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EXECUTIVE SUMMARY AND CONCLUSIONS

This report represents the twelfth post-financial close field visit to Papua New Guinea (PNG) made by
D’Appolonia S.p.A. of Genoa, Italy serving in the role of the Independent Environmental and Social
Consultant (IESC) for the Papua New Guinea Liquefied Natural Gas (PNG LNG) Project with ExxonMobil
PNG (EMPNG, formerly EHL — Esso Highlands Limited) as the Operator on behalf of Export Credit
Agencies (ECAs) and commercial banks providing Project financing (Lenders). The purpose of this visit
has been to monitor conformance with Project environmental and social commitments made during actual
Project development. This visit was conducted from June 16 - 23, 2014 in PNG.

Since the last visit in February, the PNG LNG Project has transitioned to Production. Gas now being
obtained from the Hides Field, processed at the Hides Gas Conditioning Plant (HGCP) and sent to the
operational LNG Plant about twenty kilometers northwest of Port Moresby on the coast of the Gulf of
Papua. There, the gas is liquefied and the resulting LNG product (approximately 6.9 million tons per
annum) is loaded onto ocean going tankers and shipped to gas markets overseas. At the time of this visit,
six tankers of LNG had been shipped from the jetty at the LNG Plant. All of the Engineering,
Procurement, & Construction) EPC construction contractors are either fully demobilized or nearing
completion of their demobilization.

Environmental and Social Management System (ESMS) — Transition to Production

The transition to Production is effectively complete, approximately two months ahead of schedule.
Although there are still a few EMPNG Project staff still working in PNG, the majority of the Construction
phase staff have demobilized and the majority of the Project facilities have been turned over to Production,
except for ongoing well drilling and the Permanent Facilities Compound (PFC) construction. The
Production ESMP has received approval from the Department of Environment and Conservation (DEC).
The transition to Production from the standpoint of organization and staffing has gone well. A key factor to
this transition has been the retention of key staff from the Construction Phase into Production.

The Environmental and Social Management Plan (ESMP) for Production defines EMPNG’s environmental
and social commitments, except for the biodiversity management plans associated with EMPNG’s
biodiversity offset program, which have carried over from Construction and are equally applicable to
Production. Documents applied during the Construction phase have limited reference. For this and future
field visits the Production ESMP and associated biodiversity management documents define the roadmap to
achieve Lender compliance as defined in the International Finance Corporation (IFC) Performance
Standards and Equator Principles.

An important aspect of the ESMS that is a requirement of PS1 for a Production company is emergency
response. Emergency response programs are well-advanced. Plans and procedures and equipment are fit
for purpose at this stage of Production and emergency response teams are in place at the HGCP and the
LNG plant. An Emergency Response Center has been developed in POM.

Pollution Prevention

Waste management continues to be well managed with emphasis currently being placed on the disposal of
waste associated with the demobilization of the last remaining EPC Contractors, especially with respect to
camps in the Hides area. The hazardous waste incinerator at the Hides Waste Management Area
(HWMA)has been turned over to Production and will probably continue to be used as long as drilling
operations in addition to Production activities generate a volume of waste to justify the use of an incinerator
this large. Once Production activities are the only source of waste, a smaller incinerator located at the
HGCP is expected to be used. Landfills at LNG site and at Hides can guarantee enough capacity to dispose
of all construction wastes which are almost over. Significant results continue to be achieved in waste
recycling and re-use options (scrap metals, waste oil, drilling cuttings, tires, etc). Local communities have
benefitted from camp demobilizations in terms of excess furniture and cabinetry, although it has proved
difficult to recycle the metallic components of demolished camps in the Hides area. Additional metal
recycling companies have been identified for use by EPC3 at the LNG Plant site.

Most of the Construction-phase WWTPs have been decommissioned. The Production WWTP at the LNG
plant was commissioned on March 31 and the new WWTP to service the HGCP for Production is in the
process of being commissioned. Production has also assumed responsibility for the WWTP at the Komo
airfield. It is expected that the success of these facilities will be determined by their performance in Q3
2014 and these results will be reviewed during the next IESC field visit.
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Now that Production has assumed responsibility for environmental management, ambient air quality and
stack emissions testing are now requirements for monitoring. Stack emissions at the Kopeanda incinerator
have been conducted, but laboratory test results have not yet been received. Stack emissions testing will be
conducted at the HGCP and LNG plant once startup activities are completed. Flaring is now taken place
and ambient air measurements made at both the HGCP and LNG plant. Test results are reported to be
within ambient air standards.

Ecological Management and Biodiversity

Several ecological documents and registers are being developed to support implementation of the EMP.
The Revision 3 of the Biodiversity Strategy is -completed. A final draft Biodiversity Monitoring Plan is
with the IESC for review. Faults found when assessing the PMA-1 remote sensing reports produced to date
have meant a reanalysis of the satellite imagery is required. PMA-2 ecological condition surveys and the
PMA-3 RAP-type Biodiversity surveys are planned for Q3/Q4 2014, along with the initial post-
construction biodiversity surveys (to provide a first project-wide assessment of how well the Biodiversity
Strategy has been implemented to date).

The IESC reviewed Rev.l of the Offset Delivery Plan and Framework documents. With regard to the
Framework, it is our opinion that EMPNG s yet to fully embrace some technical fundamentals that should
be a key part of an offset program designed to achieve no net loss:

— Although having undertaken an initial biodiversity debt calculation several years ago, EMPNG
have been reticent to fully embrace offset accounting. Without calculating the losses to
biodiversity as residual impacts, or attempting to calculate the biodiversity gains generated by
supporting conservation projects, EMPNG will have difficulty in demonstrating no net loss, a core
IFC PS6 (2006) requirement for operations in Critical Habitat;

— For the conservation gains derived from an offset to be considered valid, EMPNG should be able
to articulate and demonstrate that those gains would not have occurred anyway. A prediction of
what would have happened, had the offset not occurred, will provide a starting point from which to
calculate the conservation gain;

— ldeally, conservation gains are generated prior to any impact occurring e.g. as with Habitat
Banking; if not, then within an acceptable timeframe. EMPNG should determine the timeframe
over which various conservation gains can be expected, the timeframe by which NNL will be
achieved, and the anticipated timeframe over which no net loss will be maintained;

— A key preventative offset management stage is to fully assess and understand the risks and
uncertainties inherent in undertaking community-based conservation projects and achieving the
desired conservation outcomes. Mechanisms for ongoing governance over the life of the offset
should be developed.

We have discussed these findings with EMPNG and they have committed to considering how these offset
fundamentals can be incorporated into their philosophy, design and implementation.

Recommendations focus on: consideration of the offset fundaments detailed above, and incorporation into
their offset philosophy and Framework; and encouragement to progress the consideration and selection of
an offset candidate project at higher elevations (>1200m).

Freshwater and Marine Ecology

The 2014 Caution Bay marine ecology survey protocol agreed to with the IESC at the February audit was
completed April 8-13, 1014. There was no evidence of coral stress or dead coral. Based on evidence to
date, it is reasonable to conclude that the level of impact resulting from construction activities is minor, and
as predicted in the EIS. No further monitoring is warranted.

The 2013 freshwater survey results were expected, but not presented. Freshwater work is being conducted,
but the Project is dealing with some security issues at some sample sites. Results should be ready by time
of next visit. The latest biannual Water Quality and Marine Sedimentation monitoring survey commenced
in September 2013 and results are expected soon.

Omati River and Caution Bay Fisheries Studies

Final results for all quarters of 2013 and preliminary results of the Caution Bay and Omati River fisheries
studies were made available during the site visit. Available information shows wide variation in species
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composition and landings, influenced by weather, season and village activities throughout the years. It was
noted when comparing Q1 2013 with Q1 2014 that the combined catch/unit effort for all four Caution Bay
villages was down 92%. Training for fisheries survey continues to improve fisher participation and data
quality.

Induced Access

Although anticipated, there has still not been a formal request from the PNG government for the retention
of the Kikori River Bridge. However, there has been a formal request for a temporary retention of the Row
construction bridge over the Benaria River at MLV-1 (until the government builds a more permanent
bridge). For access controls along the main RoW construction road, EMPNG is utilizing existing OSL road
controls, and plan to install (at Kantobo OSL: EMPNG road junction) or resurrect old Chevron boom-gates
(at Gobe) and provide guards at both so they are permanently manned. However neither of these boom-
gates is currently in operation; EMPNG is in dialogue with local communities in both instances to try to
ensure controls are in place/operational. However in the interim, access is not controlled along the EMPNG
southern logistics route road between the public road at Gobe and the OSL road at Kantobo (see Issues
Table).

There have been some changes to above ground installations (AGIs) access controls from those in the
Upstream EMP available on the PNG LNG website; significant changes include the aforementioned
temporary retention of the Benaria Bridge at MLV-1; an additional unmanned locked boom-gate is in place
at CV-1; an additional unmanned locked boom-gate is in place at MLV-2 on the Homa-Benaria Ridge
(there was a failed attempt to breach the original gate’s padlock), and the project proposes use of a mobile
vehicle wash-down station; three of the four shoo-fly accesses between Kopi and Omati noted in our
previous report are not currently being progressed; unmanned locked boom-gates are now installed and in
operation at many of the AGI’s, apart from at MLV-1 and on the EMPNG shortcut section between Kopi
scraper station and the Kopi shore base — access is not currently controlled at either of these locations (see
Issues Table).

Recommendations focus on: commencing the in-depth risk assessments related to the anticipated
government request of the Kikori River bridge (including the identification of mitigation measures, and
whether any ecological protection opportunities could be generated); recognizing the importance of the
Priority Ecosystem of the Homa-Benaria Ridge, using the security camera system already installed at
MLV-2 to provide real-time monitoring for unauthorized use of the retained access road; where access is
currently not controlled at MLV-1, Kantobo OSL:EMPNG junction, Gobe airfield and at the Kopi shortcut
road, boom-gates should be installed (or resurrected) and made operable as per commitments related to
controlling access to project roads and infrastructure; reiterating a previous recommendation to develop a
procedure regarding the processes for pre-authorizing, allowing, and monitoring use by authorized vehicles
through manned boom-gates.

Reinstatement and Regeneration

Reinstatement of the RoW is now 100% complete and environmental management of the RoW fully with
Production personnel. In those RoW areas most recently completed, early stage re-vegetation is beginning
and slope stability and erosion control measures appear generally well executed (observations were
primarily from a chopper, but also by vehicle up Hides Ridge). Sporadic vandalism of sediment control
structure is occurring, but the environmental team is working with L&CA to try to address this. Komo
reinstatement is progressing, albeit more slowly than predicted; some slope failure and gully erosion has
occurred. Reinstatement at the LNG Plant is progressing well, and the tall-tropical grasses are being cut
regularly to lessen fire risk. BioTropica audited recently, and their headline conclusion is that site
reinstatement conditions are improving. There are no recommendations arising from this review.

Invasive Species, Pests and Plant Pathogens including Quarantine Management

There has been an increased focus on training and raising awareness amongst staff on weed management.
BioTropica conducted a further project-wide weed audit, and their headline conclusion was that weed
abundance and distribution are generally static or in decline, with just a few exceptions, which EMPNG is
focusing on.

IESC observed P1 weed Singapore daisy at Komo, also noted during BioTropica’s audit a month earlier.
There is currently a lack of clarity regarding the issuance of certificates following vehicle wash-down
certificate at Hides Ridge a requirement of the EMP).
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As Contractors demobilize and import fewer consignments, quarantine management issues decrease. EPC4
consignment inspections continue to result in a high level of fumigation, although there is significant
improvement over 2013. EPC5A have seen a marked improvement in the number of fumigations required,
but their work is complete. A high proportion of Drilling consignments inspections are still requiring
further fumigation, but the team is taking constructive steps to involve the vendor in an attempt to improve
the situation.

Recommendations focus on: clarification on the issuance of certificates at the Hides Ridge vehicle wash-
down station; and P1 weed management at Komo.

L&CA Structure and Staffing for Resettlement

Three teams within L&CA, Compliance, Community Affairs and Land, manage most of these activities.
Evaluation of resettlement outcomes falls under Compliance, though Field Teams are managed by
Community Affairs as they serve a variety of purposes. This has worked effectively during construction,
but as internal outcome evaluation has ramped up, field officers may not have had sufficient time to
conduct the evaluation surveys. L&CA should ensure that field officers have sufficient time to do more in-
depth surveying for the second livelihood restoration survey. In the event any additional land that requires
displacement acquired during Production, adequacy of field staff should be assessed.

Resettlement Documentation

The IESC is satisfied with the CRP for the Permanent Facilities Compound and it may be released to the
public.

Standard of Living — Internal Evaluation and IESC Verification

Internal outcome evaluation of standard of living was done for 100% of the 626 physically displaced
households. IESC verifications of standard of living have been completed for 40 households to date. Of
the 54 households the Project evaluation has categorized as declined, the IESC has verified 18 households.
Results of verifications of the 40 households identified 6 households having living conditions that have
declined since displacement, 23 households that have maintained pre-displacement living conditions, and
11 households that have improved their living conditions. Project evaluation staff will investigate further
to determine whether any or all of the six declined households can be assisted to improve their standard of
living. The IESC will verify the remaining households in the declined category during its October 2013
visit depending on its ability to visit households located in insecure areas and the ability of the Project to
locate the six households that have left the area. EMPNG should complete and submit the results to the
IESC prior to its October visit of the follow up assessment of the six households found to be living in
conditions that have declined from pre-displacement conditions.

The IESC notes some inconsistencies in the Project’s outcome evaluation data and in the relationship
between the data and the standard of living category assigned. The IESC has requested a quality
assessment of the data and additional training of field surveyors in conducting interviews that produce the
information needed to support an accurate and nuanced analysis.

See Appendix 2 for more detailed information on the verification process, contextual analytical factors, and
results.

Water Availability for Physically Displaced Households

Decline in access to water was not found to be a major issue, but the Project, through a third party, will
distribute (by August 2014) small water catchment tank kits to any physically displaced household without
a source of water.

Some households noted a decline in access to water because they are afraid to drink nearby creek water
they believe the Project has polluted. L&CA should consult with the Environmental Management group to
determine who is responsible for messaging about creek water monitoring results.

Top Ups for Crops/Trees

An acceptable simplified calculation model for compensation top up payments has been achieved. The
model is based on estimated cost to produce crops minus compensation already paid for three garden types:
mixed, sweet potato, and peanut/pineapple. Compensation will be in kind (probably tools) and will be
distributed to all affected garden owners. Quite a long time has elapsed since the original compensation
payments were made, thus the IESC would like see the in-kind top ups delivered prior to its October visit.
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Livelihood Restoration — Remaining Input Delivery

Deliveries of animals (chickens/ducks) to remaining 298 households (out of 626 total) are in progress.
Verification visits found that training is not being provided along with animal delivery and some
households report animal deaths and disease. The reasons for these gaps are unclear, at least partly because
ANUE (program implementer) has not submitted monitoring reports since sometime in 2012. The IESC
recommends a “rapid assessment” of households who received animals earlier to identify the need for
training and the type of training needed. For households receiving animals recently or in the near future,
training should be provided by mid-October 2014.

Livelihood Restoration — Internal Evaluation and 1ESC Verification

Of the 417 economically displaced households, internal outcome evaluation was done for 100% of the 218
households that were both economically and physically displaced and about 50% of the 199 households
that were only economically displaced. Results of this first internal evaluation found only 11 households in
declined from pre-displacement conditions. The IESC verified 10 of the 11 declined households and found
that only four households had conditions that had declined from pre-displacement, while five had
maintained and one had improved livelihood conditions. The small humber of declined households is
largely due to most affected households having gardens elsewhere and positive effects of the livelihood
restoration program. Final analysis of livelihood restoration will also consider the food security status of
economically displaced households. L&CA should report to the IESC during its October visit the status of
the agricultural livelihood component, achievement of food security targets for economically displaced
households, and any corrective actions taken or to be taken.

See Appendix2 for more detailed information on the verification process, contextual analytical factors, and
results.

Resettlement Completion Audit

The Resettlement Completion Audit is the remaining requirement of the Lender Environmental and Social
Requirements (LESR). This audit is not a part of the construction Completion Certificates requirement.
The IESC has provided L&CA with a draft Terms of Reference (TOR) for the audit and will recommend
auditor candidates. The Project should review the draft and discuss changes and additions with the IESC.
The IESC suggests that there be an audit team composed of a team manager who is a senior resettlement
expert with experience in resettlement evaluation and auditing and one or two field staff. The Terms of
Reference should be completed during the IESC October visit.

Community Impacts Management

The number of security incidents in the highlands has decreased, at least partly because of demobilization
and greatly reduced project activities. The security group conducted a full risk assessment and risk transfer
process as the basis for production security management planning. Achieving secure conditions for both
project and local communities will rest on productive interaction between the project and communities,
especially along the pipeline which cannot be easily accessed by project staff.

In terms of demobilization impact on communities, field officers have received no complaints or other
issues from communities, largely because of good planning and monitoring by the Project.

Project Induced In-Migration (P11M)

During the construction phase, the Project implemented in-migration minimization measures, most of
which related to recruiting and hiring practices. These measures were implemented, and appear to have
had a positive effect on minimizing in-migration. Only minor in-migration directly related to the project
can be expected during production, though the project may motivate other kinds of development that can
attract people to the area. The IESC commends the project for developing an in-migration monitoring
system designed to identify community and government support programs that respond appropriately to
population and other changes over time. Data collected from May — November 2013 and reported in the
March 2014 iHDSS report indicate that the Project has not induced in-migration. The IESC will appreciate
a more detailed explanation of the process by which the relationship of the project to in-migration is
determined.
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Procurement and Supply

For future visit, the IESC requests presentation(s) covering procurement and supply monitoring results.
Presentations should address (i) number and type of contracts awarded to Papua New Guinean contractors
and subcontractors, (ii) number of PNG employees for each contractor (disaggregated by local and national
and by gender), (iii) number and type of capacity building trainings and business development support
measures provided to Landowner Companies, and (iv) performance against the IFC PS2 requirements
included in contracts and examples of the contract language related to these requirements.

Community Support

Projects initiated during the construction phase that are still in progress include 12 projects in the upstream
area, eight projects in the pipeline RoW, and three projects in the plant site area.

The IESC reviewed the latest draft of the Community Development Support Implementation Plan and sent
comments on 22 May. The project responded positively to these comments during the IESC visit. The
most substantive IESC recommendation applies to CDS program outcome evaluation. The IESC finds the
discussion of evaluation in the implementation strategy lacking the detail necessary to guide an effective
process. The IESC, therefore, strongly recommends preparation of a CDS Evaluation Procedure that
describes each step in the process. The IESC also recommends that some of the program level (Level 1)
indicators be replaced or supplemented by indicators that are more robust and better reflect the core themes
of the CDS - livelihood support, health, education, and law and order/justice. The IESC has provided
examples of more robust indicators.

CDS is developing baseline profiles of each geographic area for use in identifying the appropriate projects
and methodologies. The IESC suggests that each profile be analyzed to produce a summary that sets out
the main considerations in selecting projects, delivery methods, partners and cost sharing, and so on.

Stakeholder Engagement and Consultation

Project engagement with local communities continues with 377 engagement events conducted in the
upstream areas and 111 events with LNG plant area communities. Upstream engagements focused on
issues related to land agreements and payments, payments for other kinds of compensation reinstatement,
traffic, and requests for employment. PNG area engagements focused on loading of first cargo and tanker
trials, future community development support, and environmental issues (noise, flaring, etc.). The Village
Liaison Officer (VLO) Strategy is a key element of continuing engagement and maintaining relationships
with local communities during Production.

Grievance Management

The number of grievances has significantly declined and at the end of May 2014, there were zero
grievances outstanding. The overall closure rate of grievances for 2014 to date is 71%, under the target of
75%. The annualized closure rate is 89%. The closure rate dropped below 75% in April, May and June
due to staff changes and focus on first cargo engagements. The closure rate has returned to above 75% in
subsequent periods. About two-thirds of the grievances filed during this period regarded pipeline RowW
issues.

Benefit sharing

The Project continues to provide administrative and logistical support to the PNG government for various
aspects of the benefit sharing process. The PNG Government is responsible and accountable for
determination and payment of landowner beneficiary royalty and equity dividends. EMPNG’s goal, thus, is
to influence and support the Government to pay landowner State Cash benefits in accordance with PNG
laws. In the opinion of the IESC, the project’s efforts are having a constructive influence toward achieving
safe, accurate and effective delivery of cash benefits, though a number of significant challenges remain.

Labor and Workforce Conditions

For future IESC visits, the Project will present full reports on implementation of the production Labour and
Working Conditions Management Plan (“the Plan”) in order for the IESC to verify compliance with IFC PS
2, PNG legislation, and other applicable requirements. Reporting will follow the list of topics given in
Section 6.1 of the Plan for both EMPNG and its contractors. In addition to internal reports, the IESC
should receive any assessment (see Section 5 of the Plan) or audit findings. The IESC asks to see the
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Workforce Grievance Mechanism for Production and the language in contracts regarding adherence to the
Labour and Workforce Management Plan for Production.

Demobilization

Demobilization is nearly completed. EPC 3 has 326 PNG nationals and 618 OCNSs engaged primarily with
subcontractors in camp demobilization and security. EPC 4 has 190 workers, most of whom will be
demobilized in Q3 2014. Project field and grievance/complaints assessments, as well as IESC observations
in the field, indicate that the demobilization program has gone well as a result of good planning and
monitoring, communications with workforce and communities, livelihood monitoring and responsive
community support projects.

Gender in the Workforce

The IESC would like information how female workforce issues will be addressed during Production,
including whether female employees will have access to “women’s champions/confidants” and
health/hygiene/nutrition training (as recommended by the IESC in its October 2013 report).

Community Health

The April 2014 review by the Independent Scientific Advisory Board (ISAB) congratulated PNG IMR and
PSI teams for their effective efforts implementing PiHP and Enhanced Community Health Program
(ECHP). The health program was also complemented for its focus on sustainable and translational
activities for the PNG Health system and its strong engagement with partners.

Health and Safety

The overall statistics associated with both safety and occupational health aspects of the construction phase
of the PNG LNG Project are excellent. The cumulative Lost Time Incident Rate (LTIR) for the
construction phase is 0.01, which is remarkable. The Project has completed more than 44 million man
hours LTI-free since July 2013. The one aspect of the construction phase that was unacceptable was the
number of fatalities. This has been focus of a lessons learned exercise by the Project with the note that
emphasis needs to be made on identifying potentially fatal activities and focusing training on those aspects.
From the standpoint of occupational health, the Project has a well-developed program as indicated by key
performance indicators (leading indicators) and management of illness cases (lagging indicators). KPIs for
these indicators have been consistently better than objectives since Q2 2012.

One of the reasons why the Occupational Health program has been successful is because of the
effectiveness of the community health program. The Project has been aware of the community diseases
that could be imported into the Project and has developed programs to prevent their influence on the Project
workforce. The Occupational Health and the community health programs have been synergistic and
mutually beneficial. The occupational health program successes are also related to Company and
Contractor management engagement with appropriate resource allocation for occupational health program
identification (HRA), implementation (PDS and project health team), with adequate KPI verification and
stewardship.

Cultural Heritage Management

Cultural heritage management associated with construction is complete. In terms of achieving the basic
goals of a cultural heritage program, EMPNG has been successful. Archaeological and human heritage
sites were identified during pre-construction surveys and avoided where practical. Those that could not be
avoided were appropriately mitigated. A chance find protocol was implemented to manage cultural
heritage finds made during construction. Cultural remains from the field work were analyzed and
appropriately interpreted and the results published such that future researchers have the results available to
them. The location of cultural heritage sites is now fully documented with the ProductionCultural Heritage
Register and GIS system. The National Museum and EMPNG are working towards an exhibition of
Project findings.
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1 INTRODUCTION

D’Appolonia S.p.A. (D’Appolonia), located in Genoa, Italy, was appointed as the post-financial close
Independent Environmental and Social Consultant (IESC)! for the Papua New Guinea Liquefied Natural
Gas Project (PNG LNG or the “Project”) being developed by ExxonMobil PNG (EMPNG), formerly Esso
Highlands Limited (EHL), the designated Operator and also representing a consortium of co-venturers
including Oil Search Limited (OSL), Santos Ltd, JX Nippon Qil & Gas Exploration Corporation and PNG
State and landowners as represented by Mineral Resources Development Company (MRDC) and Petromin
PNG Holdings Limited. D’Appolonia’s role as the IESC is to support the Export Credit Agencies (ECAs)
providing Project financing, including the Export-Import Bank of the United States (USEXIM); Japan
Bank for International Cooperation (JBIC); Export Finance and Insurance Corporation (EFIC) of Australia;
Servizi Assicurativi del Commercio Estero (SACE) from Italy; Export-Import Bank of China (CEXIM);
and Nippon Export and Investment Insurance (NEXI), as well as a group of commercial banks, collectively
referred to as the Lenders or Lender Group.

The overall role of D’ Appolonia as the IESC within the PNG LNG Project is to evaluate compliance with
commitments made by EMPNG within their Environmental and Social Management System (ESMS)
including health and safety. The benchmark for the ESMS is now the Production Environmental and Social
Management Plan (ESMP)and associated commitments made within the ExxonMobil Operations Integrity
Management System (OIMS) and the documents associated with biodiversity management. There is still
some applicability of the Construction ESMP, specifically with respect to ongoing drilling and some
activities such are pipeline reinstatement, but the Production ESMS is now fully rolled out.

The IESC Terms of Reference (TOR) requirements refer to an evaluation of Project “compliance”, whereas
the reporting requirements of the TOR state that the reporting will include a “list of non-conformance
findings”. Within this report the terms “compliance” and “conformance” are considered to be equivalent.
In general, issues to be resolved are identified as non-conformances, but one of the requirements of the
IESC is to identify any “material non-conformances” within the context of the CTA. The IESC believes
that a “material non-conformance” within the context of the CTA would need to be a Lender decision, but
for the purposes of this report a potential “material non-conformance” would be a Level IIT non-
conformance or repeated Level Il non-conformances as defined in the Section 2 Issues Table. It is
emphasized that a Level Il non-conformance is not necessarily equivalent to a “material non-
conformance” and that extensive discussions among EMPNG, Lenders and the IESC would need to take
place before any “material non-conformance” is identified.

IESC’s review has included the environmental and social (E&S) and health and safety (H&S) management
activities of EMPNG. Activities of the individual EPC Contractors associated with construction are no
longer part of the IESC review as they have completed their work scopes and are either demobilized or in
the process of demobilizing. Emphasis has been placed on evaluating conformance based on written
information provided by EMPNG and observations made in the field including discussions with EMPNG
personnel. Most of the findings identified in this report have been based on field observations and
interactions with the individuals actually responsible for the field implementation of the ESMP, as well as
meetings with stakeholders.

An activity that does not fall under the category of “monitoring” yet is within the scope of the CTA is a
requirement for the IESC to certify certain non-Project operations (section 14.2(m)(iii) of CTA). During
this field visit D’ Appolonia was not asked to provide any non-Project certifications.

1.1 CONSTRUCTION STATUS

Construction is complete and all of the EPC Contractors discussed in previous IESC reports have either
fully or partially demobilized. The remaining construction activity is drilling. Well Pad B — Hides B1 and
B2 Wells were transferred to Operations late November 2013; Well Pad C — Hides C1 and C2 Wells were
transferred to Operations early April 2014; Well Pad D — Hides D1 and D2 Wells were transferred to
Operations at the time of this field visit. Rig 703 is currently in the process of drilling Hides G1 and G2

1 |ESC Team members in the field: Giovanni De Franchi (Project Manager and Team Lead); William J. Johnson (Earth
Scientist/Management System Specialist), Kerry Connor (Social Development Specialist), Louise Johnson (Biodiversity and
Natural Resource Management Specialist)). IESC Team member not in the field: Mark Pedersen (Aquatic/Marine
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Wells at Well Pad G. Rig 702 is currently drilling the Produce Water Disposal (PWD) Well next to the
HGCP. Camp modules for the drillers have been relocated from Wellpad D to Camp 7 in anticipation of
the startup of drilling at Angore.

With respect to construction camps, the SpieCapag (EPC5A) camps have been demobilized and reinstated,
except for Camp 5 at Moro (KP 93) being sold to OSL. Moro Camp B is also expected to be transferred to
OSL at some point and the Kobalu and Juni camps are no longer occupied, but are under light guard
pending their transfer to the PNG Government. The Komo Airfield Camp is still being used by Production,
but at some point the Komo airfield is expected to be transferred to the PNG Government. A portion of the
EPC4 construction camp (C Block in the HGCP Upper Camp) has been demolished with the remainder
expected to be demolished soon, whereas the EPC3 camps are being maintained pending whether or not
there could be future expansion at the LNG Plant.

Construction continues at the 28 Ha Permanent Facilities Compound near the Port Moreshy Airport.
Projected occupation for this facility is Q1 2015.

After a peak workforce of 21,220 by the end of 2012, demobilization is effectively complete. Projections
for demobilization show that the construction workforce will be close to zero by the end of June.

1.2 SOURCES OF INFORMATION

The main sources of information used to prepare this twelfth IESC trip report are primarily those provided
by EMPNG, but D’Appolonia also obtained information by means of interviews with local stakeholders
during the field visit in PNG as well as EMPNG employees. The information provided by EMPNG has
included presentations made to the IESC and additional documents consistent with the trip schedule
provided in Appendix A.

13 REPORT ORGANIZATION
Subsequent sections of this report are organized as follows:

— Section 2.0 — Issues Table;

— Section 3.0 — Environmental and Social Management;
— Section 4.0 — Environment;

— Section 5.0 — Biodiversity and Ecological Management;
— Section 6.0 — Social;

— Section 7.0 — Labor and Human Resources;

— Section 8.0 — Health and Safety;

— Section 9.0 — Cultural Heritage.

The basic findings of the review are presented in the form of observations, comments and
recommendations that are generally described according to topics within each section. Significant findings
are summarized in the Issues Table provided in Section 2.0.
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2 ISSUES TABLE

This Chapter tabulates a summary of the non-conformances raised in this report, consistent with our TOR
as discussed in Section 1.0. The Table has been structured to provide a color-coding for strict non-
conformances raised during each site visit, as well as IESC observations for situations that if left
unattended could result in a non-conformance. Non-conformance is referenced with respect to Project
commitments as included in applicable Project documents and with respect to on-going compliance with
Applicable Lender Environmental and Social Standards. As noted in Section 1.0 of this report, “Applicable
Lender Environmental and Social Standards” means the environmental and social standards applied by the
Loan Facility Lenders to the Project in the form attached to Schedule H-1 (Environmental and Social —
Applicable Lender Environmental and Social Standards) of the CTA. The nomenclature of the color-coded
categorizations are assigned based on non-conformance levels similar to the non-conformance levels
defined in the ESMP, somewhat revised to reflect the point of view of the IESC and to address that certain
non-conformances need to be framed in the context of the Applicable Lender Environmental and Social
Standards. The following descriptions are provided:

— High: Level Il critical non-conformance, typically including observed damage to or a reasonable
expectation of impending damage or irreversible impact to an identified resource or community
and/or a major breach to a commitment as defined in Project documents or the Applicable Lender
Environmental and Social Standards. A Level I1l non-conformance can also be based on repeated
Level 11 non-conformances or intentional disregard of specific prohibitions or Project standards. In
some cases, Level Il non-conformances or repeated Level Il non-conformances may, but not
necessarily, represent a material non-compliance with the CTA. This would be decided on a case-
by-case basis;

- . Level Il non-conformance representing a situation that has not yet resulted in clearly
identified damage or irreversible impact to a sensitive or important resource or community, but
requires expeditious corrective action and site-specific attention to prevent such effects. A Level Il
non-conformance can also represent a significant breach of a commitment, or a risk of a significant
breach if not expeditiously addressed, requiring corrective action as defined in Project documents
or Applicable Lender Environmental and Social Standards. A Level 1l non-conformance can also
be based on repeated Level | non-conformances;

- . Level | non-conformance not consistent with stated commitments as defined in Project
documents, but not believed to represent an immediate threat or impact to an identified important
resource or community. A Level I non-conformance can also represent a minor breach of a
commitment requiring corrective action as defined in Applicable Lender Environmental and Social
Standards;

— IESC Observation: A potential non-conformance situation that could eventually become
inconsistent with stated commitments as defined in Project documents or the Applicable Lender
Environmental and Social Standards.
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N° Site Visit Cllgcggg Description Con fNo(r)'rr;ance Reference Status Comments / Report Reference
Environmental Issues — Biodiversity and Ecological Management
At MLV-1, EMPNG was to install a locked unmanned
boom-gate to restrict 3rd party access to the RowW and MLV-
1 area. This boom gate is not yet in place, and vehicular
access is not controlled. Between the Kopi Scraper Station
and the Kopi Shore-base, EMPNG was to install locked
unmanned boom gates and keep them operable. These boom
gates and locks are installed, but EMPNG report they are
currently kept open due to community needs and concerns,
therefore vehicular access is not controlled. Along the
‘Southern Route’ RoW construction road between Gobe and
Kantobo, EMPNG was to remove culverts at both Gobe and
EMPNG’s commitment is to control access to Kantobo, and install manned boom gates at Kantobo (at the
project roads and infrastructure, so as to junction with the OSL road), and resurrect/upgrade the old
prevent potentially damaging 3™ party Chevron gate at Gobe so as to have a manned boom-gate at
activities through enhanced access. the junction with the public road. Currently the company
Upstream EMP plans not to remove the culverts, and the boom-gates are not
EMPNG access controls for Above Ground Section 17 and operational. Although not observed, this situation could
2M12.1 | June 14 Installations and project roads/infrastructure | IFC Open potentially allow public access up to Kantobo, and beyond
are discussed as part of each IESC visit. Performance onto the OSL road where their access control is at the Kutubu
Standard 6 end of the road.

Several instances of insufficient access
control have come to light, where current
practice in not in compliance with that stated
within the Upstream EMP.

EMPNG is currently working on issues related to installation
and operation of each of these gates, but the situation as it
stands means the company is currently not in compliance
with their commitments. If, following a needs analysis/ risk
assessment, vehicular access by the community is deemed
appropriate, this should be according to commitments made
in the Upstream EMP i.e. landowner vehicles may be
sanctioned subject to prior approval from EMPNG and only
once authorized by designated EMPNG personnel. To this
end, EMPNG may need to consider these locked boom-gates
being manned instead of unmanned e.g. operated as per OSL
manned boom-gates.

(Report reference Section 5.3.1)

2 In order to better track project progress and accomplishments, the issues identified during each site visit are identified by a letter (M) and number (e.g. M1) that identifies the site
visit (e.g.: M1 for the first visit, M2 for the second visit, etc.) followed by a digit that identifies the specific issue found (e.g. M12.1 refers to issue 1 found in visit 12).
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3 ENVIRONMENTAL AND SOCIAL MANAGEMENT

3.1 ENVIRONMENTAL AND SOCIAL MANAGEMENT SYSTEM

The cornerstone to the Environmental and Social Management System (ESMS) for the PNG LNG Project
is the Environmental and Social Management Plan (ESMP) for Production (see Figure 3.1), which defines
EMPNG’s environmental and social commitments, except for the biodiversity management plans
associated with EMPNG’s biodiversity offset program that have carried over from Construction and are
equally applicable to Production. At the time of the last IESC field visit, approval of the two
Environmental Management Plans (EMPs) associated with the ESMP were pending approval by the Papua
New Guinea Department of Environment and Conservation (DEC). This approval was received on
February 14, 2014 and the Production ESMP is a final, working document.

Documents applied during the Construction phase of the Project discussed in previous IESC reports
including the Construction ESMP, the Lender Environmental and Social Requirements (LESR) document
and the Environmental and Social Milestones (Milestones Schedule) have limited reference. The
Construction ESMP is still applicable to the ongoing drilling program, the few remaining activities
associated with the demobilizing EPC Contractors and some transitional activities, such as pipeline
reinstatement. The Milestones Schedule was prepared as Appendix H3 to the Common Terms Agreement
(CTA) and is applicable until D’ Appolonia signs the Completion Certificate, now scheduled for Q1 2015,
but the commitments have been fulfilled and this document no longer refers to the Milestones Schedule.
The remaining requirement associated with the LESR is the Resettlement Completion Audit, which is also
a requirement of Performance Standard (PS) 5, but unrelated to the construction Completion Certificates
(see Section 5.4.2.3). The LESR also served to link ESMP and non-ESMP documents, for example the
Biodiversity Strategy, but these links are now defined in the Production ESMP documents. For this and
future field visits the Production ESMP and associated biodiversity management documents define the
roadmap to achieve Lender compliance as defined in the International Finance Corporation (IFC)
Performance Standards and Equator Principles.

[ ENVIRONMENTAL AND SOCIAL MANAGEMENT PLAN J

-~
SOCIAL
N
- LNG Plant and Marine Facilties - Community Development Suppert
Envirenmental Management Plan Management Plan
- Upstream Facilties, Pipelines and - Community Health, Safety and Security
Infrastructure Environmental Management Management Plan

Plan - Labour and Working Conditions Management
Plan

- Land Access, Resettlement and Livelihood
Restoration Management Plan

- Procurement and Supplier Management Plan

- Training and Vocational Education
Management Plan

- Stakeholder Engagement Management Plan

Figure 3.1: Production Environmental and Social Management System Structure

The two EMPs associated with the Production ESMP are associated with implementation documents
(Protocols, Registers and Templates) that give the detailed requirements of what needs to be done on the
ground to fulfill the commitments defined in the EMPs. Rollout of these completed tools commenced early
March 2014 and the high priority Protocols, Registers, Templates are being field-tested. Lower priority
tools are in draft form. Periodic updates of these tools will occur until they are endorsed by SHE
management, at which point they will be reviewed by Operations Management for final endorsement.
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Target complete endorsement is late Q4 2014. Fully endorsed implementation documents will be provided
to IESC for information.

The Production team for implementing the ESMS is in place. The few remaining Construction staff not
demobilized provides support to the Production team, but activities are fully in the hands of Production
staff. The transition to Production from the standpoint of organization and staffing has gone well. A key
factor to this transition has been the retention of key staff from the Construction Phase into Production.
Production has successfully recruited a significant number of key Construction staff to work with the
Production team and this has enabled what the IESC perceives to be an exceptionally smooth transition to
Production.

3.2 MANAGEMENT OF CHANGE

The status of the Class 11 MOC (requiring Lender notification) related to the turnover of the Kikori Bridge
has not changed since the last IESC field visit. It is still expected that the PNG Government will present a
formal request for the turnover of the bridge, but such a request has still not been received and the MOC is
on hold. Another pending MOC was the addition of a 9" Production Well, but an MOC has not been
prepared for this additional activity.

Since the last IESC field there has been one Class Il change related to the maintenance of the Benaria
Bridge. This bridge was supposed to be removed by SpieCapag after completion of pipeline construction,
but the PNG Government plans to construct a permanent bridge near the location of the temporary bridge
and has requested that the temporary bridge be maintained until the permanent one can be constructed
(estimated to be constructed Q3 2014). This bridge provides for continued road access into Main Line
Valve Station (MLV1) and has become a means for local villagers to cross the river (pedestrian access).
Removal of the temporary construction bridge prior to the construction of the Government’s proposed
permanent bridge could lead to community unrest and the increased potential for security incidents. This
MOC was approved on April 1, 2014.

3.3 INCIDENTS

Since the last IESC field visit there have been no significant security incidents and the biggest issue has
been theft of equipment during the demobilization process. The January 14, 2014 murder of a guard in a
local market adjacent to MLV-1 has not been resolved, as the perpetrator has not been apprehended.

From an environmental standpoint, there was one significant incident that tested the Emergency Response
Team whereby propane gas was released at the LNG Plant. This incident was appropriately managed.

3.4 EMERGENCY RESPONSE

Now that the PNG LNG Project has entered Production, emergency scenarios need to reflect that gas and
condensate have the potential for explosion and that the potential for serious emergencies is much greater
than during construction. This has been well-recognized by EMPNG.

Based on a risk assessment, EMPNG recognizes seven key risk scenarios: a process event (major
hydrocarbon leak and fire/explosion); a building fire; a spill (land and sea with the most significant hazard
being a marine release); a remote incident (vehicle collisions/medical emergency); aviation (fixed or rotary
wing crash); a wild fire with the most significant scenario being a grass fire); and work execution (accident
associated with confined space, work at heights and hot work). Based on these scenarios EMPNG has
developed response strategies that rely on key barriers: Emergency Management Plans; response
equipment; response teams; and training/drills.

An emergency response center has been established and an Emergency Response Advisor is in place in
POM. Emergency response teams are in place at the HGCP and the LNG plant site. Specific to the LNG
plant, a Marine Incident Protocol has been established and tested through drills to be aligned with
Government expectations.

The Emergency Response Plans (ERPs) and the Oil Spill Contingency Plan (OSCP) are in place in a form
suitable for startup activities and Final ERPs for Production have been drafted to the Rev. 0 level for the
HGCP and the LNG Plant. Tactical Response Plans (TRPs) are intended to identify site-specific
procedures for sensitive locations. For the HGCP area there are 16 Spill TRPs, of which 12 are complete
and the remainder expected to be complete by the end of 2014. A total of 14 Spill TRPs apply to the LNG
plant, of which five are complete and the remainder expected to be complete by the end of Q1 2015.
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Spill response equipment is in place at both the HGCP and the LNG plant. The LNG plant has dispersant
for use during a marine spill on site, pending Government approval for its use. Fire/rescue equipment is
also in place at the HGCP and the LNG plant pending only the delivery of some additional fire trucks,
expected to be on site by Q3 2014. Emergency response contractors are all in place. HES/Falck is present
at both the HGCP and LNG plant sites and is finalizing the TRPs, undertaking training, and managing
drills. Qil Spill Response Limited (OSRL) is also in country and also with the responsibility to finalize
TRPs, commission equipment and undertaking training/drills. Practical Risk Management (PRM) is
working offsite to prepare ERPs and undertaking training/drills. The program of drills is comprehensive
and conducted a both desktop and field exercises involving other stakeholders including OSL with whom
EMPNG has an agreement for mutual assistance.

3.5 FINANCIAL COMPLETION

As reported in the last IESC report, the suggestion was made that the timing of the Environmental and
Social Completions Certificate could be accelerated. However, the timing of the Environmental and Social
Completions Certificate, as defined in the Completion Guarantor documentation, is such that it be dated on
or after the date of the Physical Completion Certificate and Operations Completions Certificate. This is
currently targeted for Q1 2015 which means that the Environmental and Social Completions Certificate is
expected to be finalized at about the same time.

Given that the Project has now met all the requirements of the Milestone Schedule, and has advanced from
the Construction ESMP to the Production ESMP, we continue to see no impediments for providing the
Environmental and Social Completions Certificate as soon as the other obligations outlined in the CTA
(such as the Physical and Operations Completions Certificates) have been met.
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4 POLLUTION PREVENTION

4.1 WASTE AND WASTEWATER MANAGEMENT
4.1.1 Project Strategy

EMPNG’s objectives are to apply the waste management hierarchy (wastes will be preferentially reused,
recycled or recovered