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Chapter 1. Introduction and Background

1.1. Introduction

This report forms one of the Technical Document outputs under Tacis Contract 

No 00-0070.  The project Terms of Reference (ToR) - Second Phase of Tacis Support to the Caspian Environment Programme in Azerbaijan, Kazakhstan, Russia, Turkmenistan - divides programme support into two parts:

· developing PCU activities; and,

· reinforcing the four thematic centres.

The focus of Tacis support under the development of the PIPP also falls into two principal categories in-line with the above:

1. work towards the identification of Priority Investment Projects in support of the World Bank component of the project; and,

2. identification of a project pipeline targeting the needs of the Caspian Environment Programme Strategic Action Plan (SAP).

Structure

The remainder of the report is structured as follows:

· Section 1.2 outlines the general approach adopted by the Tacis team in the fulfilment of its PIPP obligations;

· Section 1.3 provides information on the project’s portfolio and summarises key candidates;

· Section 1.4 highlights some of the main issues arising in the delivery of the task.

The report also contains eight Annexes:

1.1.2. Background

1.Work Towards the Identification of Priority Investment Projects in Support of the World Bank Component of the Project

The World Bank’s role in the GEF-funded process is to promote a Priority Investment Portfolio.  Its timetable is linked to UNDP’s.  The draft project implementation plan of July 1999 describes four components:

· investment identification and pre-preparation;

· institutional strengthening and training for project preparation;

· Matched Small Grants programme; and,

· project management.

Its project implementation plan is “intended to provide an overall management framework for the implementation of the Priority Investment Portfolio project”.

All work undertaken by the Tacis project team was therefore closely tied to the World Bank project agenda, and was subsequently reliant upon the Bank in its ability to progress outputs.

2. Identification of a Project Pipeline Targeting the Needs of the Caspian Environment Programme Strategic Action Plan (SAP).

The Strategic Action Plan was initially conceived as a tool evolving through a combination of the National Action Plans (NAPs) for each of the riparian states.  NAPs would in turn address issues identified by the Transboundary Diagnostic Analysis (TDA).

Issues of project timing have constrained the ability of the Tacis support to the PIPP Programme directly targeting the needs of SAP, primarily as the SAP itself has not been prepared.  Nevertheless, the PIPP work has been undertaken within the spirit of the SAP, in that priorities were identified in the region both sectorally (by the thematic centres), and nationally (directly by the NFP’s and through a workshop undertaken in the Centre for Pollution Control (
) ), and project identification has taken full account of these priorities. 

1.2.  Approach

The principal focus of responsibilities in each of the five countries was split between the Word Bank PIPP team and the Tacis PIPP team in the first instance.  Tacis took leadership in respect of Russia and and of Azerbaijan, while the Bank took leadership in respect of Turkmenistan, Kazakhstan and Iran.  This approach did not exclude Tacis work in Turkmenistan and Kazakhstan.  For example, training courses in the Project Cycle and Project Identification were delivered in Turkmenistan as well as Azerbaijan and Russia, and on-the-ground PIPP support activities also formed part of wider Tacis mission agendas to Turkmenistan and Kazakhstan.  

Environmental priorities were agreed in writing with the counterpart focal point in each country (generally the Minister for Environment or equivalent), and attempts were made to identify potential project concepts addressing these priorities. 

In parallel to the country focus the Tacis support to the PIPP Programme also prescribed a two-tier approach consisting of identifying any wider project opportunities.  This sought to identify and develop environmental enhancements that may be inherent within the existing project pipelines of the other development banks and donor agencies active in the region, and to further foster a spirit of collaboration.

All agencies were contacted and their project activities collated.  This was reviewed, distilling those with the potential to affect the environment of the Caspian Sea.  

A database was developed in the PCU in both English and Russian (see Annex A) containing information on all potential new projects and pipeline project enhancements.  Projects offering the highest implementation possibilities were developed in liaison with key counterpart agencies in the target country. Efforts concentrated on the development of projects that were of high value, ie both feasible and bankable. Project fiches and ToR were developed and forwarded to the World Bank. 

1.3. Identified Projects

Through a combination of outputs stemming from the Project Cycle and Identification training courses (together with meetings, communication and liaison with national stakeholders and the development community at large), over one hundred project concepts have been proposed.

The project concepts are contained in the PIPP Database presently housed in the Baku PCU.  Project concepts may be searched and viewed both geographically and sectorally.  Annex A provides an overview of the database and lists the project titles.  Additional information may be found in the PCU.   Full project fiches and ToR have also been developed for the most promising candidates and these are presented as Annex B.  Annex B also includes copies of correspondence with the national focal points. Boxes 1.1 - 1.3 provide a brief summary of the top three PIPP candidates and their status. 

1.3.1. Top Three Project Concepts  

Box 1.1 Bibi Heybat Oilfield Remediation

The Bibi-Heybat Oilfield Remediation project has been clearly defined, discussed, and revised with key project stakeholders.  The project has written buy-in from the President of the State Oil Company (SOCAR), and the Ministry of Environment.  ToR have also been developed, and are included in Annex B along with the Project Fiche. Discussions with international oil companies operating in Azerbaijan suggest that the project may also be self financing with site remediation forming a financially viable component of the Production Sharing Agreement developed for continued site exploitation.
  The Bibi-Heybat oilfield on the shore of the Caspian in Baku is a source of sea pollution from contaminated production water and spilt oil. The pollution is washed directly into Baku Bay. The site, being close to the city centre, should be valuable, yet at present it is polluted and occupied by an unnecessary amount of oil production infrastructure and various waste products.

Through site restructuring and the deployment of modern directional drilling technologies, the project aims to transform future oil exploitation into a financially and environmentally sustainable operation, while at the same time creating the financing for site remediation.

Through remediation, the site will become more attractive (both aesthetically and financially) improving the project economics and the quality of life in the City of Baku.  There may also be a possibility to recover oil from the contaminated soils during the remediation process.  Should this prove a financially viable option, the sub-component will also make a significant contribution to the project return.
Box 1.2   Mapping and Capping of Submerged and Leaking Oil Wells along the North Kazakhstan Coastline

Submerged and leaking wells along the Caspian Sea’s north Kazakhstan coastline have been the focus of many international agencies, including the World Bank, over the past few years.  Missions have been undertaken and projects proposed to deal with the issue.  To-date projects have not been advanced partly because of an unwillingness of the responsible authorities to finance remediation, as this would further burden the Government which is already at the limit of its present loan portfolio. 

Any immediate actions would therefore need to be self-financing.  The Mapping and Capping project proposal thus sought to invoke payback of project investments though sale of internationally agreed baseline data as part of the environmental due diligence process of oil companies operating in the region.   

The commercial interest in this data by the oil companies was confirmed, and written support for the project provided by the State Oil Company and Ministry for Environment.
The project aims to characterise the number, location, and position of the submerged and leaking oil wells along the northern shoreline of Atyrau Oblast.  Interviews suggest that there are between 40 and over 1000 of these.  The project would also seek to develop a pilot clean-up of a suitable site that could be replicated throughout the region.  It is expected that the mapping information would become the property of the State and be internationally recognised as the official baseline.  The information would become commercially available to investors and used to support the environmental due diligence process prior to field operations.  It is aimed that the sale of these data would payback the investment costs of the mapping exercise. 

Key Information on the size of the overall study area is given to be:

-  Site Area  - 180,000 km2.

-  The area is comprised of a region of the north Caspian coastline that is

topographically prone to sea level fluctuation.  Within the study it is

divided into three regions:  (1) submerged; (2) surge floods and

marshlands; (3) not yet affected.

-  The site of the pilot programme is not yet selected, though it will

include a land area contaminated by pools and slicks, in addition to one or

more leaking and submerged wells.

Box 1.3  Protection of the Sea from Shipping Impacts and Accidents

This project has both a regional focus, and is also a more recent proposal to the PIPP.  Consequently buy-in from all riparian focal points/counterparts has not yet been formalised.  

This umbrella project consists of the following two components:

1. identification of risks and responsibilities posed through shipping to the Caspian Sea and delivery of an international workshop;

2. identification of a portfolio of specific project requirements in the upgrade of navigational capacity, ports and handling facilities.

Component 1 will seek to:

· Identify the ownership and the allocation of responsibility to the different modes of the transport routes.

· Further quantify and characterise these activities, ie load volume, inter and intra modal activities, and determination of specific conditions and practices in terms of risks to the sea.

· Evaluate these processes with respect to international standard safety practices, and suggestions for improvement (change management).

· Divide the risks into two or more groups, possibly including government/public sector responsibilities, and non-government/private sector responsibilities.

The output of the investigation will be a written report providing a comprehensive discussion point, to be presented and used as the basis of a major international workshop.  The workshop itself will seek to identify and allocate responsibilities for the development and agreement of risk reduction and mitigatory measures. Government, shipping, port, and oil companies would be invited to the workshop.

Component 2 will identify and develop a portfolio of projects addressing the upgrade of navigational capacity, ports and handling facility deficits; that will ultimately reduce the risks of pollution from shipping related incidents to the Caspian Sea.

1.4. Issues Arising

Many projects have been identified under the PIPP Programme, however clearly a great deal of these have been preliminary project concepts (often proposed by national focal points or Caspian Regional Thematic Centres), which while important concerns, are a long way from meeting the PIPP framework criteria of ‘bankability’.  

Although there has recently been an exhaustion of new ideas under the PIPP Programme, a few strong candidates have justified development and progression.  However, it is well documented that the split in responsibilities between the different donor projects has ceased to provide the necessary feedback requisite in maintaining project tempo.  However, it is not an issue that the project could always control as the problem has been compounded by changes in national counterparts, and thus breakdowns in provisional agreements, relationships, and momentum

ANNEX A: The PIPP Database

The PIPP Database

A.1. Introduction

Starting in the end of Phase I of the EU–Tacis Project, efforts have been made to collect a portfolio of ideas for priority investment projects (PIP) on environmental issues in the region. The criteria for project selection and the format for the project ideas have been outlined by the PIP Specialist, in accordance with the World Bank (WB) project document.

Project ideas mainly resulted from the following sources: 

· the 4 EU-Tacis supported CRTC’s 

· participants from the training course on “Project Cycle and Identification”, performed by EU-Tacis in Azerbaijan, Russia, Turkmenistan

· National Environmental Action plans / National Focal Points 

For the management of the project ideas, a PIP database was created.  The database currently comprises 123 projects from all littoral countries.

A.2. Focus on Fundability and Impact

From the project ideas provided, several projects are rather undefined in terms of location, objectives etc, and thus neither the fundability nor the positive impact on the environment could be evaluated on a reasonable basis. These projects have been filtered out for the time being, but might be further investigated at a later stage. Similarly, project ideas that described a pure study or research, were also filtered out.

The remaining majority of the project ideas was examined in order to identify and exclude those projects, which either 

1. have a low  fundability, or

2. reveal low positive impact on the environment

(Actually, a portfolio analysis was performed to identify those projects with medium or high rating in terms of fundability as well as medium or high rating in terms of impact).

After exclusion of projects with low fundability and/or low impact, a list of 48 projects has been obtained. The wording has also been improved to better define Title and Objectives of the projects.

A.3. Database Structure and Facilities

The PIP database is a relational database created in MS ACCESS. It is a highly functional database designed to facilitate the work of the PIPP Expert or any other end user interested in PIPP. As well as any relational database, this one enables management of the stored data in ‘every which way’ i.e. not only storing data but also filtering, grouping, prioritising and reporting.

A.3.1. Main Form
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When the database is started, it automatically opens the front page. When one closes the front page, it automatically shuts the ACCESS. The front page is designed to channel a user either to reports or to the data entry screen. The CEP has two official languages – English and Russian. Therefore the entire database is equipped with a language switcher. 

 Reports

The entry page allows a user to review reports or start working with data. The Project Information option provides general information on a project idea. A dialog box with a list of all project ideas appears when the button is pressed. 

[image: image6.png]icrosoft Access - [Project_T]

File

CASPIAN ENVIRONMENT PROGRANMME
Priority investment Portfolio Projects

Project Code:

AZ003 Projectidea

Projest Tite
Courtry
Location

Projest Owner
Projest Type
ProjestArea
Projest Objective.

Project Descripti

Reclaimingof iiheybat . and 935 producton it

seamaian

2(30CAR, Stte Commitieon Exclogy)

ovesment project

O silpalton prevenson

Reduos palsion fom producion unit by ehabiltaton mewssures 3nd by proecton rom fooding

T prject shall e reconstaction of ke to slow o e baters foading occurs, and o 35 the
possile means, costs 3nd concept lan bresbraton or Bbandoring the rea

e Bliheybt il and ga production d4post i the ma <t rnglythraatined by fooding o feld amang 3l o
el inthe vty o B3ku. The prject may-apar Fom the scites relad 1 he consvucion of e dhes
24523 framenork i it Grpecs 8 1 e Tous nshare A4, 15 n ciher Tparan Sates 1t
Caspan 523

L i T

SEIES

Blo|x|





[image: image7.wmf]
[image: image8.wmf]
Double clicking on the title of any project listed in the dialogue box produces a report with the information on its country of origin, location, ownership, type, objectives and description. 
[image: image9.wmf]
An alternative option is to interrogate the database from the perspective of Project Fundability, to choose a number of projects ideas based on their fundability criteria.
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The list of project ideas, which appears in the form of a report, provides answers to the following question: 

· How high is this project idea in the National Agenda?

· Does it have a transboundary effect?

· Does it have capacity for replication?

· Has the pre-feasibility been carried out?

· Does it have a potential for cost recovery?

· Any social effect? 

· Spillover effect?

This function of the database therefore meets the purpose of initial screening of project  ideas. 

A.3.2. Input of Data

The ‘Information’ option allows data entry, review of previous records, singling out of project concepts, viewing by group, and deletion. 
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It is possible to gain quick access to a project using a combo box in the right upper corner “Search by code and short name”. The combo box contains the full list of project ideas. Project ideas are then provided in summary version for convenience. 
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Using the search button one can filter project based on project type, realm, and value.
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Where the full project fiche has been drafted then the field “Complete Identification” will provide a hyperlink to the PI Report.  Finally, should any questions arise a user can always get in touch with the proponent of the project through viewing the project contact 

ANNEX B: Bibi-Heybat Oil Field Restructuring and Remediation Project Identification. January 2001

Bibi-Heybat Oil Field Restructuring and Remediation Project Identification. January 2001

Project Identification 
CEP Code AZ 003

B.1. Project Title

“ Bibi-heybat Oil Field Restructuring and Remediation”

B.2. Location

Baku City

B.3. Project Sponsor / Ownership

SOCAR

B.4. Project Objective

The environmental impact from oil and gas exploitation results in various sources of pollution. The project therefore aims to reduce the pollution and hazards from the different sources and activities, including:

1. Reduce risk of leakage from abandoned installations

2. Reduce risk of spill or leakage from installations in operation

3. Reduce risk of oil contamination entering Baku Bay due to flooding 

4. Reduce emission of hydrocarbons to Baku Bay from production waters

5. Clean-up and remediation of the area to reduce environmental burdens and health hazards

Through site restructuring and the deployment of modern directional (horizontal) drilling technologies, the project aims to transform future oil exploitation into a financially and environmentally sustainable operation.

Through remediation, the site, which is located close to the centre of Baku, will become more attractive (both aesthetically and financially) adding to the project bankability and the quality of life in the City of Baku. Future land use of the remediated area could range from recreation to industrial or domestic.

The is also the possibility of recovering oil from the contaminated soils during the remediation process.  Should this prove a financially viable option, the sub-component will also make a significant contribution to the project return.

B.5. Project Description

Key Information on the size of the project is given to be:

· Site Area  - 551 ha 

· The site boasts a total of 1,190 wells, of which 530 remain in operation

· It has been estimated that remaining reserves are 500 million barrels

· Estimate of the volume of contaminated soil to be excavated / treated / disposed of: 3,700 barrels.

The various objectives will probably be attained through a joint-venture production agreement with an international oil company and separate contracts for site remediation and development.

There are a number of options for zoning the development of the site. These will be determined by anticipated post project land-use, and therefore the likely level and approach of decontamination and other remedial action required within the project. 

Future field exploitation will not however prevent alternative land uses developing in parallel, as modern drilling techniques utilise a small number of un-intrusive vertical well systems.  Such techniques are currently in operation in, for example, areas of the United Kingdom otherwise devoted to forestry.  This is achieved through the advancement of a system of directional (horizontal) drilling arms connected to these wells, and a subsequent storage and distribution network located at a distance from the site.

The attractiveness of the project to an international oil company operating such technologies will hinge upon firmly defining legal obligations and the limitation of responsibilities developed under a joint venture or production sharing agreement between SOCAR and the project proponent. This in turn will depend on the responsibilities for historical environmental contamination afforded to a new licensee or contractor. 

 Once the basic project modalities have been determined, the project scope could include:

· Re-development of selected wells employing directional drilling (thus greatly reducing the required number of active well heads);

· De-commissioning of non-productive wells;

· Removal or burial of obsolete well heads, pipelines and other infrastructure;

· Remediation of oil contaminated soils (to a level in-line with identified future land use), including oil recovery where economic;

· Capping and landscaping as necessary to suit the development plan; 

· Redevelopment of the site for mixed industrial/residential/recreational use, and,

· Planned re-deployment or retraining of the surplus work force.

To further define the project, an investigation on the historical liability afforded to the contractor, licensee, and/or new operator of the Bibi-Heybat oil field is essential, as project viability will depend entirely on its attractiveness to international partners.

B.6. Project Justification

The large-scale impact on the environment from Bibi-Heybat oil field becomes obvious for anybody visiting the site. Problems include:

1. Environmental hazards due to leakage, oil spills 

· from approx. 530  oil wells still in operation

· from approx. 600 abandoned (not all fully decommissioned) oil wells

· from 18  flooded wells

2. Generation of an annual 2,240,000 m3 of well water, which is only partly reinjected

3. Discharge of contaminated waste water: 

· approx. 383,250 m3/year wastewater is discharged (resulting from inefficient oil/water separation); 

· pollution load discharged: approx. 2,900 tons/year

4. Environmental impact from drilling slurry, oil pool waters, oil pool sand, chemical reagents etc. generated and accumulated at the site

· High risk of accidental or incidental spills

· Possible damage due to future flooding

Background on the situation in Bibi-Heybat Unit:

· Location of oil field within Baku City limits: production activities and environmental impacts affect living conditions of nearby neighbourhood

· Employment situation: approx. 1,450 workers are employed. The jobs are not secured, as further operation of Bibi-Heybat oilfield is not economic.

B.7. Stakeholders in the Project

· SOCAR

· Municipality of Baku

· State Committee on Land 

· Research Institute on Soil

· Baku and State Committee on Ecology

B.8. Integration into National Policy

The Bibi-Heybat Project is listed in the NEAP of Azerbaijan under Category II “Caspian Sea” under subheading “Pollution Prevention”.

Degree of Priority is 2, meaning that priority actions should be completed within 2-5 years (from January 1998 release of NEAP), thus between 2000 and 2003.

Focus of the project as described in the NEAP is on prevention of accidental oil spill, i.e. by a protective dyke at the oil field. Cost estimate for this measure is US $ 1.5 m.

In Category I “Pollution from industrial production, energy production, transport and other sources”, subheading “Industry”, the clean-up of oil-contaminated lands is listed as a priority project.

Degree of Priority is 1, meaning that priority actions should be completed within 2-5 years (from January 1998 release of NEAP), thus between 1999 and 2000.

Focus of the project as described in the NEAP is on establishment of a pilot program to clean-up critical oil spills in 2,000 ha on Absheron peninsula. Cost estimate for this measure is US $ 5 m. The Bibi-Heybat Oil Field Restructuring and Rehabilitation project can be considered as a combination of these two NEAP projects, and therefore fits fully with the National Policy.

In a recent letter (November 2000), the Deputy Prime Minister has defined investment projects in the sector of oil pollution as a top priority. This reflects the national priority of Azerbaijan for environment investment projects in the region, to be identified and developed in the course of the Caspian Environment Programme (PIPP Component).

B.9. Environmental and Social Issues

Environmental Impact: 

· Substantial positive environmental impact (see objectives, justification)

· Transboundary impact

· Flagship project for replication throughout the region

Social and Socio-economic Impact:

· Many of the 1,450 workers currently employed at the oil field will have to be assigned to other production units of SOCAR or have to look for other job opportunities. As part of a mitigation package the project offers a programme of re-training.  Training will build new skills that are extensively sought to meet the labour demands of existing and planned international operations in the region. 

· Jobs will also be created during the clean-up phase, and this experience will be applicable in other remediation projects in the region.

· The project will also assist SOCAR to manage the down-manning operation and will consider realistic severance arrangements to be part of project costs.

B.10. Technical Assistance

TA is required for the following:  

· legal analysis of historical liability and framing of the liabilities and modalities of implementation;

· pre-feasibility study  of the project;

· development and implementation of a labour re-training programme; and

· project design: drafting appropriate bidding documents for the production sharing and remediation/site development components.

B.11. Important Risks / Assumptions

Assumptions:

· The rehabilitated site attracts industry, commerce or investors for private housing.

· Labour losses will be re-employed both at the site and elsewhere or severance will be equitable.

· Agreements can be reached on legal responsibilities in relation to historical contamination and site ownership.

· Oil recovery from contaminated soil provides an additional source of cost recovery.

Risks:

· Future rise of the sea level could present a risk of flooding to the rehabilitated area and thus the value of the land. 

· There will be a percentage of workers, who will not be willing or capable to adapt to other job conditions. These people might become unemployed

B.12. Project Outline and Preliminary Time Frame

The project would be developed and implemented in the following stages:  

· Legal analysis and investigation of financial and economic viability of land rehabilitation, costs and benefits of future reservoir exploitation and site redevelopment (pre-feasibility);

· Preparation of a plan for reservoir re-structuring and re-development of the site (feasibility);

· Preparation of an implementation plan, defining:

· the production sharing and contracting arrangements and development agreements;

· the financing plan; and 

· the legal agreements that will assign responsibilities for attaining defined environmental standards at the site and for the disposal of materials from the site. 

· Bidding for the redevelopment plan, including: the reservoir re-structuring and production sharing agreement; the site re-development contracts; and the environmental supervision contract.

The overall time frame would be as follows

· Project Viability Investigation (Pre-Feasibility) 

3 months 

· Feasibility Study (or Studies)



4-6 months

· Engineering, Design, Procurement



6 months

· Construction and Commissioning



3 - 6 years

Note: The Terms of Reference for a study on pre-feasibility level have been drafted in a separate document.

B.13. Estimated Cost

The full scope of the restructuring and rehabilitation measures has yet to be defined. Also, the level of remediation will be determined by the land use/development plan, and consequently, the cost of technology adopted for remediation.  A "Project Concept and Viability Investigation" (pre-feasibility study) is now necessary to obtain reliable financial and economic data. 

It is expected that the production sharing agreement will assign a portion of production value to fund site remediation. Additional income to cover remediation costs may also come from land sale/lease and small amounts from oil recovery. Thus, the project itself is expected to be self-financing and investment will only be required for project preparation.

Benefits

Besides financial issues, SOCAR will benefit from developing a flagship project reflecting many of the objectives of the international community.  The project will act as a case study that could off-set the concerns of the private sector in relation to perceived future liability costs. By reaching practical agreements on defined environmental responsibilities, injections of private sector capital would become justifiable and clearly demonstrate SOCAR´s  (and the Government´s) commitment to environmental enhancement

ANNEX C: Terms of Reference for Studies at Bibi-Heybat

Terms of Reference for Studies at Bibi-Heybat

C.1. Background

The Azerbaijan State Committee for Ecology has identified that one of the main sectors requiring investment to improve the environment of the Caspian in Azerbaijan is the avoidance and clean-up of oil contamination.

The Bibi-Heybat oilfield on the shore of the Caspian in Baku is a source of sea pollution from contaminated production water and spilt oil. The pollution is washed directly into Baku Bay. The site, being close to the city centre, should be valuable, yet at present it is polluted and occupied by an unnecessary amount of oil production infrastructure.

C.2. Objectives

The environmental impact from oil and gas exploitation results from various sources of pollution. The project therefore aims to reduce the pollution and hazards from the different sources and activities, including:

1. Reduce risk of leakage from abandoned installations

2. Reduce risk of spill or leakage from installations in operation

3. Reduce risk of oil contamination entering Baku Bay due to flooding 

4. Reduce emission of hydrocarbons to Baku Bay from production waters

5. Clean-up and remediation of the area to reduce environmental burdens and health hazards

Through site restructuring and the deployment of modern directional drilling technologies, the project aims to transform future oil exploitation into a financially and environmentally sustainable operation.

Through remediation, the site, which is located close to the centre of Baku, will become more attractive (both aesthetically and financially) adding to the project bankability and the quality of life in the City of Baku. Future land use of the remediated area could range from recreation to industrial or domestic.

The possibility also exists to recover oil from the contaminated soils during the remediation process.  Should this prove a financially viable option, the sub-component will also make a significant contribution to the project return.

C.3. Tasks

C.3.1. Mapping and Inventory

Using satellite images and existing mapping, prepare a GIS-based map and associated database of the Bibi-Heybat site. On the map and in the database provide the following information:

· Details of wells, pipelines and other oil production infrastructure;

· General infrastructure;

· Ground levels;

· Soil sampling points and the results of soil analyses.

C.3.2. Technical Re-structuring of the Wellfield

Examine existing geological mapping and records and records of drilling and production.

Determine and carry out a programme of modelling to examine the options for re-drilling the existing wellfield using modern directional drilling technologies. Provide a preliminary proposal for re-drilling.

Identify the likely surface infrastructure required by the re-developed production wells.

C.3.3. Assessment of Soil Remediation Needs

Examine the records of soil testing and recommend the most economic/appropriate methods and approximate costs of rehabilitation methods for each zone of the site to suit various land usages: forestry, recreation, industrial, residential. This information will be provided as an input to the planning for site redevelopment

Based on the outline plan for site redevelopment, make recommendations for the site remediation aspects of the plan, including methods, timetable, and outline implementation (contracting) arrangements.

C.3.4. Planning for Site Redevelopment

The starting point for re-development planning will be the restrictions placed by optimum re-development of the reservoir: the number of wells and constraints on their location.

The majority of the site is reclaimed land, and close to or below current sea level. Site development options must ensure safety against further rise in sea level and might include a reduction of the overall site area, reclaiming some fill material to raise sections of the site and allowing other sections of the site to be flooded.

An outline plan for redevelopment should be prepared, which would be based on:

· Optimum arrangements for reservoir exploitation;

· Environmental considerations, removing risks of oil spills reaching water bodies;

· Economic considerations for remediation and land-use zoning, including:

1. Remediation costs for each land use type;

2. Costs of general remodelling to avoid flooding risks (it is not considered appropriate that site redevelopment should depend on pumped drainage);

3. Sale and re-use of materials: steel, oil contaminated materials for road construction etc.;

4. Land value after remediation and re-zoning.

C.3.5. Cost Estimates

Cost estimates will be limited to those for site remodelling and remediation and not for reservoir redevelopment. Any proposed land sales or rentals under the development plan will be considered as offsetting costs.

A brief report on the basis for calculated costs will be prepared, together with a bill of quantities, rates, costs and cost streams for each development alternative considered.

C.3.6. Environmental Responsibilities

A review will be carried out into the legal obligations under Azerbaijan law for avoiding pollution and removing pollutants. The review will extract from and summarise the studies carried out under the CEP and the Azerbaijan Urgent Environmental Action Programme. Based on the review, the arrangements under which partners in a new production sharing agreement could be protected from liability for the existing pollution will be proposed. Sample clauses for inclusion in a production sharing agreement will be drafted.

C.3.7. Ownership Issues

A review of land ownership rights will be carried out, identifying the legal status of natural ground and reclaimed ground on the site. The review will identify any barriers to re-assignment or sale of land and the effects on obligations of previous owners.

C.3.8. Labour Force

Acceptability to SOCAR of redevelopment proposals will depend on finding a suitable solution to re-deployment and/or reduction of the workforce. The options available will be set out in a brief report, including a review of legal obligations, acceptable levels of redundancy payments, retraining opportunities, and their costs. The options will be discussed with senior SOCAR staff and, if required, the staff department.

C.3.9. Options for Contracting and Production Sharing

Formulation of appropriate implementation arrangements will be most important for the successful bidding of production sharing, and remediation and redevelopment work. There are many possible models for the implementation arrangements, including but not limited to:

· sale of the whole assets with conditions on sharing of profits from oil extraction and requirements for remediation of the site, leaving redevelopment open to the buyer’s commercial decision;

· separate elements of a) production sharing agreement, including assignment of part of the profits from production to a remediation fund, b) contracting of remediation and basic remodelling, and c) sale or lease of land;

The options available will be examined and the most favourable few options proposed. Proposals will include outline implementation arrangements, estimated cash flows, and needs for borrowing if necessary, and formats of agreements or contracts.

C.3.10. Planning the Next Steps

Implementation proposals will be provided. Terms of Reference will be prepared for any additional physical studies required, including detailed redevelopment planning if the redevelopment is to be managed by SOCAR or the Municipality.  A programme of work will be proposed.

C.4. Inputs

C.4.1. International Staff

The study will be led by an experienced engineering planner, as the most important aspects for project viability are the identification of redevelopment costs and contracting arrangements.

Specialist international inputs will be provided in:

· Reservoir modelling and development;

· Soil remediation;

· Legal issues; and

· Social/labour issues.

C.4.2. Cooperation with SOCAR

The study will be carried out in full collaboration with SOCAR and the international team will work in cooperation with a team of experts within SOCAR, including:

· Reservoir modellers;

· Geologists;

· Production engineers;

· Environmentalists;

· Contracting/procurement specialists;

· Legal specialists;

· Staff/labour department.

C.5. Programme

The study will be carried out over a period of 5 months. Regular monthly meetings will be held with senior SOCAR staff to ensure that the direction of the study is correct and that the necessary information is being made available to the team.

A draft report will be provided in English and Russian 2 weeks before the end of the study period and will be revised after discussions with senior SOCAR staff.

ANNEX D: Project Identification: “Mapping and Pilot Clean-Up of Derelict Oil Wells along the Northern Kazakhstan Coastline”

Project Identification: “Mapping and Pilot Clean-Up of Derelict Oil Wells along the Northern Kazakhstan Coastline” April 2001

Project Identification

CEP Code KZ 001

D.1. Project Title

“Mapping and Pilot Clean-Up of Derelict Oil Wells Along the Northern Kazakhstan Coastline” 

D.2. Location

Zhyloy District, Atyrau Administrative Region (Oblast)

D.3. Project  - Sponsor / Ownership

Akimat (regional administrative body); Ministry of Environment and Natural Reources; Ministry of Energy and Mineral Resources; (Kazakhoil local operating company - MB Oil)? 

D.4. Project Objective

The oil industry in Kazakhstan has been operating for over one hundred years.  The legacy of Soviet oil development and extraction in the fields of Western Kazakhstan is internationally recognised and clearly visible. Outdated technologies and practices have resulted in huge economic losses.  Artificial oil lakes and slicks are numerous throughout the fields of the Atyrau and Mangistau oblasts, and the soil layer is saturated with oil which has been recorded at depths of up to 10 metres. The problems associated with historical operations along the coastline have been compounded by the fluctuations in the level of the Caspian Sea. Many oil wells are left submerged and derelict, and are leaking into the sea. The precise whereabouts, condition, and number of flooded and submerged wells remains unknown, though the National Environmental Action Plan reports that four oil fields have been flooded comprising over 200 wells.  Other quotes put the number of flooded wells at between 40 (KazakOil) and in excess of 1000 (National Centre for Radioelectronics and Telecommunications, GIS Division - see footnote 1).    

The project therefore aims to reduce the pollution and hazards posed through hydrocarbons entering the Caspian Sea by: 

1. Utilising satellite imagery to develop an internationally acknowledged base map of the leaking well heads and associated infrastructure, and to characterise their number, location, and condition.

2. Offering the data as commercial information to feed into the due diligence process of national and international investors. 

3. Undertaking a pilot clean-up project, involving appropriate approaches and technology, that may be replicated to other fields (and possibly form part of the Production Sharing Agreements between the national and international field operators).

D.5. Project Description

4. Key Information on the size of the overall study area is given to be:

· Site Area  - up to 180,000 km2.  

· The area is comprised of a region of the north Caspian coastline that is topographically prone to sea level fluctuation.  Within the study it is divided into three regions:  (1) submerged; (2) surge floods and marshlands; (3) not yet affected.

The site of the pilot programme covers a land area contaminated by pools and slicks, in addition to many submerged wells, close to the shoreline. 

1. Inventory and Mapping
A composite database will be developed through the collaboration of archive information and existing ariel photography on the location of the historical wells 
. The information will feed into the advancement of a focused study using satellite imagery to support this information and to identify new data determining the precise location and number of previously unrecorded wells divided over the three regions. It is understood that the maximum depth of the submerged areas (region 1) is no more than three metres, though averages at less than one metre.     

2. Pilot Capping and Clean-up Project

The project will also include an initiative targeting the clean-up of a pilot site.  It is understood that investors operating in the area (international oil companies) have expressed a willingness to include certain clean-up activities as part of the legal obligations under their Production Sharing Agreements (PSA’s) with the national operator.  A site will therefore be selected that offers the optimum opportunity for replication under such agreements.  It is likely that this will include an area consisting of both region 1 and region 2 type environments, ie the pilot will address appropriate approaches and technologies for the remediation of both contaminated soils and marsh land, but also the capping of at least one flooded and leaking well.

 This may include:

· Removal of obsolete well heads, pipelines and other infrastructure.

· Remediation of contaminated soils and muds allowing for planting and re-cultivation.

· Recovering hydrocarbons from soil, ponds, and slicks where economic.

The attractiveness of the project to an international oil company will be both in the detail of the information recorded through the mapping process, but also in its status as an official recognition of the historical environmental baseline (legal obligations and the limitation of responsibilities developed in operating on any field need to very clearly defined).   Furthermore, the replication of any clean-up activities agreed to within a future PSA will also need to be clearly defined in terms of the responsibilities for historical environmental contamination afforded to a licensee or contractor. 

To further define the project, a feasibility study will need to be undertaken, incorporating the development of satellite imagery concentrating on a sample field site to evaluate necessary levels of detail and characterise uncertainty.  Further research will also need to be undertaken into the existing approaches and technologies adopted in capping and clean up which are appropriate to the environmental and socio-economic conditions of the project site. 

D.6. Project Justification

The massive scale of the impact on the environment from the submerged and leaking wells becomes obvious for anybody visiting, flying over, or viewing the site remotely. 

Problems include:

· Environmental hazards due to leakage, oil spills: 

1. from between 40 and over 1000 abandoned (not decommissioned) oil wells flooded or at risk of flooding

2. from unknown quantities of well water and contaminated waste water

3. from contamination of ground water, marshlands, and soils

· Environmental impact from drilling slurry, oil pool waters, oil pool sand, chemical reagents etc. generated and accumulated at the sites

· Air pollution 

· Possible damage due to future flooding

· Background on situation on exploration activities in the Atyrau Region:

· Extensive exploration using low costs techniques and technologies during the Soviet period.  

· Loss of ownership, and therefore responsibility following independence.  Also, majority of records of location and operation missing.

· Officially infrastructure now rests with the Kazakhstan Ministry of Energy and Mineral Resources.

· KazakOil has no coastal operations.

D.7. Stakeholders in the Project

· Ministry of Energy and Mineral Resources

· Municipality of Aktau

· Ministry of Natural Resources and Environmental Protection

· National and International Oil Companies

D.8. Integration into National Policy

Oil pollution of the Caspian Sea from the oblasts of Atyrau and Mangistau is listed as one of the four top priorities for action under Kazakhstan’s National Environmental Action Plan (NEAP).

Locating and capping the leaking well heads is also listed as a priority in the Ministry of Energy’s National Oil Pollution Response Plan  

In recent correspondence, Minister Shukputov has defined investment projects in the sector of oil pollution to the Caspian as a top priority, to be identified and developed in the course of the Caspian Environment Programme (PIPP Worldbank Component).

D.9. Environmental and Social Issues

Environmental Impact: 

· Substantial positive environmental impact (see objectives, justification)

· Transboundary impact

· Flagship project for replication

Social and Socio-economic Impact:

· As part of the pilot clean-up activities, the project offers an opportunity for training.   Training will build new skills that are extensively sought to meet the labour demands of existing and planned international operations in the region.   To-date, appropriate techniques that have been adopted for on-shore clean-up are labour intensive and draw on re-training of the often surplus labour forces available. 

· Jobs will also be created during the clean-up phase, and this experience will be applicable in other remediation projects in the region.

D.10. Technical Assistance

TA is sought for the following:  

· undertaking of a pilot capping and clean-up operation

· legal analysis of historical liability and legal grounding of the baseline information

D.11. Important Risks / Assumptions

Assumptions:

· The inventory data is financially attractive to industry, commerce or investors.

· Agreements can be reached on legal responsibilities in relation to historical contamination.

Risks:

· The mapping exercise will not identify all potential liabilities, thereby reducing its legal and commercial value. 

D.12. Project Outline and Preliminary Time Frame

A Pre-feasibility study would need to be undertaken consisting of:

· Examination of existing data, and the use of satellite imagery over a test area, including a physical site confirmation of study results.    Legal analysis of historical liability burdens. 

Following a positive outcome of the pre-feasibility study, ie one which justifies project viability, then the project would be developed and implemented in the following stages:

· Preparation of a plan for site mapping and well inventory, defining the project area and image resolution (feasibility);

· Identification of site for pilot clean-up and capping, and definition of approach (feasibility); 

Preparation of an implementation plan, defining:


the contracting arrangements and development agreements;


the financing plan; and 

· the legal agreements that will outline and assign the status of the inventory data and its implications for historical liability. 

Bidding for the mapping and inventory exercises, including: the detailed database of existing infrastructure, and the development of contractual definitions for investors and operators adopting the information in their decision making.

· Bidding for the pilot clean-up, including agreements that will assign responsibilities for attaining defined environmental standards at the site and for the disposal of materials from the site. 

The overall time frame is estimated as follows:

· Pre-Feasibility - 3 months 

· Feasibility - 4-6 months

· Engineering, Design, Procurement - 6 months

· Inventory and Commissioning - 8 months - 1 year

Note: The Terms of Reference for a Pre-feasibility level study are being drafted by EU-Tacis in a separate document

ANNEX E: Mapping and Capping Abandoned Oil Wells: Focal Points Correspondence

Mapping and Capping Abandoned Oil Wells : Focal Point Correspondence

Dear Mr Gunn,

In accordance with the common objectives to protect the ecology of the Caspian Sea, the Ministry of Natural Resources and Environmental Protection wishes that the project: Mapping and Pilot Clean-up of Derelict Coastal and Submerged Oil Wells of the Northern Kazakhstan Coastline; be selected as a priority project for further definition under the Caspian Environment Programme.

This project has been identified following extensive review of candidate opportunities for reducing pollution to the Caspian Sea.  The project has the full backing of the Ministry for Environment and Natural Resources, and is formalised as a priority under Kazakhstan’s National Environmental Action Plan.  

The study area falls under the jurisdiction of the Ministry of Energy and Mineral Resources, which also affords its support to the project as a key criterion of its National Oil Pollution Response Plan. 

We agree with the initial project scope that you have developed and set out in the attached Project Description, though we would however stress our interest for further clarification in the following areas:

· The geographical boundary of study.

· The technical feasibility of defining well location and condition through satellite imagery, particularly in relation to submerged wells of a depth of more than one metre. 

· The commercial value of such information to potential investors.

· The proposed costs and technologies to be utilised under the pilot clean-up. 

We hope that we may continue to cooperate in the development and achievement of our common interests of the Caspian Sea environment, and look forward to our future collaboration and vision.

Yours sincerely,    

Deputy Minister Musatiev

ANNEX F: Protection of the Sea from Shipping Impacts and Accidents. Component A. Identification of Risks and Responsibilities posed through Shipping Transport in the Caspian Sea, and Delivery of an International Workshop. 

Protection of the Sea from Shipping Impacts and Accidents. Component A. Identification of Risks and Responsibilities posed through Shipping Transport in  the Caspian  Sea , and Delivery of an  International Workshop. September 2001

Project Identification 


F.1. Project Title

Identification of risks and responsibilities posed through shipping transport in the caspian sea and delivery of an international workshop

F.2. Location

Regional

F.3. Project Sponsor / Ownership

CASPIAN ENVIRONMENT PROGRAMME. 

F.4. Project Objective

The Caspian Sea is the world’s largest inland body of water.  It is bio-rich, with some 400 endemic species.  It’s well known oil and gas reserves are potentially the world’s third largest deposit.  It’s waters wash the shore of five countries, namely: the Republic of Azerbaijan, the Islamic Republic of Iran, the Republic of Kazakhstan, the Russian Federation, and Turkmenistan.  The Caspian Environment Programme was born out of a desire for cooperation among the five littoral countries, which have realised that a regional approach is the only way to protect their common heritage against mounting environmental threats. 

The high level of shipping traffic across the Caspian Sea poses a number of threats as well as direct impacts to the natural environment.  These are associated with numerous cargo, though the priority issue is recognised as those impacts and risks associated with the transport of oil.     

This study forms one of two components of an umbrella project (component a). The overall aim of the umbrella project is to reduce the pollution and hazards to the Caspian Sea posed through equipment, capacity, and operations deficits in current shipping practices. 

The project will be implemented through a combination of research and discussion aimed at fostering the development of measures which reduce both direct pollution and the risk of future pollution.  Physical development and institutional strengthening projects and programmes will also be identified and cultivated, targeting the facility and capacity deficits associated with a number the region’s individual ports.

The umbrella project consists of the following two components:

(a)  identification of risks and responsibilities posed through shipping to the Caspian Sea and delivery of an international workshop (this component);

(b)  identification of a portfolio of specific project requirements in the upgrade of navigational capacity, ports and handling facilities.

F.5. Component A  - Project Description

The specific aim of this component is to inform and deliver a major international workshop to discuss the dangers and responsibilities associated with current cross-Caspian traffic.  

The study will therefore seek to:

1. Identify the ownership and the allocation of responsibility to the different modes of the transport routes.

2. Further quantify and characterise these activities, ie load volume, inter and intra modal activities, and determination of specific conditions and practices in terms of risks to the sea.

3. Evaluate these processes with respect to international standard safety practices, and suggestions for improvement (change management).

4. Divide the risks into two or more groups, possibly including government/public sector responsibilities, and non-government/private sector responsibilities.

The output of the investigation will be a written report providing a comprehensive  discussion point, to be presented and used as the basis of a major international workshop.  The workshop itself will seek to identify and allocate responsibilities for the development and agreement of risk reduction and mitigatory measures.  

The component will also therefore :

· identify all key international stakeholders/participants

· assist the Caspian Environment Programme in all logistical arrangements for the invitation and delivery of the workshop

· present the findings of the investigations undertaken as ‘component a’ of the umbrella project, and use these to facilitate discussion in the workshop

· provide a forum for key stakeholders to identify and allocate responsibility and a platform from which to launch the development of primary mitigatory measures relevant to each set of identified risks

· record all agreements and outputs from the workshop, and provide these to participants in a follow-up memoranda laying out any resulting key actions and milestones.

It is expected that the workshop outputs would lead to the recognition of a way forward, for example through agreements on the implications and actions warranted through  identification of responsibilities. These may focus on dealing with public sector  responsibilities through assisting in the development of projects and the provision of loans (for example traffic control and navigational aids - component b); and in identifying means to engage the private sector (both oil and other operations) to recognise their own onus of responsibility (for example tanker safety, loading and unloading activities, ballast water cleaning etc).
The project will draw on any previous and parallel activities and research including both the Tacis INOGATE and TRACECA projects
.   

F.6. Project Justification

The Caspian Environment Programme is conceived as a framework for coordinated actions by the Caspian governments and international partners to achieve common goals focussing on the sustainability of the Sea.  One of these coordinated activities is to foster a collaborative spirit between the littoral countries, including common understandings of the responsibilities of governments and business toward the Sea. International guidelines should be adapted to regional conditions and adopted.  To achieve this requires their transfer by each government into national rules and regulations, or even laws governing a clear allocation of safety responsibility between the private and public sectors. 

The existing pollution and future risk of large-scale impact to the environment from shipping traffic is a significant concern. Problems include:

· poorly maintained vessels
· insufficient aids to navigation

· duplication and indistinct responsibility 

· lacking, outdated, or decrepit equipment for environmental protection and fire fighting, both on-shore and at sea 

· on-land storage of polluting or dangerous substances, some of which are in a derelict condition and un-bunded 

· inadequate cleaning and waste management operations and practices

· environmental health and safety procedures that are inviting accident and/or emergency

F.7. Stakeholders in the Project

· All Riparian States

· Port Authorities and other Relevant Bodies

· Shipping and Transport Companies

· Shipping and Transport Clients

· Caspian Environment Programme

· All Third Party Stakeholders in the Caspian Sea Environment

F.8. Integration into National and Regional Policy

The pre-requisite for all measures is the ratification and implementation of the international maritime agreements the Caspian riparian states have signed.

F.9. Environmental and Social Issues

Environmental Impact: 

· Substantial positive environmental impact (see objectives, justification)

· Transboundary impact

Social and Socio-economic Impact:

The project offers potential capacity building programmes and training.  Training will build new skills that are extensively sought to meet the labour demands of existing and planned international operations in the region. 

F.10. Technical Assistance

TA is required for the project.  

F.11. Important Risks / Assumptions

Assumptions:

· Equal participation of all states in development and adoption of project outputs and agreements. 

Risks:

· Isolated imposition or adoption of best practice, risking market distortions.

F.12. Project Outline and Preliminary Time Frame

The project would be developed and implemented in the following stages:  

· Component A - 5 months

· Component B - 4 months

It is expected that Components A and B will be undertaken by the same consultant, and that one will lead into the other.

ANNEX G: Protection of the Sea from Shipping Impacts and Accidents. Component B. Identification of Priority Projects for the Upgrade of Navigational Capacity, Ports and Handing Facilities.

Protection of the Sea from Shipping Impacts and Accidents. Component B. Identification of Priority Projects for the Upgrade of Navigational Capacity, Ports and Handling Facilities September 2001

Project Identification 


G.1. Project Title

IDENTIFICATION OF PRIORITY PROJECTS FOR THE UPGRADE OF NAVIGATIONAL CAPACITY, PORTS AND HANDLING FACILITIES 

G.2. Location

Regional

G.3. Project Sponsor / Ownership

CASPIAN ENVIRONMENT PROGRAMME

G.4. Project Objective

The Caspian Sea is the world’s largest inland body of water.  It is bio-rich, with some 

400  endemic species.  It’s well known oil and gas reserves are potentially the world’s third largest deposit.  It’s waters wash the shore of five countries, namely: the Republic of Azerbaijan, the Islamic Republic of Iran, the Republic of Kazakhstan, the Russian Federation, and Turkmenistan.  The Caspian Environment Programme was born out of a desire for cooperation among the five littoral countries, which have realised that a regional approach is the only way to protect their common heritage against mounting environmental threats. 

The high level of shipping traffic across the Caspian Sea poses a number of threats as well as direct impacts to the natural environment.  These are associated with numerous cargo, though the priority issue is recognised as those impacts and risks associated with the transport of oil.     

This study forms one of three components of an umbrella project (component c). The overall aim of the umbrella project is to reduce the pollution and hazards to the Caspian Sea posed through equipment, capacity, and operations deficits in current shipping practices. 

The project will be implemented through a combination of research and discussion aimed at fostering the development of measures which reduce both direct pollution and the risk of future pollution.  Physical development and institutional strengthening projects and programmes will also be identified and cultivated, targeting the facility and capacity deficits associated with a number the region’s individual ports.

The umbrella project consists of the following two components:

(a)  identification of risks and responsibilities posed through shipping to the Caspian Sea, and delivery of an international workshop;

(b)  identification of a portfolio of specific project requirements in the upgrade of navigational capacity, ports and handling facilities (this component). 

G.5. Component B - Project Description

The specific aim of this component is to identify and develop a portfolio of projects addressing the upgrade of navigational capacity, ports and handling facility deficits; that will ultimately reduce the risks of pollution from shipping related incidents to the Caspian Sea.  

The status of the Caspian has a bearing on the regional validity and enforceability of international shipping rules, regulations and conventions, such as IMO.  However, all riparian states have adopted certain international shipping rules and conventions.

The component will draw on any previous and parallel activities and research including both the Tacis INOGATE and TRACECA studies
.   It will also incorporate any findings and agreements advanced through the international workshop (held under component b).

The study will concentrate on the following principal locations and issues, identified through the TRACECA study, though will in no way be limited to them:

1.  Azerbaijan - Baku Bay and Dubendi Terminal

The 50 nautical miles approach to Baku International Seaport consists of a traffic separation scheme with four roundabouts.  The aids to navigation around the passage are insufficient and in a very poor condition.  The Port Control Centre, that is responsible for surveillance of traffic and navigational advice is in an unfavorable location, and  possesses neither binoculars nor operational radar equipment. 

Dubendi Terminal handles about 250,000 tonnes of oil per month.  It’s installations are in a derelict condition, facilities and materials for environmental protection and fire fighting are either damaged, or non-existent.  Basic safety precautions are commonly violated. 

2.  Kazakhstan - Aktau Bay

Aktau Port approach channel is just over 3 nautical miles, and is fairly well marked.   Two oil births are located at the lee side of the port’s breakwater.  The breakwater does not offer sufficient protection from a risk of rising sea levels.  Many installations at the births are corroded, including fire fighting and pollution combating units.  

The location of the Port Control Centre gives it restricted viewing of the port; no radar or binoculars are present.

3.  Turkmenistan - Turkmenbashi Port

The port is reached via a 15 nautical mile approach channel.  Navigation is dangerous with very poor marking.  Many of the buoys do not have distinguishable marking or lighting.  Of 39 necessary buoys, 9 are missing and 5 are out of order, and vessels cannot therefore enter and leave the port during darkness. Fire fighting and environmental protection equipment in the port is lacking.  

The Port Control Centre does not have a clear view of the bay; no radar facilities or binoculars are present.   

G.6. Project Justification

The Caspian Environment Programme is conceived as a framework for coordinated actions by the Caspian governments and international partners to achieve common goals focussing on the sustainability of the Sea.  One of these coordinated activities is to foster a collaborative spirit between the littoral countries, including common understandings of the responsibilities of governments and business toward the Sea. International guidelines should be adapted to regional conditions and adopted.  To achieve this requires their transfer by each government into national rules and regulations, or even laws governing a clear allocation of safety responsibility between the private and public sectors. 

The existing pollution and future risk of large-scale impact to the environment from shipping traffic is a significant concern. Problems include:

· poorly maintained vessels
· insufficient aids to navigation

· duplication and indistinct responsibility 

· lacking, outdated, or decrepit equipment for environmental protection and fire fighting, both on-shore and at sea 

· on-land storage of polluting or dangerous substances, some of which are in a derelict condition and un-bunded 

· inadequate cleaning and waste management operations and practices

· environmental health and safety procedures that are inviting accident and/or emergency

G.7. Stakeholders in the Project

· All Riparian States

· Port Authorities and other Relevant Bodies

· Shipping and Transport Companies

· Shipping and Transport Clients

· Caspian Environment Programme

· All Third Party Stakeholders in the Caspian Sea Environment

G.8. Integration into National and Regional Policy

The pre-requisite for all measures is the ratification and implementation of the international maritime agreements the Caspian riparian states have signed.

G.9. Environmental and Social Issues

Environmental Impact: 

· Substantial positive environmental impact (see objectives, justification)

· Transboundary impact

Social and Socio-economic Impact:

The project offers potential capacity building programmes and training.  Training will build new skills that are extensively sought to meet the labour demands of existing and planned international operations in the region. 

G.10. Technical Assistance

TA is required for the project.  

G.11. Important Risks / Assumptions

Assumptions:

· Equal participation of all states in development and adoption of project outputs and agreements. 

Risks:

· Isolated imposition or adoption of best practice, risking market distortions.

G.12. Project Outline and Preliminary Time Frame

The project would be developed and implemented in the following stages:  

· Component A - 5 months

· Component B - 4 months

It is expected that Components A and B will be undertaken by the same consultant, and that one will lead into the other..

ANNEX H: Baku Wastewater Focal Point Correspondence
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Dr Ali Hassanov,

Chairman, State Committee for Ecology,

Baku,

Republic of Azerbaijan.

Dear Dr Hassanov,

PIPP Component: Baku Wastewater

In your letter of 10th November 2000 you identified one of Azerbaijan’s 3 priorities for improving the environmental management of the Caspian to be municipal wastewater discharges. We believe that Baku and Sumgayit cities are currently the worst polluters and require urgent action. The main concern in Baku is the discharge of untreated or partially treated wastewater to Baku Bay, reducing the Bay’s amenity value and risking the spread of disease. There are also concerns over inadequate capacity of mixed storm and foul water systems, such that foul sewage can discharge onto the streets during storms.

Various studies have already been carried out which have identified the investment needs to improve wastewater management as well as several options to meet these investment needs. The minimum, emergency, level of work to reduce pollution of the streets and Bay is estimated to cost in the order of $ 140 million. Major investment of several hundred million dollars is eventually required. Potential investors might be institutional (e.g. World Bank, EBRD), private, or a mixture of the two. However, any investor attracted to the prospect will seek confirmation of the security of the investment. 

Institutional investors usually require government guarantees, but are also concerned that the fund generation capacity of the borrower will be adequate to service the loan. Although minimal work to improve the discharge to the Bay might be offered by an institutional investor with only the usual government guarantee,  they will probably also require some involvement of private management and/or equity in large public infrastructure projects, as a means of increasing the assurance of fund generation. This would be especially so for larger investments.

Private investors will usually expect to secure their investment through agreements that involve them in the management of the investment, including operation and maintenance and tariff collection. Private investors will normally also require conditions that ensure their ability to repatriate capital and profits and assure them that conditions of taxation, regulations and commercial freedom will remain relatively stable.

Although the government might prolong its policy of subsidising wastewater, in order to raise the repayments for a reasonable level of investment it is almost inevitable that wastewater charges will have to increase substantially. This raises the question of the consumer’s willingness to pay for a service that has historically been very cheap. Whereas citizens suffer considerably when potable water supplies are disrupted, wastewater removal is almost unnoticed. Drainage works well most of the time, albeit just removing the problem to another location (the Bay). For this reason, it has been found elsewhere that customers can more easily be persuaded to pay for the combined service of potable water supply and wastewater removal, and these two functions are now generally combined in one service provider. Charges are also combined, and the charge is often just linked to the amount of water consumed, which is, of course proportional to the  amount of wastewater discharged.

There are many models for the way in which the water supply and wastewater services could be restructured:

1)
At one extreme, the whole assets can be sold to an operator who must comply with the instructions of a Regulator. The Regulator also fixes tariffs, with reference to the investment that he requires the operator makes.  All investment could be private, thus completely removing the burden from government, but the resulting tariff would be high, and might not be affordable by customers. This system has been adopted in Britain, but there are difficulties in controlling cost and investment by monopolies.

2)
At the other extreme, the utility could remain in state hands, with some international management expertise being contracted in to provide advice and assistance. Such a system would be unlikely to attract private finance because management decisions would still be completely in state hands and thus not directly linked to market forces. Institutional investors would also be concerned that there would be inadequate guarantee of asset management and fund recovery.

3)
There are many models between these two extremes, and the greater the private involvement in management, the greater the chances of attracting both institutional and private finance. One such model, adopted in France, is for the state to retain ownership of the physical assets, but to give long-term contracts to operators, with pre-determined levels of service and investment. Tendering the contract at least partially fixes the tariff structure.

In summary, the most likely method of reducing environmental problems from Baku wastewater would result in the following:

· There will be some reform of the existing potable water and wastewater organisations, possibly including some private partnership or equity in the new arrangement;

· The potable water supply and wastewater system of Baku City would be improved in stages to the level that can be afforded by the consumers, or by the consumers with some government subsidy;

· The tariff system would be linked to potable water consumption only, as customers can better identify that service than wastewater disposal;

· The water tariff would rise considerably, although customers would also be more willing to pay because of the apparent improvement in service;

· The operation and maintenance of the water and wastewater system would be self-sustaining in the long term;

· The effluent discharged to Baku Bay would be considerably improved in quality and probably discharged far from amenity areas; and 

· There would be less risk of surface flooding by sewage on city streets after rainstorms.

All of the above points have positive implications for the government, except for the utilisation of management assistance from outside Azerbaijan and the inevitable considerable increase in tariffs and/or transparent subsidies. Thus, all the technical needs for the reduction of noxious effluents to Baku Bay are known, but political decisions need to be taken to initiate the process.

We, as the CEP PIPP component (including subsequent phases of assistance), could assist the decision makers by building on the previous studies, especially with regard to identifying the institutional restructuring and financing options and eventually by helping to prepare bidding documentation for the management assistance or partial or total privatisation.

We now seek your advice as to how to proceed. The existing water supply and wastewater disposal organisations are quite separate, and do not even have a common superior. Thus, the most important question of whether major reform of the institutions can be envisaged must be posed to a high level in government.  If this question has a negative response, then we would recommend that relatively modest works to improve wastewater discharges be proposed, to try to attract un-tied institutional funding. If there is the possibility of major reform, then the next step would be to work with the senior management of the existing utilities and higher decision makers to identify a model of reform that would attract the right level of investment.

Yours sincerely,

Stuart Gunn

ANNEX I: Candidate PIP Projects

Candidate PIP Projects

AZ001
Rehabilitation of existing offshore oil installations
Azerbaijan

AZ002
Pollution abatement and cleaner technologies in 
Azerbaijan

refineries and petro-chemical industry

AZ003
Reclaiming of Bibiheybat oil- and gas production unit
Azerbaijan

AZ004
Reconstruction of purification stations in Baku
Azerbaijan

AZ005
Rehabilitation of  the Khanlar salmon hatchery
Azerbaijan

AZ006
Reconstruction of the Baku intra-urban sewage 
Azerbaijan

AZ007
Combating erosion and deforestation in 
Azerbaijan

Yalama-Nabran Recreation Area

AZ008
Usage of equipment for collection of oil spilled from 
Azerbaijan

natural griffons on the bottom of the Caspian Sea

AZ009
Usage of equipment for collection of spilled oil and 
Azerbaijan

other organic pollutants from the surface and water on

 Apsheron peninsula

AZ010
Treatment of process water from Balakhanineft 
Azerbaijan

Oil&Gas Exploitation Unit

AZ011
Construction of the fish feed producing farms on Kura
Azerbaijan

 River

AZ012
Survey and mapping of the coastal area of the Azeri 
Azerbaijan

zone of the Caspian Sea.

AZ013
Decommissioning of abandoned near shore oil 
Azerbaijan

wells/derricks in Baku Bay

AZ014
Removal of shipwrecks in Baku Bay
Azerbaijan

AZ015
Recovery of oil products from oil sludge stored at 
Azerbaijan

Azerneftyag refinery

AZ016
Implementation of sustainable wastewater 
Azerbaijan

management practice in Apsheron Peninsula

AZ017
Development of the Database for  GIS for the 
Azerbaijan

processes of desertifcation in  the coastal zone of 

Azerbaijan

AZ018
Reconstruction of the Mardakan-Shuvalan sewage 
Azerbaijan

cleaning station

AZ019
Extend and rehabilitate the Govsan sewage treatment 


Plan







Azerbaijan

AZ020
Reconstruction of the sewage pumping station # 2
Azerbaijan

AZ021
Creation of preservation zones for rivers in Yalama 



District for preservation of fish population
Azerbaijan

AZ022
Treatment and recycling of wastewater from 



Azerneftyag refinery
Azerbaijan

AZ023
Preservation of the wetlands of the reserve "Ghyzil 
Azerbaijan

Aghadj"

AZ024
Preservation of rare and disappearing species of 


waterfowl and water-loving birds of the Caspian coast

 
of Azerbaijan
Azerbaijan

IR001
Investment in new type of fisheries (other than 
Iran

sturgeon) to promote sustainable use of bio-resources

IR002
New hatcheries / enhancement of existing hatcheries 
Iran

in the Gilan and Mazandaran provinces

IR003
Enhancement of existing sturgeon hatcheries in Iran
Iran

IR004
Introduction of small-scale sturgeon farming units in 
Iran

coastal provinces of Iran

IR005
Community-Based Sturgeon Aquaculture in Iran
Iran

KA001
Extension of sewage treatment plant in Aktau and 
 

reuse of treated sewage
Kazakhstan

KA002
Conservation of flooded oil deposit wells and 
 

exploratory wells
Kazakhstan

KA003

KA004
Major repairs and replacement of water-oil-gas mains


 
and flow lines
Kazakhstan

KA005
Assessment of flooded areas at the North-East coast 



of the Caspian Sea
Kazakhstan

KA006
 Automated system of observation for the water level 
 

and its adaptation to other information systems
Kazakhstan

KA007
Environmental mapping of the oil-field areas of the 
 

Caspian Sea region on the example of Mangystau 
Kazakhstan

oblast of Kazakstan.

KA008
Development of the Damage Assessment and 
 

Abatement costs calculation procedures for 
Kazakhstan

emergency oil spills by off-shore production of the oil 

and gas in the  Caspian Sea

KA009
Rehabilitation of the Koshgar-Ata sludge disposal site

Kazakhstan

KA010
Disposal of the liquid and solid radioactive wastes on 
 

MAEK site
Kazakhstan
KA011
Monitoring and re-estimation of amounts of the 
Local Governments, 

underground mineral water resources in Kulus-Melovy
Ministry of Natural 

 deposit to supply Aktau and surrounded residential 
Resources and 

areas and industrial enterprises with drinking water.
Environmental 

KA012
Re-use of disposed water on Mangyshlak Atomic 
Kazakhstan

Energy factory/kombinat

KA013
Utilization and processing of storage-pit oil in the 
 

“Uzen” oil-field.
Kazakhstan

KA014
Clean-up of oil polluted territories in Zhyloy oilfield 
Kazakhstan

(pilot project).

KA015
Establishment of a Pilot Real Time Storm Surge 
 

Warning System
Kazakhstan

KA016
Flood Alleviation for the Coastal Plain of the Caspian 
Kazakhstan

Sea 

KA017
Creation of a Caspian-HYCOS, Hydrological Cycle 
Kazakhstan

Observing System

KA018
Integrated study of effect of climatic changes and 
Kazakhstan

water development in the Caspian Sea Basin

KA019
Complex preservation of wetland-marsh protection; 
Kazakhstan

demonstration on three sites

KA020
Creation of the Biological Diversity Monitoring 
Kazakhstan

System ((Network)

KA021
Formation of the Environmental Tourism Structure
Kazakhstan

KA022
Creation of the Seasonal Reserved Area on the 
Kazakhstan

Flamingo and other water birds migration routes in 

Komsomolets bay and flooded areas in 

Mertviy(Dead) Kultuk and Kaydak

KA023Creation of economic mechanism to stimulate 

  Kazakhstan

protection of flora and fauna bioresources of Caspian

KA024
Amelioration of sturgeon spawning areas in Ural river 
 Kazakhstan

and its mouth

KA025
Development of protection measures against moving 
  Kazakhstan 

sands, Insatay rayon

with the participation of the Republic of 
Turkmenistan

KA026
Measures to rehabilitate the technogen desertification 
   Kazakhstan 

on the example of the Ozen oil field
with the participation of the Azerbaijan Republic

KA027
Organization and facilitation of ecotourism in the 
Kazakhstan

preserved semi-island Tupkargan

KA028
Protection of habitats and wetlands from the 



impact of the sea level fluctuations
Kazakhstan


KA029

KA030
Implementation of measures to reduce the damage 


from flooding due to the sea level rise
Kazakhstan

KA031
Establishment of the Internationally Important 


Especially Protected Areas
Kazakhstan

KA032
Poaching Control
Kazakhstan

KA033
Organization of Northern Caspian Ecosystem 
 

Environmental Monitoring and Pollution Prevention 
Kazakhstan

System

KA034
Study and Assessment of the Calamity Origin in 
 

Beyneu  District of Mangystau oblast under the 
Kazakhstan

Influence of the Aral Region

KA035
Wind Power Station in Atyrau Oblast
Kazakhstan

RU00
Establishment of a regional enforcement body for 
Russia

control of illegal fishing and trading

RU00
Rehabilitation of regional hazardous wastes and oil 
Russia

spill response (OSR)  means in SMPCSRA’s divisions

RU00
Supply of the Units of "Gosmorspaslujba" of Russia 
Russia

with Oil Spill liquidation equipment in the Russian 

Sector of the Caspian Sea

RU00
Up-grade the Russian Caspian-Sea ports and their 
Russia

reception facilities
RU00
Development of the fish industry protection in a 
Russia

condition of increased oil production in the Caspian; 

Comprehensive ecosystematic shooting of the sea in 

order to rectify existing fish stock; development and 

implementation of hydroacustic methods of the f

RU00
Reconstruction and Capital Renewal of 7 Sturgeon 
Russia

Hatcheries in the delta of Volga river

RU00
Construction of 5 transportation Vessels to deliver 
Russia

sturgeon fingerlings to grazeries in the North Caspian

RU00
Reconstruction of several fishladding channels in the 
Russia

delta of Volga (Kirovski, Gandurinski, Igolkinski, 

etc.), amelioration of Kubyakin bank in the Terek's 

delta, reconstruction of fishladding channels in Ural's 

delta

RU00
Amelioration of natural spawning places: for sturgeon 
Russia

in area of 150 ga; for halfpassing fish 220 th ga in the 

downstream of Volga

RU01
Accomplish Reconstruction of Nijnetersk and Karakol
Russia

 spawning-breeding ponds in the delta of Terek

RU01
Create a spawning-breeding pond on the basis of the 
Russia

isolated south part of Agrakhan bay 

RU01
Increase kutum(a fish) production on the Sulak 
Russia

Sturgeon hatchery, Samur hatchery, and 

Novobiruzyak hatchery

RU01
Evaluate current stock of the seal population using 
Russia

air-photography and develop bio-economical 

verification for renewal of the Caspian seal catches

RU01
Preservation of the Liana forests in the delta of Samur
Russia

 river in Dagestan, having importance for the water 

supply of Derbent city

RU01
Rehabilitation of the water supply and sewage 
Russia

facilities in the Volga River Mouth

RU01
Creation of a health-resort zone in the delta of Samur 
Russia

river nearby the National Park in Dagestan

RU01
Provide water inspection service of the Astrakhan's 
Russia

Goskomecology with inspection vessels for an 

inspection area not limited to Astrakhan oblast 

RU01
Construction of a ROS type factory to produce RZU 
Russia

(designed by A.P. Tarasov)

RU01
To create All-Caspian emergency oil pollution 
Russia

prevention service

RU02
Expansion of waste treatment facilities at 
Russia

"Yug-tanker"

RU02
Rehabilitation of a wastewater / sludge treatment 
Russia

facility

RU02
Reconstruction of a sewage treatment facility in 
Russia

Astrakhan city

RU02
Creation of the System of Population and Environment
Russia

 Safety in Connection with an Intensification of Oil 

and Gas Production and Transportation in the Caspian

 Region (Pilot Project for the Republic of Dagestan)

RU02
Creating an infrastructure to ensure protection and 
Russia

sustainable development of 

Bogdinsko-Baskunchaksky, Illmennoy-Burovoy, Berli

 Sands and Stepnoi state reserves

RU02
Elimination of obsolete storage sites for oil-containing
Russia

 industrial waste and rehabilitation of polluted areas

RU02
Protection of the European Population of Saiga 
Russia

Antelope in the Northwestern Region of the Caspian 

Sea

RU02
Rehabilitation of Black Lands Subject to 
Russia

Desertification in the Republic of Kalmykia

TU001
Improvement of water supply systems in desert zones
Turkmenistan

TU002
Clean-up of the territory at the Cheleken chemical 
Turkmenistan

factory

TU003
Water distillation plant in the city of Turkmenbashi
Turkmenistan

TU004
Use of groundwater for irrigation of pastures in 
Turkmenistan

Western Turkmenistan

TU005
Treatment of oil production process water and re-use 
Turkmenistan

of this water for agriculture

TU006
Recreation of the destroyed landscapes of Cheleken 
Turkmenistan

island on Turkmen coastal area of the Caspian Sea

TU007
Protect communication and infrastructure lines along 
Turkmenistan

coastal zone from sandy winds and erosion

TU008
Pilot project to create green zone around Belek 
Turkmenistan

settlement

TU009
Protection of the Jebel-Cheleken road from the sand 
Turkmenistan

banks

TU010
Establishment of wastewater treatment and reuse 
Turkmenistan

facilities in Turkmenbashi

TU011
Study of Protistofauna of vertebrates at Ogurchin 
Turkmenistan

Island of the Caspian

TU012
Studying of peculiarities of the ecology and 
Turkmenistan

helminthofauna of vertebrates of Ogurchin Island

TU013
Establishment live cultures of macromicetes (a rare 
Turkmenistan

fungus)  in a museum

TU014
Environmental Education of the wide population strata
Turkmenistan

 in desertification processes in the city of 

Turkmenbashi

TU015
Study of relict, rare and disappearing species of 
Turkmenistan

plants in southern-eastern coast of the Caspian Sea 

and ways of preservation.

TU016
Use of subterranean waters for irrigation of pasture
Turkmenistan

TU017
Development of short-term tourist routes on a 

mountaneous-deserted zone in Turkmenistan

Turkmenistan


TU018
Evaluation of the recreational resources potential of 

the Turkmen coast of the Caspian sea


Turkmenistan


X001
Renovation of offshore production units in Azerbaijan 
 Azerbaijan and 

and Turkmenistan
Turkmenistan

X002
Establishment of reception facilities for tanker ballast 
All Littoral to Caspian 

water in the riparian countries of the Caspian Sea
states
X003
Renovation of the wastewater treatment plants
Azerbaijan,

 in the Refineries
Kazakhstan,


Turkmenistan

X004
Pollution Prevention and Control Measures in Fish 
Azerbaijan, I.R. Iran, 

processing industries 
Russia, Kazakhstan, 

Turkmenistan

X005
Pollution Prevention and Control Measures in the 
Azerbaijan, I.R. Iran, 

Power Plants
Russia, Kazakhstan, 

Turkmenistan

X006
Pilot project for pollution prevention and control 
Azerbaijan, Russia, 

measures in shipyards
Turkmenistan, 



I.R. Iran

X007
Training in Environmental Auditing and Environmental 
Azerbaijan, I.R. Iran, 

Management
Russia, Kazakhstan, 

Turkmenistan

X008
Rehabilitation of the Municipal Wastewater Treatment
Azerbaijan, I.R. Iran, 

 Plants located at the big cities in the Caspian Region.
Kazakhstan, Russia, 

Turkmenistan

X009
Establishment of Monitoring Programme
Azerbaijan, I.R. Iran, 

Kazakhstan, Russia, 

Turkmenistan

X010
Rehabilitation of the Chemical Inorganic and Organic 
Azerbaijan, I.R. Iran, 

Industries
Kazakhstan, Russia, 

Turkmenistan

X011
Study of a degree of petroleum pollution of islands of 
Azerbaijan,Republic of
 the Caspian sea and development of measures on their
 

 cleaning and restoration of a biodiversity on those 

islands.

X012
Support to the Recovery of Caspian Sturgeon 
Russia, Kazakhstan

Populations

X013
Implermentation of a Monitoring and Information 
all litoral countries

System for the Caspian Sea

X014
Establishment and equipment for laboratories in the 
to be determined

Caspian region
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(�) Identification of national priority problems.  CPC Workshop, Baku, April 2001


� Assessment of Pollution Control Measures; Report from EU-Tacis Caspian Environment Programme, Phase 1, May 2000


� Industrial Survey – Part II: Environmental Performance and Pollution Prevention Measures; Report from EU-Tacis Caspian Environment Programme, Phase 1, May 2000





(�) a study was previously undertaken, and updated in 1996.  The research was funded by the Administration of Atyrau at a cost of $200,000.  The objective was to identify households and livelihoods at risk through sea intrusion, and also to locate wells which were at risk.


� INOGATE  Report, 2000, Tacis.   TRACECA Traffic and Feasibility Studies 2000, Tacis.  Feasibility study on the rehabilitation and modernisation of navigational aid systems in Caspian Sea ports.


� INOGATE  Report, 2000, Tacis.   TRACECA Traffic and Feasibility Studies 2000, Tacis.  Feasibility study on the rehabilitation and modernisation of navigational aid systems in Caspian Sea ports.
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