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1. Key development issues and rationale for Bank involvement

In January 2007, Bulgaria is expected to join the European Union (EU).  As part of the negotiations to join the EU, the Bulgarian Government has agreed to follow the acquis communautaire, which is the entire body of legislation of the European Communities, including directives on water and wastewater.  The most salient of these directives are the Drinking Water Directive (98/83/EC) and the Urban Wastewater Directive (91/271/EEC) requiring member states to meet minimum water and wastewater standards.  To help the Government meet the EU directives, the EU has provided grants through its pre-accession instruments - EU Phare program and the Instrument for Structural Policies for Pre-Accession (ISPA) – and will continue to do in the future through the Structural and Cohesion Funds.  However, EU grants are expected to cover only part of the total costs required to meet the Directives, particularly in wastewater and the rest of the financing will have to be raised from other sources.  Under this project, the Government has requested assistance from the Bank to finance activities to meet EU Directives but for which EU grants are not available.  Key issues for the sector are: 

Investment needs for asset rehabilitation and to meet EU Directives are high.  It is estimated that the investment cost to meet the EU Directives will be around € 6.9 billion between 2004 and 2014 and proper planning is required to identify the priority investments and define a financing plan.  The proposed investments are for: (a) expansion of the water services to the portion of the population that do not receive water 24 hours a day; (b) rehabilitation and construction of water and sewerage networks to improve service delivery and reduce health risks; and (c) treatment of wastewater in line with EU directives.  
The Policy and Institutional Framework is rapidly changing.  In recent years and in the drive to meet EU Accession requirements, progress has been made on the institutional and policy areas.

· A water regulator has been established that is responsible for regulating tariffs and quality.  As of January 2005, the State Energy and Water Regulatory Commission (SEWRC) is in place which is responsible for regulating the sector.  Subsidiary legislation on tariff methodology has been adopted in April 2006 which allows the use of two methods - rate of return or price limit.  The regulator also has to follow the social affordability considerations while setting tariffs.  The tariff framework is satisfactory and proper and timely implementation of the legislation will allow increase of tariffs to support investments for the sector development.
· While ISPA funds have been almost committed, there is concern that a project pipeline for the EU Cohesion and Structural Funds is not in place.  Institutional capacity at the local level also needs to be developed.  To this end, in co-ordination with the EU and the Government, the project will prepare projects for EU financing.
Role of the Bank

The Country Partnership Strategy (2006-2009) outlines the role of the Bank to support Bulgaria to accede to the EU.  The activities under the project are fully in line with this role of the Bank.  The Bank has also co-ordinated the proposed activities under the project with the Government, EU, and other IFIs to ensure that the activities under the project complements the efforts of other institutions.

The Bank has worked with the government and the Ministry of Regional Development and Public Works (MRDPW) on a number of projects in the past.  The Bank’s familiarity with the sector, and MRDPW’s familiarity with Bank procedures will facilitate project preparation and implementation.  The Bank supported the development of 21 Regional Water Companies (RWCs) through the Water Companies Restructuring and Modernization Project (WCRMP), which closed satisfactorily in December 2002 and was implemented by MRDPW.  The activities under the proposed Municipal Infrastructure Development Project (MIDP), related to making improvements in the RWCs, are identical to the Bank’s earlier project.  The development of land use plans under Component 1 of the project is also a follow-up to an earlier activity with MRDPW. Further, the MRDWP was also the Bank’s partner in developing the paper called ‘Bulgaria – Financing the Water and Wastewater Sector’ (April 2005) and supporting activities related to establishing the SEWRC.  

2. Proposed objective(s)

The proposed project objective is to improve the provision of water and wastewater supply.  This objective will be met through:

a) preparing projects eligible for EU Structural funds;

b) updating land use plans in the coastal municipalities.  The updated land use plans will review the water and wastewater needs in these coastal municipalities;

c) rehabilitating the water network and supporting institutional improvements in RWCs; and

d) rehabilitating and completing dams to ensure adequate water supply.

The above objective is fully in line with Bulgaria’s National Strategy on Environment (2005-2014) which has an objective to ‘provide good quality and sufficient quantity of water for various purposes’.

3. Preliminary description

The proposed project will have three components.

Component 1:  Technical Assistance which will have two parts:

A. Project preparation and institutional strengthening.  Under this component, projects will be prepared that would be eligible to receive EU Structural funds.  Assistance to the utilities and central government entities will also be provided for institutional strengthening.  The municipalities selected under the project will be chosen from the priorities established under the EU’s Regional Operational Program and Environmental Operational Program.  Through this component, Bulgaria will be able to increase its capacity to absorb EU funds.

B. Updating Land Use Plans (LUPs).  In 1994, the Bank had supported the preparation of the LUPs in all the coastal municipalities of Bulgaria to support sustainable development as the pressure to increase the infrastructure in these municipalities was increasing due to tourism.  LUPs were prepared for 12 municipalities
 and these plans will be updated based on recent activities related to the EU Regional Operational Plan, water and wastewater needs, tourism growth, and appreciation of property value.
Component 2:  Rehabilitation of Water Networks and Institutional Strengthening of RWCs
Under this component, the MRDPW has identified 6 RWCs where rehabilitation of water distribution networks will be financed and support will be provided to the RWCs to improve their operational efficiency.  Reduction of water losses and efficient operations will strengthen the financial position of the RWCs which in turn will help them to deliver water and wastewater services in line with EU directives.  The companies that have been chosen have very high water losses where large sections of the network need replacement.  These RWCs are shown below and the numbers in brackets represent the estimated non-revenue water (NRW; volume of water lost plus not billed divided by volume of water produced); Dobrich (79%); Razgrad (62%); Sliven (59%); Smolyan (51%); Stara Zagora (58%); and Targovishte (68%).  The Dobrich, Razgrad, Smolyan, and Stara Zagora RWCs are fully owned by the central government, represented by the MRDPW.  The Sliven and Targovishte RWCs are owned by the MRDPW (51%) and the various municipalities (49%) that are served by the RWC.  Through this component, the water losses will be reduced by the rehabilitation of the network and administrative measures in the RWCs.

Component 3:  Management of Water Resources
The Strategy for Water Supply and Sewerage Management and Development in the Republic of Bulgaria (2004) identifies dams where proposed investments will enable 24 hour supply.  There are parts of the country that have water resource shortage and this component will help to reduce this shortage.  There are four dams under consideration by the Government where works had started but were suspended due to shortage of funds.  For the Bank to agree to financing this component, the following will need to be assessed: (i) an alternative analysis will assess the need for the dams compared to other water supply options; (ii) the demand for water will be reviewed as it has changed over time; and (iii) all safeguard issues related to the dams will need to be addressed, including adequate stakeholder consultation.  The dams and related construction are: 

· rehabilitation of the wall of the Studena dam;

· completion of Neikovtsi dam and upgrading drinking water plant in Tryavna municipality;

· completion of Plovdivsti dam and construction of a drinking water plant; and

· completion of Luda Yana dam and construction of a drinking water plant.

4. Safeguard policies that might apply

The Bank safeguard policies on Environmental Assessment, Safety of Dams, and Project on International Waterways will apply.  The Bank’s policy on Involuntary Resettlement may also apply due to acquisition of land that is covered under this policy.  During project preparation the applicability of these safeguard policies and actions taken to be in compliant with these policies will be determined.
5. Tentative financing
	Source:
	($m.)

	BORROWER
	25.68

	INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
	105.94

	
Total
	131.62


6. Contact point

Contact: Sudipto Sarkar

Title: Lead Operations Officer

Tel: + 385 1 2357 215 (Bank’s Croatia Office)
Fax: + 385 1 2357 200 
Email: Ssarkar1@worldbank.org

� Shabla, Kavarna, Balchik, Varna, Dolni Chiflik, Byala, Nessebar, Pomorie, Burgas, Sozopol, Primorsko, and Tsarevo
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