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EXECUTIVE SUMMARY

1. The main objective of this paper is to provide a briefing to the donor
countries and international agencies on the Aral Sea Program - Phase 1 which
wag formulated by the Executive Committee (EC) of the Interstate Council for
the Aral Sea (ICAS) with the assistance of a World Bank Mission,

Background
2. The Aral Sea Crigig: The Aral Sea basin covers an area of 690,000 km? .

Its principal riparians are the five states of Kazakhstan, Kyrgyzstan,
Tajikistan, Turkmenistan, and Uzbekistan. The other riparian, Afghanistan,
covers very little drainage area. The Aral Sea lies between Kazakhstan and
Uzbekistan in a vast geological depression in the Kyzylkum and Karakum
Degerts. In 1960, it was the fourth largest inland lake in the world. Since
then it has shrunk to less than half its original size because of the nearly
total cutoff of river inflow from the Amu Dar’ya and Syr Dar’ya Rivers as a
result of heavy withdrawals for irrigation. The desiccation of the Sea
resulted in the loss of its fighing industry, the destruction of the ecosystem
of the Sea and the deltas, the blowing of salts from the exposed seabed which
are toxic to humans and deleterious to crops, and the depressed economy of the
areas close to the Sea. Indiscriminate use of water for non-agricultural
purposes, inefficient irrigation practices, excessive use of chemicals for
growing cotton and rice crops, and lack of adequate drainage caused extensive
waterlogging and galinity and polluted the groundwater and drainage inflows to
the rivers and the Sea. Water pollution from urban and industrial wastes has
further aggravated the pollution problems. Numercous reports and articles have
been written by experts, both national and foreign, during the past decade on
thig crisis and have attracted worldwide attention. The UNEP carried out a
"Diagnostic Study for the Development of an Action Plan for the Aral Sea" in
July 19%92. The report presented a comprehensive analysis of the basic causes
of the Aral Sea crisis and provided a sound basis for the analysis of
strategies for addressing the crisis.

3. The World Bank Migsion - September 1992: In response to requests for

assistance from the five Aral Sea states, a Bank Mission visited the region in
September 1992. After a review of existing reports, field visits, and
discussions with the ministers and local officials of the region, the Migsion
presented an Aide Memoire recommending four major thrusts to address the
erisis: (1) stabilizing the enviromment of the Sea; (2) rehabilitating the
disaster zone around the Sea; (3) undertaking comprehensive management of the
international waters; and (4) building the regional institutionsg to plan and
implement the above programs. Following the basin gtates’ acceptance of the
Mission’s recommendations, the Bank prepared a program framework to be carried
out in three phases. In collaboration with the UNEP and the UNDP, the Bank
organized an international seminar in Washington on April 26, 1993 to mobilize
the support of donor countries and international agencies for the proposed
program for addressing the crisis. Ministerial level representatives of the
five Aral Sea basin states presented their resgpective Heads of States’
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messages requesting international support for the program and confirmed their
strong commitment to cooperate to address the Aral Sea crisis. The donors
supported the proposal to establish a "Fund" with substantial grant financing
to start work on the first phase of the program.

4. The World B -UNEP- P Miggion - Mav 1993: A joint Bank-UNEP-UNDP
Miggion visited the region in May 1993 to identify the Program’e Phase 1
projects. After several weeks of discussions and field vigits, the Mission
presented itg Aide Memoire identifying a "Needs Program" comprising 19 urgent
projecte for consideration. The Interstate Council subsequently met on July
13, 1993 to review the Migsion’s recommendations and made far-reaching
strategic decisions on the policies, concepts, programs, and regional
organizations for addressing the crisis. The Council submitted its decisions
for approval by the five Heads of States, who met at Nukug on January 11, 1994
and approved the Council’s recommendations. The objectives and scope of the
approved policies, ingtitutions, and programs were consistent with the
Miggion’s views and recommendations.

5. The World Bank Miggion - February 1994: A Bank Mission visited the
region in February 1994 to assist the Executive Committee (EC) in identifying
and preparing specific projects for the Aral Sea Program - Phase 1. On
completion of its work, the Mission presented an Aide Memoire at a wrap-up
meeting with the EC on March 19, 1994. The Aide Memoire was in two volumes.
The firsgt volume included an overview of the Phase 1 Program and the Miggion’s
main recommendations and findings; the second volume included project briefs
and terms of reference for pre-investment/feasibility studies of the proposed
projects. The EC agreed with the Aide Memoire and its recommendations.

6. World Bank-UNEP-UNDP Collaboration: On its return to Washington, the
Misgion held a two-day meeting with representatives of the UNDP and UNEP to
discuss the Aide Memoire. Both the UNDP and UNEP representatives agreed with
the priority projects included in the Phase 1 Program and supported the
findings and recommendations of the Aide Memoire. The modalities of future
Bank-UNEP-UNDP collaboration were discussed and agreed upon, and it was
decided that the proposed donors’ meeting on June 23-24, 1994 in Paris would
be jointly sponsored by the three organizations.

Aral Sea Program - Phase ]

7. Program Objectives: The Program hag four major objectives: (1) to
gtabilize the environment of the Aral Sea Basin; (2) to rehabilitate the
digaster zone around the Sea; (3) to improve the management of the
international waters of the Aral Sea basin; and (4) to build the capacity of
the regional institutions to plan and implement the above programs. In
addition, the Program is intended to assist riparian stateg to cooperate and
adopt sustainable regional policies for addressing the crisis, and provide a
framework for selected national macroeconomic and sectoral policies to achieve
sustainable land, water, and other natural resources development.




- iii -

8. The Aral Sea Program Phage 1: The Phase 1 Program formulated by the EC
with the assistance of the Mission includes 19 projects designed to achieve
the objectives stated above. It is difficult to classify these projects under
each of the objectives stated above becauge most projects serve more than one
purpose and are mutually complementary and reinforcing in view of their strong
linkages. However, in broad terms, 3 projects are intended to initiate the
first steps for improving the environment around the sea and the river deltas,
7 projects for improving the conditions in the digaster zone, and 9 projects
for managing the water resources of the basgin. In addition to these 19
projects, the Program includes a separate project for building the capacity of
the regional institutions to plan and implement the Program.

9. The Regional Institutiong; The regional institutions established by the
Heads of States include the ICAS, the EC and the International Fund for the
Aral Sea (IFAS). The ICAS is a body of 25 high level representatives from the
five states that meets twice a year to hold discussions, reconcile the issgues
of members states, and decide on the policies, programg, and institutional
proposals recommended by the EC. The key organization for developing the
policies and programs is the EC, the operational organ of the ICAS. Under its
Charter, the EC has been given the status similar to that of a state
government with full powers to plan and implement projects approved by the
ICAS. The IFAS has been established to finance the Aral Sea programs. The
five states are required to contribute a specified share to the Fund for
addressing the Aral Sea crisgis. The Fund is also intended to channel
financial assistance from the donor countries and international agencieg for
the Aral Sea Program. In addition to the above apex institutions, the
regional institutions include the existing Interstate Commission for Water
Coordination (ICWC) and its two River Commissions (BVOs), one for the Syr
Dar’ya and the other for the Amu Dar’ya, and the new Interstate Commission for
Socioeconomic Development and Scientific, Technical and Ecological Cooperation
(ICSDSTEC) which is being established. The ICWC and ICSDSTEC will have
Project Implementation Units (PIUs) for specific projects.

10. Implementation Plan: The Program is large and complex. None of the
identified projects is ready for investment decisions. Pre-investment and
feasibility studies, therefore, are essential to ensure sound investments.

The Program is multi-sectoral, and each project ig unique and requires a
different mix of expertise and implementation arrangements. The regional
institutions are new and their capacities to plan, manage, and implement
projects have to be developed. The Program containg many diverse activities
which are too widely mcattered for the EC to implement by itself. The EC will
need to use and depend on the exigting state and local organizations to
implement the project activities on its behalf.

11. Given the formidable implementation problems, the Program envisages
simultaneous action on all frontg, such as establishing the institutions;
building their capacity; carrying out the pre-investment work; building a
pipeline of high priority projects; and implementing the studies necessary to
improve policies, reform institutions, and develop action programg for
subsequent phases of the Aral Sea Program. This approach has the potential
risks of over-straining the management capacities of the regional institutions
and causing implementation delays. However, these risks will be minimized by
following two key strategies -- to implement the Program in stages and to
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launch a substantial capacity-building effort. The first strategy envisages
implementation of the Phase 1 Program in three stages, each stage providing a
gound foundation for taking up the next stage. The first stage of activities
involves identifying the priority projects, formulating the Phase 1 Program,
and establishing the regional institutions. This stage has now been
completed. The second stage involves initiating the preinvesgtment/
feasibility studies and building the capacity of the regional ingstitutions,
The third stage includes completing the preinvestment/feasibility studies,
implementing the projects that are ready, and preparing the projects for
Phase 2. The capacity building strategy envisages assistance for implementing
each project as well as for the management of the Program by the EC and IFAS.

12. Capacity-Building Assistance: The apex institutions of the EC and IFAS
as well as the project implementation units of the ICWC and ICSDSTEC would
require substantial technical and capacity-building assistance for planning
and implementing the projects. Each project includes provision for capacity
building. 1In addition, the Program includes a separate capacity-building
project for the EC and IFAS. Capacity-building assistance does not merely
involve the provision of technical experts, hardware, and training. It
requires developing the insgtitutions, enhancing their values and commitment to
quality, improving their practices, and increasing their accountability for
the results. Helping the institutionsg carry out the tasks themgelves and
providing supervigory assistance and support are essential to ensure the
effectiveness of capacity-building efforts.

13. Cost Estimateg and Time Schedules: The cost estimates of the Program
reflect the staged-implementation and capacity building strategies. The total

estimated cost of stage 2 operations amounts to about US$41 million. A
substantial part of thig amount is for technical assistance and capacity
building. The estimates cover the cost of staff, consultants, travel,
equipment, and training for carrying out the work, but they do not include the
costs of offices and housing, and other local costs which will be funded by
IFAS. The stage 2 operations will take 6 to 30 months to complete depending on
the nature of the projects. The probable costs of the stage 3 activities would
be about US$220 million. All projects and strategic studies will be completed
in thig stage and action plans will be prepared for the next phase except for
some major infrastructure projectg such as the collector draing, the
remodeling of the Syr Dar’ya river bed, and the automatic control systems,
which involve large investment. Construction of these projects will be
deferred to Phage 2.

14. Issues Raised in the Aide Memoire: The Aide Memoire raised several
issues concerning policies, overall Program coordination, implementationm,
procurement, capacity building, cost-sgharing, maintenance and operation, local
currency costs, financing, and other aspects of the proposed Phase 1 Program.
The project briefs also discuss the igsues specific to each project. At the
wrap-up meeting on March 19, 1994, the EC accepted the Aide Memoire’s
recommendations on all igsues except the one concerning the need to keep
Afghanistan, a ¢o-riparian, informed about the Aral Sea Program.
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Program Prospects, Issues, and Risks

15. Program Progpects: The Aral Sea Program - Phase 1 has major inherent
gtrengths that are not usually found in international programs of this kind.
These strengths, which are outlined below, provide favorable opportunities and
prospects for achieving the Program’s objectives and ensuring its success.

® The Program is consistent with all previous agreements between the
five states. It is supportive of the objectives of the Water
Agreement signed by the Heads of States on February 18, 1992 to
utilize and manage the water resources of the Amu and Syr Rivers for
the benefit of all the five states. It is also consistent with the
Protocols and Resolutions adopted by the five states during April -
August 1992 for cooperation on management and protection of the water
regourceg of the Amu and Syr Rivers and for the solution of the Aral
Sea problems. The Program is reinforced by the agreement reached by
the Heads of States on March 26, 1993 confirming their commitment to
cooperate to address the Aral Sea crisis.

® The Program objectives, concepts, designs, and institutions are based
on the decisions made by the ICAS on July 13, 1993 and confirmed by
the Heads of States on January 11, 1994. The projects included in the
Program have been prepared by the EC teams and approved by the EC.
The Bank Mission’s assistance was useful for enhancing the quality of
the EC teams’ outputs and provided an acceptable basis for carrying
out the next steps.

® The priority of selected projects is assured by the fact that they
are consistent with the priorities and Program framework endorsged by
the basin states, the donors, the international agencies, and the
Bank at the international seminar organized jointly by the Bank, the
UNEP, and the UNDP on April 26, 1993. The selected projects are also
congistent with those identified by the Bank-UNEP-UNDP mission in May
1993.

® The Aral Sea crisis has attracted worldwide attention. International
agencies and donor countries have indicated keen interest in
supporting the basin countries’ cooperative efforts to address the
crigis.

® Despite their differences on other matters, the basin countries have
demonstrated their commitment to cooperate. The prospects for
sustaining the cooperative efforts are reinforced by the increasing
awarenesg that the economic development of the individual states is
inexorably dependent on the addressing of the Aral Sea crisis.

16. Development Impag¢t: The main focus of the Program is the sustainable
economic development of the region as well as of the basgin states. The basin
states are endowed with huge water and land resources, extensgive irrigation
systems, rich reserves of oil, coal and gag, large hydropower bases, important
minerals, and a considerable labor force. The exploitation and realization of
the full potential of these resources depends largely on regional cooperation.
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The Aral Sea Program is designed precisely to promote this regional
cooperation. Each of the 19 projects in the Program provides direct benefits
and is economically viable. In addition, the Program will enhance the
efficiency of investments of the individual states in the related economic
sectors.

17. Program Issueg: The Program is large, complex, multi-gectoral, multi-
country and long term. It involves redressing decades of mismanagement of
water regources and degtruction of the environment. The technical problems
are formidable, the riparian issues are sensitive, and the institutional
difficulties are daunting. While the Program’s policies, concepts, priority
projects, and ingtitutional structures are sound, the implementation issues
are serious. Successful implementation is essential to sustain the commitment
of the basin countries to cooperate, to reinforce their willingness to make
the hard choices and to encourage them to assign as high a priority to
regional interests asg they do to their own. Successful implementation is also
esgential for sustaining the international community’sg long-term support for
the Program. The two key sgtrategies -- staged implementation and capacity
building agsistance-- are designed to ensure sguccessful implementatiomn.

18. Rigks: Although the prospects for success are favorable and the
meagures proposed to address the issuesg could prove effective, the Program has
major risks. The main rigks relate to the pogsible failure of the basin
gtates to cooperate, the unwillingnese of the states to delegate adequate
powers to the EC and the IFAS to carry out their responsibilities, and the
lack of longer-term international support for the Program.

19. The basin states have successfully demonstrated their cooperation to
date. However, disputes may arise from differences on water rights,
inequitable distribution of Program benefitg, and disagreements on cost-
sharing. These rigks would be minimized by the international community’s
proactive nurturing of cooperative efforts of the basin countries and the
realization of the latter that international support for the Program depends
on their continuing cooperation. The powers delegated to the EC and IFAS are
extensive and are adequate to carry out their responsibilities effectively.
The capacity-building project will be designed to ensure that the EC and IFAS
are protected against undue interference in the management of the approved
policies and programs and that they are encouraged and supported in carrying
out their delegated powers fully and effectively. The staged-implementation
and capacity building strategies are desgigned to reduce implementation risks.
They have certain built-in safety factors. Because no activity can start until
implementation conditions are satisfactory, it would not be possible to start
all projects at the same time. The implementation schedules will have
significant staggering to reduce bunching of projects and provide the
opportunity and time for capacity building. However, the implementation plan
needs careful and continuous review and adjustment to ensure its success.




Program Financing

20. Financing Reguirement: The Aral Sea Crisis Report discussed at the
previous meeting of the donor countries and international agencies in
washington on April 26, 1993 proposed a fund of about US$50 million to finance
the first phase of the Program. The Report also recommended substantial grant
financing. The Phase 1 Program formulated now has a larger scope and would
take about five years to complete. Its financing requirements for the pre-
investment/feasibility astudies stage amount to about US$41 million while
completion of projects in the next stage would require about US$220 million.
When both stages are financed, 15 of the 20 projects, including preparation of
new projects and action programs to be considered in Phase 2, will be
completed as planned. The remaining 5 are large infrastructure projects whose
feasibility studies will be completed for investment decisions in Phase 2.

The preparation for Phase 2 is thus built the Phase 1 and the continuity of
the efforts to address the Aral Sea crisis will be maintained.

21. Financing Qptions: Donor countries and international agencies have two
optiongs to support the Program (1) to confirm their commitment to finance the
egtimated cost of US$ 41 million for initiating the pre-investment/feasibility
studies; (2) to confirm their commitment to finance the activities stated
above and in addition indicate their interest in financing the project
activities in the next stage. The second option has many advantages. The
continuity of the operations will be assured and the donors will be fully
involved in all activities of the projects planned in Phase 1. Expression of
interegt in financing the activitieg in the next stage does not mean
commitment, but it helps forward planning. Some projects in this stage would
require co-financing and may involve more than one donor. The Bank, UNEP and
UNDP prefer option (2) and recommend that donors and international agencies
give due consideration to it. 2As a lender of last resort, the World Bank will
consider financing those projects that lack adequate financing commitment and
interest of the donor countries and other international agencies.

22. Local Cost Finanging: The Program involves two categories of local
costs: (1) The local costs included in the amount of US$41 million for
preinvestment /feasibility studies which amount to an equivalent of about US$7
million, and (2) The management and operation costs of the regional
organizations - ICAS, IFAS, EC, ICWC, ICSDSTEC, BVOs and PIUs. The estimated
local costs of US$7 million eguivalent include galary costs of local staff,
local travel, and other local expenditures of the implementing agencies. They
do not include management and operation costg of the regional organizations
mentioned above. The estimates for the regional institutions’ management and
operation c¢osts have not yet been prepared. They would be particularly heavy
in the initial years. The IFAS should finance these requirements. The Aide
Memoire recommended that the decisions of the Heads of States regarding the
contributions of each state to the Aral Sea Fund should be effectively
implemented.

23, While it is important to insist that the management and operation costs
of the regional organizations be financed by the IFAS, this paper recommends
that the local costs amounting to US$7 million required for initiating the
pre-investment/feasibility studies be financed by grant funds. Grant
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financing of these activities is necessary to avoid possible delays in cost-
sharing decisions. It is hoped that the ICAS will establish the regional
principles and criteria for cost-sharing before the start of the project
operations in the next stage.

24. Modalitieg of Financing: The IFAS ig an institution for channeling
financial resources provided by the basin states as well as by donors and
international financing agencies for implementing the Aral Sea programg. The
IFAS and EC are the funding and executing organizations respectively of the
Aral Sea Program. Channeling grants/loans/credits through the IFAS has
certain important advantages. It enhances the essence and regional
characteristics of the Program and strengthens regional cooperation. The
states will have the incentive and compulsion to contribute their share to the
IFAS. Questions of who benefits and how the project costs should be shared
could be dealt with separately by the ICAS more easily because the external
support agencies’' contributions to the IFAS would be for the region, not for
any particular state. The leverage of the financing agencies to introduce
policy and ingtitutional improvements would be more effective. The IFAS would
be able to introduce financial discipline into the EC’s operations more
effectively if the EC receives the funds through the IFAS. 1In view of these
advantages, the Bank is also considering varicus methods of chanmneling
loansg/credits through the IFAS. The Bank, UNEP and UNDP recommend that
financing agencies ghould channel their assistance through the IFAS.

25. Adminigtration of Financial Asgigtance: The financial assistance of
donors and international agencies to the Program could be administered in

three ways. Donors and international agencies may: (a) contribute to the IFAS
separately and establigh their own procedures and arrangementg for using their
funds for implementing the projects; (b) establish a trust fund to be
administered by the IFAS; or (c) establish a trust fund and designate an
administrator to channel the proceeds of the fund through the IFAS.

26. This paper does not recommend option (a) because the IFAS and the other
regional organizations are new; they are not used to international agreements
and procedures and need substantial capacity-building before they could
effectively administer donors’ funds. Moreover, separate and uncoordinated
assistance would not be as effective in achieving the objectives of the
Program as an integrated and coordinated effort. Options (b) and (c) have
merits. Option (b) has some of the disadvantages of option (a) in view of the
inexperience of the IFAS., Option (¢) would be most effective because the
administrator would ensure effective use of the fund, assigt the IFAS in
introducing sound financial management procedures and build the capacity of
the IFAS to administer future trust funds independently. Option (c),
therefore, is highly preferable, particularly in the early phases of the Aral
Sea Program.

27. If the donors and international agencies decided to follow option (c¢),
then the choice of the administrator of the trust funds could be: (a) the
Bank-UNEP-UNDP which have been collaborating to date in helping the basin
states to formulate the policies, ingtitutiong, and programs; (b) some other
arrangements for administering the trust funds that could be equally effective
as administration by a Bank-UNEP-UNDP collaborative effort.



Recommendations

28, The Bank, UNEP, and UNDP recommend that the donor countries and
international agencies:

e commend the basin countries’ cooperative efforts and express the
hope that the basgin countries will continue their cooperative efforts
to address the difficult tasks that lie ahead

® support the Aral Sea Program - Phase 1, the institutional
arrangements, the staged-implementation, and the capacity-building
strategies to achieve the Program goals

® agree to provide grant financing amounting to US$41 million
(including local currency financing of about US$7 million equivalent)
to initiate the work on the pre-investment/feagibility studies and
also indicate interest in the project operations in the next stage ' y

® channel financial assistance to the Program through the IFAS; decide
on the coptions for establishing a trust fund; and decide on the :
arrangements for administering the fund. ’ ’ 3

29. The Bank, UNEP and UNDP also recommend that the donor c¢ountries and
international agencies stress the need for the basin countries to implement
the Aide Memoire recommendations and, in particular, to contribute their share
to IFAS; establish the modalities of coordination of the activities of the
IFAS and the EC; appoint the Chairman of the EC and the Executive Director of
the IFAS on a full time basig with a tenure of at least three years; establigh
ICSDSTEC; and keep Afghanistan informed about the Program.

Next Steps

30. If the donor countries and international agencies support the

recommendations of the Bank, UNEP and UNDP outlined above, then the designated
Administrator of the proposed trust fund should: (a) Prepare a draft trust ;
fund agreement defining the objectives of the fund, and procedures for its i
administration, and the obligations of the administrator, the financing .
agencies, and the basin countries; and (b) send a mission to the region as :
goon as possible to follow up on the arrangements for implementing the &
Program, ' .



ARAL SEA PROGRAM - PHASE 1

Objective and Scope of the Paper

1. The main objective of this paper is to provide a briefing to the donor
countries and international agencies on the Aral Sea Program - Phase 1 which
was formulated by the Executive Committee (EC) of the Interstate Council of
the Aral Sea (ICAS) with the assistance of a World Bank Mission. It will be
digcussed at the donors’ meeting scheduled for June 23-24, 1994 in Paris. The
paper is organized in seven sections: Background, Aral Sea Program - Phase 1,
Program Prospects and Igsues, Risks, Program Financing, Recommendations, and
Next Steps. The paper discugsges the Program and its issues in sufficient
detail to enable donors to indicate their support.

2. The paper is based on the World Bank Mission’s Aide Memoire (Volumes 1
and 2), which provides more detailed information on specific projects. It
includes, however, additional information. For example, it explains the
implementation plan in greater detail, updates the cost estimates, discusses
the Program’s prospects, issues, risks and financing options, and proposes the
next steps for follow-up actions.

A. BACKGROUND

The Aral Sea Crisis

3. The Aral Sea basin covers an area of 690,000 km?. Its principal
riparians are the five gtates of Kazakhstan, Kyrgyzstan, Tajikistan,
Turkmenistan, and Uzbekigtan. The other riparian, Afghanistan, covers very
little drainage area. The basin hag three distinct ecological zones: the
mountains, the deserts, and the Aral Sea with its deltas. The Tian Shan and
Pamir Mountaing in the south and southwest are characterized by high altitudes
(peaks over 7,000 m) with average annual precipitation ranging from 800 to
1600 mm. In the foothills and wvalleys, soil and temperature conditions are
favorable for agriculture. The lowland desgerts cover most of the basin area
and are characterized by low precipitation (under 100 mm/year) and high
evaporation ratese. The 1989 population of the basin is estimated to have been
35 million, with population growth rates averaging 2.54 percent. Uzbekistan,
with 19.9 million, has the largest population, while Kazakhstan is second with
a population of 16.5 million, of which 2.5 million live in the basin area.

4, The Aral Sea lies between Kazakhstan and Uzbekigtan in a vast geological
depression in the Kyzylkum and Karakum Deserts. In 1960, the Aral Sea was the
fourth largesgt inland lake in the world. Since then, however, it has shrunk
to less than half itsg original size because of the nearly total cutoff of
river inflow from the Amu Dar’‘ya and Syr Dar’‘ya Rivers as a result of heavy
withdrawals for irrigation. The desiccation of the Sea resulted in the logs
of its fisghing industry, the destruction of the ecosystem of the Sea and the
deltas, the blowing of salts from the exposed seabed which are toxic to humans
and deleterious to crops, and the depressed economy of the areas close to the
Sea. Indiscriminate use of water for non-agricultural purposes, inefficient
irrigation practices, excessive use of chemicals for growing cotton and rice
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crops, and lack of adequate drainage caused extensive waterlogging and
salinity and polluted the groundwater and drainage inflows to the rivers and
the Sea. Water pollution from urban and industrial wastes has further
aggravated the pollution problems.

5. -+ Numerous reports and articles have been written by experts, both
national and foreign, during the past decade on this crigis and have attracted
worldwide attention. The main thrusgt of these reports has been to save the
Aral Sea. The solutions suggested have included: diverting water from other
river basins (the Caspian Sea, the Ural River, and the rivers flowing to the
Arctic Sea); and saving a part of the water currently used for irrigation to
increase the flow to the Aral Sea by investing in such schemes as reduction of
cotton and rice areas, water management, and canal lining. The UNEP carried
out a "Diagnostic Study for the Development of an Action Plan for the Aral
Sea" in July 1992. The report presented a comprehensive analysis of the basic
causes of the Aral Sea crisis and stated that, in terms of its ecological,
economic, and social consequences, the Aral Sea is one of the most staggering
digasters of the twentieth century. The report did not recommend specific
solutions, but it provided a sound basis for the analysis of strategies for
addressing the crisis.

The World Bank Mission - September 1992

6. In response to requests for assistance from the five Aral Sea states, a
Bank Misgsion visited the region in September 1992. After a review of existing
reports, field visits, and discussions with the ministers and local officials
of the region, the Mission presented an Aide Memocire recommending four major
thrusts to address the crisis: (1) stabilizing the environment of the Sea;

(2) rehabilitating the disaster zone around the Sea; (3) undertaking
comprehensive management of the international waters; and (4) building the
regional ingtitutions to plan and implement the above programs. Following the
basin stateg’ acceptance of the Mission’s recommendations, the Bank prepared a
program framework to be carried out in three phases. The first phase, to be
implemented in three years, involved meeting the urgent needs of the region in
the four areas mentioned above and preparing projects for the second phase.

Donors’ Meeting - April 1993

7. In collaboration with the UNEP and the UNDP, the Bank organized an
international seminar in Washington on April 26, 1993 to mobilize the support
of donor countries and international agencies for the proposed program for
addressing the crisis. Ministerial level representatives of the five Aral Sea
basin states presented their respective Heads of states’ messages requesting
international support for the program and confirmed their strong commitment to
cooperate to address the Aral Sea c¢risis. Encouraged by the Heads of States’
commitments and by the decisions already taken by them on March 26, 1993 to
establish the required regional organizations (the Interstate Council, the
Executive Committee, and the Aral Sea Fund) to implement the proposed plan,
the donors strongly supported the Bank’s propogsal to establish a "Fund" with
substantial grant financing to start work on the first phase of the program.
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The World Bank-UNEP-UNDP Mission - May 1993
8. A joint World Bank-UNEP-UNDP Miggion vigited the region in May 1993 to

identify the Program’s Phase 1 projects. After several weeks of discussions
and field visits, the Mission presented its Aide Memcire on June 18, 1993 at a
joint meeting of the ministers of the basin states identifying a "Needs
Program" comprising 19 urgent projects for consideration. The Interstate
Council subsequently met on July 13, 1993 to review the Mission’s
recommendations and made far-reaching strategic decisions on the policies,
concepts, programs, and regional organizations for addressing the crisis.
These decisions were consistent with the Misgion’s views and recommendations.
The Council submitted its decisions for approval by the five Heads of States,
who met at Nukus on January 11, 1994 and approved the Council’'s
recommendations. They also appointed the Chairman of the Executive Committee
and broadly defined eight programs for the Aral Sea Program - Phase 1, to be
completed in three to five years. The objectives and scope of the approved
policies, institutiong, and programg were consistent with the Migsion’s views
and recommendations.

The World Bank Mission - February 1994

9. Following the decisions of the Heads of States, the Bank wag requested
to assist the Executive Committee (EC) in identifying and preparing specific
projects for the Aral Sea Program - Phase 1. A Bank Mission visited the
region in February 1994 in resgpongse to this request. The Bank invited the
UNDP and UNEP to participate in this Mission but they were not able to do so.
The Mission assisted the teams established by the EC in identifying priority
projects to achieve the objectives of the programs approved by the Heads of
States, in preparing project briefs and terms of reference (TORs) for carrying
out the pre-investment studies, and in formulating the overall Phase 1
Program. On completion of its work, the Mission presented an Aide Memoire at
a wrap-up meeting with the EC on March 19, 1994. The Aide Memoire was in two
volumes. The first volume included an overview of the Phase 1 Program and the
Misgion’s main recommendations and findings; the second volume included
project briefs and terms of reference for pre-investment/feasibility studies -
of the proposed projects. The EC agreed with the Aide Memoire and its
recommendations at the wrap-up meeting. Subsequently, the ICAS approved the
Phage 1 Program and the Aide Memoire recommendations.

World Bank- P-UND 11 ration '

i0. On its return to Washington, the Mission held a two-day meeting with
representatives of the UNDP and UNEP to discuss the Aide Memoire. The UNDP
and UNEP representatives agreed with the priority projects included in the
Phase 1 Program and supported the findings and recommendations of the Aide
Memoire. The modalities of future Bank-UNEP-UNDP collaboration were discussed
and agreed upon, and it was decided that the proposed donors’ meeting on

June 23-24, 1994 in Paris would be jointly sponsored by the three
organizations.



B. ARAL SEA PROGRAM - PHASE 1

Program Objectiveg

11, The Program hag four major objectives: (1) to stabilize the environment
of the Aral Sea Basin; (2) to rehabilitate the disaster zone around the Sea;
(3) to improve the management of the international waters of the Aral Sea
basin; and (4) to build the capacity of the regional institutions to plan and
implement the above programs. In addition, the Program is intended to assist
riparian states to cooperate and adopt sustainable regional policies for
addressing the crisis, and provide a framework for selected national
macroeconomic and sectoral policies to achieve sustainable land, water, and
other natural resources management and appropriate development.

Program Formulation

12. The EC established teams of local experts to identify and prepare
specific projects to be included in the programs approved by the Heads of
States. It assigned overall responsibility for formulating the Program to the
Scientific Information and Research Center (SIRC) headed by the Central Asian
Scientifi¢ Reseaxrch Institute for Irrigation (SANIIRI), a consortium of
regearch and design institutions of the five states establighed by the
Interstate Commission for Water Coordination (ICWC). During the May 1993
joint Bank-UNEP-UNDP Mission, the lack of a clear definition of regional and
national projects caused delays in the selection of projects. This igsue wasg
resolved by reaching an understanding with the EC on the definition of an Aral
Sea project as that approved by the ICAS, executed by the Executive Committee
(the operational organ of the ICAS) directly or through the ministries and
local organizations of the states, and financed by the International Fund for
the Aral Sea (IFAS) with or without external assistance. This approach
facilitated congideration of projects such as the collector drains and
watershed management projects which were previously considered by some states
as national projects.

13. In its first meeting with the EC on February 26, 1994, the Mission made
the following main points:

(a) The Migsion concurs in general with the decisions made by the Heads
of States and will assist the EC in implementing them.

(b) It is the Bank’s policy to encourage riparian countries to resolve
their differences through cooperation. The Bank will not interfere
with the existing water agreements and rightsg.

(¢) Afghanistan, a co-riparian, should be kept informed about the Aral
Sea basin activities,

(d) Grant funds administered by the Bank for project preparation and
capacity building would be channeled through IFAS, but lending
modalities for Bank loans and credits should be consistent with
Bank policies and the needs and challenges of the specific
projects.
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(e) Procurement of goods and services should be in accordance with the
Bank’s standard procedures and the needs and challenges of the
specific projects.

(f} The Chairman of the EC should be a full-time chairman.

(g) The Aral Sea Program is not just a water program; it is algo a
program for rehabilitation of the devastated environment. The
Interstate Commigsion for Socio-economic Development and
Scientific, Technical and Ecological Cooperation (ICSDSTEC)
approved by the Heads of States should be established as soon as
possible.

14. There was agreement on all the above points except on that concerning
Afghanistan. The EC gave several reasons for its position, such as:
Afghanistan is8 a co-riparian only on the Amu Dar’ya, not on the Syr Dar’ya;
the Aral Sea Program is only at a conceptual stage and it would serve no
purpose to notify Afghanistan at this stage; and the conditions in Afghanistan
are not appropriate for any communication. However, the Migsion continued to
press the Afghanistan issue. A Memorandum of Understanding was signed by the
EC and the Mission, recording the above points and describing the arrangements
for project identification and preparation.

15. The EC and the Mission also agreed on the projects to be considered in
the Phase 1 Program. With very few exceptions, the gelected projects were the
same as the ones identified by the joint Bank-UNEP-UNDP Mission in May 1993
and included in the "Needs Program." The agreed Phage 1 Program covered the
first seven programs approved by the Heads of States and included 20 projects
that were identified by the EC teams with the assistance of the Mission

(Annex 1). Subsequently, the number of projects was reduced to 19 by
combining some and adding other projects. In addition, a separate Capacity-
Building Project for the apex institutions (EC and IFAS) was included.

16. The eighth program approved by the Heads of States envisaged the _
preparation of a feasibility study for diverting water from the Arctic¢ rivers
or pumping water from the Caspian Sea to fill the Aral Sea -- a proposal which
wag considered unrealistic by the first Bank Mission in September 1992,
According to the preliminary estimates prepared by SIRC/SANIIRI, Program 8
would probably cost US$22.5 billion. Agide from its huge cost, the political,
environmental, and economic feagibility of this program was questionable,
Therefore, it was not included in the program.

Project Briefs and TORg

17. The EC teams prepared the project briefs and TORg with the assistance of
the Mission. Except for Program 2 (Hydromets) and Program 5 (water supply,
sanitation, and health), there were no significant differences between the EC
teams and the Mission regarding the objectives, scope, cost estimates, and
other aspects of the projects. The differences in Program 2 were more on how
the data would be managed than on the substance of the project. On Program 5,
however, there was a prolonged discussion on whether the long-term strategy
for water supply should be prepared under Program 5 (as suggested by the EC
team) or whether it should be a part of the regional water strategy to be
prepared under Program 1. The Mission accepted the EC team’s suggestion.
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18. While the project briefs were prepared for all projects, the TORs were
prepared only for nine projects. The nine projects for which TORe have not
been prepared are: (1) Regional Water Strategy, (2) Efficiency of Damg, (3)
Sustainability of Reservoirg, (4) Hydromet Services, (5) Water Quality
Management, (6) Collector Draing, (7) Remodeling Syr Dar’‘ya, (8) Long-Term
Water Supply, and (9) Management of Watersheds.

19. The TORs for Collector Drains are being prepared separately as is
explained in the next paragraph. The project for remodeling the Syr Dar’ya
river bed wag introduced after the wrap-up meeting. A review of the project
isgues in this case is necessary before preparing the TORs. In the case of
other projects, the EC and the Mission agreed that the preparation should be
carried out with the active participation of all stakeholders because
sengitive intergtate issues were involved. However, the project briefs
provided adeguate information and guidelines for preparing the TORs for these
projects.

20. Collector Drains was one of the important projects included in the Heads
of States’ approved Program 3. The ultimate solutions for water quality
management, salinity and waterlogging, and a host of environmental problems
would depend on the provision of effective drainage through the construction
of major collector draing. Congiderable work on this project was carried out
by the former Soviet Union (FSU), but this work was not pursued after the
independence of the states because of lack of funds. The project brief for
this project ig not included in the Aide Memoire because a review of the work
done, including preparation of TORs for carrying out the feasibility studies
of the collector drains, particularly along the Amu Dar’ya, is being
undertaken by the Bank with financial assistance from the Govermnment of the
Netherlands. However, thisg project is an important part of the Aral Sea
Program - Phase 1.

21, Detailed project briefs and TORs of all projects except the ones
mentioned above are included in Volume 2 of the Aide Memoire. A one-page
summary of the project brief for each project is included in Volume 1 of the
Aide Memoire.

Progqr Insgtitutions

22, The Heads of States establighed the regional institutions for addressing
the Aral Sea crisis on March 26, 1993 (Annex 2A) and presented the
institutional arrangements at the Intermational Seminar held in Washington on
April 26, 1993. At its meeting on July 13, 1993, the ICAS defined the
functions of the EC, the operational organ of the ICAS, and recommended its
organization structure (Annex 2B). The Heads of States established these
arrangements on January 11, 1994. The approved regional institutions for
implementing the Program and addressing interstate coordination are basically
sound.

23. The Migsion was concerned, however, with the overemphasis of the EC and
ICWC on the water aspects of the Aral Sea Program and the apparent lack of
appreciation of the gravity of the environmental isgues. The Mission
therefore developed a chart (Annex 2C) delineating the responsibilities for
the various programs to ICWC and ICSDSTEC, and describing the EC’s project
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management respongibilities (e.g., overall coordination of program preparation
and implementation activities, and quality control of outputs of the proposed
project implementation units to be established in the ICWC and ICSDSTEC). The
EC agreed with these propogals.

24. The project implementation units (PIUs) will be responsible for managing
the programs approved by the Heads of States as indicated in Annex 2C. They
are, therefore, program rather than project implementation units. Each PIU
will manage the projects included in its program. The projects which will be
implemented by the state and local organizations or through specially
established task forces such ae the ones proposed for the Regional Water
Strategy Project. Because the activities of the programs continue in Phages 2
and 3, the PIUs are virtually permanent organizations of the EC. The
selection of PIU managers and staff should take into consideration their
management functions and the longevity of these organizations.

Implementation Plan

25, The Program is large and complex. None of the identified projects is
ready for investment decisions. Pre-investment and feasibility studies,
therefore, are essential to ensure gound investments. The Program is multi-
sectoral, and each project is unique and requires a different mix of expertisge
and implementation arrangements. The regional institutions are new; they have
not been adequately staffed, and many have not been egtablished as yet. Their
capacities to plan, manage, and implement projects have to be developed.
Although the EC is an operational organ of the ICAS and has been delegated
extensive powers to plan and implement the projects approved by the ICAS, it
is not as yet fully developed and at present lacks the capacity to manage the
Program. The Program contains too many diverse activities which are too
widely scattered for the EC to implement by itgelf. The EC will need to use
and depend on the existing state and local organizations to implement the
project activities on its behalf. This will avoid the need to create a large
EC bureaucracy, will provide opportunities for the states to participate in
the regional programs, and will improve regional cooperation. But it will
also tremendously increase the EC’s task of managing and coordinating the
diverse activities of several widely scattered implementing agencies.

26. The Program’s implementation problemsg are formidable and cannot be
addressed in a short time. The Program is too important and urgent, however,
for its implementation to be delayed until all problems are resolved. The
Program, therefore, envisages simultaneous action on all frontg, such as
establishing the institutions; building their capacity; carrying out the pre-
investment work; building a pipeline of high priority projects; and
implementing the strategic studies neceagary to improve policies, reform
institutions, and develop action programs for subsequent phases of the Aral
Sea Program. This approach has: risks. However, thege risgks will be minimized
by following two key strategies -- to implement the Program in stages and to
provide substantial capacity building assistance to the implementing units as
well as to the apex institutions of the EC and IFAS for managing the Program.
The first strategy envisages implementation of the Phase 1 Program in three
stages, each stage providing a sound foundation for taking up the next stage.
The proposed stages are outlined below:
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Stage 1: Heads of States’ approval of the programs and institutions;
identification of specific projects; preparation of project
briefs and TORs; formulation of the Phase 1 Program;
presentation of the Aide Memoire’s findings and
recommendations; and EC’s acceptance of these
recommendations. ‘

This stage has been completed.

Stage 2: Staffing the EC and IFAS; establishing the implementing
units and agencies; building the capacity of the apex
institutions of EC and IFAS as well ag of the implementing
units and agencies; completing TORs; procuring the services
of advisors and consultants; initiating the pre-
investment/feagibility studies of projects and the strategic
studies.

This stage will take € to 30 months depending on the nature
of the projects. The proposed donors’ meeting on June 23-
24, 1994 is intended to seek financial support for
operations in this stage.

Stage 3: Selecting priority projects based on the completed pre-
investment /feagibility studies; preparing the detailed
design and tender documents of major investment projects;
continuing the capacity-building operations of the apex
institutions and the implementing units and agencies;
mobilizing financing for projects that are ready for
investment and implementing them; and improving policies and
institutions for achieving the goals of the Program
effectively.

This stage will take up to three years after completion of
stage 2 depending on the nature of the projects. A donors’
meeting will be convened to seek financial assistance for
operations included in this stage.

27. There will not be a clearly defined division between stages 2 and 3.
Decigions on implementing projects will be taken as soon as possible after the
feasibility studies are completed, taking into account their relative
priorities and the interests of donor countries and internatiocnal financing
agencies in supporting them. The staged-implementation plan may appear time-
consuming, but it is realistic, effective, and expeditious to achieve the
objectives of capacity building, ensure successful implementation of projects,
and build the future project pipeline.

Capacity-Building Asgsistance

28. The capacity-building strategy is particularly important because the
existing implementation practices in the region are different from
international practices. The apex institutions of the EC and IFAS as well as
the project implementation units of the ICWC and ICSDSTEC would require
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substantial technical and capacity-building assistance for planning and
implementing the projects. Each project includes provision for capacity
building. In addition, the Program includes a separate capacity-building
project for the EC and IFAS. Capacity-building assistance does not merely
involve the provision of technical experts, hardware, and training. It
requires developing the institutions, enhancing their values and commitment to
quality, improving their practices and inc¢reasing their ac¢countability for the
results. Helping the institutions carry out the tasks themselves and
providing supervisory assistance and support are essential to ensure the
effectiveness of capacity-building efforts.

Cogt Egtim Tim h 1

29, The cost estimates of the Program given in Annex 3 reflect the staged-
implementation plan. Annex 3A gives a summary of cost estimates and time
schedules for completing the stage 2 operationse. They include pre-investment
work on 19 projects. The cost estimate of the collector drains project is
shown as nil because its initial work has already been funded. Annex 3A
includes capacity building of the apex institutions of EC and IFAS. The total
estimated cost of stage 2 operations amounts to about US$41 million. A
substantial part of thig amount is for technical assistance and capacity
building (Annex 3B). 'The estimates cover the cost of staff, consultants,
travel, equipment, and training for carrying out the work, but they do not
include the costs of offices and housing, and other local c¢osts which will be
funded by IFAS. For example, Uzbekigtan has agreed to provide office
facilities to the EC as a part of its contribution to IFAS. Kazakhstan is
doing the same for IFAS. The offices and housing for local staff of the
implementing units and agencies will have to be provided by the concerned
states as a contribution to IFAS or their costs have to be financed directly
by IFAS.

30. Annex 3C gives the probable cost estimates and time schedules for
completing or continuing the activities on the 19 projects in stage 3. Some
projects such as hydromet services, wetland restoration, North Sea dyke and
short-term clean water, sanitation, and health projects will be completed in
stage 3. Strategic studies such as regional water strategy and environment
assessment will also be completed and action plans will be prepared. However,
major infrastructure projects such as the collector drains, remodeling Syr
Dar’ya river bed, and automatic control systems, which involve huge
investments, will still be at the stage of selection of optimum options,
detailed designs, and preparation of tender documents. Annex 3D shows the
status of completion of Phase 1 projects after the investments indicated in
Annexes 3A and 3C have been incurred. The total estimated cost of stage 3
operations amounts to about US$220 milliom.

Issues Raiged _in the Aide Memoire

31, The Aide Memoire raised geveral issues concerning policies, overall
Program coordination, implementation, procurement, capacity building, cost-
sharing, maintenance and operation, local currency costs, financing, and other
aspects of the proposed Phase 1 Program. A summary of the Aide Memoire
findings and recommendations ig attached (Annex 4). The project briefs also
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discuss the issues specific to each project. At the wrap-up meeting on March
19, 1994, the EC accepted the Aide Memoire’s recommendations on all issues
except the one concerning Afghanistan.

C. PROGRAM PROSPECTS AND ISSUES

Program Progpects

32, The Aral Sea Program - Phase 1, formulated by the EC with the assistance
of the Migsion, has major inherent strengths that are not usually found in
international programs of this kind. These strengths, outlined below, provide
favorable opportunities and prospects for achieving the Program’s objectives
and ensuring ite success.

® The Program is consistent with and supportive of the objectives of
the Water Agreement signed by the Heads of States on February 18,
1992 to utilize and manage the water resources of the Amu and Syr
Rivers for the benefit of all the five states. The Program is also
consistent with the Protocols and Resolutions adopted by the five
states during April - August 1992 for cooperation on management and
protection of the water resources of the Amu and Syr Rivers and for
the solution of the Aral Sea problemg. It is alsoc consistent with the
agreement reached by the Heads of States on March 26, 1993 confirming
their commitment to cooperate and develop policies and programs to
address the Aral Sea crisis and to egtablish the regional
institutions to implement these polic¢ies and programs.

® The Program objectives, concepts, designsg, and institutions are based
on the decigions made by the ICAS on July 13, 1993 and confirmed by
the Heads of States on January 11, 1994. The projects included in
the Program have been prepared by the EC. The Bank Miggion’s
assistance to the EC teams in selecting projects, and preparing
project briefs, TORs, cost estimates, implementation schedules,
organization, and other details was useful for enhancing the quality
of the EC teams’ outputs and provided an acceptable basis for
carrying out the next steps.

® The priority of selected projects is assured by the fact that they
are consistent with the Program framework endorsed by the basgin
states, the donors, the international agencies, and the Bank at the
international seminar organized jointly by the Bank, the UNEP, and
the UNDP on April 26, 1993 to address the Aral Sea c¢rigis. The
selected projects are also consistent with those identified by the
Bank-UNEP-UNDP misgion in May 1993 for priority consideration.

® The Aral Sea crisis hag attracted worldwide attention. The urgency
of rehabilitating the devastated environment and ameliorating the
hardships of the people living in the disaster zone is recognized by
the bagin states as well as by external support agencies.
International agencies and donor countries have indicated keen

e
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interesgt in supporting the basin countries’ cooperative efforts to
address the crisis.

Despite their differences on other matters, the basin countries have
demonstrated their commitment to cooperate in the Aral Sea Program.
While their decision making process has been slow, their decisions on
policies, programg, and institutions have been sound. The
sustainability of the cooperative efforts is reinforced by the
increasing awareness that the economic development of the individual
states is inexorably dependent on the addressing of the Aral Sea
crisis.

The basin countries have responded positively to date to the advice
and recommendations of the Bank and the UNEP and UNDP on the Aral Sea
Program. The prospects of maintaining such a productive relationship
for addresging the challenges of the Aral Sea crisis are good.

Development Impagt

33.

The main focus of the Program is the sustainable development of the

region as well as of the basin states. The Program’s main thrusts --
redregsing the environmental damage caused by the desiccation of the Sea,
rehabilitating the disaster zone, and managing the basin’sg water resources
efficiently -- are designed to develop the regional policies, institutions,
systemg, and conditions that will foster and sustain the development efforts
of the individual states.

34,

The basin states have considerable economic potential. They are endowed

with huge water and land resources, extensive irrigation systems, large
hydropower bases, important minerals, and a considerable labor force. The
gustainable development and realization of the full potential of these
resources depends largely on the cooperation of the states, particularly for
the following reasons:

® The states are land-locked countries and require cooperation and good

neighborly relations to import goods from and export products to the
outside world in order to develop their economies. The regional
institutions established for the Aral Sea Program provide a useful
forum for discussing Aral Sea issues as well as other economic
issues.

Water is essential to sustaining life and all economic activities in
these desert countries. While water resources are considerable water
demands are also very large. Acute water scarcity and seascnal
shortages that adversely affect agricultural and energy production
are unavoidable. Moreover, water in most areas of the region is so
polluted that it cannot be used for human consumption or for
agricultural production. These problems can be addressed effectively
only through joint efforts and cooperation.
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® The basin states have signed an agreement on the allocation and use
of their common international waters; however, the potential for
disputes is substantial. The states could resolve their differences
and avoid potential adverse economic consequences through regional
cooperation.

® The degradation of the basin’s environment has reached disastrous
levels and the adverse iimmpact of this degradation on the economic
development of the states is seriocus. The solution to these problems
is difficult and costly and can only be addressed through the
combined efforts of all the states.

35. The Aral Sea Program is designed precisgely to promote regional
cooperation to address the above problems. Each of the 19 projects in the
Phase 1 Program provides direct benefitg and is economically viable. 1In
addition, the Program will enhance the efficiency of investments of the
individual states in the related economic sectors.

36. Although the basgin states are rich in resources and have considerable
economic potential, they are suffering from declining agricultural outputs,
substantial unemployment and underemployment, increasing health hazards, and a
deteriorating quality of life, owing to decades of mismanagement of the land
and water resources and neglect of the environment. The problems are too
formidable to be addressed unilaterally by any state; they require the
cooperative efforts of all the gtates. Failure to cooperate would result in
continuing economic hardship and possible interstate disputes, which would
adversely affect economic development. The Aral Sea Program aims to avoid
these issues and to foster regional cooperation.

Program Issues

37. The proposed Program is large, complex, multi-sectoral, multi-country
and long term and involves redressing decades of mismanagement of water
resources and destruction of the environment. The technical problems are’
formidable, the riparian issues are sensitive, and the institutional
difficulties are daunting. While the Program’s policies, concepts, priority
projects, and institutional structures are sound, the implementation issues
are serious. However, successful implementation and achievement of the
Program goals are essgential to sustain the commitment of the basin countries
to cooperate, to reinforce their willingness to make the needed sacrifices,
and to encourage them to assign as high a priority to regional interesgts as
they do to their own. Successful implementation is also essential for
gustaining the international community’s long-term commitment to and support
for the Program. The existing and potential issues that could adversely
affect the successful implementation of the Program are discussed below:

Program Size

38. At the International Seminar held in Washington on April 26, 1993, the
donors were informed that grant financing of about $50 million would be
required to meet the urgent needs of the Phase 1 Program and to prepare the
projects for Phase 2. At that time, Phase 1 was to be completed in about

;
!
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three years. The scope of the Programs approved by the Heads of States,
however, is larger and the implementation period envisaged is three to five
years. The Mission did not attempt to reduce the size of the Program because
it was the EC’s program for implementing the decisions of the Heads of States.
Moreover, the Mission was satisfied with the priority of the selected
projects. The projects are designed to constitute an integral part of a
single program for addressing the Aral Sea crigig. Each project contributes
to the solution, but its linkages with other projects are 0 strong that
implementation of the other projects is essential to optimize the contribution
of a single project. For example, water quality management (Program 3) cannot
be achieved without a regional water strategy (Program 1) and vice wversa. The
long-term solution of the water supply problem in the disaster zone (Program
S) is not possible without the water quality management and collector drainsg
projects (Program 3). The plans for discharging major collector drains
(Program 3) into the Aral Sea envisage the use of flow-through wetlands
(Program 4) in the dry bed of the Sea to improve water gquality and assure
better vegetation growth. The hydromet services project (Program 2) has
linkages with almost all the other projects. Even the watershed management
project (Program 6) is a necegsary element of the water resources strategy and
water guality management (Programs 1 and 3). Maintaining the integrity of the
Program is necessary to optimize the benefits accruing from the strong
linkages between the Program’sg project components.

39. However, the final size of the Phase 1 Program would be determined by
such factors as the capacity of the EC to organize and carry out the
feasibility studies, the availability of grant financing, the willingness of
the countries to borrow, and the priorities determined by the results of
feasibility studies. For the present, the main issue is whether the project
preparation and feasibility studies of 19 projects, and the capacity building
of the apex institutions requiring funds amounting to US$41 million, should be
taken up as proposed by the EC. This paper recommends that this should be
done because the projects have a high priority and because they are also
needed for building up the pipeline for the donorsg’ and financial
institutions’ congideration in Phase 2.

Institutional Igsues

40. The IFAS: The management issues of the apex institutions (EC and IFAS)
have been discugsed in Volume 1 of the Aide Memoire. The IFAS was established
a year ago. It presently has nine members on its staff, but it is practically
inactive. It is supposed to finance some Aral Sea projects without external
assistance but the states have not yet contributed their share of the fund and
there is also no program to finance. Moreover, the operational role of the
IFAS and the extent of its involvement in project implementation, and
procurement are not yet clearly defined. The IFAS is looking to the
international community for guidance. The Aide Memoire made some suggestions
on the coordination of IFAS and EC activities (Annex 5). A formal document
defining the respective roles of the EC and the IFAS and the modalities for
coordination of their activities is necessary to avoid possible jurisdictional
disputes.
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41. The EC: The institutional issues concerning the EC are more serious.
The Aide Memoire recommended that the EC should have a full-time Chairman and
that the tenure of this post should be at least three years. A large and
complex program cannot be managed efficiently if the Chairman is not fully
involved in the policies, programs, and direction of the EC’s work. The Aide
Memoire defined its concepts of the Chairman’s role. Under its Charter the EC
has been given the status similar to that of the State with full authority to
plan and implement policies and programs approved by the ICAS and the Heads of
States. The EC Chairman has the status to discuss regional igsgues directly
with the Heads of States if necessary. The EC staff have diplomati¢ immunity
and are given the same facilities as those enjoyed by state officials of their
levels., Given these favorable conditions, the EC could probably attract
competent managers and staff to its organization from all of the states.
However, this has not happened. The EC staff is all Uzbek; the EC teams
assgigned for preparation of the program were all Uzbek; the IFAS staff is all
Kazakh. The Mission was informed that it would be difficult for people from
other states to give up housing, education, and health facilities available to
them in their respective states and join the EC. If this is correct, the
regional organizations of the EC and IFAS will not be truly regional and their
policies and programs may be viewed by other states ag biased in favor of the
state where their headquarters is located. Because most Program works are
located in Uzbekistan and the headquarters of the ICAS, EC, BVOs and
SIRC/SANIIRI are also in Uzbekistan, the lack of participation of other states
in planning and implementing the Program could adversely affect regional
cooperation. The EC and IFAS should provide the facilities and incentives to
attract managers and staff from all of the states. The Aide Memoire raised
thisg issue. A full-time Chairman with a strong commitment to the goals of the
EC could ensure effective participation of all the states in the Program
activities.

42, The ICAS: The ICAS is not a board of management. It ig a body of 25
high level representatives from the five states that meets twice a year to
hold discussiong, reconcile the views of member states, make compromiges, and
decide on the policies, programg, and institutional proposals recommended by
the EC. The key organization for developing the policies and programs,
therefore, is the EC. Decision-making is so highly centralized and the
tendency to escalate issues to higher levels appears so great that delays in
Program implementation would be unavoidable. Only a courageous EC Chairman,
one who is prepared to take the "risk" of using his delegated powers fully
could make the difference. To do thig, the Chairman would need the strong
support of the international community.

Local Technical Expertisge

43, During the present as well as previous vigits, the Mission explored the
availability of competent staff for planning and implementing the Aral Sea
Program. The Migsgion was informed that many competent and experienced Russian
staff have left the design and research institutions and that this trend was
continuing. The EC teams included some of the most senior and experienced
staff of SANITIRI and Uzbekistan’s design bureaus, but Mission members who
agsisted them in preparing the project briefs and TORs reported that, while
some members of the EC teams were very competent, they lacked knowledge and

e e an B L
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experience in such fields as strategic planning, economic analysis, and water
quality management, and lacked the ability to identify and analyze options to
ensure sound investments. The Program involves numercus implementation
activities to be carried out by various ministries and local organizations.
Their staff are likely to be less experienced and competent than the EC teams.
Capacity-building assistance, therefore, is c¢ritical to the Program’s success.

Project Issues

44, In view of the complexity of the projects, the current socioceconomic and
institutional conditions prevailing in the region, and the lack of experience
of the regional institutions, the feasibility and design study of projects
should be carefully reviewed by the EC, the international community, and the
Bank before investment decisions are made. In some cases, it may be necessary
to appoint panels of experts to review the recommendations of the feasibility
reports. Some projects such as the regional water resources strategy, potable
water for the disaster zone, and automation systems for regulation of gates,
discussed below, illustrate the difficult technical and political issues
involved in the projects,

45 . There is strong support for the proposed Regional Water Regourcesg
Strateqy Project. However, everyone seemg to have a different perception of
what it will or should achieve. Some hope that it will provide a good
opportunity to illustrate practical implementation of the recommendations of
the Bank’s Water Policy Paper. It has been suggested by some that the study
should review the efficiency and economics of current water allocations. This
ig a politically sensitive issue, The Mission made it c¢lear at the outset
that while the Bank stands ready to assist, if requested by all the states, it
would not want the existing agreementg on water rights to be disturbed.

46. The expectation of many that the project would reduce the current
wagtage of water, improve water quality and the environment, and ensure
efficient management of water resources is logical but it may be premature.
Development of the regional water strategy is a long and iterative process.
Strategies for the management of international waters should be acceptable to
all riparians. They should be effective, implementable, and sustainable.
Thege reguirements cannot be met easily and quickly. Moreover, the data are
not often available to arrive at indisputable conclusions. While the
importance of the project is unguestionable, careful management will be
required to avoid potential riparian disputes as well as expectations that may
not be realized.

47. The Potable Water Supply Project in Program 5 is difficult because the
quality of the surface water and groundwater in the disaster =zone is

unacceptable and hazardous to health. To date, an effective, economical, and
sugtainable solution to this problem hag not been identified and developed.
Questions have been raised about the effectiveness and sustainability of the
small desalinization unitg that are being financed by some donor countries.
Doubts have also been raised about the effectiveness and sustainability of the
medium-term Kaparas Regervoir Project. Some local experts have suggested that
a permanent golution lies in bringing better quality river water from hundreds
of kilometers upstream through a canal or pipeline. None of these golutions
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is easy. Careful evaluation of the effectiveness and gustainability of
ongoing projects and studies is esgential to develop a longer-term strategy
for seolving the water supply and wastewater problems of the disaster zone.

48. The Automated Control System Project in Program 7 is given high priority
by the BVOs. It is intended to improve the efficiency of regulation to save
water. A system of automatic gate operation was installed by the Syr Dar’ya
BVO in the late 1980s but it is now proposed to replace it with a modern "real
time automated system." The total cost of the program for both the Syr Dar’ya
and the Amu Dar’ya is estimated at US$315 million, but it is proposed to
implement it in four stages. However, the priority of this project .is
debatable given the inefficiency and wastage of water in other aspects of
water distribution and regulation indicated in the project brief of Program 7.
A comprehensive review of all aspects of the BVO’'s water distribution and
regulation facilities and systems is necessgary to identify the areas of
inefficiency and wastage o as to determine the priorities for action. This
review will show the place of the proposed automated control system project in
the order of the prioritieg. Feasibility gtudies should then be carried out
for the project that has the highest priority for investment.

49. The three projects discussed above illustrate the need for comprehengive
pre-investment and feasibility studies to ensure sound invesgtment decigions.
The internationally accepted standards of project identification, selection,
preparation, and appraisal should be followed to ensure the efficiency and
effectiveness of investments.

Procurement

50. The Program involves numercus activities that have to be carried out by
ministries and local organizations of the states at widely dispersed
locations. These organizations are used to a system of procurement that does
not involve competitive bidding. Working conditions for foreign consultants
and contractors, especially in rural areas, are difficult. Procurement and
implementation delays in these conditions would be unavoidable unlesgs
procurement actions are designed to take into account the needs and challenges
of each project. A paper on the factors to be considered in designing
procurement has been prepared for further discussion with the EC.

D. RISKS

51. Although the prospects for the success of the Program are favorable and
the measures proposed to address the Program issues could prove effective, the
Program has inherent risks. The main risks relate to the following possible
events which could delay the Program and adversely affect its success if they
are not managed effectively and on time.

(a) The failure of the basin states to cooperate and make the required
gacrifices;

LR
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(b) The unwillingness of the ICAS and the Heads of States to delegate
to the EC and IFAS the powers they need to carry out their
regpongibilities effectively;

(¢) The failure of the EC and the IFAS to cooperate and coordinate
their activities to achieve the Program goals most effectively;
and their failure to ensure adequate participation of all the
states in regional activities to reinforce regional cooperation;

{d) The lack of long-term international support for the Program to
ensure that the foundations for regional cocperation for addressing
the Aral Sea crisis are sound and strong enough for the states to
continue their cooperative effort in future without substantial
external assistance;

(e) The possibility that the Program proves too complex to succeed even
if the risks outlined above are adequately addressed.

Failure of the Bagin Stateg to Cooperate
52. The basin states have made gtrong commitments to cocperate to address

the Aral Sea crisis. They have successfully demonstrated this commitment to
date. However, disputes may arise from differences on water allocations and
water rights, inequitable distribution of benefits from the Program, and
digsagreements on cost-gharing of the projects. These risks would be minimized
by the actions proposed in the following paragraphs.

53. The basin countries have an international water agreement which defines
the rights of states and the cooperative arrangements for distribution of
water and protection of water quality and the environment. The Aide Memoire
has clarified the fact that the international community and the Bank would not
want the existing agreements to be disturbed but would be willing to assist in
resolving interstate differences if all the states ask for such assistance.
The proposed Program is designed to pursue this policy and help achieve the
objectives of the existing agreements more efficiently.

54. Although the projects are intended to address regional problems, their
benefits to individual states would vary. Cost-sharing issues, therefore,
could be sensitive, particularly for projects financed from loans and credits
which have to be paid. The question of how much a project’s costs could be
attributed to all the states as a part of the regional efforts to address the
Aral Sea crigis and how much to a given state which derives direct or indirect
benefits in view of the projéct’s location in that state, is difficult to
address. To resolve cost-sharing issues and reduce the risks of disputes, the
Aide Memoire has suggested that the ICAS should develop, with the assistance
of the EC and IFAS, the principles and criteria for cost-sharing and that the
basis for cost-sharing for each project should be decided upon as soon as the
project’s feasibility study has been completed.
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55. The Heads of States’ decisions on March 26, 1993 and the ICAS’ decisions
on July 13, 1993 which were approved by the Heads of States on

January 11, 1994, describe regional institutions and define their
responsibilities and their powers to plan and implement the approved programs.
The powers delegated to the EC and IFAS are extensive and are adequate to
carry out their responsibilities effectively. However, the possibility of
interference with the delegated powers or the tendency of the EC and IFAS not
to use them effectively and to escalate the issues for decision to a higher
level cannot be ruled out. The capacity-building assistance project sghould be
designed to ensure that the EC and IFAS are protected against undue
interference in the management of policies and programs approved by the ICAS
and the Heads of States and that they are encouraged and supported in carrying
out their delegated powers fully and effectively,

Leadershi B F.

56. The succegs of the Program depends on the management capacity and
competency of the EC and IFAS and the effective coordination of the activities
of these two key apex institutions. The leadership of the EC Chairman and the
Executive Director of the IFAS and their commitment to the goals of the
Program are the key to success. The Aide Memoire has recommended the need to
appoint a full-time Chairman of the EC with a tenure of at least three years.
A similar policy should be followed for the position of IFAS Executive
Directoxr. Moreover, the persons selected for these key positiong should be
those whose management competency, diplomatic skills, consensus-building
abilities, and leadership qualities are recognized in the region. The Aide
Memoire has also stressed the need for the participation of all the states in
the regional organizations and activities and has suggested the arrangements
for coordination of IFAS and EC activities to aveoid possible jurisdictional
disputes (Annex 5).

Lona-Texm Commitment of Extermal Support Adenciesg
57. The external support agencies should appreciate the fact that their

involvement in the Aral Sea crisis would entail an ongoing commitment, for a
long period of time, to ensure the success of the Program. The risks of
giving up in the middle of the Program are high because the commitment of the
gtates to cooperate may c<¢ollapse. The Program needs external support at least
until the Aral Sea crisis ig addressed to a level at which the regional
organizations could continue the development process as a normal operation.

58. The Aral Sea crisis has attracted world attention, and the need to
assist the basin states to address the crisis has been recognized by the donor
countries and international agencies at the International Seminar held in
Washington, D.C. on April 26, 1993, It is hoped that the proposed donors’
meeting on June 23-24, 1994 will reiterate the international community’s
continuing support for the Program on a long-term basis.
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Risks Due to the Program’s Complexity

59. The Program has many activities and many implementing units and its

implementation involves a host of difficult problems. But the projects
included in the Program have high priority and strong linkages. The integrity
of the Program, therefore, should be maintained to achieve optimal results.
The staged-implementation and capacity building plans discussed in Section C
are designed to reduce implementation rigks. They have certain built-in
safety factors. For example: the schedules given in Annex 3 indicate the time
required to complete each activity in stages 2 and 3. Because no activity can
start until the project implementation unit is adequately established, it
would not be possible to start all projects at the same time. The
implementation schedules of the projects will have significant staggering to
reduce bunching of projects, provide the opportunity and time to plan and
build the capacity of the implementing units and agencies, and minimize the
risks. However, the proposed implementation plan needs careful and continuous
review and adjustment to ensure its success.

E. PROGRAM FINANCING

60. The briefing paper (The Aral Sea Crisis - Proposed Framework of
Activities, March 29, 1993) discussed at the previous meeting of the donor
countries and international agencies in Washington on April 26, 1993 proposed
a fund of about US%50 million to finance the first phase of the Program. The
paper recommended substantial grant financing and stated that specific
activities to be included in the first phase would be determined by an
identification mission.

Financing Requirementg

61. The Phase 1 Program formulated now by the EC has a larger scope and
would take about five years to complete. The proposed staged-implementation
plan and ite rationale have been discussed in Section B. The estimated
financing requirements of the project activities to be completed in stages 2
and 3 are given in Annexes 3A and 3C and are gummarized below:

Stage 1: Project Identification: ' Completed
Stage 2: Pre-investment/Feagibility Studies: US%41 million
Stage 3: Completion of feasibility studies
and implementation of the planned
projects: , US$220 million
62. Annex 3D describes the status of completion of projects in the Phage 1

Program after both stages 2 and 3 activities are financed and implemented as
per Annexes 3A and 3C. Annex 3D shows that 15 of the 20 projects will be
completed ag planned and in addition they will identify and prepare new
projects or action programs to be considered in Phase 2. The remaining 5
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projecte are large infrastructure projects whose feasibility studies will be
completed for investment decisions in Phase 2. The preparation for Phase 2 is
thus built into the Phase 1 projects and the continuity of the efforts to
address the Aral Sea crigis will be maintained,

Financing Optiong

63. Donor countries and international agencies have two options to support
the Program:

(a) To confirm their commitment to finance the estimated cost of
projects up to stage 2 as shown in Annex 3A

(b) To confirm their commitment to finance the estimated cost of
projects up to stage 2 as shown in Annex 3A and also express their
interest in considering financing the estimated cost of projects up
to stage 3 as shown in Annex 3C,

64. The second option has many advantages. The continuity of the operations
in stage 3 will be assured and the donors will be fully involved in all
activities of the projects planned in Phase 1. Expression of interest in
financing stage 3 activities at this time does not mean commitment, but it
helps forward planning and preparation of a financing plan. Some projects in
stage 3 would require co-financing and may involve more than one donor.

65. This paper prefers option (b) and recommends that donors and
international agenciesg give due congideration to it. As a lender of last
resort, the World Bank will consider financing those projects that lack
adequate financing commitment and interest of donor countries and other
international agencies.

Local Cost Finanging
€6. The Program involves two categories of local costs:

(a) The local costs of Stage 2 operations shown in Annex 3A which
amount to an equivalent of about US$7 million

{b) The management and operation costs of the regional organizations -
ICAS, IFAS, EC, ICWC, ICSDSTEC, BVOs and PIUs.

67. The estimated amount of US$7 million for local cost financing is i
intended to cover the salary costs of local staff, local travel, and other

local expenditures for implementing the projects. It does not include

management and operation costg of the regional organizations mentioned above

which should be financed by the IFAS.

68. Prior to the establishment of the ICAS, IFAS, and EC, the only existing
regional organization was the ICWC/BVOs. The budget of the BVOs was being
financed by the five states in proportion to their respective water
allocations. However, the May 1993 joint Bank-UNEP-UNDP Mission noted that
the states were not meeting the budgetary needs of the BVOs adequately. The
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May 1993 Mission recommended that the budgets of the BVOs should be financed
in future by the IFAS so that the regional organizations of the BVOs do not
have to go to each state for financing their operations. This procedure ig
algo important to ensure the operational independence and objectivity of the
BVOgs. This policy should apply to all regional organizations of the Aral Sea
Program.

69. The estimates of local cost financing required to meet the management
and operation costs of the regional institutions (ICAS, IFAS, EC, ICWC/BVOs,
ICSDSTEC, and PIUs) have not been prepared by the EC and IFAS yet. The
regional organizations also need offices, housing, medical, educational and
other facilities. These facilities are essential to attract competent
managers and gtaff from all of the states to the regional organizations. The
budgets of the regional organizations in the initial years, therefore, would
be particularly heavy. The IFAS should finance these requirements. But the
IFAS has no funds at present because the states have not contributed their
share to the Aral Sea Fund. The Aide Memoire recommended that the decisions
of the Heads of States regarding the contributions of each state to the Aral
Sea Fund should be effectively implemented to meet the above needs and to
ensure efficient implementation of the Program (Annex 4).

70. While it is important to insist that the management and operation costs
of the regional organizations be financed by the IFAS, this paper recommends
that the local currency costs amounting to U837 million required for the stage ‘
2 project operations shown in Annex 3A be financed by grant fundg. Grant 4
financing of these local costs is necessary to avoid pogsible delays in cost- ‘
sharing decigions. It would take some time for the ICAS, EC, and IFAS to

develop agreed criteria for cogt-sharing of both foreign and local costs. It

ig hoped that the ICAS will establish the principles and criteria for cost-

sharing before the stage 3 operations shown in Annex 3C are started. The

need, if any, for local cost financing of project operationg in stage 3 will ;
be reviewed at the appropriate time. : 7

Modalities of Financing

71. The IFAS is not a bank that lends money to the EC. It ig an institution
for channeling financial resocurces provided by the basin states as well as by
donors and international financing agencies for implementing the Aral Sea
programs approved by the ICAS and the Heads of States. The IFAS has an
Executive Board headed by an Executive Director who reports to the Board of
Governors of the Aral Sea Fund compriging the five Heads of States (Annex 2A).
The IFAS and EC are the funding and executing organizations respectively of
the Aral Sea Program. Aside from channeling funds, the IFAS has the
responsibility to ensure financial discipline in the EC’s operations. The
IFAS has requested that the funds provided by the donors and international
agencies for the Aral Sea Program be channeled through the IFAS, and asked the
Bank for guidance on the modalities for doing this.

72. During its first meeting with the EC and IFAS on February 26, 1994, the
Bank Mission recognized the need to discusgs the modalities of channeling the
donors’ and international agencies’ funds for the Aral Sea Program, and stated
its preliminary views on this subject as follows:
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(a) During the project preparation and capacity-building phase, grdnt
funds administered by the Bank would be channeled through the Aral
Sea Fund to the EC and its implementing and other appropriate
agencies under such technical and legal arrangementg ag may be
necessary with the Aral Sea Fund and the said agencies.

(b) For implementing a program of the magnitude and complexity of the
Aral Sea program, lending modalities and ingtruments for World Bank
loans and credits would be in accordance with the Bank’s standard
policies, practices and procedures and the needs and challenges
presented by the gpecific projects.

73. This paper recommends that donor countries and international agencies
should channel their financial assistance through the IFAS. Channeling
grantg/loans/credits through the IFAS has certain important advantages. It
enhances the essence and regional characteristics of the Program and
strengthens regional cocoperation. The gtates will have the incentive and
compulsion to contxibute their share to the IFAS. Questions of who benefits
and how the project costs should be shared could be dealt with separately by
the ICAS more easily because the external support agencies’ contributions to
the IFAS would be for the region, not for any particular state. The leverage
of the financing agencies to introduce policy and institutional improvements
to ensure the success of the regional programs will be more effective. The
IFAS would be able to introduce financial discipline into the EC’s operations
more effectively if the EC receives the funds through the IFAS. In view of
these advantages, the Bank is also considering various methods of channeling
loans/credits through the IFAS, such as having separate loan/credit agreements
with each state but including in those agreements a provision that authorizes
the Bank to channel the proceeds of the loan/credit through the IFAS; or
having the gtates authorize the IFAS to borrow from the Bank and provide the
guarantees that the loan/credit would be repaid according to certain agreed
procedures.

Adminigtration of Financial Agsistance

74. The financial assistance of donors and international agencies to the
Program could be administered in the following ways:

(a) Donors and international agencies may contribute to the IFAS
separately for financing projects of their preference and establish
their own procedures and arrangements for uging their funds for
implementing the projects.

(b) Donors and international agencies may establish a trust fund to be
administered by the IFAS for the purposes and according to the
procedures gpecified in the trust fund agreement.

(c) Donorg and international agencies may establish a trust fund and
degignate an adminisgtrator to channel the proceedz of the fund
through the IFAS for implementing the Program according to the
conditions and procedures specified in the trust fund agreement.
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75. Thig paper does not recommend option (a) because the IFAS and the other
regional organizations are new; they are not used to international agreements
and procedures and need substantial capacity-building before they could
effectively administer donors’ funds. Moreover, separate and uncoordinated
asgistance provided at different times would not be as effective in achieving
the objectives of the Program as an integrated and coordinated effort of the
donors and international agencies. Some donors may wish to provide financial
assistance to individual states for implementing projects (e.g., water supply,
panitation and health projects in the disaster zone) which complement the Aral
Sea Program. The EC should welcome such assistance and take it into account
in formulating its programs.

76. Options (b) and (c¢) have merits. Option (b) has some of the
disadvantages of option (a) in view of the inexperience of the IFAS. Option
(c) would be most effective becauge the administrator appointed by the donors
and international agencies would ensure effective use of the fund, assist the
IFAS in introducing sound internationally accepted financial management
procedures and build the capacity of the IFAS to administer future trust funds
independently. Option (¢), therefore, is highly preferable, particularly in
the early phases of the Aral Sea Program.

77. If the donors and international agencies decided to follow option (¢),
then the choice of the administrator of the trust funds could be:

(a) Bank-UNEP-UNDP which have been collaborating to date in helping the
bagin states to formulate the policies, strategies and programs and
build the regional institutionsg to address the Aral Sea crisis.

(b) Some other arrangements for administering the trust funds that
could be as effective as administration by a Bank-UNEP-UNDP
collaborative effort.

F. RECOMMENDATIONS

78. It is hardly a year since a broad program framework was first prepared
for addressing the Aral Sea crisis and supported by the donor countries and
international agencies at the international seminar in April 1993. During
thig short period, the basin countries have made remarkable progress in
formulating the policies, concepts and programg and establishing the regional
institutions to implement them. True, the Bank, UNEP and UNDP have assisted
the basgin countries in achieving these results. But it was the basin
countries’ gtrong commitment and cooperation to redress decades of
mismanagement of their water resources and degradation of their environment
that led them to take concrete steps for addressing the Aral Sea crisis.
Today the basin countries have a program and the regional institutions to
implement it. The stage ig now set for the donor countries and international
agencies to support their cooperative efforts to address the Aral Sea crisis,

3
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79. The Bank, UNEP and UNDP recommend that the donor countries and
international agencies:

® commend the basgin countries’ cooperative efforts and the remarkable
progress they have made in taking the first crucial steps for
addressing the Aral Sea c¢risis;

® expregs the international community’s hope that the basin countries
will continue their cooperative efforts to address the difficult
tasks of implementing the regional programs that lie ahead;

® support the Aral Sea Program - Phage 1 prepared by the EC, the
ingtitutional arrangements proposed to implement the Program, the

staged-implementation strategy proposed to reduce possible risks, and

the capacity-building plansg to assist the regional institutions to
achieve the Program goals;

® agree to provide grant financing amounting to US$41 million
(including local currency financing of about US$7 million equivalent)
to carry out the pre-investment/feasibility studies of the project
operations shown in Annex 3A; also indicate interesgt in the project
operations in the next stage (s8ee Annex 3C) which they are likely to
support;

® gsupport the basin countries’ request to channel financial assistance
to the Program through the IFAS;

& decide on the options described in para. 74 for establisghing a trust
fund;

® decide on the options described in para. 77 for appointing the
administrator for administering the proposed trust fund.

80. The Bank, UNEP and UNDP also recommend that the donor countries and
international agencies stress the need for the basin countriesg and EC to
implement the Aide Memoire recommendations (Annex 4) and, in particular, to
take the following actions as soon as possible and that the implementation of
the actions would be taken into account in the grant/credit/loan agreements
and their effectiveness as appropriate.

[ ) The basgin States should contribute their share to IFAS according to
the decisions already made by the Heads of States.

. The modalities of coordination of the activities of the IFAS and
the EC for implementing the Program should be established.

° The Chairman of the EC and the Executive Director of the IFAS
should be full time and the tenure of their posts should be at
least three years. They should be melected based on their
recognized abilities such as: capacity and competency to manage
the Program, coordinate the related activities of the States, and
deal effectively with the international community and donors. They

i S v
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should have a strong commitment to the goals of the Program, the
diplomatic skills to address interstate differences, and the
ability and courage to take decisions consistent with the powers
delegated to them. They should be high level managers of standing,
not necessarily a specialist in a given sector.

The Interstate Environment Commission (ICSDSTEC) should be
established as approved by the Heads of States.

The proposed project implementation units should be established.

All States should be appropriately represented in the regional
organizations of the IFAS, the EC and the BVOs. The selection of
managers and staff to the regional institutions should be on merit
and they should be given special incentives to make the regicnal
organizations sufficiently attractive. (This process may take time
to implement. At present a policy decision is required.)

Afghanistan, a co-riparian, should be kept informed about the Aral
Sea Program.

G. NEXT STEPS

81. If the donor countries and international agencies support the
recommendations of the Bank, UNEP and UNDP outlined in Section F, then the
designated Administrator of the proposed trust fund should take the following

steps.

(a)

(b)

Prepare a draft trust fund agreement outlining: the objectives of
the trust fund; the obligations of the administrator and the
contributors to the fund; the conditions to be met by the IFAS, the
EC and the five basin States for receiving the proceeds of the
fund; the modalitieg for adminigtering the fund; and the
arrangements for coordination, reporting progress, monitoring and
supervigion of the Program and evaluation of the results.

Send a migsion to the region as soon as posgible to follow up the
arrangements for implementing the Program; and to assist the EC and
the IFAS in establishing the procedures and guidelines for
procurement and implementation and taking the actions stressed by
the donors and international agencies in Section F.
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ARAL SEA BASIN PROGRAM - PHASE 1

Projects Identified by the Executive Committee and the World Bank
Which Are Consistent with the Programs
Approved by the Heads of States

Programs Approved by the Heads of
States

1. To prepare a general strategy
of water distribution, rational
water use, and protection of water
resources in the Aral Sea Basin, and
to prepare on the basis of this
strategy draft intergovernmental
legal and normative acts, which will
regulate the issues related to the
consumption and protection of water
from pollution, and the social and
economic development of the region.

To prepare and introduce
quotas limiting water consumption
for agricultural and industrial
production, as well as for other
technological needs.

2. To prepare and introduce a
unified system of water availability
and consumption measurement for the
countries of the Aral Sea Basin, as
well as a regional system of
monitoring the environmental
situation. To c¢reate databases, and
to provide the relevant
meteorological services with
equipment and special devices.

Projects Identified by the Executive
Committee and the Bank Mission

® Regional Water Strategy;

® Improving the Efficiency of the
Operations of the Existing Dams
for Irrigation Releases and
Hydropower;

Sustainability of Dams and
Reservoirs; \

° Hydromet Services;
©® Data Bank;
® Management Information System for

Water Quality and Environment;



3. To work out principles of
improving the water quality, and
limiting pollution. To take
measures aimed at reducing, and
stopping in the future, the
discharge of highly mineralized and
polluted drainage water, and of
unpurified water used for industrial
purposes and in the communal sector,
inte rivers, water reservoirs, and
onto the territories of the
neighboring countries.

To complete the construction of
collectors along the Syr Darya and
Amu Darya rivers, which will prevent
the discharge of polluted water into
these rivers. To undertake
reconstruction and building of water
¢leaning facilities for inhabited
areas, as well as for industrial and
agricultural enterprises located in
the Aral Sea basin.

To take measures aimed at increasing
the water flow in the Syr Darya
river bed, and in the discharge
control units at the Shardarinsk
hydroelectric station in order to
provide an adequate amount of water
into the Aral Sea.

To take appropriate measures in
order to restore and preserve the
Smaller Sea.

4. To undertake research work and
to decide upon the existing
engineering options, to prepare
projects and to create artificially
watered landscape ecosystemg in the
deltas of the Bmu Darya and Syr
Darya rivers and on the exposed Aral
Sea beds. To undertake the required
melioration work in order to restore
the original environmental situation
in the above-mentioned areas.

o

o

o 0O 0O 0 ©
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Water Quality Management;
Collector Drains;

Wetland Program;

Seil Stabilization;
North Sea Dyke;
Environmental Agsegswment;
Research on Salt Storms;
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5. To prepare and implement
intergovernmental programs "Clean
Water and Health," which provide for
supplying the affected population in
the Central Asian countries with
good quality drinking water and
improving sanitary and
epidemioclogical situation in the
region.

6. To undertake the required
water and environmental research
work, and on the basis of such work
to take specific measures to improve
the environmental situation in the
zones of water flow formation.

7. To provide Amu Darya and Syr
Darya BVOs with the necessary
technological eguipment. To install
at the above-mentioned BVOs
automated systems for managing water
resources,k ant to create
information and forecasting centers
there.

Implementation of the second stage
of the ASUB Syr Darya Project and of
the first stage of the ASUB Amu
bDarya Project.

* Agsistance to regional
institutions for planning, preparing
and implementing the programs
approved by the Heads of States.

ANNEX 1
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Potable Water (Short-term);
Water Supply (Medium-term);
Sanitation and Sewerage;
Health;

o o g o

® Watershed Management;

©® BVO Amu Darva (Civil wWorks and
Automatic Gates) ;

® BVO Syr Darya (Civil Works and
Automatic Gates);

° Capacity-building Project
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ARAL SEA PROGRAM (PHASE 1)
Summary of Cost Estimates and Time Schedules for Completing Project Preparation and Capacity Building

ANNEX 3A

NAME OF PROGRAM / PROJECT LOCAL | FOREIGN TOTAL PERIOD
US $ Million ~— months -
Program |
1. Regional Water Resources Management Study 0.08 0.30 0.33 6
2. Improving Efficiency and Operation of Dams 0.04 0.16 0.20 6
3. Sustainability of Dams and Reservoirs 0.4 0.16 0.20 6
PROGRAM | SUBRTOTAL 0.16 0.62 0.78
Program 2
1. Hydrometeorological Services 022 1.29 1.51 6
2. Data Base and MIS for Water Quality and Environment 0.13 0.88 1o 6
PROGRAM 2 SUBTOTAL 0.35 2.17 2.52
|Program 3
1. Water Quality Management
a) Water Quality Assessment and Management 0.03 0.10 0.13 6
b) Agricultural Water Quality 0.09 0.20 0.29 6
2. Collector Drains (1) — —_— —_— 6
3. Remodelling of Syr Darya river bed and Shardarinsk Control Units 0.10 0.42 0.52 6
PROGRAM 3 SUBTOTAL 0.22 0.72 0.94
Program 4
1. Wetland Restoration 0.10 0.85 0.95 8
2. Restoration of Northern Part of the Aral Sea 0.10 0.62 0.72 7
3. Eavironmental Studies in the Aral Sea Basin 0.14 0.96 110 12
PROGRAM 4 SUBTOTAL 0.34 2.43 2.77
Program 5
1. Clean Water, Sanitation and Health — Uzbekistan (short-term) 0.10 073 | . 0.83 9
2. Clean Water, Sanitation and Health — Turkmenistan (short-term) 0.10 0.73 0.83 9
3. Clean Water, Sanitation and Health - Kazakhstan (short-term) 0.16 1.10 1.26 9
4. Medium—term Provision of Water Supply 2.00 6.25 §.25 24
5. Long—term Water Supply and Wastewater Management 0.70 6.30 7.00 30
PROGRAM 5 SUBTOTAL 3.06 15.11 18.17
Program 6
1. Integrated Land and Water Management in the Upper Watersheds 0.04 0.16 0.20 6
PROGRAM 6 SUBTOTAL 0.04 0.16 0.20
Program 7
1. Automatic Control Systems and Civil Works for the Amu Darya Basin, 0.35 2.65 3.00 18
including Capacity Building for BVO Amu Darya
2. Automatic Control Systems and Civil Works for the Syr Darya Basin, 0.35 2.65 3.00 18
including Capacity Building for BVO Syr Darye
PROGRAM 7 SUBTOTAL 0.70 530 6.00
Supplementary Program
Capacity Building for EC and [FAS 2.1 7.00 9.10 36
|TOTAL COST PROGRAMS 1-7, PLUS SUPPLEMENTARY PROGRAM 6.97 33.51 40.48

(1) Note: Stage 1 of the Collector Drains project has already been funded.

m:\mike\aralsca\brfppriannexda. wki
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ANNEX 3B
ARAL SEA PROGRAM (PHASE 1)
Capacity Building Assistance during Project Preparation
NAME OF PROGRAM / PROJECT TRAINING OFFICE TECHNICAL | TOTAL
TECHNOLOGY | ASSISTANCE
Program 1 US $ Million —
1. Regional Water Resources Management Study 0.07 0.02 0.21 0.30
2. Improving Efficiency and Operation of Dams 0.02 0.03 0.11 0.16
3. Sustainability of Dams and Reservoirs - —_— Q.16 0.16
PROGRAM | SUBTOTAL 0.09 0.05 0.48 0.62
{Program 2
‘1. Hydrometeorological Services 0.05 0.04 1.20 1.29
2. Data Base and MIS for Water Quality and Environment 0.03 0.03 0.82 0.88
PROGRAM 2 SUBTOTAL 0.08 0.07 2.02 2.17
|Program 3
1. Water Quality Management
a) Water Quality Assessment and Management 0.01 0.01 0.08 0.10
b) Agricultural Water Quality —_ e 0.20 0.20
2, Collector Drains (1) — —— —— _
3. Remodeiling of Syr Darya river bed and Shardarinsk Control Units — 0.03 0.39 0.42
PROGRAM 3 SUBTOTAL 0.01 0.04 0.67 0.72
Program 4
1. Wetand Restoration 0.04 0.09 0.72 0.85
2. Restoration of Northern Part of the Aral Sea 0.04 0.09 0.49 0.62
3. Environmenta] Studies in the Aral Sea Basin Q.03 0.09 0.84 0.96
PROGRAM 4 SUBTOTAL 0.11 0.27 2.05 243
Program 5
1. Clean Water, Sanitation and Health - Uzbekistan (short-term) 0.07 0.03 0.63 0.73
2. Clean Water, Sanitation and Health - Turkmenistan (short-term) 0.07 0.03 0.63 0.73
3. Clean Water, Sanitation and Health ~ Kazakhstan (short-term) 0.03 0.04 1.03 1.10
4. Clean Water, Sanitation and Health (medium~term) 1.20 0.50 4.55 6.25 |
5. Long-term Water Supply and Wastcwater Management 1.26 1.26 37 6.30
PROGRAM 5 SUBTOTAL 2.63 1.36 10.62 15.11
Program 6
1. Intcgrated Land and Water Management in the Upper Watersheds 0.02 0.01 0.13 0.16
PROGRAM 6 SUBTOTAL 0.02 0.01 0.13 0.16
Program 7
1. Automatic Control Systems and Civil Works for the Amu Darya Rasin 0.20 0.80 1.65 2.65
2. Automatic Control Systems and Civil Works for the Syr Darya Basin 0.20 0.80 1.65 2.65
- PROGRAM 7 SUBTOTAL 0.40 1.60 3.30 5.30
Supplementary Program-
Capacity Building for EC and IFAS 1.40 2.10 3.50 7.00
TOTAL COST PROGRAMS 1-7, PLUS SUPPLEMENTARY PROGRAM 4.74 6.00 2.7 33.51
(1) Note: Stage 1 of the Collector Drain project has already beea funded. m:\mike\aralsca\brippriannex3b. wil
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ARAL SEA PROGRAM (FHASE 1)
Probable Total Cost of Implemeating the Projects Aftzr Completion of the Preparation

ANNEX 3C

NAME OF PROGRAM / PROJECT

PROBARLE COST | PERIOD

US $ Million years
Program |
1. Regional Water Resources Management Study 5.00 3
2. Lmproving Efficiency and Operation of Dams 1.00 3
3. Sustainability of Dams and Reservoirs 1.00 3
PROGRAM 1 SURTOTAL 7.00
Program 2
I. Hydromet Services 19.50 3
2. Data Base and MIS for Water Quality and Environment 8.00 3
FPROGRAM 2 SUBTOTAL 27.50
Program 3
1. Water Quality Management
a) Water Quality Assessment and Management 4.00 3
b) Agricultural Water Quality 11.00 3
2. Collector Drains 10.00 36
3. Remodelling of Syr Darya river bed and Shardarinsk Control Units 10.00 36
PROGRAM 3 SUBTOTAL 35.00
Program 4
1. Wetland Restoration 25.00 3
2. Restoration of Northern Part of the Aral Sea 50.00 3
3. Eavironmental Studies in the Aral Sca Basin —_—
PROGRAM 4 SUBTOTAL 75.00
|Program § .
1. Clean Water, Sanitation and Health ~ Uzbekistan (short-term) 18.00 3
2. Clean Water, Sanitation and Health — Turkmenistan (short-term) 18.00 3
3. Clean Water, Sanitation and Health — Kazakhstan (short-term) 25.00 3
4. Clean Water, Sanitation and Health (medium-term) ——
5. Long-term Water Supply and Wastewater Management —
PROGRAM S SUBTOTAL 61.00
Program 6 .
1. Intcgrated Land and Water Management in the Upper Watersheds 2.00 1.5
PROGRAM 6 SUBTOTAL 2.00
Progtam 7
1. Automatic Control Systems and Civil Works for the Amu Darya Basin, 6.00 3
including Capacity Building for BVO Amu Darya
2. Automatic Control Systems and Civil Works for the Syr Darya Basin, 6.00 3
including Capacity Buildiag for BVO Syr Darya
' PROGRAM 7 SUBTOTAL 12.00
Supplementary Program
Capacity Building for EC and I[FAS —
TOTAL COST PROGRAMS 1-7, PLUS SUPPLEMENTARY PROGRAM 219.50

m:\mike\aralsea\brippr\ 3e.wkl
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ANNEX 3D
ARAL SEA PROGRAM (PHASE 1)

Status of the Phase I Projects after Investments
Indicated in Annexes 3A and 3C are Incurred

Name of Program / Project

Status of Project after Completion of Phase 1

Program |
1. Regional Water Resources Management Study

2. Improving Efficiency and Qperation of Dams
3. Sustainability of Dams and Reservoirs

Program 2
1. Hydromet Services

2. Data Base and MIS for Water Quality and Environment

Program 3
1. Water Quality Management
a) Water Quality Assessment and Management
b) Agricultural Water Quality
2. Collector Drains
3. Remodelling of Syr Darya river bed and Shardarinsk
Control Units

Program 4
1. Wetland Restoration

2. Restoration of Northern Part of the Aral Sea
3. Environmental Studies in the Aral Sea Basin

Program 5
1. Clean Water, Sanitation and Health ~ Uzbekistan

(short—term)

2. Clean Water, Sanitation and Health - Turkmenistan
(short-term)

3. Clean Water, Sanitation and Health — Kazakhstan
(short—term)

4. Clean Water, Sanitation and Health (medium—term)

5. Long-term Water Supply and Wastewater Management

Program 6
1. Integrated Land and Water Management in the

Upper Watersheds

Program 7
1. Automatic Control Systems and Civil Works for the

Amu Darya Basin, including Capacity Building for
BVO Amu Darya

2. Automatic Control Syst-e.;ns and Civil Works for the
Syr Darya Basin, including Capacity Building for
BVO Syr Darya

Supplementary Program
Capacity Building for EC and IFAS

Project completed as planned and action program prepared for consideration in Phase 2.
Project completed as planned and action program prepared for consideration in Phase 2.
Project completed as planned and action program prepared for consideration in Phase 2.

Project completed and operational.
Project completed and operational.

Project completed as planned and action program prepared for consideration in Phase 2.

Detailed feasibility studies completed for consideration of investment in Phase 2.
Datailed feasibility studies completed for consideration of investment in Phase 2.

Project completed as planned and the next project for Phase 2 prepared,
Project completed as planned and the next project for Phase 2 prepared.,
Project completed as planned and action program prepared for consideration in Phase 2.

Project completed as planned and the next project for Phase 2 prepared.
Project completed as planned and the next project for Phase 2 prepared.
Project completed as planned and the next project for Phase 2 prepared.

Detailed feasibility studies completed for consideration of investment in Phase 2. *
Project completed as planned and action program prepared for consideration in Phase 2.

Project completed as planned and action progtam prepared for consideration in Phase 2.

Detailed feasibility studies completed for consideration of investment in Phase 2,

Detailed feasibility studies completed for consideration of investment in Phase 2,

Project completed and the next project for Phase 2 prepared.

m:\mike\aralsea\bripprinanexid. wkl
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SUMMARY OF THE AIDE MEMOIRE FINDINGS AND RECOMMENDATIONS

1. The project-brief for each project discusses the issues concerning the
project, the sector and the institutions and makes recommendations to address
them. These recommendations should be congidered during project preparation
and feasibility studies. The main Mission’s findings and recommendations with
respect to the overall program and its concepts, policies, institutions and
management igsues are summarized below.

The Bank’s policy encouragee riparian countries to resolve their
differences on water rights and water allocations through
cooperation. While it stands ready to assist, if asked, the Bank
will not interfere with the existing agreements on water rights.

The Aral Sea Basin involves international issues. It is the Bank
policy that all riparian countries should be kept informed of the
proposed projects and activities concerning international waters.
The Mission reiterates its recommendation that Afghanistan, a co-
riparian, should be kept informed.

The major issueg in the Aral Sea Basin are comprehensive management
of international waters and redressing the serious damage caused to
the environment due to decades of neglect. The Heads of States
decided to establish the water commission (ICWC) and the
environment commission (ICSDSTEC). The ICWC is operating
effectively but the ICSDSTEC has not been established yet although
a major part of the basin’s problems require management by this
institution. The Mission recommends that ICSDSTEC should be
established without further delay. It hopes that the Interstate
Council will be able to do this before the proposed donors meeting
in early June 199%4.

The Executive Committee (EC) of the ICAS and the International Fund
for Aral Sea (IFAS) are the key apex management organizations whose
efficiency and performance determine the success of the Aral Sea
Basin Program. It is a multi-sectoral, multicountry and one of the
most complex and formidable programs in the world, The Mission has
made a number of suggestions to help improve the management
effectiveness of these two key apex institutions. They include:

(a) The need to have a full-time EC Chairman stationed at EC’s
headquarters.
(b) The tenure of the Chairman’s position which is only one

vear, should be increased to at least 3 years to provide
effective leadership, vision and drive to the organization
and demonstrate accountability for the results.
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(c) The areas for coordination of the activities of EC and IFAS
have been defined in their respective statutes approved by
the Heads of States. But there is some confusion due to the
lack of clarity on the extent of IFAS’s involvement in
procurement. The Mission has made certain suggestionsg to
improve coordination and avoid possible jurisdictrial
conflicts. The Mission recommends that ICAS should give due
consideration to these suggestions.

(d) Both EC and IFAS need General Coungels to advige and ensure
quality and precision in drafting interstate and
international agreements, protocols, local and international
contracts for implementing projects, statutes defining
responsibilities of regional ingtitutiong, and standards
established for controlling pollution and a host of other
matters involving legal implications. The offices of the
General Coungels should be establighed in the EC and IFAS
early on in the process.

(e) The EC needs a procurement unit to establigh policies and
procedures to be followed by the Project Implementation
Unitg (PIUs), monitor and supervise procurement actions,
deal with the international agencies and donorg on the
subject, and introduce competitive bidding to engure economy
and efficiency. The Bank’s experience shows that the lack
of adequate management of procurement is one of the major
causes of delays in project implementation. The Miggion
recommends that the procurement unit be egtablished in the
EC early on in the process.

The proposed Phase 1 Program is large. Becauge grant financing may
be limited, a major part of the investment costs may have to be
financed by loans and c¢redits from the Rank and other sources.

This factor should be considered in deciding the size of the
Program. Moreover, differences and disputes on sharing the
liabilities for loans and credits are inevitable. With the help of
EC and IFAS, ICAS should establish the criteria and principles for
cost-gharing as soon as possible. This is not only necessary to
avoid delays in project financing but more importantly, it is
essential to avoid digputes which may adversely affect regional
cooperation,

The Phagse 1 Program involves substantial local ¢osts which require
financing from the IFAS using funds proposed by the Basin States.
The decisions of the Heads of States on the specified contributions
from each state should be effectively implemented to ensure
efficient implementation of the programs. The prevailing general
impression of some offic¢ials that all local currency requirementsg
would also be financed by grants and loans is not correct.
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In estimating salary costs of local gtaff, an average fee/salary of
US$400 per man/month has been agsumed in the cost estimates. A
policy decision by the ICAS on the salaries/emoluments of staff
working for the Program is required for guidance in estimating
local costs.

The Mission recommends that the Executive Committee should not
assume responsibility for operation and maintenance (O & M) cost
of projects it finances and builds except for the facilities owned
and operated by the regional organizations. Projects should be
handed over to the concerned gtates and local authorities after
completion.

The tentative schedule for implementing the Program is tight.
Without prompt decisions by the ICAS on the size of the program,
project priorities, cost-sharing, strengthening the management of
the apex institutions of EC and IFAS, and ensuring timely
contributions by the States to IFAS, delays in program
implementation will be inevitable.

The international community and the Bank will assist the EC and IPAS in
managing the proposed program to the maximum extent possible. However,
without the initiatives, timely decisions and effective actions by ICAS, EC
and IFAS on a host of igsues concerning formulation and implementation of the
program, it will not be possible to achieve the program objectives
successfully.
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Aral Sea Program - Phage 1
Coordination of IFAS and EC Activities in
Planning and Implementing the Aral Sea Program

Introduction

1. The statutes of the International Fund for the Aral Sea (IFAS), the
Interstate council for addressing the Aral Sea crisis (ICAS) and the Executive
Committee (EC) of ICAS approved by the Heads of States on March 26, 1993 and
January 11, 1994 define the respective roles of these organizations. ICAS
meets twice a year and EC is its operational organ which is respongible for
recommending policies, preparing projects and implementing them. In brief,
ICAS makes the decision, EC implements the approved programs and the IFAS
provides the funds for implementing the programe. The objectives of EC and
IFAS are the same. Their roles and functions are different, but they are
complementary and essential for the success of the Aral Sea Program,

2. The international community and the Bank must be assured that the
activities of EC and IFAS are closely coordinated. It is important,
therefore, that the EC and IFAS fully understand their respective roles and
avoid jurisdictional conflicts which cause delays and adversely affect the
success of the Program.

3. Thig memorandum presents the Mission’s understanding of the respective
roles of EC and IFAS based on the statutes approved by the Heads of States.

It ig intended to seek clarification in view of the draft proposal by IFAS
dated February 25, 1994 which caused some confusion with respect to the extent
of IFAS’ involvement in project implementation and procurement. Given its
importance, this subject will be further reviewed to ensure close cooperation
between the IFAS and EC and effective coordination of their activities.

Areag for Coordination and Joint Actions

4, The statues of the EC clearly define EC’s responsibilities to formulate
policies, and prepare projects and programs and implement, supervige, and
evaluate the performance of the Aral Sea Program as approved by ICAS,
However, the statutes of the EC also define two additional responsibilities:

(a) to prepare and select the projects and programg jointly with the
Executive Directorate of the IFAS;

(b) to coordinate international relations and participation of
international organizations, foreign countries and donors on
matters concerning solutions to the Aral Sea crisgis and the
execution of tagks as defined in the ICAS’ decisions;
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5. In the two areas outlined above, where IFAS also plays a role, the need
for coordination is essential. In addition, IFAS has the important role of
mecbilizing financial contributions from member states in accordance with the
Agreements approved by the Heads of States, securing financial support of
international organizations and donors for funding the programs prepared by
the EC, ensuring that the scope and size of the approved programs are
congistent with the resources of the IFAS, and disbursing the expenditures of
the approved programs efficiency without causing undue delays. All these
activities require close and effective coordination between the EC and the
IFAS.

6. The EC has identified 19 projects, including capacity building, to be
included in the Phase 1 Program in congultation with the Bank Mission.

Project briefs are being prepared for these projects by the EC teams with the
assistance of the Bank Mission. The project brief of each project, defines
cost for preparation/feasibility studies, proposes the methods for procurement
and implementation, and proposes time schedule for completing the preparation
work. It also indicates a rough estimate of the probable cost of completing
the project when the funds for its implementation are secured.

7. The activities in the project cycles of each of the 19 projects involve
several hundred decisions and actions concerning procurement of advisors and
consultante; inviting bide and awarding contracts; addresging contractual
disputes and claimg; dealing with donors, international agencies and the Bank
on issues concerning legal and project agreements; addressing interstate
interests; reviewing and certifying expenditure statements and bills; and
making payments on time. Obviousgly, both EC and the IFAS camnot be involved
in all of these activities. There should be a clear delineation of their
responsibilities and definition of those actions where their respective
decisions are final and those where they need to act jointly. The following
procedures would achieve the above objectives,

A, General Coordination and Regpective Roleg of EC and IFAS
{i) Activities Requiring Joint Actiong:

According to the Regulations of EC and IFAS, the joint action of these
two institutiong is necessgary in all stages of project processing and
especially during the project selection and approval process. Based on
the Regulations of the two ingtitutionsg and the meetings, it is the
missions’ understanding that the coordination between EC and IFAS during
the selection and approval of the projects will be asg follows:

] EC would seek the agreement of IFAS on the list of projects to be -
prepared for seeking financial support before it submits this list
to ICAS for approval.
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When the project preparation work is completed, EC should again
seek the agreement of the IFAS before it invites the Bank to
appraise the project.

After the project is appraised, both IFAS and EC should
participate in the negotiations in addition to the respective
government authorities.

When a project involves sharing of cost between the States, EC and
the IFAS should provide the analytical basis to assist ICAS in
resolving the cost allocation iggue and seeking the agreement of
the concerned States on their regpective liabilities. It ig the
Bank miggion’s understanding that the local cost of the Projects
will be financed by IFAS from 1% GDP contribution of the States.

the Bank mission’s understanding the any conflict between IFAS and
regsolved by ICAS and the Board of Governors of IFAS.

Activitieg of EC

According to the Action Plan agreed by the ICAS on January 11, 1994, EC
has the sole responsibility to plan and coordinate the activities and
supervise the implementation of the projects. For this purpose, EC has
been given the right to use the services of scientific, design and other

kinds

of organizations of the member States. Based on this decision and

the Regulations that govern the functions of the EC, the activities for
which EC is golely responsible can be summarized as follows:

to prepare projects, feasibility studies, and research work of the
quality and standards acceptable for international financing

to implement and supervise projects efficiently
to prepare and submit progress reports to IFAS and ICAS

te procure works, goocds and services in accordance with the agreed
procedures

to analyze bids for works and goods and award contracts
to select and appoint advisors and consultants

to keep proper accounts, have them audited, and supply reports as
required

to send copies of contracts for works, goods and services to IFAS
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(iii) Activities of IFAS

IFAS is not a bank that lends money to EC. It is an institution for
channelling the financial regources provided by the States and the
international agencies to the EC for implementing the projects approved
by the ICAS. IFAS’ involvement in EC’pg activities mentioned in
paragraph 7(ii), therefore, appears not only unnecessary but may dilute
the responsibility of the EC and cause delays. Its agreement on the
activities mentioned in paragraph 7(i) is intended to keep it informed
of the proposed scope and financial implications of the projects and
programs and to examine whether their financ¢ial requirements could be
met from the resources of the IFAS. It is not intended to seek IFAS’
approval of the need of the proposed projects because the approving
authority is the I1CAS. If the above understanding of the intent of
joint actions outlined in paragraph 7(a) is correct, then IFAS’
involvement in procurement of works, goods and services appears

unnecessary.
B. Regpective Roles of EC and IPAS Under Bank Projects

(i) Grant Funds

Granting a Project Preparation Advance from the Global Environmental
Trust Fund for the preparation of the Water Resources Basin and
Environmental Management Project ig under consideration. If approved,
these grant funds will be channelled through IFAS. Therefore, a Letter
of Agreement would be signed between the Bank as the Trustee of the
Global Envirommental Trust Fund and IFAS. As the project preparation
activities financed under the Grant would be implemented by EC, a
separate project execution agreement would be signed between the Bank
and EC. Thig agreement would specify the obligations of EC to implement
the project preparation activities and to undertake the procurement of
works, goode and services necegsary for the execution of the grant. A
Subsidiary Grant Agreement between EC and IFAS would specify the
channeling of the grant funds from IFAS to EC for the implementation of
the activities.

(ii) Bank Loang/Credits

The Bank’s financing of the projects under the Aral Sea Program would be
finalized after the donors’ meeting and after the decision of ICAS.
Bank’s lending would be in accordance with the Bank’s standard policies,
practices and procedures and the needs presented by the specific
projects. Although it is the intention of the Bank to enter into
geparate loan/credit agreements with individual States, the operations
of the regional institutions created by the States would be taken into
congideration.
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