Railway Transit Oil Logistical Center

Final Recipients:

Cabinet of Ministers of Azerbaijan Republic
Ministry of Transport and Telecommunications of Georgia
State Railways of Azerbaijan Republic and Georgia.

Justification and Objectives:

Azeri and Georgian Railways have suffered a severe decline in traffic since the
independence of the country due to the general economic disruption of the break down
of the Soviet Union, which has been severely aggravated by wars in the region. In
general for the past years the traffic has been recovering, not to be compared to the
former levels, but encouraging. There are particular increases in the area of oil
transport. Loss of revenues, and obsolete equipment, remain severe operating
constraints for the railways. It is proving extremely difficult for them to properly maintain
their system, and to carry out the necessary technical renewal.

Previous TACIS-TRACECA projects have examined technical needs, and made
analysis and recommendations for the management restructuring of the Azeri and
Georgian Railways. These recommendations included long term plans to transform the
national railway companies into financially viable transport operating company, serving
the respective national economy. The governments have broadly accepted them. On
the basis of these earlier projects the Government of Azerbaijan and EBRD have
negotiated a loan, for renewal of the most severely deficient sections of track
infrastructure. At the same time, the Government of Georgia and EBRD have negotiated
a loan for renewal of the most severely deficient sections of track infrastructure,
including the supply of Oil tank wagons.

In the short to medium term Azeri Railways and Georgian Railways are still facing by
difficult challenges due to the drastic increase of the Oil transport. They have strongly
solicited TACIS TRACECA intervention, in several domains, but the present project is
intended to maximize benefits according to criteria of interest both to Azerbaijan and to
Georgia:

* by helping the Azeri and Georgian Railways to bridge the present economic transition
period and emerge as profitable self-sustaining national railway operators.

* by ensuring the continued flow of oil along the Trans-Caucasus rail link, and its large
availability to EU refineries and EU market

The oil traffic is a revenue lifeline for Azerbaijan and Georgian Railways, and practically
all Caspian Basin oil is destined for EU refineries. Oil and oil products from the fields of
Azerbaijan as well as those of Kazakhstan and Turkmenistan are transhipped at the
Dubendi and the Baku Port Oil Terminal, for export by rail or pipeline along the Trans-
Caucasus route. The pipeline has a limited capacity of approximately 5 million tons per
year and can only carry one category of product like crude oil.

The excess demands as well as oil products are to be transported by Railway. Azeri
and Georgian Railways transported about 14 million tons of freight in 1999, of which
about 8 million tones were oil and oil products. This represents a transport volume of



nearly 30.000 tons per day and the present capacity of Azeri and Georgian Railways to
transport oil and oil products. To transport this oil and oil products the Azeri Railways
has 3866 tank wagons available of which 60 % are definitively out of service for
technical reasons. The result of this situation is a constant deficit of rail- wagons
available causing a serious congestion prevailing on the corridor for the last twelve
months.

This situation will be even worse in the future, as the oil industry will develop. Already
today the real demand on transport capacities via the Trans Caucasian rail link is
estimated at 50.000 tons per day. In addition to that, the government of Turkmenistan
and Uzbekistan want to transport another 500.000 tons each of oil products per year via
the Trans Caucasus rail link.

It is necessary to improve urgently the situation by establishing Railway Oil Logistic
Center working in close collaboration with operators of Dubendi terminal, Batumi Port,
Azerbaijan and Georgian Railways and Caspian Shipping Co. (Baku).

In addition Oil Port of Supsa has been only recently constituted and there is no relevant
port infrastructure, the implementation of the project will help the Port to establish
efficient management structure, which will render services to tankers as the
international standards. The project will also enable us to define optimal program of
further development of the Port, enabling to attract the investments necessary for the
port. The Port will act as a co-financier of investment project.

Main Component
The project consist of two modules:

Module A/improvement of Logistic Management for the transport of oil and oil products
between Baku and Batumi.

Module B / Feasibility study on the establishment of Supsa Port administration.

The Project Purposes are:

- Module A / Establishment of Logistical Centers with relevant network, in Batumi
Port, Ltd Georgian Railways (Thilisi), Azerbaijan State Railways (Baku) and
Caspian Shipping Co. (Baku).

- Module B / Establishment of efficient management structure, which will render
services to tankers according to International and European standards. The

project will also enable to define optimal programme of further development of
the Port, enabling to attract the investments required for the port.

Project duration: 12 months

Project budget: 400,000 €



