to perform satisfactory. However, it is considered beneficial for the implementation of the sub-project, that «Combine Torgtekhnika» is familiar with and aware of the importance of utilizing recycled/reclaimed CFC/HCFC.

TABLE 1

«Combine Torgtekhnika»

Historical Refrigerant CFC-12 Consumption (kg)
	
	1995
	1996
	1997
	1998
	1999 

	Commercial refrigeration equipment

(more then 10 GCal/h)
	
	
	
	
	

	Service 
	6,000
	4,500
	4,000
	4,600
	4,400

	Repairing
	4,200
	3,500
	4,100
	6,000
	6,600

	Commercial refrigeration equipment

(up to 10 GCal/h)
	
	
	
	
	

	Service/Repairing
	38,000
	36,000
	29,100
	35,000
	34,270

	Total
	48,200
	46,000
	37,200
	45,600
	45,370


5.
The proposed ODS phase-out sub-project involves the development of a recovery and re-use capacity within the service operations, inclusive of reclaim, decontamination and re-distribution capacity and technician training. Within the central refurbishment facility, the sub-project provides basis for conversion of existing equipment non-ODS refrigerants (HFC-134a and HFC-404a) where applicable and to «drop-in» alternatives such as HCFC-22 and a locally produced commercial blend based on HCFC-22. For the original sub-project proposed and presented as part of the third tranche work program, the total incremental capital investment costs, was estimated to be USD 2,288,645 with GEF sub-grant financing of USD 2,239,000. 

C. Objectives

6.
The objectives of the sub-project proposed by «Combine Torgtekhnika» are to introduce a recovery and recycling/reclaim scheme for CFC-12 and HCFC-22, to train majority of the refrigeration service technicians in Svedlovsk Oblast in improved service methods involving the recovery and recycling of CFC-12, and upgrade the main facility in Ekaterinburg with equipment for cleaning and drying, charging and testing refrigerating appliances converted to zero or low ODP refrigerants.

7.
The objective of this sub-project appraisal is to critically assess the proposed sub-project as meeting the above and to verify its eligibility for GEF funding. This specifically includes: 

a) confirmation of the sub-project's base line, physical scope and technology selection; 

b) verification of current and historic ODS consumption information; 

c) verification of the estimated sub-project incremental investment and operating costs; 

d) determination of eligible costs and their allocation to the grant; 

e) documentation of sub-project procurement and implementation plans; 

f) verification of enterprise financial viability in the medium term, including the enterprise's capacity to support its contribution requirements; 

g) evaluation the environmental implications of the sub-project; 

h) confirmation of the adequacy of proposed safety measures where applicable; and 

i) recommendation of appropriate conditions for inclusion in the Sub-Grant Agreement.(SGA)ю
D. Sub-Project Description and Cost Estimates

8.
Sub-Project Scope. The overall scope of the appraised sub-project covers the development of a recovery and re-use capacity within the service operations of «Combine Torgtekhnika» in Sverdlovsk Oblast, inclusive of reclaim, decontamination and re-distribution capacity and technician training. Within the central refurbishment facility, the sub-project provides basis for conversion of existing equipment to non-ODS refrigerants (HFC-134a and HFC-404a) where applicable and to «drop-in» alternatives such as HCFC-22 and a locally produced commercial blend based on HCFC-22. Its principal components are:

a)
equipping the service technicians with the necessary equipment for servicing HFC-based refrigerating appliances and recover CFC-12 and HCFC-22; 

b)
establishment of 17 regional recycling centers in Sverdlovsk Oblast; 

c)
establishment of one central reclaim center including refrigerant filling and cylinder cleaning/drying/inspection in Ekaterinburg; 

d)
equipment for upgrading of a training center for recovery and recycling activities; 

e)
external sourced training for 490 service technicians; 

f)
the supply of cleaning and drying equipment, refrigerant and mineral oil charging equipment, leak detection equipment as well as testing equipment within the central refurbishment facility (the majority of baseline equipment for these operations has to be replaced when converting into HFC-134a and HFC-404a as requirements for humidity are much stricter for those refrigerants); and 

g)
study tour to exchange experience with similar organizations. 

Secondary incremental investment components are: 

a)
engineering and development work associated with infrastructure design; 

b)
civil works; 

c)
environmental assessment and approvals; and 

d)
dismantling and destruction of base line equipment and facilities utilizing ODS as defined in Table 2.

TABLE 2

BASELINE EQUIPMENT

	Equipment
	Capacity
	Year of purchase
	Action proposed

	Experimental set up for discharging refrigerants from hermetic type refrigerating units 01-4.2211
	48 units per shift
	1986
	Disassembly with further separate parts utilization

	Run-in table for high-speed hermetic type refrigerating units 01-1.2547 (10 units)
	7 units per shift
	1987
	Disassembly with further separate parts utilization

	Charging unit for hermetic type refrigerating units refrigerant and oil charging 01-1.2635 (10 units)
	60 units per shift
	1988
	Disassembly with further separate parts utilization

	Refrigerant prepackaging facility 01-8.3630
	30 cylinders per shift
	1979

(modernization –1995). 
	Disassembly with further separate parts utilization

	Oil prepackaging facility 01-8.2645 
	200 litres per shift
	1989
	Disassembly with further separate parts utilization

	Oil reclamation plant 01-1.28.25202
	45 kg / hour
	1998
	Disassembly with further separate parts utilization

	Oil charging facility for open ended type refrigerating units compressors 01-1.988
	32 units per shift
	1991
	Disassembly with further separate parts utilization


9.
Incremental Investment Costs. Table 3 provides the detailed investment cost estimate updated at appraisal for the complete sub-project. It lists the specific investments items included within the overall sub-project scope defined above. It is based on quotations/market prices estimated for equipment during sub-project preparation and is validated as being consistent with pricing of equipment alike on the international market at the end of 1999 by the appraisal technical consultant. Estimates for civil works, in-house design and consulting support services are based on enterprise experience and were assessed by the appraisal mission as being indicative of CPPI experience at the time of the appraisal mission. The total sub-project incremental investment cost is USD 2,275,804 exclusive of applicable taxes and inclusive 10% physical contingency. Of this sum, «Combine Torgtekhnika» will finance USD 38,628. The appraisal mission noted that equipment foreseen in the original Sub-Project Document that was submitted for STAP/OORG review and utilized as the basis for the GEF submission in May 1999 had been slightly changed. In the period between sub-project preparation and appraisal, «Combine Torgtekhnika» had undertaken more detailed development of the sub-project scope. The changes relate to the reclaim operations, where some items, not envisaged in the original sub-project proposal were added or modified. This specifically involved equipment for control/analysis of incoming and reclaimed refrigerant, equipment needed for cleaning, drying, evacuating and filling of cylinders. The appraisal team concluded that these changes can be accommodated within the original cost estimate and the overall sub-project scope is not substantively changed. As such, it is felt that no further OORG review is required. All current proposed investment costs are considered eligible for funding.

10.
VAT and Import Duties. The appraisal team noted that all costs have been presented excluding applicable VAT and import duties. The estimated amounts for these items are:  VAT – USD 452,460 and import duties – USD 318,954.  The exclusion of these amounts from the total cost estimate and the amount applicable to enterprise financing is recognized as a departure from the practice that was adopted in appraising the first and second tranche sub-projects where these costs were included. This has been done on the basis of recent administrative measures taken by the Government of the Russian Federation, which provide a mechanism for investment expenditures under the Project to be exempt from these taxes and duties. These measures are adopted under the Resolution of the Government of the Russian Federation # 1046 dated September 17, 1999 and the Federal Law # 95-FZ dated May 4, 1999. This mechanism has been successfully demonstrated for sub-projects under implementation.  However, it is understood by the enterprise that it remains responsible for any such payments required by the tax authorities and that suitable conditionality will be applied to the Sub-Grant Agreement requiring the demonstration of capacity to make such payments in the absence of being able to demonstrate that the exemptions can be obtained.

11.
Description of Conversion Investments. The investments for the conversion proposed for sub-grant financing consists of the following:

a)
equipment for service technicians comprising: recovery units (220) plus spare filters, portable charging units (220), portable leak detectors (490), portable brazing/soldering units (220), portable flushing units (60), acid test kits (490), charging glasses (200), 14 kg recovery cylinders (220), 30 kg recovery cylinders (50) and toolkits for technicians (490);

b)
equipment for establishment of 17 regional recycling centers comprising: recycling units (17) plus spare filters, refrigerant purity testers (17), recovery units (17), contamination check kits (17), 50 kg cylinders (50), oil refractometers (17), vacuum pumps (17) and electronic scales (17);

c)
equipment for establishment of central reclaim center comprising: 1,000 kg tanks (5), reclaim machine (1) plus spare filters, electronic scale (1), gear pump for contaminated refrigerants (1), cylinder pre-evacuation station (1), cylinder filling station (1), cylinder cleaning/drying/inspection engineering, gas chromatograph (1) and moisture tester (1);

d)
equipment for establishment of a training center comprising: training software plus computers (5), recovery/evacuation/charging unit (1), recovery unit (2), portable charging station (2), service tools (5), evacuation/charging tools (5), tube benders (5), flushing units (2), brazing units (5), portable leak detectors (5), multi meter (5), electronic scale (1), charging glasses (2) and 14 kg recovery cylinders (2);

e)
production equipment comprising: oil and refrigerant charging station (1), ultrasonic washing machine (1) and portable leak detectors (6);

g)
externally sourced trainers; and

h) study tour for exchange of experience.

Spare filters for recovery, recycling and reclaim machines (Table 3, Item 1.2, Item 2.2 and Item 3.2), cylinder cleaning/drying/inspection engineering (Table 3, Item 3.8) and civil works and trials and de-commissioning of baseline (Table 3, Item 7.1) will be purchased by the enterprise or done by its own forces.

 Table 3

«COMBINE TORGTEKHNIKA»

REFRIGERATION SERVICING CONVERSION 

SUB-PROJECT ESTIMATE OF INCREMENTAL COSTS AND FINANCING SUMMARY

12.
The appraisal team judged all of the above costs to be required to meet the sub-project’s objectives and are consistent with international practice and technology selection. Utilization of reclaimed CFC-12 and selection of HCFC-22 and HCFC-22 based blends as short-term alternatives and HFC-134a and HFC-404a as long-term alternatives is consistent with current practice throughout the world for servicing of refrigerating appliances. It is recognized that zero ODP refrigerants such as isobutane, propane and hydrocarbon blends in theory could be selected for retrofit. This would offer lower GWP and would therefore more consistent with the GEF Operational Strategy related to utilizing the lowest possible GWP technologies. However, to date the application of flammable refrigerant technologies for retrofit purposes in the types of applications involved in this sub-project are not generally mature, remain costly and are restrained by local safety related regulatory restrictions (See Russian Standard GOST 60335-22498 «Safety of domestic and similar electrical appliances item 22.106»). The appraisal mission also noted that the technology approach in this sub-project is essentially the same as that adopted in other refrigeration servicing initiatives in the region (i.e. Belarus and Ukraine) approved for implementation by the GEF. It is also the appraisal team’s judgement that the time and cost of pursuing even selective use of hydrocarbon based technology would substantially delay sub-project implementation and likely place the sub-project and its more immediate ODS phase-out benefits at risk. 

13.
Costs Eligible for Retroactive Financing. The appraisal mission did not identify any expenditure eligible for retroactive financing.

14
Safety Costs. The sub-project does not involve the usage of flammable working fluids and consideration of safety costs is not applicable.

15.
Incremental operating costs. Conventional incremental operating costs do not apply since no production is involved. However, the retrofitting of existing refrigerating appliances is a similar concept. Retrofit costs relate to the incremental costs of refrigerant, oil, filter dryer as well as labor costs. The net annual increase in operating cost is estimated at USD639,692. Other incremental operating costs relate to the costs for operation of regional recycling centers as well as the central reclaim center. All those costs are, however, foreseen to be covered by revenues coming from the recycling and reclaim centers respectively (Paragraph 26).

E. Sub-Project Implementation

16.
Sub-Project Schedule. The implementation schedule for completion of the ODS conversion will extend over a period of 16 months. Assuming that GEF CEO clearance, NPAF Supervisory Board’s  and outstanding regulatory approvals are obtained by the end of May 2000, major procurement activities and works construction will be initiated in 2000, and the sub-project will be completed by the end of October 2001. This schedule is presented in Figure 1.

17.
Procurement Plan. The overall procurement plan developed at appraisal is provided in Table 4. Those items to grant financed will be procured in accordance with the applicable provisions of the Grant Agreement as amended. The main equipment will be procured competitively using ICB for the total estimated amount of USD 2,145,611 in three lots: Lot 1: Service equipment; Lot 2: Central reclaim facility; Lot 3: Ultrasonic washing machine. NS package will include equipment for training consisting of training software and computers for the total estimated amount of USD 19,140. The exchange of experience and training consulting services will be procured on SLF basis for the total estimated amount of USD 95,554. The remaining goods and services will be acquired by the enterprise as its contribution using their normal commercial practice. Site preparation, engineering and de-commissioning of baseline will be undertaken by the enterprise’s own forces. The consulting services associated with certification and regulatory/environmental approvals will be enterprise financed and contracted locally.

Figure 1
«Combine Torgtekhnika»
REFRIGERATION SERVICING CONVERSION 

SUB-PROJECT Implementation schedule
TABLE 4

«Combine Torgtekhnika»
REFRIGERATION SERVICING CONVERSION
SUB-PROJECT Procurement plan

18.
Implementation Capacity. «Combine Torgtekhnika»'s capacity to manage the sub-project's implementation is judged to be good, although assistance will be required at the enterprise level in undertaking procurement in accordance with World Bank procedures. Detailed plans for the completion of the work have been prepared by the enterprise and an adequate level of technical and project management capacity is readily available within the organization. It has been agreed at appraisal that the enterprise will prepare detailed technical specifications and consulting services terms of reference. CPPI will assist in the preparation of bidding documents, administering World Bank "No Objection", bid evaluation, and contract negotiations as required, utilizing a procurement consulting firm contracted by CPPI but assigned to directly support the enterprise’s contracting activity.

F. Enterprise Financial Evaluation and Sub-Project Financing

19.
Pre-Appraisal Enterprise Financial Viability Evaluation. A detailed enterprise financial viability evaluation was conducted on «Combine Torgtekhnika» in February 1998 and documented in a confidential report made available to CPPI and the World Bank. The scope of this evaluation covered: 

a)
review of accounting and management information systems; 

b)
development and analysis of western-style income statements and balance sheets for the period 1995 through 1997; 

c)
evaluation of the enterprise cost structure; 

d)
analysis of enterprise financing capacity; 

e)
identification of significant financial issues; and 

f)
generation of financial projections involving several scenarios related to the enterprises circumstances and prospects.

20.
The results of the pre-appraisal enterprise financial viability evaluation are summarized as follows:

a)
in 1997, the enterprise had USD2,272,000 in assets. Fixed assets amounted to USD 1.183 million corresponding to 52% of total assets. The major part of current assets, 69%, was constituted by inventories. Equity constituted the major part, 71%, of the liabilities of «Combine Torgtekhnika», while short-term liabilities accounted for the remaining 29%. More than two-thirds of the latter were payable;

b)
the operating cycle of the enterprise was rather stable over the period 1995-1997 having an estimated length of 91 days in 1995 and 85 days in 1997. The moderate shortening of the length of the operating cycle was due to increasing inventory turnover, which reached 62 days in 1997, while receivable turnover declined moderately. Outstanding payable, measured in days, amounted to 41 days in 1997 and have been fairly stable over the period;

c)
the enterprise's profitability was low. The enterprise generated accounting profits for the first time in 1997. Throughout the period, the enterprise operated with an operating margin of 4-5%, which was insufficient to cover extraordinary and depreciation expenses in 1995 and 1996. The enterprise generated negative cash flows from operations in 1995 and 1996. In the latter year, a short-term loan assisted in balancing the books of the enterprise, but still the cash-position decreased. In 1997, the overall cash position of the enterprise improved again as current assets were reduced;

d)
the enterprise operates adequate accounting and management systems suitable for its operations and sufficient to support external audit requirements, which have been done since 1995;

e)
the enterprise's sales and revenue projections are considered conservative and realistic in the absence of any increase in marketing efforts beyond the areas in which they are established;

f)
«Combine Torgtekhnika» does not have any commitments to contribute to any other investment programs than ODS phase-out sub-project, except the case that in 1998-1999 it had a potential obligation to buy assets from a related enterprise; and

g)
the initial financial projections made for the years 1998 through 2002 indicated that, only under pessimistic sales projections, a cash flow short fall of about USD100, 000 and USD45, 000 would exist in the first two years of the projection period. Under the baseline and optimistic sales projections the enterprise is profitable in 1998 and it also generates sufficient internal cash flow to be able to fulfill its social and financial obligations as well as ODS investment costs. It was noted that prolongation of the enterprise’s financial obligations would mitigate the financial situation at «Combine Torgtekhnika».

21.
Enterprise Financial Viability Verification.  During the CPPI appraisal mission and in subsequently in January 2000, the above financial viability evaluation was updated, with specific reference to the issues identified above. Utilizing the preliminary financial data (Balance Sheet and Income Statement) for year 1999, , the following summarizes the information obtained and results in undertaking verification of «Combine Torgtekhnika» financial viability:

a)
«Combine Torgtekhnika» presented documentation confirming repayment of the short-term loan to a local bank in 1998 and has not assumed any additional debt;

b)
the purchaser of assets of a related enterprise has been deferred indefinitely;

c)
analysis of «Combine Torgtekhnika»’s 1999 financial results shows that the enterprise’s turnover reached the level of USD1,252,000. Net operational income (before depreciation) comprised USD67,000. The enterprise realized net cash flow from operations of USD34,000. In terms of trends, while some increase in turnover was noted in comparison to the previous year, it is noted that cash flow decreased from the more than USD100,000. This was primarily attributable to the RUR exchange rate depreciation and debt repayment;

d)
current and quick ratios were stable since first financial evaluation made in February 1998. The length of operating cycle increased from 84 days up to 122 since 1997, mainly due to increased length of accounts receivable turnover from 21 to 51 days. At the same time length of outstanding payables decreased significantly from 139 to 82 days;

e)
in 1999 profit margin was 1.3% a drop from 5% in 1997, but a slight increase from 0% recorded in 1998;

f)
the enterprise plans to decrease social expenses and terminate this activity in year 2000 which will have a positive effect in reducing its operating expense and increasing margins;  and

g)
«Combine Torgtekhnika» completed civil works on trade hall in 1998. Currently refrigeration equipment and cash registers are exhibited there. The management of the enterprise intends to increase the area of the trade hall in the future, but no detailed investment plans had been prepared and is assumed to be deferred.

22.
Maximum Allowable Sub-Grant. The Montreal Protocol Multilateral Fund has not establish any cost effectiveness threshold for the refrigeration servicing sector and, hence, no cost effectiveness constrained maximum sub-grant will be applicable to the sub-project, and the sub-grant amount can be determined on the basis of eligible incremental investment costs and Grant Agreement procurement procedure applicability.
23.
Eligible Costs. It was determined at appraisal that, while all incremental investment costs defined above (Paragraph 9) are considered as eligible costs, eligibility will be limited by the procurement methods specified in the Project Grant Agreement. The use of own labor forces for civil works disqualifies these costs. Hence, the appraisal mission concluded that the sub-grant would be limited to cover imported and local equipment and consulting services procured in accordance with the Grant Agreement. 

24.
Proposed GEF Sub-Grant and Cost Effectiveness. The proposed sub-grant based on that eligible incremental investment costs as appraised and the application of procurement practices in accordance with the Grant Agreement is USD2,237,177.  In terms of new ODS consumption phase-out anticipated from the sub-project the appraisal team recognized that this will be dependent on the effectiveness of the recovery and recycling scheme, and the degree to which direct conversion existing equipment from CFC-12 is implemented. In turn, both will depend on the availability and price of CFC-12 after the sub-project is implemented. At that time the only legal supplies of CFC-12 will be from material pre-purchased by the enterprise and the material banked by ODS producers under the quotas provided for under current regulations, prior to July 1, 2000 when production closure is anticipated to take effect. «Combine Torgtekhnika» is unlikely to have the capacity to pre-purchase any significant amount of material and will be dependent on banked material. Current indications are that the amount of such material will be limited and the price will increase to levels at least equivalent to substitute materials. On this basis the appraisal team supported the estimated phase-out of 83.2 MT ODP stated in the sub-project document and the resulting sub-project cost effectiveness is USD26.89/kg ODP, as being reasonable.  However, it is acknowledged that this is speculative.  Furthermore, it will require the operation of economic instruments that will dictate higher ODS prices and effective regulatory controls on the distribution of CFC-12 from banked supply sources and on the eventual availability of illegally imported supplies. 

25.
Enterprise Viability and Contribution Capacity. The above information was used to prepare an updated financial projection for the period 2000 through 2003. This is based on the following assumptions: i) June 1999 exchange rates; ii) fixed servicing fees as of June 1999; sales projections based on 1-2% annual growth from a base of actual 1999 sales; iv) recycling / reclaim scheme starts in October 2001; and v) «break even» operation of recycle and reclaim scheme . The results of these projections are presented in Table 5 demonstrate that the enterprise has the internal capacity to sustain its contribution to the sub-project on the basis of internally generated revenue. This conclusion is conditional on the applicability of tax exemptions being applicable, noting that the enterprise would not have sufficient capacity to cover these as part of its contribution.  The appraisal team also concluded that the enterprise appears sustainable financially in the medium term after undertaking the required investment, subject to the qualifications associated with uncertainties in the ability of the recovery and reclaim centers to sustain themselves.

26.
Economic Basis for the Recovery and Reclaim Scheme. The appraisal team recognized that the effectiveness of the recovery and reclaim scheme generally and, by implication, the forecasted revenue from reclaim and recycle centers is speculative and significantly depends upon pricing of CFC-12. As discussed above, the price of CFC-12 is anticipated to rise with the closure of ODS production capacity in mid-2000, but to what degree remains uncertain.  As a consequence,, an economic analysis of the scheme was undertaken during appraisal with the participation of the enterprise.  Based on experience elsewhere, specifically in Central Europe, a fundamental perquisite of the scheme is that the individual technicians should see the benefit in recovering ODS and using reclaimed CFC-12. Consistent with this, it was agreed that technicians will be paid for the amount of ODS they return to the reclaim center, and that this payment would be a percentage of market price. For purposes of this analysis, a figure of 25% has been used. At the same time, the technician should be allowed to buy reclaimed ODS at a price lower than market price (price of material purchased from ODS Banks). In the initial projections, the selling price of reclaimed ODS to technicians would be 75% of market price. Utilizing estimated operating and maintenance costs for the reclaim centers, inclusive of costs for the return of recovered CFC-12 through payment to technicians, the «break even» price for CFC-12 is estimated to be approximately 1.50 USD/kg for the enterprise during the first two years of operation.  This price is greater than current prices prior to production closure, but should be below anticipated prices in the future. It should be noted that prices in neighboring countries formally dependent on Russian supply, notably Ukraine, saw an immediate significant increase in price upon initiation of the March 1, 2000 export ban from Russia. As of March 1, 2000 brokerage prices for CFC-12 from banked supplies in Ukraine have been reported to approach USD3.00/kg.

27.
Financing Plan. The sub-project financing plan requires the financing of USD2,275,804 in post appraisal investment expenditures. The GEF Sub-Grant is proposed to provide USD2,237,177 of this requirement. The enterprise post appraisal investment contribution of USD38,628 will be financed by a combination of barter arrangements and free cash flow.

TABLE 5

«Combine Torgtekhnika» 

Financial PERFORMANCE projections
	Model Income Statement, '000 USD
	1999 preliminary
	2000
	2001
	2002
	2003

	
	
	
	
	
	

	NET SALES REVENUES
	 1 252 
	 1 265 
	 1 290 
	 1 316 
	 1 316 

	
	
	
	
	
	

	OPERATING EXPENSE 
	 (1 185)
	 (1 197)
	 (1 220)
	 (1 245)
	 (1 245)

	
	
	
	
	
	

	Net Operating Income, ODS
	 -   
	 -   
	 11 
	 21 
	 21 

	
	
	
	
	
	

	NET OP. INC. BEFOR DEPR. 
	 67 
	 68 
	 80 
	 91 
	 91 

	
	
	
	
	
	

	TOTAL NET OP. INC. BEFORE DEPR.
	 67 
	 68 
	 91 
	 112 
	 112 

	
	
	
	
	
	

	Total depreciation 
	 40 
	 39 
	 267 
	 267 
	 267 

	     Depreciation
	 40 
	 39 
	 39 
	 39 
	 39 

	     Project Depreciation
	 -   
	 -   
	 228 
	 228 
	 228 

	
	
	
	
	
	

	NET OP. INC. BEFORE INT 
	 28 
	 29 
	 (186)
	 (176)
	 (176)

	
	
	
	
	
	

	     Net Interest on Bank Credits
	 -   
	 -   
	 -   
	 -   
	 -   

	
	
	
	
	
	

	NET OPERATING INCOME
	 28 
	 29 
	 (186)
	 (176)
	 (176)

	
	
	
	
	
	

	Other Income(net)
	 (5)
	 -   
	 -   
	 -   
	 -   

	
	
	
	
	
	

	NET INCOME BEFORE TAX
	 23 
	 29 
	 (186)
	 (176)
	 (176)

	Profit Tax (35%)
	 7 
	 9 
	 -   
	 -   
	 -   

	
	
	
	
	
	

	NET INCOME AFTER TAX
	 16 
	 20 
	 (186)
	 (176)
	 (176)

	Add Back Depreciation
	 40 
	 39 
	 267 
	 267 
	 267 

	Net Cash Flow
	 56 
	 59 
	 80 
	 91 
	 91 

	Net Change in working capital
	 (21)
	 (1)
	 (3)
	 (3)
	 - 

	Cash flow from operations
	 34 
	 58 
	 78 
	 89 
	 91 

	Financial inflows/outflows
	 -   
	 -   
	 -   
	 -   
	 -   

	Available for Investments and Distributions
	 34 
	 58 
	 78 
	 89 
	 91 

	ODS investment
	 -   
	 37 
	 -   
	 -   
	 -   

	Other investments
	 -   
	 8 
	 -   
	 -   
	 -   

	Free cash flow
	 34 
	 14 
	 78 
	 89 
	 91


G. Environmental Analysis 

28.
«Combine Torgtekhnika»’s main facilities are located within the City of Ekaterinburg. The nearest residential development is situated 330 meters southwest from the site. The enterprise borders on garages and turnpike road in the north, with industrial zone in the south. Such enterprises as «Uralmezhavtotrans» and «Uralenergotsvetmet», as well as a gas station are located in the industrial zone. In accordance with Sanitary Norms and Rules N 2.2.1/2.1.1.567-96, sanitary zone of 300 m has been established for the enterprise. This is observed in all directions. The enterprise has all necessary environmental permits and license for operation with environmentally hazardous materials and substances. The overall environmental situation in the enterprise’s area is poor. Air pollution indexes exceed the established maximum permissible concentration for residential areas by 1.5 and 2.7 times. The enterprise itself has 48 fixed sources of pollutant emissions. Domestic and industrial wastewater (including discharges from the shop of refrigerating equipment repair) are discharged into municipal sewerage system. Process wastes, including oil contaminated with minor amounts of CFC-12 from the refrigerating equipment repair shop, are transported to special organizations for utilization. The enterprise operates is own control service with responsibility for accident prevention, labor and environmental protection. However this service does not carry out control over pollutants emissions and discharges. Special laboratories are invited once a year for these purposes.

29.
The major environmental benefit impact of the proposed sub-project is the phase-out of new CFC-12 consumption through conversion of equipment and recycling of existing CFC-12 in unconverted equipment, hence a reduction in long term ODS emissions to the atmosphere. The evaluation of the sub-project itself indicates that any negative environmental impact would be associated with fugitive emissions of refrigerants (HFC-134a, HFC-404a). HFC-134a/HFC404a is not considered to have a significant effect on local air quality. However, HCFC-22 (short-term alternative) has a global warming potential (GWP) equal to 1700; HFC134a and HFC-404a (long-term alternatives) has a GWP equal to 1300 and 3750 respectively. In the context of the GEF Operational Strategy, this provides a net reduction relative to continued use of CFC-12 with a GWP of 7300. The modernization of production process will not resulted in increase of gross pollutant emissions and discharges. Refrigerant mixes are not classed as flammable and explosive substances that would come under local regulatory control. Oil waste from the refrigerating equipment repair shop will be sent, as is currently done, to OJSC «VIZ-STAL» for their further processing under contractual agreement in its licensed facility. Sub-project implementation is supported by the State Environmental Committee of the Sverdlovsk Oblast (conclusion of 08.06.99 No 1302). However, after equipment selection, design documentation finalization, including a draft list of environmental requirements applicable to the design, this is to be submitted to the State Environmental Expertise. 

H. Sustainability

30.
The appraisal mission concluded that the proposed sub-project was generally sustainable. «Combine Torgtekhnika» is servicing a stable and potentially expanded market. The enterprise has survived a period of major economic dislocation in Russia and maintained a profitable operation. It has the basic technical capability to undertake the sub-project having a stable employee base of well trained staff and physical infrastructure whose skills can readily be upgraded with the training and technical assistance provided under the sub-project. As elaborated elsewhere in this appraisal, this conclusion remains subject to mitigation of risks inherent in the viability of the recovery and reclaim scheme and the incentives for conversion of existing equipment.

I. Benefits

31.
The major direct benefit of the sub-project is the phase-out of an estimated 83.2 MT/year of CFC-12 consumption. Beyond that, the implementation of this and the two companion sub-projects will provide valuable experience in this critical area of residual ODS phase-out management as Russia adjusts to the absence of ODS production capability once it achieves effective compliance with its obligations under the Montreal Protocol. This will be particularly important in the implementation of similar projects on a local and regional basis as is anticipated through utilization of the small grant capacity provided for in the third tranche work program. It also provides an opportunity to introduce locally developed «drop in» technologies, the use of which is considered very important for minimizing sustained CFC-12 demand in existing equipment anticipated to remain operational in the long term. Finally, a major indirect benefit is also achieved by the sub-project in mitigating the adverse economic and social impacts that could arise in the region as a result of limited CFC-12 supply after ODS production closure in 2000.  In the absence of the sub-project, operators of commercial refrigeration equipment would be forced to replace units before their useful life had expired with associated economic costs. Alternatively, these particular applications would cease to be served, which would cause social hardship in the food production, processing and distribution sectors. 
J. Risks

32.
The major risk associated with the sub-project implementation relates to the financial viability of the recovery and conversion activities, especially with reclaim and retrofitting centers operation and their ability to generate revenue. The issues of revenue generation depends significantly upon availability and pricing of CFC-12. As discussed in previous sections, mitigation of this risk must be based on ensuring that the supply and pricing of CFC-12 are regulated. Such controls are understood by the appraisal mission to be under development at the national level in relation to the management of banking transactions and strengthening enforcement capacity respecting imports of illegal material. At the enterprise level, it is also recommended that monitoring of the operation of the effectiveness of the recovery and re-claim scheme and conversion of existing equipment needs to be implemented.
33.
The other major potential risk to sub-project implementation is associated with the absence of enterprise's capacity to pay applicable VAT and custom duties. For this reason, specific SGA conditionality demonstrating the application of the exemption mechanisms understood to be available is required prior to allowing major disbursements for equipment whose delivery might be held up. Some risk may also be associated with training of staff but this is effectively mitigated by the provision of resources to support this and the availability of qualified training capacity in Russia, in other countries in Central Europe, and service organizations in OECD countries. Other implementation or technical risks are considered minor and within the enterprise's direct control.
K. Conditionality

34.
The terms and conditions set out in the standard Sub-Grant Agreement form agreed between the Bank and CPPI for the sub-project covers the general conditionality requirements applicable to this sub-project and were reviewed with the enterprise at appraisal. These include provision for the monitored decommissioning of designated baseline equipment (Table 2). Failure to complete this immediately upon commissioning of the equipment supplied under the sub-project is considered as grounds for default and sub-grant repayment. In addition, the appraisal team recommends that the following sub-project specific provisions are to be included in the Sub-Grant Agreement:

a) an obligation to provide, during the term of the SGA and a period of three years thereafter, financial and operational reports which shall include quarterly reporting of operational activity and revenues on a comparative basis to those used in the above financial projections, as well as specific reporting of CFC-12 utilization external purchases, applicable prices, and, after sub-project implementation, amounts of CFC-12 recovered and reclaimed and ODS consumption capacity displaced by conversion of existing equipment;

b) as a condition of "no objection" for equipment contract packages involving imported equipment, the enterprise shall present evidence satisfactory to the Bank that an exemption can be obtained under applicable Russian legislation and that the administrative steps necessary to obtain that exemption have been initiated, or alternatively the enterprise shall demonstrate the availability and dedication of sufficient cash resources to pay for any import duty obligations; and

c)
as a condition of disbursement, environmental evaluation and associated approval documentation prepared in accordance with the Russian Construction and Environmental Regulatory Norms and consistent with World Bank Category B requirements will be submitted for  the Bank’s review and «no objection».

L. Recommendation

35.
This sub-project is recommended for sub-grant funding from the Global Environmental Facility Trust Fund in the amount of USD2,237,177, subject to signing of a Sub-Grant Agreement with the State Committee of the Russian Federation for Environmental Protection, acceptable to the Bank and containing the above conditionality.

Attachment 1

CPPI Appraisal mission to the enterprises

of III tranche of the GEF ODS Consumption Phase-out Project
An appraisal mission visited JSC «Combine Torgtekhnika» (Ekaterinburg) in the period from June 9 to June 11, 1999. 
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FIGURE 1

EKATERINBURG TORGTEKNIKA – REFRIGERANT CONVERSION SUB-PROJECT

IMPLEMENTATION SCHEDULE
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TABLE 3

Ekaterinburg Torgteknika Refrigeration Servicing Conversion Sub-project

ESTIMATE OF INCREMENTAL COSTS AND FINANCING SUMMARY

[image: image2.png]ITEM| COST COMPONENT PRE-JUNE/99 POST APPRAISAL EXPENDITURES TOTAL  |ENTERPRISE FINANCED | PROPOSED
NoO.| EXPENDITURES 1999 (June Dec) 2000 2001 SUBPROJECT | PRE- POST. GEF
LOCAL | FOREIGN | LOCAL | FOREIGN | LOCAL | FOREIGN | LOCAL | FOREIGN cost APPRAISAL | APPRAISAL | FINANCED
1.0|Equipment for technicians
1.1|Recovery units (220) 242000 242000 242,000
1.2|Spare fiters (1 lat) 12,100 12,100 12,100 -
1.3|Portable charging units (220) 338,800 338,800 338,800
1.4|Portable leak detectors (490) 107 600 107 600 107 600
1.5|Portable brazing/soldering units (220) 108,900 108,900 108,900
1.6|Portable flushing units (50) 46,200 46,200 46,200
1.7|Acid test kits (490) 6468 6468 6468
1.8|Charging glass (200) 132,000 132,000 132,000
19|14 kg recovery cylinders (220) 24,200 24,200 24,200
1.10[30 kg recovery cylinders (50) 13750 13750 13750
1.11|Toolbox for technicians (490) 468,930 468,930 468,930
2.0|Regional recycling centers
2.1[Recyeling units (17) 124850 124850 124850
2.2|Spare fiters (1 lat) 6078 6078 6078 -
2.3|Refiigerant purity tester (17) 18700 18700 18700
2.4[Recovery units (17) 31,790 31,790 31,790
25(Check-mate cont. kits (17) 3740 3740 3740
25|50 kg recovery cylinders (50) 16500 16500 16500
27 [Refiactometers (17) 18700 18700 18700
28|Electronic scales (17) 13090 13090 13090
28|Vacuum pumps (17) 74500 74500 74500
3D|Central reclaim and storage facility
3.1 [Reclaim unit (1) 60,500 60,500 60,500
3.2|Spare fiters (1 lot) 4950 4950 4950 -
3.3Electronic scale (1) 5500 5500 5500
3.4Gear purnp (1) 3300 3300 3300
35Cylinder pre-evacuation (1) 5500 5500 5500
3BCylinder filling station (1) 22000 22000 22000
3.7|Gas chromatograph (1) 27 50 27 500 27 50
38|Cylinder cleaningfdrying inst. - eng. (1) 5500 5500 5500 -
3.9Karl Fisher moisturs tester (1) 13.200 13.200 13.200
5.10/1000 kg tanks (5) 6250 6250 6250
4D|Training center
4,1|Training software + computers 18,140 18,140 18,140
4.2|Recoveryfevac/charging unit (1) 4950 4950 4950
42|Recovery unit 2) 2200 2200 2200
44Portable charging station () 3080 3080 3080
45(Senice tools (5) 16500 16500 16500
45 |Evacuation/charging tools (5) 5500 5500 5500
4.7 Tube bender (5) 275 275 275
48(Flushing units (2) 1540 1540 1540
4.3|Brazing kits (&) 2475 2475 2475
4.10|Portable leak detectors () 1,100 1,100 1,100
4.11|Mutimeter (5) 1375 1375 1375
4.12|Electronic scale (1) 770 770 770
4.13Charging cylinder (2) 1210 1210 1210
41414 kg recovery cylinder (2) pzil pzil pzil
50|Production equipment
5.1 Oiltefrigerant charging unit (1) 66,000 66,000 66,000
5.2|Ulrasonic washing machine (1) 77,000 77,000 77,000
5.3|Portable leak detectors () 1320 1320 1320
6.0[Other costs
6.1 Training costs 79054 79054 79054
6.2|Exchange of experience 16500 16500 16500
7.0|Ciil works
7.1 [Building reconstruction, ventilation, 10,000 10,000 10,000
de-commisioning of baseline
SUB-PROJECT TOTALS - - - - 120,162 | 2,185,643 - - 2275805 - 36628 223777
PREJUNESS POST APPRAISAL EXPENDITURES TOTAL SUB-PROJECT
EXPENDITURES 1999 (June Dec) 2000 2001 EXPENDITURES
LOCAL | FOREIGN | LOCAL | FOREIGN | LOCAL | FOREIGN | LOCAL | FOREIGN LOCAL | FOREIGN TOTAL
ENTERPRISE FINANCING - - - - 16500 5127 - - 16500 5127 36628
PROPOSED GEF GRANT - - - - 104662 | 2132515 - - 104662 | 24132515 2237177





TABLE 4

EKATERINBURG TORGTEKNIKA ODS CONVERSION SUB-PROJECT

[image: image3.png]DESCRIPTION OF GOODS, SERVICES,
OR WORKS

NO. of
PACKAGES|

PACKAGE
TYPE
(Note 1)

ESTIMATED
PACKAGE
AMOUNT (US$)

FINANCING

PROCUREMENT|
METHOD

PROCUREMENT SCHEDULE

(Note 2)

TENDER

AWARD

COMPLETE

Senice/Production type equipment consisting of

Lot 1 - Senice Equipment
Recovery units - 222 pes

Spare fiters for above

Portable charging units - 222 pes
Portable leak detectors - 501 pes
Portable brazing/soldering units - 225 pes
Portable flushing units - 62 pes

Acid test kits - 490 pes

Charging glasses - 202 pes

14 kg recovery cylinders - 222 pes

30 kg recovery cylinders - 50 pes
Toolbox for technicians - 490 pes
Recyeling units - 17 pes

Spare fiters for above

Refigerant purity tester - 17 pes

High capacity recovery units - 17 pcs
Check-mate contarmination kits - 17 pes
50 ky cylinders - 50 pes

Oil refractometers - 17 pes

Electronic scales - 18 pes

High capacity vacuum purnps - 17 pes
Recovery/evacuation/charging unit - 1 pe.
Senice tools - 5 sets
Evacuation/charging tools - 5 sets

Tube bender - 5 pcs

Mutimeters - 5 pes

1,000 kg storage tanks - 5 pes

Lot 2 - Central Reclaim Facility
Reclaim machine - 1 pc

Spare fiters for above

Electronic scale (2,000 kg) - 1 pe.

Gear purnp for contarminated refrigerant - 1 pc.
Cylinder pre-evacuation unit - 1 pc

Cylinder filling station - 1 pc

Gas chromatograph - 1 pc

Karl Fisher maisture tester - 1 pc
Oiltefrigerant charging station - 1 pc

Lot 3 - Ultrasonic washing machine - 1 pc

Equipment for training consisting of
Training software + computers

Exchange of experience/Training

Plant preparation for comversion consisting of:

Site preparation (electrical works, pressurized air,
water, conditioning, vertilation, foundation)

Regulatory approvals (enviranmental)
De-commissioning of baseline

Cylinder cleaning/drying/inspection - engineering

G

CF

oW

CF

oW

CF

$2,145611

§1860,161

$208 450

$77.000

§19,140

$95 554

$6,000

$2,000
$2,000

$5.500

GEF/enterprise
(Note 3, 4)

GEF

GEF

Enterprise

Enterprise
Enterprise

Enterprise

[}

NS

SLF

NiA

NiA

NiA

NiA

7

/1m0

7

NiA

NiA

NiA

NiA

1171100

10/1100

gm0

4nm

21

4nm

SUB-PROJECT TOTAL

$2.275,805

Note 1: G - Goods, CW - Ci

Note 2: ICB - International Competitive Bi

Note 3: Entery

| Works, S&1 - Supply and Install, TK - Turnkey, CF - Consulting Firm, C! - Individual Consultant, TR - Training.

g, IS - International Shopping,NS - National Shopping, SLF - Short Listed Firm.

will finance spare filters amounting $ 18,178

Note 4: Enterprise will finance spare filters amounting $ 4,950




PROCUREMENT PLAN

