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PART I - PROJECT Concept

A - Summary

1.  Strategic Framework
East Asia’s rapid economic growth has been accompanied by significant environmental degradation.  Land-based pollution of the region’s seas, coasts, estuaries and rivers is one of its most severe environmental problems and is degrading the region’s large marine ecosystems (LMEs).  To help the littoral states address this problem, the GEF and World Bank, in collaboration with other partners such as the GEF/UNDP/IMO Partnership for Environmental Management of the Seas of East Asia (PEMSEA), and under the emerging Strategic Partnership for Sustainable Development of the Large Marine Ecosystems of East Asia, are planning to establish a Strategic Partnership Investment Fund for Pollution Reduction in the Large Marine Ecosystems of East Asia.  The Fund is scheduled to be presented to the GEF Council in late 2005.  The objective of the Fund is to scale-up investment in land-based water pollution reduction in the region’s coastal areas and major river basins.  The Fund comprises a grant component (Project Fund) that would co-finance World Bank pollution reduction investment projects, and a Revolving Fund(s) that would provide reimbursable financial incentives to private pollution reduction investors/managers.  Grants from the Fund would help in the demonstration and dissemination of innovative technologies and techniques in, and in the removal of barriers to pollution reduction, in pollution hotspots in the seas of East Asia.  The present WB/GEF Fund offers a good opportunity for close collaboration with the GEF/UNDP/IMO Regional Programme on Building Partnerships in Environmental Management for the Seas of East Asia, implemented by PEMSEA.  
The Bohai Sea is the largest semi-enclosed sea in the People's Republic of China and is surrounded by the provinces of Liaoning, Hebei, Shandong, and Tianjin Municipality, and is connected to the Yellow Sea LME.  The Bohai Sea has a unique shallow marine ecosystem and rich coastal wetlands that provide reproduction and nursery grounds for fish, shrimp, crab, and migratory birds.  The Bohai Sea is also the most important center of shellfish aquaculture in China.  It is, however, under severe stress due to land-based pollutants, over-fishing, and wetland degradation.  PEMSEA has declared the Bohai Sea one of East Asia’s “pollution hotspots” and has a special demonstration site in the zone (under UNDP/IMO implementation).  Liaoning Province, with a population of 42 million people and an economy based primarily on heavy industry, is a major contributor to pollution and wetland loss in the Bohai Sea area.  The Province, with the assistance of the European Union, completed the “Liao River Basin Plan” in 2002.  The Plan establishes the water pollution control priorities for the basin and pollution reduction into the Bohai Sea.  Liaoning, like other provinces in northeast China, lags behind the economically dynamic coastal provinces in China but holds great promise for future economic development with its abundant natural resources, strong industrial base, and well-educated labor force.  The Chinese government has initiated an ambitious program for the economic revitalization of northeast China and has requested the World Bank to provide financing for urban infrastructure improvements in Liaoning Province.
2.  Project Rationale 
The baseline Liaoning Medium Cities Infrastructure Project (LMC) would finance, inter alia, priority investments in wastewater and solid waste management for eight cities that discharge their wastes into the Bohai Sea.  The proposed baseline project is strategically formulated within the context of the Sustainable Development Strategy for the Seas of East Asia (SDS-SEA) prepared by PEMSEA, and responds to the pollution control priorities identified in the Liao River Basin Plan.  Much of the water pollution in Liaoning is generated from medium-sized cities, which is the focus of the project.  LMC also forms an integral part of the National Government and Liaoning Province’s plans for economic revitalization of northeast China in an environmentally sustainable manner.  The incremental GEF funding would provide international expertise to address the most difficult pollution control problems under LMC, and to develop innovative methods for capacity-building and utility supervision for cities through provincial agencies.  LMC is planned to be presented to the World Bank Board around mid-2006.
3.  Objectives
The project’s objectives are to reduce land-based pollution in the Bohai Sea, and contribute to the economic and ecological revitalization of Liaoning Province by improving service levels in water, wastewater, and solid waste management through the provision of infrastructure and enhancement of utility performance.

4.  Outputs


The Urban Environmental component of the LMC has the following expected outputs and estimated costs.
Water Pollution Control Infrastructure (US$168 million): Construction of wastewater collection systems, treatment plants, and water reuse facilities in the following cities: Fushun, Tieling, Yingkou, and Panjin.

Water Supply Infrastructure (US$98 million): Rehabilitation of water distribution systems and upgrading of water treatment plants in the following cities: Fushun, Liaoyang, Anshan, Haicheng, Xincheng, and Tieling.  (Not included in the “GEF project” financing estimates on the cover sheet of this proposal)
Solid Waste Management Infrastructure (US$65 million): Development of solid waste collection, transfer, and landfill facilities in the following cities: Fushun, Liaoyang, Xincheng, Yingkou, Huludao, and Panjin.  The component also includes activities to close existing landfills that generate large quantities of high-concentration wastewater.
Capacity-Building and Institutional Development (US$12.5 million): Technical assistance would be provided for the following activities: a) Design Review and Advisory Services; b) Fushun Water Supply Master Plan; iii) Pilot Pollution Control Projects (GEF-supported); c) Utility Capacity and Regulation (GEF-supported); and d) Small City Environmental Planning and Feasibility Study preparation (GEF-supported).
The following LMC subproject cities are located on the coast of the Bohai Sea: i) Yingkou, ii) Panjin, iii) Huludao, and iv) Xincheng, while the remaining cities are located slightly inland and on rivers which discharge into the Bohai Sea: v) Tieling, vi) Fushun, vii) Liaoyang, and viii) Anshan.  Thus any pollution control activities implemented under the project would result in an immediate reduction of pollution into the Bohai Sea.
B - Country ownership

1. Country Eligibility
China is eligible for GEF assistance under the International Waters Focal Area through the World Bank.


2. Country Driven-ness
Liaoning Province has requested the World Bank and the GEF to co-finance LMC in order to learn and apply international best practice and innovative approaches to wastewater and solid waste management, and then replicate this experience throughout the province through development of a province-wide utility capacity-building and supervision program.  China’s Ministry of Finance has confirmed that the project is a national priority for World Bank and GEF assistance.  Local communities have been notified of and briefed on the project through the newspapers, libraries and consultative meetings and have expressed their support for it.

The project is consistent with China’s strategy for reducing municipal liquid and solid waste pollution, which stresses adequate pricing, service expansion and operational efficiency.  It is also consistent with the trans-boundary diagnosis and strategic recommendations of the PEMSEA-facilitated SDS-SEA, which China has endorsed.

C - Project and Policy Conformity


1. Project Conformity 
Conformity with OP 10:
The proposed GEF-funded activities under the LMC are consistent with the GEF’s Contaminant-based Operational Program (OP) 10, within the International Waters Focal Area, in that it would demonstrate and encourage replication of innovative and best practice options to overcome the barriers to reducing land-based contamination of an international water body, the Bohai Sea.  To ensure that the Fund adds value, it seeks to finance activities within the Bank-financed projects that would not otherwise occur were it not for the additional GEF funding.  
Conformity with overall Strategic Partnership Investment Fund criteria:
· The Strategic Partnership Investment Fund Brief for Pollution Reduction in the Large Marine Ecosystems of East Asia, scheduled for submission to the GEF Council in November 2005, is still under formulation, but the general criteria for financing have already been defined.  Pollution reduction components of World Bank projects that are most likely to receive GEF co-financing under the Fund typically meet one or more of the following criteria: (i) would be located within the coastal watersheds of one of the six East Asian LMEs: East China Sea, South China Sea, Yellow Sea, Sulu-Celebes Sea, Gulf of Thailand, and the Indonesian Seas.  The Fund would focus mainly on pollution hot-spots in the coastal areas of China, Indonesia, Philippines, Vietnam and Cambodia; (ii) would demonstrate an innovative technical, institutional, or financial mechanism to combat land-based water pollution, and/or would remove a significant technical, institutional, or financial barrier that reduces cost-effective investments in pollution control in that location; (iii) would have high likelihood of replication and/or scalability in that country and/or more widely in East Asia coastal regions; (iv) would be unlikely to proceed unless grant financing from GEF were allocated to it; (v) would have necessary co-financing available; (vi) would have been endorsed by the proposing country’s GEF focal point, and (vii) would meet all relevant World Bank appraisal criteria.

The proposed GEF-funded activities under the LMC meet the criteria listed above.  The first GEF-supported component, pilot projects supported by GEF technical assistance, would address critical pollution control problems faced by cities throughout Liaoning and the region, and demonstrate new approaches using international best practice.  The second GEF supported component (utility capacity and regulation) would help disseminate experiences gained under the pilot by developing a provincial-wide program for capacity building and supervision of city-level water, wastewater, and solid waste utilities.  The third GEF-supported component (Small Cities Environmental Planning and Feasibility Studies - FS) would promote replication of pollution control activities by undertaking a province-wide environmental planning study for small towns and preparing feasibility studies for at least two small towns for financing under a proposed LMC-2 project.

Conformity with GEF Strategic Priorities:
The project is consistent with GEF Strategic Priorities (SP) 1 and 3 (FY03 - 06) for the International Waters Focal Area.  With respect to Priority 1, it would facilitate the efforts of a nation that signed the Putrajaya Declaration of Regional Cooperation for the Sustainable Development of the Seas of East Asia to mobilize financial resources for implementing policy/institutional reforms and stress-reducing investments to address a priority trans-boundary water issue (land-based pollution of a shared water body) that is highlighted in the declaration.  Furthermore, as called for by Strategic Priority 1, these resource mobilization efforts are mainstreamed into the regular program of a GEF agency, in this case the World Bank, under the framework of a Strategic Partnership among nations and the GEF agencies that supports the World Summit on Sustainable Development’s Plan of Implementation.  
With respect to Strategic Priority 3, the project would demonstrate the feasibility of innovative institutional mechanisms and technical solutions to accelerate investment in facilities that reduce the contamination of an international water body.  Moreover, it would contribute to the Global Program of Action for reducing contaminants from land-based activities.

2. Project Design

Problem Statement


Unprecedented economic growth in East Asia has resulted in rapid urbanization, especially in coastal cities.  The urban population concentration in coastal regions has caused the seas of East Asia to largely bear the brunt of the environmental impact of this development.  The result is that land-based pollution of East Asia’s seas, coasts, estuaries and rivers is a severe problem that is well recognized by the countries in the region, particularly China.  
As presented in the Liao River Basin Plan (2002), the Basin, which discharges into the Bohai Sea, is one of the most polluted river basins in the world.  Chinese national water quality standards (GB3838-2002) define five categories of river quality, from I to V, where V is the lowest.  All main river reaches in the Liao River Basin are currently Category V for COD and ammonia nitrogen, and several fail for BOD.  In addition to these parameters the principal pollutants are heavy metals, oils, and phenols.  These problems are comprehensively presented in the “Liao River Basin Plan”.
The GEF-funded “Bohai Sea Environmental Risk Assessment” (2005), clearly showed various risks to the ecosystem and human health.  The Study showed a significant decline in capture fisheries and natural wetland habitat.  The primary cause of the decline in fisheries was commercial over-fishing.  Oil field development was the primary reason for the decrease in natural wetlands, with the secondary cause being land reclamation into agriculture, ponds, and salt fields.  The prioritization of human health and ecological risks from pollutants was based on the estimated magnitude and spatial extent of the risk.  Priority human health risks were fecal coliforms in waters and shellfish tissue, and toxins in shellfish caused by harmful algal blooms.  Priority ecological risks included total suspended solids, lead, and oil pollution, while dissolved inorganic phosphorous, chemical oxygen demand, and cadmium needed management in particular areas.  A persistent ecological problem in the Bohai Sea was the occurrence of harmful algal blooms, which have been increasing in frequency in the past decade.  The algal blooms were associated with nutrient enrichment and resulted in anoxic conditions which led to the death of aquatic organisms and human health risks from diarrheic shellfish poisoning and paralytic shellfish poisoning.  
Baseline Scenario

In the worst case scenario, i.e. no World Bank project, the continuing high levels of pollution in the Liao River Basin and degradation of the Bohai Sea would continue unabated.  In the baseline scenario, i.e. with the Bank project but without GEF co-financing, LMC would still finance high priority water pollution, water supply, and solid waste infrastructure, but the most complicated issues such as reducing landfill leachate (Yingkou), appropriate public-private partnerships (Panjin), industrial wastewater management (Fushun) and wetland management (Panjin), would take longer to resolve and international best practice may not be followed.  As importantly, the capacity building for the numerous city-level utilities and the provincial level regulatory supervision would not take place, and the performance of the infrastructure investments may be less than optimal, resulting in less effective pollution control.  Important opportunities for disseminating and replicating experiences from the pilot projects and LMC would be foregone if GEF funding were not available. 

The baseline financing status of the Liaoning Medium Cities project is expected to be US$ 355 million, of which US$245 million would finance wastewater management, and solid waste management (including landfill closure and leachate management, which is a water pollution issue).  The remainder would finance transport.  The leveraging of GEF funds would therefore stand at approximately 5 to 245, or 1 (GEF) to 49 (WB and Government).  The project is at preparation stage, and is expected to be appraised in January 2007, and submitted to the World Bank Board in March 2007.  
GEF Alternative Scenario

Under the GEF alternative scenario, additional GEF co-financing of US$ 5 million would support a significant enhancement of the liquid and solid waste subprojects through Component 4 (Project Management Support and Capacity Building) as follows:

Component 4.C-Demonstration Projects Associated with LMC: GEF would provide technical assistance to develop appropriate state-of-the-art solutions for LMC related subprojects.  GEF funds would not be used to fund activities that are normally associated with a standard TA contract financed under the loan.  The list below shows the priority demonstration projects for LMC:
Yingkou Landfill Remediation: Yingkou is a coastal city and the existing landfill is located in the mid portion of a hill valley, causing serious leachate migration problems, and would be closed under the project.  From observation, leachate migration is causing significant environmental impact to local surface and groundwater qualities and serious impacts to the Bohai Sea.  The landfill is also receiving heavy metal sludge from a local tannery.  Thus, there is an urgent need to reduce leachate pollution from the existing landfill during site closure.  GEF funding would be used to introduce and develop best practices for reducing this source of pollution in Yingkou, thereby minimizing potential long term impacts to the water quality of the Bohai Sea.  
Fushun Water Pollution Control: The question of how best to deal with large industrial discharges within a municipal wastewater catchment area is a complex and common problem in China.  Fushun has separate collection systems for municipal wastewater and industrial wastewater.  The municipal wastewater is treated at the 250,000 m3/d Sanbaotun WWTP.  Large industries in Fushun are required to treat their wastewater to a certain standard and then discharge treated effluent into the Shenfu canal which is used for downstream irrigation purposes.  Shenfu Canal, however, is still highly polluted, indicating serious problems with the industrial wastewater management system.  GEF funding would be used to identify and evaluate alternative approaches to industrial wastewater management and implement pilot projects, potentially including: i) pre-treatment for toxic industrial wastes only and then discharge into the municipal wastewater treatment; ii) on-line monitoring of industrial discharges at select industries; etc.
Panjin Wastewater Private Sector Participation:  Panjin is actively pursuing private sector participation for its wastewater treatment plants.  Various options are being considered, including management contract, lease, or “build-operate-transfer” operation.  The GEF funds would be used to help study various Private Sector Participation (PSP) options and then assist Panjin in implementing the preferred option, both for the existing WWTP and the WTTP proposed to be financed under LMC.

Liao River Delta Wetland Management Action Plan:  The Liao River Delta plays an important role in reducing non-point source pollution into the Bohai Sea, and is one of the most ecologically important wetlands in the world.  The wetland area is under severe stress due to habitat destruction, oil pollution, and modifications in the hydraulic regimes.  The proposed Action Plan would aim at restoring and enhancing the environmental qualities of the Delta through barrier removal and direct interventions, such as: i) rehabilitating drained wetland areas; ii) restoring freshwater flows to the Delta; iii) developing oil pollution control management plans, etc. 
Component 4-D: Utility Capacity Building and Regulation:  Many cities in Liaoning are working to deal, independently, with similar institutional issues related to water, wastewater and solid waste management, including: the separation of government vs. private enterprise roles; the corporate and management structure for government enterprises; business planning and management; investment planning and financing; tariff setting and collection; the nature and terms for private sector involvement; sector economic regulation; asset ownership; and staff training and development.  There are many common technical issues as well including sludge management; solid waste landfill development and closure; industrial waste management; asset management, treatment plant operations, etc.  Given the large number of cities and subprojects involved in the project, capacity-building would ideally be provided to cities through some type of provincial level organization(s).  The same provincial organization(s) could collect information on utility performance for benchmarking purposes and facilitate the establishment of a more robust provincial-level regulatory system.  GEF support would be used to provide international level technical assistance to the provincial organization through a program to “train the trainers,” develop training modules, etc.  The training and capacity building would be focused on the cities receiving funding under LMC, but could also be extended to other cities.  Case studies built upon the lessons learned from the demonstration projects above could be used to help disseminate experiences.

Component 4-E: Liaoning Small City Urban Environmental Strategic Plan and Feasibility Studies: The LMC project deals with water and sanitation issues in the medium-sized cities in Liaoning.  There are many smaller cities (100,000 population or less) which also have severe environmental issues and are expanding rapidly.  GEF funds would be used to prepare an overall “Liaoning Small City Urban Environment Strategic Plan” which would help identify and remove barriers to liquid and solid waste pollution in smaller cities.  The component would also prepare feasibility studies for wastewater and solid waste management in Xingcheng and Suizhong (located on the Bohai Sea).  Financing for small city environmental infrastructure is being planned in a follow-up LMC planned for 2008.
3. Sustainability (including financial sustainability)

The GEF funding would contribute considerably to the overall sustainability of the subprojects financed under LMC.  Under the pilot projects (Component 4-C), technical assistance would be provided to help ensure financially and operationally sustainable solutions related to public-private partnerships (Panjin), industrial pollution control in municipal wastewater systems (Fushun), landfill remediation (Yingkou), and wetland management (Panjin).  Most importantly for sustainability, the utility capacity-building and regulatory activity (Component 4-D), would enhance the capabilities of city governments and utilities to operate their environmental infrastructure in an efficient and sustainable manner.  The provincial level regulatory support system developed would provide the provincial government with the mechanism to ensure that cities are fulfilling their environmental obligations.

4. Replicability
All four demonstration projects in Component 4-C: i) landfill remediation, ii) public-private partnerships, iii) industrial pollution management within a municipal wastewater system, and iv) wetland management, have significant replication potential within Liaoning province, in the greater Bohai Sea region, and throughout China.  There are numerous landfills in China which need to be properly closed and monitored.  Properly structuring public-private-partnerships is a key priority of the Chinese government and has been the subject of a recent Ministry of Construction Circular.  How to properly manage industrial discharges within a municipal wastewater system has been flagged as a key policy issue in a recent Asian Development Bank report.  Finally, the loss of critical wetland habitat has been highlighted by the Bohai Sea Environment Risk Assessment Study as a key issue.  If the components are implemented successfully under LMC, they could be used as models for other small cities in China.
The Chinese Ministry of Construction has identified utility regulation, at both the city and provincial level, as a national priority.  The proposed Liaoning provincial level utility capacity building and regulation activity would be the first of its kind in China supported under a World Bank project.  If the component proves successful it would serve as a model for other provinces in China, and in particular along the coastline.

The project would adopt a multi-pronged dissemination and replication strategy.  First the experiences of the pilot projects in Component 4-C would be developed into case studies for dissemination through the utility capacity-building exercise under Component 4-D.  Second, the experience in Liaoning with developing provincial utility support and regulatory systems would be shared with other provinces in China through a national workshop and report to the Ministry of Construction.  Third, the experiences gained with medium-sized cities under LMC would be extended to smaller cities through the preparation of a “Liaoning Small City Urban Environmental Strategic Plan and Feasibility Studies” which could be financed under the upcoming LMC-2 project.  Fourth, given PEMSEA’s familiarity with the Bohai Sea and the situation in Liaoning Province, as a result of the work that PEMSEA has been doing as part of the Bohai Sea Environmental Management Project, PEMSEA would promote the replication of good practices and innovative technologies in appropriate areas of the region.  Finally, consistent with guidance on the GEF’s online resource (IW:LEARN), funding would be provided to officials from Liaoning to participate in the IW biennial conferences and projects would participate in IW:LEARN activities.  The project would be allocated a travel budget for Liaoning participants to share their experiences with other provinces in China and countries in the region.
5. Stakeholder Involvement / Intended Beneficiaries

There are multiple beneficiaries for LMC and GEF-funded activities including: i) urban residents in the eight LMC cities; ii) wastewater, solid waste, and water supply utilities which would benefit from the capacity-building programs under the project; and iii) provincial level agencies which would be strengthened and empowered to support and regulate city-level utilities.  During the preparation of LMC, there would be consultations with all of these key stakeholder groups, and an effort made to reach consensus on appropriate project design.  The results of the consultations would be recorded and analyzed, and a stakeholder plan would be produced as a specific block-B activity.  
6. Monitoring and Evaluation

Two of the LMC wastewater subprojects have associated wastewater treatment plants and both are on the Bohai Sea coast: i) 100,000 m3/day plant in Yingkou and ii) 100,000 m3/d plant in Panjin.  These two plants alone are estimated to reduce COD discharges by 20,000 tons per year.  The proper closure of the Yingkou landfill would also immediately reduce pollutant flows into the Bohai, and in particular chromium due to the large amount of tannery waste in the landfill.  These figures would be refined during project preparation.  Component 4-D, utility capacity-building and regulation would include a comprehensive monitoring and evaluation program focused on financial and operational performance of the LMC-associated utilities.  The M&E program would monitor influent and effluent concentrations of key parameters (including BOD, COD, SS, nitrogen, and phosphorous) to demonstrate compliance with Chinese environmental standards, as well as monitor total amounts of pollution prevented from entering the Bohai Sea for GEF purposes.  
In addition to directly reducing pollution in the Bohai Sea, an important objective of LMC is to disseminate the experience of the pilot projects and help develop the capacity of local utilities.  
M&E indicators for this objective, for example the number of workshops, and the number of presentation by Liaoning representatives at domestic and international workshops, etc. would be developed during preparation.
D - Financing

Total Estimated LMC Project Cost (Excluding Water Supply Component): US$245.0 million

1.  Counterpart Funding: $110 million

2.  World Bank: US$134.5 million

3.  Proposed GEF co-financing: $5 million

The LMC project also has an urban transportation component of approximately US$300 million, but the details are not included in this GEF proposal.

E - Institutional Coordination and Support

1. Core Commitments and Linkages

The project is a proposed component of the World Bank/Global Environment Facility Strategic Partnership Investment Fund for Pollution Reduction in the Large Marine Ecosystems of East Asia.  Its design reflects the lessons learned from the World Bank’s large portfolio of water pollution reduction projects, including the WB/GEF Danube/Black Sea Strategic Partnership.

The project would address two key themes of the World Bank’s China Country Assistance Strategy: i) accelerating the transition to a market economy through improving public sector management and delivery of services; and ii) facilitating an environmentally sustainable development process through better management of water resources.  
The project would help address two of the national governments’ highest priorities: i) economic revitalization of northeast China; and ii) ecological restoration of the Bohai Sea.  The Liaoning Provincial Government and the various cities involved in LMC are committed to preserving their ecological resources and reducing pollution into the Bohai Sea.  The Liao River Basin Plan (2002) and the “Liaoning Sea Clean-Up Action Plan” (2002) provide the policy framework for the project.

2. Consultation, Coordination and Collaboration between and among Implementing Agencies, Executing Agencies and the GEF Secretariat.

The project is part of the World Bank/GEF Strategic Partnership Investment Fund for Pollution Reduction in the Large Marine Ecosystems of East Asia, jointly developed in close collaboration with the GEF/UNDP/IMO PEMSEA initiative.  PEMSEA’s main achievement has been the development of the SDS-SEA, which was endorsed by the ministers of twelve East Asian countries in December 2003 (increased to 15 in August 2005), and which lays out a road-map for improving and sustaining the seas of East Asia.  It is on the basis of this strategy that the WB/GEF Investment Fund was created.  The Fund, therefore, seeks to fund activities within the implementation action plans of PEMSEA, and collaborate with other initiatives in the region such as the UNDP/GEF Yellow Sea and South China Sea initiatives.
During project preparation a survey of on-going related activities among other implementing agencies, executing agencies, and the GEF Secretariat would be undertaken and a plan for appropriate collaboration would be conceived.  
PEMSEA’s Secretariat has been briefed on LMC and would help to disseminate information about this project.  PEMSEA’s regional project - Implementation of the Sustainable Development Strategy for the Seas of East Asia - provides an extremely useful coordination function that the Liaoning project would seek to take advantage of in term of disseminating the lessons learnt and the replicability potential of the wetland technology for pollution reduction throughout the LMEs of East Asia.  
3. Implementation/Execution Arrangements

The implementing agency for the project would be the World Bank, through the East Asia Urban Sector Unit (EASUR), which is responsible for the overall Strategic Partnership Investment Fund.  The World Bank task team responsible for LMC would also supervise the GEF activities.
The overall execution of the project would be managed by the Liaoning Provincial Government through the Provincial Construction Commission.  The Project Management Office under the Construction Commission is called the “Liaoning Urban Construction and Renewal Project” Office (LUCPRO).  LUCPRO would manage the World Bank-funded special account under the project.  Each of the LMC subproject cities would also establish project management offices to oversee the LMC-financed works in their city.

PART II - Project Development Preparation

A - Description of Proposed PDF Activities


The activities during the PDF-B grant period are described below.  The cost estimates and contract packaging are estimates only, and will be refined later.  All activities will include the development of monitoring and evaluation (M&E) programs, stakeholder consultations plans, and also consider replication potential and strategy.
Activity 1--Environmental Monitoring and Technical Advice for Closure of Yingkou Landfill (US$75,000).  A landfill expert and a domestic environmental monitoring institute will be contracted to provide support to the preparation of the Yingkou Landfill Closure Feasibility Study (FS).  Adequate funding for environmental monitoring, particularly for groundwater and heavy metals, is not available for most Chinese domestic FS contracts.  Local design institutes have limited experience with complex remediation activities, and thus an international consultant will be contracted to provide expert input on FS preparation as well as prepare a TOR for a technical assistance assignment to be funded under the GEF grant.
Activity 2--Development of TORs for GEF-funded Activities (US$150,000): A local design institute will be contracted to prepare background studies, organize workshops, and prepare TORs for consulting assignments to be funded under the GEF grant for the following activities:

· Preparation of the Utility Capacity Building and Regulation Program;
· Identification of preferred PSP for Panjin wastewater treatment plants, and preparation of TOR for technical assistance in implementing the approach; and
· Preparation of TOR for Liaoning Small City Urban Environmental Strategic Plan and FS.
Activity 3—Liao River Delta Wetland Management Action Plan TOR: (US$25,000) A local design institute will be contracted to prepare TORs for Liao River Delta Wetland Management Action Plan which would be funded under the GEF grant.

Activity 4—Workshops (US$25,000): A series of workshops is planned to review the formulation of the GEF-funded program with various stakeholders and obtain feedback on program design.

Activity 5: International Expert Support (US$75,000): An expert, contracted through the World Bank, will provide support for these activities, including helping to structure technical assistance inputs under the GEF project.

B - PDF Block B Outputs

1. Terms of Reference for technical assistance to support the pilot projects under LMC Component 4-C: i) Yingkou landfill closure; ii) Panjin private sector participation; iii) Fushun industrial wastewater management; and iv) Liao River Delta Wetland Management Action Plan.

2. An agreed-upon institutional structure for the Liaoning Provincial Utility Capacity Building and Regulation program, and TORs for consultant services to implement the program.  (LMC Component 4-D).

3. Terms for Reference for Liaoning Small City Urban Environmental Strategic Plan and FS preparation (Component 4-E).

4. Monitoring and Evaluation Plan; Stakeholder Consultation Plan.


5. Assessment of Replication Potential and Strategy Under the Project


6. Workshop Reports.

C - Institutional Arrangements
The Liaoning Medium Cities PDF-B activities will be jointly executed by the Liaoning Provincial Government (US$275,000) and the World Bank (US$75,000).  The World Bank task team leader for the LMC will be responsible for contracting international consultants to assist Liaoning in the development of the GEF-funded activities.  The Liaoning Provincial Government will designate LUCPRO and the Provincial Finance Bureau as the responsible parties for the PDF-B grant.  LUCPRO will be responsible for contracting domestic consultants to assist in project preparation and for obtaining any necessary domestic clearances.  
D - TIMELINE & Budget

See Annex 1.  The PDF-funded activities are expected to begin immediately after GEF approval of the proposal in November 2005 and will be completed by June, 2005 which is the expected date for World Bank Board approval of the LMC project.  The budget estimate is presented below:

	Cost Estimate for Liaoning PDF-B Proposal
	Liaoning Executed
	WB Executed

	1.  Environmental Monitoring and Technical Advice for Closure of Yingkou Landfill 
	$75,000 
	 

	2.  Development of TORs for GEF-funded Activities
	$150,000 
	 

	3.  Liao River Delta Wetland Mgmt Action Plan
	$25,000 
	 

	4.  Workshops
	$25,000 
	 

	5.  International Consultant Advisor
	
	$75,000 

	Sub-Totals
	$275,000 
	$75,000 

	Total
	$350,000 
	 


Part III – Response to Reviews


A - Convention Secretariat

Comment 1.

“PM recommends pipeline entry for the concept as well as CEO approval for the Block B.”
Response 1.
Agreed 
Comment 2.

WB should consider a revision to the project name to reflect this being a subproject of the Investment Fund.”
Response 2.
The name has had the title “…under the World Bank / Global Environmental Facility Strategic Partnership Investment Fund for Pollution Reduction in the Large Marine Ecosystems of East Asia” appended to it.  


B - Other 

Comment 1.

“UNDP & PEMSEA comments on World Bank Concept/PDF-B submission: This project was reviewed from two perspectives, namely conformity with: a) the objectives and activities identified in the SDS-SEA implementation program; and b) the criteria for selection of eligible projects under the GEF/World Bank Strategic Partnership Investment Fund (the Fund).  
a) SDS-SEA Implementation Objectives and Action Programs
PEMSEA is quite familiar with the Bohai Sea and the situation in Liaoning and Shandong Provinces, as a result of the work PEMSEA has been doing in the area as part of the Bohai Sea Environmental Management Project.  The barriers to addressing the critical issue of pollution reduction from point and non-point sources in the area have been well-presented in the concept papers, and we feel that such critical issues can be successfully explored and addressed with GEF support, complementing the major investments in infrastructure that are required at these two sites.  We also are aware that the national, provincial, and local governments are committed to financing environmental infrastructure projects in the Bohai Sea region.

The […] Bohai Sea project presents an opportunity for strengthening collaboration between PEMSEA, World Bank and Bohai Sea stakeholders, with the development and implementation of the Phase 3 GEF/UNDP/PEMSEA project.  The technologies, institutional arrangements, and financing mechanisms being tested under [this] project are likely to have application elsewhere within the Bohai Sea coastal and watershed areas.  The proposed PEMSEA project is tasked with evaluating good practices and innovative technologies and promoting their replication in appropriate areas of the region.  Specifically, the proposed work involving public-private partnerships and water and sanitation facilities for small and medium-sized communities are issues in which PEMSEA is currently engaged under the GEF/UNDP/IMO MSP on PPP.  We would therefore hope to collaborate closely with the World Bank as these two projects develop.

b) Selection Criteria for Fund Projects

Our impression is that, before a project can be considered under the Fund, it must meet all 7 criteria.  Thus, in the interests of transparency, the project concepts should clearly demonstrate project eligibility.

One area that we had particular difficulty in determining conformity was Fund criterion 5, which requires the project proponent to have the necessary (capital) co-financing (for the pollution reduction infrastructure project) available.  From our experience in the Manila Bay Fund project, this means that the capital co-financing for the required infrastructure must be confirmed (i.e., World Bank has a willing, eligible borrower), before the Fund grant can be considered.  Our review noted: 

1. The Liaoning paper refers to  Liaoning Medium Cities Infrastructure 2 (LMC2) project, but does not give any information on its financing status with WB and local borrowers;”
Response 1.
The Concept now includes a paragraph on costs and timing of the baseline (non-GEF) project, and an indication of leveraging of GEF funds (see section C.2 – Project Design).
Annex 1 - Timeline and Budget: Liaoning  
	PDF B BUDGET – Part 1

	Activities
	Deliverables
	Costs (US $)
	Organization Responsible  for Deliverable
	Deadlines

	
	
	GEF PDF B
	Co-Financing
	
	

	1.  Environmental Monitoring and Technical Support for Yingkou Landfill 
	Reports
	$75,000
	$50,000
(Existing Provincial Design Institute Contact)
	LUCPRO
	May 2006


	2.  Development of TORs for GEF-funded Activities
	Terms of Reference


	$150,000
	$30,000

(Provincial and Local Government In-Kind Support)
	LUCPRO
	May 2006



	3.  Liao River Delta Wetland Management Action Plan TOR 
	Terms of Reference


	$25,000
	$10,000

(Provincial and Local Government In-Kind Support)
	LUCPRO
	May 2006



	4.  Workshops
	Workshop Reports
	$25,000
	$10,000

(Provincial and Local Government In-Kind Support)
	LUCPRO
	On-Going



	5.  International Consultant Advisor
	Advisory Report
	$75,000
	
	World Bank
	On-Going



	TOTAL


	$350,000


	$100,000
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