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OECD Export Credit Group
Equator Principles Financial Institutions
European Bank for Reconstruction and Development
UK Export Credit Guarantee Department
US Export-Import Bank

July 8" 2008

Mr. Dougan,

We are alarmed that Credit Suisse is financingetharonmentally and socially
damaging Sakhalin Il oil and gas project in Rus&@ording to Project Finance
magazine and other sources, Credit Suisse andftin private banks will provide US$
1.6 billion for this harmful schemeWe call upon you to withdraw financing from this
project.

As you are aware, we have informed Credit Suissaamy occasions over several years
that your bank’s involvement in Sakhalin 1l betrgyair stated commitment to
sustainable development, to environmental respoitgiland to the Equator Principles.
This includes engagement in 1995 with Credit Suissst Boston, when you were its
CEO, and currently with Credit Suisse Group, where now serve as CEO.

! According to Project Finance Magazine:
http://www.projectfinancemagazine.com/default.asufg27&PUB=4&SID=707948&1SS=24819



The Sakhalin project violates the Equator Prinapiea way that is beyond correction.
In the past Credit Suisse has argued unconvincihglyits involvement in Sakhalin 11
was only as the project’s Financial Advisor, antlama direct financier in a Project

Finance transaction itself, and that thereforeRfeator Principles, which until their last
revision only pertained to Project Finance dedlsp& not apply-

Being a financial advisor at the very least viadatieespirit of the Equator Principles.
Credit Suisse is now reported to be directly finagahe Sakhalin Il Project Finance
scheme. Given your posture in the past on beinglisa advisor'we feel that this
represents a breach of trust with our organizatiand an ignoble gesture to leading
banks which seek to improve the financial sectengironmental credibility worldwide.

Violations of the Equator Principles, as well asta policies of public finance
institutions and Russian law has been compiled theecourse of several years by
independent local, national, and international gowernmental organizations (NGOSs).
Moreover, these violations have also been docurdénterofessional experts appointed
by Sakhalin Energy, public and private banks, maé@onal and Russian scientific
institutions, and Russian government authorities sample of these violations are
summarized in the attached memo.

Due to these findings, Sakhalin Il never achiewadrenmental clearances from the
European Bank for Reconstruction and DevelopmekitEdport Credit Guarantee
Department, and the US Export-Import Bank. Theguitg fundamental environmental
and social shortcomings contributed to the ultimateillingness of these public banks
to finance the project.

Given the project’s many irreparable policy breacaed Sakhalin Energy’s chronic
unwillingness to correct repairable damage, finagdiy Credit Suisse, and the other
EPFIs now reported to be involved, eviscerates #aunk’s environmental and social
credibility and damage the larger internationabeffo maintain ecological safeguards
through the OECD Common Approaches and the Eqaiociples’® In fact, the news
of Credit Suisse and other EPFIs participatindhan $akhalin deal exactly when the fifth
anniversary of the Equator principles is beingeébeated’ has turned our organisations
deeply cynical about what the Equator Principlesveorth.

2 The current version of the equator principles dass apply to the advisory role

® Professional experts that have identified vioksitnclude Royal Haskoning (2002), University of
Birmingham (2005-2006), Golder Associates (200572P0JCN Independent Scientific Review Panel
(2005-2006), IUCN Western Gray Whale Advisory P4RE06 to present), AEA Technology plc (2001-
2007), the Russian government’s State Environmétpért Review (SEER) (July 15, 200@600)), and
the Far Eastern Geological Institute of the Rusgiemdemy of Sciences (June 2007). Violations wise a
found by official state Russian agencies and puases, who conducted inspections and issued pesalti
and associated directives throughout the wholetogetfon phase of the project.

4 Recommendation on Common Approaches on the Envieahand Officially Supported Export Credits

*The Equator Principles are a benchmark for thegpeifinance industry to manage environmental aciko
issues in project financing.



For the sake of the integrity of the Equator Ppfes, and your own credibility as a
sustainable bank, wall on you to withdraw participating in financing the US$ 1.6
billion loan package for Sakhalin I1.

We look forward to your immediate response. To contact the signatories below,
please contact Andreas Missbach, Berne Declaraf®dd,277 70 07,
amissbach@evb.ch, or Doug Norlen, Pacific Enviramimel 415.399.8850 #305,
dnorlen@pacificenvironment.org

~ Sincerely,

AN VAN

Dr. Andreas Missbach
Private Finance Program
Berne Declaration
Switzerland

Doug Norlen

Policy Director
Pacific Environment
United States

Johan Frijns
Coordinator
BankTrack

The Netherlands

Eri Watanabe
Friends of the Earth
Japan

James Leaton
Oil and Gas Policy Advisor
WWF UK

Yann Louvel
Chargé de campagne / Campaigner
Les Amis de la Terre France



Sakhalin Il Violations of the Equator Principles,
Public Bank Policies and Russian Law

Violations associated with the Sakhalin Il projact summarized below:
» Failed River Crossings and Other Pipeline Impacts;
» Oil Spill Threats;
» Threats to Trans-boundary Endangered Specieséteiea Eagle, Western
Gray Whale)
» Additional Biodiversity Impacts;
» Social Impacts;
* Indigenous Peoples Impacts; and
» Failed Environmental Assessment Process.

Failed River Crossings and Other PipelineImpacts: Sakhalin II's approach to
pipeline crossing of rivers is widely regarded dasilre. As early as 2002 the
environmental consultancy hired by SEIC, Royal laskg, raised concerns about the
adequacy of the project’s river crossing baselit@ @nd monitoring plan. Unfortunately,
many of these and subsequently identified conosere never resolved, and instead
manifested into serious environmental damage. rAittures were published of
pipelines trenched across hundreds of wild salnpamvaing rivers and tributaries, and
failed erosion control led to mass erosion, SEI@itted in 2005 to a revised River
Crossing Strategy, which it immediately violatethis was demonstrated by Golder
Associates, an environmental consultancy that 3t to monitor compliance with
the River Crossing Strategy. An NGO analysis ef@older Associates’ Sakhalin Il
River Crossing Monitoring Checklisggovided as of April, 2006 reveafed

» Turbidity measured correctly on only 36% of crogsin

» Total suspended solids measured on only 51% oft1gs,

» Temporary erosion control installed on only 55%fssings;

» Sufficient clean gravel present on only 67% of shogs;

* Spoil handling problems on 41% of crossings.

A seperate NGO analysis of Golder Associates recduding the summer of 2006 added
to these findings, documenting that non-compliamterosion control measures
occurred on 45% of rivers where they were requicednnel and bank disturbance
occurred on 23% of river crossings; and long pevioidchannel dewatering occurred on
14% of river crossings. River and stream chanaeladering occurred as a result of
improper construction methods and causes severa@cinp aquatic life immediately
downstreant.

® See September 7, 2006 letter from the Wild Sal@enter to European Bank for Reconstruction and
Development President Jean Lemierre, available at:
http://www.pacificenvironment.org/downloads/EBRD%2@tember%202006%20final.pdf

" July 26, 2006 letter from fifteen NGOs to Europ&amk for Reconstruction and Development President
Jean Lemierre.



A 2007 AEA Technology plc Report (hereafter AEA Repdocumented that much of
Sakhalin Energy’s River Crossing Strategy approsetere irrelevant because a large
number of pipeline crossings had already occurieth® time the Strategy was
developed. Moreover, the AEA Report documentsteaty new violations occurred
despite Golder Associates notification of Sakh&lirergy of River Crossing Strategy
violations in 2005-200%

“Deficiencies in spoil management were identifigcd aignificant proportion of
the 2006/07 winter river crossing by both the Goddebserverg40 out of 86
crossings at which the observers were present)AW’'s continuous monitors
(15 out of 26 rivers visited during actual crosse@nstruction).”

“[T]here are still limitations in the baseline datelating to the spatial extent of
the site-specific surveys and identification oftetimg grounds for certain
species (such as the Sakhalin taimen, which isla¢al book listed)”

“Implementation of the river-basin analysis was notnpleted until mid-2006. 55
tributaries were identified for ‘upgrade’ to sensgé status, but all of these
tributaries had already been crossed by at least pipeline while they were still
treated as Group 1 rivers.”

“[T]he RemAP [Remediation Action Plan] was not deyed prior to the winter
2006/07 river crossing season, as was originaltgmaed...”

“Approximately half of the Group 2/3 rivers crosdaeylthe pipeline have been
exposed to the potential of significantly highepaut levels than would have
been the case had these crossings been undertakelhcompliance with the
HSESAP and international best practice.”

“Erosion control measures throughout the constrotperiod have fallen short
of the HSESAP requirements standards and thiséggdted in environmental
impacts, principally through the release of seditaento rivers and wetlands.”

“Following a site visit in May 2006, significant fieiencies were identified in all
aspects of erosion control, including material brbas of several HSESAP
commitments.”

“[S]tabilization has generally not been undertakeven though approximately
800km of RoW have now been opened up and arou@@kiybof pipeline has
been laid and backfilled (representing 94% of tkierall scope).”

“Efforts to segregate topsoil on the Project hawngrally been inadequate to
meet the requirements of HSESAP commitment 60. maimeonshore pipeline

8 SeeAEA Technology plc, Independent Environmental Cdtasu Final Report — Agency Lenders,
Sakhalin Il Phase 2 Project Health, Safety, Envitental and Social Review (2007), available at
http://www.sakhalinenergy.com/en/documents/iec_aav2pdf



construction contractor estimates that topsoil bagn preserved in just 212ha of
RoW, out of a total of 3,000ha cleared to datesThapresents a material breach
of commitment 60.”

“Under HSESAP Table 2.5 commitment 113 final grgdiopsoil replacement
and installation of permanent erosion control staues should be completed
within 20 days of backfilling the pipeline tren&hpeline construction activities
commenced in 2004 and by May 2007 over 90% ofigedipe had been installed
and backfilled. However, with the exception ofwa fienited locations, no final
reinstatement has been completed on the RoW...ckelgprogress made to date
represents a material and ongoing breach of comentm 13.”

In 2007, the Federation Council, Far Eastern Gecdbdnstitute, Far Eastern
Department, Russian Academy of Sciences, carriefledd studies of mudflows in the
Makarov District of Sakhalin Region, which intersstwith the Sakhalin Il pipeline, and
found,inter alia:

Measures taken by SEIC “in order to avert the depeient of hazardous
exogenous processes and protect the oil and gadimpgpare not having a
positive result...”

This Academy of Sciences report also documentsvaeu of examplesncludingthe
failure of anti erosion measures and active eroai@hlandslide processes, the lack of
account for seasonal floods, man-made massifsilidead to a sharp increase in
mudflow discharge and river-bed silt formation, andd flows that have already begun,
leading to the uncovering of the buried pipelfine.

Subsequent NGO, government and Academy of Scidacefinding missions
consistently document that many of these violatmm#tinue. For example, just this
month, representatives of Sakhalin Environment Wefciends of the Earth Japan and
Pacific Environment completed a fact-finding missan the Sakhalin 1l oil and gas
project pipeline route. Following several previdast-finding missions, these groups
documented ongoing evidence of serious violatidrmublic and private bank policies,
internationally accepted practice and Russian lAwact-finding mission photo report
provides timely and graphic evidence of these Yviohes (see below under Sakhalin
Environment Watch Reports).

The fact-finding mission documented that Sakhahergy’'s claims that the pipeline
route is being successfully restored after constra@re in many cases false. The fact-
finding mission found extensive examples of missing failed erosion measure
measures, extensive erosion and mud slides on miosgittes and river areas, and
unsuccessful and non-existent recultivation measufée fact-finding mission also
found that many “completed” segments of the pigeane now actually being dug up by

° July 13, 2007 letter from N.A. Kazakov, Federat@wouncil, Far Eastern Geological Institute, Fart&as
Department, Russian Academy of Sciences, to D.\icBarenko, Chairman of the Committee on Natural
Resources and the Environment of Sakhalin Region.



contractors due to apparent, yet unpublicized flanonstruction and pipeline integrity.
Reconstruction of these pipeline segments is raqotig damage previously done in the
construction process, and is leading to furtheaykeln completion of the project.

Examplesof Reports Documenting Environmental Damage and Policy Violations:
The reports below from NGO, government and Acadefryciences sources
consistently document examples of Sakhalin 1l emnnental damage and policy
violations

Sakhalin Environment Watch Reports:
2008

Sakhalin Il Project Oil and Gas Pipeline Projectibgky, Makarovsky and Nogliksky
Districts of Sakhalin Region, Photo Report fromeat-inding Mission, May 30 — June 1,
2008

http://www.foejapan.org/aid/jbic02/sakhalin/pdf/B0®11.pdf

Photo Report of pipeline Public Monitoring on Dalkndistrict 3, April 2008, available at
http://bankwatch.org/documents/photo_report_pigelfPublic_Monitoring_Dolinsk_dist
rict.pdf

2007
- The remaking of pipelines 25.12.07
http://bankwatch.org/documents/sakhalin_remake lipp® pdf

- Sakhalin Il pipeline public monitoring report ©ber 13, 2007 (With fresh examples of
the geological hazards on Sakhalin Il pipelinedlahde ncovers oil pipe, erosion)
http://bankwatch.org/files/Sakhalin_Il_pipeline_fiabmonitrg_report_October2007.pdf

- Sakhalin Environment Watch and Pacific Environtr@akhalin Il Photo Report —
October—December, 2007
http://bankwatch.org/files/Sakhalin_Il_Photo_Rep@tt-Dec07.pdf

- Indicative Examples on the Sakhalin Il Pipelifievo Certain Places During the Last
Four Monthgqresults of public monitoring conducted by Sakh&mvironment Watch)
http://bankwatch.org/documents/Diet_meeting_Tokyat @007_SEW _final.pdf

- Presentation to EBRD on River Crossings, wisiating 2007
http://bankwatch.org/files/EBRD _presentation_rivanssing_winter-spring_2007.pdf

- Photographic Report of the Travyanaya River Ripetline Crossings for the Sakhalin
Il Project
http://bankwatch.org/files/River_crossing_winter0Z(pdf



- Photo Report of the Lazovaya River and Tribugriakhalin Island
http://bankwatch.org/files/Photo_report_october 2Qgart2.pdf

- Sakhalin 1l Ongoing Mudflow and Land Slide Preses May 2007
http://bankwatch.org/documents/Sakhalin_ongoing_fioud landslides_processes May
2007.pdf

- Photo Report: Sakhalin Il Pipeline (Photo Réfroaccordance with findings of the
public ecological inspection of pipelines constimies (under Sakhalin 1l Project, July,
2007)

http://bankwatch.org/documents/July _2007_Phototepgeline_Sakh_Il_ENGL.pdf

- Photo Report: Sakhalin Il Pipeline (Photo ReporResults of Public Monitoring of
Pipeline Constructions und8eakhalin lIProject, August 31 — September 1, 2007)
http://bankwatch.org/files/Aug-Sept_2007_photorépaipeline_Sakhalinll.pdf

Government Reports (just one example):

2007

Photo-supplement attached to Act 0122-LK of RPND2®&7

(Photo-supplement attached to Act 01/22-LK: Schedluéview of the fulfillment of
legislation requirements by LLC “Starstroi” durittge construction of the main
pipelines for “Sakhalin 11" project in the Makar®@istrict of Sakhalin Region,

July 26, 2007) available at
http://bankwatch.org/files/Photo-supplemehtt0122-LK_RPN.pdf

Academy of Science Reports:

Sakhalin Branch, Far Eastern Geological Instithes,Eastern Department, Russian
Academy of Sciences,

Technogenic landslide, mudflow and erosion processehe onshore oil and gas
pipeline route for “Sakhalin II” in the Makarov Reg. June 2, 2007. available at
http://bankwatch.org/documents/Presentation_Teaolmoglandslide_mudflow_erosion.
pdf

Summary of Findings from Diverse Sour ces. Russian state agencies, Academy of
Sciences, NGOs and independent experts have beearcently revealing violations of
Russian law and bank policy during the whole pipekonstruction from 2004 to the
present. These violations include:
» Disposal of excavated ground from the pipeline ictanr on sensitive areas and
without permits;
» Construction of parallel gas and oil lines at difat times (sometimes in different
years), a violation that results in renewed exceratmpacts;
» Changes to river bed morphology and hydrologicgjiimee, river banks and river
channels;
* Incorrect storage and consequent loss of top smiieved from the pipeline
corridor (with consequent failed restoration effjrt
* Absence of culverts on many steams in the pipetinedor;



» Dewatering of rivers' channels during constructmmfrriver crossings due to the
construction of dams and by other bad practices;

» Earth (ground, soil) deposits in the river channels

» Vehicle crossings directly through river channelthaut bridges, and machinery
operations in the river channels;

» Systematic use of road metal and crushed stoneadsif required pebbles for
restoration of destroyed spawning grounds;

» Constriction of rivers channels and of obstactesiter flows by incorrectly
constructed bridges;

* Mound soil (ground) bridges on the river ice (whafters rivers when ice melts);

* In contradiction of Sakhalin Energy commitments ahligations, 46 salmon
spawning rivers were crossed 57 times (by twolipipg) during salmon
spawning season;

* Massive erosion and contamination of salmon ri\®rsuspended solids and
sediments;

» Ongoing land slides and mud flow processes andiaugethreat of such
processes happening at a much greater scale ine¢heest future;

» Leaks of toxic materials (motor oil, diesel fuehydene glycol);

» Exceeding of permitted Right-of-Way and extra tkep@l logging along the
pipeline route);

» Absence of top soil return on the pipeline corridfier construction is complete
and very poor vegetation restoration as a result.

Oil Spill Threats: Sakhalin Il continues to pose unacceptable oil gpkts to the
environment and fishing communities in Russia aamhd. After years of promises of
adequate oil spill plans, Sakhalin Energy has aotied Russian government approval
for four of the six required oil spill responsemaincluding plans for project elements
that pose some of the highest risk for catastroptiishore oil spills from platforms and
oil tanker export facilities. What's more, it esgly troubling that the oil industry,
including SEIC, has no proven technology and expee to adequately respond to oll
spills in treacherous sea ice conditions that dtarze much of the Sakhalin Il off-shore
environment.

Meanwhile, under Phase 1 of Sakhalin Il (which Waanced by the Export-Import Bank
of Japan) SEIC required the owners of tankers takihfrom the project to carry $700
million in insurance. Under Phase 2 of the profhetrequirement for insurance is absent
in publicly available project material, and inste28IC refers to the International
Convention on Civil Liability for Oil Pollution, wich assigns responsibility to owners of
vessels to obtain insurance that does not neexceed $105 million, and to the potential
for other financial guarantees that in all may todél more than $327.6 million. Thus, at
the current time the tankers that are carrying Skakhi oil are obligated to have
insurance in an amount no greater than $105 mi(fimna tanker in the 100 thousand ton
class), which is almost seven times less than 8hkhalin Energy demanded of its
vessel owners in the first phase of the projeced@ Suisse financing of Sakhalin I
under such conditions exposes both Russia and Jagmamatically higher
environmental and financial risks.



Threatsto transboundary endanger ed species (Steller Sea Eagle, Western Gray
Whale): Sakhalin Il off-shore oil structures and operatioostinue to threaten the
critically endangered Western Gray Whale with estion. As you are aware, in 2004
SEIC commissioned the International Union for tteg&krvation of Nature to assemble a
panel of experts, called the Independent Scierf@égiew Panel (ISRP), to review
Sakhalin Il impacts on the critically endangeredstéen Gray Whale. The ISRP
immediately concluded that:

[E]xisting and planned large-scale offshore oil agas activities pose potentially
catastrophic threats to the population.

The most precautionary approach would be to susjpeaskent operations and
delay further development of the oil and gas resim the vicinity of the gray
whale feeding grounds off Sakhalin, and especih#ycritical nearshore feeding
ground that is used preferentially by mothers aaldes.

We remind you that adherence to the ISRP (subséguenonstituted as the Western
Gray Whale Advisory Panel (WGWAP)) recommendatiisns commitment in the
Sakhalin Il Health, Safety, Environment and SoAgietion Plan and a stated condition of
financing by Credit Suisse and other banks. Yakh&lin Energy has subverted the
ISRP and WGWAP process by withholding critical rmhation from these experts and
ignoring many of their key recommendations, an i@ben that is documented in these
panel’s reports. For example, the latest WGWARreveals that:

“[T]he overall effectiveness [of the required MaeiMammal Observer program]
was probably quite low;”

“Suitable tests of the behaviour of Vityaz crudehaivenot been performed in
the marine environment, and the Panel considersaiisence of such tests to be a
significant shortcoming in preparations for oil Bpesponse;”

“SEIC has chosen to interpret the evidence [contgytehavioral response of
whales to noise and population-level effects ofigtidal activities] in a decidedly
non-precautionary manner;”

“Data provided by SEIC indicate that the Panel’soenmended criteria for
continuous noise (WGWAP-2) were breached by coetgtruactivities during
the summer of 2007. At least one part of the fepdira was ensonified above
120 dB for >4 hours,” and “the dose-exposure criterecommended by the
Panel(WGWAP 2/INF.15) were violated by the noiselkerecorded at least at
three monitoring stations;”

The Panel was unable to conclude its analysisehtgative impacts “from the
‘noisy’ events of 2007” because of the“absenceystamatic data” provided by
SEIC; hence the company subverted the Panel prdagefsling to present the
data that scientists needed to perform their regghifunction.



The AEA Report also notes material and harmfulatiohs in regards to construction
activities in close proximity to endangered Stéll&ea Eagles. The AEA Report states
that construction activities took place in closexamity to a Steller's Sea Eagle nest site,
“contrary to a commitment in the HSESAP (Table 2a8y 20) that requires
‘Establishment of a buffer zone within which no straction activity shall be permitted
during the nesting season (SEIC has ordered thatifieline contractor maintain a buffer
distance of 500m from any active Steller's Sea®agkts). The AEA Report indicates
that the eagles did not raise any chicks, and rib&sit is possible that construction-
related activities, in excess of that allowed ia tiest specific mitigation measures,
contributed to, or were directly responsible fog failure to breed.”

Additional Biodiversity Impacts: The AEA Report confirms that many of the same
problems that affect SEIC’s performance on othgriksues also affect the company’s
performance in relation to biodiversity conservatibor example, the report notes that
the planned Biodiversity Action Plan (BAP) has heen produced in a timely manner:
“The HSESAP [Health, Safety, Environment and So&ietion Plan] (released December
2005) anticipated completion of the BAP by the 085 and therefore SEIC has not met
this timeline. " The AEA Report goes on to state: “The one elemétiteoBAP likely to
suffer from a delay relates to taimen [endangeisdg because of the unknown
distribution of taimen in Project affected riveasid the potential for impact during
pipeline crossings of taimen supporting rivers.”AA&so notes that although the BAP
will draw upon an expert panel, “the recommendatiprovided by the panel will be non-
binding and therefore, unlike the WGW advisory patieere is no formal requirement to
accept all reasonable comments.” Given SEIC’sifaito comply even with the
supposedly binding recommendations from the WGWAIB,even less likely that the
Biodiversity panel will have any influence on thmeject.

The AEA Report particularly criticizes constructiaativities in Chaivo Bay for

violations of HSESAP commitments and impacts toufiln tern and Sakhalin dunlin.
The AEA Report notes that activities related toefiipe construction continued at Chaivo
Spit “for a number of weeks [after May 1] therebsedapping with the most sensitive
bird nesting period. The AEA Report also notes that financial lendeis hat been
informed of these activities ahead of time, andesrthat it “considered it a breach of the
agreement not to work outside of the winter pedediefined in the December 2005
HSESAP.” The Report goes on to say that “[ijln AEA’s opinidine most precautionary
approach would be to avoid all summer construcictivity.”

The AEA Report notes that SEIC revised HSESAP lagguegarding wetlands to make
it possible to conduct some construction activitgnetheless, the AEA Report points
out that even with these changes, HSESAP conditi@ne not met. The AEA Report
indicates that “[surveys] were not undertaken dreddfore in AEA’s opinion this
represents a breach of the refined HSESAP (TaBle@w 34) commitment.The Report
continues: “In failing to apply the precautionamngiple the approach did not represent
best practice and the approach was also a breable 6fSESAP.”



Social impacts: According to the AEA Report, “AEA considers it impant to highlight
SEIC’s history of delays in responding to socialiss and in meeting compliance and
best practice requirementsSome of these delays and compliance failures egséibm
inadequate planning and project design. The Reqmes: “In 2005 information about
some [project affected people] was missing fromitaeeline characterization provided
in the SIA [Social Impact Assessment] and the RREsettlement Action Plan],
including non-IP fisherfolk in the north of theasid, commercial fishing companies and
their ancillary enterprises who will be economigalisplaced both in the north and south
of the island and dacha residents near to the Lit3 sThe Report points out that
SEIC’s lack of response to social issues is chrdhistorically, SEIC has not been able
to respond quickly to problems with aspects ofdsial management system that have
been identified through the due diligence process.fact, SEIC started to prepare a
Resettlement Action Plan only after large protésttocal people and affected
communities, and not before the construction sads required.

Even in cases where SEIC identified social impabtxe was lack of willingness to
comply with the preventative measures such asake that people nearby the Right of
Way who had not been resettled during the construetind had to live under tremendous
project impacts and threats for many years (edherirsovo village). This is a clear
violation of SEIC’s commitment to its Resettlem#&ation Plan, which states that "SEIC
will ensure that no civil work commences until thés full payment of compensation, as
required by the World Bank guidelines.” This alspresents a violation of tl@&ommon
Approachesand theEquator Principles.

Poor project planning also resulted in inadequatesimg for the thousands of
construction workers who came to Sakhalin to warkhe project, and who were forced
to move into surrounding communities, overwhelmiogimunity health and public
services. Community groups say the project hasdéigh inflation in housing costs,
increased crime and violence and the spread ofdigittansmitted diseases. These
predictable impacts on local people should have lageressed, prevented and mitigated
by Sakhalin Energy, and failure to do so constg@erave breach of internationally
accepted standards, tBemmon Approacheand theEquator Principles.

Indigenous Peoples Impacts: The AEA Report states that Sakhalin Energy’s apgroa
“did not meet all the criteria outlined for an IP[IRdigenous Peoples Development
Plan] in [World Bank] OD 4.20.What's more, OD 4.20 states: “Successful plannang f
indigenous peoples frequently requires long leaesi....” Yet, the Sakhalin Indigenous
Minorities Development Plan (SIMDP) was developaty @after the project was well
into the construction phase and had already casigadicant impacts in northeast
Sakhalin, where most indigenous peoples live. @iblay obviates the usefulness of the
SIMDP, violates the World Bank’s policy, and me&met the SIMDP is little more than
a document to spell out the terms of compensatather than a means to avoid negative
impacts. Moreover, Sakhalin Energy only agreedeteetbp the SIMDP after its
contractors destroyed a sacred indigenous peagitesand indigenous peoples
conducted two highly publicized blockades of a rtedling to a Sakhalin Il project site
in January and June 2005. The AEA Report doesthateé[d]elays [in undertaking a full



plan for indigenous peoples] had a negative impac®EIC’s relationship with IP and IP
leadership.Furthermore, the SIMDP is only valid for five yeansd there is no
agreement or existing commitment by Sakhalin Enésgyontinue the plan. It must also
be noted that indigenous peoples’ primary requels&t+$SEIC conduct an independent
Cultural Impact Assessment, or “ethnological expatt—has been rejected by SEIC and
has not been conducted. Without this Cultural Inhpasessment, the SIMDP cannot be
seen as a development plan or as one that proapj@spriate compensation to
Sakhalin’s indigenous peoples for damages causteitiosubsistence lifestyles,
traditional economic activities, cultural heritaged natural resources as a result of the
Sakhalin Il project.

Failed Environmental Assessment Process. The Sakhalin Il environmental assessment
processs widely regarded as a failure. Potential lendeosisultants and independent
experts have confirmed that environmental assegsmere not fit for public

consultation until the project was already deep the construction phase. Sakhalin
Energy also failed to: collect sufficient baseldata, develop adequate preventative
measures, disclose information required to conduichely review, follow many
recommendations of empanelled whale experts, arldted many other lenders’ policies
and the project’s required Health, Safety, Envirental & Social Action Plan.

NGO analysis of the AEA Report reveals non-coméemin at least 41% of the total set
of compliance issue areas identified by the coasalf during its multi-year review, even
after several years of proactive engagement byelsnGOs, and international panels of
experts. The AEA report also reveals an additisnaiset of violations which, if not
corrected, raises the level of total identifiedamees of non-compliance to 70%. Also,
the AEA Report states:

“This report makes clear that, as of July 2007 réhevere a number of historic
and existing non-compliances with the Project’s le&afety, Environment and
Social Action Plan.”

“In addition to historical issues some material @mngg non-compliances with
HSESAP commitments exist that are unlikely to beresolved prior to financial
closure.”

“Actions to ensure full recovery to prescribed r&gismtement standards may be
particularly difficult to achieve.”

“Failure to fully action such plans could compromithe Project’s ability to meet
Lender requirements.”

Meanwhile, we are aware that some other banks tnigkto reduce Sakhalin Il project
damage in some limited areas, but we are not agfaech steps by Credit Suisse.
Meanwhile, NGO, bank, company government and séientstitution experts confirm
that, on the whole, these small measures have rectur the context of a project that is
characterized by much more fundamental and widagpeavironmental and social harm
and policy violations. Sakhalin Environment Wagetd other environmental groups’



regular pipeline monitoring trips, which have ocedras recently as May-June, 2008,
have documented that performance is continuousty aond that extensive violations of
best practice are chronic and continue to occur.

Conclusion: The history of Sakhalin 11, through the presentmeat, is littered with
severe, irreversible design and implementatiomifed, as well as countless examples of
Sakhalin Energy’s perpetual withholding of publiterest information and unwillingness
to correct repairable damage. These fundamerdgkitions of internationally accepted
practice have been identified by NGOs, the appdieteerts of banks and Sakhalin
Energy, government authorities, Russian and intemma scientific institutions. These
chronic violations contributed significantly to tdecisions by EBRD, ECGD and Ex-Im
Bank to not finance the project. In contrast testhother banks, Credit Suisse has shown
a shocking disregard for the significance of thesaches and a willingness to proceed
under the false rationalization that these violagioan be overlooked because the Bank’s
support will marginally improve the project. Suaapproach dishonors Credit Suisse’
commitment to its own environmental policies anttdnes its commitment to uphold the
spirit of the Equator Principles. Such an ignagdé@roach undercuts the efforts of public
and private banks worldwide, which seek to main&aironmental standards for finance
institutions in their global operations.



