Eni’s new investment in tar sands and palm oil in the Congo Basin.
Huge environmental and social risks with no real improvement in access to energy?
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Eni’s new investment in tar sands and palm oil in the Congo Basin.
Huge environmental and social risks with no real improvement in access to energy?

Summary

The Italian oil company Eni is currently planning a new multi-billion dollar investment in tar sands, palm oil
for food and bio-diesel and gas-fuelled electricity in the central African country of Republic of Congo. This
would be the first tar sands project in Africa and the agro-fuels project - large scale crop growing to produce
liquid fuels - would also be one of the largest. Both projects raise the question of how committed G8 energy
companies, such as Eni, and G8 governments such as Italy, this year's G8 host and Eni's major shareholder,
are to tackling climate change and improving access to energy, particularly when it comes to investing in
ecologically-sensitive areas, and in developing countries with minimal social and environmental protection.

Tar sands and agro-fuels have been heavily criticized by civil society and by scientific bodies for their
devastating social and environmental impacts, locally and globally, such as water depletion and pollution,
deforestation, habitat destruction and increased greenhouse gas (GHG) emissions. Production of a barrel of
tar sands bitumen, for instance, is 3-5 times more intensive in terms of GHG emissions than production of a
barrel of conventional oil. Canada is the only place tar sands are currently being developed and nearly all
companies investing are from the G8. Many civil society groups are now calling for a moratorium on new
investment in Canada, and some groups for all existing and planned tar sands projects to stop.

Republic of Congo is situated in the Congo Basin, the second largest area of tropical forest left in the world,
which plays a vital ecological and economic role as a carbon sink and catchment basin. Congo is also one of
the world's poorest countries, despite decades of oil development, with a history of corruption and conflict
centred on the oil sector. It lacks any proper environmental regulation and enforcement capacity. Given this
context of weak governance and sensitive ecology, and the likelihood of irreparable damage to communities
and to the environment, how will Eni assess and manage the risks of its investments on an ongoing basis?

Eni is 30% owned by the Italian state. The G8 is currently meeting in Italy, where energy ministers have stated
that “coping with the interlinked issues of energy investments, energy access and availability, and the climate
change challenge is key to the future of our countries.”i The G8 and other major energy producers also
promised “resolute action” to help the quarter of the world's population that do not have a secure energy
supply. This energy poverty is particularly stark in Africa. Barely a quarter of Congo's population have access
1o electricity, and 70% live under the poverty line.

Local communities have long complained about lack of consultation, and a lack of action by companies and
government to address the social and environmental impacts of oil development. Gas flaring at the huge
M'Boundi oil field, operated by Eni, is of particular concern. Eni's plans to turn this gas into electricity could
be welcome, but Congo's citizens also need guaranteed access to the electricity. Overall, there is minimal
public information about Eni's new investment, and no meaningful consultation has taken place with
Congolese citizens, in contradiction to the company's own environmental and human rights policies.

Given these concerns, G8 Civil society groups and their African partners believe that Eni should:

e Disclose full information about the impacts of its investments in Congo, including current gas flaring levels
at M’Boundi, and the detailed timetable for the tar sands and palm oil development.

¢ Organise meaningful consultation with affected communities, as per Eni’s own environmental and human
rights policies. Local communities and indigenous groups must give free, prior, informed consent before any
development takes place.

e Stop further development of the tar sands and palm oil investments until their potential risks have been
fully assessed, including their impact on greenhouse gas emission levels, and a credible risk management
plan adopted.
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Background to ENI's new investments in Republic of Congo

According to the 2008 World Energy Outlook, unless current trends change, non-conventional forms of oil
like tar sands will provide an increasing share of world oil output (rising to 11% of the total by 2030)i. Over
half of this increase will be from tar sands in Alberta, Canada, the only place in the world where they are
currently commercially exploited, mostly by G8 energy companiesii. However, tar sands production
involves huge environmental challenges.v

Eni is ranked among the world’s top ten energy companies in terms of financial performance. In May
2008, Eni signed an umbrella agreement with Congo for a US$3 billion investment during the period 2008-
2012. The agreements covered: exploration of tar sands, the production of palm oil for food and bio-diesel,
and the construction of a 350/400 MW gas-powered electricity plantv. This development signalled a new
phase of Eni's operations in Congo, where the company has been present since 1968. Until 2007 Eni
operated offshore, now it also operates the giant onshore M'Boundi oil field, and is the second largest
investor in the sector.

The series of agreements between Eni and the Congolese government have not been disclosed, and in the
case of the tar sands field and the palm oil plantation, their exact location remains unclear. Field research
in Congo by local and international civil society groups has revealed an almost total lack of public
awareness of the project, including by communities potentially affected by the tar sands exploration and
electricity plant near M’Boundi, and near the country’s oil hub of Pointe-Noire.vi

Republic of Congo: the governance context

Congolese civil society activists have long campaigned to clean up the country’s public finances and ensure
that its natural resource wealth - oil revenues are officially estimated at over US$4.4 billion annually - goes
to sustainable development and bettering the lives of the 70% of Congolese living in povertyvii, Barely a
quarter of Congo’s people have access to electricity. Congo was ranked in the bottom 10% of countries in
Transparency International’s 2008 Corruption Perceptions Index.x

In March 2006, the country was controversially granted access to international debt relief in return for
reforming its management of the oil and forestry sectors, and of public finances overall. At the time, the World
Bank highlighted “serious concerns about governance and financial transparency” centred on the national oil
company, Société Nationale des Pétroles du Congo (SNPC)x . According to published data, key government
officials had been contracting expensive loans with international banks and oil traders using future oil
production as collateral, and selling state oil through opaque offshore mechanisms to avoid paying debts,
hide new lending from the IMF, and even for personal benefit.xi

Forestry is the second most important source of income for Congo, where forests cover around 65% of the
countryxii, According to Greenpeace: “The Congo basin contains the worlds second largest tropical forest and
is of incalculable importance not only in terms of biodiversity and resources for local people but also as a
giant carbon store that is essential for climate protection”xv. Tropical deforestation accounts for around 15-
20% of the world’s greenhouse gas emissions. According to the independent monitor of Congo’s forests,
forest resources are “under serious threat by the rapid growth of extractive activities and the industrial
exploitation of natural resources — mining included, the deterioration of the quality of life for local populations,
and the deterioration of governance”xvi. Congo currently has no functioning environmental regulation.xi

Current impacts of oil development

Evidence from local human rights organisations Rencontre pour les droits de I’'homme and the Justice and
Peace Commission of the Catholic Church, Pointe-Noire, and interviews with communities in the M’Boundi
and wider Pointe-Noire area, reveals widespread anger about lack of consultation by oil companies, including
Eni, over their activitieswii. Local people also raised issues of lack of compensation for land lost to
developments and habitat destruction, lack of local employment opportunities, and concerns over water and
air pollution. The ongoing health impacts of gas flaring from Eni’s Mboundi oil field were of particular concern.
Although this is a historical problem and Eni has only recently become M’Boundi’s operator, such evidence
directly challenges the company’s own human rights guidelines.x



Eni’s announcement that it will use associated gas from M’Boundi — gas produced during oil extraction that
is currently flared - to generate electricity is to be welcomed in a country where barely a quarter of the
population have access to a secure electricity supply, and where local communities have expressed serious,
ongoing concerns about the environmental and health impacts of flaring and venting. Eni appears to
recognize that current flaring levels in Congo are unacceptable, since it has a target of reducing emissions
1o zero by 2012.xi

According to Eni, the new plant will “cover over 80% of the national electrical requirement”. However, it is
unclear whether this 80%, in fact, refers only to the needs of local industrial customers or also includes
electricity for Congo’s citizens, including communities that are currently off-grid. It is also doubtful whether
the infrastructure required to ensure a domestic electricity supply for Congolese consumers currently exists.

Tar sands

Eni has a license for tar sands exploitation in the South West of Congo (near Pointe-Noire) covering a total of
1790 km2. The company estimates, from preliminary studies on a 100 km2 area, that recoverable reserves
are between 2,5 billion barrels unrisked and 500 million barrels risked. If commercial production proves
viable after the current exploration phase (3 years), then Eni plans to install an ENI Slurry Technology (EST)
plant to turn the bitumen into crude oil, powered by associated gas from M'Boundi.x

The extraction of tar sands and their upgrading to produce commercial crude oil requires large amounts
of energy and water, and can lead to devastating environmental and social impacts, as has been shown
by the experience of Alberta, Canada. One analysis categorizes the environmental risks as Ecological
Blowout, involving water depletion and pollution, boreal forest destruction and the creation of tailing ponds
(huge holding tanks the size of lakes whose water contains highly toxic chemical products)xii. Tar sands
investment is overwhelmingly by G8 companies, with Norway’s Statoil also present and Asian companies
also buying stakesxv, Civil society groups in Canada and internationally are calling for a moratorium on
new projects, at the very least, with some groups calling for all existing or planned projects to be halted,
and for divestment by investors.xxv

The potential for tar sands development in Congo to wreak environmental and social havoc is particularly
worrying given that the population of the country’s second largest city, Pointe-Noire, is located only 70 km
away from the site of current testing. According to field research, the license area is covered in large part
by primary tropical forest, with the remainder populated by local communities dependent on small-scale
agricultural production. Eni states that it will attempt to “minimise the environmental impact and study the
appropriate conservation and restoration techniques”vi. How Eni intends to do so in a country which is
65% covered by forest, with weak governance, no proper regulatory framework and minimal capacity for
environmental protection, remains to be seen. The tar sands project will also have to conform to Eni’s own
environmental policies»vii. This would entail avoiding all areas of high biodiversity (primary forest) and all
areas of human activity (all cultivated areas). By avoiding these two key areas, Eni would be constrained
to working in areas of open savannah (grasslands), which cover an unknown portion of the very large tar
sands area. In addition, there are no examples of successful forest reconstruction on tar sands tailings
anywhere in the world.

Finally, Eni appears to make the highly dubious argument that the GHG emissions of tar sands production will
be in some way offset by the reduction in emissions from gas flaring, as “gas associated with oil production
in this area will be used to supply the EST plant and enrich the heavy oil” thus “achieving the goal of reducing
atmospheric emissions while profiting from credits under the Kyoto protocol.”xii

The experience of Canadian production also shows that, although tar sands may add value in terms of a
company’s reserves profile, they can also result in huge financial costs to the company and investors. Firstly,
the process by which tar or bitumen has to be exiracted and upgraded to become ‘usable’ as fuel is
significantly more expensive than the extraction of conventional crude oil, which means that oil prices must
remain high and/ or costs kept down in order for it to be profitable. Eni claims Congo was selected over
Canada precisely because costs could be kept low through its synergies with Eni’s conventional oil production
from M’Boundi field (free gas supplyyxx. However, is the project still as feasible given the current global
financial crisis and current low oil prices?



Recent reports also highlights risks to long-term shareholder value posed by tar sands investments including:
the increasing adoption of low carbon fuel standards, labour shortages and the cost of the energy needed to
fuel tar sands extraction, the untested nature of the carbon capture and storage (CSS) technology that is an
integral element of the investment projections for tar sands extraction and, finally, the cost of environmental
clean-up operations, and of potential future litigation by affected communities.xx

Palm Qil for food and agro-fuels.

Eni’s Food plus Biodiesel project is planned to start in 2009 in the Niari region “with approximately 70,000
now unfarmed hectares expected to produce approximately 340,000 tons/year of crude palm oil. This will
cover Congo’s food requirements and will lead to the production of 250,000 tons/year of bio-diesel.”
However, there is no information on the exact location of this huge plantation area, and in the Niari region
much of the land is already assigned in forestry concessions or is permanent forest. The area also has
subsistence farming and an indigenous population.xx

In its monoculture plantation form, palm oil production in countries such as Indonesia and Malaysia has been
heavily criticized by civil society groups and scientific bodies due to its devastating environmental and social
costsxii, For example, monoculture plantations replace tropical forests and other ecosystems, leading to
serious deforestation together with loss of biodiversity, flooding, the worsening of droughts, soil erosion,
pollution of water courses and an increase in pests. They also endanger the conservation of water, soil, flora
and fauna. The UN Intergovernmental Panel on Forests has identified government policies replacing forests
by industrial tree plantations — such as the oil palm — together with the advance of agricultural frontiers under
pressure from monoculture plantations, as the causes of deforestation and forest degradation i

In addition, palm oil monocultures have been associated with illegal appropriation of land, land tenure
conflicts and violation of human rights, including threats to indigenous populations. According to the UN
Permanent Forum on Indigenous Issues, 60 million indigenous people all over the world run the risk of losing
their land and means of subsistence due to the expansion of plantations to produce agro-energy.xxv

A 2007 call for a moratorium on the development of agro-fuels in Africa was signed by over 200
organisations«, In June 2009, a broad coalition of civil society groups meeting at the UN Framework
Convention on Climate Change negotiations in Bonn called for the immediate adoption of “rights-based and
equitable policies and institutions to halt deforestation and forest degradation” and called for such policies
explicitly to exclude “the establishment and management of monoculture tree plantations” xxvi

Eni will have to locate the palm oil project according to the constraints of its environmental and human rights
policies: no destruction of primary forest, no occupation of existing farmland, no impact on areas of high
biodiversity, and no direct or indirect resettlement of people. This means that Eni has to locate the project on
grassland or savannah areas, and/or old plantations while the labour requirement means that the plantation
areas should be accessible to existing settlements. It is highly doubtful that Eni can achieve this.

In addition, it remains unclear whether the primary aim of the palm oil project is its production as a food or
as a fuel crop, and if any bio-diesel produced would be for domestic use or export. Eni staff interviewed in
Congo stated that the objective of the project was to produce palm oil for the country and that biofuel would
only be produced if there was a surplus of palm oil. However, this contradicts the public statements by Eni
that 75% of the estimated annual 340,000 tonnes of palm oil production (250,000 tonnes) is for bio-diesel.

Overall, Eni’s current oil activities are a matter of serious concern for local communities and Congolese
activists, and their international partners, in particular the company’s failure to answer the concerns of
communities near M’Boundi about the field’s environmental and health impacts. The social and
environmental risks posed to Congo’s citizens and the potential increase in GHG emissions from the
company’s planned new investments also need to be addressed. For these reasons, tar sands and palm oil
could mean significant financial and reputational risks for Eni. These risks are heightened by the current lack
of information about the project’s potential impacts and its financial viability, lack of meaningful consultation
by Eni with local communities about its plans, and the country’s notorious governance deficit.
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