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ABBREVIATIONS AND ACRONYMS

Bank
    The World Bank 

CFC

Chlorofluorocarbon

CIS

Commonwealth of Independent States

CPPI
Centre for Preparation and Implementation of International Projects on Technical Assistance

DM
    German Marks

GA
    Grant Agreement

GEF

Global Environmental Facility

GWP

Global Warming Potential

G 

Goods

HCFC

Hydrochloroflourocarbon

HFC

Hydroflourocarbon

IBRD
International Bank for Reconstruction and Development

ICB 

International Competitive Bidding

IS 

International Shopping

JSC

Joint Stock Company

MP

Montreal Protocol

MPMF

Montreal Protocol Multilateral Fund

MT

Metric Ton

NS 

National Shopping

OECD

Organization for Economic Cooperation and Development

ODP

Ozone Depleting Potential

ODS 

Ozone Depleting Substances

RUR

Russian Rubles

SCEP

State Committee of the Russian Federation for Environmental Protection

SGA

Sub-Grant Agreement

SLF 

Short Listed Firm

USD

US Dollars

VAT

Value Added Tax

XPE

Extruded polyethylene

RUSSIAN FEDERATION

OZONE DEPLETING SUBSTANCE CONSUMPTION PHASE-OUT PROJECT

THIRD TRANCHE SUB-PROJECT APPRAISAL REPORT

JSC «NELIDOVO PLASTICS PLANT»

A.  Introduction

1.
This appraisal report documents the results of the appraisal undertaken on a non-insulating foam sector ODS consumption phase-out sub-project being proposed by JSC «Nelidovo Plastics Plant» (Nelidovo). ODS phase-out opportunities at Nelidovo were originally identified during an independent bilateral technical assistance initiative funded by the United States Trade Development Agency in 1997.  On this basis, it was included in the third tranche preparation phase of the Global Environmental Facility (GEF) Russian Federation ODS Consumption Phase-out Project (the Project) and an investment Sub-Project Document was subsequently developed with the support of an international consulting firm.  This document was 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. However, subsequent to GEF approval during pre-appraisal the originally selected technology was found to be impractical and additional equipment replacement requirements were identified to ensure safe operation with the hydrocarbon based phase-out technology ultimately selected. This resulted in the development of a revised Sub-Project Document and its re-submission for STAP/OORG review.  This appraisal report is intended for submission to the World Bank as the implementing agency for the Project, for «no objection» and forwarding to the GEF Secretariat for CEO endorsement in accordance with the third tranche work plan approval by the GEF Council in May 1999. 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 on JSC «Nelidovo Plastics Plant» between June 1 and 3, 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 relies 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 December 29, 1998 and September 8, 1999;

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

· Russia ODS Phaseout Projects for the Solvents, Halons, and Non-insulating Foams Sectors. ICF Incorporated, ICF/EKO, January 14, 1997;
· World Bank, Ozone Operations Resource Group, GEF Project Review, Non-Insulating Foams. M. Jeffs, May 1998;
· Preparation and enterprise financial evaluation of non-insulating foam sub-projects for funding in the third tranche of GEF. Final Report: Part 2: Enterprise Financial Evaluation and Detailed Sub-Project Preparation. «Nelidovo Plastic Plant» company (Nelidovo). ICF Incorporated, ICF/EKO, January 1999;
· World Bank, Ozone Operations Resource Group, GEF Project Review, Non-Insulating Foams. M. Jeffs, October 1999;
· Project Document: JSC Nelidovo Plastic Plant – conversion from CFC-12 in Extruded Polyethylene production. COWI, September 1999;

· World Bank, Ozone Operations Resource Group, GEF Project Review, Non-Insulating Foams. M. Jeffs, December 1999;
· World Bank, Ozone Operations Resource Group, GEF Project Review, Non-Insulating Foams. M. Jeffs, March 2000;
· 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.
JSC «Nelidovo Plastics Plant» is located 6 km north-west from the town of Nelidovo in the Tver region. It was established in 1963 as a producer of plastic parts for the automotive and domestic refrigeration sectors. This enterprise was privatized as a joint stock company in February 1993. The company’s major shareholders are two individuals, who own 31.8% and are active in the firm’s management. The remaining ownership is widely distributed among other shareholders that are mainly individuals. No shares are owned by the state and foreign shareholders. JSC «Nelidovo Plastics Plant»’s main customers are located in the central part of Russia, close to the company, in Tver region, in the cities of Moscow and St. Petersburg.

3.
The enterprise manufactures a number of extruded polyethylene (XPE) plastic goods, such as thermoplastic sheets; plastic spare-parts for automobiles, polyethylene film, hot moulded goods (plastic kitchen-sinks, wash-bowls, etc.), and vilatherm (foamed polyethylene) as well as electric heaters and other consumer products. The distribution of production varies but is currently 15% for XPE products and 74.9% for electric heaters. Overall average capacity utilization of enterprise is about 30%, having decreased in recent years mainly due to decline of demand of its main product - thermoplastic sheets. The enterprise does not export any products where CFC is used in the production. The enterprise’s competitors for extruded polyethylene (XPE) products that utilize CFC-based technology have traditionally been both foreign and domestic, although the former have become less competitive since the August 1998 devaluation of the ruble.  The main domestic competitor is JSC «Stroidetal» in Moscow. 80% of foamed polyethylene products are sold in Moscow and Moscow Region at prices competitive with JSC «Stroidetal». 

4.
JSC «Nelidovo Plastics Plant»’s XPE product lines are currently based on the use of CFC-12 as blowing agent. Table 1 provides a profile of output of main groups of products and foam blowing agent consumption from 1994 through 1999 with an estimate for 2000. The original ODS phase-out strategy was to replace CFC-12 with butane and carbon dioxide as interim technology and carbon dioxide as long term technology, and this was the basis for the sub-project included in the third tranche work program approved by the GEF in May 1999. At that time, the total incremental investment costs were estimated to be USD 993,850 with GEF sub-grant financing of USD 655,000 being proposed. However, prior to appraisal, the enterprise found that access to the originally technology would not be practical due to its proprietary retention by the international firm who owned the technology. It was also found that some essential safety measures had been overlooked in the original sub-project preparation, namely the need to replace leaking extruders that would not have been suitable for flammable substances. This equipment (Table 2) was identified as the baseline equipment in the revised Sub-Project Document and has been confirmed at appraisal as the equipment to be subject to monitored disposal in the Sub-Grant Agreement (SGA). As a result, the sub-project was re-prepared based on more conventional butane technology. 

TABLE 1

JSC «Nelidovo Plastics Plant»

output of main groups of products and foam blowing agent Consumption (MT)

Production/

Consumption in MT
1994
1995
1996
1997
1998
1999


2000

estimated

Sheet
-
5.4
20.0
9.0
34.0
 22.0
50.0

Rod
240.0
207.0
87.0
215.0
85.0
106.0
160.0

Total XPE
240.0
212.4
107.0
224.0
119.0
128.0
210

CFC-12
62.0
50.5
33.5
76.6
40.6
43.7
46.0

Note: Total estimated consumption for following years is 2001- 48.0 MT 
TABLE 2

BASELINE EQUIPMENT

Equipment
Capacity
Year of purchase
Action proposed

Extruder, LV-PR 90/160-100
70 kg/h

3-30 m/min
1984
Disassembly with further electric drive utilization*; The rest parts are subject to scrap

Extruder, LV-PR 90/160-100
70 kg/h

3-30 m/min
1984
Disassembly with further electric drive utilization*; The rest parts are subject to scrap

* electric drive for sale
B. Objectives

5.
The objective of the sub-project proposed by JSC «Nelidovo Plastics Plant» is to phase-out of ODS in the production of XPE foam products through conversion of CFC-12 used as foam blowing agent into butane.

6.
The objective of this sub-project appraisal is to critically assess the proposed sub-project as meeting the above and to verify its eligibility of the sub-project for GEF funding. This specifically includes: 

a) confirmation of the sub-project's baseline, 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 sub-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; and 

i) recommendation of appropriate conditions for inclusion in the Sub-Grant Agreement.

D. Sub-Project Description and Cost Estimates
7.  Sub-Project Scope. The overall scope of the appraised sub-project covers the complete conversion of all manufacturing operations from the use of ODS to non-ODS substances. Its principal components are: 

a)  replacement of two extruders;

b)  installation of butane tank system; 

c)  installation of process ventilation for safe operation; 

d)  electrical grounding of equipment and; 

e)  civil works for insurance of safe operation. 

Secondary incremental investment components are: 

a)  environmental assessment and approvals; 

b)  safety audits (separately funded); and 

c)  test and trials, internal training, dismantling and destruction of equipment and facilities utilizing ODS  (Table 2).

8.
Incremental Investment Costs. Table 3 provides the detailed investment cost estimate developed at appraisal for the complete sub-project by specific investment items included within the overall sub-project scope defined above. It is based on quotations/market prices obtained for equipment during sub-project preparation in 1998 and was validated as being consistent with pricing of equipment alike on the international market at the end of 1999 by the appraisal technical consultant, with the qualification that the extruder estimate was not confirmed as current and was based on only one quotation.  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 1,160,500 exclusive of applicable taxes and inclusive 10% physical contingency. Of this sum, JSC «Nelidovo Plastics Plant» will finance USD 22,000. The appraisal mission noted that the sub-project scope and cost estimate has changed and the cost estimate has increased relative to that included in the May 1999 third tranche work plan approved by the GEF. 

9.
XPE Foam Conversion. The specific investments for the XPE foam conversion consist of the following:

a)
two extruders, one for XPE rods and one for XPE sheets, including dies, vapor monitoring system, anti-static blowers and spare parts;

b)
butane tank system comprising two tanks and a molecular sieve for de-odorizing;

c)
process ventilation with heat exchanger to reduce energy consumption; and

d)
electrical grounding of all equipment.

Table 3

JSC «Nelidovo Plastics Plant»

XPE FOAM CONVERSION SUB-PROJECT

ESTIMATE OF INCREMENTAL COSTS AND FINANCING SUMMARY

10.
The appraisal team judged all of the above investments to be required technically to complete phase-out of ODS used. The selection of butane is consistent with current practice throughout the world for XPE foam production as well as being consistent with the GEF Operational Strategy as a low GWP zero ODP technology. JSC «Nelidovo Plastics Plant» is proposing to purchase the two new extruders, vapor monitoring system, anti-static blowers and butane tank system with molecular sieve as a complete package (Table 3, Items 1.0 to 2.0 inclusive). Process ventilation and electrical grounding (Table3, item 3.1), regulatory approvals (Table 3, item 5.0), internal training (Table 3, item 4,0) and de-commissioning of the baseline equipment (Table 3, Item 3.2) will be done by the enterprise's own forces or procured using their own funds.

11.
VAT and Import Duties. The appraisal team noted that all costs have been presented excluding applicable VAT and import duties.  The estimated amount is for these items are:  VAT – USD 227,700 and import duties – USD 170,775. 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 as enterprise contribution. 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.

12.
Costs Eligible for Retroactive Financing. The appraisal mission did not identify any expenditure eligible for retroactive financing.

13.
Safety Costs. Due to the introduction of a highly flammable substance, the sub-project provides for a number of safety measures in the form of specific investments and implementation of specific operational and audit practices. These are:

a)
design enhancements of the new extruders for operation with flammable blowing agent;

b)
installation of a vapor monitoring system set at 10% of the lower explosion limit for butane in air and devices to disconnect electrical supply at 20% of this limit;

c)
grounding of all equipment and installation to equipotential point;

d)
process ventilation;

e)
explosion-proofing of building;

f)
butane tank system with molecular sieve for de-odorizing;

g)
safety training for operators and technical staff in safe operating practices and emergency procedures;

h)
establishment of a trained safety team made up of operators and technical specialists, reporting to senior management (not production management), who have authority to shut down production in the event of dangerous situations developing; and

i)
undertaking a safety audit by an independent expert/firm contracted by CPPI from the Project technical assistance funds, the scope of which involves monitoring the new operation through review of technical specifications and bid evaluation reports as well as visits prior and during equipment installation and during commissioning.

The appraisal team reviewed the safety related investment costs identified in the Sub-Project Document and concurs with the assignment of USD 512,875 incremental safety costs to the sub-project implementation. In this regard, it was noted that items identified as being eligible safety costs have increased by approximately USD 20,000 based on updated quotations. This compensates for the reduction in safety costs associated with the transfer of the safety audit out of the sub-project to CPPI’s technical assistance resources.

14.
Incremental Operating Costs. The conversion to butane involves marginal operating savings. The cost of butane is significantly lower than CFC-12 (USD 0.05/kg versus USD 0.53/kg). However, the costs of energy (35% increase), maintenance (5% of incremental equipment costs) and insurance are higher. The net annual savings in operating cost based on production and product mix for the year 1997 as presented in the September 1999 revised Sub-Project Document is USD 6,372. The appraisal mission concurs that this is representative for purposes of determining sub-project costs.

E. Sub-Project Implementation

15.
Sub-Project Schedule. The implementation schedule for completion of the ODS conversion will extend over a period of 17 months. Assuming that GEF CEO endorsement, NPAF Supervisory Board’s and outstanding regulatory approvals are obtained in May 2000, major procurement activities and works construction will be initiated in 2000, and the sub-project will be completed in the third quarter of 2001 when full production with non-ODS technology will commence. This schedule is presented in Figure1.

16.
Procurement Plan. The overall procurement plan developed at appraisal is provided in Table 4. Those items to be financed by the sub-grant will be procured in accordance with the applicable provisions of the Project Grant Agreement as amended.  It has been agreed that the GEF sub-grant be allocated to ICB package for the total estimated amount of USD 1,138,500.00 including two extruders, vapor monitoring, anti-static blowers, materials for test and trials and butane tank system with molecular sieve. The remaining goods and services will be acquired by the enterprise as its contribution using it usual commercial practices.

17.
Implementation Capacity. JSC «Nelidovo Plastics Plant»’s capacity to manage the sub-project implementation is judged to be good. Detailed plans for implementation of the work have been prepared by the enterprise, and adequate technical and project management capacity is readily available within the organization. The only area where assistance is felt to be required is in the administration of the World Bank procurement procedures. It was agreed at appraisal that the enterprise will provide a detailed technical specification. 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. CPPI will also contract for the necessary safety audit.

F. Enterprise Financial Evaluation and Sub-Project Financing

18.  Pre-Appraisal Enterprise Financial Viability Evaluation. A detailed enterprise financial viability evaluation was conducted on JSC «Nelidovo Plastic Plant» in the beginning of 1998 and documented in a confidential report made available for to the CPPI and the World Bank. The scope of this evaluation covered: 

a)  development and analysis of western-style income statements and balance sheets for the period 1992 through 1997; 

b)  analysis of enterprise. financing capacity; and 

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

Figure 1

JSC «Nelidovo Plastics Plant»
FOAM BLOWING AGENT CONVERSION 

SUB-PROJECT Implementation schedule

TABLE 4

JSC «Nelidovo Plastics Plant»

CONVERSION SUB-PROJECT Procurement plan
19.
The results of the pre-appraisal enterprise financial viability evaluation are summarized as follows:

a)
the enterprise has remained profitable through the period evaluated despite the difficult economic conditions in the country;

b)
in 1997, the enterprise had USD 10,070,100 in assets. Net sales revenue was USD 6,059,700 and an after tax income of USD 554,500 was recorded. Profit margins were consistently above 15% up to 1997 when they fell to only 9%. This was attributable to significant increases in raw material prices that were not reflected in selling prices;

c)
the enterprise has shown the capacity to make ongoing capital investments;

d)
the enterprise operates adequate accounting and management systems suitable for its operations and sufficient to support external audit requirements;

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)
the enterprise operated almost completely on a cash basis with only 16% of its sales being barter transactions. Only raw materials were accepted as barter payments;

g)
the enterprise did not have any arrears on tax and salary payments;

h)
the enterprise did not have any other investment obligations; and

i)
the initial financial projections made for the years 1997 through 2001 indicated that, under all variations of sales projections (base, conservative, pessimistic and optimistic scenarios), the enterprise will not experience liquidity problems and will be able to finance its part on ODS phase-out sub-project.

20.
Appraisal Enterprise Financial Viability Verification. During the CPPI appraisal mission and subsequently in January 2000, the above financial viability evaluation was updated. The following summarizes the information obtained and results of the updated evaluation:

a)
total fixed assets at the enterprise constituted USD 1,881,000 by the end of the 1st quarter of 1999. It’s amount decreased almost four times since 1997, however the main reason for this was Russian ruble depreciation compared to US dollar. Fixed assets constituted 72% of total assets and current assets amounted to 27%. The structure of assets remained almost constant since 1997. However it should be noted that, the share of accounts receivable in current assets decreased from 19% to 9% while the share of advance payments to suppliers increased from 2% in 1997 to 9% in 1999 (1st quarter);

b)
in the beginning of 1999 the total equity of the enterprise constituted USD 2,439,000, which corresponds to 94% of total liabilities. The residual 6% were presented by current liabilities. The structure of current liabilities remained constant over the 1997-1999 period;

c) analysis of JSC «Nelidovo Plastic Plant»’s financial results measured in RUR for 1998 and the first three months of 1999 shows stable net sales revenue of RUR 34 million. In the first quarter of 1999 the revenue was however a bit higher. Measured in USD net sales revenue for the first three months of  1999 was USD 494,000 and USD 1,729,000 in the first three quarters of 1999. The net operating margin increased from 13% in 1998 up to 17% in the 1st quarter of 1999 and decreased back to 1998 level in the third quarter of 1999. In 1999 (average 9 months) profit margin was 3% compared to almost 0% in 1998. In 1997 profit margin was 9%. The enterprise generated the net cash flow of USD 316,000 and USD 142,000 in 1998 and the first three quarters of 1999 respectively;

d) the situation with current and quick ratios became worth compared with 1998 level, however its level was still at satisfactory level of 2.3 and 0.5 correspondingly;

e)
the enterprise showed the capacity to invest USD 141,500 in 1998 and USD 27,000 in the first half of 1999 for production development and modernization from internal funds; and

f)
the enterprise does not have any tax or wage payments arrears.

21.
Maximum Allowable Sub-Grant. ODS phase-out was initiated by the enterprise in 1998. On this basis, it was determined that the average annual ODS consumption for the years 1995 through 1997 could be used for purposes of establishing the maximum allowable grant as governed by threshold cost effectiveness mandated by the MPMF (USD 8.22/kg ODP). This consumption was determined to be 76.6 MT. The maximum grant allowable for eligible costs under the sub-project would be USD 629,652. The conversion to flammable blowing agent requires a significant increase in incremental investment costs to provide adequate safety provisions. In similar applications associated with domestic refrigeration, these costs may be included in the sub-grant cost effectiveness calculation with the consequence that a higher sub-grant may be allowable within the MPMF threshold cost effectiveness. In the original sub-project, the proposed maximum allowable sub-grant noted above was calculated based on inclusion of eligible safety costs even though this is an exception to the MPMF practices. The approach was not questioned by the STAP/OORG reviewer, and the original sub-project was presented on this basis in the third tranche work plan submission with the exception related to inclusion of safety costs being specifically highlighted. No objections from GEF Council members on this point were recorded in the Council’s approval of the work plan. During the subsequent re-preparation of the sub-project due to the change in technology and addition of safety related incremental investment costs, the same approach was used with an increase in the maximum allowable grant to USD 1,138,500.  The appraisal team noted that in the absence of this increase, JSC «Nelidovo Plastics Plant» would have been unable to undertake phase-out in the light of higher investment costs. This in turn would have resulted in the loss of an opportunity to completely phase-out a significant residual source of ODS consumption. In reviewing the re-prepared sub-project, the STAP/OORG reviewer did note the proposed exception to the MPMF practice but concurred with its applicability on an exception basis.  This concurrence was conditional on the additional grant funding required for it being available within the overall amounts approved by the GEF within the third tranche work plan. 

22.
Eligible Costs. It was determined at appraisal that, while all incremental investment costs defined above (Paragraph 8) are considered as eligible costs, eligibility will be limited by the procurement methods specified in the Project Grant Agreement. The proposed use of enterprise’s labor forces for civil works disqualifies these costs. Hence, the appraisal mission concluded that the sub-grant would be limited to cover imported equipment procured in accordance with the Grant Agreement. 

23.
Proposed GEF Sub-Grant and Cost Effectiveness. The proposed grant based on that requested by the enterprise and the application of procurement practices allowing expenditures to qualify for sub-grant funding is USD 1,138,500. On this basis, the sub-project cost effectiveness is USD 8.17/kg ODP, with the inclusion of safety costs, which is within the maximum threshold for XPE foam investments. However, the appraisal team noted that this is greater than the sub-grant proposed in the approved third tranche work plan and supported it conditional on the availability of the incremental sub-grant funding required though re-allocation of funds within the total amount approved for the third tranche, such that no additional GEF funding is required.

24.
Enterprise Viability and Contribution Capacity. The above information along with the cost estimates developed at appraisal and requested sub-grant allocation based on eligible costs within the cost effectiveness threshold were utilized to prepare an updated financial projection for the period 2000 through 2003. This is based on the following assumptions: 

a)  September  1999  exchange rates;

b)  fixed real sales prices and production costs  as average (first) nine month 1999 level;

c) purchases of 71 MT  of CFC-12 for storage in year 2000. The price for CFC-12 was assumed to be equal to USD 0.45/kg; and

d) sales projections based on 5% annual growth from a base of actual first four months of 1999 sales projected to the full year.

The results of these projections are presented in Table 5. Based on this, it is concluded the enterprise has the internal capacity to sustain its contribution to the sub-project on the basis of internally generated revenue, with in excess of over USD 170,000 in free cash flow over and above that required to support the sub-project and other investment obligations. Similarly, the enterprise appears sustainable financially in the medium term after undertaking the required investment.

25.
Financing Plan. The sub-project financing plan requires the financing of USD 1,160,500  in post appraisal investment expenditures. The GEF Sub-Grant is proposed to provide USD 1,138,500 of this requirement. The enterprise post appraisal investment contribution of USD 22,000  will be financed by free cash flow.

TABLE 5

Financial projections of JSC «Nelidovo Plastic Plant», 2000-2003

MODEL INCOME Statement (USD ‘000)


3q 1999
1999
2000
2001
2002
2003









NET SALES REVENUES 
1 729
2 144
2 251
2 363
2 482
2 606









OPERATING EXPENSES
(1 526)
(1 891)
(1 986)
(2 085)
(2 190)
(2 299)

Incremental Operating Costs/Savings

-
-
-
4
4

Purchasing of CFC-12 for storage


(32)












NET OPER. INC. BEFORE DEPR.
203
252
233
278
296
311









Total depreciation
94
116
230
230
230
230

     Depreciation
94
116
116
116
116
116

     Sub-project Depreciation
-
-
114
114
114
114









NET OPER. INC. BEFORE INT 
110
136
3
48
66
81









     Net Interest on Bank Credits
-
-
-
-
-
-









NET OPERATING INCOME
110
136
3
48
66
81









Other Income(net)
(37)
(49)
-
-
-
-









NET INCOME BEFORE TAX
73
87
3
48
66
81

Profit Tax
24
26
1
14
20
24









NET INCOME AFTER TAX
49
61
2
34
46
57

Add Back Depreciation
94
116
230
230
230
230

Net Cash Flow
142
177
232
264
276
287

Net change in working capital
(4)
(5)
(11)
(11)
(12)
(12)

Cash flow from operations
138
172
221
252
264
274

Financial outflows/inflows
12
-
-
-
-
-

Available for Investments and Distributions
150
172
221
252
264
274

ODS Sub-project, enterprise own investments
-
-
-
22
-
-

G. Environmental Analysis

26.
The principal environmental effect of the sub-project will be positive through the permanent elimination of ODS usage within the enterprise. The evaluation of the sub-project itself indicates that any negative environmental impacts would be largely associated with fugitive emissions of butane. Furthermore, butane’s risk of flammability could cause consequential air emission in the event of it causing a fire in the facility. Evaluation of these potential impacts at appraisal indicated that the sub-project has included appropriate measures in the form of fugitive emission containment, operational leakage detection, secure storage facility design and confined space ventilation to mitigate these impacts. The sub-project does not involve any incremental wastewater discharges or waste management requirements. It was the appraisal mission's conclusion that the sub-project falls within the scope of the World Bank Category B project for purposes of environmental evaluation.

27.
The appraisal mission found that the enterprise has initiated the process of getting approval for sub-project documentation, and has the Conclusion of the State Committee of the Tver Oblast on Environmental Protection supporting the sub-project (Conclusion dated 06.10.98 #01-5/715). However, after completion of preparation of enterprise upgrading design and equipment selection, the sub-project documentation, including draft list of environmental requirements related to design, will be submitted to the State Environmental Expertise in accordance with the requirements of the Russian Federation legislation. The costs of completing this, along with additional monitoring facilities that are anticipated to be required, have been provided for in the sub-project cost estimate as part of the enterprise’s contribution.

H. Sustainability

28.
The appraisal mission concluded that the proposed sub-project was sustainable. JSC «Nelidovo Plastics Plant» is servicing a stable and potentially expanding market. The enterprise has survived a period of major economic dislocation in Russia and maintained a profitable operation.   This demonstrates that the enterprise has the technical and management capacity for continued operations in this business into the future, with significant potential for growth.

I. Benefits

29.
The major direct benefits of the sub-project is the phase-out of 46 MT/year of ODP consumption based on the current plant utilization and current consumption. Latent consumption potential based on full capacity utilization is approximately 160 MT/year ODP. The sub-project also contributes the long-term sustainability of the enterprise, which is the major employer in local community and offers significant import replacement potential.

J. Risks

30.
The major risk associated with the sub-project is related to the enterprise’s ability to ensure that it has adequate CFC-12 supplies to sustain itself through the lengthy sub-project implementation period. This risk is closely linked to the enterprise’s financial capacity to finance the purchase of 17 months CFC-12 supplies (estimated at 65MT) in advance of the anticipated closure of domestic ODS production or secure access to banked supplies. This expenditure has been factored into the enterprise financial viability assessment undertaken by the appraisal team (Paragraph 24, Table 5) and a demonstration of suitable supply arrangements will be applied as a condition of SGA effectiveness. The other 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 is warranted.  Some technical risk may also be associated with the introduction of flammable substances into the production operation. However, this is mitigated by the inclusion of a safety audit within the sub-project, the scope of which will cover review of specifications, compliance with local regulatory requirements, installation, commissioning and training. Other implementation or technical risks are considered minor and within the enterprise's ability to manage, under the assumption of demonstrated financial capacity.  

K.  Conditionality

31.
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 disposal 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, 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 and shall specifically demonstrate the current financial capacity;

b) as a condition of sub-grant effectiveness, the enterprise shall demonstrate that it has made arrangements for the supply of  65 MT of CFC-12 required to sustain its operations during sub-project implementation, inclusive of the financial capacity to legally secure these supplies;

c) as a condition of «no objection» for each equipment contract packages involving imported equipment, the enterprise shall demonstrate the availability and dedication of sufficient cash resources to pay for any import duty obligations, or alternatively 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;

d)
as a condition of «no objection» for the first equipment contract funded all or in part by the sub-grant, environmental evaluation and associated approval documentation, consistent with World Bank Category B requirements will be submitted for the Bank's review and «no objection».

L. Recommendation

32.
This sub-project is recommended for sub-grant funding from the Global Environmental Facility Trust Fund in the amount of USD 1,138,500 subject to signing of a Sub-Grant Agreement with the State Committee of the Russian Federation for Environmental Protection, acceptable to the Bank containing the above conditionality. It is also noted that the recommendation of this sub-grant is conditional on the availability of the incremental sub-grant funding required though re-allocation of funds within the total amount approved for the third tranche, such that no additional GEF funding is required.

Attachment 1

CPPI Appraisal mission to the enterprises

of III tranche of the GEF ODS Consumption Phase-out Project
An appraisal mission visited JSC «Nelidovo Plastic Plant» (Nelidovo) in the period from June 1 to June 3, 1999. 

The following lists the name of participants, their affiliation and responsibility.

1. 
Knoroz Vladimir I.


Mission Leader, Deputy Executive director, CPPI Ozone Division

2.
Filina Maria A. 


Specialist on procurement, CPPI

3.
Chernova Svetlana V.


Specialist on ecology, CPPI

4.
Nielsen Ole R.


Technical expert, CPPI Consultant

5.
Novichkov Boris M. 


Financial expert, CPPI Consultant

6.
Kalashnikov Andrei S.


Technical expert, CPPI Consultant

7. 
Churkin Alexander V.


Director, JSC «Nelidovo Plastics Plant»



8. 
Goncharov Oleg A.


Project coordinator, JSC «Nelidovo Plastics Plant»



9.
Zinoviev Sergei N.


Deputy Director on Science, JSC «Nelidovo Plastics Plant»

10.
Jushko Bernard P.
Chief engineer, JSC «Nelidovo Plastics Plant»

FIGURE 1

NELIDOVO PLANT FOAM CONVERSION SUB-PROJECT

IMPLEMENTATION SCHEDULE
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TABLE 4

NELIDOVO PLASTIC PLANT FOAM CONVERSION SUB-PROJECT
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NO. of

PACKAGE

ESTIMATED

FINANCING

PROCUREMENT

PROCUREMENT SCHEDULE

OR WORKS

PACKAGES

TYPE

PACKAGE

METHOD

(Note 1)

AMOUNT (US$)

(Note 2)

TENDER

AWARD

COMPLETE

XPE foam conversion equipment

1

G

$1,138,500

GEF

ICB

7/1/00

11/1/00

5/1/01

Consisting of:

Extruder 1 - sheets

Extruder 2 - rods

Spare parts

Vapor monitoring and anti-static blowers

Materials for test and trials

Butane tank system with molecular sieve

Site preparation (construction, grounding, ventilation)

1

CW

$12,000

Enterprise

N/A

N/A

Regulatory approvals (environmental + safety)

1

CF

$3,000

Enterprise

N/A

N/A

De-commissioning of baseline

1

CW

$2,000

Enterprise

N/A

N/A

Internal training

1

CF

$5,000

Enterprise

N/A

N/A

SUB-PROJECT TOTAL

$1,160,500

Note 1:  G - Goods, CW - Civil Works, S&I - Supply and Install, TK - Turnkey, CF - Consulting Firm, CI - Individual Consultant, TR - Training.

Note 2:  ICB - International Competitive Bidding,  IS - International Shopping,NS - National Shopping,  SLF - Short Listed Firm.

PROCUREMENT PLAN

TABLE 3

NELIDOVO PLASTIC PLANT XPE FOAM CONVERSION SUB-PROJECT

[image: image3.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[XPE foam conversion equipment
1.1|Extruder for sheets 563,000 563,000 563,000
1.2|Extruder for rods 396,000 396,000 396,000
1.3|Spare parts for extruders (1 lot) 27 50 27 50 27 50
1.4[Vapor monitoring syster and Included
anti-static blowersanti-static blowers
1.5|Materials for test and trials 11,000 11,000 11,000
2D|Butane tank system with molecular 121,000 121,000 121,000
sieve
3D|Plant preparation for comversion
3.1|Site preparation (construction, 12,000 12,000 12,000
lventilation, electrical grounding)
3.2|De-commissioning of baseline 2000 2000 2000
4D|internal training 5000 5000 5000
50|Regulatory approvals 3000 3000 3000
SUB-PROJECT TOTALS - - - - - | 14350 22000 - 1,160,500 - 22000 1,136 500
PREMAY/S9 POST APPRAISAL EXPENDITURES TOTAL SUB-PROJECT
EXPENDITURES 1999 (May Dec) 2000 2001 EXPENDITURES
LOCAL | FOREIGN | LOCAL | FOREIGN | LOCAL | FOREIGN | LOCAL | FOREIGN LOCAL | FOREIGN TOTAL
ENTERPRISE FINANCING - - - - - - 22000 - 22000 - 22000
PROPOSED GEF GRANT - - - - - | 14350 - - - 1,136 500 1,136 500




ESTIMATE OF INCREMENTAL COSTS AND FINANCING SUMMARY







