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1. Country and Sector Background

The Belarus economy grew at about 10 percent in 2006, averaging 8.2 percent between 2002 and 2005.  Key drivers of growth have been (i) improvements in the terms of trade; (ii) rapid increases in wages and salaries; and (iii) economic restructuring of key enterprises. An improved macroeconomic environment also supported economic growth.  Price controls and the peg of the Belarus Ruble to the dollar helped lower inflation from high double digits in 2001 to 6.6 percent in 2006. During the period 2001 to 2003, fiscal deficits were kept below 2 percent of GDP.  Since then, the budgets have been roughly in balance. Domestic debt has been stable at about 6 percent of GDP (5.1 percent in 2006).  Total public debt accounted for a still low 19 percent of GDP by the end of 2006, of which three quarters is short-term.  In 2006, registered unemployment fell to a record low of 1.2 percent of the economically active population.  However, Russia’s recent policy of bringing energy prices to market levels has impacted Belarus, reducing the profitability of the oil processing industry.  The immediate consequence will most likely be a reduction in the rate of growth of the economy to around 7.8 percent in 2007 and an increase in external debt. The impact on growth will be significantly reduced due to the dynamism the economy inherited from past growth and the capacity of the country to finance the rising current account deficits.
Belarus, situated in Eastern Europe, is a landlocked country with a total surface area of 20.8 million ha.  It is bordered by the Russian Federation, Ukraine, Poland, Lithuania and Latvia.  The country has four distinctive geographic regions. The north has many lakes and hills, and is covered with forests. The east is an elevated plain region. The Polessye, a lowland area of rivers and swamps, occupies the south, and the west is an agricultural region with mixed conifer forests. The marshy land of the Polessye is the largest swamped area in Europe.  The climate is continental in the central and eastern parts of the country and maritime in the rest of the country.  The average annual precipitation is about 700 mm, and varies between 550 mm in the southeast to 800 mm in the elevated areas of the central part of the country. Groundwater resources are available throughout the country.  They amount to 18 km3 per year and drain entirely into surface water bodies.
The population amounts to 9.87 million people (2003 data), with an urbanization rate of 71 percent. The country has six oblasts (regions), with their administrative centres in Minsk, Brest, Vitebsk, Gomel, Grodno and Mogilev. There are 110 towns, of which 15 towns have population over 100,000.
Water Supply and Sanitation Sector.  Belarus is a relatively water rich country and available water resources are sufficient to meet both current and future demands. During the last few years (1997 – 2003) total water use has declined by 5 percent, while industrial use has fallen by 17 percent, continuing a trend that began in the early 1990s.  Groundwater resources are abundant and a large portion of the country’s needs are met by groundwater supplies. The annual water resources per resident averages 3,600 m3, including 1,400 m3 of groundwater. In 2003, water intake from natural sources amounted to 1,832 mln m3 including 768 mln m3 from surface water sites (e.g., rivers, lakes, reservoirs) and 1,064 mln m3 from groundwater sources. Water resources management functions are performed by a number of institutions. The Ministry of Natural Resources and Environment Protection (MNREP) controls and monitors water use and quality and defines the norms for extraction of raw water and the discharge of wastewater, together with related taxes. The Ministry of Agriculture is responsible for drainage and irrigation. The Ministry of Emergency issues permits for all investments in water and agricultural development near the area of the Chernobyl accident.

The potable water supply sector is strictly regulated and it is vertically integrated from the municipalities to the central government level. The decentralization attempt of the mid-1990s, when full responsibility was delegated to the local level, was considered unsuccessful and the old system was reinstalled in 1999.  At the national level, the Ministry of Housing and Utilities (MHU) is the line ministry charged with the coordination and formulation of national policies on water supply. The MHU conducts the overall supervision of construction works, operation, maintenance and management of the potable water providers regardless of their ownership status and affiliation.  Water utilities are the property of municipalities and the MHU provides investment for the development of water infrastructure. The Ministry of Health is responsible for ensuring compliance with drinking water quality standards. 

Vodokanals (water utilities) serving the urban areas are communal enterprises, defined as independent economic entities in charge of all operations, maintenance, implementation of investments, billing, collection, and customer services in their areas of service. Vodokanals are subordinate to the municipalities, and are strictly controlled by both the MHU and local authorities.  The country has 138 large waterworks that supply water to all municipalities of the country. There are 140 wastewater treatment plants, located in 205 municipalities.

The reliability and safety of the water services suffers due to service interruptions and drops in pressure in distribution systems. There are also problems with water quality, ranging from color, taste, odor to chemical and bacteriological contamination.  Distribution systems experience significant losses and per capita consumption is high. In Minsk, residential consumption is around 302 liters per capita per day, as compared to 130 – 200 in most of Western Europe (with 24-hour service). Average residential consumption in other major cities, such as Brest, Grodno and Vitebsk, is about 200-230 liters per capita per day.  

Technical problems in the water sector stem from a lack of financial resources.  Among major reasons for the financial difficulties are low collection of water and wastewater fees, especially from industrial users; high cross-subsidization of residential consumers by other customers; and tariffs that are too low to ensure adequate maintenance. The tariff policy is socially driven and does not reflect cost of the services. The national government sets general requirements on costs that can be recovered through water and wastewater tariffs. According to the National Budget, the tariff for population on overall communal services spectrum cannot exceed 50 percent of its costs. The annual tariff increase for communal and housing sector cannot exceed USD5 a year. 

Without urgent action water supply systems, particularly in small towns and rural areas, will continue to deteriorate. This will translate into lower levels of service and safety of drinking water, negatively impacting the well-being of people. The provision of adequate, reliable, and safe services requires investments in replacing and rehabilitating existing plants and networks to prevent premature collapse; increasing the efficiency of plant and network operations to reduce future operating costs, particularly in energy efficiency; strengthening of institutions and building of capacity.

In addition to the challenges facing water supply services other important water problems in Belarus include pollution of natural water sources, inefficient use of water resources, and natural contamination of groundwater with iron and other minerals. The Chernobyl accident resulted in the radioactive contamination of soil and water. The concentration of radionuclides in circulating water reservoirs reduces every year, while in stagnant basins (e.g., lakes, ponds, reservoirs and aquifers) the accumulation of radionuclides takes place, particularly in the bottom sediments.  As previously mentioned, quality of groundwater remains a pressing problem. The main groundwater contaminants are naturally occurring iron, calcium, manganese; and agricultural pollutants.  While the iron concentration observed in some places does not represent an imminent health hazard, the color and odor of the water often make it unfit and unpalatable for domestic use without treatment.  In rural areas which use shallow wells, the pollution is higher, with about 30 to 40percent of wells showing water below standards mainly due to bacteriological and nitrate contamination.

The shortcomings of the water sector could be summarized as: (i) a general lack of adequate investment which resulted in systems with high losses, frequent breakdowns, and a low percentage of metered connections; (ii) high iron content in water in some areas, due to local conditions of the groundwater sources; and (iii) policy and institutional-related problems which include strong “top-down” management; fragmentation of financing responsibilities across several institutions without proper coordination; low cost recovery and a need for a gradual move towards commercially oriented operation.  

2. Objectives

The project development objective is to improve the quality, efficiency and sustainability of water supply and wastewater treatment services in six participating Oblasts covering about 1.7 million consumers.

The objective will be achieved through rehabilitation and reconstruction of water supply and sanitation facilities and networks including adoption of advanced technologies for water treatment. Furthermore, support will be provided to assist with the sustainability of the investments made in the water sector including building capacity within the Ministry of Housing and Utilities and participating municipalities to design and manage investments.
3. Rationale for Bank Involvement

The project is aligned to the National Water Program Chistaya Voda, which is a comprehensive water sector development plan for 2006-2010, approved by a Presidential decree in April of 2006. It specifies the development priorities, as well as the National list of specific investment projects and their sources of funding for the next five years.

The objectives of the National Water Program are:

· Uninterrupted water supply with high quality potable water

· Rational provision of potable water and implementation of the new and advanced technologies for water and wastewater treatment thus providing high living standard for the population

· Enhancing management of the water supply and sanitation institutions, and their institutional structure to improve quality of water services and their financial status

· Cost reduction actions focusing on energy-conservation actions, optimization of the existing facilities, reduction of non-core costs and other actions

The total cost of the National Water Program is BLR 564,621.09 million, of which water supply is BLR 303,235.5 million and wastewater BLR 261,367.59 million. 

Financing of the National Water Program: BLR 120,365.95 million will be provided by the National budget, BLR 76,263.53 million – regional budgets, BLR 87,895.2 million – local budgets, BLR 243,615.91 million the National Fund for the Nature Conservation, BLR 17,974.95 million – from the National Chernobyl Fund, BLR 7,315 million Chernobyl subventions, BLR 10,876.1 million from enterprises and BLR 313.5 from the National Innovation Fund.
In 2006 the Bank’s Board approved a US$ 50 million loan for the Post-Chernobyl Recovery Project focusing primarily on energy efficiency and on the provision of reliable heat and hot water services in order to improve living conditions.  During 1994-1997 the Bank had an urban WSS project under preparation but this was cancelled as the Bank suspended its program in Belarus.  As the Bank begins to re-explore lending opportunities in Belarus, the water sector is again emerging as an important priority.  The National Water sector development program for 2006-2010, signaled the Government’s willingness and readiness to develop the sector.  The implementation of the Program will contribute to further development of potable water supply and sanitation systems, improvement of the quality of drinking water supplied to customers, treatment of wastewater and protection of sub-surface and surface drinking water sources from contamination; improvement of management arrangements in the  water supply and sanitation sector and in the system of water consumption recording and control; improvement of the regulatory framework; achievement of a transparent set of target indicators and, eventually, accomplishment of the critical social objective, namely provision of households with good quality drinking water and creation of  a more sustainable environment. Through the implementation of these inter-related activities, the project will help build trust between concerned actors from the Government, the water utilities, the scientific agencies and the users and work towards overcoming barriers to change, thereby promoting improved governance in the water sector.  The Bank is well positioned to assist the GoB in addressing these challenges, given its involvement on social and economic issues, its recent experience with the preparation and approval of the Post-Chernobyl Recovery Project and its ample experience in transition countries. The Bank has extensive knowledge and experience in implementing water sector-related operations, not just in Europe and Central Asia but across the globe.

4. Description
The project will consist of three components:


a.
Rehabilitation of Water Supply and Sanitation Systems 


b.
Support to the Preparation and Sustainability of Investments


c.
Project Implementation and Management 

Rehabilitation of Water Supply and Sanitation Systems (USD 55 million).  The component would finance investments in water supply and sanitation sector in the six Oblasts of Gomel, Mogilev, Brest, Grodno, Minsk and Vitebsk. The range of projects likely to be financed consist of rehabilitation and improvements in the water supply networks, conversion from surface water supply to groundwater supplies, installation of iron removal stations and other quality enhancement measures as well as installation of water meters. In the wastewater area, investments will be in rehabilitation and reconstruction of wastewater treatment plants including, installation of pumping stations, sludge dewatering, collection networks, modern equipment for monitoring stations and small laboratories. 

Support to the preparation and sustainability of investments (USD 4.75 million).  This component strives to strengthen the efficiency, governance and sustainability of the service provision. The feasibility studies and detailed designs for sub-projects selected for funding by the MHU will be financed under this component. In addition, the component will also finance the construction management, and investment monitoring and training, including building capacity in appraising sub-projects and in supervision. Other activities that will be financed by this component include diagnoses of sector efficiency, development of operations and maintenance programs, sector planning, cost accounting, and monitoring and evaluation. In so doing, the component builds on the technical assistance provided during project preparation through the IBNET program previously executed by the Enterprise “Belkommunproject” which entailed the collection and compilation of utility performance data for the water supply sector.  For example, this component will help to convert this data into useful management information such as preparation of investment programs and master-plans based on objective performance information, understanding the true cost of water services provision and benchmarking the Belarus utilities with others in the region.
Project Implementation and Management: (USD 0.25 million). A Project Coordination Team (PCT) will be established and this component will support this team in project supervision, monitoring and reporting. The component will also fund auditing and other technical or fiduciary requirements. The staffing costs for the PCT will likely be financed by the Government. 

5. Financing
	Source:
	($m.)

	
Total
	60


6. Implementation
The project will be implemented by a Project Coordinating Team (PCT) to be set up within the Republican Unitary Enterprise “Zhilkommuntechnica”.  This Enterprise reports to the Ministry of Housing and Utilities. 
The aim of the implementation arrangements is to streamline the Project within the existing framework of implementation and coordination of the Government’s program of investments in the sector in order to utilize and build existing capacities, and to avoid introducing additional layers of approval and authority.  Please see Annex 6 for more details
7. Sustainability
The sustainability of the project relates to (i) governmental support to the national water program, Chistaya Voda (2006-2010) to which the proposed investments are aligned; (ii) adequate prioritization of infrastructure development thereby ensuring that all investments are optimal in terms of technical and financial parameters (i.e. fully adequate, least cost and adequately maintained); and (iii) capacity building within the MHU to appropriately manage the investments.

The National Water Program is a comprehensive waster sector development plan approved by the Presidential decree in April of 2006. It specifies the development priorities, as well as the National list of specific investment projects and their sources of funding for the next five years. The Ministry of Housing and Utilities is the national agency in charge of implementation of the National Water Program. Placing the proposed project under the Ministry will assure that all project information, methods, elements and steps will be immediately available to the professional staff of this Ministry and its subordinated agencies. Same applies to the feasibility studies and design of the proposed investment for the proposed project to be prepared under the Bank supervision. 

Although the investments under the proposed project are a small complement to the national water program, positive results such as innovation, modernization and capacity development will hopefully spread to other investment elements thus making the whole program more sustainable and appreciated by the public. The proposed project will also seek to improve sustainability through: (i) a comprehensive training effort designed to deliver enhanced technical and commercial capacities and competencies of the participating utilities during extensive supervision; and (ii) the establishment of stakeholder feedback mechanisms. 

The investment program will be coupled with the extensive monitoring program, based on the International Benchmarking Network for Water and Sanitation Utilities (IBNET) tools which will also help promote sustainability. The implementation of these IBNET tools will not only monitor some of the projects outcomes but also track the performance progress of the individual utilities. For example, IBNET will cover the increase in the number of people to be served, including the poor; intended improvements in the quality of water; improvements in the collection-to-billing ratio; reduction of electricity consumption per m3 of water billed and other elements. It will also help to understand the true cost of the water services provision which can then positively impact future decisions on institutional capacity strengthening, billing and collection systems, tariff policy and structure and proper financial accounting and reporting.
8. Lessons Learned from Past Operations in the Country/Sector
The main lessons learned from the Bank’s involvement in the water sector in many of the transition countries of the region for over 10 years are highlighted below and reflected in the design of the proposed project.

Complexity: Experience shows that projects in transition countries need to be simple in design as the Government is keen to deliver immediate and visible benefits to the population and less keen on being subjected to heavy reform agendas. This has resulted in project initiatives not materializing. Accordingly, the proposed WSS project – the first in the water sector in Belarus is very simple in design and is closely aligned to the Government’s national water program which targets investments in the rehabilitation and reconstruction of water and sanitation services. Financing for this component is over 90 percent of the loan amount. The project fits with the Government’s objectives to deliver more immediate and visible benefits to the population in terms of service provision.  However, the project also includes a modernization program which while less ambitious on major reforms, will still focus on improving the management of the sector.

Supporting Client Objectives: Bank experience in Belarus shows that technical capacity is generally high, and that implementation can proceed satisfactorily given a supportive governance environment. Bank projects in Belarus have faced difficulties in achieving their objectives and scored low on sustainability, largely due to inability and unwillingness to implement difficult reform conditions. As such as also mentioned above, this project is closely aligned to the Government’s national water program and is not designed to push for any major reform of the water sector at this time but rather to support the government’s plan for the development of the water sector. 

Managing Expectations:  Projecting future performance and pace of implementation needs to be well understood by all stakeholders within the government and the Bank. Under the proposed project, since the feasibility studies and detailed design will be funded through the loan, the disbursements will be very slow during the first years of project implementation and this needs to be well understood by the government. Accordingly, the team has been constantly liaising with MOF and other important stakeholders and has obtained clearance and full ownership from the client for the project design and approach including the proposed disbursement schedule.

9. Safeguard Policies (including public consultation)
	Safeguard Policies Triggered by the Project
	Yes
	No

	Environmental Assessment (OP/BP 4.01)
	[X]
	[ ]

	Natural Habitats (OP/BP 4.04)
	[ ]
	[X]

	Pest Management (OP 4.09)
	[ ]
	[X]

	Physical Cultural Resources (OP/BP 4.11)
	[ ]
	[X]

	Involuntary Resettlement (OP/BP 4.12)
	[ ]
	[X]

	Indigenous Peoples (OP/BP 4.10)
	[ ]
	[X]

	Forests (OP/BP 4.36)
	[ ]
	[X]

	Safety of Dams (OP/BP 4.37)
	[ ]
	[X]

	Projects in Disputed Areas (OP/BP 7.60)*
	[ ]
	[X]

	Projects on International Waterways (OP/BP 7.50)
	[X]
	[ ]


The EIA with EMP was publicly disclosed in Belarus on the WB External web page and on the Web pages of Ministry of Natural Resources and Ministry of Housing on November 30, 2007. Copies of the materials were also send to the participant municipalities. The English version of draft EIA was disclosed in Washington at the Bank’s Infoshop on December 5, 2007
10. List of Factual Technical Documents
· Environmental Assessment, November 2007

· Construction Standards of the Republic of Belarus, Official Publication, Ministry of Architecture and Construction of the Republic of Belarus, Minsk 1998 

· Technical Report on the Project Proposed Investments  - Water Supply Facilities, October 2007
11. Contact point

Mr. Kanthan Shankar

Title: Lead Operations Officer

Tel: (202) 473-1904

Fax: (202) 614-0902

Email: Kshankar@worldbank.org

12. For more information contact:

The InfoShop

The World Bank

1818 H Street, NW

Washington, D.C. 20433

Telephone:  (202) 458-5454

Fax:  (202) 522-1500

Web: http://www.worldbank.org/infoshop

* By supporting the proposed project, the Bank does not intend to prejudice the final determination of the parties' claims on the disputed areas
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