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1 Project Synopsis

Project Title: Railway Transit Oil Logistical Centre
Project Number: EUROPEAID/113200/C/SV/Multi
Countries: Azerbaijan, Georgia

Project objectives

Project outputs

According to the Terms of Reference the project consists of two
Modules not directly linked to each other. Module A aims at the
improvement of logistics management for the transport of oil and oil
products by rail between Baku and Batumi. Module B focuses on the
feasibility of establishing and promoting the Supsa Port Administration

Specific objectives of Module A are:

a.

to develop a forward looking concept for the rail transport of oil and
oil products across the Caucasus;

to establish a network of logistic centres (points of contact and/or
information).

Specific objectives of Module B are:

C.

to establish an efficient management structure for the Supsa Port
Administration;

to outline how to render services to tankers according to
international standards;

to define an optimal program of further development or Supsa Port,
enabling the port to attract (private) investment.

Expected outputs of Module A are

1.

4.

The transport chain of oil and oil products transported by rail across
the Caucasus has been investigated and described

Technical, operational and organisational weaknesses and
inefficiencies have been identified and investigated

A sustainable taylor-made oil transport by rail logistics concepts has
been prepared. This comprises that an appropriate administrational
set-up has been developed, an operations concept has been
developed, communication links and interfaces have been
designed, a customer-relations function has been designed, and
responsibilities are efficiently attributed.

The concept is being implemented

Expected outputs of Module B are

5.
6.

Supsa Port is able to establish an efficient management structure.
Supsa Port is able to render services according to international
standards

An oil terminal and tanker safety manual has been prepared and is
implemented

Consortium UNICONSULT-HPTI-Transpetrol
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Project activities

8. Supsa Port is able to define an optimal program for future
development of the port

9. The port is able to attract investments for future development

10. Navigational and vessel safety in the port and its approaches is
assured

11. Pollution prevention and pollution combating measures are in place,
an oil pollution contingency plan has been prepared.

Module A

1. Describe the oil transport chain from the places of production in the
Caucasus via transhipment facilities to the places of destination.

2. ldentify link capacities, capacity improvements, relevant
stakeholders and decision makers, existing operation systems.

3. Describe available transport and storage facilities across the
Caucasus, their characteristics and capacity.

4. Describe the composition of oil cargoes carried on rail, its quantities
and frequencies.

5. Describe the organisational setup between all parties involved,
communication links, cooperation systems, wagon tracking system
(if available).

6. Elaborate a market study for oil transports by rail across the
Caucasus.

7. Update the oil traffic forecasts for the rail link Baku and Batumi.

8. Identify the weaknesses in the sectors investigated above, taking
into account projected growth.

9. Prepare recommendations on costs and environmental impact
assessments

10. Develop and specify a sustainable taylor-made oil transports by rail
logistics concepts including organisational setup, organisational and
operational interfaces, communication links, allocation of
responsibilities, CRM, logistics support units, operating budget
requirements, staff requirements, marketing concept.

11. Discuss the concept with Project Partners

12. Assist in implementation of the concept

Module B

13. Study the institutional structural design issues of Supsa Port,
prepare a critical review

14. Prepare recommendations for an efficient management structure

15. Prepare an oil tankers and terminal operations safety manual

16. Study communication and navigation equipment available in the
port and make recommendations

17. Study the logistical equipment issues for Supsa Port and make
recommendations

18. Advise on the issues of navigational safety and prepare
recommendations for an effective VTS

19. Advise on the issues of environmental protection and prepare

recommendations for an efficient and effective environmental
protection system and for pollution control and combating
equipment

Consortium UNICONSULT-HPTI-Transpetrol
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Target groups

Project starting date

Project duration 12 months

20.

21.

22.

23.

24,

oll

Provide pre-project studies for berth construction for the port’s
auxiliary fleet

Provide preliminary preparation for investments for the Supsa port
development

Examine issues related to attracting funds from IFls and private
investors for Supsa Port development

Specify training requirements in management, safety operations,
safety and environmental protection

Assist the port administration in implementing the new
administrational set-up.

operators, Batumi Port, Batumi Oil Terminal, Supsa Port

Administration, Georgian and Azeri Railways, Baku International Sea
Port, Caspian Shipping Company

6 December 2002
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2  Analysis of the Project

2.1 Project Context

The rail transport route between Baku/Dubendi on the Caspian Sea and Batumi on the Georgian Black Sea
Coast is for the time being one of the important outlets for Caspian and Central Asian oil and oil products to
the western markets. Growth rates in oil transportation by rail have been significant over the last three to four
years, so that oil transportation today constitutes major parts of Caucasian railways’ traffic and revenues.
However, competition with other routes, e.g. with routes through Russia for the transport of Kazakhstani oil is
fierce. Moreover, several pipeline projects (promise to) offer alternative transport ways and competitive
tariffs. The opening of the CPC between oil field and Novorossiysk has already demonstrated a possible
influence of pipelines on rail transportation across the Caucasus. While in 2000 about 2 million tonnes and
2001 about 1.3 million tonnes of Kazakh Tengiz crude were shipped by rail from Dubendi to Batumi, this
traffic was completely stopped in 2002 with volumes being transferred to the pipeline. The gap was quickly
filled by increased oil production from other wells in Kazakhstan and Turkmenistan, and an increase in
refinery capacities in the region.

But the rail connection between Baku/Dubendi and Batumi has to prove its competitiveness every day given
the many plans for alternative routes. The route has to be reliable with respect to timing and duration of
transport, price and service. A situation like it occurred in winter 2001/2002, where the physical
communication between Baku and Batumi was interrupted due to unloading problems in Batumi claimed to
be caused by difficult weather conditions in the Caucasus, is not acceptable to customers.

The Georgian and Azerbaijan Government have therefore jointly asked the European Commission to fund a
study analysing how to improve the oil logistic chain by rail between Baku and Batumi. The European
Commission agreed and on 6 December 2003 awarded the contract for the project “Railway Transit Oil
Logistical Centre” (EuropeAid Contract No 27532) to the Consortium Uniconsult/HPTI/Transpetrol. The
project consists of the following two modules:

Module A Improvement of Logistics Management for the Rail Transport of Oil and Oil Products
Between Baku and Batumi

Module A links to previous Tacis, TRACECA and EBRD projects related to the improvement of rail ferry
ramps in Aktau, Turkmenbashi and Baku as well as studies on the rehabilitation of terminal structures in
Aktau and Dubendi, the purchase of rail tank cars for Georgian and Azerbaijan Railways, and the installation
of fibre optical cable along the track between Baku and Supsa.

Module B Feasibility Study on the Establishment of Supsa Port Administration

The Georgian port of Supsa constitutes the final point of the Baku-Supsa pipeline through which today about
5 million tons of crude oil from the Azerbaijan Chirag and Gunashli oil field can be transported annually.
Supsa Terminal is connected to an SPM (single point mooring) about 2 NM from the shore, which can load
tankers up to 150,000 tdw. But there are ideas to develop a solid infrastructure with piers, quay walls and
breakwaters.

Module B has been specifically asked for by the Georgian Government in order to strengthen institution
building and port planning capacities of Supsa Port Administration. Moreover, it was requested to assist the
port in the development and implementation of safety as well as cargo and vessel handling procedures.

Consortium UNICONSULT-HPTI-Transpetrol
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In December 2002, the consultants started on their initial tour through the beneficiary countries as per ToR.
Their intention was to inform key representatives of the project partners on the objectives of the project and
to collect information relevant for project work by inspecting relevant infrastructure and interviewing
representatives of administrative institutions including ministries, and companies both government-owned
and private, operating in the transport sector in Thilisi, Batumi, Supsa (all Georgia), and Baku (Azerbaijan). A
reference list is attached in Annex 1. The information collected during these discussions, in combination with
additional information available to the consultants constitutes the basis for the present Inception Report for
Module B.

2.2 Main Problems and Deficiencies identified

2.2.1 Module A

Discussions with local and EU experts, and representatives of Project Partners and Target Groups circled
around different aspects or problems related to the transport chain across the Caucasus, depending of
course on the geographical position and role of the interview partner in the transport chain. Generally, three
different groups of aspects were focused: infrastructure and rolling stock, operational procedures,
organisational set-up.

Infrastructure, Rolling Stock, Handling and Storage Facilities etc.

Especially the railway companies see the problem to be related to insufficient infrastructure and rolling stock.
What are needed are more modern RTCs and the rehabilitation/extension of certain sections, e.g. parts of
the single track section between Samtredia and Batumi. Generally, many interview partners named Batumi
as the major infra- and superstructure bottleneck of the transport chain.

» Qil and oil products from Central Asia, mainly Kazakhstan and Turkmenistan, reach the Azeri ports of
Baku and Dubendi via the Kazakh port of Aktau, or the Turkmen ports of Turkmenbashi/Ufra, Aladja and
Okarem. The Baku-based Caspian Shipping Company is currently the sole provider of tanker services to
Azeri ports due to very favourable tariff conditions for Azerbaijan-registered vessels in Azeri ports.
Moreover CSC is the only ferry operator in the Caspian Sea.

CSC currently has 33 tankers and 7 ferries, the latter mainly engaged in the transportation of RTCs
between Turkmenbashi and Baku. The tanker fleet of CSC consists of three vessel sizes: 21 vessels
with a capacity of 5,000 tdw (Shikhlinsky class), 9 vessels of 7,410 tdw (Apsheron class), and 3 vessels
of 12,334 tdw (Shamkhor class). Due to draft restrictions in Caspian ports vessels of the Shamkhor
class cannot load more than 9,000 tons. Depending on the cargo split between Aktau and Turkmen ports
(travel time from Aktau to Baku is about 9 hours longer then from Turkmenbashi to Baku); the existing
fleet should be able to transport around 20 million tonnes of liquid bulk per year. In 2002, the fleet carried
an estimated 7 million tonnes to the Azeri ports. Moreover, the fleet has also been engaged in trades
between other Caspian ports. However, capacities should sufficient for the time to come, especially
against the backdrop that in 2003, two additional tankers of 8,000 tdw will be delivered to CSC, and two
further new-buildings of 12,000 tdw are scheduled for 2004. This is likely to bring total capacity to close
to 23 million tonnes.

CSC currently operates from Baku (two rail ramps) one ferry to Aktau (one rail ramp) twice per week and
six ferries to Turkmenbashi (two rail ramps) with around 14 departures per week. The ferries are
designed to transport up to 28 rail cars (12-m standard wagon). Currently the ferries are almost
exclusively engaged in the transport of RTCs carrying crude oil from Kumkol (Kazakhstan), and some
products from Chimkent and Turkmenbashi refineries from Turkmenbashi to Baku. Routing via Aktau is
reportedly not commercially viable due to high railway tariffs in Kazakhstan. In 2002, the ferries have

Consortium UNICONSULT-HPTI-Transpetrol
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been carrying around 20,000 loaded RTCs (i.e. 1.2 million tonnes) from Central Asia to the Caucasus
(and an unspecified number back, since often RTCs are repositioned via Russia). In 2002, operations
were hindered by construction works on the ferry terminal Turkmenbashi, thus restricting
loading/unloading operations to night time. Rehabilitation works in Turkmenbashi have now been
finalised but it is expected that similar works on Baku ferry terminal are soon to start. An increase in
transport volumes by ferry is thus not expected to occur in 2003. In order to circumvent the temporary
congestion on the ferry link, a private operator has approached Turkmenbashi port to construct an oil
terminal for the unloading of RTCs into tankers to be send to Baku or Sangachal (new Azpetrol Terminal)
for further reloading into RTCs.

The ferries are equipped with engines enabling them to achieve 5 roundtrips per week, amounting to 30
departures from Turkmenbashi per week. This is well manageable with 2 operational rail ramps on both
sides of the link. Thus, the theoretical capacity of the rail ferry link between Turkmenbashi and Baku is
around 42,000 loaded RTCs, i.e. about twice as much as today. However, night time arrival and
departure for ferries in Turkmenbashi port is difficult due to a narrow approach channel and very poor
condition of the existing aids to navigation devices which leaves manoeuvring of the high-board ferries a
task for only very skilful and experienced masters. In order to relieve a.m. difficulties with night time
operations a TRACECA project is currently underway supplying basic aids to navigation equipment to
Turkmenbashi (Baku, Dubendi, and Aktau). Moreover, it stands to reason whether Turkmenbashi port
has enough shunting and marshalling capacities to handle this large amount of RTCs. From time to time
rail traffic in Turkmenbashi breaks down with reportedly up to several hundred RTCs waiting for loading
onto the rail ferries.

The consultant has no exact information on the berthing and loading capacities for tankers on the
eastern side of the Caspian Sea. According to information from the port management Aktau port in 2002
exported over 5 million tons of oil and oil products. This would render the port's two oil piers (with 5
berths, 4 of which are operational) close to full capacity utilisation if not additional capacities have been
installed since the consultants last visit in summer 2001. Similar, no concrete information on the terminal
facilities of Ufra (the oil port opposite of Turkmenbashi port), Aladja and Okarem is at hand.

In Dubendi four piers are dedicated to tanker operations but currently only two are operational.
Rehabilitation of Pier 3 has just been finalised by the private operator, Pier 1 is currently under
rehabilitation. Both piers offer two berths each for vessels up to 12,000 tdw (current Caspimax size).
However, due to draught restrictions in the access channel to the port, tankers cannot enter the port with
more than 9,000 tonnes of cargo. The pipeline system connecting the piers with the on-shore storage
facilities has just been renovated. Depending on the type of cargo, the size of vessel, and the vessels
own pumping capacity, the average capacity of one berth can be estimated at around 8-9,000 tonnes per
day or around 2.6 to 2.9 million tonnes per year (Dubendi is especially in winter time frequently closed
due to rough weather conditions).

In Baku the Azpetrol Terminal uses the structures of the former timber terminal. The private operator has
rehabilitated and modernised the pier with its three berths. The berths can accommodate all tanker sizes
currently operating in the Caspian Sea, with the Caspimax size loaded up to 9,500 tonnes. The annual
capacity per berth is slightly higher than in Dubendi due to the less frequent closure of the port.

The new Azpetrol Terminal in Sangachal (40 km south-west of Baku) will have one pier with two berths
for vessels up to 12,000 tdw, and one pier further outside with two piers for vessels up to 16,000 tdw.

« In Batumi Port one pier is dedicated to the transhipment of oil and oil products. This pier is operated by
the private operator Batumi Oil Terminal (BOT), and has three berths for vessels up to 60,000 tdw.

Consortium UNICONSULT-HPTI-Transpetrol
February 2003



TRACECA Railway Transit Oil Logistical Centre 7

Moreover, BOT operates one SPM (single point mooring) facility just outside the port for vessels up to
120-130,000 tdw. The terminal is connected by pipelines to the storage facilities in and near Batumi. The
port management estimates the annual capacity of the terminal to be around 12 million tonnes, which
can easily be extended to 15 million tonnes.

e Storage capacities in Baku have been substantially increased since the beginning of 2002. Currently
about 400,000 m® of storage capacities for transit cargoes are installed in Dubendi (300,000 m®) and
Baku (100,000 m3). More capacities will soon be operational when the Azpetrol Sangachal Terminal with
200,000 m® of storage for crude oil will open (scheduled for March/April 2003).

The storage facilities in Batumi (124 tanks ranging from 1,000 m® to 10,000 m® with a total storage
capacity of 600,000 m3) have an average capacity utilisation of already 75 to 85%.

* Many interview partners considered the quantity and quality of unloading facilities in Batumi as the major
bottleneck. The operator responsible for the RTC unloading facilities claims to have seven unloading
gantries (three for crude oil, three for light products, one for fuel oil) with a total of 191 unloading hoses
(84 for crude oil, 75 for light products, 32 for fuel oil). The existing gantries are relatively old and mostly
obsolete in technology. The capacity of the unloading facility, of course depending on the cargo mix, is
given at roughly 500 RTC in summer and 400 RTC in winter times, which is equivalent to an annual
unloading capacity of 10 million tonnes of oil and oil products. Given a turnover of 8.6 million tonnes in
2002 and an expected turnover between 9 and 9.5 million tonnes in 2003, the opening of a new
unloading gantry for 84 RTCs scheduled for March 2003 will considerably relieve congestion. The new
gantry will run on a new technology especially facilitating the unloading of cargoes with high viscosity,
and will have an estimated capacity of up to 10 million tonnes p.a. if dedicated to only specific products
or crude. For the beginning this new facility is intended for handling of crude oil and fuel oil. The terminal
operator plans to step by step either scrap some of the old gantries or rehabilitate them, depending on
market development.

Moreover, some relieve on the Black Sea Coast will also bring the full development of modern RTC
handling facilities at Poti Port. The new RTC gantry operational since October 2002 will be dedicated to
handling light products, and has a capacity to simultaneously handle 24 RTCs (2x12), which gives an
estimated annual maximum capacity of about 2.6 million tonnes (limiting factor in Poti is currently
available storage). Since Poti also serves as gateway for mineral products shipped to Armenia, the
gantry will serve for loading as well as unloading RTCs. A projected second gantry will be able to receive
22 RTCs for crude and fuel oil, and have an annual maximum capacity of around 2.4 million tonnes.

Loading facilities in Baku and Dubendi were generally considered more than sufficient. The Azpetrol
Terminal in Baku, which is operational since April 2002, has one gantry for 36 RTCs (2x18), and one
gantry for 20 RTCs (2x10). Due to modern equipment and efficient operational procedures, Azpetrol
gives the maximum capacity of the loading facilities at 7 million tonnes p.a. In March/April 2003 Azpetrol
will put a second terminal near Sangachal into operation. This terminal will be dedicated to handling
crude oil, and have one gantry for 70 RTCs (2x30). The annual maximum capacity of the loading
facilities will be around 9 million tonnes.

The operator of the Dubendi facilities, Kafkas Trans, controls one gantry for 78 RTCs (2x39). The gantry
is operationally split into 2x21 loading hoses for crude and fuel oil (old facility), and 2x18 loading hoses
for light products (newly constructed facility). Maximum capacity should be around 7 million tonnes p.a.

In addition to a.m. facilities, there also exist gantries with the Baku refinery Azneftyag, bordering the
Azpetrol Terminal, and at Ali Bayramli (south-west of Baku), which is connected to the Dubendi tank farm

Consortium UNICONSULT-HPTI-Transpetrol
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via pipeline. The Azneftyag gantry is predominantly handling refined products from the refinery, while the
doubled sided gantry in Ali Bayramli (2x16), which is operated by Kafkas Trans, stands currently idle.
During a side visit, however, the consultants found evidence that a smaller nearby gantry is temporarily
used. The operator could not be identified, yet.

e Currently both railways undertake considerable efforts to repair and rehabilitate the existing rail track
infrastructure. However, it is evident that this task needs large scale investment. On some sections, the
average speed of an oil train does not exceed 10 km/h due to the condition of the track. Upon request,
the consultants were permitted to accompany an oil train from the departure station Bilajari near Baku to
the border between Azerbaijan and Georgia. The train travelled 13 hours to cover the distance of 480
km, i.e. at an average speed of 37 km/h, which is exceptionally high as measured with international
standards. Azerbaijan State Railway managers indicated that the usual travel time for this distance
would be 16-18 hours, i.e. 27-30 km/h, which is very acceptable.

Between Baku and Samtredia the line is double track and electrified, mainly operated by semi-automatic
block systems. The section between Samtredia and Batumi is seen as one of the infrastructural
weaknesses of the corridor. Here, on this 120-km section the line is single-track. The former automatic
block system is out of order since the last civil war in Georgia; the system is current operated semi-
automatic, considerably restricting the maximum number of train pairs passing through this section per
24 hours. Currently in peak times 18-19 trains (including 3 passenger trains) find their way to Batumi,
with about 15-16 trains (including three passenger trains) in opposite direction. The disparity occurs
since outbound empty oil trains can carry more RTCs than incoming loaded trains. According to
information from Georgian Rail management this section can handle considerably higher train numbers
(more than 25 train pairs). Since the consultants so far did not have detailed insight into the track
characteristics, the maximum capacity of this section could not be validated.

Both railways consider their current number of shunting and long-haul locomotives as sufficient to easily
handle the existing cargo traffic. Georgian Railway informed the consultants that they have purchased 18
new 4-axle locomotives from a production factory near Thilisi. These, however, are mainly employed with
passenger trains. Exact figures on the number of locomotives were not disclosed to the consultants by
the time of writing.

e Marshalling and shunting yards in and around Baku do not seem to restrict the operation of oil trains. In
addition to the railway facilities all larger transhipment terminals (including the soon operational Azpetrol
terminal) have their own marshalling tracks (Azpetrol even has an own locomotive operating on the
terminal). Full train loads are usually consolidated at the largest Azeri marshalling yard in Bilajari.

A weakness may be the capacity and condition of the marshalling yard in Batumi. Since the unloading
terminal in Batumi has no own waiting tracks, RTCs are pushed into the gantry lanes directly from the
marshalling yard.

Experts from Batumi indicated the annual capacity of the marshalling yard with around 11 million tonnes,
i.e. about 500 loaded and 500 empty RTCs per 24 hours. However, Georgian Railway management
claims the yard can handle up to 850 loaded RTCs per day. During two on-site visits the consultants
could see around 500-600 RTCs crowded on the yard. It was actually difficult for the consultants to
imagine much larger volumes handled at this yard. Reportedly, Batumi Territorial Management has
already submitted plans for a rehabilitation and extension of the yard to the headquarters in Thilisi and
the Minister of Transport and Communications.

Consortium UNICONSULT-HPTI-Transpetrol
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* Most RTCs are controlled by Azerbaijan State Railways, who claims to have between 2,300 and 2,400
own RTCs, while Georgian Rail is reported to have only up to 1,700 RTCs. The majority of RTCs
controlled by the two railway companies is rather old and in urgent need of replacement, especially for
environmental reason (a considerable number of RTCs seems to be leaking if taking the oil stains on
marshalling yards and between the rail tracks as an indicator). Moreover, most RTCs are not equipped
with heating systems (steam-jackets), what proves to be an obstacle for unloading operations in winter
time. In addition to the RTCs of Georgian and Azerbaijan Railways, an average of 500 RTCs of other
countries is usually travelling within the Caucasian oil network. These RTCs (from e.g. Russia,
Uzbekistan, Turkmenistan, Tajikistan, Kazakhstan) are generally operated under leasing agreement of
large transport chain operators and used for the transportation of oil and oil products from Kazakhstan,
Uzbekistan and Turkmenistan (the latter two countries provide only small quantities by rail) via the rall
ferry Turkmenbashi-Baku to Batumi.

During the last two years more and more private transport operators have undertaken to purchase their
own RTCs. Currently, there are about 1,200 private RTCs running between the Caspian and Black Sea
Coast, and an additional 300 between Central Asia and the Black Sea Coast (via ferry link across the
Caspian Sea). Almost all of these private RTCs are steam-jacked, thus can be used rather flexible also
in winter time. It is expected that the number of private RTCs will increase to about 2,500 towards the
end of 2003, 70-80% of which will have independent heating systems.

Moreover, Azerbaijan State Railways have just received 108 new RTCs (financed by the TRACECA
Programme).

All in all, there are currently over 6,000 RTCs operating the oil transport chain between Baku/Dubendi
and Batumi. Even if we neglect the around 800 RTCs (500 RTCs of other countries, plus 300 private
RTCs), which are mainly used for the operation of oil transports between Chimkent (Kazakhstan) and
Batumi, there still remain about 5,300 RTCs for pure transports between Baku/Dubendi and Batumi.
Assuming an average turn around of 8 days and down times of five days per annum (both figures on the
high end of the market) we arrive at an annual capacity of the RTC rolling stock of 14.3 million tons. This
figure does not yet take into account that a small proportion (about 10% of the railway controlled fleet) of
the RTCs currently under operation have a carrying capacity of 100 tonnes (4 axle-RTCs), instead of the
usual 60 tonnes. Moreover, it does not take account of the RTC capacities provided by other Central
Asian countries.

Given that in 2002 about 7.5 million tonnes of oil and oil products were loaded in Baku and Dubendi into
RTCs, the currently employed capacity is quite sufficient to handle much higher cargo volumes provided
that the RTC fleets are managed in a professional way taking into account weather conditions and
product characteristics.

» Supporting facilities like Cleaning Stations and RTC Repair Yards were unisono not mentioned to be a
weakness of the current system. RTCs are regularly checked and maintained. For small repairs a
number of small workshops along the way are available (e.g. at the border crossing station). Thus, if
some defect is detected the railcar will be instantly taken out of the circulation and fixed. Every two years
(or alternatively 100,000 km) the single RTC is inspected, with major inspections scheduled every 8-10
years. Major repair yards (e.g. the ASR repair yard in Bilajari) are currently far from being close to
capacity deadlock (about 50% capacity utilisation), this has been confirmed during on-site visits of the
consultants to repair yards and work shops.

Cleaning Stations, though very few in number, also provide sufficient capacity to handle much larger
RTC throughput. The Cleaning Station in Bilajari, the largest in the Caucasus, is currently modernised
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with the support of EBRD funds. Only if the demand for difficult commodities with high viscosity like fuel
oil (Masud) will exorbitantly increase, capacities may have to be extended since RTCs carrying e.g. fuel
oil need to undergo the cleaning procedure up to three times until they can be used for other purposes.
Moreover, also RTCs carrying only fuel oil need to be washed after two to three roundtrips.

Organisational Set-up

Oil and oil products reach Baku and Dubendi by different ways (but always with vessels from Caspian
Shipping Company). The most important gates are the following

Dubendi Oil Terminal is owned by Middle East Petrol and operated by Kafkas Trans. The terminal
receives crude oil and oil products by tankers from Aktau (bringing Buzachi and smaller amounts of
Kumkol Crude), Okarem (Okarem Crude), Aladja (Celeken Crude) and Turkmenbashi (refined products,
mainly fuel oil and benzene). Crude oil accounts for roughly 70% of all shipments to Dubendi. The
terminal handled around 1.5 million tonnes in 2002.

Azpetrol Group has reconstructed and heavily modernised the former timber terminal of Baku Port and
transferred it to Azertrans for oil operations. The terminal receives about the same crude oils and
products as Dubendi, but with different shares. Main business for the Azpetrol terminal is Kumkol crude,
Buzachi crude comes in smaller amounts, and there are from time to time sendings of Aktybinsk crude.
Significant amounts come also from Okarem and Celeken. Crude oil accounts for 70% of transhipment
volumes, with 80-100 different products (but mainly fuel oil, benzene, diesel etc) accounting for the rest.
The terminal is operational since April 2002 and has handled about 4 million tonnes in 2002.

The rail ferry terminal in Baku is owned and operated by Baku International Seaport. Oil and oil products
come mainly by ferry from Turkmenbashi. Cargo comprises mainly Kumkol crude, but also smaller
amounts of fuel oil and benzene from the refinery in Turkmenbashi. In 2002, the ferry terminal handled
around 1.2 million tonnes of oil and oil products, which is about 80% of total turnover at the ferry terminal.
The ferry link is for the most part used by the Silk Road Group for the transport of oil cargoes in block
trains from Chimkent (Kazakhstan) to Batumi.

In case of Middle East and Azpetrol terminal, the organisational patterns of the major companies
involved in the organisation of the transport chain are to a great extent comparable. Usually the transport
chain operators (Kafkas Trans and Azertrans also serve as MTO, multi-modal transport operators) will
conclude contracts with the clients on (Inco)terms FOB (Free on board) Turkmenbashi /Aktau — FOB
Batumi. Usual as well is CPT (Cost paid to) Batumi or DAF (Delivered at frontier) Georgia, but FOB/FOB
is the preferred condition, because then the complete transport chain is under control of the executing
transport operator (including of the return of the empty RTCs). In case for example of CPT the transport
chain operator bears the responsibility for the transport to Batumi Freight Station only, but the influence
to speed up the discharging procedures of the RTCs is rather limited.

After concluding an FOB/FOB contract with a client (usually one of the large oil production companies,
but also small and medium trading houses), and after the client has submitted the vessel nomination for
Batumi port, the transport operator informs the terminal operator in Batumi, where the large transport
operators have usually booked fixed capacities, in order to synchronise transhipment, storage and
loading capacities (to the vessel). Simultaneously, the transport operator will book vessel capacity at
Caspian Shipping Company for the transport across the Caspian Sea, and established the monthly
schedule for providing RTCs and transport capacity with Azeri State Railways and Georgian Railways.

Reportedly, terminal operators in Baku only accept cargo if the customer/owner of the cargo has already
chartered a vessel and announced an arrival date in Batumi. Only customers providing large lots (e.g.
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100,000 tonnes) are granted special conditions. Otherwise, the terminal operators in Baku/Dubendi fear
that the customer may use their storage facilities unduly long time. However, if a customer after
unloading his cargo from the Caspian tanker into the storage announces a considerable delay of his
vessel in Batumi, the terminal operators load the cargo into RTC to free their storage facilities and have
them pulled onto the net of Azerbaijan State Railways where they are stored and blocking the yards. The
operators claim that they are forced to proceed this way since they cannot enforce the payment of
storage fees (after a usual free storage period of 4-7 days) due to the strong competition in the market.
Reportedly, only Caspian Shipping Company as monopolistic provider of oil transportation services to
Baku and Dubendi, and Alegratrans as sole provider of storage and handling services in Batumi have
enough market power to enforce punitive fees (demurrage).

The Silk Road Group seemingly also has been granted special conditions in Batumi Oil Terminal due to
the long distance of their transport chain (it takes about 14-20 days to run a train from Chimkent to
Batumi) which somewhat restricts flexibility of operations. Usually, if a vessel is scheduled to arrive in
Batumi and the required parcel/lot size is not yet available in store in Batumi, then it is possible to
arrange for priority trains from Baku to Batumi. These trains can travel the route in less than two days
and help to avoid demurrage fees for tanker vessels which easily amount to several 10,000 USD.
Clearly, this would not be an option for the Silk Road Group since for operational reason (customers
refuse the transhipment of their cargo to avoid deterioration), the company does not have or use any
interim storage facilities in Baku. Thus, the company is depending on an exact timing of their cargo
transports in order to have the right quantity at the right time in Batumi. Reportedly, Silk Road trains are
generally handled with priority, and Silk Road Group is exempted from presenting a vessel nomination
when sending the first train of a new parcel since it takes considerable time to accumulate their usual
parcel sizes of 50-60,000 tonnes (i.e. about 25-30 trains across the Caucasus).

 None of the parties rendered border crossing procedures a major problem. Once a train has been
nominated by the terminal operator in Batumi, the whole procedure at the border (Customs clearance,
train inspection, change of locomotives etc) reportedly takes about three hours (this is sometimes faster
than for passenger trains). Only temporarily problems may occur.

e Alegratrans informs all partners along the chain (terminal operators in Azerbaijan, the railway
companies, and the forwarding agents) which products of which customer they are going to accept for
the next two days. However, it appears that in Azerbaijan more trains depart than have been ordered by
Alegratrans in Batumi. Alegratrans claims that Azerbaijan is sending trains even though they know that
Georgia can only handle a limited amount of trains due to the characteristics and the condition of the
section between Samtredia and Batumi. But it cannot be ruled out that this may well be due to different
Alegratrans offices responsible for passing on (contradicting) information to ASR (Baku, Moscow) and
Georgian Rail (Batumi).

» All companies engaged in the freight forwarding of oil and oil products between Baku and Batumi stated
that they have their own tracking and tracing system. The system is usually computer-based and
manually fed with data provided by the railways and own staff monitoring the trains along the line
(identified by the departure number). Twice a day (in the morning and in the evening) both railways
independently of each other hold dispatcher conferences in order to get an overview, where the single
trains currently are on their territory (internal railway tracking and tracing system for trains). This status-
quo information are then upon request exchanged with the forwarding companies/transport chain
operators and entered into the companies’ tracking and tracing systems. Some operators even have
their own staff within the railway building. Moreover, the operators frequently exchange information with
the terminal operators in Baku/Dubendi and Batumi concerning the availability and utilisation of storage
facilities. Most transport operators regularly engaged in oil transportation have long- and midterm
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contracts with the terminal operators concerning dedicated storage facilities or even have their own
storage facilities. Moreover, information on the arrival time of vessels in Batumi is exchanged. Usually
Alegratrans provides an arrival schedule for vessels covering the coming 14 to 28 days.

» During the interviews the consultants also attempted to discuss financial issues. However, not
surprisingly, the organisations were quite cautious in providing detailed information, especially about the
costs of transhipment and transport. The consultants learned some figures which were quoted
unofficially. Therefore, the consultants would like to present these figures reiterating that they have not
received these data from any of the official interview partners.

The rate for crude oil transport by Georgian Railways is reported at around USD 5.10 per tonne, and
USD 5.55 per tonne by Azerbaijan State Railways. Officially is there no discount when using private
RTCs (usually in western Europe a discount of 15% is granted) but the transport chain operators are
pushing very hard for it.

The transhipment rates in Baku are within a frame of USD 5.0-7.5 per tonne depending on the product
(e.g. USD 5.5 per tonne for crude oil). In Batumi transhipment costs reportedly lie around USD 8-11 per
tonne (e.g. USD 8 per tonne for crude oil).

For the shipping rates in the Caspian Sea are only roughly estimates possible:
Ferry (Turkmenbashi-Baku) USD 7-8 per tonne (excluding return of empty RTCs)
Tank vessel (Aktau-Dubendi) USD 4-5 per tonne

» Data concerning the handling and rail transport of oil and oil products across the Caucasus is not fully
consistent. While the terminals in Dubendi and Baku together with ferry operations claim to have
transported a total of about 7.5 million tonnes, the Azerbaijan State Railways counted 7.8 million tonnes,
Georgian Rail transported 8.8 million tonnes and Batumi Oil Terminal handled 8.6 million tonnes. While
differences between Georgian Rail and Batumi Oil Terminal can be explained by local consumption, and
the differences between the Baku/Dubendi terminals and Azerbaijan State Railways by the Shipment of
Azeri Shirvan Oil via Ali Bayramli and some exports of the Azeri refineries, the consultants could not
solve the difference between Azerbaijan State Railways and Georgian Rail for the time being. More in-
depth research will be undertaken.

» The consultants raised the question whether there will be competition between Rail and Pipeline after
opening of the BTC in 2004/05? The idea behind this being that all current Supsa volumes may be
transferred to the new pipeline, since this pipeline will foremost be dedicated to the transportation of
Azeri crude. It may then well be that the Supsa pipeline will be opened for third parties, e.g. the
transhipment of Kazakhstan or Turkmenistan crude. This of course will be a major draw-back for the
railways since they may loose up to 5 million tonnes of cargoes.

However, all interview partners confronted with this question denied any effect of the pipeline on the
railway business. The all confirm that the pipeline will be fully operational after opening of the BTC.
However, there is little case for an opening to third parties since the legal base for the operating of the
pipeline, the Host Government Agreement (HGA) and the Pipeline Construction and Operating
Agreement) clearly state that the pipeline will be used for Azeri crude only. Any changes to these
agreements need to be ratified by the Georgian Government. The Georgian Government however has
no interest to loose any fees for the transit of oil by rail through Georgia. Given that the Supsa pipeline
has much lower operational cost than the BTC, there will always be Azeri crude shipped through this
pipeline, thus securing a double income for the Georgian State from oil transits.
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Operational Procedures

e With respect to operations, Caspian Shipping Company transports the cargo in tankers from the eastern
side of the Caspian to Baku and Dubendi, where it is pumped into on-shore storage facilities. When the
time of on-carriage arrives, the cargo is pumped into RTCs. The RTCs are then pulled out of the terminal
and taken over by a locomotive from Azerbaijan State Railways. At the marshalling yard (e.g. Bilajari),
the RTCs are compiled to trains of 32-34 RTCs. This relatively small number of RTCs is determined by
the difficult geographical conditions in the Caucasus with steep slopes, and especially the difficult
mountain passage on the Georgian side between Khashuri and Zestafoni, which necessitates the
assistance of a second locomotive.

The operation of block trains, meaning wagon groups which are constantly operated together, is in the
Caucasus the exception rather than the rule. In fact it is almost impossible to run fixed block trains due to
the handling capacities (length of gantries in Batumi). In Batumi, trains are deranged according to the
length of the gantry foreseen for unloading (maximum number of RTCs per unloading lane). Given e.g. a
gantry with two lanes of 15 unloading arms, this may mean that two to four RTCs are left over, and
unloaded at a later time. At least these RTCs are then attached to another train on their empty run to
Baku. Often it occurs that not even the a.m. 30 RTCs (2x15) will be returned in one run together since
the empty trains usually carry over 50 RTCs back to Baku. Thus, empty trains are often completely new
marshalled together.

* Round trip times for RTCs are on average given at 5-8 days. However, the number of outliers (more than
9 days up to several weeks) is relatively high. Temporarily, it can reach up to 25%. The objective of the
operators interviewed is to bring down this figure to 4-5 days on a reliable base. Own experience of the
team’s railway engineer when travelling on an oil train between Bilajari and the Bjejuk-Kjasik at the
Azerbaijan-Georgian border station indicates that the travelling time can be in exceptional case around
12 hours. The usual travel time was given at 16-18 hours for the 483-km long section of the transport
chain. Given a total pre-run time of six hours, splitted into time for the preparation of the RTC for loading
at the terminal (1 hour), the loading process itself (2 hours), the preparation of documents (1 hour),
calling of a shunting locomotive from the nearest shunting yard to pull the train out of the terminal
(usually initiated after finalisation of the loading procedure, 1-2 hours), and marshalling operations until
the departure of the train (1 hour), a train loaded in Baku or Dubendi can reach the border station within
24 hours after initiating the whole process. The border crossing procedure including exchange of
documents and of locomotive does not take longer than three hours if the Georgian Railway accepts the
train without delay. However, often trains are temporarily rejected at the border station since they have
not been cleared by Alegratrans, the terminal operator in Batumi. This is not a problem related to border
crossing procedures. Georgian Rail will simply not pull these trains over the border if the trains include
RTCs not belonging to Georgian Railways since from this very moment they will have to pay to third
parties (usually other railway companies) for the utilisation of the RTCs (between 8-11 SFr per day). This
however leads to congestion at the Azeri side of the border crossing and previous stations and yards.

e Some unloading problems in Batumi Oil Terminal are caused by late arrival of vessels, mostly due to
hostile weather conditions in the Dardanelles, the Bosporus and Batumi. In this case, the storage
facilities cannot be emptied in time to accept new cargo. If the cargo is then already approaching Batumi
it comes to congestion on the Batumi marshalling yard (as mentioned above, Batumi Terminal has no
own waiting tracks) as well as on the yards along the way to Batumi.

» Sometimes Georgian Rail takes single RTCs out of the circulation due to damages detected during
border inspection. These RTCs stay at the border until they are repaired. The waybill of the RTC stays
with the RTC and is noted down in a damage role. Depending on the damage on the number of
damaged RTCs this can take up to 9-10 hours. The repaired RTC is then added to the next suitable
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train. Due to insufficient communication links, the information about this RTC is not passed on to the
client. Since tracking and tracing of RTCs between Azerbaijan and Georgian is linked to departure
numbers allocated to trains, the client reportedly will not be aware where his missing RTC is because the
message that one RTC wayhbill has been eliminated from this train is not passed on in a timely manner.

All interview partners claimed that they have installed sufficient capacities (with the exception of the railways
complaining about their insufficient stock of RTCs) and appropriate operational procedures. If the logistic
chain gets stuck it is either the fault of other players, but more often just force majeure (accidents on the
railway line, bad weather conditions, necessary repair works). The consultants noticed that almost all parties
have drawn their own conclusions from the deadlock in winter 2001/2002. Some market participants have
increased or rehabilitated their capacities and/or established restrictive rules for their clients or seasonally
banned certain products. Currently, the oil flow between the Caspian and Black Sea seems to work at a
satisfying level for all participants in the transport chain. The temperatures have been moderate, and not
negatively affected handling procedures.

Possible weaknesses in infrastructure have been detected on the last section of the transport chain between
Samtredia and Batumi, and in Batumi itself. Presumably, also storage facilities may pose a problem if some
larger volumes need to be handled. Rolling stock may not pose in problem in quantity rather than in quality.

However, especially the private sector participants would like to see turn-around times of RTCs brought
down to a stable 5 days, with especially the number of exceptional delays reduced to a minimum.

2.2.2 ModuleB

Supsa Port Administration has been established by presidential decree in 1999 and provided with an initial
start budget funded by the government. However, it was made clear that after the initial phase Supsa Port
Administration was to be self-sufficient, meaning it should be funded from income generated from port
activities. But until today, the port administration has not been able to collect any dues, i.e. to generate any
income from the port due to the following situation:

The port of Supsa today consists of an SPM facility about two nautical miles offshore for the loading of crude
oil only. The crude oil comes by pipeline from Baku (Sangachal BP Terminal) and is stored in a tank farm
close to the village of Supsa. Only one type of crude is piped from Azeri Chirag and Gunashli Qilfield, in 2002
about 5 million tons. Upon arrival of a vessel, the vessel is moored to the SPM and connected to a flexible
loading arm which itself connects to an underwater pipeline leading to the tank farm. The shore-based part of
the connection is buried underground while the sea-based part is reportedly laid on the seabed. The SPM
can receive vessels up to 150,000 tdw, which can be turned around within 48 hours. In 2002, about 50
vessels were loaded.

All vessel and cargo operations are organised and surveyed by a Marine Base situated on the shore directly
east of the SPM. The Marine Base is the point of contact for arriving tank vessels and equipped with radar
and VHF facilities. It is operated by the private company also operating the tank farm, and also stores fire
fighting and oil spill equipment as well as speed boats. In front of the Marine Base the Georgian Coast Guard
monitors the waters around the SPM. No unauthorised vessel is allowed to enter the area between the
Marine Base and the SPM as well as five hundred meters to the north and south.

All piloting, tug assistance, mooring and loading activities are operated by the private company. This
company also provides fire fighting and oil spill services in case of need. The existing team can do Tier-1 (for
fighting small oil spills). On demand the company can provide a Tier-2 team (for fighting medium oil spills).*

! A Tier-3 accident has just recently happened off the Spanish Atlantic coast.
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The operation and safety equipment seemingly is in very good condition and according to international
standards.

All tanker operators calling at the SPM pay to the private company for the provision of services. The tariffs
were not revealed to the consultants but reportedly are in line with international levels. However, it is not
reported whether the vessel operators also are charged with port dues (such as tonnage dues) by the private
terminal operator. In any case, efforts of the Supsa Port Administration to charge vessels with dues have
come to naught. All claims have been denied by vessel operators, efforts to lay vessels in the chain to
enforce the claim have not been successful. There reportedly have been instances where the Harbour
Master of Supsa Port has been denied access to the vessels entering the waters of Supsa Port. For entering
the vessel, the Harbour Master depends on the private company allowing him to use their tug boat.

The private company so far rejects all responsibilities of the Supsa Port Administration arguing that in fact
Supsa Port is not a full-fledged port justifying the establishing a port administration with respective tasks,
responsibilities and tariff rights. Moreover, according to the so-called Pipeline Construction and Operating
Agreement (PCOA) and the Host Government Agreement (HGA) concluded between the Georgian
Government represented by GIOC (Georgia International Oil Corporation) and several oil companies
involved in the exploitation of Chirag and Gunashli oil wells, the operator of the pipeline pays to the Georgian
State a transit fee for every barrel of oil piped to Supsa across Georgian territory (about USD 0.20 per
barrel). The operator claims that this transit fee also includes all fees and dues related to the offshore loading
of oil into tankers.?

The Georgian side argues that Supsa port has been established by presidential decree, and through the
existence of a loading facility, no matter if offshore or onshore, Supsa in fact serves as a port. Moreover, the
Host Government Agreement covers only the fees up to the finalisation of the loading procedure, and is thus
cargo related. Since neither the HGA nor the PCOA makes any explicit reference to the question of port and
harbour dues, the Supsa Port Administration concludes that the vessels calling at Supsa are not included in
this agreement and like in any other maritime country should be subject to the usual charges related to the
utilisation of the countries maritime/port area. Thus, the Supsa Port Administration claims it has the right to
levy charges on the vessels, as e.g. tonnage dues, lighthouse dues etc. It is not intended to levy charges on
the terminal operator. The terminal operator seemingly defends the interests of his customers; direct talks
between the Supsa Port Administration and the terminal operator reportedly have not been initiated.

The Georgian government states that the solution of this dispute is the pre-requisite for all further
development planning in Supsa Port since it has an immediate impact on the funding and financing options
of port development and construction. Plans and ideas currently circulating in the Georgian port sector
foresee the construction of an LPG terminal as well as a rail connection to the port for the transhipment of oil.

2.3  Staff Mobilisation
Following staff is committed to the project:

UNICONSULT

2 PCOA, Paragraph 4.7: “Save as otherwise expressly provided in this Agreement (PCA) and the Host Government
Agreement, the Tariff shall be the sole compensation payable to GIOC, its Affiliates or the Government for the use of
the Facilities and the grant of rights by GIOC under Article 3 (Rights of Possession and Use) and Clause 8.4 (Right to
use land, including river and seabeds).”

Consortium UNICONSULT-HPTI-Transpetrol
February 2003



TRACECA Railway Transit Oil Logistical Centre 16

* Mr. Marcel Sames, transport economist and team leader, paid an initial visit to Azerbaijan and Georgia in
December 2002. He is scheduled to pay five several week-long missions to the Caucasus in 2003.

e Mrs. Marie-France Lagraulet, financial and cooperation expert for Module A, has visited the beneficiary
countries in February 2003. A second visit is scheduled for August 2003.

» Mrs Birgit Hegerding, rail marketing expert for Module A, is scheduled to visit the beneficiary countries
together with the financial expert in August 2003.

HPTI Hamburg Port Training Institute

e Capt. Rainer Hayungs, maritime safety expert for Module B, visited Georgia in December 2002. He will
most probably return to Georgia in May 2003 and October/November 2003.

e Mr. Peter Kuehn, railway engineer for Module A, has visited the project partners in January/February
2003. He is scheduled to return to the Caucasus in August 2003.

e Mrs. Helga Wagner, human resource development expert for Module B, is scheduled to visit Georgia in
August 2003

» Mrs. Tatiana Eggert, environmental expert for Module A and B, is scheduled to visit Georgia and

Azerbaijan in April/May and August 2003.

Transpetrol

e Mr. Peter Litfin, oil transportation expert for Module A, has visited the project partners in
January/February 2003. He will return to the Caucasus for additional missions in April/May and October
20083.

2.4  Co-operation with EU Institutions
The consultants have been briefed by

» Mr. Efstathios Dalamangas, Principal Administrator and EU Task Manager representing the Contracting
Unit for the present project, in Brussels,

on project background, contractual procedures and obligations.

Moreover, the consultants met on-site with

* Mr. Marc Graille, Team Leader of the TRACECA Coordination Team and Supervisor of the Permanent
Secretariat, in Thilisi and Baku

* Mr. Vadim Turdzeladze, TRACECA expert, in Thilisi

» Mr. Mamuka Dolidze, Head of Division, Tacis Coordination Unit Georgia, in Thilisi

e Mr. Ayas Kadyrov, Acting Director, Tacis Coordination Unit Azerbaijan, in Baku

* Mr. Akif Mustafayev, National Secretary of Azerbaijan at the Permanent Secretariat of the TRACECA
Intergovernmental Commission, in Baku

e Mr. Gogi Gogiashvili, National Secretary of Georgia at the Permanent Secretariat of the TRACECA
Intergovernmental Commission, in Thilisi

e Mrs. Janni Bossher, Coordinator of the Europa House Azerbaijan, in Baku

e Mr. Richard Lax, Task Manager, EU Delegation for Georgia and Armenia, Thilisi

Consortium UNICONSULT-HPTI-Transpetrol
February 2003



TRACECA Railway Transit Oil Logistical Centre 17

to introduce the mission’s purpose.

The information provided during all these meetings considerably added to the consultants’ deeper
understanding of the project and the present political, administrative and economic situation in the Caucasus
region.

2.5 Project Partners and Target Groups

With regards to Module A, the consultants have identified and met the following counterparts and respective
representatives, as under:

* Mr. Musa Panakhov, Deputy Chief of Azerbaijan State Railways

» Mr. Rafael Rakhmanov, First Deputy of the General Director, Caspian Shipping Company

e Mr. Zoltan Kasimov, Chief Engineer, Baku International Sea Port.

* Mr. Merab Adeishvili, Georgian Minister of Transport and Communication

» Mr. Akaki Chkaidze, Director General of Georgian Railway Ltd.

e Mr. Nugzar Varsharnidze, Director of Batumi Territorial Management, Georgian Railway Ltd.

e Mr. Jambul Ninidze, Director, Batumi Port, and First Vice-Mayor of Batumi

* Mr. Giorgi Kerkadze, Director, Supsa Sea Port Administration.

to introduce the mission’s purpose and ask for further assistance and cooperation during the course of the
project. Again, the information provided during all these meetings considerably added to the consultants’

deeper understanding of the project and the present political, administrative and transport situation in the
Caucasus region. The Project Partners signalled their support of the project.

Target groups for the present project as identified by the Terms of Reference are Oil operators, Batumi Port,
Batumi Oil Terminal, Supsa Port Administration, Georgian and Azeri Railways, Baku International Sea Port,
Caspian Shipping Company, i.e. almost identical with Project Partners. Thus, in addition to the meetings with
the Project Partners the consultants have also undertaken to interview major freight forwarding companies
active in the transportation of oil across the Caucasus as well as operators of oil loading and unloading
facilities (sea and rail terminals), storage facilities, pipeline operators, shipping agents, and traders
(reference list attached in Annex 1)
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3  Project Planning

3.1 Relation and Coordination with other Projects

In order to avoid a wasteful duplication of work the consultants have established close contacts with related
Tacis and TRACECA projects under way. Thus, the consultants met and exchanged information with

* Mr. Peter Ranger, Project Manager, Harmonisation of Border Crossing Procedures
* Mr. Les Cheesman, Project Manager, Unified Policy on Transit Fees and Tariffs
e Mr. Vadim Turdzeladze, Project Coordinator, Common Legal Basis for Transit Transportation

* Mr. Manuel Ockert, Team Leader, Supervision of the Supply and Delivery of Track and Turnouts for the
Rail Ferry Terminal at the Port of Batumi.

e« Mr. Thomas Hubert, Project Manager, Supply of an Optical Cable System for Communication and
Signalling to the Railways of Armenia, Azerbaijan and Georgia.

In addition, the consultants have identified and reviewed i.a. the following studies, material and information
related to the comprehensive fulfilment of project tasks:

* TRACECA Intermodal Services Implementation and Training, 1999

» Basic Multilateral Agreement on International Transport for Development of the Europe-Caucasus-Asia
Corridor (including Technical Annexes on International Road Transport, Customs and Documentation
Procedures, International Commercial Maritime Navigation, International Railway Transport), Baku 7-8
Sept 1998

» TRACECA Traffic and Feasibility Studies, Module E: Oil Transportation on the Caspian Sea, 2001
 TRACECA Restructuring of Azeri and Georgian Railways, 1999

« Joint Study on Caspian Oil Shipping, National Iranian Tanker Company and Shell International Trading
and Shipping Co., SWAP Project 1999.

3.2 Project Objectives

The overall objective of the present project is twofold, since the project contains two different Modules: On
the one hand the project shall contribute to an improvement of the logistic management of the transport of ol
and oil products between the Caspian port of Baku and the Black Sea port of Batumi (Module A). On the
other hand the feasibility of establishing a port administration in the current Black Sea oil port of Supsa shall
be investigated (Module B).

Key project goal of Module A is to develop a new concept (including operations, marketing functions,
administrational set-up ...) for the transport of oil and oil products by rail along the Southern Caucasus,
which involves the Project Partners of Module A. This necessitates the definition of sub-objectives such as:

» Description of the supply chain of oil and oil products transported by rail along the TRACECA
corridor through the Caucasus

» Identify the technical, operational and organisational bottlenecks and inefficiencies of the current
system.
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The project also foresees the establishing of so-called Logistical Centres. These should be more or less
defined in the broader sense of virtual centres for the organisation and controlling of transport flows than in
the narrow sense of locations for processing (e.g. blending and storage), handling and transhipment of
commodities.

For obvious reasons it is necessary to link all important partners of the transport chain in order to improve
and optimise the flow of cargoes, transport means and information. Most important players in the rail
transport chain across the Caucasus are of course the Georgian and Azeri Railway Companies as well as
the physical starting and end points, the ports of Baku/Dubendi on the one side and the port of Batumi on the
other. Thus, there is no doubt that is sensible to establish logistical operation centres with the two railway
companies, furthermore in Baku and in Batumi as indicated in the Terms of Reference. The exact locations
need to be identified during project progress.

The logistical operation centre should give access of relevant key information (e.g. status of cargo operation,
location of consignment) to all other market participants. At a later stage, beyond the objectives of the
present project, the oil operation logistical centres could be integrated into a more comprehensive structure
comprising a network of all TRACECA railway companies and partner companies for transmitting freight
forwarding information and processing all necessary documentation.

Regarding Module B, Supsa is virtually monopolised by the Azerbaijan International Oil Consortium (AIOC),
represented by BP, which operated the Supsa pipeline.

In order to attract additional customers and investors to Supsa port and thus relieve the dependency on a
single user, it is necessary to elaborate a comprehensive development concept for the port. New potential
investors should be given perspective about the business development options for new port service
companies and infra- and superstructure projects which the port management/port administration prioritises.
As the port management today, if already in full operational condition, is more captured with organising day-
to-day management, in-house resources for the preparation of strategic decisions and updating general
working procedures for securing navigational safety in port and pollution prevention as well as pollution
combating measures to international standards (as of IMO), especially in the light of expected higher vessel
traffic are not available.

Concerning Module B, the a.m. specific objectives are supplemented by the following sub-objectives:

* Helping the port to establish an efficient management structure

» Helping the port to define and render services according to international standards

e Preparing and implementing an oil terminal and tanker safety manual

e Assisting the port in defining an optimal programme for future port development

» Consulting the port in defining and establishing navigational and vessel safety measures

e Assisting the port in defining and implementing pollution prevention and combating measures, and
assisting in the elaboration of an oil pollution contingency plan.

3.3  Project Approach

The project approach undertaken for Module A is a cooperative one. The consultants intend to integrate as
many players as possible into the development process of an alternative concept in order raise acceptance
for any changes this alternative concept may bring.

Therefore, in the initial phase of the project, the consultants have conducted a multitude of interviews with
operators and institutions in order to inform them on the project, the planned activities and intended results.
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Moreover, the consultants have gained valuable information on possible weaknesses of the transport
organisation, and of infrastructure and superstructure, and on operational deficiencies. The consultants have
collected the different subjective views of the interview partners and will now evaluate, whether the
mentioned deficiencies are objective weaknesses of the system.

It will then be discussed with the Project Partners and selective members of the Target Groups how the
identified objective weaknesses of the system can be removed. This will ultimately lead to the development
of a concept, which will be presented to and discussed with the Project Partners, preferably in Group
Meetings.

Only after the Project Partners have uttered their support of the concept, the concept will reach the stage of
implementation. The Target Groups will be involved in the implementation of the concept to a maximum
possible extent in order to raise acceptance of the new system.

Also Module B requires a cooperative approach though the number of Project Partners and Target Groups is
considerably smaller. However, any concept for Supsa Port Administration needs to be discussed with the
existing staff of SPA in order to raise awareness for the logic behind the structure and the tasks attributed to
SPA. Moreover, the consultants together with the experts from SPA will develop a future strategy for Supsa
Port given the competitive environment in Georgia (with Poti Port, Batumi Port, Supsa Port and the projected
port in Kulhevi along a coast line of about 80 km).

Last but not the least, the problem regarding the funding of SPA may require a cooperative approach in
order to convince also the existing terminal operator of the necessity for SPA to levy charges on vessels
calling at Supsa Port.

3.4 Intended Results

The intended results of Module A are as follows:

1. The entire transport chain for oil and oil products transported by rail across the Caucasus has been
investigated and described.

2. Technical, operational and organisation bottlenecks and inefficiencies have been identified and
investigated.

3. A sustainable oil transport by rail logistics concept has been prepared. This includes that

an administrational set-up has been developed

an operations concept has been developed

communication links and interfaces have been designed

a customer relations function has been designed

e. responsibilities are clearly attributed to the different parties involved in the transport chain
4. The concept is being implemented.

oo o

The intended results of Module B may be described as follows

The Supsa Port Administration is able to establish an efficient management structure.

SPA is able to render services according to international standards.

An oil terminal and tanker safety manual has been prepared and is implemented.

SPA is able to define an optimal programme of future port development in Supsa.

Navigational and vessel safety in the port and its approaches is assured.

Pollution preventing and pollution combating measures are in place, an oil pollution contingency plan has
been prepared.

o0k~ wdhE
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3.5 Constraints, Risks and Assumptions
The upshot of the investigations made in the course of the initial visits may be summarised as under.
3.5.1 Module A

Conflicting interests of the target groups involved in Module A, not only induced by the cross-border nature of
the project, may indeed hamper, slow-down and even undermine well-minded efforts to conceptualise and
especially implement key ideas for the improvement of oil flows by rail across the Caucasus (e.g. reportedly
there is a dispute between Georgian Railways and the terminal operator in Batumi on the organisation of the
transport chain on Georgian territory). It is necessary that there is willingness on all sides to sit together and
openly discuss any problems related to this corridor in a fair and professional manner.

It is especially important that the consultant will have the opportunity to get an unbiased insight into the
organisation of and cooperation agreements between the parties involved in the shipment of crude oil and oil
products between the Caspian Coast of Azerbaijan and the Black Sea Coast of Georgia. All Project Partner
and target groups involved should continue to understand that the priority of the project, namely to increase
the efficiency of oil flows by rail in order to secure the supply of crude oil and oil products to the world
markets via this itinerary is to the benefit of both Azerbaijan and Georgia (and thus of course all target

groups).

Concerning the establishing of the logistical centres, the exact location needs to be determined during
project progress. Currently, it is most important that an independent entity, such e.g. TRACECA Permanent
Secretariat (which has a lot of credibility among the Project Partners) secures the confidentiality of any data
provide by the parties involved. This means, it may well be that only one logistical centre with a limited
number of sub-centres or log-in points will be proposed for implementation. Moreover, it needs to be further
clarified whether the railway companies are interested to install a simple tracking and tracing system, or if
they rather are already developing more sophisticated solutions given the potential of the new fibre-optical
cable laid by TRACECA in the Caucasus.

The oil and oil cargoes currently transported by rail across the Caucasus are to a very large extent
originating in Central Asia. Crude Oil seems to be the dominating cargo. Currently there are four major
sources of Central Asian crude transhipped to Batumi: Buzachi and Kumkol from Kazakhstan, Okarem and
Celeken from Turkmenistan.

Products usually come from the refineries in Chimkent (Kazakhstan) and Turkmenbashi, but to a smaller
extent also from refineries in Uzbekistan. Customers have been especially complaining about the in-
transparent and unpredictable production plan of Turkmenbashi refinery. Often, customers are informed that
the next day another say 2000 tonnes of their parcel order of 10,000 tonnes will be produced and they
should have a vessel ready to load the cargo. Thus, customers have respond on very short notice, but
without knowing when the next sending will be due. This not only requires flexibility of traders but also of
vessel owners and storage operators (in Baku).

The consultant sees the risk that any improvement on the transport chain between Baku and Batumi will not
bear full fruits if not the whole transport chain from the well/refinery to Batumi is taken into consideration.
Reportedly, the port of Aktau is running at full capacity, and there is little known about the condition of
transhipment facilities in Turkmenbashi (where RTCs reportedly wait 4-5 days for loading onto the ferry) and
loading capacities in Aladja and Okarem. Moreover, possible bottlenecks such as e.g. Chardzhou Bridge,
need to be investigated, as well as the market demand for Kazakh oil and oil products in bordering China in
order to fully assess, whether the conditions in Central Asia would support the expected positive effects of a
new concept for the Caucasus part of the transport chain.
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Last but not least, the project partners should understand that the present project is a technical assistance
measure. The main focus is on developing and implementing a concept. With respect to investment into
infrastructure, rolling stock etc. the consultants can and will only propose measures, which will support a
more efficient implementation of the concept, or which may enhance the expected outcome of the project.
However, there is no budget foreseen within the frame of the present project to prepare any construction
measures and purchase of equipment other than stated in the Terms of Reference.

3.5.2 ModuleB

The initial (low) budget allocated from state budget to the establishing of (a rudimentary) Supsa Port
Administration has been used up already. All further activities of SPA are now depending on the
development of financial sources. Since it has been the clear order of the Georgian Government that SPA
should be self-sustainable, no further alimentation from the state budget can be expected. Knowing this, all
parties and institutions involved in the Georgian Port sector concentrate their efforts on solving the dispute
with the operator of Supsa Oil Terminal.

The Georgian side claims that discussions with the Terminal Operator have come to naught since allegedly
the foreign operator in general questions the qualification and independence of Georgian experts involved in
solving the dispute. Therefore, the Georgian Government already in November 2002 approached the
European Commission for support by providing funds to hire EU experts to develop a qualified and
independent opinion on whether Supsa Port Administration has the right to levy charges on incoming vessels
or not.

The problems related to the funding of Supsa Port Administration have reportedly only occurred after
finalisation and endorsement of the Terms of Reference for the present project, thus no reference to this
problem has been made in the existing ToR.

After intense discussion with the beneficiaries of Module B, the Cabinet of Ministers and the TRACECA
National Secretary of Georgia the consultants have come to the conclusion, that the Georgian Government is
very much interested in a fruitful cooperation with the consultants and the respective EU institutions
throughout the project. Moreover, all parties give a high priority to the objectives of the study. However, at
the same time, the Georgian side obviously fears that the implementation of project results is at risk as long
as the question of funding SPA remains unresolved. Thus, as long as there is no perspective how SPA can
in future finance their activities (however they are later defined), all project efforts regarding port
development planning, handling and navigational safety, environmental protection etc. are seen as
premature at this stage. The Georgian side expressed their view that financing and (technical) feasibility are
two sides of the same coin and should be linked together. A mere (technical) feasibility study without any
perspective how to finance later operations is considered a waste of scarce resources.

Given the a.m. situation the consultants fear that support of the Georgian side for the objectives of Module B
will significantly weaken, if the dispute between the Georgian Government, represented by SPA, and the
operator of Supsa Oil Terminal remains unresolved.

3.6 Proposed Work Plan for the Remainder of the Project

3.6.1 Module A

Having stated the current situation of the Module in Chapter 2.2.1 and demonstrated the risks of this Module
in Chapter 3.5 the consultants propose the following work plan for the remainder of the Project:

Consortium UNICONSULT-HPTI-Transpetrol
February 2003



TRACECA Railway Transit Oil Logistical Centre 23

The findings so far have not led the consultants to conclude that there should be any major deviation from
the planning as proposed in the tender proposal. Except that there will be an adjustment of the time schedule
due to the later than envisaged start of the project, which necessitates adjustments for e.g. holiday periods
(unavailability of project partners or important decision-makers). Moreover, it may well be, depending on
changes to the time frame of Module B (see below), that some activities are conducted at an earlier stage,
especially if the decision on the future of Module B will be delayed. In this case the consultants will be forced
to plan full dedication of resources towards the end of the project horizon, meaning that major part of Module
B should be finalised earlier than projected. This of course may require a lot of efforts from the decision-
makers of the Project Partners with respect to availability and quick-decision making.

Crude oil is currently and for the time being the main cargo for Caucasian railway companies. However, the
Central Asian oil plants are producing independent of the transport situation in the Caucasus. Any
disturbance in Caucasian transit with a short time lag leaps back to the eastern side of the Caspian Sea. In
return, transport problems in Central Asia have a negative impact on the capacity planning in the Caucasus.
The timely passing on of information between all parties involved in the whole transport chain facilitates the
efficient use of the capacities of the TRACECA corridor. E.g. the rolling stock of Central Asian railway
companies is already integrated into the transport chain across the Caucasus. Especially here, disputes
between the different railway companies over the use and return of RTCs have been reported.

The currently envisaged “Caucasian Solution” would leave a major part of the transport chain in the dark.
Especially players, which also operate the Central Asian part of the chain would have to work with two
different systems, the Caucasian System and their own home-made solution for the other side of the
Caspian Sea. This may decrease the value of this system for some participants, and negatively affect their
willingness to participate in the system (by sharing information).

The consultants thus see a convincing case for the extension of the project to Central Asia, namely
Kazakhstan (as major source of oil and oil products transhipped by rail across the Caucasus), Uzbekistan
(as minor source of oil and oil products, but as important transit country for Kazakh mineral products), and
Turkmenistan (as major source of oil and oil products transhipped by rail across the Caucasus, and as
important transit country for Kazakh and Uzbek mineral products).

This extension of the project should be organised via an addendum to the existing contract, since clearly the
regional extension would require additional resources and incidentals. Upon request, the consultants will
provide a more detailed proposal with resource planning and activities.

3.6.2 ModuleB

Having stated the current situation of the Module in Chapter and demonstrated the risks of this Module in
Chapter 3.5 the consultants propose the following work plan for the remainder of the Project:

The consultants see it as indispensable for further progress with the feasibility study on the establishing of
Supsa Port Administration that the general capacity of the revenue generating function of SPA is evaluated
in order to prevent this study from being stowed away on the shelf after finalisation. Otherwise it has to be
feared that Supsa Port Administration will not have sufficient funds for future activities and development
planning. Thus, it needs to be investigated whether Supsa Port Administration has the right to charge
incoming vessels with port and vessel dues, and what kind of dues will be appropriate to levy on vessel and
vessel owners. Moreover, it needs to be compared whether these dues are already foreseen to be levied in
Georgian national port legislation and regulations.
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The general objective of this task is to develop a qualified opinion on whether Supsa Port Administration has
the right to levy common vessel and port charges on the owners of vessels currently calling at Supsa Port.
This qualified opinion is intended to support the decision-making process within the Georgian Cabinet of
Ministers on how to further proceed with the development of the Port of Supsa

Specifically, this task shall comprise the following activities:

1. Review of the a.m. Host Government Agreement (HGA) and the Pipeline Construction and Operating
Agreement (PCOA) with respect to any possible references affecting the right of SPA to levy charges on
vessels.

2. Investigate whether there exist similar cases (SPM without additional port structures) in other parts of the
world.

3. Investigate in how far in other parts of the world vessel and vessel owners calling at SPMs are charged
with vessel and port dues.

4. Elaborate on international practice of levying port and vessel dues and respective basic legal foundations
(possibly referring to national and international rules and regulations).

5. Elaborate in how far international practice and specific examples can be transferred to the Supsa case.

6. Elaborate in how far the existing Georgian port regulations support the SPA’s funding approach.

The consultants estimate that a thorough undertaking of these activities will necessitate resources in the
order of 40 man-days for EU experts. Thus, the consultants propose to amend the existing Terms of
Reference and include an analysis of above problems either by adding the respective resources via an
addendum to the existing contract or by reallocation of existing resources from other tasks of Module B.

In case of a reallocation the consultants propose to considerably scale down the navigational safety issues
and eliminate the investment preparation plan in order to free resources. This results in the elimination of the
following activities and transfer of the following resources (all item numbers referring to Chapter 1 of this
report, Project Activities; number of days saved referring to the consultants’ tender proposal Chapter I1l.4
Logframe).

16. Study communication and navigation equipment in the port and make recommendation. The elimination

of this activity would free the following resources: 5 man-days (Maritime Safety Expert)

21. Provide preliminary preparation for investments for Supsa Port development. The elimination of this
activity would free the following resources:

20 man-days (15 man-days Transport Economist, 5 man-days Maritime Safety Expert)

22. Examine issues related to attracting funds from IFIs and private investors for Supsa Port development.

The elimination of this activity would free the following resources: 15 man-days (Transport Economist)

Moreover, a transfer of resources from the local engineer to other local experts (Local shipping experts, legal
experts etc) in the order of 40 man-days may be necessary.

The freed resources should be allocated to experts in the following fields:

Port Economics: 15 man-days
Tanker Operations: 5 man-days
Port Administration and Tariffing: 5 man-days
Legal Port Affairs: 15 man-days
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The consultants propose to transfer activities related to port economics to the project's Team Leader and
Transport Economist, since he has acquired considerable knowledge in this field during numerous projects.
He will also secure the linking of this task to the remainder of the Module.

For activities related to tanker operations the consultants nominate the project’'s Maritime Safety Expert who
himself has sailed as Master Mariner on tanker vessels and as Harbour Master has been responsible for
monitoring tanker operations on many ports throughout the world.

For the provision of a Port Administration and Tariffing Expert the consultants have secured the support of
HPC Hamburg Port Consulting GmbH, a company which since 25 years has been i.a. engaged in
establishing and revising port tariff systems in many ports throughout the world.

For advice on Legal Port Affairs the consultants rely on the support of the legal department of HHLA
Hamburg Port and Warehousing Company, one of the largest European terminal operators. HHLA is the
mother company of UNICONSULT and HPTI. Moreover, the consortium will be supported by legal experts
from the Hamburg State Ministry of Economics, Department of Port Affairs. This department is responsible
for all aspects of port tariffing and legal issues related to the Port of Hamburg.

All experts can be made available on short notice. In case of reallocation of resources no extra costs are
incurred on the Client. Upon demand the consultants will provide proper CVs for all additional experts.

In case of a timely decision on the issue of amending the ToR the consultants are confident to finalise this
task within the next reporting period (i.e. up to the beginning of May 2003). The consultants expect that the
Ministry of Transport and Communication and the Supsa Port Administration, both beneficiaries of this
Module, will then immediately raise the question of how to finance Supsa Port Administration with the
Cabinet of Ministers leading to a Government decision.

In case the amendment of the ToR is approved, the Government decision on how to further proceed with
Module B must be taken and discussed with the Client in Brussels before August 15", 2003. Also, should the
Georgian Government request further changes to the ToR, these should be effective August 15", 2003.
Otherwise the consultants will proceed as indicated in their planning schedule in order to guarantee a
finalisation of the remainder of the Module within the given time frame (the project officially ends on
December 5", 2003). None withstanding, an amendment of the ToR will also affect the achievement of some
of the intended results as per Chapter 3.4 due to the reallocation of resources.

In case the amendment of the ToR is rejected, the consultants intend to proceed as indicated in the tender
proposal (taking into account the later than expected starting date of the project, see also Annex 2a).
However, the consultants again would like to stress the a.m. risks and constraints related to this line of action
under current circumstances.

3.7 Work Plan for the Next Reporting Period
The next reporting period will comprise the period between February 22" and May 5™ 2003.
3.7.1 Module A

The work plan for the coming period comprises the elaboration of a market study for oil transports by ralil
including an analysis of the organisational, operational and infrastructural weaknesses of the existing
system.
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The consultants will within the market study also provide an update on existing forecasts for oil transports
across the Caucasus by rail, and identify the sectors/sections of the transport chain which may limit the
exploitation of the projected growth potential.

Moreover, the consultants will prepare a list of recommendations how to relieve single weaknesses and
about possible environmental effects of implementing these recommendations. Moreover, the possible
impacts of the recommendations on the cost side of providing the oil transportation by rail is assessed.

Experts to be employed in the coming reporting period will comprise the Team Leader and Transport
Economist as well as the Oil Transportation Expert, the Environmental Expert, and the Local Engineer.

3.7.2 ModuleB

If the consultants’ proposal for an amendment of the Terms of Reference is approved the consultants’ will
undertake to thoroughly review the HGA and PCOA with respect to their influence on the capacity of the
Supsa Port Administration to levy charges on the vessels calling at Supsa Port.

The consultants will provide information on the legal basis (both with respect to national and possibly
international legislation and regulations) different kind of common port charges are usually levied on vessels
and vessel owners.

Moreover, the consultants will investigate international practice in charging port and vessel dues and seek for
examples similar to the SPM case of Supsa Seaport.

As a result, the consultants will prepare a qualified opinion on whether Supsa Port has the right to levy
charges on vessels calling at Supsa Port.

As already stated above, for the work on this amended part of the Module the Team Leader, and the
Maritime Engineer will be heavily supported by practitioners (master mariners with experience in tanker
shipping) of HPC Hamburg Port Consulting GmbH, the Legal Department of HHLA Hamburg Port and
Warehousing Company, and the Ministry of Economics and Labour Affairs of the Hamburg State,
Department of Port Affairs.

If an amendment of the Terms of Reference is rejected the consultants will fully concentrate their efforts on
Module A.
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ANNEX 1: Reference List of Experts Met During the Inception Phase

Name Surname | Institution Position
Graille Marc TRACECA Coordination Team Team Leader and Supervisor of
the Permanent Secretariat
Gogiashvili George TRACECA Intergovernmental National Secretary of Georgia
Commission
Mustafayev Akif TRACECA Intergovernmental National Secretary of
Commission Azerbaijan
Dolidze Mamuka Tacis Coordination Unit Georgia Head of Division
Kadyrov Ayas Tacis Coordination Unit Azerbaijan Acting Director
Lax Richard EU Delegation for Georgia and Armenia | Task manager
Longoni Adriana EU Delegation for Georgia and Armenia | Head of Operational Section
Bossher Janny Europe House Baku Coordinator
Dalamangas Efstathios | EuropeAid Cooperation Office Principal Administrator
Hubert Thomas TRACECA Project: Supply of Fibre Project Manager
Optical Cable to the Railways of
Armenia, Azerbaijan, and Georgia
Cheesman Les TRACECA Project: Unified Policy on Project Manager
Transit Fees and Tariffs
Ranger Peter TRACECA Project: Harmonisation of Project Manager
Border Crossing Procedures
Ockert Manuel TRACECA Project: Supervision for Project Manager
Supply and Delivery of Tracks and
Turnouts for the Port of Batumi
Turzeladze Vadim TRACECA Project: Common Legal Basis | Project Coordinator
for Transit Transportation
Seidov Ali Mirza Caspian Shipping Company General Manager Operations
Department
Rakhmanov Rafael Caspian Shipping Company First Deputy of Director General
Mamedov Nazim Caspian Shipping Company Coordinator for Tacis and
TRACECA projects
Kazimov Sultan Baku International Sea Trade Port Chief Engineer
Gasimova Raya Baku International Sea Trade Port Head of Economic Department
Panakhov Musa Azerbaijan State Railways Deputy Director General
Mamedov Teymur Azerbaijan State Railways Deputy Chief for Railway
Operations
Adeishvili Merab Georgian Ministry of Transport and State Minister
Communication
Zoidze Akaki State Chancellery of Georgia Deputy State Minister of
Georgia
Chkaidze Akaki Georgian Railway Director General
Donadze Tengiz Georgian Railway Technical Director and Deputy
Director General
Tatishvili Tengiz Georgian Railway Head of External Relations
Department
Varshanidze Nugzar Georgian Railway Batumi Director of Batumi territorial
management
Antadze Tamaz Georgian Railway Batumi Deputy Head of Batumi
Territorial Management
Ninidze Jambul Batumi Seaport Ltd Director
Verdzadze Temur Batumi Seaport Ltd First Deputy of GD
Charkviani Nikoloz Batumi Seaport Ltd Managing Director
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Batumi Port State Control
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TeRo Shipping and forwarding agency,

Batumi

Barwil Georgia Shipping Agents, Batumi

Azpetrol Group, Baku
Azpetrol Group, Baku
AzerTrans MMC, Baku

AzerTrans MMC, Baku

Silk Road Consulting Ltd, Baku
Silk Road Consulting Ltd, Thilisi
Alegratrans/Batumi Oil Terminal
Alegratrans/Batumi Oil Terminal

Middle East Petrol, Dubendi

Middle East Petrol, Dubendi
Kafkas Trans, Dubendi
InterCor Ltd, Thilisi

Smit Terminals

bp
bp

Deputy Harbour Master Batumi,
Harbour Master Supsa

Director

Representative
Managing Director

Head of Agency Department

Agency Department
Investment Officer

Terminal Manager Sangachal
Marketing and Planning
Coordinator

Manager Planning and
Marketing

Director

Board Member

Head of Cargo Department
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Department

General Director,
Representative Office Baku
Director Planning
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Director

Buoy Maintenance Supervisor
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Manager of Supsa Terminal
Project Director Sangachal
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Project title: Railway Transit Qil Logistical Centre

Project no: EUROPEAID/113200/C/SV/Multi

Countries: Azerbaijan, Georgia

Page: 1

Planning Period 6 December 2002 - 5 December 2003

Prepared on: 21 February 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Project Objectives: The objective of Module A is to improve the oil flow by rail in the Caucasus by developing and implementing an alternative operational and organisational concept

The objective of Module B is to assist the Supsa Port Administration in institution building and port development.

No MAIN ACTIVITIES Time Frame INPUTS
2002 2003 PERSONNEL EQUIPMENT & MATERIAL | OTHER
12 1 (/2|3 |4 |5 |6 |7 |8 10 | 11 | 12 EU Cons Local Cons
Module A
1. Describe the oil transport chain X X | X 14 days 10 days Professional publications, e.g.
2. Identify capacities, relevant stake-holders and X | X 10 days 10 days World Energy Atlas
decision makers, existing operation systems.
3. Describe available transport and storage facilities X | X 13 days 10 days
4. Describe the composition of oil cargoes X | X 10 days 15 days
5. Describe the organisational setup X | X | X 15 days 15 days
6. Elaborate a market study for oil transports. X | X |X 15 days 20 days
7. Update the oil traffic forecasts X 5 days
8. Identify the weaknesses in the sectors above X 15 days 5 days
9. Prepare recommendations on the above X | X 37 days 10 days
10. Develop and specify a sustainable taylor-made oil X 71 days 20 days
transports by rail logistics concepts
11. Discuss the concept with Project Partners 10 days 5 days
12. Assist in implementation of the concept X X | X 19 days 15 days IComputer equipment and
Software for logistical centres
(as per ToR).
Module B
13. Study the institutional structural design issues X X 10 days 10 days
14. Prepare recommendations on efficient structure X 17 days
15. Prepare oil tankers and operations safety manual X | X 9 days
16. Study and recommend on communication and X 5 days 5 days
navigation equipment
17. Study and recommend on the logistical equipment X 10 days 10 days
18. Advise on the issues of navigational safety X 12 days
19. Advise and recommend on the issues of 15 days
environmental protection
20. Provide pre-project studies for berth construction X 20 days
21. Provide preliminary preparation for investments X 20 days 15 days
22. Examine issues related to attracting funds from IFls X X 15 days
23. Specify training requirement X 24 days 10 days
24. Assist the port administration in implementation. X [ X 25 days 15 days
TOTAL 396 days 220 days
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ANNEX 2b: OVERALL PLAN OF OPERATIONS (AMENDMENT MODULE B)
Project title: Railway Transit Oil Logistical Centre Project no: EUROPEAID/113200/C/SV/Multi Countries: Azerbaijan, Georgia Page: 1

Planning Period 6 December 2002 - 5 December 2003

Prepared on: 21 February 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Project Objectives: The objective of Module A is to improve the oil flow by rail in the Caucasus by developing and implementing an alternative operational and organisational concept

The objective of Module B is to assist the Supsa Port Administration in institution building and port development.

No MAIN ACTIVITIES Time Frame INPUTS
2002 2003 PERSONNEL EQUIPMENT & MATERIAL | OTHER
12 112 |3 |4 |5 |6 |78 10 | 11 | 12 EU Cons Local Cons
Module A
1. Describe the oil transport chain X X | X 14 days 10 days Professional publications, e.g.
2. Identify capacities, relevant stake-holders and X | X 10 days 10 days World Energy Atlas
decision makers, existing operation systems.
3. Describe available transport and storage facilities X | X 13 days 10 days
4. Describe the composition of oil cargoes X | X 10 days 15 days
5. Describe the organisational setup X | X |X 15 days 15 days
6. Elaborate a market study for oil transports. X | X |X 15 days 20 days
7. Update the oil traffic forecasts X 5 days
8. Identify the weaknesses in the sectors above X 15 days 5 days
9. Prepare recommendations on the above X | X 37 days 10 days
10. Develop and specify a sustainable taylor-made oil X 71 days 20 days
transports by rail logistics concepts
11. Discuss the concept with Project Partners 10 days 5 days
12. Assist in implementation of the concept X X | X 19 days 10 days IComputer equipment and
Software for logistical centres
(as per ToR).
Module B
13. Study the institutional structural design issues X X 10 days 10 days
14. Prepare recommendations on efficient structure X 17 days
15. Prepare oil tankers and operations safety manual X | X 9 days
16. Study and recommend on communication and eliminated eliminated
navigation equipment
17. Study and recommend on the logistical equipment X 10 days 10 days
18. Advise on the issues of navigational safety X 12 days
19. Advise and recommend on the issues of 15 days
environmental protection
20. Provide pre-project studies for berth construction X 20 days
21. Provide preliminary preparation for investments eliminated | eliminated
22. Examine issues related to attracting funds from IFIs eliminated
23. Specify training requirement X 24 days eliminated
24. Assist the port administration in implementation. X | X 25 days 10 days
25. Review of the HGA and PCOA X 5 days 15 days
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Project title: Railway Transit Qil Logistical Centre

Project no: EUROPEAID/113200/C/SV/Multi

Countries: Azerbaijan, Georgia

Page: 1

Planning Period 6 December 2002 - 5 December 2003

Prepared on: 21 February 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Project Objectives: The objective of Module A is to improve the oil flow by rail in the Caucasus by developing and implementing an alternative operational and organisational concept
The objective of Module B is to assist the Supsa Port Administration in institution building and port development.

No MAIN ACTIVITIES Time Frame INPUTS
2002 2003 PERSONNEL EQUIPMENT & MATERIAL | OTHER
12 1 (/2|3 |4 |5 |6 |7 |8 10 | 11 | 12 EU Cons Local Cons
26. Investigate whether there exist similar cases in X | X 5 days
other parts of the world.
27. Investigate in how far in other parts of the world X 10 days
vessel and vessel owners calling at SPMs are
charged with vessel and port dues.
28. Elaborate on international practice X 5 days
29. Elaborate in how far international practice and X 5 days 10 days
specific examples can be transferred to the Supsa
case.
30. Elaborate in how far the existing Georgian port X | X 10 days 15 days
regulations support the SPA’s funding approach.

TOTAL

396 days 220 days
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ANNEX 3a: OVERALL OUTPUT PERFORMANCE PLAN

Project title: Railway Transit Oil Logistical Centre

Project no: EUROPEAID/113200/C/SV/Multi

Countries: Azerbaijan, Georgia

Page: 1

Planning Period: 6 December 2002 - 5 December 2003

Prepared on: 21 February 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Outputs (with target dates)

Agreed Objective Verifiable Indicators

Constrains & Assumptions

1. The transport chain of oil and oil products transported by
rail across the Caucas along the TRACECA corridor
(Caucasian section) has been investigated and described
and an existing traffic forecast for oil transports by rail is
updated

5 May 2003

2. Technical, operational and organisational bottlenecks and
inefficiencies have been identified and investigated
5 August 2003

3. A sustainable, tailor-made oil-transport- by-rail-logistics
concept has been prepared and discussed
- An administrational and organisational set-up has
been developed
- An operations concept has been developed
- Communication links and interfaces have been
designed
- A marketing concept and customer relations
function has been designed
- Responsibilities are clearly and efficiently
attributed
5 October 2003

4. The concept is being implemented
5 December 2003

Detailed written information on the supply chain of oil and oil products
The first interim Report contains a Market Study

Written information on the technical, operational and organisational conditions

A comprehensive concept for oil logistical centres is available (stepwise implementation
plan)

Adequate computer equipment and software has been purchased and installed,
logistical centres have been selected, and responsibilities for further implementation
steps have been attributed. First Test runs

Georgian and Azeri Railways, the ports of Baku
and Batumi as well as Caspian Shipping
Company timely provide relevant information and
support the project. All Target Groups support
the project

Existing forecasts are made available by Project
Partners

Customs and border police timely provide
information relevant for the project and do not
hinder project execution

Georgian and Azeri Railways, the ports of Baku
and Batumi as well as Caspian Shipping
Company timely provide relevant information and
support the project

Access to state-owned facilities (including those
of state-owned companies) relevant to the
execution of project work is granted

All parties involved in oil transport by rail (target
groups as well as project partners, customs and
border police) cooperate.

Procurement procedure leads to feasible offers
concerning equipment and software within the
given budget

Consortium UNICONSULT-HPTI-Transpetrol
February 2003




TRACECA Railway Transit Oil Logistical Centre

34

Project title: Railway Transit Oil Logistical Centre

Project no: EUROPEAID/113200/C/SV/Multi

Countries: Azerbaijan, Georgia

Page: 2

Planning Period: 6 December 2002 - 5 December 2003

Prepared on: 21 February 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Outputs (with target dates)

Agreed Objective Verifiable Indicators

Constrains & Assumptions

5. The port is able to establish an efficient management
structure
5 November 2003

6. Supsa Port is able to render services according to
international standards

7. An oil terminal and tanker safety manual has been
prepared and handling safety measures are implemented
5 November 2003

8. The port is able to define an optimal programme of future
development of the port
5 November 2003

9. The port is able to attract investment for future
development
5 November 2003

10. Navigational and vessel safety in the port and its
approaches is assured
5 August 2003

11. Pollution prevention and pollution combating measures
are in place, an oil pollution contingency plan has been
prepared

5 November 2003

A new management structure is developed and discussed with port management and
all relevant authorities

The safety manual is elaborated and operational procedures have been developed
together with the relevant port personnel. Port personnel is trained to apply the
procedures of the safety manual

Port development plan has been elaborated

Broad Investment analysis for future investments has been provided

Written information on how to secure navigation al safety in Supsa waters is provided

Procedures for oil pollution contingency plan have been elaborated

Port management supports the development and
implementation of a new structure and deploys
port managers for the project to enable mutual
elaboration of a new port management structure

Harbour master department and operations
manager and personnel cooperate in the
implementation of the safety manual
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ANNEX 3b: OVERALL OUTPUT PERFORMANCE PLAN (AMENDMENT MODULE B)

Project title: Railway Transit Oil Logistical Centre

Project no: EUROPEAID/113200/C/SV/Multi

Countries: Azerbaijan, Georgia

Page: 1

Planning Period: 6 December 2002 - 5 December 2003

Prepared on: 21 February 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Outputs (with target dates)

Agreed Objective Verifiable Indicators

Constrains & Assumptions

1. The transport chain of oil and oil products transported by
rail across the Caucas along the TRACECA corridor
(Caucasian section) has been investigated and described
and an existing traffic forecast for oil transports by rail is
updated

5 May 2003

2. Technical, operational and organisational bottlenecks and
inefficiencies have been identified and investigated
5 August 2003

3. A sustainable, tailor-made oil-transport- by-rail-logistics
concept has been prepared and discussed
- An administrational and organisational set-up has
been developed
- An operations concept has been developed
- Communication links and interfaces have been
designed
- A marketing concept and customer relations
function has been designed
- Responsibilities are clearly and efficiently
attributed
5 October 2003

4. The concept is being implemented
5 December 2003

Detailed written information on the supply chain of oil and oil products
The first interim Report contains a Market Study

Written information on the technical, operational and organisational conditions

A comprehensive concept for oil logistical centres is available (stepwise implementation
plan)

Adequate computer equipment and software has been purchased and installed,
logistical centres have been selected, and responsibilities for further implementation
steps have been attributed. First Test runs

Georgian and Azeri Railways, the ports of Baku
and Batumi as well as Caspian Shipping
Company timely provide relevant information and
support the project. All Target Groups support
the project

Existing forecasts are made available by Project
Partners

Customs and border police timely provide
information relevant for the project and do not
hinder project execution

Georgian and Azeri Railways, the ports of Baku
and Batumi as well as Caspian Shipping
Company timely provide relevant information and
support the project

Access to state-owned facilities (including those
of state-owned companies) relevant to the
execution of project work is granted

All parties involved in oil transport by rail (target
groups as well as project partners, customs and
border police) cooperate.

Procurement procedure leads to feasible offers
concerning equipment and software within the
given budget
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Project title: Railway Transit Oil Logistical Centre

Project no: EUROPEAID/113200/C/SV/Multi

Countries: Azerbaijan, Georgia

Page: 2

Planning Period: 6 December 2002 - 5 December 2003

Prepared on: 21 February 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Outputs (with target dates)

Agreed Objective Verifiable Indicators

Constrains & Assumptions

5. The port is able to establish an efficient management
structure
5 November 2003

6. Supsa Port is able to render services according to
international standards

7. An oil terminal and tanker safety manual has been
prepared and handling safety measures are implemented
5 November 2003

8. The port is able to define an optimal programme of future
development of the port
5 November 2003

9. The port is able to attract investment for future
development
5 November 2003

10. Navigational and vessel safety in the port and its
approaches is assured
5 August 2003

11. Pollution prevention and pollution combating measures
are in place, an oil pollution contingency plan has been
prepared

5 November 2003

12. The Supsa Port Administration knows in what base she
would be allowed to levy charges on vessels calling at Supsa
Port

5 May 2003

A new management structure is developed and discussed with port management and
all relevant authorities

The safety manual is elaborated and operational procedures have been developed
together with the relevant port personnel. Port personnel is trained to apply the
procedures of the safety manual

ELIMINATED

ELIMINATED

Short written information on how to secure navigation al safety in Supsa waters is

provided

Procedures for oil pollution contingency plan have been elaborated

A qualified written opinion is provided together with the first Interim Report.

Port management supports the development and
implementation of a new structure and deploys
port managers for the project to enable mutual
elaboration of a new port management structure

Harbour master department and operations
manager and personnel cooperate in the
implementation of the safety manual

Resources for this output are allocated to Output
12

Resources for this output are allocated to Output
12

Parts of resources for this output are allocated to
Output 12.
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ANNEX 4a: PLAN OF OPERATIONS FOR THE NEXT PERIOD (Work programme)
Project title: Railway Transit Oil Logistical Centre Project no: EUROPEAID/113200/C/SV/Multi Countries: Azerbaijan, Georgia Page: 1

Planning Period 23 February - 5 May 2003

Prepared on: 21 February 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Project Objectives: The objective of Module A is to improve the oil flow by rail in the Caucasus by developing and implementing an alternative operational and organisational concept

The objective of Module B is to assist the Supsa Port Administration in institution building and port development.

TIME FRAME INPUTS
2003 (months) PERSONNEL EQUIPMENT & MATERIAL OTHER
No ACTIVITIES February March April May EC Cons Local Cons
4. Describe the composition of oil XX X 10 days 15 days
cargoes
5. Describe the organisational setup XX X X 15 days 15 days
6. Elaborate a market study for oil XX XX X 15 days 20 days
transports.
Total 40 days 50 days
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ANNEX 4b: PLAN OF OPERATIONS FOR THE NEXT PERIOD (AMENDMENT MODULE B)
Project title: Railway Transit Oil Logistical Centre Project no: EUROPEAID/113200/C/SV/Multi Countries: Azerbaijan, Georgia Page: 1

Planning Period 23 February - 5 May 2003

Prepared on: 21 February 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Project Objectives: The objective of Module A is to improve the oil flow by rail in the Caucasus by developing and implementing an alternative operational and organisational concept

The objective of Module B is to assist the Supsa Port Administration in institution building and port development.

TIME FRAME INPUTS
2003 (months) PERSONNEL EQUIPMENT & MATERIAL OTHER
No ACTIVITIES February March April May EC Cons Local Cons
4. Describe the composition of oil XX X 10 days 15 days
cargoes
5. Describe the organisational setup XX XX 15 days 15 days
6. Elaborate a market study for oil XX XX X 15 days 20 days
transports.
25. Review of the HGA and PCOA XX 5 days 15 days
26. Investigate whether there exist similar X X 5 days
cases in other parts of the world.
10 days
27. Investigate in how far in other parts of XX
the world vessel and vessel owners
calling at SPMs are charged with
vessel and port dues.
28 Elaborate on international practice X 5 days
29 Elaborate in how far international XX 5 days 10 days
practice and specific examples can
be transferred to the Supsa case.
30. Elaborate in how far the existing XX X 10 days 15 days
Georgian port regulations support the
SPA’s funding approach.
Total 80 days 90 days

Consortium UNICONSULT-HPTI-Transpetrol
February 2003
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