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EXECUTIVE SUMMARY

The Camisea gas extraction and pipeline project is one of the most significant energy
infrastructure projects in Latin America and is expected to make an important
contribution to Peru’s economic development, creating jobs and significantly increasing
the country’s standard of living. The Camisea Project consists of three separate projects
or components: (1) Upstream Component, which includes the exploration and
exploitation of gas deposits in Camisea, processing at Las Malvinas and a Fractionation
Plant and Marine Terminal for natural gas liquid located south of Pisco, all under the
responsibility of a multinational consortium led by Pluspetrol; (2) Downstream
Component, which consists of the transport of natural gas from Las Malvinas to the City
Gate in Lurin and natural gas liquids to fractionation plant south of Pisco, under the
responsibility of Transportadora de Gas del Peru (TGP); and (3) Distribution Component,
which consists of distribution of natural gas to Lima and Callao, under the responsibility
of Tractebel. Portions of the Camisea Project are located in areas of extremely rich and
diverse environmental and social characteristics that require special attention and could
be significantly and negatively impacted if the project is not properly developed.

In September 2003, the Board of Directors of the Inter-American Development Bank
(IDB) approved providing up to $75 million in direct loans to help finance a portion of
the Camisea Project’s approximately $1.6 billion development cost; specifically, a loan to
TGP to support the transportation component of the Project (Downstream Component).
The loan will help finance a portion of the cost of the natural gas and natural gas liquids
pipelines. The IDB is not participating in the financing of other two components of the
Camisea Project (Upstream and Distribution). The involvement of the IDB in the
Camisea Project has been based on a commitment to sustainable development for Peru,
including strong environmental and social safeguards. As part of the approval, the IDB
established various environmental and social requirements for the Camisea Project that
are summarized in the Section 8 of the IDB Environmental and Social Impact Report
(ESIR) (http://www.iadb.org/exr/pic/camisea/rpe0222.htm) and the Annex to ESIR
(http://www.iadb.org/ext/doc98/pro/camisea/esirupdate.pdf).

One requirement associated with the IDB approval was for IDB Management to provide
a report to the IDB Board of Executive Directors summarizing the performance of TGP,
Pluspetrol, and the Government of Peru (GOP) pertaining to their respective
environmental and social commitments. The present report summarizes the performance
in respect to the proposed signing of the Loan Agreement between the IDB and TGP
(financial closure), estimated to occur by the end of July.

As of June 2004, the construction of the Downstream Component of the Camisea Project
was essentially complete, with the physical installation of both pipelines finished,
commissioning and performance tests well advanced and remaining activities including
cleanup, permanent erosion control and revegetation, and punch list items. The formal
arrival of gas to Lima is scheduled for early August 2004. In terms of the Upstream
Component, the San Martin wells 1 and 3 and the Malvinas Processing Facility have been
completed and the Fractionation Plant and Marine Terminal is approximately 94 percent
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complete. Total project construction of the main grid in the Distribution Component is
approximately 99 percent complete, with some works pending related to connections to
the main grid.

Significant efforts have been implemented to mitigate potential negative environmental
and social impacts during construction, especially related to erosion control, revegetation,
compensation, archeological and dredging operations. Significant local economic
benefits have already occurred due to project construction, including, for example
approximately US$63.2 million for salaries and benefits and US$333 million of local
goods and services purchased associated with the Downstream Component.

The IDB believes the necessary protocols have been established to ensure the direct,
indirect and cumulative environmental, social and health and safety negative impacts and
risks associated with the Camisea Project will be properly mitigated. These have been
established in five principal components: Project Design; Environmental, Social, and
Health and Safety Plans of the project companies; Actions of the Government of Peru;
Supervision and Monitoring; and Contractual Agreements between the IDB and TGP and
Pluspetrol. The IDB also believes those conditions established for financial closure
(signing) of the IDB loan agreement with TGP have been satisfied.

The IDB has taken a series of proactive steps to improve the environmental and social
sustainability of the project and ensure stakeholder participation. Taken as a whole, the
Bank’s involvement in this type of project is extraordinary. The IDB has taken on a
much greater role than just mitigating the impact of the Downstream portion of Camisea
that it is financing. It has always considered financing only a small portion of the project
(i.e., approximately 8 percent), which relates to the Downstream Component.
Nonetheless, since becoming involved with the project, the IDB has identified and
requested various improvements in the project, related to both the Downstream and
Upstream Components. The IDB also undertook supervising the implementation of the
environmental and social protection measures for the project during the Bank’s due-
diligence, prior to any formal approval or financial closure of the project financing. In
addition, the IDB provided resources to the Government of Peru to strengthen its ability
to monitor and enforce agreed-upon environmental and cultural safeguards. In
conjunction with the project’s consortium companies and Government of Peru, the IDB
also worked on developing a series of measures to address potential long-term issues and
to establish a series of positive programs to improve the environmental, social and
economic conditions in the area of the project.

It is clear from numerous entities, including various local and international civil society
organizations, that the participation of the IDB has made a significant difference in the
environmental and social viability of the Camisea Project. For example, the IDB has
leveraged its presence in the Downstream Component by extending its environmental and
social standards to the Upstream Component and ensuring that the GOP increased its
supervision and monitoring activities and took additional actions to mitigate
environmental and social impacts. The IDB has also leveraged its participation to beyond
just mitigating negative impacts to developing and implementing better environmental



and social management systems, which will actually improve the environmental and
social conditions in the area of the Camisea Project and Peru. The IDB participation has
also help establish an enhanced knowledge and capabilities, in terms of similar projects,
by all parties involved, including civil society, the private sector companies, the
Government of Peru, and the financial community (i.e., IDB, etc.). It is also clear that
with the ongoing IDB participation continued leverage can be maintained to ensure

adequate environmental and social protection measures are adequately and appropriately
implemented.

At this stage of the implementation of the Camisea Project (i.e., construction basically
complete and the operational phase is forthcoming) and notwithstanding the various
measures and commitments established, the IDB has identified certain issues that require
IDB’s special attention. These include: ensuring adequate final erosion control and
revegetation of the pipeline right-of-way; finalization of the compensation program for
both the Downstream and Upstream Components; issues and actions related to
transitioning the project from a construction phase to an operation phase, in particular
adequate implementation of the operational mitigation and monitoring plans; continuing
to work with the GOP in relation to their various commitments related to the Camisea
Project; continuing to work with civil society to address concerns and issues, in particular
enhancing the supervision system to better satisfy their particular needs; and maintaining
the momentum in terms of actions resulting in positive impacts and affects including the
Camisea Fund, Paracas Bay and the Urubamba area.

The IDB’s support for Camisea represents a special approach toward private sector
financing projects of this nature in order to respond adequately to legitimate
environmental concerns and challenges, appropriately distribute economic benefits,
protect social diversity and help ensure long-term and sustainable development. By
taking an integrated and innovative approach to problem-solving, the IDB believes it has
been able to leverage its relatively small financial contribution to achieve a greater good
for Peru.
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1. INTRODUCTION

The Inter-American Development Bank (IDB) approved providing up to $75 million in
direct loans to help finance a portion of the Camisea Project’s approximately $1.6 billion
development cost; specifically, a loan to Transportadora de Gas del Peru (TGP) to
support the transportation component of the Project (Downstream Component). The loan
will help finance a portion of the cost of the natural gas and natural gas liquids pipelines.
The IDB is not participating in the financing of the other two components of the Camisea
Project; natural gas production and gas liquids processing (Upstream Component) and
natural gas distribution in Lima (Distribution Component). The involvement of the IDB
in the Camisea Project is based on a commitment to sustainable development for Peru,
including strong environmental and social safeguards.

One requirement associated with the IDB approval was for IDB Management to provide
a report to the IDB Board of Executive Directors summarizing the performance of TGP,
Pluspetrol, and the Government of Peru (GOP) pertaining to their respective
environmental and social commitments. These reports are to be provided at various
project milestones.

The present report summarizes the performance associated with the planned signing of
the Loan Agreement between the IDB and TGP (financial closure), estimated to occur by
the end of July 2004, and is organized into the following sections:

e Section 2, provides an overview of the Camisea Project, including project
description, project benefits, environmental and social aspects, IDB
additionality, and civil society participation;

e Section 3, provides a summary of the status of the Camisea Project related to
the Downstream Component, the Upstream Component and Distribution
Component;

e Section 4, provides a summary of the compliance by TGP, Pluspetrol and
GOP with the conditions established by the IDB for financial closure; and

e Section 5, provides relevant conclusions.



2. CAMISEA PROJECT OVERVIEW

2.1 Project Description

The Camisea gas extraction and pipeline project in Peru is one of the most significant
energy infrastructure projects currently under construction in Latin America. The
Camisea Project provides an important contribution to Peru’s economic development,
creating jobs and significantly increasing the country’s standard of living. Camisea will
also allow Peru to become one of the few Latin American countries able to meet its own
internal energy needs as well as eventually export natural gas.

The overall Camisea Project consists of three projects or components (see Figure 2-1):
(1) Upstream Component, which includes the exploration and exploitation of gas deposits
in Camisea and processing at Las Malvinas, located north of Cuzco, and a gas
fractionation plant and marine terminal for natural gas liquid located south of Pisco, all
under the responsibility of a multinational consortium led by Pluspetrol; (2) Downstream
ComPonent, which consists of the transport of natural gas from Las Malvinas to the City
Gate' in Lurin and natural gas liquids to fractionation plant south of Pisco, both pipelines
under the responsibility of Transportadora de Gas del Peru (TGP); and (3) Distribution
Component, which consist of distribution of natural gas to Lima and Callao, under the
responsibility of Tractebel. Presented below is a brief summary of each component; for a
more complete description refer to the IDB Environmental and Social Impact Report
(http://www.iadb.org/exr/pic/camisea/rpe0222.htm) and the Camisea Project webpage
(www.camisea.com.pe).

The Camisea Project consists of an estimated investment of approximately US$1,651
million dollars. This corresponds to approximately US$850 million for the Downstream
Component, approximately US$730 million for the Upstream Component, and
approximately $US71 million for the Distribution Component. In September 2003 the
IDB’s Board of Executive Directors approved a loan of up to $75 million to TGP to
finance a portion of the Downstream Component. The IDB is not participating in the
financing of the Upstream Component or the Distribution Component.

The Camisea Project is located in areas of extremely rich and diverse environmental and
social characteristics that warrant special attention since they could be significantly
negatively affected if the Camisea Project is not properly developed, constructed and
operated. The Consortium Companies, the Government of Peru (GOP), and the IDB
have implemented extensive actions to establish the environmental and social
sustainability of the Camisea Project.

Downstream Component

The Camisea Natural Gas and Natural Gas Liquids Transportation Project (Downstream
Component) consists of a 730 kilometer natural gas pipeline and a parallel 560 kilometer
natural gas liquids pipeline. Both pipelines start at Malvinas, Department of Cusco, in

! The terminus of the gas pipeline (Downstream Component) and beginning of the Distribution component.
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the Urubamba Basin, traversing the Peruvian Amazon Rainforest and the Andes
Highlands (with maximum height at 4,800 meters over sea level). The natural gas
pipeline ends in the city of Lurin, located 30 km south of Lima. The liquids pipeline ends
at the fractionation plant, located south of Pisco next to the Paracas Bay.

The natural gas pipeline consists of 210 km of 32-inch diameter pipe, 310 km of 24-inch
diameter pipe and 210 km of 18-inch diameter pipe and traverses some 200 km of rain
forest, 300 km of mountain highlands and 230 km of coastal plain. The system includes
4 above grade scrapper facilities, 1 Pressure Control Station, 21 mainline valves and a
reception terminal at Lurin. Compression to move the gas from Malvinas to Lurin is
supplied by the field operator at Malvinas. The initial design capacity of the natural gas
pipeline is 205 MMSCFD (million standard cubic feet pet day) to meet the demands of
the Lima market with future expansion planned to increase the capacity to a guaranteed
minimum of 450 MMSCFD or greater if anticipated future markets develop. Due to the
sensitive nature of the rainforest section, TGP invested an additional US$40 million to
increase the pipeline diameter to 32-inch for future increases in capacity without
additional pipeline construction in this area.

The natural gas liquids pipeline is comprised of 455 km of 14-inch diameter pipe and 105
km of 10.75-inch diameter pipe and traverses some 200 km of rain forest, 300 km of
mountain highlands and 60 km of coastal plain. The system includes 4 Pump Stations,
three Pressure Reduction Stations and 19 mainline valves. The stations include 2 pumps
and 2 generators each, fuel gas and other associated systems. Engines are all gas driven
with gas from the parallel gas line. The pipeline design capacity is 70 MBPD (million
barrels per day) with pump stations designed for an initial capacity of S0 MBPD.

Both pipelines are buried along the entire route usually to a depth of approximately 0.6 to
0.9 meters below ground surface, and to deeper depths at special sections to reduce the
possible physical risks due to land use activities. The pipelines are steel, covered during
manufacturing with a polyethylene coating to provide protection against external
corrosion and include a cathodic protection system. There are four pumping stations and
two pressure reduction stations for the gas liquids pipeline and one additional pressure
reduction station and pressure control station that will service both pipelines. Scrappers
are for internal cleaning and inspection of the pipelines. Block valves are used to control
the flow through the pipeline.

Project control and communications for the two pipeline systems is supplied via a state-
of-art Supervisory, Control and Data Acquisition System (SCADA) and
Telecommunication System consisting of a fiber optic cable installed in the pipeline
trench complete with a satellite backup. The SCADA system allows for continuous
monitoring of volumes, pressures and temperatures and automated control of operating
status of pipeline facilities. The Main Control Center and Contingency Control Center are
located at Lurin, Lima. The SCADA system includes an automatic shut-off system
integrated into the respective natural gas and natural gas liquids pipeline valves that
allows for immediate shut-off upon detection of pressure drops, which is an indication of
a potential leak.



The present financing plan for the US$850 million Downstream Component of the
Camisea Project consists of US$ 75 million IDB A-loan, US$50 million Corporacion
Andina de Fomento (CAF) A- loan, up to US$60 million in IDB/CAF B-loan, US$103
million Brazilian National Development Bank (BNDES) loan, and a Peruvian capital
market bond issue that could represent an additional US$200 million.

Upstream Component

The Upstream Component involves the exploration and production of natural gas and
natural gas liquids from the reserves of the San Martin and Cashiriari fields, which are
located in Block 88 north of Cuzco. The Upstream Component consists of the following
elements described below.

e The construction and operation of four well clusters for gas extraction and re-
injection at pre-existing well platforms (San Martin 1, San Martin 3,
Cashiriari 1 and Cashiriari 3), drilled using directional drilling and water
based drilling muds.

e The construction of approximately 58 kilometers of flowlines (buried)
between the well pads and the gas processing plant at Las Malvinas to
transport the natural gas and natural gas liquids, and which upon completion
of construction the flowline right-of-way will be closed.

e The construction and operation of gas separation and condensation facilities at
Las Malvinas where the gas will be processed by physical separation and
cooling (turbo-cooling), with initial production of approximately 400
MMCFD (million cubic feet per day) and 21 thousand barrels/day of gas
liquids with the possibility of future expansions as demands increase.

e The construction and operation of a natural gas liquids fractionation plant and
the marine terminal. The fractionation plant will have the capacity to produce
propane, butane, diesel, and naphtha products. The marine terminal will be
used to transport products from the fractionation plant via four subsea
pipelines to a ship loading platform (approximately 3,200 meters offshore).
Two of the four pipes will transport propane and butane will be “Pipe in Pipe”
(PiP) construction, which is essentially an insulated double-walled 20-inch
diameter pipe enclosed within an external 24-inch pipe. Additionally, one 24-
inch pipe will transport naptha, and one 10-inch pipe will be installed for the
transport of diesel to the loading terminal. The marine terminal will operate
with a ship loading capacity of about 3,000 to 78,500 m® of refrigerated
propane and butane, naphtha and diesel for the national and international
markets.

Distribution Component

The Distribution Component consists of the construction and operation of a natural gas
distribution system in Lima and Callao. The distribution network begins at the City Gate
(the final point of the natural gas pipeline) and ends at the Terminal Station in Callao



(District of Ventanilla). The distribution pipeline network is buried along roadways,
public utility corridors and other existing rights-of-way (ROW). The network consists of
a 62-km long distribution pipeline and a lateral connection of approximately 25 km.
Additionally, compression plants, pressure control stations, pigging facilities and block
valves are installed in various parts of Lima and Callao. The terminal station is located in
the District of Ventanilla, in Callao, and is equipped with pressure control devices that
allow for efficient management during emergencies or during emergency situations due
to over-pressure conditions.

2.2 Project Benefits

The development of Camisea is a central component of the Peruvian government’s
energy strategy, with the potential of producing $4.1 billion in energy cost savings in
present value terms over a thirty-year period. In developing a stable, low-cost source of
energy, Camisea will provide direct benefits to the Peruvian population and increase the
competitiveness of Peruvian industry. Marginal costs of power generation will be
reduced by 30 percent on average, and air pollution in Lima will decrease by virtue of the
conversion to the use of natural gas, the cleanest of the fossil fuels. The project is
expected to add eight-tenths of a percent to Peru’s gross domestic product (GDP) for each
year of the project’s life, improving Peruvians standard of living, adding to GDP growth
and helping to alleviate poverty. Additional economic benefits include an improved trade
balance, increased tax revenue, greater national income through the payment of royalties,
new employment opportunities and long-term foreign direct investment. While
Camisea’s economic impact will be experienced nation-wide, the Department of Cusco,
where a portion of the Camisea Project is located, will realize additional benefits, which
will foster further economic development in this important tourist and historical area of
Peru.

During construction, the Camisea Project has already created significant employment,
economic growth and improved road infrastructure (see Section 3 for details). During
operation, natural gas will supply the domestic market and also will be a significant
source of foreign currency earnings. Peru’s balance of payments is expected to improve
as a result of liquid exports and imports substitution. Camisea will also generate direct
fiscal benefits for the Peruvian government through corporate income tax and royalties.
The government will receive royalties equivalent to 37.24 percent of the Upstream
Component gross revenues (estimated to be US$68.2 million in 2005, with an annual
average of US$105.7 million from 2005 through 2015). At a regional level, the principal
economic benefits from the Camisea Project will be directed to the Regional Government
of the Department of Cusco (where the Camisea field is located), which will receive
substantial revenues under a royalty-sharing agreement with the central government.

Forecasts show the marginal cost of producing electricity with Camisea would be on
average 30 percent lower than without Camisea over the concession period. Given the
lower marginal cost of electricity generation and including the cost of transmission and
distribution, the estimated final prices for households should be reduced on average by 10



percent for the first ten years and on average by 6 percent over the concession period.
The substitution of more expensive fuels like diesel and residual oil with natural gas is
expected to reduce system-wide marginal generation costs, resulting in electric power
generation savings of US$3,340 million over the concession period. Other estimated
savings from the substitution of more expensive fuels with gas have been estimated to
reach US$642 million for industrial users, mainly in energy-intensive industries such as
cement and steel. The conversion of automobile engines from gasoline fuel to
compressed natural gas may add another US$30 million, and US$91 million could be
further saved by households. Overall, the present value of energy costs savings is
estimated at US$4.1 billion.

The project is also expected to create a multiplier effect across the Peruvian economy.
Estimates indicate the development of the Camisea Project will increase output by
approximately US$5.4 billion in net present value terms during the operating phase.
Furthermore, the development of Camisea, by reducing the need to import diesel for
electricity generation and expanding the supply of hydrocarbon products for export, is
expected to reduce the fuel trade deficit by almost US$500 million on average each year
representing approximately US$3,205 in present value terms, strengthening Peru’s
balance of payments in the medium and long term.

A key environmental benefit will be the improvement of air quality in industrial centers
of Lima and Callao through the reduction of air emissions generated by fuel combustion,
such as carbon monoxide (CO), nitrogen oxides (NOx), sulfur dioxides (SO,),
hydrocarbons (HC), and carbon dioxide (CO,) gases. The project is estimated to reduce
significantly the level of air pollution in Lima and Callao, by making available natural
gas (clean low-cost source of energy) as a substitute to present liquid fuel-based
combustion sources in a number of industrial facilities and electricity generation plants.
This could have direct economic benefits to residential and industrial electricity end-users
and improve the competitiveness of Peruvian industry, raising Peru’s standard of living.
In the medium to long-term, it is envisaged that natural gas will be used to fuel public
transportation, thus increasing the positive benefits in the air quality.

2.3 Environmental and Social Aspects

Environmental and Social Conditions

The Camisea Project extends over a large and sensitive area of considerable variety in
terms of geography, climate, flora and fauna, as well as of socio-cultural and economic
backgrounds. The direct and indirect area of influence of the project includes three main
ecosystems: the Lower and Upper Urubamba region of the Peruvian Amazon (rainforest);
the low and high valleys of the Andean Mountainous range (highlands); and the rural and
urban low-lying desert areas of the coastal segment (coast). There are four noteworthy
environmental and social areas within the influence of the Camisea Project: (1) the
rainforest of the Lower Urubamba valley in the Urubamba Basin, recognized as an
important global biodiversity “hotspots” because of its biological richness, high number



of endemic species and the presence of threatened species; (2) the Lower Urubamba area,
in terms of the approximately 22 native indigenous communities settlements in the direct
and indirect area of influence of the project and the non-contacted or voluntarily isolated
groups that live in the lands reserved by the GOP in benefit of the Nahua Kugapakori
peoples; (3) the highlands area (Provinces of Huaytara, Cangallo, Huamanga, and La Mar
in the Departments of Huancavelica and Ayacucho, respectively) in terms of the
communities that live in extreme poverty, with very poor infrastructure, health services
and economic opportunity, and have suffered decades of conflict and violence; and (4)
the Paracas National Reserve located on the coast south of Pisco, which is Peru’s only
marine reserve, listed as a RAMSAR site (1971 Convention on Wetlands of International
Importance Especially as Waterfowl Habitat and Reserve) and considered of ecological
importance because it contains representative samples of natural formations and
biological diversity (mostly fauna) found only in the Subtropical Pacific Deserts and the
Warm Temperate Pacific Deserts of Chile and Peru.

Associated with the area of influence of the Camisea Project, there has been a series of
environmental and social impacts or problems that pre-existed project construction that
had already altered the key environmental and social conditions in the area. In the Lower
Urubamba, there had been several previous oil and gas activities (including exploration
and drilling) within the area of Block 88 that had affected both environmental (e.g.,
removal of forest) and social (e.g., contact with indigenous communities) as far back as
1985. In addition, there has been some colonists’ migration and illegal logging in the
area. Given the extreme remoteness, the area suffers significantly from lack of health and
general infrastructure services. The highlands, as mentioned, are an extremely poor area
that has suffered from years of lack of economic development, lack of public investment,
and presence of terrorist activities (Shinning Path). The Paracas Bay, associated with the
Paracas National Reserve, has been significantly contaminated over the past decades by
several sources. Past efforts to reduce contamination inputs and restore the quality of the
Bay have in general been unsuccessful.

Environmental and Social Impacts and Risks

The most significant potential environmental and social impacts and risks associated with
construction of the Camisea Project included: soil erosion and resultant environmental
impacts associated with the pipeline and flowline construction; social impacts to
indigenous communities in the Lower Urubamba, and in particular those indigenous
persons living in isolation within the Nahua-Kugapakori reserve, including health
impacts or changes in life style or habits; lack of adequate compensation for construction
and land use impacts in the Upstream Component and for ROWs in the Downstream
Component; potential environmental impacts due to dredging operations at the Marine
Terminal; potential social conflicts between workers and local communities; potential
loss of archaeological remains along the pipeline ROW; generation of dust and air
emissions from earth moving equipment along the ROW; and impacts due to increased
aerial and fluvial transportation of personnel and materials (through the Urubamba
River). The IDB’s efforts to provide a systematic and integrated environmental and

social management agenda are influenced by a deep understanding and appreciation for
these conditions.



The most significant potential environmental and social direct impacts and risks
associated with the operational phase included: lack of proper revegetation of the pipeline
ROW and thus change or impact on the ecosystem, especially in the rainforest area;
potential gas releases or liquids spills during operation of pipelines, which could result in
indirect impacts to the water resources, to flora and fauna, and to the local communities;
and potential contamination and related impacts of the Paracas Bay due to spills
associated with the Marine Terminal activities. Potentially significant medium to long-
term indirect impacts of project operation include: intensification of oil and gas
exploration in the Lower Urubamba and in particular the area reserved by the State in
benefit of the Nahua-Kugapakori indigenous groups; increase in access to the Lower or
Upper Urubamba area by illegal settlers, loggers and hunters along the pipeline ROW,
that could result in a potential loss of biodiversity in the jungle portion and to severe
threats to the physical, social and cultural integrity of the indigenous peoples;
inappropriately planned industrial development of the area surrounding the Paracas
Natural Reserve and Paracas Bay, as a result of the installation of the Fractionation Plant
and Marine Terminal; or inappropriately planned development in the Departments of
Cusco, Huancavelica and Ayacucho due to the benefits (increased revenues) from the
project.

2.4 Environmental and Social Management

The environmental, social, and health and safety management for the Camisea Project
encompasses the entire life of the project, from the concept and design stages, through the
construction of the facilities, and throughout the operational phase of the project. There
are five principal components for the environmental and social management of the
Camisea Project (which are briefly summarized below):

e Project Design;
e Environmental, Social, and Health and Safety Plans of the project companies;
e Actions of the Government of Peru;
¢ Supervision and Monitoring; and
¢ Contractual agreements between the IDB and TGP and Pluspetrol.
Project Design

The Camisea Project was designed with a specific focus on protecting the area’s unique
biodiversity and ensuring respect for the indigenous communities living in the area of
influence of the project. During the design phase, the consortium companies
implemented various techniques to help prevent and mitigate the impact of the project’s
development. The primary concept adopted during the construction design was the “off-
shore in-land” approach, which minimizes access roads and maximizes air and river
transportation using river barges and helicopters to reduce potential impacts from ground
transportation, land clearing and the creation of access routes to remote areas. This
approach will also be implemented for the operation phase by reclaiming and
revegetating the pipeline ROW and limiting pipeline inspection to walking and aerial
patrols.



In accordance with community and non-governmental organization recommendations,
the Downstream project re-routed the right-of-way (RoW) to minimize the impact on the
region during construction and reduce the risk of induced migration. For example, the
pipeline route was moved from the proposed Machiguenga Megatoni sacred grove
(sanctuary) and minimized the presence in the Apurimac Reserve Zone. The
Downstream Component of the project has worked to minimize access roads in the
rainforest areas. More than 90 percent of the length of the pipeline right-of-way was used
as a roadway during construction to transport personnel, materials and machinery and
avoid the need for new roads. In the Lower Urubamba area there was no road
construction, using only river and aerial transport. In the Upper Urubamba, the project
used three existing access roads that were improved by the project, and only a small
section of one of these roads was built to reach the Chimparina camp. In the highlands
and coastal areas, existing roads have been identified and improved, but no new roads
have been constructed. In addition, the installation of large capacity pipeline (over initial
demand) in rainforest area will prevent the need for future construction in this sensitive
area.

By using existing areas already impacted or affected, the footprint of the Upstream
Component in the rainforest was only approximately three square kilometers of the 1,435

2
km of Block 88. The seismic area was reduced purposely to limit potential contact with
indigenous peoples and operational techniques and equipment used (e.g., type of drilling)
were selected to minimize the zone of impact.

Environmental, Social, and Health and Safety Plans

There are numerous specific detailed plans and procedures that have been developed and
implemented in order to adequately manage the environmental, social, health and safety
risks and impacts of each component of the Camisea Project during construction and
operation. These plans provide the specific details describing the: measures to minimize
and mitigate impacts; programs to monitor environmental, social and health and safety
conditions; time schedule and responsibility for implementing such activities; reporting
actions; and training of project staff (see Camisea Project website at
www.camisea.com.pe for complete versions of the plans; the IDB ESIR at
http://www.iadb.org/exr/pic/camisea/rpe0222.htm for a summary of plans; and Section
4.2 and 4.3 for details on plans associated with financial closure). These plans have
undergone various reviews and enhancements at different stages of the project, including
by civil society, technical experts, GOP personnel and IDB staff in order to ensure their
adequacy.

Actions of the Government of Peru

The Government of Peru (GOP), as part of its regulatory and enforcement authority, has
required various environmental studies and authorizations, including in particular
Environmental Impact Assessments. In addition, the GOP, via primarily OSINERG
(Organismo Supervisor de la Inversién en Energia), but also through various other



governmental entities, supervises the project for compliance with all GOP regulatory
requirements.

The IDB has provided the GOP a US$5 million loan for the creation of a program to
strengthen the GOP’s ability to monitor and enforce agreed upon environmental and
cultural safeguards related to the Camisea Project. This program is designed to improve
the institutional capacity of Peruvian government entities directly involved in the
inspection, supervision and monitoring of the Camisea Project as well as to address
priority activities that are the Government’s responsibility and are intended to mitigate
the project’s long-term indirect negative environmental and social effects. Section 4.4
provides a summary status of actions associated with this loan.

In addition, the GOP established a Letter of Commitment in which the GOP formalizes
its commitment to deal with direct, indirect and cumulative environmental and social
impacts and risks associated with the Camisea Project, including assistance to GOP
entities receiving project royalties, resources for environmental protected areas near the
project, and enhanced civil society participation. Based upon this Letter of Commitment,
the GOP working with the IDB has established a plan of action, which defines specific
actions and proposed time schedules, to fulfill these commitments (see
www.minem.gob.pe/gicicamisea for details). A summary status of these actions is
presented in Section 4.4.

Supervision and Monitoring

Since the IDB formally began its consideration of the Camisea Project in early 2001, the
IDB has actively supported and worked to develop and implement effective independent
environmental and social supervision and monitoring systems that can serve the needs of
project stakeholders. For the Camisea Project, this has been an extremely difficult task
given the technical and geographical complexities, the tremendous amount of technical
information and date, and the lack of credibility and confidence expressed by Peruvian
and international of civil society with the project companies and the GOP. Additionally,
the IDB has consistently promoted and implemented various actions and systems to
promote information disclosure and consultation with local civil society related to the
project status and environmental and social performance.

The supervision of the Camisea Project construction, in terms of assessing status and
fulfillment of the various environmental, social and health and safety conditions, has been
performed by four principal entities: independent environmental consultants paid by the
project companies; community monitoring; GOP entities; and independent environmental
consultants managed by the IDB (see Section 4.5 for proposed supervision systems for
project operation).

* Independent environmental consultants paid by the project companies. TGP
hired Knight Piésold (KP), an international environmental consulting
company, to perform an independent supervision of the environmental and
social aspects of the pipeline construction. KP has had, on average,
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approximately 13 monitors constantly in the field. Monthly reports are made
available to the public via the Camisea Project  website
(http://www.camisea.com.pe/report.asp) and are sent to governmental
authorities. TGP also contracted Ecotec S.A. to monitor the archeological
aspects of the project. During all initial clearing and grading operations,
Ecotec had the authority to stop construction activities if archeological
resources were identified. Ecotec had up to 50 archaeologists in the field and
works with 13 archaeologists from the National Institute of Culture to identify
potential sites, rescue artifacts, and identify routing changes. Pluspetrol
retained the consulting firm Energia y Medio Ambiente SRL (EMA) as an
independent consultancy company responsible for environmental and social
supervision of all field activities during the construction phase. Monthly
reports are posted on the Camisea Project web page
(http://www.camisea.com.pe/report.asp). This approach does represent a form
of independent supervision, in that the consultants are external to the project
companies and the reports are made available to the public, and has been used
in other projects. The approach has suffered from questions of credibility by
non-governmental organizations, albeit that the reports have identified various
deficiencies and issues.

A Community Monitoring Program was initiated during the second semester
of 2002 for the Upstream Component and the rainforest section of the
Downstream Component. The NGO, Pronaturaleza, participated in the
preparation of the Program and training of the community monitors. In
addition, following recommendations of the IDB and other stakeholders,
Pronaturaleza and Red Ambiental Peruana (RAP) expanded the Community
Monitoring Program to include permanent monitoring of the works performed
within the area of the Nahua-Kugapakori reserve. The results of this
monitoring are posted on the GTCI Camisea web page
(www.minem.gob.pe/gtcicamisea/comunidades prog monitoreocomunitario.a
sp). In early 2004, this program was expanded to cover the Upper Urubamba
area, thus encompassing all native communities located in the area of
influence of the project.

GOP Entities. OSINERG (Organismo Supervisor de la Inversion en Energia)
is the principal GOP entity responsible for the supervision and monitoring of
the Camisea Project, including compliance with environmental and social
aspects and other hydrocarbon regulations. OSINERG had on average
approximately 20 monitors permanently in the field. Monthly reports are
placed on the GOP’s Ministry of Energy & Mines (MEM) Camisea website
(hitp://www.osinerg.org.pe/osinerg/camisea/camisea.htm). The IDB loan to
the GOP for institutional strengthening supported OSINERG's increased
presence in the field. Other GOP entities that have supervised the
environmental and social aspects of the Camisea Project include: GTCI
(Technical Group for Institutional Coordination of the Camisea Project),
DGAA/MEM (Direccién General de Asuntos Ambientales, Ministerio de
Energia y Minas), INRENA (Instituto Nacional de Recursos Naturales),
CONAPA (Comision Nacional de Pueblos Andinos y Amazénicos), DIGESA
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(Direccion General de Salud Ambiental), CONAM (Consejo Nacional del
Ambiente), and DGC (Direccién General de Commuicacion). These entities
have been strengthened in their ability to supervise and monitor the Camisea
Project by the IDB loan to the GOP.

IDB Independent Supervision. The IDB has been implementing an
Independent Environmental and Social Monitoring (IESM) program since
October 2002 to provide the IDB and other stakeholders with reliable
independent information with regard to the project's compliance with the
environmental and social requirements. This is the first time the IDB has
formally monitored a project prior to approval by the IDB Board of Directors.
The IESM has been implemented by URS Corporation, one of the world’s
largest engineering and environmental consulting companies. Supervision
results are presented in monthly reports that are made available to the public
through the Camisea Project web page
(http://www.camisea.com.pe/reports.asp).

Two other GOP entities have been involved in supervising the Camisea Project, in
particular related to investigating potential claims:

The Ombudsman for the Camisea Project (Defensoria de Camisea), which
was created by the GOP in consultation with the IDB in order to prevent
conflicts and resolve concerns specifically related to social and environmental
aspects (www.minem.gob.pe/gtcicamisea/defensoria.asp); and

The existing national ombudsman (Defensoria del Pueblo), which has been
supported by the IDB institutional strengthening loan to the GOP.

In terms of monitoring the environmental and social aspects of the Camisea Project (i.e.,
collection of samples, measurements, etc.), there are numerous programs that have been
implemented by TGP and Pluspetrol during project construction including, among others:

Water quality monitoring at river crossings (mainly rivers Camisea,
Urubamba, and junction between the Urubamba River and the Mipaya y
Picha, Cumpiroshiato and Manugali Rivers, in the rainforest sector; Pampas,
Palmitos y Yucay, Vinchos, Acocro y Torobamba Rivers in the highlands
sector; and Mala, Carfiete, Pisco, and Pampa Cabeza de Toro Rivers in the
coastal sector);

Water quality and biological monitoring associated with dredging operations
for Marine Terminal at 29 transects, 62 monitoring stations and 160
monitoring points with real-time data and project stoppage criteria (see
Section 3.2 and 4.2 for details);

Water quality monitoring at well sites

Drinking water quality monitoring at human consumption intake sites;
Sanitary effluents monitoring at each campsite;

Monitoring hydrostatic water discharges;

Noise monitoring;

Air quality monitoring and emissions estimations based on U.S.
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Environmental Protection Agency (USEPA) emission factors for unpaved
roads (USEPA AP-42) in particular in the Calca — Kiteni road, in the
rainforest sector); and

* Monitoring domestic and hazardous wastes, including contaminated soils (if
any).

Independent supervision of social aspects during construction includes assessing of the
implementation of each of the social programs and plans developed by both companies as
part of the Community Relations Plans, such as community relations training for project
personnel; local employment program; communication and consultation program;
participation of local communities in monitoring programs; indemnification and
compensation program; medical emergency support for local communities in the
project’s area of influence; and local development plans.

For project operation, TGP and Pluspetrol have developed various environmental and
social monitoring plans which have been subject to civil society review and input,
including specific criteria to evaluate performance by TGP and Pluspetrol regarding
erosion control, access control, biodiversity and re-vegetation that have been reviewed
and accepted by an expert working group that included experts identified by Peruvian
non-governmental organizations (see Section 4.2 and 4.3 for details on monitoring plans).

Contractual Agreements between the IDB and TGP and Pluspetrol

As part of the loan agreement between the IDB and TGP to be executed for financing a
portion of the Downstream Component, the IDB has established the various standard and
project-specific environmental and social requirements using well-defined commitments
and remedies in an enforceable legal document. The various environmental and social
requirements are summarized in the section 8 of the IDB Environmental and Social
Impact Report (ESIR) (http://www.iadb.org/exr/pic/camisea/rpe0222.htm) and the Annex
to ESIR (http://www.iadb.org/exr/doc98/pro/camisea/esirupdate.pdf) and include:

Conditions for financial closure,

Representations and warranties,

Conditions for all disbursements (including the first),
Affirmative covenants,

Negative covenants,

Information covenants,

Conditions for technical completion,

Conditions for project completion, and

Financial mechanisms.

Failure to meet these conditions could lead to specific consequences under the loan
agreement with TGP. Unmet conditions for disbursement could prevent obtaining the
required funding. A breach of representations, warranties or covenants would place the
borrower in default. Upon the occurrence and continuation of a default the IDB may
terminate the obligation to make disbursements; declare the loan to be due and payable;
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or enforce all or any part of the security, which for the Camisea Project includes a first-
priority interest in the concession assets.

The IDB will supervise the Camisea Project to ensure compliance with environmental
and social requirements, as contained in the project legal documentation (see Section 4.5
for details). The IDB will use an external independent environmental and social
consulting firm to assist in supervising the environmental and social aspects of both the
Downstream and Upstream Components of the Camisea Project. For the project
operational phase, the consulting firm will conduct at least quarterly site visits and
reviews during the first two years after the end of construction and annually thereafter for
the life of the IDB loan agreement.

In addition to the loan agreement with TGP, the IDB will execute a letter agreement with
the consortium of the Upstream Component that would commit the Upstream consortium
to comply with the various environmental and social requirements that are summarized in
the section 8 of the IDB ESIR and the Annex to ESIR. A failure by the consortium of the

Upstream Component to comply with this agreement could result in a default under the
IDB and TGP loan agreement.

2.5 Civil Society Participation

The IDB strongly believes that, in relation to the Camisea Project, stakeholder input and a
willingness to have constructive dialogue to resolve concerns has been an essential
element in enhancing the design and implementation of an environmentally and socially
sustainable project. Prior to any formal consideration of the financing of the Downstream
Component of the Camisea Project, the IDB developed and implemented an extensive
public consultation program that was planned in consultation with indigenous
organizations and national and international environmental stakeholders. The program
included: 13 public meetings in local and indigenous communities, as well as urban areas
in the Camisea area of influence; a public meeting in Washington, DC; and numerous
meetings and discussions from early 2001 until mid-2003 with various affected
populations, local and international non-governmental organizations, indigenous
communities and organizations, and other project stakeholders. This IDB consultation
program was in addition to over 400 consultations that took place in the project design
phase to ensure proper environmental and social concerns were met (see section 7 of the
IDB ESIR for details, http://www.iadb.org/pic/camisea/rep0222.htm).

Following suggestions from the IDB, the consortium companies implemented a
stakeholder communications program to improve transparency and dialogue with local
and international stakeholders. The IDB also requested the creation of a website to
ensure ongoing transparency and engagement with stakeholders (www.camisea.com.pe).
The IDB has continued supporting civil society participation by involving Peruvian civil
society in the review of various environmental performance criteria and environmental
plans related to financial closure (see Section 4.2 and 4.3 for details).
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2.6 IDB Additionality

The IDB has taken extensive actions to help improve the environmental and social
sustainability of the Camisea Project, including:

An extensive environmental and social due-diligence of all three project
components (Downstream, Upstream and Distribution) using various IDB
internal and external specialists;

Requiring improvements in terms of environmental, social and health and
safety mitigation and monitoring for all components;

Requiring expanded analysis of potential impacts and risks as well as
increased information disclosure, public consultation and civil society
participation, and measures to promote positive impacts/benefits;

Requiring enhanced supervision during construction including independent
full-time monitors, community monitors, GOP monitors and full-time IDB
monitors; and

An IDB loan to the GOP to enhance the GOP institutional capacity to monitor
the environmental and social aspects and to address priority activities to
mitigate potential indirect effects that are the GOP’s responsibility.

Some examples of specific actions the IDB has fostered and have been implemented by
the project companies and the GOP in order to improve the environmental and social
sustainability of Camisea Project include:

Significantly increased efforts related to temporary and permanent measures
to control erosion and sedimentation along the right-of-way of the pipeline
and other work sites of the project in order to minimize risks of environmental
degradation;

Development of, in conjunction with local experts and civil society, plans and
performance criteria for erosion control, re-vegetation, access control and
biodiversity monitoring program;

Stoppage of work in Block 88 to allow an additional environmental
assessment of potential impacts in this area and incorporation of results in
environmental and social management plans;

Enhanced alternative site analysis for the Fractionation Plant and the
engineering designs for the Marine Terminal in Pisco (from a dock facility to
a submarine pipe and buoy) and expanded the consultation process associated
with the Fractionation Plant and Marine Terminal (more than thirteen
additional public consultations were implemented between August 2002 and
April 2003, totaling over 50 consultations as part of the approval process for
the Fractionation Plant and Export terminal, issued on April 4, 2003);

Various measures to improve supervision, monitoring and information
disclosure;

Development of specific actions and programs to improve the overall Paracas
Bay environmental conditions (e.g. strategic environmental planning for the
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bay area to deal with existing sources of pollution and uncontrolled
development), leading to the creation of the Commission for the Sustainable
Development of the Paracas Bay Area,;

e Development of a Camisea fund to assist in local economic, environmental
and social development in areas of the project (i.e., return part of project
benefits to local communities) financed by a portion of the GOP royalties and
with TGP participation;

e Implemented actions to improve the conditions of indigenous peoples,
including for the first time in Peru enhanced the legal protection of the
indigenous peoples desiring to live in isolation (Nahua-Kugapakori reserve),
and development of short and long-term health programs for the Urubamba
area,

* Development of a series of initiatives to improve the long-term sustainable
environmental management of Urubamba area, including sustainable
environmental management systems, concluded the final categorization of the
Apurimac Reserve into the Ostishi National Park and Machiguenga and
Ashaninka Communal Reserves, and the creation of the Megantoni Sanctuary;
and

¢ Development of improvements in the GOP institutional capacity and
regulatory framework for the environmental and social management of future
oil and gas development projects in regional area of the Camisea Project.

In broader terms, the key areas of the IDB value-added or “additionality” to the Camisea
Project include:

o Creating an effective private-public partnership to ensure all environmental
and social mitigation measures are implemented, especially those of joint or
unclear responsibility;

e Leveraging the involvement in the project to address more broader, critical
existing environmental and social issues in the area of a project, which were
pre-existent to and not affected by the project, such as health issues and
environmental protected areas;

o Leveraging the project into specific opportunities for positive impacts and
benefits, both associated with the Camisea Project and not, including the
development of the Camisea Fund (mechanism to return project benefits
directly to communities in project area) and systems and actions to improve
the environmental conditions of the degraded Paracas Bay;

¢ Creating an environment and specific mechanisms to facilitate and promote
civil society participation, and thus indirectly the democratic processes,
especially in light of the environmental and social sensitivity of the project
and the reality that projects of this nature, regardless of their potential positive
economic benefits, are controversial and full acceptance and consensus by
civil society is not really possible; and

» Establishing enhanced knowledge and capabilities in terms of similar projects
by all parties involved, including civil society, the private sector companies,
the Government of Peru, and the financial community (i.e., IDB, etc.).
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The participation of the IDB has made a real difference in the environmental and social
viability of the Camisea Project. The ongoing IDB participation will ensure continued
leverage is maintained so that the necessary environmental and social protection
measures will continue to be implemented.
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3. CAMISEA PROJECT STATUS

This section presents a brief summary of the status of project construction associated with
the Downstream, Upstream and Distribution Components of the Camisea Project. In
addition, the section highlights the status of selected key environmental and social
aspects associated with project construction. Additional and more complete information
on project status and summary is available on the Camisea Project website
(www.camisea.com.pe).

3.1 Downstream Project

Project Construction

The construction of both pipelines began on April 1, 2002. The EPC contractor (Techint)
was officially notified of the approval of the Environmental Impact Assessment by the
Government of Peru on March 22, 2002.

The construction of the Downstream Component, in terms of the physical installation of
both pipelines has been completed. The construction included a total of 12 separate
spreads (work fronts) during peak construction, in excess of 2,000 pieces of equipment
and in excess of 8,600 workforce during peak construction. Mechanical Completion of
both pipelines was achieved on May 22, 2004. This implied the conclusion of the
physical construction and testing of the pipeline and facilities required to safely introduce
gas and commence start up of the transportation system. It also included successful
performance of hydrostatic tests, inspection of gas pipeline welds, cleaning, decanting
and draining of water and drying. Main efforts are now oriented to commissioning and
start up activities and environmental reclamation. Following completion of
commissioning activities, performance tests will be executed to ensure that the project
complies with the performance design standards set out in the respective contracts.

As of June 1, 2004, the principal construction activities to be completed are listed below.

e Cleanup. Approximately 80 Km of final cleanup remains to be completed
primarily in the rainforest and mountain sections. Initial cleanup was
performed in most of these areas, especially in the rainforest at the end of the
2003 construction season. Final cleanup was delayed in order to complete the
hydrostatic testing and drying of the pipelines, which required an open transit
access be maintained along the right of way especially in the rainforest where
the only access to the jobsite was along the right of way. Completion of this
work is anticipated by end of July 2004.

e Permanent Erosion Control and Seeding. Permanent erosion control works
are proceeding following final cleanup. Work is proceeding at 12 separate
main areas/locations employing approximately 1,800 personnel, comprised
almost exclusively of local employment. Completion is scheduled for
September /October 2004.

e Punch List. Work continues on minor miscellaneous outstanding or corrective
works and scheduled to be completed by August 2004.

18



Right of Way Compensation

Due to the nature of the construction activities, negotiations with native or Andean
communities and private landowners were required to compensate them for land use (i.e.,
limited loss of use during construction and limited restriction on future use directly over
the pipelines) and/or damage caused to the lands due to construction within the pipeline
right-of-way (ROW). Compensation for the land and effects on crops were calculated
using a clear and transparent ecological and economic methodology, using as an initial
reference an official minimum value set by CONATA (Consejo Nacional de Tasaciones).
Given the nature of the construction works and uncertainties regarding the precise
extension and type of affects, all temporary lease contracts provide for additional
compensation for any and all non-foreseen impacts. Such additional compensation will be
made upon termination of the construction activities in the affected area.

Negotiations with communal landowners took place in the communities, in their own
language. In all cases, the negotiation process allowed adequate time of two to four
months from the initial meeting. This included a minimum period of two weeks, on
average, for discussions among the community members and consultation with their
advisors. To reach an agreement, a minimum of two-thirds of the indigenous community
assembly must be in conformity. The agreement is made in the presence of a public
notary. Under the Program, payments can be made either in cash, check or in the form of
social infrastructure or development projects to be provided to the community. In all
cases the entire negotiation process is fully documented. Participation of CEDIA,
COMARU, and other community associations (at the request and choice of each
community) and of the national ombudsman (Defensoria del Pueblo) have contributed to
an adequate and fair negotiation process.

Compensation for the easement of the ROW and associated areas (e.g., campsites, pump
stations, etc.) in the rainforest involved approximately 302 contracts with local
communities and individual owners, approximately 1,651 contracts in the highlands, and
approximately 603 contracts in the coast. No legal actions have been filed in any case.
As of June 2004, TGP has signed all of the 2,556 required contracts associated with the
pipeline right-of-way for a total amount of over US$7.5 million, of which approximately
US$5.6 million have already been paid. All of these contracts were successfully
negotiated and accepted without requiring any formal judicial procedures to reach an
agreement. These include signed contracts with nine native communities and around 50
Andean communities for the compensation of easements and damages to crops. TGP is
presently performing the joint final site inspections with community representatives or
landowners in order to make a final assessment of unforeseen damages and payments for
closure of contracts. As of June 2004, TGP had completed final evaluations of
approximately 83 percent of native and Andean community land and has made final
payments on approximately 42 percent of the contracts. In the rainforest section, TGP
provided assistance to landowners to formulize their land titles (ownership).
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Erosion Control and Re-Vegetation

Erosion control has been a primary concern for both consortia in the Camisea Project,
and revegetation is one of the principal erosion control measures in the long term. An
Erosion Control Management Plan was developed by TGP, including temporary and
permanent erosion and sediment control measures such as installation of silt fence and
straw bale barriers, slope breakers and runoff diversion channels (temporary and
permanent), and drainage control structures (such as siphons, sump pump and
channel/river diversion); excavation of retention/detention basins; preservation of
vegetative buffer strips (minimum 5 meters width) at crossing areas; slope stabilization;
and revegetation.

The plan and measures were significantly enhanced throughout the construction period in
order to address the project-specific conditions and issues encountered and IDB
recommendations. Erosion control experts were contracted to review the engineering
designs, procedures, and execution dates of (permanent and temporary) measures to
control erosion and sedimentation along the ROW, flowlines and other work sites of the
project in order to minimize risks of environmental degradation. In addition, Global
Forestry Consultants was hired by TGP to overview the efficiency and adequacy of the
erosion control measures implemented. For final erosion control construction, TGP has
hired specialists in rainforest pipeline stability and erosion control to tailor the
construction specifications to each site/location. Erosion control systems have been
working at below average failure rates (i.e., approximately 3 percent compared to
planned of 15 percent).

The revegetation plan includes fertilization, seeding of cover plants and reforestation in
all affected areas. These areas total 757 ha in the rainforest (approximately 50 percent of
the total areas to be revegetated), 742 ha in the highlands (approximately 49 percent of
the total areas to be revegetated) and 12 ha in the coastal sector (approximately 1 percent
of the area to be revegetated).

Revegetation for the jungle (rainforest) regions has started and consists of using native
species. TGP, in collaboration with local communities, constructed and is operating 12
nurseries producing 2.7 million seedlings of more than 120 species. TGP has provided
the native communities with the required training and material (e.g., seeds, pots, shovels)
that allowed them to develop the plant nursery. Local laborers have performed planting
of seedlings. As of May 2004, more than 1.4 million seedlings have been planted in the
pipeline ROW with a higher than expected success rate (i.e., approximately 83 percent
compared to 70 percent planned).

As of June 2004, the overall progress for the entire ROW is 100 percent complete for
recomposition, 72 percent for erosion control and 62 percent revegetation; consistent with
the project schedule. In the rainforest section, erosion control and revegetation are 54
and 65 percent complete, respectively. The Andean sector has reached 80 percent in
erosion control and 60 percent for revegetation. The costal sector program is limited to
water crossings and is approximately 75 percent complete.
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Currently there are approximately 1,800 workers in 12 work crews fully dedicated to
construction of erosion control devices and revegetation of the ROW.

Archeological

During the course of the construction process, in excess of 1,000 archeological sites were
found directly on or immediately adjacent to the right of way. Avoiding these sites
involved the implementation of numerous route relocations such that only 96 sites
required recovery work where relocation of the selected route was not possible. All items
recovered are undergoing preliminary investigation and cataloguing (approximately 33
percent completed) and will be submitted to the National Institute of Culture.

Positive Impacts

During the construction period, the principal positive impacts have been the provision of
employment and improved national and regional economies. The manpower contracted
during the course of the construction reached 8,600 at peak construction, with a total of
approximately 14,000 different workers and 35 million man-hours expended. Of this
total, in fulfillment of the project’s commitment to maximize the use Peruvian workers,
approximately 90 percent were locally hired national employees. Within the Peruvians
hired, approximately 82 percent were from the five departments being crossed by the
pipeline.

Total salaries and benefits paid by the EPC contractor have been approximately US$ 60
million. Local goods and services purchased by the EPC were approximately US$ 270
million. The total goods, services and salaries paid by TGP (other than via the EPC) have
been approximately US$69 million, of which approximately US$3.2 million was for
salaries and benefits.

In terms of worker safety, as the project construction developed and the number of
independent work sites and manpower levels increased, significant enhancements in the
Health and Safety Policy and procedures were implemented in order to reduce the
accident rate experienced in the early stages of the work. Although initial statistics were
not impressive in the early stages, the implementation of enhancements to the program
succeeded in reducing the rate of lost time accidents significantly (i.e., approximately 7
lost time accident index rate in early 2002 to 2.5 to 3.0 in 2003 and 2004).

During project construction, TGP has invested more than US$15 million in improving
approximately 700 km of public roads and 80 bridges making them safer and able to
support the project and public traffic. In addition, four new bridges were built along the
Calca-Kiteni-Ivochote road and five bridges along the Acocro-Pacobamba-San Antonio
road.
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TGP has implemented a series of programs to assist local communities including:

* An agreement to support the Cusco Regional Health Department to increase
health services in the Lower and Upper Urubamba, which resulted in
vaccination program for native community of Aendoshari, increased medical
attention to native communities of Aendoshari, Manitinkiari, Masokiato and
Shimaa, the implementation of a medical laboratory in Kiteni;

e Construction of medical posts in the district of Paucar de Sarasara and
Pacobamba (Ayacucho), medical evaluation and attention in Villa Quintiarina
to Saccarajay, and the Peruvian national vaccination plan in the district of La
Mar;

e Provision of support for local community communication systems (e.g.,
radios, etc.); and

¢ Assistance to local community education, including 12 university scholarships
to Machiguengas students and financing the Universidad Nacional San
Antonio Abad del Cuzco and the Universidad Nacional de Piura virtual
classrooms to provide online and distance learning courses for natural gas
industries and natural resources management.

3.2 Upstream Project

Project Construction

The project construction of the San Martin wells 1 and 3 is complete. Both well sites are
in process of demobilization. There are still 3 campsites in Block 88 in the process of
demobilization (Las Malvinas, San Martin 1, and San Martin 3). Cashiari wells 1 and 3
will not be developed until there is sufficient demand, and presently no date has been
proposed. The Malvinas Processing facility construction is complete and is in the
commissioning phase.

As of June 1, 2004, the Fractionation Plant construction is significantly advanced, with
approximately 94 percent completed. Approximately 94 percent of the Marine Terminal
berth is also complete. The offshore dredging for the pipeline for the Marine Terminal is
complete and backfilling of the trench is underway.

Land Use Compensation

The principles developed for the compensation negotiation with affected communities
were: (1) negotiations carried with the community as a whole and before the Communal
Assembly; (ii) each negotiation takes into account the characteristics of the community
organization, as well as its Jocation and the specific impacts of the project on the
community; (iii) compensations must benefit the entire community; (iv) materials and
goods delivered to the community as part of the compensation should not create
dependability in the medium to long-term; (v) compensations should be oriented towards
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improving education, health, productive activities, and community's organizations; and
(vi) the agreements must be adopted in Community Assemblies, with the presence of
two-thirds of community members as a minimum, and must be legally notarized.

Pluspetrol has signed agreements with all the applicable native communities with regard
to compensation for both the permanent and the temporary use of land/property, use of
forest, transit, pipeline right-of-way, and for the direct and indirect impacts caused as a
result of construction activities on their territories. Specifically, Pluspetrol has signed
agreements with seven native communities (approximately 4,000 persons) and one
colonist settlement directly affected by construction for compensation totaling
approximately US$1.02 million of which approximately 60 percent has been paid.
Seventeen communities indirectly affected by construction will receive compensation of
USS$1 million of which about 70 per cent has been paid. An additional US$1.7 million
has been set aside to compensate indigenous persons living in the Nahua-Kugapakori
reserve, pending a decision on the method of payment. The compensation packages for
the three directly and five indirectly affected communities by project operation are still to
be negotiated.

Marine Terminal Dredging Mitigation and Monitoring Plan

Pluspetrol used internationally developed, sophisticated, current and sediment transport
mathematical models to asses and then select the best possible trenching technologies for
the installation of the submarine pipelines and to assess potential impacts of a spill during
both construction activities and operation of the terminal. Pluspetrol developed a detailed
monitoring plan which provided real-time data to confirm the extent and location of the
sediment plume during dredging, with specific criteria (for total suspended solids,
dissolved oxygen, and pH), which if exceeded, would immediately stop dredging
operations. Specifically, the plan involved 29 transects, 64 monitoring stations, over 160
monitoring points and includes biotic parameters (such as birds, fish, marine mammals
benthos, and others), abiotic parameters in water (such as temperature, pH, dissolved
oxygen, biochemical oxygen demand, total suspended solids, and others) and abiotic
parameter in sediments (such as cadmium, mercury, lead, and total petroleum
hydrocarbons, among others). The implementation of the monitoring plan started in
September, prior to construction works. The results of the monitoring program are posted
on the Camisea Project website (www.camisea.com.pe) under Pisco Project on a daily
and monthly basis. Local fishermen are involved in portions of the monitoring plan to
help ensure acceptability of the results to local civil society. The monitoring results did
not require any stoppage of dredging activities.

Positive Impacts

During the construction period, the principal positive impacts are the provision of
employment and improved national and regional economies. In Block 88, Pluspetrol
hired more than 2,900 workers (of which 455 from native communities), 160 people were
trained in different tasks, and a total of 22 native communities benefited with the local
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employment program. For the works in Pisco area, 300 people were trained, and the
project has employed 864 local workers (approximately 49 percent of the total involved).

Pluspetrol has provided assistance to the health units in the area of influence of Block 88.
As June 2004, Pluspetrol has helped 201 patients, including three births and 25
emergency air transports to Lima and Quillabamba, provided for over 100 prescriptions,
and provided for over 830 laboratory exams and 30 X-rays exams. In addition, Pluspetrol
has signed training agreements with Peruvian universities including scholarships and
other training facilities, for the amount of US$1.2 million and with Perupetro and CREC
on the amount of US$400 thousand over a 4-year period (during construction). Similar
agreements are signed for the operation phase.

3.3 Distribution Project

Construction of the gas distribution network in Lima and Callao started in October 2002.
As of the May 2004, Suex Tractebel SA had invested over US$57 million, representing
81 percent of the US$71 million investment. Total project construction of the main grid
is approximately 99 percent completed as of mid-June 2004, with final works being
developed in Lurin (City Gate); Santa Anita (Via de Evitamiento); Lima Cercado (Linea
de Ferrocarril) and Ventanilla (Av. Gambeta). The Mechanical Completion Certificate of
the main grid was granted on May 9, 2004. Additional works still under construction
include the installation of the service line to Vinsa and the rest of the initial clients to be
connected to the main trunk line.

As of the end of May 2004, approximately 1,474,300 man-hours have been involved in

the construction. Approximately 70 percent of the goods and services obtained are of
Peruvian origin.
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4. FINANCIAL CLOSURE CONDITIONS

This section presents a summary of the results, including actions performed, related to the
conditions established by the IDB for financial closure of the IDB loan to TGP for the
Downstream Component (see IDB ESIR and Annex to ESIR for established
requirements). The conditions and results are organized by those associated with the
IDB, TGP, Pluspetrol and the Government of Peru.

4.1 IDB

The IDB has taken extensive efforts since the approval of the loan by the IDB Board of
Directors in September 2003 to help ensure the necessary conditions would be completed
in an adequate and acceptable form for the IDB. In addition, the IDB has continued the
supervision of the Camisea Project (both by IDB staff and by the IDB independent
supervision consultants). IDB staff conducted missions to Peru every month since
September 2003, and during each mission various meetings and discussions were held
with different affected populations and numerous local civil society organizations.
During these missions, numerous workshops have been held locally to allow civil society
to directly participate in many of the plans and documents required for the project, in
particular those related to financial closure, such as erosion control plan, access control
plan, re-vegetation plan, biodiversity monitoring plan, protocol for working in areas of
indigenous peoples, and the Camisea Fund. Numerous draft documents have been
circulated for review by civil society and the various documents related to financial
closure have been posted on the Camisea Project web-site (many since March 2004).
Discussions have been held with various civil society organizations in terms of improving
the supervision of the Camisea Project related to the role of civil society organizations,
with a workshop planned in July or August 2004 in Lima. Since September 2003, over
20 technical specialists (IDB environmental and social specialists, external independent
environmental and social specialists) assisted the IDB in the ensuring acceptability of the
various conditions.

The IDB has been establishing the legal documentation, in terms of environmental and
social provisions, in the two principal documents: the loan agreement between TGP and
IDB and other lenders, and the letter agreement between the Upstream Consortium and
the IDB. Included as part of this documentation, are the various requirements established
by the IDB in the ESIR and Annex to ESIR as well as other standard and project specific
IDB defined requirements. For example, this includes the specific criteria to evaluate the
performance of TGP and Pluspetrol regarding erosion control, access control,
biodiversity and re-vegetation which have been reviewed and accepted by an expert
working group that included three representatives selected by Peruvian NGOs and
specific criteria and requirements related to Technical Completion and Project
Completion for the Downstream Component. Table 4-1 (Part I) summarizes the results
and actions taken on two specific conditions related to: environmental performance
criteria for erosion control, access control, bio-diversity monitoring; and re-vegetation
and conditions related to technical and project completion.
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4.2 Downstream Project

Table 4-1 (Part II) presents the 13 specific conditions established for TGP related to
financial closure, including a summary of actions to fulfill the respective condition and
the results showing all conditions have been completed. Examples of key conditions

include:

Developed final re-vegetation and access control plans based upon input and
review by Peruvian civil society, a group of experts identified by Peruvian
NGOs and IDB and their environmental and social consultants;

Demonstrated adequate mitigation of soil erosion, as confirmed by URS (an
IDB independent environmental and social consultant) Knight Piésold and
Geotec (TGP independent monitor and soil erosion consultant, respectively);
Established specific environmental, social and health and safety benchmarks
for construction and operation;

Confirmed the level of financial participation to the Camisea Fund of US$
250,000 annually;

Implemented actions to strengthen the monitoring system of environmental
and social aspects of the project;

Committed to provide, as required, the necessary resources for the community
monitoring program,;

Implemented a social communications program project stakeholders;
Implemented actions to ensure coordination among the consortium companies
for adequate social and environmental monitoring;

Provided evidence of sufficient human and financial resources for the
management of environmental, social and health and safety aspects during
project construction and operation; and

Provided adequate insurance to cover all reasonable environmental, social and
health and safety risks associated with the Downstream Component.

4.3 Upstream Project

Table 4-1 (Part IIT) presents the 18 specific conditions established for Pluspetrol related
to financial closure and the four conditions established as 60 days prior to operation,
including a summary of actions to fulfill the respective condition and the results showing
all conditions have been completed. Examples of key conditions include:

Developed and implemented an expanded environmental and social
management plan related to the Fractionation Plant and Marine Terminal
based upon a consolidated environmental impact assessment, including an
extensive real-time monitoring program associated with the dredging
operations;

Implemented effective erosion and sedimentation control measures along all
of the flowlines within Block 88 and links to Las Malvinas, with attention to
areas having slope instability and loss of soil, as the effectiveness was verified
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by the IDB independent experts and Pluspetrol independent consultants.
Implemented an effective revegetation program, in which all areas where
construction is completed are being effectively re-vegetated and reclaimed
with species native to the location, under a precise plan of action and
monitoring until these areas are stabilized. The effectiveness of the
revegetation was verified by the IDB independent experts and Pluspetrol
independent consultants.

Prepared a final compensation plan for native and indigenous populations
directly and indirectly affected by completed and on-going construction at
SM-1, SM-3 and Block 88 flowlines. This compensation plan was reviewed
and deemed acceptable by the GOP and by the IDB independent consultants.
Developed actions to strengthen the monitoring (supervision) system for the
environmental and social aspects of the Camisea Project, including joint
supervision by the IDB external independent consultant of both the
Downstream Component and the Upstream Component during the operational
phase.

Pluspetrol has implemented a Corporate Social Responsibility Plan under the obligations
established by the GOP as part of the Environmental permit for the Fractionation Plant
and the Marine Terminal, with a total amount of approximately US$ 23.7 million, which
represents an additional amount of approximately US$1.2 million beyond the US$22.5
million which Pluspetrol had already committed as of August 2003. The Corporate
Social Responsibility Plan includes the following:

Financing for the management of the Paracas National Reserve. Pluspetrol has
agreed with INRENA to set up an Environmental Fund in the amount of US$
7 million to support the implementation of the management plan of the
reserve. It is likely that the Fund will be administered by PROFONAMPE.
Support to industrial waste management and wastewater treatment. Pluspetrol
has signed agreements with the three municipalities (Pisco, San Andres and
Paracas) to improve waste collection and management and develop a
feasibility study for an integrated waste landfill. This support is provided via
social investment funds, with total Pluspetrol participation of US$ 10.9
million.

Support actions to improve the conditions of the Paracas Bay and the artisan
fishery, which includes three signed agreements with artisan fisherman and
technical assistance to develop and implement projects;

Support to develop and implement environmental education programs, which
includes a signed agreement with the regional education unit; and

Availability to support other new activities proposed by the civil society;
which includes a social monitoring program of local artisan fisherman by a
local non-governmental organization.
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4.4 Government of Peru

There are three specific conditions for financial closure related to the Government of
Peru actions, which are summarized below.

Environmental, Social and Economic Development Fund for Camisea

The basic documentation of the Camisea Fund was established. The fund will enhance
distribution of project benefits to the affected areas by providing financing for economic,
environmental and social development projects in the area of influence of the Camisea
Project (see Table 4-2, Commitment III for details). The fund design includes
participation by the GOP (federal level) of provided commitment of up to 7.5 percent of
royalties of Upstream Component and at least US$250,000 per year by TGP. The fund
documentation was developed based on a participatory format, including various
discussions and comments received in 2003, a series of meetings and workshops during
February 2004, and consultants hired by the IDB institutional strengthening loan with the
GOP. The draft law creating the fund has been prepared and is scheduled for submission
to the Peruvian Congress for consideration in July 2004. There is ongoing consultation
on the fund with affected communities to help define operational aspects.

Letter of Commitment and Action Plan

The GOP issued on March 4, 2004 a Letter of Commitment (LoC) which addresses all
items in the IDB ESIR (paragraph 8.18) and Annex to ESIR (paragraph 6). In the LoC,
the GOP has formalized its commitment to deal with direct, indirect and cumulative
environmental and social impacts and risks associated with the Camisea Project.
Associated with the LoC, the GOP established, working in conjunction with the IDB, an
action plan with milestones and completion dates with those measures pertaining to the
construction phase of the project to be completed prior to the completion date for the
project and measures pertaining to the operational phase will have the relevant
mechanisms established and functioning at the completion date of the project (for the
complete LoC see webpage http://www.minem.gob.pe/ gtcicamisea/compromisos.asp).

The GOP, working in conjunction with IDB staff and support, has made significant
progress related to the commitments established by the GOP as summarized below (see
Table 4-2 for summary related to each commitment).

* The development of the Camisea Fund, which will enhance distribution of
project benefits to the affected areas by providing financing for economic,
environmental and social development projects in the area of influence of the
Camisea Project (Commitment III);

* A significant increase in the protection status for the Nahua-Kugapakori
indigenous area by the issuance of Supreme Decree in January 2003, which
for the first time in Peru, improved and formalized the protection for an area
of this type. It specifically includes a prohibition of new concessions for
exploitation of natural resources in the reserve, development of a protocol for
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working in areas with non-contacted or those not desiring contact indigenous
groups, and development of mechanisms to enhance CONAPAs ability to
implement its responsibilities under the Supreme Decree and to improve
health services in the reserve (Commitment IV);

Initiatives to improve environmental conditions of the Paracas Bay, including
the creation of the multi-stakeholder Commission for the Sustainable
Development of the Paracas Bay Area (October 2003) with six technical
working groups. The development of an action plan to guide the preparation
of the Strategic Plan for the Rehabilitation of the Paracas Bay, and
identification of actions/projects that can be implemented to improve the
environmental conditions of the Bay including those relating to the fishmeal
companies (Commitment VII).

Various initiatives related to the Lower Urubamba, including initiation of
actions to develop an environmental sustainable management system for the
area, update GOP environmental and social legislation and guidance related to
future oil and gas development in the area (including Lot 56, 57 and 90), and
improve heath services (Commitments VI, VIII and XII).

Foster the creation of new environmental protected areas, including Otishi
National Park, Ashaninka and Machiguenga Communal Reserves, and
Megantoni Sanctuary and the development of their associated management
plans (Commitment X).

Improvements and commitments in supervision of the Camisea Project in
particular related to OSINERG and establishment of the Defensoria de
Camisea (Commitments XVII and XVIII).

Identification of mechanisms for the GOP and applicable communities to help
monitor and control potential illegal access and migration via the pipeline into
the Lower Urubamba area (Commitments XIII and XIV).

Completion of the GOP review of the existing Pluspetrol and TGP procedures
related to compensation and associated dispute resolution. While this was
completed after the original proposed date of January 1, 2004 in order to have
a more thorough and complete review by various governmental entities and
civil society, Pluspetrol refrained from starting the negotiation with the three
communities related to compensation for the operation phase of the Upstream
Component pending completion of this review and incorporation of applicable
recommendations (Commitment XV);

IDB Public Sector Loan 1441/0OC-PE

Another condition established by the IDB was for evidence of significant progress in the
implementation of the IDB public sector loan 1441/OC-PE with the GOP on Institutional
Strengthening, including in particular reasonable actions taken by the GOP on improving
the legal protection status of the Nahua Kugapakori reserve. This loan is designed to
support GOP activities (entities) related to supervision and monitoring of the Camisea
Project, mitigate potential mid- to long-term indirect impacts, and foster sustainable
development. The IDB Loan was revised in October 2003 to reallocate resources to
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reflect GOP actions required under the LOC, the overall Camisea Project status and
needs, and to improve the efficient use of the resources.

As of May 2004, approximately 46 percent of the total Program had been committed and
approximately US$1.3 million executed principally for supervision activities associated
with OSINERG. In terms of the IDB loan, approximately US$1.9 million has been
committed (38 percent of total) and approximately US$ 900 thousand disbursed. This
represents a good rate of commitment, being approximately 30 percent of the loan
resources in the first five months of 2004. There is still pending approximately US$3.1
million to commit, including approximately US$1.3 million (41 percent) for pre-
investment studies for the Camisea Fund and another 16 percent for studies and
investments to mitigate indirect impacts. Examples of key significant progress that has
been achieved with the implementation of the loan include (see June 2004 IDB report on
Evaluation of the Program for Institutional Strengthening and Environmental
Management  Support for the Camisea Gas  Project for  details
http://www.iadb.org/exr/doc98/pro/camisea/0704strengthening_eng.pdf):

e Creation of the Inter-Institutional Coordination Committee (GTCI-Grupo
Técnico de Coordinacion Institucional) to coordinate the activities and entities
involved with the Camisea Project;

e Enhancements in various GOP entities responsible for supervision and
monitoring the Camisea Project, including in particular OSINERG and the
appointment of a specific Camisea Project Ombudsman,

¢ Support for the Paracas Bay Commission;

e Support for the design and start-up of the Economic, Environmental and
Social Development Fund to help promote equitable distribution of the
economic benefits raised by Camisea to the areas of influence of the project;

e Development of studies which served as the basis for the improvements in
protection status for Otshi National Park, Ashaninka and Machiguenga
Communal Reserves and Megantoni Sanctuary;

e Studies which served as the basis for increased protection status for the
Nahua-Kugapakori indigenous community with the issuance of Supreme
Decree; and

e Development of a Forestry Control Plan, and other measures, to help prevent
migration along the pipeline in the Urubamba region and thus avoiding illegal
logging, preventing colonization and protecting biodiversity.

In addition, the GOP in conjunction with the IDB, has used resources from IDB financed
Program for Land Titling (PETT) program to complement TGP’s existing land titling
program along the right-of-way and thus substantially reducing the available lands in the
area of Upper and Lower Urubamba which in turn reduces the potential of migration into
these areas (i.e., limits potential areas for settlement).
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4.5 Supervision and Monitoring

As presented in Section 2.4, during the construction of the Camisea Project, the IDB
implemented an independent environmental and social supervision system, which
provided full-time monitors in the field and reports available to the public. This system
was in addition to the independent supervision and monitoring systems of the project
companies, the GOP supervision and monitoring programs that were enhanced with IDB
support, and the community monitoring programs. The IDB also used an independent
senior advisor (Mr. Alexander Watson, former US Ambassador to Peru) and numerous
internal and external environmental and social specialists to provide assistance in this
area.

As the Camisea Project enters the operation phase, the IDB is fully committed and will
require the implementation of various actions to supervise and monitor the environmental
and social aspects of the Camisea Project during the life of the IDB loan (approximately
14 years for the Downstream Component). These include specific actions related to the
IDB, project companies, GOP, and activities to serve civil society.

The IDB will directly supervise the environmental, social and health and safety aspects of
the operational phase of the Camisea Project Downstream and Upstream Components via
the actions listed below.

e The IDB will use external independent environmental and social consultants
to assist the IDB in supervising the environmental, social, and health and
safety aspects. The independent consultants will perform at least quarterly
site visits and reviews during the first two years after construction and
annually thereafter for the life of the IDB loan agreement. The consultants
will be managed by the IDB and report solely to the IDB. Reports from the
independent consultants will be made available to the public.

o DB staff will also perform direct supervision actions (site visits, document
review, etc.) with respect to environmental and social safeguards; and will
take necessary measures to ensure adequate resources are available to fund
such activities. This will include staff in IDB Headquarters and IDB Peru
Country Office and relate to both the IDB loan to TGP and the IDB
institutional strengthening loan to the GOP.

e The IDB will have the right, as part of its legal agreements with TGP and
Pluspetrol, to have an independent environmental, health, and safety audit
performed, if warranted. This audit would be performed by an internationally
recognized consultant/expert, and if any problems or issues were identified,
would require the development and implementation of a corrective action
plan.
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The IDB is requiring the following actions by TGP and Pluspetrol in relation to
environmental and social supervision and monitoring;:

e TGP and Pluspetrol will continue to make available to the public
environmental and social compliance reports, at a minimum of once per
month, until completion of construction and quarterly during operation;

o TGP and Pluspetrol will enhance their existing programs of consultation with
Peruvian civil society, including: (1) implementing a routine system to
synthesize and report supervision/monitoring results to affected populations in
a non-technical format; and (2) having an annual environmental and social
audit performed by an objective independent group during the operation phase
of the Camisea Project, presently proposed to be performed semi-annually by
a group of experts selected by Peruvian NGOs;

e Implementation of the various established and required TGP and Pluspetrol
monitoring plans (e.g., revegetation, biodiversity, water quality, etc.);

¢ Incorporation of three students from local Peruvian universities as members in
the routine monitoring field visits performed by the project companies in
order to provide enhanced disclosure on the actual status of environmental
activities and programs;

e TGP and Pluspetrol will continue to provide, as required, the necessary
resources for the Community Monitoring Program; and

e TGP, Pluspetrol and Tractebel will continue to coordinate formally in relation
to environmental, social and health and safety aspects.

The GOP will also continue the supervision and monitoring of the Camisea Project. This
includes those supervision and monitoring commitments expressed in the GOP Letter of
Commitment, including specific commitments by OSINERG related to supervision
during project operation, GOP environmental monitoring programs and the making
available to the public results of GOP supervision and monitoring activities.

The IDB has continuously expressed its strong commitment and resolve to work with
civil society to develop an effective independent monitoring system to serve the needs of
Peruvian civil society and in particular those communities and persons directly associated
with the Camisea Project. The goal has been to have a system that will effectively
provide Peruvian civil society with accurate and reliable information on the
environmental and social aspects related to the implementation of the Camisea Project.
While systems have been in place and enhancements proposed (as stated above), the IDB
understands there maybe still some concerns by Peruvian civil society organizations.
Thus the IDB will continue to work actively with various Peruvian and international
organizations to develop an appropriate system to meet their needs and concerns. For
example, the IDB is organizing a workshop on this topic in Lima for July or August 2004

with the participation of Peruvian non-governmental organizations, project companies
and GOP.

32



5. CONCLUSION

The IDB approved providing up to $75 million in direct loans to help finance a portion of
the Camisea Project’s approximately $1.6 billion development cost; specifically, a loan to
Transportadora de Gas del Peru (TGP) to support the transportation component of the
project (Downstream Component). The loan will help finance a portion of the cost of the
natural gas and natural gas liquids pipelines. The IDB is not participating in the
financing of other two components of the Camisea Project; natural gas production and
gas liquids processing (Upstream Component) and natural gas distribution in Lima
(Distribution Component). One requirement associated with the IDB approval was for
IDB Management to provide a report to the IDB Board of Executive Directors
summarizing the performance of TGP, Pluspetrol, and the Government of Peru (GOP)
pertaining to their respective environmental and social commitments. The present report
summarizes the performance in respect to the proposed signing of the Loan Agreement
between the IDB and TGP (financial closure), estimated to occur by the end of July.

All three components of the Camisea Project have basically completed the construction
phase, with some testing and final cleanup still pending. The formal arrival of gas to
Lima is scheduled for early August 2004. Significant efforts have been implemented to
mitigate potential environmental and social negative impacts during construction.
Significant local economic benefits occurred due to project construction, including, for
example associated with the Downstream Component, approximately US$63.2 million
for salaries and benefits and US$333 million of local goods and services purchased.

The IDB believes the necessary protocols have been established to ensure that the direct,
indirect and cumulative environmental, social and health and safety negative impacts and
risks associated with the Camisea Project will be properly mitigated. This includes those
conditions established for financial closure (signing) of the IDB loan agreement with
TGP in the documents approved by the IDB Board of Directors in September 2003. The
participation of the IDB has made a significant difference in the environmental and social
viability of the Camisea Project. It is also clear that with the ongoing IDB participation
continued leverage can be maintained to help ensure the necessary environmental and
social protection measures are implemented.

The IDB has taken a series of proactive steps to improve the environmental and social
sustainability of the Camisea Project and to ensure stakeholder participation. Taken as a
whole, the Bank’s involvement in the project has been extraordinary. For example, the
IDB has taken on a greater role than just mitigating the impact of the Downstream
portion of Camisea that it is financing. The IDB, since becoming involved with the
project, has identified and requested various improvements in the project, related to both
the Downstream and Upstream Components. The IDB also undertook to supervise the
environmental and social protection measures for the project during the Bank’s due-
diligence, prior to the approval of financing. In addition, the IDB provided resources to
the Government of Peru (GOP) to strengthen its ability to monitor and enforce agreed-
upon environmental and cultural safeguards. In conjunction with the project’s
consortium companies and Government of Peru, the IDB also worked on developing a
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series of measures to address potential long-term issues and to develop a series of
positive programs to improve the environmental, social and economic conditions in the
area of the project, such as the Camisea Environmental, Social and Economic
Development Fund which will provide direct investment of Camisea revenue/royalties in
the surrounding and affected communities.

Due to their complexity, large infrastructure projects invariably have environmental and
social issues that arise during the construction and operation regardless of the breadth,
adequacy and implementation of environmental and social design and mitigation
measures. Given this reality, sound environmental and social management for large
infrastructure projects includes two aspects. First, a willingness and ability to adequately
identify, understand and accept issues where they exist. Second, a willingness to take the
necessary actions to properly address and resolve the identified issue. At this stage of the
implementation of the Camisea Project (i.e., construction basically complete and the
operational phase is forthcoming) and notwithstanding the various measures and
commitments established, the IDB has identified certain issues that require IDB’s special
attention. These include: ensuring adequate final erosion control and revegetation of the
pipeline right-of-way; finalization of the compensation program for both the Downstream
and Upstream Components; issues and actions related to transitioning the project from a
construction phase to an operation phase, in particular adequate implementation of the
operational mitigation and monitoring plans; continuing to work with the GOP in relation
to their various commitments related to the Camisea Project; continuing to work with
civil society to address concermns and issues, in particular enhancing the supervision
system to better satisfy their particular needs; and maintaining the momentum in terms of
actions resulting in positive impacts and affects including the Camisea Fund, Paracas Bay
and the Urubamba area.

The IDB’s support for Camisea represents a special approach toward private sector
projects of this nature that responds adequately to legitimate environmental concerns and
challenges, appropriately distribute economic benefits, protect social diversity and help
ensure long-term and sustainable development. By taking an integrated and innovative
approach to problem-solving, the IDB believes it has leveraged its relatively small
financial contribution (8 percent of total project cost) to achieve a greater good for Peru.

Additional environmental and social information and documentation regarding the
Camisea Project can be found at:

Camisea Project Website
http://www.camisea.com.pe

Ministry of Energy and Mines Website
http://www.minem.gob.pe/gtcicamisea

OSINERG Website
http://www.osinerg.org.pe/osinerg/camisea/camisea.htm
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Camisea Project Ombudsman Website
http://www.minem.gob.pe/gtcicamisea/defensoria.asp

Inter-American Development Bank Website
http://www.iadb.org/exr/pic/camisea/camisea.cfm
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