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World Bank, 2006>*

“Eorest loss and forest crime dominate: the
[Indenesian ferestiy] sector.*

“ Indonesia is lesing forests at: a remaikanle
[ate, one of the fastest i the world.”

“Industral timbper demand exceeds
sustainanle supply; =

“imber plantations arednsuiticient and
performing poorly”



World Bank — Indonesia 2006

“Eorest CoRversion — anl unsustainanle
Rarvest methed — has been the fastest
growing seurce ofi timber supply. In recent
\years anad Is a major seurce: of supply: for
puUlp mills®



World Bank 2006>

Lack:ofi sufficient due: diligence: continues
10 lead terunsustainanie: demanad and the
same Kind off debt;, risk, and everexposure
that contribuited ter the finanecial CrisIS; of

the late 1990s”



World Bank — Indonesia — 2006 *

“Efforts te Increase financingiin: the: forest
SEctor or ter Werk with individual firms
Would have terrecognize: that firms may.
mISjudge costs, Underestinate
envirenmental Impacts;, and: Use: oVenly
opuimIstic future prejections.”



Not just forestry, not just
lndenEesian conmpanies

Yesterday'si NYI - front Page - Aprill9 2008

“In 2005, federal authoernities conclided that a
Mensanto consultant haal visited the heme ol an
Indenesian officiall and, Withlthe appreval of a
SENIor company: executive, handed over an
envelepe stufiied with hundred=doliar Bils. e
MeNney. Was meant as; a ke to, Win: Ioeser
envirenmental regulatiens; for Viensanto’s coution
clieps... Moensantorwas also caught cencealing
the brive withl fiake Inveices.”




Indonesia’s Forest Sector*

Witheut bank finance, large-scale forest
expleliation prejects; ane net cemmercially:

feasinples:

x Costs of machinery, hanvest, pProcessing,
iransport

s Inl Indenesia; forest Industny projects often
RVvelve crmes suchrasiliegali legaing,
pollution; e WatelF and alF With dangereus
wastes, Illegal lanaand ferest: Seizures, the
trafficking off Wemen and-children and: etiher
AUMman rghts vielations

s Significant legal risks to banks,
complexity/difficulty. of accurate due diligence



Helghtened International Scrutiny=

Civil seciety erganizations) (NGOs) aneund the
World are increasingly: focused on the
envirenmentalland secial Inapets ofi
Intermational finance — For example; over 300
eliganizatiens signed the Jakarta Declaratien on
Expert Credit Agency: finance

CSOs moeniterng Intemationalifinance are
I0eking IRcreasingly. at the Intersection ofi
envirenmental/secial Issues withr relauvely new
anti-meney laundenng statutes

Indenesian civil SecIety erganizations and
commUuRIty, groups are guite: vecal and
Increasingly’ knowiedgeahle akouit Intermational
financial vestments; rules and regulations



Financiall Action Task Force (FATE)

EFounded 1989 at G-7- summit

Legal, financial, law: enfercement
Specialists Whe investigate money-
latindering



Anti-Vioney: Launderng Laws>

Strengthened areund the worladin Iast 7
\/ears

Indenesia, Singapore, E.UL, US; many
ether countres including effshore centers
suchias Cayman Islands, BVI, etc. require
financialfinstitutions 1o, “Know: Yeur
customers, understand Investment profile,
patterns of transactions



Indonesia*

2003 Law: 2/2008'— landmalk legisiation,
identifies lliegalflegging as “predicate
effence” for money laundernng

Elnanciall Institttions sUpporting Projects
nvelving lllegal timber havesting are new
SUject tor meney’ lalndernng charges

Presecution of financial hackers of lliegal
6gQgIing




Transparency and “Risk-based
Approachn’=

Banks must implement custemer due
diligence: proportionally. te; rnsks invelved in
PreJECt Or transaction;



Politically: Exposed Persons; (PEP)™

Individuals Whe' are or have Been entrusted
WIth prominent public fUnciiens

s Current; former heads of state

x SENIor politicians

x Senior govermment, judicial, military, officials
5 SENier executives of state-owned cempanies
s Vajor politcal party: officials

s Close assoeclates and! fiamily: members of all of
e akove



IHelghtened Focus on “Politically
Exposed Persons™ (PER)™

EGCUS) @1 sk associated Withr providing
financialfand BUSINESS: SEIVICES torgoV L
minIsters/ofificials firomi coUntHes Wiith
widely-knewnrproekliems o BHER,
corruption, financialfimeguiarities



PEP

EGCUS G CASES WhEre “these I POWEr
lllegally’amassed large fertunes by,
loeting thelr country/ s ftnds, diVerting
Intermatienalrald payments:

Disprepertionately: henefiting form) the
PreCEEdS of privatization

Faking brbes in returm fer faveranie
decisions, contracts, Jols



Corruption

NEwW FecUS) on; tracking the pPreceeds ofi
corupuion Whlchiare eften transferred to
ether Jursdictions and concealed throughn
companies, trists; or foundations: 61 URder
e names; of relatVes, or clese: asspclates



Impacts=

Einancial mstittitions; that handle preceeds
O corupion: fiace rsk: el crminalcharges
for having assisted inlaunderng the
preceeds of crme, |awsuits;



Reduce Risks*

Reguiing detailed duerdiligence: at
BEQINNING Off Preject and en GRYeING PAaSIS
WhEre It IS, KNOWN: 6/ Stspecied that there
IS IRvelvement of Politically Expoesed
PErSeNS



Due Diligence™

Clese: scruiny, of any: complex structures
(Cempanies, trusts, multiple jursdictions)
“Peanng In mind that mest Iegitimate
political figures would expect thelr
PEersenal affiairs te; e undertakenin a
mere than usually: open manner rther
than the reverse.”



Source of Wealth*

Make: evenry effiort te) estanlish the source
Off the wealth, Inclilding the econemic
ACtivity’ that created the wealtnr,
establishing that these are: legitimate — at
e PegInnINg and 6n an en-eoeing Pasis



Meniterng

Develop profile off expected activity, onr the
AUSINESS) rrelationshipi se as) te: provide
9aSIS| for futurre Mmeniterng

REeview! at: Senior management or board
evel, decision te commence PUSINESS
relatienship andi regular review




Clese Scrutiny: ofi Unusual Eeatures
Veny large: transactions

Use: off government or centrall bank
ACCOUNRLS

Particular demanads; ol SECrecy

Use: ol cashi o bearer henads: or other
INStruments Which break an audit trail

Use: of small and unknewn financial
IRStItULIGRAS 1Al SECKHECY JUKrSdICtioNS

Regular transactions: Invelving sums just
pelow! a typicall reporting amoeunt



Indenesia’s paper and pulp secter*

Overcapacity, massive lliegaliiegaing

CGI (2003) Doner Statement: on: Eerestry:
EStimated anaual timber harvest:

73 million m3

effwhich 53 millien marestimated as illegal
and 20 millienrms3 s legal allewalle: cut



CGIl Report 2005*

[llegalfiegginglat: - epidemic
prepoertiens:” With “extremely,
SErious and deleterous: effect on
the forest ecesystem and the
Wweliare of communIties
depenadent on forest resources for
thelr livelihoeds”



CGIl Report 2005

Court cases  manipulated® and
JnRdefinitely, pestponed:

“Climate:’ off moral hazard*

Protected ferest anéas open for
expleitation

Gevernment agencies characterized: by,
Hack of pelitical willand show “lack of
nterest and apathy: regardingiliegal

I6ggIng.”



International Crisis Group - 2001

“Iihe lllegal resource Inadustry Is protected and
SOMENIMES even organized by corrupt elements
I the civil service, security: forees and the
egislature.”

REecommended: in addition to “tackling the
Perpetraters and vackers ef lllegal reseurce
extraction, the gevernment needs to address
the seurces of demand. lin the' case: off timber,
RIS means; downsizing| the lindonesian Weoad
Preducts Industiy. , WhICh grew’ se biglin the
ecenoemic hoem; of the mid-1990s, that It new.
consumes; far more than can e legally supplied
Py Indonesia’s fierests.”




United Eibre Systems (UES)/ PT.
Marga Buana BumitMulia*

Proposed $1.2 billion; pulprmillim Satur, South
Kalimantan;, a Weoead! chip mill i Pulau Laui;
plans e’ purchase Kianit Kertas milliin  East
Kalimantan

Company: Pasedin SIngapere, N EXPEREnCe: In
PaREN and' pulp sector

Over 80%  financerinitially: By: China Natoenal
Machinenry & Equipment Impert & EXport
Coporation (CMEC) — norpulp/paper experence,
Under sanctions by US - Chemical Bielegical
Weapons Sanctiens Law and for shipping
Auclear warheads to Pakistan




Due diligence steps™

UES! claims that all timber will come from; timber
plantations “Hilfl™ — thisiis a “sustainable
ferestny” preject

Scrutinize EIA; Including
s amount of land claimed fox HT

s claims regarding planting rates

= other documentation, including track record of
plantatien estaklishment

Check for Invelvement of politically expesed
PErsens

Check for government permits



Year | Planting | Hectares
year

1 |109471905  |6,116

2 95 -96 7,968

3 96:-9O 15,992

4 97-98 38,442

5 98-99 7,641

6 99-00 0

1 00-01 0

S 01-02 0

9 02-03 0

107 [03-04 20,000

11 |04-05 20,000

12" |05-06 20,000

12 AR .07 50 00N

By 1998 PT Menara Hutan
Buana 2" largest recipient of
Dana Reboisasi. Company
frequently made false claims
re planting. In 1995, company
reported 13,740 ha, auditors
found only 6,116 ha;

Investigation into Probosutejo
began 1997, amount planted
suddenly increased and them
plummeted. In 2003,
Probosutejo sentenced to
prison.

UFS EIA written 2002/03 (?)
claims 20,000 ha annual

| plantation.



GK Goh

Singapore Investment heuse, detaied analysis of
Ponl Lian (UES)

Based on Interviews, fiound ever 44000 ha of
mixed trepical hardwoeeds would initally e

0g0ed to “yield the cash needed to resume
planting’

Propoesed mill reguires 2.7 millien: m3, of
Woeoed/\ear torproduce 540,000 tens pulp

Plantatien needs; 22,5001 ha planted/year
ORYeING| PASIS

Needs more than avallaple land




GK Goh

e helieve that It may: have: te 1Impert
Woeedchips e avold allegations of using liegal
I0g0ged Woeed and enakle it to sellfits pulpin
Euepe.”

Cost difference hetween “intermally, grewn and
externally sourced wooed* = $118.5/t0n), a Cost
WhHICH “IS noet justified now: as: pulp; Prices, are
IOV

Significant: challenge: off sellf nuthent: depletion) te
allow second hanvest of timber after first nanvest
made.



Field research

Local greups ieund that many: ef the
plantation’lands; claimea by UES are
already used or planned e use By palm
eIl companies; MIRING| COMpPanIes or
feclaimed by lecal communities (Victims of
forced land! seIZures)



DTE: Hutan Rindang Banua

One of three plantations claimed ter supply: UES chip
mill;, fotind tereverlap with 141 paln el plantatien
concessmns a coal mining company’ and:small-
scale: mining sites used by lecal peeple; this does
Aot Inclbiderinadigenous/customany: land ewWnRersnaip;

2004 Jaakko Peyry report estimating) that of
295,000 ha cencession, maximun exploitanle area
found to be 03,566

2005, UES Annual Repert admits plantatien area
declined ter 46,000 ha

Current estimates indicate:that as little as 15,000
nectares; off IHRBr actually has timber plantations in
“good condition™

(115 /S 61y, enougn for: 1.5 years or the wooad. chip
mirll’s nnearatinng



Propesed pulprmillfst production: line of
600,000 tennes/yir

Normal teraddfadditieonallines ence: mill
BECOMES OpPErational



UES plans te purchase Kiani Kertas

Since 2005, UES has heen  inferming
shareholders about ImmiRent purchase ofi
KianiFKertas millfewned (at the: time) Y.
fermer General Pranewor Sukianto

UES has hegun operating the mill-wiaile
Walting| fier: the: purchase to) e finalized



Politically’ Exposed Persons

Preboesutedjo — General Sthartoe’s hali brether,
fermer owner oi Vienara Hutan Buana pulp
plantation untitnIS conviction (and Sentencing
10 four years' Inl prsen) fier ying| to: the
Indenesian gevernment abeut the extent of
plantation’ establishment at this site and' using
RIghly, exaggerated plantation figukes 1o ehtain
Interest-free Reforestation Funds Which were
depesited Inte RIS personal hank account
Instead of Peing Used for plantatien
estaplishment.



“Proboesutedjor Admits; to) Bribing
Judges”

Jakarta Post (10/12/05)

Gave $600,000 te hIs atterney: e give. o
Supreme: Court Chief justice and ether
efficials duringl appeal eff convictien for
apUSIngG| referestation filinds

Sentence was, reduced firom 4" years to; 2
\/ears



PEPS continued

Wisanggeni Lauw
Largest mdividuall sharenolder off UES

Clese assogciate ofi Prehosuted|o
=Qrmer member off Indonesiantlegisiature

Repolited torhave gained contiel ever
PrehESULed|o’s shares inr plantatien company. P
Menara Hutan Benua adurng Prehers; trial for

feleny fraud

Repoerted ewner of Kingsclere Einance LLid
(British Virgin: Islands)




Kingsclere Einance Ltd (BVI)

Entered 1nte tWwo Separate agreenments to:
PUrchase KianitKertas: firem: GWners

Resell Kiani Kertas te; UES wWhere: Lauw:is
argest individual sharenolder

Fhe Latw-ewned Kingsclere purchase and
fesale off Kiani Kertas tor UES has raised
guestiens In financial circles regarding
the lack off arms-lengthl transaction




PEPs (continued)

Pralnewe Subianto
President: Director off Kiani Kertas

Repertedly prncipal ownher of Fayoela Investment
Inc (Republic of Martits) = majority: shareholder
I Kiani Kertas

Eermer head efflndenesiars dreaded Kepassus
special foreces

Reported to) e first persen denied an entry: visa
10, US) Under: the previsions ofi UNIConvention
against Terture (*Prabewo denied US visa Under
torture agreement™, Straits Times)




Pralbowe (continued)

Sen-in-law (fermer); o SUnarto

Brother of Hashin Djojehadikusume
s President of Board off Mermrll Synch Indenesia

 [Hashing and Prakoewers then wiie: (Suharters
daughter) playediimpoertant reles; N NeLoroLS
Palten power plant scandall= refiused te sign
statements stating no: participation I corrupt
activities

x Reported to have purchased 50%) oi shares in
Kiani Kertas: from brother Pranowe



Mohammad “Bob” Hasan
AKA The Kian Seng

Close; associater ofi General Seeharto and other
militany efficials

Eermer Minister of lirade and: Industny,

Eermer Intermational Olympic Committee
MEmMBEr (expelied 2004)

Paltnered withr Georgia Paciiic

Convicted felon;, corruption, PUrMING fierests In
Sumatra (Z2001)

EeUnader off Kianif Kertas — Pralowo: teok GVer;
Most shares after Hasan's conviction; Hasan
appears to e minenity: sharehelder

Noterious: fer logging eperations



PEPS (continued)

LURUE Pandjaitan

=Qlmer Kepassus: General

ZeHMer Ambassador 1o Singapere
=elimer Minister off Industiy/ and lirade
President Kommissioner of Kiani Kertas




Kang Bwir\WWan
Owner over 10rmillion shares, off UES

Eemer managing dikecter off Amceol
IHeldings (Singapore)

Convicted ol BrBERY 1IN Sihngapele



Complex, untransparent off-shore
shell companies

Kingsclere Einance Ltal (BVI) — reportedly,
ewnRed by Wisangeenit Latw, Contracts to
pUY and sell Kiani Kertas; aims: Iengii
iransaction CONCErms.

Eayola Investment Inc (Manmtius),
iepoertedly, ewned by Pranower Sukiante)
controlling interest Inr Kiani Kertas



Offshore...

PR Vietra Tujuhdua — reportedly ewned by or
closelyr assopciated with “Bol™ IHasan,, mineHLy.
sharenelder of Kianif Kertas

Langass, Offshore Inc (BV1), reportedly enteread
nte agreement to; sellf appreximately: $150
millien I KK hends te; Kingsclere. Unknown
GWRErSIP:

Tektrenix Industries,, Ltd. (BVI), repertedly
eWnRed By majer sharehelders off Swedish
CellViark Holdings with a 1.0 year purchase
agreement with UES



FiInance

Initially World Bank Grouprst MIGA Was
considerngl provision: ofi guarantee: el UES

Envirenmental lmpact ASSessment
previded tor MIGA



MIGA

IR Januany: 2004 65 NGOs firom 19 ceuntries
wirete torVMIGA and presented due diligence
research results en EIA calling Inte gquestion
claims albeut sustainalility eff company.
plantatien plans

MIGA hadkinitiallysconsidered coverage hasead 6
claim! ofi 100% plantation grewn Weoe

RESULT: MIGA plans cancelled; UES “withdrew?”
reguest



EUrope

Aziko Noebel pulls: o

OECID ECAs refilise 1o previde: suppoert: for
UES



Private: Banks

German groups; iang banner en Deutsche Bank

Indenesian; greups decument preblems withr UES field
eperations at chip mill; reef destruction, community.
CORMICES

Groups decument anti-moeney latnderng laws,
“politically: expesed Persens”

Expose shell cempaniesiin British Virgin: Islands, Martius;
Invelvement off generals; cenvicted felons

93 NGOs from; 27 countries enderse: letter descriking
envirenmental, social and AML due diligence Concerns toe
private Investors

Deutsche Bank, Merrill Lynch pull out of project



UES returns te World Bank, seeks; IEC and
potentially: MIGA  stippert, again

WEB officials state flatly, that they: Will not
finance UES| prejects

x the |EC would have ter e crazy te support
IS, project.”



Alternative Investments

IHaving falled ter elhtain suppert frem
MIGA/Word Bank; Elrepean ECAS,
Deutsche Bank and etherr prvate hanks, In
July: 2007, UES tumed tora newly-created
IHeng Keng vased hedge ftind, Alkax
Glehal Capital



Albax Global Capital

descrilked IR the financial press as “ene: of the
PIg@Est launches ever Witnessed inl thhe Asian
nedge-fundf industry.”

louted as a “hedge fund affiliate of Viergan
Stanley= and financed: primarily oy Nerth
American Institttions, pension; filnds; INVestors,
filnds ef fnds, family offices; and EUrepean
and Asian seurces) typical Abax Invelvement Is
projected o be “$30 million ter $150 million:in
noetional kite-Size acress credit; eguity, and
equity-linked structuread transactions:.

The prime: brokers fier Alhax are Merrill Lynch
andl Geldman Sachs.




Abax announces

They will purchase “$25 millien werth of Zere coupon
convertinblerhonds that mature i 2012, The conversion
price Isi S$0.355 per share and the bends: represent
4,490 oft United EIvers share capital. Ihe seconad
cCOmpoRent cemes in the form of equity. United Eilber
says It ias executed a memoerandun off Understanding
that will'see Abax invest $200 million: i equity: Inits
Indenesian sulesidiany: P Viarga Buana Bumi Mulia: " It TS
expected that the ultimate financing package will e
announced In the next couple of months.”

Unitea FIver enters $225 o mnanciig Wit Abax;
Asianinvestor.com, 7/25/07



Research findings

a Money comes from US, Eurepe
a Moergan Stanley + Merrill Lynch/Geldman Sachs as prime: brokers;

MS;, GS;: “censider environmental Issues: i all ASPECLS of
QU BusIness”, “rehust due dillgence processes”, pledge
10, USe Equator Pr|n0|ples Where there arne S|gn|f|cant
envirenmentalfrisks?;

“Will“not knewingly. finance_ cCOmMpanIes that colluae witn
el are knoewingly engaged inrilegal legging*

Define “high risk ceuntries™ for lllegal legaing| as |
coUntres Where “greater than 50% eff annual harvest IS
lliegail

MILE: “considers iImportant envinonmental andreconomic
CONSEeguUences, asi part of Its; ‘due diligence’ precedures.

Many aspects ofi the UES investment appear te
lepresent apparent vielations of envirenmental policies
as well as key: triggers for application of anti-meney.
laundering due diligence



Abax Glekal Capital

ETF article Righlights preblems, reporters
Pegin te centact InVestors

Regulater quernes — MS;, GS;, ML

Letter 1o Investors nrAbax Glohal Capital
firom 74 NGOS!Iin| 16/ coURtES

Pension funds — CALPERS indicates no
clrent or plannediinvestment 1nrAkax

$200 million equity’ deal not completed as
of April 08




Lessons Learned from UFS

Significant legal, financial, repltationall fsksieven
Withi prejects advertised as “100% plantation
timber: from Indenesia

Climate: off merall hazard

Proper due diligence:isicomplex/aifficulit and must
adaress:

s Need for strong AML /- PEPanalysis: InVestors,
officers;, shellfcompanies, offshore companies

= Need for strong grounditruthingl= I.e. oW many.
Jectares; hew: many. trees, audit of existing
plantatiens, Veracity: of plantation recerds —
difficult 1 depend on third party. reports

Current lack ofi appropriate levels eoff due diligence

Danger of “step-Wwise” Implementatien ofi standards
Under these conditions




lllegal logging causes trafficking

The Jakarta Post , Jakarta | FEri, 0470472008

lllegall loggingl s causing more: than the destruction of forests -- It IS
destreying human lives threugh trafficking| ofi girls te legging camps:

Roostien llyas of the National Cemmission for Child Protection (KPA) said
rfecent cases off women: and children trafficking) had' Been; uncovered
In Illegal legging spots; in West Kalimantan.

“\We feund areund 150rgirlsraged hetween 14 anadl 16 whewere Being
forced to provide sexual services for illegal leggers,® Roestien said Thursday:
In & discussion durng the second Asia-Pacific Congress for the
International Councilfefi Wemen: ini Jakarta.

The nen-govemmentall erganizatien: investigating the: case, Namnda
Dian Nusantara Foundation, falled te get ceoperation! firemilocal police
pPecause seme police officers and local government ofificials were
allegedly’ involved in the crime, said Rooestien, Whoe IS alse the
foundation; chaiweman. “\We had te ask the National Pelice and the Secial
Services Ministry ter help with this,” she said, adding that these cases were
Just seme of the many children trafficking cases that have never been
reported to the public.
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