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1. Introduction

The audit of environmental projects financed by PHARE and ISPA funds was carried out according to the National Audit Office of Lithuania Assignment No. 310-2 of 12 September 2001. The audit was conducted by the auditors of the Division for European Union Funds and Aid Audit at the NAO of Lithuania, namely, Mr. Tomas Mackevičius, Senior Auditor, Ms. Maina Vaičiūnienė, Senior Auditor, Ms. Žaneta Rozenbergaitė, Auditor, and Ms. Vilma Pumputytė, Assistant Auditor. 

The audit was begun on 13 September 2001 and completed on 4 December 2001. The data provided in the report is that of 7 November 2001.

The audit was conducted on the proposal put forth by the European Court of Auditors. The auditors of the National Audit Office of Lithuania and the Court agreed upon the objective, scope and methodology of the audit.

Audit Objective

The objective of the audit was to assess the implementation
 of PHARE and ISPA-funded environmental projects, focusing on their effectiveness in relation to Lithuania’s future accession to the European Union.

Audit Questions

In order to assess the implementation of the above-mentioned projects, as well as their efficiency in relation to Lithuania’s preparation for EU membership, the following audit questions were formulated:

1. Were the Phare/ISPA-co-financed environmental projects carried out in Lithuania are based on a clear and coherent environmental strategy?

2. Have the co-financed projects been properly identified and appraised?

3. Have the allocated funds been used economically and efficiently?

4. Has a sufficient co-financing been provided?

5. Have the projects been effective in preparing Lithuania for EU accession within the limits of the available budget?

Audit Scope

Four Phare and one ISPA-funded projects were selected for the audit. The selection was done according to the agreement between the NAO of Lithuania and the European Court of Auditors. The selected four Phare projects are set out in the Financing Memoranda of 1998 and 1999. The table below lists the projects assessed during the audit:

	Programme
	Sub-programme
	Title
	Amount (euro)

	
	
	
	PHARE/

ISPA
	Co-financing
	Total

	PHARE

	LI 9805
	LI 9805.02.01.01
	Advice on Tender Document Preparation and Evaluation 
	97 944
	-
	97 944

	
	LI 9805.02.01.02
	Construction of Plungė Landfill for Household Waste
	375 900
	371 400
	747 300

	LI 9805
	LI 9805.02.02
	Varėna Wastewater System Development
	750 000
	1 361 883
	2 111 883

	LI 9901
	LI 9901.01
	Panevėžys: design, build and turnkey wastewater treatment Plant upgrading
	2 939 178
	10 400 000
	13 339 178

	LI 9912
	LI 9912.01.01
	Strengthening of Environmental Monitoring Capacities in Lithuania
	994 945
	160 000
	1 154 945

	
	LI 9912.01.02
	Equipment for the Strengthening of Environmental Monitoring Capacities
	1 500 000
	140 000
	1 640 000

	ISPA

	
	2000/LT/16/P/PE/002
	Druskininkai: Wastewater Treatment, Upgrading and Extension 
	2 750 000
	2 750 000
	5 500 000


Audit Methodology

The answer to the first audit question was based on the analysis of the documents concerning environmental strategies and the EU accession matters. The necessary information was also collected by means of a questionnaire
 drawn up for this purpose. The questionnaire was filled out using the data collected during interviews at the Ministry of Environment and from other information sources.

In order to answer audit questions 2 through 5, a separate questionnaire was drawn up for each of the above-mentioned five projects. Although this Report does not provide for an overall answer to questions 2 through 5, it contains answers to a number of detailed questions that were included into the questionnaires and are related to each phase of the project implementation. It is difficult thus to give a single general answer to questions 2 through 5. The questionnaires were answered using the documents of every phase of the project implementation as well as information collected during interviews. Interviews were conducted at the public agency Central Financing and Contracting Unit, Ministry of Environment and Joint Research Centre. Site visits were also made. The fieldwork was carried out by Ms. D.Žilienė, Deputy Head of the Panevėžys regional office, Mr. A.Aliulis, Senior Auditor at Alytus regional office and I.Bogdelienė, Auditor at Klaipėda regional office. 

The documents that were used to support the facts provided in the Report are included in Annex 1.

2. Background information

2.1. Investments into the environmental sector

Most of the investments in the environmental sector in Lithuania are meant for carrying out expensive projects related to the implementation of EU directives and regulations on wastewater treatment and waste management, namely:

· Directive concerning urban wastewater treatment;

· Directive on the quality of water intended for human consumption; 

· Directive on the landfill of waste.

During the period of 1992-1998 investments in the environmental sector made up 250 million euro, 110 million euro of which was allocated from the state budget. The funds allotted to the environmental projects from the municipal budgets cover only a small part of the total costs of the projects. The Phare grants and various bilateral financial aid funds make up the largest part of the total investments. In 1998 the Nordic Investment Bank (NIB) granted a 20 million euro loan. Besides, 15 million euro loan was taken out from the European Investment Bank (EIB), and 20 million euro – from the World Bank. 

In recent decade priority was given to the projects related to wastewater treatment and household waste management. The investment priorities for the period of 2001-2003 will remain the same. Priorities set out in the strategic documents of the environmental sector comply with those laid down in the National Development Plan. Projects related to the drinking water quality improvement and enhancement of wastewater treatment dominate the investment plans for the period of 2000-2010.

Funds for investment are allocated from various national (i.e. state budget, municipal funds for environmental protection) and external sources (i.e. Phare and ISPA funds, Nordic Investment Bank, European Investment Bank, World Bank and other IFIs). The success of investment process depends on competently drafted investment project that would guarantee reception of aid from ISPA and other sources of financial aid. One of the field’s priorities therefore is to enhance administrative capacities in preparation of investment projects.

2.2. Institutions implementing Phare and ISPA programmes

The Phare funds are allocated to the Republic of Lithuania according to the European Council Regulation No. 3906/89, and ISPA funds – according to the European Council Regulation No. 1267/1999. The Government of the Republic of Lithuania approved the procedure of management and control of the EU Financial Aid Funds by the Government Resolution No. 953 of 31 July 2001. Following the approved procedure state officials and institutions, responsible for the management and control of Phare and ISPA (and SAPARD) funds, are appointed. 

The Ministry of Finance is the National Aid Coordinator and the Coordinator of ISPA funds in Lithuania. EU Phare and ISPA funds are transferred to the National Fund at the Ministry of Finance following the approval of the programmes set out in the annual Financing Memorandum. The National Fund is in charge of the EU Aid management. 

At the moment the Paying Agency for the Phare and ISPA-funded environmental projects is the public agency Central Financing and Contracting Unit (CFCU), which is responsible for tendering, contracting and financing of the projects. The National Fund opens separate accounts for Phare and ISPA funds that are allocated for the implementation of the projects set out in the Financial Memoranda. The accounts are owned by CFCU and other paying agencies. 

The Ministry of Environment supervises the implementation of environmental projects. Environmental Strategy Department, the Division for Management of Programmes and Projects and the Division for Environmental Strategy and Investment at the Ministry of Environment are responsible for planning and coordination of Phare and ISPA Aid (i.e. they select projects, provide recommendations for establishing priorities, draft the projects, organise their implementation and exercise supervision hereof). Furthermore, the ISPA Coordination Council was established. It acts in an advisory capacity for establishing of priorities. 

2.3. The Cycle of Project Implementation

Under the principle of deconcentration EU Commission charged the European Commission Delegation to Lithuania with the management of the EU aid programmes. 

The present report gives the assessment of the projects that are financed by Phare programmes No. LI9805, LI9901 and LI9912. The projects are being carried out in compliance with the Decentralised Implementation System (DIS), i.e. the payments are made through the National Fund. 

The Phare and ISPA-financed projects as well as other projects are implemented in a similar way, or cycle, which usually consists of three stages:

1. Planning and programming stage: project identification and selection, drafting of Financing Memorandum, completing full description of the projects and allocating funds. 

2. Tendering and contracting stage: defining terms and conditions of each project, contracting a tenderer for provision of goods, services or works. 

3. Project implementation stage: implementing, monitoring and evaluating the project.

The scheme in Annex 2 depicts the three stages of project implementation, explains their interrelation, and allows to better understand the implementation of the projects discussed herein. 

3. Answer to the 1st audit question

In order to answer the first audit question – whether the Phare/ISPA-co-financed environmental projects carried out in Lithuania are based on a clear and coherent environmental strategy – a questionnaire was formulated. It was comprised of several questions, the answers to which are given below.

3.1. Is there a National Environmental strategy in Lithuania and is it being implemented as planned? 

The main strategic document concerning the environmental protection policy in Lithuania is the National Environmental Strategy, which was approved by the Seimas (the Parliament of the Republic of Lithuania) Resolution No. I-1550 of 25 September 1996. The formulation of the Strategy was financed form the Phare 1994 funds. Experts of an Irish consultancy firm were hired to assist in the process. The National Environmental Strategy provides information about the current condition of the environment in Lithuania, the goals and aims of the national environmental strategy, including the Action Programme and the expected outcome. 

The Action Programme is a part of the National Environmental Strategy. It describes measures to be taken in different areas of the environmental sector in order to achieve the goals of the Strategy. The Action Programme covers the period of 1996-2000.

In June 12, 1995 Lithuania and EU signed the Europe Agreement, which came into effect on February 1, 1998. By the Agreement Lithuania’s aim to become an EU member is acknowledged, and Lithuania is made part of the EU preparation for accession strategy for the Central and Eastern European countries. Since the National Environmental Strategy was adopted by the Seimas in 1996, its objectives are not directly related to the EU integration matters, although it underlines the necessity to comply with the EU environmental requirements. At that time the National Environmental strategy was not associated with the adoption of acquis or the development of administrative capacities for the implementation hereof. 

In the period of 1997-1998 Lithuanian environmental legislation was evaluated as regards compliance with the EU requirements, and soon afterwards a plan to eliminate the identified discrepancies was drafted. The measures to be taken were finalised and laid down in the Strategy for Harmonisation of Lithuanian legislation with the EU requirements
, which, inter alia, provides for the estimated cost of harmonisation process of Lithuanian environmental legislation with the EU requirements, and a plan for strengthening the administrative capacities. One of the main tasks when formulating the said strategy was to identify its relation to the National Environmental Strategy and evaluate the efficiency of the chosen measures. 

In 1998 the National Programme for the Adoption of the Acquis was drafted. The document was drawn up with regard to the priorities laid down in the Accession Partnership for Lithuania, the recommendations of the European Commission, and the Programme for the Harmonisation of the National Legislation with the EU Requirements. Following the amendments made to the Harmonisation Programme as well as to the EU acquis implementation schedule, the National Programme for the Adoption of the Acquis (NPAA) became the main document for planning and implementing Lithuania’s goals relating to the EU accession, i.e. the national EU Accession Programme. 

The 1999 NPAA covers the actions to be taken in order to implement the priorities of the National Environmental Strategy, the 1997 Lithuania’s Accession Partnership, which was decided by the European Council, and the Programme for Harmonisation of the National Legislation. Furthermore, following the approval of the above-mentioned Programme and the NPAA, many environmental strategies, programmes and plans relating to various sectors of the government administration have been drafted. Part of the requirements laid down in the said Programme as well as in the NPAA and other documents relating to the strategic development of different sectors correspond to the aims and priorities of the National Environmental Strategy. 

The implementation of the Programme of Harmonisation of the National Legislation, the NPAA and other related programmes and strategies is ongoing. The Action Programme of the National Environmental Strategy is outdated and thus is no longer being implemented. Annual action plans for the Strategy implementation are no longer being drafted either. Nevertheless, the Strategy itself remains the main strategic document covering aims and objectives to be achieved in the environmental sector. 

In addition the General Plan of the Territory of the Republic of Lithuania and a draft National Development Plan have been drawn up. The latter is a document of strategic importance. It gives account of the present social conditions in Lithuania and all the main priorities for the economic and social development, including the environmental sector. The National Development Plan covers three main environmental sectors: quality of water, wastewater treatment and waste management.

The General Plan of the Territory of the Republic of Lithuania and the National Development Plan will be considered main documents regulating the drafting of territorial plans and development programmes on national, regional and local levels. 

Conclusions:
1. The National Environmental Strategy was approved by the Seimas (the Parliament of the Republic of Lithuania) in 1996, and the instruments for the implementation of the strategy are provided for in the Action Programme. 

2. The Action Programme of the National Environmental Strategy is outdated and thus is no longer being implemented. Whereas the tasks of the Strategy are being carried out in line with the EU  Approximation Strategy, the National Programme for the Adoption of the Acquis, and related strategies, programmes and plans for particular sectors.
3.2. Do the National Programme for the Adoption of the Acquis and the National ISPA Strategy (for the environmental sector) comply with each other (i.e. do not contradict each other) and with the National Environmental Strategy?

The National Environmental Strategy (except for its Action Programme) is a strategic document that provides for the basic principles of the national environmental policy, which means that NPAA does not contradict it. However, the purposes of the NPAA and the Strategy differ. NPAA provides for the procedures of the transference of the EU law to the national law as well as for the establishment of the necessary administrative, control and other structures responsible for law and order and law enforcement. 

In the year 2000, following the establishment of a new EU structural development policy instrument – ISPA fund – Lithuania prepared a National ISPA Strategy (concerning the environmental sector) in an attempt to use the allocated funds as efficiently as possible. The Strategy sets forth the priorities for investment in the environmental sector, which comply with the main priority areas of the National Environmental Strategy, namely, water quality, air quality, and waste management. In addition, the National ISPA Strategy purveys the following information: 

· a short overview of the general environmental situation in Lithuania;

· the main features of the national environmental policy;

· a short overview of Lithuanian environmental infrastructure;

· the funding system of environmental projects;

· the selection criteria for projects to be funded by ISPA;

· priority projects to be financed by ISPA.

The priority projects, according to the National ISPA Strategy, should comply with the following requirements:

· they should be designated as priority projects by the NPAA, i.e. the implementation of them should encourage the transposition of those EU directives which require high costs;

· they should contribute to the implementation of the National Environmental Strategy in those sectors that are in compliance with the requirements of the Accession Partnership, NPAA and the National ISPA Strategy.

The structure of the National ISPA Strategy (concerning the environmental sector) is analogous to that of the National Environmental Strategy. Furthermore, the National ISPA Strategy covers the requirements of the EU environmental law, which are reiterated in the NPAA, too. Finally, various ISPA-related strategies, programmes and plans that are meant for the development of sectors other than environment, are being formulated in compliance with the NPAA. The scheme below depicts an interrelation of the above-mentioned documents:
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The strategies, programmes and plans that are related to the environmental issues are listed in Appendix 3. 

Conclusions:

The National Environmental Strategy (excluding its Action Programme), the National ISPA Strategy (concerning the environmental sector) and the National Programme for the Adoption of the Acquis do not contradict one another. In fact, the National ISPA Strategy is a document concerning the provisions of the National Environmental Strategy and is based on the National Programme for the Adoption of the Acquis.

3.3. Is there a national financial strategy covering ISPA, Phare, national and other funding for the environmental sector?

A general financial strategy that would exclusively deal with the environmental issues has not been formulated yet. A draft financial strategy for the environmental sector was formulated in 2001. It defines principles as well as target investment spheres in the environmental sector, and the national institutional system of financing. The document was drafted taking into consideration the obligations of negotiations for the EU accession and the requirements set out in the Negotiations Chapter 22 Environment. The draft financial strategy forms the basis for the Programme for Financing the Environmental Sector, which, according to the plans, should be approved in 2002. At present investments in the environmental sector are covered by the Programme for Public Investments for the period of 2001-2003. The Programme was approved by Law on the Approval of the Financial Rates of State and Municipal Budgets of the year 2001. The planned public investments for the year 2001 were allocated for the managers of budgetary appropriations and for certain investment projects by the Government Resolution No. 359 of 30 March 2001. 

The funds allocated to the Public Investment Programme come from the state budget and other national financing sources, as well as from Phare and ISPA funds, and from foreign financial institutions. However, the planned investment in the environmental sector is not based on a clear and coherent national financial strategy that would deal exclusively with the environmental issues, although the National ISPA Strategy as well as other sectoral documents relating to the strategic development provide for financing of environmental projects in separate public sectors. 

The future public investment in the environmental sector (the Public Investment Programme) should be planned in compliance with the provisions of the National Programme for Financing the Environmental Sector that is being drafted at the moment. 

Conclusions:

1. The planned investments in the environmental sector are not based on a clear and coherent national financial strategy for the environmental sector. 

2. At the moment a new Programme for Financing the Environmental Sector is being drafted. In future any of the investment plans concerning the environmental sector should be based on it. Furthermore, any changes in the current Public Investment Programme for the period of 2001-2003 should be done in compliance with the Programme for Financing the Environmental Sector. 
4. Answers to the audit questions 2 through 5 regarding each project

Questions 2 through 5 are as follows:

· Have the co-financed projects been properly identified and appraised?

· Have the allocated funds been used economically and efficiently?

· Has a sufficient co-financing been provided?

· Have the projects been effective in preparing Lithuania for EU accession within the limits of the budget available for them?

These questions were included into a separate questionnaire for each project.

4.1. Construction of Plungė Landfill for Household Waste (LI 9805.02.01)

The detailed analysis of the project is provided in the Audit Report No. 310-2-4 of 18 November 2001 of the Phare project LI9805.02.01.02 and its annexes, and is included in the working documents of the present Report.

Background

The Plungė landfill for household waste was constructed in 1985 in the territory of Žemaitija National Park – a place that is not suitable for such purposes. At the moment the landfill is overfilled with waste and pollutes the environment of the Park. The filtrate from the landfill is polluting surface waters as well as ground waters. Thus it was necessary to close the old landfill, and to construct a new one that would comply with the EU requirements. 

In 1990 the administration of Plungė municipality selected 16 ha of land in Jerubaičiai village for the construction of a new landfill. In 1992 the landfill was designed and the construction was begun. However, in 1998 the construction was discontinued due to the lack of funds. Then a private company Šilutės hidroprojektas had drawn up an investment project for the construction of the landfill, and in October that year completed a work plan. 

The projected capacity of the new Plungė landfill is 45 000 m³ of household waste per year. 

The objectives of the project

The overall objectives to be attained by the Project of the construction of the Plungė landfill are as follows: to carry out the recommendations set out in the Accession Partnership, to implement the National Environmental Strategy in the area of waste management, and to improve the conditions of the environment. 

The specific objectives of the project are: to construct a landfill for solid waste in Plungė, and to improve the technologies of solid waste management. 

Selecting and planning the project

The project complies with the priorities concerning household and other non-hazardous waste management set out in the Accession Partnership and reiterated in the National Environmental Strategy, as well as with the recommendations for waste management laid down in Agenda 2000.
 

When selecting the project that was to be financed by Phare and other funds, the Ministry of Environment did not have any clear selection criteria for carrying out the task. Nor had it compiled lists of priority projects. The reason for selecting the Plungė landfill project was the fact that the old landfill is overfilled, situated in the territory of the national park and pollutes ground waters. 

The Government of the Republic of Lithuania approved the National Waste Management Strategy and the Action Programme hereof by the Government Resolution No. 593 of 17 May 1999. Furthermore, a draft strategic plan for the development of a national system of municipal waste landfills was formulated. According to the plan, the system of municipal waste landfills is to become a system of county waste landfills in future. In other words, the plan is orientated towards the centralisation of the system of landfills in Lithuania. The provisions of the plan will be included into the National Strategic Waste Management Plan. 

Finance

The Project for construction of Plungė landfill for household waste (LI 9805.02.01) was financed by Phare funds as provided for in the Financial Memorandum for the 1998 Lithuanian National Phare Programme. The Financial Memorandum was signed between the EU Commission and the Government of the Republic of Lithuania. Pursuing to the above Financial Memorandum EU Commission set aside 0.5 million euro for the implementation of the Project. 50 000 euro of the sum was allocated for the consulting services, the drafting of the necessary documentation and for valuation of the contractor (LI 9805.02.01.01), and 450 000 euro – for the construction of the landfill (LI 9805.02.01.02). 

As to the Project Fiche, one has to say that it is not directly related to the EU requirements concerning the environmental sector, i.e. there are no references to the EU legislation or to the specific EU requirements, although the main aim of the Project is to implement the said requirements. Moreover, the objectively verifiable indicators
 set out in the Project Fiche are not clearly related to the aims and objectives of the Project itself and are rather vague, i.e. it is difficult to apply them when assessing the progress and they area not related to the EU requirements, e.g.

	Objectives
	Objectively Verifiable Indicators

	To contribute to the implementation of the National Environmental Programme though investments in the waste management projects. 
	( Improved solid waste management in the Plungė district;

	To construct Plungė Landfill for solid waste; to improve solid waste management practices in the region.
	( Plungė Landfill is operating.


Implementing the Part LI 9805.02.01.01 of the Project

Pursuing to the Phare Framework Contract the drafting of tender documents and the valuation of the contractor (i.e. the implementation of the LI 9805.02.01.01 part of the Project for Construction of the Plungė Landfill) were carried out by the consultancy firm Tebodin BV. The Financing Memorandum stipulates that the sum of money to be paid for the said services is 50 000 euro, whereas the Contract for services No. LI9805-02-01-0001 indicates that the price is 97 944 euro. According to the provisions of the above Contract, the services were to be provided in a period of six months beginning with March 2000. The contracted services include the following tasks:

· a short review of the previously drafted investment project;

· preparation of two tender dossiers – one for the Phare-funded works and the other – for the works financed from the loan taken from the NIB;

· assisting the organizers of the tender with the evaluation of tenders and in drafting of the Contract. 

Tebodin BV completed the above tasks successfully and submitted the final report in September 2000. Besides, Tebodin BV consultants participated in the evaluation of tenders for landfill construction. 

The main reason for selecting the Project for the Construction of the Plungė Landfill was the damaging effect that the old landfill had on the environment. However, at that time the National landfill development policy had not been formulated yet. It was completed at the time when the Financing Memorandum was signed and the consultancy firm was conducting their project review and preparing the project documentation. Thus one can state that in fact there was a possibility to take the Policy into consideration when carrying out the above tasks. 

In their Interim report Tebodin BV stated that the Plungė Landfill is going to be a temporary one, because the National landfill development policy stipulates that 25 km away from Plungė a new county landfill is to be constructed. However, the Monitoring Committee of the Project (the members of which also comprised officials from the Ministry of Environment), the aim of which was to draft the project documentation, did not take into consideration all of the consultants’ advice. In consequence, the Plungė project, due to the fact that the landfill will provide its services to merely one town, does not comply with the conception the national landfill system. Moreover, feasibility studies investigating the possibility to develop the Plungė landfill into a county landfill are not being conducted, and the project for the development of a solid waste management system in Telšiai county has not been drafted yet. Finally, at the planning stage of the Plungė landfill project, not a single solution for the closing of the old landfill was proposed, and as a consequence the Žemaitija national park is being further polluted by the old landfill. 

Implementing the LI 9805.02.01.02 part of the project

The overall expert examination of the project was carried out by the private company Projektų ekpertizės. Pursuing to the Resolution No. 72-2001-02 of 15 June 2001, which was submitted by the above-mentioned company, the construction work of the Plungė landfill were divided into two parts according to the sources of their funding: 

The works ascribed to Part I of the Project – access road, the main power 10 kV supply, transformer, fire fighting pond, biological treatment facility, equipment for chemical treatment of sewage, an office, and other projected objects to be constructed in the maintenance zone (Parts I and III of the investment project) – shall be financed by Phare funds.

The works ascribed to the Part II of the Project – correction of the area of the household waste grounds, construction of drainage and liquid waste collection systems, and other works related to the construction the household waste grounds – shall be financed by the loan taken from the NIB. 

The works financed by Phare funds were put out for tender. The municipality of the Plungė district (hereinafter – the Client) signed a contract No. LI9805-02-01-0005-136/03 for construction of landfill for solid waste with the consortium Plungės lagūna (hereinafter – the Contractor). The Client accepted the Contractor’s tender to complete the works, the total cost of which was 375 900 euro. 222 950 euro of the sum were allotted to the works of the Part I, and 152 950 euro for the works of Part III of the Project. The works ascribed to Part I and Part III were financed by Phare funds. The cost of the said works as specified in the Project Fiche amounts to 450 000 euro.

The Contract signed between the municipality of the Plungė district and the consortium Plungės lagūna stipulates that the works are to be completed in 10 months from the day the contract enters into force, i.e. by the 16th of September 2001. 

According to the documentation of the completed works, Plungės lagūna began the construction of the landfill in December 2000, and completed it in August 2001, which proves that the construction works were completed timely. 

The documents of the completed works point out that Plungės lagūna for the completed works of the Part I of the Project (construction of the access road, safety ditches and the fire fighting pond, pond for household waste collection, biological treatment facilities, sewerage, water supply system, rainwater system, fences, paving of the roads, installation of electricity, construction of office and garage buildings) received 222 950 euro, and for the completed works of the Part III (weighs, wheel disinfection pit, wastewater treatment facilities) received 152 950 euro; the total of which is 375 900 euro, as it is provided for in the Contract.

The Act on the Completion of Works No. 7 that was signed by the Client and the engineer responsible for the technical supervision of the construction works, includes the planting of 119 trees and shrubs. However, during the audit the said plants were not found. A municipality representative explained that the plants had not established well and as a consequence were pulled out. However, there are no documents proving the fact. The Contractor planted (or re-planted) the trees during the audit, i.e. in October 2001. 

The documents specifying execution of the “hidden”
 works that were due to be completed in July and August, 2001, were signed by the engineer responsible for the technical supervision of the construction works in October only, i.e. during the audit. Moreover, the minutes of the meeting between the manager of the Constructions Division at Plungė Municipality and the Contractor were not taken, despite the fact that this was set forth in the Contract for construction. In conclusion, the engineer, whom the Municipality of Plungė district appointed as technical supervisor of the construction works, carried out his duties without due care. One may mention that the technical supervision of the construction works cost the municipality 20 924 litas, which were allocated from the Privatisation fund and that the engineer is the employee of the municipality. 

Pursuant to the Government Resolution No. 682 of 6 June 2001 concerning the Loan to the Municipality of Plungė district, for the construction of the landfill the Municipality was given a 371 400 euro loan, which is to be paid back in 22 years. The money was allotted from the 20 million euro loan that was received on behalf of the state from the NIB and is meant for financing the environmental projects. The Ministry of Finance and the Municipality of Plungė district concluded the loan agreement No. 463 on 10 July 2001. 

The funds raised for financing the Project for construction of the Plungė landfill were collected from the following sources:

· 375 900 euro Phare grant;

· 371 400 euro loan from the Nordic Investment Bank (NIB);

· 59 000 litas from the Privatisation fund (for the supervision of the execution of the project as well as for the technical supervision of the project);

· 73 258 litas from the environmental fund of the Municipality of Plungė district (for the drafting of the project and for the expert examination). 

The works financed from the NIB loan were put out for a separate open tender. Private company Plungės lagūna won the tender. The works are due to be completed by 31 October 2001. 

Financing the project for the construction of the Plungė landfill from the borrowed money the National waste management strategy and its draft action programme as well as the EU directives, which require to apply the polluter pays principle, i.e. the principle according to which the local levies on the municipal waste collection and disposal of it cover the costs of construction, maintenance and finally closing of landfills, are not followed. The Municipality of Plungė district by the Resolution No. 32 of 1 March 2001 decided to repay the NIB loan from the municipal budget. The Resolution does not specify whether the landfill service prices will be increased as proposed by Tebodin BV Consultancy in their financial model. One may draw a conclusion that in the given the circumstances the polluter pays principle most probably will not be applied. 

Conclusions:
The specific objectives of the project were achieved, i.e. a new landfill with new waste management technologies was constructed, however the following shortcomings were identified:

1. At the project selection stage, the Ministry of Environment did not use clear project selection criteria. Besides, lists of priority projects were not drawn up. The project itself was selected to tackle the problems, the importance of which in the overall context of Lithuania was not defined. 

2. The Description of the Project Fiche does not provide for an adequate linkage with the EU waste management acquis. Besides, the objectively verifiable indicators specified in the Project Fiche are not clearly related to the project objectives and are not measurable enough.

3. Since the Plungė project is of a local character, it does not comply with a present concept on county landfills of Lithuania.

4.
When planning the construction of a new Plungė landfill, the problem of closing and recultivation of the old landfill has not been solved. Consequently, the landfill located in the Žemaitija National Park further pollutes the environment. 

5.
The Plungė District Municipality did not exercise proper supervision of works over the construction of the landfill. 

6.
As the Council of the Plungė City Municipality decided to repay a loan given by the Nordic Investment Bank from the Municipality Budget, there is a possibility that the polluter pays  principle will  not be adhered to. 

4.2. Varėna Wastewater System Development (LI 9805.02.02)

A detailed analysis of the Project is presented in the working documents of audit of the Phare Project LI9805.02.02 and in the audit report hereof No. 310-2-2. 

Background

· The Varėna wastewater treatment plant that existed hitherto was constructed in 1976. The plant is equipped with the filtration land plots and also provides mechanical sewage treatment. The capacity of the plant is only 40 per cent. Since the old facilities had been used for 25 years, they became obsolete and had physically deteriorated. The unpleasant odour that emanates from the old equipment has a damaging effect on the health of about 2500 inhabitants that live nearby. The ineffectively treated water pollutes the Dereznyčia stream, which is the tributary of the Merkys river, and the ground waters, which constitute part of Varėna’s drinking water supplies. The upgrading of the Varėna wastewater treatment plant (the development of new biological treatment facilities) will therefore have a favourable impact upon the environment, because:

· lesser amounts of polluted water will reach the basin of the Merkys and the Nemunas rivers, and therefore the Baltic Sea;

· the ichthyofauna of the Dzūkija National Park will be better protected, as will be the environment in the regions near the Lithuanian-Polish border.

Project Aims and Objectives

The Project aims at implementing the recommendations of the Accession Partnership as well as those of the National Environmental Strategy (in the sector of waters), and at improving the current condition of the environment. 

· The specific objectives of the Project:

· to upgrade the Varėna wastewater collection and treatment system;

· to reduce the levels of pollution of the ground waters; 

· to restore the biodiversity of the Dereznyčia stream and the Merkys river. 

Project selection and planning

As regards wastewater treatment, the Project complies with the priorities set forth in the Accession Partnership as well as in the National Environmental Strategy and in the Agenda 2000. 

The Ministry of Environment selected the project for upgrading Varėna wastewater treatment plant to be the project financed by the Phare and other funds without applying any established selection criteria. Furthermore, there were no lists of priority projects drawn up. The Varėna wastewater treatment plant project was selected because of the disastrous impact the plant has on the environment and because of the pollution of the ground waters that it causes. 

The Ministry of Environment has already completed the draft national plan for the implementation of the EU Council Directive 91/271/EEC on Urban Wastewater treatment. The draft plan specifies wastewater treatment methods, indicates the levels of pollution, and sets out the time and investment needed for the implementation of the above directive according to the size of an agglomeration. The above draft national plan will form the basis for any further planning of investments in modernisation of the wastewater treatment plants and development of the wastewater collection systems. 

The Project for the Varėna wastewater treatment plant upgrading was drafted taking into consideration the Feasibility study, which was carried out by private company Ekoprojektas in 1999. The drafting of the Feasibility study was financed from the Environmental protection fund of the Varėna municipality. Ekoprojektas also drafted the tender dossier. 

The maximum capacity of the new facilities specified in the feasibility study and in the tender dossier is 3500 m³ per day, whereas the average specified capacity is 2760 m³ per day. The residual concentration of the pollutants, when the number of inhabitants is between 10 000 population equivalent (PE) and the 100 000 PE is specified as follows: BOD7 – 15 (13) mg/l, suspended matter – 30mg/l, nitrogen – 20 mg/l, phosphorus – 1.5 mg/l). These indicators are in line with the National permissible level of pollutants (LAND 10-96). However, the nitrogen level (15mg/l) does not comply with the EU Council Directive 91/271 EEC on Urban Wastewater. 

In the period of 1998-2000 the average amount of wastewater treated by the private company Varėnos vandenys has decreased from 2545 m³ to 1792 m³ per day, whereas the projected average for the year 2001 is only 1685 m³ per day. This fact is not analysed in the Feasibility study. 

Fig. 1. The average amount of wastewater treated in Varėna
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It has been found out that despite the sharp decrease in the amount of treated water, the level of pollutants in the treated water has remained almost the same, which proves that the concentration of pollutants in the wastewater increased significantly. 

The Ministry of Environment had analysed the feasibility study of the project as well as the tender documentation, and in its letter No. 05-04-739 of 24 February 2000 informed the municipality of the Varėna district that the funds necessary for the project implementation would be higher than projected taking into consideration the capacities available for the project implementation. The Ministry further stated that the wastewater treatment plant would not be used in its full capacity, which would result in higher tariffs and, naturally, have a negative impact on the affordability of customers to pay the service. As a consequence, the Municipality would find it difficult to repay the loan. However, the Ministry’s opinion was not taken into consideration, and the technical specifications for the needed equipment had not been adjusted. The above-mentioned capacities of the wastewater treatment facilities had been adjusted to maximum 3000 m³ per day and minimum 2300 m³ per day accordingly. The adjustments were made only after the winner of the tender had been known and right before concluding the contract. The previously projected capacities were adjusted in order to lower the cost of the project. 

The consumers’ indebtedness to the Varėnos vandenys has been growing steadily – from 317,1 thousand litas in 1997 till 539,6 thousand litas in the year 2000. The company’s loss in the year 2000 was 255,1 thousand litas. And as the consumer indebtedness continues to increase, and the company’s activities remain unprofitable, there is risk that the company will default on its debt, whereas the polluter pays principle will not be applied.

Project Financing and Implementation

The 1998 Phare Financing Memorandum signed between the European Commission and the Government of the Republic of Lithuania provides for Phare funding for the project “Varėna Wastewater System Development” (LI9805.02.02).

The Project Fiche does not provide for an adequate linkage with the EU acquis in the water protection sector, i.e. the EU legal acts and requirements to be implemented under the project are not specified. Besides, the measurable indicators laid down in the Project Fiche are not related to the project objectives; they are too general and thus difficult to measure:

	Objectives:
	Objectively verifiable indicators:

	· Implement the National Environmental Strategy while making investments into the water sector;
	· Improved quality of water in the district of Varėna;

	Construct wastewater treatment facilities in Varėna;

Restore the biodiversity of the Dereznyčia and Merkys rivers.
	· Wastewater treatment in Varėna in compliance with respective standards.


As specified in the Project Fiche, the reconstruction of Varėna wastewater treatment facilities amounts to  euro 1.484 million, of which 0.75 million euro is provided from Phare funds.

According to the Contract for Developing Varėna Wastewater System No.LI9805-02-02-0006 entered into between the special purpose private company “Varėnos vandenys” (Client) and the Danish company Kruger A/S (Contractor) on 30 October 2000, the total price of the project accounts for 2 111 883 euro (excluding VAT), of which:

· Works financed from the Phare grant – 750 000 euro (excluding VAT);

· Works financed from the Lithuanian contribution (loans from the Privatisation Fund, the Nordic Investment Bank as well as the DANCEE Programme of the Danish Environmental Protection Agency (DEPA)) – 1 361 883,45 euro (excluding VAT).

The Project is included into the Public Investment Programme (2001-2003).

1 million Litas from the Privatisation Fund was allocated by the Resolution of the Government of the Republic of Lithuania No.885 of 28 July 2000.

1.1 million euro from the Nordic Investment Bank was allocated by the Resolution of the Government of the Republic of Lithuania No.1419 of 7 December 2000 as well as the Loan Agreement No.404 signed by and between the Ministry of Finance and the special purpose private company “Varėnos vandenys” on 19 December 2000. Annex 2 of the above Agreement provides for 9.213 million litas for the modernization of Varėna wastewater treatment facilities, of which:

· Phare grant – 2.996 million litas;

· Loan from the Nordic Investment Bank – 4 million litas;

· Grant from the Danish Environmental Protection Agency (DEPA) – 1.217 miilion litas;

· Privatisation Fund – 1 million litas.

The DANCEE Programme of the Danish Environmental Protection Agency awarded the grant for financing the technical supervision of the project, which is exercised by the Danish company Carl Bro A/S in accordance with an individual agreement, as well as contingencies. But in order to reduce the project price, just before signing the above Works Contract, the special purpose private company “Varėnos vandenys” and Kruger A/S decided to do without the contingencies accounting for 10% as specified in the project documentation. Therefore, it is unclear whether the DANCEE Progamme finances only the technical supervision of the project or contingencies as well.

Despite the fact that the project is co-financed, its funding from individual sources of financing is not clearly defined. In accordance with the above Works Contract, the financing of individual works or their stages from different sources is not foreseen, i.e. the plan for co-financing has not been drawn up. The above-mentioned Loan Agreement provides for a plan for the works to be carried out and the use of funds, however the Phare and DANCEE funds are not presented separately.

The Contract for Developing Varėna Wastewater System was signed on 30 October 2000, i.e. the day before the deadline set in the Financing Memorandum for signing contracts. The deadline for disbursing the Phare grant was 31 October 2001. The Contract provides for a period of 12 months for carrying out the works and at the same time specifies a deadline, which is 24 October 2001. As the Contract was signed in accordance with the FIDIC “Orange Book” (design, build and turnkey), there is a risk that a 12-month period is too short for carrying out the works, therefore the provisions of the Contract will not be implemented on time. Such a risk was not specified in the Project Fiche.

The experts exercising the technical supervision over the project would state during the meetings that the contractors were lagging behind both in projecting the works and implementing them. Therefore at the end of the audit (17 October 2001) it was evident that the project will not be finished on time and the facilities (at least a few of them) will not start operating this year (due to low temperatures and related technological specifications). According to the experts the possible turnkey date is November 1-5. The main works for constructing and installing wastewater treatment facilities have already been completed; the works financed from Phare will be finished on 31 October 2001. Other works will be financed from the loan.

Conclusions:

The project is ongoing. It is likely, however, that the specific objectives of the project, such as the renovation of wastewater collection and treatment systems in Varėna, the reduction of groundwater pollution and the restoration of the biodiversity of the Dereznyčia and Merkys rivers - will be achieved.  Yet the following shortcomings were identified:

1.
At the project selection stage, the Ministry of Environment did not apply clear project selection criteria.  Besides, lists of priority projects to be financed were not drawn up.  The project itself was selected to tackle problems, the importance of which in the overall context of Lithuania was not defined. 

2. The projected wastewater treatment capacities specified in the feasibility study are too high due to unrealistic wastewater quantities forecasts.  In addition, the financial analysis provides for too optimistic performance indicators of the company, compared with the present results.  The negative impact of tariff rises on the affordability of customers to pay was not taken into account though it has a direct influence on the timely repayment of the loan to the Nordic Investment Bank.

3. When drafting the tender documentation, the opinion of the Ministry of Environment on too high capacities of the projected wastewater treatment plant was disregarded.

4.
The Project Fiche does not provide for an adequate linkage with the EU acquis in the field of water protection.  Moreover, the objectively verifiable indicators laid down in the Project Fiche are not clearly related to the project objectives and are not measurable enough.

4. The residual total nitrogen concentration specified in the Project does not comply with the requirements for the total nitrogen concentration in treated water set out in the Urban Wastewater Directive (91/271/EEC).

6.
Since the works contract does not provide for the funding of individual works or its stages from different sources of financing, which means that the plan of co-financing has not been drawn up, the financing of the project from different sources is not clear.

7.
The works contract for Reconstruction of Wastewater Treatment Plant was signed with the term set in the Financing Memorandum running out.  Taking into account that the Contract includes design (in accordance with the FIDIC Orange Book), among the provision of other works, and the contractor was lagging behind the agreed timetable all the time, the twelve-month period specified in the Contract was a fairly short time frame for the implementation of works.  Thus the turnkey of new wastewater treatment facilities has been delayed.

4.3. Reconstruction of Panevėžys Wastewater Treatment Equipment. Panevėžys Sludge Lagoons (LI 9901.01)

A more detailed analysis of the project is presented in the working documents of the audit report No.310-2-5 of the Phare Project LI9901.01 of 7 November 2001(with annexes).

Description of the Audited Object

Panevėžys city is one of the “hot spots” in Lithuania, as specified by the Helsinki Commission (HELCOM). The seventh city in Lithuania in terms of pollution, Panevėžys was recognized as a priority “hot spot”. Panevėžys is the 5th largest city in Lithuania with a population of 130 000. Besides it is a large industrial centre with seven industrial sources of water pollution: sugar and alcohol plants, beer producing company as well as a few others. These industrial centres discharge considerable amounts of highly polluted wastewater. Panevėžys wastewater treatment facilities were designed and constructed during the Soviet times. These were supposed to treat both domestic and industrial wastewater. At present it is widely recognized that these facilities consume large amounts of energy. In order to ensure the discharge of higher quality wastewater in future, water treatment procedures should be modified or changed. Improved wastewater treatment will reduce the pollution of the Nevėžis river (the Nemunas river and the Baltic Sea).

Project Objectives
The overall objective of the project is to reconstruct the wastewater treatment facilities so that they would comply with the requirements set forth in the Urban Wastewater Directive.

Specific goals of the project are as follows:

· Quality wastewater in compliance with the regulations;

· Find a temporary solution to the storage of sludge (with a capacity of 400 000 m³);

· Meet international commitments Lithuania made to protect the Baltic Sea;

· Upgrade the current wastewater treatment facilities, including the reconstruction of the ventilation equipment;

· Supervise over the dewatering of sludge and its use.

Project Selection and Planning

The Project corresponds with the priorities to reduce wastewater pollution established in the Accession Partnership and the National Environmental Strategy. Agenda 2000 sets out recommendations in the field as well.

Building upon its Resolution on the protection of the Nevėžis and Šventoji rivers No.124 of 23 July 1994, the Government of the Republic of Lithuania drafted the environmental protection programme. In order to reduce the pollution resulting from discharge water, the above programme provides for the reconstruction of the Panevėžys wastewater treatment facilities. The Resolution of the Lithuanian Government on the Public Investment Programme for 1997-1999 and the List of the Construction Works of National Importance No.1208 of 17 October 1996 as well as the Resolution on the Approval of the Construction Works of National Importance No.1227 of 6 November 1997 included the present environmental investment project in the list of construction works of national importance.

The Panevėžys WWTP reconstruction project was drafted in accordance with the Phare-funded feasibility study prepared by the UK consultancy agency “Water Research Centre” (WRc). The feasibility study puts forth a proposal to divide investments into two parts: first, for the necessary works that would immediately improve the treatment of wastewater and removal of sludge and second, for the reconstruction of the sewage and pumping station as well as the preparation of the long-term strategy for sludge removal.

The goal of the project specified in the Project Fiche is to improve wastewater treatment, so that it would comply with the requirements of the Urban Wastewater Directive (91/271/EEC). The Directive states that the sludge resulting from the treatment of wastewater must be used whenever acceptable. But prior to reaching wastewater collection systems and urban wastewater treatment plants, industrial wastewater should be processed. The requirements set forth in the above Directive concerning the use of sludge and the primary treatment of industrial wastewater before reaching wastewater collection systems and urban wastewater treatment facilities were not taken into account, and the Project Fiche provides for Phare funds for financing the upgrading of wastewater dewatering and constructing a sludge lagoon that would solve the problem of sludge storage for the 10 upcoming years.

The new sludge lagoons with a capacity of 426 000 m³ were constructed though initially the project aimed at constructing lagoons storing 400 000 m³ of sludge. The projected annual storing capacities of lagoons were 43.8 thousand m³, but the amount of sludge has been on the decrease, e.g. there were 19 315 m³ of sludge in 2000, while during 9 months of 2001 – 16 464 m³. Huge amounts of polluted sludge lie in the protective zone of the Nevėžis river, but the possibility of removing the sludge in the appropriately equipped lagoons has not been explored.

The project “Panevėžys sludge lagoons” was selected due to the pollution of sludge with heavy metals and the peculiarities of the storage of sludge. When drafting the feasibility study, there was little hope that the concentration of heavy metals in the Panevėžys sludge will decrease to such a level that it would be possible to use the sludge in agriculture. Therefore, the only possible solution to the problem of sludge storage was to construct a place for the long-term storage of sludge in the near future. The utilization of sludge at the time was restricted by the document ((LAND 20-96 (1997) which was in force) regulating the use of sludge in agriculture. Even though the concentration of heavy metals in sludge does not exceed the limits set in the Directive on Sludge (86/278/EEC), pursuant to the Lithuanian regulations the only possible short-term strategy was to store sludge in lagoons (though it does not comply with the EU requirements).

In order to make the re-use of sludge in forestry and agriculture possible, the feasibility study recommended to examine the quality of sludge. However the special purpose private company “Aukštaitijos vandenys” has not prepared a programme for systematic sampling and analysis of sludge and has not carried out research on the wastewater released from industrial companies contributing to heavy metals discharge.

Project Financing and Implementation

The Financing Memorandum 1999 on large scale infrastructure programme (LSIF III) signed between the Government of the Republic of Lithuania and the European Commission provides for Phare funding for the project. The Project Fiche of the present Financing Memorandum provided for 13.4 million euro for the implementation of the project, of which:

· Improvement of wastewater treatment – the EIB loan amounting to 6.1 million euro and 4.3 million euro;

· Removal of sludge – Phare grant amounting to 3 million euro.

A tender was announced for the works to be financed from the Phare grant. The private company “Aukštaitijos vandenys” (Client) representing the Panevėžys municipality and the winner of the tender - “Panevėžio statybos trestas” (Contractor) signed a Contract on the Design and Construction of Sludge Lagoons No.LI9901-01-0001 on 29 March 2000. The price of the works as defined in the Contract amounts to 2 939 178 euro.

When implementing the investment project, the multilateral financing agreement No.20.244 on the loan amounting to 6 million euro was signed with the European Investment Bank. The Agreement states that the project is co-financed:

· The Republic of Lithuania, local authorities and “Aukštaitijos vandenys” - 4.2 million euro; 

· Phare grant - 3 million euro;

· Loan from the EIB - 6 million euro.

The Phare grant aims at the construction of Panevėžys sludge lagoons, i.e. one part of the whole project.

The project is co-financed, i.e. the construction of Panevėžys sludge lagoons was financed from Phare funds (2.93 million euro).

14.8 million Litas have already been used for the first stage of the reconstruction of Panevėžys wastewater treatment facilities, namely 10.4 million litas (Phare grant), 2.68 million litas (Privatisation Fund), 36 000 litas (municipality) and 961 250 litas (own resources). The above funds were used for the following works: construction of sludge lagoon, extension of wastewater network, purchasing equipment for sludge dewatering and renovation of buildings and the heating system. The loan of euro 6 million from the European Investment Bank has not been used yet, though the Public Investment Programme for 2001-2003 approved by the Resolution of the Government on the Loan from the EIB No.359 of 30 March 2001 provided for 1 million litas received from the EIB on behalf of the State for the funding of the project. The Resolution of the Government on taking out the Loan from the EIB on behalf of the State No.819 of 12 July 1999 stated that the loan will be relent to the private company “Aukštaitijos vandenys” following the signing of the guarantee agreement between the Panevėžys municipality and the Ministry of Finance. The above agreement has not been signed, i.e. only part of the funds specified in the Project Fiche of the Financing Memorandum for co-financing were provided.

The recent years, as compared to the data of the feasibility study saw a sharp decrease in the daily average amount of wastewater. In 1996, 29 500 m³/d of wastewater were released, while in 2000 – 18.600 m³/d. The amount of industrial and domestic wastewater decreased due to the downfall in industry and the rising level of unemployment as well as tariffs on water respectively.


Fig. 2. The average amount of wastewater treated in Panevėžys

It should be noted that despite the sharp decrease in the amount of treated wastewater, the level of pollutants in the treated water has remained almost the same, which proves that the concentration of pollutants in the wastewater increased significantly.

Therefore, to use the loan received on behalf of the State effectively, it is necessary to carry out comprehensive socio-economic research, redefine precise project parameters as well as realistic capacities of the treatment facilities, in other words to make amendments to the initial study, having an impact on the effective implementation of the water management project in Panevėžys.

Conclusions:

The objectives of the PHARE-funded project, related to the construction of sludge lagoons, were achieved.  However, a few shortcomings were identified during the audit:

1.
A temporary solution was found to the problem of sewage sludge storage, the final utilisation of sludge is not foreseen.
2.
One of the objectives laid down in the Project Fiche is compliance with the requirements of the Urban Wastewater Directive. However, the project only partly meets the requirements of the directive due to the possible reuse of sewage sludge.

3.
Until the present time programmes for systematic collection and analysis of sludge samples have not been drawn up, research on wastewater from industrial enterprises discharging a large proportion of heavy metals has not been conducted.

4. The problem of the old sludge lagoon, contaminated with industrial waste, located in the protective area of the Nevėžis river has not been solved, though it was one of the reasons for selecting the part of the project funded from Phare.

5. The EIB loan for reconstructing of wastewater treatment plant has not been taken out, which means the project is not fully co-financed (the main components of water management project are not co-financed).

6. To use the EIB loan effectively, it is necessary to carry out comprehensive socio-economic research, redefine precise project parameters as well as realistic capacities of the treatment facilities, in other words to make amendments to the initial study, having an impact on the effective implementation of the water management project in Panevėžys.

4.4. Strengthening Environmental Monitoring Capacities (LI 9912.01)

A more detailed analysis of the project is presented in the working papers of the audit report of the Phare project LI9912.01 and ISPA project 2000/LT/16/P/PE/002 of 6 November 2001 (with annexes).

Project Financing

Pursuant to the Financing Memorandum signed between the European Commission and the Republic of Lithuania on 17 December 1999, the European Commission pledged itself to provide support amounting to 2.5 million euro for strengthening environmental monitoring capacities of Lithuania, of which 1 million euro for the Twinning Programme (LI9912.01.01) and 1.5 million euro for the investment component – procurement of equipment for strengthening environmental monitoring (LI 9912.01.02).

The project is in compliance with the National Environmental Strategy which provides for the improvement of environmental monitoring. The project also complies with the medium-term priorities of the Accession Partnership as well as the National Programme for the Adoption of the Acquis.

Project Objectives

The overall objective of the project LI9912.01.01 as stated in the Standard Summary Project Fiche, approved on 1 November 2000, is the compliance of environmental monitoring with the requirements of the EU environmental acquis.

Specific goals of the project are to upgrade the quality monitoring systems of water and air in accordance with the EU legal requirements and train the respective personnel, i.e.:

· to draft a programme for the modernisation of the Lithuanian monitoring system and an investment plan, including the identification of equipment needs, calculation of expenditure, etc.;

· to draft primary and secondary legislation related to monitoring;

· to give recommendations on the management of monitoring information and data;

· to develop training programmes for monitoring agencies and laboratories;

· to purchase the equipment identified in the first stage of the investment programme (Project LI9912.01.02) and develop the information system. To achieve this goal, the Twinning partners have to draft technical specifications for the procurement of the concrete equipment as well as take part in the process of tender evaluation. 

The Project is comprised of 3 components, i.e. monitoring of air and water and monitoring laboratories.

Implementation of the Twinning Programme (LI9912.01.01)

The Twinning Covenant specifies the three stages for the implementation of the works in accordance with each component:

1st stage – analysis of the shortcomings of the current monitoring system: review of the management, dissemination, publication and interpretation of data; 

2nd stage – creation of the concepts and strategies for air and water monitoring. Compilation of the list of the necessary equipment.

3rd stage – training in quality assurance and quality control as well as data management.

The main Twinning partner is the Ministry of Environment of Germany. Experts from Denmark and Sweden also take part in the project.

The auditors noted that the programme was started in March 2001, i.e. more than a year after the signing of the Financing Memorandum. The Twinning Programme covers a period of 18 months, so it shall last till autumn 2002.

In accordance with the terms set in the Financing Memorandum a tender had to be held and the contracts for purchasing equipment necessary for strengthening environmental monitoring (Project LI9912.01.02) had to be signed until 31 October 2001. Therefore in a rather short time frame, namely 15 March - 15 June 2001 in the course of the Twinning Programme the specification of the tender for monitoring equipment of 10 kinds was drafted, defining the amounts and specific requirements of the equipment, though the Twinning Covenant states that the identification of needs, compilation of lists and preparation of tender documentation should be done during the second stage, having analysed the shortcomings of monitoring in detail.

Tendering (LI9912.01.02)

In reply to the letter of 3 September 2001 of the Central Financing and Contracting Unit on setting up the Commission for the evaluation of the Phare project “Equipment for strengthening environmental monitoring capacities” LI9912.01.02, the Ministry of Environment by the letter No.05-04 of September 2001 presented the list of the 7 members of the Commission, the majority of whom were the experts of the Joint Research Centre. Besides, the Phare Twinning experts were also invited to take part in the tender evaluation as observers and the Project Fiche provides for one task of the project team to prepare the list of the necessary equipment and the technical conditions and take part in the evaluation of tender bids. In addition, the Twinning expert observing the tender procedures was not provided with the interpretation from the Lithuanian language.

On 28 September 2001 the public agency CFCU presented the draft report on the evaluation of the tender for purchasing monitoring equipment that was held September 6-14, 2001 to the European Commission Delegation providing information on the low number of tenderers. No tender bids were submitted for taking part in the procurement the procurement of equipment in group No.10 (construction of environmental monitoring booths), therefore due to the small amount of the contract the Commission proposed to hold the tender in the form of interviews; even so the tender was not organised.

The total price of the equipment indicated in the draft tender evaluation report amounts to 1 612 507 euro, i.e. 112 507 euro (or 7.5%) more than the sum specified in the Financing Memorandum. The total procurement price in the tender evaluation report approved by the European Commission Delegation was reduced to 112 539 euro. The total procurement price corresponds with the sum specified in the Financing Memorandum, i.e. 1.5 million euro.

Conclusions:

The project is ongoing, therefore the intended objectives have not yet been achieved. However, the following shortcomings were identified:

1.
The Twinning Programme started more than a year after the signing of the Financing Memorandum due to the prolonged negotiations over the conditions of the Twinning Covenant.  Therefore, in order to sign a contract for purchasing monitoring equipment in accordance with the terms specified in the Financing Memorandum and to secure the Phare grant amounting to euro 1.5 million, the works under the Twinning project were not carried out in a planned sequence, i.e. the needs of purchasing monitoring equipment were identified, the lists compiled and the tender documentation drafted prior to the detailed gap-analysis of monitoring.  All of the above set preconditions for uneconomical and inefficient use of resources available for purchasing monitoring equipment (project LI 9912.01.02).

2.
The consultants involved in the Twinning Programme took part in the evaluation of tender bids for purchasing equipment as observers, though under the Twinning Project Fiche one of the tasks of the project team is to draw up lists of the necessary equipment and draft technical specifications as well as take part in the evaluation of tender bids.

4.5. Druskininkai: Wastewater Treatment, Upgrading and Extention (2000/LT/16/P/PE/002)

A more detailed analysis of the project is given in the interim report of the Phare Project LI9912.01 and ISPA Project 2000/LT/16/P/PE/002 of 6 November 2001 as well as the report on the ISPA Project 2000/LT/16/P/PE/002 No 310-2-3 with annexes.

Project Objectives

In accordance with the documents submitted, the main objective of the Druskininkai: Wastewater Treatment, Upgrading and Extention Project (the total value of the project to be financed from ISPA funds amounts to 5.5 million euro) is the renovation of wastewater collection and treatment systems with the aim to reduce the pollution of groundwater as well as mineral water and the pollution of the Nemunas river. The present project also aims at reducing pollution in the regions, which at the present time are not connected to the wastewater collection system.

Project Selection and Implementation

The project corresponds to the priorities for the treatment of wastewater set out in the National Environmental Strategy and the National ISPA Strategy. Besides, the project aims at the implementation of the investment heavy Directive on Urban Wastewater (91/271/EEC). The upgrading of Druskininkai wastewater plants and the development of the wastewater network is also included into the Public Investment Programme for the years 2001-2003.

The Financing Memorandum between the European Commission and the Lithuanian Government on granting ISPA funds for the reconstruction of Druskininkai wastewater treatment facilities and the development of wastewater network has not been signed yet (in fact it is the Lithuanian side which has not signed the document, while the EC representative signed the document on 22 December 2000) because the Druskininkai Municipality rejected the co-financing ratio. Mr Malinauskas, the Mayor of Druskininkai informed the Ministry of Environment, that the local authorities approve of the feasibility study drafted by the consortium Carl Bro a/s and the implementation of the technical, financial and organisational measures necessary for the successful implementation of the project. In accordance with the working documents submitted by the Ministry of Environment, the first draft provided for the following structure of financial investments (in accordance with the Financing Memorandum signed by one party – the European Commission):

· ISPA grant - 2.75 million euro (50 %);

· Contribution of the Lithuanian Republic –1.1 million euro from the Privatisation Fund (20%);

· Soft loan from the EIB with the State guarantee to the Druskininkai local authorities – 165 million euro (30%);

The Board of the Druskininkai Municipality by its Decision on the Approval of the Project Druskininkai wastewater treatment facilities upgrading and extention of the system No.444 of 30 August 2000 changed co-financing arrangements of the project:

· ISPA share - 3.575 million euro (65%);

· Lithuanian contribution (Privatisation Fund) - 1.5 million euro (20%);

· EIB loan to the Druskininkai municipality - 0.825 million euro (15%).

In accordance with the new model of financing, the ISPA grant increased to 0.825 million euro, and the soft loan decreased to 0.825 million euro. In such a way, the beneficiary was provided with the opportunity to repay the loan, as the size of the loan decreased from 30% to 15%. According to the Ministry of Environment, the structural changes to the financial assistance have been agreed with the DG Regio. However, upon the completion of the audit, it was determined that the Financing Memorandum has not been signed until now.

When analysing the feasibility study, it was decided that the consortium Carl Bro a/s has drafted a rather optimistic version of the project forecasting that the taxes on water supply and wastewater treatment will not exceed 2% of the revenue of the population. This means that the average family in Druskininkai will be able to pay wastewater bills and cover tariff rises. However, the Druskininkai municipality forecasts that the period 2002 to 2019 will see the increase in water supply and wastewater treatment prices from 2.3% to 4.5%, which means additional risk for the timely and full repayment of the loan to the EIB, because the level of unemployment at the present time stands at 30%. “Druskininkų vandentiekis” submitted accounting data, showing the increase in debt for water supply and wastewater treatment by 448 000 litas from January to July 2001 alone, which accounted for 1 645 thousand litas on 1 July 2001, while the bad debts stood at 54 000 litas..

The part of the feasibility study providing justification for the capacities of wastewater treatment facilities, states that until the year 2020 the Druskininkai population will increase from 20 8000 to 25 5000 inhabitants. At the moment the number of population in Druskininkai is on the decrease due to the high level of unemployment and the migration of the people from Druskininkai.

Taking into account the increase in the population (from 20 800 to 25 500 as well as 5500 tourists during holiday season), the Druskininkai municipality proposes the average daily capacities of the modernised facilities to be 5 600 m³. While the current daily capacities of the Druskininkai wastewater treatment facilities stand at 15 000 m³ and the actual average amount of the wastewater treated per day during months of this year was 2 868 m³/d.

Fig. 3. The average amount of wastewater treated in Druskininkai
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In accordance with the data submitted by the special purpose private company “Druskininkų vandentiekis”, average daily amount of wastewater per year are lower than those proposed by the Municipality, i.e. 5 600 m³/d capacities, as well as those specified in the project – 6 500 m³/d.

It should be noted that despite the decrease in the amount of treated wastewater, the level of pollutants in the treated water has remained almost the same, which proves that the concentration of pollutants in the wastewater increased significantly.

Conclusions:

The Financing Memorandum has not yet been signed due to the rejection of the Druskininkai City Municipality of co-financing ratio.

The project has not yet been started, however the following shortcomings related to the planning of the project have been identified:

1. The feasibility study conducted by the consultancy firm Carl Bro a/s provides for too optimistic forecast on the increase in the population in Druskininkai and related wastewater treatment plant capacities.

2. In accordance with the Financing Memorandum which has not been signed yet, the average daily capacities of wastewater treatment are 6 500 m³/d, while the actual volume of treated wastewater is on the decrease and does not amount to the 5 600 m³/d capacities as proposed by the Druskininkai Municipality.

3.
Due to the lower treatment plant capacities and the associated project value as well as the future maintenance expenses influencing tariff size, also due to the decreasing population, high unemployment and low affordability there is risk that the EIB loan will not be repaid in time.  When funding the wastewater treatment plant upgrading involving higher capacities than necessary there is a risk that the ISPA grant may be spent uneconomically
5. Conclusions

1. The National Environmental Strategy and its Action Programme is the main strategic document for the whole environment sector. However, the Strategy adopted in 1996 has not been updated over time; it is actually outdated and no longer under implementation, though the goals and priorities set down in the Strategy are not in contradiction with various sectoral strategies as well as programmes and plans related with Lithuania’s accession to the European Union.

2. Planned investments into the environment sector are not based on a clear and coherent financing strategy for environment. The Financing Programme for the environment sector, currently under preparation, should in future form a basis for planning investments into the sector of environment.

3. When selecting the projects, neither clear selection criteria were applied nor lists of priority projects to be financed were compiled.

4. Several projects were selected for the purpose of addressing urgent environmental problems of local nature, the importance of which in the overall context of Lithuania and its accession to EU was not defined.

5. Several projects do not fully comply with the requirements laid down in EU directives on concrete sectors, though references to respective directives are given in the project documents. Besides, not every project complies with respective sectoral strategies or their outlines.

6. When planning and implementing several projects the issue of closing old pollution sources has not been solved, thus the environment is further polluted. Moreover, the infrastructure objects under these projects are temporary, i.e. serving for up to ten years.

7. In most cases, feasibility studies provided for too optimistic prognoses for an increase in population, rise in industrial as well as other figures, which had a considerable influence on the scope of infrastructure objects. Too broad a scope of these objects has an impact on the equipment and maintenance expenses and that is related to the economical use of grants and possibilities for repaying loans received from IFIs.

8. In those cases when an employer was exercising the technical supervision alone, without the assistance of independent engineers or consultancy firms, the project supervision was not sufficient.

9. In several cases, co-financing plans have not been drafted, therefore the financing from certain sources is not clear.

10. The implementation of reconstruction project of the Panevėžys Wastewater Treatment Plant is not co-financed as foreseen. The loan granted by the European Investment Bank has not been used.

11. Project documents do not provide for references to the EU acquis on appropriate sectors.

12. The objectively verifiable indicators are not related to project objectives and are not measurable enough.

13. When implementing the Twinning Project on Strengthening Environmental Monitoring, the conditions regarding the project partners taking part in tender evaluation was not followed.

6. Recommendations

The Ministry of Environment as a public administration institution formulating the environmental policy and monitoring the implementation of environmental projects, is recommended:

1. To adopt decisions concerning further implementation or rejection of the National Environmental Strategy and the Action Programme and propose appropriate amendments to the Resolution No.I-1550 of 25 September 1996 adopted by the Seimas of the Republic of Lithuania

2. To establish procedures for the planning and supervision of environmental projects funded from Phare, ISPA and other sources of financing ensuring the projects:

· are selected in accordance with established criteria and priority lists;

· are in compliance with EU requirements and respective strategic documents;

· have clear objectives necessary for the project management as well as verifiable indicators;

· are thoroughly appraised.

3. To address the problem of constructing new infrastructure objects and closing the old infrastructure objects.

4. To insist on the proper technical supervision over the projects.

5. To address other shortcomings listed in this report in co-operation with respective institutions:

Plungė landfill

a) address the issue of closing and recultivation of the old landfill for household waste located in the Žemaitija National Park; 

b) explore the possibility of converting the new landfill for household waste into the landfill serving Telšiai County and amend the strategic documents on waste management accordingly;

c) insist on the “polluter pays” principle be followed, i.e. the prices for services are raised as defined in the financial model.

Reconstruction of Panevėžys Wastewater Treatment Plant

a) in order to use the EIB loan as well as other funds effectively, to launch additional research on the wastewater treatment plant project and monitor co-financing procedures;

b) explore the possibility of transporting the sewage sludge located in old sludge lagoons into the newly constructed, safe lagoons;

c) insist on systematic research on sewage sludge samples as well as wastewater of industrial enterprises;

d) address the issues of primary treatment of industrial enterprises wastewater as well as the use of sewage sludge in agriculture;

Druskininkai Wastewater Treatment, Upgrading and Extention

a) in order not to lose ISPA grant amounting to 2.75 million euro from the 2000 EU Budget (budgetary line B7-020), to sign the Financing Memorandum as urgently as possible;

b) having coordinated with the Commission, to adjust a common plan for funding;

c) carry out additional research on the parameters of wastewater treatment equipment and amend project documentation.

The National Environmental Strategy





The National Programme for the Adoption of Acquis





Strategies, programmes and plans for the development of other sectors





The National ISPA Strategy





�EMBED Excel.Sheet.8���








� In this context, the term implementation is used in a wider sense, including strategic planning, programming, selection, tendering, contracting and implementation.


� In order to answer the questions raised, a working paper including more detailed questions was drafted.


� The data taken from the National Development Plan.


� The formulation of the Strategy was financed from Phare and the Danish Environmental Protection Agency funds.


� A comprehensive set of proposals for EU internal reforms. Completed and published  by the European Commission in 1997. 


� Objectively Verifiable Indicators are the statements used for progress evaluation. They measure the achieved results as regards quantity and timing;


� The “hidden” works are the works the result of which is not physically seen – e.g. installation of electricity wires, laying the foundations, etc.
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