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On April 24, 25, and 26, 1996, USAID, in cooperation with the Czech State Environmental
Fund, hosted the first Environmental Funds conference. Held in Karlovy Vary, Czech Republic,
the conference brought together representatives of environmental funds from Hungary, Lithuania,
Poland, Slovakia, and the Czech Republic, as well as bankers, consultants, government officials,
and representatives from international organizations, to examine fund management and operations
issues.

The conference agenda focused exclusively on operational rather than policy-level questions,
and participants tackled important issues of fund management and methods to stimulate
environmental investment. Additional topics included introducing streamlined and objective
procedures for awarding grants and loans, and minimizing borrower defaults.

Over the two days of presentations and panel discussions, participants and discussants
examined ways in which they could learn from each other, and discussed ideas to foster closer
scrutiny and evaluation of projects. This event marks the beginning of information sharing and
network building among funds throughout the region.

This report includes papers presented at the conference.
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INTRODUCTION
STRATEGIC QUESTIONS FACING

THE ENVIRONMENTAL FUNDS IN CENTRAL & EASTERN EUROPE

I. Choosing the Right Project

A. Objectives

The region's environmental funds as well as their borrowers and grantees have a
compelling interest in ensuring that the projects they support represent an economically sensible
use of resources, that costs are commensurate with environmental benefits, and that the projects
can be operated over their lifetime without unduly straining the financial means of the sponsor. In
the words of the St. Petersburg Guidelines, "Environmental Funds need to ensure that the most
effective projects are financed and that costly failures are avoided. This requires adequate
assessment of the technical, environmental, economic, and financial aspects of projects. "I

In determining which proposals to put forward and invest in, both the funds and their
clients would like an objective, clear, and fair means of comparing one project to another, of
assessing economic as well as environmental merits, and of detecting proposals that are wasteful,
costly, or inefficient. In short, both the funds and their clients would like to have processes,
methods, and analytical tools to subject proposals to a rigorous test of economic feasibility and
soundness.

What can the funds and their clients do,. then, to ensure that the investments they support
possess not only environmental merit but economic merit as well?

B. Obstacles

Some of the region's funds and their clients have not devised effective methods of
evaluating the economics of their investment. The reasons are several.

A focus on the borrower, not on the project. In processing applications, some of the funds
do not perform a thorough financial analysis of the proposed project. In fact, some do not focus
on the project at all; rather, they focus on the borrower. The foremost question in their analysis
is the ability of the borrower to repay a loan, not the economic rationale of the investment. Loan
applications commonly call for projections of the borrower's cash flows, but not those of the
project. The funds' staff may analyze the balance sheet of the municipality, but they may not
compare costs of the water lines or treatment plants with fees paid by users. In such cases, the
financial analysis identifies borrowers who can service debt; it is not designed to identify projects
that are efficient. It flags borrowers that will have trouble repaying; it is not designed to flag
projects that perhaps should not be built in the first place.

1St. Petersburg Guidelines on Environmental Funds in the Transition to a Market Economy, Task Force
for the Implementation of the Environmental Action Programme for Central and Eastern Europe, Organization
for Economic Cooperation and Development, Paris, 1995..
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D. Solutions

C. Consequences

Often, the two perspectives, one focusing on the sponsor and the other on the project,
result in the same judgment; where they differ, the project perspective often offers valuable
insight.
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Without a thorough understanding of a project's economics, with only attenuated incentives
for economizing, and with weak filtering mechanisms, the result is predictable. The funds
typically receive many times the number of applications they can approve. Last year the Czech
funds approved only 1 in 10; the Slovak fund, one in four. Many have not been rigorously tested
from an economic perspective prior to submission, and the funds' staff typically do not have the
time nor the tools to make up for the applicants' lack of analysis. Thus, no doubt, some projects
are approved at costs that are not economically justifiable. Others may be approved despite being
over-designed. Without an objective and technically rigorous means of evaluating and ranking
proposals, some of the funds have a difficult time defending their decisions. The applicants who
are rejected are sometimes uncertain as to the cause of their failure, wondering about the
objectivity of the decision-making process.

Adopting a project perspective. Some of the region's funds should consider
complementing their focus on the borrower with an equal focus on the project. Such a project
orientation would bring about a shift in perspective, sharpening a fund's (and an applicant's)
ability to distinguish sound and unsound proposals. A project perspective isolates, in an analytical
sense, the project's cash flows from those of its sponsor, laying bare the strengths and
weakIiesses of the proposed investment. It forces a comparison of capital costs with benefits, of
annual revenues with costs. Focusing on recurring as well as initial costs, a project perspective
invites the analyst to study the economics of the project over its entire lifetime and to determine
whether the project earns its own way, generates economic surpluses or, alternatively, requires
continuing subsidies that might drain the resources of the sponsor.

Weak incentives for self-restraint. When a municipality or a company pays for an
improvement with its own funds, it has powerful incentives to economize. Money is limited and
it has alternative uses. To choose one improvement is to forego others. Self-discipline is borne of
the need to make choices. Recipients of assistance from the funds escape the full measure of this
discipline since they rely on the resources of others. Their incentive to economize is thus dulled.

Environmental Funds Conference Proceedings

Missing filters. The purposes for which the funds may offer assistance are typically defined
in the broadest of terms. In the Czech Republic, for example, the Basic Criteria for the Choice of
Actions in... the Environment/1994 fully enumerates 30 suchpurposes. Written inclusively, the
criteria are of little help to the SFZP or to applicants in discriminating among alternative
investments.
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Beyond producing a more efficient allocation of investment capital, the Krakow Fund hopes
that its newly adopted procedures will also bolster public support. The procedures go to great
lengths to place decision-making on an objective basis, to make the decision rules public, and to
require public documentation of any exceptional decisions. Applicants whose projects did not
receive financing will be given concrete and objective reasons for the adverse result.

The plans of the Slovak Fund. The paper by Mr. Mertus indicates that the Slovak Fund is
moving, too, in the direc.tion of greater attention to the economics of the projects it supports.
With the financial assistance of the PHARE program of the European Union, the Fund has
retained the services of the Austrian consulting firm Agiplan and the Austrian bank
Kommunalkredit to design analytical techniques to guide project selection.

The Krakow experience. The paper on the Krakow Provincial Fund for Environmental
Protection describes the determination of that fund to adopt a "scrupulous ecological, technical
and economic analysis" of proposed projects, supplementing assessment of the sponsor's financial
conditions and leading to the "selection of the optimal set of projects to be financed from the
limited sources managed by the Fund." This goal is supported by a rigorous method of project
evaluation. Selection criteria are set forth, weights are given, and formulae for synthesizing
information are provided. The results are expressed qualitatively, and competing projects can
easily be compared. .

Chemonics International Inc.

Table 1. Alternative Perspectives in
Evaluating Applications for Support

PROJECT

Weak Strong

B
0 Weak A B
R
R
0
W
E Strong C D

R

Introduction: Strategic Questions Facing the Environmental Funds

In two of the four combinations, the two
perspectives yield the same conclusion: in Cell A,
where both recommend rejection, and in Cell D,
where both recommend acceptance. In the other
combinations, the conclusions differ. In Cell C, a
project orientation would discourage investment.
Even though the borrower could repay a loan, the
benefits of the project do not warrant the
investment of resources, regardless of whose
resources are at stake. In Cell B, the project
perspective would lead to a more favorable view
than the credit perspective. Though the sponsor
may have limited financial means, the investment
has economic merit. With a strong project but a
weak sponsor, the fund may be able to lend
against the cash flows of the project itself, or it may choose to support the meritorious project
through a grant.

Project financing. In addition to following the lead of their Krakow and the Slovak
counterparts, the region's funds might consider encouraging some of it clients to borrow through
a project-finance structure. Project financing focuses attention forcefully on the economics of the
project itself, as distinct from the financial condition of the sponsor. Here, the investment project
is funded and operated separately from its sponsor. Financially, the project must be largely self
sufficient; its own revenues must cover costs, including debt service. This requirement imposes a
strict discipline on the project, the sponsor, and the lender. Project economics must be sound,
since the project itself must generate most of the cash flow to cover operations and service debt.
Risks must be well understood, because the project's failure to perform as expected may cause
financial and other harm to the sponsor and the lender. As one guide to project finance notes:
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B. Alternative Models

E. Conclusion

B1. Unhealthy Competition
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4George E. Peterson, Capital Subsidies and Development of the Municipal Credit Market. The Urban
Institute, November 1995, p. 6.

3Thomas Downing, The Lessons of Project Finance: Principles and Techniques for Adaptation by the
Czech State Fundfor the Environment, EAPS, 1995.

1

2Manual by Clifford Chance, quoted in "Project Finance: Make Them Pay," The Banker, January 1994,
p.68.

A. The Strategic Question

Project finance is more fully described in a separate report produced by EAPS. 3 Suffice to
note here that under propitious circumstances, project finance can help environmental funds to
foster discipline in the design of infrastructure projects and in the control of their costs.

A recurring question of debate at the Karlovy Vary conference concerned the interaction
between environmental funds and commercial banks, specifically: could a collaborative
relationship with commercial banks help the funds meet their environmental mandate more
quickly and efficiently? '

Those providing the senior debt place a substantial degree of reliance on the performance
of the project itself. As a result, they will need to concern themselves closely with the
feasibility of the project and its sensitivity to the impact of potentially adverse factors. 2

II. COOPERATION BETWEEN ENVIRONl\1ENTAL FUNDS AND COMMERCIAL
BANKS

In some Central and East European countries, environmental funds and commercial banks
are competitors, both seeking to place loans with municipalities. Such competition should spur
ever-higher levels of service to their shared municipal market, making both borrowers and the
environment better off. In reality, however, the competition is not altogether productive. The
funds hold a dramatic cost advantage over the commercial banks, generally paying nothing for
their capital. The funds loan money on terms that no commercial bank can match. Thus, the
banks cannot compete at all with the funds, and are preempted by the funds' heavily subsidized
loans. As George Peterson of the Urban Institute writes, "The apparent availability of subsidy
financing will kill off demand for capital at market rates of interest.,,4 Commercial banks' attempt

Environmental Funds Conference Proceedings

In judging applications for support, the environmental funds generally look closely at the
financial condition of the sponsor and only glance at the economics of investment projects.
Greater focus on project economics would instill a discipline on both project design and project
selection. The funds would thus be more confident that their scarce capital was being put to good
use, and they would have an easier time defending their investment decisions.
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5Jbid., p.2.

B2. Collaboration for Environmental Improvement.

7Jaros1av Nevyjel, Loans and Defaults--An Outline of Basic Principles and Issues.

Chemonics International Inc.

to expand their municipal lending will thus be blocked, and the vast reserves of commercial
banking capital will be unavailable to municipalities for environmental investments.

6St. Petersburg Guidelines on Environmental Funds in the transition to a Market Economy, Task Force
for the Implementation of the Environmental Action Programme for Central and Eastern Europe, Organization
for Economic Cooperation and Development, Paris, 1995.

On the strategic plane. The objectives and interests of both the environmental funds and
commercial banks argue for a partner rather than competitor relationship. Nevertheless, the funds
cannot supply municipalities with all they require-the need for environmental investment far
exceed the funds' limited resources. Environmental objectives can be met only if additional
lenders supplement the capital of the funds. Thus, rather than impeding the entrance of the
commercial banks into the municipal credit markets, the funds should be helping pave the way.
The St. Petersburg Guidelines consider environmental funds as transitional institutions~ they are
to supply the more permanent financial institutions the "interim means of circumventing" policy
and structural impediments to lending. 6 Their role, then, is to facilitate and leverage, not to
compete and block.

At the operating level. Tactical requirements also argue for a partnership between
environmental funds and commercial banks. The funds cannot hope to become more efficient at
lending than the commercial banks. They have neither the wealth of experience nor the technical
expertise of the commercial banks. Consequently, they should cooperate with the banks, and
allow each to find and do what it does best.

Commercial banks fear that the funds could contaminate the entire municipal credit market
if, through unsound lending practices, they were to precipitate default by more than a handful of
borrowers. Again, in the words of George Peterson, "municipal defaults start an infection in the
commercial credit market that is not easy to cure. They: (a) weaken the general expectation that
municipalities are a good credit risk; (b) politicize the debt repayment decision... and, as a result,
the defaults retard growth of the commercial credit market.,,5

Introduction: Strategic Questions Facing the Environmental Funds

The funds are typically forthright about their vulnerabilities. Jaroslav Nevyjel of the Czech
State Fund for the Environment, for example, discusses the Fund's "shortcomings" in credit
analysis (see Section III below). He explains that the Fund "has neither the staff nor the
experience" to foreclose on collateral in the event of default. 7 In more conceptual terms, Ramune
Bieksiene describes the division of labor between a new environmental fund and commercial
banks as envisioned in Lithuania. The fund would identify projects and assess their environmental
merit. After preliminary financial screening by the fund, financial analysis and determination of
creditworthiness would become the responsibility of the commercial banks. The bank would
provide the capital, the fund would supply the subsidy, and the bank-having made the credit
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C. An Action Plan

C3. Invite Commercial Banks to Lend Alongside the Funds

C4. Contract with Commercial Banks to Perform Credit Analysis and Administration
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IOSee Jan Kruszewski, National Fund for Environmental Protection and Water Management and Its
Relationship with Commercial Banks.

9Peterson, Op. Cit., p. 3

8Ramune Bieksiene, Anticipated Cooperation Between the New Lithuanian Environmental Investment Fund
and Commercial Banks.

The major commercial banks have a wealth of experience in credit analysis, with tested
procedures, controls, and skilled staff. The environmental funds can contract with one or more
banks to perform the analysis on their behalf. The paper on the Polish National Fund describes

Environmental funds typically do not finance 100 percent of project cost, leaving some
opportunity for commercial banks to provide cofinancing. The SFZP, for example, often extends
loans and grants covering 80 percent of project cost, while the Polish National Fund may provide
up to 70 percent of the needed capital. Project sponsors may turn to commercial banks for the
remainder. The Polish National Fund and some of the Polish voivoide funds lend through the
commercial banks, placing their funds on deposit at the banks to serve as the banks' source of
capital for on-lending. The banks thus find themselves in a favored position to supply, on
commercial terms, the remaining capital required. 10

Cl. Take All Necessary Steps to Avoid Defaults

C2. Reduce the Overall Level of Subsidy

Commercial banks cannot match the bargain prices of the environmental funds' support. To
open more competitive opportunities for the banks, the funds could increase the price of their
support. Specifically, they could reduce grants, increase interest rates, and trim grace periods.

Defaults by fund borrowers would jeopardize the expansion of commercial-bank lending to
municipalities 0 Perceiving higher risk, the banks would turn more cautious and the flow of capital
to environmental improvements would be choked off. In a presentation to the Czech Parliament
Budget and Environmental Committees, George Peterson advised, "It is offundamental
importance to establish the principle that municipal loans are to be repaid in full and on time"
(emphasis in original).9 The conference papers describe the concrete actions needed to avert
default, starting with a sound and critical analysis of creditworthiness, and need not be recited
here.

During the conference paper presentations and ensuing discussion, the path toward an
effective relationship between the environmental funds and commercial banks was set out.

assessment-would bear the risk. Loan administration would be handled by the commercial
bank. 8

Environmental Funds Conference Proceedings



D. Conclusion

llIbid., p. 4

C5. Engage Commercial Banks to Provide Their Own Capital, with the Funds
Offering Guarantees and Subsidies

The banks derive two benefits from such cooperative arrangements. They are compensated
by fee and, perhaps more valuably, are exposed to a large class of potential clients.

jO

Chemonics International Inc.
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12For insights into how to select commercial-bank partners, see the paper by Bieksiene.

Often, competition among organizations serving the same market redounds benefits to the
customer. Here, however, the client is ill served. By collaborating with the banks rather than
competing, the environmental funds can accelerate the extension of commercial credit to
municipalities, thereby giving municipalities more ready access to the vast capital resources of the
commercial banking system. At the same time, the funds could tap the commercial banks'
valuable management and administrative talents. Both the banks and the funds would benefit,
while clients and the environment would be better served.

Such an arrangement would quickly bring commercial banks to the center of municipal
lending; it would allow the funds to conserve capital, enabling them to finance a greater number
of environmental projects. In addition, the benefits of shifting responsibility for credit analysis
and loan administration, cited above, would also accrue.

Beyond engaging the banks to provide services in exchange for fees, the funds might
arrange for commercial banks to use their own capital for environmental projects endorsed by the
funds. The commercial banks would lend on the subsidized terms dictated by the funds' policy,
with the funds making up the difference between the market rates and the subsidized rates. The
funds would further guarantee some portion (preferably not all) of the loan principal.

The funds also derive a number of benefits. The banks will generally produce more
discerning credit analyses, leading to better lending decisions, higher collection rates, and t'ewer
problem loans. Moreover, the credit recommendation of a commercial bank places the decision to
accept or reject an application on an objective and technical foundation. A finding by a reputable
commercial bank that an applicant is now creditworthy would strengthen the hand of the funds in
resisting political pressure to approve risky loans.

the Bank Ochrony Srodowiska as playing such a role, and it notes the fund's intention to draw
additional commercial banks into such a relationship. II The plans of the Lithuanian government
for a division of labor between the new fund and the commercial banks have already been
described.

Beyond credit analysis, the services that the funds could obtain from commercial banks
include disbursements, field inspections, billings, accounting, collections, client visits, and
monitoring of client financial condition. 12

Introduction: Strategic Questions Facing the Environmental FundsI
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B. The Value of the SFZP's Subsidies

The value of the subsidies can be measured by the difference between the amount of money
the SFZP disburses and the amount repaid by clients.

This section addresses the question: could the SFZP, by reducing its subsidies, support a
greater number of environmental improvements?

Relaxation of credit standards. The Fund sometimes lends to municipalities that do not
meet the SFZP's normal standards of creditworthiness. Willingness to lend under these conditions
can thus be thought of as a subsidy, in that it represents an economic benefit.
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Table 111.1. SFZP Subsidies By Type of Financial Support

Value of Subsidy as
Cumulative Total

Type of Support Fonn of Subsidy
Percentage of Principal

Support, 1996-2005
Amount (in Present

Value)
(Kc Billions)

Business loans Reduction in interest rate 19 6

Municipal loans
Zero interest, grace period,

46 16accelerated disbursements, etc.

Municipal grants No repayment required 100 16

Subsidies in the 'SFZP's loans to businesses has a present value ofabout 19 percent of the
principal value. That is, for every Kc 100 that businesses borrow, they repay the equivalent of
Kc 81. Loans to municipalities bear a subsidy of approximately 46 percent of the principal value.
For every Kc 100 municipalities borrow, they repay the equivalent of Kc 54. Grants, of course,
are not recovered at all. The subsidy transferred by a grant is 100 percent of principal value.

Note that the question we address is whether a reduction in subsidies would advance the
cause of environmental improvements, not whether it would benefit the SFZP. The objective of
the SFZP is not to conserve its own financial resources. Our question is whether greater
environmental improvement could be achieved by serving more clients and more projects, with
each receiving a reduced level of subsidy.

We begin by describing the amount and the form of the subsidies the SFZP offers to its
clients. We then explore the possible advantages of reducing these subsidies and offering
assistance on terms more closely approximating the market. Next, we provide guidelines on the
effective delivery of subsidies. Finally, we examine several options for improving the form of the
subsidies and reducing their amount.

The financial support that the Czech State Fund for the Environment (SFZP) offers to
municipalities, and to a lesser extent to businesses, is heavily subsidized. For each 100 crowns
(Kc) the Fund disburses, it is repaid, on a present-value basis, only Kc 35. The remaining Kc 65
remains with the borrower or grantee as a subsidy ~

A. The Strategic Question

III. Reducing Subsidies

Environmental Funds Conference Proceedings
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Cl. The Recycling of SFZP Resources

Three arguments can be advanced in favor of trimming SFZP subsidies:

C. The Case for Reducing Subsidies

Chemonics International Inc.

ix

13 Default is estimated at 10 percent of borrowers in the SFZP's long-range plan.

Table 2, below, shows, in gross terms, the degree to which the SFZP could extend its
reach to new clients and ,new projects by recovering and recycling a greater portion of its
assistance. The SFZP expects to offer grants and loans totaling Kc 38 billion ($1.5 billion) over
the next 10 years. If the subsidy were eliminated from business loans (i.e., if interest rates were
raised to market), the SFZP could increase total loans and grants to Kc 40 billion ($1.6 billion).
If the SFZP also eliminated the grace period in municipal loans, it could increase its support to
Kc 47 billion ($1.9 billion), as set out in Table 2. These actions, along with the others listed in
the table, are not intended as recommendations. Instead, they are meant to illustrate the degree to
which the SFZP's generous subsidies consume its resources and, conversely, the degree to which
a trimming of subsidies would allow the SFZP to extend its reach.

Subsidies consume and deplete the SFZP resources, reducing the funds that can be used
for the benefit of future clients. The higher the level of subsidy, the fewer clients that the SFZP
serves.

• The high subsidies have distorting effects on the behavior of those involved in the
construction, operation, and financing of municipal infrastructure

Introduction: Strategic Questions Facing the Environmental Funds

• With lower subsidies, more clients would be served and more projects financed as
funds are recycled

• With demand for SFZP assistance far outstripping supply, the SFZP does not need to
offer such stimulative terms to generate the desired level of investment

The subsidies embedded in loans to municipalities bear a closer look since they come in
several forms. The interest-rate subsidy is the most significant. For the typiCal municipal loan of
Kc 100, the waiver on interest charges reduces the present value of repayments by Kc 24. The
subsidy represented by the grace period is also substantial: it reduces repayments by a further Kc
17. Anticipated defaults l3 bring down the value of repayment, on average, by another Kc 4.
Accelerated disbursement of principal and the rescheduling of repayments cut another Kc 1. The
sum of these subsidies is Kc 46. The complement (Kc 54) is repaid by the borrower to the SFZP.

It is worth emphasizing here that the SFZP is not a profit-seeking organization, and its
objective is not to minimize the support it gives its clients. Instead, its objective is to stimulate
environmental investment. In arguing for a reduction of subsidies, we do not advocate
conservation of fmancial resources for the benefit of the SFZP. Rather, we believe that lower
subsidies would advance the cause of environmental improvement.
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Table m.2. Trade-offs Between Subsidies and Funds Available for Support

SFZP Tenus Funds Made Available Total Funds Available to Provide
(Kc billions) Support, 1995-2005 (Kc billions)

Current terms -- 38

raise interest rate on business 2 40
loans to market

plus, eliminate the grace 7 47
period in municipal loans

plus, raise interest rates on 3 50
municipal loans to 6 percent

plus, convert half the grants 2 52
to loans

plus, eliminate all remaining 27 79
subsidies

Envir.onmental Funds Conference Proceedings

C2. Balancing Supply and Demand
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For each application the SFZP approves, it rejects two. Others are held in queue for
considerable periods. With sound proposals going unserved, the SFZP does not need to offer
such stimulative terms to receive a sufficient volume of acceptable applications to place all of its
funds.

C3. Curbing Distortions

Subsidies of the magnitude offered by the SFZP are bound to have marked, and in some
cases undesirable, effects on the behavior of entities that build, finance, operate, and use
municipal infrastructure. Below, we asses three such effects: I) over-design of infrastructure
projects, 2) over-indebtedness by municipalities, and 3) deterrence of commercial banks from
entering the municipal market. These distortions can be mitigated both by reducing the amount of
the subsidies and by changing their form.

C3a. Over-design of Infrastructure

The purpose of the subsidies is, of course, to encourage the rapid expansion of
environmental facilities. One wonders, however, if the rush to invest has not overtaken the
capacity of the SFZP and its borrowers to ensure that the money is wisely spent.

The expansion of municipal infrastructure is extraordinarily rapid. Nearly 40 percent of
municipal spending is of a capital nature. With this volume of activity, lenders and borrowers
alike have difficulty assessing the economic and technical merits of alternative investments. The
SFZP's heavy subsidies complicate the task, as they dull municipalities' incentives to weigh
alternatives, balance priorities, and economize. The Fund itself cannot fully compensate for the
diminished selectivity of the applicants, since it has only limited means of screening the projects,
to say nothing of molding and improving them.

x



C3b. Over-indebtedness of Municipalities

Over indebtedness mirrors the problem of over investment and arises from the same
causes.

Overdesign compounds the problem, not only by inducing higher borrowing to meet
higher capital requirements, but also by driving up operating costs.

The highly concessional terms of the SFZP's loans have proven irresistible to some
municipalities. More than a few have taken on greater financial obligations than they can safely
bear. The SFZP's estimates of future defaults begin at 10 percent of borrowers. More will need
to have their loans rescheduled.

14

Chemonics International Inc.
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An additional word on the grace period is warranted. The grace period is intended to
increase the borrowers' financial well being by deferring repayment until well after the new
facility is operating and earning revenue. Its actual effect may, however, be to increase the
incidence of problem loans. The early years of a loan are a time for the lender and the client to
build a relationship. During this period, habits and expectations are formed and the discipline of
periodic payment is established. The grace period delays this process, causing the SFZP and its
client to remain apart at a time when they need to interact the most. Periodic repayments from
the inception of the loans, even if token in amount, would promote communication between
borrower and lender, and would provide the SFZP with an early warning of looming difficulties.
This information would be particularly valuable to the SZFP, since, unlike a commercial lender,
it does not have the staff to visit clients, make site inspections, or regularly review client
financial statements. The grace period, then, cuts off one of the SFZP's few dependable channels
of information.

A lender's credit review process normally offers a safeguard against over indebtedness.
Out of prudence, a commercial lender will not allow a client to borrow more than it can safely
service. The high anticipated default rate suggests that SFZP's credit review affords less than
adequate protection.

While all subsidies blunt the incentive to economize, those of the SFZP do so with
particular force. The SFZP's subsidies are heavily front-loaded. All of the subsidies apply to
capital spending and none to the project's subsequent operation. While a gas-penetration network
or a wastewater treatment plant may operate for 50 years or more, the SFZP delivers the bulk of
its subsidies during the construction phase. The remainder comes in the early years of the
project's life. The grace period on repayment pushes the consequences of borrowing into the
future. By front-loading benefits and deferring costs, the SFZP's subsidies encourage excess use
of capital. Experts report that more than a few municipal projects are over-designed for their
market.

To reduce the temptation to overdesign and overbuild.' the SFZP could lower the amount
of its subsidies, making them less stimulative. Paying a grater portion of the costs themselves,
the borrowers would, out of self-interest, scrutinize proposed investments and spend capital more
judiciously. The SFZP could reshape the form of its subsidies as well, jettisoning those features
that delay the day of reckoning-described in more detail below.
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xii

The role of commercial banks is assessed in more detail in Section II.

D. Guidelines for Effective Subsidies
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As noted, the SFZP forecasts that some 10 percent of borrowers will default and that an
equal number will require rescheduling. This entire class of clients, to the extent that they can be

Strong projects sponsored by weak entities should be financed by grants. The SFZP
may seek to support a project sponsored by an entity that is not creditworthy. Such support,
however, should not take the form of a loan, but be offered as a grant. The SFZP's current
practice is to offer grants only in combination with loans. To accommodate worthy projects with
weak sponsors, however, it should separate the two forms of assistance.

Loans should be made only to creditworthy entities. The relaxation of credit standards
should not be seen as an acceptable form of subsidy, but as an invitation to trouble. Extending a
loan that is likely to end in default has the most serious and undesirable consequences. A default·
contributes to, or reflects, everyone of the distortions cited above; it implies faulty project
analysis, consumes and wastes capital, scares commercial lenders away, and may place the
borrower in financial difficulty for years to come. The SFZP should extend a loan only if it is
reasonably assured of being repaid.

The above discussion suggests several guidelines for the SFZP to consider in reevaluating
and possibly shrinking its subsidies.

What should the SFZP do when the project sponsor is not creditworthy?

• The subsidies give the SFZP an insurmountabl~ price advantage over commercial
banks.

C3c. Deterring Commercial Banks

• The SFZP today holds a larger portfolio of municipal loans (excluding bonded debt)
than any commercial bank. This is not a position in which the SFZP wants to remain
for long.

• To the extent the subsidies contribute to over-indebtedness and consequent difficulty in
meeting repayment obligations, they will sour the market. No Czech municipality has
ever defaulted on a loan. Should any considerable number do so in the future,
commercial lenders may retreat from the market, depriving municipalities and
environmental projects of much-needed capital.

In the long run, commercial banks will fmance a greater portion of environmental
improvements than the SFZP. Thus, the expansion of commercial bank lending to municipalities
advances the country's broader environmental objectives. The SFZP's subsidies, however,
probably retard the banks' penetration of the municipal market, for two reasons:

As before, lower subsidies and a reshaping of their form would reduce some of these
distortions.

Environmental Funds Conference Proceedings



identified in advance, should be considered ineligible for loans and eligible only for grants. Thus,
upwards of 20 percent of SFZP clients should receive grants without loans.

No grace period should be offered. We have noted above how a grace period on
repayments can encourage excess borrowing, while depriving the SFZP of valuable interaction a
communication with the client. The grace period should be eliminated, with repayments, at least
at a nominal level, beginning after construction.

14From Ismail Serageldin, Water Supply, Sanitation, and Environmental Sustainability: The Financing
Challenge, The World Bank, Washington, D.C., 1994, p. 30. Serageldin adapts the figure from L. Davezies,
and Remy Prud'homme, "The Economics of Public-Private Partnership in Infrastructure," in Claude Martin
and, ed., Private Financing of Public Infrastructure: The French Experience, Paris, Ministry of Public Works,
Transportation and Tourism.
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The magnitude of the SFZP's subsidies should be commensurate with its ability to
control and channel client demand. The higher the subsidies, the lower the client's incentive to
economize, and the greater the need for the SFZP to control and channel demand. The lower the
subsidies, on the other hand, the more SFZP can depend on borrowers to discipline themselves.
The SFZP's primary tools for controlling and channeling demand are its credit analysis and its
technical project evaluations. Credit reviews should prevent clients from borrowing too
aggressively. Technical project evaluations should prevent clients from overbuilding. At present,
these mechanisms are not fully effective. They should be strengthened. At the same time, a
reduction in the level of subsidies would supplement these mechanisms with the self-discipline of
the client.

Subsidies should not be so heavily
front-loaded. Along with eliminating the
grace period, the SFZP should consider
lengthening the term of its loans, thus
extending its subsidies over longer period.
A 20- or 3D-year term would have several
advantages over current arrangements. In
the early years, the borrower would
develop a discipline of meeting obligations
and the SFZP would monitor the client's
financial condition. The relatively high cash
requirements of a compressed, four-year
repayment would be spread out and
lowered. In contrast to many industrial
investments, environmental investments
often begin to produce cash surpluses only
after a decade. Thereafter they may continue to operate profitably for several decades (see Figure
114). A long-term loan would match this cash-flow pattern than the short maturities available
today from commercial lenders and the SFZP.
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PROJECT SELECTION PROCEDURES AND CRITERIA
USED BY THE KRAKOW PROVINCIAL FUND FOR ENVIRONMENTAL

PROTECTION AND WATER MANAGEMENT
by Krzysztof Bolek

Introduction

The Krakow Provincial Fund for Environmental Protection ("the Fund") supports the
implementation of state and provincial environmental policy by subsidizing activities that achieve
significant ecological benefits at the lowest possible cost. The activities which are financially
supported by the Krakow Provincial Fund are carefully selected, precisely and objectively
evaluated, effectively implemented, and systematically monitored.

The Fund employs explicit and objective procedures and criteria for the evaluation of
applications. The use of these procedures and criteria result in systematic and clear activities and
decision-making processes. Activities consist of the application screening and project selection
cycle. The Fund has set, and is obliged to follow, detailed procedures for every step in this
cycle. The Fund has also prepared a set of documents to be used at each step. Completion of
these documents is a necessary condition for the decision-making process to advance to
subsequent steps. While making the process explicit and objective, use of the procedures and
criteria also allows equal opportunities for all applicants and maximizes the coshefficiency of
public money spending on environmental protection.

The project cycle employed by the Fund includes the following general steps:

• Identification of projects
• Preliminary selection of projects
• Full screening of the pre-selected projects and selection of the best for financing
• Negotiations and signing of contracts with the selected applicants
• Monitoring of project implementation and performance
• Appraisal of the project portfolio and conclusions for future identification and

assessment.

The key element of this cycle is a scrupulous ecological, technical, and economic analysis
of the proposed projects and selection of the optimal set to be financed froin the limited sources
managed by the Fund. Setting formal criteria and procedures and attaching weights to values that
are often difficult to measure creates an opportunity to optimize the selection of projects for
financing.

For investment projects, optimizing selection requires that numerous criteria be taken into
account and translated into one indicator of "ecological project efficiency" (EPE). The higher the
ecological effect and the more beneficial the project is from a social point of view, the higher
rating of the indicator. The indicator is represented by the following formula.

EPE = EE I aggregated indicator NPV

EE is the aggregate ecological effect, and the aggregate indicator NPV (net present value)
describes the net financial value of investment which leads to the achievement of the ecological
effect. By first financing the projects that have the highest EPE value, the Fund achieves high

1-1
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ecological effects with low costs (taking into account additional elements like location,
exploitation cost, etc.) Projects with lower EPE values may be financed at a later time, depending
on the availability of financial resources.

A scheme of the Project Appraisal and Selection Process is given on the next page. It
illustrates the sequence of activities undertaken by particular agents involved in the screening and
selection process, taking into account the division of roles among different units within the Fund.
Subsequently, a detailed description of the procedures on every step of the cycle is described.

Identification of Projects and Setting of Annual Priorities (The Fund's Financial Plan)

Projects Proposed Through the Self-Initiative of Applicants

Every interested potential applicant may receive an application package from the Fund's
Secretariat, which includes: 1

The Board approves the Fund's financial plan prior to the beginning of the year for which
it is prepared.

Project proposals may come from either the self-initiative of applicants, or in response to
Fund advertisements calling for projects in areas that are considered by the provincial or local
environmental institutions to be especially important.

•-
•
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Procedures used by the Fund for project appraisal and selection
Rules for awarding loans and grants, and rules for loan repayment
Fund priorities for a given year (or multiple years)
Project information forms, according to the type of proposed project

•
•

•
•

Before the· end of every calendar year, the Management Board of the Fund submits a plan
of revenues and expenditures for the following year to the Fund's supervisory council. The plan
of expenditures is created by allocating general portions of funds for financing individual
categories of projects. The relative value of funds allocated to a given category of projects
reflects its position on the region's priority list of ecological problems, as described in the
ecological policy of the province. For this purpose, the Fund uses documents or opinions of the
Environmental Department of the Provincial Government. Because the Fund awards loans and
grants on a quarterly basis, the Management Board also submits to the Supervisory Council, on a
quarterly basis, its plan for allocating funds (available for that year) among the different
categories. Some environmental problems may be classified by the Fund as priorities for a period
of one year or longer. The Fund, after consultations with or upon the request of the
Environmental Department of the Provincial Government, may declare its readiness to finance
particular types of projects for a period of years (in term of an absolute value of money or as a
percentage of overall annual expenditures).

\0\
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Scheme 1. The Project Appraisal and Selection Process Used by the Krakow Voivode Fund
for Environmental Protection and Water Management.
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Preliminary Selection

INOTE: In the case of non-investment projects no special project information form is required. The
applicant begins the process by filling out a full project application form for non-investment projects.

Preliminary and basic analysis of applications for non-investment projects will last not less
than four weeks but no longer than three months. If a properly filled out application for a non-

The Fund's office makes a preliminary selection of projects based on its review of up-to
date project information forms. For non-investment projects, since no project information form is
required, project application forms are reviewed instead.
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Applicants submitting proposals for investment projects, whose project information forms
have been preliminarily approved for further analysis, receive invitations to submit a full
application form along With guidelines on how to complete the application. The time period
between the Fund's receipt of a properly completed form and the invitation cannot be longer than
four weeks. The invitation letter does not imply that a positive decision to finance the project has
already been made by the Fund; rather, it merely indicates the Fund's willingness to examine a
full application (the invitation letter does not imply any claims on the Fund). In the case of non
investment projects, the Fund does not send an "invitation to apply" because the applicant has
already submitted a completed application form (since project information forms are not used for
such projects). The Management Board simply gives the completed application form directly to
the responsible Fund staff person(s) for further analysis.

The Management Board will make a preliminary decision no later than three weeks after
the submission of a properly completed project information form (or full application form in the
case of non-investment projects). If an application is rejected at this stage, the Fund sends a
rejection letter with short explanation to the applicant, no later than one week after the Board's
decision.

The aim of preliminary selection is to screen proposals for financing and identify, as early
as possible, those projects which might be eligible for financing but are not well prepared. At this
pre-selection stage, the Fund applies a set of "hard" formal criteria for making binary (yes-no)
choices. If a proposal fails to meet even one of the criteria, it is excluded from the Fund's
portfolio. Thanks to this procedure, applicants with little chance for success may avoid engaging
in expensive preparation processes for full evaluation. The set of criteria used by the Fund for
pre-selection is made available to the public upon request. Two weeks after submission of a
properly completed project information form, or application form in the case of non-investment
projects, the Fund submits a proposed preliminary selection decision to the Management Board.

The applicant is responsible for a properly filling out the project information form and the
application forms. Should any of these be incomplete or inadequate, e.g., empty brackets,
illegibility, etc., the Fund reserves the right to send them back without examination. The
applicant is responsible for making any necessary revisions or improvements to these forms.

Each applicant should understand the objective and subjective constraints of the Fund's
financing and should fill out the necessary project information form. The Fund uses project
information forms for investment projects in air protection, water management, and waste
management. I

Environmental Funds Conference Proceedings
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Appraisal of Applications

Projects that Participate in a Competition Announced by the Fund

If any of the conditions described above are not sufficiently met, the application is not
accepted and is sent back to the applicant to be revised.

Chemonics International Inc.Project Selection Procedures and Criteria: Krakow Provincial Fund
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• No significant discrepancies between information included in the project
information form and the application form (for investtnent projects)

• The application form has been properly completed
• The required annexes have been submitted
• The proposed payback period, grace period, and interest rate are compatible with

the Fund's rules for awarding loans
_. The val':le of the loan is not higher than the overall amount earmarked by the Fund

for this type of project
• A suitable share of the investor's own resources are committed
• Tables C.6-C.1O (present in the application form) contain the required information

regarding the project and the applicant

After completing the application form, the applicant submits it with annexes (in four
copies) to the Fund office. Applications are accepted on a ongoing basis. Upon receiving the
application, the Fund verifies that there are:

investtnent project is submitted earlier than one month before the end of a given quarter, it will
be fully screened and placed on the ranking list in the same quarter. If not submitted earlier than
one month before the end of the quarter, it will be placed on the ranking list during the following
quarter.

The Fund may announce a competition for projects aimed at solving priority ecological
problems, working together with the provincial and local governmental environmental institutions
or with interested non-governmental institutions. A competition is announced for problems whose
solution requires the implementation of many similar projects, and· might attract a high number of
applicants. The aim of announcing competitions is to find and select a package of projects that
will achieve the given aim in the best and most cost-effective way. It may happen that topics for
competitions closely match the subject matter of proposals already submitted to the Fund through
the self-initiative of applicants (not submitted as a response to the competition). In such cases, the
applicants cannot not claim any rights (authorship or ownership) to the competition topic or
design. Procedures used during the competition process are the same as procedures described in
the legal act on public expenditures. A committee consisting of officials from institutions and
organizations outside of the Fund supervises the competition.

For investtnent projects, the Fund's technical division examines, within three weeks, the
ecological and technical components of the application (Part B), according to the appraisal table.
If needed, the Fund's staff may consult external experts or request the applicant to provide
additional explanation. If external experts must be used or if additional analysis is required due to
complications caused by the applicant, appraisal of the application may be prolonged. The final
outcome of technical appraisal is the aggregated ecological effect indicator for the submitted
project, which is shown as an absolute value, weighted by the level of compliance with soft
criteria used by the Fund in the process of project application appraisal (scoring).
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For investment projects, the Fund's Economic and Financial Division carry out the

financial analysis of applications using the data gathered in Part C of the application.

Once both the aggregated NPV indicator and the aggregated ecological effect have been
calculated, Fund staff have one week to conduct the final investment project appraisal. The fmal

Economic-Financial Appraisal of Applications and Estimation of Ecological Efficiency

Part C of the application allows a project's invesunent efficiency and costs born by the Fund through its provision
of financial support. By using methods of discounting, one may calculate aggregated indicators that allow the comparison
of individual projects. Rules of discounting and all financial indicators used hy the Fund are explained in the guidelines to
Part C.

Based on data provided by the applicant in special tables, the Fund estimates an NPV indicator for engagement of
the Fund's resources and an NPV indicator for invesunent outlays.

The NPV indicator for engagement of the Fund's resources is estimated for an annual discount rate of 7 percent.
A loan or a grant (with installments paid out over time) will be treated as an outflow of the Fund, whereas loan repayments
are an inflow. Such an NPV indicator will always be negative. Its value will depend on the value of the Fund's engagement
in the project financing and on the form of assistance (with a grant there is no inflow to the Fund), as well as on the grace
and repayment periods (the shorter the repayment period, the higher the indicator).

This NPV indicator for investment outlays is estimated using standard methods for appraisal of investment efficiency.
Inflows (revenues) and outflows (investment outlays; operation and maintenance costs except for depreciation; interest; profit
charges; etc.) will be taken into account. Efficiency indicators will be estimated based on the tables of money flows for
financial planning. The Fund will estimate the indicators using the discount rates of 7 percent and 15 percent, alternatively.

When an NPV of 7 percent is more than 0 and an NPV of 15 percent is less than 0, the difference between these
two values will be calculated. This difference will be the measure of the applicant's demand for co-financing from the Fund.

When an NPV of 7 percent is less than 0, the absolute value of this indicator will be taken into account. However,
the Fund will consider additional factors in determining whether or not to support a project. An NPV of 7 percent which
is less than 0 generally means that implementation of the invesunent is too costly.

When an NPV of 15 percent is greater than 0, the Fund will consider additional factors for implementation of the
invesunent. An NPV of 15 percent which is greater than 0 generally means that the investment may be implemented without
the Fund's assistance.

The indicators calculated above will be multiplied by appropriate weights (implied by current priorities and principles
of the Fund) and placed in the denominator of the fonnula for estimating the ecological efficiency of the project (EPE).

EPE = EE/aggregated NPV indicator

EE refers to the aggregated and weighted ecological effect estimated in Part B of the application. Projects that have
the highest EPE value will be the most likely to receive fmancial assistance from the Fund.

Based on the estimated EPE indicators, a ranking list of projects will be prepared. Selection of projects with the
highest EPE values will allow the Fund to finance, at the first opportunity, those projects that achieve high ecological effect
at low cost (both values take into account additional conditions like location, exploitation costs, etc.). Projects with lower
EPE values may be financed, though perhaps at a later time, depending on the availability of financial resources at the Fund.

scoring is conducted by using a special scoring table attached to the Fund application and by
using special computer software. The outcome of this final appraisal is the EPE indicator, which
is the basis for formulating a ranking list of projects (see sidebar below).
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Procedures for Evaluating Parts Band C of the Application

After an application is placed on the ranking list, one copy is sent to the Fund's contracted
bank. The bank estimates the current financial solvency of the applicant and sends its opinion to
the Fund within three weeks.

Information gathered in parts Band C of the application allows the Fund to evaluate project
proposals and select the best projects to support. Making the results of evaluations comparable,
and assigning appropriate weights to environmental benefits that are often difficult to measure,

Chemonics International Inc.

• Leave the application at the Fund, without revising it, to be considered again
during the next quarter. Each rejected application can be considered during the
two subsequent quarters.

• Withdraw the application from further consideration.
• Submit a new application if he or she finds that it is necessary to make revisions

which will significantly change its shape and may influence evaluation.

Applicants whose applications have been approved are sent a letter from the Fund inviting
them to negotiations on the conditions of the agreement. Applications that are not approved are
returned to the Fund. The Fund informs the applicant, in written form, about the rejection and
provides the justification. After receiving a rejection notice an applicant may:

Project Selection Procedures and Criteria: Krakow Provincial Fund

In the last week of every quarter, the Fund establishes a ranking list of investment projects
based on the final appraisal of applications and on the bank's opinions, and submits this list to the
Management Board for its acceptance. The Fund also submits a ranking list to the Board for non
investment projects, which have been evaluated against various criteria described in a special
form for non-investment projects.

At the first meeting of the quarter following submission of the recommendation list by the
Management Board, the Supervisory Council makes a final decision as to which proposals shall
be awarded financial support. If the Supervisory Council does not follow the recommendations of
the Management Board, it must explain its rationale for doing so, in writing if so requested,
except if the recommendations would cause an infringement on the relevant laws on state or
commercial confidentiality. Summaries of Supervisory Council meetings, including discussions of
project selection, are prepared and made available to the public upon request.

For projects which do not need to be approved by the Supervisory Council (defined in the
Fund's Principles on the Provision of Support), the Fund's Management Board, based on the
ranking lists, gives final approval to applications for grants or loans. Using additional
information, the Board also decides which applications for investment projects, with a NPV of 15
percent greater than zero or NPV percent less than zero, shall be placed on a separate ranking
list for possible future consideration. If the Board does not strictly follow the recommendations of
the ranking lists in its awarding of financial support, it is required to explain its rationale in
written form. For those types of projects which require approval of the Supervisory Council, the
Management Board submits a list of recommended applications (including their ranking) to the
Council. The criteria used by the Fund for appraisal of applications are clearly defined and made
explicitly known to the applicants. The Fund makes the criteria publicly available upon request.
Any change in the criteria requires the approval of the Supervisory Council.

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



Environmental Funds Conference Proceedings

creates the opportunity for optimizing project selection. Using weights and linking ecological
effect and the cost of its achievement together in one formula allows the results of evaluations,
based on multiple criteria, to be combined into the EPE indicator (see above). The EPE indicator
allows the choice of investments that achieve the highest ecological effect for the best (from the
social point of view) financial value.

Net Financial Value of a Project

Projects are ranked based on their estimated EPE indicators. Selection of projects with_ the
highest EPE allows for financing of those· projects with high ecological effects at relatively low
cost. Projects with lower EPE scores may be financed, perhaps at a later date, depending on the
availability of the-Fund's financial resources.

For calculating the net financial value of a project (the denominator of the EPE indicator),
standard discounting methods are employed. While investors may find it difficult to prepare the
data required by tables C.6-C.1O (appearing in the application), such data are necessary for the
investors to make strategic decisions regarding investment planning. Such information should
normally constitute part of business plans, feasibility studies, or other pre-investment studies. As
the Fund is more interested in the investment than in the investor's overall activities, the data
should concern the planned investment only. Most of the data will come from the project's
engineering plan (indicators of resource use, production possibilities, employment, renovation,
and spare parts, etc.). The use of discount methods, account revenue forecasts, and operation and
maintenance costs creates the opportunity for investors to estimate not only costs associated with
initial project implementation but also with its subsequent operation. The investor will also have
to answer the following questions:

• Is the investor able to secure the proper operation/functioning of the investment
after its initial implementation?

• Have issues of training and associated costs been taken into consideration?
• Will the investment generate income or savings (i.e., from sales, reductions of

fees, and fines, etc.)?
• If the project is to generate revenues through sales, will demand for the products

meet supply?
• How high are the operation and maintenance costs? Does their accumulated flow

exceed initial investment outlays?
• Can enough resources be secured to cover all project costs?
• Will additional retrofitting (modernization) be necessary in the future?

Answers to these questions will allow for better preparation of the investment. Well
prepared projects have a higher probability of being implemented than poorly prepared projects
and are more likely to result in enduring ecological effects.

Besides the net present value of the investment, the Fund also calculates the internal rate of
return (IRR) on the project for investment outlays. The IRR is not factored into final project
ranking and simply provides supplementary information about the financial viability of the
project. NPV and IRR are calculated automatically through the preparation of spreadsheets.

Part C of the application allows estimation of investment efficiency and the costs borne by
the Fund by taking part in the project's financing. These estimations compose the denominator of

1-8
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Rates of Discounting

Aggregated NPV Indicator = k * NPV of the resources committed by the Fund
+ n * NPV of the investment itself

Simple insertion of investment outlays into the formula for EPE will not be sufficient for
reliable evaluation of the investment. Such an approach fails to take into account: the timing of
the investment outlays; earning revenues; lowering of fees, fines, and other costs during the life
of the investment; additional outlays in working capital; a:o.d additional outlays in the future.

Chemonics International Inc.Project Selection Procedures and Criteria: Krakow Provincial Fund
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Both rates of discounting are relevant for fixed-price analysis (without taking into account
inflation). In the future, the Fund may adjust the level of discount rates. In the denominator of
the EPE indicator two discounting factors, representing the equivalent financial value of the
investment, are defined. Both are based on the method of NPV but they evaluate the investment
from different points of view.

Sand K rates of discounting are used by the Fund. S rates are used for public investment;
it is the lowest possible rate of discounting, often used for projects in the public sector which
have high social benefits. The S or "social" rate of discounting is 7 percent. This means that a
project financed by the Fund should have a positive NPV with the discounting rate S. K rates of
discounting are used for commercial investment. This is the lowest discounting rate acceptable by'
investors in the commercial sector, set at the level of 15 percent. Projects which achieve a
positive NPV with such a rate of discounting are very likely to be financed by the commercial
banking sector.

the EPE formula. Ultimately, the EPE indicator determines the ranking of a project. Because the
value resulting from the economic-financial evaluation is placed in the denominator of this
formula, it should reflect the value of the grant needed to achieve the ecological effect estimated
in Part B. The value of this denominator includes the value of resources that are "lost" from the
Fund's perspective, and the value of incremental resources that are needed to make the
investment profitable from the investor's point of view.

A project that appears relatively inexpensive at initial implementation (low investment
outlays) may turn out to have very high operation and maintenance costs, which could prevent
the achievement of enduring ecological effects. To objectively evaluate and rank many different
projects, a procedure is needed for assessing all of the different project components (ecological
effect, investment outlays, operation, and maintenance costs, etc.), summing the results of these
assessments into comparable measures (scores), and then comparing the scores of the different
projects.

Methods of cash flow discounting allow the kind of comparisons described above. Precise
estimation of investment outlays and future revenues and costs are of the greatest importance
here. These values, which result mainly from the technical conditions of the project and from
prices and costs of key factors, will be placed by the applicants in the tables C. 6 - C . 10. It
should be stressed that all data to be placed in those tables deal only with the planned investment
and not with the applicant generally. Information regarding discounting of cash flows and internal
rate of return is given to the applicants in the manual.
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Both values are multiplied by pre-defined weights "k" and "n" (based on the Fund's
current rules) and are placed in the denominator of the formula for calculating ecological
efficiency of the investment (EPE). The NPV indicator for resources committed by the Fund
evaluates the project from the point of view of the Fund. Assuming ecological effects are the
same, the indicator favors projects that are characterized by smaller loan/grant contributions from
the Fund, and shorter grace and repayment periods. According to this indicator, the Fund will
favor those projects that require less of its resources, thus leaving more resources to finance
other projects and achieve greater ecological effects. This indicator explicitly favors investors
who commit a higher level of their own capital or of capital coming from other sources.

Environmental Funds Conference Proceedings Chemonics International Inc. I
I
I
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The NPV of resources committed by the Fund will be calculated using the annual discount
rate K(l5 percent). Loan or grant commitments (tranche payments over time) will be treated as
the Fund's outflow, and repayment of loans as inflow. Such an indicator will always be negative;
its value will depend on the monetary value of the Fund's commitment to project financing and
on the form of assistance (in the case of a grant there will be no inflow to the Fund), and on the
grace and loan repayment period (the shorter it is, the more favorable the indicator).

The NPV indicator for the investment itself (NPVS and NPVK) evaluates projects from the
point of view of the investment itself. It takes into account overall investment outlays (not only
the resources committed by the Fund for the project), revenues, savings, and operation and
maintenance costs. This indicator is calculated using standard methods for estimating investment
efficiency. It takes into account inflows (revenues and savings) and outflows (investment outlays,
operation and maintenance costs besides depreciation, interest, charges on profit, etc.) Indicators
will be calculated based on planned cash flows shown in table C.lO of the application. The Fund
will calculate indicators for two different discount rates: social discount rate (S = 7 percent) and
the commercial discount rate (K = 15 percent).

There are projects where the NPV at the social discount rate (NPVS) has a positive value,
and the NPV at the commercial discount rate (NPVK) has a negative value. Such projects will
receive the highest scores in terms of this indicator. The smaller the negative value of NPVK the
higher the project will be ranked.

When NPVS has a negative value, the Fund will still consider additional circumstances
concerning implementation of the investment. A negative value of NPVS means, in principle, that
the cost of implementing the investment is too high. While such a project may be unattractive
from the perspective of implementation and operation costs, it may, however, yield outstanding
social benefits, thus making the project attractive. The Fund may decide to place such a project
higher on the ranking list, thus increasing the likelihood of its financing. Such a decision by the
Management Board requires, however, a written explanation to be provided to the Supervisory
Council.

The implications of different values of NPVS and NPVK are depicted in the diagram
below.

1-10
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I Project Selection Procedures and Criteria: Krakow Provincial Fund Chemonics International Inc.

Factors Impacting a Project's Position on the Ranking List

I
Estimation of NPV. I Project implies high risk because it

and NPVk does not payoff even at the low
discount rate ·S·. Difficulties with its

V implementation or operation may

I NPV.>O? ~
result; the cost of achieving the

ecological effect may be too high.

"" Yes
No Project pays off well and

I NPVk < O? I may be implemented using
commercial resources.

: Yes V V

.....: Yes I Do additional benefits justify, I·I implementation of the project?

No
y

Rejection of the
project

y

Qualification of the project
to ranking

A positive value of NPVK means, in
principle, that the investment is
commercially viable and may be
implemented without the assistance of the
Fund. When NPVK (net financial value at
the commercial discount rate) has a positive
value, the Fund will, however, consider
additional circumstances favoring
implementation of the investment. In the
commercial sector such a project, however,
may loose in competition with other (non
ecological) projects which offer the investor
an even higher value of NPV. In principle,
the greater the value of NPVK, the lower
the probability of financing by the Fund.
Nevertheless, as in the case of very unprofitable projects, the Fund may take into account
additional, special circumstances and include such a profitable investment in its portfolio (again,
with a written explanation from the Management Board).

I.

I
I

I

I

I

I

I
I

The table on the following page illustrates the impact of different factors on the project's
position in the ranking list. Some of these factors are determined by the type of investment,
technology, and other external factors. Some of them result from the investor's decision and
resource endowment.

Projects most likely to be highly ranked will be characterized by:

I
I
I

•
•

•

•

High ecological effect
High percentage of the investor's own resources or of resources coming from
other financing sources
Requesting loans, to be disbursed in tranches with short grace and repayment
period~

Small negative value of NPVK, when NPVS is greater than zero and NPVK is
less than zero

I
I
I
I
I
I
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Factor

Change of
Significance of the Fund

Ranking

Significant Gain Fund aims to achieve the highest possible ecological effect.
ecological effect

High commitment Gain Thanks to a high commitment of the investors' own resources, NVP
of investors' own of the Fund will be low, resulting in an increase of EPE. The Fund

resources retains more resources for the implementation of other ecological
projects.

Inexpensive ??? If inexpensive technology comes with high operation and
technology maintenance costs it will result in a situation of low or negative

value NVP (at 7 percent) and the project will lose its position in the
ranking. However, if the inexpensive technology involves low
operation and maintenance costs and relatively high revenues, NVP
will be higher which will result in a higher ranking.

Grant Lose A grant will increase the Fund's net outflows (lack of inflows from
repayment and interest), which will result in a lower ranking. Giving
a loan in the same amount will result in a higher ranking.

Long grace period Lose Extension of the grace period will result in a decrease of the Fund's
NVP (increase in absolute value) and deterioration of EPE. A longer
grace period means the Fund is without resources for a longer
period of time.

Disbursement in Gain Disbursing resources in several tranches (instead of all at the
tranches beginning) results in an improvement of the ranking. The Fund

retains its resources for a longer period of time and may use them
for other loans which might be repaid before the next tranche is
disbursed.

Long repayment Lose A long loan repayment period results in a delay of inflow of
period resources back to the Fund and reduction of EPE.

The highest position in ranking will be held by the project achieving the highest ecological
effect at the lowest ·cost. These projects will be the first to receive the Fund's resources. Projects
which are placed lower on the ranking list wiV subsequently receive resources until the resources
available for a given area of environmental protection in a given quarter are exhausted. The
investors whose projects did not manage to be placed on the ranking list may apply again for
financing in the next quarter.

1-12
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KRAKOW VOIVODE FUND FOR ENVIRONMENTAL PROTECTION AND WATER
MANAGEMENT

INVESTMENT PROJECT INFORMATION FORM
WASTE MANAGEMENT

CODE (to be entered by the Fund)

11.----"--- _
A. GENERAL INFORMATION

A-I. Project title (one sentence, precisely defming the scope of the project)

1'---- ---
A-2. Project promoter

Name:

Legal status:

Address:

Person authorized for
contacts with the Fund:

Phone:

Fax:

A-3. Administrative location of the project

1'----- -----------
A-4. Major goals of the project

1 -

A-5. Major environmental effects expected

1 --

A-6. Is the project promoter in compliance with legal obligations to pay environmental emission charges and non-compliance fee
(which are sources of revenues for Environmental Funds in Poland)?

YES NO

13



B. TECHNICAL AND ENGINEERING PLAN-WASTE MANAGEMENT

B-1. The waste flow

Waste type Amount of waste currently generated Amount of waste generated and/or
and/or disposed of into the environment disposed of after project implementation

(t or m3/year) (t or m3/year)

Municipal wastes

Industrial wastes

Toxic wastes

·B-2. Land-use designation of disposal area (as defined by the Regional Land Use Plan)

I
I
I
I
I

I 1-L.....------------- 1B-3. Ownership statue at the planned investment site

Subject Owner Form of legal title

Buildings

Land

B-4. Does the project promoter have a general waste management program? YES

B-S. Is the proposed project envisioned in the general waste management program? YES

B-6. The waste management sector (indicate the appropriate sector)

1. Waste prevention

2. Waste segregation

3. Composting

4. Incineration

5. Productive utilization of wastes (as inputs in productive activities)

6. Land-filling
a. municipal wastes
b. industrial wastes

7. Neutralization of toxic wastes

8. Contaminated land reclamation

9. Other (describe)

B-7. Has the promoter received financing from the Fund previously?

NO

NO

I
I
I
I
I
I
I
I
I

Project names and codes Amount and disbursement instrument

14

Date of Fund's decision
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C. FINANCIAL PLAN OF THE PROJECT

C-l. Financial plan

Sources offinancing Total Total investment for the project (amounts from year )
(currency) including

Resources already Resources Resources planned
disbursed committed

Own resources

Credits and loans (sources)
l.
2.

Grant (sources)

Disbursement mechanism applied for
(circle appropriate one)
-direct grant
-interest subsidy
-soft loan

(maturity )
-equity investment

Total

I C-2. Estimated O&M costs in new PLZ/year (prices from year )

I
I
I
I

C-3. Planned sources of debt servicing

Revenue source

C-4. Planned sources for financing O&M costs

Revenue sources

share in %

share in %

Declaration
I herewith declare that, to the best of my knowledge, all information contained in this Project Information Form is true and complete. Should
the information herein be false or incomplete I agree to reimburse the Fund, upon its request, the full amount of the awarded subsidy together
as week as a contractual fine and all administrative costs connected with processing this application and execution of the liabilities of the entity
I represent.

I
I
I
I
I

~ FUND'S COMMENTS

IName: Date: Signature:
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APPRAISAL TABLE FOR PRE-SELECTION OF WASTE MANAGEMENT INVESTMENT PROJECTS
(To be filled in by the Fund)

Criteria Questions in Project Basis for appraisal Is information complete? Appraisal Comments
Information Form (Yes/No) (Yes/No)

I. Are major goals and expected environmental effects consistent with Fund's A-I ;A-4;A-5 Env. Prot. Law, Funds stature, Rules of
mission and eligibility criteria Providing Grants and Loans

2. Is project promoter eligible of receiving assistance from the Fund? A-2; Env. Prot. Law, Rules of Providing
Grants and Loans

3. Is project consistent with priorities and principles of regional and local A-l;A-3;A-4; Statement of Voivod Environmental
environmental policy? A-5; Department and of municipal authorities

4. Does project promoter fulfill the obligations to pay the environmental A-6 Statement of the Accounting Department
charges and non-compliance fees? in the Voivod Office

5. Has the quantitative and qualitative characteristics of the waste flow been B-1 Judgement of Fund's technical team
given?

6. Is project consistent with local Land Use Plan? B-2 Local Land Use Plan

7. Is there a waste management master plan for the region of planned project B-4;B-5 Statement by municipal authorities and
(or waste dumps) and is the project consistent with it? judgement by Fund's technical team

8. Do property regimes enable appropriate implementation and operation of B-3 Judgement by Fund's staff
the project?

9. Is the type and scope of project consistent with the targets of local B-6 Relevant documents , statements collected
environmental policy, with the decisions of municipal authorities and with by the Fund's staff
the revealed preferences of public opinion and NGOs?

10. Does the financing plan provide for financing investment outlays? C-l;C-3 Judgement by Fund's finance team

11. Is there a sufficient contribution from promoter's own resources? C-l Rules of Providing Grants and Loans

12. Does the project provide for appropriate financing of debt servicing and C-2;C-4 Judgement by Fund's finance team
O&M costs?

13. Does the disbursement mechanism match project promoter as allowed in C-l Env. Prot. Law, Fund statute, Rules ofd
Fund's statute? Providing Grants and Loans

14. Is the expected unit cost of achieving environmental effect in line with the B-l;Cl;C2 Judgement by Fund's experts
average value-for-money for similar projects? ,

I - - - - - - - -
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ECONOMIC INSTRUMENTS AND TYPES OF GRANTS
USED BY FUNDS TO SUPPORT ENVIRONMENTAL PROJECTS

JAROSLAV NEVYJEL



The State Environmental Fund of the Czech Republic is one of the instruments used to
implement environmental policy. It was established in September 1991 and operations started in
1992.
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ECONOMIC INSTRUMENTS AND TYPES OF GRANTS
USED BY FUNDS TO SUPPORT ENVIRONMENTAL PROJECTS

by Jaroslav Nevyjel

In compliance with the principle "the polluter pays,"
the revenues of the Fund are created by fees for discharge
of wastewater into groundwater and streams, groundwater
use, air pollution, land use, and waste disposal in landfills.
The Act under which the Fund operates stipulates other
possible sources of revenue, including governmental
subsidies from the budget and grants. The Czech
Parliament provided a significant subsidy for the period
1994 - 1997, amounting to $224 million. The Fund budget
for 1996 is $270 million, three times that of 1992. The
structure of revenues is shown in the pie diagram.

11-1

The total amount of requested funding from all applications received by the Fund exceeds
total revenues. For example, in 1995 the Fund received 761 applications requesting a total of
$350 million. To date, the Fund has funded 1,470 projects totaling $665 million (commitments
from 1992 to 1997). Seventy-seven percent of funding is directed to municipalities, more than 16
percent to businesses, and the remaining 7 percent to budgetary organizations. Loans represent 44
percent of the overall funding. On average, the Fund usually covers 58.7 percent of the project
total costs. The structure of the Fund expenses by media is shown in the bar chart.

Loans and grants provided by the Fund are regulated by the Czech Ministry of the
Environment. The Ministry's regulations specify which projects can be funded and under which
terms and conditions. Only those projects aimed at the removal of sources of pollution can be
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Environmental Funds Conference Proceedings Chemonics International Inc. •
supported by the Fund. Based on the Ministry's regulations, projects which meet any of the
following criteria can be funded: •

• Reduction in groundwater and stream pollution, air pollution, and land pollution
• Conversion to high quality fuel in areas with a high degree of air pollution
• Upgrade and enhancement of existing pollution treatment facilities to increase the

efficiency of the cleaning process
• Modification of processes to reduce or remove pollution
• Construction of new manufacturing plants using new, more environmentally

friendly process equipment producing significantly lower amounts of pollutants
• Construction of plants for waste classification, recycling, and safe disposal,

including engineered landfills
• Land protection measures and cleanup of contaminated soil
• Implementation of alternative sources of energy

In the 1996 amendment to the regulation, new principles of project funding have been set
forth. They deal with so-called direct and indirect financial support. I

11-2

Indirect Financial Support

For businesses and other entities the following facilities are now available:

•
I
I
I
I
I
I
I
I
I
I
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Figure IIIDirect Financial Support

• Position of the District Authority regarding whether the intended project meets the
environmental needs and fits into the regional development plan

• A document showing the legal status of the applicant

• Guarantee of a loan
• Coverage of interest payments up to 10 percent of the interest rate

3Direct financial support can account for a
maximum of 80 percent of justified project
costs and it is usually provided to municipalities 2

or entities other than businesses. Direct
financial support can be provided in the form of
a grant or a loan or it can be a combination of
both.

The terms of guarantee and the amount of interest coverage will be assessed case by case
with special consideration given to meeting criteria. Uniform application forms are submitted to
the Fund Office together with the following documents:

The loan payment period for
municipalities is set at a maximum of seven

-1
years, and the grace period can be a maximum
of seven years. However, the sum of the grace
period and the payment period must not exceed -2 ===-,,----,:..-...;.c=.c....;...======'..£-,","--,-==J

Waler Air POQ Freon Wildlife Weste Other
10 years. The loans are interest-free. The
diagram shows the structl;lre of loans by media.
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DISBURSEMENT OF FUNDS
UNDER 1995 CLEAN AIR PROGRAM
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Execution of the contract occurs when the Minister of the Environment has approved the
application by issuing a Ministerial Decision. The documents necessary for executing the contract
include:

The Fund's four years of direct funding experience, i.e., providing grants and loans, can
be evaluated. A valid approach would be that loans be used to maintain market conditions and
equal opportunities for all. However, our assistance has gone beyond this approach, as we
usually fund environmental projects which are not attractive to banks-particularly at times when

Only after the contract between the Fund and the applicant is executed, or after the
agreement on collateral is signed and entered into the Land and Property Register, can the money
be disbursed. Prior to these events, the disbursement schedule must be discussed and agreed upon
based on the expected progress of work. The annual amount of the moneys committed will be
disbursed accordingly every quarter year.

Chemonics Internat;onal Inc.

11-3

All applications are first reviewed by the Fund office and discussed in the commission
preparing documents for the Fund Board meeting. Applications which are recommended for
funding are reviewed by the Board, which acts as an advisory body to the Minister of the
Environment. Reviewed and recommended applications are then offered to the Minister for his
final decision. If the Minister approves the project, the Fund office executes a contract with the
applicant.

Instruments and Grants Used to Support Environmental Projects

• Project documentation sufficiently developed to permit a technical, economic, and
environmental assessment of the project

• Data on other sources of project funding-in the case of bank loans the bank
providing the loan must attest to the amount

• Documents showing the applicant's financial situation
• Suggested collateral or other type of securities for the loan
• Planning Permit if the project is subject to building regulations
• Statement of the applicant's VAT status

• Project documentation sufficiently developed to permit continuous monitoring of
project progress from the technical, financial, and environmental point of view.

• Opinion of the Czech Environmental Inspectorate.
• Expert opinions.
• Data on other sources of funding. If it is a loan an acknowledgment of the lender

is needed. In the case of a release from air pollution fee payments, a statement
from the respective regional environmental inspectorate is needed.

• Proposed collateral or other type of security.
• A project review performed by the power/gas supplier and focused on the design

and overall project economy after its completion.
• Results of the public tender for contractors as set out in Act No. 199/94 Sb. on

public tenders.

Ten percent of the total financial support provided is withheld. This withheld money is
disbursed to the applicant after the final evaluation of the project is complete. If any contract
term or condition is not met, the withheld money is retained or only a small amount is disbursed.
Until completion of the project evaluation, all approved are conditional; only after the project
benefits are evaluated does the funding receive final approval. Loan repayments are then
monitored by the Fund until all are repaid.
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capital is lacking in the national economy. During 1992-1995, loans were provided with payment
periods two times longer than those provided by standard commercial banks. The interest also
represented half the interest rate charged by banks in the Czech Republic.

Environmental Funds Conference Proceedings Chemonics International Inc. I
I

Attractive terms and conditions have also been offered to municipalities. In general, a
combination of grants and loans in the ratio I: I was provided with the condition that 20 percent
of the total project costs be met from a municipality's own resources. These terms are a
prerequisite for an efficient use of the resources, as the ratio between the loan and grant must be
maintained throughout the entire disbursement period. Since municipalities must repay the loan
from their future revenues, .they try to spend the money in a very effective and wise manner.

Since the beginning of the current year, new types of financial support have been
implemented and these are guarantees for loans provided by banks and coverage of interest.
Implementation of this new support was necessary due to the financial situation of the Fund, as
the total revenues from pollution fees are decreasing annually as a result of the completion of
Fund-supported environmental projects, which have contributed to a reduction of pollution. This
also has facilitated the involvement of commercial banks in environmental project funding. With
the Fund's guarantee or coverage of interest, a project becomes more attractive for a commercial
bank. For the project owner, it is as if the project were funded by the Fund. From the point of
view of the moneys available, coverage of interest is not so demanding and the need for money is •
distributed over a longer period of time. Cooperation between banks and the Fund can
significantly speed up the process of environmental project implementation, thus resulting in more
environmental benefits and faster cleanup of contaminated areas. The following diagram
illustrates the allocation of funds to the areas with the most severe air pollution.

I
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THE FUNDING OF ENVIRONMENTAL PROJECTS AND PREPARATION
OF A NEW REVOLVING FUND, AS VIEWED

BY THE SLOVAK STATE ENVIRONMENTAL FUND
by Pavol Mertus

The Funding of Environmental Projects

The Slovak State Environmental Fund was established to help address a large number of
complex environmental issues. The Fund is an important economic instrument for the
enforcement of state environmental policy. The Fund's strategy was set out in the document '
entitled IIStrategy, Principles and Priorities of the National Environmental Policy, II adopted by the
Slovak Government and approved by the Parliament.

The State Environmental Fund was established under Act No. 128/1991, which merged the
State Water Management Fund and the Air Protection Fund into a single institution. The Fund's
operations were extended by the waste management and nature conservation functions.
Administered by the Ministry of Environment, the Fund is accountable to the Ministry for its
own financial management.

Consistent with the legislation, the Fund Council was established as an advisory body to the
Minister of the Environment. The Council has 15 members, including environmental, economic,
banking experts. The Council's conclusions serve as a basis for Ministerial decisions on the use
of the Fund's resources.

The Fund's resources can be used to support viable environmental projects (e.g. capital
investment projects, equipment procurement, research and development, and training) as well as
dissemination of environmental information. Terms and conditions for provision and use of the
funds are stipulated in Regulation No. 176/1992. The efficient use of financial resources requires
the collection of key information necessary for the decision making process. An assessment of the
applicant's economic, environmental, and technical credibility must be carried out to avoid
funding weak industries and businesses, or those violating applicable environmental regulations.

In 1995, 3820 applications, amounting to Sk 14.029 billion, were received by the
Fund-957 of which, amounting to Sk 1.175 billion, were approved. During the first six months
of 1996, 2455 applications, amounting to Sk 8.995 billion, were received-850 of which,
amounting to Sk 0.9 billion, were approved. These figures demonstrate that, despite the
increasing number of grants provided by the Fund, a large number of outstanding applications
must resort to either the applicants' own resources or joint resources. Thus, the Fund should
primarily encourage applicants to utilize their own resources.

In compliance with Regulation No. 178/1992 on the terms and conditions for providing
grants from the Fund and the use thereof, the environmental priorities are set and application
assessment criteria are specified for each area.

For 1996, the following general priorities and criteria have been identified:

• Addressing problems in highly polluted areas and regions to prevent serious
environmental damage and irreversible environmental losses

11I-1
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• Address problems in special management regions, particularly protected areas and
localities, taking into consideration international relations and project interfaces,
water supply systems, sewage etc.

These priorities and criteria are further specified for each operational sector.

The decision making process and the selection of individual projects for grant funding is
stipulated in the Regulation of the State Environmental Commission No. 176/1992. The applicant
submits the application with all supporting documentation and design drawings to the
environmental department of the respective district authority.

Clients must submit their applications for funding for the upcoming six months (deadlines
are June 30 and November 30). The District Office Commission evaluates the applications and
will rank order them in accordance with the regional environmental policy. The evaluated
projects are submitted to the State Fund to undergo final evaluation-for compliance with the Act
and the respective regulations and for environmental compliance (done by the Ministry of the
Environment). The Fund summarizes all the specialist opinions and evaluations and submits
complete lists to the meeting of the Fund Council. The Council meets at least twice a year. Based
on the Council's recommendations, the Minister makes the final grant decisions from the State
Fund.

Under Funding Projects as Viewed by the State Fund

When speaking about under funding environmental projects, we generally mean the
inability of an investor to cover the costs of the project during the entire implementation period.
A regular pattern of applicants has emerged iri the course of the time: 75 to 80 percent are
municipalities, 15 percent legal and natural persons, and the remaining 5 percent are institutions
controlled by the Ministry of the Environment. In this section, I will focus on municipalities.

Municipal budgets are closely linked to the state budget. At the moment, municipalities do
not undertake entrepreneurial activities (this particularly applies to small communities). The lack
of municipal businesses results in scarce resources. In parallel with this, nearly all the municipal
property available has been sold or encumbered. It is almost impossible for small communities to·
fund environmental projects using commercial bank loans because of the interest the banks
currently charge. The main reasons for the high interest rates include:

• Revenues are not sufficient to service the debt.

• Applicants have no property, either movable or immovable, to secure bank loans.

• Environmental projects, e.g,. construction of wastewater treatment plants, public
sewage systems, etc. are not attractive for commercial banks because of their low
rate of return.

If a municipality, in spite of all these difficulties, starts an environmental project with costs
in excess of their resources, they must either suspend the project or postpone the completion
date. This has a negative impact on the project time schedule and total costs. At the moment,
there are many environmental projects which have stopped or are proceeding slowly because of
these problems (e.g., sewage treatment plants in cities such as Banska Bystrica, Poprad, Presov,
and Humenne).

111-2
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Preparation of Revolving Fund

The existing system of grants will form the first element of the new revolving fund and a
new element will be added-loans-which will form the revolving part of the fund. Both grants
and loans will thus be provided from this fund.

This significant change in the Fund's philosophy must be supported by sufficient resources
to allow the Fund to provide soft loans. The interest rate charged as well as the repayment period
will depend on the amount of available resources. It is assumed that the repayment period will
not exceed 5 years and the interest rate will be less than 8 percent.

Chemonics International Inc.
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In addition to designing a method of environmental project assessment, Agiplan and
Kommunalkredit will also recommend the first 25 projects to be funded from a newly established
revolving fund. A list of 60 projects has already been prepared and 25 projects will be selected
by a new assessment method. The flow of funds between the State Fund, commercial banks, and
clients will be regulated by a standard which will be to the adoption of the amended State Fund
Act by the Parliament. The flow will also depend on the arrangement between the Fund and a

A method of environmental project assessment is now being developed. This work is
funded by the European Union's PHARE program. In 1995 there was an international tender in
which seven bidders took part. The tender was organized by the Slovak Ministry of the
Environment with the assistance of the PHARE team. Agiplan, an Austrian company, with its
partner Kommunalkredit, an Austrian bank, won the tender. Agiplan and Kommunalkredit have
many years of experience in the environmental project funding in Austria.

The key task of the restructured Fund will be to provide funding, optimum methods of
environmental project assessment, and cooperation with commercial banks. Funding of the
revolving part of the Fund will potentially come from foreign donors and domestic resources.
Foreign donors' participation in the revolving fund is currently being discussed both at the
Ministry and the Fund. Domestic resources will be supplied by the Fund's internal resources,
participating commercial bank's resources, resources of the National Property Fund, 'and
resources of large industrial companies (e.g., 'Slovensky Plynarensky Priemysel will participate
through a system of funding aimed at gas penetration which is their area of interest).

The revolving fund will provide continuous funding of projects throughout the
implementation period. It fills the gap in funding the environmental projects for which the
government is responsible and, at the same time, creates prerequisites for transforming the State
Environmental Fund into a revolving fund.

The creation of a revolving fund is the first step toward the institutional and legal
transformation of the State Environmental Fund, so that it co¢orms to the principles of a market
economy. The main objective is to establish administrative and economic prerequisites to ensure
repayment of the funds provided.

Slovak State Environmental Fund

As already indicated, since 1992, the State Fund received applications for grants that
amount to 15-20 times the amount of available resources. This has resulted in a large number of
uncompleted environmental projects. Although there has been a major effort to complete projects,
the number is still increasing. For this reason, a new initiative was added to'the Legislation
Action Plan of the Slovak Government, which should focus on the amendment of the State
Environmental Fund Act.
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commercial banle The bank, which will cooperate with the State Fund, will be chosen by a
tender organized by the Slovak Ministry of the Environment. The amended State Fund Act
should become effective on January 1, 1997. However, this date depends on the progress of the
legislation process in the Parliament.
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NATIONAL FUND FOR ENVIRONMENTAL PROTECTION AND WATER
MANAGEMENT AND ITS RELATIONSIDP WIm COMMERCIAL BANKS

by Jan Kruszewski

Environmental investment in Poland is financed by a number of different sources. Subsidies
from the state budget constitute approximately 5 percent of the total volume of investment outlays
on environmental protection. Subsidies and loans from funds for environmental protection
(national, voivodship, and municipal) constitute about 41 percent of those outlays, while local
authorities contribute 19 percent spending from their own budgets and borrowings. Foreign aid,
in the form of grants and loans, contributes 4 percent to the overall expenditure, while companies·
contribute 31 percent of their own funds. This financing structure has been relatively stable in the
recent past. Ecological funds thus provide almost 60 percent of the overall resources. The
National Fund for Environmental Protection and Water Management is the source of every fourth
Polish zloty spent on environmental protection.

The National Fund is an autonomous national government agency that finances the
implementation of projects in the area of environmental protection. It is an important component
within the legal and economic system of environmental protection in Poland, facilitating the
rational application of financial resources generated by pollution fees and penalties.

As a leading financial institution in the system of environmental protection, the National
Fund provides financial support for environmental projects, especially ones of nationwide
significance and broad ecological effect. At the same time, it does not ignore smaller projects.
The Fund works in cooperation with the Environmental Protection Bank, which carries the
burden of financial servicing and supervision.

During its first full year of operation, in 1990, the National Fund's percent share in the
total expenditure on environmental protection in Poland amounted to approximately 2 percent. Its
potential grew very swiftly, reaching 25 percent by 1992, where it has since stabilized. While the
ratio fell slightly in favor of voivodship funds, annual expenditures from the National Fund grew
from $8.7 million in 1990 to approximately $425 million in 1995. Total expenditures on
environmental protec.tion throughout the entire period ·of the National Fund's operation, including
last year, has reached approximately $1.2 billion. The National Fund also handles the
implementation of foreign aid targeted for environmental protection provided by the European
Union's PHARE program, the World Bank, and other bilateral donors.

The Fund's financial potential, which comes almost exclusively from inland sources, was
increased by foreign aid funds. Foreign financial resources have, to date, mainly consisted of
subsidies in support of technical assistance. Nevertheless, the share of loans offered on acceptable
terms from banks and financial institutions established especially for that purpose are still
insufficient. Foreign support of Polish environmental protection should evolve with
transformations in the economy. The Fund thus has been drawing the attention of foreign
investors to projects in Poland, which has helped broaden the base of support to non-donor
sources.

The National Fund applies the following forms of financial support to ecological projects:
grants, preferential loans, partial amortization (loan forgiveness), subsidies to bank credits (from
the Environmental Protection Bank), credit lines, and capital investment.
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Relationship Between the Fund and Commercial Banks

• The Bank is a combination of a strictly commercial banking institution and an
environmental financing institution.

• The Fund has entered into an agreement with the Bank, which regulates their
cooperation in supporting environmental projects.
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• The Bank has been established on the basis of funds derived partly from the
National Fund, which currently owns about 40 percent of the share capital.

Apart from its involvement in the environmental area, the Bank has also financed non
environmental projects, acting in the capacity of a purely commercial operation. Notably, the
profile of the Bank allows for a potentially close linkage of business and finance with

Most of the listed methods of environmental project financing by the National Fund are
based on cooperation with banks and financial institutions, both domestic and foreign. This
corresponds to the multiple sources of project financing presented earlier, where, apart from the
National Fund, funding is provided from Provincial Funds, the Bank Ochrony Srodowiska, and
other banks. The extent of this cooperation varies and is project-specific. It depends on the
project size and financing structure, but also on the type of funding provided by the National
Fund.

The application of the different forms of assistance is conditioned" by a number of factors,
including the kind of project and the type of applying party. Preferential loans are available to
any entity prepared to venture into a project of an ecological nature, able to both take out and
repay that loan, and meet the other conditions on which they are granted. Entities which do not
operate business activities, and yet implement projects of outstanding ecological value, are given
priority to grants.

Another form of preference applied to the co-financing of environmental enhancement
projects by the National Fund consists of grants. These are allocated by law and by the plan of
activities and criteria of project selection determined by the Supervisory Board of the Fund. A
special form of preferential treatment for borrowers consists of writing off part of the debt. It is
applied to investors who correctly fulfill the contract provisions with respect to the National Fund
and meet specific criteria. The procedures for the debt write off very clearly illustrate the "stick
and carrot" principle applied by the Fund to its investors.

Cooperation between the National Fund and Bank Ochrony Srodowiska is the best defined
and most evident relationship. There are three major reasons for this:

Environmental Funds Conference Proceedings

The basic form of financing from the resources of the National Fund are loans offered on
preferential terms. The Fund can subsidize. up to 50 percent of the project cost, and up to 70
percent of the cost of projects undertaken by local self-government authorities.

Interest charged on loans granted by the National Fund is of a preferential nature. From the
first of January 1996, the highest possible preference has amounted to 0.3 percent of the re
discount rate of the National Bank of Poland, which is currently at 23 percent. Detailed
principles differentiating the application of preferential conditions are presented in the conference
materials. '
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Examples of major agreements concluded in 1995 are:

• Extension and upgrade of a wastewater treatment plant preferential credit
extended to the city of Debrowa Gornicza of PLN 30.0 million (NF - PLN 24.0
million)

• Installation filters on power generating units, including FGD, flue gas
monitoring, and stack improvement preferential credit extended to £aziska
Power Plant of PLN 23.2 million (NF - PLN 18.2 million)

Chemonics International Inc.

A total of eight projects will be implemented with an estimated value of approximately
PLN 2,780.0 million. In 1995, PLN 196.8 million were disbursed. Consortium agreements
concluded with the Bank Ochrony Srodowiska formed the first experience of the National Fund
in consortium financing of large environmental projects. This opened the doors for establishing
consortia with other banks, including foreign banks.

• Construction of a primary and secondary wastewater treatment plant in
Strumiefi preferential credit extended to the municipality of Strumiefi of PLN
1,025,000 (NF - PLN 386,000), in a consortium with Voivodship Funds for
Environmental Protection and Water Management of Katowice and Bielsko
Biala.

• Construction of a fluidized bed boiler preferential credit extended to
Elektrocieplownie Warszawskie S.A. (Warsaw Energy Co-generation Plants) of
PLN 25.0 million (NF - PLN 20.0 million)

environmental protection. The Bank is the closest partner to the National Fund and its 16 field
branch offices maintain the highest level of collaboration with provincial funds for Environmental
Protection. The National Fund cooperates with the Bank Ochrony Srodowiska by subsidizing
preferential loans provided by the Bank, and having the Bank extend preferential credits from
National Fund assets.

Relationships with Commercial Banks

Subsidies to credits provided by the Envirqnmental Protection Bank on preferential terms,
such as those practiced by the Fund, cover the difference between the commercial interest rate of
the bank and the preferential interest charges. The use of subsidies was the first area of a wider
cooperation with the Bank. 'presently, subsidy grants are being slowly abandoned while the
effectiveness of preferential loans by the National Fund through the Environmental Protection
Bank is gaining recognition. The National Fund accounted for 544 agreements concluded by the
Bank, to date, worth PLN 252.9 million (both types of instruments). During the reporting period,
45 agreements representing PLN 11.3 million were completely accounted for.

The Bank is beginning to rely on syndication. Syndication of resources with other banks
and financing institutions, both domestic and external, and risk sharing, especially in large
projects, confirms the need for joint operations of the National Fund with the Environmental
Protection Bank. Initiated in 1994, this type of cooperation was put in practice in 1995 and
involved forming consortia with the Bank Ochrony Srodowiska to finance large environmental
projects.
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• Continued construction of FGD system at Belchatow Power Plant-the National
Fund contributed PLN 31.6 million

• Rehabilitation of Turow Power Plant (Stage I)-the National Fund contributed
PLN 120.0 million

• Co-financing of hydrocracking plant in Mazowieckie Zaklady Rafineryjne I
Petrochemiczne, Plock-the National Fund contributed PLN 140.0 million
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This line will be serviced by the Bank Ochrony Srodowiska, which has been selected in
a competitive process involving several other Polish banks. Other credit lines are planned to
finance environmental projects. The profile of the current types of the National Fund's
cooperation with banks point to a strong focus on links with the Bank Ochrony Srodowiska
and on developing broad relationships with other Polish and foreign banks. Some of the types
of cooperation developed and tested with the Bank Ochrony Srodowiska will be extended to
o~er banks, and will help overcome some of the Bank's limitations while maintaining
consistency with the National Fund strategy. The most important aspect of the strategy is the
trend away from financing small and dispersed projects, which is giving way to national,
supra-regional projects and programs, the phasing out of direct servicing of borrowers and
grantees, and the handing over of the direct supervision of projects to banks. Both these trends
will facilitate increased use of credit lines and consortium-based financing involving banks and
financial institutions. The National Fund will operate jointly with the Bank Ochrony
Srodowiska in such complex structures, which is supported by the reasons presented earlier in
part two of this paper.

• Co-financing of a municipal treatment plant with an inflow and discharge
interceptor in Tomil-the National Fund contributed PLN 42.5 million

Although it focuses on large national projects, the National Fund has no intention of
ignoring smaller, more fragmented efforts. However, it is not able to handle them directly, as
was the case in the earlier days of its operation. Besides lending to them in conjunction with
the Bank Ochrony Srodowiska, the Fund will increasingly use credit lines. The first credit line
of PLN 100 million has already been launched to finance specific projects, such as retrofitting
of city lighting systems, revamping small boiler houses and heating furnaces, using gas (LPG)
as a fuel in vehicle engines, managing municipal wastes in the countryside, surface water
protection using small wastewater treatments plant (for farmers' houses), construction and
retrofitting of potable water treatment plants.

Eight loan agreements were concluded on a consortium basis (with other funding
organizations) with the total National Fund contribution of PLN 396.7 million (which is 59
percent of total loan agreements). Major projects include:

Environmental Funds Conference Proceedings
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ANTICIPATED COOPERATION BETWEEN THE NEW LITHUANIAN
ENVIRONMENTAL INVESTMENT FUND AND COMMERCIAL BANKS

by Ramune Bieksiene

Background Information

Since mid-1995, the Lithuanian Ministry of Environment (MoE) has been engaged in
efforts to establish a new Lithuanian Environmental Investment Fund (LEIF). The basic concept
for such a fund has recently been endorsed by both the Lithuanian Government and Parliament,
though many issues regarding establishment of the eventual institution remain to be resolved.
Currently, the LEIF is envisioned as an independent non-profit organization that would support
environmentally beneficial projects in the public and private sectors, principally through soft
loans. The LEIF is expected to become operational sometime late this year. Before turning to a
more detailed discussion of how the LEIF will cooperate with commercial banks, I will first
describe the motivations for this venture.

Polluters in Lithuania do not presently bear the full costs of using the environment,
resulting in an excessive amount of pollution and a degraded environment. Policies exist,. and
new ones are being formulated, to compel or encourage polluters to reduce pollution to levels
that are acceptable; however, implementing such policies requires time and must overcome
considerable challenges associated with Lithuania's transition to new economic, political. and
social systems.

As is always the case. but especially so during the transition period. environmental
investments compete with investments in many other areas. Given the modest financial resources
of both private and public sector polluters and the weaknesses of existing capital markets, it is
widely perceived that additional incentives may be required to encourage environmental
investments. Currently loans are not, in any realistic sense, available for environmental projects
in Lithuania. Banks, not surprisingly. are interested only in projects they consider financially
viable, which has yet to include environmental projects. Even so, not all potential borrowers can
afford to borrow money from a bank at the existing high interest rates. Under such
circumstances. the resources of the LEIF can play an important role in catalyzing environmental
investments.

The MoE recognizes that the LEIF will have to make use of the best financial analysis
skills available if the Fund's loan program, and indeed the Fund as a whole, is to be effective
and efficient. Upon due consideration, the Ministry believes that such skills are to be found in the
commercial banking sector and thus has decided that the LEIF should engage a bank to manage
its loan program. Use of a bank to manage the LEIF's loan activities will also allow the Fund to
minimize its administrative structure and save on in-house costs. The use of a commercial bank
for loan activities is likely to be favored by donors. which is especially important for the LEIF.
as it will be capitalized by a donation from the European Union's PHARE program (domestic
revenue sources are not yet secured).

Presently, there are only 12 banks operating in Lithuania. Only three of these, however.
may be considered quite strong. In 1994, there were 24 banks, but most of these are now either
officially or unofficially bankrupt ("unofficially" is used because the lack of the necessary
bankruptcy laws allows some financially insolvent banks to remain in business). The
macroeconomic situation in Lithuania is still not very good and remains unstable. The
Government of Lithuania is taking steps to improve the situation by planning for bank
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The Bank Selection Process

privatization and restructuring, and revising laws such as "The Law on Commercial Banks" and
"The Law on Bankruptcy." These plans also include reforms which would allow foreign banks to
establish branch operations in Lithuania. Market competition between domestic and foreign banks
should help to reduce the considerable differences in the services provided by banks. We are thus
cautiously optimistic that the banking sector will become stronger and the Fund will be able to
choose from a wide selection of healthy banks.

A critical issue for the LEIF is the selection of a commercial bank to manage its loan
program. Cooperation with a commercial bank is not without risk, however, and the commercial
banking sector in Lithuania is under-developed and sometiines unreliable, as recent high profile
problems have illustrated. Thus, the selection of a bank as an eventual partner for the LEIF must
be a careful process. The process should also be as transparent as possible, ensuring that all
qualified banks have the opportunity to participate. The donor community has already assessed a
number of commercial banks in Lithuania and has prepared guidelines for evaluating and working
with them. It is expected that a request for proposals will be sent out by the MoE based on these
guidelines and the anticipated needs of the fund. A preliminary survey of several commercial
banks indicates that some banks would be interested in cooperating with the LEIF and a variety
of possible terms and conditions for that cooperation were cited.
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In selecting a partner bank, the LEIF should first consider the financial health of the
possible partner institutions. The donor community has developed a standard list of suggestions
by which a bank's status is examined. These suggestions (see next section) are being used by
USAID and other donors (e.g., World Bank, PHARE) for selecting banks for direct technical
assistance and credit lines. The criteria are designed to help select banks that have a solid
financial base and will be able to effectively utilize technical assistance. The guidelines were
developed to encourage all banks to improve their operations and to work according to
international standards. The criteria have been clearly defined and communicated so that banks
are aware of the qualifying requirements for program participation. As the LEIF will be using
donor money, the guidelines for bank selection will be used. Currently, only two or three banks
in Lithuania meet these criteria.

The MoE will prepare a request for proposals and provide it to these qualifying banks,
explaining the interests and requirements of the LEIF. Proposals from the banks will be evaluated
by the MoE, using outside finance experts. The proposals will be ranked according to how well
they meet the LEIF's needs and interests, and negotiations will be entered into with the top
ranked bank. As the banks are approximately equal in their financial standing, the discussion is
likely to focus on which banks see environmental lending as a priority area, and which banks are
most willing to serve the special needs of the LEIF.

The two basic criteria, the banks' financial health and ability and interest to meet the
Fund's special needs, should lead to the best possible outcome. The process also provides for
transparency in selection, setting an important possible example for other institutions.

Donor Suggestions for Working with Lithuanian Banks

According to the criteria established by the donor community, banks must meet the
following conditions to receive credit lines or to participate in equity programs.
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Relations Between Fund and Bank

• In existence and producing operating results for a minimum of two years.

• The bank should not be undergoing any major development changes (privatization,
break-up, etc.) that would inhibit or nullify the planned program.

Chemonics International Inc.
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• Have a minimum BIS risk-weighted capital (as defmed under lAS) adequacy of 4
percent by year-end 1994, 5 percent by year-end 1995, 6 percent by year-end 1996,
7 percent by year-end 1997, and 8 percent by year-end 1998.

• Have aggregate exposure to insiders (defined as council members, members of the
management board, employees in a management position, and shareholders with
voting rights in excess of 10 percent) of no more than 100 percent of lAS equity
capital as of year-end 1994, 90 percent as of year-end 1995, 80 percent as of year
end 1996, 70 percent as of year-end 1997, and 60 percent as of year-end 1998.

• Have exposure to anyone borrower as a percentage of its lAS equity capital of no
more than 50 percent by year-end 1994, 40 percent by year-end 1995, 35 percent by
year-end 1996, 30 percent by year-end 1997, and 25 percent by year-end 1998.

• Have minimum assets (as defined under lAS) equivalent to $10 million for year-end
1994, $15 million for year-end 1995, and $25 million for year-end 1996.

• Have minimum equity capital (as defined under lAS) equivalent to $2 million, and be
able to increase capital as necessary to comply with future increases required by the
Bank of Lithuania.

• Provide a certificate of compliance from the Bank of Lithuania stating that: (a) it has
a valid banking license (type and date of license), (b) the Bank of Lithuania is not
aware of any criminal proceedings ongoing against the Bank, and (c) the client ~ank
is in general compliance with all relevant banking laws. and regulations.

• Have an acceptable audit report which covers one full year of operation, incorporates
a portfolio review, and is prepared by an internationally recognized audit firm in
accordance with International Accounting Standards (lAS).

As mentioned earlier, an initial survey of six Lithuanian banks was conducted to identify
the possibilities for cooperation. The information collected from those banks gives us the
possibility to think about and discuss certain important issues. Once an individual bank has been
selected to manage the LEIF's loan program, a special agreement, describing the relations
between the institutions in detail, will be prepared and signed by the LEIF and bank.

A number of different options for cooperation with a commercial bank are being
considered for the LEIF. While the strongest financial analysis abilities may be found in the
commercial banking sector, such services can be costly. Thus, some level of analysis should first
be conducted by the LEIF itself, so as to avoid the unnecessary use of the bank's services.
Presently, the following is being considered as a likely scenario for the management of the
LEIF's loan program: 1) the LEIF would conduct extensive environmental and technical
appraisals and preliminary financial appraisal of loan applications; 2) loan applications which are

Anticipated Cooperation Between the LEIF and Commercial BanksI
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One of the major findings of the bank survey is related to the conditions under which
banks would be willing to bear the risk of bad loans. Of the six banks surveyed, three indicated

With the LEIF using a commercial bank to provide loan analysis and management
services, it would not need to develop all its own procedures and forms, or recruit additional
staff with financial expertise (one financial specialist will be on staff to conduct preliminary
appraisal). With the Fund receiving a certain, defined rate of return on its money, which is
deposited at the bank for the loan program, long-term cash flow management and planning for
the LEIF should be made easier and increase donors' confidence in the Fund.

•
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As the relationship is currently envisioned, "the bank would manage the loans made by
LEIF and would bear the risk of bad loans. This means that the Fund would receive a certain
return on all moneys deposited in the bank, independent of loan repayment rates. When the bank
bears the risk, the bank may require the fund to abide by the bank's determination on whether or
not to issue the loan. Also, the fund might expect to earn a lower" interest rate on moneys
deposited in the bank, reflecting the riskiness of the loans. Another issue to consider is the bank
may exert some pressure to specify loan terms and conditions more favorable to it, or to select
projects more appealing to the bank, possibly sacrificing environmental benefits. Regarding these
issues, the MoE (the LEIF once established) may consider an additional option, where the risk is
either shared by the Fund and the bank or the bank only assumes the risk on loans it determines
are creditworthy.

In the survey, banks were not asked about interest rates because it was assumed that the
Fund would establish a range of interest rates at which loans would be offered. The survey did
help to identify a wide range of fees charged for management of loans and financial analyses
performed by bank staff. Generally, these charges are calculated on the basis of a percentage of
the value of the loan, although two banks proposed fixed charges for financial analysis and the
loan management fee. Most banks offered a range of service charge rates that could depend on
the size of the loan or other characteristics of the application. Because fees for loan evaluation
are paid whether the loan is approved or disapproved, the LEIF will perform at least a
preliminary financial review (mentioned above) as part of the selection process before
applications are submitted to the bank for full review.
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accepted after having passed extensive environmental and technical appraisals and preliminary
financial appraisal would be forwarded on to the partner bank, in accordance with the agreement
between the LEIF and bank; 3) the bank would conduct a financial analysis of the applicant (and
possibly the project itself) and determine the eligibility for a loan, and; 4) the bank would
negotiate an agreement with qualified applicants in accordance with the agreement between the
LEIF and bank (providing "soft" terms).

As noted above, the banks in the survey were not asked about the level of interest they
would expect to charge on loans they manage for the Fund. The soft interest rates will be set by
the L.EIF, with due consideration of existing commercial levels. The Fund may set interest rates
according to the type of project, cost of the project, or based on a determination of risk and
creditworthiness of the applicant. Alternatively, the Fund could establish a range of interest rates,
as some other Central and Eastern European environmental funds have done (Le., the Polish
National Fund has adopted interest rates between 0.2 and 0.8 times the commercial interest rate),
adopting perhaps an interest rate 2-3 times lower than the commercial interest rate (24 - 35
percent per annum). Presumably, the partner bank would not bear the risk of issuing a loan
unless it agreed that the application merited an interest rate in the range set by the Fund.



Conclusions

Also, the Fund will require the bank to prepare and provide, on a regular basis, its
rationale for approving or rejecting the different project proposals for loans, as well as standard
account statements and other information requested by the Fund. Some informational materials,
including applications, would be prepared jointly by the LEIF and bank.

To function effectively, the LEIF will have to share or even transfer some control over
the selection of projects or loan terms to the bank. However, it must be remembered that the
LEIF and bank have different objectives vis a vis the loans. For the bank, loan transactions must
meet bank policy guidelines with profits exceeding interest payments to the Fund. On the other
hand, the LEIF's objective is to promote environmental investments in a number of priority areas
and it may be willing to take on some additional risk for the sake of catalyzing environmental
improvements.

Chemonics International Inc.Anticipated Cooperation Between the LEIF and Commercial Banks
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that the Fund's role in deciding whether to issue loans (for projects already approved and
forwarded by the LEIF) would be merely "advisory." In practice, this means that the LEIF
would perform its environmental, technical, and preliminary financial appraisal screening of
projects and submit those applications that meet its criteria to the bank for further evaluation. The
bank would then make the final determination on whether to issue a loan to any of the forwarded
project proposals. Two banks indicated they would be willing to bear the risk, but only if they
could negotiate certain loan terms and conditions or management costs~ The fourth bank indicated
that it would limit the interest rate paid to the LEIF to 6 percent (compared to up to 12 percent
otherwise), while the fifth bank stated that it would prefer to limit the length of loans to 5-7 years
and would share half the risk with the Fund. The last bank indicated that it would bear the risk,
provided the LEIF is organized as a permanent legal institution under Lithuanian law (in other
words, 'not established by governmental decree).

If the LEIF finds the option of the bank bearing the risk of bad loans attractive, but is not
satisfied with the proposed conditions and terms which would be required by banks or by the
types of projects the bank is willing to extend loans to, it will be compelled to identify other
procedures for cooperation that are acceptable to both the Fund and the bank. For example, the
LEIF may determine that some of the projects rejected by the bank are extremely desirable from
an environmental per'spective, and would be willing to assume the risk for some of these loans.
In such a case, the bank may be called upon to advise the LEIF on how to move forward with
such projects. This might, however, create an incentive for the bank to apply excessively strict
criteria in selecting projects for which it will assume the risks, thus possibly sharply reducing the
number of projects with substantial environmental benefits. An alternative approach would
involve a three-stage process. First, the Fund would apply environmental and technical selection
criteria and provide the bank with qualifying applications. Second, the bank would evaluate the
loan and make a recommendation to the LEIF on the bank's willingness to accept the risk. The
third stage would involve negotiations between the bank and the borrower to identify loan terms
and conditions that would be acceptable to the bank. For example, a higher loan interest rate,
shorter pay back period, shorter grace period, or higher loan management fee might increase the
bank's willingness to service the loan and bear the risk. Once the bank and borrower reach
agreement on terms, it should not be necessary to submit the agreement to the Fund for further
consideration, keeping in mind that the Fund has already given approval to the project during
preliminary appraisal. Since minimum standards concerning loan terms and conditions will have
already been established in the agreement between the LEIF and bank, any terms set out in
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agreements between the bank and borrower would meet or exceed the LEIF's requirements
established within the framework of the loan program.

The role to be played by the bank in the LEIF's eventual loan activities will also affect
the Fund's administrative costs and staffing. The lesser the role played by the bank, the greater
the responsibilities to be borne by the LEIF itself, thus requiring a larger and more specialized
staff at a higher cost. Conversely, the greater the role played by the bank, the lesser the
responsibilities of the LEIF itself, thus allowing a smaller staff with correspondingly lower direct
costs. However, the services provided by the bank also have to be paid for, and it is very
possible that such services may be more costly than if they were provided from within the fund
itself (assuming "the fund has the capacity to adequately provide such services). We presume,
however, that the strongest skills available in financial analysis and loan evaluation are to be
found in the banking sector, and such skills will be necessary for the fund to function effectively
and efficiently.

Environmental Funds Conference Proceed;ngs Chemon;cs Internat;onal Inc. I
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LOANS AND DEFAULTS: AN OUTLINE OF BASIC PRINCIPLES AND ISSUES
by Jaroslav Nevyjel

The Minister of the Environment regulates two types of financial support (i.e., loans or
grants) provided by the State Environmental Fund. To date, the loans (1,350 in number)
represent more than 44 percent of the total amount of support ($300 million), with some loans
amounting to more than $2 million. Repayment of the majority of loans will occur within a seven
year period (1996-2002). During 1997-2001, the Fund revenues will largely depend on loan
repayments, which are expected to reach approximately $40 million a year. This amount '
represents more than 30 percent of the Fund's annual reve.nues. Therefore, the Fund management
must pay a great deal of attention to loan repayment issues, as defaults would have a negative
impact on the Fund's commitments and disbursements.

To minimize the risk of defaults, all loans must be secured. It is in the Fund's interest to
have the loan repaid according to the agreed schedule. The first step in securing loan repayment
is to assess applicant credibility. The next step is to secure the loan under the provisions of the
commercial or civil code. An assessment of the applicant's credibility is based on an evaluation
of his financial situation and business plan for the period of the loan repayment. The method is
very similar to that used by commercial banks. The applicant's cash flow profile is analyzed by
the Fund, and, if the applicant is a business entity, trends in profit and depreciation are also
evaluated. Cash flow is analyzed in detail to estimate the applicant's capacity to repay the loan.
Other indicators are also considered, e.g., liquidity ratio, cost effectiveness, return on
investment, and debt ratio. In the case of municipalities, the debt ratio is an important indicator.
If the debt service ratio is 20 percent, a more stringent approach to securing the loan is applied.

The next stage, securing the loan under the provisions of the commercial or civil code, is
also very important. The most typical type of security is collateral in the form of real estate.
Three fundamental documents must be submitted by the applicant: 1) a valuer's statement of
value under the applicable law, 2) a copy of an entry from the Property Register, demonstrating
the applicant's ownership of the property, and 3) a copy of a real estate map or plan from the
Property Register. It is within the Fund's interest to accept property of high liquidity as a
collateral, which could be easily realized if the collateral contract should be implemented. Due to .
the potential difference between the property value stated by the valuer and its market value, the
required value of the property needs to be 30 to 100 percent higher than the value of the loan
(depending on the terms of collateral). Other types of collateral, such as bank guarantees or
marketable shares, can also be accepted. The will of the borrower and lender is represented in
the collateral contract, which must be entered into the Property Register.

Only after the contract and collateral contract are signed and registered can the project
receive funding. Prior to any disbursements being made, the disbursement schedule must be
discussed and agreed upon. Moneys are disbursed quarterly and are transferred to the applicant's
account. The disbursement schedule must first be approved by the Fund. The demand for
resources is not balanced equally throughout the year, and the largest volume is concentrated in
the second and third quarters when most work occurs. Also relevant is the fact that revenues are
not spread equally throughout the year. During the last two years, revenues in the first quarter
represented less than 20 percent of the annual budget revenues. In the first quarter of this year,
this discrepancy between revenues and expenses is covered by the opening balance. The diagram
shows the difference between the Fund revenues and expenses in 1995.
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The last control implemented is the project final assessment. The project owner submits this
assessment in the prescribed form. At the moment, there are no serious default problems. The
total amount of outstanding debts in default, recorded on December 31, 1995, is about $2
million, which represents about 1 percent of the total fund revenues. However, in the context of
total loan repayments it is 16 percent. This amount represents only 6 percent of the 1995 budget
revenues, which is still manageable. In forthcoming years, the loan repayments will account for
30 percent of the annual budget and, therefore, must be carefully addressed.

300'--"'T"""---~--""'---"'T"""---"'---""'-""

In 1994, the Fund's loan department was established, which undertook important steps
toward enhancing the loan securing process, including developing procedures to regulate loan

Figure II
Loans From Total Income

Under the contract, the annual project settlement must be implemented. The borrower/grant
recipient must submit a completed form showing all the project costs to date, acknowledge the
balance, and match the amounts. The grant recipient must maintain a constant ratio between the
grant and the project costs from the start. If the ratio is exceeded, he must return the balance of
the grant provided by the Fund and the amount he was entitled to by December 31 of the year it
occurred. The returned balance is then paid back during the course of the project to maintain the
set ratio between internal resources and the grant. This provides a certain safeguard that the
project will be successfully completed. The Fund uses principles that have been successfully
tested in West European countries.
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In addition, the guarantee provides other less apparent but very significant benefits.

If the default of several loans occurs, the Fund has neither the staff nor the experience to
realize the collateral.

In the future, it will be necessary to pay attention to the following issues', focusing on an
improved loan approval process and low rate of defaults.

Chemonics International Inc.

• Collateral offers an advantage in contract negotiation, insofar as the potential
threat of the lender seizing the collateral can cause a lot of trouble and additional
costs to the borrower. If the collateral were realized, both parties would actually
be exposed to significant risk. Nevertheless, the potential threat of seizure is
useful in facilitating a timely settlement, providing an important psychological
advantage to the lender. (,'0

• Provide a loan to the borrower only on the basis of his strong cash flow. Loans
granted to a borrower with a low credit rating could be very risky.

• Prior to the loan approval, the main source of repayment must be determined.
• Seek other non-real sources of collateral. These could be promissory notes or

other financial instruments, e.g., a lien on account receivables.
• Evaluate the collateral purely by liquidity, not by administrative means.
• Check the collateral regularly.
• Link the loan disbursement to regular checks.

The Fund's effort to increase its ability to analyze credibility had an important side-effect,
resulting in the Fund's reduced dependence on collateral. Although significant progress has been
achieved in this respect, further enhancement is still needed. For example, loans are sometimes
approved on the basis of strong collateral, even if the borrower's cash flow does not show a
sufficient capacity to repay the loan. The Fund also tends to adhere to the following practices:

guarantees. As a result, all collaterals are now carefully documented and recorded, and the entire
process is continuously upgraded. The Fund is aware of potential risks and constraints in relation
to collateral already accepted and it has adopted some corrective actions.

Loans and Defaults: An Outline of Basic Principles and Issues

• Rely on real estate as'the main type of collateral
• Evaluate collateral property based on administrative procedures rather than using

the real market value
• No regular check of collateral
• No cross reference between the loan provided and the assets created by this

funding

If cash flow appears to be sufficient for loan repayments, then the banker starts to deal with
collateral. This is a guarantee against the borrower's default, and provides a safety net for the
banker.

_In the process of doing a credit analysis, the lender tries to identify the borrower's ability
to repay the loan. The' credit analysis is focused on the borrower's cash flow, which usually
serves as the main source of repayments. If the cash flow does not appear sufficient, the lender
should decline a loan regardless of the value of the collateral offered. An applicant with a weak
cash flow will not become more attractive by offering a valuable collateral, and a banker would
never provide a loan if collateral realization seemed improbable.
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• Agreement on collateral often allows the lender to monitor the borrower's finance,
e.g., how his revenues from fees and other income are spent. It is an important
source of information about the borrower's financial situation, and thus allows a
rapid response to potential financial problems.

• Agreement on collateral does not allow the same collateral to be used at the same
time as a security on another loan from another lender.

The Fund cannot accept assets which are not likely to yield the net value of the loan. The
Fund also should not accept property that cannot be realized because of its symbolic value nor
any property which it cannot operate or for which there is no market. Instead of accepting an
unsuitable (improper) collateral, the Fund could ask for an aiternative collateral or offer a grant
instead of a loan.

If the lender must realize the collateral, his aim is to recover a sufficient amount of money
to cover the unpaid principle and interest, and all other costs incurred by maintenance and sale of
the collateral. From the perspective of the lender, the collateral value is determined by its
liquidity value, i.e., the sum of money earned by the collateral sale after the costs of realization
are subtracted. Before the loan is disbursed, the borrower must specify the exact source of
repayment. The guarantee is not satisfactory as the primary source of loan repayment; it only
secures the loan.

The Fund identifies the source of repayment when the application for a loan is
assessed-using an analysis of theoretical cash flow. If the Fund is not satisfied with the primary
source of repayment, the loan should not be approved, as the collateral cannot be considered a
sufficient basis for the loan. If a municipality with a low credit rating presents a suitable project,
the Fund should rather consider a grant.

The Fund must monitor the use of moneys to ensure they are spent appropriately-particularly if
the project itself is being used as collateral. This monitoring must include regular site visits during
each stage of project implementation. Without these site visits, the committed and agreed sums cannot
be disbursed. It is also desirable to implement measures requiring the borrower to deposit his 20
percent contribution in the Fund's account before the loan is disbursed. The money disbursement
would come from this source, and money from the loan would follow.

The Fund's loan strategy is strongly influenced by environmental priorities, with a project's
environmental benefit being the key criterion for approval. It is very important for the Fund to find a
compromise between this priority, financial support, and loan security. It is in the interest of the Fund
to use its resources efficiently and with an eye toward future funding.

VI-4 •
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ANNEX A

LONG-RANGE FINANCIAL PLANNING MODEL
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~ ---- Proiected
1995 1996 1997 1998 1999 2000 2001 2002 I 2003 I 2004
Mil. Kc MiI.Kc MiI.Kc MiI.Kc MiI.Kc MiI.Kc MiI.Kc Mil. Kc Mil. Kc Mil. Kc

I I
Key Assumptions

Total Fees 0
1

3,024 2,837 2,649 2,520 2,391 2,240 2,170 2,100 2,030

% Grants 58% 58% 58% 58% 58% 58% 58% 58% 58% 58%

% Municipal Loans 75% 75% 75% 75% 75% 75% 75% 75% 75% 75%

% Corporate Loans 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%

Loan Default Rate 15% 15% 15% 15% 15% 15% 15% 15% 15% 15%

:r I Commitments for Loans and Grants - 2001 3,800 3,000 3,300 3,000 2,900 3,300 3,900 3,800 3,700

N
I Summary Results

Total Sources 3,603 3,666 3,397 3,279 3,100 3,299 3,635 3,900 3,880

Total Uses 3,474 3,637 3,312 3,199 3,067 3,207 3,611 3,886 3,868

Cash Balance Available for Commitments 99 229 257 341 422 456 548 573 586 598

Total Commitments 200 3,800 3,000 3,300 3,000 2,900 3,300 3,900 3,800 3,700

------------------
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Projected
1996 1997 1998 1999 2000 2001 2002 2003 I 2004 I 2005
MiI.Kc Mil. Kc Mil.Kc MiI.Kc Mil.Kc MiI.Kc MiI.Kc Mil. Kc Mil. Kc Mil. Kc

Municipal Loans 63 1,197 945 1,040 945 914 1,040 1,229 1,197 1,166 945

Municipal Grants 116 2,204 1,740 1,914 1,740 1,682 1,914 2,262 2,204 2,146 1,740

Corporate Loans 21 399 315 347 315 305 347 410 399 389 315

Total Commitments 200 3,800 3,000 3,300 3,000 2,900 3,300 3,900 3,800 3,700 3,000

Cummulative Municipal Loans 63 1,260 2,205 3,245 4,190 5,103 6,143 7,371 8,568 9,734 10,679

Cummulative Municipal Grants 116 2,320 4,060 5,974 7,714 9,396 11,310 13,572 15,776 17,922 19,662
~

I Cummulative Corporate Loans 21 420 735 1,082 1,397 1,701 2,048 2,457 2,856 3,245 3,560
I

+:-
Total Cummulative Commitments 200 4,000 7,000 10,300 13,3001 16,2001 19,5001 23,4001 27,2001 30,9001 33,900

-------------------
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ISOURCESI
4000

o L ____ L_ .L_ . I I L I I .. I. __ L - I _

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

SOURCES
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Fees 3024 2837 2649 2520 2391 2240 2170 2100 2030 1960

~
Principal and Interest 553 778 682 701 651 1003 1299 1657 1697 1515
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1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
Mil. Kc MiI.Kc Mil. Kc Mil. Kc MiI.Kc Mil. Kc Mil. Kc Mil. Kc Mil. Kc MiI.Kc Mil. Kc

Past Year's Commitments 3792 1684 608 0 0 0 0 0 0 0 0

Current Year's Commitments 0 0 0 0 0 0 0 0 0 0 0
Municipal Loans 21 21 21 0 0 0 0 0 0 0 0
Municipal Grants 58 58 0 0 0 0 0 0 0 0 0
Corporate Loans 7 7 7 0 0 0 0 0 0 0 0

---- -- ------. --- - ...~ - -

Subtotal of Current Year 86 86 28 0 0 0 0 0 0 0 0
.- ~._._. ---- - ..__. -- -- -- --

:r I Future Year's Commitments 0 0 0 0 0 0 0 0 0 0 0
(J\ Municipal Loans 0 399 714 1061 977 966 966 1061 1155 1197 1103

Municipal Grants 0 1102 1972 1827 1827 1711 1798 2088 2233 2175 1943
Corporate Loans. 0 133 238 354 326 322 322 354 385 399 368

---~ .- - ---- - - ~ - - ~----- --- 1---_._- - --- .. - ---- - .. - .. _..- -- - - .- --
Subtotal ofFuture Years 0 1634 2924 3241 3129 2999 3086 3502 3773 3771 3413

Grand Total 3878 3404 3560 3241 3129 2999 3086 3502 3773 . 3771 3413

-------------------
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1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
Mil. Kc Mil. Kc Mil.Kc Mil.Kc Mil.Kc MiI.Kc Mil. Kc Mil. Kc Mil. Kc Mil. Kc

Prior Year's Net Repayments 254 458 617 485 443 328 255 255 255 0 0
--- .- ~- -

Current Year's Principal Repayments 0 0 0 0 0 21 20 23· 27 0 0
-- - -

1996 0 0 0 0 0 0 399 374 431 520 0
1997 0 0 0 0 0 0 0 315 295 340 410
1998 0 0 0 0 0 0 0 0 347 325 374
1999 0 0 0 0 0 0 0 0 0 315 295

I
2000 0 0 0 0 0 0 0 0 0 0 305

:J>
2001 0 0 0 0 0 0 0 0 0I 0 0

00
2002 0 0 0 0 0 0 0 0 0 0 0
2003 0 0 0 0 0 0 0 0 0 0 0
2004 0 0 0 0 0 0 0 0 0 0 0
2005 0 0 0 0 0 0 0 0 0 0 0

- . ---- ~ - - - - ----- - - _.- .- - ---

1996 - 2005 Principal Repayments 0 0 0 0 0 0 399 689 1,073 1,500 1,384

Grand Total 1 2541 4581 6171 4851 4431 349/ 6741 966/ 1,3551 1,5001 1,384

_____________ .--1 __ - - -
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1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
Mil.Kc Mil. Kc MiI.Kc MiI.Kc Mil.Kc Mil. Kc MII.Kc Mil. Kc Mil.Kc MiI.Kc

Write Offs 45 81 109 86 78 71 284 234 253 189 183

Recovery on Bad loans 0 22 40 54 43 39 35 142 117 126 95

Problem loan Costs 0 20 27 21 20 18 71 59 63 47 46

-------------------
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Budget Projected
1995 1996 1997 1998 1999 2000 2001 2002 I 2003 I 2004 I 2005
Mil.Kc MiI.Kc Mil.Kc Mil. Kc Mil.Kc Mil.Kc Mil.Kc Mil. Kc Mil. Kc Mil. Kc Mil. Kc

Sources

Fees 3,024 2,837 2,649 2,520 2,391 2,240 2,170 2,100 2,030 1,960

Principal and Interest - Prior Years 538 726 570 522 386 300 300 300 0 0

Principal and Interest - Current Year 1 2 2 2 23 21 24 28 0 0

Principal and Interest - Future Years 13 50 110 177 242 682 975 1,329 1,697 1,515

Interest on Cash Investments 4 10 12 15 19 21 25 26 26 27

Problem Loan Recovery 22 40 54 43 39 35 142 117 126 95
~

~ Uses

-- --- - ----- -.- - ---- --
I Total Sources 3,603 3,666 3,397 3,279 3,100 3,299 3,635 3,900 3,880 3,597...... --

f',,)

Loan and Grant Disbursements

Prior Year's Commitment 1,684 608 0 0 0 0 0 0 0 0

Current Year's Commitment 86 28 0 0 0 0 0 0 0 0

Future Year's Commitment 1,634 2,924 3,241 3,129 2,999 3,086 3,502 3,773 3,771 3,413

Admlstrative Expenses 50 50 50 50 50 50 50 . 50 50 50

Problem Loan Costs 20 27 21 20 18 71 59 83 47 46
~-~~ - - - . __.

-~- - -_ .._--~ - .~-- .- - -

Total Uses 3,474 3,637 3,312 3,199 3,067 3,207 3,611 3,886 3,868 3,509
-_. ,. - --._-- -

Net Change 130 28 84 81 34 92 25 14 12 88

Cash Balance Available for Commitments 99 229 257 341 422 456 548 573 586 598 687

-------------------
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Pro ected--"--------- -
1996 1997 1998 1999 2000 2001 2005
Mil.Kc Mil.Kc Mil.Kc Mil.Kc MiI.Kc Mil.Kc Mil.Kc

Sources
Fees 3,059 3,024 2,837 2,649 2,520 2,391 2,240 2,170 2,100 2,030 1,960

Principal and Interest - Prior Years 299 538 726 570 522 386 300 300 300 0 0
Interest on Cash Investments 0 4 10 12 15 19 21 25 26 26 27

- - -

Total Sources 3,357 3,567 3,573 3,231 3,057 2,796 2,561 2,495 2,426 2,056 1,987
----

Uses

~

I
Loan and Grant Disbursements 3,878 3,404 3,560 3,241 3,129 2,999 3,086 3,502 3,773 3,771 3,413

I Prior Year's Commitment 0 1,684 608 0 0 0 0 0 0 0 0......
Vol Admistrative Expenses 43 50 50 50 50 50 50 50 50 50 50

-- - --- ,--- -- - - - _.- --""- - -
Total Uses 3,921 5,138 4,218 3,291 3,179 3,049 3,136 3,552 3,823 3,821 3,463
----- - -- -- " --- ----"._--+ --- ------ - _._-

-~--- '--.- -- - ---
Net Change (564 (1,571 (645 (60 (122 (253 (575 (1,057 (1,397 (1,765 (1,476

Cash Balance Available for Commitments 0 (1,571 (2,216 (2,276 (2,398 (2,651 (3,227 (4,284 '(5,681 (7,446 (8,922

~
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2005
Mil.Kc

Fees
Water 824

Air 1,316
Soil 479

Waste 400
Other 40

Existing Loan Proceeds 299 5221 3861 3001 3001 3001 01 0
Future Loan Proceeds 0

:J>
~~n~erestfrom Cash Balan~e~ __ c.,.cc_~~=I 76.....

.po.

Existing Disbursement Commitments
Water· 2,272 1,448 531

Air 1,126 164 26
Soil 85 9 1

Waste 265 13 0
Other 43 50 50

Total 3,792 1,684 608

Current Year Disbursements 47
Administrative Expenses 43

Beginning Vea, Balance J 548
Net Cash Flows (448

Ending Year Balance 99
-_. --_. ~--------- --- - - ._-

JDisbursement
Grants 32
loans 15

---- ~.----------_._---

I
- ------- --._- -

Total Sources 3,434
Total Uses 3,835
Change in Cash 448

Available Funds 47- - - - - - - I I



---------- ---------
~

,

Projected
1995 1996 1997 1998 1999 -2000 2001 I2002 I 2003 12004 I 2005
Mil.Kc Mil.Kc Mil.Kc Mil.Kc Mil.Kc MiI.Kc Mil. Kc Mil. Kc Mil. Kc Mil. Kc Mil. Kc

I I I I
Fees Factor

Water 774 724 674 624 574 500 500 500 500 500
100% 774 724 674 624 574 500 500 500 500 500

Air I 1,344 1,218 1,092 1,024 956 900 850 800 750 700
100% 1,344 1,218 1,092 1,024 956 900 850 '800 750 700

Soil I 466 455 443 432 421 400 380 360 340 320
100% 466 455 443 432 421 400 380 360 340 320

Waste 400 400 400 400 400 400 400 400 400 400

~ I
100% 400 400 400 400 400 400 400 400 400 400

...... Other 40 40 40 40 40 40 40 40 40 40
V1

100% 40 40 40 40 40 40 40 40 40 40

% Grants 58% 58% 58% 58% 58% 58% 58% 58% 58% 58% 58% 58%
% Municipal Loans 75% 75% 75% 75% 75% 75% 75% 75% 75% 75% 75% 75%
% Corporate Loans 25% 25% 25% 25% 25% 25% 25% 25% 25% ·25% 25% 25%
Loan Default Rate 15%
% Loans Rescheduled (by 1 Year) 10%
Repayment Period (years) 4
Municipal Loans Interest Rate 0%
Corporate Loans Interest Rate 10%
Weighted Average Loan Interest Rat 2.5%
Net Investment Rate 7.5%
% Cash Invested 60%
Disbursement Period Grants (Mo) 12
Disbursement Period Loans (Mo) 24
Grace Period Loans (Yr) 3
Amortization, Level (Yr) 4
% Recovery on Bad Loans 50%

~ Commitments for Loans and Grants I 2001 3,8001 3,0001 3,3001 3,0001 2,9001 3,3001 3,900 I .3,800 I 3,7001 3,000

~ Current Year 1995
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Fees

Budget
1995 I 1996
Mil. Kc Mil. Kc

Pr~ected

1997 I 1998 I 1999 I 2000 I2001 I 2002 I 2003 I 2004 I 2005
~~ ~~ ~~ ~~ ~~ ~~ ~~ ~~ ~~

Water
Air

Soil
Waste
Other

Subtotal

824
1,316

479
400

40

3,059

774
1,344

466
400

40

3,024

724
1,218

455
400

40

2,837

674
1,092

443
400

40

2,649

624
1,024

432
400

40

2,520

574
956
421
400

40

2,391

500 500
900 850
400 380
400 400

40 40

2,240 2,170

500
800
360
400

40

2,100

500
750
340
400

40

2,030

500
700
320
400

40

1,960

l'.....
0'

loan and Grant Disbursements
Prior Year's Commitment

Current Year's Commitment
Future Year's Commitment

Subtotal

Admlstrative Expenses
Problem loan Costs

Total
F== ... -- ..~. ~~=,=_ .._=-

o

43

43

o

50

20

70

o

50

27

77

o

50

21

71

o
50

20

70

o

50

18

68

o
50

71

121

o

50

59

109

o
50

63

113

o

50

47

97

o
50

46

96

- -

Proceeds of loan Repayments and Intere1t
Principal and Interest 299

...on Prior Years' Commitments

- Less Write Ofts I 45

NetRepaymen~ 254

Current Year's Commitments· Principal
Beginning Balance I 0

Disbursements 28
Principal Repayments

Principal Amount Rescheduled
Capitalized Interest

...on Rescheduled Amounts
- Write Ofts

Ending Balance 1 28
~_._.._---_._-_.. - -- _.- ----

~urr""ar's~it~.lnt_ _

5381 726

811 109

458 617

281 56
28 28

561 84-

570

86

485

84
o

84

522

78

443

84
o

...

84

2

3861 300

581 45

328 255

84 59
o 0

21 20
8 6
o 0

13

591 45

21_1

300

45

255

45
o

23
5
o

27

I

300

45

255

27
o

27

o

o

o
o

o
o

o

o

o
o

o
o

o - -



-------------------

:t>
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"
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1996 Commitments - Principal
Beginning Balance 0 532 1,064 1,596 1,596 1.596 1,121 862 520 0

Disbursements 532 532 532 0 0 0 0 0 0 0
Principal Repayments 399 374 431 520

Principal Amount Rescheduled· 160 112 86
Capitalized Interest 4 3 2

...on Rescheduled Amounts
- Write Ofts 239

----..._- - ._~.- --
Ending Balance 532 1,064 1,596 1.596 1.596 1,121 862 520 0 0

- --_._--~.. ~ ----- ,._~--- '--~- .. - ._ .. -

1996 Commitments -Interest 7 20 33 40 40 34 25 17 6 0

1997 Commitments - Principal
Beginning Balance 0 420 840 1.260 1,260 1,260 885 681 410

Disbursements 420 420 420 0 0 0 0 0 0
Principal Repayments 315 295 340 410

Principal Amount Rescheduled 126 89 68
Capitalized Interest 3 2 2

...on Rescheduled Amounts
- Write Ofts 189

---- - - - - .-

Ending Balance 420 840 1.260 1,260 1,260 885 681 410 0
---------,---- --,._------_...

1997 Commitments -Interest 5 16 26 32 32 27 20 14 5

1998 Commitments - Principal
Beginning Balance 0 462 924 1,386 1.386 1.386 974 749

Disbursements 462 462 462 0 0 0 0 0
Principal Repayments 347 325 374

Principal Amount Rescheduled 139 97 75
Capitalized Interest 3 2 2

...on Rescheduled Amounts
- Write Ofts 208

--- - ,-- - - - ----
Ending Balance 462 924 1.386 1,386 1,386 974 749 451

-----_.,._._.--._,. ,. _.- ,-, -,-,.

1998 Commitments -Interest 6 17 29 35 35 29 22 15

1999 Commitments - Principal
Beginning Balance 0 420 840 1.260 1,260 1.260 885

Disbursements 420 420 420 0 0 0 0
Principal Repayments 315 295

Principal Amount Rescheduled 126 89
Capitalized Interest 3 2

...on Rescheduled Amounts
- Write Ofts 189

-- - -



:r-
......
co

- -

Ending Balance 420 840 1,260 1,260 1,260' 885 681
.-_.- --

1999 Commitments - Interest 5 16 26 32 32 27 20

2000 Commitments - Principal
Beginning Balance 0 406 812 1,218 1,218 1,218

Disbursements 406 406 406 0 0 0
Principal Repayments 305

Principal Amount Rescheduled 122
Capitalized Interest 3

...on Rescheduled Amounts
- Write Ofts 183

- - - --
Ending Balance 406 812 1,218 1,218 1,218 856

~-'-'--.._--------'- -~--_._,--- -'- ._- -

2000 Commitments· Interest 5 15 25 30 30 26

2001 Commitments - Principal
Beginning Balance 0 347 693 1,040 1,040

Disbursements 347 347 347 0 870
Principal Repayments

Principal Amount Rescheduled .
Capitalized Interest

...on Rescheduled Amounts
- Write Ofts

- -- - ---- - - --
Ending Balance 347 693 1~040 1,040 1,910

•. _._. _____• __." ••0.__________._, __ ._..•__~ ____

2001 Commitments· Interest 4 13 22 26 37

2002 Commitments· Principal
Beginning Balance 0 410 819 1,229

Disbursements 410 410 410 0
Principal Repayments

Principal Amount Rescheduled
Capitalized Interest

...on Rescheduled Amounts
- Write Ofts

Ending Balance 410 819 1,229 1,229

2002 Commitrnents:Jnterest- 5 15 . 26 31

2003 Commitments - Principal
Beginning Balance 0 2,632 5,206

Disbursements 2,632 2,574 2,342
Principal Repayments

Principal Amount Rescheduled
Capitalized Interest

.- - ...~sch~Am~ - .... -• •- ... - I r ! I I I - -



------ - - - - - - - _.- - - - -

:x>
I.....

\0

~
~

- Write Offs

Ending Balance 2,632 5,206 7,548

2003 Commitments -Interest 33 98 159

2004 Commitments - Principal
Beginning Balance 0 389

Disbursements 389 389
Principal Repayments

Principal Amount Rescheduled
Capitalized Interest

...on Rescheduled Amounts
- Write Offs

Ending Balance 389 777
'-'_.' _....... _.. __.. -- ,-.-- -

2004 Commitments - Interest 5 15

2005 Commitments - Principal
Beginning Balance 0

Disbursements 315
Principal Repayments

Principal Amount Rescheduled
Capitalized Interest

...on Rescheduled Amounts
- Write Offs

- - - --- -~_ .. -~_ .•..- -._.- -
Ending Balance 315

-------2005 Commltrnents='nterest-- 4

1996 - 2005 Principal Repayments Subtotal 0 0 0 0 0 0 399 689 1,073 1,500 1;384
1996 - 2005 Interest Repayments Subtotal 0 7 25 55 89 121 142 143 128 99 66

...- - -_.-,-- --- ---~-- ---- -'-- --_ ..__ . -
--~ t-------- - --"_.. _- --_.- - -'- . _. -._-

1996 - 2005 Principal and Interest Subtotal 0 7 25 55 89 121 541 832 1,201 1,598 1,450
..

Grand Total-Principal 254 465 644 541 534 472 817 1,110 1,484 1,598 1,450
...and Interest Payments - All Years

_.________._._. __·____·__ • ______ e __._._ .•_____ . ____~_ .. ____________ ._.•_._

Write Offs Total 45 81 109 86 78 71 284 234 253 189 183---_._--_._-_._._--,-
Problem Loan Recovery 0 22 40 54 43 39 35 142 117 126 95
Interest on Cash Balances

-= - --- -

Sources of Cash 3,357 3,606 3,680 3,440 3,353 3,215 4,457 5,320 6,356 . 7,141 6,587
Uses of Cash· 43 70 77 71 70 68 121 109 113 97 96

~ - ---- ._- _.- ---- ._------ -- ._-- -

Net Change in Cash 3,314 3,535 3,603 3,369 3,283 3,148 4,336 5,212 6,242 .7,044 6,491
-- _... - --~_ .._---- ---- ---- _. - - _._-~

_0_' ___ -
Cash Balance 3,314 6,850 10,453 13,822 17,105 20,252 24,589 29,801 36,043 43,087 49,578

~----, ------- ~=~=c-~-~~~ -c -,--~_ -- --:-- -- -:.--:- .:._-~-,---:---':.._- ._. - -- c·--



~
~ i

I
Sources I

Fees 3,059 3,024 2,837 2,649 2,520 2,391 2,240 2,170 2,100 2,030 1,960
Principal and Interest - Prior Years 299 538 726 570 522 386 300 300 300 0 0

Principal and Interest - Current Year- 1 2 2 2 23 21 24 28 0 0
Principalandlnterest-FutureYears 13 50 110 177 242 682 9751.3291,6971,515

Interest on Cash Investments 4 10 12 15 19 21 25 26 26 27
Problem Loan Recovery 22 40 54 43 39 35 142 117 126 95

Total Sources 3,603 3,666 3,397 3,279 3,100 3,299 3,635' 3,900 3,880 3,597
-----

Uses
Loan and Grant Disbursements 3,8781 3,404 3,560 3,241 3,129 2,999 3,086 3,502 3,773 3,771 3,413

Prior Year's Commitment 1,684 608 0 0 0 0 0 0 0 0
Current Year's Commitment 86 28 0 0 0 0 0 0 0 0
Future Year's Commitment 1,634 2,924 3,241 3,129 2,999 3,086 3,502 3,773 3,771 3,413

Admistrative Expenses 43 50 50 50 50 50 50 50 50 50 50
~ I Problem Loan Costs 20 27 21 20 18 71 59 63 47 46

- -- - ._--~ ---- -~- ----- ------ .. - -- --- -- -- -~-

- TotalUses 3,474 3,637 3,312 3,199 3,067 3,207 3,611 3,886 3,868 3,509

. N~iCl1ang~ I
Cash Balance Available for COmmi!ment~J 99

Total Commitme~ts - il 200 3,800 3,000 3,300 3,000 2,900 3,300 3,900 3,800 3,700 3,000
Municipal Loans 63 1,197 945 1,040 945 914 1,040 1,229 1,197 1,166 945

Municipal Grants 116 2,204 1,740 1,914 1,740 1,682 1,914 2,262 2,204 2,146 1,740
Corporate Loans 21 399 315 347 315 305 347 410 399 389 315

==========

Disbursements
Past Year's Commitments 13,79211,6841 6081 01 01 01 01 01 01 01 0
Current Year's Commitments

Municipal Loans 21 211 21
Municipal Grants 58 58
Corporate Loans 7 71 7

_______~__S_u_bt_ot_al-.I 86 86. 281 0 I O! 0 I 0 I O!, 0I 0 I 0

Future Year's Commitments
Municipal Loans

1996 J 399
1 399 399

1997 315 3151 315
1998 347 3471 347
1999 315 ~151 -~15

____ --- 1111111i1\



- - - - - - _.- - - - - - - - - - - -

2000 305 305 305
2001 347 347 347
2002 410 410 410
2003 399 399 399
2004 '389 389
2005 315

...- ~ ---

Subtotal 399 714 1,061 977 966 966 1,061 1,155 1,197 1,103
--------------i ,

Municipal Grants
1996 1,102 1,102
1997 870 870
1998 957 957
1999 870 870

.. \ .... 2000 841 841
:t>

I
2001 957 957

I 2002 1,131 1,131N
...... 2003 1,102 1,102

2004 1,073 1,073
2005 870

---------- ------~I--~-· ------- . __ . .~--~~ ---.- ------ . - -_. -

Subtotal 1,102 1,972 1,827 1,827 1,711 1,798 2,088 2,233 .2,175 1,943
-----....---.-- -. I

Corporate Loans
1996 133 133 133
1997 105 105 105
1998 116 116 116
1999 105 105 105
2000 102 102 102
2001 116 116 116
2002 137 137 137
2003 133 133 133
2004 130 130
2005 105

"- - _ .._-- .~-

_.. _...

Subtotal 133 238 354 326 322 322 354 385 399 368
i ---- ----

Subtotal of Future Years

~

~
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ANNEX B

AGENDA



10:00 - 10:30 Break

Sponsored by USAID and the Czech State Fund for the Environment

10:30 - 12:30 Technical Session II.
Disbursement Mechanisms Employed to Stimulate Investment

Krzysztof Bolek
Krakow Provincial Fund for Environmental
Protection

Chairperson - Jaroslav Nevyjel
Czech State Environmental Fund

Vladislav Bizek
Czech Ministry of Environment

James Bednar
USAID

Jaroslav Nevyjel
Czech State Environmental Fund
Pavel Mertus
Slovak State Environmental Fund

Chairperson - Andrzej Czyz
EcoFund, Poland

B-1

• Presentation of Papers

• Panel Discussion

• Presentation of Paper

• Panel Discussion

Breakfast

Technical Session I.
Project Selection: How to Identify Sound Investments

Welcome

Registration and Check-in

Reception

Welcome

Opening Remarks

Conference on the Management and Operations of
Environmental Funds of Central and Eastern Europe

Karlovy Vary, Czech Republic, April 24, 25, and 26, 1996

19:00 Dinner

8:00 - 10:00

7:30 - 8:00

Wednesday, April 24

Thursday, April 25

16:00

18:00·
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