THE ENVIRONMENTAL AUDIT COMMITTEE

EXPORT CREDITS GUARANTEE DEPARTMENT
AND SUSTAINABLE DEVELOPMENT

Memorandum from The Corner House

INTRODUCTION

1. The Corner House is a not-for-profit researath atvocacy group, focusing

on human rights, environment and development.

2. Over the past ten years, The Corner House baslglmonitored the policies
and operations of the UK Export Credits Guarantepddtment, submitting
evidence to a number of parliamentary inquiresd UK Government
departments. In addition, it has participated merfield missions to assess the
social and environmental impacts of a number ofgats for which ECGD
support was or is being sought, notably the fimud Yusufefi dams and the
Baku-Tiblisi-Ceyhan pipelirie It has also undertaken in-depth research into a
number of ECGD-backed projects that have beenediby allegations of
bribery and, following court action, successfulig@ed for the strengthening
of ECGD’s anti-bribery rule3 Recently, it applied jointly with WWF for a
judicial review of ECGD'’s decision to give a legabinding, but conditional,
undertaking to support Shell’'s Sakhalin 2 oil aiad groject before the

completion of a satisfactory environmental impasessmertt.

3. The Corner House welcomes the Environmental tAOdmmittee’s current
inquiry and is grateful for the opportunity to commnt on a number of the

issues that the Committee has chosen to examirset asit below.

A. ECGD’s Decision-Making Procedures and Sustairide Development

4. The ECGD has been charged by Ministers with @mgthat “its activities
accord with other Government objectives, includimgse on sustainable

development, human rights, good governance ane.tfathis duty, however,



is viewed by ECGD as “secondary” (its wordihty) the fulfilment of what the

Department views as its primary purpose: the fatitn of UK exports.*°

5. The consequences of this ordering of priorgiesevident at every level of the

ECGD’s decision-making:

Not a single application for ECGD support is formaly assessed
against the UK’s stated sustainable development adsjtives.Although
the Department seeks information on the environaiemtd social impacts
of the goods for which applicants seek supportctse handling
procedure’ do not assess — or require to be assessed —dépgtability of
support for a given export against the Governmeniisent international
priorities for achieving sustainable developmértThe extent to which
an export will assist in “eliminating poverty in @ocountries** or in
“delivering sustainable consumption and producpatterns” or in
“reducing the rate of biodiversity loss” is not fiwally required to be
assessed — and could not be reasonably assegssedtigases on the basis
on the information gathered through the ECGD’s emrnental impact

guestionnaires.

Even where the ECGD’s Business Principles Unit peto implement the
Department’s Business Principles) makes a detagsdssment of a
project, as in the case of “High Impact” projeatsis as the Baku-Thbilisi-
Ceyhan oil pipeline, “international standards” (s&s the World Bank’s
ten safeguard policies) rather than the UK Govemtiaesustainable
development objectives are the benchmark againistwtheacceptability
of the project is assess&d® Such international standards do not embody
either the UK'’s stated sustainable developmentabivies (as exemplified
by Government statements and initiatives) or thesldkistainable
development obligations (as exemplified by inteiore! undertakings).
ECGD’s decision-making procedures thus entirely ontiformal

scrutiny of the compliance of projects with a key equirement imposed
on ECGD by Ministers under the Department’s currentMission
Statement



Seventy-one per cerf (by value) of the guarantees issued by ECGD in
2006-07 went unscreened for any environmental or s@l impacts.
Despite two parliamentary Select Committees — tirBnmental Audit
Committeé® and the Trade and Industry Committee both
recommending that all contracts being consideredudpport should be
subject to environmental screening, the ECGD exitludes defence and
aerospace contracts (which make up the bulk dfussness) from its

screening procedures.

The environmental screening process adopted by tHeCGD —
described by the Select Committee on Trade and Indiry as "the
weakest form of environmental screening” — is not ésigned (let alone
intended) to screen out unsustainable projects, buherely to collect
information in order to categorise them by their pdential impacts. No
application for support, to The Corner House’s klealge, has ever been
refused on environmental grounds as a result o¢heening process.
Moreover,analysis of documents released reveal that projectgith
potentially high impacts (such as nuclear power plats) have been
categorised as “low impact”, thus requiring no enwionmental impact

assessment

Although ECGD requires all projects that it suppdd comply “in all
material respects” with the World Bank’s ten safigustandard® these
standards do not represent best practice in sustaaile development
and do not address many of the issues on which thiK Government
has promulgated sustainable development objectivegith which the
ECGD is required to accord— for example, human rights, sustainable
consumption and good governance. Indeed, the VlBattk standards are
now recognised as being wholly inadequate for ssfetjing against the
environmental and social impacts of dams, an isgueh The Corner
House has brought to the ECGD'’s attenfibn.

Although the Business Principles Unit is responsibl for ensuring that
cases being considered for support comply with ECGP Business
Principles,? it has no powers that would enable that responsility to

be adequately or properly dischargedIt can gather information on a



project and it can relay its concerns, along wéttommendations, to the
ECGD’s Underwriting Committee. But it is for the tdarwriting
Committee to decide whether or not those concemaeted upon, for
example through recommending that the project heseel or that
conditions are written into the project agreememtsThe Corner House’s
view, this institutional arrangement fatally degpiiises the ECGD’s

sustainable development obligations.

ECGD has reserved wide powers to derogate from itstated
sustainable development and procedural standardshts seriously
weakening their effectivenessCategorical policy statements (for
example, that all projects should comply with Wdslank safeguard
policies) are hedged by other statements that 16D to exercise wide
discretion in their application (for example, titatprocedures as laid
down in its ‘Case Impact Analysis Process’ paper‘apot a statement of
what will be done in every casé®jThe ECGD does not normally disclose
decisions to derogate or the nature of the derogsitapplied. However it
has acknowledged to The Corner House that derowatiere applied to
the South Pars oil development in Iran (classeB®ED as a high
impact)®* ECGD has refused requests from The Corner Haurse f
information on the specific derogations. Howevke lawfulness of the
ECGD’s claimed power to derogate from procedurasttiie Secretary of
State has chosen to incorporate into ECGD’s detisiaking practices
(such as requiring an environmental impact asse#3rnas recently been
the subject of an application for judicial revie?R) by WWF and The
Corner House in relation to the ECGD’s decisiogitee a legally-binding
but conditional commitment to support Shell’'s Sdkha oil pipeline,
despite the project’s environmental impact assessheing incompleté®
The JR application has now been withdrawn followgieell's withdrawal

of its application for support.

Although the ECGD notifies other Government departnents about
“Sensitive Cases” and invites their input, the nofications that have

been released to the public do not seek or even itezrcomment on



compliance with the UK'’s sustainable development géctives.In the

case of the Sakhalin 2 oil and gas project, ECGi & following note:
“Dear All, I would like to brighten up your Fridafternoon by
letting you know about two potentially sensitivesea that the ECGD
is currently considering. The first is the Sakhali(Phase 1) oil and
gas project in eastern Russia . . . The assessh#m project is
likely to go on for at least another six months Wwetare asking you
to indicate your initial interest within the nextd weeks . . . If

anyone has any questions or would like to discitbereproject,
please feel free to get in touchsegAnnex 1 for full text)

No specific questions are asked and no indicatagvien as to the areas
of compliance with UK sustainable development poba which ECGD

would seek advice.

The Department of Trade and Industry (DTI) replyHis note focuses
only on the Department’s strategic relations withks&a. Whilst this was a
legitimate concern, given that accord with UK tradigectives also forms
part of the Business Principles, the lack of anyeeentary on the
project’s compatibility with those sustainable depenent objectives for
which the DTI had responsibilityis of concern. Indeed, it is hard to see
how the ECGD could properly assess such compayiwithout reasoned

input from the DTI :

“Thanks for this. Sakhalin Il is of course well-kmo to us and
features prominently in our Russian strategic timgkWe have no
concerns at this stage, but we would like to be kemre of the
developments and discussions to avoid things go@ag-shaped®

Although DEFRA (Department for Environment, Foodi d&ural Affairs)
responded directly addressing policy concernsirgldb sustainable
development — expressing fears over the projeptdentially devastating
effects . . . on the local environment and in patér on an endangered
population of whale€® (see Annex 2) — ECGD nonetheless gave a

legally-binding (if conditional) undertaking to qugrt the project.

Departmental replies to other Sensitive Case NMatifbns that have been
made public also raise questions over the adequfattye information
provided to ECGD as a basis for deciding whetheradra project

complies with the UK’s sustainable development cétments>®



6. The Corner House views the decision-making procedes set out above as
totally inadequate to the task of re-orientating tle Department’s activities
towards compliance with the Government’s sustainalel development
objectives, let alone ensuring such complianc@lthough the Business
Principles Unit has been able to use the envirotahsoreening procedures to
bring some small improvements to proje@tsyerall the ECGD’s portfolio
remains as skewed as ever towards sectors, swrimasexports, and oil and
gas infrastructure development, whose adverse itaacsustainable

development are well documented.

B. Inadequacy of Business Principles and Need f&roactive Approach

7. The objectives of the ECGD’s Business Principleslargely aspirational and,
as documented above, their implementation diseratio As suchthey fail
to provide the incentives, penalties and binding res that would make
them a suitable instrument for ensuring that the EGD business practice

accord with sustainable development objectives

8. The Corner House believes that the ECGD’s omeratwill continue to
remain at odds with the Government’s sustainableldement commitments
unless the Department takes proactive measureshode businesses that are
unsustainable. At present, however, the ECGD igedyipassive in its
approach to the sectors its supports, arguingttetequired under its
founding Act of Parliament to consider all applioas and that it “can

consider supporting only that business which coes”3*

9. The Corner House notes that the ECGD alreadsatggwhat are in practice
“exclusion lists”, ruling out, for example, appltaans for countries that are off
cover. Projects that involve child and forced labate also nominally
excluded from consideration for support (althougtently the ECGD has
weakened the wording of its commitment to this @gl*? The Corner House
sees no reason why ECGD should not institute snaxelusion list (as
operated by the European Bank for ReconstructionCevelopment) for
projects that it considers at odds with its susthle development objectives.

The Corner House believes that such a list could bestituted without



exceeding its lawful powers under the 1991 Exportral Investment
Guarantees Act, from which the Department derivests statutory duties.

C. ECGD's Due Diligence and Monitoring
10. The ECGD does not normally disclose the impasessments that it makes of
projects and has only ever done so in responsestdBm of Information
requests. Despite initially acceding to multiplguests for assessments, the
Department has recently refused to release moretthaat a time, with

requests being dealt with on a “first come firgved basis”.

11. Very few assessments have therefore madewhsgiinto the public domain.
Those undertaken for the Baku-Tblisi-Ceyhan (BTiCpipeline project;
Shell's Bonny Island Nigeria LNG Project; the So&tars 9 and 10 project,
Iran; and the P-52 oil production platform projeé&tazil, have been released
to The Corner House. However, the Business Priesiplnit's assessments of
the projects have, in all cases, been entirelyateda It is thus impossible to

know what their assessments were.

12. Attempts by The Corner House to obtain the dexceed minutes of the
Underwriting Committee meeting at which the BTCjpob was considered
(and thus to assess whether or not the recommendatiade by the Business
Principles Unit with respect to the project wereegated and what form any
subsequent action took) have also been refusedet#wirom the material
disclosed, it is clear that at the time the projeas approved, a number of

environmental and social issues remained unresdiVEdese included:

Return of land usage rights in Turkey;
Ceyhan fisherman report and compensation;

Oil spill response plan.

The failure to ensure that compensation and lagfutsiissues had been
resolved prior to approval constitutes, in The @ordouse’s view, a clear
breach of the World Bank’s safeguard policy on lomtary Resettlemefit—
one of the standards against which ECGD assessqutdiect. It is also of
concern that subsequent monitoring by non-governmganizations,

including The Corner House, record that compensasisues remain



13.

unresolved for many villagers. The Corner Houseeustands that evidence to
this effect has been submitted by the Committe&imen Alternatives
(Georgia) and by PLATFORM and Kurdish Human Ridhtsject (UK).

The failure to secure an oil spill response plaargo approval of the BTC
project is also of great concern, the more so gillersubsequent release (by
the then Department of Trade and Industry) of a&fgorand Commonwealth
Office telegram (dated 1 April 2004 — thus after&Tapproval for the
project) detailing the absence of any credible Eymecy Response plan in
Azerbaijan, one of the three countries through Whine pipeline passes. The
telegram reports on a “UK-US-BP stock-take” hodtgBP’s Health and
Safety team, and summarises the state of emergédaeying in the event of a
major accident involving the pipeline:
“The bad news is that there is no machinery forcgato-ordination or
planning input from relevant ministries or agendegond the Presidential
Aparat, and no link into the National Security ColinSo in a major civil
contingency or terrorist attack, apart from thegbhumilitary response
there would be no civil command structure, no lageincy and probably
no effective communication between relevant mirgstand agencies.
This leaves BP’s own crisis response team expa@sethey laconically put

it, to “over- or under-enthusiasm” from the miligaand other interested
agencies getting in the way of an effective resptifis

The Corner House is also concerned that a nuailpgojects with potentially
high environmental, social, debt or developmentgdacts, including the
alleged use of child labour, have been classifieBBGGD as being of medium
or low impact. Projects classed as being of lowantgare not scrutinised
further by the Business Principles Unit; medium &mipprojects require a
limited “impact questionnaire” to be completed; dadh are exempted from

requiring an environmental impact assessmieBxamples of concern include:

Year Market Exporter Project Case Impact
2005-06 Korea Alstom Power Shin Kori Low
Conversion Power Station
Ltd
2005-06 Korea Alstom Power Shin Wolsuing| Low
Conversion Power Station
Ltd




Comment:

Although both projects are listed in the ECGD’s AahReport for 2005-06 as
“power stations”, they are in fanticlearpower stations.

After a number of refusals, The Corner House obthitne Case Screening form fo
the Shin Wolsuing Power Station (Annex%)?l’he original screening appears to h
been undertaken by COFACE, the French export ceggihcy, with the export bein
reinsured by ECGD.

Although the case screening officer correctly resjeal “Yes” to the form’s questiot
as to whether or not the project was a nucleartptdine (the officer's identity has
been redacted) nonetheless classified the expidasmpact” despite a note in thg
form that states: “If ‘yes’ to any of these [ques8] then probably Medium or High
impact”.

No impact questionnaire was subsequently completed.

ave

AY%

Year Market Buyer Project Case Impact
2005-06 India Jindal No. 3 Single | Low
Vijayanagar | Strand Slab
Steel Ltd Casters
Comment:

Jindal Vijayanagar Steel Ltd has been accusedingwhild labour in mines,
operated by “sister companies”, that supply onisgblants®® Although the charge
has been denied by the comp&h¥he Corner House believes that the ECGD’s
absolute ban on the use of child labour in thegmtsjit facilitates should have
triggered enhanced due diligence.

The completed screening form has been releasedddCorner House. Although on
“yes” was given to a question where a “yes” respamgrits a probable “medium” g
“high” impact classification, the project was ndmaess classed as low impact.

The completed screening form gives no indicati@t BBCGD was even aware of th
allegations of child labour.

An impact questionnaire was also completed forpitogect (although, technically, a
a low impact project, this was not required). Mafhyhe questions in the
guestionnaire are unanswered, including thoseimgl& resettlement and whether
not the project would “cause, require, bring albmustimulate” child labour.

= D

7]

Year Market Buyer Buyer Case Impact
2005-06 Iran Kala Naft Co| Dry Low
compressors




Comment:

Kala Naft is listed by the Japanese Ministry of Bmmy, Trade and Industry (METI)
as a company suspected of involvement in procurialpgical, chemical and nuclear
weapons of mass destruction. The list, which isatgd annually, is available at
http://www.meti.go.jp/press/20080610009/200806 102(HIf.

The Wisconsin Project, a US organisation that noositran’s weapons programme,
has also reported that that Kala Naft was "idezdifoy the British Government in
February 1998 as having procured goods and/or téagi for weapons of mass
destruction programs".

Year Market Exporter Project Case Impact
2005-06 Philipinnes Mabey and | Highways, Low
Johnson bridges and
flyovers
Comment:

The contract has been subject of corruption allegaf® In addition, concerns have
been raised over its minimal development beneitmy of the bridges, built for a

two-lane highway, connected to single track digds; others did not even connect to a
road*!

14. Documents released to The Corner House undedbm of Information
legislation also raise questions about the adeqobtlye ECGD’s due
diligence on the choice of an experimental antragion coating for the Baku
Thilisi Ceyhan oil pipeline project, for which B®tained ECGD support. The
coating had never been used previously on a pgelirsimilar design, nor
had it been properly tested prior to its selechgBP** In 2002 — two years
before the approved funding for the project — BRis consultant, Derek
Mortimore, warned that the chosen coating (knowSRE 2888) was “utterly
inappropriate to protect the pipelin&"As predicted by Mortimore, the SPC
2888-coated sections of the pipeline have beerestut) extensive cracking.
BP did not inform ECGD, which found out only aftee problem was
exposed in Britain’Sunday Timesewspaper. Over one quarter of the
pipeline in Georgia (through which the pipeline g8 was later found to
have been affectéd.In June 2004, the ECGD (and its responsible Menjst
claimed that the coating had been widely used milai pipelines? The
claim was repeated by the ECGD in a letter to Ttk Industry Committee
of 19 July 2004? despite the ECGD having informed the Ministera#fbn 8
July 2004 that SPC 2888 “had not previously beed ws a pipeline with

10



15.

16.

17.

polyethylene coating’ Such confusion strongly suggests a lack of due
diligence on the part of ECGD, which should haverbaware whether or not

such a major safety component of the pipeline wasas not experimental.

The cracking of the pipeline coating is not tiered in the publicly-available
environmental monitoring repoffsundertaken by independent consultants on
behalf of ECGD for the period from when the probleas first discovered by
BP (December 2003) through to July 2004, by whe®GBGtated that it was
"reassured" BP has identified the problems andobnag place "rigorous
monitoring and corrective action syste$* Documents released to The
Corner House under FOfAalso reveal that BTC Co did not submit any
incident report to ECGD on the extensive crackilogpg the pipeline in
Georgia, despite being obliged under the loan agee¢s to notify any

incidents that might have a material impact onpipeline.>

Although BP's failure to report the crackingaably constituted a clear
default of the environmental reporting conditionghe loan agreements, the
default procedures were not invoked. The failuréhefUS Overseas Private
Investment Corporation (OPIC), one of the US leaderthe project, to
invoke the default clauses has been the subjexitofmplaint to the agency’s
Accountability Office by Green Alternatives of Ggia>* OPIC’s response
confirms that BTC Co failed to disclose crucialamhation in a timely
manner, but did not pronounce on whether the preyas in default of
OPIC’s loan agreements. It recommended closer mami of the pipeline
coating in order to prevent corrosion and le#ks. 2006, a major
investigation by Bloomberg, the financial news agyemeported that BP had
given the monitoring contract for its Azerbaijasets to Rasco International
Ltd., a Baku-based building company with no presipipeline monitoring

experience’

More generally, The Corner House is concethatithe arrangements used
by ECGD to monitor projects are not sufficientlg@pendent. In the case of
the BTC pipeline, BTC Co blocks the release of emmental and social
monitoring reports if it disagrees with their findis® but such findings are
only made public after they have been presentedet®TC board! In

addition, the terms of reference for the Social Redettlement Action Plan

11



(SRAP) panel set up to monitor the social impa€the project specifically
state that its main role iotto identify areas of compliance and
noncompliance but rather to provide guidance amebileshooting advic®
As such, it is questionable whether it should besaered a source of

definitive judgment on compliance.

D. Information Disclosure

18.

19.

20.

Under the Environmental Information Regulati@Regulation 4/1), the
ECGD has a duty of proactive dissemination of emuinental regulations, at
least for information obtained aftet January 2005. The Corner House’s
experience is that ECGD is failing to discharge thay. Key documents
which would enable the public to monitor (and img@pthe effectiveness of
ECGD'’s due diligence and other procedures are reitbeied to the public (for
example, derogations from standards) or made dlaitanly after prolonged
Freedom of Information requests. The Corner Howdiees that ECGD
should adopt a policy of posting on its websitecalinpleted environmental
screening assessments, impact questionnaires laedastsessments of
projects by the Business Principles Unit as a mafteourse, albeit, if

necessary, with redactions to preserve commeroigidentialities.

The Corner House also believes that, as aginsiitution supported by
public funds, ECGD should make publication of basigject information —
name, a short description of the project, its piérnvironmental, social and
human rights impacts and its impact category —eagudition of appraisal for

all projects, including cases involving insuranodyo

The Corner House notes tdacuments released as a result of Freedom of
Information requests have regularly revealed instihal failures and, in some
cases, arguably unlawful decision-making by ECG éxample, with
respect to the weakening of anti-corruption procesliand to the granting of a
legally-binding, if conditional, undertaking to qagt the Sakhalin 2 project).

The Department’s current approach to disseminatfanformation can only

12



encourage the impression that its refusal to reldasuments reflects a desire

to keep the public in the dark rather than to proliegitimate confidentialities.

E. The OECD and ECA Reform

13



21.

22.

23.

24.

25.

The OECD’s Working Party on Export Credits &rddit Guarantees (known
as the Export Credits Group) is the only multilatdorum addressing

environmental and social standards for export tiagkncies.

The Group operates at the pace of its mostaigeat member, all decisions

having to be made by consensus.

Since 2000, the group has been negotiating a@omenvironmental standards
for OECD Export Credit Agencies, adopting an agreeintknown as the
“Common Approaches”) in 2003. The Common Approackas updated in
2007 and now has the stronger status of an OECDrR®aendation.
Although progress has been made in expanding titdeuof standards
against which ECAs must now assess the projecysstingport, and with
which projects are expected to comply, the Commppréaches retains a
loophole allowing derogations. This loophole hadely been exploited by
ECG member ECAs, bringing the Common Approached fjagteed the ECG)
into disrepute. Projects from which UK companiegehaithdrawn on
environmental grounds (such as the llisu Dam irk&yy have now been
funded despite the financing ECAs acknowledging the project violated

150 important World Bank/IFC Performance Standaglirements.

No mechanism currently exists within the Expnedit Group to hold
member ECAs to account. Until such a mechanismsistiuted, the Export
Credit Group is unlikely to prove more than a taksiop for standards, rather

than a mechanism for on-the-ground improvemenBEJdA-backed projects.

In 2007, non-governmental organizations sepoaposals for independent
peer assessment of member ECA as a mechanismsteoisiith that
employed elsewhere in the OECD, for improving thelementation of the
Common Approaches. The proposals were sent to E@@Do the Export
Guarantees Advisory Council in March 2008Jo response has been received

from either body, nor even an acknowledgment.

The Corner House
June 2008
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Annex 1:

From: Graham.Rowcroft@dti.gsi.gov.uk@INTERNET@ECGD

Sent: 04 March 2003 12:03

To: Martin McKee

Cc: Darbyshire Brian (Mr B); Bryan Simon (Mr SR); Gastaldello Christian (Mr
CM); Mielniczek Mike (Mr MJ)

Subject: FW: ECGD Potentially Sensitive Cases

Martin

ci Brian, Simon, Christian, Mike

Brian's comment below sums up Sakhalin. No comment at this stage on the
Steel Plant

Graham

From: Darbyshire Brian (Mr B)

Sent: 04 March 2003 11:07

To: Rowcroft Graham (Mr G)

Subject: RE: ECGD Potentially Sensitive Cases

Graham,

Thanks for this. Sakhalin II is of course well known to us and
features prominently in our Russian strategic thinking. We have no concerns
at this stage, but we would like to be kept aware of developments and
discussions to avoid things going pear-shaped !

Brian

-Original Message-----

From: Rowcroft Graham (Mr G)

Sent: 03 March 2003 18:21

To: Gallagher Brian (Mr B); Darbyshire Brian (Mr B); Lewis Wayne (Mr
WC); Tingle Janet (Miss JA); Martin Steve (BTI)

Cc: Sekar Kamala (Mrs K)

Subject: FW: ECGD Potentially Sensitive Cases

Brian G, Brian D, Wayne, Janet, Steve

ci Kamala

Please see notification of potentially sensitive cases on Sakhalin II and a
SR steel Mill attached.

If any comments at this stage let me know.

Graham

From: Martin McKee [mailto:mmckee@ecgd.gov.uk]

Sent: 03 March 2003 09:33

To: Graham Rowcroft (E-mail); Malcolm Rickson (E-mail); Michael Massey
(E-mail); Robin Healey (E-mail); Sharon. Dobson (E-mail); William
Kingsmill (E-mail)

Subject: FW: ECGD Potentially Sensitive Cases
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Dear all,

I originally sent the message below on Friday afternoon, but one of the
attachments was large and it was blocked by several of your email
systems (so apologies if you are getting this for the second time) .

The message is about two potentially sensitive cases. The attachment was
a scan of the environmental chapter of a feasibility study for a (il
steel mill that we are looking at. If anyone would like to see a hard
copy, let me know and I will send one by post.

Regards
Martin
Martin McKee

Business Principles Unit
(020) 7512 7072

> =---- Original Message-----

> From: Martin McKee

> Sent: 28 February 2003 16:37

> To: 'Graham Rowcroft (E-mail)'; 'Malcolm Rickson (E-mail)'; 'Michael
> Massey (E-mail)'; Robin Healey (E-mail); Sharon. Dobson (E-mail);
> 'William Kingsmill (E-mail) '

> Cc: David Allwood; Jason Posner; Jeanette Swindon; Geoff Neale;

> Philippe Beerjeraz; Celia Adivihalli; Roger Gotts

> Subject: ECGD Potentially Sensitive Cases

>

> Dear all,

>

> I'd like to brighten up your Friday afternoon by letting you know
> about to two potentially sensitive cases that ECGD is currently

considering.

The first is the Sakhalin II (Phase II) oil and gas project in eastern
Russia. This is very large project and I expect that some of you will
want to be kept closely in touch with how it progresses. If
departments are interested, I would anticipate circulating regular
issue up-dates, similar to those some of you may have seen from David
Allwood on the BTC project. For now I have attached a short summary
and the overview of the ESIA. This second document was produced by the
company and may read as being slightly positive towards the project,
but it does give a decent description of what is involved and what the
main issues are. The full Social and Health Impact Assessments are
available at www.sakhalinenergy.com. The Environmental Impact
Assessment, which has been independently written, should be posted on
the site within the next week or two.

VVVVVVVVVVVVVVVVYV

The assessment of this project is likely to go on for at least another
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six months, but we are asking you to indicate your initial interest
within the next two weeks.

V Vv v

<<Sakhalin - OGDs letter.doc>> <<Sakhalin executive summary.pdfs>>

The second project, which I'm hoping you will be happier for us assess
by ourselves, is a steel mill in (i} (Again I've attached a short
summary, and also the environmental chapter from the feasibility
study. This is zipped as the scan was 8MB - {NB: as mention above this
is no longer the case}. If anyone needs a hard copy, please let me
know ]. The timescale for this project is much tighter so, although
the deadline for responses is also the 14 March, I would appreciate it
if that response could be more detailed or definitive.

<<fl - OGDs letter.doc>>
If anyone has any questions or would like to discuss either project,

please feel free to get in touch.

Regards,

VVVVVVVVVVVVVVVVVYV

Martin

Martin McKee
Business Principles Unit
(020) 7512 7072

VV VYV VYV

3k ek ko ok ok ok ok Sk kot ko ok ok ko ko ko ko kR ok kK K R
This email and any files transmitted with it are confidential and
intended solely for the use of the individual or entity to whom they
are addressed. If you have received this email in error please notify
the system manager.

This footnote also confirms that this email message has been swept by
MIMEsweeper for the presence of computer viruses.

www . mimesweeper.com

B T e

PLEASE NOTE: THE ABOVE MESSAGE WAS RECEIVED FROM THE INTERNET.
On entering the GSI, this email was scanned for viruses by the Government
Secure Intranet (GSI) virus scanning service supplied exclusively by Cable &

Wireless in partnership with MessageLabs.

GSI users see http://www.gsi.gov.uk/main/new2002notices.htm for further
details. In case of problems, please call your organisational IT helpdesk.
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Annex 3:
Case Screening Impact Form Shin Wolsuing Nuclear Bht, South Korea
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10.

11.

12.

13.

14.

15.

16.

17.

See, for example, submissions to inquiries théollisu Dam by the Select Committee on Trade laddstry and by the
International Development Committee , into ECGD &odtainable Development by the Environmental AGditnmittee
(2003), and on the Baku-Thilisi-Ceyhan oil pipelered ECGD’s Anti-Bribery rules to the Trade andustty Committee.

See, for example: Campaign to Reform the WoddkB The Corner House, Kurdish Human Rights Prpjésti Dam
Campaign, Pacific Environment, WEEDthe River were a Pen - The llisu Dam, the W@tsmmission on Dams and
Export Credit ReformMarch 2001.

See: Amis de la Terre, Corner House, FrancertébEriends of the Earth (EWNI), llisu Dam CampaiBamning
Indictment: How the Yusufeli Dam Violates Internatl Standards and Peoples’ Righisily 2002.

Reports available dbttp://www.bakuceyhan.org.uk/missions.htm

See: "Corner House Double Victory on UK Gowveent Department's Anti-Bribery Rules and Publietast Litigation",
25 January 2005, http://www.thecornerhouse.orgenishtml|?x=107362

Seehttp://www.thecornerhouse.org.uk/pdf/document/Sajdl&rounds.pdf

ECGD, Mission Statemerttitp://www.ecgd.gov.uk/index/aboutecgd/ecgdmissimmtmdjectives.htm

ECGD, Sustainable Development Action Plan 20@&p.//www.ecgd.gov.uk/sdap_final 2007-3.pBé&ra 10: “ECGD also
has certaisecondaryduties set for it by Ministers. These include ctiemze with its Statement of Business Principles .
(emphasis added).

The ECGD'’s statutory powers derive from the Ekpad Investment Guarantees Act 1991, under witietDepartment,
acting on behalf of the Secretary of State for Bess, Enterprise and Regulatory Reform, is requo¢dacilitating,
directly or indirectly” the supply of British expist SENTENCE NOT GRAMMATICAL RE FACILITATING.

It is perhaps of note that the ECGD does nehewention sustainable development objectives aopis statement of
aims on the Department’s home web page. The EC@ibDiss stated as being “to help UK exporters ofitzdjequipment
and project-related goods and services win busiaedsomplete overseas contracts with confidenee. BCGD,
“Welcome to ECGD” http://www.ecgd.gov.uk/

ECGD, Case Impact Analysis Procédg://www.ecgd.gov.uk/ecqgd_case_impact_analysiscgss - may 2004-4.pdf

The Government's international sustainable idgveent priorities, “primarily arising from the WdrSummit on
Sustainable Development, the Doha Development Agefithe WTO, the Monterrey Consensus on Finanfting
Development and the Millennium Development Goadsg set out dittp://www.sustainable-
development.gov.uk/international/priorities.htm

As Friends of the Earth note in a letter ofAp8il 2006 to ECGD (available at

http://bankwatch.org/documents/Ltr ECGD__280406f).pith respect to the Sakhalin 2 oil and gas pitojte
processing applications for support, ECGD will aiske account of applicable Government policiesiaitztives on the
environment, sustainable development and humatstiitie note from the above that the ECGD does omoinait itself to
determine the acceptability of the impacts of ggmioby comparing them with or on the basis of aalle Government
policies and initiatives on the environment, susdaie development and human rights. This is netaasitic distinction.
For example, we note that in the BPU Review ofBA€ Pipeline Project, international standards, modGovernment
policies or initiatives (/a fortiori/ not Governnesbligations), were specifically listed in the ‘Mecriteria for
acceptability’ section.”

Although ECGD does not issue export creditafor expenditures that are not defined as “prodettits “productive
expenditure test” applies only to Heavily IndebRabr Countries and countries eligible for assistanem the World
Bank’s International Development Association. Theductive expenditure test does not, however, cansvhether or not
a project will contribute to or undermine povertpdication. Oil development, for example, wouldgt® productive
expenditure test but may have major adverse immarcpoverty, particularly in countries where denaogris weak and the
economy overly dependent on mineral extractiont (e linkages between poverty and oil developmse®,Striking a
Better Balance: The Final Report of the Extractindustries RevienDecember 2003vailable at
http://www.eireview.org/eir/eirhome.nsf/be65a08 7&1948085256acd005508f7/75971F6A8E5A111385256 DESOHEZB
?0pendocumept

ECGD, Business Principles Unit Review of Bahili§i-Ceyhan Pipeline Project, 3rd December 2G@8acted version
released to The Corner House following Freedonmfairination request, p.3.

Although a section of the Business Principlegt (BPU)'s BTC assessment report raises issuasa@to unsustainable
use of resources, it does so without any indicadifothe UK'’s objectives in this area and thus pdeg no basis for an
objective assessment of compliance. From correspraredobtained under the Freedom of Information ibefppears that
the BPU raised concerns on the issue of unsustaicabsumption to the ECGD’s Underwriting Commithe it is
unknown what the specifics of those concerns wiaeeghey have been redacted from the copies edetasThe Corner
House. The Committee’s response is also unknowoedtCGD has refused to release it.

ECGD, Annual Review and Resource Accounts Z006.17 http://www.ecgd.gov.uk/ecgd_bus_overview 2006-0f.pd
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30.

31.

32.

33.

34.

Environmental Audit Committee, Seventh Rep®etssion 2002-03,
http://www.publications.parliament.uk/pa/cm200208select/cmenvaud/689/68902.htm

Trade and Industry Committee, Third Reports®es1999-2000The Future of the Export Credits Guarantee Departine
para 56, p.xxvi: “We can see no reason for defemgeépment and aerospace to be exempted from thersog process
and request and explanation for the exemption.”

ECGD, Case Impact Analysis Process, May 208 p.6 www.ecgd.gov.uk/ecgd_case_impact_analysis_process_-
may_2004.dac’lt is ECGD’s policy that projects should comjityall material respects with the relevant safeduar
policies, directives and environmental guidelinéthe World Bank Group.”

The World Bank safeguard policies do not emhintBrnational good practice and are lower in ajon respects to the
development standards now promoted by the Unitdtbhaand by the major hydro-industry trade asdimria. See: The
Corner House, “Increased Export Credit Subsidietémge Dams and Water Projects”, Letter to Pat@cawford, Chief
Executive, ECGD, 23 August 2005. See also: The &drouse and Environmental Defense, “The OECD Ayeament
and New Subsidies for Dams — The Case for Strength&tandards”, August 2005.

ECGD, “Case Handling Process Information Nope3, www.ecgd.gov.uk/ecgd_case handling_process_-
information_note (may_2004).dd@he Business Principles Unit is responsiblegbsuring the case complies with
ECGD’s Business Principles.”

At para 1 of its “Case Impact Analysis Proce&CGD states (categorically) that: “It is ECGDwlipy that all cases
supported are compatible with its Statement of Bess Principles.” At para 2.6, it states: “It iS&QT's policy that
projects should comply in all material respectshwiite relevant safeguard policies, directives andrenmental guidelines
of the World Bank group.” However, both these ppliommitments are limited by the caveat at paréi#al the “case
Impact Analysis Process” is “not a statement oftwhili be done in every case as the BPU will exegdis professional
judgment on the basis of the actual circumstanteach individual case.”

ECGD, Response to request for Internal ReviB{@6) [Original request EIR(06)01], 7 March 2007.

The arguments are set out at para 65ff of ¢teiled legal grounds submitted by WWF and The €oHouse in the their
judicial review application, available http://www.thecornerhouse.org.uk/pdf/document/Sajel€rounds.pdf

Departmental responsibilities for implementihg UK Sustainable development objectives are sieaio
http://www.sustainable-development.gov.uk/governtfispartment/index.htm

Email from Graham Rowcroft, DTI, to Martin Mc&KeECGD, 4 March 2003, reproduced at Annex 1, selédo Friends
of the Earth under Environmental Information Regjatss, following High Court ruling upholding Inforation Tribunal
Decision EA/2006/0073,
http://www.informationtribunal.gov.uk/Documents/dgons/frinedofearthVinfocomExporCredGuardep_20A0Lgadf

Email from Robin Healey, DEFRA, to David AlwiboECGD, 14 March 2003, reproduced at Annex 2as#d to Friends
of the Earth under Environmental Information Regalss, following High Court ruling upholding Inforation Tribunal
Decision EA/2006/0073,
http://www.informationtribunal.gov.uk/Documents/dgons/frinedofearthVinfocomExporCredGuardep_20A0Lgadf

For discussion of concerns over the qualitthefadvice given by the Foreign and Commonwealftt©fo ECGD on
human rights impacts, see: “Correspondence betéeeRoreign and Commonwealth Office and the Kuréisiman
Rights Project and Corner House”, available at
http://www.publications.parliament.uk/pa/cm20040béelect/cmtrdind/374/374we08.htm

For example, environmental conditions were ipemated into the project agreements for a flexdilgipeline contract in
2002 (seehttp://www.ecgd.gov.uk/egacminuteslldecember20@}.dlwat least one case, the ECGD has also used its
productive expenditure criteria — under which lomkleavily Indebted Poor Countries and countrliggtee for assistance
from the World Bank’s International Development Asisition must be “productive” — to refuse supportd project (see:
Vivian Brown, Oral evidence, Environmental Auditi@mittee Inquiry into ECGD and Sustainable Developtniz003
question 90http://www.publications.parliament.uk/pa/cm200208¢elect/cmenvaud/689/3052104.hitm

ECGD Annual Review and Resource Accounts, 28)37.18.

The policy of an outright ban on supportingj@cts involving child labour, adopted on the recoemgiation of the
Environmental Audit Committee, has now apparengligrbwatered down to a commitment to “avoid” sugpgrprojects
where child labour is involved”. See: Appleyard, Britain’s Dirty Business”The Sunday Times MagazjieApril 2008,
http://www.timesonline.co.uk/tol/news/environmentizle3666273.ece

ECGD, Minutes of Underwriting Committee, fil&JCMinsUC(03)30thmeetingfinal — 29.12.03", redactedsion released
to The Corner House following Freedom of Informatrequest.

The World Bank’s Involuntary Resettlement saéed policy (OD 4.30) — listed as the benchmarkdaad against which
ECGD assessed compliance — states in Paragraf) &ta) where resettlement takes place, thoseeroed should be
“compensated for their losses at full replacemest prior to the actual move”. The more recentsedilFC Performance
Standards published in 2006 also state that “castpensation will be made available prior to relan#t (IFC PS 5.16).
Finally, the project's own ESAP — referenced in H@GD's contract — sets out in R18 that “Compesatiayments for
crops will be paid [...] prior to land entry”.
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45.

46.

47.

48.

49.

Telegram from s=TGM-Baku, Restricted, to RiyofFCO, “Subject: Azerbaijan — Pipeline SecuritydeCrisis Response”,
010615Z April 04, obtained by The Corner House tigfoaccess to information requestto Departmentrade and
Industry.

ECGD, “Case Impact analysis Process”, pai@&$ @, http://www.ecgd.gov.uk/ecgd_case_impact_analystcgss_-
may_2004-4.pdf

Released by ECGD to The Corner House in regpanBreedom of Information request, EIR (07)04 S2ptember 2007,
reproduced at Annex 3.

See: http://www.iicrd.org/cap/files/childlabaunes.pdf

Seehttp://www.business-humanrights.org/Links/Repost689542/jump

Trade and Industry Committee, Fifth Reporgsian 2005-06, “Appendix 4: Further Memorandum ffohe Corner
House”,http://www.parliament.the-stationery-office.co.u#/pm200506/cmselect/cmtrdind/1124/1124we05.htm

See: Sinag Ng Bayan Foundation Inc., “Complar®ffice of the Ombudsman, Republic of The Plpilies”, August
2005; Leigh, D and Evans, R., “British family firaccused of getting rich by building bridges to nevei, The Guardian
http://www.guardian.co.uk/politics/2005/dec/20/u&ddomofinformation

See: Gillard, M. Memorandum to Trade and InguSommittee, Ninth Report, Session 2004-05,
http://www.parliament.the-stationery-office.com/gal200405/cmselect/cmtrdind/374/374weQ7 .hatso, Gillard, M,
Second Memorandum, paragraphs 33, 86 and 91.

“BP Caspian Developments, AGT Pipelines Projeeview of Field Joint Coating Specification No
410088/00/L/MW/SP/015 (issue 02.10.02)", unpagidatgpended to Mortimore D., “Response from Derekfiinore to
ECGD submission” in Trade and Industry Select Cotta®aj Ninth Report, Session 2004-05, 4 April 206%flementation
of ECGD’s Business PrinciplesVritten Evidence, Appendix 4,
http://www.publications.parliament.uk/pa/cm20040béelect/cmtrdind/374/374we05.htm

WorleyParsons Energy Services, Desktop Studgi Report Field Joint Coating Review (Redacteds\er) , Section 5:
Field Joint Cracking, para 5.1, unpaginated, /ir@dE and Industry Select Committee, Ninth Rep@ss®n 2004-05, 4
April, 2005, / Implementation of ECGD’s Businessniples/, Written Evidence, Appendix 2,
http://www.publications.parliament.uk/pa/cm20040bselect/cmtrdind/374/374we03.htm

Mr O'Brien, the Minister responsible for ECGDtle time, told Parliament that SPC 2888 had hesedl extensively in
North America on major pipelines where the pipelgeoated with a three layer, high density, pdiykne coating.
Similarly, in a letter to the Trade and Industryn@uittee, Mr Weiss of the ECGD stated, “The coatinghas a track
record in similar conditions in a significant numioé other pipelines”. See: Minister of Trade, Rasge to Question
179981, Hansard, 28 Jun 2004 : Column 5. Simon HsawhP asked: “What assessment has been made éntis¢hof
SPC 2888 by major pipelines other than the Bakuisit€eyhan pipeline where the pipeline is coatethwa three layer,
high density, polyethylene coating”. Mr O'Brien figgl (without qualification): “The WorleyParsonspat on the field
joint coating issue (SPC 2888), included a cas®iyi®f use of SPC 2888 on other pipelines. It stabthat SPC 2888 had
been used extensively in North America.”"Hansard@8 2004: Column 50W, ‘SPC 2888’;

John Weiss, Letter to Trade and Industry Coteitl9 July 2004, quoted in Gillard, M., See: &dl M., Second
Memorandum to Trade and Industry Committee, Ningp&tt, Session 2004-05, paral&tp://www.parliament.the-
stationery-office.com/pa/cm200405/cmselect/cmtr(Bid/374we07.htm

Hansard, 22nd March 2005, Col 670W, http://wpnhlications.parliament.uk/cgi-
bin/newhtmI_hl?DB=semukparl&STEMMER=en&WORDS=sima20thomas%20baku&ALL=Baku&ANY=&PHRASE
=&CATEGORIES=&SIMPLE=&SPEAKER=Simon%20Thomas&COLOBRI&STYLE=s&ANCHOR=50322w12.htm
|_wgn17&URL=/pa/lcm200405/cmhansrd/vo050322/textBD812.htm#50322w12.html_wqnl7

See for example: D’Appolonia, “Report of thesPBinancial Close Independent Environmental Cdasti(IEC), Baku-
Thilisi-Ceyhan (BTC Pipeline Project, First Sites\tj February-March 2004, Rev0-June 2004, Doc N&@&-HI”,
http://subsites.bp.com/caspian/BTC/ENG/Mar04FR/IEXD%0620March%202004%20mission%20-
%20Final%20Report%20-%2021Jun04;pBf Appolonia, “Report of the Post-Financial Cldselependent Environmental
Consultant (IEC), Baku-Thilisi-Ceyhan (BTC PipeliReoject, Second Site Visit, June-July 2004, RegBt&mber 2004,
Doc No0.04-503-H2"http://subsites.bp.com/caspian/BTC/ENG/IEC/IEC%2P0%uly%202004%20mission%20-
%20Final%20BTC%20Report%20-%206Sept04. miAppolonia, “Report of the Post-Financial Closelependent
Environmental Consultant (IEC), Baku-Thilisi-Ceyh@TC Pipeline Project, First Site Visit, Februdwarch 2004,
Rev0-June 2004, Doc No0.04-503-HI",
http://subsites.bp.com/caspian/BTC/Eng/IEC/IEC%2@Ri20Report%200ctober%202004%20Rev%203 Mdtt
McDonald, “Pre-Financial Close, Environmental arti@l Construction Monitoring”, September-Octob803, 17
December 2003'www.caspiandevelopmentandexport,.caocessed August 2004).

Letter from Weiss, J. (ECGD) to Trade and InduSelect Committee, 19 July 2004. See also: (ijl¥., Second
Memorandum to Trade and Industry Committee, Ningpdtt, Session 2004-05, para 162p://www.parliament.the-
stationery-office.com/pa/cm200405/cmselect/cmtr(Bid/374we07.htm
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59.

It should be noted that evidence presentedetdtade and Industry Committee, including passéges an internal BP
memo of June 2004, suggest that the cracking aimbddment problems were far from over as of Judd 2Bee: Gillard,
M., Second Memorandum to Trade and Industry CoremitNinth Report, Session 2004-05, para 103-111,
http://www.parliament.the-stationery-office.com/@al200405/cmselect/cmtrdind/374/374we07.htm

Incident reports for November 2003-July 20@%ased by ECGD to The Corner House following &oeeof Information
Act in response to FOI request [FOI(06)18], 9 Auq06. ECGD has confirmed by email that the reddasports are the
only ones available for the period November 2008-2004 and that they cover all three countriesdigh which the
pipeline passes.

The Common Terms Agreement for the Baku-Th@isyhan project, released to Pacific EnvironmenteuityS Freedom
of Information legislation, contains the followilegntractual obligations on BTC Co, the consortiwongtructing and
operating the project:

Green Alternatives, BTC Complaint,
http://www.opic.gov/doingbusiness/accountabilit/ddments/opic_btc_complaint.pdf

Office of Accountability Compliance Review oP@’s Environmental Due Diligence and Monitoringtioé Baku-Tbilisi-
Ceyhan Oil Pipeline Project, OPIC, 2006,
http://www.opic.gov/doingbusiness/accountabilityddments/compliance_review_opic_environmental_duigeaice0107
.pdf

Simon Clark and Stephen Voss, “BP Ignores \MgmAbout Potential Leaks in Caspian Pipeline’gddhberg, January
2006, http://www.bloomberg.com/apps/news?pid=20601109&a@bYpRvhzoHA&refer=home

Annex K: Scope of Environmental Consultant Yeation Visits During Construction, p.4,
http://lwww.caspiandevelopmentandexport.com/File€HEEnglish/ESAP/ESAP/Content/Annex_K.ptf as a result of
the monitoring, (i) the Consultant or the Seniotefmal Finance Parties believe that BTC Co. is atemal non
compliance with the ESAP, applicable Environmehtaks or Applicable Lender Environmental and SoPBialicies and
Guidelines, (ii) BTC Co. disagrees with that finglirand (jii) the disagreement cannot be resolvetiwihe 10 working
days comment period, then the Consultant’s repiirhat be publicly released until the disagreemisnesolved to the
satisfaction of all parties. BTC Co or the Lendesy request that the disagreement be resolvedghrioternational
arbitration in accordance with the provisions @& ommon Terms Agreement for the BTC Project fiagne

BTC Environmental and Social Documentationgreed at Financial Closure, February 2004, Enviemia and Social
Action Plan, Annex L: SRAP Terms of Reference, €hll — Summary of SRAP Monitoring Reports for BSCP,
External Social and Resettlement Action Plan (SR¥Bhitoring Report, Column 3, p.12,
http://lwww.caspiandevelopmentandexport.com/File€Hnglish/ESAP/ESAP/Content/Annex_L.pdfFull findings to
be made available publicly after presentation ®BAC Co. Board.”

BTC, Environmental and Social Action Plan, Axde p.5 http://www.caspiandevelopmentandexport.cofA
management consensus was reached that the RAPonmapiprocess should be set up to provide pracgeilance and
troubleshooting advice to the project’s monitortegms as to how to solve problems that arise duhiedand acquisition
and reinstatement process rather than simply wifteareas of compliance and non-compliance.”

The NGO proposals are availablehétp://www.halifaxinitiative.org/updir/ECAWatch_peeeview_proposal.pdf
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