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insurance. According to CIFOR, informed
sources at MIGA suggest that the UFS deal
was very nearly guaranteed by the Agency
but because of concerns over unsecured legal
fibre supplies, UFS withdrew its application

Families living downstream of pulp mill
project in Indonesia
Photo: Barabara Happe/urgewald

in March 2004. Critically, the project was

not initially rejected by MIGA's internal due
diligence or internal impact assessment
process.® In 2006, MIGA engaged in talks with
UFS again, but have now concluded that it

is unlikely that they will provide any support
for this project.® Regarding the question

of International Finance Corporation (IFC)
finance for the UFS or Kiani Kertas projects,
the World Bank’ Indonesia Director replied that
“the IFC would have to be crazy to support
this project.”®” OeKB, the Austrian ECA had
been approached for funding after the initial
MIGA defeat but appears to have rejected the
project on environmental grounds.

Recently, in February 2008, the turn-key
contract with CMEC was replaced by a new
turn-key contract with another Chinese
company, China Metallurgical Group
Corporation. This construction company

85 S. Spek, Financing Pulp Mills, December 2005

86 Meeting with Walhi South Kalimantan, NADI, Solidaritas
Perempuan, Environmental Defense, September 2006

87 ibid

has accepted the responsibility to provide

a suppliers credit for the US$ 863 million
project.® This credit will probably be sourced
from Bank of China, which in March 2008
agreed to provide a credit line of 55 billion
yuan to finance the foreign activities of China
Metallurgical Group.®’ But ECAs might also be
approached again.

Fibre supply and expansion plans

UFS claims that the proposed mills will source
fibre entirely from sustainably-managed
plantations with minimal negative impact on
natural forests and communities. However,
research by Finnish forestry consultancy
Jaakko Poyry, and many independent
evaluations, including by the CGIAR Center

for International Forestry Research (CIFOR),
have shown that it will not be possible to
source the necessary quantity of pulpwood
from its existing legal plantations timber
sources. Their findings demonstrate that

UFS has significantly overestimated the
standing volume of pulpwood within existing
plantation concessions, the annual rate of
plantation establishment, as well as growth
projections for second and third rotations

at the site.®® A shortfall of at least 132,916

ha of existing acacias,®" and significant
damage suffered to the current plantation
area (through fire, illegal mining and oil palm
plantations) means that the mills are expected
to run out of plantation fibre within five years
of operation.” In both the short and the long
term, the mill will require significant additional
supplies of fibre, placing direct pressure on the

88 MCC20 Appointed Turnkey Contractor For MBBM Pulp Mill,
Announcement United Fiber System, Singapore, 24 February 2008

89 Strategic Cooperation Agreement was inked between MCCand
Bank of China, Xinhua News Agency, Beijing, 12 March 2008

90 Jaakko Poyry Management Consulting, Valuation of PT Menara
Hutan Buana Future Operations in South Kalimantan, Indonesia, January
2001; E. Jurgens/C. Barr/C. Cossalter, Brief on UFS, 2005; S. Fried,
Memorandum on Environmental, Social, and Financial Risks Associated
with Kiani Kertas, p. 12

91 Estimate by Global 2000/Friends of the Earth Austria based on
calculations by JP, CIFOR and industry insiders in South Kalimantan. D.
Hausknost, Der Fall UFS, 2005

92 E. Jurgens/C. Barr/C. Cossalter, Brief on UFS, p. 10



113,000 ha of natural forest that remains in the
concession area, including 44,000 ha of mixed
tropical hardwood as well as other forests in
Kalimantan and elsewhere in Indonesia.”

The already significant gap between fibre
demand and supply in Satui is further
increased by the UFS wood chip mill on Pulau
Laut that has recently begun production.
Planning projections for the mill outline the
intention to sell woodchips produced from
some of the same plantations designated for
the pulp mill in Satui.** Project documents
also indicate that UFS appears to be planning
to double the Satui pulp mill’s capacity to
process 1.2 million tonnes per year shortly
after construction.®® Such an expansion will
not only increase the likelihood of illegal
logging in surrounding natural forests but
force UFS to import significant volumes of raw
material from elsewhere in the region.

In light of these figures, UFS’s announcement
of July 2005 that it will also acquire and
operate the existing pulp mill Kiani Kertas

in East Kalimantan reduces the company’s
claims about the sustainable sourcing of its
pulpwood to absurdity: now UFS will have to
run two mills with already insufficient wood

resources.
93 ibid,p.V
94 ibid, P10
95 ibid, p.15
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Case Study IV

Camisea - Peru

Unresolved land issues and the
destruction of intact forests

The project

At a total cost of US$1.7 billion, the first phase
of the Camisea natural gas project involved
the construction of gas wells, a processing
plant and two parallel pipelines to the
Peruvian coast. The wells are estimated to hold

An indigenous family in Poyentimari.

Photo: Aaron Goldzimer/Environmental Defense

around 13 trillion cubic feet of gas, with more
than 480 million barrels of associated natural
gas liquids (propane, butane and condensate).
The project would link a collection of fields by
pipelines, providing natural gas and natural
gas liquids for domestic consumption and for
export. The gas pipelines run 714 kilometers
from the Camisea field to Lima on the coast,
while the liquids pipeline runs 540 kilometers
to a port south of Lima. Critically, parts of

the pipelines have been sited in one of the
world's most ecologically prized rainforest

in the remote Lower Urubamba Valley of

the Peruvian Amazon. According to the
Smithsonian Institute, the biodiversity of the
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Camisea region is unsurpassed in the world;
moreover, the gas development area (Blocks
88 and 56) covers areas which are subject

to legally-protected tenure rights of several
groups of un-contacted indigenous peoples
that have chosen to remain isolated.

The first phase project has been operational
since August 2004, during which time it has
been criticised for poor construction standards
by a Peruvian Congressional Commission?
and condemned for systemic failures to
protect indigenous populations from adverse
social impacts and human rights violations.
Despite these concerns, plans are currently
underway to expand it by developing a
liquefaction plant on the Peruvian coast to
convert natural gas in liquid natural gas for
export for export to US and Mexican markets.
The Peru LNG project, valued at US$ 3.9 billion,
is undertaken by a consortium of Hunt Qil
(United States), SK Corporation (South Korea),
Marubeni (Japan) and Repsol YPF (Spain). In
January 2007, a US$ 1.5 billion construction
contract was awarded to the American
company Chicago Bridge & Iron.”’In order to
supply gas to the LNG plant, the operating
companies have begun to develop a new
block of gas fields adjacent to the original
project (known as Block 56 or Camisea Il). The
pipeline to transport this gas to the LNG plant
is supplied by the Indian company Welspun
Gujarat Stahl Rohren.?®

Peru LNG’s owners will provide approximately
USS$ 1.5 billion for the US$ 3.8 billion project

and are seeking to raise approximately US$ 2.3
billion of long-term loans. Significant amounts

9 Peru Congressional Commission Confirms Inadequate Pipeline
Construction, Amazon Watch, June 2006. Available at: http://www.
amazonwatch.org/newsroom/view_news.php?id=1175

97 International Consortium Led by Hunt Oil Company Officially
Launches Peru LNG Project - Chicago Bridge & Iron is Awarded EPC Contract
for Gas Liquefaction Plant, Press release Peru LNG, Lima, 22 January 2007;
(B&I Awarded LNG Liquefaction Project in Peru, Press release (B&I, The
Woodlands, 23 January 2007; Peru LNG moves forward, Project Finance,
London, 30 January 2007

98 LNG export project's plant in main construction phase - Peru,
David Casallas, Business News Americas, 4 October 2007

are raised from two multilateral development
banks: The Inter-American Development Bank
(IDB) approved a loan of US$ 400 million in
December 2007. *° And in February 2008 the
International Finance Corporation, a subsidiary
of the World Bank, approved a US$ 300 million
loan for Peru LNG amid intense national and
international criticism.'®

ECA involvement

The original Camisea project involves two
consortia of energy companies, upstream
(gas production) and downstream (gas
transportation). Members of the upstream
consortium are Pluspetrol, Hunt Oil,

Along this access road the entire slope had

completely fallen away into the stream. No
wonder the water is dirty and people report
no fish!

Photo: Peter Kostishack

SK Corporation, Tecpetrol, Sonatrach and
Repsol. Downstream members are Techint,
Pluspetrol, Hunt Qil, SK Corporation, Grana y
Montero, Sonatrach and distribution partner
Tractebel.

9 IDB approves US$400 million loan for Peru LNG project, Press
Release Inter-American Development Bank, Washington, 19 December
2007

100 IFCBoard Approves Gas Investment to Support Economic Growth
in Peru Project is Largest Foreign Direct Investment in the Country’s History,
Press release IFC, Washington, 5 February 2008; Peru’s gas exporting project
gets World Bank loan, Reuters, New York, 5 February 2008



Early on in the project Chase Manhattan

Bank contributed a US$25 million loan to
Pluspetrol, guaranteed by the US Ex-Im
Bank.'®" However, in August 2003 following
pressure from environmental and indigenous
rights organizations, as well as members of the
US Congress, the Camisea Project was denied
financing of US$213 million by Ex-Im. Just
weeks later, the board of the Inter-American
Development Bank, a multilateral organization
with 27 member countries from the North and
South America as well as the Caribbean, voted
to fund the project, with the US representative
abstaining.

In September 2002, the Brazilian export credit
agency BNDES-Exim agreed to a loan of
US$109.7 million to the transport consortium
to buy steel tubes from the Brazilian
company Cofab, a subsidiary of Techint (Italy/
Argentina).'®? Later the loan was decreased
to US$102.8 million.'® In October 2005 the
transport consortium decided not to take up
the loan, and instead issue additional bonds
with a value of US$80 million. It is not clear
why this decision was taken.

A concession to distribute gas to industries
and electricity plants in the Lima region was
awarded to the Calidda, which is owned by
the Belgian company Suez Energy (formerly
Tractebel). Suez Energy is part of the French
Suez Group.'* The total investment costs
for the distribution part of the project

were valued at US$71 million.’® The total

101 Activists urge banks to steer clear of Camisea gas project,

Inter Press Service, Washington, 14 May 2002; N. Martinez/). Vallette,
Destabilizing Investment in the Americas: Public Funding for Fossil

Fuels After Rio, Sustainable Energy and Economy Network, Washington,
September 2002

102 Confab aumenta em 177,1% sua meta de exportacdo com apoio
do BNDES-exim, Press Release BNDES, 2 September 2002; BNDES could
provide US$100mn TGP pipeline loan - Peru, Business News Americas, 29
October 2002; BNDES approves US$109mn export financing loan for TGP -
Peru, Business News Americas, 28 November 2002

103 Camisea Pipeline - Deal Of The Year Nomination Region: Latin
America (Peru) Sector: 0il & Gas, Inter-American Development Bank,
Washington, December 2004

104 Website Cdlidda (www.calidda.com.pe)

105 Camisea Pipeline - Deal Of The Year Nomination Region
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investment was insured by the Belgian ECA
Nationale Delcrederedienst.'*

More recently (in 2005), Nationale
Delcrederedienst has agreed to an export
credit guarantee for dredging services to

be provided by Jan de Nul (Belgium) to the
planned liquefaction plant on the Peruvian
coast. Total investment costs for this project
are estimated at US$3.3 billion, of which 60%
is being sourced from loans for which ECAs are
being approached to guarantee.'”’

In January 2008 US-Exim, after having refused
cover in 2003, approved a US$459 million
export credit for Camisea I1.'°8 [t appears that
Italian ECA SACE also approved a guarantee
for Camisea Il in December 2007 but neither
the approval nor the amount could be
confirmed at this point.'® According to
Marubeni, one of the owners of the project,
the Export-Import Bank of Korea is also
expected to participate in the financing of the
project.’®

The UK’s ECGD was considering a guarantee
but after pressure from civil society, ECGD
confirmed in November 2007 that the
company had withdrawn its application.”"

Access to forests and illegal logging

As detailed in an earlier FERN paper,'? the
opening of previously isolated forest brought
workers, colonists and loggers to the area;

106 Tractebel Wins 30 Years Gas Distribution Concession In Lima, Peru,
Press Release Tractebel, Brussels, 3 May 2002

107 Website Nationale Delcrederedienst (www.ondd.be), Viewed in
January 2006; Website Proyecto Gato (www.proyectogato.be), Viewed in
January 2006

108 US Ex-Im Bank, Board Minutes, 24 January 2008. Available

at: http://www.exim.gov/article.cfm/0E64F560-05E1-1AB7-
58FDB218D6ABF577/

109 Confidential information from internal source at SACE, December
2007

110 Marubeni Corporation to Participate in Peru LNG Project, Press
release Marubeni Corporation, Tokyo, 29 August 2007; Website Korea
Eximbank (http://www.koreaexim.go.kr/en/fservice/m01/s04_03.jsp),
Viewed in March 2008.

m Email of 26 November 2007 from ECGD to Tom Griffiths, Forest
Peoples Programme

112 C Marijnissen, Export Credits. Fuelling lllegal Logging
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many of whom settled on indigenous lands.
Reports of violence and illegal logging in
indigenous territories increased dramatically
from 2001, when construction of the project
began. Local accounts reveal that Techint
began work on the pipeline route and access
roads illegally and without prior authorization
or permission from landowners. Despite
requests from local groups, the pipeline
consortium has reportedly failed to provide
enforcement capacity to protect the pipeline
route from loggers and have left responsibility
for controlling colonization in the hands of
local communities, potentially placing them
at the centre of future conflict over their legal
right to land and forest resources. More than
80% of Camisea Il or‘Block 56’is superimposed
on the lands of seven titled Native
Communities. At this point, questions remain
over the legality of the original demarcation of
Block 56 and the sale of concession rights that
did not ensure meaningful prior consultation
and consent of affected communities as
required by international and national law.'"®

AIDESEP, the official representative of
indigenous communities in the Peruvian
Amazon; and COMARU, the Machiguenga
tribal council, believe that pipeline developers
have long disregarded the legal rights of

local people and have endangered traditional
communities and the ecosystems they depend
upon. Specifically COMARU says pipeline
expansion violates Machiguenga rights, the
Peruvian Constitution and International Law.'*
In 2003, Friends of the Earth US reported that
U.S. Ex-Im’s Evironmental Impact Assessment,
obtained through a Freedom of Information
Act request, provided additional evidence

of illegal logging and significant social and
environmental damage. The assessment found
impact mitigation measures for Camisea to

be ‘woefully inadequate’and asserted that
they would result in‘irreversible impacts’ to
the forest and the spread of non-indigenous

113 T.Griffiths: Holding the IDB and IFC to account on Camisea I, p 17
and 37

114 Declaration by Indigenous Peoples in Defence of Life, Territory
and the Environment, August 2003. Available at http://www.bicusa.org/
Legacy/AIDESEP_camisea_statement_25.08.03.pdf

diseases. In 2005, after fifteen months of
operations, the pipeline suffered its fourth
significant spill as a result of failing to abide
by environmental requirements and reports
of illegal local damage made to date are too
numerous to list.""

Although some ECAs appear to have pulled
out of the project under pressure from civil
society, nothing suggests that their stated
environmental safeguard policies identified
the weaknesses in the proposed project
independently, and the support for the project
by ECAs from Belgium, the US and, apparently,
Italy suggest that the existing minimum
international standards are not an effective
screen for projects of this sort.

An indigenous community in the Urubamba
region.
Photo: Aaron Goldzimer/Environmental Defense

115 Friends of the Earth US, Press Release, August 2003. Available at

http://www.foe.org/new/releases/0803camisea.html
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Glossary

Category A project

The OECD Recommendation on Export Credits and the Environment classifies a project as
‘Category A’if it has the potential to have significant adverse environmental impacts. These
impacts may affect an area broader than the sites or facilities subject to physical works.
Category A, in principle, includes projects in sensitive sectors or located in or near sensitive
areas.

Common Approaches

Short for ‘OECD Recommendation on Common Approaches for Officially Supported Export
Credits and the Environment’ The Common Approaches aim to level the international playing
field by identifying and evaluating the environmental and social impacts of ECA-backed
projects.

Contract and revenue transparency

To ensure more responsible and equitable management of extractive industries, many
International Finance Institutions have started to endorse the principle of (conditional)
contract and revenue transparency as set out in the Extractive Industries Transparency
Initiative (EITI).

Due diligence

A term used for a number of concepts involving either the performance of an investigation
of a business or person, or the performance of an act with a certain standard of care. It can
be a legal obligation, but the term will more commonly apply to voluntary investigations.
In business transactions, the due diligence process varies for different types of companies.
The relevant areas of concern may include the financial, legal, labour, tax, environment and
commercial situation of the company.

Emerging market economies

An emerging, or developing, market economy (EME) is defined as an economy with low-to-
middle per capita income. Such countries constitute approximately 80 per cent of the global
population, representing about 20 per cent of the world's economies. Although a loose
definition, countries whose economies fall into this category, varying from very big to very
small, are usually considered emerging because of their developments and reforms. EMEs are
considered to be fast growing economies.
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Greenfield investment/project

A Greenfield Investment is the investment in a manufacturing, office, or other physical
structure in an area where no previous facilities exist. The name comes from the idea of
building a facility literally on a "green" field, such as farmland or a forest.

Hardwood kraft pulp

The ‘Kraft process’ describes a technology for conversion of wood into wood pulp consisting
of almost pure cellulose fibres. The process entails treatment of wood chips with sodium
hydroxide and sodium sulfide. The name is derived from German ‘kraft, meaning strength/
power but is most commonly used in the pulp and paper industry.

Reverse takeover

A'reverse takeover’ occurs when a publicly-traded smaller company acquires ownership
of a larger company. It typically requires reorganization of capitalization of the acquiring
company.

Single pulp line

Large, single-line fiberlines have become the standard for today's new market pulp mills.
Many mills started up in North America and Europe in the 1970s and 1980s utilised at least
two lines, either to produce both hardwood and softwood pulp or to generate the desired
capacity because a single line couldn't produce the necessary tonnage.

Sovereign debt agreement/sovereign counter guarantee

In a sovereign debt agreement or sovereign counter guarantee the host country’s
government pledges payment in case of default. Hence, when the ECA-backed exporting
company doesn't get paid for exported goods or services, it is reimbursed with public money
that its government will try to recover from the host country through such an agreement.

Special Drawing Rights (SDRs)

SDR is an international reserve asset, created by the International Monetary Fund (IMF) in
1969 to supplement existing official reserves of member countries. Today, the SDR has only
limited use as a reserve asset, and its main function is to serve as the unit of account of the
IMF and some other international organizations.

Turnkey contract

‘Turnkey' refers to something that is ready for immediate use, generally used in the sale or
supply of goods or services. The term is common in the construction industry, for instance, in
which it refers to the bundling of materials and labour by sub-contractors. A turnkey project
is a project in which separate entities are responsible for setting up a plant or equipment and
for putting it into operation.
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