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Executive Summary

The Government ot Egvpt (GOE) has made a strong commItment to mItIgatIon of threats
to Its natural resources and environment Law 4 enacted m 1994 established the Egyptian
EnvIronmental Atfalrs AgencY (EEAA) and proVIded for regulation ot air pollutIon hazardous
waste management and manne pollution h.ev challenges tacmg the GOE wJlI be to ensure
l,ompllance \\ lth new ~tr1cter regulations and facIlitate or directiv support environmental
Investments

Costs of ComplIance

EEAA has estimated that lI1dustf\ \\ould need to mvest from LE 10 bIllion to LE 12
billion to meet Law 4/1994 compliance reqUirements Some feel that these estimates V"hICh were
developed on the baSIS of survev responses are underestImated Whether the potential mvestment
l-Osts are higher or not the current le\ el of Investment suggests slow progress In meetmg the
envIronmental compliance goal unless the demand for financmg IS mcreased

Increasmg the Demand for EnvIronmental Investments

Demand for financmg renects the wIllmgness of owners to undertake mvestments
usuallv In response to the relatIve costs of the mvestment compared to the costs of non
compliance (such as penaltIes and other economIC sanctIOns) Many envIronmental mvestments
represent net costs to the facllltv, but there also may be some "wm-wm" Investments that could
be undertaken by facl1Ities whIch simultaneousiv reduce pollutIOn whIle lowermg productIOn
costs WhIle there have been some promIsmg developments m Egypt's efforts to Increase demand
these efforts wIll need to be sustamed and e'(panded Factors drIvmg envIronmental mvestment m
Egypt mclude

- Envlronmelltal complzance reqUlremelltS - \1ost environmental \ IOlatlOns go undetected
and past entorcement programs ha\ e had onlv a mmlmal role In determmmg the level of
Investments The EEAA IS In the process of developmg Its complIance program through the
Industnal Compliance UnIt and targeted groups Will be among the first to seek out
envIronmental finance programs

- Industrv awareness of complzance requirements - There has been a lot of publIcIty about
Law 4/1994 and Industrv awareness has Increased sIgmficantly

- Industry capacltv to plan and Implemellt complzance requirements - Anecdotal mformation
suggests that the domestIc envIronmental servIces mdustry IS small relatIve to what demand
mIght be With mcreased Interest In complIance Investments Currentlv some donor programs
proVIde techmcal aSSIstance but thev WIll most lIkely be Inadequate to meet demand m the
near future

- PrIVatization and restructurzng of zndustrv - Egypt's publIc sector restructurmg and
pnvatiZatIOn program can be e,,-pected to stimulate the demand for envIronmental Investment
because enterpnses bemg prepared for prIVatIzatIon should be motIvated to comply WIth Law
4/1994 so as to be more attractIve to potential Investors and newly prIvatIzed enterprIses may
be m a better financIal SltuatIOn to Invest

v



4vallabllltv of Imported and domestic pollutIOn control eqUipment - The generallv higher
cost and time Involved In Importmg environmental eqUIpment could act as a deterrent tor
Industry to make environmental mvestments

Environmental performance reqUirements In the global market - Egypt's economv
contmues to restructure and open up trade Increasmg mdustry's desire to export For some
markets e"porters wtll need to meet with internatIOnal environmental reqUIrements

~OUfces of Fmancmg fOf Envlfonmental Investments

In reviewIng the e"lstIng and potential financial sources for environmental Investments In
Egvpt there are a number of simIlarIties to the e"perIences of developed countries -- partlcularlv
JurIng the earher stages of their comphance programs -- as well as the tranSition economies ot
Central and Eastern European (CEE) countrIes Generallv, although these countrIes adhere to the
Polluter Pavs Prmclple "soft" sources have plaved a slgmficant role In environmental financmg
In both the publIc and prIvate sectors

Developed CountTles

The majorIty ot environmental Investments In the prIvate sector have been tinanced from
the enterpnse's own resources or trom capital raIsed In the form of equity or credit However
concesslOnal or soft financmg or Indirect SubSIdies such as mvestment tax credIts were often
used durmg the early stages of environmental compliance programs For the pubhc sector,
subSidies have played an Important role m the development of environmental mfrastructure
services such as drmkmg water, \"astewater treatment and mumclpal solId waste, mostly m the
form of grants from central regIOnal or mumclpal governments However, many subSIdIes have
been reduced or ehmmated over the last twenty-five years

CEE Countries

In the transitIOn economies financmg of envIronmental mfrastructure m recent vears has
relIed to a great e"tent on concesslOnal financmg proVided bv environmental funds and
mternatlOnal financial InstItutions rather than on expenditures from state and local government
budgets Although the prIvate sector has had access to soft financmg prOVided bv environmental
funds the largest share of fund resources has gone to public sector projects In the more advanced
transitIOn economies (I e, Poland Czech Republic), there has been a gradual shift to smaller
SubSidies and greater reliance on the polluter's own resources

Egypt

PublIc sector enterprIses have histOrIcally sought financmg either from their holdIng
companv or from one of the four major pubhc sector banks Today, pubhc sector enterprIses no
longer quahfy for speCIal borrOWIng prIvtleges from pubhc banks and holdmg companies proVide
funds at theIr discretIOn For the prIvate sector small and medIUm-sized enterprIses, m particular,
may reqUIre soft finanCIng A recent study reports that Egypt's commercIal banks are holdmg
more than L E 189 bllhon In cash for loans (EPAP, 1998), and banks have expressed mterest m
supportmg envIronmental "soft" loans, where mterest rates are subSIdIzed by another party and/or
another mstltutlOn serves as guarantor of bank loans There are a few speCific financmg programs
targetmg envIronmental mvestments most sponsored by donors WIth fundmg levels that hmIt the
number of enterpnses they can aSSIst
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Environmental ProtectIOn Fund (EPF)

The EPF authonzed b\ Law 4/1994 has the potentIal to be a focal pomt for
envIronmental finance In Egypt The Minister of State tor Environmental Affairs will appomt a
mne-member \lanagement Committee to supervIse the EPF and take decIsions on disbursement
\)t the EPF's resources EPF resources are earmarked for specific purposes and surplus EPF funds
"an be carned over to the tollowmg \ear -\mong the spendmg objectives enumerated In the
E"{ecutlve RegulatIOns are the tolloWIng pilot projects addressmg pollutIOn ot unknown or non
..,peclfic ::>ource Lo-tinancIng ot environmental protection projects undertaken b\ local
admmlstratlons or NGOs pollutIOn preventIOn projects and other environmental protection
actiVIties approved bv the Management Committee and MInister EPF resources have so far been
used to defray capital and operatmg costs tor the EEAA

The E\.ecutlve Regulatlons allows the EPF to accept several potential types of revenues
These Include a vanetv ot domestic fees tines and taxes budget allocatlons grants from
natIOnal or torelgn agencies and revenues trom demonstratIon projects undertaken by the EEAA
In additIOn the unspent finanCial resources of the Protectorate Fund (established m 1983) were
authonzed for transter to the EPF To date few ot these sources have contnbuted to the EPF's
working capital Bnef analyses ot selected sources are prOVIded below

- Fmes or compensation for environmental damage - Fines collected have been solelv for
manne damage, \\ hlch IS subject to a umque collection procedure Fines could also be
collected for other VIOlatIOns at Law 4/1994 but several legal and admmlstratlve procedures
would need to be m place

- 125 percent of azrlme tlcket tax revenues - To date no revenues from the tax have been
transferred to the EPF (or the EEAA) Such transfer reqUires actIon bv the mter-mmIstenal
commIttee that manages thiS fund

- Revenue from permits Issued bv the EEAA - Legally, no permit can be Issued or tax leVied
111 Egypt unless It IS speCIficallY allowed In a law and Law 4/1994 lacks any reference to
permits that may be Issued bv the EEAA Accordmgly, thIS source of revenue IS none'{lstent
and althougn mentIOned m the law was e'{cluded as a source 111 the tund regulatIons

- State budget allocatlons - While the EE <\.A receives annual budget allocatIOns from the
central go\. emment to date there have not been any central government allocations directly
to the EPF

EPF PolIcv and Management Issues

PotentIallv the EPF can plav a greater role 111 prOVIding soft financ1l1g 111 support of
envIronmental 1I1vestments To plav thIS role the EPF wIll need to conSIder a number of Issues 111

deslgnmg such programs strengthen Its capacItv to IdentIfy, assess and select projects and
IdentIfy, evaluate and deSIgn dIsbursement mechamsms

Polzcy Issues

The Fund's Management CommIttee could set pnontles for dIfferent categones of
spendmg, or establish spendmg pnontles to respond to the needs of speCIfic groups, such as
SMEs The EPF may want to conSIder targetmg ItS finanCIal support for projects whIch reduce
speCIfic pollutants or compltance reqUirements 111 certam mdustrles, or address speCIfic medIa or
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~eographlcal areas Such pnontles can be Incorporated Into project eltglbIlttv cntena or reflected
In appraisal crItena The EPF also can stimulate the expansIon of domestIc sources of finanCIng
bv makIng commercIal credIt attractIve to facIlItIes by defraymg some of theIr cost Whenever
possIble, new programs should rely on eXlstmg channels to offer the program to the target
audIence Fmally, the EPF should plan to momtor the financIal needs of polluters, and adjust the
level and form of support to ensure public resources are used effectIvely

PrOject C"cle Management

The need for the EPF to develop and Implement project cvcle management procedures
depends on the type ofprogram(s) adopted bv the EPF For a typIcal dIsbursement program the
Fund would receive appltcatlOns for financial support appraise and select the worthiest projects
negotiate contracts With reCIpients and momtor ImplementatIOn The scope of appraisal may
Include techmcal and financial review dependmg on the type of disbursement mechamsm To the
extent possIble, project cycle management should be transparent to apphcants and ensure a high
level of accountabJiltv, reflected 10 the selection of projects based on clear, ObjectIve crIterIa, free
from polttlcal Influence If procedures adhere to the St Petersburg GUidelmes, developed for
CEE envIronmental funds (or other InternatIOnal standards), the EPF may be able to entIce donors
to provide future grants dlrectlv to the EPF mstead of creatmg separate financmg programs

Selected Options for EPF Fmancmg Programs

FIve disbursement optIons are proposed for consideration bv the EPF and EEAA These
can be Implemented mdIvlduallv or m combmatlOn, dependmg on the Fund's prIOrIties, finanCial
resources, and staff capablhtles

Grant program

A grant program IS the Simplest type of program to Implement and mvolves awardIng
SubSIdies (Without repayment) to cover up to 100 percent of project costs The EPF would reqUire
staff to receive and revIew applicatIOns, draft contracts and momtor Implementation of proJects
'\ grant program can be Implemented WIth a small staff provIded the fund has access to techmcal
expertIse to appraIse apphcatlons

Soft loan jacIllty

A soft loan facIlIty (SLF) IS a program that proVIdes loans to qualIfied borrowers at terms
and conditions that are attractive relative to those avaIlable from commerCial sources The
borrower IS stIll reqUIred to repay the prInCiple and mterest of the loan SLFs are also known as
"revolvmg" funds because the workmg capItal IS replemshed as borrowers repay loans The EPF
IS not legally empowered to make loans or to receive mcome from loan repayments, but the SLF
could possibly be developed as a "pilot" project

CooperatIve loan program

Under a Cooperative Loan Program (eLP), the EPF would provIde subSIdIes to soften
loans managed and financed bv partlclpatmg banks For example, the EPF mIght provIde specIfic
IOterest rate SubSIdies, a range of mterest rate SubSIdIes that vary accordmg to project SIze or the
applIcant's finanCIal SItuatIOn, or payment of an admmIstratIve fee to compensate the
partlcIpatmg bank for provIdmg a grace penod or longer repayment schedule than would be

V1l1
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typIcal for commercial loans of the size proposed Under a CLP the techmcal and financial
appraisals would be conducted by the EPF and partlclpatmg bank. respectlvelv

Bank lme ofcredit (and loan guarantees)

A variant of the CLP descnbed above IS a Bank Lme of Credit (BLC) The EPF would
not panlclpate In evaluatIng mdlvldual proJects, but would estabhsh ehgIblhty and technIcal
cntena whIch the bank would conSIder In evaluatIng apphcatlons The EPF could also prOVIde
loan guarantees for Investments undertaken by SMEs or other mvestments whIch banks deem to
entaIl unacceptable levels of rIsk

Local environmentalfunds

Local environmental funds (LEFs) would apply to the EPF for a matchIng grant to co
finance projects selected by the LEF for support LEFs have not been estabhshed m Egypt,
however the 10th of Ramadan mdustnal City IS consldenng such a program funded bv local
pollutIOn charges Although pollution charges have not been authOrIzed at the natlonallevel, It
appears they may be more easIly Implemented on a voluntary baSIS at the local level

OptIOns for EEAA EnVironmental Fmance Support

There are a number of related actiVIties that EEAA can pursue to Improve the overall
situation for envIronmental Investments m Egypt mcludIng support for project preparatIOn,
awareness programs, complIance program development, and bank traInIng These are bnefly
descnbed below

Project Preparation Support

EEAA could work With donors to target technIcal aSSIstance to support the preparatIOn of
envIronmental Investments To Increase the avallablhty of EgyptIan technIcal expertIse In project
preparatIon a trammg program could be developed 10 aSSOCiatIon WIth a donor and perhaps also
a certIfication program for envIronment speCIalIsts

A vallability ofaffordable technology

To encourage further development of a domestIC envIronmental technology sector,
finanCIal programs may prOVide a catalyst to both eXIstIng and start-up envIronmental technology
finns An EEAA office could work WIth start-up or tranSItIonal consultmg companIes to help
them IdentIfy a market mche and potentIal customer base to whIch they can market theIr servIces
In addItIon a finanCIal mcentlve could be offered to vendors of envIronmental technology, eIther
through the EPF or a donor program

Compliance Fmancmg and Momtormg

Enforcement could target mdustrles accordIng to envIronmental and finanCial cntena,
and finanCIal mcentIves (such as EPF concesslonal financmg) could be used strategIcally In
combmatlon With the threat of non-complIance sanctIOns To develop such targeted enforcement
programs a background study could be conducted to estImate the potentIal cost of all mvestments
that WIll be reqUIred to comply With envIronmental regulatIOns and facIlItIes' access to capItal As

IX



In alternative to a large-scale study sector specific studies could be completed m coordmatlOn
with upcommg comphance programs

4wareness Programs

The EPF and the EEAA can play a role m mcreasmg faclhtIes' awareness of financmg
programs offered by the EPF as well as bv donors Information could be compIled on all aval1able
)ources of environmental finance and mcentIve terms published m a handbook for mdustrv, or
made available on the Internet

Bank Trammg

To assist banks m developmg mechamsms to evaluate envIronmental financmg
apphcatlOns, trammg could be conducted and coordmated through one of the bankmg
assocIatIOns or estabhshed trammg programs
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Chapter 1
IntroductIon

The Government of Egypt (GOE) has made a strong commItment to mItIgatIOn of
threats to Its natural resources and envIronment Law 4, enacted m 1994, establIshed the
EgyptIan EnvIronmental Affairs Agency (EEAA) and provIded for regulatIOn of aIr
pollutIOn, hazardous waste management, and marme pollutIOn In combmatIOn wIth
prevIOusly enacted legIslatIOn concernmg water pollutIOn (pnmanly Law 48/1982), Egypt
now has a full slate of legIslatIOn for addressmg pollutIOn problems

In 1997, the Umted States Agency for InternatIOnal development (USAID)
requested the EnvIronmental PolIcy and InstItutIOnal Strengthemng Project (EPIQ)
ConsortIUm to conduct an assessment of the envIronmental sector m Egypt Mam findmgs
of the report, tItled Egypt EnvIronmental Sector Assessment (EESA), related to the goal of
reducmg pollutIOn mcluded the need to strengthen mstItutIOnal capabIlItIes to develop and
Implement envIronmental polICIes, Improve complIance mcentIVes for polluters, and
address defiCIenCIes m mdustry's awareness of complIance reqUirements These Issues, If
addressed, would result m a more effectIve complIance strategy However, the potentIal
success of such a strategy Will depend Importantly on the capaCIty of the regulated
commurnty to IdentIfy, plan, finance, and lIDplement complIance mvestments

Tms report IS mtended to assess the current state of envIronmental finance m
Egypt, IdentIfy gaps m eXIstmg programs, and propose optIOns for addressmg areas that
need Improvement It was prepared for the EEAA to help them strengthen eXIstmg
programs and support new programs for envIronmental finance, both mdependently and m
cooperatIOn WIth donor programs The fmdmgs and proposals mcluded In tms report are
based on IntervIews With key mdividuais from the publIc and pnvate sectors In Egypt, as
well as reVIew of relevant documents It IS Intended that these optIOns Will proVIde a baSIS
for dISCUSSIOn and eventual deSIgn of speCIfic ImtIatIves to lIDprove the state of
enVIronmental finance Those optIOns ultImately pursued WIll reqUire addItIOnal research
pnor to lIDplementatIOn, further specIfymg deSIgn detaIls that WIll lead to maxImum
effectIveness

To realIze overall envIronmental Improvement, It Will be necessary to stlIDulate
both the demand for envIronmental mvestments and expand the supply of aVailable funds
targeted for these types of Investments For thIs reason, we examme both demand
(Chapter 2) and supply-sIde Issues (Chapter 3) m thIs report and IdentIfy eXIstmg or
projected gaps between the two These gaps represent the areas where new financmg
programs can be most effectIve

Law 4/1994 also proVIded for the establIshment of the EnVIronmental ProtectIOn
Fund (EPF) WIthIn the EEAA as a mechamsm for fmancmg envIronmental actIVItIes and
programs of the EEAA The EPF can potentIally be used to prOVIde concessIOnal or "soft"
fmancmg for mvestments undertaken by faCIlItIes to meet complIance reqUIrements The
EPF IS descnbed m Chapter 4

- I



In Chapter 5, a range of optIOns for the EPF to provIde soft financIng for projects
are presented These Include expandIng the role of the commercIal finanCIng sector, and
developmg finanCIng programs for specIfic sectors or local communItIes ThIs chapter
draws on the expenences of Central and Eastern European (CEE) countrIes, WhIch have
utIlIzed soft finanCIng to Increase the level of envIronmental Investment FInally, Chapter
6 descnbes complementary programs that EEAA could Implement to encourage
envIronmental Investments

Four annexes are proVIded WIth the maIn report Annex I proVIdes a more detailed
dIscussIOn of demand and supply concepts and termInology An overvIew of CEE
expenences WIth envIronmental finance IS prOVIded In Annex 2, and Annex 3 descnbes
speCIfic envIronmental finance programs In Egypt, aSIde from the EPF Annex 4 prOVIdes
a lIst of meetIngs and the agenda and partICIpant lIst for the workshop on "Best PractIces
m EnVIronmental Fmance OptIOns for Egypt" held on Apnl 28, 1998
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Chapter 2
Demand for EnvIronmental FInancIng

The concept of demand for financmg reflects the WIllmgness of owners to
undertake mvestments, usually m response to vanous finanCial mcentIves (see diSCUSSIOn
of demand and supply m Annex 1) For most owners, the most Important mcennves relate
to potennal profits that the owner expects to earn from the mvestment For envIronmental
mvestments, thIs mcentIve IS typically weaker than for profit-motIvated mvestments,
except for "WIn-WIn" mvestments, wmch reduce pollutIOn and reduce productIOn costs
(see Annex 1, Box 1) Generally speakmg, the more Important fmanclal mcennve to
undertake environmental mvestments relates to the aVOIdance of non-comphance
sanctIOns For example, an mvestment, whIch achIeves comphance, WIll enable the
faclhty to aVOId penalties and other sanctIOns such as temporary closure and htlgatlOn
costs For pollutIOn that results m damages to other parties or natural resources, these
sanctIOns could mclude tllird party compensation payments and clean-up costs In
addinon, there may be other finanCIal and non-fmancial mcennves that motIvate facIhties
to undertake envIronmental mvestments mcludmg aVOIdmg potentIal trade barners,
Improved market access conveyed by ISO 14000 certIficatIOn, and concerns about the
facIlIty's Image m the communIty

In many developmg countries and econOmIes m tranSitIOn, demand for
enVIronmental financmg IS low, largely as a result of lax enforcement and meffectlve
financial penaltIes for non-complIance Even If financmg for mvestments IS abundant, a
llmIted number ofmvestments WIll be undertaken by faCIlIties If there IS no motivatIOn for
them to do so ThIs chapter proVides a general diSCUSSIOn of demand shifters and
charactenzes the factors dnvmg demand for envIronmental mvestment m Egypt

2.1 Demand shifters

In any country, a number of factors can mcrease the demand for envIronmental
financmg Most Important are those that alter the mcennve structure of faclhtles, thereby
mcreasmg the benefits of undertakmg mvestments Key demand shifters are bnefly
descnbed below

2 11 IncreaSing the costs of non-complIance

From a facIlIty's viewpomt, the costs of non-complIance are a functIOn oftwo
pnmary factors the magmtude of the penalty and the probabIlIty the penalty WIll be
leVIed TypIcally, penalnes for non-complIance vary accordmg to seventy and duratIOn of
the VIOlatIon and the facIhty's mstory ofVIOlatIOns In most countnes, there IS a maxImum
penalty for each type of VIOlatIOn, but there may be a range ofpenalties that are leVied by
the enVIronmental authontIes The probablhty that a penalty WIll be leVied stems from
several mtermedtate probablhtles the odds that the VIOlatIOn Will be detected, that the
EEAA WIll deCide to seek penalties, and that the penalties Will be adJudicated, asSUmIng
the faclhty has recourse to, and deCides to, challenge the sanctIon If the product of these
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probabIlItIes IS close to zero, faCIlIties wIll not VIew non-complIance as havIng a
sigruficant economIC consequence, even If the potential penalty amount on paper IS very
large

Increasmg the financIal consequences ofnon-complIance depends Importantly on
the qualIty of the complIance momtonng (or enforcement) strategy Implemented by
enVIronmental authonties Components of an effectIve enforcement strategy Include clear,
unambIguous laws and regulatIOns, authonty to levy penaltIes, staff resources and
capabIlItIes to conduct InSpectIons and detect VIOlatIOns, as well as polItIcal commItment
to levy and collect penaltIes In addItIOn, facIlIties must have an adequate understandmg
of theIr complIance reqUIrements and the potentIal economIC ImplIcatIOns of non
complIance

2 1 2 Increasmg the benefits of envIronmental mvestments

As noted earlIer, there are certam types of enVIronmental Investments that reduce
pollutIOn and have pOSItive rates of return These mclude energy effiCIency, waste
mirumizatIOn, and process change projects In addItIOn, even If Investments do not have
pOSItIve rates of return by themselves, It may be pOSSIble to rmmrmze net costs through
the adoptIOn of Improved and lower cost technology and through regulatory fleXIbIlIty
(1 e, through use of economIC Instruments) wmch allows the faCIlIty to conSIder a range
ofcontrol optIOns

To mcrease demand for WIn-WIn Investments, there are two pnmary demand
shIfters Fust, government polICIes on pnCIng natural resources, espeCially energy, affect
the magrutude of potentIal cost savmgs resultIng from energy effiCIency mvestments If
energy pnces are artIfiCIally low because of subSIdIes, the potentIal saVIngs from usmg
less energy are reduced Second, faCIlItIes must be able to IdentIfy, develop, and assess
alternatIve mvestments In developmg countnes and econOmIes In tranSItIOns, lack of
InformatIOn and capaCIty to Implement WIn-WIn Investments IS one of the major
lImItatIOns m expandIng demand for these mvestments

ProvlSlons for the use of economIC Instruments In enVIronmental management can
also Increase demand for Investments For example, mechamsms such as emISSIons
nettIng and bubbles I can prOVIde faCIlItIes WIth the fleXIbIlIty to rrurumize complIance

costs by controllIng some but not all sources PollutIOn charges2
, If set appropnately, may

I EmiSSions nettmg mvolves facility-Wide emission hmits rather than hmits on mdividual sources For

example, a facIhty might be requrred to hmit particulate emissions to say 1000 tons from the facIhty rather
than 200 tons for each of 5 sources This enables the faclhty to overcontrol for some sources, undercontrol
for others, so as to mmlffiIze total control costs A bubble IS slffillar to nettmg, but mvolves more than one
facIhty The cnncal assumptIOn requrred for both emissions nettmg and bubbles IS that there IS adequate
mlXmg ofpollutants m arr or water so that undercontrollmg one source does not result m adverse
envrronmental or health effects
2 PollutIOn charges are leVied on pollutIOn discharges and emiSSions and are usually leVied as a charge per

ton ofpollutant They are used ill many countries, and espeCially m Central and Eastern European Countries
to generate revenue for envrronmental funds (see Annex 2) Without excepnon, pollutIon charge rates are
not set high enough to encourage facllInes to reduce pollutIOn to desrred levels ill the absence ofregulatIOns,
but may encourage facIhties to lffiplement low cost controls
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encourage faclhtles to reduce pollutlOn below levels mandated m regulatlOns, provIded
the mcremental costs of control IS less than the charges on pollutlon

2 1 3 Other demand shifters

As developed countnes have requrred hIgher and hIgher levels of envrronmental
performance from therr compames, concerns have emerged that compames engaged m
mternatIOnal trade Wlll not be competmg on a level playmgfield In the envrronmental
context, a company that IS not requrred to meet envrronmental standards m Its country
wl1l, cetens panbus, have lower productIOn costs than a competitor requrred to meet
standards ThJ.s dlspanty could lead to the lmpOsltIOn of trade barners AlternatIvely, on a
voluntary basIS, a company may obtam ISO 14000 certlficatlOn, wlnch has ramlficatIOns,
both for the envrronmentaI performance of the company but also other compames that
supply goods and servIces to the company These demand slnfters relate more to the
overall envrronmental performance of the faclhty but have some relatIonslnp to specIfic
comphance mvestments In addltlon, to partICIpate m mternatlOnal markets, faclhtles may
need to achIeve a hIgher standard of envrronmental performance than IS currently requrred
m theIr own country

Anther potentlal demand shIfter relates to pubhc awareness m the commumty
where a faclhty operates WhIle the commumty may be unable to pressure envrronmental
authontles to mcrease enforcement efforts, they may be able to put pressure on facl1ltIes
to address envrronmental problems that threaten the health and envrronment for workers
and members of the commumty Certam mdustnal enterpnses would take actIOn to reduce
pollutlOn snnply because It IS the nght thIng to do The aesthetIc and health nnpacts of
mdusmal pollutlOn are ObVlOUS m many ways to those who hve and work m the
commumty, and responsIble mdustnalleaders Wlll seek ways ofusmg aVailable resources
to reduce these Impacts Some see thIs role as a "moral responslblhty "

2.2 Demand shifters In Egypt

In a report prepared by the EgyptIan PollutIOn Abatement Project (EPAP), It IS
estimated that Egyptian mdustry IS currently compnsed of approxlmately 600 publIcly
held compames producmg approXlmately 40 percent to 50 percent ofmdustnal goods, and
several thousand pnvate compames producmg the remamder (EPAP Fmance Report) In
total, there are about 26,000 mdustnal faclhtles Wlth more than 45 percent located m
Carro and surroundmg areas, about 40 percent m Alexandna, and the remamder mother
parts ofEgypt, mcludmg several new mdustnal CItIes (The reader IS referred to the EPIQ
Egypt Envrronmental Sector Assessment for more detaIled InformatIon on mdustry and ItS
pollutIOn problems)

To date, there are only rough estlmates of the potentIal cost to Egyptian mdustry to
meet Law 4/1994 complIance requrrements A study conducted by the EEAA m 1997
surveyed 800 mdustnal enterpnses about envrronment actIVIties, mc1udmg mvestment Of
the 250 replIes, 150 prOVIded mvestment figures Accordmg to extrapolatIOns by EPAP,
mdustnal enterpnses had mvested about LE 3 bilhon durmg the penod of 1994-1997 The
same survey asked about future mvestment needs speCIfically the cost of achIevmg
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complIance WIth Law 4/1994, and EPAP extrapolated from the responses that Industry
would need to Invest from LE 10 bIllIon to LE 12 bIllIon to aclueve complIance By way
of companson, the estImated Investment cost for CEE countrIes to aclueve envIronmental
qualIty sImIlar to developed countrIes IS US$ 134 bIllIon (EDC, 1997) It seems lIkely that
the estImates for EgyptIan mdustry to comply are SIgnIficantly underestImated,
partIcularly If wastewater treatment IS mcluded In lIght of the dIfficulty m developmg
accurate cost estImates of mdustry demand, It IS useful to mstead examIne the factors that
WIll dnve mvestment as a way Judgmg Its sigruficance

2 2 1 Environmental complIance reqUirements

Begmmng m 1962, Egypt has promulgated twelve envlfonmentallaws that govern
the control of emISSIons and dIscharges harmful to the enVlfonment and human health
(see Table 1) Standards for wastewater dIscharges are addressed m Law 93/1962 and Law
48/1982 wlule standards for air emISSIons, ocean dumpIng, nOIse pollutIOn, hazardous
substances and handlmg are covered m Law 4/1994

To date, the aOE has had lImIted success m Implementmg enVIronmental
enforcement strategIes Most VIOlatIOns go undetected and stnct adherence to
reqUirements IS not pursued For example, the water laws create a system of wastewater
dIscharge permIts "but m realIty no effectIve ImplementatIOn or enforcement has ever
taken place" (EPIQ, 1998) ResponsIbIlIty for momtonng and enforcement IS often
fragmented, there IS often a lack of mter-agency coordmatIOn and mechamsms to facl1Itate
such coordmatIOn, and there IS lImIted structure or capaCIty at the natIOnal or regIOnal
levels to undertake enforcement actIOns (EPIQ, 1998) WhIle EgyptIan law mcludes
proVISIons for penaltIes and other sanctIOns such as faCIlIty closures, these tools have not
been used extensIvely Overall, past enforcement programs have had only a m1ll1mal role
m determ1ll1ng the level of demand for mvestments In Egypt

However, there are prospects for strengthenmg enforcement of complIance
reqUirements m the future Law 4/1994 reqUIred that mdustrIes comply With all eXlstmg
regulatIons by February 28, 1998, although there were prOVISIOns for faCIlItIes to request
extenSIOn of the complIance date The EEAA, the government agency m charge of
enforcmg Law 4/1994, IS m the process ofdevelopmg ItS complIance program through the
industrIal ComplIance Urnt (ICU) m EEAA ImtIally, thIs program Will mvolve a
cooperatIve approach With mdustry by supportmg them m the preparatIOn of complIance
actIOn plans (CAPs) that descnbe measures faCIlItIes plan to Implement to comply With
Law 4/1994 The approach for the near term IS to work WIth large facIlItIes and the trade
aSSOCIatIOns to encourage CAP development and subsequent mvestments Supportmg tlus
process IS the EPAP, a SIx-year program begun m 1997 by the EEAA m cooperatlOn With
FINNIDA, to prOVIde technIcal and mstItutional support to mdustry for complIance With
Law 4/1994 (EPAP, 1998) There are several dIverse actIVItIes under tlus program Select
technIcal and mstitutlOnal support actIVItIes mc1ude

6

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



- - -- - - - ------- - - - - --
Table 1 Prmclpal Environmental Laws, Decrees and Regulations

Law No 4 on Envrronment I 1994 I Estabhshment ofEEAA and Envrronmental Decree No 338 of 1995 Mmlstry of State for
Trust Fund, requrrement ofEIA, regulatton of (Executive Regulations) Envrronmental Affarrs
arr pollutton, hazardous waste management, EEAA
and manne pollution

Law No 117 on Cultural 1983 Preservation and management ofcultural Presidential Decree No 2828 Mmlstry of Culture
Hentage hentage of 1971 (culturalhentage) SCA
LawNo 102 on Natural 1983 DeSignation and management ofnatural Decrees deslgnatmg sites MOEA
Protectorates protectorates EEAA
Law No 124 on Flshenes 1983 Management and protection of fishenes and Mmlstry of Agnculture and

manne antmals Land Reclamation
Law No 48 on ProtectiOno~ 1982 rControl ofpollution of surface waters Decree No 8 of 1983 Mmlstry ofPubhc Works and
Ntle and ItS Waterways (standards for wastewater Water Resources

dIscharges to surface waters)
LawNo 137 on Labor I 1981 I Control ofwork place safety and envrronment I -rMmlstry of Manpower and

Itnmlgration
Law No 27 on Pubhc Water I 1978 IProtectton of pubhc water sources for drmkmg IDecree No 27 of 1966 IMmlstry ofHealth and

....:l I Sources and domesttc purposes (Supreme COtnmlttee for PopulatiOn
Supreme Committee for Water

Law No 31 on Pubhc -=-1 Control ofsahd waste management (amends Mlmstry of Housmg, Uttllttes,
Cleanlmess Law No 38 of 1967) and Urban Cotnmumties
LawNo 66 on Transport Arr 1973 Control ofarr pollutton from transportatton IDecree No 864 of1%9 Mmlstry ofHealth and
Pollution sources (Supreme Cotnmlttee) Population

DecreeNo 470 of 1971 Supreme Committee for
ambient arr standards) Protection ofArr

Law No 38 on Pubhc I 1967 IControl ofsohd waste management (mcludmg Decree No 134 of 1968 (waste Mmlstry ofHousmg, Utthttes,
Cleanlmess hazardous waste) from domestic and mdustrtal and Urban COtnmUDltles

1~61-R;gulatlon of purchase, tmportatlon, and
sources) ---r------- -- ---- -------Law No 53 on Agnculture Decree No 50 of 1966 Mmlstry ofAgrIculture

handlmg ofpestIcIdes (regIstratIon and hcensmg and Land Reclamatton---- -----~-l-- --------------------- ~~'::lt213 of 1962-I Mmi,,ryo(ii.;;;smg~UhtrtleS·Law No 93 on Wastewater and 1962 Control of wastewater dIscharges and dramage
Dramage to pubhc sewers (standards for wastewater and Urban CotnmUDIttes

dIScharges to pubhc sewers



• TechnIcal assIstance to RegIonal Branch Offices m Greater Cairo, AlexandrIa, and
Suez Canal CItIes

• Developmg a general mspectIOn manual
• Developmg pollutIOn abatement actIOn plans (PAAPs) With 50 major pollutIOn

mdustnes
• Imtially, targetmg three categones of small and medIUm-SIzed enterpnses (SMEs)

uon foundrIes, tannenes, and bnck kilns

The EEAA plans to mamtam pressure at a stable level and to evaluate the progress
of thIs approach by the end of 1998 to decIde If there IS any need to modIfy the approach
The groups targeted by the ICU program can be expected to be among the fust to seek out
enVIronmental finance programs once they have completed the CAP (or PAAP)
development process

2 2 2 Industry awareness of complIance reqUirements

FamIlIanty With Law 4/1994 and Its reqUIrements IS an ObVIOUS first step towards
mdustry assessmg theIr pollutIOn sources and preparmg CAPs For thIs reason, demand
WIll be Impacted by the extent to whIch there are outreach actIvItIes to mform mdustry
and the general pubhc about Law 4/1994 In the last few months, there has been a lot of
publICIty about Law 4/1994 and there IS general agreement among partIes mtervIewed for
thIs report that mdustry awareness has mcreased SIgnIficantly ThIs pomt IS valIdated by
the fact that the EEAA has receIved several calls from faCIlItIes wantmg to prepare CAPs

In addItIOn, the EEAA recently wrote to mdustnal enterpnses concernIng the
deadlIne for comphance With Law 4/1994 ThIs seems to have stImulated a great deal of
mterest and one result IS that some mdustnal aSSOCiatIOns are takmg the lead m helpmg
theu members develop CAPs

2 2 3 Industry capacity to plan and Implement complIance requirements

Before mdustry IS m a pOSItIOn to mvest m pollutIOn control, they must first
understand what IS reqUlfed to address theIr specIfic pollutIOn problems Industnal
managers have mdicated they need help With

• IdentIfymg pollutIOn control needs,
• explonng optIOns for pollutIOn abatement mcludmg cleaner productIOn and energy

effiCIency mvestments,
• completmg a cost analySIS of optIOns, and
• prepanng the proJect for financmg

In addItIOn to EgyptIan envIronmental servIces companIes workmg m thIs area,
there are currently some donor programs deSIgned to proVIde techrncal aSSIstance, but
they Will most lIkely be madequate to meet mdustry demand m the near future In
addItIOn, support from current sources IS most lIkely concentrated m the fIrst two areas
lIsted above, With the other two suffenng from a lack of avaIlable aSSIstance
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There are no hard data, but anecdotal mformatIOn suggests that the domestIc
envIronmental servIces mdustry IS small relatIve to what demand mIght be Wlth mcreased
mterest m comphance mvestments There are speciahsts m the enVIronmental audIt
market whtch, accordmg to some, are too "academlc" and do not provIde realIstIc,
affordable optIOns, but rather overly complex, expenSIve ones

WIth respect to donor-funded programs, the CanadIan InternatIOnal Development
Agency (CIDA) IS fmancmg a new program to aSSIst SMEs Wlth enVIronmental audIts and
ImplementatIOn, as well as green busmess development As dIscussed above, the EPAP
program Wlll provIde technIcal support to 50 large mdustnes and SMEs m certam
mdustnes Also, the EPAP program recently conducted trammg seSSIOns on CAP
development that were well receIved There are no Immemate plans to do additlOnal
trmmng seSSIOns, but they are trymg to mcorporate such trammg mto establIshed general
management trmmng programs m Egypt, such as the Management Center for Industry

2 2 4 PrivatIZatIon and restructurmg of mdustry

Egypt's publIc sector restructurmg and pnvatizatIOn program, begun m 1991,
mvolves pnvatIzmg dozens of publIc sector enterpnses wmch, as dIscussed m SectlOn
23, are among the largest contnbutors to pollutlOn m Egypt The GOE's pnvatIzatlOn
plan for 1998 conSIsts of pnvatIzmg wholly or m part 50 affihated compames m 10
Holdmg Compames, Wlth an estImated 1991 book value ofLE 9 3 bilhon (15 percent of
the total 1991 book value ofLaw 203 compames) In 1997, Egypt's pubhc sector banks
rescheduled or forgave the debt for many pubhc sector enterpnses, thus Improvmg theIr
finanCIal SItuatIOn

PnvatlZatIOn can be expected to stImulate the demand for envIronmental
mvestment m two ways FIrst, those enterpnses bemg prepared for pnvatlZatlOn should be
motIvated to comply Wlth Law 4/1994 so as to be more attractIve to potentIal mvestors
InternatIOnal mvestors, m partIcular, may want enterpnses to meet certam mtematIOnal
and domestIc envIronmental standards before they would mvest Second, newly pnvatIzed
enterpnses, wmch are not currently m complIance, may now be m a better finanCIal
SItuatIOn for makmg mvestments However, s1m1lar to the expenences m econOlTIles m
tranSItIon, mvestlng m moderrnzatIon and restructunng of productIOn processes may
receIve Ingher pnonty among new owners

For some pubhc sector compames, whtch are not slated for pnvatlZatlOn, therr
access to capItal has decreased as a result of the government's deCISIon to cut therr
unI1m1ted credIt lmes from publIc sector banks These compames are less lIkely to
undertake envIronmental mvestments as a result oftms deCISIon Another factor, wInch
may dIscourage faCIlItIes from undertakmg envIronmental mvestments, relates to plans to
relocate mdividual faCIlItIes or mdustnes outSIde of urban areas to reduce threats to
human health Whtle these plans have been dIscussed, there IS no speCIfic plan or tIme
schedule, leadmg to uncertarnty among affected facIlItIes
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225 AvaIlabilIty of Imported and domestic pollution control eqUIpment

The sIgnIficance of the avmlablhty of domestIc versus Imported envIronmental
eqmpment relates pnmanly to Issues of cost The generally Ingher cost and tIme mvolved
m Importmg envIronmental eqmpment Will Impact demand If It acts as a deterrent for
mdustry choosmg to make envIronmental mvestments

Nonetheless, untl1 a domestIC manufactunng mdustry IS developed, demand WIll
be almost entIrely for Imported eqmpment Therefore, an Important Issue IS the expense,
and sometImes tIme delay, mvolved m eqmpment cleanng customs when It amves m
Egypt

2 2 6 Environmental performance reqUirements ID the global market

Yet another Important determmant of demand as Egypt's economy contmues to
restructure and open Its trade Will be mdustry's deSIre to export Egypt Jomed the World
Trade OrgaruzatIOn (WTO) m 1995 and there are plans to phase out trade bamers over the
next few years

Industry representatIves have mdicated that exportmg IS an Important
consIderatIOn for a maJonty of EgyptIan enterpnses, not Just the largest firms Compames
of all SIzes see the development of export markets as the key to theIr future SurvIVal
because of the opemng up of trade m the next few years

However, the EPAP financmg study found that only a few select compames are
major exporters to markets that reqmre they meet With mternatIOnal envIronmental
requIrements Others export to markets such as North Afnca, the MIddle East, ASia, and
Eastern Europe, where comphance With stnct enVIronmental standards IS not a
reqmrement for Importmg goods (EPAP, 1998)
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Chapter 3
Sources of FInancIng for EnvIronmental Investments

TIns chapter charactenzes the dIfferent types of sources currently used to fmance
environmental mvestments For background purposes, the first sectIOn provIdes an
overview of trends m environmental financmg m developed countnes (AdditIOnal
elaboratIOn of the expenences of Central and Eastern European Countnes IS provided m
Annex 2) The next sectIOn proVIdes general mformatIOn about the types of fmancmg
sources avaIlable In Egypt

3.1 FinanCing trends In other countries

In eXaImmng enVIronmental financmg m developed countnes, It IS useful to
dIstmgUIsh between enterpnse and publIc sector financmg, because the sources and
methods of financmg are qUIte dIfferent

3 11 Enterprise sector

In the pnvate or enterpnse sector m developed countnes, the ma.Jonty of
envIronmental mvestments have been financed from the enterpnse's own resources or
financed from capItal raIsed by the enterpnse m the form of eqUIty or credit In many
developed countnes, concesslOnal fmancmg or mdIrect SubSIdIes such as mvestment tax
credIts were often used durmg the early stages of envIronmental complIance programs,
partIcularly m the 1970s Most often, concesslOnal financmg was m the form of "soft"
loans, wInch mvolved terms, and condItIOns (e g , lower mterest rates, grace penods, or
longer repayment penods) that were more favorable than those aVailable from commerCIal
banks In a few countnes, such as Sweden, environmental funds proVIded grant co
fmancmg, albeIt only for a couple of years SubSIdIes m the form ofmvestment tax credIts
or allowances for accelerated depreCiatIOn of mvestment capItal are the most common
form of finanCIal support for enterpnse sector mvestments m developed countnes

For the enterpnse sector m CEE countnes durmg the 1990s, SubSIdIes have played
a much larger role than m Western Europe and the Umted States WIth the exceptIOn of
Romama, all CEE countnes have establIshed one or more envIronmental "funds" to
proVIde concessional financmg m the form of grants or soft loans for envIronmental
mvestments These funds account for apprOXImately 20 percent of all fmancmg for
envIronmental mvestments In CEE countnes (see Annex 2) ConcessIOnal financmg
aVailable from environmental funds IS typIcally combmed WIth the resources of the
enterpnse CEE countries have not utilIzed tax credIts to the extent that their neIghbors m
Western Europe have In addItIOn, commerCIal credIt has played only a mmor role III

enVIronmental :fmancmg, largely because the bankIng sector In CEE IS stIll III tranSItIOn
and does not offer terms that are attractIve to enterpnses Wlnle state-owned enterpnses
have relIed hIstoncally on subSIdes from central government, most CEE countnes have
now ellmmated government support for enterpnses, even If they have not been pnvatlzed
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Although CEE countrIes such as Hungary, Poland, and the Czech RepublIc have
attracted foreIgn dIrect mvestment (FDT), only a small proportIOn of FDT has gone to
heavy pollutmg mdustrIes, most FDT flows to the servIce, bankIng, retaIl, and lIght
manufactunng sectors Therefore, many htgWy pollutmg mdustrIes remam government
owned

3 1 2 PublIc sector

In developed countnes, SubSIdIes have played an Important role m the
development of publIcly managed enVIronmental mfrastructure servIces such as dnnlang
water, wastewater treatment, and murncIpal solId waste CapItal mvestment projects m the
pubhc sector have receIved subSIdIes rangmg from 50-75 percent, mostly m the form of
grants from central, regIOnal or murncIpal governments However, m many developed
countnes, SubSIdIes for mfrastructure mvestments have been reduced or ellmmated over
the last twenty-five years Many countnes now finance publIc sector mvestments out of
user fees In addItIOn, m countrIes, whIch stIll prOVIde SubSIdIes for mfrastructure
mvestments, grants have been phased out m favor of soft loans (e g , US replacement of
the ConstructIOn Grants Program WIth State Revolvmg Funds to fmance wastewater
treatment)

In CEE countrIes, financmg of envIronmental mfrastructure m recent years has
relIed to a greater extent on user fees and concessIOnal financmg proVIded by
envIronmental funds and mternatIOnal finanCIal mstItutIOns (IFIs), than on grants from the
domestIC government Many CEE countnes have faced large budget defiCIts dunng the
tranSItIOn penod, forcmg murncIpahtIes to develop alternatIve sources of financmg In
most CEE countnes, the largest share of dIsbursements from envIronmental fund has gone
for publIc sector mvestments Although there IS an mCIpIent murncIpal bond market m
Poland, alternatIve sources of publIc sector fmancmg are developmg slowly m CEE
countrIes

Although CEE countrIes have benefited from donor grants and IF! credIts, these
sources have accounted for less than 10 percent of envIronmental mvestment expendItures
for the regIOn

3 2 Fmanclng sources m Egypt

There are a few speCIfic financmg programs targetmg enVIronmental mvestments
m Egypt and these are descnbed m Annex 3, WIth the exceptIOn of the EPF whIch IS the
focus of the next Chapter Most of these programs are donor sponsored WIth fundmg
levels that lImIt the number of enterpnses they can asSISt These financmg program expect
theIr funds WIll be exhausted m the next 1-2 years

In thIs sectIOn, we dISCUSS m broad terms the general categones of finanCIng that
are aVaIlable In Egypt Most InfOrmatIOn presented m thIs sectIOn (and Annex 3) IS
denved from IntervIews WIth enterpnses, banks, donors, or government offiCIals as well
as comments by partICIpants at the Best PractIces Workshop
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3 2 1 Credit avaIlable to public sector enterpnses

Hlstoncally, EgyptIan publIc sector enterpnses have sought financIng eIther from
theIr holdIng company or from one of the four major publIc sector banks Today, when
publIc sector banks lend to pubhc sector compames, they are requrred to apply the same
standard of credIt analysIs as they would to a pnvate sector entIty In other words, publIc
sector enterpnses no longer qualIfy for speCIal borrowmg pnvileges regardless of theIr
finanCial condItIOn TIns IS a recent development that Will affect the abIlIty of some publIc
sector enterpnses to obtaIn finanCIng for any type of mvestment, mcludmg those for
envIronmental Improvement

PublIc sector enterpnses stIll have an optIOn of requestmg funds from theIr
holdmg compames, wmch prOVIde funds at therr dIscretIOn WIth plans for contmued
pnvatIzatIOn, one can assume that holdmg compames Will be less lIkely to prOVIde funds
to those enterpnses whose future ViabIlIty IS questIOnable However, the polIcy IS not
entIrely clear Nonetheless, holdmg compames do represent a potentIal source offunds for
envIronmental Investments that can be further developed

3.2 2 Commercial bank credit

A recent study (EPAP, 1998) reports that Egypt's commercIal banks are holdmg
more than L E 189 bIllIon m cash for loans However, several representatIves m the
bankmg sector and donor commumty have mdicated that there has been VIrtually no
demand for commercIal credIts for envIronmental mvestments Bank offiCIals mdicated m
mterviews that they apply the same company creditworthmess cntena for envlfonmental
loans as for other loans, but that other proJect-related fmanclal cntena may be too dIfficult
for envIronmental mvestments to meet In partIcular, bank reqUIrements that mvestments
achIeve pOSItIve mternal rates ofreturn suggest that conventIonal commerCIal credIt may
only be SUItable for wm-WIn mvestments However, banks have expressed mterest m
supportmg envIronmental mvestments mvolvmg soft loans, where mterest rates are
SUbSIdIzed by another party and/or another InstItutIOn serves as guarantor of loans
prOVIded by the bank

Some of the advantages of bank partICIpatIOn Include

• many of the larger enterpnses and SMEs have eXIstmg relatIOnshIps With banks
• banks are famIlIar With therr fmanclal and busmess status and as a result, these

banks are m the best pOSItIOn to evaluate the abIlIty ofborrowers to repay loans
• banks have ready access to capItal
• Some of the obstacles to bank partICIpatIOn Include
• banks lack expenence In evaluatmg the technIcal and envIronmental ments of

proposed projects
• borrowers may be unable to meet bank reqUirements for collateral or other means

of secunng the loan
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3 2 3 ConcesslOnal financmg programs

At the present time, most environmental financing activity m Egypt centers on soft
loans and grants provided by donors Some observers have noted that the volume of
applIcations for donor loan programs has mcreased recently, largely m response to Law
4/1994 deadlmes Donor grant programs are less common than soft loan programs, and
are usually provided for technIcal assistance support for envIronmental audits and project
preparatIOn, and acqUIsition of speCific types of eqUIpment or technology aVailable from
vendors In the donor country Also, grants may be subject to a 37 percent wmdfall profit
tax unless the reCIpIent obtaIns a waiver

The EPF has the potential to be the pnmary vehIcle for concesslOnal finance
programs 10 Egypt and thIs role IS dIscussed 10 depth 10 the next chapter

3 2 4 Own resources

Wlule a facIhty always has the optIOn to entIrely fund an envIronmental
mvestment from their own finanCial resources, the more lIkely scenano IS that they Will
use theIr own resources In conjunctIOn WIth another source of finanCing Recent economIC
mdicators suggest a favorable mvestment chmate and potential for faclhties to earn profits
that could be used to cover all or a portIOn of Investment costs The potential for
comblmng own resources WIth concesslonal fmancIng could stImulate mvestments With
most commerCial credIt and concessIOnal financmg programs, the program reqUIres that
the apphcant co-finance the project from another source TypIcally, the source of co
financmg IS the finanCIal resources of the apphcant, such as cash reserves or capItal that
the enterpnse can raise m the capital market AddItIOnally, own resources are hkely to be
the major source of financmg for low cost Investments for whIch the costs ofprepanng
applIcatIOns are large relatIve to the amount of money reqUIred for the Investment
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Chapter 4
EnvIronmental ProtectIon Fund

The EPF, establIshed m 1994 by Law 4/1994, has the potentIal to be a focal pomt
for envIronmental finance m Egypt, partIcularly because of Its dIrect lmk to the EEAA
WhICh wIll oversee mdustnal complIance WIth envIronmental regulatIOns To date, its
resources have been used to supplement annual fundmg that the EEAA receIves from the
central budget, but WIth the recent hmng of the EPF's first manager, the EPF IS preparmg
to expand ItS scope and develop new programs ThIS sectIOn descnbes the legal and
management structure of the EPF, Its relatIOnshIp to the EEAA, sources of revenue, and
the range of actIVItIes It can support finanCIally

4.1 Legal structure

The EPF was establIshed under ArtIcle 14 of Law 4/1994 The EPF IS mdependent
of the State Treasury and ItS resources are earmarked for speCIfic purposes The EPF has a
budget mdependent of the general state budget, WIth ItS fiscal year comcIdmg WIth that of
the government Unhke budgets for many government mlmstnes and agenCIes, surplus
EPF funds do not revert to the treasury and can be carned over to the followmg year The
EPF IS subject to momtonng by the Mimstry of Fmance and the General Accountmg
Authonty and documentatIOn must be proVIded for all transactIOns

All EPF actIVItIes and finanCial arrangements are subject to the control and
overSIght of the Central Audltmg Agency As such, the Fund has the same status as any
government body or mstitutIOn All EPF resources are conSIdered publIc money and are
subject to the regulatIOns of the penal law (Chapter 4 of Volume II of Law 58/1937) that
speCIfically protects publIc money from embezzlement through the use of severe cnmmal
sanctIOns

ExecutIve regulatIOns governmg the EPF have been developed, as well as EPF
bylaws, whIch were last amended m March 1998 Relevant mformatIOn from these
documents IS referenced below

4 2 Management structure

The recently updated EPF bylaws address the management of the fund and
descnbe many operatIOnal detaIls that were not preVIOusly speCIfied They state that the
Mimster of State for EnVIronmental Affarrs shall Issue a decree for the formatIOn of a
commIttee to supervIse the EPF Accordmg to these new gUIdelmes, the Management
CommIttee IS compnsed ofmne members The ChIef ExecutIve Officer of the EEAA WIll
serve as the ChaIrman of the CommIttee The Fund Manager, who WIll be responSIble for
the day-to-day operatIOns of the fund (see dISCUSSIOn below), WIll serve as Secretary of the
COmmIttee The rematmng seven commIttee pOSItIOns WIll be filled by three semer EEAA
staff members and four enVIronmental speCialIsts from outSIde the EEAA The cOmmIttee
has the follOWIng responSIbIlItIes
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• Issumg decrees and regulatIons for the mternal functIon of the EPF, including
techrncal, finanCial, and admInistratIve areas

• Approving the annual budget and finanCial status report
• ReVIeWing progress reports and finanCIal statements
• ReVIeWing proposals put forward bv the Mmister of EnVIronment or the ChIef

ExecutIve Officer (CEO) of the EEAA

The commIttee IS responsIble for ensurmg that the EPF fulfills Its obJecuves and
for approvmg dIsbursements The commIttee IS to meet once every month or as the need
anses It may delegate responsIbIlItIes to subcommIttees compnsed of ItS members or to
ItS chaIrman It may also select a commIttee member to undertake speCIfic aSSIgnments
and report back to the commIttee on the results of the aSSIgnment CommIttee deCISIOns
shall be made by a maJonty vote of those present, and m the case ofa draw, the chairman
casts the decIdmg vote Other speCialIsts may be mVIted to attend commIttee meetmgs m a
non-votmg capaCIty

DeclSlons for dIsbursements from the EPF are taken by the Management
CommIttee The ChaIrman of the Management CommIttee of the EPF presents deCISIOns
approved by the commIttee to the MInister of State for EnVIronment for ratIfication
DIsbursements are by means of checks SIgned by the Chairman (or deSIgnee) and
countersIgned by the deSIgnated representatIve of the MIniStry of Fmance appomted to the
EPF accountmg unIt

A fund manager was recently appomted by the MInister of State for EnVIronment
She wIll be responsIble for all finanCial, organIzatIOnal and techmcal functIOns carned out
by the EPF on a day-to-day baSIS There are presently no other staff workmg dIrectly for
the EPF

43 Fiscal relatIOnship to the EEAA

Accordmg to ArtIcle 14 of Law 4/1994, the EPF IS to have a separate budget,
organIzed mto three chapters accordmg to the standard format for government budgets

• Chapter 1 Salanes and RemuneratIOn
• Chapter 2 OperatIonal Costs
• Chapter 3 Investments/ProJects

AddItIOnally, the EPF bylaws state that the annual EPF budget should mclude
revenue and dIsbursement proJectIOns, and dIsbursements shall be reflected m Chapter I
and Chapter 2 of the EEAA budget and deSIgnated as EPF expendItures (It IS unclear
where EPF Chapter 3 expendItures are to appear) For EPF spendmg to exceed the EPF
budget for any fiscal year, due to receIpt oflugher than projected EPF revenues, approval
IS reqUired from the MilliStry of Fmance for Chapters 1 and 2 spendmg and from the
MilliStry of Planmng for Chapter 3

Because the EEAA budget mcludes several references to EPF funds, It does not
appear that the EPF budget IS stnctly mdependent from that of the EEAA, as stIpulated m
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Law 4/1994 The EPF IS closely lmked to the EEAA on a fiscal, pohcy, and management
level, mcludmg provIsIons m the bylaws for partlclpatlOn by the chIef executive officer
and semor members of the EEAA on the Management Committee

4 4 Revenue sources

Article 14 of Law 4/1994 and Article 7 of the executIve regulatIOns endowed the
EPF wIth several revenue sources that are descnbed below, along wIth an assessment of
how sIgmficant each source has been to date The additIOn of new revenue sources would
reqUIre a pnme mimstenal decree

The financial resources ofthe Protectorate Fund

The Protectorate Fund, first establIshed m 1983, was fully mcorporated mto the
EPF by Law 4/1994 All unallocated resources of the fund were transferred to the
accounts of the EPF and the revenues preVIously accrumg to the Protectorates Fund are
now earmarked for the EPF These mclude funds, grants and budget support for the
protectorates, VISitor fees from the protectorates, and fines leVied on vlOlators of Law
10211983

Fmes or compensatIOn for enVironmental damage

There have been lImIted EPF revenues from fines or compensatIOn Those fines
collected have been solely for manne damage, whIch IS subject to a umque procedure that
may account for the fact that It has been the only source ofrevenues from fines receIved
to date For manne damages under Law 411994, a mInImum fine can be collected
ImmedIately from the shIp's captam pnor to hIs departure from Egyptian waters ThIs
amount IS held m trust untIl the court has Issued Its sentence, after whIch It becomes
revenue to the EPF Fmes can also be leVIed under Law 10211983 for damage to
protectorates These fines are admInIstratIve and can be leVied and collected on the spot

Fmes could also be collected for other VIOlatIOns of Law 411994, but for thIs
source of revenue to be functIOnal, several legal and admInlstratlve procedures need to be
m place to orgamze collectIOn of the fmes Accordmg to the law, VIOlatIOn ofLaw 4/1994
IS a cnmmal rather than admmIstratlve offense When a ViolatIOn IS IdentIfied, a formal
complamt must be filed WIth the polIce and legal procedures undertaken to try the case m
a court oflaw ThIs reqUITes extenSIve trammg for those responSible for enforcmg the law
m Identrfymg VIOlatIOns, filmg the complamts, followmg-up on cases bemg tned and
those that have been deCided It also reqUITes follow-up ill makIng sure that :fmes have
been collected after sentences have been handed down and oblIgatmg the enforcement
authontIes (dlstnct attorneys office and polIce department) to forward collected fines and
compensatory charges to the EPF ThIs effort reqUIres cooperatIOn and coordmatIOn
between the EEAA and the DIstnct attorney's office, whIch undertakes chargmg VIOlators
m cnmmal cases and oversees enforcement ofcourt sentences
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12 5 percent ofalrlme ticket tax revenues

Accordmg to ArtIcle 7 of the ExecutIve RegulatIOns for Law 4/1994, no less than
12 5 percent of the revenues from the alrlme tax should be allocated to the EEAA (ThIs
amends a prevIOUS Mmlstenal Decree from 1986 whIch mitIally dlstnbuted the revenue
from the aIrlme tax to vanous government agencIes) ThIS share of the airlIne tax IS half
of the total revenue deposIted m the Tounsm and EnVIronment Fund To date, however,
no revenues from the tax have been transferred to the EPF (or the EEAA) Such transfer
reqUIres actIOn by the mter-mmlstenal commIttee that manages thIS fund

The alrlme tax was composed of a 25 percent tax on first class tIckets and a flat
charge of LEI00 for economy class tIckets Issued to EgyptIan CItIzens for foreIgn travel
Recently, legIslatIOn has been enacted to modIfy the aIrlme tax as follows the tax leVIed
would be 5 percent of all tIcket pnces (mcludmg free tIckets) up to a maxImum of
L E 400 for first class tIckets and L E 200 for economy class tIckets TIns legIslatIOn IS
deSIgned to stImulate the domestIC travel mdustry and would reduce tax revenues receIved
by the TOUrIsm and EnVIronment Fund and consequently, the EPF

Revenuefrom permits ISsued by tlte EEM

Legally, no permIt can be Issued or tax leVIed m Egypt unless It IS specIfically
allowed m a law Law 4/1994 lacks any reference to penmts that may be Issued by the
EEAA In fact, the law states that permIts/lIcenses should be Issued by the executIve
agencIes responSIble for vanous actIvItIes and states that these agencIes should coordmate
With the EEAA Accordmgly, tlus source of revenue IS actually nonexIstent and presently
has no legal basIS except for permIts Issued by the EEAA m ItS capacIty as the
admlmstratlve agency responSIble for enforcmg Law 102/1983 3 As such, the EEAA may

Issue permIts to construct bUIldmgs, roads, etc, or undertake any commercial,
agncultural, or mdustnal actIVItIes wlthm the boundanes of the natural protectorates or m
ad]Olmng areas as speCIfied by the appropnate mlmster

State budget allocatzons

Wlu.le the EEAA receIves annual budget allocatIOns from the central government,
to date there have not been any central government allocatIOns dIrectly to the EPF

Other potential sources ofrevenues

There are other potentIal sources of revenue legally speCIfied for the EPF, whIch
have not been utIlIzed The EPF may receIve funds from natIOnal or foreIgn agenCIes,
revenues from demonstratIon projects undertaken by the EEAA, and revenues receIved by
the EEAA for servIces rendered by the agency

3 Although permits are identIfied as a potentIal source of revenue m Law 4/1994, thiS source is not hsted m

the bylaws
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4.5 Expenditures

Law 4/1994 dId not specIfy the exact actIvIties that may be funded by the EPF
Article 15 sImply states that EPF resources should be used to fulfill ItS objectIves wIthout
speCIfyIng what these objectIves are, beSIdes the lmphclt one of protectmg the
envIronment Thls oversIght was corrected In the ExecutIve RegulatlOns, wruch hsts the
folloWIng objectives In ArtIcle 8

• Addressmg envIronmental emergencIes
• PIlot projects m natural resource preservatlOn and protecTIon of the envrronment

from pollutIOn
• Transfer of low-cost technology that has proven effectIve m envIronmental

protectIon
• Fundmg of the productlOn of prototypes ofwaste management eqUipment
• ConstructIOn and operatIOn of envIronmental momtonng statIOns
• Estabhshment and management ofnatural protectorates
• Addressmg pollutIOn ofunknown or non-specIfic source
• Fundmg of research for enVIronmental programs and envIronmental Impact

assessments as well as for the settmg of standards and speclficatlOns for
envIronmental protectIOn

• Co-financmg of envIronmental protectIOn projects undertaken by local
adm1ll1stratlOns and non-governmental orgamzatlOns (NGOs) FmancIaI
contnbutIOns to these aCTIVItIes should also be made by the benefiCIarIes (1 e publIc
partICIpatIOn)

• Awards for outstandmg acmevements m the field of enVIronmental protectlOn
• PollutIOn preventIOn projects
• Support for the EEAA's actIVItIes
• Other enVIronmental protectlOn actiVIties approved by the Management COmmIttee

and M1ll1ster

The last bullet prOVIdes conSIderable flexIblhty to the EPF, prOVIded proposed
dIsbursements are sanctIOned by the M1ll1ster

Although we have been unable to obtam speCIfic mformatIOn on eIther fund
revenues or expenditures (by budget chapters or categones descnbed above), mterviews
conducted for thIs paper mdicate that the EPF resources have so far been used for
purchase of billldmgs and eqillpment, and to augment salary and operatmg costs of the
EEAA
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Chapter 5
OptIons for EPF EnvIronmental FinancIng Programs

In tlus chapter, we provIde an overvIew of optIons for expandIng the role of the
EPF In finanCIng enVIronmental Investments Because eXIstIng envIronmental finance
programs are expected to be Inadequate to meet antICIpated demand, the EPF could be a
powerful agent for leveragmg pnvate sector funds directed toward enVironmental
Investment m Egypt

Program deSIgn Issues and project cycle management Issues are first discussed
followed by presentatiOn of VarIOUS models of cooperatiOn or co-financmg between the
EPF and other entItles

5.1 Program deSign Issues

The expenence of environmental finance programs mother countnes as well as
programs already developed m Egypt has shown that there are a number ofdifferent
issues that must be conSIdered when designmg a new program These Include

• Types of finanCIal asSIstance and InCentIves that Will be prOVIded
• The level of fundIng that Will be proVIded for dIfferent target groups ( for example,

based on company SIze, geographIc area, or pubhc/pnvate status)
• The level and forms of cooperatiOn between banks, donors, other funds
• How the program Will be marketed
• Cntena that Will be used to determme If a project is "enVIronmental"
• How the fInanCIal status of the apphcants Will be assessed
• How the future economIC VIabIlIty of the applIcant Will be assessed
• What type of procurement process Will be reqUired for eqUipment purchases
• How projects Will be momtored durmg ImplementatiOn
• The potential for sustamabIhty and rephcatiOn of the program

These program deSIgn issues can be grouped mto two sets of issues fundIng
polICIes, pnonties and project cycle management

5.11 Fundmg polICIes and prIOntIes

When considenng spendIng optIons for the EPF, one of the most Important goals
IS for EPF funds to leverage pnvate capItal and complement, rather than duphcate,
eXlstmg programs The ExecutIve RegulatIons for the Fund layout a WIde array of
ObjectIves for use of the Fund's resources To maxnmze the Impact ofhmited resources,
the Fund's board should deCIde, pnor to the start of each fiscal year, what the year's
pnontIes Will be and how the fiscal year budget Will be allocated for dIfferent categones
of spendIng Also, gIven the lIkely constramts on revenues expected durmg the next few
years, It may be more practIcal to concentrate the EPF's resources Into one or a few key
programs The dISCUSSIon ofalternatIve strategies IS prOVIded In the follOWIng sectiOn
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Complement exzstmg programs

As preVIously dIscussed, a number of donor programs have been establIshed,
mostly Involvmg soft loans proVIded through domestIc banks, and demand for support
from these programs has been mcreasmg recently Eventually, these programs wIll be
unable to meet the demand The EPF mIght develop SImIlar soft loan programs that could
handle projects that other donor programs are unable to support Thus, the EPF could
develop a soft loan faCIlIty or cooperate WIth banks In provIdmg soft loans GIven that
many of the donor programs are Just startmg or wIll be actIve for only a couple of years,
the EPF has adequate lead-tIme to develop soft loan capabIlItieS

As pomted out m Chapter 3, some analySIS of the potential financmg needs of
EgyptIan facIlItIes IS needed to determme the typIcal SIzes of loans that mIght be
requested by faCIlItIes ofdIfferent SIzes and WIth dIfferent envIronmental reqUIrements

Catalyze domestic financmg

One role the EPF could play IS to stImulate the expanSIon of domestIC sources of
financmg For example, a grant program paymg for a mInor share of proJect costs would
reqUIre faCIlItIes to IdentIfy and secure other sources of financmg FaCIlItIes mIght find
commerCial credIt to be attractIve If they are able to defray some of theIr costs through an
EPF grant CooperatIve programs With banks proVIde an opportumty to expand the use of
pnvate capItal markets for envIronmental Investments SImIlarly, finanCial support to
pOSSIble local enVIronmental funds (LEFs) can stImulate local fmancmg of proJects

A key challenge In stImulatIng the development of domestIC finanCIng sources IS
determImng the appropnate level of co-financmg the EPF must proVIde to ensure that
mvestments are undertaken Tlus IS a dIfficult task SInce the EPF has lImIted capaCIty to
study whether a faCIlIty can secure other types of financmg For example, If the EPF
proVIdes grants to cover 100 percent of project costs, demand WIll lIkely overwhelm the
fund If grants cover only 10 percent, there may be conSIderably fewer applIcatIOns If
sources of financmg to fund the other 90 percent are lImIted In the early 1990s, many
CEE funds prOVIded generous levels of support, whIch have been reduced over tIme For
example, untIl 1997 the PolIsh NatlOnal Fund would proVIde 70 percent of project
fmancmg through soft loans The maxImum level of support now has been reduced to 50
percent

PFloFltlze financmg for target groups

In diSCUSSlOns With mdustry, banks, donors, and government, many observers
offered the opimon that there Will be groups of faCIlItIes for whIch concesslOnal fmancmg
Will be cntically Important whIle others WIll be able to raIse the funds necessary to
undertake mvestments The EPF could establIsh spendIng pnonties to respond to the
needs of specIfic mdustnal sectors or compames of certaIn SIzes such as SMEs For
example, the EPF's grant or soft loan program mIght be targeted to very small faCIlItIes or
mdustnes where the expected costs of complIance are htgh, relative to other Industnes In
additlOn, a bank soft loan program could favor certaIn groups by offenng varyIng levels of
mterest rate reductIon
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Przorztlze financzng to address speczfic envzronmentalproblems

Many envIronmental funds set financmg pnontles that are narrower than those
elaborated m natIOnal envIronmental actIon plans or other poltcy documents For
example, whIle the State EnvIronmental Poltcy for Poland elaborates a broad array of
envIronmental pnontIes, wastewater treatment and reductIOn of aIr pollutIOn from the
burmng of coal receIve over 75 percent of the NatIOnal Fund's dIsbursements Also, the
Poltsh EcoFund concentrates on envIronmental problems With mternattonal or regIOnal
sIgmficance In most cases, envIronmental fund spendmg pnonties are coordmated wIth
or approved by the relevant envIronmental authonties Thus, based on consultatIOns wIth
EEAA staff, the EPF mtght want to concentrate resources on specIfic pollutants or medIa,
address hot spots m urban areas, whIch affect large populatIons, or target certatn
mdustnes or geographtcal regIOns Once deCIded, such pnonttes can be Incorporated mto
project eltgibIltty cntena or reflected In appraIsal cntena

The EPF could also sponsor or co-sponsor specIal competItIOns With LEFs or
donors For example, the EPF mIght target a specIfic pollutant and develop a competItIOn
to support projects that reduce the pollutant The EPF mIght be able to mterest donors m
provIdmg techrucal asSIstance for project preparatIOn or to proVIde co-financmg for
projects, eIther through grants to the EPF or as matchmg awards AlternatIvely, a donor
mIght have mterest m supportmg cleaner technologIes through a combmation oftechmcal
asSIstance and finanCIal aSSIstance, proVIded addItIonal co-financmg can be mobilIzed to
ensure a larger number of proJects can be supported

Other considerations

There are also some general operatIng pnnclples that should be conSIdered by the
EPF when deSignIng programs Whenever pOSSIble, new programs should rely on eXIstIng
channels to offer the program to the target group, rather than requmng enterpnses to
become acquaInted WIth a new mstitutton whIch may deter Investment For example, a
program, whIch enables facIlItles to borrow from theIr local bank, Will be more attractIve
than the creatIOn of a new financmg mstItutIOn Programs should also be deSigned so that
the level of finanCial InCentIve IS reduced or phased out over tIme The expenence of
developed countnes has been to prOVIde concesstonal finanCIng on a temporary baSIS,
WIth the subSIdy reduced or phased out over a penod ofyears Not only does thIs promote
sustamabIltty of the program, but also It encourages enterpnses to act qrnckly In order to
take advantage of InCentIves that WIll later be reduced In addItIOn, each program should
have a marketIng plan that IS deSIgned to prOVIde program mformatIOn to the target
audIence m a tnnely manner

5 1 2 Project cycle management

The need for the EPF to develop and Implement project cycle management
procedures depends on the type of program(s) adopted by the EPF For some types of
financIng programs, the EPF would not evaluate mdIvidual projects but would pnmanly
evaluate proposals for program financmg from other entItles that would be responsIble for
IndiVidual projects If the resources of the EPF are extremely IImtted, the EPF
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management may want to gIve preference to financmg programs that do not necessItate
the development of a large staff

Based on the expenences of funds m CEE countnes, there are many ways that
project cycle management can be orgaruzed It IS, however, a crucIal element In

determmmg how efficIently a fund operates and how It IS perceIved by the mternatIOnal
and domestIc communItIes If the EPF develops project cycle management capabIlItIes
that meet mternatIOnal standards, they may be able to entIce donors to provIde future
grants dIrectly to the EPF mstead of creatmg separate project financmg programs

A descnptlon of vanous project cycle stages appears below The process should be
taIlored to the specIfic needs of a financmg program

PrOject IdentificatIon

Funds employ a range of proactIve and reactIve measures to IdentIfy projects and
encourage faCIlItIes to prepare and submIt applIcatIOns Funds WIll announce deadlmes for
submIttmg applIcatIOns (smce many funds reVIew applIcatIOns on a quarterly or semI
annual basIS), proVIde mformatIOn and applIcatIOns at workshops and trade shows and
work m cOnjunctIOn With envIronmental offiCIals, NGDs, and trade aSSOCiatIOns to
familIanze faCIlItIes With financmg programs Fund staff may hold trammg seSSIOns to
acquamt facIlItIes With the applIcatIOn forms and process The applIcatIOn process mIght
mvolve one or two stages (see Annex 2) Whtle most CEE funds employ a smgle
applIcatIOn, the PolIsh EcoFund and some regIonal PolIsh funds utIlIze a "pre
apphcatIOn" whIch IS essentially an mformatIOn sheet reqUlnng conSIderably less tIme to
prepare or reVIew The fund can determme If the project proposed m the pre-applIcatIOn
meets the general elIgIbIlIty reqUlrements and ments conSIderatIOn If the pre-applIcatIOn
IS accepted, the applIcant IS encouraged to prepare a full applIcatIOn If the pre-applIcatIOn
IS rejected, the applIcant receIves a wntten (typIcally) explanatIOn for the rejectIOn For
example, the project may not be a pnonty for the fund, may request an amount of
fmancmg that IS beyond the fund's capabIlItIes, or a share of proJect costs that exceeds the
lImIts establIshed by the fund

PrOject appraISal and selectlon

The approach to appraIsal and selectIOn vanes conSIderably among establIshed
envIronmental funds AppraIsals may be conducted by fund staff, outSIde consultants, or a
combmatIOn For funds that prOVIde soft loans or mterest SubSIdIes, bank staff or finanCIal
consultants may also reVIew parts of the applIcatIOn Wlule most funds conSIder SImIlar
cntena m evaluatmg applIcatIOns such as envIronmental benefits, conSIstency WIth
natIonal pnontles, potentIal to acIneve complIance, techmcal ments ofproposed controls,
a vanety of approaches are used to determme the rankIng of proJects Some funds use
numencal cntena and calculate a score for each project wInle others SImply detenmne If a
project should receive fmancmg (pass-faIl approach) Generally, the fund's staffmanages
the evaluatIOn process For nearly all CEE funds, fmal selectIOn deCISIOns are made by
supervISOry boards or numsters, based on recommendatIOns of the fund manager and
staff ThIs stage of the project cycle management process IS the most cntical m
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establIshIng the fund's transparency and accountabIlIty to the publIc and applIcants If the
fund establIshes and utIlIzes clear cntena and bases decIsIOns on the ments of projects V1S

a V1S these cntena, and prOVIdes explanatIons for reJectmg projects, the process WIll be
VIewed as transparent By ensunng the selectIOn process satIsfies the requIrements of
transparency and accountabl1Ity, funds may be able to attract donor support to capItalIze
the fund Imtially Interestmgly, all of the CEE funds, which have receIved finanCial
support from donors, have strong project cycle management procedures

Negotiations and ImplementatIOn

All CEE funds enter mto formal agreements WIth successful applIcants to ensure
that the fund's resources are utIlIzed for the purposes proposed by the applIcant These
agreements mclude ImplementatIOn schedules, prOVISIOns for repayment of the fund's
share of project costs If the project IS abandoned, reqUIrements for mspectlons and reports,
and dIsbursement schedules They may also speCIfy condItIOns for conductmg competItIve
tenders or restrictIons on procurement ofeqUIpment For soft loans, the agreement would
also cover terms and condItIons of the loan, repayment schedule, and other standard
fmanclal clauses

Momtorzng

Dunng the ImplementatIon phase and at the conclUSIOn of constructIOn or
InstallatIon of eqwpment, funds WIll often Inspect the project to determme If the project
complIes With the proposal Ideally, funds should also attempt to determme If the project
achieved the enVIronmental benefits descnbed m the applIcatIOn ThIs can be an
Important factor m ImproVIng the fund's abIhty to evaluate applIcatIOns m the future

5.2 Selected optIOns for EPF programs

FIve EPF program optIOns have been selected and are presented below, referred to
by the type of fmancmg mechamsm that IS used The five programs are (l) Grant
Program, (2) Soft Loan FaCIlIty, (3) CooperatIve Loan Program, (4) Bank Lme of CredIt,
and (5) Local EnVIronmental Fund Co-Fmancmg Program Table 2 proVIdes a bnef
summary of each optlon These five selected optIons proVide a good IllustratIOn ofthe
range of program opportunItles They are, however, only representatIve suggestIOns of the
vanous programs that could potentIally be Implemented by the EPF
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------ - - - - ------- - - -
TABLE 2 OPTIONS FOR THE EPF TO SUPPORT ENVIRONMENTAL INVESTMENTS

PrOlect Cycle Manallement '
.Financblg Type of type'O(Disbnnem~nt Project LD & Selectioll Negotiildoh Monitoring h \

~ }

Mecbabism Program byEPF Preparation & &
Appraisal Intillementatum

Grant Program Grant Grants to mdlvldual EPF EPF EPF • EPF
Investment protects----

Soft Loan FacIlity Soft loans Soft loans through SLF SLF SLF SLF • SLF momtors project
Wmdow (SLF) WIndow Implementation

- --------- - -
CooperatIve Loan Soft loans Interest subSIdy or other EPF EPF- Bank, EPF • Bank manages loan
Program (CLP) type of grant envlfonmental & • EPF or Bank momtors
with Bank disbursement to Bank techmcal Implementation

on proJect-by-proJect Bank - fmanclal
basIs ---- --------- --- - - ---------- --

BankLmeof Soft loans Grant to Bank for Bank Bank Bank • Bank monitors Individual
CredIt mterest subsJdJes projects

CommercIal Loan Guarantees • EPF reviews penodJc Bank
loans report- --- - ---- --- --- - -

Local Grants, soft Matchmg grant to LEF LEF LEF LEF • LEF momtors mdlVldual
EnvIronmental loans projects
Fund (LEF) • EPF revIews penodlc LEF

revort
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52 1 Grant program

The EPF IS authonzed to provide grants to support a range of enVIronmental
activities mcludmg mvestments to reduce pollutIOn To operatlOnallze a grant program,
the EPF would need to develop project cycle management procedures to Identify, assess,
and Implement projects that would receive grants In addition to project cycle
management, the major polIcy decIsions for the EPF would mvolve determmmg spendmg
pnontles, elIgibilIty requirements, the maximum Size of mdIvldual grants, and the share
ofproject costs that would be covered by grants

Expenence In other countnes, whIch have establIshed envIronmental funds,
suggests that a grant program IS the Simplest type of program to Implement In CEE
countnes, many envIronmental funds disbursed only grants when they were first
establIshed As the economIes Improved, several funds shIfted to soft loans provldmg
smaller subsidies With payback of some capital, thus enablIng the funds to "revolve" (see
dISCUSSIOn below)

To operate a grant program, the EPF would reqUIre staff to receive and review
apphcatlOns, draft contracts, and momtor ImplementatIOn of projects Although most
funds In CEE countrIes rely on staff to carry out these tasks, outSide experts are often
retained to review the techmcal aspects of proposed projects The use of outSide
consultants allows funds to circumvent CIVil servant salary levels that would undermme
efforts to recrmt staff With the necessary techmcal backgrounds In additIOn, a grant
program can be Implemented With a small staff, prOVided the fund has access to techmcal
expertIse TIns IS especially Important If the workmg capital and/or the number ofprojects
that Will be supported by the grant program IS expected to be small

5 2 2 Soft loan facIlity

A soft loan faCIlIty (SLF) IS a program that prOVides loans to qualified borrowers
at terms and conditIOns that are attractIve relative to those available from commercial
sources The borrower benefits from lower service charges and mterest payments, but IS
still requued to repay the pnnclple and mterest of the loan to the faCIlIty SLFs are also
known as revolvmg funds because the workmg capital IS replemshed as borrowers repay
loans If the SLF has a sustamable source of revenues, the workmg capital of the SLF wIll
Increase over tIme TIns pnnclple IS Illustrated m the PolIsh National Fund for
EnVIronmental Protection In 1995, 25 percent of the fund's revenue was denved from
loan repayments

AccordIng to Law 4/1994, the EPF IS not empowered to make loans or to receIve
mcome from loan repayments However, the EPF can receive mcome from
"demonstratIOn" projects, so the SLF could be developed as a demonstration project The
SLF entity (separate from the EPF) would request fundIng from the EPF for loans,
proVide a project cycle management plan, proVIde a proposed financial plan that outlmed
a schedule of grants from the EPF to the SLF, planned program of SLF soft loan
dIsbursements, proposed terms and conditions of the loans, and planned transfer of funds
from the SLF back to the EPF at speCified dates For example, the SLF mIght be set up as
a 1O~year demonstration, With grants made from the EPF m the first five years Soft loans
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would be structured so that all loans would be paId back by the end of the tenth year, at
which tIme all working capItal would be transferred to the EPF The SLF would provIde
frequent reports to the EPF on project selectIon, ImplementatIOn, and loan actIvItIes

Even If It were possIble from a legal perspectIve for the EPF to dIrectly dIsburse
loans, there are certam drawbacks of such a scheme In partIcular, to evaluate financial
aspects of apphcations and apphcants, the fund may encounter dIfficulty m recrUItmg staff
WIth the reqUIred skills However, the EPF could retain the servIces of financial analysts
or cooperate With a bank or banks to cover a range of finanCIal servIces (mcludmg
finanCIal appraIsal of loan apphcatIOns and management of loans) 4 In contrast the SLF as

a separate entIty would presumably be able to recruIt staff at salanes, which are
commensurate WIth the skIll reqUIrements Or, alternatIvely, the SLF could also cooperate
With a bank or banks

5 2 3 Cooperative loan program

A third optIon IS the CooperatIve Loan Program (CLP) mvolvmg cooperatIOn
between the EPF and participatmg banks Under the CLP, the pnmary role of the EPF
would be to proVIde SubSIdIes to soften loans that would be managed and financed by
partIclpatmg banks To establIsh a CLP, the EPF would first establIsh cntena for the types
of environmental projects elIgIble for EPF assistance, deCide any lImItatIOns on the types
of faCIlIties, wInch would be ehglble, and deternllne types and sizes of subsidies to be
proVIded For example, the EPF mIght proVIde speCIfic mterest rate subsIdies (e g , 5
percent below commerCIal rates), a range of mterest rate subsiwes that vary accordmg to
the SIze of the project and finanCIal SItuatIOn of the applIcant, or SubSIdIes to compensate
the lender for provIdmg a grace penod or longer repayment schedule than would be
typICal of commercIal loans of the SIze proposed

The second step m establIshmg the eLP would be to pre-qualIfy participatmg
banks It IS deSIrable to pre-qualIfy several banks to prOVIde apphcants WIth greater
chOIce, mcludmg the OPPOrtunIty to apply for loans from a local bank, and to encourage
competitIOn among the banks The EPF would sohclt proposals from banks to partiCIpate
m the CLP that would descnbe the bank's loan appraIsal procedures, proposed terms and
conditions for soft loans (m the solICitatIOn, the EPF would prOVide gUIdelmes), and any
admimstrative fees that would be charged by the bank and paId by eIther the EPF or
applIcant

Once participatmg banks have been pre-qualIfied, the EPF would publIsh a lIst of
partlclpatmg banks and cooperate With trade asSOCiatIOns and NGOs m advertIsmg the
program The EPF would proVIde mformatIOn on the types of enVIronmental projects and
faCIlIties, which are elIgible, the applIcatIOn process, and the cntena that would be applIed
m the techmcal and fmancIaI appraIsals of projects

4 Several eEE enVIronmental funds cooperate WIth commerCIal banks In most cases, fund prOVIdes the

capItal for soft loans, WhICh m turn, are managed by the banks To prOVIde an mcentive for banks to
carefully appraIse loan apphcations and ensure that the fund revolves, the funds have negotIated WIth banks
to bear the nsk of loan defaults Thus, the bank "guarantees" the fund Will receIve payment Banks have
shown a wIllmgness to take on thts nsk for small management fees
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The applIcatIon process could be structured m one of two ways FIrst, the
borrower could submIt a technIcal project descnptlon to the EPF (mcludmg some basIc
fmancIaI mformatIOn such as the amount of the loan) EPF staff would evaluate the
technIcal applIcatIOns Those apphcants meetmg EPF cntena would be advIsed that the
EPF IS prepared to support theIr soft loan The applIcant would then submIt a complete
loan applIcatIOn to the participatmg bank of chOIce If the bank approves the loan
apphcatlon, It would request the EPF to proVIde the SUbSIdy for the soft loan The
alternatlve applIcation process would mvolve SUbll11SSIOn of the loan apphcatIOn
(mcludmg the technIcal descnptIOn) to one of the participatmg banks The bank would
screen the technIcal descnptIOn based on EPF cntena Ifthe bank determmes the project
meets the cntena, It would carry out the fmancial appraIsal and determme whether to
prOVIde the loan For approved loan applIcatIons, the bank would subll11t a request to the
EPF for payment that would descnbe the proposed proJect, mcludmg an analySIS m terms
of EPF cntena Under either apphcatlOn process, grants to the bank would be dIsbursed
on a proJect-by-proJect basIS The bank would prOVIde the capItal and manage the loan
Either the EPF or the bank could carry out momtonng of project ImplementatIOn under
the CLP If the bank momtors ImplementatIOn, It would prOVIde reports to the EPF for
each mdIvidual project

52.4 Bank lIne of credIt (and loan guarantees)

A vanant of the CLP descnbed above IS a Bank Lme of CredIt (BLC) The EPF
would pre-qualIfy participatmg banks and cooperate WIth banks by provIdmg fmancial
support whIch would enable banks to prOVIde soft loans to fmance enVIronmental
projects However, for the BLC, the EPF would not partICIpate m evaluatmg mdIvidual
prOjects The EPF would estabhsh ehgIbIhty and technIcal cntena, whIch the bank would
consIder m evaluatlng apphcatIOns, but the EPF would not reVIew each applIcatIOn or
momtor project ImplementatIOn DIsbursements to the bank from the EPF for mterest
SubSIdIes could be made m one of two ways The bank could be reqUIred to request
support on a project-by-project basIS to ensure there are adequate resources avaIlable from
the EPF AlternatIvely, the EPF could proVIde mterest SUbSIdy allocatIOns to banks on a
quarterly or monthly basIS The banks would request EPF funds for multIple projects, not
to exceed the bank's penodic allocatIOn Unused allocatIOns could be rolled over to the
next penod or redIstnbuted to other banks Such an allocatlon scheme would allow the
EPF to better manage the finanCial resources allocated for mterest rate SubSIdIes The
major advantage of the BLC over the CLP IS that It reduces delays m processmg
applIcatlons because the EPF IS not reqUIred to reVIew every applIcatIOn However, the
bank would be expected to prOVIde penodIc reports to the EPF, whIch mclude project
descnptlOns, Implementatlon status, etc for the loans managed by the bank

The EPF could also support bank lmes of credIt by provIdmg loan guarantees
Loan guarantees would be proVIded for loans at commerCIal rates (or combmed WIth
mterest subSIdIes) For mvestments undertaken by SMEs or other mvestments whIch
banks deem to entaIl unacceptable levels ofnsk, the loan guarantee could playa role m
expandmg pnvate sector fmancmg The CredIt Guarantee Company (CGC), based m
Carro and supported by donor funds, could potentlally be the mechamsm through whIch
the EPF prOVides loan for SMEs As the program currently works, banks assume a portIon
of the loan nsk, and thIs motIvates them to appropnately study projects and assess the
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credIt worthmess of apphcants The program currently targets other types of mvestments,
but they have expressed an mterest m estabhshmg a specIal program, or "Window,"
specIfically for envIronmental loans Such a program could utIhze the eXIstmg network of
banks asSOCIated With the CGC and also utIhze the CGC marketIng staff, wmch IS m
place to aggressIvely promote the program

5 2 5 Local environmental funds

A final optIOn would mvolve cooperatIOn between the EPF and LEFs m co
finanCIng projects The LEF would apply to the EPF for a matcmng grant that would then
be used to co-finance projects selected by the LEF for support For example, the EPF
might proVIde a lump sum grant WIth a speCified matcmng reqUIrement (e g, 30 percent)
for each project supported by the LEF The EEAA would need to proVide substantial
mput In establIslung LEFs and prOVIdIng capacity buIldIng for them

At the current tIme, LEFs have not been estabhshed m Egypt However, the 10th of
Ramadan mdustrIal CIty IS considenng a broad-based pollutIon abatement InCentIve
program that would be mandated and managed at the local level Tlus program IS umque
for Egypt m that It plans to use pollutIOn charges to capItalIze a local envIronmental fund
that would prOVIde partIal grant financmg for enVIronmental mvestments by local
mdustry The proposal has receIved support from key partIes, Includmg the EEAA, and
there are plans to go forward With establIshment of the fund after the legal detaIls are
worked out

EPF co-financmg of LEF projects has a few Important advantages over the grant
program descnbed earher FIrst, co-finanCIng allows the EPF to leverage Its resources By
takmg on a smaller share of project costs, the EPF can support more projects Second,
EPF can better direct Its resources to pollutIOn "hotspots," prOVided there IS a strong local
comnntment to the LEF or other financmg mechamsms Thud, co-financmg prOVides a
catalyst for moblhzmg local resources Although pollutIon charges have not been
authonzed at the natIOnal level, It appears they may be more easIly Implemented on a
voluntary basIS at the local level, partIcularly m the mdustrIal CitIes Conceivably, LEFs
could be estabhshed as soft loan programs, usmg the EPF contrIbutIOn to defray the cost
of Interest subSidies and the locally generated revenues to cover the capital that would be
loaned out FInally, a co-financmg program does not reqUIre the EPF to develop project
cycle management capablhtles necessary to evaluate mdlvldual projects The EPF would
have to evaluate the LEF proposal and momtor reports prepared by the LEF, but would
not participate on a project-by-proJect basiS
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Chapter 6
Options for EEAA Environmental Finance Support

In Chapters 2 and 3, we descnbed the demand and supply of financIng for
enVIronmental Investments Demand Will Increase pnmanly as a result ofmore effectIve
enforcement of enVIronmental requrrements and new sources of fInanCIng will be requrred
to meet tms demand FaCIlIties Will need to utIhze theIr own resources and the domestIc
capItal market should meet some of the Increased demand, most hkely for those
mvestments that generate profits, rather than for tradItIOnal end-of-pipe pollutIOn controls
which prOVIde no payback

ExpanSIon of concessIOnal finanCIng sources IS attractIve to facIhties and IS also a
way of Increasmg the Involvement of the commercial bankmg sector EEAA can take
proactIve measures to mcrease donor support for concessIOnal programs clear artIculatIOn
of enVIronmental pnontIes, targeted comphance assIstance for donor-supported
mvestments (fast trackmg), and development of better InformatIOn on the types of
facIhtIes that Will need assIstance, as well as the amounts and forms of asSIstance that
would be most attractIve ConcesslOnal finanCIng could also come from domestIC
revenues Two potentIal sources are Increased revenues earmarked for the EPF and
revenues generated by local envIronmental funds that could be estabhshed

As dIscussed In Chapter 4, the legIslatIve and regulatory prOVlSlons for the
operatIon of the EPF create opportunItIes for the EPF to play an Important role In
envIronmental finanCIng The key element IS that the EPF would need to mobIhze
suffiCIent, relIable resources to prOVIde concessIOnal finanCIng

In addItIOn to the speCIfic EPF fmancIng programs dIscussed m Chapter 5, there are
a number of related actIVItIes that EEAA can pursue to ImprOve the overall SItuatIOn for
envIronmental Investments In Egypt These actiVItIes are geared toward stImulatIng the
demand for Investments, ensunng that there IS an adequate supply of funds, and makmg
sure facIhtles take advantage of aVailable programs

6.1 Project preparation support

Many facIhties have expressed the need for rehable outSIde expertIse to asSIst In
IdentIfymg needed enVIronmental mvestments and m preparmg CAPs SMEs, m
partIcular, are not hkely to have m-house staff that can perform these tasks and Will need
asSIstance The pool of aVailable consultants Will need to be expanded as demand for thIs
expertIse mcreases The key challenge Will be to expand the consultant base m order to
meet the demand for these servIces at a cost that IS affordable to these facIhtIes A traInIng
program could be developed m asSOCIatIOn With a donor, and perhaps also a certIficatIOn
program for enVIronment speciahsts, bUIldmg on EEAA's eXIstmg program of registenng
consultants m partIcular fields
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62 AvailabilIty of affordable technology

Until a domestIC enVIronmental goods and servIces mdustry IS further developed
m Egypt, mdustry WIll need to rely on Imported envIronmental technology Removal of
barners to Imports, exemptiOns for customs and tanffs on Imported eqmpment and
measures to reduce costs Will all contnbute to mcreased demand for mvestments for
whIch domestically produced eqmpment IS not aval1able

To encourage further development of a domestIC enVIronmental technology sector,
finanCIal programs may proVIde a catalyst to both eXlstmg and start-up envIronmental
technology firms The EEAA could asSIgn an office to work With start-up or tranSItiOnal
enterpnses that WIll help them IdentIfy a market ruche and potentIal customer base to
whIch they can market theIr product or servIce In addItiOn, to promote sales, a finanCIal
mcentive could be offered to vendors of envIronmental technology, eIther through the
EPF or a donor program

6.3 Compliance financmg and momtormg

One of the key needs m expandmg the supply of financmg IS a greater
understandmg of level ofenvIronmental financmg needs and capablhtles of faclhtles At
the present tIme, It IS dIfficult to determme how much financmg IS needed and the type of
fmancmg (e g, concesslOnal vs commercial financmg) A study should be conducted to
attempt to answer some ofthese questiOns A study rmght examme the follOWing FIrst, It
could estImate the potentIal cost of all mvestments that WIll be reqwred to comply WIth
enVIronmental regulatiOns Such InformatIon could be useful m the EEAA's development
of theIr complIance momtonng program Ideally, these cost estimates would be developed
for dIfferent mdustnes as well as compames of dIfferent SIzes WithIn mdustry Second, the
study could mclude a survey on faCIlItIes' access to capItal, expandmg on the previOUS
survey conducted by the EEAA The survey mIght pose hypothetIcal questIons to elICIt the
level of concesslOnal financmg that mIght be reqwred for facl1Ities to undertake
mvestments before reqUIred under Law 4/1994 ThIs study could prOVIde useful mput mto
the EPF's deCISIon about optIons for supportmg enVIronmental mvestments As an
alternatIve to a large-scale study, sector speCIfic studIes could be completed m
coordmatiOn WIth upcommg comphance programs

At the present tIme current staffmg levels at the EEAA are madequate to
Implement an effectIve comphance mOIDtonng program Even If there IS a comrmtment to
recrwt more staff, there wIll be tIme lags m proVidIng new personnel WIth adequate
trammg to revIew CAPs and conduct mspectiOns The EEAA should be encouraged to
conSIder strategIC approaches to enforcement, targetmg mdustnes accordIng to
envIronmental and finanCIal cntena, and combmmg financIal mcentives (such as
concessiOnal fmancmg) With the meamngful threat ofenforcement sanctIons However,
the Egypt EnVironmental Sector Assessment report found that there are a number of
coordmatiOn Issues that must be addressed by the EEAA and other natiOnal and regIOnal
authontles before effectIve enforcement actiOns can be taken
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6.4 Awareness programs

As new envIronmental finance programs are Imtlated, many people mterviewed
expressed the concern that enterpnses would eIther be unaware of the programs or
confused by the mynad ofdIfferent programs avaIlable WhIle an enterpnse may receIve
specIfic financmg mformatIOn from a partIcular source, such as an enVIronmental
technology vendor, there IS no central place for an enterpnse to contact for comprehensIve
adVIce or InformatIOn TIns may deter some enterpnses from mvestmg, If they are not able
to effectIvely compare programs and are not sure they are gettmg the best financmg deal
pOSSIble SImIlarly, local enVIronmental authontIes, such as envrronmental management
umts or mdustrIal asSOCIatIOns, IncludIng Investors groups of the mdustrIal Cities, lack
Information on aVaIlable finanCIng sources to proVide to local enterpnses

SInce most of the EPF optiOns presented m this chapter Will not cover all project
costs, facIlttIes Will need to secure other sources of finance To asSISt facIlItIes In
Identlfymg these sources, It would be useful to compIle and penodically update
mformatIon on all aVaIlable sources of enVIronmental fmance and mcentlve terms and
publtsh a handbook for mdustry Such a handbook could be featured on a web page In
Poland, a sourcebook was prepared by USAID contractors and subsequently repnnted and
developed as a web page by the Mlmstry of State for EnVironmental Affarrs

The EPF and the EEAA can playa role m mcreasmg faCIlIties' awareness of
financmg programs offered by the EPF as well as those proVided by donors The fmancmg
sourcebook descnbed above would be a good start In addItIOn, the EPF could be
mstrumental m orgamzmg trmmng seSSIOns and workmg With donors to target techmcal
assIstance to support the preparatIOn of enVIronmental mvestments

6.5 Bank tralnmg

The EPAP program plans to asSist bankmg mstltutIons m the IdentificatIOn of
mechamsms to evaluate enVIronmental fmancIng applIcatIons and develop fInanCIng
procedures and opportunItIes Several other donors, mcludmg USAID, have also
expressed an Interest m supportmg bank trammg It has been suggested that this trammg
could be coordmated through one of the bankmg assOCIatIons or establIshed banker
trammg programs If future EPF programs mvolve cooperatIOn With banks, the trammg
could specIfically cover these programs
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Energy EfficIency Could be Viewed as cleaner productton or resource recovelj" These are also typically
Investments wm-wm mvestments

Conttmunatton Cleanup These cleanups Involve removal ofcontammated matenal from current dISposal Site,
Investments treattnent and/or subsequent dISposal at approved factltttes

Resource Recovery Reprocessmg ofwaste from mdustnal wastewater streaIns, slag plies, or use ofwastes
Investments for energy recovery These are also wm-wID mvestments

"End-of-plpe" controls - treatment ofpollutants pnor to dJscbarge tnto the
enVD'Onment

Box AI.I - Types ofEnVIronmental Investments

• "Wm-wm" investtnents mcrease profits and yteld envrronmental benefits Enterpnses
should be expected to undertake wm-wm mvestments, proVIded they have adequate
mfonnatlon and expertIse to identuy and evaluate these opttons

Annex 1
Demand and Supply Concepts and TermInology

Environmental EqUIpment Loeal capaetty to prOVide envrronmental equipment and servIces (e g, project
and ServiCes Investments preparatIon assIstance) contnoutes mdlrectly to enVIronmental Improvements by

lowenng costs ofthese Services

In most countnes, aIr and water qualIty goals are specified as ambient
standards to be acIneved by settmg appropnate emiSSIOn lImIts for pollutIOn sources
For solId and hazardous waste, a varIety of discharge lImIts and regulatIons for
storage, treatment and disposal are utilIzed to meet air and water pollutIOn goals
associated With these sources In response to thIs range of envIronmental
requIrements, facIlItIes develop complIance strategies compnsed ofa mIxture ofend
of-pIpe emISSIon or dIscharge controls and changes In productIon processes that
contnbute to reduced pollution or waste Generally, end-of-plpe controls mvolve net
pnvate costs (although presumably net social benefits) to the faCIlIty wInle process
changes, waste mtnlmlzatlon, and energy effiCiency may result m net pnvate benefits
to the faCIlIty (so-called "wm-wm" approaches) The different types ofenvironmental
mvestments are descnbed m Box All

ComplIance strategies mvolve two types of costs capItal costs and O&M
costs Capital costs mclude lmtlal mvestment outlays for constructIOn, purchase and
InstallatIOn of eqUipment plus subsequent outlays to replace depreclated capital
eqUipment O&M costs are recurnng costs to operate and mamtam control eqUipment
Smce these costs are Incurred at chfferent tunes, the total or life cycle costs are the sum
of capital and O&M costs, appropnately discounted to allow mtertemporal
comparIsons The faCIlIty's problem IS to select a complIance strategy, wInch
mtnlffi1zes the present value of hfe cycle costs of meetmg envIronmental

PollutIOn Control
Investments

ProcesslProductton Investments m pollutIon prevenUon and cleaner productton mcludmg waste
Technology Inv~stmen~ _ _ -DJIDlntlzatt0llHlIDcessmodtficauons.-or modermzatlOn ofprodnctlon eqUIpment

(potenuallywm-wm·)I
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reqUirements If wm-WIn mvestments are an Important component of the complIance
strategy, It IS conceIvable that the complIance strategy could even yIeld net benefits to
the enterpnse However, WIn-wm mvestments may yIeld 20-30% of the pollutIOn
reductIOns reqUired for complIance, a further 20% m reductIOns can be achIeved at
low cost wIth the remamder resultmg from more expenSIve end-of-pipe controls I

The practzce of developmg complIance strategIes may be qUite dIfferent from
the hypothetIcal case of minImIzmg costs because of capItal constramts, Imperfect
access to and costs of mformatIOn about control optIOns, and comphance schedules
that do not proVIde flexIbIlIty to depreCIate eXIstmg process eqUipment pnor to
Investment Greater Importance may be attached to the magnItude of mitIal capnal
expendItures rather than lIfe cycle costs, leadmg faCIlItIes to mvest m less durable but
less costly capItal, select strategIes WIth lower InItIal capItal costs but hIgher O&M
costs (and hIgher lIfe cycle costs), and overlook or delay mvestments m process
changes because of hIgh InItIal capItal costs Thus, m charactenzmg envIronmental
Investment actIVIty, It should be noted that the observed levels are not necessanly
those associated WIth a least cost strategy

The observed number of Investments m envIronmental Improvements can be
VIewed as the nexus of demand for and supply of financmg (See FIgure Al I) The
concept of demand for financmg focuses on the WIllmgness of faCIlItIes to undertake
envIronmental mvestments yIeldmg a certam level of envIronmental qualIty ThIs
WillIngness to mvest reflects the pnvate benefits accrumg to the faCIlIty m the form of
cost savmgs resultmg from WIn-WIn process changes plus the non-complIance costs
aVOIded by makmg the mvestment The demand for financmg can be VIewed as
"downward-slopmg" to reflect the fact that each addItIonal mvestment yIelds less
benefits than preVIOUS ones and IS conSIstent With the notIOn that a small amount of
pollutIOn reductIOn IS achIeved through process changes, but that as larger pollutIOn
reductIOns are requIred, cost savmgs declme and then reach zero The demand for
finanCIng IS not the same as the demand for envIronmental Improvements, the later
beIng a concept that IS used to represent the Incremental benefits to SOCIety of
envIronmental Improvements

A shIft m demand for financmg would mvolve a movement of the demand
curve up and to the nght PolIcy changes such as stronger enforcement, Improved
InfOrmatIOn on WIn-WIn mvestments, or InCentIves related to aVOIdmg trade bamers
could all contnbute to a shIft m demand

The supply of fmancmg represents the WIllmgness of mvestors to prOVIde
capItal to enVIronmental mvestment projects The supply curve can be VIewed as
"upward-slopmg" to reflect the fact that the more fmancmg reqUired, the hIgher
"pnce" or opportunIty cost to dIvert thIs capItal from other uses It doesn't matter
whether the source of capItal IS the faCIlIty's own resources or commercial credIts,

I For example, see World Bank, PollutlOn PreventlOn andAbatement Handbook, September 1997 and

NEFCO, NEFCO Revolvmg Faclilty for Cleaner ProductIOn Investments, unpublIshed, 1997 Process
mtegrated mvestments m Fmland accounted for 32 % and 45 % of total pollutIon abatement and control
expenditures m 1992 and 1993, respectIvely (StatIStICS Fmland, 1995)
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Figure All - Demand for and Supply of FInancIng

2 A more complete presentatIon of the notIon ofa financmg gap IS proVIded m Anderson and Zyhcz

(1998)

Demand for
Fmancmg

Supply of
Fmancmg

No ofInvestments10

Benefits,
Costs

In FIgure All, 10 IS the number of Investments that would be undertaken
gIven the supply and demand as depIcted In the graph The costs of Investment
expendItures that would be undertaken IS gIven by the area of the tnangle a bounded
by the supply curve, the vertIcal line between 10 and the intersectIOn ofthe demand
and supply curves, and the X-axIS However, from a polIcy perspectIve, a greater
number of Investments, say I\, mIght be deSIrable to achIeve polIcy objectIves At thIs
level of Investment, faclhtles would be unwl1lIng to undertake Investments beyond 10
because the costs are greater than the benefits The popular notIOn ofafinancmg gap
relates to thIs dIfference In benefits and costs and can be defined In one of two ways2

(l) on an mvestment-by-mvestment basIS, It IS the dIfference between costs and
benefits at the pomts ofmtersecnon of the vertlcallme from II WIth the supply and
demand curves (C I and BI) To close the fInancmg gap for thIs mvestment, the
faclhty would have to be compensated the amount Cl - Bl

the notIOn of increasing opportumty cost IS valId, for the facl1Ity, capItal for
envIronmental projects could be used for other Investments that would presumably
have a posItive rate of return A shIft In the supply curve down and to the nght nught
result from macroeconomIC polICIes that lower Interest rates and the growth of capItal
resulting from hIgher Incomes ExpansIon of the amount ofconcesslOnal or "soft"
financing would also lead to thIs supply shIft

(2) for all mvestments (II - Io), the financmg gap IS the total amount ofcompensatIOn
that would be reqwred TIns IS represented by the area of the tnangle between 10
and II, bounded by the supply and demand curves

The perceIved eXIstence of a financmg gap has prOVIded the motIvatIOn for
expandIng the aVaIlabIlIty ofconcesslOnal financmg m CEE countries There IS also a
temporal dImenSIOn to the fInancmg gap, because It IS assumed that demand and
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supply are fixed dunng the timeframe dunng which there IS mterest m mcreasmg the
level of mvestment, so that the financmg gap can only be closed through concesslOnal
sources Dunng the current penod of transItIOn m the CEE regIOn, demand and supply
have shifted slowly m most countnes Over tIme, the desIred level of mvestment
could be achIeved Without closmg the financmg gap If demand and supply both ShIft
to the nght WIth the pomt of mtersectIOn assocIated WIth 1I mstead of 10

4

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

;,i I



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

Annex 2
EnvIronmental FinancIng: ExperIences of CEE CountrIes

A2 1 Environmental funds

Smce the begmnmg of the transItIon to market economIes, envIronmental funds
have been a maInstay of CEE countnes' efforts to address the legacy of envIronmental
damage and mIsallocatIOn of natural resources Nearly all countnes m the regIOn have at
least one envIronmental fund and a few countnes (Poland, LIthuanIa, Latvia, Bulgana)
have two or more The funds share a common goal - asslstmg m the co-financmg of
envIronmental actIVItIes - but dIffer m theIr SIze, orgarnzatIOnal structure, procedures for
selectmg projects, sources of revenue, and methods of dIsbursement

ThIs sectIOn provIdes a bnef descnptIOn of envIronmental funds m the CEE
regIOn It IS organIzed Into three sectIOns The next sectIOn provIdes an overvIew of
envIronmental expendIture actIVIty and dIscusses the lIkely shifts In demand In the next
few years The subsequent sectIOn provIdes an overvIew of key features of enVIronmental
funds The final sectIOn Includes a senes of questIOns that serve as a framework for
analyzmg the role and performance of envIronmental funds

A2 1 1 EnVironmental expenditures

To prOVide some context for exammmg the role of enVIronmental funds, It IS
useful to reVIew the level ofenvIronmental Investment and the lIkely changes m actIVItIes
m the next few years Although there are large dIfferences In the qualIty of mvestment
data and methods of categonzmg expendItures m the CEE countnes, expendIture data
have been developed for several CEE countnes usmg the OrgarnzatIOn for EconomIC
CooperatIOn and development's (OECD) PollutIOn Abatement and Control (PAC)
methodology PAC expendItures are composed of two types of expendItures (l)
Investment expendztures and (2) current expendztures, the latter representmg 0 & M

Table A2 1 presents PAC expendItures for selected CEE and OECD countnes as a
percentage of gross domestIc product (GDP) and as a percentage of gross fixed capItal
formatIOn As a percentage of GDP, envIronmental expendItures for CEE countnes are
comparable to those for OECD countnes In Poland and the Czech RepublIc, PAC
expendItures on mvestment are a larger percentage of GDP than total PAC expendItures
m OECD countnes For the other CEE countnes m the table, PAC expendItures although
SIgnIficantly lower than for Poland and the Czech RepublIc, are comparable to several
OECD countnes When PAC expenditures on mvestment are expressed as a percentage of
gross fixed capItal formatIOn (one measure ofoverall mvestment levels), levels observed
m Poland and the Czech RepublIc are SIgnIficantly higher than m all OECD countnes
GIven the fact that przvate mtemal rates of return on enVIronmental mvestments are
typIcally negatIve or, If pOSItIve (e g for "WID-wm" mvestments), smaller than for
econormcally motIvated mvestments, these statIstICS suggest that CEE countnes are
Wlllmg to address enVIronmental concerns, even If the opportunIty cost IS slower
econormc development



Table A2 1- PAC Expenditures (capital + current)*

Country Year %ofGDP % of Gross FIXed
Capital FormatlOD

Czech RepublIc 1994 27 90
Hungary 1996 061 -
LlthuaOla 1996 046 -
Poland 1996 1 7 65(1995)
SloveOla 1995 044 -
Austraha 1994 08 1 4
Fmland 1994 1 1 30
France 1995 1 4 20
Germany 1994 1 4 28
Portugal 1994 07 1 7
Spam 1993 05 -
UOIted States 1994 1 6 35

* CEE expendItures only mclude PAC mvestment expenditures
Source OECD, Summary Table I, 1998, COWl, 1998

Current demand for envIronmental Investments IS consIderably lower than levels
of expendIture that Will be reqUIred for CEE countnes to meet ED envIronmental
reqUIrements Table A22 presents estimates of the total Investment that wIll needed to
meet reqUIrements for water, aIr, and waste Even Ifthese Investments are Implemented
over a 10 year penod, they represent a substantIal Increase In expendItures compared to
current levels For example, current per capIta expenditures In Hungary, Llthuarua, and
Poland are $26, $12, and $58 respectIvely (COWl, 1998)

Table A2 2 - Estimated Total Investments In CEE Countries

Country Water (BECU) Air (BECU) Waste (BECD) Total/Capita
(BCU)

Bulgana 49 5 1 1 8-5 1 1668
Czech RepublIc 33 64 o8-3 8 1427
EstoOla 1 5 - - -
Hungary 66 27 21-44 1306
Latvia 1 71 - - -
Llthuama 238 - - -
Poland 18 1 139 22-33 927
RomaOla 10 1 9 1 1 0-2 7 943
Slovak RepublIc 19 1 9 03-16 760
SloveOla - 069 1 15 -
Total 505 482 97-227 -
Source EDC, 1997

A2.12 Overview ofCEE Funds

EnVIronmental funds are mstltutIOns whIch are endowed WIth workmg capital that
IS allocated to environmental actIVItIes EnVIronmental funds can support Investments In

enVIronmental Improvements, research, educatIOn, and envIronmental management
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expendItures such as purchase ofmomtonng eqUIpment and outfittmg of laboratones The
pnmary functIOns of the fund IS to decIde wlnch activitles should receIve support and
momtor ImplementatIOn of supported actIvItIes Nme CEE countnes have establIshed
thirteen natIOnal enVIronmental funds In addItIOn there are regIOnal funds m Poland and
murucipal funds In Poland and Lithuama Although some envIronmental funds eXIsted m
the 1980s, most CEE funds have operated m theIr current form only smce 1989 (PolIsh
NatIOnal Fund) or the 1990s Key features of CEE envIronmental funds are descnbed
below In addItIOn, mformatIOn on revenues, sources of revenue, and dIsbursement
mecharnsms IS prOVIded for selected CEE funds In Table A2 3

Table A2 3 - EnVIronmental Funds In CEE Countries

Major Sources of Revenue Major DISbursement
(% ofrevenue) MechanISms (% or funds)

Major Second
Country and Fund 1996 Leadmg Second Source MechanIsm MechanIsm

Revenues Source

Bulgana NatIOnal 89 mIll Carryover - Import Duty on Grants - No mterest
EnVIronmental USD 31% Used Cars- 46% loans - 45%
ProtectIon Fund 21%
Bulgana NatIonal Trust 55 mIll Debt Swap- Profits/fmancial
Fund USD 74% operatIOns -

23%
Czech RepublIc State 197 mIll Env Fees- PnvatizatiOn Grants - Soft loans-
EnVIronmental Fund USD 49% proceeds - 37% 55% 43%
Estoma NatIonal 67 mIll Env Fees- Water use Grants - Soft loans-
EnVIronmental USD 50% charge - 21% 95% 1%
ProtectIon Fund

Hungary Central 93 mlll Fuel charges - Product charges Grants - No mterest
EnVIronmental USD 47% -29% 51% loans - 17%
ProtectIon Fund
Poland NatIonal Fund 433 mIll Env Fees- Loan Soft loans- Grants -
for EnVIronmental USD 49% repayments - 64% m 1995 18% m 1995
ProtectIOn and Water 30%
Management
Poland EcoFund 31 3 mIll Debt Swap- Profits/fmancial Grants - -

USD 89% operatIons - 100%
10%

Poland Cracow 172 mIll Env Fees- Profits/finanCIal Soft loans- Grants-
RegiOnal EnVIronmental USD 61% operatIOns - 73% 24%
ProtectIOn Fund 28%
Slovak Repubhc State 427 mIll Env Fees- State budget - Grants- -
EnVIronmental Fund USD 67% 22% 100%
Slovema EnVIronmental 245 mIll Carryover - PrIvatIZatIon Soft loans- -
Development Fund USD 38% proceeds - 23% 100%
Source DECD and RegIOnal EnVIronment Center, 1998

Instltutzonal Structure

CEE enVIronmental funds take one of two forms Most of the natIOnal
enVIronmental protectIOn funds are eIther a part of or under the superVISIon of the
MInIStry ofEnvIronment (MoE) For these funds, the MInIster plays an Important role In

determInIng the expendIture polICIes and pnontles ofthe funds and may even make the
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final deCISIon on WhICh actIvItIes receIve support The remaInIng envIronmental funds are
mdependent, although the lInkages between the MoE and the envIronmental fund may be
qUIte strong (e g, MoE partICIpatIOn on supervISOry boards approval of annual budget,
mlOlstenal powers to select fund managers and supervISOry board members)
OrganIZatIon of envIronmental funds as mdependent entItles has been the favored
approach for debf-for~ envzronment swaps 10 Poland and Bulgana, and Investment funds
capItalIzed by donors or IFIs (Latvia and Slovema) Among envIronmental funds that rely
on domestIC revenues only the natIOnal and regIOnal funds In Poland are mdependent
(although the PolIsh MInIster of EnvIronment selects all supervISOry board members for
the natIOnal fund)

PrOject Cycle Management

The process by wmch funds make deCISIOns on and Implement dIsbursements IS
referred to as project cycle management Project Cycle mvolves the followmg steps

• Project IdentIficatIOn and preparatIOn
• AppraIsal and SelectIOn
• NegotiatIOn and award offinancmg
• Momtonng of ImplementatIOn
• Post-ImplementatIOn evaluatIOn

All CEE enVIronmental funds have formal or Informal procedures for IdentIfymg,
assessmg, and selectmg projects to receIve finanCIal support The Sf Petersburg
Gwdelznes, developed In 1994 as part of the EAP Task Force actIVItIes, enumerates
cntena for evaluatIng fund performance and descnbes best practIces Wlule the
Gwdelznes document acknowledges a Wide vanety of project cycle management
approaches, It emphasIzes transparency and accountabIlIty as essentIal attributes The
PolIsh EcoFund (debt-for-environment swap) was acknowledged as haVIng the best
project cycle management among CEE funds at the tIme of the 8t Petersburg Conference
The EcoFund's approach to project cycle management IS summanzed In Table A2 4
SInce then, a number of PolIsh regIOnal funds and all of the enVIronmental funds
estabhshed SInce the Guzdelznes were developed have mcluded adoptIOn of fonnal project
cycle management procedures

Revenues

There are a number of very large enVIronmental funds In CEE countnes (Table
A2 3) led by the Pohsh NatIOnal Fund and the Czech State EnVIronmental Fund WIth the
exceptIOn of the debt~for-envIronment swaps, enVIronmental Investment funds In Latvia
and Lithuama, and the enVIronmental development fund In Slovema, all of these funds
rely on domestIC sources of revenue The major sources ofrevenue are envIronmental fees
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Table A2 4 - Project Cycle Management at the PolIsh EcoFund

mustratlOn of the ProJect Cycle: PolIsh EcoFund
Stage ofProJect

Cvcle ApplzcantActlOn Fund Actlon
Project Prepare Project QuestlOnnaire RevIew QuestlOnnaIre m
IdentIficatIOn and SubmIt to Fund terms of ehgIbIhty cntena
PreparatIon If accepted prepare ApphcatlOn and fund pnonties

AdVIse applIcants, provIde
explanatlOns for rejected
prolects

AppraIsal and SubmIt ApphcatlOn RevIew apphcatlOns for
SelectlOn Respond to additlOnal mformatlOn completeness

requests Evaluate m terms of
selectlOn cntena
~akerecommendaoonsto

SupervIsory Board
Select proJects

NegotIatlOn and RevIew proposed contract terms Prepare and reVIse contract
Award of SIgn contract DIsburse funds
Fmancmg
~omtonng and Implement project Inspect project
ImplementatIOn ProvIde progress reports RevIew progress reports
Post- No current requIrements No current requIrements
unplementatIOn
EvaluatIOn

(and fines) and vanous product charges Smce the maJonty of these fees and charges are
paid by facl1Ioes, the role of the funds can be charactenzed as reczrculatzng revenues,
albeIt to pnonty projects Other sources ofrevenues mclude proceeds from pnvaozatIOn
transactlOns, loan repayments (see dIScussIon m next sectIOn), and profits from fmancIal
acoVlties (pnmanly mterest on bank deposIts) Table A2 5 proVIdes addItIOnal detail on
revenue sources for Pohsh enVIronmental funds

DISbursements

Almost all dIsbursements are m one ofthree forms grants, soft loans, or mterest
SubSIdIes Grants are the most common type of dIsbursement and the most deSIrable from
the perspectIve of the project proponent, smce there IS no reqUIrement to pay back the
amount of the award Soft loans refer to credIts that have terms and conditlOns that are
not aVailable m commercIal credit markets lower mterest rates, allowance for grace
penods, and longer repayment penods As loans are repaid, the working capItal of the
fund mcreases and the fund revolves For example, loan repayments represent 30% of
annual fund revenue ofthe Pohsh NatlOnal Fund Interest SubSIdIes are used by the PolIsh
natIOnal and regional funds The fund pays the subSIdy to the bank so that the mterest rate
receIved by the borrower can be reduced ThIs mechamsm encourages capItal market
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partIcIpatIOn m envIronmental financmg and mcreases the fund's abIlIty to leverage Its
resources AddItIOnal detaIl on dIsbursements from the PolIsh envIronmental funds IS
provIded m Table A2 6

Table A2 5 Revenues - PolIsh EnVIronmental Funds

>: National 49 Polish
/~

Fund Regional EcoFund
Funds

1995 Revenues US$ 428 US$ 306 US$ 31
mIllIon mIllIon mIllIon

EnVIronmental Fees & Fmes 53% 79% -
Lendmg OperatIOns 25% 14% -
CapItal Markets & Interest 9% 6% -
MmmgFees 12% - -
Debt-for-Environment Swaps - - 100%
Other 1% 1% -

A2 1 3 Performance of eEE EnVironmental Funds

The bnef analySIS of CEE envIronmental funds below focuses on a few key Issues
the role of funds m the transItIOn, funds as subSIdy Instruments, potentIal for funds to
crowd out capItal markets, management of funds, and strategIc value of funds

The role offunds In the transitIOn to market economies

Revenues recIrculated by CEE enVIronmental funds are an Important source of
revenue, accountmg for 32% of all enVIronmental Investment expendItures In Poland and
more than 20% In other CEE countnes (COWl 1998) DurIng the transItIOn penod, CEE
countnes are In vanous stages of strengthemng envIronmental management and
enforcement capabIlItIes, overall enforcement IS weak and finanCIng from funds serves as
a catalyst for mvestments that would not voluntanly be undertaken by project proponents
In addItIon, funds prOVIde a response to capItal market faIlures, prOVIdIng a source of
"gap" finanCIng

Much ado about subSidies

The Polluter Pays Prznclple (PPP) states that the polluter IS finanCIally responSIble
for meetmg enVIronmental standards set by government authontles (OECD, 1994) Fund
dIsbursements which have a subSIdy element VIOlate thIs pnnciple SInce the polluter does
not pay the full cost of achieVIng the goal There has been much dISCUSSIOn of the
proVISIOn of SubSIdIes by CEE enVIronmental funds In vanous polIcy fora The UNECE
Comnuttee on EnVIronmental Polley supports the use ofearmarked envIronmental funds
and eco-banks dunng the penod of transitIOn or for speCial purposes such as remedymg
past contammatIOn In addItIOn, some GECD countnes acknowledge that enVIronmental
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funds do not vIolate the PPP If the revenues dIsbursed are collected from fees on pollutIOn
(Anderson and Zyhcz, 1995)

Table A2.6 Disbursements· PolIsh EnVironmental Funds

T4-l- A ,Q. -> "" /' ~ ~ 1, / ~ -( <l-- ,National 49 PolIsh-"4 *'l..,J "Vp4;;J ::-..... I;»)';?}. "::-.r),,_1- I ~ ~"('
........ "'('....,...:pv.v);...: w;;t'7-l ~ J .....~ ....

" Fund 'Regional - EeoFund..... )h,.r.1r ...... ~ ~ -W'~ (l-~.I.. ........ .". ~i!f:!«'y?..,~.... ......~.J::., ~,JN ~~l ......,l'A ~
... t.... ~;: _"1' ~ ~~'"'lo. t', 'i.......... -- f

~ :; - ~1:-" ::-;'T'~ "'~"'n { ~ -'S.'!. '"t"'j'l - - .s.~~ ~
-/,

:- Funds
1995 Revenues US$ 428 US$ 306 US$ 31

milhon milhon milhon
DISbursements by EnVIronmental
Problem

Water PollutIOn 30% 44% -
- BaltIc Sea - - 24%

AIr PollutIOn 48% 35% -
- Transboundary - - 23%
- Global - - 37%

Waste Management 5% 9% -
Nature ProtectIon 3% 2% 15%
Mmmg & Geology 10% - -
Other 4% 10% -

Disbursements by MechaDlsm
Grants 27% 33% 100%
Soft Loans 64% 59% -
Interest SubSIdIes 4% 1% -
EqUIty Investments 3% 3% -
Other 2% 5% -

The attentIOn that the subSidy Issue has received IS somewhat puzzlIng given the
legacy of subSidies In both the publIc and pnvate sectors In GECD countnes (Anderson,
1998) Many GECD countnes stIll provIde SubSIdIes for publIc sector enVIronmental
Infrastructure, although these have been reduced In recent years Dunng the 1970s, when
GECD countnes were begmnmg to address envIronmental problems, Infrastructure
Investments receIved SubSIdIes In most countnes of over 50%, mostly In the form of
grants Some of the meffiCIenCIes that have been assocIated With the constructIOn grants
program ill the Umted States are less hkely to result m the CEE because the finanCIal
support aVaIlable from funds IS more IImlted and competItIve

Funds and capital markets

EnVIronmental funds have also been cntIcized because they represent a potentIal bamer to
the formatIOn ofcapItal markets for enVIronmental mvestments By provIdmg SubSIdIZed
or concessIOnal financmg, fund dIscourage apphcants from arrangmg fmance from banks
and other finanCIal or capItal mstItutIOns There appears to be no compellmg eVIdence to
support these claImS GIven the low level of demand for mvestments, whIch largely
results from lax enforcement ofenVIronmental regulatIons, project proponents can "shop"
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for the best deal In most CEE countnes thIS means secunng concessIOnal financIng
When concessIOnal financIng IS not aVaIlable, there IS eVIdence from a study In Poland
that the project proponents eIther postpone Investments or use own resources to close the
finanCIng gap (Anderson and Zyhcz, 1998) CommerCIal credIts rates are not yet attractIve
to facIhties and lax enforcement allows facIlItIes to delay complIance declSlons In
addItion, Interest among banks In supportmg Investments m the envIronmental field IS
currently hmited as well Most CEE banks lack the expertIse to evaluate envIronmental
Investments, In part because there IS not adequate demand for credIt to prOVIde Incentives
for banks to develop these capabIlItIes

One pOSItIve development In fostenng a greater role for capItal markets In the
envIronmental sector has been the cooperatIOn between CEE envIronmental funds and
banks m Poland, LatvIa, and Llthuama (proposed) Banks can perfonn the finanCIal
appraIsal of applIcatIons for soft loans, manage loans for the funds, or Issue loans where
the fund prOVIdes an mterest subSIdy or guarantees the loan

Management

One of the major concerns about CEE funds has been the lack of adequate
procedures and checks and balances to ensure transparency and accountabIlIty In the
absence of transparent cntena for selectmg projects, proVISIOns for mformmg applIcants
of rejected projects of the reasons for reJectIon, and reportmg reqUirements,
envIronmental funds have the potentIal to be mIsused and mampulated for polItIcal
purposes or personal finanCIal gam Thts has been a very dIfficult Issue to address m the
CEE because of low publIc salanes and a level of cymcism leftover from years of lIvmg
m a POlItICal mentocracy The PolIsh NatIOnal Fund, whIch IS often held up as the
shImng star among CEE funds because of Its SIze, mnovatIOns, and mdependence, has not
adopted selectIOn cntena and IS controlled by a supervISOry board where all the
appomtments are made by the Mlmster of EnVIronment, who m turn IS a polItIcal
appomtment Whether It happens are not, such a system mVItes corruptIOn among fund
staff and board members for supportmg projects WhIle there have been a few scandals
surroundmg envIronmental funds m the regIOn, funds for the most part operate m a
responSIble way even WIthout appropnate fonnal project cycle prOVISIOns And some
funds are exemplary m theIr management practIces Last year, the GEeD and EU
PHARE Jomtly conducted a management reVIew of the PolIsh EcoFund In assessmg
EcoFund's additIonalIty, the reVIew stated

Much of EcoFund's addztIOnalzty stems from ngorous prOject cycle
management procedures based on a strzct framework of clearly
defined envzronmental prIOrztles andproject elzgzbzllty crzterza, clear
requzrements for, and strlctly professIOnal relatIOns wlth, applzcants,
clearly defined apprazsal crzterza emphaszzmg envlronmental benefits
and cost-effectzveness, and careful momtormg ofprOjects to ensure
proper use of funds and achzevement ofenvzronmental effects (EAP
Task Force, 1998, p 3)
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Strategic role offunds

As demand for mvestments mcreases m response to ED complIance schedules,
there IS hkely to be keen competItIOn for fund support Some funds have already
expenenced an mcrease m demand for financmg and have reVIsed co-financmg rates (1 e ,
reduced the level of support provIded for mdividual projects) and explored the expanded
use of mechamsms whIch have smaller subsIdy components than tradItIOnal grants As
dIscussed earlIer, funds should be encouraged to cooperate With banks and to effectIvely
utIlIze banks comparatIve advantage m financIal appraIsal and abIlIty to raIse capItal A
cntIcal need IS for funds to develop a greater appreCIatIOn for cost-effectIveness and to
develop cntena to ensure projects achIeve theIr goals at least cost The potentIal of usmg
funds as strategIC partners of mmistnes m ImtIatmg complIance programs, attractmg
donor techmcal and finanCIal assIstance, encouragmg the transfer of technology, and
developmg domestIC capabIlItIes to produce envIronmental control eqUIpment and
provIde servIces IS largely untapped

A2.2 Special-purpose Flnancmg FaCIlIties

A2 21 NatIOnal PollutIOn Abatement FaCIlIty In RUSSia

The NatIOnal PollutIOn Abatement FacIhty (NPAF) was created m RUSSIa,
fmanced by a $55 l111lhon loan from the World Bank augmented by $13 l111lhon m grants
from SWitzerland The NPAF proVIdes loans for 70% of project costs on terms that are
attractIve compared to those aVaIlable from RUSSIan commerCIal banks (9 4 to 11%
nommal mterest rates, Up to three year grace penod and 8-year payback penod vs 25 to
40% mterest rates and 2-3 year payback penod on commerCIal markets) The NPAF
supports wm-WIn mvestments yIeldmg pOSItIve net economIC benefits and pollutIon
control mvestments (If the enterpnse can demonstrate adequate finanCIal resources to
repay the loan) Through 1997, the NPAF had receIved 450 applIcatIOns, ofwhIch 39
have satIsfied NPAF selection cntena and have been recommended for further
development or detaIled appraIsal studIes (Averchenkov, 1997) The World Bank loan has
been secured by a sovereIgn guarantee and the Mimstry of Fmance (MoF) on-lends on
behalf of the NPAF faCIlItIes WhIle thIs approach has advantages (applIcant confidence
m the lender, transparent procedures and MoF momtonng), the effectIve cost of loans IS
mcreased because MoF reqUIres the applIcants to secure bank guarantees or to depOSIt
loan payments for SIX months m advance m escrow accounts

The second stage of the NPAF under development Will mvolve a more regIon
onented approach, WIth loans on-Iended through fmancial mtermedlanes acceptable to
MoF (commercIal banks, regional envIronmental fund, or other mstitutIOns) and With
repayment guarantees reqUIred by MoF made by regIonal governm CommerCIalIzatIOn of
eXIstIng envIronmental funds or creatIon of new pollutIon abatement faCIlItIes capItalIzed
by IFI loans may be a promlsmg approach m the NIS regIon prOVIded there IS adequate
capaCIty to prepare projects and manage the project cycle, demand for financmg, and
adequate supply of co-financmg Funds mIght be able to meet IFI fmancial appraIsal
reqUIrements through cooperatIon With commerCIal banks or other fmancial
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10termedianes TechnIcal assIstance provIded by donors could be essential to develop the
1OstitutlOnal capacIty to operated funds on a commerCIal basIs

A2 2 2 NEFCO Cleaner ProductIOn FacilIty

The NordIC EnvIronmental Fmance CorporatIOn (NEFCO) has set up a revolv1Og
facIlIty for cleaner productIon 10vestments The FaCIlIty wIll be IrntIally capItalIzed WIth
15 mIllIon DKK for projects 10 northwest RUSSIa (10 mIllIon DKK) and LIthuanIa (5
mIllIon DKK) The FaCIlIty IS deSIgned to prOVIde financIng for up to 90% of proJect
costs (10 exceptIOnal cases, Up to 100%) for 10vestments between $50,000 and $200,000
With short payback penods of Up to three vears Pnonty for financ10g wIll be gIven to
customers who have partICIpated 10 programs prOVIded In Lithuarna and RUSSIa through
the Cleaner ProductIOn Centres NEFCO plans to cooperate WIth the RUSSIan NPAF and
Lithuarnan EnVIronmental Investment Fund, whIch can support larger projects The
FaCIlIty's operatIng expenses Will be covered from an up-front loan process1Og fee

A2 2 3 Commercial CredIt FaCIlIties

As noted earlIer commerCIal banks have not played a sIgrnficant role 10 financ10g
envIronmental mvestments m the regIOn Partly, thIs IS the result of low demand among
project proponents for commerCial credIt as well as non-enVIronmental lendmg
Opporturnties whIch are more attractIve to banks In the case of envIronmental wm-wm
Investments, banks may SImply lack familIanty or expenence In assess10g these types of
projects There are some promlSlng developments In the role of banks In envIronmental
financmg, Includmg cooperatIOn WIth envIronmental funds, IFIs, and donors

CooperatIOn With envIronmental funds may mclude the follOWing management of
the fund's loan portfolIo and/or preparatIOn of finanCial appraIsals of proJects or prOVIdIng
capItal for loans where the fund prOVIdes an mterest subSIdy and/or admirnstrative fee
EnVIronmental funds may encounter dIfficulty m provIdmg competItIve salanes for hIghly
skIlled staff that can conduct finanCIal appraIsals and manage a loan portfolIO Tlus IS
partIcularly true If salanes are based on rates for CIvIl servants Some envIronmental
funds 10 CEE countnes have contracted With commerCial banks to proVIde these servIces
One of the cnticalissues of thIs type of cooperatIOn IS the allocatIOn ofnsks of default on
loans between the envIronmental fund and the partICIpatIng bank If the goal of the
enVIronmental fund IS to revolve, shIftIng the nsk to the bank IS preferred, proVIded the
admInlstrative fee IS not too burdensome In addItIon, the bank could be expected to carry
out Its management responSIbIlItIes more effectIvely If It bears the nsks The NatIOnal
Fund 10 Poland employs Interest subSIdIes to finance a portIOn of approved loans The
NatIonal Fund pays an Interest SUbSIdy to the Bank of EnVIronmental ProtectIOn, whIch
lends the Bank's resources and manages the Fund's loans

The hIgh costs of project appraisal, momtonng and evaluatIOn reqUIred for IF!
loans typIcally precludes small loans In addItion, IFIs may reqUire sovereIgn guarantees
to proVIde loans for publIc sector mvestment projects To asSISt With finanCIng of smaller
loans, IFIs can cooperate With commerCIal banks on credIt lInes and on-Iendmg
arrangements The credIt lInes can be for speCIfic types of Investments and Involve a loan
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to the partlclpatmg bank at IFI terms If prevaIlmg mterest rates m the country are
substantIally lngher than rates aVailable from the IFI, the credIt Ime can be an attractive
financmg faCIlIty for the commerCIal bank Often, staff at the commerCial bank receIve
enVIronmental due dIlIgence traImng before the credIt lme IS ImtIated A related approach
is illustrated by cooperatIOn between EBRD and Hrvatsk Bank In CroatIa (Mumcipal and
EnVIronmental Infrastructure ProJect) Through a loan to Hrvatsk Bank, EBRD IS able to
dIrect Its resources to a number of smaller mumclpal mfrastructure projects Smce the
local bank assumes the nsk of the loan, EBRD doesn't have to reqUITe a costly financial
appraisal of the mumcipahtIes A tlnrd related financmg mechamsm mvolvmg
cooperatIon between banks, IFIs and donors are energy effiCIency funds (EEFs) that have
been establIshed m CEE countrIes smce 1995 EIght EEFs have been establIshed m SIX
countrIes to support energy effiCIency mvestments m the mdustrIal and/or mumcipal
sectors The average fund SIze IS 5 8 mIllIon ECU (Stratford, 1997) With capItal prOVIded
by EU-PHARE, the World Bank, and EBRD Generally, the EEFs prOVIde 70-80% of
costs for projects m the range of $100,000 to $400,000 The commerCIal bank, which
serves as the fund manager, underwntes the commerCIal nsk of lendmg but IS
compensated by a negotiated margm of 5-8% The loans have a 2 to 3 year grace penod
and must be paid back over 3 to 7 years The EEF mechamsm not only supports energy
savmgs and reduced pollutIOn but also has made commerCIal banks aware of a potential
marketmche

A2 2 4 Loan Guarantees

A loan guarantee IS a mechanIsm by wlnch a third party assumes a legal
responSIbIlIty to compensate a lender If the borrower defaults on a loan theoretIcally,
loan guarantees can be prOVIded to any legal entIty With the necessary finanCIal resources
whIch IS acceptable to the lender SovereIgn guarantees are prOVIded by natIOnal
governments Banks and other finanCIal mstitutIOns may also prOVIde guarantees Loan
guarantees have been evaluated for potential use by envIronmental funds to leverage fund
resources and mcrease the mvolvement of commerCIal lenders m envIronmental
mvestment Dependmg on the credIt nsk assOCIated WIth the proposed loan, the guarantor
may be reqUIred to reserve or hold only a portIOn of the loan amount From an
enVIronmental fund's perspectIve, the proVISIOn of guarantees mIght enable the fund to
support a volume of mvestments that IS four to five tImes the amount ofresources
reqUIred for the guarantee Loan guarantees have been prOVIded by the Czech State
EnVIronmental Fund, but other funds have not yet utIlIzed thIs mechamsm

IFI reqwrements that loans be secured WIth sovereIgn guarantees IS a potentIal
ImpedIment m the CEEINIS regIOn, partIcularly when the loan IS to be used for mumcipal
projects The sovereIgn guarantee represents a lIabIlIty which central governments are
Increasmgly unWIllmg to take on for projects WIth localIzed benefits For the St
Petersburg Water and EnVironmental SerVIces Improvement Project, EBRD Will allow
project proponents to secure a loan usmg a mumcipal guarantee Whether guarantees by
sub-natIOnal governments are acceptable Will be evaluated on a case-by-case basIS With
consIderatIOn given to country-specIfic factors and the legal settmg Another approach to
sovereIgn guarantees that mIght be acceptable to central governments IS to negonate an
agreement between the regIOnal or local government and the central government that
effectIvely shIfts the lIabIlIty from the central government TIns approach may be
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partIcularly useful where a large loan mcludes a number of regIOnal components (e g, the
proposed $200 mIllIon World Bank loan to RUSSIa for the EnvIronmental Investment
ProJect)
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Annex 3
Other FInancIng Programs

A3.1Tourism and Environment Fund

In additIOn to the EPF, a possible domestic source for environmental mvestments
IS the Tounsm and EnVIronment Fund, wInch receives 25 percent of the revenues from
the tax on aIrlme tIckets Issued m Egyptian currency, leVied smce 1986 The aIrlme
compames are responsible for collectmg tIns tax and revenues are then deposIted m a
speCIal account m the Central Bank of Egypt The fund can be used for the followmg to
develop tounsm areas, Improve hotel and airport services, beautIfy antiqUity SItes, and
fmance pollutIOn prevention and envIronmental preservatIon proJects, based on gUIdehnes
prepared by the Mimster of Fmance and approved by the Pnme Mimster The Mtnlster of
State for EnVIronmental AffaIrs IS a member of the mter-mmIstenal committee that
oversees this fund The COmmIttee also mcludes several other mmIsters, whose deCISIOns
regardmg funds disbursement must be endorsed by the Pnme Mlmster

The commIttee overseemg the fund has met Within the last few months, after
bemg mactlve for a long penod Fundmg was voted for several projects from the eXlstmg
backlog of proJects (At the time of this report draftmg, a itst of the approved projects was
not avaIlable) There are no gUIdelmes on how the funds resources are spent on the
vanous types of projects covered by the fund, but to the extent that environmental
projects are approved, It does represent a potential source of financmg for enVIronmental
projects WhIle the fund IS aVailable for projects tnltlated by the government, It does not
appear to be SUItable for co-fmancmg of enVIronmental complIance mvestments proposed
by facIlItIes As noted earlIer, revenues for tlus fund are expected to declme as a result of
changes m the aIrlme tax

A3.2 Donor-Supported Programs

Although there are many donor-funded programs m the field ofenVIronment m
Egypt, only a few of these programs mclude exphcIt financmg components avaIlable to
mdustry Most focus on prOVIdIng techmcal assistance coupled With dIrect fmancial
asSIstance m the form of eqUlpment or machInery An example of this type ofproject IS
the USAID-funded Energy ConservatIOn and EnVIronmental ProtectIon Project (ECEP),
which has undertaken energy audIts In Industnal and commerCIal enterpnses and
subsequently has prOVIded some ofthese enterpnses With energy effiCIency eqUipment

In contrast, the programs detailed below have estabhshed, or are In the process of
establIshIng, financmg programs to prOVide soft financmg for envIronmental projects In
some cases, financmg IS offered m cOnjunctIOn With technIcal asSIstance for project
preparatIon Most of the donor programs mentioned here offer only partial fmancmg m
the hope of leveragmg resources and maxmnzmg the benefits of aVailable funds It IS also
worth notIng that almost all programs end WithIn the next five years With no plans for
extensIOns

A3.2 1 KfW Fmancmg Facility for Pnvate Sector Industry

Thts faCIlIty, With a total volume of DM 64 InllllOn, IS extended by the K.fW
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WIthIn the framework of EgyptIan-German financial cooperatIon and alms to Improve
mvestment In the EgyptIan pnvate sector PartIcular emphasIS IS gIven to Investments
related to enVIronmental protectIOn (both pollutlOn preventIOn and end-of-plpe treatment)
Such mvestments are elIgIble for a grant of25 - 50 percent of the Investment cost Of the
total, OM 49 mIllIon IS proVIded as loans and DM 14 mIllIon as grants In addItIOn, a DM
1 mIllIon grant IS proVIded for consultancy servIces for applIcants FmancIng IS aVailable
through three local pnvate sector banks and applIcants apply through them Mronmum
fundmg per project IS DM 4 ml1hon

The DM 49 ml1hon credIt component covers financmg of Imported eqmpment but
1S not tied speCIfically to German products The fixed Interest rate loans are medlUm- to
long-term (5-8 years) and repayment starts after an ImtIal grace penod of twelve months

The OM 14 mIllIon grant faCIlIty IS only avaIlable to loan apphcants and may be
utlhzed to finance both Imported and locally produced eqUlpment Projects that
mcorporate pollutlOn preventIon components may receIve grants covenng up to 25
percent of total mvestment costs whereas end-of-plpe projects are elIgIble to receIve
grants of up to 50 percent of total Investment costs In addItIon, grant financmg IS
avaIlable for consultants to perform enVIronmental audIts and studIes necessary to prepare
project applIcatlOns

All projects have to be reVIewed and approved by each of the follOWing (1) one
of the partICIpatIng banks, (2) an EgyptIan consultant who venfies project complIance
WIth local enVIronmental regulatIOns and standards, and (3) the KfW

The facIlIty has been operatIOnal SInce December 1994 Although financmg IS
currently stIll avaIlable, funds are expected to be exhausted soon due to Increased mterest
by Investors In the program In the past year The partICIpatIng banks have attrIbuted the
recent level of Interest In the program to IncreasIng publIc awareness of Law 4/1994
complIance reqUlrements and deadlInes

A3 2 2 KfW Fmancmg FaCIlIty for PublIc Sector Industry and PublIc UtilIties

A newer program, the KfW PublIc Sector FaCIlIty IS also part ofEgyptIan-German
Fmanclal CooperatIon agreements and COnsIStS of a OM 50 ml1hon grant to finance
envIronmental Investment In the publIc sector In additlOn to a OM 6 mlllIon grant for
techmcal asSIstance FinanCing IS aVaIlable through five local banks With project techmcal
support proVIded by the EEAA, Independent consultants and the KfW

For the tIme being the program IS lImIted to funding wastewater projects In four
Industnal subsectors pharmaceutIcals, food processing, engmeenng and chemIcal
manufactunng In the case of end-of-plpe projects, grants for 50 percent of total project
costs are avaIlable For enVIronmental prOjects the grant component IS for 25 percent of
total project cost The ceIling for the grant portIon per project IS OM 3 ffillhon In both
cases, grants are coupled With commerCIal loans extended by the partlclpatmg banks at
mlmmum market Interest rates Loans are for 3-5 year penods With an ImtIall2-month
grace penod

FaCIlIty staff has undertaken pre-screenmg actIVItIes to Identrfy enterpnses
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elIgIble for financmg m each of the four subsectors To date, 116 facIlItIes have been
Identified as elIgible of whIch 48 have submItted applIcatlOns to the partIclpatmg banks
for fmancmg A three-step reVIew process follows Imtial project acceptance FIrst, the
bank assesses the creditworthmess of the firm Subsequently, the project applIcatIon IS
exammed by K:tW to assess the future vIabIlIty of the enterpnse Fmally, aJomt EgyptIan
German group of consultants assesses the techmcal feasIbIlIty of the project

Pre-screemng actIvItIes started In 1996 To date, no funds have been dIsbursed,
however, based on project applIcatlOns receIved, It IS expected that funds WIll be
exhausted In three years

A3 2 3 EgyptIan PollutIon Abatement Program (EPAP) FmancIaI Component

Tlus recently imttated program, whIch mcludes mvestment, mstltutlOnal and
mdustnal components, alms to strengthen compliance momtonng and enforcement
capabIlIties of the EEAA ASSistance IS concurrently prOVided to mdustnal establIshments
m the preparation of ComplIance ActlOn Plans (CAPs) and PollutlOn Abatement ActlOn
Plans (PAAPs) In addltlOn, the US$ 35 mIllIon mvestment component Will prOVide
mdustry With Opportumties to finance complIance ImtIatives The EPAP IS funded from
the followmg sources a US$ 5 9 mIllIon grant from the Fmmsh government for the
mstitutlOnal and mdustnal components and loans for US$ 35 mIllIon from the World
Bank The Government of Egypt has secured additIonal financmg from the European
Investment Bank (ECU 15 mIllIon) The World Bank loan wIll be used to fmance
mdustnal pollutIOn abatement projects m Carro, Alexandna, Suez and Ismalha The EIB
loan would be unrestncted m terms ofpotentIal beneficIanes

The World Bank funds Will proVIde fundmg for speCIfic projects In the form of a
20 percent grant component and 80 percent loan, whereas the EIB loan Will proVIde
Interest subSIdIes coupled With long loan repayment penods Both facIlIties Will be
managed by the NatIOnal Bank of E~t (NBE) or any other bank that reaches an
agreement With the NBE The EIB loan IS operatIOnal and negotIatIOns are currently
underway to determme the dewls of the finanCIal package GOE ratificatlOn ofthe World
Bank loan IS expected In the next parlIamentary seSSlOn

A3 2 4 EgyptIan EnVironmental ImtIatIves Fund (EEIF)

The US$ 20 mIllIOn EEIF is a new program funded by the CIDA under the
framework ofEgyptIan-CanadIan finanCIal cooperatIon The seven-year project has three
target groups eXIstIng SMEs, NGOs and "Green Busmesses"

DIsbursements for mdividual projects wIll be managed by one or more publIc
sector banks and Will be m the form of a combmatlOn of grants and soft loans The credIt
component Will be deSIgned to form a revolvmg fund, whIch could later be managed by a
NGO after the project ends PublIc sector banks With therr large number ofbranches
throughout the country have been selected as more appropnate partners to ensure
acceSSIbIlIty of funds to a Wider group ofpotential applIcants Total maxnnum fundIng
that may be disbursed m either grant or loan form to anyone project IS US$ 0 5 mIllIon
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The InItial desIgn of the project reqUIres apphcants to submIt a prehmmary
apphcation form to the project office, which If accepted IS referred to a techmcal reVIew
cormmttee Subsequently, the appllcation IS assessed for financIal soundness by one of the
participatmg banks After approval of the prelImmary apphcatIon, the project IS elIgIble to
receIve techmcal aSSIstance to help prepare the full-scale project applIcatIOn

ImtIally, a pIlot project for each target group Will be undertaken m Ismmha m
July 1998 to test project cycle procedures and determme whether the project wIll be
lImited to certam geographIcal areas

A3 2 5 InternatIOnal Fmance CorporatIOn/Global EnVIronment FaCIlIty SME
Program

The SME program IS a Jomt ImtIatIve of the Global EnVIronment Faclhty (GEF)
and the InternatIOnal Fmance CorporatIOn (IFC) US$ 20 8 mIllIon m fundmg has been
prOVIded by the GEF WIth IFC actmg as the executmg agency The ObjectIve of the
program IS to encourage greater pnvate sector mvolvement m addressmg two speCIfic
GEF ObjectIves - the sustamable use and conservatIon of bIOdIversIty and the reductIOn
of greenhouse gases InstItutIons expenenced m workIng With SMEs m GEF elIgIble
countnes may apply for long-term low mterest loans which are then used to proVIde debt
or eqUIty financmg to SMEs workmg m the target areas MaxImum loan SIze to
mtermedIanes IS US$ I mIllIon With a loan ceIlmg ofUS$ 250,000 for SMEs

Although not speCIfically targeted towards Egypt, several EgyptIan enterpnses
have applIed for fundmg through this faCIlIty To date, the only EgyptIan project that has
receIved fundmg IS a project promotmg the use of energy effiCIent lIght bulbs

A3 2 6 SOCial Fund for Development

The SOCial Fund for Development (SFD) was establIshed by PreSIdential Decree
m 1991 to alleViate the effects of the government's EconomIC Reform and Structural
Readjustment Program (ERSAP) on low-mcome segments of the populatIOn It IS an
autonomous governmental agency workmg under the dIrect supervISIon of the Pnme
MInIster and financed by the Government of Egypt (GOE) m cooperatIOn WIth the
European Umon, the World Bank, Arab funds and other donors Resources commItted to
Phase II of the SFD m the form of both grants and loans are US$ 700 mIllIon These
funds are adrmmstered accordmg to GOE laws and regulatIons With dIsbursements made
accordmg to project appraIsal and fmancmg mechamsms defined under bIlateral
agreements With mdividual donors

The SFD has five core programs the PublIc Works Program, the Commurnty
Development Program, the Enterpnse Development Program, the Employment and
Retrammg Program and the InstItutIOnal Development Program m addItIon to one
mdependent urnt, the Gender Umt In general, loans are dIrected towards mcome
generatmg actIVItIes, while grants are used to finance mfrastructure development
Although none of the programs IS speCIfically targeted towards envIronmental projects,
the PublIc Works Program does conSIder envIronmental Impacts of proposed projects
dunng the appraIsal process In addItIon, the PublIc Works Program also has financed

4

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

SI{ I



I
I
I
I
I
I
i
I
I
I
I
I
I
I
I
I
I
I
I
I

solId waste management projects as well as potable water and samtary dramage projects
under Its socIal Infrastructure WIndow

Currently, the SFD IS consIdenng optIons for the prOVISIon of financmg for
enVIronmental mvestments m collaboratIon WIth the Mnustry of State for EnVIronmental
Affarrs as well as pnvate sector banks and enVIronmental servIce proVIders In fact, EEAA
and the SFD are currently preparmg a cooperation protocol
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Annex 4
IntervIews and "Best Practices" Workshop

LIst of IntervIews.

Mamdouh Thabet Mekky
EI Shark Group for Leather
ChaIrman ofFEI Chamber for Tannenes
Member of ParlIament

WalId Gamal EI Dm
Terra EnVIronmental Consultants

Yasser Shenf
Project Manager
EgypTIan PollutIOn Abatement Project
EgypTIan EnvIronmental Affarrs Agency

Alec Estlander
TechnIcal ASSIstance Project Manager
EgypTIan PollutIOn Abatement Project

DahlIa Lotayef
DIrector
TechnIcal CooperatIon Office for the EnvIronment
EgyptIan EnvIronmental Affarrs Agency

Khaled Fahmy
Associate ProJect Manager
OrgarnzatIOnal Support Program

EmadHassan
ESCO Project Manager
Energy ConservatIOn and EnVIronment Project

Amm EI Sharkawy
Sustamable Development AdVIsor
Umted NatiOns Development Programme

Art Laemmerzahl
DIrector
Office of CommodIty Management and Trade
USAID



Mervat Tewfik
Project Manager
PnvatlzatIOn and Fmance Project
USAID

Magda Mourad
ASSIStant Manager
Uruted Bank of Egypt

Mostafa Abdo
EnvIronmental PollutIOn PreventIOn Project

Hussem Saleh
Consultant
Egyotlan EnvIronmental ImtIatlves Fund

Magdy Moussa,
Fmance Speciahst
Small and Microenterpnse Project

Amr Hassanem
Partner
Fmance and Bankmg Consultants InternatIOnal

AmrRIad
Officer
Enterpnse Development Fund
SOCIal Fund for Development
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BEST PRACTICES IN ENVIRONMENTAL FINANCING:

OPTIONS FOR EGYPT

Agenda

9:00 - 9:15 Openmg Remarks

9:15 -10:30 Presentation
• The Costs ofEnvIronmental Improvement
• The Demand for EnvIronmental Investment
• The Supply of Fmancmg for EnvIronmental Investment
• The EnvIronmental Fmancmg Gap
• OptIOns for Increasmg the Supply of Fmancmg for EnvIronmental

Investments m Egypt

10:30 -12:00 Open DIscussIOn

Presented by:

Dr. Glen D. Anderson
Consultant to Harvard Institute for International Development

Ramses Hilton, Heron Room
April 28, 1998
Cairo, Egypt
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fPL1St 0 artIclpants
FmtName LastName JobTitle Company Tel Fax

Alec Estlander ProJect Manager EPAPIFmOlda 0122142733 525-6490
Amam Gamal EI Dm Deputy DIrector EgyptIan PollutIon 525-6452 525-6490

-h\batement ProJect
Amm EI Sharkawy Sustamable ~~Ited NatIons 578-4840 578-4847

Development evelopment
AdvIsor ~ Programme

Amr Hassanem Partner and Fmance and Bankmg 349-5616 349-6184
ChIef ExecutIve Consultants Int

DahlIa Lotayef Programme TCOEIEEAA 525-6452 525-6457
Manager,
Industry Umt

Dma El Naggar Techmcal Mmlstry of State for 525-6452 525-6457
Coordmator EnVIronmental Affairs

Emad Hassan Energy ServIces Bechtel Consultmg 012216-2881 578-2342
Manager

Hala El Barkouky Managmg AllIed Busmess 341-1243 342-0661
Partner Consultmg

Hamed Korkor InformatIOn OrganizatIOn for 402-4311 403-7632
Department Energy Conservation
General and Planmng
Manager

Hany Shalaby Director Environmental 419-3624 419-7117
Resources

Hoda Sabry Deputy General Banque Mlsr 355-3438 360-9061
Manager,
Investment

Hussem Saleh Manager EEIF/CIDA 341-9370 341-9370
Inas Tewfik NatIOnal EEAA 525-6442 525-6490

Coordmator
Khaled Fahmy AssIstant Project OSPlDaOlda 525-6443 525-6443

Manager
Khaled Shehab Fmancml Gadplast Modem Co 03459-2410 03459-3624

Manager
Magda Mourad Semor Manager Umted Bank of Egypt 594-0142 594-0150
Mark Bennett Barents 341-7928 341-7958

Restructunng
PrQlect

Mary El Bahgoury Consultant to EgyptIan General 518-5024 353-1457
the Mlmster of Petroleum Corporation
Petroleum

Mostafa Elssa Actmg Program Env PollutIon 342-4735 341-3436
DIrector PreventIon ProJect

Shaker Helmy InstItute for Alexandna UOIverslty 03425-3230 03425-3230
Graduate
StudIes and
Research

Wahd Gamaleldm Consultant Terra Incorporated 392-6497 390-8600


