TANGGUH INDEPENDENT ADVISORY PANEL

September 30, 2002

Lord John Browne
Group Chief Executive
BPplc

1 St. James Square
London, SW1Y 4PD

Dear Lord Browne:

The Tangguh Independent Advisory Panel submits to you its first report on the Tangguh
LNG Project. Since you established this Panel in February, it has met several times and made an
extensive fact finding trip to Indonesia where it met with Indonesian, U.S. and U.K. government
officials, elected leaders in Jakarta, Jayapura, Manokwari and in the Bintuni Bay area, villagers in
Tanah Merah and Taroy, NGOs in London, Jakarta and Papua, and many other affected Papuans.

Our inquiry suggests that the Tangguh LNG project has the potential to provide a stable
supply of clean fuel to its customers while helping meet the needs of the local population and
protecting the environment. The Report addresses issues related to possible delay of the Project,
which may have added significance in light of the recent decision by China regarding LNG
imports for the Guangdong and Fujian terminals.

We will be pleased to respond to any questions you may have and to share with you the
insights that we have gained from this inquiry. We hope that these recommendations will help to

make Tangguh a success in every way.

Sincerely,

Lord David H}umay j Sgla%r George Mitchell
Q @(/ & ’
/

Ambassador Sabam P. Siagian Reverend Herman Saud
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The Tangguh Independent Advisory Pand’s First Report on the Tangguh LNG project was
commissioned for the sole purpase of consulting credible third- party internationa expertise for usein
assisting the project and its stakehol ders to meet high standards and manage impacts appropriately. BP
emphasises that the views, opinions and conclusions expressed in the report are solely those of the
authors, and should not be regarded as those of the Project.
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Summary and Principal Recommendations

The Tangguh Independent Advisory Pand was established by BP to provide externd adviceto
senior decisonmakers regarding norn-commercia aspects of the Tangguh LNG Project. ThisProject is
of enormous significance to BP, Indonesia and the people of Papua. The Panel was given complete
access to information about the Project and independence in itsinquiries, deiberations and findings.
The Panel had extensive consultations with awide variety of governrmental and non-governmental
stakeholders and athorough site visit to Papua. 1t reviewed BP s planned activities in relation to current
and recognized globa norms that establish best practices for projects in developing countries.

This Report, which the Panel views asthe first annua review of the Project, evduates BP's
current phase in advance of any construction. It recognizes that circumstances may change once
congtruction or operation commences, which could modify any of the recommendations suggested
herein.

The Panel makes the following principal recommendations, each of which is described in more
detail below.

Overview

= Continue and intengfy the did ogue BP has begun with the central government, regiond

government leadersin Papua, NGOs and religious leaders.

=  Make suretha any commitments made by the company make a clear distinction between
meatters under consideration and actua decisons, and that al specific promised benefits are set

out in writing.



Substantial and Tangible Benefitsin the Near Term

Provide early, tangible and visible support to the Bird's Head region and the province in
education, hedlth care, capacity building and job training. This early support from BP will help
to diminish any opposition to the Project resulting from any delay of revenues under Specid
Autonomy.

Work closaly with and support efforts of the U.S. Agency for Internationd Development
(“USAID”), the U.K. Department for International Development (“DFID”) and the United
Nations Development Programme (“UNDP”) to set up programs for governmenta capacity

building in Papua, so that revenues are usefully spent.

Enter into discussons with the government of Indonesiaand the authorities in Papua regarding
the viahility of an externaly financed line of credit to bring forward and smooth out the flow of

revenues to Papua from the Project.

Community Development

Provide direct support for improved educationd facilities and teaching in the Bird’ s Head region
and for technicd training and higher education programs in Manokwari and Jayapura.

Provide direct support for increased hedlth care in the Bintuni Bay region, including malaria
contral in the Directly Affected Villages and towns and funding for medicd supplies, facilities
and personnd, particularly during the congtruction phase of the Project.

Because of its critical importance to hedlth and development, provide improved drinking water

infrastructure where needed in the Directly Affected Villages and towns.



Security

Pursue the concept for community based security flexibly, recognizing the need to reconcile this
approach with the TNI’ s obligation to protect vital national assets.

Engage in high level consultations with senior political, military and police officids about the
implementation of this concept, and aim, if possible, to establish a sound basis for cooperation
with senior politicad and military officids before afina decison is made by BP to go forward
with the Project.

Support programs that provide training to the military and police, such as that run by the
International Committee of the Red Cross.

Resst demands by the TNI or the police for direct funding.

Training and Employment of Papuans

Continue to train local villagers in useful trade kills, such as carpentry.
Implement ajob recruitment and training program for Pgpuans in the region to help actudize the

promise of ajob for every family in the Directly Affected Villages.

Support the modernization of the loca fishing fleet by providing assstance for better boats and

other equipment.

Rdationships with Pertamina and New | mplementing Body (“ BPMIGAS’)

Strengthen and expand relationships with senior officids a Pertaminain order to provide
dability to this evolving relationship.
Monitor closdly and develop relationships with the officdasof BPMIGAS that will oversee

Tangguh activities.



Mitigation of Construction | mpacts

Pursue drictly its programs to limit construction worker off-duty activitiesin and around the
Bintuni Bay area.

Engage closdly with its contractors to emphasize the importance of this policy and ensure that
the contractors strictly adhere to the company’s Code of Conduct.

Provide educationd programs for dl affected villages and towns to inform the villagers of the

dangers of disease, dcohol and drug use.

Environment

Safeguard biodiversity in the region and support the flagship biodiversity action program at
Cagar Alam.

Support measures to ensure proper environmenta management of the facilities and protect
Bintuni Bay from any degradation of water quality or other impacts that could affect the marine
environment and the livelihoods of the local population.

Implement dl requirements of the AMDAL fully and in the gppropriate timeframe.

Commit to remova of al BP facilities and equipment on decommissioning and to the mitigation
of any damage to land utilized.

Public I nfor mation

Produce and disseminate materias about the Project and BP' s programs to provide accurate

and current information and to avoid misconceptions and untruths.



. Establishment of Pand and Scope of Report

In early 2002, BP established an independent advisory pand to provide externa chalenge,
advice and assurance to BP in connection with the Tangguh LNG Project in Papua, Indonesia. The
Pandl is chaired by U.S. Senator George Mitchdl and includes Lord David Hannay of Chiswick from
the U.K., Ambassador Sabam Siagian from Jakarta, and the Reverend Herman Saud from Jayapura.
The Pandl is charged with advising BP as to how Tangguh can achieve its potentia as aworld-class
mode for developmert, taking into account specificaly: the Project’s effects on locad communities; its
effects on the environment and biodiversity; itsimpact on political, economic and socid conditionsin
Indonesia generdly and in Pgpuain particular; and its evauation of Indonesia and Papua * country risk.”

The Panel was requested to submit itsinitia report to the BP Group Chief Executive, following
detailed background briefings by the BP Indonesia and Tangguh team and an extensive visit to
Indonesia, including Jekarta, Jayapura, the Bintuni Bay region and the Fregport McMoRan mine and
related facilities. The Panel met with awide variety of Indonesan, U.S. and U.K. government officids,
elected leaders in Jakarta, Jayapura, Manokwari and Aranday, village leadersin Tanah Merah and
Taroy, NGOsin London, Jekarta and Papua and many directly affected Papuans. The Pand utilized
independent legal counsd, and was given complete access to dl information it requested and total
independence in itsinquiries and itsfindings. The conclusions and recommendations in this report are
those of the Panel aone.

The Tangguh Project is of enormous significance to Indonesia and to Papua, because of both its

magnitude and itstiming. Over the next 30 years, it is expected that the central government could

LA list of al individuals and entities consulted by the Panel isincluded at Appendix 1.



receive more than US $8.7 billion from Tangguh, and the Papuan government could receive $3.6
billion.? During its period of highest impact, estimated a 2011 to 2022 under the current operations
timetable, around $225 million annudly could flow from Tannguh to the Papuan provincid government;
currently, Papua s total annual budget is approximatdy $190 million.® Indonesiais aready the largest
LNG exporter in the world, having exported 27 million metric tons of LNG with atotal value of $6.8
billion in 2000,* but production is declining at the large Arun field operated by Exxon Mobil. Tangguh,
therefore, provides the opportunity for Indonesato remain one of, if not the largest LNG exporter in the
world. In addition, Tangguh would be the largest foreign investment in Indonesia Snce the economic
criss and the resignation of President Suharto in 1998. Further, Tangguh would be the most substantial
new project affected by the new Special Autonomy law for Papua,® under which revenues will be
divided, after taxes and first tranche petroleum are provided to the centra government, between the
centrd government and the Papuan regiona government by a new formula that allocates seventy percent
of the revenues to the region and thirty percent to the centra government.

The Project is particularly significant to the Bintuni Bay region in the Bird' s Head area of Papua
This region has only three substantia towns, each of which iswell over 100 kilometers from the
Tangguh gte. The more immediate area of the Project isalarge, pristine bay, with perhaps the world's

largest mangrove forest and it is consdered one of the world’'s most diverse marine ecosystems.  Bintuni

2 See APCO Macroeconomic Impact Study, April 2002 at 4. These revenue estimates assume afour train LNG project
and a crude oil reference price of $16 Brent. See Appendix 4 for an annual estimate of Papua and Indonesia revenues.

31d.
“Id.at 9.

® Law No. 21/2001. Theimpact of thislaw is explained more fully below.



Bay is surrounded by a huge expanse of untouched jungle, pockmarked with logging operations (legd
and illegd) and severd oil palm plantations and sago tree nurseries. The communities around the bay
condst of smdl, isolated villages with thirty to 100 families, who live in primitive wooden houses with
thatched or corrugated meta roofs and outdoor cooking and toilet facilities. The villages have eectricity
and, anachronigticdly, severd satdllite dishes; at least one village even hasa DVD rentd shop as one of
itsfew commercid enterprises. The overwhdming mgority of the men are involved in shrimp fishing
using dugout canoes, most without outboard motors. There are many children, and those of school age
attend dementary school each morning in the village. Mogt villages have a mosgue, and both a Catholic
and a Protestant church.

The Bintuni Bay region has severd smdl towns, of those, Babo (on the south shore) and
Aranday (on the north shore) are closest to the Project ste. These communities are somewhat larger
and more commercid than the villages and include the loca government office, run by the Camat, or
mayor. The towns aso have junior high schools aswell as smdl hedth clinics. There are no roads
leading into any of the towns or villages, dl transportation is by boat or hdicopter. Babo will be the Ste
of BP s congruction base camp, with substantia congtruction of facilities, including expanded harbor
facilitiesand anew ar trip.

Without question, Tangguh is the most significant project in Pagpua since the Fregport
McMoRan gold and copper mine complex, which began operations at its Ertsberg minein 1973,

expanded sgnificantly in the late 1980s with the discovery of the Grasberg mine and now employs more

® About Freeport, Operations and History, http://www.fcx.com/fmeg/index.htm, viewed July 3, 2002.



than 14,000 people’, Tangguh isthe largest project ever in the “Bird’'s Head” region of northwest
Papua. Because of the controversies rdated to security, human rights and environmenta impact of the
Freeport project, Tangguh is both welcomed as a new modd for international corporate conduct and
feared because of Papua's past experience.

The Pand reviewed BP s proposals in relation to the most respected current global norms that
establish best practices for projectsin developing countries. Standards were consulted governing
human rights, labor, security and environment, including specificdly, the Universa Declaration of Human
Rights, the Internationa Labour Organisation Convention Concerning Indigenous and Triba Peoplesin
I ndependent Countries, the World Bank Operationd Directive with respect to Indigenous Peoples,
World Bank and IFC policies and guidelines regarding environmenta operations and protection of
natura habitats, and the International Organization for Standardization “1SO 14001” (environmenta
management systems).?

BP s compliance with Indonesian law was outsde the scope of the Pand’sinquiry, but it was
assured that dl nationa and locd lega standards would be met.

[1. Palitical Background

Indonesia has gone through a massive palitica shift snce the fal of President Suharto in 1998.
It isin the early stages of democracy. It istied to apast in which the military is both independent and

paramount and where the two most significant forces are nationdiism and Idam.

"More than 7,000 workers are directly employed by PT Freeport Indonesia, and more than 7,000 additional workers
are employed through contractor and partner companies. See Fast Facts: Economic Impact in Indonesia,
http://www.fcx.com/mr/fast-facts/ff-econimpact.htm, viewed July 3, 2002. See also Working Toward Sustainable
Development, 2001 Economic, Social and Environmental Report of Freeport-McMoRan Copper & Gold, Inc., at 2.

8 Appendix 2 summarizes the key components of these and other global standards consulted by the Panel.



Mog sgnificant to BP is Jakarta s rdationship with Papua, but so indructive areits policiesin
Aceh. The central government has enacted Specid Autonomy laws for the two provinces which are a
its geographic extremities. Theselaws provide a measure of federdism and substantia revenue sharing
for naturd resource development. In Aceh, however, Specid Autonomy comes too late to avoid
separatist violence and disruption. More than 20,000 troops are stationed near the Exxon Mobil Arun
gas operations, with many fatalities weekly; radica 1damic and separatist forces are active and amajor
threet to Indonesian unity.

In Papua, on the other hand, Specid Autonomy is Jakarta s more timely response to separatist
pressures and to aless organized separatist movement, the Free Papua Movement, Organisasi Papua
Merdeka (“OPM”). The promise of Specid Autonomy for Papuaisto provide a measure of loca
control through an eected Governor and elected legidature, arecognition of the locd culturd tradition
known as adat, as well as considerable independence in such matters as revenue alocation, borrowing,
education and hedth. Hopefully, thiswill avoid the separatist violence now raging in Aceh and &fflicting
the Exxon Mobil operation. But Specid Autonomy isa“congtitutional” document, establishing the
dructure of the Papuan government and its various interrelationships with Jekarta. To implement it fully,
both governments will need to enact additiond legidation. At best, thiswill take time; a worg, it may
not be fully implemented and could fall inits political objective.

Special Autonomy is currently endorsed by most of the politica establishment in Pgpua, but with
adgnificant caveat. It isviewed asate, to be evauated over time and to be judged by whether it is
implemented in away that supports its promise of genuindy sharing politica and economic power. At
this point, it is by no means certain that Specid Autonomy will beimplemented in away that satidfies the

political demands of Papuans. Thus far, many Papuans bedlieve the pace has been dow. Further, the



attention of Jakartamay be diverted. For these reasons, while Specid Autonomy should be a positive
factor if fully and timely implemented, it would be unwise for BP to rdy too heavily on its ddivery for all
the needs of the Papuan people.

One measure of Pgpuans concern about the viability of Specid Autonomy relates to the
investigation of the murder last fdl of Theys Eluay, the charismatic leeder of the Papuan Presidium
Council, a peaceful but pro-independence Congress. Almost every Papuan with whom we met raised
thisissue. Following widespread concern in Pgpua about the identity of the killers, the new TNI
leadership recently announced that atotal of ten of its officerswill be tried in connection with the killing.®
Jekartd s handling of this caseis viewed by most politicd dementsin Pgpua asthe firgt test of the new
relaionship. And Pgpuans are withholding judgment until it isresolved. This episode servesto
underscore the fragility of the Indonesia/Papua palitica relaionship and the criticd role that the TNI can
play in enhancing or destabilizing that relationship.

Mogt recently, concern regarding escaation of violence in Papua has been increased by the
August 31, 2002 ambush near Freeport of a convoy carrying teachers from an internationa school
attended by the children of Fregport employees. Two Americans and one Indonesian teacher were
killed®® Thisisthefirst time since the fall of President Suharto that foreigners have been targeted in the

conflictsin Pgpua. The Indonesian military has blamed OPM rebels for the ambush,™* but Papuan

9 See “Indonesian mil itary announces murder suspect in Eluay’s murder,” Deutsche Presse-Agentur (July 30, 2002);
“Trials of 10 Kopassus officers slated this month,” The Jakarta Post (Aug. 2, 2002).

10w\4 Ilagers Eyed in Indonesian Attack,” Associated Press (Sept. 3, 2002).

e Papua police question 17 soldiersin the murder of two American teachers,” Associated Press (Sept. 15, 2002).

10



Police Chief Pastika has said that “[t]here is no strong indication that the perpetrators were the OPM."*
If this attack proves not to be specific to the ongoing controversies at Freeport but signdsthe beginning
of abroader cycle of violence, there would certainly be adverse implications for BP s plans for security
a Tangguh and for Papud s palitica gability generdly.

To complicate matters further, an entirely separate threat to stability and security in Papuais
presented by the recent arrivd in the Bird' s Head region of radica outsde groups which carry their own
specific agendas™ Although not directly related to the Project, this crestes a destabilizing factor with
potentid for violence and increased military operationsin the area

Decisons regarding Tangguh must be made in the context of this new, yet dynamic and
unpredictable political and culturd milieu. The novety of the Specid Autonomy reationship provides a
great opportunity because the failed military regponses of the past, such asthat used for Exxon Mobil in
Aceh, may belesslikdy to be repeated. But its dynamism dso presents a chalenge, in which BP can
play only alimited role, to harmonize these conflicting forces, or at least to avoid open conflict, by
bettering peopl€ s lives and hopes for their children’ s futures, building provincid and regiond
government capacity, and encouraging democratic and peaceful solutions for resolving conflicts. The
Pand bdievestha BP can and should contribute to the achievement of these gods.

V. Overview

In generd, the Pand found that reactions to the Project were positive in Jakarta, Jayapuraand

the Bintuni Bay region. With few exceptions, government officias, NGOs, and locd citizens welcomed

2. Papuawhodunnit apolitical volcano,” The Australian (Sept. 17, 2002).

13 The Indonesian government has arrested and charged Ja' far Umar Thalib, the leader of one group, in connection
with religious violencein the Malukus. See “Ja far trial adjourned till Aug. 15,” The Jakarta Post (Aug. 2, 2002).
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the Project as amajor benefit to Papua and welcomed BP s consultative processes to date and its
assurances of regpongveness to thelr needs. These groups, particularly at the Papua provincid leve,
told usthat this contrasts sharply with their previous experience with Freeport.

However, this process dready has produced “a momentum of expectation” a dl levelsand
consderable impatience for tangible benefits. Asaresult, confusion regarding promised benefits of the
Project or ddaysin ddivering them may be viewed as broken promises and could sacrifice the gainsin
good will obtained thus far from such painstaking preparation. The most serious immediate risk could
occur from any postponement of the Project based on commercid factors. It isessentia that BP make
clear what it is proposing, in writing wherever possible, and ddliver in atimely way on al promises
made.

BP s presence dready has led to a series of escalating requests, bordering on demands, by
those affected by the Project. For example, the decison to provide new housing to the villagers from
Tanah Merah, which must be physicaly moved, has led to pardld demands by villagers from the north
shore.

In addition, there is a clear tensgon with respect to the anticipated alocation of revenues from
the Project among the province of Papua, the Bird's Head region, and the villages on the north versus
the south coast of Bintuni Bay, dl of whom expect to benefit substantidly. Although BP cannot control
the dlocation of these revenues, it has avitd interest in insuring that, firdt, the 70/30 split provided by

Specid Autonomy isimplemented quickly, accurately and transparently; second, the dlocation of

4 After meeting with agroup of villagers from the north shore, the Panel received aformal petition of demands of the
Taroy villagers (attached at Appendix 3), which includes demands for new housing, a clean water supply and new
health and educational facilities.
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revenues among the Directly Affected Villages, and to the Bird's Head region and the province of
Papuaisfar and reasonable so as to avoid severe imbaances and resulting disputes; and third, revenues
begin to flow and development begin to take place in atimeframe that is congstent with BP s schedule
for the Project.

It would be imprudent and not helpful for the Pand to speculate about the long-term politicd
and economic gtability of Indonesia or Papuafor the multi-decade lifetime of the Project. Itisclear,
however, that the relationship between Papua and Indonesiais not entirely predictable over the long-
term and that forces exist that could affect Pgpua s politica status, potentidly as early as after the next
electionsin Indonesiain 2004, or by the expiration of the first phase of Specia Autonomy in 2005."
Accordingly, it iscriticd that BP establish a structure that is sustainable through palitical change that
benefits dl of the mgor politica eements and thereby reduces incentives for any group to interfere with
the Project. The Pand believes that the timdy implementation of Specid Autonomy would make it
possible to accomplish a structure that materidly reduces “country risk” from ingtability in Pepua

One highly sengtive issue is the active presence and involvement of the Indonesian military in the
security of dl substantid projects and the fear and disaffection of the Pgpuan people with respect to this
military activity. The structure for security at Tangguh may evolve over time, but the Panel bdlievesit is
important at the outset that BP seek to implement, to the extent possible, its concept of community
based security. The Pand concludes that with flexibility and high level engagement with the TNI and the
police, particularly in the immediate period before BP findly commits to proceed, security arrangements

can be agreed to that satisfy the needs of dl parties.

> The Special Autonomy law provides that the law’ s application shall be evaluated at the end of the third year after
the law takes effect and annually thereafter. Law No. 21/2001, Art. 78.
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The Project will be by far the largest congtruction project undertaken in the Bintuni Bay region.
Despite its magnitude, the Pand believes that with proper development Tangguh can have modest
adverse environmenta impacts on thisimportant ecosystem. In light of this determination, together with
the enormous environmenta benefits that the Project would attain by displacing cod usein Chinaand
other South Asa economies, Tangguh provides the opportunity to be aworld-class modd for
development. However, there are Sgnificant loca environmenta issues that must be addressed, the
maost important of which isthe preservation and enhancement of the shrimp and fishing industry of
Bintuni Bay, on which mogt of the villagers depend for their livelihoods.

Should market developments lead to a decison to delay the construction phase of the Project, it
will be important that BP explain the background of this decison and its prospects to dl affected by it—
to the Government of Indonesia, to the Pgpuan regiona authorities and to the people directly affected in
the Bintuni Bay area. There will initidly be an adverse reaction, with some criticism that a project which
had come so far dready, should not yet be moving ahead.  The key to managing this reaction will be
for BP to continue its programs in the education and health sectors and its efforts at cgpacity building in
Papua so that the basic structures for absorbing an increased flow of funds at alater date are Steadily
srengthened. Any delay in the Project operation date will dso make more important the Pand’s
recommendation for bringing forward some of the aready delayed revenue flow. Thisrecommendation
could take on added significance in light of the recent decison by Chinaregarding LNG imports for the
Guangdong and Fujian terminds.

In sum, the Pandl concludes that BP has laid the groundwork for policies that respect the
interests of and provide tangible benefitsto dl partiesin interest, including the Indonesian government,

the Papuan government, the severa regencies of the Bird's Head region, and the villages of Bintuni Bay.
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Among the sgnificant challenges for BP will be to retain sufficient flexibility to implement these policies
effectively as circumstances change. In practice, it isaso critical that BP make sureits policies are
properly carried out by its contractors, which should be required to sign and adhere to a strict Code of
Conduct. These challenges are dways more difficult than planning.

Recommendations:

= Continue and intensify the dialogue BP has begun with the central gover nment,
regional government leadersin Papua, NGOs and religious leaders.

= Makesurethat any commitments by the company make a clear distinction between
mattersunder consideration and actual decisions, and that all specific promised
benefitsare set out in writing.

V. The Need for Substantial and Tangible Benefitsin the Near Term

BP Indonesia has brought most of the palitical congtituencies into a didogue and a consultetive
process. Consultation is an essentid firgt step in creating consensus and understanding. However, this
extensve didogue has crested a momentum of expectations that will have negative consequencesif they
are not fulfilled. Although some of these expectations are unredidtic, they have the potentid to interfere
with the Project if they are not sensitively addressed.

A key problem regarding benefits to the region is crested by the timing of revenue flowsto
Papua under the Specid Autonomy law. Because of the revenue splits in the production sharing
contract (the “PSC”), including the need to provide cost recovery and first tranche petroleum off the top

and the requirement to repay debt service, there will be no substantia revenues flowing to Pgpua until
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2011 at the earliest, at which time a sharp increase should take place™® This contrasts sharply with the
timing of the Project’ s anticipated congtruction phase and potentia commencement of operations and
first LNG exportsin 2006. Accordingly, unless affirmative steps are taken, about a decade could
€l gpse between commencement of congtruction and initiation of substantia revenue flows to Papua.
Moreover, when revenues begin, the sudden increase may be overwhelming and creste problemsin
appropriate use. Given the history of Freeport’ s operations in Papua and the deep suspicions of
Papuans regarding the redity of Specia Autonomy, thislengthy delay islikely to provoke much
disstisfection. Disstisfactionislikely & the provincid level even if BP provides its planned community
development support for the villages in the region.™

The Panel believes there are at least two ways in which BP can mitigate any negative
consequences of the delay in revenue flowsto Pgpua. First, BP could provide benefits throughout the
Bird's Head region by developing its programsin education, hedlth care, cgpacity building, job training
and sustainable development. The object of this early support is to provide tangible and visble benefits
from BP in Papua. Second, BP can work with the Papua government and the centrd government to
establish an externd line of credit, fund or other mechanism that borrows againgt future Project

revenues.*® Such advance funding not only would bring forward the flow of revenues, it aso would

18 Appendix 4 provides agraphic illustration of the revenue flow to Papua. Thelevel of revenue varies substantially
with world oil prices. Thetiming of revenue assumes, of course, no delaysin the anticipated commencement of
operations.

Y BP’'s community development includes the promotion of a strengthened regional healthcare program and
educational system in the Bird's Head region, aswell asaid for micro- and small-enterprise development. See
ANDAL Executive Summary at ES-21.

18 Special Autonomy provides for |oans to Papua from offshore resources with approval from the Papua House of

People' s Representatives and the Indonesian government. Law No. 21/2001, Art. 35(4). Under Article 35(5), the total
(continued)
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permit the ramping up of the revenues smoothly over time, making more likely the effective utilization of
funds. It should be possible for such lending to be supervised in order to provide some assurance that
the funds are being spent on needed facilities and are not being wasted, or worse, diverted, through
ineffective or corrupt local governments™ If these funds are dispensed with some supervisory control
by the lending indtitution in a timeframe cons stent with the devel opment objectives of regiond and locd
governments, there is likely to be sufficient governmentd capecity at the loca and provincid levelsto
utilize these additiond revenues effectively and trangparently.

BP has initiated discussons with USAID, DFID, and UNDP with regard to support for
governmentd capacity building in Papua, and has proposed an impending partnership with USAID to
provide support for civil governance in Pgpua. The Pand recommends that BP implement its support
for these programs. As one additiona option, BP could seek to become a flagship project under UN
Secretary-General Kofi Annan’s “Globa Compact,” which challenges corporations to adhere to
principles drawn from the Universal Declaration of Human Rights, the Internationa Labour
Organisation’s Fundamenta Principles on Rights a Work and the Rio Principles on Environment and
Development.

It iscriticd that effective and transparent government structures exist in Papua so that the

benfits of the Tangguh Project will be useful and directly vigble. If these benefits are not demondirable,

(continued)
loans to Papua from domestic and offshore resources "may not exceed a certain percentage of the total revenues of
the Regional Budget according to the provisions of statutory regulations."

19 Appendix 5 summarizes the powers of the key multilateral lending institutions, including the World Bank and the
Asian Development Bank, that could be available for such loans.
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BP may attract some of the blame for the government’ s failure and antagonism toward the Project could

result.

VI.

Recommendations:

Provide early, tangible and visible support to the Bird’s Head region and the province
in education, health care, capacity building and job training. Thisearly support from
BP will help to diminish any opposition to the Project resulting from any delay of
revenues under Special Autonomy.

Work closaly with and support effortsof the U.S. Agency for International
Development (“USAID”), the U.K. Department for International Development
(“DFID”) and the United Nations Development Programme (* UNDP”) to set up
programsfor governmental capacity building in Papua, so that revenues ar e usefully
spent.

Enter into discussions with the government of Indonesia and the authoritiesin Papua
regarding the viability of an externally financed line of credit to bring forward and
smooth out the flow of revenuesto Papua from the Project.

Community Development

BP will be of most value to the people of Papua and the resdents of the Bird's Head region if it

continues to focus its community development efforts in education, health and sustainable employment.

Throughout Papua, from Tanah Merah to Jayapura, the need for better education is paramount, at both

the dementary and secondary levels as well as for technical training and higher education.

The options are many, and include better facilities and equipment for eementary schoolsin the

Directly Affected Villages, improved facilities a the intermediate school levelsin the affected towns of

Bintuni Bay; support for congtruction of a secondary school in the Bintuni Bay region (where none exists

today); scholarships or other incentives for teacher education at Manokwari and Jayapura for teachers

% See The Tangguh LNG Project Integrated Social Strategy.
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who return to the Bird's Head region; bonuses or stipends to teachers who serve in the region; support
for the departments and faculties for education and hedthcare at the university level a Manokwari and
Jayapura; support for study abroad programs and English language training for faculty at Manokwari

and Jayapura Univerdties, and BP endowed chairs or scholarshipsin areas of particular interest, such as
engineering or marine environment or forestry. The Panel recommends that these options be given
congderation, as each could provide meaningful support for educationa opportunities.

BP dso should support increased hedth care in the Bintuni Bay region. Hedlth care generdly in
the villagesis minimd; in the towns it isinadequate. The mog Sngle sgnificant hedth problem is
maaria, which particularly affects the children. Although child mortdity levels from maaria are modes,
many children il die a an early age and a very subgtantial number contract maariaand suffer its
effects. Fregport has funded amaaria control program in Timika and the surrounding communities,
which has reduced maaria prevaence dramatically.? BP should consder maaria eradication in the
Directly Affected Villages and towns. In addition, these communities have inadequate supplies, facilities
and trained medica personnel, and the medicd “infrastructure’ will likely become even more strained
during the congtruction phase of the Project when migrant workers could bring new contagious diseases
to the area, including HIV/AIDS. The Pane recommends that BP consider direct support for hedth
carein these communities, at least until sufficient revenues begin to flow from Tangguh to enable locd

governments to fund these activities adequately.

! See Fast Facts: Public Health & Medical Programs, http://www.fcx.com/mr/fast-facts/ff-heal th.html, viewed on July
11, 2002. Under this program, some Papuan communities have seen areduction in malaria prevalence from eighty
percent in the early 1990s to | ess than ten percent today. Id.
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Essentid to hedth is clean drinking water. Locd leadersin Aranday and Taroy specificaly

requested that BP assist the villages on the north shore of Bintuni Bay with improved drinking water asa

critical areaiin need of improvement. Because of its critical importance, the Pand recommends that BP

provide assistance for the Directly Affected Villagesin this sector.

To the extent possible, BP s support for education, health care and job training should be

coordinated with and administered by local officids. BP must take care not to assume theroles of a

local government, or to be perceived as such, as Freeport has done in Timika.

The Pand believes that BP can strike the proper balance by (1) implementing the

recommendations set forth above; and (2) carefully coordinating al support with pardle effortsto

improve the capacity of local and regional governments.

VII.

Recommendations:

Providedirect support for improved educational facilities and teaching in the Bird’'s
Head region and for technical training and higher education programsin Manokwari
and Jayapura.

Provide direct support for increased health carein the Bintuni Bay region, including
malaria control in the Directly Affected Villages and towns and funding for medical
supplies, facilities and personné, particularly during the construction phase of the
Project.

Because of itscritical importance to health and development, provide improved
drinking water infrastructure wher e needed in the Directly Affected Villagesand
towns.

Security
Security, and the anxiety of many Pgpuans regarding the role of the military in managing thet

security, may be the most difficult and sengtiveissue for BP. This anxiety is based on a history of

controverses involving the activities of the TNI in some parts of Indonesiaand more locally at the
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Freeport facility in Timika. The Pandl was informed that up to eighty percent of the TNI’ s revenues
have been derived from businesses ad facilities it protects. However, last year a centrd government
reorganization moved the police outsde of the TNI, and left the military with the job of defending
againg outsde threats and protecting vital nationd assets. It isunclear, and untested, how this new
arrangement will work. Thus, two seriousissues arise: fird, the role of the TNI and police in providing
security for Tangguh; and second, the financia demands that the TNI may place on BP and Pertamina.

BP Indonesia has developed a concept for community based security that would enlist locdl
Papuans for basic perimeter security, utilize the police for mgor internd disturbances, and reserve the
TNI for the most serious threats. Because of past experiences with the TNI, many believe this concept
isunredigtic and that the TNI will ingst on protecting this vital nationa asset a close range.

The Panel recommends that BP go forward with its community based security program, while
retaning flexibility initsimplementation. At the same time, BP should consult promptly at the highest
levels with the police and TNI, and respect their appropriate roles in the security of the Project.

BP must avoid the extremes of becoming too closdly associated with the TNI or being used asa
weapon by politica forces againgt the TNI. The Pand believes that reaching an early understanding
with senior security, military and police officids is the best way that BP can implement some form of its
community based security and avoid surprises or unwelcome demands.

In that regard, the Panel believes that high level consultationsincluding the Coordinating Minister
for Security and Political Affairs, the new Commander of the Armed Forces and other appropriate
officids at the nationd and regiond level should be undertaken. The Panel was encouraged in
discussons with the commander of the Papuan police, who explained the recent reorganization of the

police force outside of the TNI and offered his view that a central government decision is needed to

21



implement anew “paradigm,” which will include community based security, the police asthe primary
back-up, and the TNI only for the most serious threats. Others urged smilar high level and early
contacts. BP must convey its strong interest in this structure and its importance to the Project to the
TNI leadership and other senior government security officias, and must reconcile its proposa with the
TNI’s obligation to protect vital national assets.

To the extent possible, BP should seek a sound basis for cooperation, endorsed by senior
political and military leadership, that outlines the community based security concept and delinestes the
role of the TNI. BP should work to accomplish this, if possible, before afina commitment to proceed
IS undertaken.

BP should be supportive of police training and infrastructure in severad ways. It can encourage
the centrd government or provincid Pgpuan government to alocate a portion of Tangguh revenues to
police infrastructure and training. 1t can aso support programs such as one run by the Internationa
Committee of the Red Cross, which provides training in humanitarian law, procedures to contain the use
of force and dternatives to the use of force for Indonesian military officers in Papua and the police.

However, BP sresponse to any TNI requests for funds to support security at Tangguh isclear.
The Pand believes BP should resist any requests for direct financia support.

Recommendations:

=  Pursuethe concept for community based security flexibly, recognizing theneed to
reconcile this approach with the TNI’s obligation to protect vital national assets.

= Engagein high level consultationswith senior political, military and police officials
about theimplementation of this concept, and aim, if possible, to establisha sound
basisfor cooperation with senior palitical and military officials before a final decison is
made by BP to go forward with the Project.
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= Support programsthat providetraining to the military and police, such asthat run by
the International Committee of the Red Cross.

» Resst demandsby the TNI or the policefor direct funding.

VIIIl. Training and Employment of Papuans

BP has promised ajob offer in the Tangguh Project for one member of each family in the
Directly Affected Villages. 1t isimportant for BP to fulfill this promise. Actud employment for many
may be difficult given the current lack of training and job discipline. Therefore, to increase the success
rate, BP should implement ajob recruitment and training program for Project-related positionsat dl
levels, including community security, for both congtruction and operation phases. The Pand aso
recommends that BP encourage its contractors to make a significant effort to train and recruit ethnic
Papuans.

The hiring of Pgpuans for congtruction jobs may create independent problems when these jobs
are diminated at the end of the construction phase, possibly as early as 2005. The Pand endorsesBP's
god of sustainahility in its Integrated Socid Strategy, which seeks to provide long-term private sector
opportunities to the indigenous people, and emphasi zes the importance of developing practical
opportunities while congruction is ongoing.

The Pand aso believesthereis a strong need to provide training or equipment to enable the
people of Bintuni Bay—particularly the youth—to improve their livelihoods and expand their career
opportunities, which are severely limited. Virtudly the sole source of outsde income to the directly
affected area derives from shrimp fishing. Much, if not mogt, of thisis conducted from dugout canoes.
Itislikely that congtruction of the LNG tanker pier and combination pier will disrupt fishing patterns on

the south shore of Bintuni Bay, as may the LNG platforms and the tanker traffic. BP should consider
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supporting the modernization of the locd fishing fleet by providing assstance to locd fishermen to
compensate for any didocations caused by the Project. BP should aso continue to train locd villagers
in useful trades, such as carpentry and dectrica work, to provide skills for dternative sustainaole
careers.

Recommendations:

= Continuetotrain local villagersin useful trade skills, such as car pentry.

= Implement ajob recruitment and training program for Papuansin theregion to help
actualize the promise of ajob for every family in the Directly Affected Villages.

= Support the modernization of the local fishing fleet by providing assistance for better
boats and other equipment.

[X. Rdationship with Pertamina and New | mplementing Body (“ BPMIGAS’)

BP and Pertamina have a complex and evolving relationship. They are partners under the PSC
and Pertamina has management control over al BP expenditures. Indonesia s new oil and gas law? will
essentialy privatize Pertamina by November 2003. A new governmentd entity has been established
that will accede to Pertamind s regulatory functions, including awarding dl oil and gas contracts;
exercisng management control over BP s Tangguh activities, and acting as the government’ s agent for
sling its share of production gas. The new implementing body, known as“BPMIGAS,” is accountable
directly to the Presdent. All employees of Pertaminainvolved in production sharing management will be
trandferred to BPMIGAS. Itsfirgt chairman is Rachmat Sudibjo, the current Director Generd of Qll

and Gas a the Ministry of Energy and Minerd Resources. The Panel was informed by Mr. Sudibjo

22 |_aw No. 22/2001.
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that the new entity will exercise somewhat looser management control over BP, conducting post-audit
scrutiny of the operator’ s costs and not requiring any pre-approva of expenditures.

BP Indonesid s primary relaionship with Pertaminais through the project manager Pak Y oga
Suprapto. The current arrangements are fragile, and could be dtered by the departure of Pak Y ogaor
the trandfer of functions to the new BPMIGAS. The Pand recommends that BP develop aworking
relationship at the highest levels of Pertaminaand BPMIGAS, and that BP Indonesia monitor closdy the
policies of BPMIGAS and develop close working relationships with Mr. Sudibjo and other senior
offidds

Recommendations:

=  Strengthen and expand reationshipswith senior officialsat Pertaminain order to
provide stability to this evolving reationship.

= Monitor closaly and develop reationships with the members of BPMIGAS that will
over see Tangguh activities.

X. Mitigation of Construction Activities

The most sengitive period in the life of the Project will be the initid construction phase, when up
to 5,000 workers will be employed in the Bintuni Bay area. The Pandl endorses the objectives
minimizing the adverse effects of this migration into the Bintuni Bay region, particularly the proposdsto
locate workers at Manokwari, Fak-Fak and Sorong while not on shift, to isolate them to the extent
possible while at the Ste, and to refrain from constructing any roads leading to the Ste area. Even with
these redtrictions, the Panel expects that consderable tension, including inter-ethnic and inter-
denominationd problems, will arise during this period, in part because of the practica difficulty in

enforcement of these restrictions. In addition, cultural and health concerns are likely, such as acohol or
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drug use and the introduction of HIVV/AIDS into the area. The Panel emphasizes the importance of
early educationa programs, for dl affected villages and towns, to inform people of the area of these
dangers.

It isaso critical that BP contractors, who will have management control over many of these
workers, take serioudy the policies BP has propounded. BP should engage with each of its contractors
to emphasize the full meaning and importance of a Contractor Code of Conduct that requires each
contractor in writing to abide by the policies BP has established to limit the impacts of migrant workers.
BP should ensure that al contractors adhere strictly to the Code of Conduct and should impose red
sanctions for serious violations.

Recommendations:

= Pursuedrictly its programsto limit construction worker off-duty activitiesin and
around the Bintuni Bay area.

= Engage closely with its contractor sto emphasize the importance of thispolicy and
ensurethat the contractors gtrictly adhere to the company’s Code of Conduct.

= Provideeducational programsfor all affected villages and townsto inform the villagers
of the danger s of disease, alcohol and drug use.

XI. Environment

The environment and ecosystem of Bintuni Bay must be protected. In addition to minimizing the
environmenta impactsin or around the Project site, the Pand recommends that BP enhance
conservation effortsin the surrounding aress. Southeast Asa's most extengive intact mangrove ares,
located 80 kilometers east of the Project in the Cagar Alam nature reserve, will become the focus of the

Project’s Hagship Biodiversity Action Program. The Pand endorses
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this effort as a significant measure that will benefit biodiversity and the environment.?

Asof this date, the AMDAL is not completed or adopted by the Government of Indonesia.

BP, government officia's and NGOs are engaged in discussions regarding severa specific agpects of the
AMDAL. The Pand understands that the commitments included inthe AMDAL are binding. It
recommends that BP implement each of the requirementsin the AMDAL fully and in the gppropriate
time frame,

The Pand aso was informed that the Governor of Papua has committed to the locdl villages that
the land on which the Project is located will be returned to them when the facility is closed and
decommissioned. However, whilethe AMDAL discusses the post-operation phase, there may be no
specific agreement concerning the condition of the land at that time. The Pand recommends that BP
clarify thisissue a this time with acommitment to remove dl facilities and equipment upon
decommissoning and to mitigate any damage to the land utilized so that its obligations are
environmentaly sound and unambiguous. By this action, thisissue will not likely become contentious at
alater date.

Recommendations:

= Safeguard biodiverdty in the region and support the flagship biodiversity action
program at Cagar Alam.

= Support measuresto ensure proper environmental management of the facilitiesand
protect Bintuni Bay from any degradation of water quality or other impactsthat could
affect the marine environment and the livelihoods of the local population.

= Implement all requirements of the AMDAL fully and in the appropriate timeframe.

% BP description of the environmental, social & economic aspects of the Tangguh Project,
http://www.bp.com/location rep/indonesia/tangquh_project/enviro.inc?bpcomprintversion=true; viewed July 3,
2002.
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=  Commit to removal of all BP facilities and equipment on decommissioning and to the
mitigation of any damageto land utilized.

XI1.  Public Information

The scope and nature of the Project are unique to Papua. The government and the people are
unfamiliar with BP and its policies and intentions. What little precedent exigts has the potentid to lead to
misconceptions and erroneous views of BP. Accordingly, it is particularly important for BP to articulate
its pogitions publicly, cearly and promptly.

Fird, the Panel recommends that BP continually produce and disseminate information and
materidsthat are descriptive of various aspects of the Project and BP s programsin Indonesiaand
Papua. Thisinformation should be in aform that is understandable and useful to the local communities
and their representatives, both governmental and NGOs. To the extent possible, thisinformation should
inform the public of the various aspects of the Project and aso provide some indgght regarding upcoming
activities and other firm commitments. Pardld materids should aso be developed and prepared for the
press, both locd and internationa. The Pand believesthisis BP s best insurance againgt damaging
misconceptions and outright untruths.

Second, Tangguh should be prepared a dl times to explain promptly and accurately any events
that are unplanned and unexpected, including emergencies, mishaps or delays. These developments
must not be alowed to be interpreted by others, often inaccurately, leaving BP to respond defensively
and possbly after initid perceptions have formed.

Recommendation:

= Produce and disseminate materials about the Project and BP's programsto provide
accurate and current information and avoid misconceptions and untruths.
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