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Main points

Global frontier forests are disappearing rapidly
You are involved, as some of your clients convert forests
The risks for FI's are high and assessed poorly

Risk mitigation requires integrating sustainability in your
core business
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Frontier forests disappearing

Frontier (old-growth, primary) forests are of global
Importance:

Indigenous cultures
biodiversity

natural resources
carbon storage
economic value

39% of global frontier forests is threatened by economic
activities

More than 1% is disappearing annually
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Frontier forests today
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How are you involved?

e Clients of financial institutions are active In;:

* Logging and timber trade

* Pulp and paper industry

» Agribusiness (oil palm, soybeans, a.o.)

 Infrastructure development (dams, pipelines, roads, a.o.)

e Four cases to illustrate the risks involved:

Oil palm in Indonesia

Pulp & paper in Indonesia
Soybeans in South America
Logging in Central Africa
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Case 1: Oil palm in Indonesia

World palm oil production
Increased with 60% in past
SIX years

Global market leaders:

 Malaysia: 50%
* Indonesia: 33% (and growing
strongly)
Indonesian plantation area
Increased since 1985 with
530% to 3.2 million ha
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Oil palm — Sustainability

Deforestation

Habitat loss

Forest fires

Corruption & illegal operations

Social conflicts
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Oil palm in Indonesia

A Picture: Togu
~ Manurung, FWI

Paris, 10 January 2003 I : | Profundo & AIDEnvironment




Oil palm - Banks involved

* RETRAC research for Greenpeace, WWF and Friends of the Earth

* Most important foreign banks financing oil palm plantations in

Indonesia:

ABN AMRO Bank -Netherlands
BNP Paribas - France

CDC - United Kingdom
Citigroup - United States
Commerzbank - Germany
Crédit Suisse - Switzerland
Crédit Lyonnais - France

DEG - Germany

Deutsche Bank - Germany
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HSBC Bank - United Kingdom
HypoVereinsbank - Germany
ING Bank - Netherlands

Mizuho Bank - Japan

Rabobank - Netherlands

Société Genérale - France
Sumitomo Mitsui Banking - Japan
UBS - Switzerland

UFJ Bank - Japan
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Case 2: Pulp & paper in Indonesia

* Indonesian pulp capacity expanded since 1988 with
880% to 5.3 million tons/yr

e | ocated in Sumatra and Kalimantan

e Largest companies:

» Asia Pulp & Paper (APP)
 APRIL
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Pulp & paper - Sustainability

Deforestation for timber plantations

More deforestation as timber plantations are not
developed adequately

Forest fires
Habitat loss
Social conflicts

Corruption & illegal operations
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Forest clearing by APRIL
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Pulp & paper - FI's involved

e RETRAC research for WWF and Friends of the Earth

* Foreign FI's prominent in financing pulp & paper mills in Indonesia:

ABN AMRO Bank - Netherlands .
Bank of America - United States
Barclays Bank - United Kingdom
Bayerische Landesbank - Germany
BNP Paribas - France

Capital Group - United States
Citigroup - United States

Crédit Lyonnais - France

Crédit Suisse - Switzerland

Deutsche Bank - Germany

Paris, 10 January 2003

Dresdner Bank - Germany
FleetBoston Financial - US

Fortis Bank - Netherlands

Franklin Templeton - US

ING Bank - Netherlands

Mizuho Bank - Japan

Morgan Stanley - United States
Nordea - Denmark/Sweden
Overseas Union Bank - Singapore
Rabobank - Netherlands
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Case 3. Soybeans in South America

World soybean production increased with 46% in past
SIX years

Global market leaders:

o United States (47%)
* Brazil (23% and expanding)
* Argentina (16% and expanding)

South American soybean production increased with 92%
INn past six years and soybean area with 67%
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Soybean expansion areas

Cerrado & Amazon
rainforest in Brazil

Atlantic
rainforest in
Paraguay
Pampa’s in

O Argentina
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Soybeans - Sustainability

Deforestation of rainforests
Desertification of the Brazilian cerrado
Habitat loss

Social conflicts
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The soybean frontier in Brazill
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Soybeans - Banks involved

e RETRAC research for WWF

* Most important banks financing South American soybean trade,
crushing and production:

ABN AMRO Bank - Netherlands
Bank of America - United States
BNP Paribas - France

Citigroup - United States
Commerzbank - Germany
Crédit Agricole - France

Crédit Lyonnais - France

Crédit Suisse - Switzerland
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Deutsche Bank - Germany
HSBC Bank - United Kingdom
ING Bank - Netherlands
IntesaBci - Italy

J.P. Morgan Chase & Co. - US
Rabobank - Netherlands
Société Générale - France
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Case 4: Logging in Central Africa

Log & timber production in Central Africa doubled in the
past decade to around 10 billion m3

Countries in the Congo Basin:

Cameroon

Gabon

Congo

DR of Congo

Central African Republic

Most logging companies from Europe, Lebanon and
Malaysia
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Logging in Central Africa
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Logging In Africa - Sustainability

Deforestation
Habitat loss
Access to hunters
Social conflicts

Corruption & illegal operations
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Logging in Africa - FI's involved

e RETRAC research for WWF

* Foreign FI's financing logging companies in Central Africa :

ABN AMRO Bank - Netherlands Credit Lyonnais - France
American International Group - US Danske Bank - Denmark

ATP - Denmark DEG - Germany

Banca Nazionale del Lavoro - Italy Deutsche Bank - Germany
Banco Comercial Portugués - Portugal Dexia - Belgium/France
Banco Portugués de Investimento - Port. HSBC Bank - United Kingdom
BNP Paribas - France IntesaBci - Italy

Caixa Geral de Depésitos - Portugal Norddeutsche Landesbank -

Commerzbank - Germany Germany
Adi ' Standard Chartered Bank - UK
Crédit Agricole - France

UniCredito Italiano - Italy
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How about your risks?

e Sectors often involved in conversion of valuable forests

e Logging for timber

* Pulp and paper industry

o Agribusiness
 Infrastructure development

* Financial services to these sectors involve high
sustainability-related risks:

 Financial risks
* Reputation risks

* Addressed insufficiently by normal due diligence
procedures

Paris, 10 January 2003 Profundo & AIDEnvironment




Financial risks

Will your client service its debts or pay dividends?

Excessive expansion of production capacities caused
market prices of palm oil, soybeans and pulp to plunge

Your clients may loose market access, as end-
consumers, NGOs, processing companies and
governments demand sustainable products

New, democratic governments can revoke concessions,
persecute illegal operations and hand back land to
Indigenous peoples
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Remember APP....

Financed largely by foreign loans and
securities

Excessive and non-sustainable
expansion of pulp capacity

Darling of the financial markets until the
end of 2000

Defaulted on US$ 13.4 billion of debt in
March 2001

Painful debt restructuring still dragging
on
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Reputation risks

NGOs are stepping up the pressure against companies
converting forests AND their financiers

Financial institutions are attractive targets for public
NGO campaigns:

e Highly visible
« Many private customers in their home markets
» Possibly influential agents of change

Reputation damage can outweigh your potential profit by
far

Some examples:
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Citigroup: Forests and oll
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WestLb: OCP / Ecuador
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Canadian funds: Great Bear rainforest
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Dutch banks: Oil palm in Indonesia
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How to mitigate these risks ?

Face reality:

* Declarations and donations are just not enough
e Sustainability needs to be integrated in your core business

Formulate objectives, policies, and standards
Implement your policies throughout your organization

Evaluate and report transparently to all stakeholders
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Conclusions

Financial services to forest-related sectors involve high
financial and reputation risks, which are assessed poorly

FI's choosing to be involved in these sectors need to
Integrate sustainability in their core business

This means formulating clear objectives, policies and
standards

Careful implementation is essential, as is transparent
monitoring and reporting to all stakeholders
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