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Sakhalin-2 Phase 2 Lenders Monitoring Visit Report

Executive Summary

ENVIRON UK is the Independent Environmental Consultant (IEC) acting on behalf of the

Senior Lenders to the Sakhalin-2 Phase 2 project (the 6Projectd).
Reference of our engagement, ENVIRON undertakes annual Project monitoring visits that

cover a range of project activities, assets, programmes and plans.

A Project monitoring site visit was conducted between the 29" August and 6™ September
2012 and focused on the following aspects:

9 Social monitoring:

- Reuvision of the applicable international requirements and an update of the
correspondent HSESAP Management Specifications for social performance;
- Companyods internal monitoring of social p
associated with the Projectés current and
- Internal policy mechanis ms r egul ating the Companyés ap
responsibility;
- Community Liaison Organisation (CLO) and
activities;
- Management of contractorsodo social perform
- On-going engagement with the Stroitel Dacha community near the
Prigorodnoye Production Complex in Korsakov District;
- Companyds approaches to the protection of
- Updates on the on-going implementation of the dedicated social plans and
programmes, including the Sakhalin Indigenous Minorities Development Plan
(SIMDP 2) and the Social Investment Programme; and
- The Public Grievance redress mechanism and its practical implementation.

9 Environmental monitoring:

- Pipeline Right of Way (RoW)

- Pipeline Maintenance Depots (PMDs)
- Booster Station-2 (BS-2)

- Onshore Processing Facility (OPF)

1 Project updates:

- Waste management facilities and strategies

- Adoption of 2012 IFC Performance Standards

- Oil spill response (OSR)

- Other (flaring, waste water, sewage treatment, water reinjection, staffing)

1 Potential Developments:

- OPF Compression Project

- 2 D Seismic Survey

- South Piltun Development

- Sakhalin 3 condensate tie-in

UK2217081 Issue: 3 iii ENVIRON
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During the site visit, progress made towards the resolution of open Findings raised from the
previous IEC reviews and site visits were discussed. The updated status of all open and
recently closed Findings is provided in a revised Findings Log (see Section 8). The Findings
Log has also been updated to include all new Findings identified following this monitoring
visit.

In addition, a number of recommendations are made following the site visit that do not relate
to specific areas of non-compliance (and hence are not included in the Findings), but which
are made for the benefit of either Sakhalin Energy and/or Lenders to either improve
performance or, in some cases, avoid future areas of non-compliance.

The key findings of the site visit are summarised by topic area below.
Social Monitoring

On the whole, theannualmoni t ori ng of Sakhalin Baswaldgdy 6s soci
positive findings. In particular, we note that:

1 Sakhalin Energy has established and maintains the robust internal management and
monitoring system that enables the detection, tracking and addressing the various
aspects of social performance.

1 The existing social performance management system is underpinned by the functional
policies, is supported by the dedicated teams of staff, is based on the principle of
transparency, and provides ready access for external monitoring and auditing.

7 Sakhalin Energy has endorsed the latest revision of the IFC Performance Standards on
Environmental and Social Sustainability ( 201 2) t o gui de the Company
social performance, and has aligned the HSESAP Management Specifications
accordingly.

7 Sakhal i n afproach tg sodias performance and social impact monitoring

remains adequate and does not warrant considerable modifications at the current
stage of the Project.

1 The release of the Human Rights Policy and reflection thereof in the updated Code of
Conduct are considered notable milestonesi n t he Companythe adherence
standards of good practice.

1 The overall approach to external engagement is sound, multi-dimensional and
proactive and also hinges on the dedicated teams managing external affairs and
community liaison.

1 Information Centres are fully functional and represent one of the primary
communication channels between Sakhalin Energy and the local communities.

9 Sakhalin Energyds proactive involvement of st
disclosure of the annual Sustainable Development Report is considered a noteworthy
initiative that demonstrates good practice.

9 Sakhalin Ener gdevwdsedfantbecrédeess iofpublic grievances has evolved
into a comprehensive, rigorous and transparent management procedure that enables
the Company to effectively handle the external grievances by competent staff, with the
accumulated practical experience being actively shared externally as a model case.

UK2217081 Issue: 3 iv ENVIRON
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1 The activities initiated by Sakhalin Energy in relation to the engagement with the
indigenous communities are commendable examples of the responsible conduct of
business.

1 The monitoring and control of contractorsésocial performance are in place.

1 The mechanism aimed at the protection of cultural heritage resources in the areas of
Project activities has been set up and will draw on the appropriate internal and
contractorsd training, as well as on regular
objects and sites of cultural/historical significance in the areas of Project operations.

Two inter-related issues that were the subject of particular attention during the site visit and
subsequent review are:

1 Confirmation of the Sanitary Protection Zone (SPZ) around the Prigorodnoye
Production Complex (i.e. the LNG plant), especially in relation to the residential dacha
community (6Stroiteld) that I|lies to the west

1 Recurrent claims from members of the Stroitel dacha community and a local NGO that
the operation of the Prigorodnoye Production Complex has impacted on the dacha
community.

Each of these aspects is described in turn below.
Confirmation of the SPZ

The SPZ at the Prigorodnoye Production Complex was originally set at the Project planning
stage through predictive modelling and was subsequently decreed by the relevant Russian
authority (the Chief State Sanitary Doctor of the Russian Federation). The size of the SPZ to
the west of the air emission sources at the Production Complex was set by the authority as
1km (700m to the west from the site boundary). Importantly, the Stroitel dacha community is
located approximately 1.2 km from the Production Complex and lies therefore outside of the
SPZ. Under Russian regulations, the size of the SPZ has to be re-assessed following
commencement of operation of the industrial facility based on actual air quality and noise
monitoring data collected over one year of full operation. In November 2011, Sakhalin
Energy submitted the relevant monitoring data to the competent Russian authorities for
statutory review. The authorities concluded that the original SPZ size was appropriate and
this has been confirmed in a decree issued by the Chief State Sanitary Doctor of the
Russian Federation dated 10 April 2012. The announcement of this decision was made
publicly available in the district newspaper.

During the site visit meeting, members of the Stroitel Dacha community expressed their
dissatisfaction at the fact that materials to re-confirm the SPZ that had been prepared by the
Company were not passed on to the community for their review. The community members
present at the meeting also argued that the size of the SPZ is insufficient to protect them
from impacts of the Prigorodnoye Production Complex and, on that basis, the remaining
dacha owners should be resettled to an alternative location (see Alleged impacts on the
dacha community below).

With regard to the re-confirmation of the SPZ we make the following comments and
conclusions:

UK2217081 Issue: 3 v ENVIRON
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1 The process followed by the Company to re-confirm the SPZ was in line with Russian
regulatory requirements and the size of the SPZ has been definitively decreed by the
relevant state authority.

1 Sakhalin Energy has stated that the stakeholders, including representatives of the
Dacha community, were informed about the SPZ review process during the regular
public dialogues as part of the preparation of the 2011 Sustainable Development
Report (annual SD Report). The information about the SPZ size review is also
presented within the aforementioned SD Report which is publicly available.

1 There currently exist no legal grounds for initiating resettlement of the dacha
community as their properties lie outside the statutory SPZ.

Overall, ENVI RON finds the Companyds engagement
specifically in relation to Seh&domanhuhitpweEner gy ds i

recommend that:

- The SPZ substantiation materials should be made available to the dacha
community, if necessary 1 in a format that allows understanding by non-technical
audience.

- The Company should consider arranging an additional information session
specifically with the dacha community to explain the emergency prevention and
response system at the Prigorodnoye Production Complex.

- The Company should continue implementation of the Quality of Life monitoring at
the border with the dacha community.

- Sakhalin Energy should maintain regular interaction and keep the existing
channels of communication open that allow the community to participate in the
mechanism of continued dialogue with the Company. Necessary notifications,
updates andvisitsaspart of the Companyds soci al
continue to take place, as previously.

Alleged impacts on the dacha community

The local NGO and the Dacha residents continue to express their concerns about the
proximity of the Prigorodnoye Production Complex to their dacha plots, and the impacts that
they claim the facility has in terms of noise nuisance, deterioration of air quality, visual
effects during flaring, contamination of soils and agriculture produce grown on the dacha
plots, a decline in crop productivity, detrimental health effects, and potential risks from non-
routine/emergency situations. ENVIRON outlined these concerns in our previous 2011 site
monitoring report and the same concerns were reiterated by the dacha community
representatives during the meeting with ENVIRON and Lenders in September 2012. In
addition, in 2011, the Dacha residents commissioned an independent study by the Scientific
Research Institute of Agriculture (Chemical Analysis Report by Sakhalin NIISKh) to
investigate the presence of contaminants in the soil and agricultural produce at the dacha
plots . The study was provided to ENVIRON shortly before the September 2012 site visit
and reports heightened concentrations of nitrogen compounds (nitrates and nitrites), sulphur
compounds and benzo(a)pyrene in soil samples and some elevated concentrations of
nitrates in some plants (beetroot) and in the leaves of apple trees.

UK2217081 Issue: 3 vi ENVIRON
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Following review of the Sakhalin NIISKh, environmental monitoring data provided by
Sakhalin Energy and other relevant materials, ENVIRON makes the following conclusions:

1 Nitrogen compounds. We find that:

- Air quality monitoring data provided has not identified any exceedances of relevant
MPCs.

- Levels of nitrates in soils presented in the Sakhalin NIISKh Chemical Analysis
Report are all within MPC levels.

- The only MPC exceedance for nitrogen compounds identified in the Sakhalin
NIISKh Chemical Analysis Report relates to nitrate levels in beetroot. However,
we consider that the link between atmospheric emissions of NOx from the
Prigorodnoye Production Complex and localised levels of nitrates in vegetables in
the dacha area has not been substantiated by the Analysis Report and that other
plausible potential causes of elevated nitrate levels have been highlighted in the
Sakhalin Energy response to the Head of the Dacha Cooperative dated
07/08/2012.

1 Sulphur compounds. We note that:

- Air quality monitoring data provided by Sakhalin Energy have not identified any
exceedances of relevant MPCs

- Levels of sulphur compounds in soils presented in the Sakhalin NIISKh Chemical
Analysis Report are all within MPC levels

- MPCs for sulphur levels in vegetables are not set.

1 Benzo(a)pyrene. The Sakhalin NIISKh Chemical Analysis Report identifies
exceedances of MPC levels in soil samples taken from dacha plots (although levels in
vegetables appear to be below detection limits). However, we conclude that the link
between these elevations and emissions from the Prigorodnoye Production Complex
has not been robustly substantiated, and in particular we note that:

- Air quality monitoring data have not identified any exceedances of benzo(a)pyrene
MPC levels.

- Levels of benzo(a)pyrene in soil sample monitoring undertaken by Sakhalin
Energy at a number of sites around the Prigorodnoye Production Complex as
presented in the 2009-2011 soil monitoring report do not identify any exceedances
of the MPC.

- There are a number of other plausible local sources of benzo(a)pyrene, such as
those described in the Sakhalin Energy Response dated 07/08/2012, that cannot
be excluded.

1 Other soil monitoring results. Levels of hydrocarbon and heavy metals in soil samples
reported in the 2009-2011 soil monitoring report do not indicate that emissions from the
Prigorodnoye Production Complex have resulted in elevated levels. However, we note
some apparent discrepancies between the 2009-2010 soil monitoring report and the
2009-2011 report provided by Sakhalin Energy, which require further explanation by
the Company.

1 Blemishes on vegetation leaves. During the September 2012 site visit, ENVIRON
visited some of the Dacha plots to take photographs of the current condition of plants
and leaves. Some of the plants, particularly fruit trees, bushes, berries and potatoes
exhibited the signs of blemishes on the leaves. However, specific diagnosis by suitably
qualified agricultural specialists would be required to confirm the causes of such

UK2217081 Issue: 3 vii ENVIRON
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symptoms. At the time of the visit, similar signs were not evidently noticeable on the
wild-type vegetation growing in the surroundings of the dacha plots.

1 Noise monitoring. Noise monitoring is undertaken by Sakhalin Energy as part of both
industrial and quality of life monitoring. The available noise monitoring data have been
reviewed and no exceedances attributable to project-related noise sources have been
identified. However, we note that improvements to the monitoring programme are
required to ensure that both daytime and night-time noise measures are performed at
the appropriate frequency. We understand that the noise monitoring protocols have
been amended to better enable the source of any noise exceedance to be robustly
investigated (including identification of localised natural background noise events) by
use of written records of the noise environment during the monitoring periods.
ENVIRON will review these protocols in more detail during the next site visit.

1 Monitoring during flaring at the Prigorodnoye Production Complex. Air quality
monitoring data at locations around the SPZ from 2009, which reportedly coincided
with commissioning flaring at the Prigorodnoye Production Complex, have been
provided by Sakhalin Energy for review and no exceedances of MPC levels were
identified. Nonetheless, we recommend that noise monitoring (both at the SPZ
perimeter and at the Dacha plots) should be undertaken during flaring activities
whenever possible, in order to fully confirm the effects of flaring events on air quality
and noise levels at the dacha community.

Summary

Overall, a number of minor recommendations have been made with respect to the social
aspects, but no new material non-compliances were identified.

Right of Way

A number of locations along the pipeline Right of Way (RoW) were inspected from across all
sections of the onshore pipeline. Inspections focused on the status of drainage and erosion
control, biological reinstatement, river crossings and geotechnical works.

Overall, the monitoring visit revealed significant progress in reinstatement of the RoW.
Particular improvement was noted on the re-vegetation of sandy areas and most of the steep
slopes (with some exceptions). In addition, ongoing maintenance of the RoW appears to be
working successfully. Despite the generally very favourable impression gained from the site
visit, areas for improvement were nonetheless identified and the most significant of these are
summarized below:

1 Although re-vegetation of sandy and steep slopes has improved significantly, there are
some particularly problematic slopes that due to their steepness and type of soil
lithology require continuing efforts and possibly re-thinking of the re-vegetation
methods in some cases.

1 The presence of tree saplings along the RoW has increased substantially. There is a
need for urgent control measures in order to meet Russian Federation (RF) legal
requirements and to bring this issue under control.

9 Anumber -wfs@®dliagve been undertaken al ong
sections of the oil and gas pipelines. There is currently no written procedure for how
the dig-up areas are to be reinstated. We recommend that the Company develops

UK2217081 Issue: 3 viii ENVIRON
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such a procedure and that this should address methods to minimise disturbance,
preserve top soil, and techniques to reinstate disturbed areas.

1 Many sections of the RoW are becoming increasingly difficult to access for visual
inspection. We recommend that Sakhalin Energy makes increased use of aerial
photography to assess the recovery of more inaccessible areas.

1 Visual observations of wetland areas made during the site visit were consistent with the
results of S awetaadl monitorikgmepartg Iy @agicular, for those wetland
areas visited, our visual observations suppor
whether future specialist monitoring of recovery is required. We recognise that
measures to remove any remaining imported materials (e.g. soils and stone imported
during construction) and to infill depressions would require the use of heavy
equipment, which in turn may result in damage to recovering areas as they access the
wetland. Nonetheless, if continued poor rates of recovery are identified by future
monitoring, then we recommend that such measures may need to be considered.

Pipeline Maintenance Depots (PMDs)

The primary focus of monitoring at PMDs was to assess the adequacy of secondary
containment of oil and lubricant containers in storage areas. This has previously been an
area of deficiency and non-compliance with the HSESAP, which the Company has been
working towards addressing.

The secondary containment measures undertaken by the Company were found to be much
improved since previous visits, although still variable at different PMDs. Various
combinations of plastic gridded drip trays and larger metal trays were considered to achieve
adequate secondary containment of drums and other containers at Nogliki, Yasnoye and
Gastello (with the exception of two isolated deficiencies). However, the OPF PMD only had
access to shallow plastic drip trays for drums which were not fit for purpose. Sakhalin
Energy must ensure that the capacity of all secondary containment measures is sufficient for
the maximum volume of oil stored upon them, at all PMDs, in accordance with the Soil and
Groundwater Industrial Controls specification.

Isolated instances of missing Material Safety Data Sheets or inadequate drum labelling were
noted at some PMDs, and actions to undertake an asset-wide review of these issues are
added to the Findings Log to ensure continued compliance with HSESAP requirements.

Other aspects of housekeeping were good, with wastes stored in appropriately lidded and
labelled containers.

Booster Station 2 (BS-2)

Lubricant and chemical storage at the BS-2 site was found to be of a good standard, with
dedicated storage facilities that provided appropriate secondary containment through
impermeable flooring sloped away from the door entrance and provision of an internal
drainage system that is routed to the site oil interceptor.

UK2217081 Issue: 3 iX ENVIRON
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Onshore Processing Facility (OPF)

ENVIRON undertook a short visit to the OPF during this monitoring visit, accompanied by
the Lender group. The key findings from the visit are summarised below:

1 Improvements in operating procedures and design of the overhead compressor have
significantly reduced flaring at the OPF. These improvements have delivered two
yearso6 troubl e f r efectedipthe nuchireduced flakihgistatisticsi fos
2011 and 2012.

The OPF still remains without an effective, permanent process water treatment
system for the removal of hydrocarbons and total suspended solids (TSS). The
current system uses simple filters for the removal of TSS, but requires the prior
addition of freshwater to avoid exceeding the hydrocarbon discharge limits. Filter
changes are OPEX-intensive, used cartridges cannot be recycled, and disposal is
costly. This is not ideal, but enables the Company to comply with its licences in the
intermediate term.

It was advised that two equipment trains on the LUN-A platform have now been
commissioned for produced water reinjection, thus reducing the volume of water
coming to the OPF. In parallel, the Company is looking to further understand the
well capacity to determine whether discharge licences remain appropriate.

The OPF Project camp, previously used by OPF construction contractor BETS, is
the only Sakhalin Energy camp not yet sold, disassembled or abandoned to State.
The accommodation will now be re-used by the OPF gas compression project
workforce, and therefore disposal has been postponed until completion of
construction activities (circa. 2017).

Significant work was undertaken in 2011-12 to clear out the accommodation
buildings and segregate the different types of wastes. Reportedly a contract has
now been let for the removal of these wastes from the OPF site. Ultimate disposal
will be to either Nogliki or Korsakov landfill, dependent on a number of factors
including distance, capacity and other factors such as the availability of porcelain
grinders. The camp buildings are scheduled to be refurbished in 2013 ready for
site preparation and early construction works later that year.

1 A number of additional environmental improvement initiatives were outlined, including:

Pipeline wax suppression using a chemical inhibitor originally designed as a drag
reducer, resulting in a considerable reduction in waxy waste, which requires
specialist disposal.

Lube oil from the OPF may now be injected into the oil export line instead of
commercial disposal. This is now in line with the &aste Management Standards
Comparisond6 HSESAP specification

Plastic bottles are now compressed and baled on site before being sent to Yuzhno-
Sakhalinsk for recycling. An action has been instigated to investigate the feasibility
of a potable water polishing system to generate drinking water on-site, reducing the
number of waste plastic bottles generated.

UK2217081 Issue: 3 X ENVIRON
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Project Updates
Waste management

Prior to the monitoring visit, Sakhalin Energy had notified Lenders that it had become aware
of potential issues in relation to non-hazardous waste management:

1 Adequacy of the management of certain third-party landfills used by Sakhalin Energy

The Sakhalin Oblast is in the process of implementing changes to the ownership and
operationoft h e i dahdlls, dr@msmunicipal to regional control. As part of this
process, the Ministry of Natural Resources (NMR) identified one company, GUP
Otkhody, to take over the operation of the Smirnykh and Nogliki landfills with effect
from 2011. Since then, Sakhalin Energy has identified concerns over both the
standard of operation of the landfills and the absence of required landfill title
documentation required for its activities. No areas of major concerns in the operation
of landfill were identified during the monitoring visit, but areas for improvement were
noted, such as the application of daily cover.

The Korsakov landfill currently remains under the ownership of its original operator,
OOO Noviy Gorod. From observations made during the monitoring visit, the operation
of this landfill appears to be of a high standard, with a number of innovative
approaches to waste management being displayed.

However, the Korsakov landfill is nearing full capacity (see below), and once the landfill
is closed any new landfill development in the south of the island would be placed under
the ownership and operation of GUP Otkhody.

1 Future capacity of existing landfill facilities available to Sakhalin Energy

Sakhalin Energy has been made aware of significant capacity restrictions at the Nogliki
and Korsakov landfills i both upgraded with funding from Sakhalin Energy i as follows:

- Recent significant use of Nogliki landfill by the Sakhalin-3 project has initiated
concerns that its capacity is being used up at a higher rate than originally
envisaged. Sakhalin Energy is currently endeavouring to ascertain the likely
remaining lifetime of the landfill. This uncertainty represents a significant risk to
Sakhalin Energyds current waste management ¢

- The Korsakov landfill cell is used for both municipal wastes and waste from
Sakhalin Energy. However, the level of municipal wastes being disposed to the
landfill has been higher than originally expected. It is currently anticipated that the
landfill will reach full capacity by mid-2013. This represents a major challenge to
Sakhalin Energyds medium to | ong term waste
facilities, including the LNG/OET complex, and also its offshore facilities.

In addition, there have been delays in the re-approval by the local authorities of waste
limits from the LNG and it is likely that this is due to concerns over the lack of remaining
capacity at the Korsakov landfill.

UK2217081 Issue: 3 Xi ENVIRON
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1 Waste Management Strategies

In response to the landfill capacity and management challenges described above,
Sakhalin Energy is in the process of developing both short- and long-term future waste
management strategies. The short-term strategies are focused on waste streams
currently disposed of to the Korsakov landfill and include:

- Tendering for services to collect wastes
- Segregation and incineration of wastes
- Temporary storage of waste (up to 6 months)

While generally supportive of these potential short-term solutions, we note that these
strategies need to be confirmed and implemented as a matter of urgency, and well in
advance of the Korsakov landfill being closed. We also note that any use of incinerators
would need to meet international emissions standards.

A range of long-term options are also under development. There is likely to be a long
lead time to the implementation of these strategies. Therefore, it is important that
detailed timeframes for investment decisions for the preferred options are developed as
a matter of urgency.

Adoption of 2012 performance Standards

Sakhalin Energy has endorsed the adoption of the updated IFC Performance Standards on
Environmental and Social Sustainability, which came into force in 2012 (the IFC PS 2012).
A number of HSESAP documents have been revised accordingly, in consultation with
ENVIRON and Lenders. Sakhalin Energy has now finalised all document revisions and
published them on its external web-site.

Oil spill response

Updates were provided to ENVIRON with regards to the status of Oil Spill Response Plan
(OSRP) documentation, oil spill response capability and oily contaminated waste storage
facilities:

7 Sakhal i n OEBRPs hageypbéen reviewed/agreed by ENVIRON and its oil spill
specialist, PCCI. These plans comprise an overarching corporate level plan (C-OSRP)
and six asset-specific plans. Under the terms of the CTA, summaries of the main
OSRPs are to be made publicly available. Summary plans have been agreed by
ENVIRON/PCCI for the C-OSRP and four of the six asset plans. Revision and
completion of the two outstanding summary plans should be undertaken as a matter of
urgency in order to ensure that the Company brings itself back into compliance with its
CTA commitments.

The oil in ice manual is still outstanding, but it is envisaged that it will be provided for
review by ENVIRON/PCCI by the end of 2012. Agreement of this manual is important
to ensure that Sakhalin Energy meets its CTA/HSESAP commitments and to help
ensure that it is well placed to respond to oil spill events that may occur in ice
conditions (which represent a significant proportion the year).
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1 Sakhalin Energy proposes to undertake an audit of its oil spill response capabilities and
facilities and a major (Tier-3) offshore oil spill exercise in 2013. It was agreed during
the monitoring visit that ENVIRON/PCCI would be invited to participate in the audit and
exercise.

1 Atemporary storage and bio-treatment facility for oily contaminated waste was
developed with funding from Sakhalin Energy at the Smirnykh landfill. During the
monitoring visit we were informed that land allocation for the facility has not yet been
granted. ENVIRON has previously raised concerns as to whether the facility had the
appropriate conditions for bioremediation of contaminated soils. The Company is now
investigating alternative treatment methods/facilities for oily contaminated soils.

Other

A number of other Project update topics were discussed during the site visit, which will be
monitored by ENVIRON. The most significant of these were:

1 Treated Water Discharges to Soakaways (Onshore Facilities) - Responsibility for
environmental permitting of water discharges to ground has now moved from
RosTekhNadzor (RTN) to RosPrirodNazor (RPN). However, RPN does not yet have a
regulatory procedure in placetoissueper mi t s for these discharges
original RTN permits for discharge of water to land have now expired and applications
to obtain new permits from RPN cannot be legally approved due to the current absence
of an applicable regulatory procedure for these discharges. In the interim, Sakhalin
Energy is continuing to operate in line with the previous (expired) permits, including
reporting of monitoring results versus limits and payment of normal fees. RPN is
aware that Sakhalin Energy continues to operate in this way, but considers that the
Company should pay fivefold over-the-limit fees as there is currently no permit in place.
Sakhalin Energy considers that the issue is not of their making and disputes that
fivefold fees should be paid. Dialogue with RPN to resolve this issue is on-going. The
on-going discharges are unchanged from the previously permitted discharges and the
issue is of a technical regulatory nature. Nonetheless, resolution is required.

In addition, discharges from the sewage treatment plant (STP) at BS-2 during the first
2 quarters of 2012 have shown exceedances of existing Maximum Permissible
Discharges (MPD) for phosphate and nitrites. Sakhalin Energy has recognised these
issues and is working to improve the performance of the STP.

9  Offshore STP Discharges - The STPs installed on the PA-B and LUN-A platforms are
designed to meet the performance criteria required under MARPOL 73/78. However,
RF limits are more stringent than the MARPOL standard with the result that Sakhalin
Energy has been subject to payments for exceeding RF limits measured at the point of
discharge. It should be noted however that ambient levels in the receiving seawaters
meet the RF requirements at the edge of the mixing zone. Sakhalin Energy is currently
considering solutions to improve the effluent quality to achieve the RF limits at the point
of discharge. This has included consideration of either upgrade or replacement of the
sewage treatment plants. Given the high replacement costs ($15 million per platform)
and the fact that ambient concentrations in the seawater meet statutory limits, Sakhalin
Energy is currently assessing other options, including negotiation with the authorities to
re-evaluate the emission limits.
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7 Flaring - Under Russian Federal Government Decree #7, a 5% cap on the volume of
associated gas that can be flared by oil and gas production facilities came in to effect
from 1 January 2012. Compliance with this cap is likely to be challenging, particularly
in relation to offshore oil platforms (PA-A and PA-B). To July 2012, the percentage of
associated gas flared at PA-A and PA-B are 11% and 8% respectively.

1  Staffing - Sakhalin Energy has raised the issue of increased difficulty in retaining and
recruiting suitably qualified staff. The general shortage of qualified workers available in
Sakhalin is largely due to the increasing demand for such skills on the island as
Sakhalinés oil and og aesx piannddu.s t rAys cao nrtei shuulets
HSE scorecard metrics for ACompetence Gap
target. ENVIRON has not identified any reduction in environmental and social
performance to date, but in order to maintain appropriate staff levels increased usage
of expatriate personnel may be required.

Potential Developments
OPF Compression Project

The OPF Compression Project entails the installation of additional compression facilities to
ensure that gas inlet pressure to the OPF is maintained as the Lunskoye field pressure
naturally declines. An environmental and social impact assessment (ESIA) for the OPF
Compression Project is being developed, which will be provided to Lenders and ENVIRON
for review. ENVIRON has been given the opportunity to comment on both the terms of
reference for the ESIA development and also the proposed table of contents of the ESIA.

We have previously noted that the selection of the main compression equipment, and
specifically the size of the compressors, needs to take into full account the environmental
considerations. Sakhalin Energy has now confirmed that six 32MW compressors will be
used, as opposed to twelve 16MW compressors. Significant environmental benefits are
expected as a result of using fewer, larger units including a smaller physical footprint,
relatively lower gaseous emissions and greater reliability.

The only identified ecological constraint is the presence of Red Book listed lichen on a small
area of the selected site. The Company has indicated that this area will be left undisturbed
and protected from adjacent construction. However, we note that lichen are also susceptible
to impacts from degraded air quality, and therefore recommend that the ESIA includes
specific consideration of the assessment and mitigation of air quality impacts on lichen.

2D Seismic Survey

An offshore 2D seismic survey and geotechnical investigation was undertaken in the Piltun
field during 2012 as part of the preliminary investigation works for the potential South Piltun
Development (SPD) (see below). A primary mitigation for the protection of Western Gray
Whale (WGW) included in the ESIA for the 2D seismic survey was that the survey be
completed as early in the year as possible (prior to the arrival of peak numbers of WGW in
the area), with a back-stop completion date of 15" July 2012.
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During the monitoring visit it was confirmed that the 2D seismic survey was completed by the
9™ July 2012, thus meeting the primary mitigation requirements. Sakhalin Energy has stated
that no environmental incidents were recorded during the survey.

South Piltun development (SPD)

The Company is currently considering four possible schedules for the SPD, with Financial
Investment Decisions (FID) between 2015 and 2018 and First Oil dates between 2020 and
2023.

Lenders and Sakhalin Energy have agreed that the SPD should be classified as a Project
Expansion under the CTA/HSESAP. Under Project Expansion requirements an ESIA must
be developed and provided to Lenders for review. In this regard it is good to note that the
Company has:

1 Engaged specialist consultancy support to help manage the ESIA process from an
early stage

1 Confirmed that it will engage with both ENVIRON and the Lenderséindependent
Technical Consultant (ITC) in the early stages of the ESIA development process,
including option selection.

We recommend that Sakhalin Energy considers a number of issues early in the ESIA
process:

1 The potential ramifications of the 2012 IFC Performance Standards. In particular, PS6
setsrequi rements to design for O6net gainsd
the maintenance of the benefits of ecosystem services.

17 The assessment of cumulative impacts on the WGW in terms of both potential
simultaneous industrial activities by other operators in the region, and year-on-year
cumulative impacts of all industrial activity in the region.

17 Consideration of how early works, such as potential appraisal drilling, will be managed
within the overall SPD ESIA process.

Sakhalin-3 Condensate Pipeline Tie-In

An update was provided on the status of the Sakhalin-3 Condensate Pipeline Tie-In Project,
in which condensate from the Sakhalin-3 will be tiedi in to the Sakhalin Energy oil pipeline
for export via the Oil Export Terminal. While we do not raise any specific environmental or
social concerns with the tie-in project itself, we note that there may be reputational risks to
the Company and Lenders in the event of adverse environmental impacts occurring during
the construction and operation of the link pipeline. In this regard we make the following
recommendations:

9 The Lendersdé | egal advisor is requested
Sakhalin-3 Condensate Pipeline Tie-in Project is covered under the requirements of
the CTA.
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1 Sakhalin Energy provides available documentation on the tie-in project to ENVIRON for
revi ew, including the LieandteerO¥@S pfodu€edbyevi ew of

Sakhalin 3 for the link pipeline (if available).

1 Although Sakhalin Energy has limited control or influence over the Sakhalin-3 project,
we nonetheless recommend that Sakhalin Energy considers methods for spreading of
good environmental practices, transferring its own experiences of construction and
operation on the island to Sakhalin-3, for example through the performance of joint
workshops.
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1 Introduction

ENVIRON UK Ltd is the Independent Environmental Consultant (IEC) acting on behalf of the

Senior Lenders to the Sakhalin-2 Phase 2 project (the 6Projectd).
Reference of our engagement, ENVIRON undertakes annual Project monitoring visits that

cover a range of project activities, assets, programmes and plans.

This report presents the findings of monitoring that was conducted between 29" August and
6™ September 2012, which focused on the following aspects:
1 Social monitoring (see Section 2):
- Community Liaison Organisation (CLO) and Co
- Contractor compliance (Booster Station-2)
- Prigorodnoye complex accommodation
- Meeting with dacha community near the Prigorodnoye Production Complex

- Updates on implementation of social plan/initiatives including Sakhalin Indigenous
Minorities Development Plan (SIMDP 2), Social investment and Cultural
Resources Protection Plan

- Grievance procedure and records
1 Environmental monitoring:

- Pipeline Right of Way (RoW) (see Section 3)

- Pipeline Maintenance Depots (see Section 4)

- Booster Station-2 (see Section 4)

- Waste management facilities (see Section 4)

- Onshore Processing Facility (OPF) (see Section 4)
1 Project update discussion topics (see Section 5):

- E&S topics:

- Waste management

Adoption of 2012 IFC Performance Standards
Oil spill response

- Other (flaring, waste water, sewage treatment, water reinjection, staffing)
- Potential Developments:

- OPF Compression Project

- South Piltun Development

- Train 3

- Sakhalin 3 condensate tie-in

This report presents the findings of the site visit, which are presented in the sections
indicated above. In addition, the report also provides:

1  Recommendations (Section 6). A number of recommendations are made following the
site visit that do not relate to specific areas of non-compliance (and hence are not
included in the Findings Log T see below), but which are made for the benefit of either
Sakhalin Energy and/or Lenders to either improve performance or, in some cases,
avoid future areas of non-compliance.
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17 A summary of information requests (Section 7) that were not available at the time of
the site visit.

1 An updated Findings Log (Section 8). The Findings Log is a live log of all findings
identified from IEC site visits and reviews of Project documentation. During the site
visit progress made against open findings was reviewed and the updated status of the
findings provided in a revised Findings Log. The Findings Log has also been updated
to include all new findings identified following the recent site monitoring and audit visit.
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2 Social Performance Monitoring

21 Objectives of the I EC6s Annual Soci al Mo n

Monitoring of Sakhalin Energyos EbVWRONadthepe€r f or man
on an annual basis to verify fulfiiment of the HSESAP commitments.

The following aspects were covered during the IECG snnual monitoring visit in September
2012:

1 On-going stakeholder engagement and community liaison;

¢ Grievance redress mechanism;

1 Progress with the implementation of Sakhalin Indigenous Minorities Development Plan
(2" Five-Year Plan for 2011-2015) (SIMDP 2);

¢ Contractorso6 soci al performance;
1 Protection of cultural heritage resources during Project Operations; and
1 Social Investment programme.

Detailed updates on each of the aforementioned aspects are provided in the following
subsections.

2.2  General Update

2.2.1 Revision of International Requirements and Management Specifications

The HSESAP commits the Project to the compliance with the World Bank/IFC HSE and

social policies and guidelines. The revision of the international requirements applicable to

social performance was scheduled to take place w
Close with the aim of reflecting the development and introduction of new requirements, and

specifically i the update of the IFC Performance Standards on Environmental and Social

Sustainability that came into force in 2012 (the IFC PS 2012).

As a result, the following International Requirements related to social performance have
been revised as part of the HSESAP during 2012:

1 Requirements related to Resettlementi i n | i ne wi t Hantd Acquisiior&d PS 5
Involuntary Resettlemento ;

1 Requirements related to Indigenous Peoplesi i n | i ne with the | FC PS -
Peopl eso; and

1 Requirements related to Cultural Heritage i in line with the IFC PS 8 iCultural
Heritageo .
This update has reflected the Projectdés commit me
accordance with good international practice.

Of speci al not e i sitméenhtefollGnotime principje dfd-ree, Briorrand
Informed Consent (FPIC), which is endorsed by the IFC PS 7, in relation to the Project
interaction with the indigenous communities as part of the SIMDP, and due consideration of
land claims based on traditional ownership/customary use by the indigenous people.

The revised version of the International Requirements for Social Performance is pending
pl acement on Sakhal i nrsitcEnergyés external web
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The revision of the International Requirements has also resulted in an update of the
HSESAP Management Specifications covering the following aspects:

Resettlement,

Indigenous Peoples Issues,

Cultural Heritage Resources,

Public Consultation and Information Disclosure, and

= =2 =4 =4

1 Addressing Grievances.

These Specificatons now refl ect the Projectbs rthecent

comprehensive Community Grievance Procedure, the dedicated SIMDP Grievance
Procedure, operation of the Information Centres, introduction of the Human Rights Policy,
and the requirement to apply the principle of the IFC PS 5 if a further need arises to acquire
private land for Project purposes. The revised Management Specifications will also be made
available for public access in the HSESAP

act

Librar

222 TheCompanyb6s Approach to Soci al Performanc

The Social Performance Monitoring Specification has also been subject to update in 2012,

particularly in order to reflect the specifics

process continues to be undertaken based on the three main elements that have been
carried over from the construction phase:

1 On-going community liaison (see also section 2.3 below);

1 Social compliance monitoringi bot h i nternally and in rel

contractors to ensure overall compliance with the HSESAP social commitments and

requirements (see also section 2.6 describing managementofc ont r act or s 0

performance); and

1 Social impact monitoring i to track any potential impacts on the local communities from
t he Pr ojgang bpérations activities as well as in case of any new construction
or expansion works. This type of monitoring involves visits to the communities in the
Project areas and contractor sites?, as well as tracking the activity of the Compan y 6 s
Information Centres and grievances arising in relation to the Project, maintaining
contact with the local municipal administrations and land users, and the annual surveys
of public opinion2 in the areas associated with the Project.

The Social Assessment Group continues to monitor (jointly witht he Company s
relevant Departments such as Issues Team, IP Unit, HSE, and S| Group) the key areas of its
responsibility that are reflected in the following main indicators:

7 Community liaison and engagement activities, specifically including the liaison with the
indigenous communities;

1 Community impacts from Project operations;

7 Effectiveness of the grievance resolution process;

! Contractors operating and servicing the PMDs, BS-2, OPF and LNG.
% The results of the 2012 annual survey were not yet available at the time of the IEC site visit. Findings of the

ation

ot her

2011 public opinion survey are discussedinthei Sa k R2za IPhnase 2 Lenderso6 I ndependent

ConsultantMoni t oring and Audit Report: October 20110:
http://www.sakhalinenergy.com/en/documents/1 |IEC Site Visit Report Oct 2011.pdf
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1 Implementation of the SIMDP in accordance with its stated objectives and planned

measures;
1 Monitoring of the cultural heritage resources identified in the close proximity to the

pipeline Right of Way (RoW) and Pr oj ect s onshore assets,; a
9 Projects and initiatives supported as part of

Investment/Sustainable Development Programme (SI/SD Programme).

ENVIRON considers that the approach to social performance monitoring adopted by
Sakhalin Energy remains adequate and does not warrant considerable modifications at the
current stage of the Project. Itis recommended that staff of the Social Performance Team
(and the Social Assessment Group, in particular) as well as the Community Liaison
Organisation continue to have access to Project assets, including those operated by the
contractors, on an as required basis to ensure the effective coverage of social compliance
monitoring. For any new long-term construction activities the monitoring of social impact will
need to remain among the key tools for tracking the resultant community effects, with the
frequency and depth of monitoring activities to be commensurate with the scale of a potential
impact.

With respect to the annual surveys of public opinion, ENVIRON previously recommended
that after the first three years of Project Operations (i.e. 2011-2013) during which the
surveys are conducted on the full scale in all the designated 23 settlements, the
geographical scope of the survey may be scaled down to cover only those settlements that
are in the vicinity of .tSudhexdtingqgssetsindudetheper ati onal
PMDs, Booster Station, GTTs, OPF (including the new OPF Compression Project), as well
as the Prigorodnoye Production Complex (including the LNG plant and OET) in
Prigorodnoye. Other settlements that were part of the original scope due to their proximity to
activities associated with pipeline construction may eventually be omitted from the survey.
However, it is recommended that any other new locations that can potentially be impacted
by Project expansion/construction activities in the future should be covered by the public
opinion surveys in due course.

The monitoring of the Resettlement Action Plan (RAP) implementation was completed in
20117 including the external monitoring and the final evaluation of the RAP completion by
the RAP independent monitor. The final evaluation report by the RAP monitor concluded that
all commitments related to resettlement, compensation and livelihood restoration have been
met and that the requisite internal systems and mechanisms have been established allowing
the Project to monitor and address any other issues that may arise during the Operations.
On this basis, the report finally concluded that the external monitoring of the RAP
implementation was no longer required.

The HSESAPOs Resettl ement Mamandhe primarydocBmeatc i f i cat i
governing the Projectds approaches to resettl eme
that may result from any potential land acquisition (e.g. associated with new construction

works as part of Project expansion, etc.).

The arrangements for external monitoring related to the SIMPD implementation and
Sakhalin Energyds Soci al l nvest ment/ Sustainabl e
the relevant sections below (see sections 2.5 and section 2.8).

2.2.3 Policy Update and Good Practice Initiatives

Therehavebeen two i mportant additions to Sakhalin En

UK2217081 Issue: 3 5 ENVIRON



Sakhalin-2 Phase 2 Lenders Monitoring Visit Report

1 The Human Rights Policy; and
1 The revision of the Code of Conduct.

Human Rights Policy

Sakhalin Energyds Human Ri ght s eReamdiveiotgrtnahas been &
discussions and a dedicated working group. Through adopting this Policy, the Company has
reiterated its commitment to upholding international standards focussed on the respect,
support and promotion of human rights throughout all business activities and all Project
divisions.

Sakhalin Energy has thereby endorsed the following benchmark standards as part of its
Human Rights Policy:

Legislation of the Russian Federation;

The UN Universal Declaration of Human Rights;

Core conventions of the ILO;

The UN Guiding Principles on Business and Human Rights;

The UN Global Compact;

ISO 26000 Guidance on Social Responsibility;

The Voluntary Principles on Security and Human Rights; and

1 The International Covenant on Economic, Social and Cultural Rights.

= =2 =4 =4 A -a A

The Company intends to apply its Human Rights imperatives in relation to the following
principal spheres:

1 Employee interaction at the workplace;

1 Engagement with the communities in the Project Areas and with other external
stakeholders;

1 Operations with business partners, including its existing suppliers and contractors, as
well as any new contracts or potential partners; and

1 Security services, including third-party security providers.

The Human Rights Policy places a special emphasis on prioritising the issues related to
vulnerable groups’and t he protection of indigenous peopl e

The Policy states that the contractors and subcontractors involved in the Sakhalin-2 Project
activities shall be aware of and support its principles. The Company also intends to introduce
compliance with its Human Rights Policy as a contractual condition for its contractors.

In practice, the principles of the Policy have already been reflected in a number of
mechanisms and procedures that Sakhalin Energy implements as part of its regular
management of the social and procurement aspects, including:

1 The Grievance Procedure, particularly the Human Resources Grievance Procedure for
Companyds employees and the Community Grievan
complaints from the public and other external stakeholders (including contractor
personnel);

3 The definition of the vulnerable groups, which was previously featured in the Community Grievance Procedure,
is now incorporated within the Human Rights Policy (2012).
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The Security Policy;

The Contract and Procurement Procedure;

The Anti-bribery and Corruption Procedure; and
Implementation and annual revision of the PCDP.

= =2 =4 =N

It is also recognised that the in-house training and awareness raising will be key to ensuring

that the principles proclaimed in the Human Rights Policy are upheld and reflected in day-to-

day activities and Project operations. It is therefore planned that the human rights

commitments as stipulated in the Policy become incorporated within mandatory training for

the Companybs employees. The Policy also provid
specifically trained in adherence to the standards on human rights, including personnel

directly employed by the Project, as well as contracted or sub-contracted security staff.

The Human Rights Policy can be accessed via Sakhalin Ener gy 6s csites por at e wetk
Code of Conduct

The Companyds human rights c¢ommiCodmnef @dnducthave been
which has also been updated in 2012. The Code of Conduct represents a statement of the

fundamental values and principles that are endorsed by Sakhalin Energy and apply to any

person or entity acting on behalf of the Company. It is a handbook of requirements and

practical guidance that aims to form an understanding of the required standards of ethical
behaviour among the Companydés employees and cont

Overall, the Code of Conduct stipulates the main requirements and responsibilities in relation
to the following key aspects:

1 Protection of and respect for human rights;
1 Ensuring equal opportunities in employment and employment-related decisions;

1 Zero tolerance to any forms of harassment, intimidation or hostile behaviour, including
types of conduct that are unacceptable within the local cultural context;

9 Underpinning the Companyds operation in the ¢
thorough assessment of potential impacts and appropriate management measures
aimed to minimise the identified possible effects, as well as by the direct engagement
with the communities;

17 Complying with no fishing, gathering and hunting requirement during construction (see
al so section 3.6 O6Contr,actors6 Soci al Perform

¢ Prohibition of disturbance to and harassment of domestic animals and wildlife,
including domestic reindeer bred in the local communities;

1 Conforming with the established requirements for waste management, including solid
waste, general refuse, and/or hazardous wastes; and

1 Following the procedures for the protection of objects of cultural heritage.

The Code of Conduct also emphasises the Companyé
performance in the areas of health, safety, security, environment and social performance.

We note that the success of practical implementation of the newly updated Code of Conduct
hinges on the provision of in-house training to employees and contractor personnel, and it is
important that this training continues. The existing mandatory training in social performance
as per the Social Performance Manual, which is provided both internally and to the
contractors, should remain the primary platform for rolling out of the Human Rights Policy
and the Code of Conduct.
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Overall, the release of the Human Rights Policy and the update of the Code of Conduct in

l ine with this Policy are considered notable mil
standards of good practice. However, we recommend that the newly adopted Human Rights

Policy and the updated Code of Conduct should be integrated within the existing training

procedure, both internally and in relationt o t he Pr oj ectés cont2tact or s.

Corporate Sustainability Initiatives: The UN Global Compact Activities, ISO
26000 and Rio+20

Sakhalin Energy continues to take active part in the initiatives of the UN Global Compact

(UNGC) and integration of the UNGCO6s ten fundame
environment and anti-corruption in its operations. The Company also continues to lead the
Steering Committee of the UNGC6s Network Russi a
Compact Human Rights Working Group. The UNGCOs
brochure on the best practice initiatives in this sphere by the participating Russian

businesses, including Sakhalin Energy. This year has also marked the appointment of

Sakhalin Energyds CEO as a member (the first fro
Compact Board by the UN Secretary-General. The Company is currently the only Russian

member among participants of the LEADTt he UNGCO6s pl atform that ai ms
benchmarks for the leadership in corporate responsibility and sustainability.

Sakhalin Energyb6s experience in stakeholder enga
safety awareness programme has been featured in the collection of best practices related to
human rights presented in the Global Compact International Yearbook 2012.

The Companybs activities within the UNGCo6s fr ame
Indigenous Peoples are described furtherinsecton3 . 5 6 S| MDP M=mlovage ment 6

ENVIRON reported in 2011 that Sakhalin Energy committed to meeting the principles of the
I SO 26 0 0Guid2nbelol Sodal Responsibilityd wh i ¢ h gociatlymesgorsible
behaviour throughout the organisation and engaging with the stakeholders. This year, the
Company has provided an update that it has completed a process of internal self-evaluation
of its existing systems and practices (using their own assessment methodology as this is the
first precedent of such self-evaluation in Russia) to ascertain the extent to which they align
with the 1SO 26000 principles. The Company reports that no material gaps have been
identified, and a number of recommendations have been developed internally to enhance
the existing mechanisms in relation to their conformity with the ISO 26000 Guidance.

Over the period of November 20117 September 2012, Sakhalin Energy has been

implementing the recommendations proposed as part of the ISO 26000 self-evaluation, with

the results of this wor k dueComnuttedbobExgrutiees ent ed t o
Directors (CED). As the ISO 26000 Standard is aimed to provide guidance and is presently

not certifiable, Sakhalin Energy intends to undertake self-declaration on the results of its

performance. The actual format of such self-declaration is now being defined and is

expected to be in some form of public communication. The ISO 26000 Guidance has also

been included in the list of the international standards that are now endorsed by the

Company as part of its Human Rights Policy (described in section 2.2.3 above).

In June 2012, a delegation from Sakhalin Energy led by the CEO participated in the d&Rio+20

Corporate Sustainability Forum6in Rio de Janeiro, Brazil. The Companyd s par ti ci pati on
included contribution to the special sessionson 6 Cor por at e Respect and Su
Ri ghdBmMgagement with I ndigenous dhéthegcbrens and t hei
closing session Compact4Rio, as well meetings with the UN Global Compact Board.
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2.3 Community Engagement and Stakeholder Liaison

Sakhalin Energy continues to carry out regular engagement with its stakeholders on the

basis of the Public Consultation and Disclosure Plan (PCDP) that is revised annually, is
subjecttotheLendersé and the | ECd6s revi ew, and is di ssemi
through the Companyds | nf or ma {sitecAbpre€eatntier es and t h
engagement is undertaken through the following means:

1 Activities of the Community Liaison Organisation (CLO), including interaction with the
indigenous communities through the dedicated officer (IP CLO);

1 Annual public meetings with the communities in the areas of the Sakhalin-2 Project
operation;

1 23 Information Centres established by the Company across Sakhalin Island;
7 As part of the preparation of Sakhalin Energy

development(non-f i nanci al report that describes the C
development in accordance with the principles and indicators of the Global Reporting
Initiative I GRI);

1 During the social impact monitoring (described in section2. 2 Tie Cd mpany 06 s
Approach to Social Performance Monitoringd ) ;

1 As part of the on-going Community Awareness Programme (CAP);

1 Activities of the External Affairs Group focused on the engagement with stakeholders in
Japan; and

1 Regular update of the information provided on the corporate web-site
http://www.sakhalinenergy.com

2.3.1 Community Liaison Organisation (CLO)

The Community Liaison Organisation ( CLO) remains the backbone of
interaction with the public. Together with the Social Performance and other External Affairs

Teams, the CLO implements a wide range of activities that enable Sakhalin Energy to

maintain continuous contact with the communities in the Project areas and other

stakeholders such as non-governmental organisations and municipal institutions.

Public Meetings Led by CLO

The CLO continues to implement its regular engagement activities which involve yearly
public meetings with communities in the Project areas. In 2012, these community meetings
were held during April-May at the following ten locations, with the number of attendees
indicated for each meeting:

Nogliki T 7 persons;

Val, Nogliki district T 6 persons;

Tymovskoe i 13 persons;

Voskhod, Tymovsk district T 4 persons;

Smirnykh i 8 persons;

Poronaisk i 18 persons;

Makarov i 10 persons;

Troitskoye, Aniva district i 5 persons;

= =4 =4 -4 -4 -4 -a -8 -

Dolinsk i 6 persons; and
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1 Korsakov i 5 persons.

The meetings were attended by 82 participants in total, as compared with 105 attendees in
the previous year. The CLO team have noted that there is a general trend of decreasing
public interest towards the Project. This is most likely explained by the fact that at present
there are no active construction works associated with the Project, and also thanks to the

regular supply of Project materials and updates

The annual community meetings are intended to provide regular updates on the Project,
receive public feedback, highlight the existing mechanisms for grievance management, the
social investment/grant programmes, and to maintain awareness on pipeline protection and
safety within the pipeline RoWw.

The CLO reports that it continues to use a variety of means to advertise planned public
meetings to ensure that stakeholders are informed of a forthcoming event in advance. Itis
therefore unlikely that the decreasing number of attendees can be in any way attributed to
the advertising techniques. The techniques include announcements in the printed media
three weeks in advance of a public meeting, dissemination of posters in the communities,
targeted letters and phone calls to the local administrations and other key stakeholders (e.g.
land users in the areas of Project operations), as well as placing the details of the meeting
on Sakhalin Ene r-sﬁge?.c‘bnsrelaéon to the |atter| ENWRCON notes that the
timetable of community meetings on the web-site® currently shows the outdated schedule for
2011 activities (in English), however the Russian version of the web-site does contain the
correct timetable for 2012°. A general report on the annual public meetings held, together
with the list of questions raised during the meetings and responses provided by the
Company, can also be accessed via the web-site (currently the 2011 report is featured).

Overall, ENVIRON finds the range of advertising techniques satisfactory and concludes that
coupled with the advance planningt hey are sufficient to mai
awareness of the public meetings conducted by the Company.

It is important that the Company continues to optimise the timing of the meetings to
maximise the possibilities forr e s i dattamdascé, i.e. by selecting days and hours that
would allow the greatest possible number of community members to participate.

Information Centres

The CLO remains available for interaction with the communities through their regular contact
with the Information Centres and local administrations, involvement in the investigation and
resolution of public grievances (together with the Social Performance Team), as well as
visiting the communities as required, e.g. in response to specific requests or as part of
addressing grievances. With the completion of active construction works there is no need to
maintain separate CLO offices as was practised during the construction phase, particularly
taking into account that this function is
Centres.

4 Consultation activity in 2012: http://www.sakhalinenergy.com/en/documents/Consultations_activities_eng.pdf

° 2011 Schedule of Community Meetings:
http://www.sakhalinenergy.com/en/documents/ENG_PMschedule 2011.doc

® o de s@peBjagj dzdjds o 2012 GiHE
http://www.sakhalinenergy.com/ru/documents/PMschedule_for_site.pdf
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Contact details of the CLO are available on the external web-site and are also visibly
displayed at the Information Centres, on posterstitedA How and Where You Can C
Information about the Sakhalin-2 P r o j (see Phdto 1 below).

The network of 23 Information Centres (InfoCentres) continues to operate and be effective.

The Centres were established by Sakhalin Energy to distribute materials and updates on the

Project to the communities in the vi eedibackt y of t h
from the communities and to provide advice on information searches via the Information

Centre consultants. ENVIRON has previously commented on the introduction of the

Information Centres and the objective of the 2012 monitoring was therefore to confirm the
viability of this solution in addition to the Co

The monitoring visit in 2012 has shown that the Centres are fully functional and represent
one of the primary communication channels between Sakhalin Energy and the local
communities.

Tacrenrc | Camonan Getiowotmes, | yn Liswipamos, 423

[ At ¢

Bocroe Concunn Cotioworens, |y faragwa. 10A
S P 13

8 r. KOmmo-Caxanumcke:
529

Photo 1 Poster with CLO contact details at the Con

The activity of the InfoCentres is regularly advertised via the local printed media i district
newspapers, posters and information boards in the communities 1 as well as the external
web-site.

Each Information Centre maintains a register of public enquiries received, including the topic

of the enquiry and actions undertaken in relation to the enquiry. An example of such a

register and its contents are shown on Photo 2 below. SakhainEner gy 6s CLO member
have access to the register and also receive statistical reports from the InfoCentres that

provide data on the types of enquiries received from the visitors on a monthly basis.

Sakhalin Energy has recorded 10,514 visitors sincet he f i rst Centr.es®6 openin
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As reported by t he I thefgeaestinterest feoi the visioss is fotuaed t s

on the aspects related to employment vacancies available from the Project, social

investment/grant programmes implemented by Sakhalin Energy, copies ofthe Pr oj ect 6 s

other printed materials (these include the previous impact assessment studies, which are

said to be drawing particular attention from students due to its valuable technical-scientific

contents), safety-related materials and publications intended for children audience, as well

as regular issues of Sakhalin Energyds corporate

The role of consultants/advisors in the InfoCentres is performed by the librarians who are in

direct contact with the Companyés CLO on a regul
consultantsd6 detailed knowledge of the Companyos
librarians undergo formal annual training (normally delivered over a period of 2 days) that is

provided by Sakhalin Energy and covers aspects that have direct relevance to the

community engagement on behalf of the Project.

All the expenses associated with the training of InfoCentre consultants are covered by
Sakhalin Energy.

Photo 2 Register of Public Enquiries at the Sakhalin Energy Information Centre’

In general, librarians-consultants of the Information Centres interviewed during the

monitoring visit provided very positive feedback in relation to the diversity, range and

completeness of materials supplied by the Company, accessibility oftheCompany és CLO f c
advice and routine engagement, the specialised training provided by the Company, as well

as the Book Donations Project i the charity initiative that has been implemented by Sakhalin

Energy since 20105,

2.3.2 Public Dialogues

As part of its nhon-financial reporting that involves preparation of a yearly Sustainable
Development Report (SD Report), Sakhalin Energy has committed to undertaking public
dialogues and detailed discussions with the stakeholders. These are intended to share

7 . . . . . .
Contents of the register include date of the enquiry, social status of the enquirer (e.g. student, pensioner,
unemployed), nature of the enquiry (brief description), actions taken, and any notes/comments.

8 Once a year the Company supplies a new stock of contemporary thematic books on a selected subject to all
twenty-three Information Centres, together with the libraries in Yuzhno-Sakhalinsk and Aniva.
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Project information and to provide upddhees on th
participants of such dialogues have, in turn, an opportunity to provide comments and raise
any concerns associated with the Project.

These annual public dialogues are typically conducted in two rounds:

1 First round of discussions, where representatives of the Company provide relevant
information for consideration of the stakeholders and obtain comments/proposals
regarding the contents of the SD Report; and

1 Second round of engagement, which consists in the provision of responses and
clarifications by the Company to address the issues highlighted during the first round of
the dialogue.

The results of these discussions are subsequently presented within the SD Report in the
form of an appendi x which | i sdammentsipreposals akehol der s
together with the Co mpaadrgsoltantaraniitments.ed r esponses

Sakhalin Energyds proactive involvement of stake
the annual Sustainable Development Report is considered a noteworthy initiative that
demonstrates good practice.

2.3.3 Public Consultations

Public consultation is a statutory form of engagement mandated by Russian law, conducted

in relation to new development activities or any significant works that may result in impact on

the population. Informed consultation and participation are also requirements of the IFC

Performance Standard 1°. The Companyds engagement activiti
basis of the dedicated PCDP® and are subsequently described (upon completion) within the

Public Consultation and Disclosure Report (PCDR)H, both of which are produced and made

publicly available with an annual frequency.

In 2012, there have been two important public consultation events:

1 South Piltun 2D Offshore Seismic Survey i consultation with representatives of the
local indigenous community (Nogliki, Val) in June 2012 prior to implementation of the
seismic works; and

1 OPF Compression Project i preliminary consultations with local residents, held in
September 2012 as part of the EHSIA preparation. The EHSIA process is a part of the
front end gas compression project, and is beingco-or di nat ed by the Compar
Office/Corporate HSE in Yuzhno-Sakhalinsk, together with a dedicated environmental
contractor.

The consultation on the offshore seismic works was preceded by the special meeting with
the Regional Council of Indigenous Peoples Representatives held in Yuzhno-Sakhalinsk in
December 2011. The following consultation event conducted in Nogliki in June 2012 was
aimed to communicate information about the planned works 7 including timeframe and
duration of the works as well as potential impacts and mitigation solutions i to the local

o IFC Performance Standard 1: Assessment and Management of Environmental and Social Risks and
Impacts/Stakeholder Engagement (January 2012).

10 http://www.sakhalinenergy.com/en/documents/PCDP 2012 ENG_ FINAL.pdf

1 http://www.sakhalinenergy.com/en/documents/PCDR 2011 ENG_ FINAL.pdf
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indigenous communities. Sakhalin Energy provided transportation for residents of Val
settlement to enable their participation in this meeting. The preliminary information in

advance oftheme et i ng was distributed via the Companyods

20 people took part in this consultation event in Nogliki.

Feedback on the Nogliki consultation meeting received from one of the participants during
the monitoring visit was overall positive. However, the participant noted the high level of
technical complexity in the presentations, which may have not always been easily
comprehensible to the audience of non-specialists. At the same time, the participant
acknowledged the fact that the clarifications and explanations provided by the Project
specialists during the meeting were helpful and enabled greater understanding of the Project
specifics by the audience.

During the subsequent discussions as part of the monitoring visit, SakhalinEner gy 6 s
Performance Team acknowledged the need to adapt the contents of presentations delivered
during the public meetings and to optimise the level of technical detail to make it equally
suitable both for participants with specialised knowledge and those with no technical
background. It is therefore important that this mindful approach to tailoring the contents of
public presentations to the type of the audience continue to be applied.

In addition, ENVIRON recommends that an exit questionnaire should continue to be
administered, as previously and as part of the standard practice, at the end of regular public

meetings to collect participantsdéd feedback

presented and to gauge the level of audience understanding of the subjects discussed. The
Company states that, as a rule, the exit questionnaire is presently used at regular public
meetings.

Another important activity scheduled to be held in September 2012 (i.e. after ENV I RONO s

IEC monitoring visit) was a round of the preliminary consultations on the OPF Compression
Project, to be held specifically as part of the EHSIA preparation for this particular Project.

The following dates were scheduled for the OPF Compression Project consultations in 2012:

7 11 September i Yuzhno-Sakhalinsk (with the participation of the Regional Council of
Indigenous Peoples Representatives);

7 12 September i Nogliki; and
1 13 September i Nysh settlement.

The nearest community to the OPF Compression is Nysh settlement (approx. 600 residents)
which is located about 80 km from the site. The Company reports that it maintains contacts
with the settlement administration and keeps contact with this community via the Information
Centre in Nogliki. Communities from both Nysh and Nogliki were planned to be involved in
the aforementioned public consultation process on the OPF Compression Project. After the
EHSIA for the latter has been made available, ENVIRON will review the EHSIA document to
ascertain to what extent the potential social impacts on the nearby community are examined.
Of particular interest will be the identification of impacts that may potentially be associated
with the peak manpower requirement of approx. 1,400 workers for the construction phase of
the OPF Compression Project, the worker accommodation, the availability of potential job
opportunities for the local community, and road transportations via the populated areas.

UK2217081 Issue: 3 14 ENVIRON

Soci

on

al

t

h



Sakhalin-2 Phase 2 Lenders Monitoring Visit Report

2.3.4 Other External Engagement Activities

In 2012 (as of September), the Company also conducted the following meetings of public
format, primarily | ed by Sakhalin Energyods Soci a

1 February i Second dialogue session with stakeholders as part of the 2011 Sustainable
Report preparation;

7 April T presentation at the WWF round table on associated gas;
1 May i presentation at the WWF round table on wetlands and protected species;

9 Mayipresentation on the 10th I nternational Saf
approach to safety;

1 May i presentation of the 2011 Sustainable Development Report;

9 June i meeting with the indigenous communities in Nogliki (including residents of Val
settlement) on the 2D offshore seismic works;

1 September i preliminary consultations with local residents as part of the EHSIA
preparation for OPF Compression Project; and

1 Media visits for TV companies Tokyo-7, Asakhi Shimbun, and Russia-2 (VGTRKlZ).

A

235 Engagement with the O6Stroiteld Dacha Comn

Sakhalin Energy has been engaging with the 6Stro
primarily in relation to the establishment of the Sanitary Protection Zone (SPZ) around the
Companyo6és Production Complex in Prigorodnoye, ne
Plant and the Oil Export Terminal (OET) with a tanker loading unit (TLU). The Company6s
engagement has been in the form of impact monitoring, regular meetings and written

correspondence. A tour to the LNG facility was also organised for the Dacha residents in the

past.

The history of this interaction J@anld,intpzﬂyticular,aced i n
in the reports of the Independent RAP expert14 who monitored the issue over the period of

2007-2011, particularly in relation to compensation and the process surrounding the dacha

ownersd claims for resettlement.

Sanitary Protection Zone (SPZ) and Associated Monitoring

The Dacha community is located approximately 1.2 km westwards from the Prigorodnoye
Production Complex and currently consists of 37 dacha owners. The Dacha residents
contend that the established size of the SPZ around the Prigorodnoye Complex is not
sufficient to protect them from impacts of the operating facilities at the Prigorodnoye
Production Complex.

12 Russian State Television and Radio Broadcasting Company

13Mostrecently'l' The | EC6s Monitoring and Audit Rep dnwith$tOielt ober 201
Dacha Communityd; The | EC6s Soci al 3Mbo2ndtakeholderiEggagBmeeptor t ( Mar
during Operationséand 3.2 dPublic Attitude towards the Companyd ; and The | EC6s Site Visit F
section 2.2.4 @takeholder Engagement in Korsakovd . Al | reports by the I EC are avail
external web-site:
http://www.sakhalinenergy.com/en/library.asp?p=lib_3rdparty shelf&l=lib_3rdparty lendersreport

14 External monitoring of the Resettlement Action Plan:
http://www.sakhalinenergy.com/en/library.asp?p=lib_social shelf&l=lib_social relocationreports
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The SPZ around the LNG Plant and the OET has been decreed by the state entity, namely
the Chief State Sanitary Doctor of the Russian Federation. The SPZ was re-confirmed in
2012 and comprises the following distances (with the greatest distance being in the direction
of the residential dacha area, as specified above):

1  Westi 700 m from the site boundary (1,000 m from the sources of atmospheric

emissions);

7 North-west i 520 m from the site boundary (800 m from the sources of atmospheric
emissions);

1 North i 650 m from the site boundary (800 m from the sources of atmospheric
emissions);

1 North-easti at the site boundary of the LNG Plant (500 m from the sources of
atmospheric emissions);

7 Easti 200 to 300 m (500 m from the sources of atmospheric emissions);
1  South-east, south and south-west i along the coast of the Aniva Bay.

Confirmation of the SPZ size was undertaken by the Russian State authority, the Federal
Service for Supervision in the Area of Consumer Rights and Human Welfare
(Rospotrebnadzor, or RPN), based on the predictive modelling of the impacts on air quality
and physical factors (noise, radiation), and the assessment of health risks. These
assessments are undertaken using standard methods and the assessment materials were
formally submitted to the Chief State Sanitary Doctor and the RPN for expert review and
approval.

It is also a regulatory requirement that monitoring is undertaken following commencement of

operation to confirm that air quality, noise and electromagnetic radiation levels meet

statutory limits (in the case of air standards these are defined in term of maximum

permissible concentrations (MPC) for a prescribed list of pollutants) at the edge of the SPZ.

Such monitoring has been performed by the Company for the period of a full year after the

SPZ with the maximum width of 1 km from the emission sources was originally set in 2009.

The monitoring programme was conducted i n accordance with the moni
Carrying Out Field Observations of Atmospheric Air, Noise and Electromagnetic Levels to

Define the SPZ for the LNG Plant and OET in Prig
specifically developed by the Company for this purpose in 2010 and included monitoring at

the following five locations:

9 1 monitoring point at the border with the 6St
the Prigorodnoye Production Complex); and
1 4 monitoring points at the south-west, north-west, northern and north-eastern
boundaries of the SPZ.
The air quality monitoring programme covered the following pollutants:
Nitrogen dioxide;
Carbon (soot);
Sulphur dioxide (SOy,);
Carbon monoxide (CO);
Benzene (benzol);
Benzo(a)pyrene;
Methane (CH,); and

= =4 =4 =4 -4 -a -2
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7 Formaldehyde.

The monitoring plan also took into account the prevailing wind direction in the area (see
Annex C).

According to the monitoring plan, the air quality measurements in relation to the above
pollutants were conducted on total as 50 days of measurements a year, during spring-
summer and autumn-winter periods. Noise levels, including sound pressure15 and
infrasound, were taken on a quarterly basis, during the day and night-time. The
electromagnetic field was measured once a year. The Monitoring Plan required that all
measurements be carried out by qualified specialists of an accredited laboratory.

Sakhalin Energy reports that the monitoring during this period detected no exceedances of
the permissible levels of atmospheric pollutants prescribed by the Monitoring Plan, and that
the levels of noise and electromagnetic radiation were also found to be within the limits.

In November 2011, the Company submitted the monitoring results to RPN for review as part
of the statutory decision-making process in relation to the SPZ size. The final decision on
the SPZ size was taken by the authorities in 2012 and was decreed by the Chief State
Sanitary Doctor of the Russian Federation on 10 April 2012 (see Annex A for a copy of the
Decree'® in the original Russian language).

After the Company had been notified of this Decree, they published an announcement of this
statutory decision in the district newspaper (f The Voskhodo, 05212 58 dat e

Quality of Life Monitoring

In addition to the mandatory industrial monitoring that is subject to reporting to the relevant
authorities, the Company continues implementing the Quality of Life (QoL) monitoring on the
border with the dachas on a monthly basis during the dacha season, i.e. May to October
annually. This approach had been previously agreed with the Dacha residents, which dates
back to 2006". The QoL monitoring involves monthly measurements of air quality18 and
noise levels taken at the border with the dachas by a qualified operator of the accredited
laboratory. Representatives of the Dacha residents are invited to attend each measurement
process and detailed written reports on the monitoring results are subsequently provided to
the Head ofthe &t r oi t el 6 Dacha Cooperative.

The Company has confirmed that the air quality data collected at the dacha border as part of
the QoL monitoring since the LNG Plant commissioning in 2009 have shown no
exceedances of MPC levels. The levels of noise at the dacha area were twice detected
above the permitted levels during the daytime in 2011. Sakhalin Energy subsequently
commissioned a licensed contractor (the Sakhalin Hydrometeorological Service) to analyse
possible causes of this exceedance and the bird singing was reportedly identified as a

15 . .
Laeg, Lamax @and sound pressure in octave frequency bandwidths.

16 The Decree on the Size of Sanitary Protection Zone for the LNG Plant and Oil Export Terminal in Korsakov

District of Sakhalin Oblast, By the Chief State Sanitary Doctor of the Russian Federation, dated 10/04/2012

(Moscow, Issue No. 25).
17See al s o Qudity of lifeonmositoriigd i n t he reports of the | RUépendent RA
http://www.sakhalinenergy.com/en/library.asp?p=lib_social_shelf&I=lib_social_relocationreports

18 The monitored parameter is atmospheric concentration of the following pollutants: NO,, SO,, soot, CO,
benzo(a)pyrene, formaldehyde, and hydrocarbons.
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source of the higher ambient noise levels registered at the dacha locations. The dacha
residents contest this conclusion.

An example of the monthly reports on air quality and noise level that are submitted to the
Gtroiteld Dacha Cooper aB,jamdsample ar qualtyasdeoise ed i n Ani
monitoring data from the QoL monitoring undertaken in 2012 are provided in Annex C.

During the meeting with ENVIRON in September 2012, the dacha residents also expressed
their dissatisfaction at the fact that the materials that had been prepared by the Company to
support the confirmation of the 1km SPZ (i.e. the air dispersion calculations and modelling of
the emergency situations) and which were submitted to the authorities for statutory approval,
were not passed on to them for a detailed examination. With regard to this statement,
Sakhalin Energy has stated that they informed the stakeholders, including representatives of
the Dacha community, about the SPZ review process during the regular public dialogues-
discussions as part of the preparation of the 2011 Sustainable Development Report (SD
Report). The information about the SPZ size review is also presented within the final SD
Report19 which is publicly available and a copy of which, according to the Company, was
sent directly to the Head ofthe A St r oi t el 6 D a the EGomPanyphasats@notedv e .
that there is no statutory requirement to supply the actual materials related to the SPZ
substantiation directly to the external public, as such materials are originally intended for
expert review by the authorities that aids the statutory decision-making process. The
relevant state bodies are responsible for making a final decision on the SPZ size based on
the materials provided by the Company. This approach, however, does not affect the Dacha
residentsd right tSPZduostantiaionimaterinlefpm thesrelevanth e
governmental bodies. The Company further reports that they did not receive a formal written
request from the Dacha residents asking for the provision of the SPZ substantiation
materials.

The Dacha residents confirmed the fact that they were informed about the SPZ statutory
decision after the SPZ Decree had been formally issued and announced by the Company in
the local media.

ENVIRON notes that soil quality is being monitored by Sakhalin Energy as part of its
industrial environmental control & local monitoring (IEC&LM) programme, which includes a
location close to the dacha area (1,000 m from the Prigorodnoye Production complex). The
Company has confirmed that the monitoring data received as part from the IEC&LM are
regularly reported to the relevant authorities. It has further confirmed that the original
agreement on the QoL monitoring approach was that if the on-going air quality monitoring
showed any exceedances of the permitted levels, then soil would be included in the QoL
monitoring at the Dachas (based on the source-receptor-pathway principle where
contamination of the soil is considered as a consequence of air pollution), in addition to the
IEC&LM. As the air quality monitoring results are reported not to have shown the
exceedances, the soil quality monitoring has therefore not been specifically incorporated
within the QoL monitoring at the Dachas,al t hough it remains a part of
IEC&LM programme.

19 See: http://www.sakhalinenergy.com/en/documents/GRI 2011 Final Eng.pdf
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Recent Communications with the Dacha Community

Notwithstanding the Companyb6s engagement activit
residents continue to express their concerns about the proximity of the Prigorodnoye

Production Complex to their dacha plots. ENVIRON outlined these concerns in the previous

report20 and the same were reiterated by the dacha community representatives during the

meeting with ENVIRON and the Lenders in September 2012. In summary, the main aspects

of dissatisfaction are claimed to be as follows:

1 Noise nuisance from the operating LNG Plant, particularly during the gas flaring
process as part of the planned maintenance works conducted at the Plant;

1 Visual effects caused by the blaze from the flare, especially if flaring takes place during
the night time;

1 Reduced productivity of the dacha plots and a lower yield from the plants grown;

9 Bl emi shes -taympdk dédkedrfrect s appearing on the | eave
grown at the plots;

1 Presence of benzo(a)pyrene in the soil above the permissible limits;

1 Oil-type sludge that appears in the form of a film on water in the open-air water storage
containers used by the dacha residents and on external surfaces of the windows;

1 Deteriorated health of the dacha residents;

1 Insufficiency of the established SPZ size (1.0 km from the emission sources) for the
purposes of protection from environmental impacts and risks that may stem from the
potential emergency situations; and

1 The need for the Dacha community to be resettled from the area to avoid the exposure
to the alleged impacts associated with the operation of the Production Complex.

In 2011, the Dacha residents commissioned an independent study by the Scientific
Research Institute of Agriculture (Chemical Analysis Report by Sakhalin NIISKh) to
investigate the presence of contaminants in the soil and agricultural produce at the dacha
plots?*. The study reported heightened concentrations of nitrogen compounds (nitrates and
nitrites), sulphur compounds and benzo(a)pyrene in soil samples and some elevated
concentrations of nitrates in some plants (beetroot) and in the leaves of apple trees.

In October 2011, Sakhalin Energy received a formal request from the Head of the &t r oi t el 6
Dacha Cooperativeas ki ng f or information on t heeriddofmpanyods
2009-2010. A written response letter was provided by the Company on 09/11/2011, a

summary of which is provided below:

20Section 3.3.6thl SteoactceioDMawha Communityo, The | ECO6s Moni
2011).

21 Chemical Analysis of the Possible Impacts of Atmospheric Emissions from the LNG and OET on "Stroitel"
Non-Commercial Garden Association Soil and Produce. The references to this Chemical Analysis study are
provided in the Complaint and Request for Mediation to the Dutch and UK National Contact Points for the
OECD Guidelines For Multinational Enterprises, RE: Development and Operations of the Sakhalin 1l Project,
Phase 2, Prigorodnoye Production Complex, dated 31 July 2012. Source:
http://www.accountabilitycounsel.org/wp-content/uploads/2012/03/7.31.12-Complaint-Sakhalin-lI-Dutch-UK-

NCPs-Final.pdf
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Sakhalin Energy explained that it undertakes regular soil monitoring around the LNG
Plant as part of the Company's industrial environmental monitoring programme and
these data are regularly reported to the competent authorities. The Company noted
that it is not in a position to supply this entire set of internal data for review by the third
parties as this would require the agreement of all the shareholders of the Sakhalin-2
Project's Production Sharing Agreement, and specifically the resolution of the RF
Ministry of Energy and the Government of Sakhalin Oblast.

As a result, the Company advised that the request for the soil monitoring data should
be submitted to the authorities who receive this information from the Company, namely
the Ministry of Natural Resources of Sakhalin Oblast (based on the provision of the RF
Federal Law on 'Information, Information Technologies and Information Protection' as
well as the RF Constitution).

The Company further clarified that as part of its industrial monitoring it did not
undertake the monitoring of soils specifically at the dacha plots. As agreed with the
community, the regular monitoring of air quality and noise levels is conducted at the
dachas, with the results subsequently being reported to the residents. Taking into
account that the airborne path is the main route of pollutant transfer and that the air
monitoring has not detected the exceedances of pollutant concentrations above the
limits, the soil monitoring at the dachas is therefore not carried out.

The Company stated that the findings of its own industrial environmental monitoring at
the distance of 1,000 m from the Production Complex site boundary show the following
results:

a. Concentration of benzo(a)pyrene in the soil is 0.0002-0.0034 ug/kg
(depending on the soil layer), which is tens of times lower than the MPC (0.02
Ha/kg);

b. The average concentration of hydrocarbons is 122.97 mg/kg which is of
acceptable level;

c. The humus thickness is 4-8% which is typical for the upper layers of the soils
monitored.

5. Based on these findings, the Company has concluded that the concentration of

monitored pollutants in the soil around the Prigorodnoye Production Complex was
within the background range in 2010.

Similar issues were subsequently raised by the Dacha community representatives during the

meeting with a staff member of Sakhalin
regular social monitoring visit held in July 2012. During the meeting, the community also

highlighted their concerns about the emergency response procedure at the Prigorodnoye

Energyé6s

Production Complex and reiterated the need to be informed about the planned maintenance

works at the LNG Plant that could result in increased flaring.

Following this meeting, Sakhalin Energy prepared an additional written response that was

A

sent to the Head ofthe &t r oi t el 6 Dacha Cooperative on 07/ 08/
t he Company 6 sonthe nesules oftha chgmical analysis study carried out by the

Sakhalin NIISKh, as well as the clarifications on the existing arrangement for emergency

response at the Complex and regular notifications of the planned works at the Plant that lead

to a temporary increase in the flare height (up to 60 m) and the formation of smoke effects.
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The Sakhalin Energy response included a detail review of the findings of the Sakhalin

NIISKh Chemical Analysis ReportbytheCompany 6s envi r ounichésnt al expert
summarised below for each of the three main pollutant compounds of concern. The 4-page

commentary examines the results presented in the report and explains the key points in

relation to the conclusions made in the report. In particular the report makes the following

arguments in relation to each of the three pollutants types of concern:

1. Nitrogen Compounds. The Company response notes that the levels of nitrates and
nitrites in the soils in the Dacha area are within the MPC range, and that the only
identified exceedance of MPC levels reported is in relation to nitrates in beetroot
detected on one of the Dacha plots in 2011. The Company response argues that the
presence of nitrates/nitrites in vegetables cannot be directly linked to the LNG Plant
emissions as the transfer pathway from atmosphere to soil to vegetables is unlikely
and unsubstantiated by the report. The commentary suggests that the most probable
source of this is the direct application of nitrogen-based fertilisers to the crops.

2. Sulphur Compounds. The Company response also notes that sulphur compound levels
in soil presented in the Analysis Report are all within the MPC levels and that no MPCs
are set for sulphur concentration in the plants (although the levels found were still not
considerable). The Company response further argues that the increased concentration
of sulphur i still below the maximum permissible limit T could be attributed to the
decomposition of vegetation residue in the soil nearer the autumn season.

3. Benzo(a)pyrene. ltis further explained that the presence of benzo(a)pyrene in the
environment in theory can be a result of various factors, particularly as a product of
combustion of any organic fuel (wood, straw, peat, coal, etc.), as well as burning of
food and waste. Among all these potential sources, the flaring of gas typically leads to
the minimum release of benzo(a)pyrene. The concentration of benzo(a)pyrene in the
atmospheric air is monitored by Sakhalin Energy and during 2009-2011 did not exceed
the limits in the Dacha area. Moreover, it mainly remained at the levels of 0.1-0.3 of
the MPC.

The results of Sakhalin Energyé6s own soil mo n
of this substance at soil monitoring points located 1 km from the Prigorodnoye
Production Complex (just before the Dachas) and 2 km from the Prigorodnoye
Production Complex (behind the Dachas) were also found to be below the MPC.
Therefore, it is contended that the likely cause of the short-term increase of
benzo(a)pyrene in the soil on the dacha site identified by the Chemical Analysis Report
could be localised sources at the plots associated with the burning of vegetation
residue and domestic waste, which is typically carried out twice a year 1 in autumn,
after the harvesting, and in spring i after the snow melt. It is argued that the latter may
have caused the heightened concentration detected in samples taken in June, whereas
the decreasing concentration in September samples could be accounted for by the
transformation and decomposition of benzo(a)pyrene by the UV radiation during
summer. It is also noted that the concentration of benzo(a)pyrene in the plants reported
in the Chemical Analysis Report was in trace amounts and below the detection
threshold. The overall conclusion of the commentary is that the findings presented in
the Analysis report, particularly the direct attribution of the contamination to the
Prigorodnoye Production Complex, are not substantiated.

The Company response also contends that the partial withering of leaves on the fruit trees is
also unlikely to be a direct result of atmospheric impact through the aerosol path as the air
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concentrations of all monitored gases in the Dacha location have never been detected in
exceedance of the permissible limits since 2005, also taking into account that in 2011 the
measurements were taken four times a month. Additionally, similar effects have not been
observed in any of the wild-growing vegetation (trees, bushes and grasses) in the area.

Sakhalin Energy reports that at present they are not in receipt of any further response, oral
or written, from the Dacha residents in relation to the written commentary that the Company
provided in August 2012.

The Chemical Analysis Report by the Sakhalin NIISKh that was disseminated by the Dacha
community has also been examined by the Sakhalin State Agrochemical Service Centre of
the Russian Ministry of Agriculture.

ENVIRON has reviewed the Sakhalin NIISKh Chemical Analysis Report, Sak hal i n Ener gy ¢
written responses to the dacha communities and also Sakhalin Energy 62609-2011 soill
monitoring reportzz. Overall we conclude:

1. Nitrogen compounds. We find that:

a. Air quality monitoring data provided has not identified any exceedances of
relevant MPCs. (We do however note that the monitoring is based on 20-
minute average data. This is based on the specification of required
monitoring agreed with RPN. However, we note that on the basis of the
reported NO, levels it is not possible to fully confirm that project standards for
other time-averaging periods (e.g. the annual averages specified under lender
WHO guidelines) are met and we recommend that further analysis is required
to confirm this. Sakhalin Energy has subsequently provided annual average
concentrations of NO,, statistically calculated from 20-minute average data,
which are within WHO and RF guidelines levels. ENVIRON is in the process
of reviewing these data.)

b. Levels of nitrates in soils presented in the Sakhalin NIISKh Chemical Analysis
Report are all within MPC levels.

c. The only MPC exceedance for nitrogen compounds identified in the Sakhalin
NIISKh Chemical Analysis Report relates to nitrate levels in beetroot.
However, we consider that the link between atmospheric emissions of NOy
from the Prigorodnoye Production Complex and localised levels of nitrates in
vegetables in the dacha area has not been substantiated by the Analysis
Report (indeed the marked differences in nitrate levels found in different plots
within the dacha area does not support this link) and that other plausible
potential causes of elevated nitrate levels have been highlighted in the
Sakhalin Energy response to the Head of the Dacha Cooperative dated
07/08/2012.

2. Sulphur compounds. We note that:

a. Air quality monitoring data provided by Sakhalin Energy have not identified
any exceedances of relevant MPCs

22Sakhalin Energy: Explanatory Note on the Results of Local Monitoring of Soil Cover in 2009-2011 in the
Sakhalin-2 Project LNG/OET Potential Impact Zone. Operation Phase
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b. Levels of sulphur compounds in soils presented in the Sakhalin NIISKh
Chemical Analysis Report are all within MPC levels

c. MPCs for sulphur levels in vegetables are not set.

3. Benzo(a)pyrene. The Sakhalin NIISKh Chemical Analysis Report identifies
exceedances of MPC levels in soil samples taken from dacha plots (although levels in
vegetables appear to be below detection limits). However, we conclude that the link
between these elevations and emissions from the Prigorodnoye Production Complex
has not been robustly substantiated, and in particular we note that:

a. Air quality monitoring data have not identified any exceedances of
benzo(a)pyrene MPC levels.

b. Levels of benzo(a)pyrene in soil sample monitoring undertaken by Sakhalin
Energy at a number of sites around the Prigorodnoye Production Complex as
presented in the 2009-2011 soil monitoring report do not identify any
exceedances of the MPC.

c. There are a number of other plausible local sources of benzo(a)pyrene, such
as those described in the Sakhalin Energy Response dated 07/08/2012, that
cannot be excluded.

4. Other soil monitoring results. Levels of hydrocarbon and heavy metals in soil samples
reported in the 2009-2011 soil monitoring report do not indicate that emissions from the
Prigorodnoye Production Complex have resulted in elevated levels. However, we note
some apparent discrepancies between the 2009-2010 soil monitoring report (extract
provided in the NGO complaint letter) and the 2009-2011 report provided by Sakhalin
Energy. For example, for location W-3 the 2009-2010 extract indicates oil product
levels between 2000-3000mg / kg (i . e. in the fAaverageodo band
2009-2011 report has the oil product levels all below 100 mg/kg (i.e. well within the
Aapproxi mat e )p d@he@ompdnghds noterevidéddany explanation for
this apparent discrepancy.

5. Monitoring of pollutant levels in snow. Sakhalin Energy has confirmed that pollutant
monitoring in snow has been included in its 2013 monitoring programmes (this
commitment has also been included in the HSESAP). Although specific standards are
not set for pollutant levels in snow, on-going future monitoring will enable trend
analysis to be undertaken to identify whether any unusual pollutants levels in snow are
occurring.

6. Blemishes on vegetation leaves. During the September 2012 site visit, ENVIRON
visited some of the Dacha plots to take photographs of the current condition of plants
and leaves. Some of the plants, particularly fruit trees, bushes, berries and potatoes
exhibited the signs of blemishes on the leaves. However, specific diagnosis by suitably
qualified agricultural specialists would be required to confirm the causes of such
symptoms. At the time of the visit, similar signs were not evidently noticeable on the
wild-type vegetation growing in the surroundings of the dacha plots.

7. Noise monitoring (Industrial Environmental Control and Local Monitoring (IEC&LM)).
Noise monitoring is undertaken quarterly at part of the IEC&LM programme at a
number of locations around the SPZ. Monitoring has been reviewed and no
exceedances have been identified. However, we note that in some quarterly periods
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only night time noise monitoring has been undertaken and we recommend that both
day and night time noise monitoring is undertaken each quarter.

8. Noise monitoring (QoL). Ambient noise monitoring in the dacha area as part of the
QoL monitoring is prone to be confounded by localised noise sources. In order to
better understand whether monitored noise elevations are due to the noise emissions
from the Prigorodnoye Production Complex or from other localised non-project related
sources we recommend improvements be made to the monitoring protocols to ensure
that any noise exceedance can be robustly investigated to determine the source of the
noise elevation. This could take the form of manned noise observations with written or
audio recording of the noise environment throughout the monitoring period.

9. Monitoring during flaring at the Prigorodnoye Production Complex. IEC&LM air quality
monitoring data at locations around the SPZ from 2009, which reportedly coincided
with commissioning flaring at the Prigorodnoye Production Complex, have been
provided by Sakhalin Energy for review and no exceedances of MPC levels were
identified. Nonetheless, we recommend that QoL air quality and noise monitoring at
the Dacha plots should be undertaken during flaring activities whenever possible, in
order to fully confirm the effects of flaring events on air quality and noise levels at the
dacha community.

In addition, and as a general point, we find that Sakhalin Energy has in place a functional
mechanism of engagement and social impact monitoring, as well as a rigorous grievance
management procedure. These allow the receipt, consideration and communication of
responses to raised issues, including addressing those issues where a resolution is within
the remit of the Company's jurisdiction and control.

Industrial Safety and Emergency Response

The abovementioned written letter provided by the Company to the Dacha community on

07/08/2012 explains that the existing HSE management system maintained by Sakhalin

Energy includes a complex of control measures and mechanisms that allow potential risks

associated with the industrial production process to be reducedtothe 6 As Low As
Reasonably Practicableb6 | evel s, and al so to ensu
requirements of the Russian Federation.

It is further clarified that the design of the Production Complex in Prigorodnoye was based
on the quantitative assessment of the inherent risks which was reflected in the Declaration of
Industrial Safety23 that was prepared by Sakhalin Energy in 2003. The Declaration, which
includes the analysis of risks related to the LNG Plant, received approval of the state
industrial safety expert review at the time and was authorised by the Russian State
Technical Supervision Authority (RTN). Based on the emergency scenarios presented as
part of the risk analysis, the RTN concluded that the risks associated with the operating
Prigorodnoye Production Complex were of 'acceptable level in relation to the population and
populated areas.

23 Such Declaration is a statutory requirement of the Russian Federation and has to be developed for any
hazardous industrial facility, based on the met hodol ogy aj
Recommendations for preparing an industrial safety declaration for a hazardousindus t r i al faci lityd, ap
the State Technical Supervision Authority in 2000).
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The same Declaration was also approved by the following state bodies:

1 Federal State Scientific and Research Institute for Civil Defence and Emergency
Situations (under the Russian Ministry of Emergencies);

1 Federal State Scientific and Research Institute for Fire Safety (under the Russian
Ministry of Emergencies);

9 Scientific and Research Centre Alndustrial Sa
9 Gazpr omds Scienti fi c donNbatuidl&aseseanddGhas Techmologies. ut e

Sakhalin Energyods |l etter to the Dacha residents
basis planned exercises related to the oil spill response, both at the site of the Production

Complex and within the aquatic area of the Prigorodnoye seaport. Additionally, a sound drill

is tested at the Production Complex site routinely every Wednesday to ensure that the

emergency alarm system is in the working order. This clarification was provided specifically
inresponsetot he dacha residentsd concern about the so
hear weekly. The letter also specifies a dedicated telephone number (24-hour free hotline)

that can be dialled in case of an emergency or if there are any queries about a specific

situation that the residents may be unsure about. Sakhalin Energy reminds that this

information was provided to the Dacha residents previously.

And |l astly, the Companyds response reiterates th
maintenance works at the LNG Plant that can cause flare of a greater height and temporary
smoke formation are published in the district ne

in advance of the works. The announcement also typically contains the details of Sakhalin
Ener gy 0 stion Ceritre in Koesakov that can be contacted in case of any queries. A
copy of such an announcement is provided below.

Figure 1. Notification of the planned maintenance works at the Prigorodnoye
Production Complex (AVoskhodo mw&WRpaper, | s

R R R LR

VYBayaemble XUTenum
Kopcakosckoro panoHal

Komnanms «Caxanuy JHeppxku» NpogorKa-
€T BbiNOoNHeHue pabor Ha NPOM3BOACTEEHHOM
xomnnexce «MNpuropogHoe». C Tpersen aexa-
Aibl HIOHS HAYanNWCh NNAHOBbIE PaboThl NO TEXHUYECKOMY 00-
CNYXHBAHWIO TEXHONOMMYECKMX AUHKIA NO npouasopcTey CIT. |
OpMeHTHPOBOYHAR NPOACIDKMTENLHOCTE PAGOT ~ OAMH MeCcAl. |
MNp# NpoM3BOACTES PaBGoT BOIMOXHO BPEMEHHOE yBenuyeHune |
thaxena o 60 MeTpos U AbimoobpasosaHue.

Bce HeoGXoaMMbie COrMmacoBanun AnA NPOU3BOACTEA AaHHLIX pa-
60T nonyMeHbl.

3w paboThl ABNAOTCA HEOTLEMNEMON HacThI0 Npouyecca IKc-
nnyarayuu 3asoga ClNI™ ¥ NOMHOCTLI0 KOHTPONMPYIOTCA Cneyuani-
CTaMW KOMPAHWA.

ECnu y BaC €CTb BONPOCSH!, CBA3AHHLIE C AEATENBHOCTBLIO KOM-
naHmm «Caxanud JHepLKU», Bbl MOXETE OOGPATHTLCA B WHPOP-
MALMOHHBIA LEHTD KOMNEHWK, PacnonoxeHHsii 8 Kopcakosckon
rOPOACKOW IHOWECKOW Gubmnmoreke - unuan Ne 13 no agpecy:
MonoaexHbii nepeynox, 7, B padoyee Bpems.

wPeepop” BHFO o5 Lf.06/L,
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Given the dacha residentsdé claims that they had
works recently, Sakhalin Energy has now also made a decision to send such written
advance notifications directly to the Head ofthe &t r oi t el 6 Daecha Cooperatiyv

The Company also informs that the Dacha community representatives stopped attending the

annual public meetings held at Sakhalin Energyos
the Company has also made a similar decision about sending personal invitation to such

meetings in addition to the public announcements that are disseminated prior to the annual

meeting in Korsakov.

Resettlement

The issue of the resettlement has been continuously raised by the Dacha residents over the

period of the pastfiveyear s and consists in the residentsd co
final SPZ size of 1 km, despite the fact that the SPZ has been formally approved by the

Russian state authorities. The fact of the Dachas being outside of the statutory SPZ

boundaries does not allow this community to claim compensation or the initiation of the

resettlement process, which would have been automatically triggered in accordance with the

Russian law should the dacha plots be located within the formally set SPz?*. The SPZ of

3.5-4.2 km that the dacha residents continue to evoke in their claim for compensation was

the preliminary SPZt hat had initially been proposed as par
Economic Substantiation of Construction (i TEOCO i n R ufeasibiliaystudy)or t he
performed by Sakhalin Energy in 2003%.

Since then, the SPZ size was revised based on the requisite modelling and calculations and
has been ultimately approved by the competent state authority (Chief State Sanitary Doctor
of the Russian Federation) as 1-km distance from the pollution sources to the residential
area. The dacha residents at the same time allege that the Company had not fulfilled the
recommendation of the then Ministry of Natural Resources (MNR) which required in 2003 as
part of the State Environmental Expert Review process for the Sakhalin-2 (Phase 2) Project
that the SPZ size be set up as 2.1 km around the LNG Production Complex during the
construction and start-up periods, with the increase of up to 3.5-km distance during
operation of the Complex26. Sakhalin Energy contends that according to the existing
regulatory practice, the ultimate decision for establishing the SPZ size for the industrial

24 The Law of the Russian Federation on the Sanitary and Epidemiological Welfare of Population prohibits
human residence within the Sanitary Protection Zone. Any residents within the SPZ boundaries are subject to
resettlement. The same is stipulated in the Sanitary Rules and Norms SanPiN 2.2.1/2003.

25 TEOC for the Sakhalin Project, Phase 2 was performed during 2000-2002. It was subsequently submitted for
the Russian State Environmental Expert Review (SEER, or State Expertiza)

26 Implementation of an Inadequate Sanitary Defense Zone Surrounding the Prigorodnoye Complex. See pages
11-13 in the Complaint and Request for Mediation to the Dutch and UK National Contact Points for the OECD
Guidelines For Multinational Enterprises, RE: Development and Operations of the Sakhalin Il Project, Phase 2,
Prigorodnoye Production Complex, dated 31 July 2012. The Complaint reads on page 12thatiéi n provi di ng
its approval, the Ministry required a Sanitary Defense [Protection] Zone of 2.1 kilometres around the Complex
during the construction startup period and, taking into account nitrogen dioxide and sulfur dioxide emissions,
required an increase to 3.5 kilometres during operation of the Complex. ©he Complaint refers to Order #600 of
the Ministry of Natural Resources of the Russian Federation as of 15 June 2003 (Conclusion of the State
Environmental Review of the TEOC for Phase Two of the Sakhalin-2 Project) as a source of this information.
Complaint Source: http://www.accountabilitycounsel.org/wp-content/uploads/2012/03/7.31.12-Complaint-
Sakhalin-1I-Dutch-UK-NCPs-Final.pdf
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facility rests with the Chief State Sanitary Doctor who has recently decreed®’ the maximum
SPZ of 1 km from the air emission sources/700 m from the site boundary at the
Prigorodnoye Production Complex (LNG plant and the OET). Sakhalin Energy has further
pointed out that a conclusion of the State Environmental Expert Review (SEER) typically
contains recommendations rather than a prescriptive stipulation of certain measures (such
as an approval of an SPZ size which falls within the remit of the Chief State Sanitary
Doctor)28.

Although the Dacha community were not legally entitled to compensation and resettlement

as a result of their plots being outside the 1-km SPZ, in 2005-2006 the Company offered a

two-tier compensation package that consisted of 50% of the property cost as an

indemnification for the loss of market value resulting from the proximity of the industrial

complex, and further 50% of the property cost as part of the waiver of the land plot title.

Relocation assistance was also offered to those dacha owners who accepted the waiver

package and agreed to vacate their land plots. (Seealso Sakhal i n Energyds Reset't
Action Plan (RAP), 2005; and a separate explanatory note on the Dacha issue that Sakhalin

Energy provided to ENVIRON as part of the monitoring visit in September 2012, presented

in Annex D.)

To date, the remaining 37 dacha owners who did not accept the compensation offer contend
that the amount offered was not adequate and was insufficient to purchase replacement
dacha properties in alternative desirable locations.

The waiver package offer and the evaluation of the market value performed by the third party

agency were previously reviewed by the IEC in 2009 and were found to be adequate®- At

the time the Company had also informed that the calculation of the waiver compensation

was well above the then market rates meaning that it could accommaodate the inflation effect.

This was in response to the dacha ownersé claim
package offered were inadequate due to the high level of inflation of dacha prices in the

period between the property evaluation in 2006 and the actual disbursement of the

compensation funds in 2007.

Sakhalin Energy maintains that the independent evaluation agency usedaso-c al | ed fAbest
mar ket pricedo approach as agreed between the Con
compensation for loss of value was taken as 50% of the theoretical equivalent dacha plots

(i.e. made on the assumption that the Stroitel dacha plots had lost 50% of the value as

compared to equivalent plots not adjacenttothe LNGpl ant ) . I n additiued to t
payment, those who accepted the waiver offer also received a second payment of 50% of

the theoretical market price to compensation for the final value of their property (i.e. in total

they were offered to receive 100% of the theoretical equivalent dacha plot value). Sakhalin

Energy also reports that the compensation payment was also topped up with a 13% sum to

cover the individual income tax, thereby ensuring that each dacha owner receives a full

payment and that the mandatory tax is separately covered by a top-up amount.

21 State Decree No. 25 dated 10/04/2012, see also Annex A: SPZ Decree

28 At present, the procedure of the SEER is regulated by the Federal Law On Environmental Expert Review, and
the Statute on Procedure of the State Environmental Expert Review.

29 See http://www.sakhalinenergy.com/en/documents/I[EC_May 2009 Site Visit Report FINAL.pdf
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With respect to the possible inflation effect, Sakhalin Energy clarified the chronology of the
offer and the related payments:

1 Originally, the dacha owners who were willing to accept the proposed waiver package
were requested to inform the Company of their decision before 5 September 2006.
Exceptions were made for those dacha owners that had only received the evaluation
reports for their dacha properties later on, in November 2006 (i.e. those dacha owners
whose contact information had not been available to the Company for a long time).
Those dacha owners had an opportunity to decide on the waiver package before the
end of November 2006. This information was duly conveyed to the dacha owners.

1 The Company would effect countervailing payments within 35 business days once it
had received from the former dacha owner a notification on the waiver of rights to the
dacha plot and the vacation thereof.

17 Reportedly, some of the dacha owners were unable to provide the required documents
in time. In addition, some of the dacha owners who had originally declined the
opportunity of receiving compensation within the waiver package in 2006 asked
whether it was possible to change their decision. Thus, upon receipt of these requests
from the dacha owners, the Company took a decision to extend the validity of the
waiver proposal until 15 October 2007. The information regarding the extension of the
proposal was passed to the dacha owners in writing, with a clear statement that the
waiver package would be paid as per the results of evaluation of their dacha plots as of
2006.

Sakhalin Energy re-confirmed that as the calculation of the waiver compensation in 2006
was above the then market rates, this should allow the period of inflation between
September 2006 and October 2007 to be accommodated.

The compensation and resettlement aspects have subsequently been closely monitored by
the Independent RAP expert over the period of 2007-2011, with all the reports having been
made publicly available.*

Thus, the FirstIndependent RAP monitoring report (2007,
thatin [ The Company] maintains that the best prices
assessment of mar ket.Theadme Eirst RAPfmonitérieg repatdurtteers ] o

reads on page 3 0 [ThefCompany] maintain that the valuation was accurately done by an

independent agency, which took into conSheder at.

Independent RAP Final evaluation report31 also states that a number of the dacha owners
who had accepted the waiver package were subsequently consulted as part of the
monitoring to establish whether they had been able to find replacement for their dachas and
no outstanding claims were reported by those ex-dacha owners.

The RAP monitor also examined the process of upgrading the road to the pipeline block
valve stations near the Dacha area by Sakhalin Energy. The existing road used by the dacha
owners was also upgraded based on their request.

The Final Evaluation Report by the RAP monitor concluded thatit he Company
agreed obligations towards the Prigorodnoye Dacha community. Continual engagement

30Independent RAP External Monitoring Reports
http://www.sakhalinenergy.com/en/library.asp?p=lib_social shelf&l=lib_social relocationreports

31 Seventh Independent RAP Monitoring/Final Report (February 2012), see pages 28-29.
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mechanism is in place and recommended to be continued along with the air and noise
monitoring programme as ag mThe&wluation Raporttfuntler Dac ha o w
concluded thattheicompany is in compliance with the RAP
Directive 4.30. The measures to restore or enhan
living were implemented and livelihood restorationwase f f ect i v el §/2 compl etedo.

The Company continues to reiterate the fact that the resettlement process cannot be
presently triggered due to the following reasons:

1 The Dacha community is outside the 1 km SPZ that has been approved by the
competent state bodies. There is therefore no justification for triggering the
resettlement process on the basis of the Russian legal requirements;

1 The environmental monitoring performed by the Company (including monitoring of air
quality, noise and soils) does not show exceedances of the permissible limits that
would have demonstrated environmental impact;

1 The compensation package and the associated relocation assistance that had been
previously offered to the Dacha residents was rejected by the remaining dacha owners,
together with the additional social investment fund of USD 50,00033, and therefore are
no longer available.

Having re-examined the issue related to the Dacha community, we findt hat t he Company
engagement process is satisfactory. This includes engagement through:

1 The Co mp a rsgcial snonitoring.

1 Public discussions in the form of open public dialogues related to the annual non-
financial reporting34.

1 The annual public meetings, operation of the Information Centre in Korsakov.
9 The availability roegulaConmaptany és staff fo
1 The formal grievance mechanism.

1 The provision of written correspondence whereby the Company clarifies the issues of
concerns raised by the Dacha residents.

32 Seventh Independent RAP Monitoring Report (Final Evaluation Report):
http://www.sakhalinenergy.com/en/documents/Seventh RAP_external_monitoringFinal RAP_External Monitorin
g_Report 1 Feb 2012.pdf

33 The Company had made a targeted Social Investment fund of USD 50,000 available for any projects or
initiatives from the Dacha community that would have been aimed to improve the quality of life at the Stroitel
dachas. The Dacha residents refrained from making any proposals for the use of this fund since it was made
available in 2005, on the basis that they preferred to be resettled. As no requests or project proposals had
been received from the Dacha residents in relation to these funds, this opportunity was ultimately withdrawn by
the Company by July 2009. See also I EC6s Site Visit Repor!
Engagement in Korsakovd on p. 7)

34 All Sustainable Development Reports published by Sakhalin Energy contain detailed responses that the
Company provided to the queries raised during the public dialogues, including those from the Dacha
representatives.

UK2217081 Issue: 3 29 ENVIRON


http://www.sakhalinenergy.com/en/documents/Seventh_RAP_external_monitoringFinal_RAP_External_Monitoring_Report_1_Feb_2012.pdf
http://www.sakhalinenergy.com/en/documents/Seventh_RAP_external_monitoringFinal_RAP_External_Monitoring_Report_1_Feb_2012.pdf

Sakhalin-2 Phase 2 Lenders Monitoring Visit Report

ENVIRON notes that despite these mechanisms all being effectively implemented, the
Dacha community continues to retain an adversarial attitude towards the Company. This
| argely results from the dacha residentsd unwave

Based on our findings, ENVIRON recommends that:

1 The materials related to the SPZ substantiation for the Prigorodnoye Production
Complex should be made available to the Dacha community, either directly or via the
Companybs | nf or KoasakovoGiverGle rmansiderable molume and
technical complexity of such materials that were prepared by the specialised institute,
this information could be presented in a format of a non-technical summary or an
explanatory note, to aid the understanding by readers with no special technical
knowledge;

1 The Company should consider arranging an additional information session specifically
with the Dacha community to explain the emergency prevention and response system
at the Prigorodnoye Production Complex, including organising a site tour if requested,;

Overall, ENVIRON notes that the current means of engagement between the Company and
the Dacha community enable various avenues of the interaction between the parties and
that the existing practices of communication continue to be adequate. Taking into account
the remaining sensitivities, ENVIRON reiterates our recommendation outlined in the
preceding 2011 site monitoring and audit report that the mechanisms of direct and reciprocal
engagement between Sakhalin Energy and the Dacha residents should continue to be
maintained. As a manifestation of good will, ENVIRON has previously suggested that if
requested by Dacha residents in the future, the Company may consider the possibility of
resuming a social investment/assistance programme similar to the one that was offered to
the Dacha community in the past as a specific mitigation measure during the Project
construction phase35 and which was rescinded due to the absence of project initiatives from
the Dacha residents at the time. Consideration of such a programme may contribute

to addressingthedachar esi dent sd concerns about the communi
a considerable number of the previous owners have either left the area after accepting

the compensation offer from Sakhalin Energy or have abandoned their plots.

Sakhalin Energy has responded that the previous social investment fund was eventually

revoked in 2009 duetotheDacha owner sé6 decl i ni AlgCompanpccept st
further reports that its decision to discontinue the fund had been taken following a number

of communications from the Company reminding about the availability of the funding at

the time, and offering assistance with the development of project initiatives to be

funded through this programme. Gi ven t he Dacha ownersoé unwilling
f u n dséigtance in the past, the Company therefore states that it no longer considers a

renewal of this specific programme as such. Sakhalin Energy has however stated that it is

ready to consider any projects for social investment within the framework of the

existing partnerships, such as the Korsakov Sustainable Development Partnership

Council®®, which consists of Company representatives and Korsakov stakeholders (including
representatives of the authorities and the local society). ENVIRON notes that keeping the

35 . .
The Social Investment fund, as explained on page 29 above; see also footnote 8

36 http://www.korsakovsovet.ru
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opportunity for constructive interaction open through the currently active Social Investment
Programme initiatives (as described further in section 2.8), including the aforementioned
Korsakov Partnership Council, can be considered as a sound way forward.

2.3.6  Community Awareness Programme

The Community Awareness Programme (CAP) has been implemented by Sakhalin Energy
for a number of years and is primarily intended to promote public awareness of safety rules
in relation to the pipeline.

The CAP pursues the following objectives:
1 Enhance awareness of the affected communities and key stakeholders on
environmental, safety and land use issues; and
1 Educate the affected communities and key stakeholders in activities that help prevent
and respond to potential emergency situations.
The CAP is disseminated via the following means:

1 Targeted distribution of printed materials (posters, billboards, leaflets);

7 Notifications to particular stakeholders (land users, forestry) to communicate specific
information related to the integrity of the pipeline i 288 of such notifications were
distributed in 2012;

Group/public meetings (14 events in 2012);

Quarterly announcements in major Sakhalin newspapers;
Face-to-face engagement;

fWestio corporateanthewspaper ;
Animated cartoon for children audience.

== =4 =4 =a A
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Photo 3 CAP Poster at the Information Centre in Poronaisk

2.3.7 Engagement with Japanese Stakeholders

The Company, via its External Affairs Team, continues to actively engage with the Project
stakeholders in Japan. In 2012, the following events have taken place:

1 17 February i first meeting with the Hokkaido Government and Hokkaido Fishery
Environmental Centre (HFEC);

1 19-20 February 1 participation in the Mombetsu Ice Forum;

1 22 June i meeting with Japan Coast Guards in Yokohama;

1 23 August i Sakhalin Project Forum in Wakkanai (together with combined with the joint
Oil Spill Response exercise);

1 21 September i second meeting with the Hokkaido Government and HFEC;
1 Media visits: TV Tokyo-7 and Asakhi Shimbun.

2.4 Grievance Redress

Sakhalin Energy has established and effectively maintains the formalised internal

mechanism (the Community Grievance Procedure) that allows the receipt, investigation,

tracking, assigning of actions, and addressing of complaints from the external public,

including communities and contractor personnel. The Procedure has been revised in 2011

(with IEC participation) and currently represents a rigorous and functional mechanism that is

fully integrated withi4PdstumncE€sysiemandisdosyv over al | H S
embedded in the Human Rights Policy recently released by the Company (as described in

section 2.2.3 above).
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The I EC has been monitoring Sakhalin Energybds gr
number of years and acknowledges that this procedure has evolved into a comprehensive,

robust and transparent tool that enables the Company to effectively handle the external

grievances by competent staff. A detailed description of the grievance procedure can be

found in the | EC6s previous reports.

To advertise and maintain awareness of the Procedure, the Company conducts an in-house

and public information campaign on a regular basis. Externally, the Procedure is advertised

through the dissemination of public leaflets through the Information Centres and at the

contractor facilities, as part of the annual meetings with the local communities. Notifications

are also published in the local printed media with the provision of contact details of the

Companybés CLO and the I nfoCentres wher éflingompl ai n
a grievance are also describedsiteon Sakhalin Energ

Photo 4 Public Grievance Brochure at the Board in Information Centre

In 2011, a regular campaign was carried out to disseminate information on, and raise
awareness of, the Grievance Procedure among the local residents in the areas of Project

operations, as well as among employees of the Co
The procedure is included in the torsrardisubi ng provi d
contractors. They are specifically informed aboga
the HSESAP viain-rhouse refresher training and inductions

as via special training in the procedure that is delivered byt he Companyds staff to
who act as consultants in the Information Centres.

In total, 16 grievances/claims were lodged using the Community Grievance Procedure in

2011. All lodged grievanceshavebeen assessed as HSESBAPRiSk sko using
Assessment Matrix. Out of the grievances received, five were categorised as relating to

community impact, five were concerned with recruitment and employment aspects, and the
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rest fell under the O6o0otherd catcengaxttepde( i . e. t hose

process).

ENVIRON reviewed the type of grievances received and did not identify any complaints that

were of high risk. All the grievances were properly handled by the Company staff and

resolution was achieved on the complaints that were withinthe Co mpany 6 s Theont r ol
complaints that could not be resolved were closed out by the decision of the Business

I ntegrity Committee, mainly because they were
activity and direct jurisdiction or the claim was found to be unsubstantiated. ENV I RONOG s
review and discussions with the custodian of the Community Grievance Procedure showed

that the detailed investigation process was undertaken in relation to all the grievances, with

proper communication with the complainants throughout the process.

The majority of grievances (12) were finalised within the required period (20 and 45 working
days), with four grievances having been resolved over a longer period of time. The latter
fact was accounted for by the following reasons:

1 The case required detailed investigation and negotiation with the complainant;

7 Complainant postponed the response to the Company and was not available for the
confirmation of a resolution; and

1 Limited access to two complainants residing in a remote location with no internet and
telephone connection.

f

0

Overall, ENVIRONconcl udes that Sakhalin Energyés approa

the internal resourcing of this mechanism is exemplary and represents an illustrative case of
good practice. We therefore encourage the Company to share its demonstrative positive
practice with other interested parties that may also benefit from the considerable experience
accumulated by the Company.

To date, Sakhalin Energy has already been actively participating in the initiatives related to
the grievance resolution and means of recourse, including the following:

1 Participation in the German Global Compact Network conference with presentation on
Sakhalin Energyds grievance mechani sm;

7 Presentation of Saiknoeaahdlessors leamed af thessession pre r

the new UN standard on business and human r i

Compact Network in Russia;

1 Publicationofanar t i cl e fACor porate soci al responsi bili
of

and communitygr i evance procedur e. Il mpl ement ati on

1 A member of Advisory Group in the European Commission project on development of
the Guide for the oil and gas industry sector on corporate responsibility to respect
human rights under the UN Guiding Principles on Business and Human Rights; and

9 Sakhalin Energyb6s grievance redress mechani
of business ethics in the curriculum at four Russian universities.
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2.5 SIMDP Management

The development and structure of the SIMDP 2 (Second Five-Year Plan covering the period
of 2011-2015) was described in E NV I R Qoiedicus IEC audit and monitoring report for
2011.

The monitoring visit in September 2012 showed that the SIMDP is being actively

implemented. A dedicated internal team i the Indigenous People Unit 7 manages the

aspects related to the Projectébés interaction wit
and budgeting of the SI MDP, as well as the conti
the.gr oundd c¢ ®entha Compabyeahdwhe indigenous people in the areas of Project

operation (primarily Val and Nogliki settlements) is effectively implemented via the IP CLO.

The Companyods staff noted the high activity of ¢
receivedfor t he SI MDP6s Traditional Economic Activiti
the Social Development Fund, together with the quality of the applications submitted. A low-

interest micro-credit fund has also been made available within the SIMDP structure, in
association with the O6Batani 6 I nternational Fund
TEAS micro-credit programme was accompanied by wide information campaigns, including

consultations in the indigenous communities, posters, booklets, and an announcement on

the SIMDP website. To ensure high quality of potential applications, special training was

provided to representatives of the indigenous communities in the form of interactive

seminars 6Basics of Modern Mar ket HBsandomyo6 t hat
attended by over 60 participants.

To dat e, t he SI MDPb6s tot al fund for al/l its comp
already comprises over 390 projects.

The SIMDP activities are subject to the two types of monitoring:

1 Internal monitoring with the use of a questionnaire survey and assessment of the
projects i half-yearly to annually. The last monitoring exercise was conducted in
November, 2011 and covered 11 indigenous communities of the Sakhalin island; and

1 External monitoring conducted by the independent international expert. The latest
monitoring was carried out in May- June, 2012, and covered 13 indigenous
communities with 63 individual meetings held. All reports by this External IP monitor
are available on the SIMDP web-site.

In addition, the SIMDP operates its own grievance procedure that is separate from the
Sakhalin Ener gGribvance®Poooeduwerdéstriped in the preceding section.
The dedicated procedure specifically deals with the SIMDP-related issues and was
discussed and approved by the SIMDP partners and indigenous communities themselves.
This grievance procedure is widely promoted in the settlements, with over 1,000 leaflets
having been distributed in the communities and also being available at the Information
Centres. The grievances submitted in relation to the SIMDP are also subject to review by
the external IP monitor. The SIMDP Grievance Procedure has been specifically mentioned
in the OReport of Lessons Lear ned:-Stdkéhbldet i ng Pr i n
Grievance Me cihapmjecscormsluicted by the Corporate Social Responsibility
Initiative on behalf of the Special Representative of the UN Secretary-General for Business
and Human Rights.
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The following activities by Sakhalin Energy are also very notable:

9 Sakhalin Energyds experience was recognised a
Conference AUN Gl obal Compact in Russia: Busi
(Moscow, 2011);

1 The Company initiated Task Force on engagement with Indigenous Peoples under the
UN Global Compact LEAD framework;

1 Delegation from Sakhalin Energy participated in the Rio+20 Corporate Sustainability
Forum, particularly in the session on engagement with Indigenous Peoples and their
communities;

1 Provision of financial support for the translation of the UN Declaration of Human Rights
into the Nivkh and Uilta languages, implemented jointly with the UN High
Commissioner for Human Rights Office in the Russian Federation®’. The translated
versions are now available on the official web-site of the UN Office of High
Commissioner for Human RightssS.

Protection of rights of the indigenous communities is also included among the governing
principles of the Companyd6s Human Rights Policy

Overall, ENVIRON finds that the activities initiated by Sakhalin Energy in relation to the
engagement with the indigenous communities are a commendable example of good
practice.

2.6 Contractorsoé Soci al Perfor mance

Sakhalin Energy aims to ensure that the performance of its contractors is in line with the

C o mp a HEESAP commitments. To this effect, the Social Performance Team distributed
the internal Social Performance Manual (SP Manual) to contractors and provided associated
training to the contactor staff, primarily to the Social Focal Points who are typically site
managers or their delegated personnel. These focal points are in turn responsible for
cascading of the social performance requirements and their implementation internally,
including the grievance procedure. All main Project contractors involved in the operations
phase are subject to annual training in social performance. Security and transport providers,
service contractors and camp management subcontractors are also covered by the training.
In total, 15 contractors and subcontractors have been covered by the social performance
training and monitoring in 2012.

E NV I R Omoditering visit in September 2012 included a discussion with the site manager

of the Booster Station-2. The site manager demonstrated a good level of awareness of the

Co mp a ny @durepandconfirmed the provision of training and regular contact with the

staff of Sakhalin Energyo6s Social Assessment Gro
applicable requirements relating to social performance are conveyed to the personnel upon

the commencement of their job assignment (as part of the induction) and that any changes

87 http://www.sakhalinenergy.ru/en/media2.asp?p=media_page&itm|D=317
http://www.sakhalinenergy.com/en/media2.asp?p=media_page&itmID=308

38 http://www.ohchr.org/EN/UDHR/Pages/Language.aspx?LanglD=Nivkh and
http://www.ohchr.org/EN/UDHR/Pages/Language.aspx?LanglD=0aa
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or updates in the requirements are communicated to the staff upon their return to the rotation
shift (in case such changes have occurred when personnel were on leave).

The local content requirement is successfully achieved, as 45 of the total 64 personnel at the
BS-2 are residents of Sakhalin Island.

The site manager noted that the contact between the contactor servicing the BS-2 and the
local community is minimal at the operations stage as the majority of activities are confined
to the site. It was noted that in the past the local population expressed some concerns about
the safety aspects of the facility, particularly during construction, and that clarifications about
the prevention and response measures in place were communicated during the regular
public engagement events.

Presently, the contractor is involved in the communication of safety rules to the land users

along the pipelineRoW ( see al so secti oemn @iCO MAmungrnt ymmMev@a rab o v «
Notification of those safety rules are also regularly published in the district newspapers.

Contact details of the servicing contractor are provided along the entire length of the pipeline

RoW in case of any incidents that the members of public would like to report or enquire

about.

The site manager also showed awareness of the chance finds procedure that is enforced in
case of the earthworks in any new areas.

The awareness of Sakhalin Ener gy 0 sadgyuaieevithance p
copies of the grievance | eaflet available at t
subsequently confirmed that they had previously received complaints from contactor

personnel which demonstrated that the mechanism was functioning. All the complaints

received were duly investigated, with logging into the Fountain tracking system as part of the

social incident reporting. Whenever necessary, Sakhalin Energy staff are available to

provide assistance and counsel in the complaint investigation.

As part of other discussions during the visit, ENVIRON noted a comment made by a
representative of the indigenous community in the north of the Island. A concern was
expressed about the fact that the Northern GTT in Boatasino was not covered by permanent
presence of security guards which, according to this member of the community, could affect
the promptness of response in case of an emergen
confirmed that despite the GTT being a fully automated facility, it is regularly patrolled by the
Nogliki PMD contractor (on average twice a day) and is protected by CCTV and an intelligent
security alarm that activates in case of an unauthorised approach, with all necessary
response arrangements also being in place. It was also confirmed that these aspects had
been previously explained by the contractor and the security service during the public
meetings. ENVIRON recommends that this information should be reiterated to the
community as part of the next round of public meetings. Sakhalin Energy has subsequently
reported that the IP CLO has had an additional meeting with the representative who
originally raised this issue to address the comment.
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Additionally we also make the following recommendations:

1 Itis also recommended that the recent endorsement of the Human Rights Policy by
Sakhalin Energy should be reflected in the mandatory training on social performance
provided to the contractors and to the providers of the security service. Sakhalin
Energy has confirmed its intention to include the conformity with the Human Rights
Policy principles as an obligation in the contractual agreements, which is considered by
ENVIRON to be a proactive way of contractor management.

1 The Company also intends that the contractors will be encouraged to endorse the
Sakhalin Energy Code of Conduct (revised edition 2012) or to demonstrate that their
own policies related to the personnel code of conduct are in line with the spirit of
Sakhalin Ener gENARONpecommeandsphhatéhs inclusion of this aspect
as part of the contractual obligations would be the most effective way of such
encouragement in practice.

7 Itis further suggested that the CLO and the staff of the Social Performance Team
should continue to have regular access to all the Project assets operated by the
contractors, in order to ensure the effective delivery of requisite training, carrying out of
the monitoring activities, and the provision of advice wherever necessary. This should
also apply to the offshore assets which will enable the direct contact with the personnel
of the platforms.

7 Itis particularly important that all new contractors that become involved in the Project
activities receive rigorous training in the C
especially in cases where new contractors have not been previously exposed to such
standards of performance. Sakhalin Energy acknowledges this fact, particularly taking
into account the potential involvement of a new wave of contractors in the OPF
Compression Project and further Project expansion activities. For the purposes of
monitoring of contractor performance during future major construction activities, the
relevant reporting requirements may also need to be re-introduced for the new
contractors, either based on the contractor performance check-lists that were
previously in place or on the basis of the existing Social Performance Manual.

1 Itis expected that the Company willre-.e nf or ce 6éThe Fi shing, Huntin
Policy during Const r uraction wanké as§ociated withthe f ut ur e co
Project. It is acknowledged that presently there is no compelling need to specifically
enforce this Policy during the Operations Phase due to a low probability of potential
impact, given the reduced numbers of operations workforce that are confined to the
Project assets and are not accommodated in the communities.

Overall, ENVIRONconcl udes that the monitoring and contr
performance are in place.

2.7 Protection of Cultural Heritage Resources

The safeguarding of cultural heritage during Project operations is implemented by the dlan
for Protection of Cultural Resources During Sakhalin Il Operationsd(The Protection Plan).
The Plan was updated in 2012 to specifically incorporate the chance finds procedure and the
associated communication protocol.
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The Protection Plan stipulates the provision of induction/awareness training on cultural
heritage protection for Project personnel and contractors, including the requirement to report
any damage or a potential threat to cultural objects to a designated in-house specialist. The
Plan also requires that Operations personnel, the CLO and environmental monitors be
adequately trained in the aspects regulated by the Protection Plan.

During the monitoring visit, the Company confirmed the need to make necessary

arrangements for the timely provision of the aforementioned training. Particularly, this

relates to the delivery of training in the AChan
Implemented in Case of Emergency 06 (protection of cultural resol
incident reporting requirements both internally and to the contractors, as per the Plan.

Subsequently to the visit, Sakhalin Energy has further confirmed that all the relevant

procedures and awareness materials regarding the protection of objects of cultural heritage,

including in cases of fortuitous finds and during emergencies, will be provided to contractors

via the respective contract holders. ENVIRON also notes that a tailored presentation has

been prepared that covers these aspects and it is expected that the presentation will be

delivered as part of the internal and contractor
specialist.

The Protection Plan also requires that the known objects of cultural heritage and historical
sites located in the vicinity of the pipeline Row and t he Projectédés assets b
periodic monitoring, to ensure that the integrity of the valuable features has not been
compromised and that the appropriate protection measures (warning signs and protective
zones) are in place. Over the period of 2010-2014, this monitoring is conducted biannually
by the specialised contractor I Sakhalin State University. During E NV | R Ovidibirs
September 2012, this contractor was mobilising for the field monitoring surveys to provide
expert assessment of the current condition of the objects by means of visual observations
and to install information/warning boards on all of the identified sites (54 in total). The latter
measure is particularly welcomed by ENVIRON as initially only 40 of the known
archaeological sites considered of high historical value were equipped with the warning
signs. The remaining 14 objects were not subject to this measure, despite also having
historical value and located at a close distance (25-100 m) from the pipeline RoW or other
Project assets.

Prior to the planned monitoring by the external contractor in autumn 2012, the specialists of
Sakhalin Energy conducted their own observations of the known sites to ascertain their
condition and to determine the need for any specific protection or rescue measures. Itis
reported that no signs of damage or unauthorised excavations were observed on the
protected sites. It was, however, noted during the discussions with ENVIRON that there had
been some incidents when tracks of unknown vehicles were seen at some of the sites in the
past (despite the fact that the heritage sites are specifically equipped with the warning signs
AProtected Zone. Vediindse graes)sfldmnauradidie vadhidgs
that may have left the tracks and their ownership were undetermined.

It is therefore recommended that annual internal visual monitoring of cultural resources
continues to be conducted in addition to and in the interim period of the biannual monitoring
by the external contractor. This will allow more prompt detection of any possible damage
and the necessity for specific rescue/salvage measures, especially in cases that may require
more urgent action than a two-yearly survey. In accordance with requirements of the
Protection Plan, annual reports on the current status of the cultural objects under protection
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to Sakhalin Energy should be communicated to the management and, upon request, to the
local authorities.

ENVIRON also recommended that the availability of the cultural heritage baseline data
should be re-confirmed for the site allocated for construction of the OPF Compression
Project. Sakhalin Energy has subsequently confirmed that an extended archaeological
survey39 was performed in 2008 to cover the area to the east of the current OPF site and
that the survey confirmed the absence of any archaeological monuments or other objects of
cultural heritage in the studied area. The Company has further received a formal written
communication from the Ministry of Culture of Sakhalin Oblast (dated 24/10/2012) confirming
that there are no elements of cultural heritage within the site allocated for construction of the
OPF Compression Project.

2.8 Social Investment Programme

Sakhalin Energy has been implementing its Social Investment Programme in line with the
Companyo6s Sustai nabl erheDECHhasibeep momitoring tReaeVolutory of
this initiative for a number of years and considers this highly successful practice to be a very
beneficial example of corporate philanthropy that has also enabled the formation of effective
partnerships with a variety of the external stakeholders. The distinguishing feature of this
programme is that Company does not merely sponsor donations or disburse investment
funds, but also provides constructive support for projects with the clear emphasis on
community and environmental benefits. The establishment of a number of the functional
partnerships has evolved into the standalone thematic programmes that continue their
operation based on the involvement of the Company together with the partnering
organisation and institutions.

The following partnership programmes are currently in progress:

1 The Sakhalin Indigenous Minorities Development programme is part of the SIMDP
which is described in Section 2.5 above;

9 AWhat to Do in Emergency Situationso i s
audience to educate them in the safety aspects (including natural and man-made
disasters, personal safety and internet safety). In 2012, this programme also partnered
with the Sakhalin Centre of Tsunami and Avalanche/the Emercom to install public
warning signs in locations on the Island that are prone to the tsunami and avalanche
risks. This initiative has been accompanied by a wide information and awareness
raising campaign;

pri

9 The Korsakov Partnership Council progr amme

that allows public presentation of the candidate projects and voting by members of the
public for proposals that they deem worthy of a grant support. Such a fair is conducted
twice a year,

1 The Road Safety Programme continues the initiatives aimed at the prevention of road
traffic accidents by means of education and arrangements for the primary emergency

ma

h a

response (pre-hospital care). Of speci al note is the campaign
noticeabl el 0 that ph+ishiityteél ebhei weael efmehit ghon

¥5Additional archeol o@i ®Palojetcddi @0 0B@dr Sakhal in
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clothing during the winter period when dark hours prevail (this programme is planned to

be |l aunched in November 2012). During 2012,

Seatbelt and Basoislemmente¢hair o i s

1 The Sakhalin Salmon Initiative has been completed in June 2012 as it has fulfilled its
commitments within its original scope that spanned over the period of over seven
years. During this time, the total funds distributed under the Initiative amounted to US$

9.1 million, with Sakhalin Energyods contri

allowed the participating fishermen to achieve self-financing and to successfully obtain
the Marine Stewardship Council certification.

The total budget plan allocated for the financing of the Social Investment Programme is US$
1,297,000 in 2012. The total funds invested by the Company have been scaled down since
the previous year, primarily thanks to the contribution of resources by the partners of the
programme and, as a result, the reduction of overhead costs and the improved effectiveness
of the projects. The Programme is subject to regular external monitoring as well as the
internal assessment, primarily in relation to the economic effectiveness and social added
value.

Overall, ENVIRON considers the Saocial Investment Programme to be an illustrative example
of the corporate sponsorship initiative with the strong emphasis on strategic long-term
partnerships and the promotion of sustainable and ethical approach to the environment and
society.
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3 Pipeline Right of Way Monitoring

3.1 Introduction

During the site visit a number of locations were visited along the onshore pipeline Right of
Way (RoW). The site visit focused on the condition and reinstatement of the RoW in
general, although specific visits to a number of pipeline river crossings were also
undertaken. The full list of locations visited, together with summary descriptions of the
observations from each location, is presented in Annex F.

Inspections along the RoW focused on the status of the following aspects:

Biological reinstatement
Drainage and erosion control
River crossings
Geotechnical works

RoW access.

= =4 =4 =a =4

3.2 Biological Reinstatement

3.2.1 Overview

Observations during the previous monitoring trip in October 2011 had indicated a significant
improvement in vegetation growth over previous years. Most areas that were seen during
that site visit exhibited good, sometimes dense, growth and ground cover.

This year ds moni t or i thigtrendiasdishowed continueccand magkedn f or c e d
improvement in re-vegetation and ground cover over the last 2 years i see for example the

comparison of the condition of the RoW near the river Khandusa between June 2010 and

September 2012 (Photo 5).

Photo 5 Comparison of re-vegetation on RoW near R. Khandusa in June 2010 (left) and
September 2012 (right)
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Despite the overall good impression on the status of biological reinstatement, specific issues
were observed in relation to:

1 Tree growth
1 Reinstatement of especially steep slopes along the RowW

17 Reinstatement of slopes with sandy soils.
These issues are discussed separately in the sub-sections below.

3.2.2 Tree growth

Following the October 2011 visit, ENVIRON identified the problem of tree sapling growth on
many different terrains along the pipeline RoW, and we noted that trees are not permitted on
the pipeline RoW under RF regulations.

Sakhalin Energy has since implemented a program to fell the saplings on the RoW.
However, observations during the September 2012 site visit indicate that the sapling cover is
now more widespread, denser, and that the trees are taller and with thicker trunks than were
observed in October 2011 (for example see Photo 6).

Photo 6 " Tree grow on the RW near the R. Slavnaya

We recommend that an accelerated programme be put in place to keep abreast with the
annual growth and to eventually keep it to a manageable level. Other means of eradications
should be evaluated as well, including pulling of roots for smaller samplings (as opposed to
simply cutting above the roots) and ring-barking for large trees.
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3.2.3 Steep Slopes (typically in RoW Section 3)

The difficulty in re-vegetating some of the steepest slopes along the RoW has been noted for
several years in the Makarov hills area. Although improvement was noted on the slopes of
the Gar, Krinka, and Vidnaya Rivers, certain locations such as the Kormovaya River slopes
(both north and south) are proving to be very difficult to re-vegetate (see the lack of re-
vegetation apparent on slopes in Photo 9 in section 3.3.1). This results in erosion and
sedimentation into the river. It is recommended that Sakhalin Energy continues to maintain
erosion and drainage control in order to minimise sedimentation impacts on the receiving
rivers. Given the difficulties encountered with the re-vegetation of some of these slopes, it is
recommended that Sakhalin Energy considers different techniques to ensure successful re-
vegetation.

3.2.4 Sandy Slopes

We have previously reported (e.g. ENVIRON6 s Oct ober 20 141’) thatthere- vi si t
vegetation of sandy slopes since completion of construction and initial reinstatement

activities has lagged behind other areas. This was mostly due to lack of topsoil preservation

during construction and the poorly consolidated makeup of the underlying sandy soils. The

poorly consolidated nature of these soils contributed to rapid erosion on the sandy slopes,

further inhibiting growth.

During the September 2012 monitoring visit a marked improvement was identified over
previous years, both in vegetation ground cover and in slope stability, in many of the sandy
areas along the RoW. This is mostly due to an increase in slope stabilisation efforts and
additional seeding. An example of this improvement is shown in Photo 7, which shows both
good drainage controls via slope breakers (which helps to prevent erosion) and improved
vegetation cover.

Photo 7 Sandy slope at KP128 showing improved vegetation cover

40 http://www.sakhalinenergy.com/en/library.asp?p=lib_3rdparty_shelf&l=lib_3rdparty_lendersreport
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Notwithstanding the general improvement in the re-vegetation of sandy areas, continued
efforts are still required to ensure that all such areas are adequately reinstated.

3.2.5 Wetlands

A number of wetlands areas were visited during the September 2012 monitoring visit,
including wetlands identified by Sakhalin Energy as:

1 Having recovered sufficiently to no longer require further monitoring (e.g. the
Pugachevo wetlands around KP422)

1 Showing slow recovery and requiring further ongoing monitoring (e.g. the Manui
wetlands around KP460 and the Dolinsk wetlands around KP531).

The visual observations made during the site visit were consistent with the results of
Sakhalin Energyo6s we.tldparticdlar, footmosetwetland argas visged,o r t
our visual observationss uppor t ed S a k HetetminationBhwbhathgrfufuse

specialist monitoring of recovery is required.

In relation to the Manui wetland, one of the more poorly recovered wetlands, we note that
the level of re-vegetation is highly variable over a relatively small spatial scale, ranging from
(see Photo 8):

1 completely bare soll

1 areas predominated by pioneer species

1 areas of heavy vegetation dominated by species that are atypical of the surrounding
area

1 generally small areas recovering to similar conditions/vegetation as adjacent areas

Photo 8 View of Manui wetland showing varied levels of re-vegetation

The diversity of the recovery can be attributed, at least in part, to two main factors:

7 In some areas imported materials (e.g. soils and stone) from the construction phase
had not been adequately removed. This includes soils used to create the berm over
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the pipeline and also the &édrunnulargccessromc k d r oa
the RoW during construction. In the areas where this material had not been removed,
re-vegetation was noticeably less advanced.

1 Depressions left on the RoW following construction that have resulted in water
ponding/waterlogging.

We recognise that measures to remove the remaining imported materials and to infill
depressions would require the use of heavy equipment, which in turn may result in damage
to recovering areas as they access the wetland. Nonetheless, if continued poor rates of
recovery are identified by future monitoring, then such measures may need to be
considered.

3.3 Drainage and Erosion Control

3.3.1 Slope Breakers

Slope breakers play an important part in managing slope drainage and erosion control.
During the September 2012 visit slope breakers were found to be in mostly good condition at
the RoW locations inspected. There were other locations were slope breakers were repaired
by GTT as part of ongoing maintenance activities. It was also observed that in areas where
repair work was performed by GTT any damage caused by the heavy maintenance
equipment brought in to perform the works was also repaired on the way out of the site. An
example of this was identified in relation to repair work undertaken on the south slope of the
R. Kormovaya. This is shown in Photo 9, which shows a slope failure observed during the
October 2011 site visit (circled on the left-hand-side photograph) that was repaired and slope
breakers replaced by the time of the September 2012 site visit (seen in the right-hand-side
photograph).

e N : :
Photo 9 R. Kormovaya showing slope failure (2011) and repair works (2012)

As stated above, the vast majority of the slope breakers were well positioned and in good
condition. However, there were a few sites where additional slope breakers could improve
drainage. An example is the RoW slope at approximately KP 15 that exhibits erosion on the
slope due to a lack of surface stabilisation from slope breakers and/or vegetation (see Photo
10).
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Photo 10 RoW at KP15 showing development of erosion

3.3.2 Geojute and Coco matting

Geojute matting (made of jute fibre) and coco matting (made of coconut fibre) are
inexpensive but effective erosion control measures. When installed correctly, these
materials assist in stabilising un-vegetated soil while providing better germination conditions
for seeds and hence promote the establishment of vegetation. Sakhalin Energy has used
geojute and coco matting extensively on steep slopes and slopes with highly unconsolidated
soils.

During the visit, the use of both types of matting was observed at numerous locations. The
two most common and effective uses are the fortification of slope breakers and the coverage
of certain steep slopes. Both geojute and coco mats are bio-degradable and will last only a
limited number of years depending on soil and climate conditions. However, the use of
these materials provides the temporary surface stabilisation necessary for vegetation to
establish itself on slopes or slope breakers. Once the vegetation is established it promotes
further, permanent soil/slope stability. There are numerous examples where the use of
geojute and coco mats has successfully helped to achieve this goal. One such example is
the slopes on the Krinka River on which the slope breakers were fortified by geojute and
seeded (see Photo 11). Both slopes are now stable, with heavy vegetation completely
covering the geojute.
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Photo 11 Slopes of the R. Krinka showing dense vegetation on geojute fortified slope
breakers

However, there are other locations where geojute and/or coco matting have been installed
and not yet degraded, but nonetheless re-vegetation efforts have yet to be successful. We
recommend that such locations be re-evaluated by Sakhalin Energy and that reseeding and
the potential use of fertilizer be considered (where it is not prohibited). Examples of such
locations include the RoW near KP182 (see Photo 12), which has side slopes that have
been covered with geojute but nonetheless remain poorly vegetated.

Photo 12 Side slopes on the RoW at KP182
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