Feasibility Study of New Terminal
Facilities in the Georgian Ports

Executive Summary and

Privatisation Concept
July 1998







m Feasibility Study of New Terminal Facilities in the Georgian Ports -
Phase 4

REPORT COVER PAGE

Project Title

Project Number :

Country

- Name

Address

Tel. number

Fax number

e-mail number

Contact person :

Signatures: ((Poti)

Feasibility Study of New Terminal Facilities in the Georgian Ports

TNREG 9603
Georgia
Local operator

Ministry of Transport of Georgia
Ports of Poti and Batumi

12, Kazbegi Ave. Thilisi
Niko Nikoladze Square 1, Poti
20, Gogebashvili st., Batumi

995 - 393 ~ 210 85 (Poti)
995 - 222 - 762 269 (Batumi)

995 - 393 - 210 85 (Poti)
905 - 222 - 762 69 (Batumi)

ina@caucasus.net (Poti)

Mr. Inaishvili (Port Director Poti)
Mr. Ninidze (1. Dep. Port Director Batumi)

EC Consultant

HPTI - Dornier - RMG Consortium
Ubersee-Zentrum,
Schumacherwerder

20457 Hamburg, Germany

+49-40-788780

+49-40-78878 178

HPTI@Compuserve.com

Wolfhard H- Arlt

(Batumi)
Date of report : July 1998
Reporting period : Phase 4
Author of report : HPTI-Dornier-RMG Team Poti and Batumi
EC M & E team

EC Delegation

TACIS Bureau
[task manager]

[name] [signature] [date]
[name] [signature] [date]
[name] [signature] [date]

Phase 4







m Feasibility Study of New Terminal Facilities in the Georgian Ports -
Phase 4

Executive Summary
and
Privatisation Concept

Executive Summary






m Feasibility Study of New Terminal Facilities in the Georgian Ports -
Phase 4 '

Feasibility Study of New Terminal Facilities in the Georgian Ports

Contents

Part 1 Executive Summary

Part 2 Privatisation Concept

Executive Summary






m Feasibility Study of New Terminal Facilities in the Georgian Ports -
Phase 4

Part 1 Executive Summary

Executive Summary






m Feasibility Study of New Terminal Facilities in the Georgian Ports .
Phase 4

Table of Contents

1.
2.

4.

Introduction
Introduction to the Phase Reports
21 Phasel
22 Phasell
23 Phaselll
24  PhaselV

Description of Tasks
3.1 Traffic forecast and review of trade, shipping and ports in the Black Sea area
3.1.1 The most viable Route
3.2 Organisational Structure
3.3  Marketing
3.4  Finance and Accounting
3.5 Analysis of the Present Port Performance
3.5.1 Port Operation
3.52 Storage Facilities
353 Labour
3.6  Assessment under Railway Engineering and Mechanical Engineering aspects

3.7 Civil Engineering
3.7.1 Port of Poti
372 Port of Batumi

3.8 Rail and Road Connections

3.9 Customs Procedures and Public Participation
3.9.1 Customs procedures
3.9.2  Advise on Public participation

3.10 Port Master Plan and Port Development Plan
3.10.1  Port of Poti
3.10.2 Port of Batumi

3.11 Planned Handling Equipment

3.12  Environmental Assessment
3.12.1 Port of Batumi:
3.12.2 Port of Poti:

3.13 Cash Flow Analyses and Financial Analysis of the Recommended Development

3.14  Privatisation Concept

Project Information

Executive Summary

© W 0 ~N O~ A W W KN NN -

— A
o O

—_
(o]

—_— A A
RN

—
(6]

- A
[e) I ¢) NN e)]

FE NI W Y
© ~ ~

e
©

NN =
o O ©

NN
W =

N
[¢)]






m Feasibility Study of New Terminal Facilities in the Georgian Ports
Phase 4

Executive summary

1. Introduction

The Project Feasibility Study of New Terminal Facilities in the Georgian Ports started in August 1998 after the
contract between the consultants and the European Union had been signed on July, 22™, 1998.

The consortium HPTI, Hamburg, Germany, Dornier System Consult, Friedrichshafen, Germany and the RMG
. Rotterdam Maritime Group, Rotterdam, The Netherlands under the leadership of HPTI had worked out
3 Reports in line with the terms of references, necessary adjustments and additional requirements. Especially
the additional requirements resuiting from the activities from other projects or private companies actions in
regard of “taking over the port of Poti or parts of it” had been fulfilled to the benefit of the Port of Poti even
without the refunds or other compensation.

The overall target of the project was to develop Port Master Plans for both Ports (Batumi and Poti), to
recommend the first investments and privatisation projects to work out a privatisation concept and to supply
tender documents. Furthermore, a recommendation for a Georgian Marine Administration should be worked
out. To avoid double workings, the consultants were requested to use existing reports and workouts and to

implement these results into their reports.

Within the project period various experts from abroad had been in Georgia, working on subjects they are
specialised in. Additionally, Georgian experts had given assistance to them.

Before starting with the explanations of the three phases, the project leader and the team leader would like to
thank all those who have helped to finalise the report. The special thanks are to be given to:

* The Minister of Transport Merab Adeishvili and his deputies for the good co-operation and
assistance

» The General Manger of the Port of Batumi Aslam Smirba and his First Deputy Djambul Ninidze
and the General manager of the Port of Poti Jemal inaishvili and his Deputy Devi Gvalia for the
day to day assistance, the hospitality and the help received from the employees of the both Port

* The Georgian Tacis TRACECA unit for the assistance

¢ The members of the GTZ team for their co-operation

» The Georgian members of the teams involved in the project in Batumi and Poti for their
engagement

» The foreign experts for their presence in Georgia and their engagement

Without the help of the before mentioned persons and especially without the help of our Georgian partners
and friends it would have been much more difficult to reach the targets and to be in line with the timetables.

Executive Summary 1
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2. Introduction to the Phase Reports

2.1 Phase |

The Phase | Report was delivered in October, 1997 and consists of 5 Volumes. The main subjects of the
Phase | Report are

s Review of Trade, Shipping and Ports in the Black Sea Area (Volume 1)

¢ Preliminary Traffic Forecast (Volume 1)

¢ Organisational Structure (Volume IIl)

 Comments on Financial Reporting Procedures (Volume 111)

e Analysis of the Present Port Performance (Volume lll)

+ Assessment under Railway Engineering and Mechanical Engineering aspects (Volume Ill)
o Civil Engineering Assessment for the Port of Poti (Volume V)

¢ Civil Engineering Assessment for the Port of Batumi (Volume [V)

+ Environmental Assessment (Volume V)

2.2 Phase ll

The Phase Il Report was delivered in February, 1998 and consists of 6 Volumes plus one voiume containing
the annexes to volume 2 and 3. Furthermore, an electronic version exists, containing in addition to the printed
volumes, tables on which the cash flow analyses are based on.

e Traffic Forecast and the Most Viable Route Connections between TRACECA and the TEN
(Volume II) ‘

e Preliminary Simulation Model (Volume I1)

¢ Organisation, Marketing (Volume il Section 1)

+ Finance and accounting (Volume Ill Section 2)

« Rail and Road connection (Volume Ill Section 3)

e Port Performance (Volume 1l Section 4) and from Phase | Report Volume |l

+ Port Master Plan and Phase Development Plan (Volume 1l Section 5)

¢ Planned Handling Equipment (Volume Ill Section 6)

« Civil Engineering (Volume IV)

« (This volume contains aiso the present port facilities out of phase | report)

¢ Environmental Assessment (Volume V)

¢ Cash Flow Analyses and the Financial Analysis of the Recommended Development for the
proposed priority investments (Volume Vi)

Executive Summary 2
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2.3 Phase lll

The Phase Il Report was delivered in May,1998 and consists of 6 Volumes and an Outline Privatisation
Concept. Furthermore, an electronic version of the report, containing a full set of all volumes, including the
volumes and sections published in Phase 2 Report, as well as all input data used for the cash flow analysis,
exists.

o Executive Summary (Volume 1)

o Traffic Forecast (see also Phase 2 Report) (Volume Il)

s Transport Simulation ( Volume I1)

" e Organisation, Marketing (See Phase 2 Report) Volume lil Section 1

» Finance and Accounting (Volume ill Section 2

¢ Rail and Road Connection (See Phase 2 Report) Volume |1l Section 3

e Port Performance (See Phase 2 Report) Volume |l Section 4

o Port Master Plan (See Phase 2 Report) Volume 1ll Section 5

* Planned Handling Equipment and Technical Specifications of Port Handling Equipment for the Ports of
Poti and Batumi ( Volume Il Section 6)

o Civil Engineering ( Volume V)

+ Civil Engineering Assessment of Existing Port Facilities (from Phase 1 Report) Volume IV Section 1

* Investment Projects for the Ports of Poti and Batumi (from Phase 2 Report) Volume IV Section 2:

o Extension of the Container Terminal of the Port of Poti (Volume 1V Section 3):

» Development of Multi-Purpose Terminal of the Port of Batumi ( Volume 1V)

¢ Environmental Assessment Volume V (See Phase 2 Report)

¢ Financial and Economic Impact Analysis (Volume VI Section 1:)

e Cash Flow Analyses and the Financial Analysis of the Recommended Development for the proposed
priority investments (from Phase 2 Report) Volume VI Section 2

e Preiiminary Cost-Benefit Analysis (Volume VI Section 3)

o Privatisation Concept

2.4 Phase IV

The Phase IV will be finished as per contract terms on July, 22" 1998 and documents will be delivered in
accordance to the terms of reference point 5, reporting.

The documents to deliver are:

— Draft Tender Documents for the Extension of the Container Facilities in the Port of Poti
— Draft Tender Documents for the Multi Purpose Terminal in the Port of Batumi

— Executive Summery and the Privatisation Concept

- Cost-Benefit Analyses (final Version)

— Updated Simulation Model

Executive Summary 3
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3. Description of Tasks

Not to go too much into details, the following tasks are the headlines of activities which were carried out on
detailed work and investigations. The scope of work and methodology was

The Evaluation, Review and Forecasting Part (Phase 1)

The Port Master Planning (Phase 2)

The Preliminary Design and Outline Specification for Tender Documents (Phase 3)
The detailed Design and Production of Tender Documents (Phase 4)

3.1 Traffic forecast and review of trade, shipping and ports in the Black Sea
area

Various interviews were held with ports, shippers, forwarders, shipping agencies and cargo routing parties. In
common , the transport industry not only in the Black Sea Region is convinced that the Ports of Batumi and
Poti will play a major role in the transit traffic to the Caucasian and the Central Asian Republics. Most of the
interviewed persons are in favour of Poti as the forthcoming transit port. Almost all of the interviewed persons
had combined the future possibilities with requirements, not only in the port areas, to be fulfilled. Improvement
required can be found in the fields of port operation, storage capacities, customs procedures. rail cars and rail
services, safety and security, tax regulation, communication and bank transfer possibilities.

The ports visited in the Black Sea Ring are better organised and better equipped than the Georgian ports.
Transit cargo is handled by all ports, but mainly cargo to or via Russia. All ports, except the black sea ports of
Turkey are interested in co-operation. The Turkish ports of Samsun and Trabzon are classic transit ports
which were loosing their transit business because of the political situation between Turkey and their
neighbours Iran and Armenia. As soon as the situation will be back to normal, the ports of Samsun and
Trabzon will try to regain their old position. For the time being, the Georgian Ports only have their strategic
position as advantage against the other port.s But this is such a great advantage, that all major forwarders
and container operators are on the move to Georgia. It is of highest importance to meet the requirements of
the transport industry specified in this report, in order to avoid losing the advantages.

The basis of the traffic forecast for the ports of Poti and Batumi should have been, in accordance with the
working plan for the project, the TRACECA project ,Regional Traffic Database and Forecasting Model".
Because the forecasting data are not available until now and the data for the base year (referring to 1995) are
not very reliable, it is not possible to proceed in the originally planned way. Therefore, other existing traffic
forecasts for the region (mainly Tacis/TRACECA studies) were examined and used for the estimate of future
ports traffic.

The traffic forecast is based on three scenarios. Scenario | may be described in short as the "best case"
based on a favourable political and economical development of the TRACECA region. Scenario || may be
stated as the "worst case". A retarded economic development and political problems are the underlying
assumptions. Between these two scenarios a third scenario (scenario Ill) describes an economical and
political development that is characterised as the "probable case".

The results of the traffic forecast indicate a total throughput of the port of Poti and Batumi of 8.1 mil tons in
the year 2002, 10.7 mil tons in 2007 and 13.8 mil tons in scenario |. In scenario Il the throughput for the year

Executive Summary 4
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2012 amounts 9.0 mil tons and in scenario Il to 11.7 mil. It is assumed that the portions of the commodities
develop the same way in all scenarios. Therefore, the share of bulk in total throughput decreases from 44 %
in 1995 to 33 % in 2012. Qil products share decreases also slightly form 40 % to 25 %. The general cargo's
share (except containers) is increasing between 1995 and 2002 but decreasing in the following period. The
reason for the up and down has to be seen in the increase of container traffic, since the container load
consists mainly of general cargo. In scenario (Il the container throughput in the year 2002 amounts to 1.2 mil
tons (that equals a share of 18 % of total throughput). In the year 2012 the throughput is 3.3 mil tons (a share
of 28 %).

Concerning the international traffic flow, the ports of Poti and Batumi are to a high degree exchangeable. The
" question whether the cargo runs through Poti or Batumi will depend on various circumstances as there are
the companies involved, the specialised offer and vacancies of the ports for commodities and the in between
competition of the ports.

In scenario 11l the throughput of the year 2012 in Batumi is 3.9 mil tons and for Poti 9.3 mil tons. The transport
modes for the hinterland traffic are to a share of about 80 % railroad and 20 % road. Bulk and oil products are
transported mainly by rail (80 % and 98 % respectively). General cargo and containers are transported within
a range of 30 to 35 % by truck. These figures are due to the assumption that the railways system will also in
future be the backbone of the transport sector.

Development of cargo throughput of the ports Poti and Batumi
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Development of container throughput in TEU
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More and detailed information about the traffic forecast are in the corresponding phase reports.

3.1.1 The most viable Route

As result can be stated that there is strong competition between the classical north routes (via St. Petersburg)
and the south TRACECA routes (via Poti or Batumi). But the Black Sea routes between the ports of Poti and
Batumi and the ports of Constanta and Varna/Burgas with the direct link from the TEN to the TRACECA
corridors will have an important role in the future concerning the economic development between Europe and
the TRACECA regions. The major routes extend from Europe to the TRACECA regions are:

From central Europe via Poland, Ukraine and Russia using TEN corridors 11, I1l, V and IX to Baku. Route 1]l
has two different branches. Route Illa is the link between TRACECA corridors and the TEN corridors IV for
rail’road and VIl on the Danube through Constanta in Romania. Route Ilib is the connection of the TEN
corridor 9 (Europe, Ukraine, Illyichevsk) with the Georgian Ports.

In addition, there is a route from middle and southern Europe to Hungary and along the Danube to Constanta
(TEN corridor IV and VII) and further to the ports of Georgia and a the sea link from the ports of Georgia
through the Bosphorus and the Mediterranean Sea to the ports of Europe.

Another route is the inland water way between the Black Sea and the Caspian Sea. A typical route using this

inland waterway is the transport with a river-sea-going vessel e.g. from a port in the Mediterranean Sea to
Turkmenbashi via the Volga-Don-Canal (via Rostov, Astrakhan).

Executive Summary 6
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3.2 Organisational Structure

In accordance with the terms of reference the study "Optimising and Reorganisation Study for the Ports of
Poti and Batumi” were studied in adopted. The developed organisational structures for the two ports are
based on profound knowledge of the GTZ Team and real port experience. The remarks given in regard to the
implementation and the overall implementation problems are reflecting the existing situation in the ports.
Remarks given in regard of responsibilities, information and supervision are in line with modern management
and organisational structures. Especially the basic principles described in chapter 2.2.3 of the above
mentioned study are of very high importance. Remarks to this are only in the field of the capability of staff and
the information flow necessary.

During the executed project planning workshops in Batumi and Poti with the managers of the two ports, the
changes necessary in future had been discussed. One important issue was the subject “to change the
attitude towards work “ In this respect, the mental barriers to overcome were discussed. We learned from
this, that it is not enough to give the persons in charge responsibilities but to make them feel responsible.
This is one of the main tasks in the whole process of changes. Even a catalogue, describing the tasks, duties
and responsibilities may not be enough. The catalogue itself may make the persons involved believe, that
everything not mentioned in this catalogue is not their responsibility. A way out could be to assist the
managers with training on the job.

Another important point is the information flow. Even a management information system (MIS), which is
definitely necessary, cannot improve the whole situation alone. Information from a MIS are normally available
after a certain period. The up-to-dateness depends on the generation of the figures and the systems behind.
The important brand new information are not in a MIS-System. These information aiso have to be made
available, though. In addition to that the managers involved have to learn that it is not enough to wait for the
arrival of information needed or expected. They have as well to be active to collect the necessary information.
In the same respect also here an existing barrier is to be overcome.

The last remark in this respect is the capability of the managers to delegate. Within the mentioned study the
items and the rules are described. But to delegate is as well to overcome a mental barrier and it seems to be,
that also in this field assistance to the management by training on the job is required.

In the Phase | report reference was made to the organisational structures described in detail in the GTZ
Project “Optimising and Reorganisation Study of Poti and Batumi' elaborated by HPC Hamburg Port
Consulting GmbH., Hamburg, dated April 4th,1996.

Meanwhile the GTZ-Team is preparing and executing training programmes based on the above mentioned
study and the additional evaluation were made in the past 4 month.

The Port of Batumi has recently declared its status as a Municipality Port. Privatisation or other changes in
regard to the structure of the Port are not visible and if they are to be expected it mainly concerns the persons
involved in. Therefore, the proposed management structure as per Phase | report will remain unchanged.

The Port of Poti is in a real change process. In respect of the forthcoming investments and the discussions
with regard to privatisation the legal status of the port has to be established and a profit centre structure has
to be developed. The management structure and system itself has to be implemented by the General
Manager of the port. This can only be done as a top to down approach and has to go hand in hand with the
improvement of the information flow and the delegation of responsibilities. Problems are in the details. To
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change the attitude towards work or rather to make persons in charge feel responsible is the key to success.
Consequently, the organisational structure has to be built in a way that real responsibility for the port and its
commercial results is given to the General Manager of the port and as a down approach result responsibility
must be delegated from the General Manager to the Department Leaders.

The Department Leaders of the different areas on which the port is producing services (production areas)
should also be responsible for the commercial results. Departments which are not directly generating
services to customers of the port should be transformed into service centres with budget responsible
manager on top.

3.3 Marketing

After the political and economical changes in Georgia, Georgian ports have to identify their role in the
country’s economy. During the Soviet period the main customers were the organisations and institutions of
the Former Soviet Union (FSU) and all port activities were planned and regulated by the government.
Nowadays ports should look for new customers themselves and should establish the organisational structure
that meets the requirements of market economy.

To meet the requirements of the future, the marketing of the two ports should be respectively strengthen. On
this subject the GTZ project is as well working. They elaborated the report about “Reorganisation of the
Georgian Ports Sector” which includes the proposals to establish a Marketing Department. This version has
been studied and in principle agreed upon. The given remarks are based on the GTZ project papers with
some additions, e.g. customer evaluation system and customer equity.

Batumi has a marketing department with 10 employees. It is not clear, what this marketing department is
really doing in respect of port marketing. In a discussion with the responsible managers it occurred that it is
more or less taken care of shipping agencies, respectively forwarding marketing but not of port marketing.
The clients of the port are identified as shipping agencies or forwarding companies. These companies are
offering their services, including the port services, to cargo or ship owners.

In Poti a marketing department is currently under development. Therefore, presently no real marketing is
existing.

3.4 Finance and Accounting

In this part the existing reports and statistics are described. Special attention are drown on the subjects
financial reporting procedures, port statistics, and the general planning data. The requirements for an efficient
financial reporting systems are described in general and in sector specific, organisational and individual level.
The work of the expert was in both ports done in a close co-operation with the GTZ team, implementing
already new structures and procedures. The necessary changes based on a weak point analysis are
described in improved procedures and other instruments.

Financial and accounting report is based on the report of HPC Hamburg Port Consultants GmbH to GTZ
Gesellschaft fiir Technologische Zusammenarbeit mbh dated February 13th,1997 and the evaluation made
by the GTZ Team during the last month. Remarks are made in regard to the organisational conditions
especially to the financial reporting procedures. The difference with the western economies and the specific
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problems to analyse figures of previous years are outlined. The analyses of the financial results and the
expenses of the main activities and the frequency of these reports for both ports are described.

The processing of data into the main ledger, the source for the completion of financial reports are made by
hand in Poti and in Batumi, is supported by EDP to a considerable extend.

The input procedures in the financial reporting system is a monthly recapitulation of the transaction journals.
In general, the value of the controls applied are doubtful.

The ports traffic statistics are limited to the handling of cargo volumes and the production of these statistics is
performed manually in both forms. The problems out of the subject "General Planning Data” in regard to the
changes from the 5 year cycle into shorter cycles and the differences between central government
requirements and ports ability are addressed.

The planning and control requirements are specified and a week point analyses with necessary changes is
outlined. Improved procedures are suggested and the changes are proposed.

The general remarks are based on profit and service centres, involvement of employees, EDP and invoicing.
In order to secure sustainabiiity of the efforts the EU is putting into the TRACECA programme, the EU
expressed its intention to foster projects that eliminate physical and organisational bottlenecks or increase
considerably the capacity of the TRACECA Transport link.

3.5 Analysis of the Present Port Performance

In this section an assessment of the present performance as well as a capacity calculation for both ports was
made.

Both ports provide 24 hours uninterrupted service 365 days per year with professionally carried out pilot and
tug services.

3.5.1 Port Operation

The prevailing way of cargo handling is the direct delivery with delivery and receipt of cargo mainly by
railway. This way of operation leads to slow performance of the ports, also due to the fact that frequent
shunting operations of the railway constitute a substantial hindrance. Also, the condition of the rail cars is
generally poor and the rail tracks in the ports are in a disastrous state.

Rail tracks are generally not paved in and cannot be crossed by forklift trucks or other mobile handling
equipment.

In Poti the part of cargo which is either being transported out of the port or being trucked to the port for
shipment is increasing steadily. Trucking is a viable solution for cargo which remains in the country.

Ferry operations are in a developing state. This applies to the traffic volume and to the available facilities. It

can be assumed that once the port provides the appropriate facilities (ramps & marshalling areas) this kind of
traffic will increase rapidly.
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The trucking business in the port of Batumi has not yet picked up a share comparable with Poti. This can also
be attributed to the geographical location and topographical environment of Batumi. The road leading from
Batumi requires a lot of skill from truck drivers to manage it, because it zigzags its way up and down through
the mountains. This disadvantage will always have an effect on the pattern of cargo passing through the port
of Batumi and its delivery or dispatch. Additionally, the port lacks suitable parking areas for trucks.

3.5.2 Storage Facilities

For Poti it must be said that number, size and layout of warehouses is insufficient for a port of the size of Poti
Port. Despite that, the warehouses are not fully utifised which has to be attributed to the prevailing system of
direct delivery. The requirements for warehousing space is expected to increase rapidly, as it can be seen in
the field of cotton exports. As a consequence of the lack of suitable storage facilities for cotton in the port ,
exporters have taken the initiative and developed their own facilities in the ‘Old Tea Warehouse'. Here, the
port tends to loose a very big business apart from loading the stuffed containers on vessels.

The port of Batumi has two warehouses which are currently being used for storage purposes. The size and
layout do not match international standards. Due to the narrow space, the buildings have been patched
together as in the case of shed No. 1 to the extend to follow a curve of the railway tracks. Nevertheless, the
sheds are under-utilised. Lack of specialised forklift-attachments and pallets are the main bottlenecks apart
from the before menticned.

In both ports the facilities for the indirect delivery mode by paving the open storage areas and providing
suitable warehouse space for the prevailing and expected types of cargo have to be improved or built. For
Batumi, an additional problem is the limited space of the port. Thus, the port cannot develop as much storage
area as might be necessary in future.

3.5.3 Labour

The ports are working in a 12 hours two shift system with a fixed number of brigades and workers in each
shift, which contributes to an inflexibility of port operations.

Due to the entire different mode of operation, the productivity of the dockers cannot be compared with
Western European standards. Considering the circumstances, the figures are quite good.

3.6 Assessment under Railway Engineering and Mechanical Engineering
aspects

In both ports, the railway have been assets in detail and the mechanical engineers have made the same for
each part of the port equipment.

The engineering parts are basically self explanatory. The general condition of the visited supra structure is
poor. The condition of the railway in the ports is, according to the railway expert, nearly at the end of their life
span. The overall situation of the two ports in regard to engineering matters is best explained in the report
itself: Civil Engineering Summary Civil Engineering Aspects - Phase 2 and 3.

Executive Summary 10



m Feasibility Study of New Terminal Facilities in the Georgian Ports -
Phase 4

3.7 Civil Engineering

3.7.1 Port of Poti

Layout

The cargo port of Poti is located at the Inner and Southern Basin and encloses an area of 49 ha. The main
adjacent areas are

o Military Marine Base

¢ Ship Yard

e Grain Milling Company

e City Centre

The Port of Poti has a port development plan dated 1994. The extensions comprise an area of &3 ha.
Furthermore, the port has in mind the Rioni River Delta area of 480 ha for further port development. At the
moment the tender process for the design and construction of a rail ferry ramp at berth no. 2 has been
closed. The construction of this ramp will be completed in 1998.

Technical Condition of Port Facilities

The condition and characteristics of the berths and storage facilities are presented in Annex 1. The water
depths at most of the quays vary between 8.0 and 12.5 m. The lengths of the berths vary between 175 and
220 m. The condition of the port roads in general is satisfactory, with the exception of the road behind berth 7
and the railway crossings. However, if the port cargo volume will increase with a substantial portion of truck
traffic the road system will not withstand heavy truck traffic. Except of berth 1, 2 and 4, the storage areas at
the northern side of the basin are mainly not paved, but consist of sand/gravel. At berth 4, a new storage area
made of concrete is presently under construction. The storage area of the container terminal is in a poor
condition. The rail tracks on the quays are not provided with pavement between the tracks and therefore
other port equipment cannot cross the area. There are only two warehouses at the Inner Basin of Poti, since
mainly all cargo is directly handled from ship into train. Two breakwaters protect the Port of Poti, a small one
at the northern, and the main breakwater on the western and southern side. The condition of the main
breakwater is very poor. A part has been subsided up to 1 meter causing a number of holes in the breakwater
block wall. Furthermore, the whole breakwater is threatened by coastal erosion.

Navigational Conditions

The Port of Poti suffers of severe siltation which is caused by the Rioni river outlet 3 km north of the port
entrance. The total discharge of sediment is estimated at 4 to 5 million tons per year. Before 1939, the river
flowed through the city and entered the sea south of the port, resulting in beach formation at this location.
After 1939, the flow of the river has been changed to the northern side of the port. By doing so, the river
sediment outflow was shifted from the southern side of the port to the northern side. As a result, on the
southern side of the port coast erosion started and on the northern side the dynamic balance has been
disturbed. The delta of the river was growing quickly in western direction, while port operations were hindered
as a result of the substantial siltation of approach channel and basins. The erosion on the south side of the
port is a serious matter of concern for stabilisation of the breakwater. Consultants propose under mentioned
investment projects for the Port of Poti:

s Extension Existing Container Terminal.
* Reconstruction of Handling and Storage Facilities at Berth 9 - 11.
* Reconstruction Aprons and Storage Areas.
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 Viability Study Grain Handling Facilities
» Development New Container Terminal.

Extension Existing Container Terminal

At present, containers are mainly handled at Berth no. 7. However, the available storage area is not sufficient.
Therefore, Consultants advise to extend the container handling facilities as much as possible on short notice.
To extend the existing container terminal the area of Berth 5 and 8, the area behind Berth 7 and Berth 12 to
14 has to be used for container handling.

The detailed cost estimations are presented as well as the drawings and other results in the corresponding

- Volumes.

Reconstruction of Handling and Storage Facilities at Berth 9 - 11

Consultants advise to create an operational handling area and a new warehouse to enable indirect cargo
handling. Therefore, the existing warehouses, buildings and the loading apron which do not meet nowadays
handling requirements should be demolished and replaced by paved open storage areas and one
warehouse. (see also Drawing 1.1 in the Phase || report).

The Port of Poti does not agree with the Consultants' proposal to demolish the existing warehouses and
intends to complete construction of the warehouse at Berth 10. Nevertheless, the demolition of the existing
warehouse is include within the proposed investment project.

A detailed cost estimate as well as the main results are presented in the corresponding Volume.

Reconstruction of Aprons and Storage Areas

Consultants advise to level the entire terminal area, especially at the quay aprons, the operational areas and
storage areas. The spaces between railway tracks have to be paved in to enable access to rolling equipment.
A detailed cost estimate as well as the main results are presented in the corresponding Phase report.

Viability Study Grain Handling Facilities

Consultants recommend to undertake a feasibility study to construct a new silo buffer at Berth 8 or
alternatively renovate the existing grain silo at Berth 15, including a new quay construction and a conveyor
belt.

Development New Container Terminal

The Port of Poti will not be able to handle the forecasted container throughput around the year 2002 just by
realisation of proposed extension of the present facilities. Considering the forecast of the years 2007
(150,000 TEU) and 2012 (290,000 TEU) it is clear that a new container terminal is required.

Within the present port perimeters, the only location to accommodate a container terminal with a capacity of
200,000 to 300,000 TEU is at the Southern Basin (Berth 14 and 15). However, further extension will not be
possible. Furthermore, this area would be the approach to the grain silo at Berth 15. Therefore, a new
container terminal at this location cannot be combined with reconstruction of the grain facilities at Berth 15.

The second option is north of the existing port outside the breakwater. This area is allocated for future port
development and offers sufficient space (400 ha). However, development of this area involves substantial
investment costs to construct infrastructure connections (approximately 8 km rail and road connections) and
a breakwater of approximately 2 km.
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Considering long term development, Consuitants advise the terminal development at the northern side, under
the condition that it is feasible. The investments for both terminal options have been worked out.

For both alternatives and the required infrastructure, a detailed cost estimate is presented in Annex 4.1. The
main results are presented in Table 1.

Table 1 Investment Costs Port of Poti

Description Total Investment Costs
(in 1000 USD)

Extension Container Terminal 11,263

of which:

— Extension Berth6 -7 8,725

- Extension Berth 12 - 14 2,538

Reconstruction Facilities Berth 9 - 11 6,585

Reconstruction Aprons and Storage Areas 7,297

New Container Terminal

- Variant South 37,435

— Variant North 31,649

- Infrastructure and breakwater 37,000

3.7.2 Port of Batumi

Layout

The Port of Batumi (founded in 1878) is located in the bay at the northern side of the city. This bay provides
the port with a natural protection to western winds and waves. The port has one basin with 11 berths and one
off-shore buoy mooring facility. The total port area encloses 13.7 ha. The layout of the port is presented in
Drawing 2.1. The main adjacent areas are

e Oil company

e Fishery Port

¢ Furniture factory
e Railway

e City

The under mentioned development plans made by the port exist
Development container terminal:

New grain elevators:

Development of RoRo ramp:

Improve hinterland railway connection:
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Technical Condition of Port Facilities

The condition and characteristics of the berths and storage facilities are presented in Annex 1. The water
depths at most of the quays vary between 8.0 and 12.5 m. The lengths of the berths vary between 175 and
220 m. With exception of some potholes, the present condition of the roads is satisfactory for the present
traffic volume. However, the roads will not withstand heavy truck traffic. The crossing with the railway line
near the railway gate is in a very poor condition. The drainage of the pavement is fairly good, which is
necessary because of the severe rainfall. The storage facilities exist mainly of warehouses, of which some
are difficult to access. The open storage areas are in general small. In general, the roofs of the warehouses
are in a good condition. Because of the severe rainfall (approximately 2,500 mm/year) in this region, the port
of Batumi puts a lot of effort in maintaining the roofs.

Navigational Conditions

The Port of Batumi is protected from western wave attack by the natural layout of the harbour bay. However,
more dangerous is the situation during the south-western storm (locally called Tjagun). It creates an
underwater current, which circles anti clockwise inside the port basin. This current makes ship manoeuvres
unsafe even with tug boats. Furthermore, the ships moored at the quays have to leave the port, because of
the dangerous ship movements the current can cause. Consultants propose under mentioned investment
projects for the Port of Batumi

¢ Reconstruction of handling facilities at berth 9.
» Reconstruction aprons and storage areas.

» Construction of Multi Purpose Terminal.

s Construction of new bridge.

Reconstruction of Handling and Storage Facilities at Berth 9

Consultants advise to create an operational handling area and a new warehouse to enable indirect cargo
handling. Therefore, the warehouse and railway tracks should be located as much to the South as possible. A
detailed cost estimate as well as main results are presented in the corresponding report.

Reconstruction of Aprons and Storage Areas

Consultants advise to level the entire terminal area, especially at the quay aprons, the operational areas and
storage areas. The spaces between railway tracks have to be paved in to enable access to rolling equipment.
A detailed cost estimate as well as main results are presented in the corresponding report.

Construction of Multi Purpose Terminal

The Port of Batumi is not facilitated to handle containers, which is recommended by the Consultants.
However, the cargo throughput forecast does not justify the development of a dedicated container terminal.
Considering the potential Ro-Ro developments at the Black Sea, Consultants advise to develop a Multi
Purpose Terminal. The best location is considered to be at the existing berth no. 5.

Considering the potential cargo throughput for rail ferries, Consultants advise not to develop a rail ferry in
Batumi which is not in line with the development plans of the port. The available port owned area at berth
no 5 is not sufficient to accommodate all required facilities. To maximise the area Consultants advise:

e To construct the new quay wall up to 30 m farther to the West, which results in an additional area of
5,000 m2.

» To use not port owned areas at the eastern side of the perimeter wall. These areas enclose approximately
10,000 m?2.
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At the allocated area, old oil pipelines are situated in the ground. These pipelines are not being used anymore
and are replaced by a new system farther to the North. Because of the bad condition of the pipelines oil has
been leaking into the ground (see also Volume 5. Environmental Assessment). This oil pollution is an area of
concern.

The oil company, which has caused the oil pollution in the ground, is officially responsible for the
consequences. However, it will be difficult to get the cleaning of the soil financed by the oil company. A very
rough estimate to clean this area is taken into account. However, a comprehensive cleaning will result in
substantial higher costs. To present a realistic cost estimate to clean the contaminated soil, more information
about the level of poilution is required. A detailed cost estimate is presented as well as main results in the
corresponding report.

Out of a railway shunting operational point of view, it is required to double the railway line at the railway gate.
However, the columns supporting the bridge above the railway gate make extension of the railway tracks
impossible. Furthermore, the bridge is in a technical bad condition and has a maximum allowed axle load of
3 tons. Consultants recommend to undertake a feasibility study to renew this bridge.

Table 2 Investment Costs Port of Batumi

Description Total Investment Costs
(in 1000 USD)

Reconstruction Facilities Berth 9 4,839

Reconstruction Aprons and Storage Areas 2,848

Construction Multi Purpose Terminal

- Variant excluding adjacent areas 25,253
-~ Variant including adjacent areas 17,458
- Construction New Bridge 678

Draft Tender Documents for the two Ports

The Consultants have prepared designs for the extension of the existing container terminal at Poti and for the
development of the multi-purpose terminal in Batumi. These designs are illustrated in drawings to section 3 of
Volume IV of the Phase 3 report. Also, the scope of work to be carried out for the planned port development
has been outlined in section 3 of this report.

The draft Tender documents for the two ports are submitted together with this Executive Summary and
Privatisation Concept.

3.8 Rail and Road Connections

For the two ports the connection to the Georgian railway and the Georgian roads are described. Used rail
cars and the locomotives, the rail logistics as well as the shunting yards inside and outside the ports are
specified and the possibilities for inbound and outbound cargo dependence on rail facilities are evaluated.
The Rail ferry project, the estimated rail car volume and the impact to the Port of Poti are investigated. In this
part of the Phase Il Report are given the road transportation and its specific regulations as well as the trucks
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used. In addition, estimated road cargo volumes and the results of cargo handling are described. The specific
differences between the Ports of Batumi and Poti are visible, especially with reference to the railway
engineering report of the Phase | Report.

Furthermore, the distance, conditions and problems on the route to Thilisi as well as to Armenia and
Azerbaijan are described.

The principle requirements for modern logistics on rail and road are outlined and the need of sufficient
electronic communication toocls are pointed out.

3.9 Customs Procedures and Public Participation

3.9.1 Customs procedures

The customs procedures are described in the Tacis project “Trade facilitation, Customs Procedures & Freight
Forwarding Project - Uzbekistan Cotton Extension” They are not describing the detailed methods of customs
clearance in the two ports for import, export and transit goods. The official statements received from custom
officers are very general and it is obvious that the real procedures are different from the day to day praxis.

There is no doubt that modern ports need adequate customs facilities and customs procedures. This is only
possible if the custom offices are computerised and linked via Electronic Data Interchanges (EDI) based on
standard UN-EDI fact messages. This would allow a pre-clearance system and will eliminate deviations from
the standard customs procedures.

For the time being, the custom office in Poti is equipped with PC’s and customs clearance software from
Microsoft. The computers are not linked to each other, external links are not available.

The situation in Batumi is the same, but standard software is not available so far

3.9.2 Advise on Public participation

At the meeting scheduled on March 18" to 19", 1998, the whole project and the outcome of Phase Il was
presented to the Management of the two ports, the Mayors of the two cities and the Minister of Transport of
Georgia as well as Monitors of Tacis and the representatives of the TRACECA Co-ordination team.

For the Port of Batumi the public participation is automatically given, because the city mayor is the General
Manager of the Port. The change into a Municipality Port of Batumi needs no more activities.

The public has already received the information about the Port of Poti because of the various Projects
(USAID, Sealand, GTZ and Tacis) which are regularly discussed at the highest levels in Georgia. Even
European Union Delegations and the Ambassadors of the Member States are involved and informed. Various
proposals, drafts, commentaries and documentation in regard to the other projects have been worked out by
the Tacis team besides the tasks referring to the terms of references.

See also chapter 2.1 of this volume. (Phase 3)
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3.10 Port Master Plan and Port Development Plan

The background and the reasons for establishing both plans have been described already in depth in the
report.

The report which is documenting the proposals of Port Development and other Experts is actually merging
the conclusions reached by producing a Port Master Plan and a Port Development Plan.

Master and Port Plans for Poti and Batumi had already been drawn up in the recent years. They do not reflect
any resemblance of reality and possible future scenarios which is also documented by the proposed sizes of
the extensions. The outdated philosophy of cargo handling procedures, which had been applied to draw up
these plans, do not reflect modern cargo handling techniques.

The proposed design of the wharfs does not consider operations in a modern three-line general cargo
handling mode.

In terms of the general national arrangements, the Experts are proposing changes from being subordinate
ports, following instructions of a central government, which was the system used in the FSU. This change
would entail to transform the Georgian ports into independent economic entities.

The Port Master Plan elements provide general information about the future development of the Georgian
ports and how to cope with the forecasted traffic volumes. These elements do not deal with detailed plans for
new facilities but do provide the general framework. Hereby national and regional aspects have been
considered. It has been observed that all factors which might have an impact on the general development of
a national port-scheme have been incorporated into the planning process.

After the elements which would govern the Port Master Plan had been identified, the decisions for new
facilities had been made in turn. These decisions were based on a comprehensive traffic forecast for the
period under planning. The proposed development projects were reached in close co-operation and with the
agreement of the port management's of both ports.

3.10.1 Port of Poti

The current and forecasted developments of the cargo throughput do reveal that the main priority in terms of
development of facilities has to be placed on the development of dedicated container handling facilities.

Due to certain procedures like obtaining of financing and construction periods it became abundantly clear that
a container terminal could be available by the end of the year 2002 at the earliest. As a consequence, an
intermediate solution would have to be found, if the port wanted to stay in business in the forthcoming years.

In numerous sessions with those concerned of the port management, the experts had developed an
intermediate solution to cope with the forecasted container-traffic volume, untii a new facility would be ready.
This has been done under consideration of the anticipated needs for the handling of other cargoes. All
investments which will have to be carried out to accommodate the container operations, have also been
planned under the aspect that they would not be wasted after the start of the operation of the new container
terminal and could still be used for the existing port.
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Another priority subject, the construction of a handling facility for RoRo traffic, had already been tackled and
the preparations are well under way to build a terminal which would be able to handle the rail ferries and the
conventional RoRo-traffic. The necessary back-up facilities like parking areas and shunting and marshalling
rail tracks for the necessary railway operations have been considered.

The upgrading of the existing facilities including the rehabilitation of the port's railway-system, the pavement
and the levelling of the areas as well as the construction of modern transit-sheds and warehouses have been
proposed.

In order to facilitate a smooth flow of traffic, a new traffic scheme separating the traffic generated by the
southern and northern parts of the port has been proposed.

3.10.2 Port of Batumi

Batumi by its geographical location inherits some problems which can only be overcome to a limited extend.

This is firstly the difficult road connection to the Georgian Hinterland and thus also to neighbouring countries,
which is a result of the fact that Batumi is surrounded by a mountainous area of the Small Caucasus’. The
manoeuvres which have to be carried out by the truckers transporting 40 feet containers are in the range of
artist's displays at some bends of the serpentines crossing the mountains.

The second obstacle is the weather. In Batumi it rains between 150-160 days a year on the average. Peaks
are said to exceed even this level. The planning of the design of new sheds has taken that fact into
consideration, by foreseeing sheltered areas for the cargo transfer to and from rail wagons.

The third area of disadvantage is the limited space of the port premises. Areas which could be used for port
extensions in the real estate surrounding the port are very limited, and would already be consumed by the
construction of the muiti-purpose terminal. This is one of the facts which had a dominating effect in the
planning of the further development of the port. This resulted in the bottom line to rearrange port installations,
with the objective to secure as much as possible space for operational and other revenue earning parts of the
port.

The fourth disadvantage of importance is the lack of container handling facilities. Considering the continuing
trend to more containerisation of cargo, a port which deserves this name has to offer container handling
facilities. These facilities had to be incorporated into the port development of Batumi.

The non-existence of container handling facilities has added to the necessity to construct the multi-purpose
terminal where self-sustaining feeder vessels would be able to operate, albeit on a low level.

Due to the topographical environment which had been described earlier, it can be expected that the modal
split will be dominated by on- or pre-transport by railway.

The fifth subject which deserved attention was the lack of dedicated RoRo facilities. RoRo vessels were
presently moored and dispatched at pier no. 11. This interferes with the passenger terminal and the yacht
club which is under construction and which will be one of main tourist attractions at Batumi. On the long run,
this important source of income for Batumi cannot be endangered by RoRo ferry activities. This apart from
the fact that no areas for parking of waiting trucks and other rolling units can be provided.
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The Experts and the port management agreed to integrate a RoRo-landing facility into the planning of the
multi-purpose terminal. This project would alleviate this bottleneck.

Apart from these projects, the Experts suggested to rehabilitate the port's railway-system, level it with the
apron and open storage areas and to pave all these areas.

In line with transforming the direct mode of cargo transfer into the indirect transfer system, the erection of
modern sheds with increased storage capacity has been suggested.

Although the shift of the cargo transfer operations from direct to indirect operations has been proposed, the
construction of additional railway tracks has also been suggested. This is not contradicting the basic
philosophy which favours the indirect cargo transfer, but is meant to ease shunting purposes for grain and
other bulk cargoes which will still have to be handied in the direct mode. This will lead to increased
productivity in this sector and guarantee a fairly uninterrupted cargo operation during the rehabilitation works.

3.11 Planned Handling Equipment

Based on the evaluation of the existing equipment in both ports, a summary of the rehabilitation cost has
been made. The rehabilitation measures are specified by the port handling equipment according the phases
and measures for individual berths for both ports. In addition, required handling equipment for the different
phases of the development for the two perts are specified. Also for the two ports the rehabilitation measures
are specified by type of equipment separately. The rehabilitation costs and the investment cost for the new
cargo handling equipment are aiso outlined for the two ports separately.

The equipment considered to be necessary to fulfil the future needs of the ports in accordance with the port
development plans is specified in technical specifications. The equipment required for the first development
phase as well as for the future development plans have been specified for both ports separately. Additionally,
the requirements for the rehabilitation of port handling equipment have been defined.

3.12 Environmental Assessment

After gaining independence, Georgia established a new set of modern Environmental Laws in accordance
with Agenda 21 principles. Since January 1, 1997, the "Law of Georgia on Environmental Permits” and the
"Law of Georgia on State Ecological Expertise" are in force, by which the procedure of conducting an
Environmental Impact Assessment (EIA) is regulated and defined. From beginning of this year, the
preparation of an EIA is required for the implementation of any construction activity on the territory of
Georgia.

An analysis of the present environmental situation of the ports of Poti and Batumi, however, shows that there
has been only limited success in implementing these new laws. A weak technical basis does not allow to
execute the provisions which are laid down in the relevant national laws and international binding conventions
as MARPOL 73/78. Due to the lack of adequate treatment facilities for oily waste, sewage and garbage, a
proper management of vessel generated or operational wastes is not possible for the time being.

A range of areas of environmental concern has been examined. From these, the oil terminals have been
found to be regions of highest environmental concern in both ports. Especially in Batumi, the level of oil
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pollution of the ground filling of the pier is extremely high. This pollution, which is dating back to the 1920ies,
generates a permanent flow off of oil to the water body.

Following the requirements of the national Georgian law, two scoping meetings have been conducted, one in
Poti and another one in Batumi. Representatives from the ports, from public authorities and Non
Governmental Organisations (NGOs) have been invited, in order to be informed about the nature of the
project. The scoping meetings have been undertaken to enable the invited parties to raise issues and to
propose alternatives which should be addressed in the EIA.

Since this project merely concerns construction works to rehabilitate existing terminals, the environmental
- impacts are not expected to be significant. The planned operations can be classified as “C” levei operations
according to the environmental screening categories given in the "Environmental procedures” of the
European Bank for Reconstruction and Development (EBRD). Because of some areas of ecological concern,
however, the port rehabilitation projects have been considered and treated as “A” level operations. It was
decided to follow Annex 2 of the “Environmental procedures” of the EBRD, which provides a sample report
format for a full Environmental Impact Assessment that will be used for such a comparatively small project.

The final lay-out of the terminals is given in Vol. IV (Civil Engineering Assessment) of the Phase |l Report.
According to the engineering decision, the following projects are recommended:

3.12.1 Port of Batumi:

a) Reconstruction of handling facilities at berth No. 9
e warehouses and the bunker are to be demolished
e relocation of the railway lines
e constructicn of new warehouses

b) Reconstruction of aprons and storage areas
o pavement of the area from berth No. 9 to berth No. 5

c) Construction of a multi purpose terminal at berth No. 5
+ replacement of broken parts of the quay walls
o construction of new storage facilities
e enlargement of the area

3.12.2 Port of Poti:

a) Extension of the existing container terminal.

b) Reconstruction and upgrading of handling and storage facilities at berths No. 9 to 11
e demolishing of old buildings
e reconstruction of aprons and storage areas

¢ building of new warehouses

¢) Reconstruction of shunting yard at berths No. 4 to 6
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3.13 Cash Flow Analyses and Financial Analysis of the Recommended
Development

The purpose of this task is to elaborate a financial plan for the development of the ports of Poti and Batumi. In
this stage and in the available time a scheme was developed with which the relevant commodities can be
calculated. The chosen example for the cash flow model is the planned new container terminal in Poti. The
other commodities can be adapted accordingly. The results of the calculation will lead to an intensive
discussion about the input data and the assumptions on which the calculations are based in the next weeks.

The basis for the financial plan and the cash flow analysis is given in the previous volumes of the present
report, especially in the traffic forecast and the master plan. Many discussions with the port management took
place to get the relevant input data about the present situation and the expected development.

The macro-economic situation in Georgia is in a phase of transition from the state planned economy of the
former Soviet-Union to a modern market economy according to western example. As a result of this change
the cost of the input factors can be expected to increase to a more realistic market price level within the
forecast period. To avoid an estimation of a Georgian inflation rate, all figures have been expressed in
constant US-$. All increases in costs and revenues in this report are therefore real increases.

The cash flow and financial analysis are based on the evaluation of the proceeds and costs.

For both ports detailed income and cost calculation have been made. The proceeds are orientated at the list
of tariffs of the Georgian ports and the quantities calculated out of the traffic forecasts based on the real
(most probable) scenario. The costs also based on the volumes out of the traffic forecasts and the

productivity calculated in the port master plans are divided into

real estate

deprecations
equipment related based on the port handling equipment report Volume 3 Section 6
divided into new equipment and rehabilitation of equipment.
Constructions based on the civil engineering report Volume 4
» operating cost based on the port performance Volume 3 Section 4 and the Port Master
Plan Volume 3 Section 5 including
personnel including surcharges for social insurance and equipment cost other then
deprecations(fuel, repair, maintenance)other energy cost
e communication cost
o office cost
e taxes
+ financing (in the different models)

The cash flow calculation with the above described proceeds and cost are evaluated by several calculation
runs. Calculations have been made for the planned new container terminal with and without the necessary
infrastructure and the terminals for general cargo and bulk in Poti.

The scenarios for Batumi are showing as well reasonable earnings and good cash flow. Also here it seems to
be possible to get the project financed. The used figures and the assumptions are described as well in the

Volume 6 of the Phase 2 report.
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D Tacis

The following graph illustrate the relationship between costs and proceeds in the most probable case, if the
port is released from the costs for construction of new infrastructure:
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The results for Poti show that the new container terminal cannot finance the necessary infrastructure
(breakwater, rail and road connection). Without this investment the project has a good line of both, earnings
and cash flow. It has to be considered that the project cannot be realised without the infrastructure and it has
to be investigated, in which way the infrastructure can be financed. The general cargo and bulk terminal in
Poti is showing good results and it seems to be possible to get the Poti projects to be financed. The actual
figures and detailed assumptions are described in Volume § of the Phase Ill Report.

For Batumi the multi-purpose terminal has been calculated.

The following graph describes the development of costs and proceeds in the most probable case in Batumi:
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The scenarios for Batumi are showing as well reasonable earnings and good cash flow. Also here it seems to
be possible to get the project financed. The used figures and the assumptions are described as well in the
Volume 6 of the Phase 1l Report.

3.14 Privatisation Concept

Within the presentation to the President of Georgia, the status of the Project was explained and it was
outlined that the European Union Tacis TRACECA team is in line with the terms of references and the time
schedule. The finalised privatisation concept is in chapter two of this volume.

. The principles are:

The Georgian ports have to be restructured and privatised to meet the requirements of the future.

International Development Banks are not financing projects in Georgia if the majority shares are in
the hands of state owned organisations (Source: World Bank, EBRD).

Privatisation projects have to be profitable and in the position to return the investments and to
generate the Interests.

From the 100 largest ports in the world, 80 ports are operated in a combination of the public as
landowners and private companies as operators.

The extreme high growing rate in containerised and RoRo traffics (the most modern transport forms)
makes it necessary to rehabilitate and to restructure the necessary port handling facilities. Therefore,
it is intended to reconstruct 6 berth’s (2, 6, 7, 12, 13, 14) and to invest in the necessary equipment.
An operation company should be established with the participation of the Ministry of Transport, a
qualified management and international transport companies (forwarders, ship owners, container
operators)

The Port of Poti has to have a legal status as state owned entity (Port Administration).

The remaining operation activities of the port are as well to be transformed into privatised companies
within 24 month.

To avoid conflict of interests, the activities of the Port Administration are to be separated from the
operational activities of the port.

In case that not all the operation activities of the port are privatised within this 24 month period, the
remaining activities have to be carried out by an entity to be established

Special attention was given to the European Union Tacis TRACA Concept in comparison to the American
USAID Proposals. The basic differences are shown in the table below:
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‘European Tacis TR

Units to be privatised

- To privatise logical units (units with same type of
operation) of the port with the priority of most urgent
needs.

- To generate feasible and profitable privatisation
projects.

— First the Container and RoRo unit.

Units to be privatised
~ The whole Port in one

Value
- For 6 berths US$ 18 Million

Value
- Forthe whole Port US$ 26 Million

Shareholder

- 51 % of the Operation Company should be in
Georgian hands (private and state)

— 48 % in the hands of Foreigners

Shareholder
- 51 % in the hands of Foreigners
- 49 % in Georgian hands

Share capital US$ 37.5 Million
US$ 19.5 Million own capital

US$ 18 Million equity for 6 berths

Remark: The EBRD had announced, that they are
interested to take part

Share capital
US$ 26 Million in equity (for the whole port)

no own capital for investment

Investment volume

- US$ 116 Million within 15 years and
investment in same period of time.

— Plus a part out of appr. 40 Million for necessary new
infrastructure (breakwater, rail, road)

return of

Investment volume

— US$ 140 Million  within 30 years
infrastructure  (breakwater, rail,
unspecified return of investment

without
road)

new
with

Employment

— The joint stock operational companies have to take
over the required personnel from the port. A special
fund has to be established to ensure, that living
wages are available for pensioners of the port

Employment
- Almost same position

As the Ports of Poti and Batumi are the entrances for the TR
importance, various studies have been undertaken durin

the improvement of the ports' infrastructure.

Simultaneously with this project, the American USAID had elabora

ted a privatisation study for Poti Port,

ACECA route and therefore of highest
g the last years, aiming to arrange investments for

based on the sale of 51 % of the port to private investors. This forced the Tacis Team - besides the tasks

outlined in their Terms of Reference - to elaborate a position paper (
intentions on privatisation and to assist the General Manager of the Port.
Sealand Group, one of the largest container operators in the world, try t
jurisdiction on an unfavourable base for the Port of Poti.
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4. Project Information

Further to the information given to the public and the involved parties during the first two phases, special
attention was given to the Tacis TRACECA project within the phase IIl. An American USAID team has
published a privatisation concept and informed the public about their proposals by television and mass media,
with studies and personal presentations the ministries involved, the city mayor and the city council, members
of the parliament and committees of the parliament and via the American Embassy the President of Georgia.
The World Bank in Washington and Thilisi also received detailed information of the USAID proposal. In

addition, a privatisation project was launched by the Sealand group. Also, the Japan International Co-
] operation Agency (JICA) together with Japanese Companies are active in the Poti Port Project and a Greek
Joint Venture has worked out a feasibility study and made a proposal to develop parts of the port.

The Tacis TRACECA team was several times requested to report and to publish their results even prior to the
time schedule of the terms of references. Various on spot interviews were given to international newspapers
on request of the beneficiary and various recommendation had been made to proposal the port management
had received.

The Tacis TRACECA team had organised a workshop meeting in Kobuleti on March 18" and 19" and
presented the status of the project as well as the Port Master Plans and the Phased Development Plans for
the two ports. The interest in this workshop was extremely high. All Georgian TV-Station where present and
the Minister of Transport of Georgia with his Deputies, the President of the Parliament of Adjaria , the City
Mayor of Batumi and General Manager of Batumi Port as well as the General Manager of Poti Port were
present.

Further to this, the following activities in regard of public or official information had been carried out:

- Presentation of the Project Status in a Parliament Committee in Thilisi

— Participation in an information meeting in the European Commission’s Delegation office together
with the Ambassadors of the European Member States

- Participation in a meeting with the Georgian Ministers of Transport, Finance, State Property
Economy and the Personal Adviser of the President together with the First Secretary of the
European Commission’s Delegation and the Ambassadors of the European Union’s Member
States

— Personal introduction of the project to the City Mayor of Poti

— Personal introduction of the privatisation concept (preliminary form) to the President of Georgia

Within the privatisation concept in the second part of this folder, a feasible proposal is made and the Tacis
TRACECA team is confident that the recommend development of the Ports are in the benefit of Georgia and

the TRACEA States including the European Union.

Itis now up to the Georgian Government to make the decision into the right direction.
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1 Definitions and Remarks

1.1 General Remarks

The definition of the term privatisation has a great variety of meanings and is not used in a standardised way.
Some authors already describe the introduction of a private legal form and/or guidance and incentive systems
of private business as privatisation. Also, the decline in sovereign-administrative market-entering-barriers or
regulations specific for certain branches is often called privatisation in the political discussion; those proc-
esses will, in the work on hand, be defined as liberalisation and deregulation. The most precise definition
sees privatisation exclusively as a process in which ownership of enterprises is transferred from the state to a
private person.

Following Yarrow, a practicable definition for the research on hand, privatisation is understood as the transfer
of claims of corporate profit from the public to the private sector. Besides the sale of public enterprises this
definition includes the placing of orders (Contracting Out, Franchising) to private businesses as a substitute
for formerly state production of output.

It is characteristic, that within OECD-countries privatisation is formed in those countries which have a high
income per capita, developed capital markets and relatively stable, democratically elected, governments.
They differ fundamentally from the development in developing countries and countries with formerly commu-
nist governments. The special features of privatisation in non-OECD-countries include the following aspects:

¢ non-existent or underdeveloped capital markets,

e underdeveloped legal systems, blurred or difficult to carry through conditions of ownership,

» lack of private management and entrepreneur’s know how,

 political instabilities that make rationalisations and the reduction of price subsidies impossible,

» the dominating position of the old-established management (so called "nomenclature-privatisation” in
Eastern Europe),

» discrimination or preferential treatment of certain ethnic and religious groups in the course of the privatisa-
tion

» special methods, e.g. mass privatisation in Eastern Europe or Debt-Equity-Swaps in Latin America.

A lecture of the UNCTAD points at the fact, that every port faces decisions which can only be made with state
agreement:

"Land use and strategy considerations are generally a matter for government. The question, what a private
port is, finds its answer in the formulation:

a private port is one where the assets are privately owned and incomes accrue to the private owner, not to
the public or a public-owned body. A typical wholesale port privatisation tends to be limited to waterfront
property and operating rights.

But: privatisation is not the answer to improve the efficiency of a port, it merely provides the frame condi-
tions.”

And the report finishes:
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"Call it privatisation or call it commercialisation or corporalisation, it should make no difference to how the port
performs. Regardless of who the owner is, the quality of management will be the factor that determines the
success or otherwise of the port.”

With regard to the Georgian ports, the conclusion is, that through privatisation by preservation of state inter-
ests frame conditions must be created, so that the ports’ competitiveness is increased and secured, invest-
ment funds are made available, and generate an acceptable return for the shareholders.

Referring to the frame conditions, Prof. Papava, Minister of the Economy of Georgia, explains:

"To continue economic reforms in Georgia (and in other post communist countries in a similar situation) we
offer the system of ‘social selection’, or what might be called the method of ‘social promotion’ of economic
reform. The essence of the method is that the government should create the conditions promoting quick in-
formation of the stratum of entrepreneurs. At the same time, it is necessary to render target-orientated assis-
tance to that stratum which is most in need, so that the poor do not prevent the process of reform.

The method of ‘social promotion’ of economic reform invoives three essential measures:

* Improvements concerning the criminal situation, to relieve the fear of formal or partially formal military for-
mations. Without settlement of this problem, it will be a serious obstacle to activate either domestic and
foreign entrepreneurs, and prevent the arrival of foreign investors in Georgia.

» Promotion of the development of entrepreneurial activity. Without this, the entrepreneurial stratum will
continue to be developed in the shadow economy, which is fertile soil for the consolidation of illegal activi-
ties and prevents the creation of legal entrepreneurial activity.

» Carrying out purpose-orientated social assistance to the most needy stratum of society, so that they are
able to overcome difficulties which arise in the reform process. This targeted social policy would be the
guarantor of support for the reform process.”

1.2 International Solution Concepts in the Traffic Sector

There are world-wide tendencies to let the extension and the operation of transport devices respectively
transport infrastructure to be carried out by private sector enterprises or let them, at least, be pre-financed
with private capital. This development is not a new one, because in the history of many countries the set-up
~of a railway infrastructure and, more recently, the construction of motorways, was realised in this manner.

The enormous increase of transport on the whole and, connected with it, enormous investment requirements
have all over the world led to reflections about the highest optimal procedure possible.

Because of the obviously very divergent national respectively regional objectives and political notions there
are merely comparable basic models, which in their details show considerable differences:

e The simplest form is based on a license agreement, into which the mortmain enters with a selected op-
erator/consortium. As a rule, the operator takes care of the investment and operation duties, but he also
enjoys a high degree of freedom in terms of tapping of the market, property utilisation etc. These actions
are not necessarily in accordance with the interests of the public.

* New ways of enlisting private investment are: BOT (Build-Operate-Transfer) and BOOT (Build-Operate-
Own-Transfer)

* Models, where the transport infrastructure is passed to the mortmain or new agreements will be concluded
after a fixed period of time (20 to 40 years). ‘Build’ could also be substituted by ‘Rehabilitate’ the existing
facilities.

Privatisation Concept : 2
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These models are not only brought into effect for the whole of infrastructure facilities, but also for investment
in intensive plant parts, such as the container terminal or the multipurpose terminal.

Apart from private financing, fundamental advances are seen in the shorter building periods, economical con-
struction and operation as well as the assumption of the risk.
These results are obtained by:

¢ segregation of capital requirements from public budgets,
¢ creation of the prerequisites for private sector business management,
+ large degree of detachment from political influences.

The transfer of the ports into private hands is normally done via the sale of capital stakes; the extent is di-
rected by the objective and capital requirements.

During every privatisation arises the important question of the availability of premises and the amount of as-
sets owned by the company. The possibilities reach from a complete take-over of the entire infrastructure by
one or more private operators, via various intermediate models, up to the division into an ownership company
and one or more operating companies.

In the first case, the state as owner of the port is to alienate its entire shares to one or more private enter-
prises with the consequence, that the influence of the state in business policy is going to be massively re-
stricted, if not ruled out altogether. Because of the ports’ essential function for the country this cannot be in
the interest of the Georgian state.

2 Recommendation for the privatisation

The below stated privatisation concept can only be put into effect for the Port of Poti. The Port of Batumi can
not be privatised as long as it will be a state owned municipality port. Nevertheless, if this status will be
changed, basic parts of the privatisation concept for the Port of Poti can also be used for the Port of Batumi.

The attached tender documents as well as the already distributed tender documents may be used if the Port
of Batumi will realise the Multi Purpose Terminal by itself.

2.1 Alternatives of Privatisation

In general, the port has various options to privatise. Offers are made from various sources either to privatise
partly or to privatise in full.

2.1.1 Sealand

The Seal.and group offered to the Port of Poti to take over the container activities on an exclusive base in a
first proposal at berths 12 to 14 and in a later at berths 7 (6). The disadvantage of this proposal is, that Sea-
Land is in the first line a container operator and competitor of the other clients of the port. Conseqguently, the
competitors of SealLand will not ship via the Port of Poti, if the port is in the hand of one major competitor. In
addition, the concept of SealLand is based on wheeled operation. These operations are costly and not as effi-
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cient as a terminal concept. Furthermore, the contracts supplied by Sealand were giving all advantages to
this group and nearly all burdens to the port.

2.1.2 USAID

The proposal made by the USAID had two variants. The first variant was to split the port into various separate
entities and to establish separate companies. The second variant - this one was favoured by the consultants
of USAID - was to give 51 % of the whole port to a private investor and let this investor decide about the de-
velopment. The first variant will create on the one hand competition in the ports but on the other hand various
small companies with no solid background and difficulties in the over all cargo handling, berths utilisation and
utilisation of equipment and man power.

The second variant of the USAID proposal means in fact that the strategic tool, the entrance to the
TRACECA Corridor, will be leased out to unknown partners, with unknown development plans and with or
without minor influence of Georgian interest. The main arguments for and against the USAID proposal and
the Tacis TRACECA Team proposals were explained to the President of Georgia on a meeting, held in Poti
on May, 16™,1998 by the Tacis TRACECA Team Leader. The written version is attached hereto as Annex 1.

2.1.3 Joint Venture Athena SA & Elliniki Technodomiki AE, Greek

The joint venture has made a feasibility study about the rehabilitation of the container terminal on berth
6 and 7. This study is a result of the concerted efforts, initiated by the Memorandum of Understanding signed
last June between the Ministry of Transport and the Joint Venture. Attached to this study is a contract draft
and the recommendations hereto. This contract has to be studied carefully with international lawyers, but the
commercial impact is basically in favour of the Joint Venture and not in favour of the port. The operational
concept, based on only one Gantry Crane does not seem to be very realistic. The investment costs are not
defined clear enough, the implementation of the construction works will be in the responsibility of the Joint
Venture and the procurement is not made together with the port. The financing is based on a loan of 70 %
and this loan should come from the EBRD, the ATGE Participation of the Joint Venture (27 %) and a partici-
pation of 3 % from the EU. There is no indication, that this is a realistic scenario.

The Joint Venture claims 54 % of the shares, the port should have 36 % of the shares and 10 % of the shares
are to be distributed to institutional investors. The equity of the port and the existing business of the port are
not even mentioned. Basics points like lease fees are not mentioned either.

The average inflow per container is estimated with US$ 180 to 200 which is also not approved and discussed
with the port. Further development plans, e.g. the new container terminal in the extension area, are not fore-
seen.

2.1.4 The European Tacis TRACECA Proposal

The specific concept recommended in chapter 2.3 below refers to the privatisation of the most urgent needed
container and RoRo activities of the port. The advantages of this concept is:

» The port of Poti will be privatised in units which are feasible, clearly defined and transparent. The first
parts to be privatised are the container and RoRo-activities on berths 2,6,7,12, 13 and 14.
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» The majority of shares will be in Georgian hands whereof the state owned enterprises have only 48 % of
the total share, 3 % are in the hands of private Georgian investors and 49 % will be in the hands of foreign
investors.

* The concept includes shareholders from all transport related industries (forwarders, shipping lines and
financing Institutes). This shareholder structure guaranties, that no company can establish a monopoly. A
list of potential shareholders is attached hereto.

» The management of the activities of the first privatised part of the port will be in the hands of a manage-
ment company with “state of the art” knowledge of cargo and port operations. This management company
will come from Western Europe or the USA.

e With this management company, the port operation and the communication will be on the highest level
possible and any deviation by whatever reasons from business oriented action can absolutely be avoided.

e ltis guaranteed that the port will be developed because the development will be based on the Port Master
Plan and the Phase Development Plan hereto. This is also secured for the other parts of the development
and the new container terminal in the extension area of the port.

e The financing of the first development project can be managed by the new company to be established.
This company will have a share capital of almost US$ 37.5 Million whereof US$ 19.5 Million will be avail-
able in cash.

 After approval is given by the Georgian Authorities, the implementation of the privatisation of the first de-
velopments can start without any delay.

» The legal steps to be taken are either described in the GTZ report orin this study.

» Contract drafts for the Joint Stock Company to be established for the operation of the container and RoRo
activities are attached to the privatisation concept.

In addition to the before mentioned advantages, a short form of the preliminary privatisation concept, pre-
sented to the President of Georgia on May,16" 1998, is attached hereto, showing basic differences between
a proposal made by the USAID team and the European ideas.

2.2 The Port Administration and the Georgian Maritime Code

2.2.1 General remarks

The Georgian Maritime Code is not available in an official English translation. The statements made below
are based on the unofficial translation by the Tacis TRACECA team.

In principle, the Tacis TRACECA team has adopted the proposal of the GTZ team which has developed and
distributed the following documents:

¢ Restructuring of the Georgian Port Sector (Report dated February,2™ 1997)
» Tasks, Duties and Responsibilities of the Georgian Maritime Administration (GMA) and the Geor-
gian Port Administration / Authority (Update of the above mentioned GTZ/HPC report)

Within the outline of privatisation and the commentaries to the American proposals, it was considered that the
port belongs to 100 % to the Ministry of Transport. This is without the land, which belongs to the Ministry of
State Property .The Port of Poti has to pay a lease fee to the branch office of the Ministry of State Property in
Poti.
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The Georgian Maritime Code is not in line with these laws because there is stated that the Port Administration
(Authority) has to be the Landowner. It is recommended, that the Georgian Maritime Code has to be revised
to ensure, that the Georgian Maritime Code is in line with the actual Georgian Laws..

As the Georgian Maritime Administration is under the jurisdiction of the Ministry of Transport, it is possible to
establish for the Port of Poti a Port Administration(Authorisation) directly under the jurisdiction of the Ministry
of Transport.

This Poti Port Administration should on hand act in accordance to the updated Georgian Maritime Code and
on the other hand as the Port Operation entity. This structure could be a feasible solution for an interim’s pe-
riod of 24 month in which this entity has to transfer the operation parts of the port to other companies (privati-
sation). After a period of 24 month ( to be counted after decision for this proposal have been made), the Poti
Port Administration has to have no activities in the port operations what means, that the whole port operations
are privatised.

To avoid as much as possible conflicts of interests the Poti Port Administration should not be shareholder of
the privatised companies. If the Government of Georgia will participate in one or more privatised companies,
the shareholder should be the Ministry of Transport. This is also applicable with the first privatisation concept,
the Container and RoRo Company.
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After the interim’s period of 24 month, the Poti Port Administration must be integrated into the Georgian Mari-
time Administration.. The main task must be, that a clear differentiation between the Port Operations and the
Port Administration should be implemented. Therefore it is recommended, to integrate after this interim’s pe-
riod the Poti Port Administration into the Georgian Marine Administration. In case, that not all operation activi-
ties are privatised, the remaining activities have to be separated from the Port Authority in a separate entity.

=1 § =

The recommendation of a specified concept on the next page is showing Poti Port as Shareholder. These
shares have to be submitted to the Ministry of Transport, which will be the real shareholder.

To speed up the procedures of privatisation of the first activities of the Port to be privatised (Container and
RoRo activities), the Port of Poti should be transformed into a state entity (Port Administration), properly reg-
istered to establish the first joint venture company for the operation of the container and RoRo activities.

This Poti Port Administration should negotiate, bring in assets and sign Joint Venture Contracts with the obli-
gation to transfer the shares to the Ministry of Transport.
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2.3 Recommendation for a Specified Concept

2.3.1 Shareholder Concept
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It is intended to develop the Port of Poti into an important international port and furthermore to a multi-
functional logistic centre. For this purpose it is necessary to create an efficient company structure which then
has the possibility to act as a modern market orientated company.

The following principle notes shall be made to describe the specific concept (see graphic)

e The sovereign duties of the state/government (Ministry of Transport) will be separated from the economic
activities.

e The Port of Poti has to have a legal status under the Ministry of Transport (directly) as Port Administration
(Authority). This legal entity should have a lease contract with the landowner.

s The Port of Poti will negotiate the shareholder contracts of the activities to be privatised.

e The remaining activities of the Port of Poti should be restructured into profit and service centres for a cer-
tain period of time parallel to the first privatisation. This does not mean that these activities of the port
could not be privatised parallel to the first privatisation project if the information about profitability and port
assets are available.

e Georgian shareholders in the first operating company should have 51 % (including the Governmental
shares of the Ministry of Transport in the amount of 48 % and 3 % private Shares) . The Share of foreign
shareholders should be 49 % accordingly.

» The foreign shareholders and the private Georgian Shareholders will come from the transport industries
and will consist of shipping lines, forwarders and financing institutes like the EBRD.

¢ The Port of Poti and the first operating company have to offer their services on market-orientated price
levels.

2.3.2 Legal Status of the Port of Poti

The Port of Poti so far has no legal status in line with the Georgian Laws. Therefore, it is recommended to
transfer the Port of Poti into a Port Administration, registered in accordance to the Georgian Law.

2.4 Strategy Aspects of Privatisation

2.4.1 Future aspects

To describe strategic aspects of port privatisation, the long term expectations are to be described. These ex-
pectations are in fact the restructuring of the ports and the specific objectives out of this. The most important
aspect is to enhance the efficiency of port services. Institutional reforms like deregulation or privatisation are
to diversify services and/or to reduce costs. The most important objective is often to obtain new financial
sources for financial requirements especially for new investments or for the rehabilitation of existing equip-
ment, berth or other port related assets or for the development of new parts of ports in general. Other objec-
tives like:

« to enhance the efficiency of port services

o to diversify port services

e to reduce the ports’ service costs

» to promote the ports in the transport chain

* to acquire management expertise

+ to implement modern management methods

are easier to introduce but improvement is in the first line a result of sound management. Within the Top 100
container ports in the world only 4 ports are entirely private, 1 port (Tilbury) is private/public, 15 ports are
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public (one is Singapore) and the remaining 80 ports are public/private (source: Cargo Systems, figures April 95 to
Dec 95).

Most of these ports are profitable and their ranking is based on efficiency and competitiveness .
The points left as the strategic objectives of privatisation for the Georgian ports are:

* to finance port rehabilitation and port developments
* to eliminate or to minimise bureaucratic/political influence

The future requirements, based on sound traffic forecasts are described in the Port Master Plans and the Port
Development Plans for the two Georgian ports. Meanwhile the decision has been made to develop in Batumi
as a first project the Multi Purpose Terminal and in Poti the extension of the existing Container Terminal.
Consequently, the first parts of the Ports to be privatised are the Multi Purpose terminal in Batumi and the
Container Terminal in Poti. Without these developments both ports are not in the position to meet the re-
quirements of the future and due to the specific Georgian situation this is only with private involvement possi-
ble.

2.4.2 Importance for Georgia

The Georgian ports are the entrance to the TRACECA route at the Black Sea. The growing economies in the
Caucasus and Central Asian Republics will result in the growth of transport volumes. Considerable volumes
will be shipped via the Georgian ports. This is a challenge and a chance for Georgia and the Georgian ports.

The possible advantages for Georgia and the ports resuiting from the increasing transport volumes are job
security in the ports, economic benefits for the country from taxes and profits from successful port compa-
nies. Georgia already has with its ports the basic assets and the strategic position to realise the possible ad-
vantages.

In 1993 an international agreement to develop a transport corridor on a West-East axis from Europe, across
the Black Sea, through the Caucasus and the Caspian Sea to Asia had been signed by five Central Asian
republics, three Caucasian republics and the European Union and in a later stage (1997) Mongolia and the
Ukraine. The transit function and the role of Georgia in this corridor is of paramount importance for all the
TRACECA member states. The fast growing states in the Caspian Basin, Kazakhstan, Azerbaijan, Turkmeni-
stan and Uzbekistan as well as the European Union and the other member states of TRACECA will help and
support Georgia as long as Georgia will fulfil their duties according to the signed agreements. To loose the
influence on the entrance of one of the most important transport corridors, and that can be the case if the
ports are going totally in the hands of private investors, might lead to the effect, that the support from the
contract partners could be withdrawn and the image of Georgia as a reliable country could become negative.

There is now doubt, that the ports need private investors for the development of required new terminal facili-
ties and the rehabilitation of existing ones but by strategic reasons the ports should be in the hands of Geor-

gia.

Despite that, a privatisation and commercialisation project with strong involvement of Georgia will have a
positive signal to push the Georgians to take more parts of their future in their own hands instead of selling
their assets. Even by tax reasons it makes sense to have privatised and commercialised enterprises under
control to avoid that benefits are not or not totally going to these mentioned enterprises. As already stated,
the success of the ports in all countries in the world is a matter of management style, management qualifica-
tion and management practise. This can also be generated by other methods than the privatisation.
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2.4.3 Importance for TRACECA and the TRACECA States

After the breakdown of the Soviet Union the former Soviet Republics became independent states and in
some respect unified in the Commonwealth of Independent States (CIS). Within the Tacis Projects (Technical
Assistance for the Commonwealth of Independent States) TRACECA (Transport Corridor Europe Caucasus
Asia) had carried out since 1993 following projects:

22 Technical Assistance (TA) Projects in an amount of 28.155.000 ECU
5 Investment Projects for the rehabilitation of infrastructure 24.500.000 ECU

These projects including basically all transport related activities even the related activities hereto.

Only for the Georgian ports TRACECA spends 1.5 Million ECU for the Feasibility Study of New Terminal Fa-
cilities in the Georgian ports and more than 5 Million ECU for the building of a Rail-RORO ramp in the Port of
Poti.

Not only the financial engagement is an indication about the importance of the port Projects for the
TRACECA and the member states of TRACECA. The industrialised countries of the European Union are go-
ing to explore the markets of the States in the Caucasus, the Caspian Basin and Central Asian Republics and
the before mentioned States are going to export their products to the West-European Markets.

To be competitive in the world markets all TRACECA states need a reliable transport route under their juris-
diction to avoid influences and uncertainties from third parties or not TRACECA countries. This transport way
is TRACECA and it is the only one.

3 Prerequisites in Georgia

3.1 Taxes and Regulations

The following part will cover questions of taxes and regulations relevant to investments and privatisation of
Georgian port facilities and in particular to the container terminal of the Port of Poti.

The Georgian tax system aims at the further promotion of transitional economic development. In the past
substantial progress in adjusting the tax system to modern market mechanisms were made.

3.1.1 The planned privatisation of port facilities under the aspect of the current Georgian tax
system

At present the tax system in Georgia is diversified on the basis of the main activities of enterprises (agricul-
tural, traffic and industrial, banking and insurance). The tax base is the source of money. E.g. agricultural
enterprises pay 10 % profit tax, industrial including port facilities 20 % and banks 35 %. This system is only
orientated on the subject of business and refers to domestic as well as to the registered international firms or
joint venture enterprises. The legal form of enterprise has no influence on taxes in Georgia.

In private interviews with the local administration during May in Georgia the local authorities expressed the
opinion that in the future a modification of the tax base applied can not be excluded. In July of this year the
Parliament session is expected to make amendments on 103 articles of 273 articles of the Georgian Tax
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Code. It is most probable that the tax system will be shaped further in accordance with the German model.
This fact can give further incentives on investments and development of private business increasingly meet-
ing international standards. The modifications of the Georgian tax system will be directed at the promotion of
medium and long term economic development in Georgia by activating activities of domestic resources and
international capital. The tax system guarantees long term and reliable conditions for domestic and interna-
tional investments. In regard to the privatisation process and the planned investment in the Georgian ports it
is rather important that in Georgia there is no special tax for transit cargo. There is a customs fee of 0,3 %
from cargo value. The Poti Port Administration considers that this favourable condition remains in the future
and will not be changed by next tax modifications.

3.1.2 Kinds of Taxes in Georgia

For information here a survey of current taxes for enterprises resident in Georgia and an assessment of their
relevance in regard of the planned privatisation is given.

Name of tax Rates for Georgian Ports Remarks

Profit tax 20 % As usual in industry, to reduce
indicated profit by creating reserves
for further investment should be

possible
Company property tax 1% Fixed assets
fncome tax for employees 12 %-20 % of the salaries paid by the enterprise, progressive

counting due to the amount of income

VAT 20 % taxable transaction or import, see
below

excise special regulation luxury goods, refers not to the
transport

land tax 1.44 GEL/hect without difference concerning use

social tax 27 %+1 % of salaries paid by the enterprise, 1% by the

employee, for medical insurance,
pension fund,

tax for usage of natural 1%-15 % volume of extracted natural resources
resources

tax on environmental e.g. the port pays 0,01 % of profit | depends on the actual damage,
pollution at the time decision of ecological inspection
various local taxes no relevant impact on investments,

decided by local administration

The VAT in Georgia is not different from western analogies. The present tax system takes 20 % from added
value of services and goods. In connection with the further diversification of the Georgian industrial and en-
trepreneurial landscape the questions of sophistication the VAT mechanism will be given more importance in
the future. Goods produced in the CIS and realised in Georgia are not taxed by VAT. Goods for export out of
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countries of the C!S are zero rated. Goods produced in Georgia and exported in CIS countries are charged
with special excises.

Enterprise Profit Tax is based on the subject of business and the amount of taxable profit. The tax base is
subject to the business sector: industrial 20 %, agriculture 10 % and bank/ insurance 35 %. The taxable profit
consists of

¢ trading profit

« profit on the sale of an enterprise property during the year
¢ income received from investments during the year

e otherincome and gains

Personal Income Tax for individuals resident in Georgia more than 182 days rates between 12 and 20 %. It is
progressed in accordance with the total of personal income. The tax is imposed on all forms of personal in-
come. There is a graduated scale depending upon the amount of annual income.

Property Tax is based on the assets on the annual average value of the enterprise fixed assets and stock.
The rate of enterprise property tax is currently 1 %.

Social Tax is paid by the enterprises on the basis of the amount of salaries. 27 % are paid by the enterprise
and 1 % by the employee.

Georgia has agreements on double taxation. Georgia has not yet concluded agreements on avoiding double
taxation with Germany. There are agreements on avoiding double taxation with Armenia, Azerbaijan, Turk-
menistan, Kazakhstan, Romania, Uzbekistan, Iran, Ukraine. Double tax relief for foreign tax paid is given to
Georgian tax payers by means of a credit against income tax payable in Georgia. The tax authorities gives
formal confirmation of taxes paid in Georgia.

3.1.3 Relevance of the legal form of the enterprise in regard of taxes

The tax rates (see table above) are the same for all legal forms of enterprises in Georgia. Thus, the inves-
tor/consortium’s choice of the specific legal form of the enterprise has no impact on taxes to be paid. Never-
theless, there are important other factors which influence the options for legal forms of privatised enterprises.
These factors and their relevance for the investor's option regarding the legal form can be fully compared with
legal conditions in western industrial countries.

3.2 Legal forms of enterprises in Georgia

3.2.1 The legal forms of private enterprises

In Georgia the following main legal forms of enterprises can be registered:

¢ joint stock company
e company limited

s general partnership
e comandit partnership
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It is also possible to start business as a physical person or as a co-operative. But both of these forms do not
play any role for privatisation of port facilities and foreign investments in the transport sector. To complete the
list it has to be mentioned that there are not yet privatised enterprises (transition of legal form). The ports are
state owned and are directly subordinated to the Ministry of Transport. The legal form in-between, the state
enterprise and the privatised one is the state treasure enterprise .

Concerning the general, basic legislation (regulations on private ownership - except of the land -, entrepre-
neurs and foreign investments) in Georgia the legal Georgian business environment does not essentially dif-
fer from western standards. Under the aspect of foreign investments the forms of a joint stock company and
company ltd. can be considered as being most common in Georgia. Investors operating in joint ventures in
Georgia mainly decide to use the form of the joint stock company.

This form meets the specific conditions of privatisation (state majority of stocks, participation of employees) of
larger economic subjects in Georgia and this form can be efficiently applied in connection with foreign in-
vestments.

3.2.2 The legal form of state treasure enterprise

This legal form is established in Georgia in order to promote and to ease the transitional process by the
Georgian Law on Entrepreneurs in 1997. The legal form of treasury is crucial for the country and the whole
social development under the aspect of economic reforms. Decision about the establishment of the treasury
(state) enterprise is made by the state or the appropriate local authority. These directing bodies decide about
the further type of the enterprise’s activity, the composition of the board of administration, it appoints the di-
rector, defines the rights and responsibilities. The treasury enterprise is a legal person and has its own com-
pany name. The treasure enterprise is registered in the Entrepreneur Register.

Treasury enterprise is a specific legal and new form of enterprise in Georgia. So it is not included in the list of
typical enterprises in other laws concerning privatisation.. After the decision of state or local authority the
treasury enterprise can be restructured into the JSC or LTD according to the Georgian legislation, if the en-
terprise is already registered in the Entrepreneur Register.

The port of Poti is a state enterprise and the port of Batumi a municipality port. The port of Poti has to be
transferred into a state treasure enterprise before changing into a joint stock company.

Privatisation Concept ' 14
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3.3 Political Situation and Projects around the Ports

With their neighbour countries Georgia has good relationships. The southern neighbour Turkey needs Geor-
gia as transit country on the way to the Caspian Basin and Central Asia, the northern neighbour Russia is
together with Georgia member of the CIS and the eastern neighbour Azerbaijan is member of TRACECA and
needs Georgia as well as transit country. Armenia, south-east of Georgia has god relationships by tradition.

Nevertheless, some conflict areas are existing. Georgia has almost 18 provinces with many different religious
and cultural backgrounds. Open conflicts are existing with Abkhasia and North and South Ossetia. Here UN
forces are involved in order to avoid that these conflicts are becoming hot again. In the rest of the republic the
situation is quiet and safe.

Figures published recently show that in 1997 the inflation rate was 6.5 %, the GIP increased by 12 % and the
contribution of private enterprise to the GIP reached 80 %. Nevertheless, the Republic of Georgia is commit-
ted to the IMF (International Monetary Found) and therefore the state is not giving sovereignty guarantees.
Worldbank and European Bank for Reconstruction and Development (EBRD) have stated that they will give
credits for the development projects, but only if the projects are privatised and this means in accordance to
the understanding of the two banks, a minimum 51 % of the shares has to be in the hands of private compa-
nies. It is also stated, that these companies should be foreign investors and only occasionally they will accept
well known Georgian Companies amongst these 51 % shares.

For the time being, especially the Port of Poti is subject to various interests and projects. Below are the proj-
ects and activities stated:

— GTZ - Project on training for the Ports of Batumi and Poti

- Tacis TRACECA project "Feasibility Study on New Terminal Facilities in the Georgian Ports”

— USAID project Privatisation of the Seaport of Poti

— Sealand project CONTAINER terminal Poti

- Romanian Project on RAIL ferry connection Constancia and Poti including a Multi purpose Terminal
— in the extension Area

— Poti Port Projects for the extension area

— Project of the City of Poti for a new port (south of the existing one)

- Japan International Co-operation Agency (JICA) preliminary studies on Georgian Ports

— Rail Ferry Project llliychevsk Poti

In addition to this, many interested parties are coming up with proposals and ideas about the ports and the
privatisation projects.

Within the near future the Government of Georgia will decide about the future privatisation concept for the
port of Poti. The interest of the various parties in Poti port shows, that the expectations are very high; so far,

only in Poti a joint venture company has been established with 50 % foreign and 50 % port shares.

This company has one berth and is handling basically scrap.
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4 Creditworthiness of the two ports - results of bal-
ance sheet analysis 1996 and 1997 of Batumi and
Poti Commercial Seaports

The necessary documents and information (Port Balance Sheet 1996 and 1997, source data for calculation
cost/benefit, information on the condition of main property) were presented by the chief bookkeepers and
chief engineers of the ports.

4.1 |nitial situation

The status of the two ports are different. While the Port of Poti is in a change process from a state enterprise
to a joint stock company or an other legal entity the Port of Batumi was just registered as a state enterprise
(municipality port) by the registration court in Batumi (December 1,1997 regulation J 01/07-118 ). The Port
belongs to the City of Batumi. Founder of the Port is the City council and the profit after taxes are to be dis-
tributed in accordance with the decision of the City Council of Batumi. The equity capital is not determined by
the regulations.

The profit out of the profit and loss accounts as specified in western rules, are not specified in the Georgian
legislation. Practice is that a particular form of accounting is carried out in which the different revenues
lexpenses of the enterprise are recorded according to the accounting year.

The analyses were based on following documents:

- Balance sheet status of Poti port of 1995 - 1997 in local currency (Annex 1)

- Balance sheet status of Batumi port of 1995-1997 in local currency (Annex 2)

- Summary table of revenue/expense of Poti port of the years 1996 - 1997 (Annex 3)

- Summary table of revenue/expense of Batumi port of the years 1996 - 1897(Annex 4)

4.1.1 Development of economical indicators of the Port of Batumi and Poti

In 1995 balance sheet correction have been made in connection with investments which were not completed
with the effect, that the own capital had to be increased. A report of the State Control Organs in the later had
stated, that the revaluation were inefficient. Furthermore it was claimed, that an amount of US$ 1.707 thou-
sand (2.151 thousand Georgian Lari) in debt liabilities were not listed.

In 1996 the revaluation were corrected by the a Authority of the Port of Batumi . in the balance sheet it was
reflected by a reduction of the private capital to US $ 13,120 thousand (16,5331 thousand GEL). The cost of
the basic property was reduced to US $ 9,278 thousand (11,690 thousand Lari), and the amount of the equity
capital was increased by US $ 3,842 thousand (4,841 thousand). Hidden debtor liabilities were restored. On
the liability side of the balance sheet reserves on doubtful debts were equally formed.

Main properties of the ports in Poti and Batumi are in bad condition and therefore require basic modernisa-
tion. (The necessity and capacity of investments for the purpose of basic modernisation of the ports was ex-
plained in detail in the Phase 2 Report of the Feasibility Study of New Container Facilities in the Georgian
ports.)
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According to the data of accounting, the main property of the Port of Batumi is depreciated by 46%. Espe-
cially port facilities and port fleet require financial proceedings to carry out the necessary repair-rehabilitation
works due to a lack of maintenance. By November 1%, 1998, the amount of money necessary for these pur-
poses was defined as US$102 thousand. For analytical works we proceed from the assumption that the given
amount was accumulated during the past 6 years.

As for the port of Poti, an analogous situation is observed. By January 1%, 1998 the necessary amount for
these purposes was defined as US$ 2,105 thousand. For analytical works we proceed from the assumption

that the given amount was accumulated during the past 3 years.

The following table shows the debtors whose liabilities exceed 50,000 US$ (Port of Poti by January 1%, 1998):

year of accounts 1000 US$ %
presentation
Total amount by 4,913 100.0
January 111998
1992. 282 5.8
1993. 203 4.1
1994, 1,100 224
1995. 865 17.6
1996. 1,114 22,7
1997. 378 7.7
Total 3,942 80.2

The following table shows the total amount of debtor liabilities (Port of Batumi by January 1, 1998.

year 1000 US § %

1992 113 3.8
1993 211 7.1
1994 1,143 38.3
1995 130 4.4
1996 381 12.8
1997 1,007 33.8
Total 2,984 100

83.6 % of the total costs of these debtors' liabilities are caused by 12 companies with more than US$ 50,000
in debts,
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Review of debtors’ liabilities for 01.01.1998
(according to the firms with the debts more than US$ 50.000)

firm 1000 § US % of total
costs

1. |Independent minicipality /Georgia 62.85 21%
2. |Azerkhleboprodukt /Azer bai j an 240.46 8 1%
3 |Armenkhleboprodukt/Armenia 112.92 3.8%
4. |Barvil Turkey/Georgia 19454 6.5%
9. |Gruzkhleboprodukt /Georgia 605.23 20.3%
6. linflot / Gruzia 156.38 5.2%
/. liveria /Georgia 67.38 2.3%
Y. |Caspian Steam Navigation/Azerbaijan 69.46 2.3%
10." |Evromarin/Turkey 29208 9.8%
11 [PACE iINTERNATIONAL/USA 380.92 T28%
12. |Tero/Georgia 311,92 T0.5%

Total 2,494 15 83.6%

4.2 Preparation of balance sheet and profit and loss account for analysis

For carrying out the analysis of the received data, included in the annexes 1 - 4, the balance sheet and profit
and loss account were transformed to western requirements and annual reports.

» Balance status of the Poti port 1996 - 1997 in US$ (Annex 5)

» Balance status of the Batumi port 1996 - 1997 in US$ (Annex 6)
¢ Profit and loss account of the Poti port 1996 - 1997 (Annex 7)

» Profit and loss account of the Batumi port 1996 - 1997 (Annex 8).

The Rate of exchange used:

on 31% of December: 1996 g. - 1$ USA = 1.26 Lari
1997 g. -1 $ USA = 1.30 Lari

4.3 Financial analysis

The financial independence of the ports is very high. Long-term loan capital does not participate in the port
capital. It is caused by excessive rates of interests for represented bank credits - notwithstanding the fact that
the credits are practically distributed only for short-term. Dependence on the loan capital is mainly caused by
the high capacity of short-term credit liabilities.

Poti (%) Batumi (%)
Financing 1996 1997 1996 1997
1. | degree of financial independence 66.8 72.7 86.1 92.5
2. |degree of dependence on loan 332 27.3 13.9 7.5
capital
3. | share of long-term loan capital 0.0 0.0 0.0 0.0
4. | share of short-term loan capital 33.2 27.3 13.9 7.5
5. |degree of self-ﬁnrancing 168.3 210.6 63.9 90.2
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The main property is completely covered by the own capital. So called "Gold balance rules’ are performed in
both ports. The situation in the port of Batumi in 1997 has improved in comparison with the year of 1996:

Poti (%) Batumi (%)
Degree of paying main property 1996 1997 1996 1997
1. | degree of paying 1% and 2" orders 166.7 156.1 129.8 149.8

In the structure of property a relatively low capacity of main property is observed. It is also caused by the ex-
cessive capacity of debt liabilities in the capacity of circulated property.

The Indicator "Degree of use main property” defines how many dollars of revenues are earned by one doilar
of main property per year. In this respect, the condition in Poti port is more efficient than in the port of Batumi.

Poti (%) Batumi (%)
Structure of property 1996 1997 1996 1997
1. | Intensity of main property 40.1 46.5 66.4 61.8
2. |share of circulated property 59.9 53.5 336 38.2
3. |degree of use main property 2.81 2.58 1.3 1.86
4. |share of requirement 27.0 28.9 27.0 301
5. | share of financing proceeds 12.5 5.1 0.1 1.9
4.3.1 Liquidity of the Ports:
Poti (%) Batumi (%)
Liquidity 1996 1997 1996 1997
1. |liquidity of the 1 degree 37.7 18.7 0.6 25.7
2. !liquidity of the 2™ degree 119.1 124 4 2159 459.4
3. | liquidity of the 3 degree 180.6 195.5 2423 512.8
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4.3.2 Circulation of debt liabilities.

(The Situation has improved from 1996 to 1997)

Poti (%) Batumi (%)

Circulation of debt liabilities 1996 1997 1996 1997

1. |average capacity of require- 1000 5,198 4,588 2.469 2.440
ments $US

2. |frequency of requirement cir- 2.89 3.60 244 3.37
culation

3. |average duration of crediting days 125 100 147 107

4.3.3 Capital circulation
Poti (%) Batumi (%)

Capital circulation 1996 1997 1996 1997

1. |average capacity of own 1000 6.423 6.691 6.607 5.609
capital SUSA

2. |average capacity of joint 1000 7.672 7.484 10.737 8.544
capital SUSA

3. | frequency of duration of own 2.34 2.47 0.91 1.47
capital

4. |frequency of circulation of joint 1.96 2.21 0.56 0.96
capital

5. |average duration of own days 154 146 195 246
capital circulation

6. |average duration of joint days 184 163 641 374
capital

4.3.4 Profitableness

The of profitableness own and joint capital as well as the indicator of Cash Flow in general are satisfactory;
for Western readers they are even very high. In this respect, the condition in Poti port in 1996 is represented
better than in Batumi port. However, the positive development in the port of Batumi is noticeable - transition to
profitableness.
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Poti (%) Batumi (%)
Profitableness / e.i. 1996 1997 1996 1997
Cash Flow
1. | net profit 1000 3.987 4.562 -891 1.957
$USA
2. |profitableness of own capital % 62.1 68.2 -13.5 34.9
3. | profitableness of joint capital % 52.0 61.0 -8.3 229
4. |Cash Flow period 1000 $ 4.549 5215 462 4.880
USA
5. |interest of earning after Cash % 30.3 316 7.7 59.4
Flow

Hence the potential possibilities of self-financing in both ports are presented respectively high.

44 Conclusions

- A positive development in both ports is observed in comparison with 1997 and 1996.

- An improvement of economic indicators can be occurred in case of increasing circulation speed of debt
liabilities. For this purpose, it is necessary to increase the revenue capacity, and simultaneously to de-
crease the capacity of debt liabilities. It is considered that such an increase of revenues could be achieved
by the means of increasing tariff rates in the ports.

- Indicators of capital circulation are low. An improvement according to the given point could be occurred by
increasing revenues.

- There are capabilities of self-financing in both ports. Possible factors for improving the given indicators are
represented by:

» improvement of the results of the financial year by means of increasing revenues (see above). Im-
provement of the results of the financial year by means of reducing expenses.

* important factor of self-financing in the West - self-financing by means of depreciating deduction - can-
not be used in the ports the way it is used in Western enterprises.

* An important point for improving the economical picture in both ports is representing the liquid financial
assets.

5 Commercial results of the privatisation concept

5.1 Revised figures

The figures of the revised Profit/Loss-Calculation for the first step of investments in the Poti Container Termi-
nal Extension show a total investment sum of 19,840,000 USD (Phase Il Volume VI table 4.3-1). There are
included preparation, rehabilitation and new investments for the berths 6 and 7 with an area of 60,000 sgm
and for the berths 12 to 14 with an area of 25,000 sqm.
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As shown by the time axe, the main investments for berths 6 and 7 will take place in the first two years, for
the berths 12 to 14 in the second and third year. According to the depreciation time some replacement in-
vestments have to be done in the 6" and 7* year. Concerning the cost elements a deviation from the figures
in the financial analysis (Phase Ill Report Vol. V1) is made for the land lease rate: it is reduced from 4 USD to
1 USD per sqm. The costs for the Operational company is calculated with a lumpsum of 1,000,000 USD per
year.

The earnings depend on the forecasted container moves. The figures are:

Year Container

full empty
1(1998) 48,000 16,000
2 (1999) 52,940 17,500
3 (2000) 64,960 21,650
4 (2001) 79,730 26,580

The development during the first three month of 1998 confirms the forecasted container moves with
12,502 TEU. The capacity of the Extension Container Terminal will be attained in the 4" year, so that after
this year the earnings will have the same amounts. The profit before the financing costs shows a sound basis
between 5,2 mill. USD and 9,4 mill. USD. The following graph shows the course of the proceeds and the
costs.

Proceeds and Costs

| 16.000
1 14.000
12.000
10.000
8.000
6.000
4.000
2.000

— Costs

1,000 US

years

With the same assumptions as described in the Phase || report (Vol. VI) the calculation runs for the cash flow
analysis for the container terminal extension were made.

The finance model calculates investments and the operating of the terminal for a period of ten years. Within
this period, the investments shall be reduced by operational earnings (cash flow). The cash flow is the sum of
earnings after interest and tax and depreciation. A calculation run were made: with a calculated interest rate

of 10 % . This interest rate is not cost relevant, because the financing of the investment will be effected out of
the share capital.
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The total cash flow during the ten years amounts more than 60 mill. USD. After the 4" year there will be
formed reserves, which sum up to 35 mill. USD in the 10" year. This amount can be used to invest e.g. in the
new container terminal.

The operational turnover will increase from 8.6 mill. USD in the first year to 14.2 mill. USD in the 4™ and the
following years by reasons of capacity restriction (the max. possible container moves are 80,000 TEU)

Privatisation Concept 7 25
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Cash-Flow (after Interest & Tax)
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6 Project financing

The project should be financed out of the shares coming in from private Georgian and Foreign Shareholders.
The Port of Poti will claim 48 % of the shares with an equity of 18 Million US$.

The remaining 52 % will have an value of 19.5 Million USS.

The total share capital of the Operation JS Company will be US$ 37,500,000.00

) With the US$ 19,500,000 the whole investment plans of the first 3 years can be financed.

Remark: The Port of Poti equity of US$ 18,000,000 are including the existing cranes at berth 7, the rail ferry
ramp under construction as well as the new equipment delivered by the European Union and the "Goodwill”
out of the existing business (Container handling, RoRo and forthcoming Rail-Ferry Operations).

7 How to attract investors

It is a decisive target of the suggested privatisation to exclude demands of the public budget for investment
measures or trading losses of the port (res. the privatised part of the port, these are first of all the Poti Con-
tainer Terminal and the Batumi Multi-Purpose-Terminal) widely. Therefore, the enterprise’'s continuous
strengthening, the fulfilment of port-specific functions, and securing the country’s transport market aims have
to be the long-term objectives. The step-by-step privatisation of the further terminal areas of the port is in-
cluded here.

Following basic variants of the investor's interests can be described:

A) Drawing in private capital (without specific business interest), e.g. from banks, financial institutions, and
trading companies;

B) Enlisting operators of the transport chain (transport enterprises, shipping companies, operators);

C) Enlisting users and architects of the transport chain (shipping agents, integrators);

D) Enlisting of supplementary service enterprises (depository operators, repair shops, hiring services).

The impact that each of these variants may have on the ports’ res. the terminal areas development in terms
of business is clarified by their different objectives.

Variant A:

The capital provider is orientated towards a return that lies above average and is risk less, or else promises a
significant appreciation in connection with company shares. Normally he does not have an entrepreneurial
interest.

Variant B:

The private transport chain operators expect effects of synergy, influence on further market shares, and a
strengthening and stabilisation of their main business.
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Variant C:

Users and organisers of the transport chains expect an increase in service performance, security of handling,
and a strengthening of their market position. Know-how-transfer and a reasonable return could be a incentive
to invest.

Variant D:
The supplementary service enterprises expect an expansion of their business activities, securing of new
sites, entering new market segments as well as a reasonable return, at least in a long term view.

A qualitative evaluation of the variants’ positive (+) and negative (-) effects on the entrepreneurial develop-
ment of the ports reveals the following picture:

Variant A: + no ability to influence the company policy, if a reasonable return will be obtained

- sale/reversion of shares under misfortunate business development

Variant B: + Securing the expected development of volume, additional volume is to be expected
- Preferential treatment compared to other operators could lead to volume decrease
Variant C: + The port sites are secured within the transport networks
- Dependence on the disposal norms of the major forwarders and integrators
Variant D: + Spreading of the entrepreneurial risk, specific know-how increase and transfer

- Dependence on business development, bad risk, often weak capital foundation of the
enterprises

A weighing up of advantages and disadvantages by the prospective customers/investor groups can lead us to
the recommendation to strive for a mixture of investors as broad as possible. The canvassing of investors
should be laid out accordingly.

The complexity of the matter demonstrates that a general tendering for investors does not seem to recom-
mend itself here. Rather than that the investors should be addressed directly, so each interest situation can
be sounded out and frame conditions can be discussed about in individual preliminary meetings.

Thus the investor groups described above are to the fore of attention.

Conversations with investors res. potential shareholders were held. These conversations had an informal
character.

In all conversations was made clear:

— A clear concept for the development of the ports exists. ,

~ The financial involvement is required to be able to manage the rehabilitation and extension.

— The step-by-step proceeding and a broad investor basis lessen the risk and limit the financial involvement.

~ The real development of port sites and the region as well as Georgia’s transit function can be observed
along with simultaneous limited involvement.

- The investors are partners from the very beginning and thus are able to secure a good market position.
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8 Potential investors

Conversations with immediately interested companies are to be continued. For this it recommends itself to
outline an information memorandum, in which the most important information is concealed. The existing fea-
sibility study is going to be the source from which the fundamental aspects will be gathered.

List of companies interested in a participation as shareholder of the Port Operation JSC:

B.Dettmer, Berlin, Germany

Barwil, Georgia

Barwil, Norway

Betz, Willy, Germany

Calbertson, France

Catoni & Co., Istanbul, Turkey
Ceres

Danzas Holding, Germany

Deugro, France

Dr. Lassmann, Austria

EBRD, London

GTE Georgian Trans-Expedition, Georgia
GTG, Georgia

Hamburger Hafen u. Lagerhaus AG, Hamburg
Johann Birkart, Germany

Kavtrex, Georgia

Ketner Spedition, Germany
Kuehne & Nagel, Switzerland
Maersk, Danmark

Militzer & Muench, Switzerland
MSC, USA

Murphys International, Great Britain
Neshtrans, Georgia

P & O, Nedlioyd, Great Britain

P & O Ports., Great Britain
Panalpina, Germany

Schenker - Rhenbus AG, Germany
Sealand, USA

Voucher Leader Invest, Georgia

W.Willemsen, Norway

This list is not complete, because there are ongoing discussions in Western Europe about other interested
companies. Instead of an investors' meeting, the consultants decided to have private meetings with potential
investors in Western Europe, Georgia and Azerbaijan. The outcome of those meetings were that the compa-
nies not only showed interest but also declared their willingness to take part in a joint venture, running the
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Container and RoRo activities of the port. In all cases, the main question was in which way the Georgian
Authorities will decide the questions of privatisation. Does Georgia prefer the American proposal about sell-
ing/lease out the port by 51 % to unknown investors with unknown development plans or does Georgia prefer
the Development Plans with step by step privatisation as described within this concept.?

Without clear statements and decisions none of the potential investors will invest in the port or the port related
industries.

9 Consequences of privatisation

The suggestions for the step-by-step privatisation of the ports have to orient themselves according to the tar-
gets of the leading participants.

From the port administration’s perspective following targets come to the fore:

— The rescue operation of the port plants via the rehabilitation of the suitable plant parts;

- Substitute investment for obsolete machinery and property;

~ Rationalisation of procedures through training and further qualification of the required staff as well as the
use of modern equipment;

- And so safeguarding of the required jobs;

- Possibility to develop a social plan for the necessary socially justifiable job cuts (e.g. the retrenchment of
100 employees is going to require annual funds of approx. US$ 100,000);

~ Know-how-transfer via integration of Western enterprises and experts into the port activities:

- Creating the prerequisites to increase and ensure the competitiveness and attractiveness of the ports
within an international competition;

- Fund influx from the private capital market as a supplement to the public national and international funds;

- Strengthening of the port's independence against political influences.

The interests of the mortmain res. the government tally in some points with those of the port. Beyond this the
state and government see the following effects and uses:

- Stabilisation of the port's activities;

~ Economic development for towns and regions;

— Strengthening of Georgia’s international position;

- Safeguarding of jobs through sound jobs with a guaranteed future;

- Effects on the job market situation through enterprises and businesses linked to the transport industry
(multiplier effect);

- Security and increase of tax revenues;

- Reducing of public funds for the ports through increased use of private capital;

- And so release public budgets from investments and from trading losses;

- Improvement of traffic infrastructure as an important over-all economic task.

The hopes for benefits for the private sector have already been mentioned:; to summarise:

~ Priority berthing or priority handling of container, trailer within the Terminals
- Long-term return for the used capital;
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- Improvement of the competition situation within the Trans-Caucasian and Central Asian transport and
trading market;

— Securing and stabilisation of logistic chains;

- Forming of strategic advances for the firms;

— Avright to a say in terminal-relevant matters.

10 Next Steps

The President of Georgia has implemented a commission which should work out proposals with the best so-
lution for Georgia and their Partner countries. If the decision will be in line with the European proposals, the
Government of Georgia can use the following prepared documents:

— Draft Tender Documents for the procurement of equipment including all technical specifications (delivered
to the organisations in charge in May, 1998)

— Draft Tender Documents for the civil construction work for the extension of the container facilities in the
Port of Poti and the Multi Purpose Terminal of the Port of Batumi. This Draft Tender Documents include
the Tender, the Contracts and the Employers Requirements with design requirements, drawings and
technical specifications. (Attached to this Report)

~ Draft of a Shareholder contract in accordance to the Georgian Laws for the Joint Stock Company to be
established

— Draft of a Lease Contract for the Container and RoRo activities in the Port of Poti

- Draft of a Management Contract for the operation of the Container and RoRo activities

— Draft of the Charter of the Joint Stock Company

With these documents and the proposals are made in regard of the restructuring of the Maritime Administra-
tion next steps should be:

¢ Decision of the Government

* Development the legal status of the Port of Poti

* Receive the proxy of all authorities involved

* Decide to let the Port of Poti to take over for an interim period the tasks and duties of the Port
Administration and to implement the Georgian Port Administration (Authority) as per Georgian
Maritime Code situated in Poti after this interim period.

e Conclusion of an agreement about berth number 6

¢ Mobilisation of the potential investors and publication of this brochure to help in the decision mak-
ing process

» Selection of the potential investors who have the largest advantage for the port

» Organisation of a meeting of the future shareholder to agree on or to alter the presented contracts

» Start of the registration process

» Development of necessary documents as stated in the contract

¢ Election of the Supervisory Board

» Nomination of the Boards of Directors

» Entitlement of the Management Company
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11 List of Attachments

» Task, Duties and Responsibilities of the Georgian Maritime Administration (GMA and the Geor-
gian Port Administration / Authority Update of GTZ/HPC report dated February, 13" 1997
» General Remarks on Development of a Maritime Administration (Tacis TRACECA Phase 1 Report
~ Feasibility Study of New Terminal Facilities in the Georgian Ports, Vol. lil Annex 3 )
¢ Preliminary privatisation concept (short form) presentation to the President of Georgia
May,16™ 1998
* Annexes 1- 8 to the Creditworthiness evaluation

In a separate Folder attached hereto the following attachments
* Draft Shareholder Agreement for the first privatisation (Container and RoRo activities)*
 Draft Charter for the first joint stock company*

» Draft Lease / Sublease contract for the berths 2,6,7,12, 13 and 14*
¢ Draft Management contract for the management of the first joint stock company*

* These contracts have not yet been discussed with any parties potentially involved.
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Task, Duties and Responsibilities of the Georgian Maritime Administration (GMA and the

Georgian Port Administration / Authority Update of GTZ/HPC report dated February 13",
1997)
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Tasks, Duties and Responsibilities of the Georgian Maritime
Administration (GMA)

and the Georgian Port Administration / Authority (GPA)
Update of GTZ/HPC report dated 13.02.97

The consultants presented on various occasions their ideas regarding the future position of
the Georgian Maritime Administration (GMA) and the Georgian Port Administration/
Authority (GPA). The tasks, duties and responsibilities of the future and the differentiation
to those of the commercialised port operation companies have been discussed in detail with
all parties involved. The proposals presented have been accepted and the results will be
summarised below.

a. Tasks and Duties of the GMA

The GMA will be responsible for all maritime and port safety related matters in
Georgia. Their main task can be described as setting and controlling of safety
standard. As this project deals the restructuring of the ports, the aspects of ships
and shipping not directly related to port operation will be described in general/short
only. This task description in fully in line with the General Remarks on
Development of a Maritime Administration, see TACIS Feasibility Study of New
Terminal Facilities in the Georgian Ports, Phase 1 Report, Volume ITII, Annex 3

a.l General

- Elaboration of proposals for laws and regulations for the safety of all port and
shipping matters in Georgia. These proposals must pass all legislative steps before
coming into force.

All these safety rules and regulations should be made according to international
standards. Any Georgian deviation from the established international safety level
should only be realised after careful consideration.

- Control of keeping the a.m. safety regulations by the Georgian flag vessels, all
vessels calling Georgian waters and ports, all organisations/institutions being active
in the Georgian ports.

- The GMA will be responsible for setting of safety standards and controlling of
safety only. The installation and maintenance of all safety devices in the port area
and its approaches will be with the respective operation companies or other
institutions especially appointed. That means, all buoys and other aids to
navigation necessary for safe traffic in the port and its approaches will controlled
by the GMA. The GMA will not have and not provide any kind of technical
service like workshops etc.

The idea behind is, to keep the state activities to the lowest possible level, as the

1



a.2

a.3

experience in similar countries shows, that very often the governmental institutions
have no funds to provide and install the required technical devices and they often
are not able to fulfil their own safety requirements.

Maritime safety

transmission of international conventions into Georgian law

traffic regulation within Georgian waters and approaches to the port

registration of Georgian vessels

checking of vessel's documents (class, registration, manning, insurance etc.)
execution of port state control according to Paris Memorandum

elaboration of qualification, education and training requirements for vessel's
personnel

issue of licences/seamen books to Georgian captains, officers and crew members
safety of Georgian ships according to international (IMO, Solas) and national
regulations

environmental protection related to vessels operation in port and at sea
investigations on maritime accidents on Georgian flag vessels and foreign flag
vessels within Georgian ports and waters

etc.

Harbour master (HM) and Port safety

Besides the aforementioned marine affairs controlled by the harbour master, this
office is responsible for safety in the port. This includes the following activities:

Port operation

Elaboration of safety working rules for port operation
- wearing of protection clothes

- fire protection

- fire fighting installations

- pollution prevention

- pollution fighting

- technical installations for accident prevention

- eftc.

Elaboration of rules for handling of dangerous goods

Controlling of safety in the according to the a.m. rules

Elaboration of a fine catalogue for all cases of violation against the safety rules
Elaboration of qualification requirements for pilots and tug boat masters

Issue of licences for pilots and tug masters

Establishing of rules for safe traffic in the port and approaches

Control of performance of pilots and tug masters



b.1

b.2

Remark:

It is of utmost importance, that the Harbour Master gets the legal power for the
execution and realisation of the fines, stated in the fine catalogue, in case of any
violation of the rules. Without obtaining this authority, clearly backed by law, the
position of the Harbour Master will be nearly useless.

Tasks and Duties of the Georgian Port Administration/Authority (GPA)

General

According to the Georgian Maritime Code, Chapter IV, Seaport, (remark: as there
is no official English version available, this chapter was translated by the project
into English language) the Georgian seaports have an administration, which is
subordinated to the GMA, that means it forms a department/division within the
GMA and therefore part of the Georgian Ministry of Transport (MoT). We propose
to establish the GPA at Poti, as Poti is the most important Georgian port and to
spread the activities of the GMA to the different port the GMA/GPA is responsible
for.

Land-Ownership

As all port areas will remain in hands of the government and leased by the port
users only governmental institution must act as the landiord/lessor. It was confirmed
by the MoT, that they have received the authority from the Ministry of State
Property Fund (which is the official owner of all governmental owned land and
properties) to act as a landlord for port areas.
This landlord function includes:
Elaboration of standard leasing contract stipulations
If these standard stipulations once are established and in general agreed by the
parties involved, only little work is left for the entire landlord function of the
GPA.
Calculation and determination of the leasing fee under due consideration of all
factors of impact like general economic development in the country, necessities of
port development and modernisation etc. Some important principles for the lease of
land and determination of the fee are stated in the GTZ/HPC-Report dated April
96.It must be stressed, that the GPA should act as a non - profit institution. It can
not be the intention to maximise the revenue of the government.
Modification and updating of the leasing fee in regular intervals according to the
contract terms.
Elaboration and signing of individual leasing contracts between port users and the
GMA, based on the standard contract conditions.



b.3

b.4

b.5

Port construction

- Controlling of all port constructions regarding safety aspects. Prior to
commencement of work, the plans must be confirmed by the GMA/GPA/HM.
This applies especially to all cargo handling plants like oil handling devices,
warehouses for dangerous cargoes etc.

- Supervision of construction and final approval of the completed plant.

- Determination of maintenance intervals and checking of maintenance
performance

Strategic Port Planning

As long as only one port operation company is active in the port, the port planning
activities of the GPA are very limited, as the port operator will be responsible for
the planning of the leased area. In this case the duties of the GPA include:

- Controlling of all construction activities of the operator in case the outline of the
leased area will be changed; e.g. new quay wall construction which changes the
present design of the harbour basins. In such case, all technical proposals must be
alpproved by the GPA.

- Planning of new access roads and railway lines to/from the port.

- Planning of new supply lines for electricity, gas, water, sewage water to/from the
port.

- Long term planning of port extension

- Co-ordination of port planning and town planning

- Co-ordination of all activities, interests and institutions which may effects the
port and the surrounding areas

In case more than port operator is busy, the GPA will be additionally responsible

for all areas not directly dedicated to one operator.

- Planning of roads and railway lines within the port area but outside the
commercialised terminals.

- Similar applies to the a.m. supply lines

- Organisation and supervising of maintenance of mentioned roads, rails and supply
lines.

Remarks to the Georgian Maritime Code, article 76

In this article the duties of the GMA/GPA/HM regarding safety of navigation and
order in the port are specified. According to our proposal the task of the
GMA/GPA/HM shall be restricted elaboration of rules and regulations and to the
supervision of these activities. The practical work - e.g. installation, maintenance
and repair of navigational aids, execution of different tasks should be done by the
port operators or other service companies. The respective dues will be collected by
the executing party and only a supervision/ administration fee will be transferred to
the GMA/GPA/HM.



b.6

Remark to the position of the GPA

According to the law the GPA is part of the GMA/MoT. This is very well known to
all parties involved and is based on an order by the President of the Republic of
Georgia. For the time being, the GPA is not really implemented due to different
political interests in Georgia. In our opinion it is most practical, absolutely logical
and by far the best solution to subordinate the GPA to the GMA. But in case no
political consensus to this proposal can be achieve a different position of the GPA
could be acceptable, see attached diagram.

Port Matters, GMA/GPA not responsible for

As mentioned above, the NMA shall be responsible for setting and controlling of
safety in the port. They are not responsible for all commercial and operational
activities. This is the duty and responsibility of the port operation company(ies)
only.

The GMA/GPA shall not be authorised to interfere in:

- setting of port tariff; any possible governmental control with regard to national
anti-trust legislation will be executed by other state institutions, e.g. Ministry of
Economy, Ministry of Justice or National Anti Trust Board

- setting of standard contract conditions between port operator and port customer

- contract negotiations with customers

- organisation of port operation companies

- selection of business fields; as long as the activities executed are in line with the
stipulations of the leasing contract.

- renting of areas to subcontractors; as long as the activities executed are in line
with the stipulations of the leasing contract.

- joint ventures with third parties; as long as the activities executed are in line with
the stipulations of the leasing contract.

- personnel planning and staff employment

- payment of staff

- financial planning

- etc.

- port terminal planning within the premises of the port operator

Remark:

The Government of Georgia can only interfere in the operational and commercial
matters of the port operation/port service company as long as they are owners of the
joint stock company and are presented in the supervisory board. According to the
statutes of association this board will select the managers, will determine the scope
of responsibility of the manager and will state clearly, which kind of business
decisions shall be the responsibility of the supervisory board.

These kinds of business related decisions shall never be delegated to another state
organisation, GMA or others.
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1 Guiding principles

Under a clear separation of public and private responsibilities, the Maritime Administration must
ensure:

e Safe, ecological responsible and facilitate maritime traffic
» efficient framework for the fair and equal treatment of all maritime commercial activities

¢ Reliability and competitiveness of maritime services

2 Functions of Maritime Administration

General tasks of a maritime administration are:

to set up legal framework (laws, regulations, rules and guidelines) in the maritime field
— for organisational structures and the tasks of the national maritime administration
for the development of the national maritime industry
— for the development of the maritime industry
to supervise and inspect the maritime industry on complying with the legal framework
to safeguard national interests
to support the national and international maritime industry

2.1 Legislation Functions

2.1.1 Indigenous National Legislation for example:

* Organisation
— Set up a law about the tasks of the government of Azerbaijan in the maritime field

« Manpower
- Set up regulations about the legal status of seafarers
- Set up rules for training and education of seafarers, according to the STCW
Convention
- Set up regulations for social safety of employees

— Set up regulations to ensure safety of maritime traffic in national waters and the
ports area

— Set up accident prevention regulations

- Set up accident inquiry regulations

— Set up a pilot law

e Commercial
— set up a commercial maritime law, containing legal framework for:
ship owner, ship operator, shipping company

Vol. il - Annex 3 2
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rights and obligations of a ship's master

Contracts of afreightment and charter party

Transportation of passengers and their luggage on board ships
General average and collision

Salvage and assistance

Insurance

— set up regulations for the maritime lien and the arrest of ships
- Set up register regulations

- Set up facilitation regulations

- Setup aport law

2.1.2 Conversion of international Conventions into National Law, like for example:

e Maritime Safety

SOLAS, International Convention for the Safety of Life at Sea, 1974, including the
latest Protocols and amendments, International Safety Management Code (ISM) and
International Code for High-Speed Craft (HSC)

¢ Cargoes

International Maritime Dangerous Goods Code (IMDG), incl. Emergency Procedures
for Ships carrying dangerous Goods (EmS) and Medical First Aid Guide for use in
Accidents involving dangerous Goods (MFAG)

Code of safe Practice for Solid Bulk Cargoes (BC)

International Code for the safe carriage of Grain in Bulk (International Grain Code)
Code of safe Practice for Ships carrying Timber Deck Cargoes

International Convention for Safe Containers (CSC)

Recommendations on the Safe Transport, Handling and Storage of dangerous
substances in Port

Code of Safe Practice for Cargo Stowage and Securing

» Facilitation of Travel and Transport

Convention on Facilitation of international Marine Traffic (FAL)

o Legal Matters

Vol. Il - Annex 3

International Convention relating to Intervention on the high Seas in Cases of Qil-
Pollution Casualties, (Intervention)

International Convention on Civil Liability for oil Pollution Damage, (CLC)

International Convention on the Establishment of an international Fund for
Compensation for Oil Pollution Damage

International Legal Conference on the Carriage of Passengers and their Luggage on
Board Ships

International Conference on Limitation of Liability for maritime Claims

International Conference on the Suppression of unlawful Acts against the Safety of
Maritime Navigation

International Convention on Salvage
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e Marine Environment Protection

- MARPOL, International Convention for the Prevention of Pollution from Ships, 1973 -
including the latest Protocols and amendments

— Inter-Governmental Conference on the Convention on the Dumping of Wastes at Sea

- International Convention on Oil Pollution Preparedness. Response and Co-operation
(OPRC)

— Ship Safety and Pollution Prevention, Ship Management and Port State Control

- IMO Guidance on Port Reception Facilities acc. MARPOL

* Marine Technology

— International Convention on Load Lines, 1966

- Convention on Tonnage Measurement on Ships

- International Conference on special Trade Passenger Ships

— International Conference on Safety of Fishing Vessels

— International Code for the Construction and Equipment of Ships carrying Dangerous
Chemicals in Bulk, (IBC)

— International Code for the Construction and Equipment of Ships carrying Liquefied
Gases in Bulk, (IGC)

- Code for the Construction and Equipment of Mobile Offshore Drilling Units, (MODU)

¢ Navigation

- Convention on the international Regulations for Preventing Collisions at Sea, 1972 -
including latest Protocols, (COLREG)

- International Convention on Standards on Training, Certification and Watchkeeping for
Seafarers, 1978 - including the latest Protocols, (STCW)

- International Conference on the Establishment of an International Maritime Satellite
System, (INMARSAT)

- International Conference on maritime Search and Rescue (IMOSAR)

- Global Maritime Distress and Safety System, (GMDSS)

2.2 Supervising Functions

Ensure through supervision and inspection that the maritime industry is complying with national laws
and regulations and international conventions:

e ships

e port operators

¢ Port Infrastructure

» classification societies

e VTS, Vessel Traffic System

* pilots and other marine services

» maritime education and training centres

» ship waste reception facilities

¢ marine pollution emergencies

e communication facilities

¢ Search and Rescue facilities

* handling and stowage of dangerous cargoes

* against unlawful acts and illegal transport, drug smuggling and piracy

e hydrographic Surveys

* navigational Aids

Vol. Il - Annex 3 4
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« navigational publications

e navigational warning information system
e accident inquiry boards

+ meteorological information system

2.3 Maritime Industry Support

e Promoting the national flag. Supporting of the ship owners in the international competition by
creating possibilities to decrease costs, by formulating adequate

- tax- policy

- crew- and social policy; quality, quantity
- register policy

— streamlined administration

~ education- and training policy

¢ Promoting business relating to shipping
e Promoting the "off shore" industry

2.4 National Tasks in the Maritime Field

« Environmental protection

s Responsible use of national resources, like:
-~ mineral resources in national waters
- biological resources for example fish
— economical and ecological resources

e Measures to be taken in case of non-compliance with national laws, regulations and rules
« Appropriation of maritime industry resources in case of emergencies or national defence

Vol. Ill - Annex 3 5



Ainbuj jo pseog swnuepy

201)Q o1ydesboipAH

€ Xauuy - [} "JoA

Aisibay diys

uonessIuIWLPY Hod

Hoddng Aiysnpu| swnuepy

ajelojoadsu|

Buiddiys piens jseon

801130 UO1O3}0Id
lejuswiuolinug pue Ajojes

uoijejsiba] swnuep

uoneISIuIWPY dWILIEN

2injoniig |eolyolelalH |

uofesisiuiwpy swinuely sy ul sjuswpedsq jo swwesbiuebig ¢

upodsy | eseyd
SHOd Uelb1089 sy} ul saRje [eulwia | maN Jo Apnig Ajjiqisea




Feasibility Study of New Terminal Facilities in the Georgian Ports *
Phase 1 Report

4 Functions of the Departments in the Maritime
Administration

Name of Department: Maritime Administration

Function of Department:
- Co-ordination of all activities in the field of maritime administration
— execution of legal tasks

Superior Institution:
Government

Subordinate Division:
— Maritime Legislation
- Maritime industry promotion
— Port Administration
- Maritime Board of Inquiry
- Safety and maritime environment protection department
- Hydrographic Office
~ Ship Registry

Providing Service for:

- all other departments
- Government

Receiving Service from:
— ali other departments

Vol. Il - Annex 3 7
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Name of Department: Maritime Legislation

Function of Department:
— submission of law bills to the parliament as described in Chapter 2.2
— establishing of decrees
- transformation of international Conventions into national law
~ participating in international committees

Superior Institution:
Maritime Administration

Subordinate Division:
International Policy

Providing Service for:
- all other departments
advises in legal questions

Receiving Service from:
- Safety and Maritime Environment Protection Department
~ Maritime Industry Support
- Maritime Board of Inquiry
- Port Administration
~ Hydrographic Office

Vol. [l - Annex 3
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Name of Department: Port Administration

Function of Department:
- Administrations of the ports
— Landlord in the port area
~ Determination and collecting harbour dues
- Planning, construction and maintenance of port infrastructure
- Promotion of commercial port activities
— publishing of port statistics

Superior Institution:
-~ Maritime Administration

Subordinate Division:

Providing Service for:
— Port industry
support in all questions

Receiving Service from:
— Hydrographic Office
— Shipping Inspectorate
- Coast Guard

Vol. ill - Annex 3
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Name of Department: Hydrographic Office

Function of Department;
- Hydrographic Surveys
— Publication of Navigational information
- Establishing of Navigational Aids

Superior Institution:
— Maritime Administration

Subordinate Division:

Providing Service for:
~ maritime industry,
Providing Maritime Industry with Navigational Aids
publishing of hydrographic survey results, Navigational Charts and Publications,
providing with expert opinions, concerning hydrographic matters

Receiving Service from:
— Coast Guard

Vol. lll - Annex 3
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Name of Department: Ship Registry

Function of Department:
- Managing and administrating of the Ship Register
— publishing of national fleet statistics

Superior Institution:
— Maritime Administration

Subordinate Division:

Providing Service for:
— all civil and private institutions
providing with information, including statistics about national vessels

Receiving Service from:
- Shipping Inspectorate

Vol. lll - Annex 3
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Name of Department: Safety and Maritime Environmental Protection Department

Function of Department:

- Co-ordinating all activities concerning safety and maritime environmental protection matters
~ Supervision of classification societies
~ Supervision of all other private institutions acting on behalf of national authorities

Superior Institution:
-~ Maritime Administration

Subordinate Division:
- Shipping Inspectorate
— Coast Guard
Providing Service for:

— all other departments
advises in all questions concerning Safety and Marine Environmental Protection matters

Receiving Service from:

Vol. lll - Annex 3
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Name of Department: Coast Guard

Function of Department:
— Operating of VTS
~ Ensure safe maritime traffic in national waters and in the port area
— Operating of Communication Centre, including broadcasting of Weather and Navigational Warning
messages
— Operating of SAR Centre
— Operating of Marine Disaster fighting Centre
— Operating of all Navigational Aids
— Factual finding in marine accidents
— Protection of national sea border
- Protection of national marine biological, mineral and economic resources

Superior Institution:
- Safety and Maritime Environmental Protection Department

Subordinate Division:

Providing Service for:
—~ Port Administration
ensure safe vessel traffic
supervision of pilots
ensure communication between vessel and Port Administration

— Maritime Board of inquiry
Factual finding in marine accidents

— Hydrographic Office
operating of Navigational Aids
publishing of Navigational Warnings

- Meteorological Office
publishing of weather information
— Customs, Police and all other Authorities
Protection of the national sea border and of national resources

Receiving Service from:
— Hydrographic Office
— Meteorological Office
- Customs, Police and all other authorities

Vol. Il - Annex 3 13
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Name of Department: Shipping Inspectorate

Function of Department:
— Performing flag State control
— Performing port state control
— Port Operators inspection
~ Supervision of maritime education and training
- Certification of seafarers education and issuing of seafarers certificates
— Supervision of port facilities, like pilots, tugs, etc.
— Issuing of all necessary documents
- fact finding in marine accidents
-~ Tonnage measurement surveys

Superior Institution:
- Safety and Maritime Environmental Protection Department

Subordinate Division:

Providing Service for:
— Port Administration
Safety Inspections on Maritime Industries equipment
— Shipping Register
Tonnage measurement of national flag ships
- Accident inspection Board
Factual finding in case of accidents

Receiving Service from:
— Coast Guard
-~ Maritime Legislation

Vol. Il - Annex 3
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Name of Department: Maritime Board of Inquiry

Function of Department:
- Investigation of accidents
— draw up of evidences

Superior Institution:
— Maritime Administration

Subordinate Division:

Providing Service for:
—~ Maritime Legislation
advises for the adaptation of laws, regulations and rules to the latest development in
accidents
- Courts
providing with evidences

Receiving Service from:
- Coast Guard
— Shipping Inspectorate
- Police
- Maritime Legislation
~ Hydrographic Office

Vol. lil - Annex 3 15
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Name of Department: Maritime Industry Support

Function of Department:
— Support of the maritime Industry as described in Chapter 2.1

Superior Institution:

— Maritime Administration
Subordinate Division:
Providing Service for:

— Maritime Legislation
exercise an influence on Maritime Legislation to support Maritime Industry

Receiving Service from:
— Advising Board

Vol. lll - Annex 3
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5 Institutions attached to the Maritime Administration

5.1 Maritime Advisory Board

The advisory board is advising the Maritime Legislation in their functions. Members of the board are;
— ship owners association
— port operators association
— port workers union
— seaman's union
— and more associations interested in Maritime industry

The advisory board should be heard from the Maritime Administration before setting up or changing of the
legal framework., but has no direct influence on Maritme Administration decisions. The Maritime
Administration has to consider the arguments of the board benevolent.

5.2 Communities of Interests in the Maritime Industry

All parties which are working in the maritime field like f.e.:

s ship owners

e ship managers

e seaman

e port operators

e port workers

¢ administration staff
s pilots

* shipping agents
¢ shipping insurers
» fishing industry

¢ and many more

may set up their own community of interest. They are invited to participate in the advisory board.

These organisations are independent from the Maritime Administration, their tasks and the internal structure
of the organisation is laid down in statutes, which are set up by the members of the organisation themselves.

Vol. Il - Annex 3 17
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Batumi Commercial SeaPort

Annex 2

Balance Status for December 31 ( Lari ) 1995 g. 1996 g. 1997 g.
Assets
A. Main property
1. Buildings and constructions 1.402174 131% 1465356 12,8%
Buildings and constructions on other area 4178 0,0% 4.034 0,0%
Technics, equipment and transp.facilities 2.116.402 197% 1.948.277 17.0%
operational and administrative equipment and etc. 49.214 0,5% 76.379 0.7%
Other main proceeds 254 446 2,4% 151.469 1,.3%
Main procees 3.371.140  17,2%] (3,826,414)
Capital investments-unfinished 13.133.029 67,2%| 2.013.184 18,7%] 2.088.217 18.2%
Total to pointl.| 16.504.169 84,4%| 5.839.598 544%] 5.734.732 50,0%
. Financial invesments 143.681 0,7% 274.607 2,6% 411.801 3,6%
Total to point II. 143.681 0.7% 274.607 2,6% 411.801 3,6%
Main property, total 16.647.850 852%| 6.114.205 56,9%| 6.146.533 536%
B. Circulating property
1. Reserves
a) raw material, production and auxliary materialsy 548.725 2,8% 579.528 5,4% 587.756 5,1%
b) n/ve economical products 420.682 2,2% 362.120 3,4% 347.575 3,0%
¢) goods 99.821 0,5% 25.139 0,2% 29.110 0,3%
Total to pointI.}] 1.069.228 5,5% 966.787 9,0% 964.441 8,4%
Il.  Requirements and other subjects of property
a) requirements for goods, works and services 985.818 5,0% 3.085.276 28,7% 3.257.578 28,4%
b) Payments with budget 17.104 0,1% 0 0,0% 295.299 2,6%
¢) other debtors 789.310  4,0% 563.727 5,3% 622.167 54%
Total to pointil.] 1.792.232 9,2%| 3.649.003 34,0%| 4.175.044 364%
Hll.  Financial proceeds
a) cash-box 1.229 0,0% 6.247 0,1% 13.404 0,1%
b) money proceeds on account of payment 145 0,0% 361 0.0% 20.729 0.2%
c)account of currency 34.468 0.2% 731 0,0% 156.922 1,4%
Total to point HI. 35.842 0.2% 7.339 0,1% 191.055 1.7%
Circulating property, total 2.897.302 14,8%] 4.623.129 431% 5.330.540 46,4%
|Assets | 19.545.152] 100,0%} 10.737.334 100,0%] 11.477.073 100,0%]
Liabilities
A. Own capitat
I. Equity capital 329 0,0%] 4.841.428 451%|] 4.841.428 422%
Profits of the accounting year 5.153.000 48,0% 2.095.861 18,3%
Use of the profit -5.153.000 -48,0%| -2.095.861 -18,3%
Il.  Reserves 18.377.069 93,6% 1.766.000 16,4%| 3.135.395 27,3%
Own capital, total 18.377.398 93,6%| 6.607.428 615%| 7.976.823 69,5%
B. Payments in reserve fund
reserves on doubthful requirements o] 0,0% 2.151.218 20,0% 2.058.132 17,9%
reserves on expected expenses and payments 0 0,0% 0 0,0% 0 0,0%
Ot+isleni<, wsego 0 0,0% 2.151.218 20,0% 2.058.132 17,9%
C. Obligations
a) bank obligations, long-term 90.000 0.5% 0 0,0% o] 0,0%
b) bank obligations, short-term 90.000 0,5% 0 0,0% 0 0,0%
c) goods obligations 44.472 0,2% 1.524.981 14,2% 1.083.536 9,4%
d) other creditors 0 0,0% ] 0,0% 0 0,0%
) other obligations 1.033.282 5,3% 453.707 4,2% 358.582 3,1%
Obligations, total 1.257.754 6,4%| 1.978.688 184%| 1.442.118 126%
LLialﬂies | 19.635.152 100,0%| 10.737.334 100,0%] 11.477.073 100,0%]
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Feasibility Study of New Terminal Facilities in the Georgian Ports
Project Management: HPTI-Dornier-RMG Consortium
Ubersee-Zentrum, Schumacherwerder, D-20457 Hamburg, Germany






