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2 Policy, Regulatory and Administrative Framework

2.1 Introduction

The ACG Full Field Development (FFD) Phase 1 Programme is subject to the terms and conditions of the ACG Production Sharing Agreement (PSA). Using the PSA Appendix IX Environmental Standards as a basis, the AIOC partners developed and approved the Phase 1 Health, Safety & Environment (HSE) Design Standards in 1999. These were based on and incorporated elements of international standards.   

Beyond the framework of the PSAs and Phase 1 HSE standards, the project will also be undertaken with due regard to international conventions as ratified by the Azerbaijan government. In addition, as some member companies of AIOC may seek funding from International Finance Institutions (IFIs), AIOC has consulted with the major lending institutions in regards to their requirements.  Applicable national and international guidelines and standards have also been reviewed as part of this ESIA in order to ensure that the development is undertaken in a sustainable manner.  

Figure 2.1 provides a visual summary of legislative framework relevant to the ACG Phase 1 project.

Figure 2.1 – Legislative Framework of ACG Phase 1 Project
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The following sections present an overview of each of these key elements of the legal and policy framework for the ACG FFD Phase 1 project.

2.2 The ACG Production Sharing Agreement

The ACG PSA is the legally binding agreement for the joint development and production sharing for the Azeri and Chirag Fields and the Deep Water Portion of the Gunashli Field in the Azerbaijan sector of the Caspian Sea. This contract, between the State Oil Company of Azerbaijan Republic (SOCAR) and AIOC was made and entered into in Baku on the 20th September 1994; it was enacted into Azerbaijan law in December 1994. Under the terms of the PSA, AIOC has the right, until 2024, to develop and produce hydrocarbons from the ACG offshore fields. The conduct of operations should be undertaken with respect to the general environment, other natural resources and property, with the order of priority being the protection of life, environment and property.

According to Article 26.3 of the PSA, AIOC shall comply with the present and future Azerbaijani laws or regulations of general applicability with respect to public health, safety and protection and restoration of the environment to the extent that such laws and regulations are no more stringent than current international petroleum standards and practices at the execution date of the PSA. In addition, the environmental standards that must be met throughout the contract life are stipulated in Appendix IX of the PSA. 

The requirement to prepare environmental documentation, including an Environmental Impact Assessment of any new facilities, and gain approval from the Azerbaijan Ministry for Ecology and Natural Resources (MENR) is also a condition of Appendix IX Section II B of the PSA.  

The environmental standards and practices set out in the ACG PSA are provided in Appendix 1.

2.3 ACG Phase 1 Health, Safety & Environment (HSE) Design Standards

In 1999, AIOC partner Contracts Management Committee (CMC) approved a set of HSE standards for the design of Phase 1.  These standards built upon the standards set out in the PSA, taking into consideration international standards and local environmental conditions.   The Phase 1 HSE Design Standards serve as the standards that AIOC has self-imposed for Phase 1 engineering design. Therefore, while the PSA is the legal basis for conducting operations, these standards seek to supplement, enhance and further define those set forth in the PSA. 

The Phase 1 HSE Design Standards have been presented to the MENR as part of the Full Field Development Environmental and Socio-Economic Overview Document, which was approved by the MENR in June 2001. These standards are provided in Appendix 2. 

2.4 International Conventions

The Azerbaijan Republic has entered into and ratified a number of international conventions, many within the last year.  Although not required by the PSA, AIOC will endeavour to assist the government in meeting their obligations with respect to these conventions.  The conventions relevant to the ACG FFD Phase 1 development include: 

· 1992 Convention on the Protection and Use of Transboundary Watercourses and International Lakes;

· 1985 Vienna Convention for the Protection of the Ozone Layer and Montreal Protocol (1990) and Copenhagen amendments (1992);

· 1979 Convention on the Conservation of European Wildlife and Natural Habitats (Bern Convention);

· 1972 Convention for the Protection of the World Cultural and National Heritage;

· 1992 Convention on Biological Diversity;

· 1994 Convention on Combating Desertification; 

· 1971 Convention on Wetlands of International Importance Especially as Waterfowl Habitat, Ramsar;

· Applicable International Labour Organisation conventions; 

· 1973 Convention on the Prevention of Pollution from Ships and Protocol 1978 (MARPOL 73/78 Annexes I and II);

· 1972 Convention on the Prevention of Marine Pollution by Dumping of Wastes and Other Matter (The London Convention); and 

· 1992 United Nations Framework Convention on Climate Change.

· 1991 Convention on Environmental Impact Assessment in a Transboundary Context (Espoo Convention);

· 1998 Convention on Access to Information, to Public Participation in the Decision Making Process and the Administration of Justice concerning Environmental Matters (Aarhus Convention);

The following conventions are particularly relevant to the ESIA process for the Phase 1 development:   

1998 Convention on Access to Information to Public Participation in Decision Making Process and the Administration of Justice concerning Environmental Matters (Aarhus Convention)

The objective of the Convention is to guarantee the rights of access to information, public participation in decision-making, and access to justice in environmental matters, in order to protect people’s rights to a healthy environment. The convention sets out the following:

· Obliges public authorities to make sure that environmental information is available to the public upon request without discrimination and without having to state an interest.  Although provisions are made for limitation of access to certain types of environmental information, this limitation is not strict and should take into account the public interest served by the disclosure.  The Convention encourages public authorities to collect environmental information regularly and disseminate it in the form of computerised and publicly accessible database.

· Entitles the public to participate in the environmental decision-making concerning a wide range of economic activities, not only those covered by environmental impact assessment procedures.  Government authorities should ensure that the public is involved at as early stage of the project planning as possible when various project options are open for discussion. Public participation should also take place in the preparation of environmental plans and programmes, and to a lesser degree, in the preparation of policies.

· Ensures that anyone who considers that his or her request for information has been inadequately dealt with has access to court for a review procedure.

1991 Convention on Environmental Impact Assessment in a Transboundary Context (Espoo Convention)

This Convention was signed in Espoo, Finland by governments of European Countries, the United States and the European Community in 1991.  Azerbaijan later ratified the Convention in 1999.  The main objective of the Convention is to promote environmentally sound and sustainable economic development, through the application of ESIA, especially as a preventive measure against transboundary environmental degradation.  

Although the Convention does not specifically deal with public participation in environmental decision-making, it sets forth the requirement for a country in which a proposed activity is to be undertaken to provide an opportunity for involvement in the ESIA process to the public of those countries likely to be affected.  Comments on the project are then fed back to the project country’s relevant authorities for consideration. Therefore under the terms of this Convention, Azerbaijan is required to notify other contracting states if there is a potential impact upon their environment, resulting from a development on the territory of Azerbaijan including its waters. This notification can be done directly or through a third party coordinator.

However, in the strictest sense, the Espoo Convention is only applicable if both the party conducting a proposed project and the affected party have ratified the Convention.  The only other Espoo signatory parties bordering Azerbaijan or the Caspian include Armenia and Kazakhstan.  Should potential transboundary impacts to these countries be identified, these countries should be notified of the project by the relevant Azerbaijani authorities. Notified countries are required to respond as to whether they wish to participate in the ESIA process.  Should these countries wish to participate, Azerbaijan should ensure that the public of these countries be provided with the opportunity to participate in the ESIA process equivalent to that provided to the public of Azerbaijan.  

1992 Convention on the Protection and Use of Transboundary Watercourses and International Lakes

The main objective of this Convention is to prevent, control or reduce any transboundary impact resulting from the pollution of transboundary waters caused by human activity.  Transboundary waters are defined as those surface or ground waters that are located on or pass into the boundaries of another convention state. As the Caspain is bordered by four other states, two of which are Parties to the convention, it is considered a transboundary watercourse. Article 16 of the Convention contains requirements for public information.  Under these requirements, Azerbaijan should  ensure that information on the conditions of transboundary waters, measures taken to control, reduce and mitigate transboundary water pollution, and effectiveness of these measures are made available to the public.  The information that should be  made available to the public includes:

· water quality objectives;

· permits issued and the conditions required to be met; and

· results of analysis of water sampling carried out for monitoring and assessment, and results of checking compliance with water quality objectives.

The Parties have to ensure that the information is made immediately available to the public of their states, and is free of charge.  Azerbaijani authorities should provide the information to littoral Parties of the convention, which include the Russian Federation and Kazakstan, upon reasonable payment.

1973 Convention on the Prevention of Pollution from Ships and Protocol 1978 (MARPOL 73/78 Annexes I - II)

As a signing member to the International Maritime Organisation (IMO) MARPOL 73/78 Convention (Annex I and II to date), Azerbaijan may also seek to adhere to the standards regulating certain discharges from ships.  The MARPOL definition of a ship includes fixed or floating platforms, therefore the Azerbaijani government may view the ACG FFD Phase 1 development in this category.  At the outset however, it is important to point out, in the international arena, the application of Marpol 73/78 to platforms is not settled and has not been interpreted uniformly by all states.  

The requirements of this convention are set out below.    

Annex I of this convention is primarily aimed at oil tankers and sets standards for ships including retaining oily wastes on board, oil/water separation, discharge monitoring systems, segregated ballasts, crude oil washing and double hulls. However, all ships, including platforms, are to be regulated in terms of machinery space discharges; in effect, machinery space discharges are only allowed under the following conditions:

· the ship is not in a special area (the Caspian is not considered a ‘special area’ under this convention);

· the oil content is < 15 parts per million (ppm) oil in water;

· the ship is proceeding en route; and 

· the ship has oil discharge monitoring and control system and oil filtration equipment.

In addition, an emergency plan for oil pollution response is also required under a 1991 amendment. 

Annex II of this convention sets mandatory discharge criteria for noxious substances (or mixtures containing noxious substances) carried in bulk. As it is likely that substances will be transported in bulk for FFD Phase 1 (e.g. diesel for refueling), the Azerbaijani government may seek to apply this Annex. The substances are categorised  into four categories with Category A being the most hazardous.  The Annex prohibits release of these substances according to the following parameters:  

· maximum quantity of substance that may be discharged;

· speed of ship;

· distance from nearest land;

· depth of water;

· maximum concentration in the ship’s wake; and

· dilution of substance prior to discharge.

Discharge of any noxious substance is prohibited within 12 miles of the nearest land and more stringent requirements are in force for special areas (the Caspian is not considered a special area). Category A discharge to a reception facility is mandatory unless the discharge occurs from a completely emptied, washed tank to which clean water has been added.

2.5 International Finance Institution Environmental and Social Guidelines

As external project finance may be sought on behalf of some shareholders of AIOC, environmental and social standards, practices and guidelines set forth by International Finance Institutions (IFIs) have been reviewed in the preparation of this ESIA. Potential IFIs include: 

· World Bank Group (WBG) including potentially the International Finance Corporation (IFC) and Multilateral Investment Guarantee Agency  (MIGA)

· European Bank for Reconstruction and Development (EBRD)

· United States Export-Import Bank (US ExIm)

· Overseas Private Investment Corporation (OPIC)

· Other Multilateral Lending Agencies (MLAs)

· Other Export Credit Agencies (ECAs)

World Bank Group

The World Bank Group (WBG) comprises a number of organisations for private investment projects including the International Finance Corporation (IFC) and Multilateral Investment Guarantee Agency (MIGA). WBG members apply industry-specific guidelines set out in the World Bank’s Pollution Prevention and Abatement Handbook (PPAH). For the most part, where a guideline is not covered in the PPAH, the IFC has developed a guideline. Therefore used in conjunction with each other, these guidelines cover the major industries, including both onshore and offshore oil and gas development projects.  In particular, the following policies and guidelines from the WBG have been reviewed as part of FFD Phase 1:

· IFC Environmental, Health and Safety Guidelines, Oil & Gas Development (Offshore), 2000

· World Bank Standards, Oil & Gas Development (Onshore), 1998

· World Bank Operational Policy 4.01, Environmental Assessment

In addition, a number of EBRD policies and guidelines were also reviewed as part of FFD Phase 1 as follows:

· EBRD Public Information Policy, 2000

· EBRD Environmental Procedures

2.6 National legislation

As indicated in Section 2.1, the ACG PSA sets out the national environmental legislation specific to the exploration and development of the contract areas.  As part of the ESIA process, other national environmental legislation was also reviewed for the Phase 1 projects. Particular regard was given to the Environmental Impact Assessment process.

2.6.1 Environmental impact assessment

In Azerbaijan, major private and public developments require the preparation of an ESIA. The objective of the ESIA process is to provide a means whereby adverse impacts can be identified and either avoided or minimized to acceptable levels.  

The fundamental principle of the ESIA is applied by the MENR using the Law of the Azerbaijan Republic on Environmental Protection, August 1999 and the Handbook for the Environmental Impact Assessment Process published in 1996 with the assistance of the United Nations Development Programme.  The handbook includes requirements for scientific expertise and public consultation. Following its submission to the Ministry, the document is reviewed for up to three months by an expert panel. 

AIOC/BP has incorporated the elements of this handbook in the Phase 1 ESIA process. 

2.6.2 Azerbaijan regulatory agencies

The main regulating environmental body is the MENR, recently formed from the merger of four state organisations comprising the State Committee for Ecology, State Committee for Hydrometeorology, State Forestry Committee, and the State Committee for Geology. This body is responsible for the following:

· development of draft environmental legislation for submission to the Supreme Soviet (Milli Mejlis);

· implementation of environmental policy; 

· enforcement of standards and requirements for environmental protection;

· suspension or termination of activities not meeting set standards;

· advising on environmental issues; and

· expert Review and approval of environmental documentation, including Environmental and Socio-economic Impact Assessment

In addition, the responsibility for implementation of the requirements set out in international environmental conventions ratified by the Azerbaijan Republic lies with the Ministry. Further definition of the roles and responsibilities of this new organisation are anticipated within the next few months as the reorganisation proceeds.
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