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1  Project Synopsis

Project Title: Railway Transit Oil Logistical Centre

Project Number: EUROPEAID/113200/C/SV/Mulii

Countries: Azerbaijan, Georgia

Project objectives According to the Terms of Reference the project consists of two Mod-

ules 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 estab-
lishing 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 in-
formation).

Specific objectives of Module B are:

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

d. to outline how to render services to tankers according to interna-
tional standards;

e. cancelled

f.  new: to identify under which conditions Supsa Sea Port Administra-
tion can reach self-sufficiency.

Project outputs Expected outputs of Module A are

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

2. Technical, operational and organisational weaknesses and ineffi-
ciencies have been identified and investigated

3. A sustainable tailor-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 devel-
oped, communication links and interfaces have been designed, a
customer-relations function has been designed, and responsibilities
are efficiently attributed.

4. 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
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Project activities

8. cancelled

9. cancelled

10. Navigational and vessel safety in the port and its approaches is as-
sured

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

12. new: Supsa Sea Port Administration knows in which cases they
would be allowed to levy charges on vessels calling at Supsa port.

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 stake-
holders and decision makers, existing operation systems.

3. Describe available transport and storage facilities across the Cau-
casus, 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 Cauca-
Sus.

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 as-
sessments

10. Develop and specify a sustainable tailor-made oil transports by rail
logistics concepts including organisational setup, organisational and
operational interfaces, communication links, allocation of responsi-
bilities, 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, pre-
pare 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 rec-
ommendations

18. Advise on the issues of navigational safety

19. Advise on the issues of environmental protection and prepare rec-
ommendations for an efficient and effective environmental protec-
tion system and for pollution control and combating equipment

20. Provide pre-project studies for berth construction for the port’s auxil-

iary fleet
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Target groups

Project starting date

Project duration

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

cancelled

cancelled

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

Assist the port administration in implementing the new administra-
tional set-up.

new: Review the Host Government Agreement and the Pipeline
Construction and Operation Agreement

new: Investigate whether there exist similar cases in other parts of
the world

new: Investigate in how far in other parts of the world vessels and
vessel owners calling at Single Point Mooring facilities are charged
with vessel and port dues

new: Elaborate on international practice

new: Elaborate in how far international practice and specific exam-
ples can be transferred to the Supsa case

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

Oil operators, Batumi Port, Batumi Oil Terminal, Supsa Port Administra-
tion, Georgian and Azeri Railways, Baku International Sea Port, Cas-
pian Shipping Company

6 December 2002

12 months
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2

21

211

Summary of Project Progress Since Project Start

Accomplishments

Module A

The main accomplishments of Module A to date are as follows:

2.1.2

Submission of the Inception Report.

All project partners and major private players involved in the organisation and operation of the trans-
port chain have been identified and visited in order to gather information and solicit there support of
the project objectives. Meetings were generally fruitful and indicated an overwhelming interest to fur-
ther professionalise operations along the line and increase transparency of information flows.

On-site investigation of relevant infra- and superstructure facilities to identify and discuss the main
technical chokepoints and deficiencies.

Main operational and organisational obstacles temporarily hindering transport flows have been
identified and discussed with relevant project partners and target groups.

A comprehensive transport flow analysis of oil transports across the Caspian Sea and the Caucasus
including an outlook for further development has been elaborated.

Submission of Progress Report no 1.

Organisation of the first Round Table Meeting in Baku in July for project partners and target groups
involved in the organisation of the transport chain through the Caucasus. During the meeting the re-
sults of the project so far have been presented and findings have been generally approved by the
participants. Focal points for the development of a logistic concept have been discussed and agreed
upon with the participants (see Annex 5)

Elaboration and distribution of a logistics concept to be presented and discussed during a second
Round Table Meeting to be held in October 2003 in Thilisi.

Submission of Progress Report no. 2

Module B

The main accomplishments of Module B to date are as follows:

Submission of the Inception Report.

A detailed analysis of the current problems related to the day-to day business of Supsa Port Admini-
stration (SPA) has been elaborated.

Project partners and relevant target groups involved in Module B have been visited and discussed
with in order to introduce and explain the project approach, gather information on technical
characteristics, organisational setup and operational procedures related to operations at Supsa port.
On-site investigation of relevant infra- and superstructure facilities and navigational conditions has
been conducted.

Submission of Progress Report no. 1

Environmental aspects of potential construction measures in Supsa Port have been investigated,
pollution combating equipment has been reviewed.

A working paper on problems of financial funding of SPA activities has been submitted and dis-
cussed with SPA management.
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* Navigational aspects at Supsa Port have been investigated, recommendations have been discussed
with SPA management.
e Submission of Progress Report no. 2

2.2 Issues

221 Module A

The main objective the consultants’ work should be focused on, is to propose a concept acceptable to all
parties involved in the organisation of the transport chain. Key players, which need to be actively included in
any conceptual ideas, are the state-owned railway companies. Supported by the national Ministries of
Transport (and Communication), the railways so far adopted a cautious approach towards the establishing a
Corridor Coordination Centre, intended to control oil cargo flows on the trans-Caucasian rail corridor. Dis-
cussed options range from a pure state institution under the Ministry of Transport via a self-organised entity
embracing all transport operators to a coordination centre only for private sector companies.

Continuous and intensive dialogue not only between the consultants on one side and the project partners
and target groups on the other but especially between the project partners and target groups is necessary to
arrive at a viable concept. Parties need to be further encouraged to substitute bilateral back room talks for
open multilateral rounds. In so far the first Round Table Meeting in Baku, hosted by TRACECA Intergovern-
mental Commission and moderated by the consultants beginning of July has been a considerable success. It
has been the first time that all transport operators met on one table to jointly discuss the problems of the
corridor and develop a joint approach towards finding feasible solutions. The meeting has contributed to a
deepening of each party’s understanding of the problems of the other parties and created a base for profes-
sionalising conflict handling. All meeting participants promised to actively support the initiated multilateral
discussion process and also participate in the October meeting in Thilisi.

It should be pointed out that failure to agree on the basic conceptual ideas of the consultants and decide on
first implementation steps may put the project’s timetable at risk. A time extension of the project seems then
inevitable to reach the project objectives related to possible implementation measures.

2.2.2 Module B

Today, Supsa Port mainly exists on paper. Except for the off-shore Single Point Mooring facility (SPM) and
the related on-shore Marine Base (both owned and operated by GPC Georgian Pipeline Company) no port
installations whatsoever are visible in Grigoletti, the village adjacent to the development area of Supsa Port.
So far, the efforts of the port administration have been focused on finding a financial base for funding their
future activities, which however have not been clearly defined, yet. Discussions with the SPA management
revealed that the port administration prefers to develop their own commercial business rather than restrict
their activities to public and sovereign tasks. Some of the ideas mentioned not necessarily matched the con-
sultants’ understanding of typical activities of a port administration.

Finding a solid and regular income base is still of paramount importance for SPA, since the state budget
does nor foresee any financial assistance. This also applies for capital investment into basic port infra- and
superstructure, which seemingly need to be entirely financed by private funds. Without the perspective of
regular port income, private investors will remain shy. An option could be that the SPM operator agrees to
support SPA by supporting the latter’s claim to charge port dues from incoming vessels. Political support for
a confrontation with GPC does not seem very pronounced as the GPC business and the related oil transit
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not only significantly contributes to the state budget but also serves as a model project for successful foreign
direct investment, closely watched by potential foreign investors.

3  Summary of Project Planning for Remainder of Project

3.1 Module A

3.1.1  Overall Plan

For Module A the basic overall plan for the remainder of the project has not changed since the Progress
Report No. 1. Still flexibility is a requirement when it comes to changing the type and emphasis of input. This
may be the case by further promoting the cooperative approach by organising additional Round Table Meet-
ings. The outcome of the round table discussions will give further hints on in how far the equipment compo-
nent of the Incidentals Budget may need to be adjusted both with respect to volume and intended use.

3.1.2 Main Components

» \Visits by project experts to project partners and target groups will be continued to pre-
discuss the ideas of the written concept submitted to the project partners and target groups
in a separate volume “Conceptual ideas for the improvement of oil transportation by rail
along the trans-Caucasian TRACECA corridor”.

* A second Round Table Meeting in October 2003 in Tbilisi will be organised to discuss and
agree on the main components a.m. conceptual ideas. The discussions and views revealed
during the meeting will lead to a refinement of the concept and the development of an im-
plementation plan.

» First elements of the agreed concept will be implemented. One of the implemented elements
shall be to renovate and equip the office of the then founded Corridor Coordination Centre
with computers, telecommunication and office furniture funded from the project’s Incidental
Budget.

3.2 ModuleB

3.2.1 Overall Plan

For Module B the basic overall plan for the remainder of the project has not changed since the Progress
Report no. 1, in which the amendments requested by the project partner and approved by the EC Contract-
ing Authority have been explained.

3.2.2 Main Components

» Further visits by maritime experts will take place aiming at preparing recommendations for
an efficient management structure and discussing this with the SPA management.

e The consultants will prepare an oil tankers and terminal operations safety manual or alterna-
tively advise the SPA in how far the existing manual developed by the terminal operator in
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Supsa is in line with international standards and can be adopted for SPA needs (if the termi-
nal operator agrees).

» Currently, logistical issues are more or less a topic for future development. Logistical equip-
ment is seemingly not available under the control of the Sea Port Administration. In line with
future development planning however, the consultants will make recommendations on which
equipment need to be purchased depending on the stage and line of development.

« The consultants will elaborate pre-project studies on berth construction for the port’s auxil-
iary fleet.

»  Further development of Supsa port requires to specify training needs in management, safety
operations, safety and environmental protection. The consultants will therefore conduct a
manpower audit and together with SPA management develop training concepts for future
port staff employed in a.m. fields.

» The consultants will assist SPA in setting up an efficient management structure

4  Project Progress in Reporting Period

This section refers to project progress for the reporting period between May 6" and September 5™ 2003.

41 Module A

Project progress during the reporting period has generally been according to plan.

With the submission of the Progress Report no. 1 the consultants provided a clear picture on the current
technical, operational and organisational chokepoints of the rail transport chain across the Caucasus. This
report was distributed to all project partners together with the request to provide written comments.

During meetings with representatives from various institutions, both public and private, it was repeatedly
mentioned that communication between the market participants need to be improved. The consultants there-
fore decided to organise a Round Table Meeting, bringing together all parties involved in the transport chain
of oil by rail in order break the obvious communication barrier that exist between some key partners of the
transport chain. Moreover, it was hoped that a face to face meeting on official occasion may relieve some of
the pressure that has built up in the blame game frequently played when something went wrong along the
route.

The idea of a Round Table Meeting in Baku with the consultants as moderator was then discussed with and
highly welcomed by project partners as well as key private companies operating in the oil transportation mar-
ket.

The meeting was scheduled for July 8", 2003 in the premises of the TRACECA Intergovernmental Commis-
sion in Baku (see Annex 5 for Protocol, List of Participants and signed Joint Statement). Main objective of the
Round Table meeting was to discuss with all key parties involved in the organisation and operation of the oil
transport chain the current problems and chokepoints as well as the development perspectives of the corri-
dor. Moreover, the expectations and proposals of each party on the improvement of the corridor with respect
to organisation, operation, and technical facilities should be introduced and discussed with the plenum. Last
but not least, the project partners should be given a chance to officially comment on the Progress Report
no.1.
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The following parties were invited to attend the meeting by sending a representative of decision-making level
with good knowledge of organisational setup and operational procedures of the Caucasian oil transport cor-
ridor.

Representatives of the project partners
* Azerbaijan Cabinet of Ministers
¢ Georgian Ministry of Transport

* Azerbaijan State Railway Company
¢ Georgian Rail

e Caspian Shipping Company

¢ Baku International Sea Trade Port
* Batumi Sea Port

Representatives of private operators

¢ Azpetrol, Azerbaijan

* Middle East Petrol, Azerbaijan

¢ Silk Road Group, Azerbaijan/Georgia/Central Asia
* TeRo Shipping Agents, Georgia

¢ Alegratrans, Georgia/Azerbaijan

Representatives of institutions
* TRACECA National Secretaries of Azerbaijan and Georgia,
* Tacis Coordination Units Azerbaijan and Georgia,

* Secretary General of the TRACECA Intergovernmental Commission.

Response on the invitation was very positive. All invited project partners and target groups sent qualified
representatives. Moreover, word spread fast in the Caucasian oil transportation sector. The following com-
panies contacted the consultants and were admitted to the Round Table:

e Poti Port, Georgia

* ChevronTexaco, Azerbaijan

* Baghlan Trading, Azerbaijan

* Almara International, Azerbaijan
e Channel Energy, Georgia

Last but not least, the consultants also invited the newly established Ministry of Transport of Azerbaijan, who
after the meeting took over the rights and responsibilities of a project partner from the Azerbaijan Cabinet of
Ministers.

As the Progress Report no. 1 was intended to serve as main input for the projected Round Table Meeting in
Baku, the consultants distributed together with the invitation also a management summary of the report
summarising the consultants’ main findings to the target groups and other interested parties.

During the discussions the participating institutions and companies expressed their support of the TRACECA
initiative to improve oil transports by rail across the Caucasus by signing a Joint Statement. Main results of
the meeting were:
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1. The consultants’ progress report no. 1 correctly identifies the main weaknesses and problems of the
existing transport chain.

2. In developing solutions to the problems the consultants should focus on the following four different
elements:

. Introduction of an intermediate planning horizon supplementing the existing monthly and two-day
planning

»  Establishing a new independent entity for monitoring, coordination and planning of oil transports.

. Investigating the chances for a new rail tank car (RTC) management system based on the princi-
ples of separation of RTC management and traction management.

. Developing marketing ideas for the trans-Caucasian rail corridor.

3. A solution focusing on the Caucasus only will not serve the needs of the transport chain operators.
Therefore all participants recommended an extension of the project objectives to Central Asia, espe-
cially including the main oil producers in Kazakhstan and Turkmenistan.

4. The participants opted for holding a second round table meeting in September or October in Georgia
(Thbilisi or Batumi) during which the consultants’ concept proposals shall be discussed.

Participants noted that corridor operations have been improving over the past few months, which partly was
attributed to seasonal influences (during the late spring and summer operations are generally more trouble
free than during winter times), partly also to improved coordination between the transport operators. It was
mentioned that in one case even “emergency measures” agreed and implemented by the transport opera-
tors have been functioning and significantly relieved upcoming congestion, which proves that the system can
work self-organised without state intervention.

Another item became obvious during the meeting: There is no immediate demand for the introduction of a
new tracking and tracing system for trains and railcars as foreseen in the Terms of Reference of the project.
Both railways stated that they are quite satisfied with the existing practice, and in fact it seems to work, as
the railways usually relatively precisely know where their trains are. Moreover, Georgian Railways has just
established a new computer-based management information system, while Azerbaijan State Railways is
about to implement a similar system. Both railways claim that their systems are making use of the new fiber
optical cable installed under the TRACECA Programme. However, neither a direct link between the two sys-
tems nor a link with customers’ systems is foreseen. Anyway, in regional oil transportation, there are only a
handful of transport chain operators, which in the meantime all have established their own tracking and trac-
ing system based on company representatives at key stations.

Following the Round Table Meeting, the consultants have again visited key transport operators and institu-
tions in order to gather more information for the elaboration of a concept focusing on a.m. four elements.
Based on these discussions, the consultants have developed their conceptual ideas (see Annex 6 for Man-
agement Summary) to be distributed to project partners and target groups by separate volume and to be
discussed during the next Round Table Meeting in Georgia.

4.2 ModuleB

During the reporting period the consultants have strongly focused on elaborating a working paper on whether
Supsa Port Administration has the right to levy port charges on vessels calling at the SPM facility in Supsa
Port. The right to levy charges has been denied by the SPM operator GPC and tanker charterers with refer-
ence to the Host Government Agreement (HGA) and Pipeline Construction and Operation Agreement
(PCOA) concluded between the Georgian side and an international oil consortium comprising 11 companies
under the lead of British Petroleum (BP).
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In on-site discussion with the SPA management and interviews with international SPM operators the con-
sultants have collected information and views which have been evaluated and incorporated into a “Special
Report on Supsa Port Administration” submitted as separate volume to the respective project partners (see
Annex 7 for Management Summary). The results of this report have been intensively discussed with the
project partners.

It is very important for SPA to quickly find a sustainable funding source as alimentation from the Georgian
state budget is not foreseen. At the same time it seems unlikely that based on international practice and the
a.m. legal agreements GPC can be easily forced to acknowledge the charging rights of SPA. Even though,
the situation in Supsa seems unique and the agreements seem to contain some ambiguities, it may be diffi-
cult to convince an arbitration committee of the legitimacy of SPA’s claims within a justifiable scope of time.
Given the cost, time and uncertainty of the outcome of the arbitration process, the consultants have pro-
posed that the Georgian side should opt for mediation, with an independent mediator leading the process
under the patronage of a respectable regional institution such as TRACECA Intergovernmental Commission.

During the reporting period the consultants have also investigated environmental issues of current operations
and of future port construction works in Grigoletti (see Annex 8). Currently, environmental safety of opera-
tions is secured by equipment (Tier 1) owned and operated by the terminal operator. Moreover, in case of
need assistance can be provided by Batumi Sea Port, that recently acquired new state-of-the-art pollution
combating equipment. Last but not least, for significant environmental pollution (Tier 2) operators can contact
the company Briggs Marine based in Baku.

On-site investigations and interviews conducted with Georgian environmental institutions and groups re-
vealed that a number of environmental issues need to be clarified before any port construction work at Grigo-
letti can start. Main issues relate to the environmental status of the dedicated port area (neighbourhood of
sites earmarked for registration under the international “Ramsar Convention”), possible socio-economic im-
pacts (e.g. short distance between port infrastructure and housing areas), property rights (ownership of port
extension area, expropriation), impact of dredging and breakwater construction on sedimentation, current,
swell, and degree of pollution of the dredging material.

Issues of navigational safety can in detail only be investigated after the final location for new port structures
and port approach channel have been determined. The current deep-water SPM facility two nautical miles off
the shore does not confront SPA with any major problems regarding navigational safety. However, the con-
sultants have elaborated model articles, which should reflect the main issues of navigational safety in a later
Supsa Port Law. The model articles have been submitted to and discussed with SPA.

5 Project Planning for Next Reporting Period
This section refers to project planning for the next reporting period between September 6" and November 5™,
2003.

5.1 Module A

At this stage no significant changes are proposed to the broad programme of activities outlined in the previ-
ous reports.

Having submitted to project partners and key players by separate volume the “Conceptual ideas for the im-
provement of oil transportation by rail along the trans-Caucasian TRACECA corridor” the consultants will in a
fist step pre-discuss the written corridor concept with key parties involved the organisation and operation of
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the transport chain in bilateral meetings in order to refine the concept and secure their support for basic con-
cept components.

In a second step the consultants will organise a second Round Table Meeting in October 2003 in Thilisi. The
meeting will be held within the frame of the TRACECA Programme and is intended to be financed from the
project’s Incidentals Budget.

Main objective of the second round table meeting is to present to and discuss with all project partners and
target groups the different concept elements and approaches how to improve coordination along the trans-
port chain and how to relieve operational and organisational weak spots identified during the first round table
meeting in Baku. As a result the consultants expect that the plenum will give a clear indication in which as-
pects the consultants’ concept shall be refined and implemented. Moreover, modalities and a time schedule
for the implementation shall be defined.

The second Round Table Meeting is important because it can be seen as a test case for the dedication of all
involved parties to come to a joint solution, and in how far TRACECA is acknowledged as part of the solu-
tion. If interest among key players in the second Round Table Meeting is low, it can be taken as an indication
that either the corridor is now working efficiently or the Round Table discussion are noted as an insufficient
means to solve existing problems.

As the consultants are convinced that interest will remain high it is therefore intended to give more time for
discussions and thus extend the duration of the meeting to at least 1.5 days (compared to the one-day meet-
ing in Baku). Failure to come to an agreement on basic elements of the concept in Thilisi will most probably
lead to some delays in project implementation. However, timely project implementation is important to solicit
the support also of the private sector, which is interested in fast and efficient procedures, not only with re-
spect to operation but also communication.

In case key players (e.g. the railways) utter concern about single elements of the concept during the Round
Table Meeting the consultants in a third step will hold bilateral meetings in the days following the Round Ta-
ble Meeting in order to discuss measures and solutions how to narrow the gap between their expectations
and the requirements of other parties engaged in the transportation process. Based on the discussion, the
consultants will then immediately refine the disputed elements of the concept and distribute the improved
version to all project partners and target groups for their consent.

Until the end of the next reporting period, the project partners, target groups and the consultants should have
a clear vision of the implementation schedule and a thorough understanding which elements of the concept
qualify for first implementation measures.

However, it cannot be ruled out that if major concerns against single elements of the concept arise, a third
meeting will be necessary in order to sort out all remaining problems and obstacles. It should be mentioned
that major elections are scheduled in Azerbaijan for October (Presidential Elections) and in Georgia for No-
vember (Parliamentary Elections). These upcoming events may limit the scope especially for the institutional
partners and state-owned companies to agree to far-reaching changes and ideas, how to further improve the
current situation on the corridor.

If such a situation will occur the consultants cannot but formally apply with the EC Contracting Authority for a
time extension of the project in order to give additional time for concept adjustment and implementation of
first project results.
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5.2 ModuleB

The consultants have submitted the “Special Report on Supsa Port Administration” analysing the possibility
of approaching the terminal operator GPC in Supsa as a funding source for SPA activities and proposing to
initiate a mediation process between the Georgian Government and the mother consortium of GPC.

In order to provide SPA with more options and a clearer vision what to offer to the counter party during the
mediation process, the consultants will proceed as projected in Progress Report no. 1, even though the fi-
nancial issues of SPA are not resolved yet.

The consultants see it as indispensable that the SPA management can convincingly answer questions con-
cerning their future management structure, tasks, handling safety, projected supra- and infrastructure, navi-
gational safety and environmental aspects. Since the latter two items have already been dealt with within the
course of the project, the consultants in the coming period will focus on the following issues:

e Further visits by maritime experts will take place aiming at preparing recommendations for an effi-
cient management structure and discussing this with the SPA management.

< An oil tankers and terminal operations safety manual will be prepared or alternatively SPA in will be
advised in how far the existing manual developed by the terminal operator in Supsa is in line with in-
ternational standards and can be adopted for SPA needs (if the terminal operator agrees).

« Currently, logistical issues are more or less a topic for future development. Logistical equipment is
seemingly not available under the control of the Sea Port Administration. In line with future develop-
ment planning however, the consultants will make recommendations on which equipment need to be
purchased depending on the stage and line of development.

«  Pre-project studies on berth construction for the port’s auxiliary fleet will be elaborated.

* Further development of Supsa port requires to specify training needs in management, safety opera-
tions, safety and environmental protection. Therefore, together with the SPA management training
concepts for future port staff employed in a.m. fields will be developed.
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ANNEX 1: PROJECT PROGRESS REPORT

Project title: Railway Transit Oil Logistical Centre

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

Countries: Azerbaijan, Georgia

Page: 1

Planning Period: 6 May - 5 September 2003

Prepared on: 4 September 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 Activities Implemented Time Frame INPUTS
2003 PERSONNEL EQUIPMENT & MATERIAL OTHER
EU Cons | EUCons | Local Cons | Local Cons| Planned Utilised Planned Utilised
5|6 7 |8 Planned Utilised Planned Utilised
Module A
7. Further update oil traffic forecast X 5 days 5 days
8. Identify and discuss weaknesses and chokepoints XX | X 15 days 15 days 5 days 5 days
in operational procedures, organisational setup and
technical characteristics
9. Prepare draft recommendations on the above and XX | X 37 days 37 days 5 days 5 days
discuss them with key parties
10. Develop and specify a corridor concept XX 48 days 48 days 30 days 30 days
Module B
18. Advise on issues of navigational safety X [ X 12 days 12 days
19. Advise on issues of environmental protection X [ X 12 days 12 days
25. Review of the HGA and PCOA X 5 days 5 days 15 days 15 days
26. Investigate whether there exist similar cases in X 5 days 5 days
other parts of the world.
27. Investigate in how far in other parts of the world X 10 days 10 days
vessel and vessel owners calling at SPMs are
charged with vessel and port dues.
28. Elaborate on international practice X 5 days 5 days
29. Elaborate in how far international practice and X 5 days 5 days 10 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 10 days 15 days 15 days
regulations support the SPA’s funding approach.
TOTAL 169 days 174 days | 80 days 80 days
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ANNEX 2: RESOURCE UTILISATION REPORT

Project title: Railway Transit Oil Logistical Centre Project no: EUROPEAID/113200/C/SV/Multi Countries: Azerbaijan, Georgia Page: 1

Planning Period: 6 May - 5 September 2003 Prepared on: 4 September 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.

Resources/Inputs Total Planned Period Planned Period Realised Total Realised Available for Remainder
Personnel (mandays)
EU Experts 396 169 169 266 130
Local Experts 220 80 80 176 44
Sub-Total
Equipment and Material 2 PCs 2 PCs 2 PCs 2 PCs 0 PCs
2 b/w printers 2 b/w printers 2 b/w printers 2 b/w printers 0 b/w printers
2 colour printers 2 colour printers 2 colour printers 2 colour printers 0 colour printers
Sub-total
Other Inputs Euro 10,000 for purchase of 0 0 0 Euro 10,000
tracking and tracing software
Euro 20,000 for equipment of 0 0 0 Euro 20,000
up to four logistic information
offices
Sub-total
Total
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ANNEX 3: OUTPUT PERFORMANCE REPORT

Project title: Railway Transit Oil Logistical Centre

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

Countries: Azerbaijan, Georgia

Page: 1

Planning Period: 6 May - 5 September 2003

Prepared on: 4 September 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Output results

Deviation original plan (+ or - %)

Reason for deviation

Constrains & Assumptions

1. The transport chain of oil and oil products transported by
rail across the Caucas along the TRACECA corridor (Cauca-
sian 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 func-
tion has been designed
- Responsibilities are clearly and efficiently attrib-
uted
5 October 2003

4. The concept is being implemented
5 December 2003

completed

completed

50 percent completed, concept has been
developed, discussion process is under
way

Customs and border police timely provide infor-
mation 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 Com-
pany timely provide relevant information and
support the project

Access to state-owned facilities (including those
of state-owned companies) relevant to the exe-
cution 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 May - 5 September 2003

Prepared on: 4 September 2003

EC Consultant: UNICONSULT-HPTI-Transpetrol Consortium

Output results

Deviation original plan (+ or - %)

Reason for deviation

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 interna-
tional standards
5 November 2003

7. An oil terminal and tanker safety manual has been pre-
pared 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

9. The port is able to attract investment for future develop-
ment

10. Navigational and vessel safety in the port and its ap-
proaches is assured
5 Septmember 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

15 July 2003

ELIMINATED

ELIMINATED

Partly ELIMINATED, remainder completed

completed

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 imple-
mentation 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.

Results will be submitted by separate report to
project beneficiaries of Module B
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ANNEX 4: PLAN OF OPERATIONS FOR THE NEXT PERIOD

Project title: Railway Transit Oil Logistical Centre Project no: EUROPEAID/113200/C/SV/Multi Countries: Azerbaijan, Georgia Page: 1
Planning Period: 6 September — 5November 2003 Prepared on: 4 September 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 September October November EC Cons Local Cons
10. Develop an oil transport-by-rail corri- [ X X 17 days
dor concept
11. Discuss the concept with project XX X 16 days 5 days
partners
12. Implement first steps X X 10 days 5 days
14. Prepare recommendations for an XX 17 days
efficient management structure
15. Prepare an oil tankers and terminals XX 9 days
operations safety manual
16. Study the logistical equipment issues XX 10 days 5 days
for Supsa Port
20. Provide pre-project studies for berth XX 20 days
construction
23. Specify training requirements XX 19 days
Total | 98 days 35 days
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ANNEX 5:

Round Table Meeting No. 1 in Baku: Protocol, List of Participants, and Joint Statement

Round Table Meeting in Baku, July 8" 2003: Protocol

GENERAL

1.

The first Round Table Meeting on Improvements on Oil Transportation by Rail along the Trans-
Caucasian TRACECA Corridor was held July 8™ 2003 in the premises of the Permanent Secretariat
of TRACECA Intergovernmental Commission. The meeting was held in English and Russian with
consecutive translation.

The objectives of this first round table meeting were to discuss with all key parties involved in the
organisation and operation of the oil transport chain the current problems and chokepoints as well
as the development perspectives of the corridor. Moreover expectations and proposals of each
party on the improvement of the corridor with respect to organisation, operation, and technical facili-
ties should be identified. The Meeting was not intended to put blame for single deficiencies on any
party but to develop a joint understanding of corridor problems and perspectives, and discuss pos-
sible ways of cooperative solutions.

The list of participants and the Joint Statement, which has been signed by all participants, are given
in the Annex.

The consultants presented the TRACECA project “Railway Transit Oil Logistical Centre” and the
main results and ideas for further progress.

In response to the presentation every representative of the project partners was asked to comment.
Hereafter the discussion was open to all interested parties to express their views.

Finally, at the end of the meeting, a proposed draft Joint Statement was discussed and amended.
The participants signed the Joint Statement.

BEGINNING OF ROUND TABLE MEETING: 09.00h

WELCOME ADDRESS

The Chairman of the round table meeting, Mr. Zviad Kvatchantiradze, Executive Secretary of the Permanent
Secretariat of the TRACECA Intergovernmental Commission, welcomes the participants and stresses the
importance of this round table meeting.

INTRODUCTION OF THE PROJECT AND MAIN FINDINGS

1. Presentation by Mr. Marcel Sames, Team Leader, UNICONSULT

- Introduction to the objectives and time schedule of the TRACECA project “Railway Transit
Oil Logistical Centre”.

- There is a need for deployment of additional capacities in the medium term.

- Enough storage capacity in Baku (about 600,000 tonnes directly linked to marine terminal
facilities) available.

- Since the recent opening of the new facilities, Batumi and Poti have enough storage and
handling capacity to handle considerably higher volumes.

- ltis necessary to reduce and stabilise average roundtrip times for RTCs.

- RTC fleet needs upgrade

- Some sections of the rail infrastructure are in need of improvement, especially the single
track to Batumi.

- Responsibilities and lines of communication are not enough clearly organised

- Contractual base between parties sometimes unclear.

- Existing information flow lacks standardisation

- Fees for state-owned and private RTCs needs to be further investigated.

- Fierce competition with other outlets such as Makhachkala and Neka:
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BTC will be ready end of 2004. If BTC Consortium agrees, Kazakhstan intends to dedicate
significant volumes, most probably Kumkol oil, to the pipeline.

Kumkol oil may then be replaced by other oils as there are many smaller oil fields in Ka-
zakhstan not linked to any pipe, and waiting for increased activity.

Refineries capacities are likely to increase, even if foreign companies prefer to refine out-
side the region.

It is not overly optimistic to state that the corridor has a potential to handle 16-17 millions t in
2010.

Some improvements along the corridor can be done individually (as e.g. infrastructure investments). How-
ever, in order to increase the capacity of the whole transport chain and prepare for higher volumes it is most
important to jointly improve coordination and cooperation along the corridor.

COMMENTS FROM THE PROJECT PARTNERS

2. Comments from Mr. Aydin Mammadov, Cabinet of Ministers of Azerbaijan (CoM)

We very much welcome this roundtable meeting bringing together all parties for the first
time.

The situation along the corridor is gradually improving. In the past, there were a lot of meet-
ings in the Cabinet of Ministers concerning the problems of the corridor.

The EU has contributed to the modernisation of the RTCs fleet.

Problems of the corridor are much related to the transhipment points.

We know that we need closer coordination in order to get more volumes on the corridor
Perhaps we need to reduce tariffs. E.g. Makhachkala offers a relatively low tariff to Novo-
rossisk.

We just created a new Ministry of Transport, and aim at an improvement of cooperation with
Kazakhstan and Georgia.

3. Comments from Mr. Igbal Husseynov, Ministry of Transport of Azerbaijan (MoT)

We are planning to establish a coordination centre that will coordinate sea port, terminals
and railways in Azerbaijan. This initiative is actually not very new; we have just reanimated it
in the face of the problems of the corridor.

We are aware of the problems noted in the presentation; we do our best to tackle with these
problems but cannot solve all at the same time.

We know that the customers are well aware of problems along the corridor, and that it hin-
ders the development.

We support the consultants’ analysis but would like to add some details:

» The question of lack of information about the position of the cargo: in Azer-
baijan, every customer can get from us information on where his cargo cur-
rently is. But we have problems to get necessary pre-shipment information
from Kazakhstan and Turkmenistan.

» The question of transport planning: we have a monthly planning and a 48-h
planning (even though, a one-way journey from Baku to Batumi takes more
than 48 h). However, | would not agree that we in Azerbaijan miss out
something in our transport planning. | think it would be better to start plan-
ning from the unloading places at the Black sea.

» The question of the RTCs as storage. We think that this problem mainly re-
lates to a lack of coordination between the Black Sea and the Caspian Sea.

4. Comments from Mr. Vladimir Chkhaidze, Ministry of Transport and Communication of Georgia (MOTC)

We have received full information, and think the project has all the opportunities to be suc-
cessfully implemented. We need to find the solutions to the specific problems of our corri-
dor.
We have a lot of questions and some issues are most important for us:

» The question of the coordination of the transport chain

» The establishment of a logistical centre
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> Everybody will have to answer the questions and problems raised in the
consultants’ report, though some points need to be further explained.

» We agree that some intermediate planning scheme (e.g. for 10 days) should
be introduced.

> In the report it is mentioned that currently communication between the rail-
ways is not functioning well. We disagree! We should think of delegating the
responsibility to a joint unit, in order to allocate and at the same time share
responsibilities between the railways.

> Concerning the question of the single track (Samtredia-Batumi), 15 years
ago, there were 20 to 25 train pairs per day on this section. In 2010, we plan
to have 19 train pairs per day. So actually this section is no chokepoint.

main issues that need to be investigated:

» Coordination and planning, specifically for the RTC fleet

» Some intermediate planning period of 10 days, some new structures need to
be established.

> Extension of storage facilities in Batumi?

> Are there advantages if RTCs wagons were private ones?

» Intervention Mr. Sames: All Project Partners are encouraged to provide written comments on the Pro-
gress Report No 1.

5. Comments from Mr. Timur Mammadov, Azerbaijan State Railways (ASR)

We are in close contacts with the consultants and the MoT.

in ASR, there is no problem to get the information about the position of a wagon and cargoes
in Azerbaijan and even outside of Azerbaijan.

We are currently establishing a new dispatching centre that will be ready end of July and will
function automatically. It will have information about the position of the cargo everywhere in
Azerbaijan, also on Georgian side, at the terminals and in the ports.

The new information system will be able to provide any carrier with information on his cargo.
We cannot agree with the statement in the report saying that trains are halted on the territory
of Azerbaijan for no obvious reason. ASR always know the reason, e.g. weather, lack of
electricity.

» Intervention Mr. Kvatchantiradze: Obviously, there is no problem on the line. Shall we thus end the
project? However, this would contradict the existing situation.

6. Comments from Mr. Zurab Suladze, Georgian Rail (GR)

We acknowledge the transport problems between the Black Sea and the Caspian Sea.

The transit traffic from Azerbaijan constitutes 25% of the total activity of GR.

The transport capacity of the GR is much larger than the handling capacity of Batumi and
Poti ports. Problems are exclusively on the terminal side.

We know that a second track to Batumi needs to be built in order to cope with increasing
volumes. Also the marshalling yard in Batumi must be modernised.

We agree that it is necessary to establish better coordination and planning along the Corri-
dor.

GR needs to pay for RTCs of other railways if traveling on its territory. Due to the large num-
ber of these RTCs. This causes financial problems to GR. There is an agreement between
ASR and GR not to charge RTC fees for halts of less than 8 days, but with other railways the
normal rules apply.

We have developed a common proposal with ASR to establish a joint unit. We discussed this
issue already 5 years ago. This joint unit shall manage transports via the TRACECA corridor
and be located in Baku as non-profit organisation. Financing should come from all parties in-
volved in the transport chain. We should also invite Kazakhstan, Turkmenistan, and Uzbeki-
stan to participate in this logistical centre, which shall be independent of all players.

The problem is to coordinate unloading in Batumi and not loading in Baku.

As far as information and communication is concerned, we have now the new fiber optical
cable. Anybody can speak to anybody.
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7. Brief comments from Mr. Paul Brynsrud, Alegratrans Moscow

- Alegratrans constitutes the end of the transport chain through the Caucasus, and thus eve-
rybody’s problems become our problems.

- We were very surprised to hear the comments of the other parties as according to their opin-
ion everything is going quite well along the corridor.

- The TRACECA team has well understood the situation and the challenges.

- There are three main factors that drive the complexity on our corridor:

> the physical infrastructure; in fact we do not consider it as a problem.

» The product complexity: if we consider SKU (Stock Keeping Unit, the small-
est unit that cannot be mixed with something else), we handle 45 products in
Batumi, usually around 15 products in parallel. This is a very strong limiting
factor because it increases the complexity of operations.

» Behaviour of single players: there is no adequate coordination of the actors.

- Problems are related to factors 2 and 3, and regarding factor 3, we need to do something
immediately.

- In April/May, the roundtrip time of RTCs was 11-12 days, which restricts corridor capacity to
8 mn tonnes/year. It is not just Batumi that is the limiting factor.

- If the roundtrip time is 5-6 days and we are currently closed to this, the corridor can handle
13 mn tonnes, which is more than that we need now.

- We believe that with a better coordination we will be able to stabilise and even reduce round-
trip times, thus reaching a corridor capacity of 17-18 mn tonnes.

- If you consider that average roundtrip times are fluctuating between 11-12 days and 5-6
days, it is clear to us that there is some elasticity within the railways.

- We are more ambitious regarding some individual factors, e.g. 6 hours for Customs proce-
dures are not too much when the roundtrip time is 11-12 days, but it is too much if the round-
trip takes 5-6 days. We are sure it will be possible to improve this.

- Concerning future perspectives, we are more optimistic. 16 mn tonnes will be reached even
before 2010.

8. Comments from Mr. Mukhtar Akhundov, Caspian Shipping Company

- Caspar will acquire four new tankers until the end of 2004.

- We have no problems with any congestion along the Caucasian corridor.

- New port at Sangachal is not part of Baku Port, in order not to create a monopoly.

- We have problems with processing documents in Aktau as well as with the infrastructure fa-
cilities in Turkmenistan. Therefore, we strongly recommend also to include representatives of
the ports on the Eastern coast of the Caspian Sea (Aktau, Okarem, Alaja, Turkmenbashi)
into the project.

9. Comments from Mr. Vakhid Alieyev, Baku International Sea Trade Port

- We are about to improve the unloading facilities at Dubendi terminal as well as rehabilitating
the ferry terminal
- As transhipment link in the middle of the transport chain we have no problems.

10. Comments from Mr. Roin Nakashidze, Batumi Sea Port

- | acknowledge that this report is making a distinction between Batumi Oil Terminal and Ba-
tumi Sea Port, which is good point. We were always the only ones to be blamed.

- As a seaport, our function is to ensure safe operations of vessels, day and night.

- The report correctly identifies the improvement recently done by Alegratrans and Batumi Sea
Port. The port can now receive tankers up to 100,000 tdw. With the help of Alegratrans, two
new tugboats were acquired.

11. Comments from Mr. Gotcha Archaia, Poti Port.

- Poti Port does not have the same capacity as Batumi Port. Currently handling volumes of oil
products are in the range of 1 mn tonnes per year.
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The recently implemented development programme for oil handling facilities is expected to
significantly increase capacities.
The port administration is very interested in this TRACECA project and willing to cooperate

SHORT ANSWER FROM THE PROJECT TEAM ON THE COMMENTS OF THE PROJECT PARTNERS

12. On behalf of the project team Mr. Sames reiterates:

We have acknowledged that you in general accept the main findings of the Progress Report.
We have acknowledged that you would like to see also Central Asian countries included in
the project.

We have noted that you would be ready to look at prices to be more competitive with the
other routes. However, we think that customers currently are looking for more reliability and
better service quality rather than better prices. Discussion of tariffs may be an option after
implementation of improvements.

We have noted that GR currently builds a second track to Batumi. We consider it perhaps
easier and cheaper in a first step to improve the signaling system (e.g. upgrade to a semi-
automatic system). This will already be sufficient to create sufficient capacities for the next 5
years.

We have noted that ASR is establishing a computerised dispatching centre able to provide
detailed information to GR and to all clients. We strongly support this step. However, it
should be made sure that the data provided by ASR is actually the data demanded by the
clients.

OPEN DISCUSSION

13. Views of Mr. George Topchishvili, Azertrans

Along the corridor, the parties have currently reached a good level of coordination. Links with
CASPAR and Batumi Terminal are working smoothly. Capacities have increased every-
where. There will be no problems to handle volumes in the range of 12-13 mn tonnes.

We support the view of Alegratrans that one major problem is the diversity of products which
creates difficulties, especially when it comes to smaller lots.

Significant volumes and lots of crude oil and fuel oil from Turkmenistan and Kazakhstan are
carried out with no significant problem. Problems arise with oil products in small lots. The
terminal does not only have to handle but also to store these small lots, which usually cannot
be mixed, thus reducing the capacity of our terminal. In order to free much needed storage
capacity we then ask for wagons as interim storage. In this respect, we consider that an ex-
tension of the RTC fleet seems necessary.

In fact, the biggest problems occur when oil prices go down. Traders then wait with on-
selling the products they have bought from the refineries in Azerbaijan and Turkmenistan. It
is mainly in these situations that the whole transport system is congested. When the prices
go up, we have to move as quickly as possible to help the traders selling their products at
the right moment. These transports are the main difficulty for us.

All parties present at the meeting are interested in a better turnaround of the RTCs.

We would be ready to be part of a common agreement to find and implement some common
measures concerning better organisation of transport, handling, loading and unloading, on
an equal base.

14. Views of Mr. George Lejava, Silk Road Group.

There are a lot of players who try to help each other. Some are private, some are public. The
interests of private and public companies in any case are the same: to handle more cargo.
Private sector pushes for lower tariffs lower but state companies do not easily agree.
Recently, a lot of things have changed for the better.

Silk Road has leased the majority of its 2300 RTCs from the railway companies and pays
25,000 USD per day.

The State Railways companies need to move the trains more quickly than now, in order to
improve roundtrip times.
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All private operators think that transferring the ownership of RTCs to privately organised enti-
ties is a very good idea. To rent an RTC at 18 USD/day increases transportation cost. How-
ever, the more RTCs come into the market the lower will be the leasing rates, thus decreas-
ing transportation cost. If all state-owned RTCs were rented out to private operators on a
long-term base transport chain costs would go down. We would welcome a round table to
exchange ideas how to do this. With the help of Alegratrans and the railways we can then
put pressure on traders who are using RTCs as storage at the moment. We need to forget
about the illusion we can influence the traders by ourselves.

15. Views from Mr. George Gogiashvili, TRACECA National Secretary of Georgia.

The main problem is related to the oil handling capacities on the Black Sea. The average
handling volumes are currently 25,000 tonnes per day. However, the tasks for the Georgian
side should be to handle maximum peak load volumes. Thus, in peak times considerably
higher handling capacities are needed. Hopefully, the new gantry will bring some relief, es-
pecially when it comes to handling low viscosity products in winter times. If all links in the
chain can handle the volumes that the preceding link delivers in peak times then there can-
not be any cases of halting RTCs.

There is a new terminal in Poti, which will strengthen competition and provide relief for con-
gested Batumi.

Moreover, a port in Kulhevi is currently under construction. After finalisation, it would further
relieve the situation along the Black Sea coast. (Additional information from Mr. Chkhaidze,
MoTC: works have been halted but are expected to continue in August 2003, finalisation of
first stage in 2005. Euro 55 mn have already been invested. Final design capacity will be
around 18 mn tonnes of oil and oil products).

16. Views of Mr. Chkhaidze, MoTC Georgia

With regard to the privatisation of RTCs, the objective is not to allow the customers to have
unpaid storage. But we currently do not have the mechanisms in place to improve the round-
trip times of the RTCs.

Whether the RTCs belong to the state or at in the private sector, what will change? It will
cost the private sector the same. To day the state-owned railway companies are carrying this
burden. What will happen when the ownership of the RTCs will be in different hands, will it
be better? Why?

We need to discuss this point during the September meeting, but it should be excluded from
discussion now. We need further consideration and are open for a dialog in July/ August on
this subject.

»Intervention Mrs. Marie France Lagraulet, Project Team: We do not focus on the question of public
ownership versus private ownership of the wagons. We rather propose to transfer the state-owned wagons
into a separate structure. Thus, RTCs can be leased out to private customers who are then interested in
shorter roundtrip times, since they have to pay for the RTCs on a daily base. The question of capital struc-
ture is another problem: it can be 100% public, 100% private or something in between. The share of public
capital will measure the balance between the railway’s willingness to control the use of the assets and the
need for private money to invest in the RTC fleet.

17. Views of Mr. Husseynov, MoT Azerbaijan

I am not concerned by the technical capacities of the corridor. They are sufficient. But | am
concerned by the lack of coordination on the corridor. The privatisation of the RTCs does not
seem to be a solution to the problem. | think we have to concentrate more on coordination
with the other side of the Caspian Sea, and the Black Sea ports. We do not know early
enough which cargo is going to which terminal. We should solve this problem first.

| do not agree that we cannot influence the traders’ behaviour. ASR and GR Rail have come
to an agreement not to charge penalties to each other if RTCs are halted for less than 8
days. This may solve the problem of excessive costs for the railways, but | am sure it would
be better to find a mechanism keeping the RTCs moving.
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18. Views of Mr. Suladze, GR

- Our coordination mechanisms with ASR are in place and working well. However, we agree
with the MoT Azerbaijan that better coordination between all parties is necessary.
- If there are delays en route, the receiver of the cargo is paying. We try to enforce this.

19. Views of Mr. Brynsrud, Alegratrans

- We want to stress the point that Batumi Oil Terminal is not the problem. We can now unload
800 RTCs per day, which means 16 mn tonnes per year. Currently we handle about 600
RTCs per day.

20. Views of Mr. Lejava, Silk Road Group

- In most of Central Asia RTCs have already been transferred to a system of long-term leas-
ing. SRG operates considerable quantities of leased RTCs, also from Georgian Rail. Azer-
baijan should join this system. We are also regularly handling cargo for Azneftyag but we
cannot lease their RTCs, have to use our own RTCs for transporting their cargo.

» Intervention Mr. Sames, Team Leader: We like to stress again that our objective is not to take RTCs
away from the influence of the railways but rather to install a mechanism that would discourage traders from
unduly long storing their cargo in RTCs. If traders had to pay a daily lease for using the RTCs at least the
railway companies would profit from storage instead of loosing money.

21. Views of Dr. Zurab Surmanidze, TeRo Shipping and Forwarding Agency, Batumi

- Bad weather on the Black Sea had a negative influence on the handling results in the first
quarter this year.

- We want to attract large tankers to Georgian ports, but Turkish authorities have imposed the
restrictions on large tankers crossing the Bosporus and the Dardanelles.

- Traders have already tried to remove these restrictions but without success. TRACECA
should also try to intervene, since the restrictions pose a potential threat to the initiatives ex-
pressed here. In September, there will be a meeting with the Turkish authorities. We think
TRACECA should participate.

22. Views of Mr. Husseynov, MoT Azerbaijan

- We have the feeling that the joint statements and the report have been more prepared with
the forwarders and the traders than with the railways.

- What will be the tariff for RTC lease? If the RTC fleet is upgraded for environmental reasons,
more RTCs will probably be in private hands anyway. And ASR and GR Rail will be pushed
to offer better services.

- Can we influence traders to sell their cargo ex Baku and not ex Black sea port? This would
enable them to store their cargo in the Baku area and to carry it quickly to the Black Sea
once the cargo is sold.

22. Views of Mr. Gogiashvili, TRACECA National Secretary in Georgia

- According to my information and figures privately owned RTCs run more than state-owned
RTCs, have shorter roundtrip times. Thus, there seems to be some substance to the argu-
ment of the consultants.

23. Views of Mr. Husseynov, MoT Azerbaijan

- Turkmen, Kazakh and Uzbek Railways have leased out their railcars, because they were ex-
tremely interested in transporting their oil. Again, we should not concentrate on the privatisa-
tion matter but on the lack of coordination. If there is better coordination, the carriers will not
be interested to lease RTCs but rather just buy all-in services from the railways.
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24. Views of Mr. Suladze, GR

Currently, the official price for the lease of a Georgian RTC is 8.71 USD per day. We are

quite supportive of the leasing mechanism as we save a lot on maintenance and repair cost

for the leased out RTCs, which have to be borne by the lessee.

However, the leasing system alone will not solve the problem. We therefore propose the fol-

lowing:

to harmonise the relation between private and public sector,

to develop new rules of operations and a new legal framework for operations

of oil transports,

to establish a coordination centre to monitor the traffic along the route.

Competitors should act more in a cooperative way; consider each other as

partners.

the first step would be to establish the coordination centre and the second

step would be to invite third parties to participate.

The coordination centre should be organised by railways, freight forwarders,

terminal operators, carriers, ports, all together. We estimate monthly cost of

USD 10,000 or about USD 1,000 per partner and month. First activity should

be to establish a data base on loading/unloading times, RTC roundtrip times

etc.

> It needs to be investigated whether these information are only open to part-
ners or also to third parties like traders.

A\ 7

YV WV VYV

» Intervention Mr. Kvatchantiladze: There is no lack of information but rather a lack of coordination. In-
formation needs to be provided to the right persons at the right time. Now what would be the mission and
function of such a centre?

25. Views of Mr. Akif Mustafaev, TRACECA National Secretary of Azerbaijan

A sound coordination would tackle the current problems, this is the right option.
We have high level experts to tell us how they see the coordination centre.

26. Views of Mr. Husseynov, MoT Azerbaijan

We have a clear vision how we see the work of this coordination centre:

> At the end of a month, all Azeri parties will have good information about their
cargo for the following month. They will provide information about volumes,
types of products, shipment dates etc. to the coordination centre

» We then agree with GR and the Black Sea terminals about a time schedule
in order to synchronise the loading and sending of RTCs with tanker arrivals
at the Black Sea terminals.

> If we get information about a tanker arriving in Batumi or Poti we will imme-
diately send the respective cargo. We will not let the tanker wait.

> All parties will be involved in this information chain, from CASPAR to the
terminal operators in Georgia. This is the idea.

27. Views from Mr. Gogiashvili, TRACECA National Secretary of Georgia

Monitoring and leasing of RTCs are perhaps two sides of the same medal in terms of better
coordinating transports along the corridor.

But the problem goes deeper. In fact, the only very decisive factor we cannot influence are
the fluctuating world market prices. If the market price for oil falls, the problems begin. Tank-
ers are stopped before they reach Batumi, since traders rather pay a penalty for the vessel
then sell their cargo at too low a price. And it is cheaper to store the cargo in RTCs than in a
large tanker. The problems start to multiply along the corridor and the whole transport sys-
tem in the Caucasus is then blocked within a few days up to Baku and further on onto the
Caspian Sea.

We need “emergency procedures” to cope with situations like non-arrivals of vessels in Ba-
tumi or Poti.
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- It would be good if storage facilities in Poti and Batumi would be oriented on peak load to
avoid congestion along the route. Alternatively, we could use old RTCs as emergency stor-
age as presumably the storage costs for RTCs are lower than for additional tanks.

- In any case, we need to establish a more flexible model to cope with difficult periods when
there is a need to retain the cargo for the traders. The coordination unit will have to deal with
that as well.

28. Views of Mr. Ali Apaydin, Channel Energy Poti

- We operate the transhipment of oil in Poti Port since 2000. We have proven that there is
business for a second port apart from Batumi.

- Financed by EBRD, the first part of a new terminal was opened in October 2002.

- At the moment, we handle 100,000 tonnes of oil products per month.

- The tank capacity will increase to 75,000 tonnes by end of 2003.

- Our idea is to specialise Poti on white products, while Batumi will handle all crude and dark
products.

- We will provide some of our ideas in written form for inclusion in the next report.

CONCLUSION

Mr. Sames briefly summarises the results of this first round table discussion on improving oil transportation
by rail along the trans-Caucasian TRACECA corridor and thanks the plenum for its lively participation in the
meeting. The results of the discussion will be incorporated into the Joint Statement. He envisages a second
meeting for the end of September in Georgia. The objective of this meeting will be to agree on a rough con-
cept for improvements to be refined thereafter. A preparatory report will be sent out to the partners and tar-
get groups of the project14 days before the meeting.

DISCUSSION OF JOINT STATEMENT

In order to express the dedication of all parties involved in operating and organising the oil transport chain
across the Caucasus, the consultants have prepared a draft version of Joint Statement that shall summarise
the roundtable meeting and be signed by all participants. The draft that has been provided to the participants
at the beginning of the meeting is discussed sentence by sentence. All remarks are taken into account. The
final version is annexed to this protocol.

The round table meeting concludes with the signing of the final version of the Joint Statement.

END OF ROUND TABLE MEETING: 19.00h
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Mr. Nazim Mustafayev (Operations Department, Baghlan Group)
Mr. Ahmad Agayev (Operations Department, Baghlan Group)

Mr. Paul Brynsrud (Director, Alegratrans)

Mr. Mamuka Neskhishvili (Representative of Alegratrans, Baku)
Mr. Zurab Surmanidze (Managing Director, TeRo Agency)

Mr. Ali Apaydin (Director, Channel Energy Poti Ltd)

Mr. Aydin Mamedov (Deputy Director for Transport and Communications, Azerbaijan Cabinet of
Ministers)

Mr. Zviad Kvatchantiradze (Executive Secretary of the Permanent Secretariat of TRACECA I1GC)
Mr. Akif Mustafaev (National Secretary of Azerbaijan, TRACECA IGC)
Mr. George Gogiashvili (National Secretary of Georgia, TRACECA IGC)

Mr. Nazim Mammadov (Project coordinator on shipping for TACIS-TRACECA, Expert on Sea
Transport, TRACECA IGC)

Mr. Parviz Yusifov (TACIS NCU)

Mr. Hilmi Temiz (Vice President, Almara International)

Mr. Sertan Arica (Vice President, Almara International)

Mrs. Haver Kambaizadeh (Deputy General Manager, Chevron Azerbaijan Ltd)
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Round Table Meeting in Baku, July 8" 2003: Text of Joint Statement

Following the presentations and discussions on the occasion of the “Round Table Meeting on Improvements on Oil
Transportation by Rail along the Trans-Caucasian TRACECA Corridor” the Representatives of the participating
Institutions herewith state the following:

1.

2.

We fully support the objectives of the TRACECA Initiative “Railway Transit Qil Logistical Centre”.

We have reached a common understanding of the main problems of the trans-Caucasian TRACECA rail
corridor regarding the transportation of oil and oil products.

We are fully aware that failure to improve the reliability and competitiveness of the trans-Caucasian
TRACECA rail corridor will inhibit the concrete danger of losing significant oil cargo volumes to other com-
peting routes.

Solutions to the main problems of the corridor shall be sought in a cooperative way. They shall however
not disturb existing competition in any segment along the transport chain. Solutions aimed at establishing
monopolistic entities with commercial interest shall be avoided by any means.

If a convincing concept foresees, we are willing to share our basic oil cargo and oil transport related infor-
mation.

We strongly recommend extending the project investigation also to Central Asia.

In developing a concept for improving oil transportation by rail along the trans-Caucasian TRACECA
corridor the EU consultant shall strongly focus on the following measures:

» Introduction of an optimal planning horizon between the parties involved in the transport chain.

* Investigating the feasibility of an independent non-profit institution monitoring operational proce-
dures along the corridor, e.g. as information center accessible to all market participants. This insti-
tution may be responsible for standardization of communication and information procedures and
formats and development of “Emergency” procedures in case of foreseeable default along the cor-
ridor.

» Investigating the feasibility and expedience of leasing out rail tank cars to the parties involved in
the transport chain.

» Proposals on joint marketing measures to promote the advantages of the trans-Caucasian rail cor-
ridor for oil transportation against other competing routes.

Baku, July 8", 2003
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Signatures of Joint Statement

Representative of the
Ministry of Transport of Azerbaijan

Representative of the
Ministry of Transport and Communication of Georgia

Representative of
Azerbaijan State Railways

Representative of
Georgian Railways

Representative of the
Caspian Shipping Company

Representative of
Baku International Sea Trade Port

Representative of
Batumi Sea Port

Representative of
Poti Port

Representative of
Azertrans, Baku

Representative of
Middle East Petrol, Baku

Representative of
Silk Road Group, Baku

Representative of
Baghlan Group, Baku

Representative of
Alegratrans, Moscow

Representative of
TeRo Shipping and Forwarding Agency, Batumi

Representative of
Channel Energy, Poti
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In witness thereof:

Executive Secretary of the Permanent Secretariat
of the TRACECA Intergovernmental Commission

National Secretary of Azerbaijan,
TRACECA Intergovernmental Commission

National Secretary of Georgia
TRACECA Intergovernmental Commission
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ANNEX 6:

Conceptual ideas for the improvement of oil transportation by rail along the trans-Caucasian
TRACECA corridor: Management Summary

1 Introduction

The following report is intended to serve as a discussion base for the second round table meeting within the
frame of the EU financed TRACECA project “Railway Transit Oil Logistical Centre”. This meeting will be held
from October 20" to 21%, 2003 in Thilisi and be hosted by the Georgian Ministry of Transport and Communi-
cation.

Based on the results of Progress Report no.1 and the discussions, findings and agreements made during the
first round table meeting held in July 2003 in Baku (see Annex 1) the consultants have further investigated
the following areas and approaches towards a possible improvement of oil transports by rail across the
trans-Caucasian TRACECA corridor:

* Introduction of an intermediate planning horizon

e Separation of transport services and rail tank car renting services

* Establishing of an independent entity monitoring oil flows by rail along the corridor
e Marketing of the corridor

Intensive use has been made of interviews with representatives of the main interest parties (project partners
as well as target groups) conducted shortly after the Baku Round Table. All interview partners showed con-
siderable interest in the objectives of the project and gave their opinion on which elements and measures
should be included in the proposals.

Unfortunately, the consultants could not profit from any of the requested written comments on their Progress
Report no. 1, which were envisaged during the Round Table meeting in Baku by project partners as well as
some target groups.

2 Establishing of an intermediate planning horizon

According to the consultants’ investigations so far, only two different time horizons for the inter-
organisational planning of transports along the trans-Caucasian rail route exist: monthly planning and two-
day planning. Both planning horizons are absolutely necessary and justified, the former giving an indication
on the required resources (traction, number of RTCs) for the coming period, the latter specifying the order in
which trains should arrive at the destination station to be synchronized with unloading capacities. However, it
seems that there is a missing link between the very rough and general monthly planning and the very de-
tailed short-term planning. Thus, in addition to improving and standardising the existing planning procedures
it is proposed to introduce an ten-day planning horizon between all parties involved in the transport chain.
The implementation of this intermediate planning horizon should be supported by the introduction of a Han-
dling Confirmation Document
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21 Handling confirmation document

The handling confirmation document (see last page of this Annex) issued by receiving terminals in Georgia
should not be considered a legally binding document, it should be more considered as a kind of voluntary
handling voucher. It is primarily intended to facilitate planning for all sides, to introduce more transparency in
the planning process and to ensure that only pre-announced, by Georgian port terminals accepted cargo will
be sent off from Baku. Congestion, caused by “unregistered” vagabonding cargo shall thus be avoided.

The handling confirmation document should not be used for claiming demurrage and fines but support mu-
tual discussion on where the planning process should be optimized to the benefit of all parties. Only in
cases, where continuous defaults occur, and where discussions seemingly do not lead to a leveling of inter-
ests, there should be an independent non-governmental institution (see Chapter 4) monitoring the planning
and operation process and vested with the power to fine companies according to an agreed procedure (in-
cluding mediation).

2.2 Ten-day planning horizon

As the monthly planning only provides a general frame for the allocation of oil transport and handling-related
resources the planning needs to be further concretised for shorter more “operational” periods. The very pre-
liminary information given for the “long-term” towards the beginning of a month must be refined and more
specified for the “mid-term”, e.g. a ten-day period.

Transport chain operators and terminals provide to the railways a ten-day schedule for transports planned
during the respective period preferably as pre-agreed with the Georgian terminal operators. Information
should contain:

. Type of cargo

. Quantities

. Place of dispatch (of rail transport)

. Place of destination (of rail transport)

. Estimated time/day of arrival (ETA) at final rail destination

Table 1: Model sheet for exchange of information: ten-day planning

Company: XYZ

Period 10.10. - 19.10

Type of cargo Quanties (t) |Place of dispatch |Place of destination ETA
Kumkol crude 20,000 Chimkent Batumi 13.-17.
Buzachi crude 15,000 Chimkent Batumi 10.-15.
Turkmen diesel 10,000 Turkmenbashi Batumi 15.-19.
Turkmen diesel 5,000 Chimkent Poti 10.-12.
Chimkent diesel 5,000 Chimkent Poti 11.-12.
Total 90,000

The Georgian terminal operators should also provide an update list of the scheduled tanker arrivals during
the planning period.
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Both railway operational departments jointly compare their information and in consultations establish a flexi-
ble ten-day schedule for their transport operations (containing i.a. information on the number of cross-border
trains/RTCs, both loaded and empty, per day).

The ten-day schedule is the basis for further daily consultations between ASR and GR. Starting out from the
results of these day-to-day consultations the ten-day schedule will be continuously updated (see below).
Short-term changes beyond the day-to-day horizon must be immediately announced by the transport chain
operators and the terminals to both railway companies and then be reflected in the ten-day schedule.

The ten-day planning should also use the information provided in the handling confirmation documents is-
sued by the Georgian oil terminal operators. The railways need then to aggregate the provided data, conduct
plausibility checks and finally transfer the data into train movements. If marked differences in data occur, e.g.
significantly more cargo is planned to be sent off from Baku area than to be handled at the Georgian oil ter-
minals, the railways should seek short-notice consultations with their customers in order to protect own inter-
ests.

The railways will give feedback to the single transport chain operators by providing him with a tentative daily
time schedule (if possible with estimated time of departure and arrival) of his transports during the planning

period.

Figure 1: Scheme for ten-day planning

Azeri oil terminal operators, <
major transport chain operators
inform customers on tentative daily
provide company information four days before the beginning schedule one day before the
of the ten-day planning period beginning of the ten-day planning
period
Azerbaijan State Railways OpDept
Consultations two days before the beginning ——— Azerbaljan State Rallways
of the ten-day planning period Georgian Railways
Georgian Railways OpDept
inform customers on tentative daily
provide company information four days before the beginning schedule one day before the
of the ten-day planning period beginning of the ten-day planning
period
Georgian oil terminal operators <
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Figure 2: Revolving planning for a ten-day planning horizon

Day
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Period 1
Period 2
Period 3
Period 4

Information from terminal operators

Consultations between railways

New planning (day 0 = start of first planning period)
Updated planning

3 Options for improvement of RTC management: separation of traction and RTC renting services

Qil cargoes are either carried in private RTCs (owned by the operators or under long-term leasing agree-
ment) or in railway-owned RTCs. An analysis of the oil transportation market reveals that the market requires
two different types of transport services from the railways

1. For large regular flows the transport chain operators mainly use their own rolling stock and only buy trac-
tion from the railways.

2. For products in smaller lots, the transport chain operators buy traction, transport capacity but also stor-
age on wheels.

Clearly these two different services should not be marketed at the same price and not underlie the same
organisational and operational principles and procedures. Today, customers already receive a discount on
freight rates when using their own RTCs. However, with respect to railway-owned RTCs the railways should
make a clear distinction between non-transport activities and transportation services when registering and
accounting them. E.g. storage of small amounts of cargo is a service that should be separately marketed by
the railways.

In order to prevent railway customers from unduly using RTCs as additional storage as well as to minimise
the risk of congestion and delays, it is advisable to consider the establishing of an RTC-management regime
as it applied and well established in virtually all western European countries.

Experience from Western Europe, where the provision of RTCs including cleaning, and maintenance and
repair is exclusively operated by private companies, shows, that RTC leasing can be operated as a profit
center, completely separated from the transportation (traction) business. At this stage it would be completely
sufficient for Azerbaijan and Georgia to create within their railway companies an administratively and finan-
cially autonomous organization, which would exclusively be responsible for the handling of the RTC leasing
business.

The RTCs can be leased out to customers for a certain time period at a daily leasing rate covering all costs
including cleaning, maintenance and repair, depreciation, capital costs etc. Generally, a daily charge will

increase transparency of costing and should stimulate customers to circulate the RTC as fast as possible.

The railway company profits from such a system in the following way:
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. By leasing out their RTCs on a time base the railway company, as owner of the RTCs, generates reve-
nues independent of whether the RTCs are used for transports or not. Leased out RTCs even generate
money when they are unused since they are idling on the cost of the lessee.

. Because the user has a commercial interested to quickly return the RTC as soon as possible in order to
minimise his leasing expenditures the transport capacity of the whole system increases. More cargo can
be transported with a given number of RTCs. As the number of roundtrips per RTC and time period in-
crease also the achievable proceeds from transport increase.

Further advantages of establishing a railway-owned RTC leasing company are:

e Full commercial orientation of activities

e Creation of specific know-how in RTC leasing through specialisation

« Profits from the leasing business can be either transferred to the mother company (railways) or re-
invested into rolling stock, thus increasing the revenue base of the company

- Easier access to capital markets for acquisition of RTCs. Even private capital markets can be tapped by
establishing joint-ventures or selling (minority) shares in the leasing company.

« Possibility of internationalisation of activities by merging or acquisition of cross-border operating leasing
companies.

In a first step such an entity can be created as sub-department of the railway’s technical department bun-
dling all activities related to the RTC itself. This could comprise maintenance and repair1, procurement, tech-
nical services, norms and regulations but also customer coordination.

In a second step this section should be upgraded to a full department headed by a railway deputy director
with full budget responsibility. The department should be supplemented by a controlling office keeping trace
of expenditures and executing quality management.

In a third step, this department could be turned into a profit centre running on purely commercial principles.
The department will have full overview of their earnings and expenditures. The head of department would be
responsible to the railway director for meeting revenue and profit targets.

A later option could be the outsourcing of the RTC leasing services into a 100-percent railway owned com-
pany (as it has been practiced in Western Europe). This company would then on behalf of the railways rent
out RTCs. The RTCs would still be considered railway-owned but operated like a private wagon fleet.

4  Establishing of a corridor monitoring institution

4.1 Monitoring Centre

Objectives
Overall objective of the institution to be established is to provide a joint platform for organising oil transports

by rail across the Caucasus in a more efficient way. This institution should be designed as an independent
unit monitoring traffic operations and (maybe also coordinating) traffic planning.

' This does not mean that this department must own or control maintenance and repair facilities. The department is responsible for
monitoring the m&r cycles and may “purchase” the respective services from other railway departments.
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Participants
The monitoring centre should be established and supported on a voluntary base by the partners engaged in

the operation and organisation of oil transports via the trans-Caucasian route, but act independent of the
interest of any single company.

Tasks
Depending on the priorities and preferences of the participating companies the monitoring centre should
have the following tasks:

¢ Monitor actual traffic operations.
¢ Monitor the traffic planning process. All planning should be sent in copy to the centre.

¢ Detect possible upcoming problems at an early stage, thus helping to reduce corridor downtimes due to
planning failures.

¢ Actively develop and implement “emergency measures”. In case of foreseeable problems and conges-
tion, the centre should propose adequate measures: “There is a problem upcoming due to ... In order to
avoid this problem/reduce the impact of this problem, the centre proposes the following measures ...”
The proposal shall be communicated to all participants in the system. Measures will either be imple-
mented by the participants or by the executing unit of the centre in close coordination with a Supervisory
Board.

* Develop standards for electronic data transmission between participants of the system.
* Initiate a continuous improvement process.
e Serve as mediator between participating interest groups and companies.

Financing
The centre should be organised as non-profit organisation financed by membership fees of participating
companies.

Organisation
Responsible for the day-to-day management of the monitoring centre’s tasks and affairs shall be an Execut-

ing Body. For the beginning this Executing Body shall consist of a managing director and seven or eight
specialists (see Figure 4). A later extension of services and thus of personnel will be depending on the suc-
cess of this centre.

The ultimate decision making body concerning all questions related to responsibilities and degree of execut-
ing power of the monitoring centre is the annual General Assembly. The General Assembly determines
whether the activities of the monitoring centre have been useful and according to the participants’ expecta-
tions or not. Thus, only the General Assembly on their annual (or six-monthly) meetings can decide on ex-
tending or decreasing the scope of activities or terminating work once the Executing Body has been estab-
lished. In the period between the General Assemblies a Supervisory Board annually or bi-annually elected
from among the participating institutions will represent the will of the participants. The Supervisory Board
should have 4-6 members, including one representative of each railway company. The Board supervises
and monitors the Executing Body and meets regularly about three to four times a year with the managing
director to discuss past activities and lessons learnt from the centres activities.
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Figure 3: Organigram of proposed Corridor Monitoring Centre
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Location
The monitoring centre should be primarily located in Baku, since here most of the operators have their main
office. A representative office should be established in Tbilisi and possibly also in Batumi and Poti.

Cost

Total monthly running costs of the monitoring centre are estimated at maximum USD 13,000. Given average
monthly handling and transport volumes along the corridor of close to 800,000 tonnes, this would amount to
additional cost of less than 1.7 US Cents per tonne for the services of the centre.

5 Conceptual ideas for a corridor marketing concept

Objectives
It is proposed to establish an institution or organisation responsible for the marketing of the transport chain

between the Caspian East Coast and the Georgian Black Sea Coast. The objective being to professionally
develop and actively promote arguments for using the trans-Caucasian corridor rather than competing routes
via Makhachkala and Iran.
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Participants
This Marketing Agency should be founded on a voluntary base by the partners engaged in the operation and

organisation of oil transports via the trans-Caucasian route, e.g. as a club or any other form of non-profit
organisation, but act independent of the interest of any single company.

Tasks

The scope and intensity of services is mainly depending on the available budget for the new Marketing
Agency, and thus on the acceptance and participation of the existing operators. The following tasks are en-
visaged:

* Organise joint appearances of the corridor on fairs and exhibitions related to Central Asian and Caspian
oil business.

* Prepare marketing material, like brochures and presentations, promoting the trans-Caspian corridor.

* Bundle the interests of participating companies and lobby improvements of the economic, political and
institutional environment under which the users of the corridor operate.

* Observe and analyse competing routes (with respect to price, volumes, products), and provide these
information to the partners for their own marketing purposes.

* Identify new trends (in handling and transportation) and possible developments (e.g. of future handling
volumes by specific products), and provide these information to the partners for their own strategic plan-
ning.

* Investigate customer satisfaction with the services provided along the corridor, and provide this informa-
tion to the partners as input for their own total quality assessment systems.

* Organise road shows, conferences, seminars during which the participating companies can present their
services along the corridor.

* Create and maintain a webpage informing about the advantages of the corridor and providing links to the
partners.

Financing

Financing of the Marketing Agency and their activities will come through monthly or annual membership fees
of participating companies, amount of which should be related to some objective measure such as number
of employees or annual turnover.

Organisation
Responsible for the day-to-day management of the Agency’s tasks and affairs shall be a permanent secre-

tariat. For the beginning this secretariat shall consist of a managing director, two specialists, a financial ad-
ministrator, and a secretary. A later extension of services and thus personnel will be depending on the suc-
cess of this Agency.

The ultimate decision making body concerning all questions related to long-term strategies of the Marketing
Agency is the annual stakeholders meeting. The stakeholder meeting determines whether the activities of
the Agency have been fruitful or not. In the period between the stakeholders meetings a board group (3-4
members) bi-annually elected from among the stakeholders will represent the will of the stakeholders. The
board group supervises and monitors the permanent secretariat and meets regularly about three to four
times a year with the managing director to discuss past and upcoming activities as well as the general mar-
keting strategy of the Agency.
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Figure 4: Organigram of proposed Marketing Agency
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Location
The office of the permanent secretariat could be located in Baku with a representative office in Thbilisi, Batumi
or Poti.

6  Further thoughts and steps

All of the four above introduced conceptual ideas can be implemented as stand-alone solutions with ex-
pected positive impacts on corridor effectiveness. However, while the approach towards reorganising the
practice of RTC allocation relates to changes in internal railway organisation only, can the proposals on
planning, monitoring and marketing be seen as highly interrelated and require the participation of all major
parties involved in the organisation and operation of the transport chain. Therefore, an integration of two or
more measures into a comprehensive solution is not only feasible but seems also desirable. The monitoring
centre can theoretically also take over an active role in the planning of oil transports along the corridor or
carry out marketing activities for the corridor.

During the Round Table Meeting in October in Thilisi the participants shall discuss the above outlined con-
ceptual ideas concerning their suitability for improving corridor performance. The participants are expected
to clearly utter their views, and propose and discuss possible amendments of the conceptual ideas leading
to a further improvement of the concept and its general acceptance among transport operators on the trans-
Caucasian route. For those elements of the concept that are of common understanding to the participants
first implementation projects shall be identified, discussed and agreed.
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Draft for Handling Confirmation Document

[Letterhead of the issuing terminal operator]

[Addressee
Company XYZ]

[Date]
- Handling Confirmation -
We herewith confirm that we will for a.m. company at our terminal unload from rail tank cars and store
in our tanks the amount of

tonnes of
[insert no. of tonnes] [insert specific name and origin of product]

during the period of

[insert starting and end date of a period of max. 10 days]

[name and signature of company representative]

[stamp of company]

an operator of the TCC-O

43
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ANNEX 7:

Special Report on Supsa Port Administration: Management Summary

1 Introduction

Module B of the present project has been specifically requested 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.

However, by the time the project was designed and submitted for approval the impact of a current dispute
between Supsa Port Administration (hereafter: SPA) and the sole terminal operator (hereafter: GPC) in
Supsa Port were not obvious. As this dispute significantly affects the capacity of SPA to raise income neces-
sary not only for securing day-to-day operations but also for future investment, the Georgian Government
requested to include in Module B an investigation on the main funding sources of SPA. The European
Commission followed this request and ordered the consultants to independently investigate, in how far SPA
may have or have not the right to levy port dues on vessels calling at Supsa port, specifically

- Elaborate on international practice of levying port and vessel dues and respective basic foundations.

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

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

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

e Elaborate in how far the SPA’s funding approach is in line with the existing Georgian port regula-
tions.

* Review of the Host Government Agreement (HGA) and the Pipeline Construction and Operating
Agreement (PCOA) with respect to levying charges on vessels.

The following investigation has been subdivided into two parts. After a brief introduction into the current
situation of Supsa port and SPA, the consultants have first undertaken to analyse the situation from a mere
“technical” point of view. Here, “technical” is indicated to refer to aspects related to international practice in
the ports and shipping sector. The second part focuses on an appraisal of the two main legal documents on
which terminal operations in Supsa are based.

The following analysis is based on interviews with the representative of SPA and GPC Terminal Operations
Management as well as an on-site visit to Supsa. Moreover, information has been sought from publicly
available sources. Last but not least, the consultants have drawn information from the HGA and PCOA (pre-
sumably latest official versions), and legal opinions that have been elaborated by legal consultants on behalf
of SPA and GPC.

2 Situation at Supsa Port
The Georgian port of Supsa constitutes the final point of the Baku-Supsa pipeline through which today about

8 mn tons of crude oil from the ACG (Azeri, Chirag and Gunashli) oil field can be transported annually (for
2003 a throughput of 6.5 mn tonnes is projected). All vessel and cargo operations are organised and sur-
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veyed by a Marine Base situated on the shore directly east of an single point mooring facility (SPM). Piloting-
and loading activities are operated by the Georgian Pipeline Company (GPC). GPC also provides fire fight-
ing and oil spill services in case of need. Tug assistance on mooring operations is provided by the interna-
tional maritime operator Smit Ltd. on behalf of GPC. In fact GPC has taken over major part of the tasks of a
port authority. All tanker operators calling at the SPM pay to GPC for the provision of their (and Smit’s) ser-
vices.

Operations of the Baku-Supsa pipeline and all related facilities (such as the tank farm, the marine base and
the SPM) are legally based on the so-called Pipeline Construction and Operating Agreement (PCOA) and
the Host Government Agreement (HGA) concluded in 1996 between the Georgian Government represented
by GIOC (Georgia International Oil Corporation) and AOIC. These agreements have the status of a Geor-
gian law.

Supsa Port Administration (SPA) has been established by the Ministry of State Property based on a Presi-
dential Decree in 1999 as a limited liability company. Activities of SPA are depending on the development of
financial sources, as no alimentation from the state budget can be expected.

Until today, the tasks, responsibilities and strategies of SPA have not been clearly defined. Moreover, the
port administration has not been able to generate any income from the port so far. Thus, SPA cannot practi-
cally fulfil any significant tasks on its sovereign territory because of lack of own service facilities (tugs, pilots,
VTS, mooring boats, etc.). As a result the acceptance of the Supsa Port Administration among SPM custom-
ers seems low, and port dues which have been continuously demanded by the SPA have not been paid by
vessel operators.

On behalf of vessel operators, GPC, backed by their mother consortium (i.a. BP), so far rejects all responsi-
bilities of SPA arguing that in fact Supsa Port is not a full-fledged port justifying the establishing a separate
port administration with respective tasks, responsibilities and tariff rights. It is even questioned by GPC
whether the Georgian Government had the right to establish a port administration charging vessels and thus
effectively and unduly increasing the “tariff’ for AIOC oil shipments through Georgia.

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 it is
claimed that the Host Government Agreement covers only the fees up to the finalisation of the loading pro-
cedure, 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.

The solution of this dispute is considered one major pre-requisite for further development planning in Supsa
Port since it has an immediate impact on the funding and financing options of port development and con-
struction. Plans and ideas currently circulating in the Georgian port sector foresee the construction of a LPG
or LPG terminal as well as a rail connection to the port for the transhipment of oil. Moreover, the develop-
ment of a solid infrastructure with piers, quay walls and breakwaters is envisaged.

3 Institutional Analysis
The consultants’ investigation shows that the options for SPA for levying charges on vessels calling at Supsa

Port are rather limited. With a very small (or better non-existing) budget and with today’s position “Supsa
Port” cannot provide necessary services without financial, administrational and operational support.
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Today, the whole installation, consisting of shore based oil tanks, pumping station, pipeline leading to the
SPM, the SPM itself, administration, fire and oil fighting equipment, as well as mobile facilities like tug and
mooring boat and pilot service, staff responsible for pumping, radio and radar installations and agency ser-
vices are being provided for by GPC and operated by their own personnel.

If this situation remains unchanged, the only potential chance for Georgia to charge any fees and dues re-
lates to common service charges (tariffs for using governmental and port infrastructure) usually based on the
GT (gross tonnage) and the period the tanker stays within the port or country borders.

A direct comparison with places where similar conditions as in Supsa prevail is rather difficult as no informa-
tion could be obtained on the underlying legal agreements. However, it was made quite clear that none of
the major players currently operating facilities like Supsa did pay any port dues (simply because there is not
any port) or had any other problems related to paying dues for operating the SPM, at least not officially.2
There seems to be no precedence, that an SPM facility later developed into a nucleus for port development.
In so far the situation at Supsa can be considered unique.

Even though in Supsa, there are no visible port structures, no services available other than those provided
by the terminal operator, these vessel owners calling at Supsa do not take into account that some govern-
mental infrastructure services are indeed provided such as

e search and rescue

* environmental monitoring

¢ medical service

« meteorological service

* aids to navigation

* national maritime administration

- safety and security of operations in Georgian aquaterritory (water police)

So, in principle there is a good case to claim certain dues for a.m. services from vessel owners. It is however
arguable whether these dues need to be collected by a separate port administration for Supsa or rather by
the existing port administrations of Poti or Batumi as the above fees are raised for common governmental
services usually provided and maintained by others than port administrations. Vessel owners could argue
that the establishing of a new port administration (for currently 60 vessels a year) would incur additional
costs in form of staff cost for management, accounting, etc. without adding any benefits to their business.

The argument that SPA needs to levy significant port dues on current users of the SPM facility as they intend
to finance future port development from those dues seems a bit weak in the light of international practice,
where usually port infrastructure investment is re-financed rather than pre-financed from port income. Often
port infrastructure is financed by the public hand. However, sometimes it is advisable and good practice to
include a small “expansion component” in the port dues in order to generate funds for future development of
new or the upgrade of existing facilities. Thus, there may be a justification for small port dues if SPA would
be able to raise funds from private sources or state budget for initial infrastructure construction work or ac-
quisition of common port equipment.

Political support for SPA could be more pronounced in Georgia. A direct confrontation between the Govern-
ment and GPC has been avoided. It seems that contacts so far have been restricted mainly to the exchange
of position papers and legal opinions.

2 Having considerable consulting experience also in the African port sector, the consultants cannot rule out that there are
unprinted tariffs paid for calling at SPMs.
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All in all, the evaluation of above arguments indicates that the immediate contribution of tankers currently
calling at Supsa to the SPA budget can only be very limited, probably just enough to secure rudimentary
operations. In order to grow, SPA has to enhance their marketing and business development capacities to
find private investors, which they can convince with a comprehensive concept. Given the usually expected
positive effects a port has on the regional and national economy, SPA should receive further (but timely lim-
ited) support from the state budget to develop and market a comprehensive concept for Supsa Port.

4  Appraisal of the Exemption from "Taxes" under the HOST GOVERNMENT AGREEMENT and
PIPELINE CONSTRUCTION AND OPERATION AGREEMENT

The PCOA and HGA have been considered in the context of the present controversy over the possible liabil-
ity of the Oil Companies and their carriers and contractors to pay fees of various descriptions to which the
Supsa Port Administration claims to be entitled and in respect of which the Oil Companies claim to be ex-
empt.

No consideration is given in this report to the issue of whether particular services are in fact being provided
or whether particular operations fall within fee categories imposed by legislation or contract. Such considera-
tion would be premature when the basic issue of entitlement to levy port fees has not yet been clarified. This
chapter therefore considers the far-reaching rights and obligations of Parties to the HGA and PCOA, many of
which are stated to take precedence over the rights which local Georgian interests might otherwise enjoy
under the laws of Georgia, as a contribution to the discussions which have already taken place between the
different interests. This report is not a legal opinion as the consultants are not contracted to provide legal
advice. The report is an impartial qualified appraisal of the provisions in the HGA and PCOA in the context of
the positions adopted by Georgian interests and the Oil Companies. Special focus has been laid on the
question who under which conditions is exempted from “Taxes” as defined in PCOA and HGA. Moreover,
possible conflicts between the HGA and PCOA and Domestic and Other Legislation as well as Ambiguities
in the Agreements are analysed.

It would appear that Exempt Parties and owners of petroleum may benefit from the exemption from "Taxes"
under Article 5.1 of the HGA in relation to a wide range of circumstances, including Pipeline Operations,
irrespective of the position under Article 9.

According to the wording of the agreements, foreign Contractors, which may include carriers and terminal
operators, also appear to benefit from the exemption from "Taxes" under Article 5 of the HGA irrespective of
the position under Article 9.2 which concerns only Contractors who are carriers. Article 5, however, appears
to disallow exemption from "Taxes" in the case of Georgian Contractors but according to Article 5.3 (c), Ex-
empt Parties shall have no liability for any default by such Contractors in relation to payment of "Taxes" in
respect of which those Contractors are not exempt.

A final issue which may require legal adjudication concerns contradiction, overlap or inconsistency between
the provisions in Article 9.2 and Article 5 of the HGA and its legal effects. Thus under Article 9.2 all carriers
are apparently exempt from ‘Taxes’ on the export of petroleum, while under Article 5 only Foreign Contrac-
tors are stated to be so exempt. An Arbitrator might have to decide on the status of the rights granted under
Article 9.2 and whether they were additional or alternative to those under Article 5 which is the main article
dealing with ‘Taxes’.
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5 Overall Evaluation of the Situation

The appraisal of the documents reviewed in the course of the present analysis reveals that there is some
ambiguity in several aspects crucial to the interpretation of the HGA and PCOA with respect to levying
charges on tankers calling at Supsa. It can be assumed that at the time of drafting these agreements the
question of vessel charges has not been explicitly discussed between the contracting parties.

The consultants opine that the identified aspects may not be sufficient to guarantee a positive outcome for
the Georgian Government in a probably lengthy and costly arbitration process. However, the consultants are
confident that GPC as well as the Georgian Government will be interested to settle the current dispute during
a mediation, which might enable both sides to find an acceptable solution.

The technical analysis generally supports the appraisal of the Agreements. The identified practical aspects
may be of relevance and importance during the mediation process. However, during an arbitration, which
focuses on the legal side of the problem, these arguments will most probably be neglected.
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ANNEX 8:

Principles Guiding an Environmental Impact Assessment (EIA) for Future Developments at "Supsa
Port"

1 Introduction

A well functioning transport infrastructure is an essential prerequisite for the economic development of a
region. This applies particularly to Georgia where transit services acquire great importance, as the country
belongs to the core part of the Europe-Caucasus-Asia transit corridor. However, in relation to continued
growth of transport and infrastructural demand in general, and in particular to oil and gas transport a number
of environmental problems must be addressed.

The Georgian legislation unmistakably refers to sustainable development principles and requirements. This
is also reflected in the various international conventions and agreements to which Georgia is a party (see
Chapter 3 below).

The following analysis aims at listing possible environmental impacts connected to construction and opera-
tion of a projected port in the Supsa area. It should be noted however that until now comprehensive port
development planing is still at a very preliminary stage. Therefore this list cannot be complete or exhaustive.
It should be considered as a guideline giving hints for further investigations and Environmental Impact As-
sessments to be carried out once the plans for port development in this area are more concise. The findings
are based on a field visit and on interviews carried out during 25 August to 2 September 2003 in Supsa and
Thilisi.

During reporting time, consultations were held with members of the following institutions:

e Supsa Sea Port Administration

e BP Supsa Terminal

« Water Resources Protection Department, Ministry of Environment

* Natural Focal Point of Ramsar Convention in Georgia, Ministry of Environment
« Integrated Coastal Zone Management Centre of Georgia

11 Present Situation

At present, the coastline of the area in question is still natural, there is no port infrastructure in the area of the
Supsa River estuary. The "Supsa Oil Terminal" as part of the oil pipeline infrastructure consists of four reser-
voirs with a volume of 40 thousand tons each, which are located approximately 1 km inland. From there, a
8.2 km long sub-sea pipeline extends to an off-shore floating facility (SPM facility) where tankers are loaded
with crude oil. Operations are controlled by a Marine Base, about situated on-shore, 3 km northeast of the
tank farm

1.2  Future Planning

The consultants have been informed that it is envisaged to construct a harbour basin, as well as loading
facilities for oil and liquefied gas (SPM) at the coast line directly north of the Supsa River mouth.
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2 Description of the Area

The area in question is located approximately half way between Poti and Kobuleti, at the northern part of the
estuary of the Supsa river, and at the southern end of a large valuable coastal wetland ecosystem, the
Kolkheti Lowlands, which include the Kolkheti National Park, Kolkheti Wetlands, Lake Paliatomi, and Kob-
uleti Wetlends (see Figure 1). The Supsa river mouth itself is still in an unspoilt and natural condition.

Figure 1: Map of Project Area
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The coastal area to the South (around Kobuleti) is used for recreation and leisure and is a well developed
and further emerging tourist region.

Along the Georgian coastline there are already several ports and oil loading facilities existing or under con-
struction:

About 50 km to the South of Supsa, there is the port of Batumi, less than 20 km to the North is the port of
Poti located. Further 16 km north of Poti at Kulevi, a new oil terminal is under construction. About 14 km
north of Kulevi, the port of Anaklia will be developed by special decree of the President of Georgia.
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3  Environmental Regulatory Framework

After independence, new environmental laws became the basis for protecting the environment in Georgia in
compliance with environmental norms and standards. Furthermore, Georgia signed a number of international
conventions and agreements adherent to environmental principles and international standards.

3.1 National Environmental Legislation

During planning, construction and operation of port facilities including oil and gas terminals, the national laws
which have to be followed are, inter alia:

e The Law of Georgia on Environmental Permits (1996)

e The Law of Georgia on Environmental Protection (1996)

e The Law of Georgia on State Environmental Assessment (1996)

e The Law of Georgia on Hazardous Chemical Material (1998)

e The Law of Georgia on Complex State Expertise and Approval of Construction Projects (1999)

e The Law of Georgia concerning the Management and Protection of Georgia's Sea Coast and River
Banks (2000)

e Provision on Environmental Impact Assessment (2002)

e The Law of Georgia on Gas and Oil (2001)

3.2 International and Regional Conventions

Georgia has ratified several international environmental agreements. In this context, the most relevant are

With regard to marine issues:

« International Convention for the Prevention of Pollution from Ships, 1973, as amended by the Protocol of
1978 relating thereto (MARPOL 73/78)

e International Convention on Qil Pollution Preparedness, Response and Cooperation (OPRC), 1990

« International Convention on Civil Liability of Qil Pollution Damage (CLC), 1969

»  Convention for the Protection of the Black Sea against Pollution (Bucharest Convention), 1992

« Black Sea Environmental Programme (BSEP), 1993

e Strategic Action Plan for the Rehabilitatino and Protection of the Black Sea (1996)

e Integrated Coastal Zone Management Project (ICZM), 1998

With regard to nature protection:

» Convention on Biological Diversity (CBD), 1993

e Convention on the Conversation of Migratory Species of Wild Animals (Bonn Convention), 1979

e Convention on Wetlands of International Importance Especially as Waterfowl Habitat (Ramsar Conven-
tion), 1971 - Georgia joined it by resolution 201 of the Georgian Parliament in 1996, and the Kolkheti
Wetlands (Churia, Nabada, Phichora-Paliastomi, Lake Paliastomi, surrounding territories and marine wa-
ters) were included in a list of the Wetlands of Internationals Importance.

With regard to public involvement:
e The Convention on Access to Information, Public Participation Decision-Making, and Access to Justice
in Environmental Matters (Aarhus Convention), 1998
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4  Environmental Impact Assessment (EIA)

Following the Law on "Environmental Permit" and the "Law of the State on Ecological Expertise" adopted by
the Georgian Government, an Environmental Impact Assessment (EIA) is required for all development pro-
jects, as it is clearly prescribed in Article 1, Chapter 1 of “the Law of Georgia on State Environmental As-
sessment”:

“State environmental assessment is a necessary environmental measure, carried out in the course of deci-
sion-making on the issue of environmental licenses for the bodies performing activities. These activities in-
clude business, industrial or any other types of activity, drafting and development of plans, infrastructure
projects, construction and sector development plans, projects for exploitation and use of waters, forests,
mineral wealth, land and other natural resources on the territory of Georgia; also activities required for major
reconstruction and technical and technological renovation of the existing enterprises.”

This EIA process ensures that environmental consequences of projects are identified and assessed before
authorisation is given. The public has to be involved and can give its opinion and all results are taken into
account in the authorisation procedure of the project.

The procedure of conducting a thorough EIA is prescribed in Article 7 of the "Law of Georgia on Environ-
mental Permits". Furthermore, there are international guidelines on EIA, as for instance by the IFC?, the
European Union* and the EBRD". As port development, construction and operation can have serious impli-
cations for many aspects of the environment (e.g dredging, disposal of dredged spoil), special guidelines
and technical papers have been prepared with the objection of providing assistance to port developers (The
World Bank®, United Nations7). These guidelines are already some years old and should therefore be seen
as a source for basic practical information. They include a checklist of potential adverse effects of port de-
velopment and operation, mitigating actions, methods of prediction and regulations of permissible levels.
However, the study of more detailed literature is advised when preparing an EIA.

An EIA is designed to be a flexible process that makes environmental consideration as an integral part of
project preparation. It should allow environmental issues to be addressed in a timely and cost-effective way
during project preparation and implementation. In order to keep practice and quality consistent with national
and international EIA requirements, the steps to be followed during EIA process are®:

e Screening

* Scoping and development of Terms of Reference (ToR)
e Preparing the EIA Report

¢ Review and Project Appraisal

3 Promoting Environmentally and Socially Responsible Private Sector Investment — International Finance Corporation,
Environment Division, 1998

4 Guidance on EIA — Office for Official Publications of the European Communities, June 2001

® Environmental procedures — European Bank for Reconstruction and Development, September 1996

% Environmental Considerations for Port and Harbor Development — World Bank Technical Paper Number 126, Transport
and the Environment Series

” Assessment of the Environmental Impact of Port Development — A Guidebook for EIA of Port Development — United
Nations 1992

8 Environmental Assessment Sourcebook — The World Bank, Washington D.C., 1991
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4.1 Screening

In order to decide the nature and extent of the EIA, the process begins with screening at the time the project
is identified. The project team determines the nature and magnitude of the proposed project's potential envi-
ronmental and social impacts and assigns the project to one of three environmental categories:

Category A projects are those expected to have "adverse impacts that may be sensitive, irreversible and
diverse" with attributes such as:

e large-scale physical disturbance of the site or surroundings;

* measurable modification of hydrologic cycles;

e use of hazardous materials in more than incidental quantities;

< involuntary displacement of people and other significant social disturbances.

Projects of category A require a full EIA, ideally for the project itself and for feasible alternatives.

Category B projects have impacts that are "less significant and not as sensitive. Only few - if any - of these
impacts are irreversible, and remedial measures can be more easily designed". Typical Category B projects
entail — rather than new construction:

¢ rehabilitation
* maintenance
e upgrading

For such projects a full EIA is not required, however some environmental analysis is necessary.

Category C projects entail negligible or minimal direct disturbance to the physical setting. Typical Category
C projects focus on education, family planning, health, and human resource development. For these pro-
jects, generally no EIA or other environmental analysis is required.

4.2 Scoping and Development of Terms of Reference

Once the project is categorised, a scoping process is undertaken to identify key issues and develop the
terms of reference (ToR) for the EIA. At this stage, it is essential to identify more precisely the likely envi-
ronmental impacts and to define the project's area of influence. As part of this process, information about the
project and its likely environmental effects is disseminated to the public, especially to locally affected com-
munities and non-governmental organisations (NGOs), followed by consultations with public representatives.
The main purpose of these consultations is to focus the EIA on issues of concern at the local level.

4.3 Preparing the Environmental Impact Assessment Report

When a project is classified as Category A, a full-scale EIA is normally undertaken, resulting in an EIA report.
Category B projects are subject to a more limited environmental analysis.

The main components of a full EIA report are the following:

» Executive summary. A concise discussion of the significant findings of the EIA and recommended ac-
tions on the project.
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* Policy, legal and administrative framework. Discussion of the policy, legal, and administrative framework
within which the EIA is prepared. The national environmental requirements as well as those of any co-
financiers should be described and followed consequently.

e Project description. A concise description of the project's geographic, ecological, social and temporal
context, including any offsite investment that may be required by the project, such as dedicated pipe-
lines, access roads, power plants, water supply, housing, and raw material and product storage.

« Baseline data. For EIA purposes, an assessment of the study area's dimensions and a description of
relevant physical, biological and socio-economic conditions, including any changes anticipated before
the project begins, and current and proposed development activities within the project area, even if not
directly connected with the project have to be included.

« Impact Assessment. Includes identification and assessment of the positive and negative impacts likely to
result from the proposed project Mitigation measures and any residual negative impacts that cannot be
mitigated should be identified. Opportunities for environmental enhancement should be explored. Topics
that do not require further attention should be specified.

e Analysis of alternatives. Assess investment alternatives from an environmental perspective. This is a key
purpose of EIA work and the more proactive side of EIA — enhancing the design of a project through
consideration of alternatives, as opposed to the more defensive task of reducing the adverse impacts of
a given design.

+ Mitigation or management plan. The set of measures to be taken during implementation and operation to
eliminate or offset adverse environmental impacts or reduce them to acceptable levels. The plan identi-
fies feasible, cost-effective measures and estimates their potential environmental impacts, capital and
recurrent costs, and institutional, training, and monitoring requirements.

«  Environmental monitoring plan. Specifies the type of monitoring, who will do it, how much it will cost, and
what other inputs, such as training, are necessary.

e Public consultation. Consultation with affected groups and local NGOs is necessary during at least the
two stages of EIA process: at (a) Scoping and (b) once a draft EIA report has been prepared. This is
recognised as a key for identifying environmental impacts and designing mitigation measures.

The need for public participation cannot be overemphasised! A wide and integrated public involvement
is required in the preparation of an EIA report. An EIA process has to be clear and transparent, provision of
information to the public by the developer is mandatory, and the public opinion has to be respected (Article
15 of the "Law of Georgia on Environmental Permits", Article 3 of the "Law of Georgia on State Environ-
mental Assessment”, Article 6 of the "Law of Georgia on Environmental Protection").

4.4 Review and Project Appraisal

After the draft EIA report is complete, it has to be reviewed by environmental specialists of the relevant au-
thorities, and — in case of co-financing — by experts from the bank. If it is found satisfactory, the authorities
and/or bank specialists proceed to appraisal of the project.

5 Socio-Economic Implications

In the area of the northern bank of Supsa River the rural population density is low. Nevertheless, land recla-
mation and relocation of people will be unavoidable in case of port construction at that site.

A socio-economic assessment should find out, whether this port development would be beneficial for the
local population or not (focussing on issues of employment, environmental and social sustainability). The
example of the Supsa Oil Terminal showed that benefits to the communities were much lower than ex-
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pected, and they were not evenly spread. Therefore, the local population should be adequately informed on
job opportunities and possibilities of employment of local workforce.

The areas close to the port construction site will be reduced in value for other purposes (e.g. tourism). There-
fore, the rights of neighbouring private property owners should be clearly determined, people whose land will
be impacted by the project should be clearly informed about compensation measures.

6 Port Related Environmental Concerns

According to MARPOL 73/78 ports are obliged to provide facilities for the reception and treatment of ships’
waste and residues. Provision of waste reception facilities for ship generated waste has also to be consid-
ered and included in port planning and preparation of the EIA.

Ship generated waste means all waste, including sewage, and other residues, other than cargo residues,
which are generated during the service of the ship and fall under the scope of Annexes I, Il, IV and V of
MARPOL 73/78 and cargo associated waste as defined in the guidelines for the implementation of Annex V
of MARPOL 73/78.

7 Safety Concerns

According to information obtained by the consultants, the products to be transhipped via the port to be
planned will be oil, oil products and liquefied natural gas (LNG).

Maintaining LNG safety is a top priority. It is internationally agreed that a safety zone has to be enforced
around the loading facility, even when there is no ship present. The specialised safety features include
methane detectors, Ultraviolet or Infrared (UV/IR) fire detectors.

In contrary to LNG, oil, gasoline and fuel oil are extremely flammable and, in their liquid state, are toxic. If
these hydrocarbons are spilled, the environmental impact is severe and there is a particular risk of explo-
sions.

For both commodity groups, special emergency response plans have to be elaborated. For oil and oil prod-
ucts, specialised response equipment and a well trained oil spill management team has to be available 24
hours per day.

In case of damages by accidents responsibilities for giving reparations to local communities for the dam-
ages they could suffer must be clearly determined.

Therefore, an EIA for such kinds of ports has to include a comprehensive risk assessment, mitigation and
compensation measures.

8 Conclusion

e The area around the Supsa River estuary is still unspoilt and natural. Any construction at that site has to
be considered to be "green field development" requiring strictest environmental regulation (Category A,
see above). When planning a port for LNG and oil / oil products, it is imperative that the planning is ac-
companied by a thorough, systematic and detailed Social, Risk and Environmental Impact Assessment,
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to follow the due process and adhere to National Environmental Law and International Conventions and
regulations.

e The EIA would need to include cumulative long-term impacts of proposed project, as for example hinter-
land connection, infrastructure, construction of pipelines, industrial estates as construction of a refinery.

«  Opportunities for other industries as tourism will be undermined, as the aesthetic value of a coastal area
for tourism will be significantly impacted by port construction.

¢ Alternatives and mitigation measures have to be considered and discussed in advance.

e As there are already so many ports in existence at the Georgian Black Sea Coast, a comprehensive
needs assessment including a cost-benefit analysis has to be carried out prior to project planning.

« The planning should be integrated into a strategic development plan for the whole Georgian coast, in-
cluding long-term perspectives, in cooperation with the ICZM project and/or similar organisations.

« The area in question can be considered as ecologically sensitive, especially due to it's close proximity to
the Ramsar site. Oil spillages will have disastrous consequences and will negatively impact tourism ac-
tivities. Mitigating measures for significant impacts must be described in detail.

e According to Georgian Law, public participation is required in an EIA process, and ElAs are public
documents. The rights of neighbouring private property owners and possibly affected persons have to be
determined in advance.
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ANNEX 9:

Navigational Aspects of Supsa Port: Draft Articles for Port Law

Article 1. Port waters

1.
2.

No navigation of civil vessels and fishing is permitted in Supsa port waters.

Ships entering the port for cargo handle operations have no displacement limitations. The water area
is a caution navigation area.

The port coordinates are given in the attachment.

The waters in the water area basically flow toward the North-West parallel of the coast and the flow
velocity rarely exceeds 0.5 nautical miles per hour. West gales are more frequent, the strongest gale
blows in the winter when the maximum velocity reaches 30 nautical miles per hour. For further in-
formation refer to UK Marine "Black Sea Sailing Directions" N24, Edition 12th S.3.318 and the latest
edition of UK maps Na3313 and N3317 or "Black Sea Sailing Directions" N1244 and the latest edi-
tions of maps N38109 and N38190, produced by the Division for Hydrography under the Ministry of
Defence of Russian Federation.

The port waters have 2 mooring points with the following coordinates: point 1: North latitude -
42°02'10", East longitude - 41°41'35", point 2: North latitude - 42°03'0", East longitude - 41°40'40".
Fuel in the port shall be supplied only during offshore mooring.

Article 2. Floating moor

1.

The floating moor (hereinafter referred to as "SPM") is a square structure painted in yellow,
equipped with a fog horn, which releases a Morse type sound (U) in every 30 seconds with the cov-
erage area of 2.0 nautical miles. A white beacon which lights in every 15 seconds with the coverage
are of 5.0 nautical miles and also the radio beacon (RACON BEACON).

"SPM" coordinates are: North latitude - 42°01'79", East longitude - 41°42'41".

"SPM" is operated by the Georgian Pipeline Company" (hereinafter referred to as GPC). "Terms and
conditions" of SPM shall be observed by all mooring oil tankers.

"SPM" can load the following size ships

length: minimum 250m, maximum 290m,

displacement: 60 000 -150 000 t.

Article 3. Port master's office
Supsa port master's office comprises port master and duty mooring masters whose responsibilities, due to a
particular specificity, are as follows:

a. Port master - is the head of the port master's office under the paragraph 5 of Georgian Ma-
rine Code. The port master shall be guided by the marine code, port master's regulations
and these instructions (order N10 of Minister of Transport, dated 28.01.1999).

b. The duty mooring master is the person whose responsibilities, in addition to the assigned
ones, comprise those of "SPM" mooring master's.

c. The port master's office shall carry out the roles and responsibilities of the state port control,
under the resolution A-787.(19) of International Maritime Organisation.

Article 4. Mooring Master

1.
2.

Mooring master shall embark ships from the service vessel 3 nautical miles from "SPM".
Mooring operations shall be performed in day hours, in good visibility conditions.

Article 5.Tug boat

1.

Tug boat service shall be provided during mooring and loading operations at SPM.
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2. Ship master shall (through the sea agent) place a tug boat service order to the port administration
and tug boat service company 24 hours prior to the port entry and confirm it 2 hours prior via VHF 70
and 16.

3. The tug boat service order shall be placed prior to formal ship departure procedure. The ship master
shall endorse the tug boat payment cheque.

Article 6. Fish and small tonnage ship traffic
Fish boats shall enter the port from the following points: North latitude -42000'45“, East longitude - 41 45'00",
and shall further follow 26-206 to the river estuary.

Article 7. Offshore Mooring
1. Offshore mooring is Supsa port is permitted in the points referred to in paragraph 5 of article 87.
2. Small size and fishing ship offshore mooring is permitted in the river Supsa estuary. Offshore moor-
ing shall be operated by the ship master in the point indicated by the port master.

Article 8. Access to floating moor
1. Access to floating moors shall be performed by the port master with the authorisation of the port
administration (based on GPC notice).
Access to "SPM" is permitted only in day hours.
No fuel supply to ships mooring at "SPM" is permitted.
Ship master shall be located on the bridge during the entire time of mooring at "SPM".
Mooring master shall be in front deck. He shall communicate to the pilot on the bridge the course
and the interval from "SPM".

A

Article 9. Mooring at floating moor
1. Whilst mooring at "SPM", ships may not perform maintenance of the equipment required for the
journey.
2. Whilst mooring at "SPM", the ship master shall be on board of ship. During his absence, he shall be
replaced by his mate.
3. Whilst mooring at "SPM", ships shall comply with the GPC rules subject to approval by the Georgian
Maritime Transport Administration.

Article 10. Tie up
1. After the completion of loading, the ship master, mooring master and the pilot agree on the ship tie-
up plan.
2. Tie up commences as soon as the connected hoses have been disconnected and hung over ship
manifold for release into the sea. The tug boat shall stay in place for tug and push support to ship.
3. Tie-up depends on weather conditions.

Article 11. "SPM" loading operations
1. " Loading operations shall be performed by the Georgian Pipeline Company. Implementation of the
requirements of GPC is mandatory;
2. "At the designation of the port's captain, port officers may discharge the functions of the loading
master, subject to prior consent from GPC"

Article 12. Release of ballast
Supsa port and offshore terminal have no ballast receiver or disposal facilities, therefore only the ships with
isolated ballast may be admitted to Supsa port.
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