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Preface

his Project Update, the twenty-fourth such report for the Chad Export Project (also referred

to as the Chad/Cameroon Development Project), covers the period from January through
June, 2008. When the project completed the construction phase, a milestone marked by the
financial closure procedure in late 2004, the project’s reporting schedule shifted from quarterly
to biannually. Thus, the reports formerly titled Quarterly Reports were retitled as Project
Updates to acknowledge the new publishing schedule. Other than the new schedule and title,
the content of the reports remains essentially unchanged. The reports continue to include the
same topics ranging from production and environmental management to safety, compensation,
consultation, employment, local business spending, and health.

This report reflects the activities of the project operating company and its prime contractors,
with a particular focus on compliance with the Environmental Management Plan. Several
entities share responsibility for implementing the project.

e Oilfield development and production in Chad is conducted by Esso Exploration and
Production Chad Inc. (EEPCI) on behalf of the Consortium (Esso, Petronas, Chevron).

e Pipeline activities in Chad are conducted by the Tchad Oil Transportation Company S.A.
(TOTCO).

e Pipeline activities in Cameroon are conducted by the Cameroon Oil Transportation
Company S.A. (COTCO).

e During construction, EEPCI provided project management services to TOTCO and COTCO.

These reports are submitted through, and subject to verification by, the World Bank and Lender
Group as a reporting requirement of the project’s partnership with the Bank and the two host
countries.

This report also represents a commitment to transparency by Esso and its co-venture partners.
By publishing this information, the project wishes to make it possible for the World Bank and
Lender Group, the citizens of the host countries, interested non-governmental organizations
(NGOs) and others to stay well informed about the project as it unfolds.

The reports are posted on the project’s website (www.essochad.com). A limited quantity of
printed reports is also distributed to stakeholders in fulfillment of reporting requirements and
to make information more readily available to the citizens of Chad and Cameroon, where very
few people have access to the Internet. Reports are also available in French.

October 2000 has been designated as the official start date of the project for the purposes of data
compilation. Currency conversions are based on the rate of exchange at the time of the
expenditure and this edition utilizes an exchange rate of 447 FCFA to one U.S. dollar for the first
guarter of 2008 and 428 FCFA for the second quarter. Certain multi-year totals (e.g., local
business expenditures, compensation, etc.) have been re-calculated from past reports to conform
to historic exchange rates.
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Section

Snapshot Summary

e Five years after oil first entered the export pipeline in southern Chad, the project was
approaching a milestone 300 shipments of oil with 266 million barrels sent to world markets.

e Crude oil output has been holding at about 131,000 barrels per day, made possible by the
project’s production support effort.

- The high pressure water injection program now has 28 wells online, helping to maintain
needed pressure in the oil bearing formations.

- Atotal of 227 well enhancement procedures were conducted in the last four quarters, 116 of
them in the first half of 2008.

- Drilling crews added 58 new production wells in the last 12 months, bringing the project
inventory to 449 active production wells.
e The entire production support effort, including water injection, well enhancement procedures
and additional oil wells:

- Produces an estimated 75,000 barrels per day over the level that would be possible without
those investments.

- Has required the Consortium to dedicate about two-thirds of its project revenue to fund the
complete array of production enhancements along with other production expenses.

e Project environmental monitors recorded ten Environmental Management Plan non-compliance
situations in the first half of 2008, four in the first quarter and six in the second quarter. All were
Level | situations, the most minor level. No spills occurred during this reporting period.

e Project personnel celebrated two major safety achievements in the first half of 2008, representing
tens of millions of work hours without a major accident in the workplace.

- In Chad, where the project’s intensive drilling and construction activities take place, workers
for EEPCI and TOTCO and their contractors completed two years without a lost time
incident beginning in June, 2006.

- In Cameroon, workers for COTCO'’s pipeline operations and contractors completed more
than five years without a lost time incident beginning in January, 2003.

e The project held over 430 public consultation sessions so far in 2008, making a 12 month total of
more than 820. Over 21,000 people attended consultation sessions in the last four quarters.

e Individual land use compensation in cash and in-kind payments paid by the project totaled:
- Over 635 million FCFA (over $1.4 million) in the last four quarters.
- Over 11.7 billion FCFA (nearly $19.1 million) since the project began.




Snapshot Summary

The work to mitigate land use impacts in the Oilfield Development Area achieved a series of key
milestones in the first half of 2008.

- The first village specific action plan has been completed and largely implemented. As a
result, a severely affected village has been moved to a low impact category.

- Last year’s backlog in the well pad reduction program has been cleared. A total of 516 well
pad sites have been reduced in size and the surplus land has been returned for farming.

- Inalittle more than two years, a total of 814 hectares has been reclaimed and returned to
farming. The project’s total land use footprint has been reduced by 200 hectares.

The project achieved a major reduction in flaring with the installation of millions of dollars of
compressor equipment. Flaring now averages less than 600,000 cubic feet per day of gas
consumption, one-tenth of its former level.

Divers found the offshore marine terminal teeming with fish and other marine life during an
inspection in the second quarter of 2008. The divers found no defects and their dive work
completed a year-long inspection program of the entire export system.

The project worked with stakeholders during the second quarter to correct misunderstandings
about disposal of waste containing some asbestos at the landfill site at Pump Station 3 in Bélabo.

- The waste containing the asbestos was removed from the Floating Storage and Offloading
vessel in preparation for an upgrade project that began in 2006.

- The waste disposal site at Pump Station 3 is a designated Class 1 landfill, the most rigorous
classification of environmental protection according to international standards.

A small company in Chad has begun making EcoBriquettes from waste materials, including
cardboard recycled from the project. If successful, the new source of fuel may reduce the cutting
of trees for cooking fires, a major contributor to desertification in Chad.

Wages paid to national workers for the last 12 months totaled 22.7 billion FCFA ($50.6 million).

- Chadians and Cameroonians combined held just over 89% of the project’s direct
employment jobs at mid-year 2008.

- About 70% of the Chadians and Cameroonians working for the project held skilled or semi-
skilled positions at mid-year 2008. Another 6% held supervisory positions.

The project’s purchases of goods and services from local suppliers totaled nearly 121 billion
FCFA (about $268 million) for the last 12 months.

- In Chad, four quarter local business spending totaled 96.4 billion FCFA (approximately
$213.6 million).

- In Cameroon, four quarter local business spending totaled 24.3 billion FCFA (almost $54
million).

- For the entire project, purchases of goods and services from local suppliers now totals over
one trillion FCFA (over $1.8 billion) since the project began.

Capacity building classes have started in an innovative business training program designed to
build local businesses in Chad. The curriculum has been built on a comprehensive needs
assessment with information gathering through in-depth interviews with Chadian businesses.
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The project’s health clinics provided more than 25,000 health care visits over the last 12 months,
more than 11,000 of them in the first half of 2008. This level of care represents an average of
more than three health care visits per year for each project worker.

Community contributions by the project in Chad and Cameroon now total more than $9 million.

- Three public clinics in the oilfield region of southern Chad have reopened following project-
donated renovations and expansions. Nurses report that they are seeing double the number
of patients they were able to serve before the clinic improvement projects.

- Cameroon has its own fiber optic backbone cable that will connect even small towns to the
rest of the world. The telecommunications breakthrough was made possible by collaboration
between the project and the government of Cameroon. Cameroon paid for the cable and the
project installed it in the export pipeline trench during the pipeline construction.

In the first half of 2008, project payments for royalties, taxes, fees, permits and duties added up
to $782 million for a total of $1,244 million paid in the last four quarters. Chad’s total revenue
since the project began has exceeded $3 billion.
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Production

Section

Production & Construction

Five years after oil first entered the export pipeline in southern Chad, the
project was approaching a milestone 300 shipments of oil from its marine
terminal at Kribi, Cameroon. This output was made possible by a multi-
faceted production support program that has held crude oil output at a level of
nearly 131,000 barrels per day for the first half of 2008.

® The high pressure water injection program now has 28 wells online,
helping to maintain needed pressure in the oil bearing formations a mile
beneath the surface of the oilfields.

® In the last twelve months, a total of 227 well enhancement procedures were
conducted, 116 of them in the first half of 2008.

® Dirilling crews added 58 new production wells in the last 12 months, 28 of
them in the first half of 2008, bringing the project inventory to 449 active
production wells.

Unusually high world market prices for oil, combined with the project’s
production support program, have yielded $3.25 billion in revenue for Chad in
the first five years of production. That exceeds by far the revenue originally
predicted for the entire 25 to 30 year estimated lifetime of the project. For more
information on this topic, see the chapter on Chad’s Oil Revenue.

Average daily production was 130,700 barrels for the first half of 2008. By the
end of June, the project had produced a total of nearly 266 million barrels of

Statistics e °
crude oil in 291 tanker shipments.
4 Production Statistics for Last Four Quarters
(net volume of shipments from marine terminal)
3rd Qtr 4th Qtr 1st Qtr 2nd Qtr | 12 Month | Project
2007 2007 2008 2008 Total to Date
Millions of Barrels 12.7 13.0 114 12.3 49.4 265.5
Export Tankers 13 14 13 14 54 291
Chad’s The steps being taken to maintain oil production in Chad are designed to deal
Challenging With achallenging and unusual combination of geological issues in the Doba
Geology Basin oil producing area. The full extent of these geological challenges in

Chad’s Doba Basin - and the solutions to meet those challenges - could only be
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completely understood after oilfield development began and many wells had
been drilled. Each new well yielded more data that helped engineers put
together a more complete picture of the geological conditions a mile below the
surface and what to do about them.

So far, the array of solutions includes high pressure water injection, frequent
well stimulations and drilling additional oil wells. The solutions have been
working because engineers estimate:

® The pressure maintenance program, including high pressure water
injection, has increased production by 16 thousand barrels of crude oil per
day beyond what it might have been.

® The frequent well stimulations program has added another five thousand
barrels of production per day.

® The drilling of additional oil wells over the originally anticipated number
has contributed more than 54 thousand barrels of production per day.

® These three solutions together have thus increased current production by a
total of over 75 thousand barrels of crude oil per day over what the output
might have been without these investments.

The Consortium has so far dedicated about two-thirds of its project revenue to
the costs associated with these production enhancements along with other
production expenses.

Issues and Solutions

Issue: Declining reservoir pressure failing to push the oil to the wells
Solution: Inject water deep underground to maintain pressure
Oilfields almost always depend on pressure to move crude oil to the wells. In
the Doba Basin, the water trapped with the oil under a dome of nonporous rock
provides the pressure that pushes the oil to the wells. Higher reservoir pressure
means a stronger pushing force and better recovery of the oil. However, in the
Doba Basin of southern Chad, reservoir pressure has been declining earlier in
the production cycle than was originally expected. To maintain reservoir
pressure and help maintain production levels, the project has built a high
pressure water injection system. The water to supply the injection program is
separated from the crude oil as it is processed for shipment to market.

Issue: Pores in oil bearing sands clog easily, cutting the flow of oil

Solution: Frequent “back wash” well stimulations to clear the clogs
Closer spacing of oil wells to increase access

Many people imagine that oil sits in underground lakes and oil wells are like
soda straws to siphon off the liquid. In fact, however, the oil saturates
subterranean sands. The oil must flow through the pores of the oil bearing
sands to reach the wells. In the Doba Basin oilfields, the oil carries particles
that combine with the oil to periodically block the pores of the formation in a
zone around the well. The project has responded with a program of frequent
well stimulations that back wash the pores in the formation, pushing the
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particles out of the way and improving the flow of oil. Another part of the
solution will be to locate wells closer together and drill more of them in order
to increase extraction. The project also is looking into new ways to drill and
complete wells to potentially reduce the clogging problem.

Issue: Oil deposits not continuous within the oil fields
Solution: Drill more wells to extract the unevenly distributed oil
The oil deposits in southern Chad developed millions of years ago from river
channels as opposed to large swamps or lakes. Thus, the sands that bear the oil
were laid down and formed in channels that are layered on one another, each
channel meandering and braiding just as a river would over the millennia. In
addition, these meandering channels are layered in with rock that doesn’t bear
any oil. This meandering and layering of channels makes the oilfields
extremely complex and difficult to develop. Geologists and engineers gained
better understanding of this complex geology over time as the oilfields were
developed. It became clear with new understanding that more oil wells were
required to completely develop Chad's oil from such a complex system.

Mitigating Land Use Impact

Some of the solutions for these challenging geological conditions may require
additional use of land and that could affect the farmers in the Oilfield
Development Area. The project remains committed to mitigating these potential
impacts and preserving farmer livelihoods.

Work continues with socioeconomic experts so that farm household livelihoods
will be sustained. The scope of the Land Use Mitigation Action Plan is being
extended, including studies of methods for developing new farm land. One
option, for example, might be to identify river side wetlands where Chad’s
traditional rice growing practices could be promoted in the oilfield area. For
more information see the section Looking Forward in the chapter Land Use in the
Oilfield Development Area.

In addition to the socioeconomic work, engineers have scheduled trials over the
next year to test several techniques of drilling wells at an angle (technically
called deviated drilling). The nature of the subsurface formations in the Doba
Basin will not permit some of the more aggressive forms of angle or even
horizontal drilling. However, some shallow angle options might be possible. If
the trials prove effective, this technique might allow more than one well to be
sited on a single well pad.

® Sharing of well pads could reduce the total number of well pads needed to
extract Chad’s oil and thus reduce the land impact of the drilling program.

® In addition, sharing of well pads could allow the sharing of electrical power
lines and oil flow lines, further reducing the need for land.

Going forward, development of the oilfields will be done in sections called fault
blocks. The formations in the project’s southern Chad oilfields have been broken
up into these blocks by millions of years of seismic activity. By working block-
by-block, the project will be able to optimize the pattern of wells and reduce the
amount of land required to continue the development of Chad’s oil.
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Maintaining Production: High Pressure Water Injection

The project’s water injection program, including high pressure water injection, has been boosting production
by an average of 16 thousand barrels of oil per day to help maintain crude oil output from Chad. This map of
the Komé oilfield (center) illustrates the distribution of water injection wells on two flanks of the field. Powerful
pumps like the one pictured here (top right) force water deep underground to help maintain the pressure
needed to produce oil from subterranean formations. “Produced water” extracted from the oil drawn up by the
wells must be removed from the crude before shipment to market. It is then recycled by returning it deep
beneath the surface into the oil bearing formations. The injected water increases the pressure in the reservoir,
which pushes the crude oil towards the oil wells as shown in the cross section (bottom right).

Water

Water injection helps maintain pressure in the
reservoir. The pressure, trapped under a dome
of shale, pushes the oil toward the oil wells.

10



Production & Construction

Maintaining Production: Well Stimulations

These “time lapse” sketches illustrate (from left to right) the way oil can combine with fine particles found in
the Doba sand formations. 1. Initially, the pores in the oil bearing sands are open, allowing a free flow of oil.
2. Over time, as oil is extracted, particles are drawn into the pores. 3. Ultimately, the particles and the oil
clump together and clog the pores in the sands around the well.

When the permeability of the oil bearing sands has been impaired, only a limited amount of oil can get
through. As a remedy, well service teams (below) back wash or “stimulate” the well using fluids such as salt
water. Well stimulations flush the particles out of the pores in the oil bearing sand and push them away from
the well to help restore porosity, helping oil flow and helping to maintain the level of oil production.

Well stimulation operations like this one in the Komé oilfield push brine or some other liquid through a system
of pipes into the well to flush away agglomerations of particles and oil that clog the pores in the sands in a
zone around the well, blocking the oil from flowing freely and cutting into oil production. These types of
frequent well stimulations have lifted oil production by more than five thousand barrels per day.

11
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Maintaining Production: More Oil Wells Required

Over the next few years, drillers will move from fault block to fault block in the oilfields optimizing oil
extraction and designing the well layout to minimize land use impact on local farmers. The block-by-block
drilling approach for the new wells will make it possible to customize the drilling pattern to extract the
maximum oil from each subsurface complex of meandering, interwoven channels of oil bearing sands.

12
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Ongoing Upgrade for Floating Storage and Offloading Vessel

A two-year upgrade program continues at the marine terminal’'s Floating Storage and Offloading Vessel,
permanently moored offshore from Kribi, Cameroon. The upgrade is enhancing the efficiency of the FSO
equipment and improving the automation systems, as well as providing some environmental protection
benefits. In these photos, an operator opens a steam valve to begin a test for an overhauled main cargo
pump (top) and a new control panel (bottom right) aids control of a rebuilt generator (bottom left).

13
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Progress: COTCO’s New Headquarters in Douala

Finishing work has started on the new project headquarters for COTCO in Douala, Cameroon. Exterior
stucco, dry wall and interior fittings such as doors, glass and tile are being installed by the all-Cameroonian
work crews. Structural work is done and wiring, pipes and air conditioning have been installed. The project is

estimated at 75% complete.

14
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Reportable EMP Situations

roject environmental monitors recorded a total of ten Environmental

Management Plan non-compliance situations in the first half of 2008, four
in the first quarter and six in the second quarter. All of the non-compliances
were categorized as Level | situations, the most minor level of non-
compliance. No spills occurred during this reporting period.

The three-level ranking system for EMP non-compliance situations was
designed as an early warning mechanism to detect issues and help correct
non-compliant behaviors and practices well before they became serious
enough to cause damage.

Level Il
Serious

Impact to
an identified
sensitive resource

Level |
Early Warning

No significant impact to an identified sensitive
resource, but not consistent with the EMP

This pyramid illustrates the project’s early warning system approach for identifying
and managing EMP non-compliance situations. The first two levels serve to alert
the project to potential environmental impacts. Only the top level, Level Ill,
indicates actual serious environmental impact to a defined sensitive resource.

No spills took place in the first half of 2008.

The project’s Environmental Management Plan requires the reporting of all
spills into a body of water or in a wetland area — no matter how small they

15



Reportable EMP Situations

Level Il & 111
Non-Compliance
Situations

might be. In addition, all land surface spills greater than 150 liters (40 gallons)
in volume must be reported.

No Level Il or Level 11l non-compliance situations were recorded in the first
half of 2008.

Level 1l non-compliance situations are defined as situations that have not yet
resulted in clearly identified damage or irreversible impact to a sensitive or
important resource, but require expeditious corrective action and site-specific
attention to prevent such effects.

Level Il non-compliance situations are defined as critical situations that

typically involve observed damage to a specifically identified sensitive
resource or a reasonable expectation of impending damage.

Reportables

4 Total Reportable Situations by Country

Tally for 1st & 1st Qtr 2008 2nd Qtr 2008
2nd Quarters Level | Levelll Levellll Total] Level | Levelll Levellll Total
Chad 0 0 3 1 0 0 1
Cameroon 0 0 1 5 0 0 5
Total 0 0 4 6 0 0 6
4 Non-Compliance Situations by Company
1st Qtr 2008 2nd Qtr 2008
Levell Levelll Levellll Total | Levell Levelll Levellll Total
Bantou 0 0 0 0 1 0 0 1
COTCO 1 0 0 1 3 0 0 3
Guaranty 0 0 0 0 1 0 0 1
PSN 3 0 0 3 1 0 0 1
4 Non-Compliance Situations by Category
1st Qtr 2008 2nd Qtr 2008
Levell Levelll Levellll Total | Levell Levelll Levellll Total
Air Quality Monitoring 0 0 0 0 1 0 0 1
Hiring Requirement 0 0 0 0 1 0 0 1
Land - Access Management 0 0 0 0 1 0 0 1
Land - Unapproved Use 2 0 0 2 0 0 0 0
General Construction Practices 1 0 0 1 0 0 0 0
Regulatory - Aerial Patrols 0 0 0 0 1 0 0 1
Socioeconomics Data Reporting 0 0 0 0 1 0 0 1
Wildlife - Hunting Prohibition 0 0 0 0 1 0 0 1
Water Quality Monitoring 1 0 0 1 0 0 0 0
Total 4 0 0 4 6 0 0 6

16
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Safety

Project personnel celebrated two major safety achievements in the first half
of 2008, representing tens of millions of work hours without a major
accident in the workplace.

® |n Chad - where the project’s intensive drilling and construction activities
take place - workers for EEPCI and TOTCO and their contractors
completed two years without a lost time incident beginning in June, 2006.

® |n Cameroon, workers for COTCO’s pipeline operations and contractors
completed more than five years without a lost time incident beginning in
January, 2003.

Measuring Safety Performance

The tabulation and statistical analysis of accident reports plays a crucial role in
accident prevention efforts for large industrial projects like the
Chad/Cameroon Development Project.

e Like many other companies, ExxonMobil has selected the widely
recognized OSHA guidelines as a standard for measuring safety
performance worldwide. Thus, statistics from the project can be
compared to those from other locations.

® OSHA guidelines are also widely used by many other oil companies
and a number of similar industries, thus providing a further source of
benchmarks for measuring the project’s safety performance.

In addition to worldwide application of the stringent OSHA guidelines, Esso
also complies with all local requirements for compiling and reporting
accidents and accident statistics that may be in force in the countries where it
operates. However, the governments of Chad and Cameroon have not adopted
any detailed standards for accident recording and reporting.

Transparency of Results

Accident reporting by the project in Chad and Cameroon is consistent with,
and in some cases superior to, transparency practices followed in most
industrialized nations.

e All major accidents, including ones that fall outside the OSHA accident
reporting guidelines, are immediately reported to local authorities for
investigation. Local law enforcement authorities generally are on the

17



Safety

Third Party
Vehicle Accident

Lost Time
Incident

Restricted Work
& Medical
Treatment Cases

scene shortly after a major accident, and the project cooperates fully in
all police investigations. Thus, the project’s reporting of accidents is
much the same as in the United States and many other countries, where
police, fire or other emergency agencies are called to major accident
scenes.

® In addition, the project’s OSHA-based safety performance statistics are
published in these Project Update reports. As indicated in the Preface,
the reports are posted on the Internet (www.essochad.com) and
hundreds of printed copies are distributed to a wide array of
stakeholders, including NGOs, in the two host countries and in the
international community.

14 May: Sadly, a project-related road accident in mid-2008 resulted in a fatality.
Four project workers were on their way home to Bebédjia when the driver lost
control of the vehicle on a blind bend, colliding with a motorcycle. Two
women on the motorcycle were hurt. One of the injured women was seven
months pregnant and she lost her unborn child following the accident. The
accident was not recordable as a workplace accident under OSHA guidelines
but has been stewarded through a full investigation and a set of action steps to
prevent future occurrences.

2 June: A property line boundary wall of the new COTCO headquarters
building collapsed during construction operations, striking two workers. One
of the workers was hurt and the injury was classified as a lost time incident. A
full investigation has been conducted and measures implemented to prevent
reoccurrence, including a safety stand down at the work site to counsel
workers on proper safety procedures.

Seven restricted work and medical treatment cases were recorded by the
project during the first half of 2008, three in the first quarter and four in the
second quarter. The rolling four quarter trend shows 16 restricted work and
medical treatment cases in the last 12 months, down 20% from the total in the
four quarters of 2007.

The most significant categories of restricted work and medical treatment cases
for the project in the first half of 2008 were three hand and finger injuries and
two eye injuries.

18
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Safety Statistics 4 On-the-Job Injuries (OSHA Reportables)

3rd Qtr  4th Qtr 1st Qtr  2nd Qtr 4 Qtrs Project

2007 2007 2008 2008 Total (Since 2000)
Fatalities 0 0 0 0 0 4
Lost Time 0 0 0 1 1 22
Restricted Work 2 1 2 4 9 129
Medical Treatment Required 4 2 2 4 12 248
First Aid Cases 17 15 26 23 81 2527
Worker Hours (thousands) 5,609 5,865 4966 4915 21355 206065
Trend Analysis
Recordable Incident Rate 0.21 0.10 0.16 0.37 0.21 0.39
Lost Time Incident Rate 0.00 0.00 0.00 0.04 0.01 0.02

These project safety statistics are for EEPCI, TOTCO, COTCO, other affiliates working for the project and their respective contractors.

They include incidents involving a location, property or activities owned, controlled or supervised by those entities.

4 Traffic Safety Tally

3rd Qtr 4th Qtr 1st Qtr 2nd Qtr 4 Qtrs Project
2007 2007 2008 2008 Total (Since 2000)
Traffic Accidents 13 10 5 8 36 788
Includes all project vehicle traffic incidents - minor and major vehicle damage accidents plus injury accidents.
4 Traffic Accident Count - Ongoing Improvement
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The project’s annual vehicle accident count has been cut dramatically over the last five years. In the
four quarters ending in mid-2008, the count dropped to 36 accidents — a 15% improvement from the
calendar year 2007 and a reduction to one-fourth the construction phase level in 2002. The
improvement comes from a campaign of rigorous accident prevention including cause investigations,
defensive driving training, vehicle and driver spot checks, and disciplinary action. About one-third of the
vehicle accidents in 2007 involved vehicles backing up at the time of the accident and special action has
been taken to address that problem.

19
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Driver Safety Performance: Putting Electronic Monitoring to Work

A new program utilizing the project’s electronic driver performance monitoring devices has improved
safety compliance in the oilfield area. Safety monitors (top left) station themselves along frequently
traveled roads with radar guns. When they detect a vehicle traveling over the posted speed, they wave
the vehicle over and show the driver the screen of the gun with the speeding indication (bottom left).
Then, right on the spot, they download the data from the vehicle’s “Drive Right” driver performance
monitoring device to a laptop (top and bottom right). The driver data is then forwarded from the project’s
safety advisor department to the driver’'s supervisor. The driver can then be counseled about safe driving
practices and possibly be sent for remedial driver safety training. Thanks to the monitoring and feedback
program, speeding problems along this open stretch of road have been cut to well below 1% of the drivers
checked with the radar speed gun.

20
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Driver Safety Performance: Skill Building “In Reverse”

This “driver rodeo” course puts prospective project drivers through their paces under the watchful eye of
an expert instructor, seen here coaching a student during a series of exercises in reverse gear driving.
The driver rodeo course builds such practical skills as parking, turning and checking for hazards.

Alnodji Mbaraka, Driving Instructor (left in above photo): “About 36% of our accidents happen when the
driver is backing up, so we have exercises to focus on that problem. Everyone must go through this driver
rodeo training before driving our cars, even if they have a Chadian driving license. People must also take
our class on safety policies and they go through a practical course in defensive driving techniques.”
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Well Pad Anti-Theft Program: A Community Safety Benefit

Theft of well pad fittings continues to be a significant problem in the oilfield area. The thefts present hazards
to the thieves and oilfield communities in addition to the cost of the stolen and damaged property. Hundreds
of protective fences were stolen. Thieves cut into more than 100 high power electrical cables or antennas and
removed bolts from over 150 high voltage transformers. A watchman program in cooperation with national
gendarmes significantly slowed but did not stop the thefts. The project has judged it impractical to reinstall
hundreds of fences only to have them stolen again.

To fight theft and alleviate hazards, the project
has been hardening vulnerable sites.
Telemetry antennas (left) are mounted on tall,
hardened steel poles protected by razor wire.
Electrical cabinets are locked (top right). Bolt
threads (middle right) on high voltage
transformer cases are marred to prevent
removal. Steel pipe and covers (bottom center
and right) encase high tension copper cables
to guard against thieves’ machetes.
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Celebrating Safety: COTCO in Cameroon

Project workers celebrated their safety achievements throughout the project in June. In Cameroon, COTCO
employees are shown here receiving one of the highest awards for performance in the system of the
project operator, Esso. To earn the Vice President’'s Safety Award, COTCO achieved a five year record of
no Lost Time Incidents in the workplace, one of several factors that contributed to the award.

23



Safety

Celebrating Safety: EEPCI and TOTCO in Chad
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Food, dancing, door prizes and congratulations - 2,000 of the project’'s workers in the Chad oilfield area
celebrated their own achievements at mid-year. EEPCI, TOTCO and their contractors completed two
years without a Lost Time Incident in the workplace and received a Vice President’'s Award for safety,
health and environmental accomplishments.
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Section

Consultation & Communication

During the first half of 2008, the project held over 430 public consultation
sessions, bringing the total for 12 months to over 820. More than 21,000
people attended project consultation sessions in the last four quarters.

4 Consultation Meetings Tally

3rd Qtr 4th Qtr 1st Qtr 2nd Qtr
2007 2007 2008 2008 Total

Chad

Sessions 60 54 85 47 246

Attendees 4,665 2,541 2,071 2,449 11,726
Cameroon

Sessions 185 97 160 140 582

Attendees 4,032 1,228 1,757 2,470 9,487
Project Total

Sessions 245 151 245 187 828

Attendees 8,697 3,769 3,828 4,919 21,213

Update:
Cameroon’s
Social Statement
Process

The Social Statement process in Cameroon has cleared all Category 1 cases and
the majority of remaining Category 2 cases. These categories are an integral
part of the process established to manage a diverse array of concerns among
the project area residents, a grievance resolution arrangement to resolve claims
in a fair and expeditious manner.

The Social Statement process involves Cameroon’s Pipeline Steering and
Monitoring Committee, NGOs, and COTCO. This group works with the
affected villagers to prioritize the cases into categories for resolution.

® All 42 of the cases that were designated as Category 1 have now been
resolved. By consensus, Category 1 cases were considered to be the
responsibility of COTCO.

® Nearly three-fourths of Category 2 cases have been resolved, 105 of 146
cases. Category 2 cases are being resolved by the project through its
donation program. For example, the project has rehabilitated several dozen
village water wells in this category.

The social statement collaboration has now focused on remaining Category 3
cases where the social statement group has not yet reached consensus.
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® About 40% of the Category 3 issues have already been resolved. A total of
159 cases remain.

® The social statement group met multiple times during the first half of 2008,
and made three field visits to personally examine the remaining cases.

Consultation on the Land Use Mitigation Action Plan

.

Much of the project’s consultation and communication focus in the first two quarters of 2008 was on the
land use situation in the Qilfield Development Area in southern Chad. This village meeting in Megada was
held to explain and allow people to ask questions about a land use mapping survey that will be conducted
in the third quarter. For more information on the work being done to mitigate the land use situation see the
section Land Use in the Oilfield Development Area.
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Section

Compensation

Total individual land use compensation paid by the project in the last four
quarters totaled over 635 million FCFA (over $1.4 million) in cash and in-
kind payments. A total of over 11.7 billion FCFA (nearly $19.1 million) in
individual compensation has been disbursed since the project began.

4 Tally of Individual Compensation (Millions FCFA)

3rd Qtr 4th Qtr 1st Qtr 2nd Qtr 12 Month | Project to

2007 2007 2008 2008 Total Date
Chad 147.7 134.6 150.5 186.1 618.9 6,041.9
Cameroon 1.6 6.9 3.0 5.0 16.5 5,659.9
Project Total 149.3 141.5 153.5 191.1 635.4 11,701.8

Overall Status of
Compensation
Program

Now that most of the project facilities have been completed in both Chad and
Cameroon, compensation has stabilized at levels well below those from 2000 to
2003 when construction was underway for the central oilfield facilities, the
initial oilfield development, and the export pipeline system.

® In Chad, ongoing compensation generally relates to land needed for new
wells and other facilities aimed at enhancing daily crude oil output. (For
more information on compensation and resettlement, see the section Land
Use in the Oilfield Development Area.)

® |n Cameroon, where construction ended in 2002, compensation activities
generally relate to the ongoing Social Statement process to resolve a list of
concerns and grievances developed in collaboration with local NGOs,
representatives of the government of Cameroon, and villagers. There are
also periodic requirements to compensate for land use required for
maintenance or facilities improvements. (For more information on the
Social Statement process, see the section on Consultation &
Communications.)
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Context:
Evolution of
Land Use
Situation

Section

Land Use In the
Oilfield Development Area

Work to mitigate land use impacts in the Oilfield Development Area
passed a series of key milestones in the first half of 2008. Each of the
achievements, building on the Land Use Mitigation Action Plan adopted in
2007, aims to sustain the long term livelihoods of area farmers while
simultaneously obtaining use of the land required to fully develop Chad’s oil.

® The first village-specific action plan has been completed and largely
implemented. The plan provides for additional land for farmers as well as
improvements in training programs to help farmers make more money
from their crops and non-farming skills. As a result, the village of
Dokaidilti has been moved to a low land use impact category from its
former designation as severely affected.

® Last year’s backlog in the well pad reduction program has been cleared. A
total of 516 well pad sites have been reduced in size, the surplus land
reclaimed and then returned for farming.

® In a little more than two years, a total of 814 hectares have been reclaimed
and returned. The project’s total land use, its footprint, has been reduced
by 200 hectares.

EMP Compensation Programs

Since construction began in 2000, the project has compensated nearly 12,900
individual land users for more than 7,000 hectares of land in 375 villages
along the entire length of the project from Komé, Chad to Kribi, Cameroon.

Over the history of the project, individual land user compensation in the
oilfield area has been paid for more than 3,800 hectares of land involving just
over 4,400 individuals. The project has thus utilized at one time or another
about 3% of the 100,000 hectares of land in the Oilfield Development Area.
When all the temporary construction use land has been returned, the
percentage of use will be just over 1% of the 100,000 hectares. The project
currently occupies just over 2,400 hectares of land in the Oilfield Development
Area.

All land users and villages have been compensated according to the
Environmental Management Plan that was approved prior to project
construction. The project’s compliance with the EMP compensation
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requirements has been documented in these Project Update reports and by
the World Bank’s External Compliance Monitoring group and the
International Advisory Group. (For statistics on the latest compensation for
land use, see the section on Compensation.) A set of principles set out in the
EMP have guided the compensation effort, including:

® A transparent compensation procedure with a minimum of four
information and consultation steps so that all village residents can see that
no other resident is gaining an advantage.

® Sensitivity to cultural practices and local legal requirements. Most land is
controlled by the village and allocated by the local chief. In Chad and
Cameroon, nearly all land is legally owned by the state. So farmers, rather
than owning land as in Europe or North America, have only the use of the
land for crops. The project therefore does not buy land but compensates
for farmer labor and lost crop opportunities as provided in the EMP.

® Recording all compensation transactions. Each payment is archived with a
photo of the transaction and the recipient’s thumb print.

® Avoiding resettlement of households through project redesign and by
offering two resettlement alternatives - Improved Agriculture Training
and Off-Farm Employment Training.

Oilfield Development Area Situation

As the three original oilfields were being developed, and results began
coming in from the completed wells, it became clear that more wells would be
needed in order to develop the Doba region oil. This additional drilling, and
the infrastructure to collect the oil and to supply electricity to the wells, was
consuming more land than originally anticipated.

® The project’s efforts to address this land use situation began in mid-2005,
when it declared a Level Il Noncompliance Situation regarding the pace of
returning to communities temporary use land that had been reclaimed in
accordance with the Environmental Management Plan (EMP).

® |n early 2006, the project freed the necessary construction resources to
begin clearing the land reclamation backlog so that the land could be
returned to villages for agricultural use.

® |nJune, 2006, the authors of the Chad Resettlement and Compensation Plan
Evaluation Study (Drs. Robert Barclay and George Koppert, 2006) collected
field data for their independent study jointly commissioned by the project
and the World Bank. The study design took into account concerns about
land availability in the Oilfield Development Area which had been raised
by the project’s external monitoring groups, civil society and the IFC.

® By the end of 2006, based on the study, as well as input from the World Bank
Group, the project had developed an initial mitigation action plan and had
begun implementing it.
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Action Plan
Progress Report

® The final Land Use Mitigation Action Plan, adopted in April 2007,
enhanced the initial plan through collaboration with the Environment and
Social Development Department of the World Bank Group’s International
Finance Corporation. For the full text of the finalized Action Plan and
associated documents, see the project website at www.essochad.com.

® The project and the World Bank staff agreed at mid-year on a formal
documentation process for changes resulting from the Action Plan. As set
out in the EMP, the project is utilizing its Management of Change process.

® A team of experts assigned to implement the Land Use Mitigation Plan
has completed all the 2007 commitments outlined in nine Action Areas, as
documented in Project Update Report #23. The mitigation effort has now
moved forward, building on those first year advances.

Since the last edition of this report, significant progress has been achieved in
each of the nine Action Areas, advancing the Land Use Mitigation Action Plan
beyond the original first year work commitments adopted in April 2007.

Identification & Assessment (Action Area 1): A key foundation to the
mitigation planning has been the building of a more complete and detailed
inventory of land, land users and project facilities, utilizing the latest satellite
survey technology combined with comprehensive household-by-household
sociological surveys.

® Village land use surveys have now been completed in four villages:
Dokaidilti, Dildo, Ngalaba and Mainani as of the end of June.

® New land surveys have commenced at Madjo, Bero, Mbanga, Begada,
Danmadjia and Mouarom. Work in Bela will begin soon.

® Additional survey teams of Chadian topographers and sociologists were
being hired and trained in order to expedite the survey work.

Land Use Impact Reduction (Action Area 2): Farmers require land in order to
grow crops and thus maintain their livelihoods. In order to minimize the
project’s use of land - to reduce the project’s footprint - construction teams
have been working to reclaim land being used by the project so that it can be
returned to farming. Among other things, the returned land comes from a
well pad size reduction program along with reclamation in pipeline right of
ways, laterite borrow pits and a large area of unused air strip land at Komé.

® The well pad size reduction program has so far returned 516 reclaimed
sites to farmers, eliminating last year’s well pad reclamation backlog. At
the end of the second quarter, 37 additional sites were in reclamation or
had not yet been released for reduction following well drilling. The arrival
of the annual rainy season has now temporarily halted reclamation
activities.
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® OQverall, since the project began, nearly 40% of all temporary use land has
been returned for farming. In addition, some land originally designated
for permanent use has also been reclaimed and returned.

In the first half of 2008, 239 hectares of land was returned for farming
use.

In just over two years of land reclamation work, 814 hectares of land
was returned.

Resettlement (Action Area 3): The Action Plan sets an overarching goal of
livelihood restoration for households and communities most affected by the
project’s land needs. The Environmental Management Plan offers
resettlement to households where farmers no longer have the defined amount
of land required for economically viable farming. The Action Plan calls for
site specific plans to restore livelihoods in these cases.

The first site specific plan was approved for the village of Dokaidilti in
early 2008. By the end of the second quarter, much of the Dokaidilti plan
had been achieved.

Large plots of land at the ends of the Komé airstrip were reclaimed,
enough land to move Dokaidilti into the low impact category from its
original designation as severely affected.

Significantly affected households have been identified and mitigations
planned for them, enough to bring their livelihoods up to the required
level by the end of 2008.

Some household mitigation has already begun. For example, the first
“third party compensation” has been arranged. The new land
approach arranges for a village user to donate land to someone who
needs more land, with the project compensating the donor.

The village had completed much of the assessment and consultation
process that will lead to a supplemental compensation local
development project.

Site specific planning has commenced for villages of Dildo and Ngalaba,
utilizing the Dokaidilti village plan as a framework.

In addition to village planning, 175 high priority affected households have
so far been surveyed to prepare for household level livelihood restoration.

Off Farm Training (Action Area 4): The Environmental Management Plan
offers Off Farm Training as one of two options to physical resettlement for
households qualifying for livelihood maintenance. The Action Plan aims to
improve its implementation.

® The final recommendations for strengthening Off Farm Training were
approved in the second quarter following a comprehensive field study.
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® An array of improvement recommendations have been put into effect.

Management of the training program has been tightened with steps
such as student monitoring following training.

Small business skills training such as adult literacy and numeracy will
be offered to improve the potential for success of program trainees.

Households will be encouraged to opt for land and agriculture
solutions. For example, Off Farm Training will not be offered in the
three original fields of the Qilfield Development Area because that
market area has been saturated with new businesses created during
the first years of the program.

Improved Agriculture Training (Action Area 5): Improved Agriculture
Training, another option to physical settlement for qualifying households,
helps farmers maintain their livelihoods by improving the crop and cash yield
from their fields.

The final Improved Agriculture Training assessment study was adopted
in the second quarter.

Recommendations for improvements are now in effect:

The former contractor for the program has been replaced.

Management processes have been tightened, similar to steps taken for
Off Farm Training.

Small business skills training such as adult literacy and numeracy will
be offered to improve the potential for success of program trainees.

Training in food preservation and other food processing techniques is
being added to the program to aid marketing of cash crops.

Training in livestock handling such as methods to keep cattle out of
gardens and gaining access to breeding stock.

The grants associated with the training will be improved to ensure
funding for necessary tools and oxen.

Individual Compensation (Action Area 6): The Action Plan calls for an
update to the project Land Management Manual, which is an implementing
document for compensation set out in the Environmental Management Plan.

® The first third party compensation has been arranged in Dokaidilti as part
of the site specific action plan for that village. This new compensation
technique makes more farm land available by matching farmers who have
plenty of land with farmers who need more land. The donor farmer will
be compensated for the land by the project.

The new third party compensation process and other improvements will
be included in the update of the Land Management Manual. The update
has begun and should be completed by the end of the year.
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Local Business Development

For a Working Woman: Big Business by Serving Lunch

The workers hired for the pipeline excavation and inspection were glad to see Madeline Okala arrive at
lunch time, carrying big pots of stewed fish and manioc. It was the midday meal served to all workers, a
requirement of the Environmental Management Plan for safety and health reasons. The workers can
choose the village person hired to prepare and serve their meal at the work site. As requested, the
subcontractor hired Madame Okala to provide their food. On this day she served a dozen meals, earning
much needed cash that has been an important boost to her family’s resources.

Madeline Okala, Zoatupsi village: “I farm manioc, peanuts and yams
for food but there is not much chance to earn money. We do not
have enough land for growing crops that make enough to sell. So,
this is very encouraging. It gives me some money to buy soap, salt,
flour and other necessities to care for my family.
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Section

Health

he project’s health clinics provided more than 25,000 health care visits over
the last 12 months, more than 11,000 of them in the first half of 2008. This

level of care represents an average of more than three health care visits per
year for each project worker.

Health Tracking 4 Consultations at Project Clinics

Data 302007 4Q2007 10Q2008 202008
Chad 6,949 5,210 4,680 4,960
Cameroon 862 990 678 948
Project Total 7,811 6,200 5,358 5,908
4 Project Worker Health Data
SSS? Events Hospitalizations/
STDs® (excluding Malaria & STDs) Observations Medevacs
1Q2008 20Q2008 10Q2008 202008 1Q2008 20Q2008 10Q2008 20Q2008
Chad 80 92 308 256 22 16 3 9
Cameroon 8 7 2 1 19 12 1 1
Project Total 88 99 310 257 41 28 4 10

1. STDs: Sexually transmitted diseases. 2. SSS: Sentinel surveillance system, an early warning system to identify changes in disease
rates. Some examples of diseases covered by the SSS include gastrointestinal, dermal and respiratory diseases.

Rainy Season: The Annual War on Mosquitoes
Each year, as rainy season arrives, the 5 '
project declares war on mosquitoes. Year
round efforts to prevent malaria ramp up to
even greater intensity as the rains leave
standing water - the perfect breeding habitat
for the mosquitoes that spread malaria.
Insecticides, education, bite prevention,
medications, bed nets and many more anti-
malaria weapons are aimed at driving the
project’s low malaria infection rate even lower.
Going into rainy season, the project-wide
malaria infection rate had been cut to 0.41 e
cases per 200,000 work hours. In Cameroon, b
the project has a record of zero reportable
malaria cases for more than five years. 'pf’

=
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Rainy Season War on Malaria: Science at Work
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In the last several years the project’s malaria prevention program in Chad has been guided by full time
scientists who apply strategies and techniques learned from their research and extensive field experience
with the military. Key to the effort has been studying the pattern of mosquitoes at the project’s two major
camps in the oilfield area where several thousand people live and work, constantly exposed to malaria.
The team identifies collected insects by naked eye (top left) and then with a microscope (top right). They
particularly look for two malaria-carrying mosquitoes, Anopheles gambiae (bottom left) and Anopheles
funestus - considered among the deadliest creatures on earth because they spread the most virulent form

of malaria. The results of the analysis are plotted on maps of the camps (bottom right) so eradication
efforts can be targeted most effectively.
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Rainy Season War on Malaria: Trapping the Suspects

The day-to-day application of science to malaria prevention begins with daily tracking of the threat. The
team sets specially constructed traps (top and bottom left), equipped with battery operated black lights to
attract the mosquitoes, in a grid pattern throughout the camps. The numbered traps are then emptied so
the mosquito population can be plotted against a grid (previous page, bottom right) and remedies focused
on the trouble spots. The monitoring also includes dip sampling of water, such as this draining ditch (right)
where the mosquito larvae breed. Where mosquito larvae are found, the water is either drained or treated.
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Rainy Season War on Malaria: Human Safe Insecticides

Insecticides, evaluated for safety and applied in carefully calibrated amounts and targeted locations, play a
major role in controlling malaria throughout the project. For example, fogging under residences (left) runs at
a maintenance level a few times per week. But when monitoring showed a spike in the dangerous mosquito
population at a camp in Komé, Chad, the vector control experts sharply increased the application of
insecticide. Permethrin treatment of clothing (right) has been a regular part of the project’'s malaria
prevention program for years, a practice that began only recently in North America and Europe where
impregnated clothing has recently become a popular item at stores selling outdoor clothing.

Rainy Season War on Malaria: Education & Motivation

Education and motivation- posters, health
briefings, safety inspections, celebrations
of malaria reduction achievements -
play a crucial role in making sure
workers take the steps to protect
themselves.

The array of malaria protections for
project workers includes many bite
and infection prevention steps
such as bed nets in residences,
protective medication, random
testing to ensure compliance with
the medication requirements

and enforcement of a long
sleeves and pants policy.




Section

Community Investment:
Communications & Health

ommunity contributions by the project in Chad and Cameroon total more

than $9 million for projects ranging from school construction to malaria
and cholera prevention, from national parks to support for women starting
microbusinesses. This edition focuses on health care improvements throughout
the project area, as well as enhanced phone and Internet service in Cameroon.

Beds for Ailing Children and Women

The order founded by Mother Teresa operates a shelter for sick
children and women in Bélabo, Cameroon. About 50 children
and women live at the shelter - many with malnutrition,
tuberculosis or HIV. They now have new beds and mattresses
donated by the project to replace the old and mostly broken beds
that have been in use at the facility for many years.

Arnoline Bacoe, resident: “The beds are very good. We are glad
for the COTCO gift to all of us.”

Sister Stefania, caregiver at the shelter: “People were so happy.
The beds are very comfortable and everyone wanted one.”
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Refurbished & Expanded Clinics in Chad: Komé

Renovations have been completed at three public clinics in the oilfield region of southern Chad and the
facilities are now open. The nurses in charge at each clinic report that they are seeing double the number
of patients they were able to serve before the renovations.

At the Komé clinic, as morning arrives and after a long night of treatment, the nurse administers an IV to a
woman as her family watches.

Denise Natoialah, clinic patient: “The renovation convinced me to come here and receive care as my
pregnancy was coming along. The new clinic has been a big improvement over the first donated
clinic. The village feels very good about the new facility. Unfortunately, as you know, the malaria hit
me and I lost my child, and that’s why | am here now.”

Bemadjita Guerdjibaye, cousin of sick woman: “When we first came here to
seek work, there was no clinic. Then Esso donated the first one, a good
thing because we had no medical care at all here. Now the renovation and
expansion has made another big difference, a good one.”

Nasson Allarabaya, nurse: “The new facility donated by Esso helps in many

ways, but especially with the rooms for hospitalization and maternity. Some of us

believe this could even become a hospital with all these facilities, with doctors

here in addition to nurses like myself. Esso did an important thing here, filling a

J big gap in the region. People have no transportation and before the clinic the
closest care was many kilometers away in Doba or Bebedjia.”
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Refurbished & Expanded Clinics in Chad: Miandoum

-

Amos Doundom, Nurse at Miandoum clinic (left): “Since we moved into the new facility we have more than
doubled our service to 200 patients per month and 30 births per month. Our clinic draws more people
because it is new and clean. We also have more medicine since our maintenance costs are lower because

the new clinic does not require us to spend so much of our funds on maintenance and we can use the
money for treating more people.”

Enoch Nganandji, 55, patient: “The clinic is very good now. It has been
renewed and made bigger and it is very clean. It's also has brought us a big
change in the level of service because the larger size allows a bigger staff.”
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Julia Ndimala, patient: “The new clinic is good for the - =
people of Miandoum. The work on the renovation has LT -
= been very well done. Seeing this, we hope for more help in

the future as Miandoum grows, more facilities and more

medicine.”
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Phone & High Speed Internet: A Fiber Optic Backbone for Cameroon

Fiber optic cables use light (left) to transmit many thousands of telephone calls and Internet emails
simultaneously. In North America and Europe, fiber optic cables carry vast amounts of telecommunications
traffic. Now, collaboration between the project and the government of Cameroon has made it possible for
Cameroon to have its own fiber optic cable. The cable will connect even small towns to the rest of the
world, making new person-to-person connections possible and inexpensive. Potentially, it could change
forever the ability to do business in Cameroon.

Gaston Tsamo (right), COTCO IT Projects & Planning Lead: “The dream of Cameroonians is to have
Internet and cell all over the country. Now we have made a big step by the Cameroon phone company
opening up telecommunications all along the pipeline from Kribi to Dompta. From there, the telephone
company is now adding branches to the tree.”

Cameroon'’s fiber optic cable backbone was made possible by the construction of the project’s export
pipeline. Fiber optic was being installed in the pipeline trench for the project’s own use. Cameroon was
offered the opportunity to have its own cable. Cameroon agreed and paid for the purchase of the cable
itself, which was installed by the project as the construction proceeded.

Discussions have begun with the government of Chad that may make it possible for Chad to take
advantage of spare capacity on the fiber optic cable and also work with the project to make, like Cameroon,
a major leap in the capability of the country’s telecommunications infrastructure.
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Phone & High Speed Internet: The Small Town of Bélabo Connects to the World

The 20,000 people who live in Bélabo, in central Cameroon, now have wireless high speed Internet and
telephone service (devices shown below left) thanks to the new fiber optic cable backbone. The national
telephone company has connected the town by a cable from the nearest access point to the main cable,
which runs along the project pipeline. Bélabo residents say the new service is considered very inexpensive.

Marcel Mvondo (right above), Service
Technician for national telephone company
Camtel in Bélabo: “About 200 people have

purchased the new system in Bélabo and 150
of them are connected to the Internet. That’s in
only two months. It is very new and people will

need to learn how to use it, so | go to houses
and businesses and help them hook up the
system and teach them how to use it.”

Joseph Ayissi (holding new wireless voice and data
phone), Local Office Manager, Emploi Service,
Bélabo: “Before the fiber optic arrived, | would drive
an hour to Bourtua to get an Internet connection. Now
I can be much more efficient. | can communicate with
my clients and head office as often as necessary to
manage our business and | can do it without trouble.”

Louis Flerie Mdinga, SFID, a timber shipping yard in
Bélabo: “We never believed our little town of Belabo
would be able to connect to the world like this. Here our
business is to receive timber from all over Cameroon,
plus Central African Republic and Democratic Republic
of Congo. We ship the wood all over the world, to Spain,
China, Viet Nam, the United States and Canada to
name just some of the destinations. Before the fiber =

optic we hade almost no connection for our worldwide |5
business. A simple shipment order would take two or
three hours even. Now we do it ten times faster.”
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Chad’s Oil Revenue

I n the first half of 2008, project payments for various royalties, taxes, fees, permits
and duties added up to $782 million for a total of $1,244 million paid in the last
four quarters. Chad’s total revenue since the project began has exceeded $3 billion.

4 Chad’s Oil Revenue Through 1st Half 2008
(millions of U.S. dollars)

3rd Qtr  4th Qtr | 1st Qtr | 2nd Qtr | 12 Month | Project

2007 2007 2008 2008 Total to Date

Royalties on Crude Oil Sales® 74 96 114 126 410 1,240
Pipeline Related Income 0 5 0 5 10 a7
Corporate Income Tax? 142 142 348 179 811 1,858
Fees, Permits, Duties, Etc.’® 1 2 5 5 13 111
Project Total 217 245 467 315 1,244 3,256

. Cash payment Royalties paid by all Consortium members.
Corporate income tax amount includes payments made by Consortium members and TOTCO.

. Project to Date

has been restated to exclude amounts previously reported for services provided by government-run entities, such

as utilities, hospitals, and telecommunication services.

Revenue in $ millions

4 Tracking Chad’s Annual Revenue
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Consortium payments to Chad increased sharply in the years since oil production began
in 2003. A primary factor in the increase has been high market prices for crude oil which
contributed to higher proceeds from the royalty paid on oil sales. In addition, because of
the high market prices, in 2006 the project began paying a corporate income tax. As
provided in the 1998 convention, the tax rate has been pegged at 60% for the original
three fields in the Oilfield Development Area. The rate on the Maikeri oilfield is 50% in
accord with the 2004 convention.
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Context: How Main Revenue Sources
Chad Earns Its Chad’s oil project revenue includes four main streams of money:

Revenue

Chad receives a royalty paid by Consortium members on the gross sales
revenue from crude oil after deducting the cost of transporting the oil to
market through the export pipeline.

- The royalty on oil from the three original oilfields covered by the 1998
convention is 12.5%. The 1998 convention also includes the Moundouli and
Nya satellite fields.

- The royalty on oil from Maikeri, an oilfield covered by the 2004 convention,
is 14.25%.

In 2006, Consortium members also began paying income tax on net profits
from the original three fields. For 2007, the corporate income tax payments of
$869 million were nearly three times the royalty payments of $317 million.

Chad owns a percentage of both pipeline companies, TOTCO and COTCO,
and thus shares in the profits from the fees these two companies charge to
deliver Chad’s Doba crude oil to market.

A range of miscellaneous payments adds income from various sources
including permits, duties, employee taxes, work permits and other fees.

Corporate Income Tax Revenue Stream

The corporate income tax payments that began in 2006 started a major new source
of revenue for Chad. This new revenue source commenced several years earlier
than expected - a major benefit to the impoverished country. The early start stems
mainly from two factors:

The current high prices for oil around the world have increased total revenues
to levels much higher than estimated during the project’s planning phase.

These higher revenues exceeded operating expenses and depreciation, thus
triggering a 60% corporate income tax on the original three fields as provided
in the 1988 Convention (and a 50% tax on Maikeri).

By law the standard tax rate paid by corporations in Chad is 40%, much less than
the 60% currently being paid on the original three fields oil in the current market.
Thus, the oil project has a different — potentially much higher — corporate income
tax rate structure than other businesses operating in Chad.

All these revenue streams add up to Chad’s share of the revenue from the oil
project.

Chad’s Future Revenues May Fluctuate Significantly

At this time, high worldwide oil prices continue to yield higher than expected total
revenues for Chad, even though the volume of oil has been lower than originally
planned.
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® As Chad entered the world oil market, crude oil prices were unusually high
and rising. The rising trend has generally continued with some significant
fluctuations from the peaks over time.

® As overall worldwide oil prices rose they lifted the market price of Chad’s
“Doba Blend” oil as well. Fundamental characteristics of Doba Blend oil make
it more difficult for refineries to process and thus less attractive to the
marketplace. A “heavy” oil like Doba Blend draws a lower price than a “light”
oil such as the widely reported benchmark Brent crude.

It is important to note that it is not possible to predict how long revenues for Chad
will continue at their present elevated level.

® So far, annual crude oil sales revenues have surpassed original estimates even
though Doba crude’s quality puts its market value below the benchmark Brent
North Sea crude generally reported by the popular news media.

® Calculations of the corporate income tax on the oil sale profits also depend on
depreciation of capital expenditures for new facilities and improvements over
time, as set out in the oil conventions.

® Extracting oil from Chad’s oilfields has been technically challenging and as a
result the average daily production output of crude oil has been lower than
expected. As the oilfields mature, output will naturally decline.

For more on the project’s efforts to maintain production levels from the
oilfields see the chapter on Production & Construction, including the section on
Chad’s Challenging Geology.
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Use of Chad’s Oil Revenue: Moundou University Begins Classes
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Moundou University has opened and is holding classes. The complex of buildings on the outskirts of
Moundou in southern Chad was financed entirely from oil revenues and receives annual funding from oil
revenues to sustain classes from year to year.
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Use of Chad’s Oil Revenue: Moundou University Begins Classes (cont’d)

Phillipe Sandjimbaye, Dean of Students: We have grown three
times from 400 students in our old temporary location to 1,200
students now. We are attracting these students because we are
now a full university with many new specialized programs made
possible by the new facility. The professors also feel more
supported and can work better with good classrooms, meeting
halls and computer labs. The oil money paid for all of this and
80% of our operating budget continues to come from oil revenue.

Christian Djedouboum, 24, Moundou, computer student: “We have more
computers, much better equipped here, although we could always use more.
Now I'm working as an assistant in the classroom while | wait to take the next

step when our Moundou University will send me to the university in

Ngaoundare, Cameroon, to complete my degree. Why do | want to teach

here? It is because this will be the future of Chad, education.”

Josue Djimramadji, 25, computer student: The people here in southern
Chad think this university is very important so young Chadians can get a
university education. We are primarily a technical school. If we think ahead
ten years, | imagine this school will set a course for entrepreneurs and
private businesses. We already see the business connection because
working people are joining the student body for technical courses.
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Use of Chad’s Oil Revenue: Good Year Round Streets in the Capital N'Djaména

Most streets in Chad look like the two avenues shown here (top). They have no water drainage, are
unpaved and often are full of potholes. Some streets look quite different now (bottom), a benefit of the
revenue from the oil project. Over 20 kilometers of roads in the city have been paved using oil revenue.

Ahmat Imam Ben Moctar, Director General for roads, Ministry for Infrastructure:
“Even with the need to defend against the rebel attacks, the Chadian government
has been putting enormous amounts of oil revenue to work on development. It
should be obvious because in 2004 without much revenue we spent 17 billion CFA.
Now we are at more than 60 billion CFA spent on infrastructure such as roads,
bridges, buildings and water systems. Look around N'Djamena and you will see it.
During rainy season it was almost impossible to move in the city just a few years
ago. People were unable to come to work for two or three days. But now the new
water drain system removes the water overnight and we can move and work. The oil
money, not counting funds from aid sources, has added 20 kilometers of paved
streets in N’'Djamena, a city where we had almost no paved road. This is a major
improvement in our country’s productivity. There have also been many road
improvements in rural areas, a total of 900 kilometers of roads that were once
impossible in the wet season are now under permanent maintenance so villagers
can get their crops to market and access health care and education.

82



Chad’s Oil Revenue

Use of Chad’s Oil Revenue: A Widows Association Opens a Cafe

An association of widows will be opening their cafe in Doba soon. They have refurbished a building and at
mid-year they were a few months away from beginning service. As reported in the previous edition, the
association of widows has been able to finance the new business through a micro-credit program set up
by the oilfield region 5% Committee. The 5% Committee oversees the disbursement of funds from the
share of oil revenues that by law goes to the Oil Field Development Area.

Marthé Toubouro (right), member of cooperative supported by micro credit loan from 5% committee: “We
will open in one month we hope, because the construction goes well as you can see. The widows are very
excited and determined. We meet each evening to make our plans for this project that will help make our
lives better.”
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