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�� Increase the number of staff dedicated to Fund management by at least two persons
(technical expert, an engineer with experience in water management and a financial
analysis). The most important task for new staff would be to manage project cycle
activities in accordance with international standards. The government should ensure
institutional autonomy and operational independence of Fund managers, subject to strong
accountability for performance. For these staff and existing Secretariat staff, a training
programme should be developed with particular focus on engineering, economic/financial
and legal skills of the personnel.
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�� Further upgrade the legislation on the Funds to harmonise the internal (within the
Government) control requirements with international standards by introducing, among
others, legal requirements for conducting legal and performance audits of the Funds by
public authorities as well as putting in place sufficient safeguards to protect the financial
management of the Fund’s resources;

�� Clearly specify auditing standards and explicitly refer to other "core" laws of Moldova in
this regard;
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sanctioning of persons who have committed violations in the management of environmental funds or
have made mistakes in the process of making decisions regardless of their position and of whether
they are or are not members of the Administrative Councils". This seems to mean that the
Administrative Councils have the right to control themselves as well which potentially involves a
conflict of interests.
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No information was provided on the scale of non-payment or delayed payments of charges, non-
compliance fees and damages by those sectors/polluters that are usually in arrears. However, this
appears to be a chronic problem related to the country’s economic situation. The low collection rate is
apparent from the pattern of transfers from local Funds to the National Fund. For example, in terms of
transfers of resources from the local Funds to the National Fund, the review team was informed that
the Chisinau Municipal Fund failed to make any transfers to the National Fund in 2000. However, it
paid in entirety in 2001 for both 2000 and 2001. The transfers from the local funds to the National
Fund have been extremely low - 18% in 1999 and 12% in 2000 of the expected local funds'
contributions were actually transferred to the National Fund. The penalty for delayed payments of
pollution charges by polluters is very high (50 minimum salaries) but rarely enforced for social
reasons. The major reason for non-payment is the insolvency and liquidation of enterprises. In
addition, municipal service companies may fail to make payments because their customers
(households, businesses and government agencies) are delinquent in their payment of user fees for

water, heat, and waste services. The most reliable source of revenue is collection of the levy on
imported fuels, which has a collection rate of 100% in 1999 and 2000.
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To date, the National Fund has used mainly grants and has covered direct expenses of the Ministry. It
pays expenses of the MECTD (equipment, travel costs, etc.) directly in response to invoices, and
disburses grants to external applicants (other governmental agencies and institutions, state-owned and
private sector enterprises, and NGOs). Grants require the recipient to provide ex post evidence to the
Fund that the amount of the grant has been used for purposes proposed in the application. As noted
earlier, the levy on imported fuels significantly increased the National Fund’s capacity to support
projects. ��
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Even when the National Fund finances investment projects, the grants provided by the Fund are often
difficult to qualify as "grants" according to the internationally-understood meaning of this word. The
financing done by the Fund resembles rather direct purchases on behalf of the government. It is the
Fund (on behalf of the Ministry) that purchases goods and services according to the public
procurement procedures and transferring them to beneficiaries (state or local administration). Often
100% of a project’s cost is covered by the Fund's resources.
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International experience shows that disbursement mechanisms allowed to public Funds should be few
and transparent. They should also be adjusted to the needs of the projects as well as to the institutional
and managerial capacity of the Funds. In fact, a great deal of capacity building is needed even to
manage grants effectively. As noted earlier, the National Fund does not disburse resources in a way
typical of public institutions managing public environmental expenditure world-wide. Moldovan
Funds do not always offer grants to beneficiaries who could then pay contractors to implement
environmental projects. Instead, the National Fund (on behalf of the Ministry) just organises tenders
for goods and services that the state or local authorities want to purchase. Hence, fundamental
organisational and management reform as well as capacity building will be needed before the Fund is
ready to operate competitive grants (let alone loans) in a manner that is understandable to foreign
institutions.
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The National Fund’s project cycle is simple and has a small number of formal elements. As noted in
Section 3, the Administrative Council plays a very strong role in project selection. �11���	������	
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The National Fund plays a passive role in identifying projects. The Fund’s budget allocation is
published at the beginning of the year and serves as the guiding instructions for potential applicants.
Applicants must request financing for projects that match one of the 14 budget categories. In addition,
applicants must be cognizant of the funding ceilings for each budget category, as the Fund is not
allowed to exceed these caps.
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During its meetings, the Administrative Council reviews the list of projects prepared by the Fund
Secretariat. The expert’s opinion is provided to the Council but is not binding. The Administrative
Council votes to accept or reject each project, with majority vote of members in attendance providing
the basis for each decision. In addition, the Administrative Council reviews MECTD and other
ministry requests for financial support for expenditures such as official travel (in-country and
international) and purchase of equipment  (computers, computer paper, etc.). These requests are not
subject to the application process nor reviewed by experts. All decisions taken by the Administrative
Council are summarised in the protocol prepared during each meeting.
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Project implementation is not evaluated. While the Fund staff reported that there had been no negative
results of project implementation to date, they noted that Fund sources had been used for purchases
not specified in the applicant’s financial plan. In such instances, the Fund has no rules on how to act
when beneficiaries breach the contract. The Fund does not impose any fines on such beneficiaries and
does not attempt to recover the amounts from the recipient for purchases that were not allowed.
Instead, the Fund may decide not to support the organisation in the future. �
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Fund and local Funds are encouraged to develop separate procedures and application forms for non-
investment and investment projects. Typically, these projects are substantially different in terms of the
applicant’s institutional status, the size and impacts of the projects, and the requirements for
additional financing to supplement resources provided by the Fund. It is recommended that maximum
funding levels (as the Fund's share in investment costs) be set to leverage other sources of financing.
Even if a project receives only a minor portion of Fund's financing, it should be subject to full
appraisal and monitoring process.

In addition, the Review Team would encourage the MECTD to separate the process of purchasing
equipment and covering costs of the Ministry from the responsibilities of the National Fund.
Gradually, this responsibility should be transferred to the regular budget of the Ministry. Funds, as
internationally understood, are financing mechanisms that select and finance priority environmental
(mostly) investment projects in accordance with national environmental priorities that bring real
results on the ground.
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