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NEW EU INSTRUMENT TO ATTRACT FRESH FUNDS
FOR ENVIRONMENTAL INVESTMENT
A new EU instrument – ISPA – will provide leverage financing for the large environmental
investments needed in the candidate countries prior to accession. ISPA, the Instrument for
Structural Policies for Pre-Accession, is intended to encourage other sources of finance, ranging
from private sources to international financial institutions.
One of the biggest challenges facing all
candidate countries is the
implementation of EU legislation and
compliance with those laws concerning
the environment. The costs of this
exercise are huge and the EU hopes to
be able to give a helping hand to all
candidate countries through a new
financial instrument specifically
designed to help in the environmental
area.

As part of the EU’s general reform to
prepare the Community not only for the
twenty-first century, but also for
enlargement, Member States have been
discussing a number of crucial issues
brought together in Agenda 2000. The
main issues concern reform of the
common agricultural policy (agreed at
the Berlin summit in March 1999),
reform of structural policies, budget
matters and enlargement, including
reinforced pre-accession support.

The EU further developed its
enlargement strategy in a
communication “On accession
strategies for environment: meeting
the challenge of enlargement with the
candidate countries in Central and
Eastern Europe” (COM (98) 294
final). In essence this document says,
“In partnership with the Union,
realistic, national, long-term
strategies for gradual effective
alignment should be drawn up and
start being implemented in all
applicant countries before accession,
in particular for tackling water and
air pollution.”

Financial help proposed
It is within this context that the
Commission brought forward its
proposal for financial help for
candidate countries facing large
infrastructure investment needs in both

the environment and transport sectors
in order to adopt and implement EU
laws and regulations in these two areas.

The enlargement strategies for the
environment, being developed jointly
by the candidate countries and the
Commission, identify key priority areas
and objectives to be fulfilled by the
time of accession as well as timetables
for further full compliance with EU
laws. These obligations will be
incorporated into the accession treaties.

Recognising the size of the task facing
the candidate countries, the Regulation
for an Instrument for Structural Policies
for Pre-Accession (ISPA) is aimed at
helping to ease the financial burden
imposed by acceptance of and
compliance with the Community’s
Acquis Communautaire. The ISPA
Regulation (Council Regulation (EG)
1267/1999 (OJ L 161, 26.06.1999)
complements the existing accession
partnerships and will help the
candidates to refine national
programmes for the adoption of the
Community’s Acquis relating to the
environment.

Identifying target projects
Implementing EU environmental
directives will not just be an expensive
exercise. It will need administrative
support, particularly at the beginning in
order to help candidate countries
develop an implementation strategy.
The limited resources available within
the candidate countries will need to be
focused on complying with the most
expensive environmental directives that
concern investments in relation to
drinking water supply, wastewater
treatment, air quality and waste
management.

The directives concerned are:

� Air Framework Directive
(96/62/EC) together with the new
daughter directives for specific
pollutants: The directive covers
ambient air quality levels and is
valid for ‘hot spot’ areas of air
pollution (defined according to 13
parameters listed in the directive)
and urban areas of over 200,000
inhabitants. The directive
demands that action plans be
drawn up to reduce pollution from
the 13 given pollutants to certain
acceptable levels. Air pollution
projects which promote the
prevention of climate change are a
Commission priority. Linked to
this sector is also the Large
Combustion Plants Directive
(88/609/EEC).

� Urban Waste Water Directive
(1991) The Urban Waste Water
Directive (91/271/EEC) calls for
all agglomerations greater than
2000 people to be supplied with
secondary (biological) treatment.
More stringent treatment sufficient
to reduce the phosphorous and
nitrogen load is required where the
waste water is discharged into a
sensitive area. According to the
directive, agglomerations
discharging into sensitive waters
should be given priority for
treatment. Priority will be given to
projects that provide wastewater
treatment for large agglomerations
and water discharging into
sensitive areas which have to be
defined by each country.

� Drinking Water Directive (1980,
1981, 1991):Priority for drinking
water supply will focus on projects
that: provide drinking water and
water treatment for large
agglomerations; regions with
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water-based health problems (such
as endemic hepatitis, cholera);
projects located in regions with
scare water resources or im-
portant quality problems (such as
surface water pollution, aquifers
salinisation)

� The waste framework directive
(75/442/EEC, amended by
91/156/EEC) provides the basic
definitions and principles for an
environmentally sound manage-
ment of waste. Measures should
be taken to encourage the
reduction of waste generation and
its harmful effects and, secondly,
the recovery of waste by means of
recycling, re-use or reclamation
and the use of waste as an energy
source. The fundamental principle
when recovering or disposing of
waste is not to endanger human
health and to avoid processes or
methods that could harm the
environment. Linked to this
framework directive, the main
“heavy-investment” directives to
comply with are:

• Hazardous Waste Incineration
Directive (94/67/EC)

• Municipal Waste Incineration
Directives (89/429/EEC,
89/369/EEC)

Related to all these sectors of air, water
and waste, theIntegrated Pollution
Prevention and Control Directive
(96/61/EC)has also to be considered.

The environmental clean up of old
industries (such as the remediation of
waste heaps and mining spoils) is not
included in theAcquis.The Phare post-
year 2000 structural funds programme
is intended to help fund industry-
related problems and should be used
for such projects.

Preliminary estimates on costs for
compliance with these directives for the
candidate countries is placed at around
120 - 140 billion€. As there are only
limited resources available from the
EU, candidate countries need to define
what their priorities are within these
sectors and this can be done only
through a detailed assessment based on
compliance in each candidate country.

Strategic planning necessary

The accession partnerships represent a
single framework for the
implementation of the candidate
countries’ national programmes to
prepare for EU membership. These
include a national programme for the
adoption of theAcquis (known as the
NPAA) and multi-annual pro-gramming
for all the financial resources available

from the EU for preparing for
accession.

“The idea is to assist the candidate
country in the preparation of its
accession strategy. This is important
particularly for the main framework
directives. Most of our efforts will
focus on those directives that have a
heavy investment element, such as for
waste, water and air,” explains Mr
Hervas-Soriano, from Unit XI.1
(Environmental Co-operation with
European Third Countries) within the
Environmental DG of the European
Commission.

Within the national programmes,
countries prepare concrete and realistic
implementation and investment plans.
These plans contain timetables for
transposing and implementing the
Acquis. Although the first programmes
produced last year were not always
sufficiently detailed to be able to come
up with a project list, the programmes
being designed now are expected to
assign priority to specific investment
projects and be used for applying for
ISPA financial support.

“The national plans are the starting
point. We are making no distinction
between the in or pre-in countries.
We’re treating all the candidate
countries equally. The only
differences will be on the fixed
allocations to each country, based on
criteria found in the ISPA
regulation,” says Mr Hervas-Soriano.

“Candidates, together with the
Commission, are also developing
priority environmental investment
programmes for accession (PEPAs).
This is a region-wide strategy and
investment programme streamlining
the national level programmes. It
would focus on areas such as the
Danube River and the Black Sea. The
idea is to ensure comprehensive
country and regional strategies which
can tap into the various investment
programmes available for meeting EU
legislative requirements, and not only
the ISPA financing.”

At the same time the country gap-
assessments prepared by the
Commission in 1997 and updated in
1998, assessed compliance with the
investment-heavy directives. The worst
gaps were found in the large-scale
combustion plant and air framework
directives, and the waste water and
drinking water directives. In the waste
sector, where actions needed are mainly
administrative and institutional,
considerable investment is needed for
the draft landfill directive and the

hazardous waste management
directives. This assessment has been
confirmed during the recently
completed by the Commission
“bilateral screening” exercise, a
detailed and comprehensive analytical
examination of all the EU
environmental “Acquis” country by
country.

“In the short term, we don’t expect a
list of projects from the candidates
covering the next seven years. But we
urgently need to start financing as
soon as possible in 2000. So the
Commission has already started visits
to the candidates countries — in
January and February — presenting
the ISPA draft regulation, draft
application form and telling
candidates of the need to put in their
submissions for the first lists of
projects as soon as possible. In fact,
some draft application submissions on
the basis of preliminary priority lists
have been received. We’re assessing
these, looking at where the gaps are
and helping to fill in the missing
information which is necessary in
order to receive ISPA finance. We are
at the start of the process. Some
countries, such as Bulgaria and
Slovenia for example, have already
handed us some draft applications.
But some countries were waiting for
the regulation to be adopted”says Mr.
Hervas-Soriano.

Although ISPA funding becomes
available on January 1st 2000, the
disbursement of funds is not expected
to begin until February or March 2000.
Once the decision to finance a project is
approved, the Commission is expected
to be able to make an advanced
payment up to around 20 per cent of the
project financing. This money will be
used by the recipient country in order to
start the actual work on the project. The
rest of the funding will be disbursed as
the implementation of various phases of
the project are completed. The final
payment of probably around 20 per cent
of the total funding, will be made only
when the project is completed, a report
submitted to and approved by the
Commission so as to ensure full
compliance with the funding
regulations and with the purpose of the
ISPA fund.

Details
“There are a lot of implementation
details issues which still need to be
sorted out, including what kind of
financial management should be
used. The original idea was to make
ISPA close to the cohesion fund. In
fact ISPA is seen by the Commission
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as a pre-cohesion fund facility. It is
training for the candidate countries in
the procedures that as Member States,
they will need to apply in order to
draw on cohesion funding. It is
unrealistic, as well as legally
impossible considering the existing
Commission’s Financial Regulation,
to expect candidate countries to be
able to comply with existing Cohesion
fund procedures straight away.
Decentralisation of financial
management and control will be done
progressively on a country per country
basis” says Mr Hervas-Soriano.

Each candidate country needs to decide
what its own priorities are and then
rank them. Individual state of the
environment reports will also be
produced annually by the candidate
countries and these will help in
developing implementation strategies.

“ISPA money only becomes available
in 2000, but under the Phare
programme, there is also a special
fund for the large infrastructure
transport and environment projects
known as LSIF (large-scale
infrastructure facility). The
Commission is preparing funding
from this budget, around€26 million,
split more or less equally between the
candidate countries, to help them in
preparing ISPA projects. The money
will basically help support feasibility
studies, tender documents,
environmental impact assessments
and ISPA application forms.explains
Mr Hervas-Soriano.

In transport, a framework structure,
TINA (Transport Infrastructure Needs
Assessment) already exists. Its work
centres on the establishment of
transport corridors and the
identification of corridor alignments
and the identification of additional
routes that may need financial support.

“We’d like to have a similarly
structured identity for the
environment,” says Mr Hervas-
Soriano, adding, “ We’ve already
launched a first contract aimed at
setting up an environmental TINA-
like exercise. We are finalising the

tender procedure and we want to start
work as soon as possible.”

Training ground for
Cohesion Fund
The importance of the ISPA facility is
not just centred upon money. “ISPA is
important to the candidates not only
because of the money — in fact the
amount is actually quite small
compared to the total cost assessment
of compliance— but because ISPA is
training for the candidates, preparing
them to apply EU rules,
environmental impact assessments
and other requirements. For every co-
financed project EU rules should
apply. We want to start to apply rules
similar to the cohesion and structural
funds. We want the ISPA
management to be de-centralised, but
that is something that will have to be
done progressively. Trying to apply
the de-centralised rules of the EU now
would not work. We need first to help
candidates set up the structure, the
financial controls, monitoring and
management processes. We are
assisting in the transition to full EU
procedures.”

The ISPA facility is also meant to act as
a catalyst in encouraging other financial
intermediaries to participate. “We have
very limited resources inside the
regulation. We say ISPA should be
used as a leverage fund to help bring
in or attract other resources, such as
international financial institutions
(such as the European Investment
Bank, European Bank for
Reconstruction and Development and
the World Bank) as well as private
capital and national resources. We’re
working quite closely with the EIB,
the EBRD and the World Bank to try
to ensure co-financing is in place. But
this will take time and there are also
some problems in compatibility of
rules between the EU and the
international financial

institutions,” explains Mr Hervas-
Soriano. Indeed, the ISPA regulation is
explicit in its attitude towards co-
financing and is aimed at encouraging
public-private partnerships.

“The main message from the
Commission to these countries is that
all the environmental Acquis needs to
be in place before the date of
accession. Legal transposition, which
can be considered as relatively easy,
still requires muchwork to be done in
all countries. But implementation of
these priority directives will entail
huge costs. We need to see that
candidates at the point of accession
have made the transpositions and they
have also prepared realistic
investment programmes for
implementation. Transitional
arrangements could be envisaged in
the membership negotiation process
for the main heavy-investment
directives. Because of the bulk of EU
environmental legislation to be
transposed and the cost of
implementing these directives, we
expect the environment to be one of
the main issues discussed during
negotiations,”says Mr Hervas-Soriano.

At the end of the process, however, the
main beneficiary of the transposition of
EU laws and implementation of
environmental directives will be the
citizens of the new member states.“We
are talking about human health and
the well-being of citizens. Waste
manage-ment, waste-water treatment,
air pollution all impact upon human
health and the quality of life.
Compliance with EU directives is not
just about money and big
infrastructure projects. It’s about
people. When we talk about
environmental strategies, we put
people first,” concludes Mr Hervas-
Soriano.■

The Acquis Communautaire is
available free of charge from the
following web-site:

http:/europa.eu.int/eur-lex/index.html

Draft regulation sets out priorities and objectives

The Council Regulation establishes an
Instrument for Structural Policies for
Pre-Accession (ISPA) and will provide
grant assistance to the applicant
candidate countries in the framework of
the pre-accession strategy for each
country. This strategy is based on the
accession partnerships that comprise a

single framework for the priority areas
and all available resources for pre-
accession assistance.

ISPA will be used to help the applicant
countries to align themselves with EU
infrastructure standards and to provide
part finance for environmental
measures as well as for the transport

infrastructure.

Assistance granted under ISPA will
contribute to the objectives laid down
in the Accession Partnership for each
beneficiary country and will correspond
to its national programme for the
improvement of the environment and of
transport infrastructure networks.
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Assistance will include projects, stages
of a project, which are technically and
financially independent and groups of
projects or project schemes in the field
of environment or transport. A stage of
a project may also cover preliminary,
feasibility and technical studies needed
for carrying out a project.
The priorities for the environment are
drinking water, wastewater, solid waste
management and air pollution.
Transport infrastructure projects aim to
extend TENs in order to provide good
links between the candidate countries
and the EU, inter-connection and inter-
operability of national networks with
TENs and access to such networks and
promote sustainable mobility.

Priorities for projects in this sector
concern railways, motorways, ports and
airports.

Measures taken under ISPA should be
on a scale that ensures a significant
impact in the field of environmental
protection or in the improvement of
transport infrastructure networks.
Usually the total cost of each measure
will in principle be at least€ 5million,
although in some cases the total cost
could be less. A balance will also need
to be struck between measures in the
field of the environment and measures
relating to transport infrastructure.
Assistance may also be granted for:

� Preliminary studies related to
eligible measures, including those
that are necessary for their
implementation.

� Technical support measures,
including information and
publicity actions.

Fund allocations:
The fund will operate for the period
2000-06. An indicative allocation
between beneficiary countries of the
total on the basis of population, per
capita GDP (in purchasing power
parities) and surface area. This
allocation can be adjusted to take into
account the performance in previous
years of each of the beneficiary
countries in implementing ISPA
measures and the countries’ respective

deficiencies in environment and
transport infrastructure.

Measures financed under ISPA will
comply with the provisions set out in
the Europe Agreements, including the
implementing rules for the application
of the provisions on state aids, and will
contribute to the achievement of EU
policies, particularly those concerning
environmental protection and
improvement, transport and trans-
European networks.

The Commission will help co-ordinate
measures undertaken in the beneficiary
countries under ISPA and the
operations of the European Bank for
Reconstruction and Development
(EBRD), the World Bank and other
such financial institutions be it
assistance in the form of non-repayable
direct assistance or repayable
assistance or any other form of finance.
The Commission may invite the EIB,
EBRD or World Bank to contribute to
the appraisal of measures. EU
assistance granted under ISPA may be
up to 75 per cent of public or
equivalent expenditure. The Com-
mission can increase this rate to up to
85 per cent if it believes it is needed to
realise a project essential for achieving
the general objectives of ISPA.

Preliminary studies and technical
support measures may be financed
exceptionally at 100 per cent of the
total cost. Total expenditure carried out
by the Commission or on behalf of the
Commission may not exceed 2 per cent
of the total allocation to ISPA.

To draw money from ISPA, beneficiary
countries will submit applications for
assistance to the Commission. The
beneficiary countries need by (or no
later than) January 1st 2002, to have in
place management and control systems
which ensure the proper
implementation of the assistance
granted under the regulation. They
must verify on a regular basis that the
measures financed by the EU have been
properly carried out.

Reporting requirements
The Commission will present an annual
report on the assistance granted under
ISPA to the European Parliament, the

Council, the Economic and Social

Committee and the Committee of the
Regions.

The beneficiary countries also need to
ensure that adequate publicity is given
to the measure with a view to making
the general public aware of the role
played by the Community in relation to
the measures; and potential
beneficiaries and professional
organisations aware of the possibilities
afforded by the measures.

The Commission will be assisted by a
management committee composed of
Member States’ representatives and
will be chaired by the representative of
the Commission. The EIB will have to
appoint a non-voting representative on
this committee.

Upon accession to the EU, a country
will lose its entitlement to support
under ISPA. Resources will then be re-
allocated to other applicant countries
based upon applicant countries' need
and capacity for absorbing assistance.

The Commission in close collaboration
with the beneficiary country will ensure
that participants in tendering
procedures can compete on an equal
footing, that there is no discrimination
and that the tender selected is
economically the most advantageous.

The monitoring will be carried out
through jointly agreed reporting
procedures, sample checks and the
setting up of ad- hoc committees.

Final assessment
On the basis of the results of
monitoring and taking account of the
comments of the monitoring committee,
the Commission will adjust the
amounts and conditions for granting
assistance as well as the financing plan.

A final report to the Commission will
be made within six months of
completion of the measure or stage of
each project. This final report will
contain a description of the work
undertaken, a first assessment of the
extent to which the expected results
have been achieved and other relevant
information detailed in the ISPA
regulation. ■
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