GEF-China: Dioxins Reduction from the Pulp and Paper Industry Project (P125528)

Term of Reference (TOR)
Independent Verification of BAT/BEP Investment Performance
(Ref. No. CS-10)
1. Project Background
1. This TOR is set in the context of the GEF-China “Dioxins Reduction from the Pulp and Paper Industry Project” with a grant of US$ 15 million funded by GEF. The project is implemented together by Foreign Economic Cooperation Office, Ministry of Environmental Protection of China (FECO/MEP) and the World Bank with four demonstration mills located in Zhumadian Municipality of Henan Province, Yuanjiang of Hunan Province, Nanning of Guangxi Zhuang Autonomous Region and Leshan of Sichuan Province.
2. For the purpose of protecting human health and the environment from releases of persistent organic pollutants (POPs), as well as to enforce the obligations resulting from the Stockholm Convention on Persistent Organic Pollutants, China has developed a National Implementation Plan (NIP). According to the NIP, the pulp and paper industry is one of the priority sectors to be addressed to control and reduce releases of un-intentionally produced POPs (UPOPs), especially dioxin. The main source of UPOPs related to the pulp and paper industry is the elemental chlorine bleaching section during the pulping process. Therefore, the NIP proposed a series of measures with the objective that emissions of UPOPs in pulp and paper industry should be controlled and reduced before 2015. To facilitate achievement of this objective, Chinese government has requested the World Bank to help prepare and implement the project to reduce releases of dioxins from the pulp and paper industry. 
3. FECO/MEP works closely with Provincial Environmental Protection Bureaus (EPBs) of the four provinces to supervise the implementation of project activities at the four mills. A performance based financing (PBF) scheme is adopted by the proposed project to incentivize the four mills to carry out properly their BAT/BEP investment activities to eliminate their existing elemental chlorine based on production technology. FECO/MEP has signed (or will be signing) a PBF agreement with each of the four mills to clearly define: (a) BAT/BEP investment activities at each mill; (b) an agreed grant amount; (c) project performance period, indicators and targets; (d) performance monitoring, verification and auditing arrangements; (e) project grant disbursement arrangements; and (f) non-compliance, suspension and termination conditions.
4. FECO/MEP is seeking an independent verification entity (refer as ‘IVE’) to support FECO/MEP to verify proper implementation of the PBF agreements at the four mills.
2. Objectives
5. The objectives of the IVE’s work are to verify (a) environmental performance baseline of the four mills; (b) actual implementation of BAT/BEP investment activities agreed in the PBF agreement; and (c) delivery of agreed performance targets during the one year performance period.
3. Scope of Work
6. All the works undertaken by the consultant should be confirmed as follows,
Task 1: Baseline Verification
7. The IVE is expected to collect and update baseline data and information from the selected monitoring firm with the IVE’s on-site observations, which include (a) existing environmental performance data of the four mills from related provincial EPBs; and (b) data from dioxin baseline monitoring activities. Related production information included but not limited to pulp quality, water and chemical consumption, production cost etc. shall be collected as well. The purpose of the baseline verification is to establish the environmental baseline of the mill before its BAT/BEP investment so that a comparison after the technical renovation can be attained.
8. Based on information collected, the consultant should develop the report of baseline verification. And this report should be discussed by related experts and be approved by FECO/MEP.
Task 2: Physical Verification

9. The IVE is expected to verify reality and conformity verification when the BAT/BEP investments in the mills are finished. The verification shall include (a) physical verification of completion and functionality of the construction and equipment installation of the mill’s BAT/BEP investment plan in accordance with the PBF Agreement; (b) verification of conformity of construction and equipment with detailed design and procurement contracts; (c) verification of conformity of the mill’s procurement of all goods, works and services with the PBF Agreement; (d) review of the mill’s financial records for the cumulative investment expenditures. The verification will be carried out through desk review and on-site investigation intending to certify that the mills’ technical and financial records/audited performance reports/statements/operating records and physical installations of equipment and constructions of facility have provided sufficient evidence that the mills have carried out and completed the agreed BAT/BEP investments under their PBF Agreements with FECO/MEP. The IVE will also carry out verification of conformity of installations with applicable law or regulation, and effective operation of the service.
10. Based on the verification and information collected, the consultant shall develop a physical verification report toward each mill’s BAT/BEP investment, which will serve as a supportive material for FECO/MEP to disburse the second payment to the four mills.
Task 3: Performance Verification
11. Based on physical verification of Task 2, this task is to update and verify relevant pre-agreed indicators as evidence of achievement of claimed performance. The IVE will verify all pre-agreed performance indicators through (a) review of environmental monitoring/ compliance/ complaint records of the mills at provincial and municipal EPBs and the mills’ self-monitoring records, and (b) post-BAT/BEP investment monitoring result; (c) review of production information and other benefit results of post-BAT/BEP investments; (d) update and review of the actual investment and maintenance cost for BAT/BEP innovation. For (a) and (b), the review is intended to certify that the mills are in compliance with the Wastewater Discharge Standards for the Pulp and Paper Industry (GB3544-2008), and to verify whether the dioxin target has been achieved at the four mills. For (c), the review is intended to certify benefit results from the BAT/BEP based production technology other than environmental performance. For (d), the review is to validate actual investment and maintenance cost of the BAT/BEP innovation and counterpart funding mobilized.
Methodology and Resources for the IVE’s work
12. Documentation review will typically include the following:

a) Technical records - designs, contracts, commissioning certificates, completion of works, results of environmental monitoring to verify: (i) number and quality of equipment installed and construction completed, (ii) product quality after the investment; and (c) environmental performance of the mill has met the agreed performance targets (including dioxin data).

b) Financial records/audited statements -to verify (i) actual investment costs; (ii) operating costs of new production facilities;  (iii) revenue after the investment; (iv) counterpart funding mobilized; (v) other funding received; (vi) grant contribution received

c) Suppliers/Contractors invoices – to verify (i) actual cost of individual investment activities; (ii) invoicing for the equipment/works compliant with contract specifications

13. For physical verification, the IVE will verify whether documented investment activities are actually presented at the four mills.
14. The IVE will receive and collate the reports from the selected laboratory for monitoring work, and will verify their compliance with the TORs and any supplementary instructions provided. 

4. Outputs:

15. The consultant needs to submit the following reports or materials: 
Inception Report: This report will describe the methodology and work plan of the IVE on how to perform the tasks outlined in the TOR. It shall propose a format for the subsequent Baseline, Physical and Performance Verification Reports. This report will be submitted to FECO/MEP within 30 days of the contract signing between the IVE and FECO/MEP.
Baseline Verification Reports: These reports will contain a summary of baseline conditions along with a detailed description of the pre-investment situation in each mill, and as appropriate, an update on the changes at each mills after the signing of the PBF Agreements (or completion of feasibility studies and EIAs). The most important part of the report is the baseline environmental performance, specifically dioxin monitoring results, of the mills. This report shall be submitted to FECO/MEP within 60 days of the contract signing between the IVE and FECO/MEP.
Physical Verification Reports: These reports will contain a summary of a detailed description of the physical status of the BAT/BEP investment, including status of the construction and functioning of equipment, and financial and procurement status of the BAT/BEP investments in each mill. The conclusion of the each report shall give the point to MEP/FECO whether the mill meets the requirement of the second payment or not. The reports shall be delivered to MEP/FECO within 30 days after MEP/FECO informs the consultant the concerned mills are ready for the physical verification.
Performance Verification Reports: These reports will contain a detailed description of mill conditions after the one-year performance period, completed investment activities and their financial, technical and environmental performance, specifically dioxin monitoring results. After the performance verification report is finalized, based on comments received, the IVE will issue a formal certificate and the verification report to confirm whether the mills have completed the agreed PBF investment activities and achieved the agreed performance targets. The reports and certificates shall be delivered to MEP/FECO within 60 days after the completion of one year performance period of the concerned mills.
5. Duration: 

16. The working duration of this assignment will be 3 years after the contract assignment, approximately 178 person/day.
6. Qualifications
17. Specific qualification requirements for the IVE include,
Audit firm with similar investment auditing/verification experience;
Qualifications of key staff member of the IVE include:

a) Financial specialist(s) demonstrating minimum of [5] years of auditing experience in industrial sectors and China

b) Production engineer(s) demonstrating minimum of [10] years of relevant experience in China’s pulp and paper sector

c) Environmental specialist(s) demonstrating minimum of [10] years of relevant experience in environmental monitoring, inspection and enforcement of industrial pollution in China
d) Be fluent in Chinese and English.
7. Inputs to the IVE
18. The followings are the inputs to support the IVE’s work,
a) Project Appraisal Document

b) Grant Agreement

c) Standard conditions for Grants made by World Bank

d) Disbursement guidelines for WB Loans/Grants

e) Signed PBF Agreements with the four mills

f) Project Implementation Manual

g) Signed MOUs between FECO/MEP and the four provincial EPBs

h) Relevant project related studies, e.g. feasibility studies, EIAs

i) China Wastewater Discharge Standards for the Pulp and Paper Industry (GB3544-2008)

j) Relevant final accounts of the Demonstration project;
k) Auditing report from the mills during the project period;
l) Monitoring report from the selected monitoring firm and local EPB during the project period.
8. Other support to the IVE
19. FECO/MEP will work with the provincial EPBs and the four mills to ensure that the IVE will have full access to the mills’ production sites, the mills’ financial, technical, production and environmental records, and the local EPBs’ monitoring, enforcement and complaints records if available of the four mills.

