ESTABLISHING AN HCFC
IMPORT QUOTA SYSTEM
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1. Introduction

Hydrochlorofluorocarbons (HCFCs) are ozone depiesnbstances (ODS) controlled under the
Montreal Protocol on Substances that Deplete then®2 ayer. Forty different HCFCs of
Ozone Depletion Potentials (ODPs) varying from 0.6900.52 are listed in Group | of Annex C
to the Montreal Protocdl.Due to their low ODPs, HCFCs were widely used rassitional
replacements for chlorofluorocarbons (CFCs), maveemt ODS which were phased out in
developed countries by 31 December 1995 and inlolewg countries by 31 December 2009.
In 2009 the global annual production of HCFCs reggmbto the UNEP Ozone Secretariat was
about 38,00@DP tonneg,which corresponds to about 700,0@6tric tonnes. In the same year,
the global annual consumpt?bof HCFCs was about 42,000 ODP tonnes, of whiches8B%
was attributed to developing countries. While tHeR3 of HCFCs are in the low range, large
quantities which are emitted during productionnggortation, storage and use contribute
significantly to ozone layer depletion. Since mb&IFCs are also potent greenhouse gases
having Global Warming Potentials (GWPs) in someesahousand of times higher than that of
CO, and comparable with CFC-12 (see Table 1), phas@fthese substances will not only
help in the recovery of the ozone layer, but algoicantly mitigate climate change.

Today, HCFCs are widely used as refrigerants, fdaowing agents, solvents, aerosol
propellants and fire fighting agents. Large quastiof HCFCs are also used as feedstock in
chemical processes, but according to the MontreatioPol provisions, quantities used in this
application are not counted in the consumption utation! so the HCFC production and
consumption figures quoted above do not includentjies produced or consumed as feedstock.
However, it can be assumed that HCFC quantitiedymed and used globally for feedstock
applications presently amount to about 500,000 imdgtnnes per annum. As significant
gquantities of HCFCs are used in mixtures with othZFCs or with other substances, the



Parties to the Montreal Protocol decided that gtiaatof ODS (including HCFCs) contained in
mixtures shall be part of the consumption calcatatiHowever, ODS (including HCFCs)
contained in products (including equipment) areawsttrolled?

Table 1. ODP and GWP values of the most commonly
used HCFCs and HCFC-containing mixtures

Substance or

mixture
CO; 0 1
CFC-12 1 8 500
HCFC-21 0.040 151
HCFC-22 0.055 1810
HCFC-123 0.020 77
HCFC-124 0.022 609
HCFC-141b 0.110 725
HCFC-142b 0.065 2 310
HCFC-225ca 0.025 122
HCFC-225ch 0.033 595
R-401A 0.037 1100
R-402A 0.020 2 600
R-409A 0.039 1 585
R-411A 0.048 1597
R-414A 0.034 1478
R-418A 0.053 1753

Parties to the Montreal Protocol are obliged tdofel the phase-out schedules for HCFC
production and consumption that were agreed upoB0Bi7 in Montreal (Decision XIX/6).
Figure 1 presents the phase-out schedule of HCHFGuoaption to be followed by countries
operating under Article 5(1) of the Montreal Praib@.e. developing countries).

The Montreal Protocol calculation of ODS consumption:

Consumption = Production + Imports - Exports

The Executive Committee of the Multilateral Fund the Implementation of the Montreal
Protocol requires in Decision 63/17 that from ti8& feeting of the Executive Committee (i.e.
from early 2013) onwards for all submissions of nd@FC projects, countries must confirm
that they have established an enforceable licermidga quota system for HCFC imports, and —
if relevant — also for HCFC production. Furthermaitds decision requires that the system is



Figure 1. Phase-out schedule of HCFC consumption to be
followed by developing countries
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capable of ensuring the country's compliance witl Montreal Protocol HCFC phase-out
schedule for the duration of HCFC Phase-out ManagenPlan (HPMP) agreed for that

country.

Since the majority of developing countries - pautcly low volume consuming countries - only
consume HCFCs and do not produce them, this boakibt addresses the development of
quota systems that control HCFC imports. Develomiogntries that produce HCFCs should
also establish specific quota systems for HCFC yrtion.

Executive Committee Decision 63/17

“That, for all submissions from the 68" Meeting onwards, confirmation has been
received from the Government that an enforceable national system of licensing and
quotas for HCFC imports and, where applicable, production and exports is in place

and that the system is capable of ensuring the country's compliance with the Montreal
Protocol HCFC phase-out schedule for the duration of this agreement.”

UNEP/OzL.Pro/ExCom/63/60

2. Policies facilitating implementation of HCFC phase-out

Any developing country wishing to receive assistafar the phase-out of HCFCs from the
Multilateral Fund must have its HPMP approved bg thxecutive Committee. Though all
HPMPs are prepared according to the Multilaterald-guidelines, the individual HPMPs may
contain different approaches to HCFC phase-out doase the specific conditions in the
individual country. In 2010, UNEP DTIE OzonActiorekeloped a guidebook for developing
countries entitled MCFC Policy and Legislative Options — A Guide faevigloping Countri€'s
which lists and explains in detail a range of pplaptions available to facilitate the HCFC
phase-out procedsThe options include trade and use restrictiors;afi measures, special
record keeping, reporting and labeling requiremastsvell as training and awareness raising
activities. One of the substantial measures recamdest in this guide is establishing import



quotas for HCFCs which — if effectively implementadd enforced — will ensure that the
country remains in full compliance with its comménts in phasing out HCFCs under the
Montreal Protocol.

3. Principles of an import quota system

Many developing countries established CFC impoudtagsystems in the past as part of their
strategies to comply with the Montreal Protocol’BGCconsumption phase-out schedule, so
most National Ozone Units (NOUSs) are familiar witle main principles of such systems. It is
anticipated that countries which had CFC importtgueystems in place will amend the relevant
legal provisions to adjust these systems to incld@#Cs. Nevertheless, it may be useful to
discuss the principles of import quota systems lhermdetail and emphasise certain important
features of the system which may be especiallyagieto HCFCs.

An import quota system is usually part of an Ox®rising system which has been established
in a country, although some countries may decideestablish it based on a separate
administrative order, which may be easier than alimgnthe existing ODS legislation. An
import quota can be defined as the quantity ofviddial substance (or group of substances)
covered by the quota system which is allocatedteligible importer for a given period of time
(usually for one calendar year). The eligibility the importer to receive an allocation of the
import quota and the possible allocation mechanemgliscussed in Section 4.

The objective of establishing any import quota eysts to ensure that the country will not
import more of a substance (or group of substartbes) the limit for that country according to
its relevant legislation. The sum of the quotascalted to all eligible importers should therefore
be equal to or lower than this limit. In the cas€O®S, and HCFCs in particular, the limit set
for a country by the Montreal Protocol and refléelciie the country’s national legislatidis for
total consumption, not just for import. For couasriwhich do not produce HCFCs, consumption
Is equal to imports minus exports, therefore thal tomport quota theoretically available for
allocation may be higher than the country’s condionglimit - if the country exports HCFCs.
However, except for countries witlignificant exportof HCFCs® it is recommended that the
maximum total import quota available for allocatiithin the country is equal to or slightly
lower than the consumption limit set in the reldvaational legislation. The policy options
related to establishing the HCFC import quota sysdee discussed in Section 4.

As mentioned in Section 1, HCFCs are often imporésd components of mixtures, e.g.
refrigerant blends. Therefore, quotas allocatednttividual importers should also include
quantities of HCFCs contained in mixtures to be angd. An updated list of the most
commonly used mixtures containing HCFCs, includingjr trade names and compositions, is
presented in Annex 1.

4. How to establish an HCFC import quota system

A typical process for establishing an HCFC imparbig system is presented in Figure 2 and
described below.

Some of the steps described may not be relevémt ifountry has already implemented these. It
is very important that a country wishing to eststilan HCFC import quota system already has
an ODS import/export licensing system in place thaets the requirements of Article 4B of the
Montreal Protocol. That is that it covers imponsi a&xports of all HCFCs controlled under the
Montreal Protocol, both virgin and used (which ud#s ‘recovered, recycled or reclaimed).
Since ODS contained in mixtures fall under the mgfin of controlled substances, mixtures
containing HCFCs should also be covered by thedicg system. If any of these elements are
missing in the country’s ODS licensing system,hib@d be amended to include them. If the



Figure 2. Steps to establish an HCFC import quotas  ystem

Step Il

Step I

country has no HCFC licensing system in placehiusd make an effort to establish such a
system as an urgent priority.

The Parties to the Montreal Protocol have madeifgignt efforts in the establishment and
operation of licensing systems under Article 4B tbé Protocol: as of November 2011,
182 Parties have such systems in pldemwever, in spite of this achievement, there are tw
special cases where an HCFC import quota systemgsbmantroduced independently of the
ODS licensing system:

. Countries that have not established their licensirsgem

. Countries that have a licensing system but thissdust yet cover HCFCs, and the
government expects that amending the licensingesys$t include HCFCs will take a
long time.

In both of these cases the HCFC import quotas maptroduced temporarily based on special
government orders or decrees.



It is also very important that the HCFC import/explicensing system is operational and
enforced. “Operational” should be understood to m#ally controlled by the governmental
body that has been designated in the country’slkgn to operate it.” If there are problems in
enforcement of the licensing system, these haveetaddressed before establishing the HCFC
import quota system, otherwise, the whole procadsat be as effective and the objectives of
establishing the quotas for HCFCs may not be aeliev

Step I

3 Conduct a survey to obtain data on HCFC imports and ~ exports *?

In many developing countries imports and exportsHGFCs were not controlled or even
monitored until 2009. However, developing countraggplying for HCFC-related assistance
from the Multilateral Fund are obliged to condugtv&ys to obtain data on their recent HCFC
imports and exports (e.g. for the last two or threars), since they are obliged to report the data
(Article 7 data) to the Ozone Secretariat for thsdiine years of 2009-2010 for their HPMPs.
For the purpose of establishing an HCFC import gueystem, quite detailed data on imports
and exports are needed, so a survey should betatirdowards potential importers and
exporters?® The inclusion of Customs in the survey may alsép,héut since the new
Harmonised System (HS) codes for individual HCF@ly entered into force from 1 January
2012 Customs data on specific HCFCs imports or expugg be available only if the country
has had implemented a national Customs classiitatif HCFCs based on the HS with
Customs codes extended to 8 digits or more. Howeshece the new HS codes for mixtures
containing ODS (including those containing HCFCaleead into force in 2008, the Customs
data concerning import and export of mixtures cioiig HCFCs may be quite accurate.

The relevant authority (normally the NOU) shoulchdea letter to importers, exporters and
Customs explaining the reasons for conducting tmwwey, emphasizing the importance of
providing the answers for the participation of t@mpany in HCFC import quota system
(Annex Il provides an example of a possible lettkrthe questionnaire enclosed with the letter,
potential importers and exporters should be asiguidvide the quantities of individual HCFCs
and HCFC-containing mixtures they imported duritg tprevious years. In the case of
importers, the answers should be supplementeastiple, with an estimation of quantities re-
exported or placed on the market (or acquired encttmpany’s own account) for particular
uses (e.g. refrigeration and air conditioning, folAlowing including production of polyol
premixes for polyurethane foams, solvents, aempsmluction, fire extinguishing and feedstock
and process agent uses, if any). It is recommetidgdthe relevant authority questions the
potential importers and exporters on the import exygbrt forecast for future years. Moreover,
in order to be included in the list of eligible ionpers, the potential importers should provide
proof that imports in a given period actually topkace. Such proof could be the relevant
Customs documentation where the hames of substérrcasxtures) and the quantities actually
imported are specified. In this way, the surveyofential importers and exporters of HCFCs
will not only provide data on quantities of HCF@gy imported and exported in previous years,
but also it will help the government to decide ba tountry’s total HCFC import quotas for the
forthcoming years, and identify entities eligibler fan HCFC import quota allocation — see
Steps Il and Ill, respectively. A different formaft the questionnaire should be designed if the
country decides to extend the survey to Custom#ié&ril provides suggested formats). If the
country already has reliable data on HCFC imponts exports for previous years (starting no
later than 200%), there is no strong need to conduct surveys re@h@otential importers and
exporters, or of Customs.

Step Il

3 Decide on country-wide HCFC total annual import quo  tas for the
forthcoming years

A country’s decision on its country-wide HCFC totainual import quotas for the next few
years® may be based on either:



(1) The Montreal Protocol HCFC phase-out schedutéchivis mandatory for developing
countries (or on a specific accelerated HCFC ploaseregime already agreed by the
country in the framework of its HPMP), or;

(2) The predicted decline in HCFC consumption tgkinto account data acquired from
importers and exporters of HCFCs (see Step |).

These two possible approaches to setting the #wtatial country import quotas are further
explained below:

(1) Taking the Montreal Protocol consumption limita specific agreed accelerated phase-
out regime as a basis

Even in cases where the country exports some diesntif HCFCs, it is recommended that the
total annual country-wide import quotas are setadevel that does not exceed the HCFC
consumption limits under the Montreal Protocoll{mits agreed in a specific accelerated phase
-out regime). It is also suggested that the HCF@oithquota for a given calendar year is fixed
at a level of 90% of the value resulting from th@sesumptions — simply because it would
allow for safety margin in case some importers edctheir individual quotas (i.e. a buffer).
However, from a legal perspective, it may appe#icdit for some governments to set up the
country’s official import quota at a level lowerath that allowable based on international
agreements signed by the country.

(2) Taking the actual level of imports over thet Iesv years and predicted imports in the
next few years as a basis

This approach can be applied only if the actualartgpover the last few years were distinctly
lower than the level resulting from the Montrealot®col provisions or from the agreed
accelerated phase-out regime. In such a casegtidiehnual country-wide import quotas for the
forthcoming years may be set up at levels corredipgrio the predicted levels of imports in the
forthcoming years based on the actual import data the previous years and the importers’
forecast (see Step I). When taking this approdehgbvernment may also decide to set the total
country-wide quota at a level that would allow &osafety margin of 10% or mote.

Step llI:

3 Establish a list of eligible importers and set up a mechanism for quota
allocation

Once the total annual country HCFC import quotastlie forthcoming years are determined,
the next step is to establish a list of eligiblgoorters and set up a mechanism for allocating the
quotas to the individual importers. It is stronggcommended that eligible importers are only
those entities which have imported HCFCs in the. gedditionally, it is recommended that the
quantity of HCFC (in ODP tonnes) allowed for imgoih a given calendar year is based on the
total quota and is allocated only to those eligibl@orters. The allocation principle should be
based on their historical share of the countrytaltimports of HCFCs (in ODP tonnes) over a
specific period of timé® One approach to decide on this period is to takéha basis for the
calculation the two years which form the basistha 2013 HCFC freeze level (i.e. 2009-2010)
- data on HCFC imports for the 2009-2010 periodustgally available. Another approach could
be to take two (or three) consecutive years precgetlie year of establishment of the import
guota system. Still another approach could beke #acertain period of time in the past, e.g. the
two years preceding the year when the restrictmmdHCFCs were agreed upon under the
Montreal Protocol (i.e. 2005-2006). However, ifstrapproach is taken, it would be more
appropriate to take into account the combined ingpof HCFCs and CFCs, since before 2007
developing countries could still use relativelygarquantities of CFCs. Considering that the
ODPs of HCFCs are about 20 times lower in genéiah the ODPs of CFCs, the basis for the
calculation on allocation of the quotas for indivadl importers should be calculated in metric
tonnes, although the allocation for the HCFC gsistsould always be in ODP tonnes.



Examples illustrating possible practical approaches to
the challenge of quota allocation to importers for 2013

Let us assume that a country’s annual limit for HCFCs consumption resulting from the Montreal Protocol
for the year 2013 is 17.5 ODP tonnes (equal to the country’s reported average annual consumption in
2009-2010). However, the country agreed in its HPMP to accelerate its HCFC phase-out, so its actual
limit for this year is agreed to be reduced to 15 ODP tonnes.

In addition the country decided that the total HCFC import quota to be allocated to importers in 2013,
would be 90% of the 15 ODP tonne limit = 13.5 ODP tonnes (to leave 1.5 ODP tonne buffer)

Example 1 - based on average annual imports and expo  rts of HCFCs in the period 2009-2011 '

Total average annual consumption* in the period 2009-2011 is: 19.58 - 1.48 = 18.10 ODP tonnes

So allocation of HCFC import quota to companies for 2013 is as follows:

= Company A — 26.81% of 13.5 ODP tonnes = 3.62 ODP tonnes
= Company B — 14.66% of 13.5 ODP tonnes = 1.98 ODP tonnes
= Company C — 58.53% of 13.5 ODP tonnes = 7.90 ODP tonnes

Example 2 - based on average annual imports of HCFCs  and CFCs in a specific period

So allocation of HCFC import quota to companies for 2013 is as follows:

= Company A — 30.58% of 13.5 ODP tonnes = 4.13 ODP tonnes
= Company B — 36.70% of 13.5 ODP tonnes = 4.95 ODP tonnes
= Company C — 32.72% of 13.5 ODP tonnes = 4.42 ODP tonnes

T actual period to be selected by the country

* = imports - exports



Why is it recommended that new importers should b@tligible to share the annual import
quotas? The reason is that phasing out HCFCs (dod tp this, CFCs) often meant losing
money (or even total collapse) for certain compaiheat built their business on the HCFC trade
(or previously, on the CFC trade). Taking this iattzount, allowing new importers to compete
with the existing ones on a “free market” basis ldooot be a fair approach. However, new
importers could be allowed to enter the HCFC immprtta system if the existing importers
agree to transfer their rights to them or declaat & certain part of the quantity they are elggibl
to receive is not needed by them and hence woultheaised (see Step V). Only in the latter
case could both new and existing importers be atbte compete for any ‘remaining’ quotas
on “first come, first served” basis. A useful praigin that could be included in the relevant
legislation is that quotas can be sold and tragdaden importers at prevailing market prices to
service areas of greatest need. If such an appisaaken, the new importers themselves would
need to negotiate with the old importers to buyrthjgotas. The quota allocation mechanism
described above is intended to be transparentanarid therefore is suggested that countries
apply it when they decide to establish an HCFC impgaota system, thus avoiding the “first
come, first served” approach which could be considieinfair and not transparent and which
may invite corruption.

Step IV:

3 Include the provision of establishing the HCFC impo rt quota system in the
country’s ODS legislation and start to operate this system

All of the provisions described above have to lamgtated into legal language and included in
the country’s ODS legislation — most likely in tpart that deals with the country’s ODS
licensing system. The following elements have taderessed:

(1) Principles for establishing country-wide anniraport quotas for the forthcoming years

It is recommended that in the main ODS legislathet only principles of establishing the
country-wide annual import quotas for the forthcogniyears are established. Further it is
recommended that the national authority that dedts ODS licensing (usually the Ministry of
the Environment or Ministry of Nature Protectiomdasometimes the Ministry of Finance/
Economics) is delegated to establish an annuabdgooteach year based on these principles in
the form of an official announcement that is eitheblished in the country’s Official Gazette or
placed on the Ministry’s official website by a déad specified in the legislation. The deadline
most appropriate from a practical point of view Wbhe the 30 June of the year preceding the
that in which the quota will be used (or any eartieadline) since the importers should have
sufficient lead time for submitting import declacais for the forthcoming year (see item (2)
below).

(2) List of eligible importers

It is important that the legislation requires ttia list of importers eligible to import HCFCs in
the forthcoming years, based on the principles ritest above, is published by the national
authority named in the legislation. That list slibbke published not later than 30 June of the
calendar year preceding the year when the provisioastablishing the quota system will enter
into force. The reason for setting an early pulighdeadline is to inform the relevant entities
of their eligibility for imports and to allow theio apply for a quota (see item (3) below). Such
an early deadline also allows the entities whichiemeot included in the list to submit their
relevant claims. The procedure of submission ofrrdaand dealing with claims by the
designated national authority has to be includdtienegislation.

It is recommended that the publicly available @igtligible importers does not provide details
of their maximum share of the total annual couimmgort quota resulting from their historical
share in total country imports (see Step lll). dast, the national authority should inform the
individual entities privately about their actuabsh since this information may be considered to
be commercially sensitive.

11
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(3) Procedure for allocating quotas to importers

While the mechanism of allocating quotas to impsriould be included in the country’'s ODS
legislation, it is recommended that the nationdhauity is delegated to produce an annual list
of importers eligible to receive the quotas for tiext calendar year, and that it be required to
place that list on its website in the form of afiaidl announcement. The basis for the allocation
of quotas to individual importers for a given calanyear should be their share in total country
guota for that year and their declaration about theended imports in that year. It is suggested
that the declarations should be submitted to thi#omal authority by 31 July of the year
preceding the year of imports and that the dedtaratcontain information about the quantity of
particular HCFCs and HCFC-containing mixtures (i@tmec tonnes) intended to be imported the
following year for specific uses. This informatiavill allow the national authority to calculate
the total quantity of HCFC in ODP tonnes that taetipular entity intends to import, and also to
eliminate the quantities intended for the uses Wwhice banned (if any). Based on these
calculations the allocation of quotas for the imp which submitted declarations can be
made.

If it appears that a certain number of ODP tonmesnfthe country’s total annual quota
remained unallocated, the national authority shdaddallowed either take no action (so the
quantity remains unallocated) or to announce onvébsite that any entity may apply for the
remaining part of the country’s HCFC import quotae actual approach taken by the national
authority will depend on the country’s general pplwith regard to HCFCs. If the national
authority decides to allow for ‘open bidding’ favet remaining quota, it should therefore add the
“new” importers to the list and/or change the gaathocated to the “existing” importers.

It is recommended that the ODS legislation allomparters who were given an HCFC import
quota to decide to transfer all or part of thistquo another entity, if they so desire. In such a
case, the importer has to inform the relevant nati@uthority as soon as possible and that

Checklist for NOUs

‘/ Identify the legal basis for HCFC quota system = ASAP

Identify the base years for establishing HCFC quotas =»ASAP

AN

Identify entities that imported HCFC in the baseline years and produce the list

of eligible importers, e.g. through surveys of potential importers and Customs
= by 31August 2012

Identify HCFC quantity (in ODP tonnes) imported in the base years, e.g.
through surveys of potential importers and Customs = by 31 August 2012

Publish the list of eligible importers and request them to submit applications for
quotas for the first year (2013) = by 30 September 2012

Decide on the country’s total HCFC quota for the first year (2013) and on the
share of that quota between eligible importers = by 31 October 2012

Inform eligible importers on the quotas allocated to them for the first year
(2013) = by 31 October 2012

DN N N RN

Publish the final list of eligible importers to whom quotas have been allocated
for the first year (2013) =» by 31 November 2012



authority has to accordingly amend the publisheddf entities eligible for imports in a given
calendar year.

The quotas eventually allocated to importers fahesalendar year should remain confidential
and should be privately communicated to the indigldmporters by the national authority as
soon as the relevant decision has been maderdt@nmended that the deadline for publishing
the final list of importers and providing informati to them on their import quotas is the
31 November of the year preceding the year of ingpmo the importers would be able to
submit their claims (if any).

(4) Licensing the allocated quotas

The allocation of quotas to individual importersedaot mean that they are allowed to import.
In order to initiate an import, the importer with allocated quota has to apply to the relevant
national authority for an HCFC import license. Degieg on the request from the importer, the
license may be issued either for the whole quaatibcated for a given calendar year or for part
of the allocated quantity and it may be valid aitfee the whole year or for a few months only.
Issuing a permit (or a license) for each shipmerariother possible approach (see Section 5
below). It is important to note that regardlesstbé type of license/permit, the import
consignment receipt in the entry port has to tdkeegpwithin the calendar year that the relevant
quota was assigned for.

Taking into account the Executive Committee requésgt in Decision 63/17 that the HCFC
import quota system should to be operational by&8e meeting (in practice, starting from
2013) it is strongly recommended that the NOUst gtegparations for introducing this system
as soon as possible. A “Checklist for the NOUsShswn in the box above.

5. Additional measures which may help in the enforcement of
HCFC import quota systems

Once the import quota system has been establissstlon the guidelines described above, as
part of the country’s ODS licensing system, itsrafien by the national authority named in the
relevant legislation should not create problemswelieer, the HCFC import quota system will
not work properly if there is no reporting systempilace. The competent authority has to be
aware of the actual quantities imported each yaaedh on the allocated individual quotas, since
it will not only allow for checking whether the irogs carried out by the relevant entities
followed these quotas, but it will also help toateethe future government policy with respect to
HCFCs. It is recommended that it is stated in tiESQegislation that the reports on quantities
of HCFCs and HCFC-containing mixtures imported (@mxgorted) in a given year should be
delivered to the national authority by 31 Marchha# following year.

It is recommended that if the relevant legislatibates that if the importer does not submit its
report for the previous year, if it presents adatsport, or it is involved in illegal trade in OPS
it will not be eligible for imports in the followmyear.

Apart from reporting requirements, another impdriahditional measure that may help in the
enforcement of the HCFC import quota system isbdistang a requirement for obtaining a
permit for each HCFC shipmehtThis will allow the competent authority to follostepwise
how the individual import quotas are being usedoughout the year. Obviously, also
establishing the informal Prior Informed ConserRI@) procedure with HCFC exporting
countries will help significantly in effectively epating the HCFC import quota systéh.
Training of Customs officers and importers shoutdtainly be considered as another crucial
support measure that may assist in the effectiygeimentation of such a systém.

Other effective measures that can be introducgriallel to import quotas in order to facilitate
smooth HCFC phase-down are use-bans and mandagistration of HCFC users. It the
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country so wishes, quota systems may be extendeot tonly cover HCFC substances, but also
equipment containing or relying on HCFCs — seei@e@& below for details.

6. Import quota system for equipment containing or relying
on HCFCs

Introducing an import quota system for equipmenttaiming or relying on HCFCs is
considered a very effective administrative measureh supplements the HCFC import quota
system and facilitates a smooth HCFC phase-doworditg to the schedules prescribed in the
Montreal Protocol. However, in contrast to an HARPort quota system, it is quite difficult to
establish and to manage. Moreover, under the MalnfPeotocol, equipment falls under the
general term “products”, and products containingSOéye not controlled in the Protocol (see
Section 1), therefore introducing HCFC import gsotan equipment would go beyond its
requirements. While a number of countries haveothiced such measures to monitor and
control import of equipment containing ODS or ratyion ODS, few have quota systems in
place in this respect.

The most important issue for the national authotlitst will be responsible for the system
(usually the Ministry of Nature Protection, Minigtrof Trade or Ministry of Finance/
Economics) is to obtain reliable information onuattmarket demand and market trends for
equipment containing or relying on HCFCs. The fatgp towards establishing such a system is
to introduce a requirement for importers to reortquantities of equipment of different types
containing or relying on HCFCs that were importedaigiven calendar year and either placed
on the local market or used by those companies.mdreufacturing plants, if any, should also
have an obligation to report on the quantitiescpfipment manufactured and placed on the local
market in a given calendar year, because impogsigictions on imports and at the same time
allowing local manufacturing, will be against imational trade rules, specifically those of the
World Trade Organization (WTO). In their first repcequipment importers and manufacturers
should also be obliged to provide information oruipment quantities placed on the local
market or used by the company in at least the tlagte years. Only when such detailed
information is available, the national authorityyrdecide on the establishment of the system
and on the types of equipment it would cover. Sinylas in case of HCFCs, it is unlikely to be
possible to acquire reliable information from Cumsgosince the Customs codes for equipment
do not allow for the identification of equipment ntaining HCFCs nor for detailed
differentiation between various types of equipmédviously, if the national authority feels
that it would be useful to introduce national cqdes two or more digits added to the six digits
of the applicable HS code for equipment in the dstineCustoms classification in order to
allow for identification of the number of units efjuipment of a specific type imported in a
given calendar year, such an extension of HS codgshelp in acquiring reliable data.

Another important question that has to be answkeédre an equipment import quota system is
established is whether the number of specific kayspof equipment (e.g. compressors relying
on HCFCs) should also be subject to quantitatigrictions. Since such parts are needed to
replace defective parts in already existing equiinthere is no rationale for imposing any
restrictions on them unless they will be used feseanbling new equipment. It is then
recommended that either a ban on assembling/imgfalew equipment containing/relying on
HCFCS?(if in the country concerned there are no equipnmeanufacturing plants) or a quota
system for equipment manufacturing (if there ahqulants in the country) is established along
with the introduction of import quotas for such guopent.

Once the strategic decision concerning the estabbsit of an import (and also, if relevant, a
manufacturing) quota system for equipment contgiminrelying on HCFCs has been made, it
is strongly recommended that the general rulesdtection of importers and of the baseline as
well as the methodology for allocation of quotash® selected importers (and manufacturers, if
any) will be the same as those described in Sedtiabove for the HCFC import quota system.



The only substantial difference between quota systeestablished for HCFCs and for

equipment containing or relying on HCFCs, will attin the latter systems the annual quota
will be given for units of equipment of a particutstpe, rather than HCFC quantities. Usually,

guotas are established for refrigeration, air cooing and heat pump equipment only, and in
particular for small air conditioning units.

It is worth noting that usually when a quota systemimports of equipment is introduced, the
relevant country already has a ban in place on itapaf used equipment, so the quotas for
equipment will concern only new units.

7. Example of an existing quota system for HCFCs - Australia

Australia has much experience in operating an itngoota system for HCFCs as part of the
country’s ODS import/export licensing system. AaB#r's quota is established by law and is
40% lower than the limit resulting from the Montr@aotocol consumption reduction schedule.
The system assumes a reduction of 30 ODP tonneg &wve years, with HCFC consumption
eventually phased out by 2016, apart from a snaallicing tail. The quotas are allocated to
importers based on their share of imports in thevipus quota period. No new importers are
allowed to enter the system of quota allocatiorugfiothey may purchase quotas from eligible
importers. This approach is designed to providéaogy to industry and assists enforcement
agencies, as the quotas are restricted to a smaflber of companies. The impact on
competition has been minimal because the quotasadily tradable, and indeed considerable
trading has taken place. The quota system alloesrtiporter to select the type of HCFC it
wishes to import within its quota (expressed in ODfhes) and may be used within a two year
period. The applicants have to pay AUD$15,000 foweryear license to import bulk HCFCs
and for each import the applicants need to paydlitianal fee according to the amount of
HCFC imported. The collected fees are depositeghifOzone Account’ that can only be used
for ozone protection activities in Australia.

The HCFC import quota system in Australia was basedvailability of alternatives and the
time it will take industry sectors to move to thkematives. Support was sought from the
industry prior to the measures being establisheateblver, bans on most HCFC equipment and
on disposable cylinders and licenses for the basg® and technicians that use HCFC were
introduced in parallel to the import quotas. At qmet there are some 80,000 businesses
registered under this scheme. As the result ofetimesasures, HCFC imports are now used in
Australia almost exclusively for refrigeration aaid conditioning applications, as well as a very
small quantity for fire protectiof?.

Australia has also introduced a licensing systemirfgport of pre-charged HCFC equipment,
though no quotas have been established.

8. Lessons learnt from the operation of the quota system for
HCFCs -The European Union

In the Regulation 2037/2000 (in 2009 it was repliaegth Regulation 1005/2009) the European
Union (EU) introduced a quota system for placingR@S on the market by producers and
importers or using HCFCs for their own purposese T¢tal HCFC limit for the EU for each

year was determined in the Regulation. The quota® allocated to importers which imported
HCFCs in 1999 based on their market share in that.yFor importers from new Member
States, which acceded to the EU in 2004, the baaesywere 2002 and 2003. The following
allocation mechanism was laid down in the EU legish?* (transfer of quotas was allowed
provided that the European Commission was informed)
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. Eligible importers, i.e. those listed in the relev&ommission Decision, could apply for
HCFC quotas for the forthcoming year. If any imporntitled to do so did not apply for
a quota, the remaining HCFC quantities were recatled between the other eligible
importers on a proportional basis in referencénogize of the quotas already determined
for those importers.

. Reporting to the Commission on the quantities irtgubin a given calendar year was
mandatory by 31 March of the following year.

In the EU imports of HCFCs are presently bannedh(aifew exemptions), and HCFC quotas
allocated to importers for exempted uses are g@qubk requested quantities because there is no
legal ground for setting up limits. However, thedens learnt during several years of allocating
HCFC quotas to importers in the EU when HCFCs wddely used and HCFC imports were
still allowed may be useful for those countries ebhhave not yet established such quotas. The
following observations can be made:

(1) The quota system combined with licensing arel hens allowed the trade in HCFCs to
be monitored and controlled and hence to diminted $upply and demand of these
substances, so the actual consumption of HCFCharnEt) was much lower than the
consumption limit laid down by the Montreal Protbco

(2) A clear and transparent mechanism for quotacation made the HCFC import quota
system in the EU fully enforceable and operatiatedpite the large number of entities
involved. It should be emphasized that systems evtiee national authority decision on
quota allocation to a particular importer is nosdxh on clear and transparent principles
laid out in the legislation (or at least in a s@pargovernment ordnance), may lead to an
unfair share of a country’s quota between imporeis possibly to corruption.

(3) It was found that importers usually apply farder HCFC quantities than they actually
are later able to import. Thus, the quota systezates another “buffer” for the national
authorities, which facilitates keeping the totahqtity imported to the country below the
determined limit.

(4) The import quota system helps to prevent illdgade since the eligible importers would
not accept any new suppliers of HCFCs which woakkttheir market share. It was
found that any such cases - if identified by el@gimporters - were communicated to the
national authorities in the Member States or toGbenmission.

9. Conclusion

Parties to the Montreal Protocol are obliged tdofel the phase-out schedules for HCFC
production and consumption which were agreed upo007 in Montreal (Decision XIX/6).
Furthermore, submissions from Article 5 countriesréceive any further funding for HCFC
phase out beyond 2012 from the Multilateral Funlil nequire confirmation that an enforceable
national system of licensing and quotas for HCF@arts and, where applicable, production
and exports is in place (Decision 63/17).

Since the first control measure for developing d¢nes for HCFCs enters into force on
1 January 2013, Article 5 countries are therefoged to design and implement such an HCFC
gquota system without delay, that will contributeetosuring the country's compliance with the
Montreal Protocol HCFC phase-out schedule. UNEPnBztion CAP is available to assist
NOUs with this process.



Notes and References

10.

11.

12.

ODPs of the most commonly
used ODS vary from 0.055
assigned for HCFC-22 to 10.0
assigned for halon 1301. ODPE3.
for chlorofluorocarbons (CFCs)
which were replaced by HCFCs
are in the range of 0.6 to 1.0.

ODP tonnes are metric tonnes
multiplied by ODP values
assigned for ODS in the Montreal
Protocol.

The Montreal Protocol defines
consumption as production +
imports — exports.

See Decision VII/30 of the Parties
to the Montreal Protocol. 14.
Correctly understanding the term
“product containing ODS” is
therefore crucial. According to
Article 1 of the Montreal Protocol
ODS or mixture containing ODS
may be regarded as “contained ir5.
product” only if it is not in a
container used for transportation
or storage. This provision was
further clarified in Decisions
I/12A and XIV/7 of the Parties to
the Montreal Protocol.

According to WMOQ'’s Scientific
Assessment 2006

The book can be downloaded
from the OzonAction website :
http://www.unep.fr/ozonaction/
ebooks/hcfc-policy

The country may decide to set a
limit which will be more
ambitious than the one resulting
from the Montreal Protocol phase
out schedule.

Here “significant exports” can béé.
understood as exceeding 20% of
imports. 17.
As of November 2011, of the
Parties that have not reported the
establishment of ODS licensing
systems - Ethiopia, Timor Leste
and San Marino - the first two
countries have reported that they8.
are in the process of completing
it. (UNEP/OzL.Pro/
ImpCom/47/4/Rev.1).

Such an “interim” HCFC import
guota system has been introduced
in Mauritius. More information
can be obtained from Mr. Dinkar
Sharma Chamilall , Member of
National Ozone Unit, Ministry of
Civil Service and Administrative
Reforms, Port Louis, Mauritius,
Email addres s :19.
dchamilall@mail.gov.mu

If the country already included
HCFCs in its import/export

licensing system, Step | will not
be relevant for that country and
can be skipped.

“Potential importers and
exporters” group may include
dealers of industrial gases and
solvents, representatives of maj@o.
producers of HCFCs and
refrigerants, refrigeration and air
conditioning equipment

producers, foam or aerosol
manufacturing plants, big
chemical plants, dealers of
laboratory and analytical
reagents.

See the “Customs and

enforcement officers quick guide21.
Changes in the 2012 HS
nomenclature for HCFCs and
certain other ODShublished by
UNEP OzonAction in 2012.

The year 2007 was mentioned
here because this is a year when
HCFC controlled measures for
developing countries were agre&tp.
upon by the Parties to the
Montreal Protocol. However,
when selecting the base years for
allocation of quota to importers
the country may decide on taking
as a basis either years when
HCFC imports were already well
established (e.g. 2009-2010) or 23.
if data are available - earlier
years, e.g. 2005-2006 — a three
year period before agreement on
HCFC phase out was concluded —
see a detailed discussion on that
subject contained in Step lIl.

It is always set up in ODP tonnes,
not metric tonnes.

This approach is highlyA4.
recommended since it would
prevent crossing the country's
limit set up in the Montreal
Protocol if illegal import takes
place.

Allocation to only one importer
should be avoided, so in specific
cases when only one company
imported HCFC in the past
(which may be faced by th&5.
governments of countries
consuming very low volumes of
HCFCs), allocation of HCFC
quotas to new importers can be
accepted while leaving a
reasonable share of the one that
used to import HCFCs before.

For details concerning
establishing and operation of
such HCFC import permit system
see “Permits for each shipment”

section in Chapter 1 of the book
“HCFC policy & legislative
options” available on UNEP
DTIE website _http://
www.unep.fr/ozonaction/ebooks/
hcfc-policy

The iPIC procedure is described
in detail in a brochure entitled
“Informal Prior Informed Consent
on Trade in Ozone Depleting
Substances A Tool to
Strengthen ODS Licensing
Systems” published by UNEP
DTIE and available on UNEP
DTIE website _http://
www.unep.fr/ozonaction

UNEP DTIE published “Customs
Training Manual” that is available
on UNEP DTIE website http://
www.unep.fr/ozonaction and
presently is being revised to
accommodate changes in the
Montreal Protocol and in the HS
system of classification of ODS.
For details concerning such ban
see “Ban on new HCFC
installations” section in Chapter
2 of a book “HCFC policy &
legislative options” available on
UNEP DTIE website _http://
www.unep.fr/ozonaction/ebooks/
hcfc-policy

In order to learn more about the
control measures established in
Australia with regard to HCFCs
trade and use see: P. Mclnerey, S.
Anderson: Australia in Fast Lane
for HCFC Phase-out (http://
www.unep.fr/ozonaction/
information/mmcfiles/7508-e-
OASI2011 TippingtheBalance.pdf
More detailed information on the
HCFC quota system established
in Australia can be obtained from
Ms Annie Gabriel, Assistant
Director, Ozone and Synthetic
Gas Team, Department of the
Environment, Water, Heritage
and the Arts, Canberra, Australia,
e-mail address:
annie.gabriel@environment.gov.au
Commission Decision 2002/654/
EC determining the mechanism of
HCFC quota allocation to
producers and importers repealed
by Commission Decision
2005/103/EC and again repealed
by Commission Decision
2007/195/EC




ANNEX | - Updated list of HCFC-containing mixtures

(mixtures containing CFCs and HCFCs have not beeladed since imports of such mixtures has not been
allowed under the Montreal Protocol since 1 Jar0201

(HCFC = hydrochlorofluorocarbon, HFC = hydroflucasbon, PFC = perfluorocarbon, HC = hydrocarbon)

ASHRAE Other names Composition, substances Composition, %
number




ANNEX Il - Suggested formats for questionnaires and accompanying
letters to be used in a survey of potential HCFC importers and
exporters and Customs authorities

Questionnaire IMP-EXP
(for companies — potential HCFC importers or exporers)

Date and place:

Company name:

Company address:

Name, phone number and e-mail of the
person who can be contacted with

respect to this questionnaire:

Q1. Has your company imported or/and exported hydraofilsorocarbons (HCFC) or mixtures contain/ng
HCFCs in the period 2009-2012?

YES D NO D

If your answer iNO, please send back your questionnaire to the atythindicated in the accompanying
letter.

If your answer isYES, proceed with the remaining questions.
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Suggested text of the accompanying letter to be sen
importers and exporters of HCFCs with the relevant

t by the NOU to the potential
guestionnaire attached:

Based on our best knowledge we consider your coynganbe a potential importer of
hydrochlorofluorcarbons (HCFCs) or/and mixtures taonng those substances in the years
[2009-2011]. Under the Montreal Protocol on substarthat deplete the ozone lajeame of
the country] is obliged to monitor and control imports and eatpoof ozone depleting
substances (ODS), including HCFCs, also if conthimemixtures. Based on the HCFC Phase
out Management Plan (HPMP) signed by the governnoériname of the countryjtotal
consumption (imports — exports) of HCFCs in 201allsimot exceed[country’s HCFC
consumption limit for 2013 in ODP tonneSPP tonnes (one ODP tonne = one metric tonne x
ozone depletion potential of the substance). Ireiotd follow that requirement the government
of [name of the countryintends to introduce an import quota system foFB€. In that system,
companies which provide proof that they importedspecific quantity of HCFCs or/and
mixtures containing HCFCs in the period[2009-2011]will be included in the list of eligible
HCFC importers and will receive import quotas f@13 proportional to their share in total
HCFC imports in that period.

Therefore, we request that by completing the aid@uestionnaire you confirm any imports of
HCFCs or/and mixtures containing HCFCs in the mkdb[2009-2011].If such imports took
place we request you to provide the relevant dootatien including a copy of the Customs
documents confirming the name of the substanceixiure, the actual imported quantity and
the date of imports. Based on this information wi# include your company in the list of
eligible HCFC importers for 2013. The deadline $abmission of the completed questionnaire
and the copies of relevant Customs documentatifufate of deadline].

Suggested text of the accompanying letter to be sen
authorities with the relevant questionnaire attache d:

t by the NOU to the Customs

Under the Montreal Protocol on substances thatetephe ozone lay¢name of the countryis
obliged to monitor and control imports and exparfsozone depleting substances (ODS),
including HCFCs, including if contained in mixtureBased on the HCFC Phase out
Management Plan (HPMP) signed by the governmenfinafe of the country]the total
consumption (imports — exports) of HCFCs in 201allsimot exceed[country’s HCFC
consumption limit for 2013 in ODP tonneSPP tonnes (one ODP tonne = one metric tonne x
ozone depletion potential of the substance). Ireiotd follow that requirement the government
of [name of the countryintends to introduce an import quota system foFB€. In this system,
companies which provide evidence that they impogpdcific quantities of HCFCs or/and
mixtures containing HCFCs in the period[2009-2011]will be included on the list of eligible
HCFC importers and will receive import quotas f@13 proportional to their share in total
HCFC imports in that period. The evidence requestecbuntries includes a copy of relevant
Customs documentation containing information onrbene of the substance or mixture, the
actual quantity imported and the date of importse information we ask you to provide in the
attached questionnaire will help us to verify tteadon imports and exports of HCFCs during
the[2009-2011]period .

Therefore, we kindly ask you complete the attadnszstionnaire bjdate].

Notes on Annexes (p18-27)
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27.
28.

29.

30.
31.

. The period is to be selected by the author-

ity which is sending out the questionnaire

Refrigeration, air-conditioning and heat

pump sector 33.

Including quantities used for production
of polyol blends for further polyurethane

foam production. 34.
Including re-export (if any) 35.

This mixture contains HCFCs and CFCs.
It should be noted that since 1 Jan 2010

Including re-export (if any) 32.

imports of CFCs and any mixtures con-
taining CFCs shall be considered illegal.
Refrigeration, air-conditioning and heat
pump sector

Including quantities used for production
of polyol blends for further polyurethane
foam production. 36.
Including re-export (if any) 37.
HCFC-containing mixtures could have
been imported or exported also under
Customs codes related to the function of
the mixture. The following HS codes may

apply: 3814.00 (for HCFC-containing
mixtures used as solvents), 3813.00 (for
HCFC-containing mixtures used as fire-
fighting agents), though also other HS
codes could have been used by importers
or exporters.

Including re-export (if any)

This mixture contains HCFCs and CFCs.
It should be noted that since 1 Jan 2010
imports of CFCs and any mixtures con-
taining CFCs shall be considered illegal.



About the UNEP Division of Technology,
Industry and Economics

The UNEP Division of Technology, Industry and Economics (DTIE) helps
governments, local authorities and decision-makers in business and
industry to develop and implement policies and practices focusing on
sustainable development.

The Division works to promote:
> sustainable consumption and production,
> the efficient use of renewable energy,
> adequate management of chemicals,
> the integration of environmental costs in development policies.

The Office of the Director, located in Paris, coord inates activities
through:

> The International Environmental Technology Centre - IETC (Osaka, Shiga),
which

implements integrated waste, water and disaster management programmes, focus-
ing

in particular on Asia.

> Sustainable Consumption and Production (Paris), which promotes sustainable
consumption and production patterns as a contribution to human development
through global markets.

> Chemicals (Geneva), which catalyzes global actions to bring about the sound
management of chemicals and the improvement of chemical safety worldwide.

> Energy (Paris), which fosters energy and transport policies for sustainable develop-
ment

and encourages investment in renewable energy and energy efficiency.

> OzonAction (Paris), which supports the phase-out of ozone depleting substances
in developing countries and countries with economies in transition to ensure
implementation of the Montreal Protocol.

> Economics and Trade (Geneva), which helps countries to integrate environmental
considerations into economic and trade policies, and works with the finance sector to
incorporate sustainable development policies.

UNEP DTIE activities focus on raising awareness,
improving the transfer of knowledge and information,
fostering technological cooperation and partnerships, and
implementing international conventions and agreements.

For more information,

see www.unep.org/dtie
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Parties to the Montreal Protocol are obliged to fol low the phase-out
schedules for Hydrochlorofluorocarbon (HCFC) produc tion and
consumption which were agreed upon in 2007. Further = more submissions
from Article 5 countries to receive any funding for HCFC phase out beyond
2012 from the Multilateral Fund for the Implementat ion of the Montreal
Protocol will require confirmation that an enforcea ble national system of
licensing and quotas for HCFC imports and, where ap  plicable, production
and exports is in place.

Since the first control measures for developing cou ntries for HCFCs come
into force on 1 January 2013, actions to ensure an effective licensing and
guota system before this date are essential. This b  ooklet provides the
necessary information and practical guidance for de veloping countries to
design and implement a workable and effective quot a system that will
contribute to ensuring the country's compliance wit h the Montreal Protocol
HCFC phase-out schedule.




