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would like to see in Georgia — a prosperous and stable neighbor or still “a prisoner

of its imperial past”.84

As Russian experts have admitted, Russia’s strategic partners that have been
opposing to the formation of the transport corridor of Europe-Caucasus-Asia

include Iran and Armenia.”

The coincidence of the Russian and Iranian interests with respect to the Caspian
energy resources (and not only in that, but also in some other respects) has been
reported by Russian®® and Iranian® experts. Both almost entirely share skepticism

about the economic aspects of the BTC pipeline.88

According to common belief, Iran has a geographic disadvantage as the key
customers of the Caspian energy resources are mostly interested in the east-west

infrastructure rather than the unnecessary extension of the oil transportation route

through the Persian Gulf.®

In this connection, it must be underlined that with respect to Georgia Iran does
have some realistic interests: Georgia represents a significant section of the

transport corridor that links Iran with Europe.”

At the same time, we cannot agree with those who argue that oil and, in general,
energy resources of the Caspian region will inevitably pave the way for the
progress of the region’s nations and that the US by their exclusion of Iran from the
oil pipeline schemes have set up obstacles to that progress.” First of all, a number of
nations serve as examples that oil and energy resources do not necessarily ensure
such progress,” which has already been mentioned above; secondly, it cannot be
taken for granted that the exclusion of Iran from and the inclusion of new nations

in the pipeline routs will prevent the progress of these latter.

It must be noted that Iran has welcomed regional cooperation as a tool for peace

and stability in the region, which, by itself, is a positive sign.”
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In conclusion, it may be stated without any doubt that the implementation of the
BTC pipeline contributes to the growth of Georgia’s role in both the Black Sea and
the Caspian regions. At the same time, successful exploitation of its transitional
function in the future will depend on irreversibility of democratic transformations,
and consistent pursuance of the strategy of integration with the European and

Transatlantic organizations.



6. The Baku-Tbilisi-Ceyhan Pipeline: Implications for
Turkey

Zeyno Baran

Despite enjoying the myriad benefits of its strategic location - at the crossroads of
Western Europe, Russia, the Caucasus and the Middle East - and of its significant
mineral reserves and its young, dynamic population, Turkey is yet faced with a
serious long-term strategic threat: energy dependence. Lacking major oil and gas
reserves of its own, Turkey is nearly 650 dependent on imported energy supplies.
Worse, this figure is expected to increase to 75% over the course of the next two
decades. In order to contend with this growing threat, over the last decade Turkish
policymakers have wisely chosen to take full advantage of their strategic location.
Recognizing that control of energy transport corridors can be almost as important
as control of energy supplies, they turned their attention towards one of the most
important projects that Turkey has ever undertaken: the Baku-Tbilisi-Ceyhan
(BTC) oil pipeline.

The pipeline, which will transport up to so million tons per year starting at the end
of 2005, runs from the Azerbaijani capital on the Caspian Sea, up through Georgia,
and down to the Turkish Mediterranean port of Ceyhan. Together with a parallel
gas pipeline, it is undoubtedly the key link in the so-called “East-West
Transportation Corridor” planned by Turkish and other government officials to
connect the oil and gas fields of Central Asia and the South Caucasus with the

markets of Western Europe.

For Turkey, the BTC pipeline project has from the start been seen as a project
primarily of geopolitical importance. In fact, the issue of direct economic benefits
to Turkey was barely even mentioned in the initial discussions. Despite the absence
of strong economic arguments in favor of the project, the strategic and security
advantages of BTC were widely recognized by the public. In turn the BTC pipeline
was greatly supported by majority of the Turks and has encountered no perceptible

political opposition.

This essay briefly discusses the geopolitical relevance of BTC for Turkey,
including an overview of how and why Turkish decision-makers ensured its

commercial viability. It then evaluates the prospects for direct and indirect
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economic and social benefits to Turkey of the BTC project, before in the end
addressing the impact of the BTC project on Turkey’s relations with various
players in the region as well as the EU and the U.S.

Geopolitical Pipeline

By the early 1990s, a consensus had emerged in Turkey regarding the necessity of
constructing a major new oil pipeline on the East-West route. It did so for several
reasons: first, following the Gulf War, the Kirkuk-Yumurtalik pipeline that had
been transporting Iraqi oil to the Turkish Mediterranean port of Ceyhan was closed
in August 1990 under UN Security Council resolution 661." As a result, the Turkish
economy suffered hugely from the loss of revenues. Realizing that the Ceyhan port,
controlled by the state-owned pipeline company BOTAS, is a world-class facility at
which large tankers can easily and efficiently load cargo and transport it to world
markets, Turkey has long wanted Ceyhan to eventually turn into a major

international oil hub.

The second reason was based on a realization that the potential value of Central
Asian and Caspian oil reserves would be tremendously greater if Western
consumers were to have access to them. Without a safe and secure route out of the
landlocked Caspian Sea, these reserves have little value. With that safe and secure
route terminating in Ceyhan, Turkey would also receive enormous leverage in the

region.

A third and related reason was that, as a NATO ally and strategic partner of the
United States and Western Europe, Turkey believed that it was best suited to enjoy
such leverage. Unlike competing potential suppliers such as Iran and Russia, a
Turkish partnership with the newly independent states would help to cement their
future integration into regional and international institutions—and also increase
Turkey’s strategic importance. Indeed, this project has during the last decade been
the anchor in U.S.-Turkey relations as well as the key glue of the Turkey-

Azerbaijan-Georgia trilateral partnership.

As suggested, Turkey was not the only state whose thinking was rooted primarily
in geopolitics. The Russian government pushed for the entirety of Azerbaijani and
Kazakh oil production to be sent to markets via Russian networks (whether
existing or newly-created) so that it maintained its monopoly over these countries’
political and economic futures. For its part, Iran hoped to use its geographic
location (the route across Iran to the Persian Gulf is the shortest distance to open

waters from the Caspian) to achieve its geopolitical goal of greater influence over

" The Iraq-Turkey pipeline was only partially reopened in 1996, and returned to full capacity only in 2000. It has
been shut down since 2003 due to regular attacks on the pipeline.



Turkey 105

its northern neighbor. The young states were too weak to on their own resist the

pressure and the temptation these two oil-producing countries offered.

At the same time, they knew that shipping their oil to markets via countries that
themselves had huge oil fields would not provide them with long term energy
security. Hence, the leaders of Azerbaijan and Kazakhstan decided that a routing
through a non-oil-producing, NATO member country would provide them with
the best long-term energy security. However, even with this decision, only direct,
high-level U.S. involvement ensured that the BTC pipeline would work for
Azerbaijan. As explained below, the Kazakhs chose the Caspian Pipeline
Consortium (CPC) as their first major pipeline to carry Kazakh oil via Russia to
the Black Sea, and Kazakhstan is currently in serious negotiations to send

significant volumes of oil from Aktau to the BTC pipeline.

The decision of whether or not to invest in the BTC ultimately had to be reached
by the oil companies operating the Azeri-Chirag-Guneshli (ACG) field in
Azerbaijan. The Azerbaijani International Operating Company (AIOC)
consortium clearly preferred the cheapest option for exporting oil to the markets
and initially balked at the cost of the BTC, especially when they considered the
shorter Baku-Supsa option.” This would entail the construction of a relatively short
pipeline from Baku to the Georgian Black Sea port of Supsa, where the oil would be
loaded onto tankers and then transported via the Turkish Straits to world markets.
Turkey had initially promoted this route also, believing that any East-West option
was preferable to shipment north to Russia or south to Iran. They hoped that once
companies were accustomed to shipping oil westwards, it would then be easier to

subsequently shift supplies to a BTC pipeline.

In 1995 the AIOC consortium chose Baku-Supsa as well as the Baku-Novorossiysk
route (that would transport Azerbaijani oil to the Russian Black Sea port of
Novorossiysk) as “Early Oil” pipelines to transport initial production to markets,
thus satisfying both Russian and Turkish interests as well as their own commercial
ones. The U.S. became actively engaged in the pipeline projects following the
celebration of the beginning of the Early Oil project in Baku in November 1997,
attended by the U.S. Energy Secretary as well as the Turkish and Russian prime
ministers. The presence of such high-level officials clearly underlined the

geopolitical importance of the projects.

Once these two shorter pipelines began operation, the Turkish Foreign Ministry
began to strongly promote the BTC pipeline. One of Ankara’s key arguments in
favor of the rapid construction of the main BTC pipeline was based on the

logistical, environmental, and security problems raised by a dramatic increase in

* The AIOC’s first preference was to construct a pipeline from Azerbaijan to Iran, but the sanctions on Iran and
tense Azerbaijan-Iran relations ruled out this option.
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traffic through the Turkish Straits. With additional oil coming to the Black Sea
from these two pipelines, as well as from the CPC pipeline, the narrow and
overcrowded Turkish Straits linking the Black Sea and the Mediterranean would be
clogged by increased tanker traffic—at levels which would eventually become
unsustainable. In addition to the environmental health and security of the Straits
themselves, the physical security of Istanbul, a city of close to 15 million people and
of incomparable world cultural heritage, could be damaged in case of a major
accident. The BTC pipeline would provide an alternative to transporting large
amounts of crude oil through the Turkish Straits, and most importantly, directly
through the heart of this huge city poised on both sides of the Bosporus. BTC
would bypass this choke point, delivering oil directly to a safe, deep-sea port.

Hence, the Turkish approach was to consider the Turkish Straits not solely as a
transportation corridor, but rather as a highly sensitive lifeline of Istanbul and the
Black Sea region. The companies, on the other hand, considered the Straits to be
commercially the cheapest option as opposed to pipelines for the transportation of
Caspian oil. It took several more years for the companies internalize the risks
associated with the Straits and recognize that the BTC pipeline was in the long

term commercially a more sustainable option.

The BTC pipeline project gained momentum following the October 29, 1998
Ankara Declaration by Azerbaijan’s Heydar Aliyev, Georgia’s Eduard
Shevardnadze, Kazakhstan’s Nursultan Nazarbayev, Turkey’s Suleyman Demirel
and Uzbekistan’s Islam Karimov, witnessed by then-U.S. Energy Secretary Bill
Richardson. This declaration, which expressed strong support for the BTC main
pipeline, was notable most especially because of Kazakhstan’s participation. It was
important because, at the time, it was unclear whether there was sufficient oil in
Azerbaijan to justify a major new pipeline. (Today, such fears have been revealed
as unwarranted—in fact, in order to accommodate eventual Kazakh participation
over the next decade, the pipeline may need to be expanded.) For Turkey, the
extension of the oil pipeline to Kazakhstan also meant that Ankara would have an
important connection to Kazakhstan. (A second part of the Ankara declaration was
support for the Turkmenistan-Caspian-Caucasus-Turkey-Europe gas pipeline
project to enable Turkey to diversify its gas supply and turn itself into a major gas

hub and transit country for European markets.)

Despite the political support behind the BTC project and the increasing
understanding of the danger of the Bosporus chokepoint, the oil companies
remained reluctant. They needed commercial incentives to commit to a
complicated pipeline project that would cross three countries with various
economic and political difficulties. They were relieved when the Baku-Supsa
pipeline became operational without incident in April 1999, marking the completion

of the first non-Russian East-West pipeline. After BP completed its acquisition of
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Amoco in April 1998, it became the principal operator of the AIOC consortium—
simplifying operations, as political leaders only had one main company to deal
with. The strong commitment of the three countries to make the BTC pipeline
commercially viable, as well as the continued close participation of the United

States, played a huge role in the companies’ final positive decision.

The Turkish government realized that, in order to convince the companies to agree
to the pipeline, it needed to make serious concessions, especially a guarantee of
coverage for cost overruns. While the Turkish section of the BTC, like the other
sections, would be fully financed by the BTC investors, given that the pipeline is
longest in Turkey (of the pipeline’s 1,768 km, the Turkish section is 1,076 km in
length), and that BOTAS was to be the turnkey contractor, Turkish concessions

were key to make the project work.

After several months of negotiations, the intergovernmental agreement in support
of the BTC pipeline was signed by Azerbaijan, Georgia, and Turkey on November
18, 1999, during the OSCE Summit in Istanbul. In addition, there were three Host
Government Agreements (HGAs) supporting BTC investors in Azerbaijan,
Georgia and Turkey, as well as a Fixed Price Lump Sum Turnkey Agreement and a
Turkish Government Guarantee for the Turkish section of the pipeline. At the
same summit presidents of Azerbaijan, Georgia, Turkey and Kazakhstan signed the
Istanbul Declaration in further support of the BTC. President Bill Clinton of the
U.S. witnessed the ceremony and later said that the completion of these agreements

was one of his “most important foreign policy achievements of 1999”.

Indeed, these agreements provided the political and commercial reassurance
necessary for oil companies to take BTC seriously as it committed the governments
to ensure that oil out of the Caspian Sea would be developed and transported along
commercially viable, secure and environmentally safe routes in a timely manner.
The IGA signaled the support of three governments for the project, ensured
commercial terms for work in the countries, provided for the application of
European-quality environmental and technical standards, and obliged each state to
provide security for the project. The HGAs are more specific agreements reached
between individual governments and the project investors to provide uniformity
and consistency across the three countries in technical, environmental, safety and
security standards. These agreements clearly placed regional cooperation ahead of
extracting maximum commercial terms for each individual country, further

underlining the importance of the BTC project to all three countries.

In the Turkish case, since BOTAS was for the first time going to be a turnkey
contractor, the HGA also included the Turkish government’s assurance to the
investors on its performance. On October 19, 2000, the MEP participants signed the

Turnkey Agreement with BOTAS that assigned it responsibility as the turnkey
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contractor for the engineering, design and construction of the Turkish section of
the BTC pipeline. The Turnkey Agreement is a lump-sum fixed price contract, and
contains a $300 million Turkish government guarantee of compensation for

investors in case Of a cost overrun.

After these important agreements, studies were completed and financing was
arranged, enabling construction to begin in 2002 in time for the first tanker to be

loaded from Ceyhan in the fall of 200s.

As this brief background makes clear, the BTC project cannot be considered just as
a commercial project, but is a key part of a broad vision for Turkey and its regional

allies.

Economic Impact

The BTC pipeline was conceived and promoted by Turkey mainly for geopolitical
reasons, with economic arguments largely absent from the decision-making
process. Nevertheless, for Turkey the long-term economic outlook for BTC is
positive; over the full go-year term of the project, the economic benefits will

gradually become visible.

Relative to the size of its GDP, the direct revenue that Turkey will receive from
the project is admittedly small and is certainly not comparable to the impact it will
have on the public finances of Azerbaijan and Georgia. Turkey is expected to
receive between $140 and $200 million annually from transit and operating fees after
the pipeline begins operation. However, this amount is guaranteed to increase after
16 years, to between $200 and $300 million per year. As shown in the table below,
these fees are based upon the amount of oil transported. The maximum amounts
are based on the pipeline’s maximum capacity of so million metric tons per annum

(MTA), which is approximately 1 million barrels per day.

Transit and operating fees payable to Turkey:

Years 1 - 16: Years 17-40:

35 MTA $140 million 35 MTA $204 million
40 MTA $160 million 40 MTA $234 million
45 MTA $180 million 45 MTA $263 million
so MTA $200 million so MTA $292 million

Even at $300 million per year, however, these revenues will be relatively

insignificant. For a $300 billion economy that recorded a 10% growth rate in 2004,
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this revenue may barely register. In order to draw a more complete picture of the
economic impact of BTC on Turkey, however, one must look beyond transit
revenues. The Turkish national oil and gas company TPAO has a 6.5% share in the
BTC pipeline and will also receive additional revenue from its investment. In
addition to what BOTAS estimates will be an inflow of $1.4 billion in foreign
capital, there will also be employment and other economic benefits from the

construction and operation of the pipeline.

In fact, the construction of the BTC pipeline has had a very positive impact on
unemployment. According to BOTAS figures, BTC employed over 5,000 people
during construction. This is an important figure given high unemployment
numbers in the eastern and southeastern parts of Turkey. Furthermore, 400 full-
time positions will be retained once operations begin. In addition to direct
employment, the construction and operation of the pipeline have stimulated the

creation of jobs in support industries, as well as in the general economy.

A further long-term economic benefit will be infrastructure improvements.
According to World Bank estimates, BOTAS is likely to generate significant
profits. If invested wisely, these funds can turn BOTAS into a world-class pipeline
operator, increasing its chances for participation in future major pipeline projects.
Furthermore, the process of constructing and operating the pipeline will greatly
improve the technological capability and know-how both of BOTAS and of other
Turkish contractors, who for the first time ever are completing a project in full
compliance with the highest international environmental, health, and security
standards. They are likely to transfer this knowledge to many other domestic

projects in the future.

The work has also thus far complied with international norms against corruption.
As the single-most-scrutinized public-private partnership to date in Turkey, it has
set a new standard. In the words of the BOTAS leadership, “This is the single most
challenging project done by BOTAS: and we have done it for the most demanding
client [BP] in the world.” While corruption has been endemic to the Turkish
energy sector, there are no serious reasons to doubt that the work of the BTC

project has been carried out transparently and professionally.

One very important element of BTC for the broader Turkish economy will be the
ability to purchase crude oil at a lower price thanks to reduced transportation costs.
When the maximum capacity of 5o million tons per annum is reached, Turkey
plans to purchase up to 20 million tons of oil for domestic consumption. It also
plans to increase its strategic petroleum reserve capacity, which amplifies the value

of BTC to supply security and price stability in the country.
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Environmental and Social Impact

The BTC partners have conducted a detailed Environmental and Social Impact
Assessment (ESIA) in accordance with the requirements of international financial
institutions. Together with BOTAS, they tried to follow these guidelines as closely
as possible, thus reducing any serious negative impact. In environmental terms, on
balance BTC will be a net contributor to environmental health, since it reduces the
volume of oil transiting the Turkish Straits, as mentioned above. The BTC
companies have also made significant investments, as required by the World Bank
and other international financial institutions, to ensure that the BTC pipeline is
constructed with the “best available” environmentally-friendly technologies.
Unlike other pipelines in Turkey, the BTC pipeline is buried, in part to minimize
environmental damage. The project partners have also engaged in regular
consultations with NGOs and with the local population. These meetings have
served to increase local residents’ awareness of environmentally sensitive issues
that many had not considered before. This has, in turn, increased their

commitment to protect their environmentally sensitive areas.

The key agreements and significant documents on local impact are available at the
“Caspian Development and Export” website. This level of disclosure has made the
BTC project the most transparent pipeline to date.” Since the posting of these
critical documents in 2000, local and international NGOs have been able to study
these documents and question the BTC Corporation, the Turkish government, and
BOTAS when necessary. This level of openness has ensured that the project will

maintain local support for the next four decades.

To promote sustainable social and economic development within the communities
affected by the pipeline’s construction, the BTC Corporation established a
Community Investment Program (CIP) focusing on sustainable development,
particularly agriculture. The CIP has allocated approximately $9 million for social
and economic development along the pipeline’s route in Turkey. This is a much-

needed investment in one of Turkey’s least developed regions.

The BTC pipeline has ironically also helped Turkey to deal effectively with
international human rights NGOs who have tried to prevent the project on
grounds of potential impact on Kurdish human rights. Following the war against
the Kurdish PKK terrorist organization in Turkey, many human rights
organizations have characterized the Turkish state’s human rights record,
especially regarding its Kurdish citizens, as rather dismal. After the prospect

emerged of a major oil pipeline crossing ethnically-Kurdish parts of Turkey, these

’ http://www.caspiandevelopmentandexport.com. See David Blatchford’s chapter in this volume for a detailed
discussion of this issue.
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organizations immediately assumed that Turkish security forces would violate

Kurdish human rights under the pretext of “pipeline security”.

However, following the ESIA findings, the pipeline’s route did not take it into the
most sensitive areas in Turkey, and in areas where there could have been ethnic
tension, the Turkish government has committed itself to following highest
international standards. Turkey has signed onto the Voluntary Principles on
Security and Human Rights within the framework of the international agreements
to which it is party; these agreements have been entered into national legislation.
Turkey, Georgia and Azerbaijan have also signed a joint statement on May 16, 2003

to reaffirm their commitment to the respect of human rights.

The three countries also have cooperated on pipeline security as part of their HGA
commitments to ensure security in their own territories. The BTC pipeline is
buried in all three countries, which is an essential element of pipeline security. All
three states desire to prove to the international community that they will indeed be
able to provide security, while simultaneously respecting internationally

acknowledged human rights principles.

For Turkey, transforming its image as a human rights violator into one of a state
that assures its security while conforming to international standards is also crucial

as it proceeds with its EU accession talks, expected to start in October 200s.

Impact on Foreign Relations

By fundamentally altering the Central Eurasian energy architecture, the BTC
project, together with a parallel gas pipeline, has had an enormous impact on
Turkish relations with all the key actors in the region: the South Caucasus states
(Azerbaijan, Georgia and Armenia), the Central Asian republics, the EU, Russia,
Iran and the US.

In developing the pipeline, Turkey has formed a strategic partnership with
Azerbaijan and Georgia that will tie the three countries more closely together over
the course of the next four decades. This long-term linkage has caused all three
states to be more cautious in their mutual interaction. Even at times of particularly
harsh economic or political disputes, leaders have been trying to resolve them
quickly. Thanks to regular meetings in each other’s capitals, government officials
from the three states have become much more familiar with one another. This
familiarization process has been enhanced by a variety of additional measures, such
as the extensive military and technical assistance Turkey has provided to both

nations.



112 The Baku-Thbilisi-Ceyhan Pipeline

Azerbaijan

Throughout the ups and downs of Turkish-Azerbaijani relations in the 1990s,
Turkish policy towards its related eastern neighbor has for some time been
influenced by the possibility of the BTC project. In the early 1990s, when it was not
clear whether the MEP would even be built at all, Turkish decision-makers acted
with caution in relations with Azerbaijan, in order not to provoke a hasty “no”
decision. At times, bilateral relations were so close that the leaders of the two
Turkic countries would pronounce themselves to be “one nation, two states.” There
were also periods of tension, but then-President Suleyman Demirel of Turkey kept
bilateral relations on an even keel due to his strong personal relationship with
Heydar Aliyev. Demirel, always concerned about broader strategic issues, well
understood that the loss of close relations with Azerbaijan would have meant the
loss of access to the Caspian and Central Asia. Thus, Ankara has refrained from
involvement in Azerbaijan’s domestic affairs over the last decade, even during the

latter’s contested presidential or parliamentary elections.

Turkey has also provided military training to Azerbaijan under NATO’s
Partnership for Peace (PfP) program, and is a supporter of Azerbaijan’s eventual
NATO membership. There have even been talks of establishing NATO bases in
Azerbaijan, given that there are Russian military bases in Armenia, and given
America’s post-September 11" desire to keep Azerbaijan as a key regional strategic
ally. Turkey also supported Azerbaijan when in July 2001 Iranian military gunboats
confronted a BP research vessel exploring the Araz-Alov-Sharg field in the
Azerbaijani section of the Caspian Sea, which Iran claims as its own. The Chief of
the Turkish General Staff, General Huseyin Kivrikoglu, visited Baku soon after
the event. While his ostensible reason for visiting Baku was the Azerbaijani
military academy graduation ceremony, the timing was such that when the show
team of the Turkish Air Forces (Turkish Stars) made its display, it was perceived
in Tehran (and in Yerevan) as a clear signal that Turkey was standing by

Azerbaijan.

Georgia

Turkish relations with Georgia have also been very positively affected as a result of
the BTC project. Following the breakup of the Soviet Union, Turkish political
leaders were at first only interested in the Turkic and Muslim states of the region
and did not pay much attention to mainly Christian Georgia. The General Staff, on
the other hand, considered this country strategically important as a key buffer zone
with Russia, its Cold War enemy. It quickly realized that any instability in
Georgia would have a strongly negative impact on Turkey’s ability to get to

Azerbaijan and Central Asia, and could draw in Russia and NATO as well.
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Considered to be the “weak link” in the East-West corridor, Georgia’s stability and

security was critically important to the success of the BTC pipeline as well.

Turkey provided training and equipment to the Georgian military and has
modernized the Marneuli airbase south of Thbilisi. Together with the U.S., Turkey
and Georgia have also formed a Caucasus Working Group for improved
cooperation and coordination and further training for the Georgian military.
Georgia has long expressed interest in NATO membership, and following the
peaceful Rose Revolution in November 2003, it submitted its Individual Partnership
Action Plan (IPAP) to NATO at its June 2004 summit in Istanbul.

While Turkey’s relations with both Azerbaijan and Georgia are friendly, the
quality of the relations has deteriorated since 2000. Demirel was the anchor of the
trilateral relations and personally was interested in the BTC pipeline as a historic
project that would change the geopolitics of the region. He also had close personal
relations with his two counterparts. His successor, on the other hand, has not
shown any real interest in these projects and the South Caucasus beyond the
requirements of his post. In addition, the foreign-policy priorities of the current
Turkish government, led by Prime Minister Recep Tayyip Erdogan, lie elsewhere.
Changes in leadership did not help the project in either Azerbaijan or Georgia; the
death of Heydar Aliyev left a huge vacuum in Azerbaijan, while current Georgian
President Mikheil Saakashvili has also not expressed great interest in the BTC

project.

With the most senior government leaders in the three countries not focused on the
energy and transport corridor to the same degree as their predecessors, there is also
less care in keeping relations at the same level of closeness. With Turkey hoping to
enter the EU, Azerbaijan still unable to move beyond the Nagorno-Karabakh
dispute, and Georgia trying to normalize its relations with Russia while moving
closer to the EU, it may be only natural that the East-West corridor and its key

anchor, the BTC project, would not forever remain on the agenda.

Armenia

Turkey has to a large degree tied its relations with Armenia to a solution of the
Nagorno-Karabakh conflict between Armenia and Azerbaijan. In the midst of the
war in April 1993, Turkey closed its borders with Armenia, and despite strong
pressure from the EU and the U.S., will not open them unless Armenia and
Azerbaijan reach some sort of an agreement first. Currently, after many years of
negotiations, the two sides are close to an agreement, in which Armenia would
relinquish several territories it holds outside of Karabakh, with the region’s status

to be decided at a later date.
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At its inception, BTC was conceived as a Baku-Ceyhan direct pipeline, which due
to reasons of geography would directly cross Armenia. Heydar Aliyev hoped to use
the prospect of the pipeline crossing Armenia as an incentive for the latter to return
Nagorno-Karabakh. When Yerevan refused, Azerbaijan (with support from
Turkey) decided to deny Armenia integration into regional projects, and to deprive
it of access to Western markets via Turkey. Clearly, Armenia has suffered a
significant loss due to the fact that the Baku-Ceyhan pipeline now bypasses the

country on the longer and costlier Georgian route.

Armenia has also been left out of other East-West pipeline and commercial
projects, thereby leaving it increasingly dependent on Russian and Iranian support.
This has caused serious concern in Turkey, especially among strategic thinkers and
senior military officers. Believing Turkish policy towards Armenia to be held
“hostage” to Azerbaijan, this group believes that Turkish influence in the South
Caucasus is severely handicapped. This group may yet force change in Turkish
policy; however, it remains likely that until an agreement on Nagorno-Karabakh

can be implemented, Ankara will not resume relations with Armenia.

European Union

The East-West pipelines are also very important for Turkey (and even Azerbaijan
and Georgia) as it proceeds with negotiations to enter the EU. On the one hand,
Turkey has already adopted EU environmental, social and human rights standards
during the several years it has worked on the BTC and the gas pipelines. The
transparency and emphasis on community development brought by the extensive
engagement of NGOs in the pipeline project are already working to transform

Turkish society, bringing it closer to the EU.

The EU will also directly benefit from the East-West energy corridor, as it seeks to
diversify its own energy sources—not just in oil, but also in gas. Turkey is in close
proximity to 70% of world’s proven gas reserves and is increasingly becoming a gas
and oil hub for world markets. It is already receiving gas from Russia, Iran and
North Africa and in the future will be obtaining supplies from Azerbaijan, Central
Asia and even Iraq. Turkey, Greece and Bulgaria are already working on
connecting their gas pipeline infrastructures to transport Caspian gas to EU
markets; Austria, Hungary, Italy are just some of the countries interested in

receiving gas from Turkey, thus increasing the security of their supplies.

What the East-West gas pipelines will provide the EU is gas diversification. Most
European markets are controlled by the Russian gas monopoly Gazprom; there is a
desire on the EU’s part to diversify, which means finding cheap and reliable
alternatives. Turkey clearly wants to present just such an alternative. While many
in the EU bureaucracy have not fully appreciated the importance of the Caspian
and Central Asian gas for their markets, the United States has, believing that an
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East-West energy corridor would tie the two regions closer to Turkey, a NATO
ally and EU candidate. Increased closeness between Turkey and the
Caucasus/Central Asia would assist both with the EU’s energy-security goals and
the region’s own reform processes. The challenge for the EU is to address Russian
efforts to avoid losing its monopoly power. The German firm Ruhrgaz has a
strategic partnership with Gazprom that it does not wish to upset; however, some
new EU members, such as the Baltic states, Poland, and Hungary, have a different
kind of relationship and experience with Russia and its use of energy leverage.
These countries want to see a closer partnership with Turkey (and via Turkey,
with the Caspian and Middle Eastern gas producers) for their own political and

energy security and independence.

Russia

Turkey’s relations with Russia at times became very tense due to the BTC
agreements. The Russian government perceived the BTC pipeline to be ‘against’
Russian interests and opposed the project. Turkey feared that Moscow would
prevent the pipeline’s construction; after all, Russia was actively involved in all the
major conflicts in the South Caucasus (supporting the Abkhaz and South Ossetian
separatist forces against Georgia and assisting Armenia in the war with Azerbaijan
over Nagorno-Karabakh) and could reignite them at any time, thus scaring away
international investors. Moscow backed down on its vocal opposition to the BTC
pipeline only after realizing the depth of the U.S. commitment to it. In fact, while
accusing the U.S. of backing the BTC for political reasons and claiming the project
has no commercial viability, the Russian government rejected the Russian Lukoil
company’s desire to participate in the BTC project. Now that the BTC pipeline is
almost complete, Turkey still hopes that some Russian oil will flow through the
pipeline—not because there is need for throughput, but rather to increase regional

cooperation.

The Russian opposition to BTC was taken so seriously by the Turkish government
that, in order to reduce bilateral tensions, it agreed to the massive Blue Stream gas
pipeline to transport 16 bcm annually of Russian gas under the Black Sea to Turkey.
The argument in favor of the project was that Turkey and Russia are two giant
neighbors that would gain from cooperation instead of competition. Moreover, if
Russia were left out of the regional energy developments, Moscow could lash out
and create instability in the weak Caucasus region. Yet, by making this concession,

Turkey endangered not only the diversification of its own gas supplies, but that of
the EU as well.

Since 1991, BOTAS has been planning to transport Turkmen gas through Turkey to
European markets. These plans bore fruit in 1998, when Turkmenistan agreed to

supply Turkey with 30 bem of gas annually, of which 16 bcm were for domestic
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consumption, and the remainder to be transported to Europe. When Azerbaijan’s
Shah-Deniz field’s major gas reserves were discovered, Turkmenistan-Azerbaijan
relations became tense as Azerbaijan was no longer merely a gas transit country,
but a gas producer with its own desire to export to Turkey and to the EU. The
signing of the Blue Stream gas pipeline agreement at a time when the U.S,
Azerbaijan, Turkmenistan and Turkey were actively promoting a major gas
pipeline to transport Turkmen and Azerbaijani gas to Turkey was seen as a
brilliant move by Russia to shut Turkmenistan out of the game; there simply would

not be sufficient room in the Turkish market for two major gas deliveries.

Iran

Turkey’s relations with Iran were similarly tense over BTC and also over the
Caspian gas pipeline. Turkey and Iran were clear competitors for the MEP, but
with U.S. sanctions on Iran, multinational oil companies were unable to seriously
consider Iran as an alternative. The U.S. remains opposed to investment in the
Iranian energy sector, so long as that country continues sponsoring terrorism,
obstructing the Middle East peace process, and developing weapons of mass
destruction. Turkey also opposed such investment, albeit for different reasons.
Turkey also suffered from Iranian-backed radical Islamist terrorism, and offered
Azerbaijan a much more secure option for the oil and gas pipelines. Relations over
the gas pipeline became more complicated, especially after Turkey and Iran reached
an agreement for a gas pipeline through Turkey to Europe—an agreement blocked
by the United States. Yet, a solution was found: Turkey could receive Turkmen

gas swapped for Iranian gas, so that Turkey would be unaffected by the sanctions.

United States

The BTC project and the overall East-West energy corridor were at the heart of the
Turkish relations with the U.S. from mid-1990s until 2000. It is important to keep
in mind that without close U.S.-Turkish cooperation, it would not have been
possible to pull the multibillion-dollar BTC project together. One of the reasons
behind the strong U.S. support for BTC was to ensure that Caspian oil reached
markets via a stable NATO ally, instead of through Iran and/or Russia. Another
reason was to help Turkey take some pressure off the already congested Turkish
Straits. A third reason was to help Turkey compensate for the closure of the
Kirkuk-Ceyhan pipeline following the Gulf War. In short, U.S. and Turkish

interests in promoting the BTC pipeline were the same.

A second strategic project that is at the heart of U.S.-Turkish energy cooperation is
the Shah-Deniz gas pipeline project to transport Azerbaijani gas again via Georgia
to Turkey, and later on to Southeastern European markets. From a U.S.

perspective, this project will help further solidify Turkish-Greek cooperation and
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also help European countries with their own gas diversification. These two projects
have brought Turkey to the center of energy politics and were seen by the U.S. as
primary engines of growth for the Turkish energy sector. The expectation was that
these two projects would bring in more foreign investment into Turkey’s energy
sector. Unfortunately, this has not materialized so far due lack of a coherent energy

policy in Turkey.

Moreover, the AKP government that took office after the parliamentary elections
of November 2002 showed little interest in keeping the East-West corridor on the
world agenda. With Turkey’s lack of visibility in the regional energy picture and
its failure to keep energy issues on the bilateral agenda, Washington has gradually
lost interest in the BTC project as well. For the project’s long-term success,
however, which hopefully will include sustainable development for Azerbaijan and
Georgia, Turkey needs to work closely with the region and the U.S. to ensure

ongoing active support.

Looking Ahead
While the BTC pipeline will help reduce oil tanker traffic through the Turkish

Straits, Straits traffic continues to increase, posing continuing stress to Turks. A
new vessel traffic system (VTS) has become operational in Turkey to provide safe
passage to oil and other maritime traffic in the Turkish Straits; while the VTS

system helps, it does not solve the problem.

The increasing amount of oil being transported from Russia and the Caspian has
caused the Straits to become a chokepoint, stalling traffic in and out of this narrow
body of water. In severe weather conditions, delays can last for up to 30 days,

which is hugely costly for the oil companies.

Especially after September 11, increasing traffic of oil and gas tankers and other
dangerous cargo through the Turkish Straits has forced Turkey to increase safety
measures. Some of the restrictions Turkey has posed on tanker passage, especially
the largest class allowed through the Straits (the Suezmax with 120,000-200,000
dead weight tons), has led oil shippers and a number of governments (especially
Russia’s) to claim that Turkey was politicizing the Straits. Yet most observers
believe that the limit for trans-Bosporus oil traffic has been reached. When Russian
oil companies increase production and when the CPC pipeline starts its second
phase, traffic through the Straits may simply become paralyzed, necessitating a
bypass pipeline out of the Black Sea.

Moreover, any incident that causes delays above and beyond those caused by traffic
and weather would shut down the passageway for a considerable period, with
devastating effects for all the countries in the region that rely on the Straits for

transportation of imported goods and exported commodities. The occurrence of
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such an incident, whether a major oil spill or a terrorist attack, is a serious
possibility. After all, Istanbul was already hit twice by terrorists in November 2003
and is a frontline state in the war against terror. It is imperative that the Western
alliance develop a strategy to ensure the safety of the Black Sea region’s strategic

chokepoint.

Once the East-West oil and gas pipelines are fully complete, Turkey will be a key
energy terminal for oil and gas to be transported to Western markets. Following
the start of the BTC pipeline later in 2005, Kazakhstan is likely to finalize
agreements to send its oil from Aktau to the BTC pipeline. This would make

perfect sense for the producers in Kazakhstan, especially Eni and TotalFinaElf,
both of which are BTC shareholders.

As for the gas pipelines, the Shah-Deniz gas pipeline should not, and are not likely
to terminate in Turkey, but to continue to European markets. Turkmenistan is
once again expressing interest in sending its gas via the East-West route, and
though this will not happen in the short term, it would make great commercial and
political sense in the longer term for Turkmenistan, for the transiting countries, as
well as for Western Europe. A Turkey that is an EU member, a close partner of
Russia, and a strategic ally of the U.S. would, with the realization of these projects,
have enormous political and economic pull for the South Caucasus and Central
Asian countries that also want to be closely associated with the transatlantic

alliance.



7. Environmental and Social Aspects of the Baku-Tbilisi-
Ceyhan Pipeline

David Blatchford

The BTC pipeline project was predicated by the environmental and social objective
of delivering Caspian oil to international markets without adding to the ever-
increasing growth in shipping traffic passing through the Turkish Straits. These
Straits form the link between the Black Sea and the Mediterranean and bisect
Istanbul, a UNESCO World Heritage city with a population of over 10 million. At
full capacity the pipeline will avoid around 400 additional tanker movements a

year, which approximates 359% of current tanker movements through the Straits.

Historically, pipelines have proved to be a much safer means of transporting large
volumes of oil over large distances than other viable alternatives such as shipping
or rail.” In theory, therefore, they represent the best option from an environmental
and safety perspective. In practice, evaluation of the relative merits of pipelines
versus shipping and rail requires a comparative assessment of a) the actual impact
of the construction of a pipeline together with the risk and consequences of a spill
during operation, and b) the risk and consequences of a spill from shipping or rail.
The outcome of such an assessment is in turn dependent on a range of variables
including the pipeline route, the likelihood of a spill, the potential spill volumes and

the resources potentially at risk from spills from all three modes of transport.

Consideration of all these factors concluded that a buried pipeline from Baku to
Ceyhan presented the lowest risk of an oil spill. Even in the event of an oil spill
this option was assessed as having the lowest expected overall environmental cost -
where expected overall environmental cost was estimated using historical data
from previous spills occurring worldwide and in particular, data relating to the cost

of clean-up, third party liability and natural resource damage cost.

* Statistics from the US Association of Oil Pipe Lines (AOPL) show an average spill amount of around one gallon
per million barrel miles - equivalent to less than one teaspoon per thousand barrel miles. The European experience
has been similar, with CONCAWE (Conservation of Clean Air and Water in Europe) reporting an average net
spillage (the residual amount of oil left in the environment following clean-up) of two parts per million (or
0.0002%) of the oil transported through up to 30,800km of pipelines over a period of 25 years (refer to A Safe Plan of
Action, Oil Spill Response Planning for the BTC Oil Pipeline; www.caspiandevelopmentandexport.com)
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Having developed the concept of an export pipeline for Caspian oil, the challenge
was to design, finance, permit and construct a technically and commercially viable

project that minimized additional environmental risks.

Many of the challenges were of a kind that would be faced to varying degrees by all
trans-national pipeline infrastructure projects. Many, however, are unique to the
BTC project and reflect the environmental, social, cultural, political and historical
issues and legacies of the region, as well as the aspirations of the host countries as
they seek to assert themselves in a socio-political era very different from their

recent pasts.

The following sections of this environmental and social overview highlight some
of the unique aspects of the BTC project, the associated environmental and social

issues and interdependencies, and BTC Co’s responses to challenges they present.

Governing legal and policy regime
Government Agreements and Project Policies

The BTC project is governed by a set of interrelated and mutually reinforcing
agreements among the host governments of Azerbaijan, Georgia and Turkey in the
first instance, and BP and its Partners in the second. The complexity is typical of
all large resource projects although accentuated in this case by the fact that BTC is
the largest and most complex cross-boundary infrastructure project currently being
undertaken in the world. It also represents the single largest foreign direct

investment in each of the three host states.

The legal arrangements for BTC are intended to provide stable legal protection for
all stakeholders - governments, investors, employees, landowners and other
affected citizens. To ensure this, the parties have created a special legal regime that
is designed to provide legal rules that are clear and that conform to the highest

international standards.

The overarching legal regime is the Inter-government Government Agreement
(IGA) between Azerbaijan, Georgia and Turkey. Annexed to the IGA are
unexecuted forms of the Host Government Agreements (HGAs), one between
each host country and the project consortia. Once versions of the IGA were ratified
in each host government parliament they became binding international law and
controlling domestic law in each respective country. In Turkey the legal regime

also includes the Lump Sum Turnkey Agreement and a Government Guarantee.

Existing national laws in each host country that pertain to environmental
protection, safety and emergency situations apply to the extent that they do not
conflict with the IGA and/or HGAs. This includes the provisions of International

Conventions in force in the host countries.
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In an effort to ensure a uniform application of environmental, health and safety
technical standards across the three jurisdictions represented by the host
governments, the IGA includes a provision that states that “[such standards will
be] in accordance with international standards and practices within the Petroleum
pipeline industry (which shall in no event be less stringent than those generally
applied in the European Union, EU) and the requirements as set forth in the
relevant Host Government Agreement, which shall apply notwithstanding any
standards and practices set forth in the domestic law of the respective State”. This

general statement is elaborated in the respective HGAs.

The reference to EU standards effectively provides the benchmark for what is
considered ‘international standards and best practices’ for the purposes of the
project, although due to the need to partly debt fund the project, there is an
additional requirement to conform to the environmental and social policies of a
selection of International Financial Institutions (IFIs) including the World Bank
Group (specifically the International Finance Corporation, IFC), the European
Bank of Reconstruction and Development (EBRD) and various export credit

agencies.

The project has also been developed in accordance with BP Corporate policies and
the prevailing company goal of ‘no accidents, no harm to people and no damage to the

environment’.

Project Compliance

In order to comply with the above requirements, the environmental and social
approach to the project has been one of avoidance of adverse impacts and
enhancement of positive impacts. Where it has not been possible to avoid adverse
impacts, a sequential process of impact reduction, minimization, mitigation and
where appropriate, offset compensation, has been followed. This has been achieved
through an iterative engineering design process, environmental risk assessment and
extensive public consultation, culminating in country-specific Environmental and
Social Impact Assessments (ESIAs) and associated addenda also incorporated into

the legal regime governing the project in each state.

These documents and the commitments contained therein were developed in order
to further elaborate and apply the more general commitments set forth in the suite
of Agreements, Conventions, laws, policies and guidelines referred to above.
Following statutory periods of public review the documents were subsequently
approved by the appropriate regulators, in some cases with conditions, and
effectively form the license to operate. An additional set of documents that
included, inter alia, an Environmental and Social Action Plan (ESAP), was
prepared for the IFIs as part of the pre-conditions for project financing. The ESAP

contains a detailed list of project environmental standards and guidelines.
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Legal and Policy Challenges

Given the multitude of agreements, laws, international standards, best practices,
norms and commitments applicable to the project, and their interpretation and
implementation in three countries, it is not surprising that areas of uncertainty,
confusion and in some cases conflict have arisen as the construction phase of the
project has progressed. This is a result of many factors, some acting singularly,
others in combination to varying degrees, but in all cases requiring additional

attention - and in many cases action - by BTC. Key factors are as follows:

0 Environmental policy and management reform: Azerbaijan and Georgia inherited
from the Soviet Union a relatively developed command-and-control system
of environmental laws, regulations and institutions. Under this system
emission and discharge standards were typically developed as part of a ‘fees
and fines’ mechanism to generate income for the State rather than provide a
means of protecting the environment. It was also common for the
responsibilities of various government agencies to overlap, creating
conflicting activities and/or duplication of efforts. Furthermore, some
environmental regulatory functions were delegated to organizations

responsible for economic production.

0 The transition to a market economy in Azerbaijan and Georgia is providing
the impetus to integrate environmental concerns into new economic
institutions and policies. But the pace of change has been slow. Meanwhile,
Turkey’s environmental policies are similarly undergoing reform but are
being driven by a very different reason: to meet the obligations of EU
membership (the so-called acquis). The fact that the most recent assessment
indicates that the level of transposition (i.e., reform to EU requirements)
with respect to the environment remains low, particularly in terms of air
quality, waste management, water quality, nature protection, industrial
pollution, risk management and administrative capacity, provides a

noteworthy backdrop to the project.’

O Role of the Member State in EU policy: The European Community is driven to
producing legislation that places obligations on the Member States to
achieve desired results. This means that Community policy inevitably
leaves some measure of discretion to the Member States. Policy only
becomes truly functional when it is implemented in the Member States and
has thereby become inseparably enmeshed with national policies and
practices. This can be illustrated by the fact that many environmental

Directives have taken the form of ‘framework’ legislation, leaving the

> Commission of the European Communities, 2004 Report on Turkey’s Progress to Accession COM (2004) 656 final
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Member States with considerable discretion regarding their implementation.
Other Directives are binding in terms of the results to be achieved but
similarly leave to the Member States the choice of form and methods. Given
that none of the host countries is a Member State, the project commitment
to meet EU standards has required BTC to effectively proceed in an
institutional and administrative vacuum in terms of guidance, interpretation
and application, and rely heavily on its own resources and initiative in order

to achieve acceptable outcomes.

0 Infrastructure: Each of the host countries is characterized by weakly
developed environmental infrastructure. This situation is particularly acute
in Azerbaijan and Georgia. Accordingly, the project has committed funds to
a conditioning improvement plan for a municipal waste disposal facility in
Georgia with the objective that it becomes EU-compliant. The project is also
part of an effort to construct a EU-compliant non-hazardous waste site in
Azerbaijan. In Turkey waste is transported 800 to 1000 km to a EU-
compliant landfill at Izaydas. Case Study 1 provides specific examples of the
difficulties BTC has faced in terms of waste management, and how it has

responded.

O International standards: The project is committed to comply with
international standards and in particular the World Bank Group Safeguard
Policies. It is recognized that there are gaps and deficiencies among
individual Safeguard Policies and the set of policies as a whole. There is also
a lack of clarity between the current Safeguard Policies and international
standards.” These deficiencies are partly due to the changes in attitude
toward environmental and social issues since 1998 when the Safeguard
Policies were last updated, and is particularly evident in the case of social
issues where there has been a burgeoning increase in new initiatives that
could be construed as best practice, notwithstanding differences in agenda
and emphasis, and the resulting potential for conflict. As a result, IFC is
revising the Safeguard Policies in order to improve their clarity, accessibility
and implementation. They may also provide balance and direction with
respect to social issues, although given the very nature of these issues there
will always be scope for varied interpretation at the implementation stage.

The revised and undated Policies are due for release at the end of 2006.

A number of issues relating to the interpretation of the IGA and HGAs have also
been raised by various Non-Government Organizations (NGOs) with respect to
the impact of the project’s legal framework on the autonomy and policy-making

discretion of the host governments. Issues have included public disclosure of

*IFC Compliance Adviser Ombudsman (2003): A Review of IFC’s Safeguard Policies
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project documents, security and human rights, third party access to local courts,

compliance with evolving international standards and labor norms.

BTC responded to these concerns with the development and public disclosure of a
Joint Statement,’ forming part of the legal regime established by the provisions of
the IGA and HGAs. The human rights issue was further addressed via the BTC
Human Rights Undertaking, an irrevocable and legally binding instrument that will,
inter alia, prevent BTC Co from seeking compensation from a host government for
breach of the applicable HGA in circumstances where that host government was
acting reasonably to fulfill an obligation under an international labor, health,

safety, environment or human rights treaty, to which it is a party.

Route selection and pipeline design

Delivering Caspian Oil to World Markets: Transportation Modes and Route Options

The Caspian region has abundant oil and gas reserves. For most of the 20" century
the Caspian resources were developed to meet the needs of the former Soviet
Union. With the dissolution of the Soviet Union in December 1991, the Caspian
Basin was opened to the outside world, both in terms of direct foreign investment
into the region and resource exports to world markets under a regime of
independent states. Supply exceeds the domestic demand for oil in the Caucasus
and Central Asia, and local demand is unlikely to grow significantly in the near

future. All increased production is therefore likely to be exported.

The development of Azerbaijan’s hydrocarbon resources had been prevented in the
first instance by the absence of sufficient sources of capital, experience and
technology to develop the offshore and onshore reserves. Development had also
been constrained by the virtual land-locked geography of the Caspian Sea, the
limited capacity of pipeline and rail networks serving the region, and the reliance of

these networks on export via the Turkish Straits.

A principal consideration in establishing an export supply route was to develop a
commercially viable option that minimized environmental risk - primarily through
avoidance of the Turkish Straits - and delivered the oil to an appropriate location
to enable its sale on world markets. The route needed to be analyzed in
consideration of its long-term security prospects and also required the ongoing
support of both Azerbaijan, as the sovereign owner of the oil resources, and of the

countries whose territories it crossed.

A number of options were reviewed to test these considerations: a route directly to

the eastern Mediterranean; a western route via Georgia to the Black Sea; a northern

> Joint Statement on the BTC pipeline project, May 16, 2003 (refer to project web site:

www.caspiandevelopmentandexport.com)
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route to the Black Sea through Russia and a southern route to Iran. Both the
western and northern options only delivered oil to the Black Sea, and would
necessarily involve onward passage through the Turkish Straits. These options
were therefore deemed unacceptable. A southerly route through Iran was dismissed
due to external political considerations. Therefore, a route via Turkey was
considered the best alternative with Georgia selected as the transit country to
enable the pipeline to reach Turkey, as political considerations ruled out both

Armenia and, as noted above, Iran.

An independent Environmental Risk Assessment commissioned by BP and
conducted by Woodward Clyde in 1997 examined the relative risks and expected
environmental costs associated with the transportation of oil from Baku to a
common point on the Mediterranean, accessible via Turkey. This was subsequently
refined to the port of Ceyhan for reasons of access, safety, and existing

infrastructure.

It was recognized that the potential environmental and social impact of oil
pipelines ultimately depend on the final route selected and a wide range of project-
specific details that can only be assessed on a case-by-case basis. Accordingly,
definition of the actual pipeline route and design involved a multiple-stage,
iterative process whereby a 10km corridor of interest was defined before being
narrowed down to a final 8m-wide pipeline corridor that will be maintained

throughout the operating life of the pipeline.

Route Refinement and Design Optimization

The overriding principle that applied throughout the corridor evaluation process
was one of problem and issue identification and avoidance. The corollary to this
principle was a detailed knowledge of constraints and sensitivities along and
adjacent to the corridor of interest. This was developed through a detailed
assessment of a range of issues including terrain, environmental and social
constraints, archaeological and cultural sites, geohazards, safety, technical
feasibility, constructability, security, access, cost, schedule, and operability.
Government and NGOs, local and international scientists and technical experts,
and communities located along the length of the pipeline were consulted

throughout this process and proved to be valuable sources of information.

The key considerations and constraints associated with route selection altered and
were refined as the route was narrowed from a 10km wide Corridor of Interest to
the Construction Corridor (terms defined in the HGAs), with the emphasis
shifting from one of avoidance to one of optimization and minimization of impact,
and mitigation. A key outcome of the route selection process was that the route
avoids all settlements and households, thereby ensuring that no people required

physical displacement or relocation.
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In parallel with the route refinement activities, conceptual engineering design
evolved through a series of iterations into detailed engineering design, with the
specification of critical pipeline elements such as depth of burial, pipeline diameter,
pipeline wall thickness, the number and location of pump stations, pump driver
selection including choice of fuel, and number and location of valve stations.

Environmental and social issues were major considerations in all respects.

Despite efforts to avoid impacting the physical and social environment through
route selection and design modification, some residual impacts and risks are
inevitable for a project of this size. In southwestern Georgia, for example, the
presence of a dominant ethnic Armenian enclave and related administrative
district, supported by a strong Russian military presence centered around
Akhalkalaki, effectively created a ‘no go’ area due to security concerns. To avoid
this area the route had to pass further to the north and through the Borjomi region,
an area renowned for commercial and economic activities including skiing and
bottled mineral water companies. The Borjomi case study (Case Study 2) explains
the background to this decision and illustrates the range of additional impact
prevention, mitigation and contingency measures adopted in recognition of these

sensitivities.

Land acquisition and compensation

Processes and Issues

A key project objective was to avoid the physical relocation of dwellings. While
this was achieved, the project will disrupt land use activities and the livelihoods of

a large number of households to varying degrees.

The pipeline construction Right of Way (ROW) affects approximately 4,100
households in Azerbaijan and a further 1,800 in Georgia. In Turkey the ROW
passes within 2 km of 296 villages and affects more than 13,000 parcels of land, the
majority of which are privately owned. As many as 62,000 individual land

shareholders will be affected, of which approximately 200 are absentee owners.

Land required for the project will either be purchased or leased. Landowners are
being compensated for the permanent acquisition of land as well as economic losses
equivalent to the value of the improvements and standing crops on their land.
Tenants and other land users are being paid for three years of lost crop production,
as determined by the scheduled time required for construction and reinstatement.
In most cases the disruption to land use and livelihood will be less than three years,
with land users resuming normal activities once the construction phase has finished

and the ground reinstated.
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Some restrictions will apply for the life of the project but in terms of agriculture
these will generally be limited to a narrow strip of land immediately overlying the
buried pipeline. For example, the cultivation of deep-rooted plants or trees will be
disallowed within the 8m-wide zone referred to above, whereas the construction of
buildings for example will be disallowed within specified distances from the
pipeline (defined as a 58m-wide corridor for the BTC/SCP ROW and 4-15m from
the pipeline centerline in Turkey. Cropping and grazing will generally be allowed

to proceed unimpeded.

The land acquisition and compensation process has been in accordance with World
Bank Group requirements relating to involuntary resettlement (which includes
economic displacement), the HGAs and laws and regulations of the host countries.
Particular attention is being directed towards vulnerable and disadvantaged groups
such as those without formal title to land and others defined in terms of gender,
age, ethnicity and religion. The process has also involved extensive consultation
and public disclosure activities, as defined in country-specific Public Consultation

and Disclosure Plans and Guides to Land Acquisition and Compensation.

BTC has taken the additional step of involving independent NGOs in each country
to provide third party verification of the fairness and transparency of the land
acquisition proceedings. Here, the intent has been to assist project-affected people
in understanding their rights and obligations, and provide advice during

negotiations where necessary.

Grievances and Disputes

Grievance and dispute resolution mechanisms were established in each country in
accordance with the IFC requirement ‘that projects sponsors ensure that procedures
are in place to allow affected people to lodge a complaint or claim (including claims
that derive from customary law and usage) without cost and with the assurance of
a timely and satisfactory resolution of that complaint or claim’®. These mechanisms
were not intended in any way to usurp the rights of affected people to seek recourse
through various avenues provided for under local law. Rather, the intent was to
offer a mechanism to achieve prompt redress for complaints at a project level,
without prejudice to the complainant’s right to apply to the courts directly. The
nature of grievances and effective performance of the redress process is subject to
internal and external monitoring, with the outcomes being publicly disclosed on a

quarterly basis.

® IFC Handbook for Preparing a Resettlement Action Plan (2001)
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Host Country Laws and Establishment of Resettlement Action Plan (RAP) Funds

It was recognized at the outset that there were significant differences in host
country law with respect to land title, land acquisition and compensation rights. In
Azerbaijan it was necessary for the State to lease land required for temporary
purposes from the individual landowner and then grant usage rights to the project
for the three-year construction period. Land required for permanent facilities was
purchased by the State with usage rights being conferred to the project until the
termination of the HGA and abandonment of the facility.

In Georgia the project has been required to purchase the land directly from the
landowners, rather than leasing land from the State or landowners, because
Georgian law does not provide lease rights that would give the project the legal

certainty to construct and operate the pipeline.

In Turkey, Botas” will temporarily or permanently acquire the required land,

depending on the intended use of the land, and transfer these rights to the project.

Other differences in the land acquisition and compensation process presented more
significant challenges for the project. In Georgia and Turkey, special measures had
to be implemented to compensate people who, under local law, had no legal
entitlement, yet were eligible in accordance with international standards (in this

case the World Bank Group Safeguard Policy OD 4.30, Involuntary Resettlement).
BTC responded by establishing RAP Funds in both countries in order to cover

situations where local law does not provide for compensation, and supplement
other household compensation entitlements for loss of land, assets and livelihood.
Other special groups unique to each country also qualify under the terms of the
Fund, for example those groups in Georgia who would normally receive communal
grazing fees (the sakrebulos) from herders affected by construction activities,
livelihood losses experienced by fishermen operating in the vicinity of Ceyhan
Marine Terminal, who under local law are not entitled to compensation, and
private landowners who are facing difficulties due to the complexities of the

cadastral system.

The Georgia RAP Fund has allocated $1.1 million to provide compensation to
eligible people while the Turkey RAP Fund has a $2 million budget. These sums are
in addition to the minimum compensation amounts required under relevant

national laws.

In Azerbaijan there has been no need to establish a RAP Fund as the government
has agreed to compensate affected people and groups according to Work Bank

7 Botas is the State-owned Turkish pipeline transportation company that is contracted to BTC under the terms of a
Lump Sum Turnkey Agreement to design and construct the pipeline and facilities in Turkey
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Group principles, even in cases where these exceed requirements under Azerbaijani

law.

Major Challenges

Perhaps the single most significant challenge relating to land acquisition and
compensation was the identification of legal title and the rights of informal users
(e.g., communal grazers) and absentee owners, particularly in villages without
cadastral records (see below). This challenge lies at the heart of most of the land-
related claims before the host government courts and the land-related human rights

allegations raised by NGO against the project.
Other major challenges included:

0 Assessment of the level of compensation payments with limited historical

market data

0 Ensuring that individuals entered into land acquisition contracts freely, well

informed and aware of their legal rights
0 Preventing land speculators, illegitimate claims, extortion and corruption
0 Return of usage rights and/or ownership rights®

An indication of the complexity of these issues in the three host countries can be
illustrated by reference to land ownership laws in Turkey, its policy and legislative
framework for the acquisition of and compensation for land and assets, and their

combined effects on the project.

Land in Turkey may be held by private owners in one of two forms: by registration
of the ownership and the issuance of a deed reflecting title to the land (i.e.,
registered ownership), or by customary use and occupation of land (i.e., customary
ownership). Of the private lands to be acquired the project has identified 6,737
private land parcels and 2,598 customary owned land parcels. Determination of the
ownership of registered land is complicated by factors such as multiple ownership,
out of date deeds, and conflicting customary and registered ownership claims.
Additionally, villages typically have usage rights on common lands (particularly
pasture land) although the legal owner of the land is the State.’

In terms of land acquisition (formally referred to as expropriation in Turkey), the
Constitution requires that the project can only gain access to the land and
commence construction after the rightful owners/users are fully informed of the

need for expropriation, are provided opportunities to voice their concerns, have

® Refer also to Caspian Development Advisory Panel, Interim Report on Azerbaijan and Georgia, August 2003, p83;
Www.caspsea.com

° Caspian Development Advisory Panel, Report on Turkey and related Security and Human Rights Issues in
Azerbaijan, Georgia and Turkey, December 2003, p60; www.caspsea.com
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reviewed and challenged the valuation of their affected assets and have received full
payment of their entitlement deposited in a national bank in the name of the
owner. Also, all owners are entitled to compensation irrespective of whether they

have title deed or customary ownership of land.

As noted above, approximately 20% or over 12,000 of the 62,000 individual land
shareholders affected by the project are absentee owners. The task of identifying,
locating and then informing these owners in accordance with the above
requirements has presented the project with a major exercise with significant

scheduling implications.

Under Turkish Expropriation Law there are generally two ways to acquire land:
through amicable agreement or through a court process. Every effort was made by
the project to settle acquisition through an amicable agreement, however due to the
issue of multiple landownership and poor maintenance of title deed records the
project was only able to settle 619 of private land parcels through amicable
agreement. In lieu of amicable agreement, the BT C project applied to the courts for

urgent expropriation under Article 27 of the Expropriation Law.

Article 27 is effectively an expedited alternative to the ordinary process for the
exercise of eminent domain™ and has been applied during the BTC project in
instances where land owners were absent and a) could not be located, b) could not
complete the registration process due to multiple ownership issues or c¢) have not

provided Powers of Attorney to their relatives who remain in the villages.

In response to concerns from some international NGOs and others on the greater
than expected reliance on Article 27, the project modified the process by allowing
more time for the identification and notification of owners, and ensuring that,
following acquisition, owners receive their share of compensation as soon as they
complete the deed title registration process, even if absentee part-owners have yet

to come forward.

Sustainable Investments, Offsets and Related Initiatives

Creating Lasting Benefits

The BTC project is predicted to bring significant social, economic and community-
related benefits to Azerbaijan, Georgia and Turkey. These will be manifested in the
form of employment and associated investment in the development of employees,
purchase of goods and services from local businesses, development and

enhancement of local infrastructure and generation of revenues for the host

' Refer to: Caspian Development Advisory Panel, December 2003, p6s; ibid



Environment and Society 131

governments, which in turn can serve as a catalyst for the countries in addressing

key social and economic needs.

BP and its partners recognize that, historically, ‘traditional’ benefits accruing from
natural resource development projects such as those outlined above have not always
resulted in a lasting positive legacy in the host countries, particularly at the local
community level. A variation of this theme is the creation of ‘boom and bust’
economic conditions whereby sudden stimulation of local economies and high
demand for labor during construction falls away sharply at the commencement of

operations.

To redress this situation and demonstrate its long-term commitment to the region,
BTC, in conjunction with the South Caucasus Pipeline project (SCP), has
implemented a number of sustainable development initiatives that are capable of
delivering benefits that extend well beyond the construction phase of the project.
These are additional to the numerous programs and initiatives that are being
implemented to mitigate predicted and potential environmental and social impacts.
Offset projects have also been developed to compensate for impacts that cannot be

mitigated.

In developing the sustainable investment program, the BTC and SCP projects
appreciate the challenge, not least because of the geographic spread of the projects
across three countries, the number of communities that could potentially benefit
from such initiatives and their expectations, but also because of the need to strike a
balance between creating the seeds for projects that have the potential to be self-
perpetuating and provide lasting benefits, and creating the perception (or indeed
expectation) that the initiatives replace the role of government. It was also
important not to create a situation where communities benefiting from such

initiatives developed a dependency on their ongoing funding.

The sustainable investments take one of three forms: the Community Investment
Program, the Environmental Investment Program and the Regional Sustainable
Development Program. Each is discussed briefly below. The Offset Program is also
briefly described, although it was conceived for different reasons and has a slightly
different purpose.

Community Investment Programme (CIP)

The overall objective of the CIP is to fulfil BTC’s and SCP’s commitment to
generate “economic benefits and opportunities for an enhanced quality of life for

those whom our business impacts”. The CIP aims to improve:

0 Living conditions and access to basic needs, such as clean water, electricity,
schools, health and sanitation facilities through the rehabilitation of social

and economic infrastructure without the need to create parallel structures
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0 Utilisation of production facilities and inputs through technical
improvements, credits, management and training, and marketing support in

the agricultural and service sectors

0 Income-earning and economic opportunities for local people through access

to micro-credit schemes, training and capacity building

The capacity of communities to self-organise, manage and self-initiate community

driven development through community mobilisation initiatives and activities”

It is proposed that these aims will be achieved through interventions that focus on
sustainable and long term benefit, through participatory methodologies that
empower communities to solve their own problems and through interventions that

are needs-driven and “owned” by community members.

In each of the three countries the community projects have been designed in
consultation with local communities and a range of other stakeholders. In
Azerbaijan, CIP is active in about 107 communities, in Georgia 8o and Turkey 285
villages, with 43 to be added in the near future. Implementing Partners (IPs) have
been selected through a Request for Proposal process. In Azerbaijan and Georgia
the IPs are international NGOs partnered with national NGOs. In Turkey the IPs

are two national NGOs, a university and a consultancy.

The dominant themes at the heart of CIP match the needs of communities close to

the pipeline route and typically fall into the following categories:
0 Economic opportunities and income generation
0 Strengthening rural and agricultural systems
0 Strengthening community institutional capacity
0 Improving access to training and education
0 Health and sanitation

0 Rehabilitation of existing social and economic infrastructure

Some examples of specific projects being conducted in each of the host countries

are as follows:

0 Azerbaijan: community mobilization and capacity building; health care;

micro-finance

0 Georgia: renewal of rural infrastructure; agricultural support; support for
income generation through micro-credit (see case study below); energy
efficiency; social services; capacity building; school improvements, including

infrastructure rehabilitation and teacher training

" Refer to project web site: caspiandevelopmentandexport.com
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0 Turkey: employment and income generating activities; agriculture support
activities (vaccinating cattle, sheep and chickens; artificial insemination
programs; training of farmers and trainers in animal husbandry,
improvements in crop management; and orchard management); social

infrastructure improvements; capacity building

The CIP is independently monitored and the results publicly disclosed. The overall
CIP budget allocation is $25 million, comprising $8 million each for Azerbaijan and
Georgia and $9 million for Turkey. The third Case Study illustrates how the BTC
project is as much about people living comparatively simple lives with modest
expectations but with dignity and strong will power, as it is about geopolitics, Oil
Funds and export supply routes. It describes an example of where the CIP is not
only stemming the flow of people who are leaving a Georgian village as a result of
decaying infrastructure and dwindling opportunities, but is helping to build for the
future. CIP implementing partner CARE is completing the project.

Environmental Investment Programme (EIP)

The EIP aims to promote and conserve biodiversity, where possible by supporting
existing national and regional strategies. The program is being implemented via a

series of projects that collectively aim to fulfill the following objectives:

0 To provide additional benefits (i.e., additionality) that go further than just

mitigation of impacts

0 To address areas of key stakeholder concern as identified in the ESIA

consultation process

0 To respond to ongoing biodiversity-related initiatives, issues and

suggestions raised by stakeholders during the consultation process

0 To promote involvement and commitment of people living in the vicinity of
the project in the conservation of biodiversity though public awareness and

education”

Unlike CIP projects, EIP projects tend to be more regional than community-based
because they concentrate on particular species and habitats. For example EIP is
looking to fund a Cross Caucasus Project that addresses the socio-economic,
political and institutional threats to, and opportunities for, conservation and
biodiversity in the region, within the framework of national biodiversity strategies
and international conventions to which the host countries are parties. Habitat
projects include conservation and restoration of Tougay forest, semi desert

conservation and management, and forest habitat enhancement.

" Refer to project web site: caspiandevelopmentandexport.com
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As with the CIP, the EIP is being implemented via IPs (typically International

NGOs). Where possible and relevant, local communities are involved.

As at the end of 2004, four EIP projects were in the planning phase, six in the
definition stage while 15 have progressed to implementation. The EIP will be
independently monitored and the results publicly disclosed. The overall EIP budget

is $9.3 million.

Regional Sustainable Development Programme (RSDP)

The RSDP is a $25 million pledge to regional development over a ten-year period
starting in 2005. It will form the core of BP’s commitment to the people of
Azerbaijan, Georgia and Turkey to create sustainable benefits for local
communities over the longer term and to make a central contribution to the
responsible use of revenues generated as a result of the company’s activity. The

RSDP at present comprises two main activities:

0o The Regional Development Initiative: This is envisaged as a large-scale,
country and region-wide program. It will include projects that will endure
and have an impact for some time. These projects will be designed to cover
the lifetime of BP’s projects. The programs will be aligned with government
policy in each country and will be partnered by multilateral development
agencies, IFIs and BP’s project partners. The focus will be on enterprise
development, good governance and improving access to energy. Capacity
building and educational/vocational training will be intrinsic to all three

themes.

0 The Future Communities Program: This is envisaged as the main vehicle
for the BP’s future relationship with, and investment in, those communities
(limited to the four kilometer BTC/SCP pipeline corridor and settlements
near terminals and pump stations) most directly affected by the project’s
operations. It will build on the construction-phase CIPs and will be driven
by themes and projects identified by the communities themselves with an

emphasis on community mobilization and capacity buildingOffset projects

In order to ensure compliance with World Bank Group Safeguard Policies OP4.04
on Natural Habitats and OPN 11.03 on Cultural Property, BTC has committed to
implement offset mitigation where significant residual impacts” have been
identified for natural habitats and cultural property. For example, where the
pipeline ROW has been unavoidably routed through a forested area, the area of

forest removed is being recreated at a nearby location as compensation for the fact

¥ Defined as those impacts occurring after the application of mitigation measures
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that the forest cannot be restored in its original location because of planting

restrictions that apply to the ROW following reinstatement.

To facilitate project management and to exploit potential synergies with EIP, a
number of the Offset projects are managed as part of the EIP. There are eight
Offset projects with a combined budget of approximately $2.5 million.

Transparency

Corporate Commitment

Transparency has been a theme that has affected the BTC project at all levels and
reflects BP’s corporate commitment to open accountability as a means of

strengthening governance and reducing corruption, conflict, and poverty.

This commitment has been manifested in many forms. First and foremost, BP took
the unprecedented step to publish the full text all of the agreements BTC has
entered into with the Host Governments on the project website. Additionally, BP
and the Azerbaijan government are committed to honor the principles embodied in
the UK government’s Extractive Industries Transparency Initiative (EITI), to
which BP has publicly committed. EITI is intended to increase transparency
associated with payments by extractive industries to governments and
government-owned industries. The Azerbaijan government has piloted this
initiative and formed a commission to assist in its implementation. BP Azerbaijan
has been involved, along with other foreign and local extractive industry companies

and a coalition of NGOs, in defining the procedures it will follow.

The Azerbaijan government has recently published the first Azerbaijan EITI
report. Meanwhile, BP has just published its first Azerbaijan Sustainability Report
and, in response to EITI, includes aggregated and disaggregated data relating to the
amount and nature of financial transfers associated with its various operating

entities, including BTC.

Other highlights that reflect BTC’s corporate commitment include the public
disclosure of the Production Sharing Agreements, the IGA and HGAs (including a
citizen’s guide), as well as the environmental, social, technical and safety standards
that will apply. The company has also held a series of workshops, briefings and
seminars with local media, covering aspects of the oil and gas industry such as the
principles of the Production Sharing Agreements and the fundamentals of tax.
These initiatives are designed to help the local media report BTC’s activities in an
informed and objective way, thereby stimulating a more open and transparent

public debate.

A wide range of project-specific activities compliment the corporate initiatives

outlined above. Of these, three themes illustrate the scale of BTC’s commitment to
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transparency: public consultation, disclosure, and monitoring. These are outlined

below.

Public Consultation

Consultation with stakeholders has underpinned all project activities from the

outset as BTC strived to meet the following self-imposed objectives:
0 All stakeholders should have access to project information
0 The information should be easily understood
0 Locations for consultation should be accessible to all who want to attend

0 Measures are put in place which ensure that vulnerable or minority groups

are consulted

0 A high level of awareness among communities and other stakeholders about

the nature of the project, its likely impact and proposed mitigation measures,

should be established

0 Input from stakeholders on proposed mitigation measures, in particular
through consultation with a representative sample of communities along the
pipeline route and in relation to specific types of project activities, should be

achieved
0 Expectations among communities and other stakeholders should be managed

In order to meet these objectives, as well as HGA and IFI requirements, formal
Public Consultation and Disclosure Plans were developed for each country. These
documents were appended to the ESIAs and made available to the public in

relevant national languages.

A critical element of the consultation process has been the day-to-day, grass-roots
consultation with project-affected communities by dedicated Community Liaison
Officers. These people provide the critical link between BTC and the communities

along the route of the pipeline and around the facilities.

Disclosure

Since the public release of the ESIAs in 2002 and the submission of the ESAP to the
IFIs in 2003, disclosure activities have continue unabated with the results of various
internal and external monitoring activities (see below) continuing to be
communicated in a variety of forms, fora and languages, depending on the intended
audience. A summary of activities is published quarterly, via hard copy and on the
project’s website. The Executive Summary of each Quarterly Report is also

translated into the multiple languages spoken in the host countries.
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The scale of the disclosure effort is illustrated in Case Study 4. Here, a selected list
of statistics is presented for Turkey. Comparable disclosure activities were

undertaken in Azerbaijan and Georgia.

Figure 1. Monitoring, Assurance, and Oversight of BTC
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Monitoring

The project’s monitoring activities are extensive and can be categorized as either
internal or external, as illustrated by figure 1, above. Internal monitoring refers to
monitoring that is carried out by contractors (self audit), BTC/Botas personnel, or
external (independent) third parties on behalf of the aforementioned parties.
Reports from internal monitoring are not normally published externally. They are

however available for review by external monitors.

On the other hand, external monitoring is carried out at arms length from the
project through third parties (e.g., government, or Lenders) and is always viewed as
independent. Reports from external monitoring are normally published externally,

except in the case of regulatory monitoring.

One aspect of the external monitoring process that merits explanation is the role of
Lender’s Independent Environmental Consultant (IEC). The IEC has been
appointed to act on behalf of the Lenders to assess and report to the Lender Group
on the compliance of the project with the ESAP, the associated Contractor Control
Plans (see below), Contractor Implementation Plans and Procedures, and

BTC/Botas management plans and systems. During construction the IEC team has
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generally comprised two teams consisting of two specialists. Each team spends
approximately two weeks every quarter auditing the project, and reports non-
compliances against the ESAP as well as verifies closure of BTC’s responses to
non-compliance raised during previous audits. IEC reports are publicly disclosed

on the project’s website.

Social aspects of the project are similarly audited by the Social Resettlement Action
Panel although the frequency of audits is six monthly.

Contractors and Environmental & Social Resources

Formalizing Environmental & Social Standards and Expectations

The environmental and social impacts associated with a pipeline of the size and
complexity of BTC are considerably greater during construction that during
normal operations. The selection and management of engineering, procurement
and construction contractors therefore represents a critically important element in
the process to deliver a world-scale project to international environmental and

social standards.

BTC’s approach was to prepare an Invitation to Tender that set out the policies and
requirements that needed to be met by each contractor during the contract term.
These policies and requirements reflected BP’s standards and expectations on a
range of environmental, social and ethical issues. Because the Invitation to Tender
was part of the contract between BTC and the contractor, the contractors were
committed to implement the policies and requirements therein. Failure to do so

represented grounds for termination by BTC of the construction contract.

The situation in Turkey is somewhat different given that the project is being
designed and constructed under the terms of the HGA, and a Lump Sum Turnkey
Agreement between BTC and Botas, backed by a Government Guarantee. While
the terms of the Turnkey Agreement require Botas to assume responsibility for
implementing the provisions of the environmental and social management plans,
contractors working under Botas are responsible for implementing and adhering to
all of the mitigation measures outlined in the EIA and the associated management
plans. BTC’s role is therefore one of project assurance rather than direct
supervision and control, and this has made the task of upholding the exacting

standards of the project more difficult.

Contractor Control Plans (CCPs)

Given the importance of the role of contractors in building a project to
international environmental and social standards, BTC developed the concept of

CCPs to improve the link between the impact assessment theory and the practical
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fulfilment of project commitments during construction, thereby improving the
environmental and social outcome of this phase of the project. The CCPs also

assisted by adding transparency as well as facilitating overall project assurance.

Contractors are traditionally provided detailed and often complex environmental
and social impact assessments. They are then left to generate method statements
that ensure all commitments are fulfilled. More often than not, this is a weak link
in what is arguably the most important phase of the environmental and social
assessment process, with the contractors not having the background knowledge,
technical expertise, time, and sometimes incentive to develop method statements
from such large, diverse documents. The net result is that the avoidance and
mitigation measures detailed in ESIAs are often not implemented effectively, do
not meet desired environmental and social outcomes, or cost more through

contractual disputes, non compliance actions and/or follow-up remedial works.

The CCPs adopted a performance driven approach and maximize the chance of
ensuring that project commitments (on which the regulatory approval is based) are
achieved both cost effectively and on schedule, as the contractor can clearly

identify what has to be done.

Performance criteria to be met by the Contractor when implementing the
mitigation measures are described in the CCPs, and the procedures to ensure that
these criteria are met or exceeded are outlined. The means by which these
performance criteria are met are determined by the individual Contractors, and
described in detail in complimentary Contractor Implementation Plans and
Procedures. This inherently flexible approach accommodates individual Contractor

preferences and experience, local conditions etc.

The CCPs were an integral part of the ESAPs prepared for the Lenders as part of
the loan requirements and now form the basis of the IEC External Monitoring

programme described above.

Environmental & Social (E&'S) Staff Resources

One measure of the scale of the project and level of commitment regarding
environmental and social performance can be seen from data relating to E&S staff
resources, figure 2. These data show the original level of commitment, as given in
the ESIAs, compared with actual numbers 18 months into the construction phase.
For BTC, st E&S staff were budgeted for the three countries. This number has

almost doubled to just less than 100.

The growth in contractor E&S staff has been even more pronounced having more
than doubled from approximately 100 to 237. The data indicate that Georgia has

approximately twice the number of E&S staff resources when calculated on a
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person/km of pipeline basis (0.31) compared with Azerbaijan and Turkey (both
0.16).

Figure 2: Number of Environmental & Social Personnel

100

ActL

Planne

0 |
BTC \ Contractors‘ BTC ‘ Contractors ‘ BTC ‘ Bota? ‘ Contractors

AZERBAIJAN

GEORGIA ‘ TURKEY

NB: Excludes Core Management Team — planned 3, actual 9

From BTC’s perspective, the growth in demand for E&S resources can be

attributed to five main factors:

O Preparation of a large volume of material for Lender Group as a pre-
condition to project financing. (In June 2003, IFC and EBRD approved a
package of E&S documentation comprising some 11,600 pages for public

disclosure containing several thousand commitments).
0 Additional supervision of contractors

O Preparation, participation and follow-up with respect to the 10 layers of

monitoring referred to in Figure 2

0 Technical support to contractors, particularly with respect to waste

management (e.g., waste water treatment plants, incinerators)

0 A general underestimation of the resources needed to ensure effective

implementation of all commitments

From the contractor’s perspective, the principal reasons for the large difference
between the planned and actual numbers of E&S staff probably indicates a lack of
experience in applying international environmental and social standards to large
infrastructure projects and therefore, under-scoping and under-resourcing at the

outset.
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Conclusion

The BTC project is a complex, world-scale project that is being executed within a

legal framework that conforms to the highest international standards.

The varied and complex historical, political, institutional and cultural setting of the
project, along with transitioning national environmental and social policies,
constantly evolving international standards, and ever-increasing expectations has
presented BTC with significant challenges in the design, planning and construction
of the project. This is particularly true given the company’s demanding self-
imposed goals and recognition of the opportunity (and arguably need) to set new
environmental and social standards for multinational, private sector infrastructure
investments in developing and transition countries, given the recent and ongoing
debate on extractive industries and their effect on the economic and social welfare

of their host countries.™

Although the majority of the environmental and social commitments identified in
the ESIA for the construction phase have been fulfilled, both BTC and their
contractors found the full implementation of some a significant challenge,
particularly at the outset of construction. This can be attributed to the following

main reasons:

0 Application of EU legislation in non-Member States. This has lead to
considerable debate on the interpretation and application of some legislation
under local conditions, a role normally performed by Member State
governments. In hindsight, more environmental and social technical input
into the drafting of legal frameworks may have alleviated some of the

difficulties that were encountered, without compromising outcomes

0 Weakly developed environmental infrastructure in the host countries This has lead
to difficulties conforming to selected EU requirement, particularly waste

management

O Variable interpretation of international standards by IFIs, Export Credit Agencies,
NGOs and BTC: In finalizing the ESAP with the IFIs, policies and standards
were variously interpreted, reflecting in part inconsistencies in the standards
(including conflicts with local law) as well as their necessarily generic form

(particularly in the case of social standards)

O The sheer number of commitments. Several thousand commitments were
needed to ensure compliance with all the laws, policies, standards and
conventions, and inevitably resulted in detailed and onerous implementation

plans. Two key lessons are:

' Refer: eireview.org
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0 Ensure commitments are not overly theoretical and difficult to apply in the

real world
0 Avoid conflicting and ambiguous commitments

Notwithstanding these challenges BTC has remained firm in its resolve to honor
the provisions of the various project agreements, the ESIAs, the ESAP and BP’s
corporate policies, while the scrutiny of regular external audits and the visibility

this provides has given additional emphasis to finding solutions to difficult issues.

Case Study 1: Establishing Waste Management Infrastructure in Georgia
and Azerbaijan

The Inter-Governmental Agreement signed in November 1999 included a
requirement to achieve EU standards for environmental protection. One of the
areas in which this commitment posed the greatest challenge to the Project was

waste management.

At the outset of the Project there was no existing waste infrastructure in either
Azerbaijan or Georgia that met, or came close to meeting, these stringent
requirements. Other challenges to achieving the goal included a lack of qualified
waste management contractors and recycling facilities. Established practices for
dealing with wastes were very different from those envisaged for BTC and it was
apparent that a great deal of training would be required to change conventional
behaviours. In Turkey facilities were available, albeit at some distance from the

pipeline, for handling most waste streams.

As the generation of wastes was seen as an integral project activity BTC elected to
assign direct responsibility for achieving the required standards for waste
management to the main Construction Contractors, via strict requirements in the
contract. Contractual requirements included the implementation of waste tracking
systems under Duty of Care principles, establishment of Project dedicated waste

facilities and a description of the legislation of relevance.

Construction contractors embraced these requirements in different ways. For
example, in Azerbaijan the pipeline contractor sourced and purchased an
incinerator, which was specified to meet EU standards, at a cost of almost $1
million. They recouped some of the capital cost by reaching an agreement with the
facilities contractor that would also see waste generated at the facilities being

incinerated in this unit.

Initially the incinerator suffered a significant amount of downtime and it proved
difficult to consistently achieve the emissions standards specified for the

equipment. However, after a significant input of time, resources and additional
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funding by BTC Co, the reliability and performance of the unit improved

dramatically.

During the periods of incinerator downtime it was necessary to find an alternative
disposal route for organic putrescible wastes, which could not be stored due to the
health risk posed to workers. The only available solution was to dispose of these
small waste volumes to a Government approved Municipal landfill site that did not
meet EU standards. As offset mitigation for this non-compliant disposal of wastes,
and in order to ensure long term security in waste disposal to an acceptable
standard, BTC has contributed to several initiatives to improve the waste

management infrastructure of Azerbaijan.

Firstly, BTC contributed to the upgrade of the Municipal landfill used for
contingency disposal of organic wastes. Upgrade works centered on improving
basic management of the site and the ability to properly handle wastes. In addition
BTC contributed to the design, construction and operation of a new, EU compliant
non-hazardous waste landfill in Azerbaijan. It is anticipated that this facility will

be operational in 2006 and will be available to third parties.

The contractor in Georgia also purchased an incinerator that was installed at one of
the pump station sites. This unit proved to be even more problematic than the one
installed in Azerbaijan. Despite repeated interventions by BTC it was not possible
for this unit to achieve the emissions standards claimed by the manufacturers and

required by the Project.

Alternative reuse or recycling solutions were found for the majority of waste
streams, however the Project was left with the issue of where to dispose of
putrescible organic wastes. In consultation with the Government of Georgia it was
decided that the best environmental option would be to utilize an existing
Municipal landfill. As a way of improving conditions and waste management
practices at this existing facility BTC funded the development and implementation
of a conditioning plan for the landfill, as per the EU Landfill Directive, to be

delivered in 2005.

BP is also addressing longer term waste management issues in Georgia through a
number of initiatives, for example, BP is funding the development of a EU-
compliant non hazardous waste landfill for dealing with future wastes generated by
BP. Alongside this BP has proposed to undertake a strategic waste management
review for Georgia and to work with the Government of Georgia to improve the

national capacity for waste management.

All hazardous wastes generated in both Azerbaijan and Georgia are currently stored
in secure, project-dedicated areas, until such time as EU compliant disposal options
become available. In Georgia several options are being pursued, including export of

wastes in accordance with EC Council Regulation No. 259/93.
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In Azerbaijan it is envisaged that hazardous wastes will ultimately be disposed of

to a recently opened, World Bank financed, hazardous waste landfill.

Case Study 2: Route Selection Through the Borjomi Region of Georgia -
the Kodiana Pipeline Section

Identification of a pipeline route through Georgia that minimizes environmental
and social impacts was the subject of much debate and took several years. Early in
the process one of the main options evaluated was to route the BTC pipeline
through southern Georgia, which had the benefit of minimizing the length of the
pipeline. However, this would have meant passing through Akhalkalaki District,
with its population of predominantly Armenian descent and proximity to a Russian
military base. The Georgian government was particularly concerned about the
security risks imposed by the presence of the military base and instructed BTC not
to route the pipeline through Akhalkalaki, views which were shared by
international security advisors. This security concern forced the BTC pipeline
route considerably further to the north, into an area of high mountain terrain - an

area known as the Borjomi region.

524 Landslide Region
[ severe Terain Constraints
+ = = Borjomi-Kharagauli Netional 0

Defining the route

The area in Borjomi, from Tskhratskharo Pass to Kodiana Pass (the 17 km Kodiana
Section, refer to map), quickly developed into the most sensitive area along the

entire BTC pipeline route due to a combination of real and perceived factors



Environment and Society 145

associated with the natural characteristics and resources of the area. Four main

issues dominated the route definition process:

Geohazards / terrain evaluation. A terrain evaluation and geohazard assessment was
undertaken, consisting of a desk top study followed by a multi-disciplinary field
trip looking at geohazard, environmental and constructability constraints.
Landslides, debris flows, difficult relief, aggressive soils and river flash floods and
scours were some of the specific geohazards identified and mapped, and

subsequently ranked in order of severity.

Flora and fauna. This section of the pipeline route encroaches on the Support Zone
of the Borjomi-Kharagauli National Park, which acts as a buffer to the more
sensitive National Park. The vegetation of the Support Zone near the proposed
pipeline is extremely diverse and is made up of alpine meadows, sub-alpine tall
herbaceous communities, near-timberline vegetation and fragments of high-
mountain forests. The mature forest blocks of the region provide habitat for a
number of large mammals, including, wolf, brown bear, fox, hare, marten, wild cat,
lynx, roe deer and wild boar. The region also forms part of the migratory link
between the Greater and the Lesser Caucasus. The Support Zone also has many
streams, rivers and small ponds, which are important for a number of endemic and
Georgian Red Data Book-listed species of amphibians and reptiles. The areas also

provides valuable habitat for a wide range of bird species.

Groundwater. From Tskhratskharo Pass to Kodiana Pass the route lies within the
surface water catchment of the Borjomula river, where surface springs and thermal
mineral springs discharge into the river. Water from the springs and the
groundwater is widely sold as Borjomi bottled water, a resource regarded with a
great deal of national pride in Georgia. Concern was raised over the potential
effects on the groundwater of an oil spill during operation of the pipeline, however
specialist consultants concluded that this was not possible for a number of reasons
including the lack of a hydraulic connection between the rocks crossed by the
pipeline and the mineral water bearing rocks, and the fact that the water bearing
aquifer is pressurized. This issue has been considered very carefully in the project

design (see below).

Tourism. The town of Borjomi which is some 15 km from the pipeline and village
Bakuriani provide a centre for tourism activities in the region. Whilst this has
decreased since Soviet times, tourists are still drawn to the area for such attractions
as the downhill and cross-country skiing at the Bakuriani resort, the mineral water
health spa at Borjomi and the other natural resources offered by the National Park.
During the routing study the entire area was examined in a great deal of detail to
find a route that did not traverse the Akhalkalaki District and which minimized the

environmental and social impacts associated with these main issues.
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Pipeline protection measures — design and management

The entire BTC pipeline system has been designed to meet or exceed the relevant
international codes and standards, and to this end best practice leak prevention and
detection methods have been incorporated into the design. In addition, further
mitigation measures that go well beyond industry norms were put into place in the
Borjomi section of the pipeline. Supplementary measures include the installation
of additional block valves, burying the pipeline to a greater depth and numerous
security measures to detect and deter casual or intentional access to the pipeline.
Over and above this, BTC is discussing with the Government of Georgia
additional secondary containment measures that could be constructed to help

contain oil in the unlikely event of an oil spill.

Long term integrity of the pipeline will be ensured by inspection and planned
maintenance activities. During routine pipeline operations, the pipeline will be
regularly inspected by foot, vehicle or horseback patrols, to check on its physical
condition and to ensure that no construction or excavation work in the area could
inadvertently damage the pipeline. Additional resources will be utilized for
surveillance in the Borjomi area. To facilitate a rapid and effective tactical

response, an additional oil spill base has also been located in the Borjomi area.

Conclusion

BTC has recognized that a successful pipeline project is dependent on the
implementation of all the commitments in the ESIAs. BTC has worked with the
construction contractor to ensure that detailed method statements exist for all
activities. Environmental awareness training has been provided dedicated to the

Kodiana section of the pipeline.

The overriding aim of the project is to avoid damaging valuable environmental
resources wherever possible and to reduce any unavoidable impacts to the
minimum. In the Borjomi area in particular, potential impacts have been
recognised and reduced through careful design to ensure that the pipeline presents

as close to zero risk as possible.

Case Study 3: Helping to Create Conditions for Sustainable Development
- Recreating Hope and A Future in Moliti Village, Georgia

The village of Moliti sits at 2,400m in the Borjomi region of Georgia, one of the
highest points of the pipeline route. With a population of only 267 people and 65
families, it is a small village that was facing an uncertain future. One of these
villagers is Armik Arutunyan, an ethnic Armenian, born in 1966 in Moliti. He had
always said to himself, “If I get any amount of money in my hands I will take my

family and go someplace else to live.” His two brothers, one sister and their
y g P ,
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families have done so. They left Moliti village and now live and work in

Krasnodar, Russia. Armik was feeling abandoned.

A short while ago things started to get to the point of despair. “I was losing my
staying power and also wanted to leave.” He had nothing here, no water, the school
was falling apart, and animals were dying. “I had made up my mind, it was time to
go.” He sold his tractor and a few cows and sheep to get money together to take his

family and leave.

The many departures from Moliti are understandable as life in such an isolated
village is not easy. “We never had any contacts with a NGO in the past we only
heard stories of other villages getting help. Even the former government told us to

move someplace else if we wanted to improve our situation.”

Then the pipeline projects started and a CIP staff member, Zura Ioanidze, came
and gave him hope to stay. “CIP helped not only on paper but with real things that
were destined to help the whole village. It was the first time any promises were

kept. Throughout my life here in Moliti I have seen promises made and then
unfulfilled.”

In addition to the water rehabilitation, projects to improve agriculture have
provided direct benefits to people’s lives in Moliti. CIP has imported and provided
new seed potatoes to many farmers in Moliti. The new early variety of seed stock is
well suited to the area. In the past the village’s seed potatoes were old, genetically
mixed and very vulnerable to pests. With the new seed, proper application of
fertilizers and appropriate pest management, today’s yields have increased 5-6 times

from those in the past.

Armik insists on digging up one of his potato plants to display his crop. The
enthusiasm is plain to see, in his and his children’s manner. His youngest son,
Gagik picks up one of the largest, robust potatoes of the lot and places a firm
adoring kiss on its skin. “These are the nicest potatoes ever to come out of Moliti.”
Armik has good reason to be proud. The agriculture training that has been provided
by CIP has not only allowed his potatoes to flourish but the whole village now has
the feeling it will prosper.

CIP is also teaching the village how to work together to bring the benefits to
everyone in the community. Armik and two other local farmers have established
“demonstration farms” they have received 10okg of the new seed potatoes from
CIP. After his harvest in a few weeks, he and another “demonstration farmer” will
distribute 20 kg each to 10 neighbors who in turn will provide 10 kg to a vulnerable
family or individual. They have learned a lot with CIP and have grown together as

a community.
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Armik also has seven cows, three calves and twenty sheep. In the years before
vaccines became available, an average five or six of his sheep died each year. Three
years ago an unknown virus made many animals in the village sick. Sadly twelve
cows and more than one hundred sheep died that year. This is no longer a problem
in Moliti now that CIP has provided training in proper livestock keeping. A regular
visit by a veterinarian supplies vaccines to the livestock being raised, which has
greatly improved the life expectancy of many animals. Pointing to the burnt spot
where lightning struck his stone barn a month ago. “It’s strange” Armik says with
a shrug of his shoulders, “I lost one sheep to lightning this year and none to

illness.”

The many benefits provided through BTC and SCP seems to be reversing the
migration that had become so familiar to Moliti. Previously the village was being
drained of its younger generation, many of them leaving for greener pastures. Last
year no young people returned to Moliti, but this year young people started to come
back looking for houses. “15 years ago two of my best friends left with their families

and went to Akhaliki region. This year they returned and are making a go of it.”

Armik’s outlook for the future and that of the whole village is bright. The people
have hope that they can survive in Moliti. “Things are going forward. We now feel
we are not so isolated and on our own. I am getting happier with my life here in
Moliti” Armik says with an unshaven grin. “With the help of CIP we now all have
the hope to carry us through the long Moliti winters.”

Case Study 4: Public Disclosure In Turkey: Selected Summary Statistics

Environmental Impact Assessment
Full Draft EIA (9o copies) to:
0 20 State Authorities
0 10 Provincial governments
0 35 District Sub-governorship offices
0 8 National and 6 local university libraries along the pipeline route
O 3 main public libraries in Ankara and Istanbul
Full Draft (CD) EIA (288 copies)
Non Technical Summary (7000 copies) to:
0 National and local NGOs and media
0 35 Public libraries in the provincial and district

0 Centers along the pipeline route and Muhtars (village heads)
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Community pampbhlet (15,000 copies) to:

0]

Project-affected communities along the pipeline route, and those in the

vicinity of the marine terminal (370 settlements)

BTC website: Full disclosure

Direct Engagement

(0]

(0]

10 Provincial governors
22 district sub—governors
208 Muhtars

1734 households representing 8,061 people interviewed through

questionnaires
Local NGOs and interest groups
National NGOs, press and interest groups

Fisherman, fishing industry representatives and other stakeholders in the

vicinity of the marine terminal
Settlements in the vicinity of the four pump stations

and pressure reduction station

Resettlement Action Plan

0]

O O O o o

0]

Ministeries

Offices of Provincial Governors (10)
Offices of District Governors (32)
National universities (12)

Regional universities (7)

National libraries (3)

Project website

The availability of the RAP was also publicized through press releases in the print

media, and in public places by 23rd December. Press release was sent to all of the

National newspapers (approximately 150) and televisions (approx 20) in Turkey

and local newspapers along the pipeline route (23 local newspapers).
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Guides To Land Acquisition & Compensation

0]

(0]

87,000 copies of guides distributes to private/customary owners
Public libraries in the district and provincial centers along the pipeline route
University libraries in the provinces along the pipeline route

Local and national NGOs Project website

Supplementary Consultation On Acquisition & Compensation

(0]

First round of consultation and negotiation meetings with all affected

settlements: 291 villages visited between November 2003 and January 2003
Additional address/owner identification meetings in affected villages

Second round of consultation and negotiation meetings in every affected

settlement
Consultation meetings with non-eligible users to develop RAP Fund

Consultation with the users during user/crop identification study and crop

assessment payrnents

Consultation meetings with users of common lands to develop

compensation methodology



