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March 18, 2005

Since this assessment report was completed, there have been developments regarding the
issues raised therein. To see the progress that has been made on the issues raised in this
complaint, please consult the Recommendation Implementation Status Tracker on CAO's
website, www.cao-ombudsman.org. The tracker lists the key issues raised in each complaint,
the CAQO's recommendations for moving forward on those issues, and the progress with respect
to implementation of these recommendations. New developments and actions by the IFC
and/or sponsors are updated on the tracker as soon as CAO can confirm them.



http://www.cao-ombudsman.org/pdfs/Implementation%20Tracker.pdf
http://www.cao-ombudsman.org/

COMPLIANGE APYISOR /OMBUDSMAN

Assessment Report

Complaint regarding the Baku-Thilisi-Ceyhan (BTC) Pipeline Project
Rustavi, Georgia

July 2004

Office of the Compliance Advisor/Ombudsman
of the International Finance Corporation and
Multilateral Investment Guarantee Agency




Contents

[ o) el £o] 01/ 0 PO PP PP OPPPPPPPRN 3
EXECULIVE SUMMAIY ...ttt aaeaaaaes 4
R a1 oo [F L1 1 (o] o ISP PP RP P PPPPPI 5
2. BTC Project DeSCIIPHION. ... ittt e e e e e e e e e e e eeenees 6
3. Complaint HandliNG PrOCESS........uuuiiiiiiiiiiiiiiiiiiitiiiiie et aaaasaaseraassasaeaaasanssnnnannes 7
4. Discussion Of COMPIAINT ISSUES ... e e e e e aaaa e 8

Technical Assessment of Pipeline Safety Concerns......................cccc, 8

Disclosure-Related CONCEIMNS ..........ooiiiiiiiiiiiieie e 13
5. CAO ReCOMMENAALIONS .....cuiiiiiiiiiiiie ettt e e e 20
ANNEX 1T COMPIAINT. ... o et e e e et e e e e e e e e es e aaaaaes 22
Annex 2 Independent Pipeline Safety Engineers’ Assessment Report .....................l 27

Appendix A Site MeasuremMeNnts...........covviiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeee e eeeeeees 39
ANNEX 3 PIPEIINE DESIGN ..ottt e e a e e e 41
Annex 4 Independent Pipeline Safety Engineers’ Terms of Reference.....................ooooel. 44
Annex 5 List of Visit Participants............oooooi 46
Annex 6 Complaint Handling Process Details ............ccoooeeiiii 47
Annex 7 Complaint Issues MatriX ............ccccc 49




List of Acronyms

APLR Association for the Protection of Land Owners Rights
ASME American Society of Mechanical Engineers

BP British Petroleum

BTC Baku-Thbilisi-Ceyhan Main Export Pipeline

BTC Co. Baku-Thilisi-Ceyhan Pipeline Company

CAO Office of the Compliance Advisor/Ombudsman
CIP Community Investment Program

CLO Community Liaison Officers

CRM Community Relations Manager

ESIA Environmental and Social Impact Assessment
ESAP Environmental and Social Action Plan

GIOC Georgia International Oil Company

GLAC Guide to Land Acquisition and Compensation

GPS Global Positioning Systems

GIS Geographical Information Systems

HGA Host Government Agreement

IFC International Finance Corporation

MIGA Multilateral Investment Guarantee Agency
NGO Nongovernmental Organization

PCDP Public Consultation and Disclosure Plan
RAP Resettlement Action Plan

SCP South Caucasus Pipeline

SLIP Supplementary Lenders’ Information Packet
SPJV Spie-Capag and Petrofac Joint Venture

SRAP Social and Resettlement Action Plan




EXECUTIVE SUMMARY

In March 2004 a complaint was filed with the CAO by residents’ of the 18" and 19" subdistricts
of the city of Rustavi, Georgia, concerning the Baku-Tbilisi-Ceyhan Main Export Pipeline project.
The complaint alleges a lack of disclosure relating to the pipeline routing near the Complainants’
apartment buildings, as well as issues of pipeline safety.

CAO contracted two independent pipeline safety engineers to assess the safety issues raised in
the complaint; their assessment is based on travelling to Georgia to inspect the site, meeting
with the Complainants, reviewing documentation prepared for the project (both public and non-
public), and discussing the Complainant’s concerns with technical representatives of BTC Co.

Regarding pipeline safety issues, the independent pipeline safety engineers conclude that:
¢ the pipeline design and proposed method of operation and management comply with the
international standards required in the Host Government Agreement; and
o such standards are equal to (or in some cases exceed) international best practice,
including the distance of the pipeline from the Complainants’ apartments.

In summary, the independent pipeline safety engineers are able to provide technical assurances
to the Rustavi residents on almost all of the major safety issues raised by the Complainants.
There remain, however, outstanding questions about why the safety concerns arose in the first
instance. The origin of the safety concerns and the implications this has for BTC Co.’s polices
and practices with respect to disclosure, consultation, and grievances is discussed in this
assessment report.

On disclosure, the CAO found that, although IFC’s requirements were met in general terms,
there was a lack of evidence that consultations were held with affected communities, including
the Rustavi Complainants. We infer that an initial information deficit has fueled a spiral of
rumors, mistrust, and resentment prejudicial to BTC Co.’s and IFC’s commitment to the BTC
project having a positive socioeconomic impact. Furthermore, the lack of specificity in the level
of disclosure—particularly regarding safety standards, pipeline routing, and the pipeline security
zone—has contributed further to a breakdown in communication between the sponsor and the
Complainants.

CAO recommends that BTC Co.:

(i continue to implement a carefully targeted information campaign about pipeline
safety for the Rustavi residents;

(i) ensure tighter monitoring of contractors’ community liaison activities;

(iii) carry out an independent review of corrective measures put in place in relation to
disclosure issues raised in the complaint;

(iv) improve the transparency and effectiveness of its grievance mechanisms;
(V) establish an independent dispute resolution mechanism; and

(vi) target the Community Investment Program—a program created to invest in
improvements to community welfare along the pipeline route—toward the socio-
economic improvement of people in the 18™ and 19" subdistricts of Rustavi.

' A total of 120 individuals signed the complaint.




1. INTRODUCTION

This assessment report is in response to a complaint lodged by Mr. Merabi Vacheishvili and
Mrs. Eleonora Digmelashvili, on behalf of residents of the 18" and 19" subdistricts of Rustavi,

Georgia.

The complaint was received and acknowledged by the CAO on 15 March 2004.

Following an appraisal visit, CAO accepted the complaint on 14 April 2004. The complaint
concerns lack of disclosure of the Baku-Thilisi-Ceyhan (BTC) Main Export Pipeline that
allegedly passes within 120 meters of the Complainants’ apartment blocks, as well as related
issues of pipeline safety.

The following issues were raised in the complaint:

(i)

(ii)

(iif)

(vi)

(vii)

(viii)

The pipeline is too close to residential apartments, raising concerns of safety to the
apartment residents because of the close proximity.

There is a history of pipeline failure in the vicinity of people and a history of people
being harmed by these failures.

The residents desire to have an explanation of the safety standards required for
pipelines of this nature.

Construction of the BTC pipeline in parallel with the planned SCP gas pipeline will
increase the safety risk of those living close to the pipelines.

The Mtkvari River floodplain between the riverbank and the 18" and 19" subdistricts
is unstable; there is a high water table, poor soil, and a history of erosion that make
the area unsuitable for construction of petroleum and gas pipelines.

The standard of construction of the residential buildings in the 18" and 19"
subdistricts is not high; vibration caused by construction and operation of the
pipeline(s) has the potential to destabilize buildings, causing damage.

The BTC/SCP project has nominated a 500-meter “security” zone along each side of
the pipeline. The apartment buildings in the 18™ and 19" subdistricts are in this
zone, the declaration of which raises concerns of pipeline safety to residents within
the zone.

The Baku-Supsa Pipeline?, constructed some years ago, which will share its
easement with the BTC and SCP pipelines, has a history of oil leaks. This indicates
to the residents that there is a likelihood that new pipelines will also leak, potentially
creating harm to the residents.

In addition, the following issues were raised in discussion with Complainants, which are
addressed in this Report:

(i)

(ii)

Residents expressed concern that, during construction activities, BTC decided to
locate an isolation valve in the vicinity of the residents in the 18" and 19"
subdistricts, potentially exposing them to injury by emissions from the valve or
possibly danger resulting from malicious damage to the valve installation.

During construction of the pipeline in the vicinity of the 18" and 19" subdistricts,
residents observed a pungent smell, which was considered to be associated with a
livestock burial pit constructed in earlier times to hold livestock that perished or were
killed as a consequence of an anthrax outbreak

2 An oil pipeline, running from Baku (Azerbaijan) to Supsa (Georgia), on the Black Sea, built during the

Soviet era.




(iii) Residents expressed concern about reports in publicly disclosed documents that the
operations phase will use GPS (Global Positioning Systems) and GIS (Geographical
Information Systems), which may emit radiation, potentially causing injury to
residents.

(iv) The residents understood that the pipeline route was originally selected to pass close
to the township of Gardabani and that they were unaware that the route had been
changed to pass north of Rustavi and close to their residences. In fact, the residents
did not realize that the pipeline was in this location untii commencement of
construction.

The assessment report addresses the issues raised in the complaint, presents the findings of
the CAO in relation to these issues, and concludes with recommendations on how these issues
may be addressed. The assessment was carried out in accordance with the Operational
Guidelines of the CAO. The assessment report is the conclusion of the assessment phase of
the complaint process. In accordance with the operational guidelines, the assessment report is
prepared for the Complainants and shared with the other parties to the complaint (here BTC
Company [BTC Co.], BP, and IFC). If the Complainants choose to make the report public, the
CAO will then publish the report on its Web site.

The Complaint is attached as Annex 1.

2. BTC PROJECT DESCRIPTION

The Baku-Thbilisi-Ceyhan (BTC) Main Export Pipeline project involves the development,
financing, construction, and operation of a dedicated crude oil pipeline system, to transport oil
from the existing Sangachal oil terminal near Baku, Azerbaijan, through Georgia, to a new
export terminal to be constructed at Ceyhan, Turkey, on the Mediterranean Sea. The 1,760-
kilometer pipeline will be buried throughout its length as it passes through Azerbaijan (442
kilometers), Georgia (248 kilometers), and Turkey (1,070 kilometers).

The pipeline will transport crude oil from the Caspian Sea oilfields of Azeri, Chirag, and
Gunashli, (collectively known as the ACG field). The planned capacity of the pipeline will
accommodate current levels of production, as well as additional production from ACG, for a total
capacity of 1 million barrels per day. It is projected that the pipeline will begin operation in the
second quarter of 2005.

The project sponsor is BTC Co., a consortium of 11 partners, which was established in August
2002. British Petroleum (BP), the largest shareholder in the project (30.1%), will operate the
pipeline. Other partners (in descending order) are SOCAR [State Oil Company of Azerbaijan]
(25%), Unocal (8.9%), Statoil (8.7%), TPAO [Turkish Petroleum Corporation] (6.5%), Eni (5%),
TotalFinaElf (5%), ITOCHU (3.4%), INPEX (2.5%), ConocoPhillips (2.5%), and Amerada Hess
(2.3%). 3In its capacity as pipeline operator, BP is leading the project design and construction
phases.

The Georgia section of the pipeline will start in Gardabani at the Azerbaijani-Georgian border
and pass through seven regions of the country plus the City of Rustavi (see Figure 1), ending at
Naokhrebi in the Akhaltiskhe District on the Turkish border. By a presidential edict of October

3 Throughout the report, reference is made to BTC Co., including the recommendations section. In
practice, BP will have lead responsibility in implementing any recommendations that it accepts, in its
capacity as pipeline operator.




2000, the Georgian International Oil Corporation (GIOC) represents Georgia. GIOC plays the
role of a government representative through which BTC Co. requests and secures issuance of
rights, licenses, permits, certificates, authorization, approvals, and permissions to conduct
project activities. Spie-Capag and Petrofac Joint Venture (SPJV), who were awarded the sub-
contract in July 2002, are carrying out the construction work in Georgia.

The total project cost is approximately US$3.6 billion. The International Finance Corporation’s
(IFC’s) gross investment in the project is US$250 million, $125 million of which is for IFC’s own
account (referred to as an A loan), with an additional $125 million in syndicated loans, (or so-
called B Loan program).

Figure 1. Location Map of BTC Pipeline and City of Rustavi
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3. COMPLAINT HANDLING PROCESS

CAO staff and consultants made three visits to Georgia in April, May and June 2004. (See
Annex 6 for complete visit details.) These visits were made to appraise whether the complaint
should be accepted and, once it was accepted, to consider the issues raised in the complaint in
detail.




4. DiscussioN OF COMPLAINT ISSUES

The issues raised in the complaint fall into two interrelated categories. First, the complaint raises
specific concerns regarding the safety of the pipeline and associated infrastructure. Second,
the complaint raised broad concerns regarding the adequacy of disclosure around the pipeline
routing prior to construction and the adequacy of related consultations. These concerns are
strongly interlinked, as reflected in the discussion that follows, but are dealt with separately.
The safety-related concerns are addressed first, (Section 4.1), supplemented by additional
information in Annex 2, followed by a discussion of the disclosure issues. (Section 4.2)

4.1 Technical Assessment of Safety Concerns

The major issue raised in the complaint relates to the safety of the section of the BTC oil
pipeline being constructed between the Rustavi residential area and the Mtkvari (Kura) River.
CAO engaged independent pipeline safety engineers to assess the technical basis of the safety
concerns expressed within the complaint and to provide independent expert advice. The Terms
of Reference for their work is attached as Annex 4. The work involved a review of project
documentation, site inspection, Complainant interviews, and interviews with BTC Co.

Although the complaint can only be assessed in relation to IFC’s investment in the BTC oil
pipeline, BTC has acknowledged that the “risk assessment carried out for the BTC pipeline has
taken into account the additional risk posed by the adjacent project” (ESIA Response to
Comments, par. 6.9.7). In this context, a CAO review of the safety of the BTC pipeline has to
include the cumulative risk associated with the adjacent South Caucasus Pipeline (SCP),
although IFC is neither an investor nor a lender in the SCP project.

The pipeline safety team’s mandate was to scope out the nature of the technical issues at stake,
including risk assessment, as the pipeline was initially planned and as it currently exists, in
terms of recognized codes, standards, and practices. The team was to perform desk reviews of
relevant IFC and sponsor design and engineering documents, as well as conduct on-site
interviews and field visits to Georgia. Details of specific pipeline safety concerns in the
complaint and the corresponding findings of the pipeline safety engineers are summarized
below, and included in full in Annex 2. These findings are consistent with the preliminary
findings that the CAO independent consultants presented to the Complainants in Thilisi on 11
June 2004.

4.1.2 Issuel—Pipeline Too Close to Residences

The pipeline is too close to residential apartments, raising concerns of safety to the
apartment residents.

Assessment Conclusion

The actual distances between the BTC pipeline and the nearest apartment building is 260
meters, and between the SCP pipeline and the nearest building 285 meters. This is
substantially larger than would be required either by the international design codes specified in
the Host Government Agreements or by the Quantified Risk Analysis requirements in use in the
small number of international jurisdictions that mandate separation distances on the basis of
risk-based methodologies.




4.1.3 Issue Il — History of Pipeline Failure
There is a history of pipeline failure in the vicinity and a history of people being harmed
by these failures. This causes great concern to the residents living in close proximity to
the BTC pipeline.

Assessment Conclusion

The steel used in the construction of both the BTC and SCP pipelines is thick, so a very large
explosion is required to puncture either pipe; corrosion risk has been addressed by (i) the
application of a thick three-layer coating system bonded to the steel pipe (with an operating life
of > 60 years); (ii) a cathodic protection system to prevent corrosion from small coating defects;
and (iii) regular inspection by an instrument called an “intelligent pig,” which passes through the
pipeline and measures wall thickness. The BTC and SCP pipelines are designed and will be
operated and maintained to the highest current international standards. These standards will
mitigate any risk of pipeline failure from the most common sources of damage, external
interference, and corrosion.

4.1.4 Issue lll — Explain What Safety Standards Apply to Pipelines
The residents desire to have an explanation of the safety standards required for
pipelines of this nature and whether the standards used for the BTC are in fact the

highest internationally accepted standard.

Assessment Conclusion

The following standards included in the Host Government Agreement are the most commonly
used international standards:

e BTC Pipeline—ASME B31.4
SCP Pipeline—ASME B31.8

These standards originate in the United States but are the de facto international pipeline
standards. CAQO’s pipeline safety engineering assessment concluded that the BTC and SCP
pipelines have met and exceeded the requirements of the nominated standards.

4.1.5 Issue lV —Construction of BTC and SCP in Parallel Will Increase Risk

Construction of the BTC pipeline in parallel with the planned SCP gas pipeline will
increase the risk to those living in close proximity to the pipelines.

Assessment Conclusion

The additive effect of the two pipelines would impose a separation distance requirement of
approximately 50 meters from the nearer pipeline. The actual distance between the nearer
pipeline (BTC) and the nearest corner of any apartment block in the 18" or 19" subdistricts is
approximately 260 meters.
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4.1.6 IssueV —Unstable Ground on Mtkvari River Floodplain
The Mtkvari River floodplain between the riverbank and the 18" and 19™ subdistricts is
unstable, has a high water table, a history of riverbank erosion, and poor soil. It is
clearly unsuitable for construction of petroleum and gas pipelines.

Assessment Conclusion

The independent pipeline safety engineers consider that the appropriate investigations have
been undertaken, and the erosion risk to the pipeline is low. These investigations included a
hydro geological assessment of the river and riverbanks, identification of the flood plain area,
boreholes in the river crossing vicinity, and a minor relocation of the pipeline to move it farther
from the river.

It is possible that in the future the riverbank may erode. If this happens there is sufficient
distance between the pipeline and the river for the erosion to be identified and remedial action
initiated to control the problem.
4.1.7 Issue VI - Vibration During Pipeline Operation Will Impact Building Integrity
The standard of construction of the residential buildings in the 18" and 19" subdistricts
is not high, and vibration caused by operation of the pipeline(s) (and during construction)
has the potential to destabilize the buildings, causing damage.

Assessment Conclusion

Neither the BTC nor the SCP pipelines have the potential to generate any vibration during
operation. Construction activities using tracked machinery will generate some vibration as they
move along the site, but the ground within 25 to 50 meters of the site dissipates this, so
construction vibration will not damage or destabilize buildings, irrespective of their condition.

4.1.8 Issue VIl — The 500-meter Security Zone Suggests That It Is Unsafe to Have
Apartment Buildings Within This Zone

The BTC/SCP project has nominated a 500-meter “security” zone alongside each side of
the pipeline. The apartment buildings in the 18" and 19" subdistricts are in this zone
(being from 250 to 325 meters from the pipeline). The declaration of this “security” zone
raises concerns of pipeline safety to residents living within that zone.

Assessment Conclusion

The security zone was recommended following a quantitative risk assessment of the SCP gas
pipeline and incorporated into the requirements for the BTC pipeline. The 500-meter zone is
currently the best practice for managing land use and development in the vicinity of gas
pipelines.

The zone was created to require the government to notify the pipeline operator of any
development in the vicinity of the pipeline that could introduce a change to its risk profile.
Developments controlled in the security zone include high-density residential developments,
and sensitive developments, such as hospitals, retirement homes, schools, and child care
centers. The “security” zone will ensure that any new development will be required to achieve
the same safety standards as that in existing residential areas, without the pipeline operator
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being required to replace a significant section of the pipeline, or to reduce pipeline capacity.
This ensures that Planners and Developers do not knowingly or unknowingly permit the
population to be allowed to live in locations where the existing pipeline design would place the
residents at increased risk. However, the “security” zone is not mandatory for managing land
use and development in the vicinity of the BTC pipeline, because its design standards (ASME
B31.4) do not have any requirements relating to the construction of oil pipelines in close
proximity to buildings.

4.1.9 Issue VIl - Baku-Supsa Pipeline Has Leakage History — Validates Concerns
The Baku-Supsa pipeline, constructed some years ago, will share its easement with the
BTC and SCP pipelines and has a history of oil leaks. This indicates to the residents
that there is a likelihood that new pipelines will also leak, potentially creating harm to the
residents.

Assessment Conclusion

(The WREP and BTC only share an easement between KP1 and KP20, around 10km before
BTC passes Rustavi 18" and 19" microdistricts. WREP then lies on the opposite side of the
Mtkvari River to BTC.) The Baku-Supsa pipeline (aka WREP) was constructed during the Soviet
era. It was built and maintained to inadequate standards; and as a result, developed corrosion
damage and leaked (before WREP took control of it and replaced substantial lengths of the
original pipeline). The experience of the Baku-Supsa pipeline is not a valid basis for concerns
about the safety of the BTC or SCP pipelines. However, the operating histories of well-
constructed and maintained pipelines (oil and gas) show that proper external coating and
corrosion control systems will protect the pipeline from metal loss as a result of corrosion and
from consequent leakage.

The BTC/SCP pipelines both have a high quality external coating and a proper cathodic
protection corrosion control system to prevent external corrosion. In addition, there is a
commitment from BTC to undertake a regular program of metal loss inspection using
“‘intelligent” pigging tools to identify any site of active corrosion. Intelligent pigging ensures that
corrosion sites and locations of metal loss from external damage are identified sufficiently early
for work to be undertaken to rectify the damage before pipe leakage or failure can occur.

4.1.10 Verbal Issue | — Proximity of Isolation Valves to Residences
Residents expressed concern that, during construction activities, BTC decided to locate
an isolation valve in the vicinity of the 18" and 19" subdistrict residences, potentially
exposing residents to injury by emissions from the valve or possibly danger resulting
from malicious damage to the valve installation.

Assessment Conclusion

An investigation of the engineering design of the pipeline determined that there are no isolation
valves on either pipeline in the immediate vicinity of the 18" and 19" subdistricts. The nearest
valves are 2 to 3 kilometers east of the residential area for BTC and SCP.

Residents might be exposed to noise emitted from a gas release from the SCP isolation valve
nearest the 18" and 19" subdistricts, should there be the need for pipeline depressurization,
which is rare. There will be no measurable noise or other impact on residences from isolation
and depressurization of the BTC oil pipeline.
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4.1.11 Verbal Issue Il — Contaminated Site Uncovered During Construction

During construction of the pipeline in the vicinity of the 18" and 19" subdistricts,
residents observed a pungent smell, which was considered to be associated with a
livestock burial pit constructed in earlier times to hold livestock that had perished or were
destroyed as a consequence of an anthrax outbreak.

Assessment Conclusion

BTC advised that there are two potential anthrax burial sites identified in the vicinity of Rustavi
and the Mtkvari River (east side), but both are outside the right-of-way and adjacent to the
horizontal directional drilling (HDD) rig site. These sites have been fenced off, and warning
signs have been erected.

The technical advisors sought to obtain further information but were unsuccessful. The CAO
and independent pipeline safety engineers have not reached any conclusion on this issue, both
on the grounds that it was not within the scope of the engineering assessment and that
insufficient evidence was available to resolve the matter.

4.1.12 Verbal Issue lll — Concern of Radiation Emitted by Project GPS & GIS Applications
Residents expressed a concern about reports in publicly disclosed documents that the
operations phase will use GPS (Global Positioning Systems) and GIS (Geographical

Information Systems), which may emit radiation, potentially causing injury to residents.

Assessment Conclusion

GPS is a worldwide navigation and survey system based on a system of geostationary satellites
positioned above the Earth; these satellites broadcast their positions by low-powered radio
transmissions. GPS receiving units receive data from 3 or more satellites and compute the
position of the receiver. Because they are receivers, GPS units do not emit radiation. Signals
received from the satellite systems are typically lower powered than those generated by mobile
telephones, which are almost universally used in Georgia.

GIS is a computer-based spatial mapping system that displays information on the pipeline, land
and property and any associated information capable of being recorded in a database or image.
GIS systems do not emit radiation.

4.1.13 Verbal Issue IV — The Pipeline Route Was Changed Without Advising Residents

The residents understood that the pipeline route was originally selected to pass close to
the township of Gardabani. The residents were unaware that the route had been
changed to pass north of Rustavi and close to their residences. In fact, the residents did
not realize that the pipeline was in this location until commencement of construction.
The residents implied that the pipeline route should be relocated. They had not
anticipated safety concerns until they learned about the pipeline re-routing.

Assessment Conclusion

The independent pipeline safety engineers reviewed the documentation associated with the
ESIA and discussed the route selection with BTC staff. Route 1 was found to be prone to
landslide, so it was rejected at an early stage. Route 2, crossing the Mtkvari River south of
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Rustavi near Gardabani township, would have passed through a military area, so it was rejected
by the Government of Georgia. The route chosen, Route 3, close to the final alignment of the
pipeline, was subject to detailed investigation before submission to the Government of Georgia
for approval, according to the Host Government Agreement. Upon approval by the government
of Georgia, Route 3 was displayed in the ESIA and at the public meeting held in Rustavi in July
2002.

4.2 Disclosure-Related Concerns

The independent pipeline safety engineers have provided technical assurances to the Rustavi
residents on almost all of the major safety issues raised by the Complainants. There remain,
however, outstanding questions about why the safety concerns arose in the first instance. The
origin of the safety concerns and the implications this has for BTC Co.’s polices and practices
with respect to disclosure, consultation, and grievances is also important in the context of the
complaint.

According to the Complainants, no information about the pipeline routing was shared with them
until prior to construction commencing, in January 2004, and no replies were received to letters
sent to BTC Co. requesting project information.

At issue is the disclosure process of BTC Co. relating to pipeline routing and safety issues in
general and, in particular, to specific requests for information on detailed safety standards. A
related factor is the extent to which BTC Co. took into account the residual public perception of
the BTC pipeline risks, irrespective of the technical assessments of risk that BTC Co. had
undertaken.

4.2.1 IFC’'s Disclosure Requirements and BTC Co.’s Organizational Response

The IFC’s Environmental Assessment Policy (OP 4.01, January 1999)* requires that project-
affected groups be consulted during the Environmental and Social Impact Assessment (ESIA)
process about a project’s potential environmental and social impacts. For the BTC pipeline,
affected communities were identified in the ESIA as, among others, those communities located
within 2 kilometers of the pipeline right-of-way. For complex projects in which environmental
impacts and risks are high, OP 4.01 requires that public consultation take place at least twice.
Furthermore, the IFC’s Manual, “Doing Better Business Through Effective Public Consultation
and Disclosure: A Good Practice Manual,” provides action-oriented guidelines that stress the
need for the project sponsor (in this case BTC Co.) to ensure that public consultation is
accessible to all potentially affected parties.

The BTC pipeline project does not involve any physical resettlement, but BTC Co. has
developed a Resettlement Action Plan (RAP) to address the economic resettlement associated
with land acquisition for the project. The consultation requirements for the project's RAP are
covered by the IFC’s Involuntary Resettlement Policy (OD 4.30) and outlined in the IFC’s
“‘Handbook for Preparing a Resettlement Action Plan.” In particular, the project sponsor is
required to initiate and facilitate a series of consultations throughout the planning and
implementation of the RAP on, among other matters, development opportunities, dispute
resolution and grievance redress procedures, and mechanisms for monitoring and implementing
corrective actions.

* The BTC Co.’s documents refer to the “World Bank’s” instead of IFC Policies.
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In applying these IFC requirements and in relation to the current complaint, the BTC Co. stated
® that the pipeline operators would be ultimately accountable for relations with the pipeline-
affected communities and that the primary responsibility for daily liaison with communities would
be borne by the construction contractor (SPJV). The BTC Co. also required SPJV to develop its
own plan and detailed proposals for community liaison, a Community Relations Plan (CRP).
BTC Co. indicated that, in the event that the project faces serious issues in its relationships with
communities that could not be resolved with existing grievance mechanisms, solutions would be
sought in cooperation with GIOC.

According to the ESIA, the construction contractor has primary responsibility for community
liaison and was designated as the first point of contact with affected communities. The BTC Co.
project manager was accountable for ensuring that community liaison objectives were met. This
was to be achieved through, inter alia, a team of four dedicated Community Liaison Officers
(CLOs). The construction teams in each spread® were to work on an approximately 15-kilometer
length at any one time. One CLO was therefore required on each section to liaise with
communities along the pipeline route. In the Public Consultation and Disclosure Plan (PCDP),
however, there was a discrepancy regarding the CLO assignment: One CLO was required for
each 50-kilometer construction team’s spread at any time. Such a discrepancy indicates a
significant difference in the spread length and the workload for the CLOs whose number was
not increased proportionally. CLO’s tasks included (1) organization of community meetings prior
to arrival of construction teams; (2) holding fortnightly (or as required) meetings with
communities during construction; and (3) providing a focus for negotiation and resolution of
specific disputes with communities, using the dispute resolution procedure.

According to the PCDP, BTC Co. has to monitor the contractor’'s performance through a
Community Relations Manager (CRM), with overall responsibility for liaison with affected
communities during the construction period. Furthermore, according to the ESIA, the BTC Co.
Construction Manager was accountable for providing assurance during the construction phase
that community safety objectives and agreed targets were met. BTC Co. indicated (in the ESIA
Response to Comments) that community liaison teams would meet every community along the
route prior to construction and that, at these meetings, safety briefings would cover both real
and perceived safety risks. In this regard, the sponsor has emphasized (in the ESIA Response
to Comments) that community relations were essential to the project and that community
concerns would be given high priority.

The Community Relations Program was designed to build and maintain constructive
relationships between communities and the project, as well as manage any complaints against
the BTC Co. and its contractor, SPJV. To this end, a grievance mechanism was established to
ensure that all complaints from local communities are dealt with appropriately with corrective
actions being implemented and the Complainants being informed of the outcome. The
mechanism was meant to apply to all complaints received from any pipeline-affected
communities. The CLOs are responsible for registering written complaints and coordinating
responses to all complaints.

4.2.2 BTC Co. Implementation Efforts and CAO Findings

BTC Co.’s Commitments under the Environmental and Social Impact Assessment

® ESIA, Appendix F, Public Consultation and Development Plan (PCDP).
®A spread is an area covered for a given length by construction operations.
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BTC Co. and GIOC have indicated that public disclosure of the draft ESIA took place between
late May 2002 and the end of July 2002. Public information about the pipeline was provided
through community pamphlets on safety, employment, and land issues, (in Georgian, Russian,
and English), the Nontechnical Executive Summary of the ESIA, exhibition panels, television
programs and newspaper advertisements. Posters advertising the date, location, and transport
arrangements to the “Road Show” and public meetings were placed in at least two prominent
locations in each community and in the regional Governors’ offices. BTC Co. made the draft
ESIA available for public viewing and comment at the Rustavi Regional Administrative Center
(Land Management Department), a government office in the City of Rustavi. All documentation
was available in both Georgian and Russian.

According to the PCDP, BTC Co. social consultants visited all pipeline-affected communities,
including Rustavi, three times. A full text of the ESIA was also provided for participants to
consult, and copies of the Nontechnical Executive Summary of the ESIA were provided for
people to take with them. A pamphlet addressing concerns and interests of communities along
the proposed route was distributed to those communities. Feedback forms were distributed;
and a drop-box was provided for collection of completed forms, or they could be mailed to BTC
Co. in Thilisi. Lastly, a public disclosure phone line was also opened.

A public meeting, advertised on 6 television stations and 11 newspapers, was held in the
Rustavi Dramatic Theatre on 2 July 2002 and attended by approximately 600 people, according
to GIOC and BTC Co. At the meeting, large-scale maps were displayed, and information was
provided on potential environmental and social impacts. Questions were fielded on international
standards regarding the distance between the pipeline and the community, including route
selection and right-of-way width and actual construction and compensation for landowners
falling within the 44-meter right-of-way area. As the meeting ended with some questions
unanswered, BTC CO. posted in the “Rustavi” newspaper answers to questions on land issues,
environment and health, pipeline security, and operational safety. According to GIOC, the
Rustavi town hall meeting showing (among other information) the pipeline route was repeatedly
broadcast in 2003; posting of community information announcements was made in November
and December 2003.

Commitments under the Resettlement Action Plan

Consultations were undertaken during the development and implementation of the RAP and
carried out by a combination of BTC Co.’s land team, independent consultants and by the
Association for the Protection of Landowners Rights (APLR). A document was developed for
public disclosure, the Guide to Land Acquisition and Compensation (GLAC), which focused on
community concerns. Along with the GLAC, the full RAP was disclosed to the public from late
October 2002 and on 8 January 2003, respectively. The GLAC was made available at the
Regional Land Department in Rustavi; APLR held a series of meetings with communities
between July and December 2002, including two in Rustavi on 7 September 2002. The full RAP
was disclosed at regional land departments beginning on 8 January 2003; advertisements
announcing the availability of the RAP in both Georgian and Russian were placed in seven
national newspapers and five regional (weekly) papers. APLR had 10,000 BTC community
pamphlets reprinted and distributed along the pipeline route, held meetings with NGOs in Thilisi,
and carried out a visit to Rustavi landowners at an early stage.

CAOQO Findings: Implementation of ESIA and RAP by BTC Co.
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The CAO was presented with contradictory information concerning the timing and nature of
disclosure and consultations. The Complainants argued that they were either unaware of or
unable to attend public meetings held in Rustavi on the BTC pipeline and that they did not
receive information on pipeline routing and pipeline safety issues from BTC Co. and/or
contractors or through the media Both GIOC and BTC Co. have expressed doubts that
residents of the 18" and 19" subdistricts in Rustavi would have been left uninformed until the
beginning of pipeline construction. GIOC and BTC Co. cited two letters dated 8 November 2002
(to GIOC) and 29 January 2003 (to BTC Co.) from some residents of the 18" and 19"
subdistricts, which, according to them, indicated Complainants’ prior knowledge that the pipeline
route would be located close to (within 120 meters of) the residents’ buildings. GIOC also
asserts that its personnel had frequent meetings with these residents at that time. The
Complainants have responded that they had no prior knowledge of the two letters cited by GIOC
and BTC Co. They suggested that these may have been inquiries about safety and
compensation from individuals who lived in the 18" and 19" subdistricts, but they were not
shared more widely with residents or the Complainant group.

The Complainants cited in their official complaint letter two pieces of correspondence sent to
BTC, for which they have never received a response. The letter described above, dated 29
January 2003, was referred to by the Complainants, as was another letter to BTC Co. (dated 30
April 2003) for which no reply has been confirmed by the CAO. This letter—although signed by
some residents of the 19" subdistrict—was from another group of residents of the 18" and 19"
subdistricts whose association with the Complainants could not be determined, and its subject is
actually a complaint about the sum offered for a land compensation payment.

BTC Co. and GIOC indicated that questions regarding pipeline safety standards were
addressed in a letter by BTC Co. to GIOC and copied to residents of the Rustavi 19" subdistrict,
dated 11 March 2003. The Complainants confirmed having seen and read the letter but
observed that it fell short of effectively spelling out international safety standards used for the
construction of the BTC pipeline. The letter did, however, detail provisions of the internationally
recognized pipeline design code ASME B31.8, which “permits construction of individual
dwellings 15 meters either side of the pipelines.”

The Complainants’ perception of BTC Co.’s reluctance to examine specific international safety
standards used by the BTC project was confirmed by Green Alternative, as well as other
Georgian NGOs. BTC Co.’s insistence that the BTC pipeline was essentially safe, without fully
disclosing and explaining what international pipeline safety standards are required, either in the
ESIA or other subsequent communications, fueled increasing suspicions on the part of the
Complainants.

In the opinion of the CAOQ, the lack of evidence for verifiable early proactive engagement with
the Rustavi 18th and 19th subdistricts, combined with a socially and economically depressed
locality, has led to a breakdown in trust between the Complainants and BTC Co. Corrective
actions deployed by BTC Co. to address Complainants’ concerns in the few weeks following the
filing of the complaint with the CAO, including renewed contacts by CLOs, have elicited little
positive reaction from Complainants, who regard the actions as “too little, too late.”

Performance of the Community Liaison Officers (CLOs)

In April 2003, BTC Co. had five CLOs in place: three for the pipeline and two for the two pump
stations in Georgia. In February or March 2004, BTC Co. began recruitment of three additional
CLOs, who were to be in post by the end of April 2004 and, at approximately the same time,
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one CLO left the project. In May 2004, BTC Co. assigned a Community Investment Officer
(ClO) as CLO, specifically to deal with the Complainants’ concerns.

According to the first independent Social and Resettlement Action Plan Panel review (SRAP),’
completed in August 2003, at the time of the review, the primary community liaison role was still
being undertaken by BTC Co.’s land teams. There was an early intention to move BTC land
team members over to the BTC CLO team but, as the land acquisition process took longer than
originally anticipated, this was not possible. As a result of this and other factors, BTC Co.
recruited additional CLOs, as noted above. The SRAP Review Panel indicated that, from
experience gained in the other two countries crossed by the pipelines, a clear demarcation in
the roles of the contractor and BTC Co. CLOs was critical, noting that, should responsibilities be
unclear, it was very easy for issues to fall between the gaps with no one assuming responsibility
for taking corrective action.

In October 2003, BTC Co. decided that its CLOs would extend their activities beyond solely
assuring that SPJV liaison activities included proactive community liaison. BTC Co. also is
expected to recruit a second expatriate social field supervisor to work closely with the CLOs. In
addition, BTC Co. is to assign a dedicated resource within the management team to support this
process and to provide a greater degree of coordination across the various elements of
community relations, including field security and land officers. A series of public information
brochures, the first of which was dedicated to operational pipeline safety, was issued in early
June 2004. A wider communication and consultation process involving key local and national
stakeholders, including at least one public meeting in each area, was also to be implemented.

According to the second SRAP report (February 2004), BTC Co. has agreed to have a more
proactive use of CLOs for preparing villages prior to the arrival of a construction section,
including briefing and engaging shareholders who are influential in local affairs and using CLOs
as the focal point for a "team approach” to solving any crises (such as blockades) in project
work areas. BTC Co. believed that the increase in the size of the CLO team and in
management resources would go a long way toward enabling CLOs both to proactively develop
relationships with communities and to provide necessary “firefighting” support to the
construction team.

BTC Co. has acknowledged that local tenants in Rustavi apartment blocks still have concerns
about pipeline safety, “despite numerous BTC Co. and SPJV CLO visits and meetings with local
government officials to discuss all issues associated with safety and construction.”® As
suggested by IFC, BTC Co. has developed targeted materials on safety issues, including a
Rustavi-specific pamphlet insert as well as a set of “Frequently Asked Questions” for the CLOs
to use to respond to the queries of the Rustavi tenants. BTC Co. believed that the most
effective way of communicating the complexities of risk assessment and pipeline engineering for
operational safety would be through numerous briefings with a small number of people rather
than larger community meetings. This was to be supported by further efforts to inform and
enroll local government officials, such as the Mayor and Governor, in the communication effort,
together with GIOC. BTC Co. stated that it has also written formal responses to a number of
letters sent by a group of Rustavi residents and copied to various government and international
entities.

" The Social and Resettlement Action Plan (SRAP) is a report required from the sponsor on a semi-
annual interval, as a requirement of both the Resettlement Action Plan (RAP) and the Environmental and
Social Impact Assessment (ESIA).

8 BTC’s Response to IFC’s Key Concerns, March 2004.
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The contractor (SPJV) indicated that (with GIOC) it had conducted a large community meeting
in Rustavi on 16 January 2003 where SPJV introduced itself as the pipeline construction
company and information on the BTC project was provided. According to SPJV, a television
program on the start of the pipeline construction was aired in Rustavi. SPJV also deployed
three CLOs during 2003 (currently it has eight) in connection with the pipeline construction, but
could not confirm who had attended the meetings held in Rustavi. CAO notes that the
organization of these meetings with the Complainants in Rustavi could not be substantiated;
SPJV has argued that such meetings would have been poorly attended anyway, because,
according to them, people were only interested in financial compensation and land ownership.
Regardless of whether the meetings were or were not organized in Rustavi, SPJV was aware,
however, of the critical socioeconomic situation in Rustavi: for example, BTC Co. received 4,000
job applications from Rustavi residents.

SPJV confirmed that a construction team was on site at the Mtkvari (Kura) River Crossing and
had provided a briefing on safety issues, employment, and grievance mechanisms two weeks
before the start of the construction. A BTC Co. pre-construction briefing was also provided on
22 January 2004 by a CLO, according to GIOC. However, GIOC indicated that the CLOs
doubted that SPJV actually carried out the pre-construction notification in Rustavi. On 21
January 2004, at the Rustavi Municipality building of the 19" subdistrict, some 40 to 50
residents attended a meeting with the Deputy Head of the Rustavi Municipality, the Deputy
Mayor, a GIOC representative and two CLOs. The meeting was devoted to safety and
compensation issues stemming from pipeline construction near the 19" subdistrict.

Performance of the Grievance Mechanism

The grievance mechanism was established to ensure that all complaints from local communities
are dealt with appropriately with corrective actions implemented. The mechanism was meant to
apply to all complaints received from any pipeline-affected communities. The CLOs are
responsible for registering written complaints and coordinating responses to all complaints.
Complaints can be submitted in a variety of ways, including complaint boxes situated in some
villages. BTC Co. indicated to IFC in March 2004, that once a grievance was received by BTC
Co. or SPJV, the process of resolution was dependent on the subject and the complexity of the
grievance. In general, the first step of the process involves a visit to the Complainants by the
SPJV CLOs to assess the validity of the grievance. If the SPJV CLOs find it invalid, BTC Co.,
through a regular process of review of SPJV grievance logs, assess the grievance as well. The
effort to find a resolution involves coordination by the social team of a number of actors,
including field supervisors, site managers, construction managers and, on occasion,
independent technical advisors. BTC Co. has commented that, with the increased capacity of
BTC Co. CLO team, they would begin to audit on a regular basis the SPJV grievance system in
order to confirm whether the Complainant is satisfied that the complaint has had a response.

IFC stressed to BTC Co., in correspondence dated 5 March 2004, that the grievance processes
set up by BTC Co., SPJV and even by GIOC were not working in practice, as landowners and
villagers remained unsure about where to file complaints. IFC also noted that complaints were
not being answered in a timely manner, mostly due to lack of clarity regarding the different CLO
roles of BTC Co., SPJV, and GIOC. IFC urged BTC Co. Georgia, therefore, to develop better
systems of community liaison from field to management to ensure that issues are followed up in
an effective and timely manner.

For its part, BTC Co. believed that the grievance processes and systems set up by BTC Co. and
the SPJV were working effectively. Two internal, pre-financial disclosure audits done by the
Lenders’ Group’s environmental consultants, Mott McDonald, found no issues of
nonperformance or any level of noncompliance with SPJV’s grievance system. This system has
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been in place since the start of the project; grievances are reported to BTC Co. monthly and are
tracked through monthly reports and meetings. According to Mott McDonald, the SPJV
responds to over 90 percent of the complaints within seven days, and they are resolved in less
than 30 days. Nevertheless, IFC was concerned about what essentially seemed to be a
breakdown in communication systems on the ground as evidenced by numerous difficult
interactions with community leaders and landowners.

In December 2003, BTC Co. implemented a land grievance system that is being managed by
APLR. People who submitted grievances through dedicated post boxes made comments to the
SRAP panel that they did not know if their grievance had been received or not. APLR is now
sending a letter to each Complainant to acknowledge the receipt of complaints.

According to the August 2003 SRAP Review, complaints received by SPJV were not being
reported in the Internal Monitoring Report. All complaints (land-related and other) need to be
collated for management and reporting purposes. The expert panel reviewer did not see the
contractor’'s complaints log. The SRAP Panel urged BTC Co. to verify that the contractor was
diligent in recording all complaints and in promptly undertaking corrective actions. The Panel
also indicated that, at the time of the expert panel review, APLR was being briefed to manage
the grievance collection and recording process. APLR has established a coordinator in each
district (five in number) to collect complaints and act as a facilitator to assist with their resolution.
The panel therefore recommended that BTC Co. (1) organize a workshop to clarify the
grievance processing mechanism among all involved players and (2) undertake random
verification of grievance outcomes through contact with Complainants as part of the internal
RAP monitoring. Both activities were implemented, as confirmed by the February 2004 SRAP
Panel Review.

CAOQ Findings: Performance of Community Liaison Officers and Grievance Mechanism

The CAO notes that many of the corrective measures put in place by BTC Co. since the filing of
the complaint with CAQO, which in part were a response to IFC’s stated concerns, are rooted in
clear systemic problems in on-the-ground implementation and auditing, as noted by IFC in a
letter to BP on the land acquisition process. . CAO concurs with IFC’s analysis that the feeling
of nervousness on the part of the Complainants from 18" and 19" subdistricts of about the
pipeline probably is a shortcoming of relying on the CLOs, who were stretched too thin and who
were not provided with appropriate technical/engineering briefings. Delays in the land
acquisition process meant that CLOs were in fact in place quite late in the process. CAO is of
the opinion that there was scope for improvement in the performance of BTC Co.’s land
acquisition team in Georgia, as it is aware of a delay between CLOs’ contact with
communities—starting with the land acquisition process—and the communities receiving
technical briefings in response to community concerns.

CAO also notes that recommendations made by the SRAP Panel to seek greater clarity among
all stakeholders on the grievance mechanism and the demarcation of roles between SPJV and
BTC Co. CLOs—had they been fully implemented—would have ensured more effective
communication with pipeline-affected populations in Rustavi. In this regard, CAO believes that
IFC’s interaction with BTC Co. could have been more forceful at an earlier stage in ensuring that
these deficiencies were remedied and that due diligence was effectively exerted by BTC Co. on
SPJV’s actual capacity and management of community liaison.

Summary of CAO Findings: Disclosure-Related Concerns
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In conclusion, although there were opportunities for the Complainants to become familiar with
the pipeline project as it was presented through the public disclosure campaign, there is no
compelling evidence that they knew of the proximity of the pipeline to their dwellings. Although
IFC’s disclosure requirements were met by BTC Co. in general terms, the lack of evidence of
actual consultations specifically with the residents of the Rustavi 18" and 19™ subdistricts, is
reason enough for CAO to believe that an initial information deficit has fueled a spiral of rumors,
mistrust, and resentment prejudicial to BTC Co.'s and IFC’s commitment to positive
socioeconomic impacts of the BTC project. Furthermore, the lack of specificity in the level of
disclosure, particularly regarding safety standards, pipeline routing, and protection zones, has
contributed further to a breakdown in communication between sponsor and Complainants.

5. CAO RECOMMENDATIONS

5.1 CAO urges BTC Co. (and BP as operator) to continue developing and
implementing a carefully targeted information campaign about pipeline safety for the
sub-districts 18 and 19 of Rustavi, concurrent with the release of the CAO report. More
broadly, BTC Co. should continue its efforts to ensure that all project stakeholders have access
to project information in forms that are both readable and comprehensive, including information
on aspects of the project that had elicited pervasive and recurring misunderstandings such as
pipeline safety and the 500-meter “consultation zone.”

5.2 The independent pipeline safety consultants were unable to verify a verbal
complaint that the BTC pipeline construction uncovered a contaminated site close to the
Complainants’ residences; CAO requests BTC Co. to pursue and resolve this matter
directly with the Complainants. If there is evidence of a possible contaminated site, special
procedures developed by BTC Co. for contaminated sites should be implemented when
construction of the SCP is undertaken in approximately 18 months.

5.3 BTC Co. should continue to monitor and supervise the construction contractor’s
(SPJV’'s) community liaison activities through its Community Relations Manager,
particularly with regard to SPJV CLOs’ organization of community meetings prior to
arrival of construction teams, holding regular meetings with communities during
construction, and serving as a focus for settling disputes with communities.

54 CAO urges BTC Co., through existing channels such as the SRAP panel, to
proceed promptly with an independent review of the implementation and effectiveness of
corrective measures that they have already committed to carrying out in relation to this
complaint. It is anticipated that the review should cover measures to support enhanced
accountability such as: (i) providing clarity in defining the respective roles of BTC and SPJV
CLOs; (ii) assigning resources within BTC Co.’s management team to clarify and improve
coordination between SPJV, the BTC land team, and BTC’s social and environmental
department; (iii) recruiting a second expatriate social field supervisor to work closely with the
CLOs; (iv) ensuring more proactive use of CLOs prior to commencing work on a construction
section; and (v) organizing a wider communication and consultation process with key local and
national stakeholders, including holding at least one public meeting in each area.

5.5 The CAO understands that a key issue raised by the Complainants is that, without
appropriate and proactive community liaison, access to grievance mechanisms was not an
option for them. Nevertheless, BTC Co. should improve the transparency and effectiveness
of its grievance mechanisms. The system has represented a bureaucratic approach,
which may ensure that written grievances are recorded but does not necessarily ensure
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that genuine communication is taking place with project-affected people. The revised
mechanism should ensure that BTC Co. develops an informed understanding of the substance
and underlying reasons for expressed grievances. This should improve the perception among
project-affected people that the BTC Co. grievance mechanism offers a meaningful, workable
channel for addressing their complaints.

5.6 In addition, BTC Co. should set up an independent appeals process, at least for
Georgia. This appeals process should be invoked if the reinforced grievance mechanism fails
to produce a mutually satisfactory settlement. It should involve joint problem solving or
preventive processes, including the use of a neutral third party in, for example, facilitation,
conciliation, and mediation. One proposal, common in many countries, is for each party to
voluntarily agree to a binding outcome based on a panel review. Three arbiters/mediators might
be appointed to the panel. One member is selected by each of the two parties. The other two
members then select the third jointly.

5.7 Apartment dwellers of Rustavi’'s 18" and 19™ subdistricts—unlike rural villagers within
two kilometers of the pipeline—have received neither employment opportunities nor Community
Investment Program (CIP) assistance from the project. In addition, the residents expressed
concerns about a perceived reduction in the resale value of their apartments because of the
proximity of the pipeline. CAO therefore urges BTC Co. to ensure that a second phase of
the CIP program—for which US$3 million is earmarked—be targeted to enhance
development opportunities for urban communities living close to the pipeline route,
including Rustavi’'s 18™ and 19" subdistrict Complainants. BTC Co. has indicated that it
would channel this second tranche of the CIP into educational sector programs, including adult
education, and prioritize schools in Rustavi. CAO strongly urges BTC Co. to involve
Complainants in a participatory approach in deciding how to use CIP to improve the dire
socioeconomic situation of the residents of the 18" and 19" Rustavi subdistricts, including
targeting of the micro-credit program at Rustavi residents.

5.8 It is clear that there has been a breakdown of trust between the Complainants and
BTC Co. As a confidence-building measure, CAO stands ready to facilitate a meeting
between the Complainants and BTC Co. to go through the concerns raised in the
complaint and assist in re-establishing communication lines between Complainants and
the project sponsor; to ensure that future requests for information, including on compensation,
are timely and answered appropriately through existing project processes; and to assist in the
development of an independent, trusted dispute resolution mechanism for the project.
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Annex 1

Complaint
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To: Cotnpliance Advisar/Qmbudsman
2121 Peansylvania Avenue, NW
MSN F 11K-.1116 e
Washington, DG 20433 =i
UsA
Fax: 202 522.7400
Eirnail: vao_cor sphianeef@ile

T We, residents of the 18" andg 19" subs Berriots, of Rustasvd City, Georgis lodge agomplalat concerniig
the Balon Thilisi-Coyhan (B1C Main Ol | Hport pipeline project. This complaingTs nade on our behalf

and vur wmes and addresses are actached o the complaint.

We can be coameted via the follimd A peesenrs, w whom we gave authoritarian [please s¢¢ annex T, at
follawing addecss, telephone and fax pumbers, ¢ mail:

Name: Merabi Vacheishvili

Address: T4 Apartment, 9 building, 19 sub-cdisrricr, Ruzenvi, Gicargia
Phone:= 905 24 17 24 56

Fax; + 995 329324 03

E-mail: mistavihpme@yahoo.com

Name: Dleonom Digmclashvill

Address: 47 Aparunent, 12a buildirg:, 18 saly ewivr, Rustavi, Georgin
Phoneid 995 2391 77 03

Fax: + 995 3293 24 03

CE-madl roustavihomie @y ahoo.com

Lhe basgis of the complaint is as follows:

1 Project description

PtOjéCt Title: Bale u—'f'bllisi-CeJ:l-mu 2ain (il ENIART pipn:]i[u:
Project Location: Azerbaljan, Geogia, 'Turkay

Complain Locadon: Georpla, Rusiavi, 18" sub-dizaice, building ™ 124, 12b, 12 zad 19 sub-d'isuict,
Buibling: N 7, 9 and 23%. i

The BTC pipeline project v olves the developraent, Anancing, constructon and (ppt ted of Ll{.;dis:ﬂ red
crade oil pipeline system with a e plale cxpacity of one million bpd of cnldq'éﬂ'-f{‘?in he cxieting
SBanghachal terminal dear Haku in Azerbaijan, through Georgia, ta a new hxpotl; tetiminal, 10 Te
developed ut Ceylan wn the Mediterrancan coast of To vkey. ’
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Project sponsar - BTC Co juindy thraugh a special plipose finunce company, BTC Finance BV,
bottow from IFC, up to USIZS milhon A lean amd 1 “RE125 million B loan, The decision vas approved
in November, 2003. R

The BTC_ pipreling is being spousored and developod by atfiliates oof Ameralda Hess {2.36%% infcrests),
BP (30.10°), ConocoPhillips (25002, Fni (300", INPEX (2.5044), ITOCHU (3.40%), SOCAR
{25.00%), Stacoill {8.71%;), TOTAL .00, TRAG 26.52%0), and Unoeal (8.90%),

2. Bachground Information

The I'nvironmental petiuissien for the BTC pipeline Guotigian pact was granred by Mindsiry of
Protection of Fawiromment and MNuaturnl Resources of Georgla at 30 Neovembez, 2002, Decisicn Wi
when based on the Enviesnmental and Socis! tmpact Asscssiuent GSLA) submigred b) Troject sponsor
to the Ministry oF Davironment raprether with additional moterlals mwloding the efyer 111_-,;;‘[15. Newherd
In the TSIA or suppletnenting docurments incloding the maps or Reserdement Ketion Plan M wias
given fur public disqussions there is ne note thal pipedine will go so close to opg of the sub-districts
even’in 1 kan. for example maps disteibuted b BIC Co i Swnrmer 2002 (please ES iached Apnes L)

clearly indicares thal 29-50 ko of pipeline is Lecancd in 10-20km far frem e Tner) b-’._;ddmgs. :

3 v e g

Howaever, 33 it bocame cleat for us in Junuagy 2004, dhe pipeling will go close wo Fub-disrzict multivkory
buildings arcund 1RO-230 merers Ges arrached aoney T, Pipelne rias on Mtkyad river Laok, sbout’
250 meters (rom the rver Trendd, irs }1:'1__{11 Tesrad epasion sonc, -' :

T N T P
3 We have been, of are likely tn he affected by social or cayvironmehtal imipacts of the

project in the lollowing way(s):

" The Guorgltan If._zgiélatlon as well as the ezt Governmmenral Apreement docs lzlcls\l\:,;‘;"';l:t?'iﬁ' hear far the
pipetine should be (rom the liviop houses. TTonwerer, we fear that the P'[pe]jx}}?;_i"__t'r.'ic.i:_c.[o',sc_ to oiif
houses, tuleing imts accownt exiztont erosicn of the surrounding recritories, Isgr"cn as the inc.rcns'eﬂ
insecurity and pbliL[c.af tuettesd] withan the oy, o .

" There is umbet oF enscs, around the worlkl, including cazes even in USA _wh.é:,;;!}fipcl]iu-;s‘. crHés vely
cloge o house: and mumber of Fuprieeles and Pipr"l_i_‘.lc e:{plr.';.-:it,m:i take pL‘]_n;c,' élh_c“_é i ¢n§‘l_§:<_i withi
the death of the people. The mtroduciion of pipeline Safety Acc by US in 1999 wage foreed by g
eragedy in United States when two boys plaving the Gaothall Fassing away beciuse of exploston of
oil pipeline. B

*  Project sponsor everywhere underlines that pipeline would be safe and comply @ith in;errinﬂona]fx
accepbed standacds, however, when we ask (he conerere ones we have been 1@{}{%9‘. . )

*  The sitaation s mote exaggerared due 1o the Do thar e parallel 1o otl plpeling s plpeling woulld
g, L ..

*  Our houses are logated close to the River Mikvar, arcund 300 neter. T!}% &-’fﬁ" _.'_L_t_s._r_:_][_ B _ve.?'-
sensitive duc o' the existence of the underground sulfars Agpressive walerd (a.fbfr[d? m iy deap),

“Hraliuge pricéss of

ltxally paLor | mpcd spots, dr:n-_;ity al rreain and L!]I:g't'ri\l;n_:ldng chgn“‘:]s, “:‘ll‘l:lJ.".llj.}'- slod
surface aad underpround waters, e ana

* Taking into account that vur huuses it poor condidons, thete is the doubt that operifion of off
pipeline will creare the addidonal danguer o Luildings [Due o the pipelific  vibation dusing’
operatual. lsclf British Perroleum clearly indicates thar 500 meter from pipeline is the security
zong, whers consrrucion of sehools, hospitls and oflers should be prohibiced,

4. The following action has been taken by me /us oy 10 resolve these fluica:
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a.  In che fiesr days of January 2004, we find out dur there is the phn o 2ofisteuct plpctine very
close from oue houses. We saw cie heavy rracks and tnerete ready for Qearing of 'i%e'_"-’@*'aﬁ‘_‘.' Thrgupgh the
convorsations with pipeline workers we find sur ehat these is construction woiks for B1C p:pdinL
Taking in1o aceotn that chers was 1w information for us i was absclule surpels] ko see the technigire
neat cue house. It should be mendoned thar 4, 7, 9, and 23 multstory bulldipps of 12 atied 18 yulb
districts of Rustavi Ciry, where we are Lving, are locared in 250 m from the propiied BT'C oil pipeline
econstruction, The huildings itzelf are in very ponr eondition, due to the low qudlity cofistrittten fow
decade: aga and irself acroally nceds the emergency sepairs, The wotal amaonnt of‘i;"hc E:iin.i.'l,jc;_sf-]i'ving in
above-mentivned houses is aboue 700, o '

b. In Nevernber 2002 there were sotne mumers tiae same of us heard that fghwq_rc P& the possibiliny
o have pipeline close o [ouses. Dexpite of these rumors becanse nobody has ‘i‘i_c&lf, comde to ug fo
explain thar pipeline will go so closely. We consider ie as the non sedous. The »Supsa Pipeline s
gomp in the other side of the Lbank and we consider thar the pipciac constuedoi @il be Jdonie paratie]

P.a4

to Baku-Supsa Ol pipeline. Howover, some of the inhabiiont: of the Lul.ld.u}g'{N4 of the 19 sub- -

district, concerned with situation send the lorrers 81197, 19,07.2003 and NZ?.%,_”.'{UT(H.2(J(}} tc:_r_l'xc..'l_f.[_'c
Co office, 1 find eut where rhe pipeling woutd be allocared. However dll now th@2 were no apswers.

<. There were sereral mcotings with dhe local government, whem we asked Yo compe in ordeg o
resolve the situalion. We request cither give fo us written guarantes that pipeling will Aot affecred dur
lives adversely, or o change and cansuwct pipcline on altetmatve route.

d. On 21 January, 2004 Arst mgeting with (he Mayor of City Ruseavi, Lod 'i':m11ﬁj,cipa!_%é5r, GYOC )

and BI* represeararives held, Lhe Rosoavi Mojor alse mentioned that he has no J.i_l_-.
so closc to the Buildings, caplaining that thess lands boongs ro the” Gard;
menticued teo vs that he will help us o g in the Court in a case if we will chy
anl: from the company to repair the ronds, pive us free electricine and gak.

egion. He dlso
v rééiuireﬁii‘._-nts ind

. On 5 Uylguagy we wenr 0o thia Cieoargian Parlinment, where we submicsgd lorrer. to Mes. Nine
3 , . ) . o R R L
Burdjanadze, Chaicwoman of Padiament, We alto have thed to meet with Pre gnt or hiy desiyt]

CHeowiéver, wlier two houss wairing the Dl:l)Ll.f}' of Ruastavi Mavor and head [J'F],U j..-Pbli’éL' aprii'::‘lréii ‘h

Fiont of the Padizment, where abovr S0-6{ peeple walting President Iepzes"::fm tros and afk uito

break up. Afier short discussion we decided o abey v Meanwhile s wrore ﬂ-._;:_:l;?{é:é' 15 Pecsident of
Georaia, related Ministers, BTC Co, TRC represenmeive m Georgla, howévtt'j"'ﬁﬁ]___ﬂow there wad b,
" response to our lelicrs

f. . On 7 February, 2004 abour 400 residents together with sl c.lulcl - Ar i

requiring Fom Ciry Couneil, Ceseginn Tntamativnal Ol Cowprany, BTC Co anM
of Georgia to take mote sedously their issue. During the sirike we stoppad the d68
sne hour, The municipaliry represeniagres appearcd together with the Regit b
have been hearen erwelly, despite the faet thar majoriry have been wom dreén, Police
tepreseniative vepeated several dmes that ey have the order from the gove Wty devastatd all
evcits that will create apy problems 1 BIC pipeline construction. Althongh ' the munieipiticy
cepresentatives weve there, nebady erops palice oeither thar day, or make Lhe"dbéfﬁf‘.lcs of police ﬁﬁ:alli‘t'
the diseuzsion in municipality, '

c# Forcds and

e- ©Om 10" February, the Waozld Dank represenrathies eame to R'L'lsta.?i__jﬁ_gc-‘tﬁt;j: Wil‘h Aﬂ‘a
Petrdasheill (BLT oo Comtnunily Didison Officer). We bogught all one concorng o them, bhul Tave hot
gol any answer Decause as they elaim ey have heen just olservers.

ac pipeling will go
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h. On 25 February we salled 10 BTC Co. Community Liaison Offiée . Ms, Ana_Pétriaaﬁn{ﬂi.
requiriug from her 1o fome and et with the people on spot. tlowever, her ]
spending ton much e with people like us, and she boows thar people are tgﬁ;}% to selve theiry
problems ot the expense of BPTC Cao. She tricd to assure us thar pipeline iy 34
her relevant documentation thal waould prove thae pipeling &5 safe, her rezpon;
Agreement with Iost coonzy Government du pipeline would eomply with !
Regarding omire request to provule safeny soandards, her reaponse was that Apes
Covernment is cnough puaravies and refused o give other doements, One
Balu-Supsa pip<ling alse has lot of problems, incuding several Ieakuges?
Potrialshivili was thar Baku-Supaa pipeling was nor constracoed by BP, and id
will Le GOK. She alsa assured us that o) pipeline could be very ¢lose to residén
of village Flroanisd, where ic paes i 15 meters frewn Luildings. She also m
ashamed when had explain Indian cxpers invied by BTC Co, why there .1';\5
Geotgia reparding BTC, while everprhing weat off smoothly in Turkey and
resistance to pipeline route from Jiffersnt goup of people in Georgla'is pagsed by hand soglal-
ecomomieal situntion wilin couaty, Tt should be wadedined thar her ardtudg, dAd conycisation was
very discourteous and full with foul language: and we have not reached any cofspropise. Finally she
told us that she is on vacation and will ask her colleague to wisit us in eofie days. Tndsced, her
colleagug, called us and came to the appeinted a meeting, but he sajd that hays T 3 nouigh cdmpeténce
to pive qualified answers on our questions ane promized ) Lring rlecessary ddclimentation o us, Lut
since thal time he did not appueared yor '

that it is writtén in

nt with hoat corriry
ur concetiis wag thar

"H:E of _BTC cvcr}‘ﬂl_.!'.ng
bufldings fike In_cage
ticfled that she was
56 many prablems in
erbdfjan, saying that

5. The namnc of any contact person(s) at IFC or MIGA are:
Ms Ana Akhalkawsi

6. I/we have had contact with the following other Pesson(s) in attenyfiling w resokec these
issueés: : ’

Letter to Dresident of Geo egia Me. Millied Sunluwhyili, 16.02. 2004 )

Letict to Ms, Nino Burdinnudze, Spraker of the Tarlivment of Ceorgia, 0507, 2001
Lerter vo Mr. Zarab Jvania, Prime Minisrer of Caorgia, 19.02.2004

Lertter to My Trakli Olouashyvili, Genernl Prosconear, 14.02,2004

Letier to My, Zugab Adeisin ik, Minister of Sceurlly of Goorgla, 19.02.2004

Letter to M. Vano Merabisheli, Seerctary of Secuniity Council of Georgia, 16.02,2004
Lerter to My Givrgi Papuashvili, Miaister of Justice of Seorgia, 19.02.2004
L#ttl.‘-‘l‘ to M, Tarzr Telunidee, Mialscer of protection of Dovircnment afgd
Georgia, 19.02, 2004

latuzal Rerources of

*  YLetter o Ms. Tamar Sulukhia, Minister of Tnfrashme e of Ceotjda, 1202, auuy s

*  Lerer to My Giargi Chanruria, President of Georgian Torernational i Corpdtaiion, 19022004,

® Letter 1o My Od Jehnson, BT ofl pipeline project Munagrer, 190,02.20004

*  Lerter w IFC reprosonmative in Geongin, M. Aan Akhalbuisi, 24.02. 2004

7. The fllowiag are details of policies, guidelines or procedurgs GE JFC or MIGA thar

have not been complied with:

Polivies and procadures violated by Project Spoasor:
1. Procedures for Public discliosure

= IFC !pdpgmtional Policy 4.01 o0 Enviaenmental assessment .

5. World Bank Operational Policy on Involuntary Resctflement, OF 4.30

4. Proceduies for preparation of Resertlement Action Plan

8. 1/vre wonuld Liles 1o sec this complaint resobved in the fplluw]ntﬂy"

We reguire eo:

feiiponisé was that she is |
s Aftar we require from,

st weglern standakds,

the response of Ma,
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5.

-

. The mdcpcﬂdcnt cxpettise of the BTC pipeline impact on the bIébcj: [ Ha

be posslblc BTC Co. should find out alternarive route of the P]Pc;ﬂn

- Ch]l;\- in lnst case and if all sbove mentioned is oot possu.blg, to fesexm ;'ﬂ]m:ﬁ'h

. cpmpen SHMHOT T adcqun e dﬁphrﬂncnt

The C.A.O s.'nould review the IFC acnual progess of due d.].b.gtm,c' :
‘whether thn. TFC properly investigaicd furegoing issues and u-r'hcth )
ensure thiat dhis project complied with IFC pelicies; .
The CAO should review the environmental md social mencl:s g‘;
Ims subifiireed o TFC, and catpgrre it with the nformation cont
establish the adequacy and the veracity of caviroamencal and socal

ford sﬁrs
}.dc: to

X

should be conducred; _
CAO ;-l't;.:-uld provide us with gtarancees basced on mdcpeﬂdent o
ptPcTinr ¢omgtruction and operation would nor adversely affected

wbuld bc out of SO0 meter of security Tone;

Any other relevant facts 10 support this complaint ate:

Pleas ¢ find ahtached:

) Video materal, P?t‘ﬁcnﬂng sratg of our living spaces and showing hoﬁm:ﬂm‘ﬁipéﬂqt

Epai

onr bu.llduxg‘s interviewees with local cesidents
Map of the BTC pipeline old zoute disclosed by BT Co
BTC pipeliac current route Map

Dare: 11. 03.2004

Signatutels)

Thomughly know English langueage and carry the responsibilicy for g
af}ﬁm&ﬂ.&g\r A G3” ol Q‘l\mh'@{‘m A6 dslghl S 501’ mbﬁ 5
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Annex 2

Independent Pipeline Safety Engineering Assessment Report

1. INTRODUCTION

The independent pipeline safety engineers, Mr. Ken Bilston and Mr. Philip Venton, are
experienced pipeline engineers, with expertise in design, construction, and operation of major
pipeline systems and with particular expertise in the development of technical standards for
design, construction, and operation of pipelines.

Neither team member has had previous association with either the BTC or the SCP, and each
has approached the complaint assessment on the basis that each complaint is to be assessed
on its technical merit.

Neither team member has specific expertise in environmental, political, or social issues
associated with the pipeline development and, except for comment made on the basis of
experience with pipeline design and construction projects and their risk assessment, have
avoided comment on environmental, political, and social issues associated with the complaints.

2. CHRONOLOGY

Pre-June 6 Document gathering and review, including project information
from the Environmental and Societal Impact Assessment
(ESIA) together with associated review and response
documents to the ESIA, documentation obtained from the
project Web site, and documents provided by IFC to CAO.

June 6 -7 Travel to Thilisi

June 8 Preliminary site inspection and initial meeting with
Complainants.

June 9 Visit site to measure the relationship between the pipeline and
the apartment buildings.

June 10 Meeting with BTC

June 11 Formal meeting with Complainants, including presentation of
preliminary assessment.

June 11-13 Return from Thilisi

June 15-18 Assessment report preparation.

3. SUMMARY OF KEY FINDINGS

The independent pipeline safety engineers conclude that none of the complaints made formally
to CAO, or informally during the June CAQO assessment visit identify design or operational
conditions that create a risk to the residents of the 18" and 19" subdistricts of Rustavi that
exceed levels set by international standards.

The independent pipeline safety engineers reached this assessment after inspecting the site,
meeting with the Complainants, reviewing documentation prepared by the Project (both public
and non public documentation), and discussing the concerns with technical representatives of
BTC.

In particular, the independent pipeline safety engineers conclude:
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e The pipelines (BTC and SCP) are installed at a distance from the residences
approximately 5 times greater than the distance that would be required to comply with
the most stringent international risk practice, considering the contribution of each
pipeline to the total risk exposure.

e The pipeline design and proposed method of operation and management comply with
the international standards required in the Host Government Agreement; such
standards are at least equal to international best practice.

e The pipeline design for ground conditions in the vicinity of the residences is
appropriate to the conditions.

e Neither the BTC nor the SCP pipeline will generate vibrations during operation.

e The 500-meter “security” zone established by the Project for the SCP is a
methodology used to control development in the vicinity of the pipeline to ensure that
it's risk profile is not changed by land-use changes, particularly in relation to “sensitive”
development. The “security” (or in some countries consultation or notification) zone
concept represents the best international practice for land development management
in the vicinity of transmission pipelines, and its use for the SCP is commended.

The independent pipeline safety engineers were unable to reach a conclusion on a verbal
complaint that the BTC pipeline construction uncovered a contaminated side close to the
residences. CAO has requested that IFC’s project team pursue and resolve this complaint with
BTC Co. If there is evidence of a possible contaminated site, special procedures developed by
the project for contaminated sites should be implemented when construction of the SCP is
undertaken in approximately 18 months.

The independent pipeline safety engineers consider that each of the complaints arose because
the residents were not adequately informed about pipeline issues related to their perception of
their safety. The independent pipeline safety engineers consider that an appropriate community
information program undertaken by properly trained personnel would have avoided the
complaints. It was apparent that serious mistrust has arisen between the Complainants and the
project. The independent pipeline safety engineers recommended that the pipeline operators
be encouraged to:

¢ Implement an upgraded information program focused on safety and describing the
operational safety provisions for the pipelines, including patrols, operating methodology,
and emergency contact provisions; and

¢ Implement provision of information explaining the controls that are applied to the pipeline
right-of-way, including the purpose of the 500-meter security zone.
4, ENGINEERING ASSESSMENT

The Engineering Assessment is formatted to address in turn each of the eight matters raised
formally in the complaint and each of the three matters raised in discussion with the residents. It
is supported by a technical summary of the pipeline design, attached as Annex 3.

4.1 Issue | — Pipeline Too Close to Residences
Complaint: The pipeline is too close to residential apartments raising concerns of safety

to the apartment occupiers because of the close proximity.

Engineering Assessment

The distance between the two pipelines and the apartment blocks of the Complainant residents
was measured on-site. At the closest corner, the BTC pipeline is approximately 260 meters from
the nearest building, and the SCP is approximately 285 meters.
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At the residents’ request, the independent pipeline safety engineers visited the site and
measured the relative location of the four residential buildings and the pipeline. This was done
using a hand- held global positioning system (GPS) instrument with a nominal accuracy of 5
meters in open ground. The measurement was checked at one location using a string line
provided by the residents that was 42 meters long. The measurements are shown in Appendix
A.

The requirements of the SCP dominate the separation distance, because the design code B31.8
has a count-buildings zone 200 meters each side of the centerline of the gas pipeline. The SCP
must be more than 200 meters from the multi-story apartments for the location class selected
(Class 3) to be valid. The 285-meter actual distance comfortably meets this requirement. No
equivalent spacing requirement exists in B31.4 for the BTC pipeline.

In accordance with the Host Government Agreement, Quantified Risk Assessments (QRAs)
were carried out for both the BTC and the SCP. QRAs are required in a small humber of
jurisdictions; notably Holland, the United Kingdom, and some states of Australia. The QRA
methodology calculates a notional contour distance from the centerline of a pipeline at which a
defined risk criterion is met.

The commonest criterion adopted in the Individual Fatality Risk (IFR) and a value is usually
adopted of an IFR of 1 in a million per year. For both the BTC and the SCP in Location Class 3,
the IFR did not reach the 1-in-a-million criterion directly over the pipeline, but for the combined
risk, the 1-in-a-million IFR contour was located at approximately 50 meters from the nearer
pipeline.

Assessment Conclusion:

The 260 to 285 meter distance between the BTC and SCP pipeline right-of-way is substantially
larger than would be required either by the international design codes specified in the Host
Government Agreements or by the Quantified Risk Analysis requirements in use in the small
number of international jurisdictions that mandate separation distances on the basis of risk-
based methodologies.

4.2 Issue Il — History of Pipeline Failure

Complaint: There is a history of pipeline failure in the vicinity of people and a history of
people being harmed by these failures. This causes great concern to the residents living
in close proximity to the pipeline.

Engineering Assessment

History shows that pipelines are a very safe method of transportation, and in fact most of the
world’s liquid fuels and all the natural gas fuels are transported through pipelines. Pipeline
failures have occurred in some countries, and publicity has been given to failures in both the
United States and Russia in recent times.

There have been a limited number of pipeline failures in Europe. The most relevant safety
history of gas pipelines resides in an incident database managed by the European Gas Pipeline
Incident Data Group (EGIG). This group started collecting data in 1982, and the database
represents experience from all of the major gas pipeline operators in Europe.

At the end of 1998 (the reporting period referenced), there were 2.09 million kilometer years of
pipeline data, and exactly 1,000 incidents reported in the database. The data show that, since
1970, there has been a continuous reduction in incident frequency consistent with improvement
in pipeline design, steel and coating quality, and improvement in incident and condition
detection systems. The 2001 report states that that there were no incidents reported to their
database between 1970 and 1998 of pipeline incidents that resulted in injury to the public,
inhabitants, or residents close to pipelines.
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Although this experience is not necessarily relevant to pipelines operated in the United States
or in Georgia it is relevant to pipelines operated by organizations experienced in the standards
and procedures used in Europe. BTC Co.’s experience draws extensively on European
experience.

The American and Russian experiences are not as good as the European experience. Some
pipelines in those countries are quite old and were protected from corrosion by coatings that
may have been the best available at that time, but whose working life was around 20 years. It is
generally these older pipelines that have failed through corrosion.

The BTC and SCP pipelines have addressed the corrosion risk by—

e Applying a thick three-layer coating system that is strongly bonded to the steel pipe.
This coating is suitable for an operating life in excess of 60 years and represents one
of the best coating systems currently available worldwide.

e The BTC and SCP pipelines have a cathodic protection system to prevent corrosion at
small coating defects that may occur through the life of the pipeline. This is
international practice.

e BTC and SCP pipelines will be inspected regularly by an instrument passed through
the pipeline (“intelligent pig”) to measure the wall thickness and identify any locations
where there is metal loss.

In the United States, the government now requires all pipelines to be inspected by this method
because experience shows that this will detect metal loss and allow repair of pipe before it is
weakened to the point of failure.

Intentional damage (terrorism) is a possible source of pipeline failure. The independent pipeline
safety engineers is not competent to assess the political situation within Georgia or the
likelihood of intentional damage to the pipelines in the vicinity of the 18" and 19™ subdistricts.

However:

e The pipeline steel is thick (19 and 21 mm), and a very large explosion would be
required to puncture either pipe. The gas pipeline requires a through wall axial
defect greater than 400 mm in length and operation at maximum pressure before
rupture can be initiated. The energy required to create a defect of this size in this
pipe thickness is very large and is unlikely to be capable of being delivered by, for
example, a car bomb such as those used in Iraq.

e The economic impact of damage to a pipeline is relatively small, because in most
cases the pipeline can be repaired and brought back into operation within 48 hours
of an incident’s occurring. Terrorists seeking to have an impact on a company or the
state economy can achieve much more by attacking facilities that require much
longer repair times, such as pump stations. The vicinity of the 18™ and 19"
subdistricts is open ground, so that any terrorist activity would be readily visible. It
appears unlikely that this vicinity would be a priority location for terrorist acts.

In the vicinity of the 18" and 19" subdistricts, BTC and SCP will be patrolled daily by an
inspector on horseback (six days per week), and by vehicle on the seventh. These patrols will
search for evidence of unauthorized or suspicious activity. In some locations additional specific
methods of detecting unauthorized disturbance of the soil will be used.

Furthermore, the pipeline operators will engage the community in reporting any suspicious
activity or incidents for investigation by the company. The EGIG database reports that
approximately 40 percent of incidents are reported by the public. About 22 percent of incidents
are detected by company patrols, and about 17 percent of incidents are reported by contractors
working on or adjacent to a pipeline. These factors combine to provide an effective process to
mitigate the likelihood of external interference to the pipeline.
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Assessment Conclusion

The pipelines are designed and will be operated and maintained to the highest current
international standards. These standards will mitigate any risk of pipeline failure from the most
common sources of damage (external interference and corrosion).

Terrorism threats may exist in Georgia from time to time throughout the life of the pipeline, and
specific procedures will have to be implemented by the company and the government to
mitigate these threats at times when the political situation results in these threats being present.
The pipelines have considerable capacity to withstand all but the largest terrorism acts.

4.3 Issue lll — Explain What Safety Standards Apply to Pipelines

Complaint: The residents desire to have an explanation of the safety standards required
for pipelines of this nature, and whether the standards used for the BTC are in fact the
highest internationally accepted standards.

Engineering Assessment

The Host Government Agreements for the BTC and SCP pipelines list the international
standards to which the pipelines must be designed, constructed, and operated/maintained.

The following primary technical standards contain the safety requirements:
e BTC Pipeline—ASME B31.4
e SCP Pipeline—ASME B31.8

Although they originate from the United States, these two standards are the de facto
international standards.

The Introduction to B31.4 contains the following explanation of the standard:

The design requirements of this Code are adequate for public safety under conditions
usually encountered in piping systems within the scope of this Code, including lines within
villages, towns, cities, and industrial areas.

The Georgian HGA includes additional safety standard requirements, notably the Dutch
Standard for transmission pipelines NEN 3560. This standard mandates the QRA methodology
and IFR criterion adopted for the project.

Assessment Conclusion

The standards included in the Host Government Agreement are the most commonly used
international standards. Additional safety requirements are included in Georgia.

In relation to the matters that are the subject of the complaints, the engineering assessment
concluded that the BTC and SCP pipelines have met and exceeded the requirements of the
nominated standards.

4.4 Issue IV — Construction of BTC and SCP in Parallel will Increase Risk

Complaint: construction of the BTC pipeline in parallel with the planned SCP gas
pipeline will increase the risk to those living in close proximity to the pipelines.

Engineering Assessment

The additive risk of the two pipelines was dealt with in the Engineering Assessment under
Section 3.1.

Assessment Conclusion

The additive effect of the two pipelines would impose a separation distance requirement of
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approximately 50 meters from the nearer pipeline. The actual distance between the nearer
pipeline (BTC) and the nearest corner of any apartment block in the 18" and 19" subdistricts is
approximately 260 meters.

4.5 Issue V - Unstable Ground on Mtkvari River Floodplain

Complaint; the Mtkvari River floodplain between the riverbank and the 18™ and 19"
subdistrict is unstable with a high water table, has aggressive soil, has a history of
riverbank erosion, and is clearly unsuitable for construction of petroleum and gas
pipelines.

Engineering Assessment

There is evidence that the BTC design team has taken the nature of the soil in the region into
account in the design of the pipeline.

This has included—
e Hydro geological assessment of the river and river banks and their stability
¢ Identification of the flood plain area
e Geotechnical investigations (boreholes) in the vicinity of the river crossing

e Minor relocation of the pipeline to move it farther from the riverbank to increase the
separation in the event of erosion.

The pipeline alignment sheets show design detail that is consistent with good practice in these
areas.

CAO provided the independent pipeline safety engineers with a translated copy of a letter
written by Professor Zviadadze (who apparently participated in the hydro geological study
undertaken for the pipeline) to the chairman of the Rustavi Procedural, Legal Issues and
Administrative Rights Protection Commission on 25 September 2003. This letter was provided
by the residents in support of their concern about the soil conditions in the Mtkvari river
floodplain.

Although the letter identifies a number of conditions that have a potential impact on pipeline
integrity over the life of the pipeline, the letter does not raise issues that are unusual for a cross-
country pipeline, and certainly not sufficient to restrict the location of the pipeline.

Possible impacts at the site of the stream crossing are mitigated by the construction of the river
crossing using a horizontal directional drill, while the potential corrosion impacts along the
alluvial soil of the river bank are mitigated by the external coating applied to the pipe and the
cathodic protection system. Using a metal loss detection “intelligent” pig to inspect the pipeline
will enable the pipeline operator to detect any areas of localized corrosion and to initiate repairs
before the corrosion reaches a point where the pipeline leaks

Assessment Conclusion

The design team has considered the nature and condition of the soil, having undertaken hydro
geological and flooding assessment and made bore holes close to HDD river crossing
construction, to obtain design geotechnical information.

The independent pipeline safety engineers consider that the appropriate investigations have
been undertaken and that the risk to the pipeline is low. It is possible that in the future the
riverbank may erode, and if this happens there is sufficient distance between the pipeline and
the river for the erosion to be identified and management initiated to control the problem.
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4.6 Issue VI — Vibration During Pipeline Operation Will Impact Building Integrity

Complaint: the standard of construction of the residential buildings in the 18" and 19"
subdistricts is not high, and vibration caused by operation of the pipeline(s) (and during
construction) has the potential to destabilize the buildings, causing damage.

Engineering Assessment

Neither the BTC nor the SCP pipeline has the potential to generate any vibration during
operation.

Construction activities are undertaken using tracked machinery that will generate some vibration
as they move along the site—but this is local to the construction site and is dissipated by the
ground within 25 to 50 meters of the site.

If blasting was required for trench excavation, it may have the potential to impact the buildings;
however the soil in the vicinity of the 18" and 19" subdistricts is alluvium that is readily
excavated, and there will be no blasting in this area.

Assessment Conclusion

There is no danger that construction related vibration would cause structural damage,
irrespective of the condition of the buildings.

4.7 Issue VII — The 500-Meter Security Zone Suggests That It Is Unsafe to Have
Apartment Buildings Within This Zone

Complaint: the BTC/SCP project has nominated a 500-meter “security” zone along
each side of the pipeline. The apartment buildings in the 18™ and 19" subdistricts are
in this zone (being 250 to 325 meters from the pipeline). The declaration of this
“security” zone raises concerns of the pipeline safety to residents living within that
zone.

Engineering Assessment

This zone was recommended following a quantitative risk assessment of the SCP gas pipeline,
was adopted as part of the management of that pipeline, and has been incorporated into the
requirements of the BTC.

The “security” zone is created to require the government to notify the pipeline operator of any
development in the vicinity of the pipeline that could introduce a change to its risk profile. Upon
receiving the notification the pipeline operator is required to assess the potential for the
development to impact on the risk profile of the pipeline, and advise the Government planning
department as to whether the development should be permitted.

The following developments are controlled in this zone:

o “Sensitive” developments: sensitive developments are developments such as
hospitals, retirement homes, schools, child care centers, etc., where, because of the
condition of people in these developments, their ability to escape an incident resulting
from a gas pipeline failure is restricted.

e High-density residential development.

There is no restriction imposed on individual land users or on development of isolated
residences in the vicinity of the pipeline.

Reasons for the security zone:

1. The design standard for the gas pipeline (ASME B 31.8) has a mandatory
requirement for design of the pipeline in locations of high-density population and in the
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vicinity of “sensitive” development. This mandatory requirement is that the pipe wall
thickness be determined using a design factor (F4) of 0.50 (Class C — Annex 4, Section
1.3).

2. If, during the operating life of the pipeline, “sensitive” development occurs close
to the pipeline, the design standard (ASME B31.8) requires that the operating pressure in
that location be reduced to a level where the thickness is equivalent to Class 3
requirements at the reduced operating pressure or that the pipe thickness is increased in
the location.

3. Any reduction in pressure will reduce the capacity of the pipeline, which is clearly
not acceptable.

4. The government is responsible for permitting all development and, under the
Host Government Agreement with the pipeline developers, has an obligation to maintain
conditions so that there is no interference with pipeline operations.

It is becoming common practice for such zones to be declared around gas pipelines in other
countries to provide controls for development in the vicinity of the pipeline that could affect the
pipeline risk profile and require action (probably very costly) by the pipeline operator. In the
United Kingdom, the zone is called a “consultation” zone, and in Australia it is called a
“notification” zone.

In all cases, the zones are an instrument for control of development in the vicinity of gas
pipelines to control risk where there is development in the vicinity of the pipeline.

Although the Project has published details of restrictions that apply to land use in the vicinity of
the pipeline (over it and at increasing distances from the pipeline), it is almost certain that the
reasons for the “security” zone have not been made available to the residents of the 18" and
19" subdistricts in a clear manner, particularly in the GLAC. Because the issue is relatively
complex, it is not surprising that residents have misunderstood the intent of the 500-meter zone,
particularly given its title of “security” zone.

Assessment Conclusion

The Project (SCP) has acted responsibly in defining this 500-meter zone to provide a method
for the government to control development within close proximity of the pipelines that could
have an impact on the pipeline security and the pipeline capacity.

This is current “best practice” for managing land use and development in the vicinity of gas
pipelines. The SCP design in the vicinity of the 18™ and 19" subdistricts provides pipe with a
design factor for Class C locations, recognizing the residential population in this location.

The 500-meter zone is not required for managing land use and development in the vicinity of the
BTC pipeline because its design standard (ASME B31.4) does not have any requirements
relating to the construction of oil pipelines in close proximity to buildings.

The Project should be encouraged to provide information to the residents on the restrictions that
apply to land use in the vicinity of the pipelines to clarify the purpose of the various controls
applied.

4.8 Issue VIl — Baku-Supsa Pipeline Has Leakage History — Validates Concerns

Complaint; the Baku-Supsa pipeline® constructed some years ago, which will share its
easement with the BTC and SCP pipelines, has a history of oil leaks. This indicates to
the residents that there is a likelihood that new pipelines will also leak, potentially
creating harm to the residents.

® An oil pipeline, running from Baku (Azerbaijan) to Supsa (Georgia), on the Black Sea, built during the
Soviet era.
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Engineering Assessment

The Baku-Supsa Pipeline was constructed by the former Soviet Union. The independent
pipeline safety engineers were not able to assess the detail of the design or operating history of
the pipeline, other than to confirm that the residents’ information is correct in relation to a past
history of leaks.

BTC Co. took control of the pipeline as part of the South Caspian development project. BTC
Co. undertook an investigation to determine the integrity of the pipeline and its suitability for
continued operation.

This investigation determined that the pipeline was in very poor condition. It was necessary to
replace the whole of the pipeline through Azerbaijan and a substantial length of the pipeline
through Georgia to bring the pipeline to a standard where it is suitable for continued operation,
with a low risk of future leakage.

BTC Co. engineers advised the independent pipeline safety engineers that the pipeline is being
operated and maintained to similar standards as required for the BTC pipeline.

Assessment Conclusion

The Baku-Supsa history shows that pipelines that are constructed and maintained to inadequate
standards are likely to suffer corrosion damage with time and will leak.

However, the operating histories of well-constructed and maintained pipelines (oil and gas)
show that proper external coating and corrosion control systems will protect the pipeline from
metal loss from corrosion and from consequent leakage.

The BTC/SCP pipelines have both a high quality external coating and a proper cathodic
protection corrosion control system to protect the pipeline from external corrosion. In addition,
there is a commitment from BTC to undertake a regular program of metal loss inspection using
“intelligent” pig tools to identify any site of active corrosion. Intelligent pigging ensures that
corrosion sites and locations of metal loss from external damage are identified sufficiently early
for work to be undertaken to rectify the damage before pipe leakage or failure can occur.

The Baku-Supsa pipeline experience does highlight the need for the operating company to
maintain a commitment to an integrity management process throughout the life of the pipeline.

There is a potential for the pipeline operator to neglect this program as the pipeline approaches
the end of its useful life (as the oil reservoirs are depleted), and vigilance is required by
government agencies to ensure that the pipeline operator maintains this program throughout the
entire operating life of the project. This is particularly important if the pipeline ownership
changes in this period.

The experience of the Baku-Supsa pipeline is not a valid basis for concerns about the safety of
the BTC or SCP pipelines.
4.9 Verbal Issue | — Proximity of Isolation Valves to Residences

Complaint: residents expressed concern that during construction activities BTC decided to
locate an isolation valve in the vicinity of the residences in the 18" and 19™ subdistricts,
potentially exposing residents to injury by emissions from the valve or possibly danger
resulting from malicious damage to the valve installation.

Engineering Assessment

An investigation of the engineering design of the pipeline, including document number 24630-
010-U7R-0000-01000 Project Register Facility and Above Ground Installation Locations and
alignment sheets for both the BTC and SCP, determined that there are no isolation valves on
either pipeline in the immediate vicinity of the 18" and 19" subdistricts. The following table is
extracted from the above-mentioned document showing the location in the Georgian section of
the pipeline of the isolation valves on each pipeline.
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KP
Route 11 AGI/FACILITY
3D Chainage
BTC SCP BTC SCP
27.573 - BALL valve -
34.810 - CHECK valve -
51.427 51.469 BALL valve BALL valve

The 18" and 19" subdistricts lie between KP29.56 (bend BG-054) and KP 31.3 (bend BG-056)
on the BTC.

Alignment sheets provided by BTC confirmed that the pipeline design contains the nominated
valves at the locations nominated in the table.

It can be seen that the valves are 2 to 3 km to the east of the residential area (upstream) for
both BTC and SCP, respectively, and 3.5 km and 20 km to the west of the residential area
(downstream) for the BTC and BTC/SCP.

There is no possibility of residents in the 18" and 19" subdistricts being adversely affected by
the presence or operation of valves at any location.

If it should be necessary to de-pressurize a section of the SCP through vents associated with
the isolation valve at KP 27.57, the residents will be exposed to noise emitted by the gas
release. Although the noise will be disturbing and unsettling, it will not have a safety or a
physical impact on the residents. It should be noted that pipeline depressurization is a very rare
event in an operating gas pipeline and is occasioned to facilitate major repair of the pipeline or a
modification.

Should the oil pipeline require isolation and depressurization, there will be no measurable noise
or other impact at any residence.

Assessment Conclusion

The only potential impact to the 18" and 19" subdistrict residents from the nearest SCP valve
being opened (in the rare case that de-pressurization of the SCP pipeline is necessary) would
be noise emitted by the gas release.

4.10 Verbal Issue Il — Contaminated Site Uncovered During Construction

Complaint: during construction of the pipeline in the vicinity of the 18" and 19"
subdistricts, residents observed a pungent smell that was considered to be associated
with a livestock burial pit constructed in earlier times to hold livestock that perished or
were killed as a consequence of an anthrax outbreak.

Residents are concerned that if a burial site were uncovered and not properly treated, there
would be a risk that anthrax will persist in the area, with a potential for an outbreak to occur
sometime in the future.

Engineering Assessment

Although this public health concern was not within the brief of the Engineering Assessment, the
technical advisors requested advice from BTC on this matter. BTC advised as follows:

Two potential anthrax burial sites were identified in the vicinity of Rustavi and the Mtkvari (Kura)
River. Both these sites are outside the right-of-way and adjacent to the horizontal directional
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drilling (HDD) rig site. These have been fenced off and warning signs erected. No other sites
have been identified or found during construction and trenching activities.

The technical advisers sought to obtain further information but were unsuccessful.
Assessment Conclusion

This report does not reach any conclusion on this complaint, both on the grounds that it is not
within the brief of the Engineering Assessment and on the grounds that insufficient evidence
was available to progress the matter.

411 Verbal Issue lll — Concern of Radiation Emitted by Project GPS and GIS
Applications

Complaint: residents expressed a concern about reports in publicly disclosed
documents that the operations phase will use GPS (Global Positioning Systems) and
GIS (Geographical Information Systems), which may emit radiation, potentially causing
injury to residents.

Engineering Assessment

GPS is a worldwide navigation and survey system based on a system of geostationary satellites
positioned above the Earth. Each satellite broadcasts its position by a low powered radio
transmitter. GPS receiving units receive data from three or more satellites and compute the
position of the receiver—typically with an accuracy of less than 10 meters. The GPS receivers
are receivers and do not emit radiation. The signals received from the satellite system are
typically lower powered than those generated by mobile telephones, which are almost
universally used in Georgia.

GIS is a computer-based spatial mapping system that displays information on the pipeline, land
and property, and any associated information capable of being recorded on a database or an
image. GIS systems do not emit any radiation.

Assessment Conclusion

GPS receivers do not emit radiation, and the satellite-generated signals they receive are
typically lower-powered than those generated by mobile telephones. GIS systems are computer
software systems, and do not emit any radiation.

412 Verbal Issue IV — The Pipeline Route Was Changed Without Advising Residents
Complaint: the residents understood that the pipeline route was originally selected to
pass close to the township of Gardabani. The residents were unaware that the route
had been changed to pass north of Rustavi and close their residences. In fact, the
residents did not appreciate that the pipeline was in this location until commencement
of construction. The residents implied that the pipeline route should be relocated. They
had not anticipated safety concerns until they learned about the pipeline re-routing.

Engineering Assessment

The independent pipeline safety engineers reviewed the documentation associated with the
ESIA and also discussed the route selection with the BTC staff.

The route selection considered three alternatives for the BTC and SCP pipelines in the vicinity
of Thbilisi and Rustavi. The following alternatives were considered along a corridor nominally 10
km wide:

1. A route following the Baku-Supsa pipeline for its length, passing north of Tbilisi. An
investigation of this route determined that it passes through unstable land with a high
potential for landslip. This investigation concluded that construction of the new
pipelines along this route would introduce an unacceptable risk to the pipelines, as
well as unacceptable environmental risk. As a result, this route was discarded.
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2. A route crossing the Mtkvari River to the south of Rustavi near the township of
Gardabani (as mentioned by the residents). The government advised BTC / SCP that
this route would pass through an area set aside for military purposes, and permission
to consider this alternative was refused.

3. A route passing between Rustavi and Thbilisi that is very close to the final alignment of
the pipeline.

The selected route corridor was then subjected to detailed investigation, and the route refined
allowing the 10 km corridor to be narrowed to 500-meters width for detailed analysis prior to
submission of the final route to the government of Georgia in accordance with the Host
Government Agreement. Upon receipt of government of Georgia approval of the route, the 500-
meter wide Preferred Route Corridor was the basis of the public ESIA, and the ESIA presented
only route 3. The route identified in the ESIA was the 500-meter Preferred Route Corridor
approved by the government of Georgia and stamped by all relevant stakeholders prior to the
ESIA. This route was included in the ESIA (May 2002), was displayed on maps in Rustavi, and
was on display at the public meeting held in Rustavi in July 2002.

BTC provided the independent pipeline safety engineers with a drawing (AGT002-2000-GlI-
GRM-03096-SHT001) that shows the overall pipeline routes considered through the area and a
drawing (AGT002-2000-GI-GRM-03063-SHT001) that shows the development of the route in
the area of the 18" and 19" subdistricts.

Drawing AGT002-2000-GI-GRM-03063-SHT001 shows the centerline of the original 10 km wide
corridor, the centerline of the 500-meter Preferred Route Corridor presented in the ESIA, and
the centreline of the 44-meter wide right-of-way along which the BTC pipeline was constructed.
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Appendix A

Site Measurements
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Annex 3

Pipeline Design

1.1 General

The project being developed by BTC Co. in the vicinity of Rustavi and Thbilisi contains two
pipelines constructed in parallel:

e A 46" outside diameter crude oil pipeline designed to ASME B31.4 (Pipeline
Transportation Systems for Liquid Hydrocarbons and other Liquids).

o A 42" outside diameter gas pipeline designed to ASME B31.8 (Gas Transmission and
Distribution Piping Systems).

Each pipeline will transport hydrocarbon fluids from production and treatment systems at Baku
(Azerbaijan) to a port at Ceyhan (Turkey), in the case of the oil pipeline (BTC), and to a gas
pipeline transmission system in Turkey (SCP).

The pipelines are to be constructed in parallel on a common right-of-way with a normal
separation between the pipelines of 28 meters. At sensitive and restricted locations, the
separation between the pipelines is reduced.

1.2 BTC Oil Pipeline Design

The BTC oil pipeline in Georgia is 46” (1168 mm) outside diameter. This diameter was selected
to reduce friction losses sufficiently to achieve the design capacity using only two pumping
stations in Georgia. This decision was made partly because of the topography and partly
because the pipeline runs through sensitive environmental locations in the mountainous areas
west of Thilisi.

The design pressure of the pipeline varies with the internal pressure along its length.

In a liquid pipeline, the pressure reduces at a predictable rate with the distance from the
pumping station along a sloping line known as the hydraulic gradient line. When this is plotted
on a graph with the pipeline elevation, the internal pressure in the pipeline is the difference
between the hydraulic gradient line and the pipeline elevation.

Because of this, it is usual for the thickness of oil pipelines to be varied along the pipeline length
as required by the internal pressure.

In the region of the complaint, the pipeline design pressure is 117 bar (11.7 MPa).

The pipeline is constructed from steel complying with API Specification 5L Grade X70 — PSL2.
This material has a specified minimum yield strength of 70,000 psi (482 MPa).

The required wall thickness (from ASME B31.4) is calculated as follows:
PD,
" 25F,
Where: t = Wall thickness (mm)
P = Design pressure (11.7 MPa)
S = Specified Minimum Yield Strength of Steel (482MPa)
F4 = Design Factor (safety factor) (0.72)

t
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The required thickness from the above calculation is 19.7 mm.

The project alignment sheets (410088-95-L-PL-AL Sheets 530 to 532) in the region of the
complaint show that the pipe wall thickness is 20.4 mm. This thickness is adequate for an
internal pressure of 12.1 MPa, providing a small additional margin of safety.

The BTC pipeline in the area of concern is installed at a minimum depth of cover of 1.0 meter,
with local deepening to 1.5 m cover in locations where the pipeline crosses tracks, and deeper
where required to pass beneath sewer mains to the west of the buildings owned by the
Complainants.

In the region of the 18" and 19" subdistricts (KP30), the BTC pipeline has an actuated isolation
valve at KP27.6 (on the east side of the Mtkvari River, and not visible from the buildings), and
there is a non-return valve installed KP34.8 on the western side of the Tbilisi-Rustavi highway.
The next downstream-actuated isolation valve is co-located with a similar valve on the SCP at
KP51.5.

The BTC pipeline is externally coated with a three-layer coating system consisting of a fusion
bonded epoxy corrosion coating layer, a co-polymer adhesive layer, and a 3 mm thick medium
density thick mechanical protection coating layer. The welded joints are coated with a spray
applied epoxy-urethane coating (SPCC 2888).

The pipeline is internally lined with an epoxy paint.

1.3 SCP Gas Pipeline Design

The SCP gas pipeline has the following characteristics:
e Outside Diameter 427
e Design Pressure 10 MPa (100 bar)

Gas pipeline design uses the formula shown in Section 1.2 to calculate the wall thickness. The
design standard (ASME B31.8) requires the use of more conservative design factors in
locations where the building number and type in a zone 200 meters on either side of the pipeline
(total width = 0.25 mile), and 1,600 meters (1 mile) long represent increasing population
densities. The design factors (F4) are—

e 0.72 (Class 1 - rural areas - occasional buildings; not more than 10),
e 0.60 (Class 2 - 11 - 46 buildings),

e 0.50 (Class 3 - more than 46 buildings; suburban areas), and

e 0.40 (Class 4 - multistorey buildings of 4 or more floors).

The SCP route has been selected so that there are no locations that require pipe with a design
factor of 0.4. Along the pipeline length, the SCP pipeline has adopted Location Class 3
wherever there is considered to be a future potential for residential development near the
pipeline—a conservative approach.

The calculated thickness corresponding to the three design factors are 15.4 mm, 18.5 mm, and
22.1 mm.

In the vicinity of the 18" and 19™ subdistricts, the buildings are beyond the 200-meter counting
zone, and the pipe could strictly be designed with a wall thickness of 15.4 mm. In consideration
of the possibility that in the future the area between the pipeline and the apartment blocks of the
18" and 19" subdistricts may be subjected to further
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residential development, BTC Co. has decided to construct the pipeline with the thickest of the
three thicknesses used on the project (22 mm) in this area, providing a more conservative
design than necessary.

In the region of the 18™ and 19" subdistricts (KP30), the SCP pipeline has an actuated isolation
valve at KP27.6 (on the east side of the Mtkvari River, remote from and not visible from the
buildings). The next isolation valve downstream is at KP51.5.

1.4  Other Design and Operating Measures

The SCP external and internal coating and joint coating is the same material as that used on
the BTC.

The corrosion coating on both the SCP and the BTC pipelines is supported by an impressed
current cathodic protection system to ensure that corrosion does not occur at coating defects
that may be created during construction or throughout the operating life of the project.

The pipeline operators have committed to an ongoing integrity maintenance process that
includes:

o Regular metal loss inspection by intelligent pigs (with increased frequency at
locations of high environmental consequence).

e Daily horseback patrols (six days each week), supplemented by vehicle and aerial
inspections.

¢ Real time model-based leak detection system (BTC pipeline).

o Tight control of activities in the immediate vicinity of either pipeline. Control is
progressively relaxed with increasing distance from either pipeline.

o A 500-meter “security” notification zone on either side of the pipeline within which the
pipeline operator must be consulted prior to development approval.

These are in addition to the operating and maintenance procedures typically expected for major
hydrocarbon pipeline systems.
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Annex 4
Terms of Reference, Independent Pipeline Safety Engineers

BTC — GEORGIA / RUSTAVI COMPLAINT ASSESSMENT VISIT, JUNE 2004

The Office of the Compliance Advisor/Ombudsman (CAQ) for the International Finance
Corporation (IFC) and the Multilateral Investment Guarantee Agency (MIGA) is an independent
office, reporting directly to the President of the World Bank Group, mandated

e To assist IFC and MIGA, though a flexible, problem-solving approach, to address
complaints of people affected by projects with a view to enhancing the social and
environmental outcomes of projects in which these institutions play a role (Ombudsman
role);

e To provide independent advice to the President and senior IFC/MIGA management on
trends, issues and policy concerns (Advisory role);

e To oversee audits of IFC’s and MIGA’s social and environmental performance, both on
systemic issues and in relation to sensitive projects (Compliance role).

BACKGROUND

On 15 March 2004 CAO received a complaint from the residents of the 18" and 19" subdistrict
of Rustavi, Georgia, regarding the Baku-Tbilisi-Ceyhan oil pipeline project. The complaint,
following technical appraisal mission to Rustavi, was accepted on 14 April 2004.

The complaint relates to the following concerns:

1) Lack of effective disclosure and consultation regarding actual pipeline routing and safety
issues;

2) Safety of the pipeline route going 180 t0250 meters from the buildings and the danger
posed to the buildings in view of the soil erosion, current underground conditions, and
increased political insecurity;

3) Lack of legal specification on safety distance between the pipeline and a housing
complex either in the Georgian national law or internationally accepted standards;

4) Lack of transparency and responsiveness on the part of the project sponsors regarding
requests for evidence of pipeline safety and compliance with internationally accepted
standards.

In its assessment, the CAO intends to examine the role of IFC vis-a-vis the sponsors with
regard to each of the above-mentioned issues, including noncompliance with IFC environmental
and social policies, guidelines, and procedures, where applicable.

OBJECTIVES

To assist the CAO in meeting its mandate and provide independent technical expertise, two
pipeline safety-engineering consultants are required:
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(a) to scope out the nature of the technical issue at stake regarding safety distance between
pipeline and buildings in general—including environmental risk assessment—as it was
initially planned and as it currently stands, in terms of recognized industry codes,
practices, and standards, or generally accepted standards, which refer to practices and
methods engaged in or approved by a significant portion of the pipeline industry that, in
the exercise of reasonable judgment in light of the facts known or that reasonably should
have been known, would have been expected to be adhered in a manner consistent with
applicable laws and codes, reliability, safety, environmental protection, economy, and
expedition;

(b) to perform desk review of relevant IFC and BTC Co.’s documents and conduct on-site
interviews;

(c) to assess BTC Co.'s effectiveness in communicating to affected people the engineering
of the pipeline for operations safety and risk assessment;

(d) to provide CAO with recommendation on the suitability of further technical risk
assessment study and/or community relations activities;

(e) to perform other relevant tasks as required.

PROFILE OF CONSULTANTS

The consultants should have at minimum a Bachelor’'s degree in engineering in relevant fields
and demonstrate (1) substantive experience in pipeline safety and/or pipeline risk assessment
(at least 15 years), including cross-border gas and oil pipelines in developing countries; (2)
ability to evaluate the adequacy of safety systems and compliance safety legislation with
generally accepted engineering practice regarding crude oil pipeline safety and risk
assessment; (3) readiness to perform site assessment with CAO Assessment visit at agreed
date; (4) ability to perform as a member of multidisciplinary team; and as a plus (5) knowledge
of WB/IFC's policies, procedures and guidelines would be very helpful. Consultants should not
have worked for BP or any other BTC Co. members, including IFC, in the last three years, either
on BTC or other projects.

WORK SCHEDULE AND TIMELINE

Under the guidance and supervision of the CAQ’s specialist ombudsman, the consultants will
take part in the desk review as well as the field assessment visit that is slated to travel to
Georgia/Rustavi on 7-11 June 2004 and conduct site interviews with Complainants, BTC Co./ P,
GIOC, local and national authorities, nongovernmental organizations, and any other interested
parties. Consultants will provide a written contribution to the CAO Assessment Report by 18
June 2004.
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Annex 5

Visit Participants

Appraisal Visit, 1 — 7 April 2004

Jacques Roussellier, Specialist, CAO
Sara Gann, Research Assistant, CAO

First Assessment Visit, 18 — 21 May 2004

Jacques Roussellier, Specialist, CAO
Sara Gann, Research Assistant, CAO

Second Assessment Visit, 8 — 11 June 2004

Meg Taylor, Compliance Advisor/Ombudsman, CAO

Jacques Roussellier, Specialist, CAO

Amar Inamdar, Consultant (joining CAO as Senior Specialist in September, 2004)
Ken Bilston, Independent Pipeline Safety Engineering Consultant

Philip Venton, Independent Pipeline Safety Engineering Consultant
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Annex 6

Complaint Handling Process Details

1. Appraisal Visit (1 - 7 April 2004)

Appraisal is the process whereby the CAO determines whether a complaint should be accepted,
prior to considering the issues raised in any detail. CAO staff visited Georgia from 1-7 April
2004, to appraise the Rustavi-BTC Complaint. The main purpose was to assure CAO of the
authenticity and legitimacy of the complaint, i.e. that the complaint met CAQO’s criteria for
acceptance. These require that the complaint be filed by (or on behalf of) people negatively
affected (or likely to be affected) by an IFC project, in this case the Baku-Tbilisi-Ceyhan (BTC)
pipeline.

On 2 April 2004, CAO staff met with Complainants from subdistricts 18 and 19, in Rustavi. Staff
spent the day in one of the Complainant representative’s homes, checking signatures to make
sure that residents had actually signed the complaint, and checking that the Complainants were
aware of—and agreed freely with—the issues raised in the complaint.

As several hundred people had signed the complaint, and in order to ascertain that the
signatures were genuine, a sample of around 25 to 30 percent of the signatures was checked,
by speaking to Complainants, verifying that their names were listed on the complaint and
checking their identification cards or passports.

There was some discrepancy between the copy of the faxed complaint that CAO had received
and the Complainants’ original copy. It appeared that some of the pages listing Complainants
from the 19" subdistrict, many of whom appeared before CAO staff in person to show their IDs
on 2 April had mistakenly not been faxed to the CAO. However, their identity was verified
based on notarized documents signed by residents of subdistrict 19 authorizing Mr. Merabi
Vacheishvili and Mrs. Eleonora Digmelashvili to lodge the complaint with CAO on their behalf.

The result of meeting a selection of the Complainants, and the appraisal of signatures, was that
all the Complainants were found by CAO to be legitimate. Representatives of the Rustavi
residents association for subdistricts 18 and 19 who filed the complaint, including Eleonora
Digmelashvili and Merabi Vacheishvili, confirmed that they had accepted offers of technical and
translation assistance from members of the Georgian nongovernmental organizations (NGOs)
Green Alternative and Young Lawyers’ Association. Representatives of the NGOs did,
however, emphasize that the genesis of the complaint was from the Rustavi residents
themselves.

On the basis of the outcome of the meeting with the Rustavi Complainants, CAO accepted the
Rustavi Complaint on 14 April 2004 and proceeded on to the next step, complaint assessment.

2. Assessment (18 - 21 May 2004 /8 — 11 June 2004)

Assessment is the process whereby a preliminary investigation of the complaint allegations is
undertaken, and decisions are made on what further action (if any) is required.

The CAO performed a desk review of BTC project documents from mid-March to mid-May 2004,
and met with the IFC BTC project team on 10 May 2004. CAO was given contact information
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by IFC for key project people from BTC Co., BP and GIOC in Thbilisi, who were contacted prior
to the CAO mission visiting Georgia. CAO staff visited Georgia in May and June 2004, in
support of the Rustavi Complaint assessment.

BP informed CAO on 10 May 2004 that its key staff would be out of the country during the week
of the planned assessment visit in May but that they would be available for meetings in Thilisi in
early June. A second field assessment visit was then scheduled for June to interview the BTC
Co. operator (BP) and other related parties (GIOC and local authorities).

CAO staff visited Rustavi on 18 May 2004. Accompanied by the Complainants’ main
representatives (an informal “steering committee”) CAO staff visited the pipeline construction
site. Complainant representatives were asked questions in order to ascertain what
communication and project-related disclosures had taken place between them and BP, BTC
Co., and GIOC, and to establish a timeline of the actions taken. The Complainants also
elaborated the main issues relating to pipeline safety.

Accompanied by Complainants’ representatives, CAO met on 19 May 2004 with the Green
Alternative and the Young Lawyers Association, NGOs who have been providing technical help
to the Rustavi Complainants. Green Alternative indicated that it had become involved in this
Complaint after alleged police action on 9 January 2004 against a peaceful demonstration at the
pipeline construction site adjacent to subdistrict 19 in Rustavi. Green Alternative argued that
the responses that Complainants received through the BTC project grievance mechanism were
inadequate, and it recommended that the Rustavi residents lodge a complaint with the CAO.

It was important for the legitimacy of the Complainant steering committee members to show the
other Complainants that the effort and monetary contributions expended filing the complaint with
the CAO had not been fruitless. Consequently, on 20 May, CAO staff held two community
meetings in subdistricts 18 and 19. Meetings were well attended and took place in a
constructive, yet intense atmosphere. Questions were fielded from Complainants, mostly about
guarantees of safety of the pipeline from vibration, oil spills, soil strength, standards for pipes
used to transport crude oil, and the radiation threat of GPS sensors to be placed along pipeline
route. As many of the Complainants’ questions were technical in nature, residents were
informed that CAO had hired two independent pipeline safety engineers who would be visiting
Georgia in early June 2004, as part of the second assessment visit, and that these experts
would be available to answer their technical inquiries.

CAO staff and independent pipeline safety consultants visited Georgia 8-11 June 2004, to
complete the assessment process. The team met with local authorities and BTC Co.
representatives, and held a further meeting with the Complainants and Green Alternative. On
11th June 2004 the CAO held a debriefing meeting in Tbilisi with Complainants, who were
presented with the preliminary assessment by the independent pipeline safety consultants.
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Annex 7 — Complaint Issue Matrix

Issue Raised by Complainant

Technical Assessment

Recommendations on how to proceed

Issue I. The pipeline is too close to
residential apartments, raising
concerns of safety to the apartment
dwellers.

The actual distances between the BTC pipeline and the
nearest apartment building is 260 meters, and between the
SCP pipeline and the nearest building 285 meters. This is
substantially larger than would be required either by the
international design codes specified in the Host Government
Agreements or by the Quantified Risk Analysis requirements
in use in the small number of international jurisdictions that
mandate separation distances on the basis of risk-based
methodologies.

Independent pipeline safety engineers have

determined that there is no safety-related concern.

Therefore no action required.

Issue Il. There is a history of

pipeline failure in the vicinity of
people, and a history of people
being harmed by these failures.

The BTC and SCP pipelines are designed and will be
operated and maintained to the highest current international
standards. These standards will mitigate any risk of pipeline
failure from the most common sources of damage, external
interference and corrosion. Pipeline steel is thick and
bonded with three-layer coating system; during operations,
will be protected by cathodic system to prevent corrosion,
and regularly inspected internally by intelligent pigging.

Independent pipeline safety engineers have

determined that there is no safety-related concern.

Therefore no action required.

Issue lll. The residents desire to
have an explanation of the Safety
Standards required for pipelines of
this nature.

Standards included in Host Government Agreement are most
commonly used international standards for pipelines.
American Society of Mechanical Engineers (ASME) B31.4
and ASME B31.8, for BTC and SCP, respectively.

Independent pipeline safety engineers have

determined that there is no safety-related concern.

Therefore no action required.

Issue IV. Construction of the BTC
pipeline in parallel with the planned
SCP gas pipeline will increase the
risk of those living nearby.

The additive effect of the two pipelines would impose a
separation distance requirement of approximately 50 meters
from the nearer pipeline. The actual distance between the
nearer (BTC) and the nearest corner of any apartment block
in the 18" or 19" subdistricts is approximately 260 meters, so
the requirement for distance from the pipeline has been met
and exceeded.

Independent pipeline safety engineers have

determined that there is no safety-related concern.

Therefore no action required.

Issue V. The Mtkvari River
floodplain between the riverbank
and the 18" and 19" subdistricts is
unstable; there is a high water
table, poor soil, and a history of
erosion. Unsuitable for construction
of pipelines.

The independent pipeline safety engineers consider that the
appropriate investigations have been undertaken and that the
erosion risk to the pipeline is low. Investigations included
hydro geological assessment of the river and its banks,
identification of the flood plain area, drilling of boreholes in
the river crossing vicinity, and a minor relocation of the
pipeline so it is located farther from the river.

Independent pipeline safety engineers have

determined that there is no safety-related concern.

Therefore no action required.
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Issue Raised by Complainant

Technical Assessment

Recommendations on how to proceed

Issue VI. The standard of
construction of the residential
buildings in the 18" and 19"
subdistricts is not high; vibration
caused by construction and
operation of the pipeline(s) has the
potential to destabilize buildings,
causing damage.

Neither the BTC nor the SCP pipelines have the potential to
generate any vibration during operation. Construction
activities will generate some vibration, but this is dissipated
by the ground within 25 — 50 meters of the site and will not
cause damage to buildings.

Independent pipeline safety engineers have

determined that there is no safety-related concern.

Therefore no action required.

Issue VII. The BTC/SCP project
has nominated a 500-meter
“security” zone along each side of
the pipeline. The apartment
buildings in the 18" and 19"
subdistricts are in this zone, the
declaration of which raises
concerns of pipeline safety to
residents.

The 500-meter security zone is currently best practice for
managing land-use and development in the vicinity of gas
pipelines, and was incorporated into the requirements for the
BTC pipeline. The “security” zone is created to require the
government to notify the pipeline operator of any sensitive
development in the vicinity of the pipeline that could introduce
a change to its risk profile, such as hospitals, retirement
homes, and schools. There is no restriction imposed on
individual land users or on development of isolated
residences in the vicinity of the pipeline.

Independent pipeline safety engineers have

determined that there is no safety-related concern.

Therefore no action required.

Issue VIII. The Baku-Supsa
Pipeline, which will share its
easement with the BTC and SCP
pipelines, has a history of oil leaks.
This indicates to the residents that
there is a likelihood that new
pipelines will also leak, potentially
creating harm for people nearby.

The Baku-Supsa pipeline was constructed during the Soviet
era, and built and maintained to inadequate standards, and
as a result developed corrosion damage and leaked. The
operating histories of well-constructed and maintained
pipelines (oil and gas) show that proper external coating and
corrosion control systems will protect the pipeline from
corrosion and consequent leakage. The BTC / SCP pipelines
both have high quality external coating, cathodic protection
control systems, and will be internally inspected regularly by
means of intelligent pigging.

Independent pipeline safety engineers have

determined that there is no safety-related concern.

Therefore no action required.

Verbal issue |. Residents
expressed concern that during
construction activities, BTC decided
to locate an isolation valve in the
vicinity of the 18" and 19"
subdistricts, potentially exposing
them to injury by emissions from
the valve, or possibly danger
resulting from sabotage to the valve
installation.

The nearest valves for both BTC and SCP are 2 to 3
kilometers east of the 18" and 18" subdistricts, not in the
immediate vicinity of the residential area. Residents might be
exposed to noise from a gas release from de-pressurization
from the SCP isolation valve nearest to the 18" and 19"
subdistricts. There would be no measurable noise or other
impact from isolation or de-pressurization of the BTC
pipeline.

Independent pipeline safety engineers have

determined that there is no safety-related concern.

Therefore no action required.
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Issue Raised by Complainant

Technical Assessment

Recommendations on how to proceed

Verbal issue Il. During construction
of the pipeline in the vicinity of the
18" and 19" subdistricts, residents
observed a pungent smell,
considered to be associated with a
livestock burial pit constructed
earlier to hold livestock that died or
were destroyed as a consequence
of an anthrax outbreak.

BTC advised that there are two potential anthrax burial sites
in the vicinity of Rustavi and the Mtkvari River, but both are
outside the pipeline Right-of-Way; they have been fenced off
and warning signs posted.

The independent pipeline safety consultants were
unable to reach a conclusion about this issue, due to
insufficient information available. BTC Co. should
pursue and resolve this matter directly with the
Complainants. If there is evidence of a possible
contaminated site, special procedures developed by
BTC for contaminated sites should be implemented
when construction of the SCP is undertaken in
approximately 18 months time.

Verbal issue lll. Residents
expressed concern about publicly
disclosed documents reporting that
the operations phase of the pipeline
will use GPS and GIS systems,
emitting potentially dangerous
radiation to residents.

A Global Positioning System (GPS) is a navigation and
survey system that utilizes low-powered radio transmissions
from geostationary satellites to compute the position of an
object. GPS units do not emit radiation. GPS signals received
are typically lower powered than those generated by mobile
phones, which are universally used in Georgia. A
Geographic Information System (GIS) is a computer-based
spatial mapping system that displays information that can be
linked geographically to land. GIS systems do not emit
radiation.

Independent pipeline safety engineers have
determined that there is no safety-related concern.
Therefore no action required.

Verbal issue IV. The residents
understood that the pipeline route
was originally selected to pass
close to Gardabani township; they
claim they were unaware that the
route had been changed to pass
north of Rustavi, close to their
homes. The residents did not
realize that the pipeline was routed
through its present location until the
beginning of construction.

The independent pipeline safety engineers reviewed the
documentation associated with the ESIA and discussed the
route selection with BTC staff. The route near Gardabani
township would have run through a military area so was
refused. The route chosen, Route 3, was subject to intense
investigation before submission to the Government of
Georgia for final approval, according to the Host Government
Agreement. Upon approval by the Government, Route 3 was
displayed in the ESIA and at the public meeting held in
Rustavi in July 2002.

Independent pipeline safety engineers have
determined that there is no safety-related concern.
Therefore no action required.
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Issue Raised by Complainant

Technical Assessment

Recommendations on how to proceed

Disclosure issues. Inadequate
disclosure of the pipeline routing
prior to the beginning of
construction, and failure to
adequately consult with residents of
the 18™ and 19" subdistricts.

The CAO was presented with contradictory information
concerning the timing and nature of disclosure and
consultations. BTC Co.’s insistence that the pipeline is safe,
without fully disclosing or explaining what international
pipeline safety standards are required, either in the ESIA or
other communications, fueled increasing suspicions on the
part of the Complainants. Lack of evidence for verifiable,
timely proactive engagement with the Rustavi 18" and 19"
subdistricts has lead to a breakdown of trust between the
Complainants and BTC Co.

CAO notes that there was a systemic dysfunction in the
performance of the project-initiated grievance mechanism
and the community liaison officers. CAO believes that IFC’s
interaction with BTC Co. and BP could have been more
forceful in ensuring that information disclosure and
community liaison deficiencies were remedied at an early
stage, and BP effectively exerted that due diligence on
SPJV’s actual capacity and management of community
liaison.

BTC Co. (and BP as operator) should continue
developing a carefully targeted information campaign
about pipeline safety for the Rustavi residents,
concurrent with the release of the CAO report.

BTC Co. should provide better monitoring and
supervision of the construction contractor’s (SPJV’s)
community liaison activities through its Community
Relations Manager, particularly regarding SPJV’s
Community Liaison Officers’ (CLO) organization of
community meetings prior to arrival of construction
teams and during construction, and the CLOs’ role in
settling disputes with communities.

CAO urges BTC Co. to proceed promptly with an
independent review of the implementation and
effectiveness of corrective measures that they
committed to carry out in relation to this Complaint.

BTC Co. should overhaul its grievance mechanisms,
as the current system is a bureaucratic approach that
may ensure the recording of written grievances, but
does little to ensure that genuine communication is
taking place with project-affected people.

BTC Co. should set up an alternate dispute resolution
mechanism, at least for Georgia.

BTC Co. should ensure that a second phase of the
Community Investment Program—for which US$3
million is earmarked—be targeted to urban
communities living close to the pipeline route, including
Rustavi as a whole.

CAO stands ready to facilitate a meeting between the
Complainants and BTC Co. / BP to go through the
concerns raised in the Complaint and assist in re-
establishing communication lines between
Complainants and the project sponsor.
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