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Executive Summary

In December 2000, The Centrefor International Forestry Research (CIFOR) in Indonesia, together with
WWF' s Macroeconomics Program Office, released a landmark report entitled “Profits on Paper: the
Political Economy of Fiber, Finance and Debt in Indonesa’ s Pulp and Paper Industries’*. This report
provides compelling evidence that the Indonesian pul p and paper industry is causing serious damage to
Indonesian forests and is likely to be responsible for a high level of illegal logging.

Despitethis, the Indonesian pulp and paper sector has been one of the most popul ar investment targets
in Asia for the international financial community for the last 10 years. More than US$15 billion of
international investment has brought Indonesian pulp and paper companies into the major league of
global producers.

There has been a sharp reversal in fortunes however for Indonesia’s paper tiger economy with the
financial collapse of AsiaPulp & Paper (APP), Indonesia sbiggest pul p and paper producer. With debts
of US$13.4 billion, APP announced a standstill on all debt repayments on 12 March 2001. This was
followed on 4 April 2001 with a decision by the New Y ork Stock Exchange to suspend all trading in
APP s shares. They had crashed by 98.4% in only one year, falling from US$7.50 to US$0.12.

“Paper Tiger, Hidden Dragons’ reviews the CIFOR-WWF report and supplements its findings with
Friendsof the Earth-EWNI’ sownresearch and invedigations. Thisreport documentstheenvironmental
and social impacts of APP, assesses the role of international financid institutions in fuelling APP's
unsustainable and damaging operations and examines the link between this unsustainable practice and
APP sfinancia crisis.

Financial ingtitutions should acknowledge that it isfar morethan thefinancial failure of APPthat proves
that they seriously underestimated the risk in financing the company. Indeed international financial
institutions have failed to sufficiently recognise and act upon a number of risksthat are inherent in any
investment in the Indonesian pulp and paper industry.

Theserisks are identified asfollows:

Unsustainable supply of raw materials. Massive growth in pulp and paper capacity, fuelled by
international invesment, has not been matched by effortsto gain a sustainable supply of raw materials.
Asaresult, of the 200 million m® of wood estimated to have been consumed by the pul p industry between
1988 and1999, only 8% was harvested from plantations’. The remaining 92% has mostly been sourced
by clear cutting rainforest.

This has led the Indonesian pulp and paper industry to destroy 835,000 hectares of highly biodiverse
rainforest®>. The pulp and paper industry will depend upon clearing rainforests to supply their pulp
requirements for at least the next seven years and possibly much longer.

Indah Kiat, one of Indonesia slargest pulp millsand part of the APP group, accountsfor 77% of APP' s
pulp production capacity and 40% of Indonesia’s overall pulp output®. In 2000 Indah Kiat sourced
approximately 75% of itslogsfrom clear-cutting natural forests and their operations have accounted for
287,000 hectares of deforestation over the last 10 years'.

Financial insti tutions should recognise that fi nancing acompany that destroysalarge part of the second
richest forest habitat in the world carries a significant degree of reputational risk. They havealso failed
to recognise and act upon evidence that APP are running out of alegal wood supply in Riau, Sumatra.
Itis estimated that even with massively increased investment in their plantations, it will be seven years
and possibly much longer before plantations are able to fully supply their pulp requirements. APP are
now faced with having to buy timber fromfurther afield, whichwill increase costs. Atpresent IndahKiat
sourceslogsat US$19/cu m. Indah Kiat will either have to produce logs domestically at ahigher cost
or import them, which could cost US$45 / cu m at today’ s prices’.

Illegal L ogging: Financial institutions queued up to invest in the Indonesian pulp and paper companies
because they perceived that they had a competitive advantage due to their access to cheap raw material
resources. The low cost of timber supplies was made possible however because these companies were
given accessto natural forests by the Indonesian Government at virtually no cost, because they did not
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The Responsibility of the Financial I nstitutions

Thisreport provides detail s on the major financial institutions behind the finance of APP. APP’ s assets
total US$ 17.5 billion. Shareholders have financed 25%, bondholders 38% and banks 20% of these
assets. Over 300 international financial institutions, including many leading financial institutions and
export credit agencies, areidentified asbeing heavily involved in providingand guaranteeingthisfinance
over the last 10 years. Detailed information is provided on their involvement. The private financial
institutionsinclude : BarclaysBank, Morgan Stanley Dean Witter, Credit Suisse First Boston, Goldman
Sachs, Franklin Templeton, Merrill Lynch, Bank of America, Deutsche Bank, ABN Amro and Bank of
China.

Asaresult of their inadequateinvestigati on and understanding of the Indonesian pul p and paper industry,
combined with their substantial investment in those companies over a number of years, financial
institutions must accept their share of theresponsibility for thecrisisfacing APP. They mus recognise
that unless they take immediate action to address the environmental and social impacts of APP's
operations, they will be knowingly facilitating further rainforest destruction and social conflict. They
should reflect on the reputational risk that their institutions face as a result of their involvement.

Lessonsin risk learned from the APP crisis should be applied by financial institutions to all their pulp
and paper investments. Without ensuring that their investments are both socially and environmentally
sustainable, their investments will not be economically sustainable.

Recommendationsfor financial institutions

To help minimise risk and ensure the sustainability of APP and the pulp and paper industry both in
Indonesia and other parts of the world, financial institutions are urged to undertake the following
recommendations:

»  Financial institutionsshould adopt and enforce more effective duediligence practicesto fully assess
thefinancial risksinvolved with the pulp and paper sector and to ensurethat they arenot providing
fundsfor illegal or unsustainable practices.

*  Financial institutions should not provide funds for any new pulp and paper processing capacity in
Indonesiaand Malaysiafor theforseeable future. Thisshould include haltinginvestmentin Borneo
Pulp and Paper in Sarawak (Malaysia) and two other proposed pulp and paper plantsin Kalakaban
in Sabah (Malaysia) and at Sungai Danau in K otabaru, South Kalimantan (Indonesa).

*  Financia institutions supporting APP and its subsidiaries should take immediate action to ensure
that the fibre supply to APP’'s pulp mills comes from legal and sustainable sources and does not
involve the destruction of any more rainforest. Financial institutions should agree upon astrategy
for achieving this with APP and make the group’ s raw material supply chain open to independent
verification. Toachievethis, financial ingtitutionsshoul d take stepsto ensurethat APP’ sprocessing
capacity is reduced and / or to ensurethat timber from natural forests is replaced with sustainably
harvested pul pwood fromindependently certified sources. Reducing capacity andensuringsupplies
are legal may have the benefit of helping raise global paper prices.

*  Financid institutions should ensure that they do not invest in pul p and paper projectsthat arelikely
to generate social conflict. Inthe case of APP, financial institutions should work with the group to
resolve the conflict between its plantation company and the Sakai people in a manner that is
equitable for the affected communities.

»  Toensurethelongtermsurvival of the pul p and paper industry, financial ingitutions should support
projects that utilise agricultural waste products and recycled materials as a more sustainable raw
material replacement for timber. More sustainabl e sources of supply often carry lower risk.



Introduction
"Once | decide to do something, | will pursue it at any cost”

Eka Tjipta Widjaja, Head of Sinar Mas (APP) Group - 1990

Inthewake of the Asian financial crisisin 1997/8, one Indonesian company, Asia Pulp & Paper (APP),
appeared to emerge from the economic chaos relatively unscathed. Part of the Sinar Mas Group, APP
has become the biggest pul p and paper producer in non-Japan Asia. Beforeand after thefinancial crisis,
international financial institutions, includingleading banks, investment groupsand export credit agencies
have queued up to finance and guarantee the rapid expansion of their operations. Threeyearslater, APP
is one of the largest corporate debtors in Asia, on the verge of bankruptcy and has been accused of
rainforest destruction, pollution and conflict with local communities.

Itis not only APP that has been involved in such destructive activity. All four of the major Indonesian
pulp and paper groups have beenimplicated. They include, AsiaPulp & Paper (APP) - Sinar Mas Group,
AsiaPacific Resources International (APRIL) - RajaGarudaMas Group, P T Tanjung Enim Lestari (PT
TEL) - Barito Pacific Group and Kiani Kertas - Bob Hassan’ s Kalimanis Group.

This report documents the environmental and social impacts of Asia Pulp & Paper (APP), assesses the
roleof international financial ingitutionsin fueling APP’ sunsustainable and damaging operations and
examines the link between this unsustainable practice and APP s financial crisis.

APParesingled out because they are thebiggest pulp and paper producer inlndonesiaand have attracted
particularly high levels of funding from the international financial community. Lessonsin risk drawn
from the APP crisisshould be applied by financial institutionsto their investmentsin all of Indonesa’ s
pulp and paper companies.

Chapter 1 provides an overview of Indonesia s vanishing forests. Chapter 2 reviewsthe findings of the
CIFOR-WWTF report, “Profits on Paper : the Politicd Economy of Fiber, Finance, and Debt in
Indonesia sPulp and Paper Industries’, alandmark report that established that the pulp and paper sector
in Indonesia was highly unsustainable and dependent on substantial financial subsidies. Chapter 3
examines the APP case study, with special attention given to assessing the environmental and social
impacts of APP’ s Indah Kiat and Borneo Pulp & Paper’ s operations. Chapter 4 examines the marketing
strategy of APP by focusing on the ways in which they have infiltrated the UK market by covering up
the name of the original manufacturer and source of their paper.

To help understand the role of financial institutions in fuelling the unsustainable growth of the
Indonesian pulp and paper industry, acorporate profile of APPis givenin Chapter 5 and an analysis of
the involvement of many of the financial institutions who have financed the company’s operationsin
Chapter 6. Chapter 7 analysesthedebt crisisof APPand relatesthisto the unsustainable operationsthat
the financial institutions have fuelled. Chapter 8 concludes that as a result of poor due diligence,
international financial institutions have failed to sufficiently recognise and act upon a number of serious
risksrelated totheir investmentin APP. Recommendationsare made onwhat action financial institutions
need to take to ensure the sugtainability of APP and the pulp and paper industry both in Indonesia and
other parts of the world.



Chapter 1 Indonesia’s Vanishing Forests
1.1 Theecological valueof Indonesia’s forests

Indonesian forests are extremely diverse and rich inwildlife. Although Indonesiaoccupies only 1.3%
of the world's land area, it possesses about 10% of the world’s flowering plant species, 12% of all
mammal species, 17% of all reptile and amphibian species, and 17% of all bird species'®. Famous
speciesincludethe Orangutan, Sumatrantiger, Sumatran rhino and Asian elephant, contributing towards
its status as the second richest country for biodiversity in the world. The forests are also home to
millions of forest dependent peoples and provide essential ecological services such as water sheds, soil
stabilisation and climate control for millions of people in the region.

1.2 Indonesia’svanishingforests

Indonesia’ s forest ecosystems and species are disappearing fast. Global Forest Watch estimates that
Indonesia has now lost 72% of its original forest cover. Indonesia’ s Ministry of Forestry and Estate
Crops admits that the nationwide annual deforestation rate is at least 1.7 million ha. A recent World
Bank study estimates that the rate is now 2 million ha/ year*’. Thisareaisthe same size as Belgium.
WALHI (FoE Indonesia), estimates that the deforestation rate has accelerated over the last three years
toreach between 2.4and 3 millionha/ year'®. Atthisrate, Indonesiaisresponsiblefor oneof the highest
rates of national tropical deforestation in the world.

According to the “Trial by Fire” report by the World Resources Institute, Indonesia lost at least 40
million haof forest, equival ent to “thecombined size of Germany and the Netherlands’, during Suharto’ s
32 year rule®. Itisaso estimated that between 1985 and 2000, Indonesialost athird of its supposedly
“permanent” forest estate.

Although there may be 95 million hectares of forest left in Indonesia, the majority is either in poor
condition or unsuitable for logging. It is estimated that there are only 17 million ha of good qudity
production forest left, of which 5 million have already been marked for conversionto plantation®. This
is also the most important forest for biodiversity. A World Bank study estimates that unless logging
practicesradically change, therewill be no more of thisforest type left in Sumatra by 2005 and noneleft
in Kalimantan by 20107

1.3 Illegal loggingin Indonesia

Illegal logging in Indonesia is rife. A study by the DfID funded Indonesia UK Tropical Forest
Management Programme in December 1999 assessed the probable level of illegal logging in Indonesia
by comparing official log production in 1998 with an estimation of industry output in the sameyear. It
concluded that there was a shortfall of 56.6 million cubic metres of timber®. Thisis equivalent to 73%
of thetotal estimated output of 78 million cubic metres. On thebasis of thesefiguresit can be concluded
that 73% of all logging in Indonesia is coming from undocumented, and presumably illegal, sources.
Anecdotal reports from Indonesian NGO’ s suggest that levels of illegal logging in Indonesia have got
worse sincethis study was conducted. The pulpand paper industry has been closely connected toillegal
practice, as documented in Chapter 2.



Chapter 2 Thelndonesian pulp and paper industry
The CIFOR-WWF report

In December 2000, The Centre for International Forestry Research (CIFOR) in Indonesia, together with
WWF' s Macroeconomics Program Office, released a landmark report entitled “Profits on Paper: the
Political Economy of Fiber, Finance and Debt in Indonesia’ s Pulp and Paper Industries’®. Thisreport
provides compelling evidence that the Indonesian pulp and paper industry is causing serious damage to
Indonesian forests and is likely to be responsible for ahigh level of illegal logging.

Thereport partly pointsthe finger of blame at poor governmental regul ation. Significantly, it also finds
that international financial institutions have played akey rolein fuelling the unsustainabl e expansion of
Indonesia’s pulp & paper industry. In doing so they took on an extraordinary amount of financial risk
by failing to ensure that the industry had secured alegal and sustainable source of raw maerial. This
failure has resulted in the pulp and paper industry facing a plantation based raw material short fall for
at least the next 7 years and possibly far longer.?*

The implications of these findings is that not only has the Indonesian pulp and paper industry been
responsible for sourcing most of its timber by destroying natural forests, often illegally, but it islikely
to continue such damaging practice for many yearsto come.

The international financial institutions responsible for funding Indonesia’ s pulp and paper sector must
accept alarge degree of responsihility for fuelling the destruction of Indonesia sforests. They must take
alead in ensuring that the Indonesian pul p and paper industry rapidly changesits management practice
to ensure atransparent, legal and sustainable supply of raw materials.

The key findings of the CIFOR-WWF report are asfollows :
2.1 Rapid Growth

Indonesian pul p production capacity grew from 606,000 to 4.9 million metric tonnes per annum between
1988 to 1999, while the paper industry’ s processing capacity rosefrom 1.2 millionto 8.3 milliontonnes
per annunm?®. By 1999, pul p and paper productsgenerated US$2.65 billionin export earnings, accounting
for over 50% of the country’s forest-related exports. Asa result, Indonesia suddenly moved into the
ranks of the world' s top 10 producers.

2.2 Unsustainable Supply

This massive growth in capacity was not matched however by efforts to secure a sustainable supply of
raw materials. Asareault, of the 100 million m? of wood estimated to have been consumed by the pulp
industry between 1988 and1999, only 8% was harvested from plantations®®. The rest has been sourced
by clear cutting natural forest.

Thisisdespitethefact the Government hasdistributed 23 pul pwood plantation licences coveringan area
of 4.3 million hectares’”. The CIFOR-WWF report estimates that | ndonesiaonly needs aplantation area
of 1.1 million hectaresto provideits pulp mills with a sustainabl e supply of timber. This suggests that
the allocation of such a large area was motivated by the desire to make large areas of natural forest
available to pulp producers regardless of whether the areas would be replanted.

2.3 Forest Destruction

On the assumption that, on average, producers are able to obtain 110 m3 of pulp or wood from each
hectarethey clear it would appear that the pulp and paper industry in Indonesia has been responsiblefor
the destruction of 835,000 hectares of highly biodiverserainforest®®. Virtudly all this areawas cleared
to supply wood to four large mills. The pulp and paper industry will depend upon dearing rainforests
to supply their pulp requirements for at least the next 7 years and possibly much longer.

A financial officer from one of Indonesia’s pulp companies summed up the industry’ sattitude towards
the preference for sourcing unsustainable supplies by saying: “We’re in no rush to switch our mill to
acacia if there are still cheap supplies of mixed tropical hardwoods available. Why should we be? As



it stands, we have access to a very low cost supply of raw materials. Developing good plantations not
only involves higher costs, but also a good deal of risk. Right now our HTI’s (plantations) are essentially
an insurance policy and we will cash it in when the MTH (natural forest concessions) is no longer
available.” *°

2.4 lllegal Logging

Inadditionto thelargevolume of legal but unsustainably harvested wood that has been felled by the pulp
and paper industry, asubstantial volume of fibre consumed by Indonesia’ s pulp and paper industry has
come from undocumented sources. The industry datistics indicate that the country’s pulp mills
processed approximately 50 million m3of wood during the period 1994/5 to 1998/99. Of that figure, less
than 30 million m3 of this can be accounted for as originating from licensed foredt, pulp plantations or
imported wood chips. While these figures are not conclusive, they suggest that Indonesian pulp
producers may have obtained as much as 20 million mg, or 40 percent of the wood consumed during this
period from illegal sources™.

2.5 Poor Financial Regulation

The Indonesian Government’s weak regulation of the nation’s financial system has enabled pulp and
paper companies to gain economic advantage. Each of the mgjor pulp and paper conglomerates was
involved in the banking industry before the 1997 financia crisis and some have regularly violated the
Indonesian Government’s capital adequacy requirements and legal lending limits for capital loans to
related parties, including to their associated pul p and paper companies®. The use of financial ‘ markup’
practices- that istheartificial inflation of the cost of an investment project - has allowed some pulp and
paper producersto secure much larger amounts of financing for their projects than they actually need.
Companieshavebeen encouraged to continually expand (unsustai nably) dueto tax lawsthat allow them
to eliminate tax liabilitiesin the years that follow large capital investments. APP for instance, posted
operating profitsin 1999 of US$429 million, though until then had not paid any corporation tax to the
Indonesian Government®.

2.6 Financial Risk

The exponential growth of Indonesia’ s pulp and paper industry has been fuelled by an injection of U$12
billion in capital investment®*. This investment was made without international financial institutions
ensuringthat the pul p and paper companiesreceiving theirinvestment had secured alegal and sustainable
raw material supply sufficient for their needs. As aresult financial institutions took on a substantial if
not inordinate level of financial risk.

2.7 Debt-Driven Expansion
APP’ sprocess of resolving outstanding debtsto foreign creditors has been linked to further expansion
of their processing operations®. APP has for example financed its growing debt in part by raising more

finance to support new expansion of its pulp and paper facilities. Such aviciouscircle of debt-driven
destruction has directly led to forest destruction.
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Chapter 3 APP’senvironmental and social impacts

The activities of pulp and paper companies in Indonesia directly conflict with the needs and rights of
indigenous communities and have serious impacts on the environment. This places a heavy burden on
financia institutionswho finance such companies, and who do not want to facefinancial and reputational
risk, to ensure that their activities are socially and environmentally sound and comply with the law.
Examples of the social and environmental impacts of APP' s Indah Kiat and Borneo Pulp and Paper
operations are given below:

3.1 Indah Kiat - APP - Sinar MasGroup

The Indah Kiat company is the engine that drives APP, accounting for 77% of its pulp production
capacity and 40% of Indonesia’ soverall pulp output®. In 1999, its millsran at full capacity, consuming
6.8 million m? of wood - equivalent to one quarter of Indonesia’s legad wood supply. APP report that
they use 22,000 MT of wood / day, hauled in on 1,000 trucks.*

3.1.1 Natural forest destruction & logging

In 1999, Indah Kiat was only able to supply 13.4% of its wood fibre needs fromits plantations®. Itis
calculated that for the year 2000, Indah Kiat has sourced approximately 75% of its logs from clearing
natural forests®. Indah Kiat’s operations have accounted for 287,000 hectares of deforestation, almost
athird of the entire total attributable to all of Indonesia’s pulp and paper companies®.

Subsidiaries of Indah Kiat are reported to have been granted logging permits by the forestry ministry
covering tens of thousands of hectares of swamp forest in Riau despite the fact a 1990 Presidential
Decree prohibits exploitation of thistype of forest. We understand that one local NGO has written to
the President of Indonesia asking for those permitsto be withdrawn.*

3.1.2 Unsustainable Supply

Indah Kiat has sourced the bulk of its raw materials from an affiliated company, Arara Abadi, which
holds a 300,000 hectare eucalyptus plantation concession and conducts clearing operations of natural
forest. Under a 15 year supply contract signed in 1994, Indah Kiat purchases mixedtropical hardwoods
harvested by Arara Abadi.

Through the 1990's Indah Kiat regularly stated in its Annual Reports that Arara Abadi would supply
“substantially all” of Indah Kiat’swood requirements by 2004. This estimate has recently been revised
to 2007. However, even this estimate is considered, by at |east one analyst, to be extremely optimistic.
As aresult, for the immediate future at least, it is likely that Indah Kiat will remain dependent for a
significant proportion of its fibre requirements upon timber that is clear cut from natural forests. The
CIFOR-WWF study estimates that even with a growth in timber volume sourced from plantations over
the next few years, by 2005 Indah Kiat will still be sourcing no more than 50% of the companiestimber
needs from its plantations. A drop in the planting levels in 1998 and 1999 means that even this
inadequate level may drop in 2006/2007*.

It isalso estimated that Arara Abadi’s legal supply of timber from their own and nearby natural forest
concessionsislikely to be exhausted by the end of 2001*2. AraraAbadi will then haveto purchasetimber
from further afield, increasing costs and financial risk.

3.1.3 Forest Fires

Itisestimated that during the massivefiresof 1997/98 over 3.3 million hectares of forest weredestroyed
in Indonesia, including parts of 17 protected forest areas. The smog affected over 70 million peoplein
the region and the economic cost has been calculated at US$10 billion. Up to 80% of the bigfireswere
assessed to have been started by plantation companies clearing land®.

IN1997 AraraAbadi / Indah Kiat was named by the Forestry Department as one of 176 companieswhose
concessions had been affected by fire, based on monitoring from 1 August to 15 September 1997. Itis
reported that Arara Abadi’ swood use licence was temporarily suspended on October 3“ for failing to
submit reports proving that they had not started firesin their area™.
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3.1.4 Social Conflict

A large part of the forestry concession held by Arara Abadi island traditionaly belonging to the local
Sakal people. It is reported that Indah Kiat has seized and clear cut over 3000 hectares of the Sakai
peoples forest gardens.*

According to various reports, employees of Arara Abadi were involved in serious clashes with the
villagers of Betun Village, Pangkalankuas sub-dsitrict, in Riau Province on 3 February 2001 .
Accordingtothosereports, atleast fivevillagerswereinjured in the clashes, two serioudy, and 52 people
weredetained by Arara Abadi security forces before being handed over tolocal police. Thesevillagers
were subsequently released following representations by the Pel elawan community leaders and NGO
representatives. It is believed that the clashes resulted from an attack on the villagers following their
blockade of the road through the village leading to the pulp plant’s feeder plantation as a result of
community frustration at the damage being caused to the forest.

Indonesia’ s Kompas newspaper reported that the Riau Provincid Government asked Arara Abadi to
suspend its operations after the clashes. Asaresult of that, Indonesid s stock exchange temporarily
suspendedtrading in Indah Kiat sharesto allow investorstimeto digest the news. Followingthe clashes,
APP issued a press statement stating that ‘wood supply to, and pulp production at, the Indah Kiat
Perwang Mill hasn’t been adversely affected.’*’

3.2 Borneo Pulp & Paper - APP

APP has been engaged in ajoint venture, Borneo Pulp & Paper, with Malaysia's state owned Sarawak
Timber Industry Development Corporationto set up an acaciatree plantation and buildanintegrated pul p
and paper mill in Bintulu, Sarawak.

The joint venture project has been given access by the Malaysian Government to more than 600,000 ha
of land. Asaresult, up to 20,000 I ban indigenous people may beforced off their land. Although alocal
indigenous group estimates that over 60% of the land belongs to the Iban people, the Government only
recognises that 28% of the land is indigenous®. Not only is the Government not going to pay
compensationfor thewholeareaof indigenousland, they are also paying low level s of compensationfor
the land they do recognise as indigenous. In one case less than a third of the commercial value of the
land was offered in compensation®.

Prior to that venture, the local Iban people had already suffered greatly as this area has been heavily
logged in the last 30 years, devastating the quality of the forest. However, the Iban recently won a
landmark legal actionin the High Court of Sarawak against Borneo Pulp & Paper®. In that action, the
Iban claimed that they had acquired native customary rights over certain parts of land that had been
wrongly granted to BPPby the Government of Malaysia. Inalengthy and reasoned judgement, the Court
held that the Iban did have customary and native rights to the disputed land and held that those rights
“were exercised in the disputed area by (the Iban) and their ancestors until they were prevented to do
so by the total destruction of the trees by (BPP) for the purpose of planting pulp trees.”

The court, in reaching its decision, noted that BPP *“sometimes work and think under delusions, such as
the instant example of equating someone as being prosperous just because he can make it down to
Kuching (to observe the Court proceedings) from a longhouse. That is an absurd measure of wealth.
That attitude is of no surprise to me, after all they have regarded providing a job that pays a sum near
the poverty line as being very charitable to (the Iban) which they should not have refused”.

Having ruled that the | ban wereentitled to exercise their native customary rightsin the disputed area, the
Court also made anorder against BPP preventingthem or their enployeesfrom enteringinto the disputed
area. The Court also declaredthat theland titleissued to BPP whichincludedthe disputed areawasvoid.
BPP was ordered to pay the Iban’s costs.

We understand that two similar actions against BPP are proceeding in the Sibu High Court inMalaysia,
having been brought by more than 20 other Iban communities.”>*
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Chapter 4 Marketing : APP & the UK Market - A Case Study

4.1 Marketing without Brands

Public interest in the impacts of the Indonesian pulp & paper industry has created problems for the
Indonesian multinational paper groups, by limiting their ability to market paper and pulp products,
particularly in Europe and the United States. As a result, companies such as APP have designed
marketing strategiesto bring paper tothose marketsin away which obscurestheir identity asthe original
manufacturer of the paper.

Financial institutions should question why a company covers up the origins of its products and what
implicationsthe exposure of these origins might havefor their investments. With the global dominance
and economic value of brands, use of a non-branded strategy for distribution inthe United Kingdom is
aclear indication that APP iswdl aware of the sensitivity surrounding the issue of importing its paper
into the United Kingdom.

APP states that it sellsits products in more than 40 countries in five major geographic regions and has
24 marketing offices around the world, including officesin the UK, Begium and Italy®2.

4.2 The UK Chain of Indonesian Custody

Aninvestigationby Friends of the Earth - England, Wales& Northern Ireland into the marketing of APP
paper in the UK confirms that the company sells few APP branded products. Instead the focus is on
selling un-branded paper to UK agents and distributors, for on-selling under those companies own
brands.

Wholesale stationery product distributors sell APP material to either retail stationery distributors or
directly to customers themselves. If sold to a wholesaler, the paper is often re-branded using the
wholesalers brand. If the paper is sold directly to customers, the paper often remains un-branded.

It would appear that both the re-branded products and un-branded products sourced from APP do not
even have country of origin labels. Using indirect marketing distribution ensures that the origin of the
paper is"unknown". Indeed if there are questions about the origin of the paper, information could only
be provided if the customer makes enquiries through awholesaler willingto collaborate in tracking the
chain of custody.

4.3 Environmental Green Wash

APPanditsmain distributionoutletsarewell awareof the sensitivity surrounding theissueof importing
Indonesian paper and haveworked hard to create an environmental personnafor thecompany should its
defences be breached. Brochures depicting 1ISO14001 certification with references to plantation based
forestry obscure for most the reality behind the APP story that the majority of paper is sourced by
destroying the Indonesian rainforest.

4.4 Growth inlIndonesian Paper Imports

Ananalysisof Indonesian pul p and paper exportsto the UK by weight and value show that there hasbeen
asignificant increase. Between 1995 and 1999, imports into the UK rose from approximately 10,000
tonnes to 85,000 tonnes®. By sourcing their raw material by clearcutting rainforest and avoiding the
costs of setting up sugainable plantations, APP are able to provide their paper at very low cost and
significantly undercut many of their competitors. This analysis backs up claims fromindustry sources
that APP agentsare trying to flood the UK with cheap Indonesian paper. The marketing strategy of re-
branding or leaving un-branded APP's paper products, has efficiently neutralised the market's, and the
individual end-user's ability, to identify the source.

Whileitisextremdy difficult toidentify all the paper productsin the UK madefromAPP paper, in-depth

research has shown how this paper circulatesin the UK market. The following companies and products
have been identified as being involvedin theimport of APP paper into the UK. We should point out that
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it is not clear the extent to which any of the following are aware of APP’'s social and environmental
record.

45 UK distributors of APP paper

Robert Horne Office Point A4 copier paper; Gold East copier paper
Spicers 5 Star listing paper / 5 Star copier paper

Kingsfield Heath Q Connect listing paper, Q connect copier paper

Thomas Potts Brands/print services

It is estimated that given the size of these distributors and the buyers groups that they feed in to, over
50% of the stationary wholesale supply busnessiscontaminated with Indonesian paper from Asia Pulp
& Paper.

The Robert Horne Group, with branchesin 24 cities around the UK, presentsitself as“the UK’ sleading
paper merchant”. It claimsinits environment policy that “we have adopted responsible environmental
policiesthat go beyond statutory requirements and ensure that care of the environment is afundamental
consideration in all spheres of our operation.”>* In its Purchasing Practice guidelines, it states that “we
audit existing and potential suppliers on their own commitment to environmental best practice and
adherence to local, national and international legislation.” These commitments are clearly in stark
contrast to the reality of APP' s destructive forestry practices.

Thomas Potts

Thomas Potts plc is an interesting case of the APP empire using its corporate muscle to enter a market.
Thomas Potts plc has become involved with the issue of Indonesian paper viatheir recent acquisition of
CCSLtd. CCSwas 100% owned by APP. The new subsidiary, CCS Potts, holds a 20% stake in Costs
Consortium (abuyers group with 57 members). The Costs Consortium isamember of Europa, adealer
group for office products, that has 700 members, hasa turnover of £800 million and represents 25% of
the UK office products industry.
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