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The Inspection Panel 

Report and Recommendation 

On 

Request for Inspection 

Re: INDEPENDENT STATE OF PAPUA NEW GUINEA: Smallholder Agriculture 
Development Project (IDA Credit No. 43740-PNG) 

A. BACKGROUND 

1. 

2. 

3. 

B. 

4. 

On December 8, 2009, the Inspection Panel (the “Panel”) received a Request for Inspection (the 
“Request”) related to the Papua New Guinea: Smallholder Agriculture Development Project (the 
“Project” or SADP) financed by the International Development Association (IDA). The Request 
was submitted by the Center for Environmental Law and Community Rights (CELCOR), an NGO 
from Papua New Guinea (PNG), acting as a representative o f  the AhordKakandetta Pressure 
Group, affected customary land owners from the Oro Province and affected smallholders in one o f  
the three Project areas (the “Requesters”). The Requesters state that they have suffered, and are 
likely to suffer, serious harm from the design and implementation o f  the Project. The Requesters 
have asked that their identities be kept confidential and that CELCOR act as their designated 
representative. 

The Panel registered the Request on December 17, 2009; Management received an extension from 
IDA’S Board o f  Executive Directors and submitted i t s  response (the “Management Response”) on 
February 8,20 10. 

As provided in paragraph 19 o f  the 1993 Resolution establishing the Inspection Panel (the “1993 
Resolution”),’ the purpose o f  this report i s  to determine the eligibility o f  the Request and make a 
recommendation to the Executive Directors as to whether the matters alleged in the Request should 
be investigated. 

THE PROJECT 

The Project seeks to increase the income and improve livelihoods o f  smallholders already involved 
in oi l  palm production by enabling them to plant additional o i l  palm through “in-filling”3, 
rehabilitating and maintaining rural access roads, and improving local level service provision and 
infrastructure through community participation. The Project will be implemented in three areas in 
Oro and West New Britain (WNB) provinces over five yearse4 

’ For the purpose of this Report, IDA i s  sometimes referred to as “the Bank”. 
International Development Association, Resolution No. IDA 93-6, dated September 22, 1993 (the “1 993 Resolution”). 
Infilling refers to new blocks o f  oil palm being planted between established blocks o f  oil palm along existing access roads 

Project Appraisal Document (PAD), Report No: 38558-PNG, dated November 19,2007, p.3. 
in the Nucleus Estate Scheme (NES) areas. 
4 
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5.  According to the Financing Agreement, the Project objective i s  “to increase, in a sustainable 
manner, the level of involvement of targeted communities in their local development through 
increasing oil palm revenue and local participation. ’’ 

6. These objectives are to be achieved through three components: 

0 Component 1: Smallholder Productivity Enhancement (US$18.9 million IDA). This 
component supports: (a) smallholder oi l  palm development on 9000 hectares (ha) o f  
vacant land along existing access roads through infilling; (b) upgrade 550 kms o f  existing 
roads and establish Road Maintenance Trust Funds (RMTF) in the three project areas; and 
(c) provide agricultural extension services through the Oi l  Palm Industry Corporation 
(OPIC). 

0 Component 2: Local Governance and Community Participation (US%3 million IDA). 
This pilot component supports the improved provision o f  local services and infrastructure 
in the two project provinces o f  Oro and West New Britain through participatory processes 
(Community Driven Development). 

0 Component 3: Project Management and Institutional Support (US$5.6 million IDA). 
This component supports OPIC’s efforts aimed at overall Project management by 
strengthening i ts  capacity and improving i t s  ability to provide extension services to 
growers, assisting it to contract a management agency responsible for implementing 
Component 2, and the strengthening o f  the smallholder oi l  palm sector (growers 
associations and PNG Oil Palm Research Association), and the financing o f  studies (Fresh 
Fruit Bunch7 price formula review and design o f  RMTFs8) and overseas master courses. 

7. The total Project cost i s  US$ 68.8 million with IDA financing US$ 27.5 million, which i s  
equivalent to Special Drawing Rights (SDR) 17.7 million. Co-financiers o f  the Project are the PNG 

’ Sustainable Development Program (PNGSDP) providing US$ 10.2 million, the Provincial 
Government o f  West New Britain Province providing US$ 7.2 million, the Provincial Government 
o f  Oro Province providing US$ 3.5 million, Palm Oi l  Mil l ing Companies providing US$ 5.7 
million, and Smallholders9 providing US$ 7.3 million. lo 

8. The IDA Credit was approved by the IDA Board o f  Directors on December 18, 2007 and became 
effective on January 28, 2009. The expected Project Closing Date i s  December 31, 2012. 
According to the Management Response, the delay in initiating Project activities i s  due to delays in 
signing the Credit, achieving effectiveness and starting implementation. 

Financing Agreement (Smallholder Agriculture Development Project) between Independent State o f  Papua New Guinea 

PAD, p.4. 

The Road Maintenance Trust Fund i s  a user pay based hnding mechanism for road maintenance. 
According to the PAD (p. 5), the bulk o f  the smallholder financial contribution for the Project i s  their share o f  the 
roposed Road Maintenance Trust Fund levy. 
Management Response - Request for Inspection o f  the Papua New Guinea: Smallholder Agriculture Development 

and International Development Association, dated July 9,2008. 

’ The Fresh Fruit Bunch (FFB) i s  the primary unit o f  measure for oil palm sales. 

Project (IDA 43740-PNG), February 8,2010, p. 10 
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9. According to the Project Appraisal Document (PAD)”, the PNG oi l  palm sub-sector i s  based on 
the nucleus estate system, in which there a well-established relationship among the three entities 
involved - the private sector palm oi l  milling companies with their own plantations and mills who 
also provide credit, agricultural inputs, and fruit collection service to the smallholders; the 
smallholder growers; and the OPIC. The Project area has three o i l  palm development schemes: 
Popondetta in Oro province and Hoskins and Bialla in West New Britain province. All three areas 
have estate plantations plus Village Oi l  Palm (VOP) blocks and Land Settlement Scheme (LSS) 
blocks. VOP blocks are where growers sign a Customary Land Usage Agreement which provides 
them with security o f  tenure and usage rights o f  the land on which they farm two or four ha o f  oi l  
palm. L S S  blocks are those where migrants from different parts o f  PNG have settled on blocks o f  
approximately six ha o f  which some or all i s  devoted to oi l  palm. 

10. The Project i s  to be implemented by the OPIC. A Project Steering Committee (PSC) has been 
established to oversee Project implementation and provide guidance on policy matters. It w i l l  be 
chaired by the Secretary o f  the Department o f  National Planning and Monitoring (DNPM) and will 
comprise representatives from Government departments and agencies, including the Departments 
o f  Treasury, Agriculture and Livestock, Environment and Conservation, Works, Provincial and 
Local Government Affairs, Community Development; Provincial Governments, and the PNG 
Sustainable Development Program. 

C. THEREQUEST 

1 1. What follows i s  a summary o f  the Request for Inspection. The Request i s  attached to this Report as 
Annex I. 

12. According to the Request, the Project was identified in 2003 as a follow-up to the previous World 
Bank-financed PNG: Oro Smallholder Oi l  Palm Development Project (1 992-2001). However, the 
Project was put “on hold” and preparation did not begin until 2006. The Requesters believe that 
the Project concept was revised during this period from an o i l  palm expansion project to an 
“infilling” and road maintenance project. 

13. According to the Requesters, the credit facility under the first component o f  the Project, which wi l l  
provide loans to smallholders who wish to plant o i l  palm adjacent to existing access roads that have 
no oi l  palm development, known as ‘infilling’, i s  a “deceptive term” and the Project actually i s  an 
“expansion project”. The Requesters claim that the Project “wi l l  extend oil palm onto blocks that 
currently contain forests, degraded forests and grassland that, despite being located within oil 
palm blocks, still provide economic and social services for local communities including household 
gardens.” The Requesters add that the Project has identified approximately 9,000 hectares o f  
“vacant” land for new planting, rather than promoting more productivity on existing blocks. 

14. The Requesters identify an overarching concern with oi l  palm development, which in their opinion, 
i s  that oi l  palm production does not result in poverty reduction for smallholders. Moreover, they 
state that other negative impacts o f  o i l  palm production are rarely disclosed to smallholders, 
including (a) land clearance and associated loss o f  forestland, which has important implications 

I’ PAD, p. 19. 
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including for erosion, topsoil depletion, and siltation o f  rivers, and (b) chemical and biological 
pollution o f  waterways. 

15, In particular, the Requesters identify the following sets o f  harm or potential harm which they claim 
to be caused by the Project: 

(i) Poverty Impacts. The Requesters state that “despite the signifzcant level of investment” 
by the World Bank in the o i l  palm industry over the years, these investments “have done 
little to provide material improvement in smallholders ’ lives ”. They point to the Social 
Assessment conducted under the Project which states that “living conditions have 
deteriorated and key indicators of poverty such as housing, access to clean water and 
health services show life quality has declined. ” The Requesters add that the same study 
“recognizes that the fall in living standards is paradoxical” as the cash income o f  o i l  
palm smallholders is considerably higher than that o f  other cash crop producing 
smallholders. 

The Requesters claim that under the Project, the farmers will be unable to “enhance their 
living standards ’I given their “dependent relationship ” and “unfair revenue sharing 
arrangement” with the estate mill, and that the Project will “reinforce” the Fresh Fruit 
Bunch (FFB) pricing system which, in their view, favors the milling companies over the 
smallholders. They also believe that promoting o i l  palm as the “single primary income 
generating activity for Indigenous Peoples in the three project areas” leads to mono- 
cropping which “is in direct contradiction with the World Bank’s own assessments on the 
importance of income diversiJcation in the smallholder areas I’ and prevents smallholders 
from using their land for supplemental income generating activities. Moreover, they state 
that in addition to the multiple levies smallholders have to pay to produce o i l  palm, they 
will have to pay an “additional levy to support the Road Maintenance Trust Fund” set up 
under the Project. Thus, in their view, by “embedding” these dependent relationships and 
raising levies, the Project will not enable smallholders to “lift themselves out ofpoverty”. 

(ii) Information Disclosure and Consultation. The Requesters state that ‘(World Bank and 
project sponsor have not consulted with claimants and other locally affected 
communities” and ‘Iproject information was not broadly disseminated prior to project 
approval and is still not available, nor was it ever delivered in any language other than 
English”. The lack o f  disclosure o f  information and consultations in the Project area 
before Project approval i s  described by the Requesters as “one of their major concerns”. 
The Requesters add that despite the fact that they are Indigenous People and customary 
landowners, the World Bank did not provide them with an opportunity to input into the 
“scope, purpose and activities ” o f  the Project, or discuss with them the “additional road 
levy that wi l l  be imposed on them” under the Project. They believe consultations may 
have led to proposals about alternative sources o f  revenue generation and negotiations on 
the “user fee”.  The Requesters state that despite their requests, they have not been 
provided records o f  the consultations which the Bank claims it has conducted during the 
design phase, and that the “lack of transparent consultation records calls into question 
whether there has been achievement of broad community support ’’ for the Project, leading 
them to conclude that any consultations undertaken were “limited” and “did not allow for 
informed participation”. 

4 



(iii) Project Sustainability. The Requesters raise concerns about the sustainability o f  the 
Road Maintenance Trust Fund (RMTF) and institutional capacity o f  OPIC, which 
according to them are the “two key features of the project”. They believe both features 
are poorly designed and will not be maintained once the Project ends. The Requesters 
state that roads in the Project area are already degraded, and that roads built in the 
Province by the previous World Bank Oro Smallholder O i l  Palm Development Project are 
in poor condition due to a variety o f  planning and construction problems. In their view, 
the roads to be constructed under the Project will not be sustainable because o f  the 
unreliability o f  the required financial contributions from Government agencies and the o i l  
palm industry. The Requesters claim that another issue l ikely to hamper sustainability i s  
the l imited capacity o f  OPIC and a skewed extension officer-grower ratio which will 
prevent the delivery o f  effective extension services and make the Project unviable. 

Moreover, the Requesters add that PNG taxpayers, by paying for the roads built by the 
previous World Bank project, then for this Project, and finally by paying user fees, will 
effectively be paying for the same roads thrice. The Request states that under the previous 
World Bank Oro Smallholder Oil Palm Development Project “approximately 180 km of 
roads were not constructed and many smallholders were left without road access. ” The 
Request also notes an emergency AusAid fund which was mobilized to construct the “left 
over” roads from the Oro project. They claim that the Project will upgrade the same 
AusAid funded roads with over 100 km undergoing minor reconstruction. 

(iv) Environmental Impacts. The Requesters state that the “environmental assessments 
conducted are particularly poor and miss critical impacts”, such as the impact o f  
increased effluent discharge from the mi l ls  on rivers, fish, and people. They also believe 
the Environmental Assessment has “major gaps” as it does not use reliable sources o f  
information, lacks an assessment o f  effluent treatment, and does not provide mitigation 
measures for Project impacts on high value forests. With regards to high value forests, the 
Requesters believe the Project poses a risk o f  deforestation in high value forests because 
o f  the use o f  a “site sensitivity survey ” by the OPIC which seeks to guide OPIC officers 
to classify forest land suitable for o i l  palm planting, and the setting o f  internal o i l  palm 
planting targets. The Requesters believe deforestation wil l occur because “OPIC officers 
lack the capacity to classzfi forests” correctly according to the site survey criteria and 
because o f  an incentive system which evaluates them according to how much o i l  palm i s  
planted. The Requesters propose a number o f  measures to prevent deforestation, 
including undertaking a high value forest inventory before new planting begins. 

16. In summary, the Requesters claim that the Project “violates” several World Bank policies and will: 
(a) limit their economic opportunities and pressure them to produce o i l  palm even though they 
believe o i l  palm farming will not raise their standard o f  living, (b) cause water pollution, (c) cause 
forest degradation, (d) be unsustainable and ineffective, and (e) cause additional economic hardship 
by requiring growers to pay for road maintenance fees. 

17. The Requesters note that they have raised their concerns with the World Bank on a number o f  
occasions, and attach a l i s t  o f  correspondence to demonstrate this, but state they “have not received 
any satisfactory response on how the project wi l l  ensure that the potential harms listed above wi l l  
be prevented”. 
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18. Moreover, the Requesters ask that the Project be put on hold until: “(a) poverty reduction is 
incorporated into the project design; (b) other economic livelihood options are presented; (c) a 
comprehensive environmental assessment is undertaken, including assessment of effluent treatment 
and forest inventory; (d) the project design is changed to ensure project sustainability, and (e) 
proper consultation is undertaken to ensure communities give their free, prior and informed 
consent to all components of the project ”. 

19. Based on the foregoing, the Requesters ask that the Inspection Panel conduct an investigation o f  
the matters described in the Request for Inspection. 

20. The above claims may constitute, inter alia, non-compliance by the Bank with various provisions 
o f  the following Operational Policies and Procedures: 

OP 1.00 
OP/BP 4.01 
OP/BP 4.10 
OP/BP 4.36 
OP/BP 4.04 
OP/BP 10.00 
OP/BP 13.05 
OMS 2.20 

Poverty Reduction 
Environmental Assessment 
Indigenous Peoples 
Forests 
Natural Habitats 
Investment Lending 
Project Supervision 
Project Appraisal 

D. MANAGEMENT RESPONSE 

21. What follows i s  a brief summary o f  the Management Response12, a complete copy o f  which i s  
attached to this Report as Annex 11. 

22. Context. According to the Management Response, the World Bank has been involved with oi l  
palm projects in PNG since 1969 when the first WB-financed oi l  palm project went into effect. The 
W B  has financed four o i l  palm projects prior to the SADP.13 Management notes that when the 
World Bank re-engaged with PNG in 2005 following a two year hiatus due to the suspension o f  the 
PNG Forestry and Conservation Project (2001)14, oi l  palm was identified as the best vehicle to 
improve rural livelihoods. To avoid adverse environmental impacts associated with new oi l  palm 
development, the World Bank decided to focus on smallholders in existing o i l  palm areas by 
raising their productivity and improving their access to the mill companies and local level services 
through the rehabilitation o f  rural roads. Management highlights that the PNG oi l  palm industry 
contributes significantly to the improvement o f  rural livelihoods, brings favorable returns to 
smallholders in comparison to other cash crops, and i s  the second highest employer in the country 

I2Management Response - Request for Inspection o f  the PNG: Smallholder Agriculture Development Project ((IDA Credit 
No. 4374-PNG), February 8,2010. 
l3 These are New Britain Smallholder Development Project 1969-1973 (Phase 1) and 1970-1976 (Phase 2); Popondetta 
Smallholder Oi l  Palm Development Project (1976-1984); Nucleus Estate and Smallholder (Milne Bay) Project (1985- 
1992); and, Oro Smallholder Development Project (1 992-2001). 
l4 Note on Cancelled Operation - Independent State o f  Papua New Guinea Forestry and Conservation Project, October 13, 
2006. 
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after the public sector.” Moreover, palm o i l  (the o i l  derived from the fruit o f  the o i l  palm tree) i s  
the dominant contributor to the PNG economy having experienced steady growth over the past 
three decades and rapid acceleration in the past five years. However, Management states that 
despite i t s  contribution to the national economy, the PNG o i l  palm sector i s  small in global terms, 
at 1 percent o f  global output. 

23. World Bank Group Moratorium. Management also notes that the World Bank Group16 
moratorium on o i l  palm announced in November 2009 does not apply to SADP as the Project was 
already effective at this time and “its design is meant to address the multiple social and 
environmental concerns that have been raised with regards to the sector at large. ’”’ However, 
Management believes that the Project can be reviewed and changes made in light o f  the outcomes 
o f  the proposed new comprehensive o i l  palm strategy for the World Bank Group. 

24. Management states that the SADP supports the Government o f  PNG’s Medium-Term 
Development Strategy (2005-201 0) and it incorporates lessons drawn from the Bank’s long 
association with the o i l  palm subsector, especially from the Oro Smallholder O i l  Palm 
Development Project which closed in 2001 ,I8 Though implementation delays have pushed back the 
commencement o f  main project activities, the Project did extend emergency road reconstruction 
assistance in the wake o f  Cyclone Guba which hit Oro province in 2007. Given restrictions on the 
use o f  IDA funds prior to project effectiveness, the Project co-financier PNGSDP extended 
financing for the repair o f  35kms o f  roads. 

25. Project Risk. Management acknowledges that the Project was considered to be ambitious and 
“high r isk”  at appraisal as it. sought to address the issue o f  poorly maintained agricultural access 
roads through the introduction o f  the RMTF and because o f  the weak institutional capacity o f  
Project counterparts. However, Management believes several conditions o f  effectiveness have been 
put in place to ensure these issues are addressed.” Moreover, though a 2008 Quality Assurance 
Group (QAG) review concluded that the SADP was an ((essential ” and “appropriate ” operation 
for PNG, it also opined that the preparation process, driven by the window o f  opportunity to 
resume lending, was rushed and would have “benefitedfiom a more complete preparation of the 
arrangements for the operation of the R W F s  andfinalization of the Terms of Reference (TOR) for 
the consultancies under the Project. J’20 

26. Project Status. Management also acknowledges that the PAD ‘tfailed to identz3 the risk of slow 
implementation start-up including the time needed to establish OPIC ’s project management 
capacity. ’I2’ Management states that two years after Board approval “key Project activities 
including road reconstruction and maintenance, infill planting and provision of local services and 
infrastructure through CDD have not commenced, and are only expected to start around the third 

l5 The Management Response states that Oil Palm smallholders earn K2,793ka and K130/day worked, compared to other 
cash crops such as cocoa (K1,136/ha and K2l/day worked) and coffee (K2,058/ha and K13/day worked). 
l6 For the purpose o f  this Report, World Bank Group i s  the International Development Association (IDA), the International 
Bank for Reconstruction and Development (IBRD), the International Finance Corporation (IFC), and the Multilateral 
Investment Guarantee Agency (MIGA). 

Management Response, p. vii. 
l8 Management Response, p. 10. 

Management Response, p. 1 1. 
2o Management Response, p. 12. 

Management Response, p. 1 1. 
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quarter of 2010.” 22 Ho.wever, Management believes substantial progress has been made in “Or0 
emergency road repair program, infilling component, mobilization of Project funds, and 
preparatory arrangements for OPIC capacity building, 7’23 

27. Poverty Reduction. Management believes WB investment in the oi l  palm sector in PNG has had 
an overall positive impact and that the Project will continue to provide such benefits in an 
environmentally and socially sustainable manner. Management states that the industry provides 
significant employment and “oil palm currently provides smallholders with higher returns to their 
land and labor than most other agricultural commodities, and contributes substantially to 
household incomes. ’124 In Management’s view, the annual income o f  a Village Oi l  Palm (VOP) 
grower o f  about Kina (K) 5,586 from a two ha block compares favorably with the annual income o f  
a full time minimum wage worker who earns about K3,200 at the prevailing minimum wage, 
Management notes that o i l  palm i s  less labor intensive relative to other crops (43 days a year for a 
two ha block) and provides a guaranteed income with a fortnightly harvest.25 Management agrees 
income diversification i s  an important consideration and states that existing data suggests VOP 
households in the Project area, as opposed to L S S  households that are land-constrained, already 
have diverse income sources which the Project wi l l  support through improved roads and 
Component 2. 

28. Management believes the paradox o f  high cash incomes and low standards o f  living i s  a national 
phenomenon and not confined to oi l  palm producers or the Project area per se. Management 
explains this phenomenon as primarily being the consequence o f  high consumptive expenditure, 
low savings, and social obligations that require households to share their income with extended 
family and friends. This, coupled with the “mixedperformance” o f  government service delivery in 
rural areas, further exacerbates the situation. Moreover, population density in L S S  households, with 
up to three generations o f  extended families living o f f  the same L S S  block in some areas and 
rotating the o i l  palm harvest amongst each other, makes them particularly dependent on diverse 
sources o f  income and subsistence food production. 

29. According to Management, the established relationship o f  oi l  palm growers with the mill company 
facilitates easier access to credit and farm inputs than any other cash crop. Loan repayments and 
deductions for farm inputs are made by the mill company at the time payment i s  made to individual 
growers, effectively guaranteeing repayment. Management emphasizes, however, that the 
availability o f  credit does not imply smallholders will be forced into growing o i l  palm as the 
infill ing activity i s  purely voluntary provided certain environmental criteria are met. Furthermore, 
Management believes the strengthening o f  the existing Mama Lus Frut Scheme (MLFS)26 wi l l  
have an overall positive impact on women in particular, and on the household in general. 

22 Management Response, p. 8. 
23 Management Response, p. 14. 
24 Management states the returns to o i l  palm at current prices are about K2,793/ha and K13O/day worked, compared to 
about K1,136/ha and K2l/day worked for cocoa and K2,058/ha and K13/day worked for coffee. 

26 The Mama Lus Frut Scheme (MLFS) i s  aimed at women in the smallholder areas. Collecting loose h i t  i s  considered 
women’s work but as women would not receive money from loose h i t  collection, they preferred growing and selling 
vegetables. The MLFS provides women with harvest nets and a payment card known as the “mama card” which records 
their sales proceeds and deductions. Women now have an alternate source of income through the MLFS. 

Management Response, p. 17. 25 
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30. Management also believes investment in rural access roads will have an overall positive impact as 
it will improve access to services such as health and education. Moreover, Component 2 o f  the 
Project, which finances small-scale community level economic infrastructure, livelihood activities, 
trainings, and technical assistance through grants enables communities to undertake such 
investments through a participatory approach. In Management’s view, this too wil l have a positive 
impact on welfare and living standards in the Project areas.27 

3 1. Fresh Fruit Bunch (FFB) Pricing Formula. Management explains that the FFB “pricing formula 
is based on an assessment of the relative costs of production of smallholders and milling 
companies. The payout ratio is calculated as the ratio of the industry average smallholder cost of 
production per ton of FFB from the field to the mill gate) to the total industry average cost of 
production @om the field to saleable palm products ready to ship at the wharjl.28 According to 
Management, the FFB formula has been always been a contentious issue between the smallholders 
and the milling companies. The formula i s  periodically reviewed, and the most recent review was 
carried out in 2001 by independent experts under the WB-financed Oro Smallholder Development 
Project. The FFB price i s  calculated monthly and al l  mill companies fol low it. The farmgate price 
paid to smallholders deducts smallholder costs o f  production (including al l  fixed and variable costs 
including labor costs for land clearing, planting and maintenance, material costs including 
seedlings, fertilizers and equipment) and a number o f  levies such as the PNG O i l  Palm Research 
Association (PNGOPRA) levy, the OPIC levy, the FFB transport costs, the Sexava levy2’, land rent 
(for al l  L S S  blocks), growers association membership fees, the cost o f  borrowing (interest 
payments and bank fees) and the construction costs o f  smallholder housing (where appli~able).~’ 

32. Management agrees that the FFB price formula setting should involve al l  stakeholders3’ and states 
that the pricing formula will be reviewed under the Project as i t  i s  l ikely there have been changes in 
the industry cost structure since the 2001 Review. Management expects this review to be 
conducted in mid-20 10 and anticipates it “wi l l  update and revise the methodolop and assumptions 
used in calculating prices and shares between the smallholders and the mills. 

3 3 .  Road Maintenance Trust Fund (RMTF): Management explains that the “RMTF is a mechanism 
aimed at guaranteeing the funding of smallholder access road maintenance, through contributions 
from end-users of the network, including smallholders, milling companies and the Provincial 
Governments that represent the general population using and benefiting from the access roads. ’13’ 
Management believes improved roads will reduce costs o f  production because o f  lower 
transportation costs, and also enable better access to social services thereby contributing to poverty 
reduction. The RMTF levy, like other levies, will be deducted from smallholders prior to the 
farmgate price and Management believes an understanding has been reached on the principle o f  
cost sharing (25% smallholder, 25% mill company, 50% provincial g ~ v e r n r n e n t ) . ~ ~  Management 
states that “although smallholders wi l l  face higher costs due to the road maintenance levy, the 
economic and financial analysis for the SADP indicates that the benefits accruing from the 

27 Management Response, p. 21. 
28 Management Response, p. 2 1. 
29 The Sexava Hopper i s  an oi l  palm pest whose spread i s  controlled through a centralized effort by mill companies. 
30 Management Response, p. 22. 
3’  Management Response, p. 62. 
32 Management Response, p. 22. 
33 Management Response, p. 66. 
34 Management Response, p. 30. 
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improved roads wi l l  outweigh the additional incremental cost. Management also states that the 
P A D  describes the general principles pertaining to the RMTFs and its design has not been finalized 
yet as attested by Schedule 1 o f  the Financing Agreement, which only refers to supporting “the 
design of Road Maintenance Trust Funds. ’j3‘ Management reiterates that the RMTF mechanism i s  
in draft form, and that the “level of the smallholder road levy” and the final RMTF levy amount 
will be calculated and agreed upon through a detailed consultative once road maintenance 
work s t a r k 3 *  Management expects this study to commence in mid-2010. 

34. Free Prior and Informed Consultations (FPIC) and Broad Community Support (BCS): 
Management believes ‘pee, prior and informed consultations resulting in broad community 
support for the Project were undertaken during Project preparation. Management states that a 
vast majority o f  the population living in the Project area i s  considered indigenous as per Bank 
policy and the Government o f  PNG undertook a Social Assessment and other necessary steps to 
ensure free, prior and informed consultations resulting in broad community support at all major 
stages o f  Project development. The Social Assessment, led by a team o f  consultants fluent in Tok 
Pisin, began in June 2006 and, in Management’s view, numerous consultations involving a wide 
range o f  stakeholders were conducted in the three Project areas and in Port Moresby. Management 
states more than 550 individuals were consulted through focus group discussions and one-on-one 
meetings which, fol lowing local tradition, were informed about the Project verbally and no 
documentation was provided. Management believes there was, and continues to be, strong support 
in the Project area for the Project as documented in the Social Assessment and Beneficiaries 
Assessment. Though Management believes the findings o f  the consultation process were properly 
documented, it “recognizes that documentation of the consultation process in the Social 
Assessment should have been more detailed and complete. The documents should have elaborated 
further on several aspects of the consultation process including specijjing what information was 
provided on the Project, how the information was conveyed, and how locations and participants 
were selected. 

3 5,  Furthermore, Management “strongly believes that broad community support for the Project exists 
in the three oil palm growing areas targeted under the Project and that the Project design reflects 
the concerns of the beneficiaries. jJ4’ Management notes that OP 4.10’s requirements regarding 
“broad community support” and “free, prior and informed consultations’’ are “not meant to require 
unanimity of views or to condition a Bank project on the receipt of consent from dl affected 
individuals or groups. ’’42 

36. Information Disclosure: Management states that the “Social Assessment, the EA, and related 
documentation were publicly disclosed” in English in Port Moresby at the PNG Public Information 
Center (PIC) and in Washington at the InfoShop on February 22, 2007. Management believes the 

35 Management Response, p. 33. 
36 Management Response, Footnote 25, p. 8. 
37 Management Response, p, 64. 
38 Management Response, p. 23. 
39 Management Response, p. 25. 
40 Management Response, p. 27. 
41 Management Response, p. 3 1. 
42 Management Response, p. 32. 
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disclosure o f  information practiced under the Project was ‘tfully consistent with the Bank’s Policy 
on Disclosure of Information. ’ J 4 3  

37. Project Sustainability. Management agrees project sustainability i s  a priority and that road 
maintenance leading to reliable FFB collection i s  key to ensuring smallholders translate their 
harvest into cash income and better access to social services. Management highlights the difficult 
task o f  road maintenance in a high rainfall climate, and believes “ i t  is the absence of an effective 
institutional arrangement for emergency and routine maintenance of the road network used by 
smallholder oil palm growers that is at the heart of the current situation”.44 Moreover, learning 
from the previous Oro Project (200 l), Management states that “even the programming of funds for 
maintenance into provincial budgets is no guarantee .that such maintenance wi l l  actually take 
placeJJ4’ and that clear contract management mechanisms need to be in place. In Management’s 
view, the Project provides a remedy for this situation in the form o f  the Road Maintenance Trust 
Funds (RMTF) which wi l l  operate under the principle o f  cost sharing and participatory 
management. Furthemore, the creation o f  a Road Engineering Unit under the Project and the 
expansion o f  OPIC’s infrastructure department will, in Management’s opinion, curtail the risk o f  
underperformance in road maintenance. 

3 8 .  Management also states that “PNG taxpayers did notpay for 150 kilometers of roads that were not 
completed under the previous Or0 project, so they wi l l  not be paying multiple times for these roads 
when they are completed. J J 4 6  According to Management, this i s  because only 79% o f  the funds 
allocated for rural roads and 2% o f  funds allocated for main roads were actually spent. Also, some 
o f  the roads financed by the Oro Project have been repaired from AusAid funds and the remaining 
105 k m s  wi l l  be reconstructed using grant money from the PNGSDP (75  kms) and IDA funds (30 
k m S ) .  

39 .  Management states the PAD acknowledged that OPIC capacity needed improvement and money i s  
provided under the Project to address this issue. OPIC will hire an “extension consultant ” whose 
task will be to develop an approach to working with smallholders so as to address constraints to 
smallholder welfare and productivity. Moreover, “improved smallholder productivity wi l l  also 
contribute to OPIC s Jinancial sustainability ’14’ as “an overall increase in smallholder production 
through more accessible roads, improved extension services, in jZing and yield increases J J 4 8  will 
increase the associated OPIC levy o f  K4/FFB (four Kina per 1MT FFB per farmer). 

40. Furthermore, Management states that OPIC does not have a policy o f  rewarding or penalizing staff 
for planting new oi l  palm blocks and that i s  does not have a target-based staff evaluation system. In 
Management’s view, the only measure that could be called a target i s  OPIC’s responsibility, based 
on estimates, to ensure seedlings (which have to be planted a year in advance) are available for 
smallholders who wish to plant them. 

41. Environmental Impacts: Management states that consultations were carried out in the Project 
areas and in Port Moresby as part o f  the environmental assessment process. Besides smallholders, 

Management Response, p. 33. 
44 Management Response, p. 34. 
” Ibid. ‘‘ Management Response, p. 35. 
471bid. ‘* Management Response, footnote 62, p. 35. 

43 

11 



other civil society actors and local government authorities were also consulted. However, 
“Management acknowledges that the requirements of OP 4.01 were not fully met, in that the only 
information shared with stakeholders during consultations for the EA was in verbal form and 
that further consultations wi l l  be undertaken as part o f  upcoming Project activities. 

42. Management agrees that “there was insuflcient detail in the EA on the matter of effluents”” and 
that “ In  addition to monitoring of milling company IS01 4001 and RPSO certijkation, a thorough 
analysis of the impact of increased effluents due to Project activities wi l l  be undertaken. ’ 1 5 ‘  

Management Response explains that the “IS01 4001 is an international standard for environmental 
management and a framework for lessening a company s footprint on the environment” and the 
Roundtable on Sustainable Palm Oi l  (RSPO) “is a global coalition of industry, NGOs, Jinancial 
institutions, environmental and conservation groups, retailers and consumer product companies 
that have come together since 2004 to develop a structured way forward for the production and use 
of sustainable oil palm”.52 And though the EA, the EMP and the ESMF identify potential 
environmental impacts o f  the Project and include appropriate and effective mitigation strategies, in 
light o f  the Request, Management “agrees that a more comprehensive analysis of the impacts of 
increased production at the oil palm mills and effluents should have been undertaken in 
accordance with the requirements of OP/BP 4.01. ”53 

43. With regard to High Value Conservation Forest (HVCF), Management believes “the Project’s 
design includes adequate measures to minimize and manage risks of deforestation of areas of high 

Moreover, Management states that “no signifcant conversion or conservation value. 
degradation of critical forest areas or related critical natural habitats is planned under the 
Project. ”” Management stresses that screening processes already in place in both Components 1 
and 2, and the proposed forest and wildlife mapping, wi l l  ensure there i s  no negative environmental 
impact on forests or regenerating forests. Also, OPIC extension officers are trained in identifying 
HCVF, 3 new Environment Officers will be recruited, and further training wi l l  be provided under 
the Project. Management believes that the lack o f  a forest inventory i s  not a violation o f  BP4.36 
(Forests) as paragraph 4 o f  BP 4.36 (Forests) refers to an inventory o f  critical forest areas and not 
to a forest inventory per se. Lastly, in the absence o f  an o i l  palm code o f  practice, the PNG logging 
code o f  practice and national environmental laws will also be followed.56 

1154 

44. Management observes that some inconsistencies in describing the division o f  labor between the 
various OPIC officers were identified during the preparation o f  the Management Response, and 
these will be addressed. 

45. Management Response and Actions. Management believes it has made “diligent efforts to apply 
its policies and procedures and to pursue concretely its mission statement in the context of the 
Project”’7 and that “the Requesters’ rights or interests have not been adversely affected by a 

Management Response, p. 28. 
’O Management Response, p. 36. 
5 1  Ibid. 

49 

52 Management Response, p. 7. 
53 Ibid. 
54 Ibid. 
” Management Response, p, 37. 
56 Management Response, p. 38. 

Management Response, p. 39. 57 
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failure of the Bank to implement its policies and procedures. 
several areas for improvement. These are: 

That said, Management notes 

(i) Acknowledging that no documents were translated into local languages, the Bank wi l l  
ensure that key documents are translated and made available by OPIC in the Project 
areas and that OPIC radio programs communicate key aspects o f  the Project to 
smallholders. Routine translation o f  relevant Project documents will be discussed with 
Government and the Bank w i l l  encourage the Borrower to have relevant translated 
materials made available in the Project areas by July 1 , 20 10. 

(ii) Management recognizes that documentation o f  the consultation process in the Social 
Assessment should have been more detailed and complete. 

(iii) Management agrees that there was insufficient detail in the EA on the matter o f  
effluents. Based on the review, an analysis o f  the impact o f  increased effluents due to 
Project activities will be undertaken. 

46. Management also presents several actions to address the areas highlighted for improvement. These 
are: 

(i) Management will ensure that inconsistencies between the P I M  and the EMP are 
addressed and amendments to the Project documents are discussed with OPIC. 

(ii) To ensure all environmental and land-related provisions are adhered to, Management 
will discuss with OPIC that the OPIC environment and land officers will both sign-off 
on the Oi l  Palm Planting Approval Form. 

(iii) Measures to further strengthen the consultation process for major activities during 
implementation, including the demand-driven Component 2, wi l l  be discussed with 
OPIC. 

(iv) Management undertakes to provide inputs to OPIC to ensure: (a) the design o f  the 
RMTFs i s  done in a consultative way with the objective o f  ensuring sustainability; (b) 
that the process o f  collecting and analyzing data and revising the FFB pricing formula 
continues to involve smallholders, through their representatives, and OPIC as well as 
the milling companies; (c) that provisions in the Road Reconstruction Sub-Manual, the 
Environmental Management Plan and the Resettlement Policy Framework are 
reexamined in light o f  the fact that IDA will be financing some o f  the incomplete roads 
in Oro province which were previously to be financed by PNGSDP; (d) that adequate 
provisions are made for the independent social and environmental audits; and (e) that 
the grievance mechanisms under the Project are strengthened. 

E. ELIGIBILITY 

'' Management Response, p. 40. 
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47. The Panel must determine whether the Request satisfies the eligibility criteria set forth in the 1993 
Resolution establishing the Panel and the 1999  clarification^,^^ and recommend whether the 
matters alleged in the Request should be investigated. 

48. As part o f  this process, the Panel has carefully reviewed the Request and the Management 
Response. Moreover, Panel Member Eimi Watanabe , together with Deputy Executive Secretary 
Dilek Barlas and Operations Officer Mishka Zaman visited Papua New Guinea from February 16, 
2010 through February 20, 2010. During i t s  visit, the Panel team met with CELCOR, Government 
officials, Bank staff, and representatives o f  the Oi l  Palm Industry Corporation. The Panel team also 
visited Popondetta in Oro Province where the Requesters live, and met with the signatories o f  the 
Request for Inspection and other affected people. The Panel team also met with a representative o f  
the local administration in Popondetta, the representatives o f  the OPIC field office, and 
representatives o f  the Popondetta Oi l  Palm Growers Association (POPGA). The Panel wishes to 
express i t s  appreciation to everyone mentioned above for sharing their views and exchanging 
information and insights with the Panel. 

49. The Panel also wishes to thank the World Bank Country Office in Port Moresby for providing 
relevant information and assisting with logistical arrangements, and the World Bank Project team 
based in Sydney for visiting Port Moresby to brief the Panel team on relevant aspects o f  the 
Project. 

50. The Panel i s  satisfied that the Request meets all o f  the eligibility criteria set forth in the 1993 
Resolution and Paragraph 9 o f  the 1999 Clarifications. 

51. During the visit, the Panel confirmed that the Requesters are legitimate parties under the 
Resolution to submit a Request for Inspection to the Inspection Panel. The Requesters are affected 
parties who have common interests and common concerns, and reside in the Borrower’s territory. 
The Request therefore satisfies item (a) o f  the said Paragraph 9. 

52. The Panel confirms that the Request “assert[s] in substance that a serious violation by the Bank of 
its operational policies and procedures has or is likely to have material adverse effect upon the 
requesters,” as per the requirement o f  Paragraph 9(b). 

53. The Requesters assert that the Project, with i ts  current design, will harm them because o f  the 
negative economic, social and environmental impacts o f  increasing palm oi l  production. They 
believe that the Project will limit their economic opportunities and wi l l  force them to produce oi l  
palm even though oi l  palm has not, and wi l l  likely not, improve their livelihood standards. The 
Requesters claim that infill ing activities supported under the Project w i l l  cause additional water 
pollution in their area and degrade forests. In addition, the Requesters assert that the Road 
Maintenance Trust Fund will unfairly force smallholders to pay for road maintenance leading to 
increased levies and reduced income and wi l l  not be sustainable. 

54. The Panel confirmed that the World Bank was aware o f  the concerns o f  the Requesters 
considerably in advance o f  the Request for Inspection. The Requesters corresponded with Bank 
Management and met with Bank staff on several occasions prior to the submission o f  the Request 
for Inspection. However, the Requesters indicate that they are not satisfied with the response 

59 Conclusions o f  the Board’s Second Review o f  the Inspection Panel (the “1999 Clarifications”), April 1999. 
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received from Management. The Panel i s  therefore satisfied that the Request “does assert that the 
subject matter has been brought to Management’s attention and that, in the Requesters’ view, 
Management has failed to respond adequately demonstrating that it has followed or is taking steps 
to follow the Bank’s policies and procedures.” Hence, the Request meets the requirement o f  
Paragraph 9(c). 

55. The Panel notes that the subject matter o f  the Request i s  not related to procurement, as required by 
Paragraph 9(d). 

56. The Credit closing date i s  December 31,2012. As o f  the date the Request was filed, about 2.6 % o f  
the Credit had been disbursed. The Request therefore satisfies the requirement in Paragraph 9(e) 
that the related Loan has not been closed or substantially disbursed. 

57. Furthermore, the Panel has not previously made a recommendation on the subject matter o f  the 
Request. Therefore, the Request satisfies Paragraph 9(f). 

F. OBSERVATIONS 

58. At the outset, the Panel acknowledges the significance o f  the Project which includes activities 
intended to improve community participation in local development. The Panel also acknowledges 
the importance o f  palm oi l  in PNG’s overall economy as a dominant contributor to the country’s 
agricultural foreign exchange earnings. On the other hand, the Panel would like to underscore the 
gravity o f  the claims presented by this Request, and especially o f  the claims related to livelihood 
impacts o f  oil palm production on the smallholders. The Panel has carefully reviewed the 
Management Response and other relevant Project documents, which describe the Project, the 
context in which it came about and the Bank’s engagement in the palm oi l  sector in Papua New 
Guinea, which dates back to 1969. The Panel appreciates Management’s acknowledgement o f  
some weaknesses in Project preparation and i t s  identification o f  steps to address the same. 

59. Poverty Impact: During i t s  visit to Popondetta, the Panel met with several communities that are 
growing o i l  palm.60 The Panel team met with smallholders living in Village Oi l  Palm blocks, Land 
Settlement Scheme blocks, and Land Tenure Conversion (LTC) blocks. All o f  the smallholders that 
the Panel team met stated that growing oi l  palm has not improved their livelihoods although most 
o f  them have been involved in growing o i l  palm over the past 30-35 years. During i t s  visit the 
Panel team observed the poor living conditions o f  the smallholders who live in houses built from 
bush materials and lack basic infrastructure such as clean water and sanitation. The Panel also 
observed overcrowding and large numbers o f  family members dependent on income from one oil 
palm block, which appeared to be a consequence o f  population increase especially in the L S S  
areas, with very limited option to acquire new land. The Panel was informed that these pressures 
are leading to disputes within the families. 

. 

60. All o f  the smallholders that the Panel team met complained o f  the multiple levies deducted from 
the Fresh Fruit Bunches (FFB) pricing. They claimed that such levies, together with their loan 
repayments, which are directly deducted from their fortnightly payments, often account for more 

6o The Panel tried to meet, courtesy OPIC, with smallholders that were not signatories to the Request; however this meeting 
could not be held. 
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than 50 percent o f  their pay. As evidence, some o f  the smallholders shared their payment cards 
with the Panel team. The smallholders indicated that while they are dependent on the milling 
company for their income, there are no means for them to provide their inputs in negotiating the 
FFB pricing and levies applied. The Smallholders claimed that they face levies that are unilaterally 
introduced or increased arbitrarily. The smallholders also claimed that they do not benefit from the 
services for which they pay levies. Several smallholders indicated that they would rather not 
replant their o i l  palm trees, and switch to a different crop. However, they indicated that their lack 
o f  financial resources and the absence o f  adequate extension and support services for other cash 
crops prevent them from making such a switch. 

61. During its visit, the Panel team also met with women in the communities who are involved in the 
Mama Lus Frut Scheme (MLFS), which is an important source o f  income for women in 
smallholder blocks from loose o i l  palm fruit collection. They noted that their income under the 
MLFS was at f i rs t  free o f  levies when the MLFS was started. However, they claimed that a change 
was made in 2002 and deductions, similar to the levies applied on FFB pricing, were also 
introduced on M L F S  payments. The women told the Panel team that they spend most o f  their 
income on school fees, foodstuffs, and basic household necessities. They said they feel  “hopeless ” 
upon learning further levies will be introduced for road maintenance under the RMTF. 

62. The communities met reiterated the importance o f  additional measures to improve their 
livelihoods. They noted the importance o f  improvement o f  local infrastructure and introduction o f  
other income generating activities, which may be addressed under Component 2 o f  the Project. 
However, the communities claimed that they had not been consulted on the kind o f  activities that 
can be financed under Component 2 and on the needs o f  their communities. 

63. In i t s  Response, Management notes that the o i l  palm industry generates significant employment 
and contributes substantially to  rural incomes in the o i l  palm growing areas. However, 
Management acknowledges the “paradox” o f  relatively high cash incomes o f  o i l  palm producers 
but deteriorating living standards reflected by some key indicators o f  poverty such as housing, 
access to clean water and health services. According to Management, high consumptive 
expenditures, lack o f  effective savings mechanisms, social and traditional obligations o f  the 
smallholders to share their incomes with friends and relatives, as wel l  as extreme population 
pressure in the LSS areas, are the factors contributing to this paradox. 

64. Management in i t s  Response, states that an update o f  the pricing formula i s  much needed, and adds 
that funds have been allocated under the Project to review and update the existing FFB pricing 
formula, which will revise the methodology and assumptions used in calculating prices and shares 
between the smallholders and the mills. Management Response also notes that Component 2 o f  the 
Project, which focuses on local governance and community participation, will have an impact on 
welfare and living standards in the Project areas. At the time o f  the visit, the Panel was informed 
that the Project i s  in the process o f  selecting the management agency for this component. 

65. During i t s  visit to Popondetta, the Panel team met with the OPIC f ield representatives and the 
management o f  the POPGA together with some o i l  palm growers. OPIC representatives showed 
the Panel team a l i s t  o f  approximately one thousand people applying for infilling credits under the 
Project as an indication o f  further demand for growing o i l  palm. POPGA representatives discussed 
the importance o f  the o i l  palm industry for the area and how it has contributed to .local 
development and improvement in the law and order situation. The POPGA representatives 
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explained how past efforts with coffee and cattle and other cash crops had failed, stating that o i l  
palm is the only crop that brings high income to the area. 

66. Environmental Impacts: During i t s  visit, the Panel team met with a community living 
downstream from the mill. The community explained to the Panel team the negative impacts o f  
effluent discharge from palm o i l  on the river and streams which causes skin diseases, reduction in 
fish life, change in soil structure leading to lower productivity, and bad odors. The community 
expressed i t s  concern with the Project which they claim will increase palm o i l  production and 
effluent discharge. The community claimed that the mill company is not complying with the 
Roundtable on Sustainable Palm Oil guidelines and discharges effluents at night. 

67. Management, in i t s  Response, agrees that there was insufficient detail in the Environmental 
Assessment on effluents and an analysis o f  the impact o f  increased effluents due to Project 
activities will be undertaken. Management plans to discuss the arrangements for this analysis with 
the Borrower during the supervision mission in March 20 10. 

68. The Panel noted conflicting claims raised by the Requesters and Management on the Project’s 
impact on forests. The Requesters with whom the Panel team met in Popondetta noted their 
concern on the impact o f  the Project’s infilling activities on the High Conservation Value Forests 
and Primary Forests. They contended that OPIC does not have sufficient capacity to implement the 
screening process and will be under pressure to sign o f f  the “Oil  Palm Planting Approval Form.” 
They claimed that the possibility o f  growing o i l  palm in infilling areas will increase the pressure o n  
the smallholders to clear more forest areas for kitchen gardens, which i s  essential for their food 
security. 

69. In i t s  Response, Management notes that the Project includes adequate measures to minimize and 
manage risks o f  deforestation o f  areas o f  high conservation value. Management indicates that a 
thorough screening mechanism has been put in place to ensure that no planting takes place in 
critical habitats and primary forest areas. Management states that some inconsistencies were 
identified between the Environmental Management Plan and Project Implementation Manual in the 
division o f  labor between OPIC extension officers, the environment officers and land officers, and 
necessary amendments will be made in Project documents to clarify the division o f  labor for the 
site sensitivity screening. 

70. Information Disclosure and Consultation: During the Panel team’s visit, the communities said 
that their major concern was the lack o f  consultation and disclosure o f  information in the Project 
area before Project approval. They believed proper consultations may have led to Project design 
that included financing mechanisms for alternative crops and revenue generation opportunities for 
the smallholders. They contend that, as in the case o f  RMTF, deductions are introduced on the FFB 
pricing without their knowledge. They claimed that they already pay high transport costs and they 
do not understand why they should be required to contribute the same amount to RMTF as the mill 
companies. Although they noted the importance o f  the roads for their livelihood, they felt  that the 
percentage o f  contribution for RMTF allocated to smallholders i s  not fair. 

71. The Management Response states, however, that free, prior and informed consultations had taken 
place during Project preparation, and that broad community support for the Project exists in the 
Project areas. Management states that the design o f  the RMTF will be finalized through a detailed 
design study during implementation. Management fwther notes that while the principle o f  cost 
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sharing between the Provincial Government (50 percent), the milling companies (25 percent) and 
the smallholders (25 percent) constitutes the basis o f  understanding reached among the parties, 
important aspects o f  the RMTF, including the level o f  the smallholder road levy, are s t i l l  to be 
designed in a consultative way. 

72. The Panel observed the challenging nature o f  consultations and information sharing, because o f  the 
variety o f  languages spoken among different communities, as well as the low literacy levels. In 
addition, some o f  the smallholders believe that POPGA has not been effective in representing their 
interests in various consultative forums. 

73. Project Sustainability: The smallholders shared their concerns with the Panel team regarding the 
sustainability o f  the Project. They contended that the Provincial Government does not have any 
revenue sources to contribute i t s  share o f  funds to the RMTF to ensure a sustainable road 
maintenance mechanism. They claim that despite the additional levy, the poor state o f  road 
maintenance wi l l  not improve. In addition, the smallholders claimed that the Project will not be 
sustainable due to limited institutional capacity o f  OPIC. They claimed that the extension services 
that OPIC provides are not effective as smallholders already possess that knowledge which i s  
passed within the family. In addition, they contend that due to OPIC’s poor quality o f  extension 
services the mill company i s  providing such services to the smallholders. 

74. In i ts  Response, Management notes that the Project includes funds to strengthen OPIC’s extension 
capacity. As noted above, Management also notes that the design o f  RMTF will be done with the 
objective o f  ensuring sustainability. 

75. The Panel i s  not in an investigation stage and according to i t s  procedures “wi l l  not report on the 
Bunk’s failure to comply with its policies and procedures or its resulting material adverse effect 
during i t s  eligibility phase.61 Accordingly, the Panel at this time cannot draw conclusions about the 
claims and events described above or their possible connection to the Project. 

76. Bank Management noted in i t s  Response that the moratorium on new public sector investments in 
o i l  palm development announced by the World Bank in November 2009, did not apply to the 
Project as the Project was already effective and i t s  design addresses the multiple social and 
environmental concerns that have been raised with regards to the sector at large. Management 
indicated that the Project will be reviewed in the context o f  the new oi l  palm strategy and changes 
will be made if required. The Panel was informed that this Project i s  the only one that IBRD/IDA i s  
currently financing in the oi l  palm sector. 

77. The issues described above illustrate the serious nature o f  the claims and concerns o f  the 
smallholder oi l  palm growers affected by the Project. The Panel also notes that there are important 
questions o f  compliance and harm raised by the Request, and differences in the claims made by the 
Requesters and Management on some o f  the key concerns, which could only be evaluated as part 
o f  an investigation. 

1999 Clarifications to Panel Resolution, Paragraph 7. This paragraph further provides that “any definitive assessment of 61 

a serious failure of the Bank that has caused material adverse effect will be done after the Panel has completed its 
investigation .” 
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G. CONCLUSION 

78. The Requesters and the Request meet the eligibility criteria set forth in the Resolution that 
established the Inspection Panel and the 1999 Clarifications. 

79. The Panel notes that there are conflicting assertions and differing views on issues o f  harm and 
compliance with policies and procedures raised in the Request for Inspection, as evidenced by the 
various statements made in the Request, in the Management Response, and in the Panel’s meetings 
with affected people and with Bank staff. In order to ascertain compliance or lack thereof with 
Bank policies and procedures in the design and implementation o f  the Project, the Panel must 
conduct an appropriate review o f  a l l  relevant facts and applicable policies and procedures. This can 
be done only in the course o f  an investigation. 

80. In light o f  the observations noted above, the Panel recommends that an investigation be carried out 
on the issues raised by the Request. The Panel’s investigation will also report on steps and actions 
taken by Management during the course o f  the investigation to address the issues o f  compliance 
and the concerns raised by the Requesters. 
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Center for Enviimentai Law and Camunity Rights Inc. 
P 0 Box 4373, BOROKO Phonfc (675) 323 4509 
NntfonaiCmpltd D t a i c t  j675) 311 2106 
Pipus N e w  Guinea Enmll: Inro@ckor.orp.pg 

Webrhc: www.cclcpr.org.pg Sultc Sa, 2nd Flarr.Cudcr Clfy, Daroko, 

25' November 2009 

The Inspection Panel 
1818 # Street, N , W  
Washington D.C 20433 
United States 

Dear Members of  the Panel, 

RE: INSPECTION PANEL CLAIM BY COMMUNI'MES LN THE WORLD BANK 
SMALLHOLDER AGRICULTURE DEVELOPMENT PROJECT (SADP). 

Please find attached the request for an Inspection by rhe communities in the Smallholder 
Agriculture Development Project area, particularly in Oro Province, Papua New Guinea. 

The request to the Panel is based on the World Bank Projtct Identification No. P079140. 

The affected communities in ,Or0 and the acting agency for the claimants have in several 
occasions spoken to the World Bank regarding issues with regard to SADP and the impacts of 
hnding oil palm in Papua New Guinea, However, the Bank has never responded or has 
ignored our requests. We have attached list o f  conespondences we made with the Bank country 
branch here in Papua New Guinea, 

l h e  affected communities have given their consent to the Centre for Environmental Law and 
Community Rights (CELCOR} IO act on their behalf (Appendix 1). Please find attached 
authorization letter and we request that h e  identification of fhe claimants be kept secret. 

Our contact person in the United States is Ms. Jennifer Kalaht &om the lnternational 
Accountability Project. Her contact address is: 22 Pine Street, 6" Floor, San Francisco, CA 
94 104 USA, Telephone: -t 1-4 15-659-0555. Email: jen(iilaccountabilitroiect.org 

We do not give consent to the World Bank to disclose Claimants names and their details other 
than CELCOR's. 

We look fonvard to cooperking with you in lhis.request. 

DAMIEN ASE (MR,) 
Executive Director 
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November 25' 2009 

Executive Secretory 
Inspection Panel 
World Bank 
18 I8 H, Strcd N.W. 
Washingloa DC 20433 
United States of America 

Reauest f i x a r t i o n ;  
-]der Adcultural Dcvelpgmca t Roiect - Pama New G W  

The Centre for Environmental Law and Community Rights (CELCOR), acting as a representative 
o f  the Ahofikandctta Pressure Group, other claimants from lfie Om Province and affected 
smallholders within the rhree project areas, submils this request f6r inspection regarding the 
Smallholder Agricultural Development Project (SADP) in Papua New Guinea to the lospection 
Panel. Claimants' details and addresses arc attached in Appendix 1. 

CELCOR is a Papua New Guinean public interest legal NGO, focusing on tbe environment. I t  
undertakes campaip to protect and defend P~pua Ncw Guiaea's rich biodiversity aqd lendscapc 
and provides legal assistwe to lendowers affected by large scale cnvironmenrally destructive 
projecti including industrial logging, mining and oil palm plantation developments. 

CELCOR submits this request to the Inspection Panel for review of the SADP based on testimony 
from landowners about their cxpen'ence with existing economic, social and environmental 
problems witlr oil palm development and in tbe context of tbc World Bank Oroup'a recent 
suspension of private sector funding to the oil palm sector based oa the need to rdcw tbe social 
and cnviro~~enlal sustainability of such projects. The claimants asked CELCOR to submit lhis 
request for inspection os the SADP project does not molve exisling problems and, instead, 
threatcos cxawbate them. The claimants and CELCOR maintain that the World Bank has not 
c w s i d d  or acta! upon complaints already made about the SADP. 

The claim i, divided into three parts: Part A provides an overview of the project; Part E identifies 
harm or potential hann caused by the project; Part C lists breaches of  WorId Bank policy in 
regards to the project; Part D demonshatea attunpls to resolve project concans with World Bank 
management and; Parl E provides an update OD rcoent project developments. Furthamore, in 
support of the lospection Penel request, we attach the following documents: 

I, Correspondence between the World Bank aod some of ihc claimants; 
2. Public petilion B@wt the SADP and pala oil dcvclopmeat; 
3. Open letter to the World Bank signed by some of the claimants, available at 

. Ihttp:/hvww.wrm.org.uy/coun trieslSuppo~-to_Papua_Ncw_Gunico.htmlJ. 

Request Sammary 

The SADP was approved by the World Bank Board on 18 Deccmber 2007 and launched io Papua 
New Guinea in March 2009. The project was ongioally identified in 2003 as B follow up to the 
previous World Bank funded Oro Smallholder Oil Palm Development Project. However, due IO 
Gractious relations bctwm h e  World Bank and the PNO government caused by non-compliance 
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with the Foresvy and Conservation Project loan, the SADP wns put on hold until 2005. 
Consultation and appropriate assessment were then delayed until 2006 and were said to have been 
completed in 2007. Throughout this period, the project hns undergone significant revision and has 
been adopted born an oil palm expansion and replanting project to an “infilling” and road 
maintenance project. The aim of the project i s  to actively encoumge “the main growth of oil palm 
as the m i n  income generating aclivity for smallholden in the project area” (EMP, January 2007). 

The World Bank and project sponsor have not consulted with claimauts and other locally affected 
communities about this project. Project information was not broadly disseminated fior to project 
approval and is still not available, nor was it ever delivered, in any language otha than English. 
The World Bank n e w  .provided any opportunity IO the claimants to give their input or feedback 
on project objectives and design. despite heir status as Indigenous Peoples and customary land 
owncrs. 

claimants are c o n c e d  tho1 the project will: (a) limit their cwnomk oppomilies and 
essentially force them to produce oil palm even lhough they feel that participation in oil palm 
farming has not and will likely not increase their standard of living, (ti) cause additional water 
pollution in their area and degrade forests, (c) be unsustainable and therefore, un-effective, d 
(d) unfairly force growers to pay for road maintenance, leading to increased cconomic hardship. I t  
i s  our assessment that h e  project violates the World Bank’s Indigenous People Policy, 
Environmental Assessment, Natural Habitats Policy, Forest3 Policy, Disclosure Policy and 
lnvtstment Lending Poiicy. 

Despite repcated attempts lo raise these issues with the World Bank. claimnu b v e  not received 
information on who was consulted during project preparation and have not received my 
satisfactory response on how h e  project will ensure that the potenlie1 h a m s  listed above will be 
prevent& 
We nquat  the Inspection Panel recommend to the World Bank‘s Executive Directors that M 
investigation of thee matters be carried out Furthtnnore, in making this quat  for inspection of 
the project, the claimants ask lhat the SADP be put on hold until: 

a) poverty reduction is incorporated into the project design; 
b) otha tconomic livelihood options arc present& 
c) a comprehensive environmental assessment is  undemken, including assessment of 

efnucnt treatment and a.foresl inventory; 
d) the project design is amended to ensure suslainability of h e  project 

Port A Project Description 

The project is made up of Uuce components. Component I addresses infilling and mad 
maintenance, component 2 looks at social projects at the local level g o v e m n t  Icvcl, and 
component 3 M v i d n  support to the implementing agency, theoil Palm Indusby Corporation 
(OPIC). 

a) Conipnent I: InJlling, road nioinfenonce, mad levy and fraining for OPIC 

Component 1 has a number of subcompments including a credit facility, road recoostntction, 
rbad maintcnnnce bust fund and training for the implementing agency, OPIC. 

First, the credit facility offers loans to smallholden who wish to plant oil palm. An eligibility 
criterion for the loan includes living on blocks ndjacult to misting access roads Lbat have no oil 
palm development. Tbis i s  known os ‘infilling’. Claimants consider this to be a deceptive term 
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and classio the project as nn 'expansion' projecl. Even though the project will only offcr loans 
within be existing oil palm road nelwork, i t  will extend oil palm onto blocks thal cunently 
contain forests, degraded forests and grnulands that, despite being located within oil palm blocks, 
still provide economic and social services for local communities including household gardens. 
lnhlling these block will extend the total planted area ofoil palm and will displace important 
services, Tbe claimants and CELCOR consider such plantiogs to fall within the definilion of 
expansion. 

Tbc loan Will not extend to replanling, acluding exisling smallholdm born accessing the 
facility. lnslead of promoting more productivity on misting block (which arc by and large 
operating under-capacity), the SADP has identified approximately 9,000 hectare3 of ,'vacant" 
block for infilling, or new planting. OPlC will implement the planting of new oil palm once the 
loan is granted to the smallholder. 

The sccond subcomponent of component 1 provide for h e  upgrade of approximtcly 550 lap o f  
existing provincial accEss roads servicing the existing oil palm catchment area. The project will 
finance conswh'on and initid rnainlenance of  Use roads and purchase of uon routine 
mnintenaact equipment. Regular maintenancc is to be performed by'conbactors aad non regular 
maintenance by the oil palm cornpanits in exchange for remvery o f  their costcl ftom n road & u t  
fund. OPIC will oversee the road engineering, tendering and equipment procuring and an 
engineering consultant will be assigned to overset the project r a d s  unit within OPIC. 

The fhird sutcornponent, and arguably the most important element of the project, is the 
cstablisbmcnt o f  a road maintenance trust fund to maintain the roads upgraded in h e  project. The 
fund will be supported by end users of the network, with twenty five p e m t  of be required funds 
being contributed by a smallhddcr oil palm grower levy, twenty five percent by the palm oil 
milling cornpanics and fib percent by UIC provincial govcmmcnta andlor Government of PNO. 
The  levy will likely be Kina 3 p a  tonne of fresh fruit bunches io Hosldos and Bialla and Kina 6 
p n  tome of fresh fruit bunches (FFB) in Oro. The seed capital will be provided by PNG 
Sustainable Development Project. Although the World Bbnk mainteins that this mechanism i s  
still in concept form and ye1 to be properly designed, the general organization and operation o f  
the RMTF bas been drafted and i s  described clearly in the project documents. As here is no 
maintenance review system or consultation on other types of  maintenance instruments built into 
the project design, the RMTF i s  clearly intend4 LO fom a core part of tbe project. 

Tbe final subcomponent is the provision of finance technical assistance and training of OPE 
officers. However, i t  is unclear what his training will entail. The staffing increase within OPlC 
will supposedly be funded by the OPIC smallholder levy with pmllel  contributiona by palm oil 
miiling companies. 

b) Component 2: Socialpmfecrs at LLG level 
I 

Component 2 provides social development grants to community groups within the SADP project 
areas. A pilot phase will be implemented in the first two years a d  focus on five target local level 
govurunmts (LLG), Four subprojects will be allocated funds p a  LLG, amounting to K80,000 
for each LLG. Five sub-projects will lbsn bo allocated in the sccond year and six projects in the 
subsequent years. Component 2 will be coordinated by a msnagment agency contrscted to 
OPIC. Mer the fLst two years, an external evaluation of the pilot is IO bc conducted to determine 
Be conditions to expand to phase 2 which will include a l l  fifteen LLGs in the lhne project 
districb. 
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c) Conrpotienl3: Svpporlfir OPIC 

Component 3 provides technical assistance to OPIC and establishes a monitoring and evaluation 
system. This will include undertaking a Fresh Fmii Bunch Pricing Review. The Projcci will also 
upgrade the existing oil palm extension and research services. However, it i s  unclear from the 
project documents exactly what the technical assistance and upgrades will be. 

Pari B Xnrm cnuwd by the Project 

B.1. 

Oil palm development has many negative side effects that are rarely disclosed to smallholders. 

First, oil palm cultivation requires complete land clearance wbicb has important implications for 
erosion, topsoil depletion, and the siltation of rivers. In Papua New Guinea, much of the 
forestland cleared lo make wny for oil palm plantations.bas been previously logged and is oftcn 
considered to be "degadtd" and therefore valutless. This ignores tbe often critical ecofogical, 
socio-economic and cultural functions such forestland has for local communities. These people 
depend on h e  fmsts and grasslands, often managed under the community's traditional law, for 
their subsistence and cash income, as well as for cultml and religious practices. In addition, !his 
land often provides a habitat for an array of specicss. Rcseanb has shown thnt an oil palm 
plantation CM supporl only 0 - 20% of the species of mammals, reptiles and birds found io 
primary rainforest 

Overview of the Impacts of oil palm 

Second, oil palm development often leads to chemical md biological pollution of  waterways$ In 
many plantations and smallholder plots, fertilizer i s  extensively used to maintain soil nutrients 
aod bee productivity, Improper use of agrochemicals and run-off during periods of heavy rainfall 
can cause pollution of the water table and river systems resulting in algae blooms and damage to 
natural biological processes, Dumping of palm oil mill effIuent can also occur due to owrflow of 
treatment pods or intensive production. Due to i ts  hi& Biological Oxygen Demand (BOD), 
palm oil effluent is highly polluCing to witelways and has significant negative effects on aquatic 
life downriver. 

Villagers oAen report hat local fish stocks in rivers and lakes bave declined and that 
potable and bathing water MWCCS have turned b m m  and smelled foul since oil palm was 
introduced LO tbci ar&. Hutlth wise, woma have also reported significant increases in birth 
defacts, fedlily and maternity problems associated Wifh oil palm pollution (Wakkcr, E. 2004). 

Tbird, oil palm does not deliver significant livelihood benefits. Tbe estimated subsistence value 
of food and housing from customary land is  considered to be, in most ~ 1 6 ~ 9 ,  greater &an be cash 
income fiom oil palm sold by families. Indeed, engegement in domestic markets in certain areas 
delivers a higher average informal income than nual wages &om VOP oil palm cash income 
(hderson, 2008). Oil palm also limits companion planting (as is done with other export crops, 
such as c o f f i  and vanilla, and most domestic market crop). This limits the potential for 
smallholdor's to intercrop and severely limits economic diversificetion and makes them more 
vulnaabie to price fluctuations OT reduced crop yields. 

B.2. 

International investors, including the World Bank and Lbe Asian Development Bank, bave beto 
involved in oil palm in PNG for the last fifty years. The first substantial planlings were in 1966, 

. 

Oil pnlm has not reduced poverty 
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under a Wortd Bank-backed scheme at Hoskins in West New Brimin. Nucleus CS~LII~S', linked to 
communities of villagenr using both their own and leased land to grow oil palm, hove since 
developed and have been supported by inlemational investors and the PNG Government. During 
h e  mid-1990s there was a dramatic expansion of be oil palm area in PNG, almost doubling 
46,000 ha to 73,000 ha between 1990 end 2000. One of these expansion projects included Lhc 
World Bank Oro Smallholder Oil Palm Develop Project 1993, bringing World Bank investment 
in the PNG oil palm industry IO over USSlOO million. 

Despite he significant level of invtstment, inwductiw of oil palm has done little lo provide 
material improvement in smallholders' lives. Living conditions have deteriorated and key 
indicators of poverty sucb as housing, access to clean water and health services show life quality 
has declined (Social Assessment Report, Janwry 2007, pge 46). Of h e  very limited 
consultstions conducted by the World Bank for this project, the majority of oil palm growers 
were found to still live in howes built fiom bush mterials such ns banana leaves, bamboo and 
tree posts hdicating very little material improvement in oil palm growers housing. Indeed, evm 
the SADP Social Assessment recognizes @at thc fall in living standards is paradoxjcol 
amsidering lhet oil palm smallholders have had a level of cash income sipificrntly above those 
of otha smallholder cash cmp producers for a long period of time. (Ib2d) 

' 

B3. 

Under SADP, smallholders will have few opportunities to enhance their living standards. This is 
duc to several reesws. First. Farmm are locked into P dependent relationship with lbe estate mill, 
when the compania provide the only access to oil palm markets and collectively net be price for 
FFB and, therefore, the smallholder's earnings. Under this scheme, fanners are expected to share 
their revenues with the compaoy to cwer agortion o f  tbe company's cost o f  production. This 
revenue shnring takcs place even thou& the fanner is providing all the costs for labor, 
equipment, seedlings, pesticides and baneport (or at least P portion of transport costs) out of his or 
hex own earnings. 

The processes involved to set the FFB price Fud~er cements this relationship. The FFB price is 
set by the palm oil producers association (POPA), mode up of representatives from the milling 
companies. There is no involvemenl of smallholders or OPIC and there i s  no legisladon to des1 
with the pricing struchm. A government Commodities Workipg Group reviews the FFB price 
ratio h m  time to time and provides recommendadoas to the POPAa However, thus 
recommendations are not binding and hevc only been selectively implemented Indeed, l e  
reviews themselvet we also influenced towards company inkrats IS they do not fully consider 
smallholder inputs, distorting tbe price ratio in favour of the companies by undervaluing 
smalholder cos& and the value of customary h d ,  while recognising l e  commnciel salaries and 
capital depreciation of  the oil palm mills. Under lhis system, smallholdm are unable to engage 
with milling companies or involve themaelves in price setting. The SADP project will reinforce 
smallholders as price thkers, dictated to by dominating foreign companiw, 

Second, in addition lo the revenue sharing, smallholders are expected to pay multiple levies for 
producing oil palm. M e r  the company deducb any loan payments from the fanners' harvwt 
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revenues (a typical dcduction i s  30 percent), l e  smallholder is st i l l  leA to pay upwards of 44 
permit in leviea for stute savices (tbt often arc not supplied io fill or not fully hplcmented), 
growers association dues and transpwt costs. 

Furthermore, under SADP, smallholders will be charged an addilland levy to support the Road 
Maintenance Tmst Fund, a find that will be established to upkeep road networks in the 

SADP lo I t s  currcnt form wlll not reduce poverty and will l h l t  rconomk choices 

, 
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smallholder oren. The levy for h e  RMTF will charge farmers between Kina 3.50 - Kina 6 per 
tonne of fresh hit bunches produced at every harvest, According to the SADP Project Appraisnl 
Document (PAD), this levy Will be applied to a l l  growero in h e  smallholder network "End usas 
of h e  network in each project area will contribute to his fund." (PAD page 35) By hrther 
embedding smallholder dependency on b e  mills and increasing levies, smallholders will be 
propsaively burdeaed and unable to lifi themselves out of poverty. 

Ecanomic choices are also limited by U s  project, Palm oi l  i s  promoted as h e  single primary 
income genaating activity for hdigenous Peoples in the three project areas, forcing smallholdas 
who wish to access loeas for other agriculml purposes, to be driven into growing oil palm. This 
monc-cropping scheme i s  in direct contradiction wilh the World Bank's own assessments OD Lhe 
hpor t rnct  of income diversification in the smallholk mas.  The SADP Social Assessme$ 
found that %come diversidcation to supplement oil palm incomes i s  a vital livelihood strategy 
for smallholders, which also reflects the capacity of smollholdas to respond to sociodcrnographic 
nod ecanodc cbange," W i l e  oil palm clearly dominates h e  rural economy in lhe Or0 and W E  
provinces, most smallholders require supplementary income sources to augment oil palm income 
and to strengthen livelihood security. As stated above, tbe nature of oil palm, however, docs not 
allow ker-mapping, therefore takes up precious land for household'gardens or other cash crops. 
The attempt by the project to incorporate small business and employment oriented skills training 
into extension ofFiccrs scope of  work under Componenl 1, does not adequately address the need 
for economic diversification and wi l l  not provide smallholders with n choice in their 
development 

The claimants a p e  that &re i s  no way for a grower to survive on oil palm revenue nlone and a l l  
claimants have expressed a preference for livelihood options other than or in addition to oil palm. 

, 

B,4. Little to no inrwmation disclosure and consultation prior to project approval has 
lead to unsustslnablc project decisions 

One of the major concerns raised by the complainants i s  the la& of consultation and pre-project 
approval information provided by OPIC and the World Bank to the cornmudlies in the thne 
SADP areas. The mnmunitics submiltting this claim were involved in very limited conaullation 
and were neva consulted on cenain project activities. Claimants bad no opportunity to provide 
their input into the scope, purpcse and a d i v i t i e  under the project. 

. 

Iniportaiitly, klarrirrratits were it01 consiilted oborrt flrc additional road lev that will be ititposed 
OII the~jr wider W P  tior wort! they coirsuhed 011 the strategy for !IMIII to pay for !Irk 
additioirdlay ~litvrigli opaiiitig additional oil palm blocks I/clainiarttk Bad beeii corrrulted, 
tiicy worrld Itow proposed alieriia8w inco~~rege~reratiiig opporttrriitie~ and worrld hove 
iregatbled oti the iiew road "userpe? 

The World Bank mainbins in correspondence with CELCOR that odditional consultation took 
place prior to 2007 projccl design phase during annual World Bank missions which contacted 
stakeholden such as NGOs, church-bad orBanizatioos, youth organizations ond farmas 
sssociotions. However no records of these consultations have been made publicly available and 
the consultations that are rekrred to in a m e s  o f  some of the SADP documents, do not provide 
summaries o f  these mce!inps. Considering bere will be 4,370 new growas end over 15,M)O 
existing growers in the three SADP schemer affected by the project, particularly by the new road 
maintenance levy, thc lack o f  transparent consullation records calls into question whether there 
has bem achievement of broad community support. 
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The claimants maintain that any consultations the World Bank did undertake were limited and did 
not refer directly to the project activities. Specifically, the consultations did not allow informed 
participation. 

Further, project documenb have not been supplied to smallholders or delivered in an accessible 
Format. At the time of  the claim, no project documenis are available at OPIC project sites, despite 
an advertisement in theNational, daled 22 Febnrary 2007, advising that project information be 
accessible at these sites. Discussions with OPlC project managers also revealed that they W C T ~  
unaware h a t  such rnaltn’als eristed nnd should be available to the public. In addition, project 
documents provided at the project launch in March 2009 were disscminaled via E CD-ROM, well 
aRer project approval and all project decisions had been made. 

Importantly, information has not been publicly disclosed in a language orher than English, While 
PNG has a wide range o f  local language, Pidgin is the common ieaguage spoken by mat,  if not 
all, communities affected by this project. None of  the project documents have been tronolated into 
Pidgin, b a w’tten or spoken format, or made available to the claimants or other proJect affected 
people prior to project approval. 

B.5. 

The claimants are concerned about the sustainability of two key fcalures of  this project, namely. 
the road maintenance fund and the activities of OPlC extension officers. The project is dependent 
on these elements however both are poorly designed and will not be maintained a h r  project 
completion. 

The SADP is  not a rustalnuble project 

a) Road maktenance fund mechanism 

One major aim of  the SADP project is to ensure the sustainability of smsllholders in the oil palm 
industry in PNG (PJD, page 12). One of the key ways identified by the projecl to cstnblish 
sustainability is to improve road access. 

At present, the standard ofroads across all b e e  SADP areas are significantly degraded with 
many smallholdas suffering periodic or permanent lack of produce pick up (SCC picturee in 
Appendix 2). The lack of road access also affects b e  standard o f  health care and education 
accessible to &e smallholders, as well as increasing masport levies, whlch are incurred to conr 
the financial cost to transport vebiclu and increase as the vehicles require more maintenance to 
scrvice poorer quality roads. 

Previous development projects in tbe oil palm arcas of PNG were designed to increase the quality 
and number of  oil palm roads to better service the oil palm mills’ smallholder contributors. In 
Om, tbe previous World Bank Smallholder Oil Palm Developrrient Project from 2001 was 
designed to consbvct 80 km of  new access roads and 392 km of harvest roads. Lack o f  proper 
contracbr supervision, limited contractor sophistication, inadequate initial drainage, inadequate 
culvert capacity with little consideration for bendwall protection, inadequele tendering processes 
and nuviment of under qualified contractor& however, led to construction of deficient roads 
and left over 180 Ian ofroads un-constructed These issues are common to road maintenance in all 
thrcc project areas. 

Under SADP, h e  World Bank is proposing an end user fee pay system, with smallholdas 
Funding their infrastructure improvement to a road maintenance mst fund (RMTF) lo make tbc 
road network more sustainable. In  this regard, tlwpeople of PNG areprryirrg for the 
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cotislrrrclloir arid rrialrrteiiarice offlie sarue reoadf fl?ree firries: oitce lliroiigli the 2001 World 
Bnrrk luaii, second fo repujl SADP aridjiiialiy, flirough a icsarfer oii flie s~iallholderfurniers 
(See section 8.7.) 

I t  is  highly concerning t h t  the road maintenance will rgoin be unsustainable. According to h e  
SADP PAD, page 35, the RMTF will be funded in the following way: 25% of the fund wil l be 
derived from the Provincial Government, 25% h m  the Notional Govemmenl, 25% from the ail 
palm companies and the final 25% from h e  growers. 

In order for this to be sustninable al l  participants need to contribute their ollocated funds. Thm is  
a high risk however hat the Provincial goveramcnt will be unable to make their contribution to 
the fund regularly (PAD risk assessment, page 62). This was recognized early on in the project 
design and was listed in the PID as one of the largest challenges faced in be previous projects 
”the Provincial government could not be relied on to provide funds for maintenance of the access 
road network” (PID page 9). 

The World Bank indicated in discussions with CELCOR bat the Nalibnal Government will 
undenvrite the provincial governments’ commitments. This bas not been disclosed in project 
documents. Past experience with the PNG government would also suggest otherwise. The PlD 
i&lf recognizes the national government i s  slow to appropriate funds (PD, page 6). 

The claimants also have concerns that tbe industry will not contribute their funds in a timely 
manner. The use of fund contributions as a political tool by h e  milling companies i s  skeady a 
well used tactic. In early.200B, the oil palm companies wilbheld their voluntary OPlC levy 
contribution to force the govsomcnt to establish the National OPlC board. The action indicates 
that the oil palm companies bave h e  ability to influence the direction of funds and therefore the 
potential use ond spending of the road maintenance hnd. Growers, in contrasl, arc compulsorily 
required to contribute to the OPJC levy and will be forced to conbibule to the road maintenance 
levy if bey wish road access to improve. I t  was noted in informal discussions with industry 
representatives that i f  growers ‘chose’ not to wotriiute to the levy, their road would not be 
maintained. 

Tbeannual contribution rates in the c m n t  design of the RM”F are designed to sufficiently 
cover b e  costs of anticipated routine and non-routine maintenance by contractors and the oil 
palm companies. This maiotenance mechanism, without contributions from either the provincial, 
national or oi l  pelm companjes, will not be sustainable and mads access will decline. Thr; SADP 
has P high risk of being unsustainable, 

Afia no[ being consulted on this issue, growers will be the tirst participants forced to pay for h e  
loan and will be the last  ones to benefit. If road maintenance i s  forced to conform to a user pay 
systtrn then betta safety provisions must be put in placc IO ensbe the RMTF b contributed to 
regularly and a very minimum, i t  should be mode mandatory that oil palm companies contribute 
to the road Fund and the National G o v m c n i  underwriles the Provincial Government’s h d  
commitments. 

b) Manngement by OPIC 

Another concern relating to the sustainability of the projeci is OPIC’s limited capecity to deliver 
appropriate extensionservices. Thee is  cumotly one OPlC extension officer for every 400 
smallholder formers in Oro Province, providing far less than adequate support to growen. During 
the extension officer baining under the previous World Bank oil palm project in Om, the level O f  
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extension service sustainobilily was found to be one officer for evay 300 growers. Under the 
SADP, an additional 7 extension officers will be recruited in Bialla, 3 in Hwkins and 7 in Oro, 
However, the numbers of growers.will also rise, amounting to slmost 1750 in Hoskins, 620 in 
Bialla and 2000 in Oro. Using the nbove mentioned standnrd ofsustainability, the ratio ofofficers 
to growers clearly remains obovc ]:NO, ensuring that h e  project will not be viable in the long 
term nnd gowers will be left with the burden of growing oil palm widlout any support. 
Considering chat other criiical components of the project, such as productivity increase, 
HrVlAIDS awareness and land tenure strglgthening nrc tigbtty linked with extension officn 
activities, these components will suffer and will not achieve their targets. 

8.6. 

The claimants also have concerns that the World Bank has not complied with eovimnmental 
snfeguad policies. The environmentol assessments conducted are partjcularly poor nnd miss 
critical impcls. Two major gaps in the assessment are lack of reliable,sourccs and an assessment 
of water effluent. There is also a concern that the mitigotion measures outlined in the EMP in 
regards to preservation of high conservation volue forests nre ioadeqdte. 

SADP wlll coude cnvironmentnl damoge 

u) Environmental Assessment misses critical impncts 

The SADP Environmental Assessment undertakes an assessment o f  potential environmental 
impacb on subsistence resources, soils, surface waters, flora and fauna, air quality und noise. The 
assessment relies on baseline data collected from a field survey camed out on frcsh watercourses 
in smallholder oil palm block oms, stnkeholdn consltalions and n literature review. The 
literature nview appears to rely heavily on the Environmental Plan applications submitted by the 
oil palm developments in Om and West New Britsin and PNG fa- textboob. Details of other 
resources are not given, however the assessment doee report it utilized institutional knowledge 
within the Environmental consultants company, gleaned from 'years of experience of working in 
PNO'. These sources are inndequate for a reliable environmental assssment of the impact o f  oil 
palm and Uine PTC many other environmental impacts that have not beta assessed. 

One example of an environmental impnct that has not beep assessed is  Ihc increase in dl1 
effluent on downsiram rivers. The P D  clearty slates thnt "it will be necessary to review of the 
performance of the existing waster water trealmeot systems" to asses the capacity o f  the mills to 
handle increased flows fiom the increased number ofsmallholdrm nnd prescribe aecessary 
midgation measures. However, the assessment does not B S S C ~ S  mill effluent at all, qaerely stating 
that al l  tbc mills are IS0 140001 cut i f id  and therefore bave procedures in place to mitigate any 
potential environmental damage and are regularly audited. I t  maintnins &ut wastewatn is w w  
properly mted (compared to the 1990's when excessive organic pollution was discharged into 
local streams). The SADP Freshwater Impacts assessment, however, reports that streams which 
receive mill effluent are significantly polluted by organic matlei (Freshwater hpacls repolt, page 
25). 1 

The ability to mitigate the environmental damage is disputed by the claimants who maintain hat 
the liquid effluent ponds impact greatly on the life of the stream and regularly overflow prim to 
treatment. Effluent bcatment systems usually drain effluent through two ponds before releasing it 
into local streams. The pond system reportedly allows nntural bacteria to break down the residual 
oil and reduce BOD to acccpbble standards. However, villagem living along the rivers still 
complein of skin diseases, respiratory problems, reduction in fish life and bud smells, particulnrly 
at the place of effluent discharge. In Oro Province, locals believe that the company only releases 
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the cfnuent nl night to ensure it i s  washed out to sea by dawn. At times of heavy rainfall when the 
ponds oflen overflow, a rusty orange and brown liquid is  Seen to flow down the river. 

The impact of effluent discharges has not been reviewed under the SADP Environmental 
Assessment despite clear evidence that s t r a m s  meivingeffluent arc polluted and complaiots by 
smallholders (Environmental Assessment, page 25). Claimants do not believe Department of 
Environment and Conservation has the ability to monitor h e  waste water licensing properly and 
future overflows will occur. There i s  a lack of evidence within the project documents to ensure 
fuiurc impacts will not occur born the increased nmounl of effluent produced Erom lhi project. 

b) High risk to deforestation under existing Environmental Management Plan (EMP) 

Another environmental impact that has not been propaly considered is the risk of defordatiw of  
high consmation valw forests. The Environmental Assessment, Environmental Management 
Plan and the Project Implementotion Manual (PIM) - MI1 Sub-Manual, outline that a site 
sensitivity suwey will be used to restrict deforestation of forested blocks. Only a f l a  his survey 
has been completed will the block be eligible fbr the credit facility, add oil palm planting. The 
survey is nlso intended to assess whether h e  relocation of household gardens will enter into areas 
excluded on the same environmental grounds. 

The implementation of this system however rests with OPIC. Many OPIC officers lack the 
capacity to classify forests within the camct forest criteria of primary forest, impacted forest, 
regencrating and ncin regenerating forest, despite the criteria being clearly described in the swvey 
form. This  is aggravated furlha by OPIC internal ~ a r ~ e t s .  OPIC is a target run organization wbch 
measures extension oflicer productivity by hi! bunch yield and newly planted oil palm bloclu. 
The targets arc set out in the OPIC operation manual and me referred to within the SADP Project 
Jmplanentation Uanual - lafilling sub manual on page 2, Officers are evaluated by how much oil 
palm is planted, 

The SADP atlempb to overcome the lack of capacity by allocating M environment officer to each 
scheme to assus sensitive sites and develop a training progmm for extension officers, delivered 
by the Environment consultantlauditar. Given the severe capacity issues affecting OPIC at 
present, it is  unlikely such institutional knowledge will be developed in time for b e  roll out of 
new plantings. In addition, extension officers arc driven by the amount o f  oil palm they plant md 
provide ihe k t  assessment of the site (EMP, page 42). If Ihc sites are not identified as sensitive, 
the environment officer will not be involved. Thue two factors place forested land at risk of 
dcforestatioo, 

Theclaimants believe a high forest conservation value inventory should be underrakcn in the 
project ares prior to ncw’plnntings, OPIC should undertake training lo ensure extension officers 
have an adequate knowledsc of forest definitions and inlernal fargets be removed to ensure 
impacts do not occur 6n valuble habitat. Witbout such mcasum in place prior to plantin& risk of 
deforestation i s  high. 

8.7. T h e  prolect unfairly forces growers and PNG taxpayers lo pay for the same road 
rep& multiple times 

Under the previous World Bank oil palm loan in the Or0 region, over 7,800 hectam was planled, 
increasing the total area of  smallholdus to around 13,000 hectares. Promises were made by OPIC 
to the smallholders that the MW roads would deliver market access. In rdurn, growers paid off 
planting loans and PNG taxpayers paid for the construction and maintenance of the roe&. 
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At the end o f  the Oro Expension project in 2001, approximately 180 lan o f  roads were not 
constructed and many smaflholders w c n  lefi without road access. This extended into 2005-2006 
when many smallholders were left without harvest pickup lor 12 months. An additional 400 
smallholders were pennonently abandoned when 13 roads were declared no go roads (Social 
Assessment, page 45). The continuing poor road conditions and uareliability o f  hsrvest pickups 
have resulted in growing anger amon@ growers in the Or0 region. 

Close to 70 % of the SADP project funds will be spent on road rewnstruction and maintenance. 
The SADP intends to rebuild the entire pavement and drainage smcture o f  550 km ofroeds 
acrose the 3 SADP oreas, amounting to 20 % o f  the network. In On, province, en emergency 
AusAid fund has been mobilized to conmct the left over roads horn he previous World Bank 
project, however under the SADP, [he same AusAid lundcd roads will be upgmded with over LOO 
km tmdcrgoing minor reconstruction. 

The growers in the Or0 region have already been subject to road construction projects lhat haw 
suffered from iaadquate project design. They and other taxpayers should not be expected to pay 
for tbe mistakes o f  previous projects. 

Part C Broaches of World Bank PoUcy 

The above problems will cause significant harm to Ibc peoples of Oro and West New Britain and 
breach World Bank standards. The policies breached include: 

C.1. OPlBP 4.10 Indigenous PCOPI~S 

The SADP Integrated Safeguards Dah Sheet (16 May 2007) the SADP Project Information 
Document (23 February 2007) and the SADP Project Appraisal Document (19 November 2007) 
reference OPIBP 4.10 as an applicable policy that i s  triggered in lhis project. 

a) Consrilratlotr attd dlsclosrire 

The Bank has breached the Indigenous Peoples’ policy by failing to assess whether the borrower 
has effectively implunented fiee, prior and informed consultations whbh have resulted in broad 
community support (BCS). OPlsP 4.10 state that: 

‘For all projecrs tlral are proposed for Bnnkjlnnttchg and aflect Indlgetrous Peoples, the 
Bank reqrilres ilie borrower IO eirgage In a process of’ee, prior, and i$ormed 
consulfallon. W e  Bank proilldes projecrj?iratrcing oirly wherepee, prior, aid lnfornied 
conrulturlorr iwrilfs Lr broad contiitunity support to the proJect 6) the affected Bzdigenorcs 
Peoples. “(OP 4, 10, para. I). 

The Indigenous Peoples policy (OPCBP 4.10) goea on to state that when nscmining the extent of 
BCS, the Bank must pay ‘>articular uttentioit to the social ussessrrieiii and to tlie record and 
outcmiie ofthe free, prior, and infornied coruultatiotr with the decfed Indigmrous Peoples‘ 
conrnuiui/ier“ (OP 4.10, para. I I). 

Free, prior, and informed consultation with affected Indigenous Peoples’ communities “r#ers to 
a cultural& appmpnatc arid collective decision niakiiig process srrbseqiietu IO itieaningful and 
good fattli conrriltatioir attd ln~otsiedparticipation regardiirg the preparation and 
implententation oftlic projed” (OPBP 4.10, n4). 

I 
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As part of bee, prior, and informed consultation, the policy requires the borrower to inform 
communities of: 

(a) their riglrts to sircli ivsources wider statirtoiy and crrstotiiaty law; 
(b) rlie scope asd iiufive of (lie proposed coirirrierrial dwelopiiieii/ arid the parties interested 
or iirwlved iii such developiiient: arid 
(c) the pofenttal efects ofsirch deralopnen/ oii /Ire hidigenous Peoples ' Iivelilroods, 
eindronineiils. arid use qfsirch reromes. (OPBP 4.10, para. 18). 

A reuxd of the consultation process should also be maintained as part of the project files. 

I1 i s  unclear i f  adequate and complete records of the consultations have been kept. Requests &om 
h e  chimants nnd CELCOR to the World Bank for records o f  the consultations to dote have not 
been satisfied. If records o f  the consultations have been kept, they have not been made publicly 
available. The SADP Social AsseYment lists \he names of people consulted in three meetings (in 
cities in each of h e  projea areas) and the Environmental Assessment provides a brief summary 
of a consultation in the PNG capital, Port Morcsby. However, no othet records o f  consultations 
are available. If these are the only consultation that took place, they are inadequate 8s no1 al l  the 
claimants hnd k n ~ ~ l e d g e  of Lhe consultations or b e  oppomity to attend. 

The failure to maintain ond provide access to a clear and complete record o f  he consultations 
conducted is itself a violation of WB policy and procedures. Far graver, however, i s  the evidence 
hat the Bank has failed to assess broad community support and indeed that such supparl does not 
exist among the communities and peoples impacted by this projcct. 

The road kintenance levy, as one example, wil l clearly have an eEcct on the growers' 
livelihoods and then is  no evidence of broad support among lhe affected communities for lhis 
aspect of the project design, or at least none b a t  bas been made available to the claimants. Lack 
of consultation on this issue, among others, shows that t h m  has not been informed participation. 
Informed participation should have bcen realized under a broad community supporl assessment 
and fa i lu re  to undertake such an assessmcnt indicates a serious breach of World Bank policy. 

c) Hunraii Riglils 

With regard to the claimants' human rights, the World Bonk bas a duty to read the lndigeaous 
Peoples' policy in line with the purpose of &e policy, whicb i s  to enswe respectfor iidfgenorlr 
peoples ' dignity, Ituinoii rights and culrure. (OP 4. IO, pare. 1) 

Recognized human rights norms therefore inform the reading of the policy (OPIBP 4.10), 
padcularly the provision that the Bank will finance projects only wbere h e ,  prior and informed 
consultation with effected indigenous peoples results in their '%road community support". (OP 
4.10, para. 1). I 

Many international bodies and organizations consider &at in addition to other consullatio~~ 
mechanisms, states and private sector partics must obtain the consent o f  indigenous and mial 
pcopla to large scale development or investment projects that have a significant impact on rights 
of use or enjoyment of  land or temtories: 

"[flree, prior and informed consent i s  essential for the [prolection ofl human rights of  
indigenous peoples in relation to major development projects" 
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U.N., Report of {lie Speclal Rapporteur 011 die sihialion of hirirrari righis and 
jiadoineiilal freedorrfJ of indigerrozu people, RodoFo Stavenhagerr, srrbrrritted in 
accordance with Coriirritsrlon resolriliori 2001/65 (F/@ iih~l l i  session), U,N. Doc. 
EIcN,4/2003/90, January 2 1,2003, pra.  66, See also Sararriuku People v. 
Slrriiiurre, Inter-American Court of  Human Rights, Judgment of November 28, 
2007 (noting the intanationally-recognized tight to “free, prior and informed 
consen!.”); International Court of Justice, Wcslern Sahara: Advisory Opinion of 
16 October 1975, ICJReports 1975 (same); M. Janis, The International Coua of  
Justice: Advisory Opinion on the Wtstem Sahara, 17 Huns Bit’/ LJ. 609,61 
(I 976) (same). 

Further, indigenous peoples right to development includes the right to determine their own pace 
of change. consistent with heir own vision of development and the right to say no. 

The peoples of Or0 and West New Britain have been unable to engage kr the design process of 
the SADP. Specifically, they have not given their coment (much ltes participated in consulta!i’on) 
to incur an additional financial burden as proposed under the Road Meinlmance Trust Fund or for 
the World Bank to pramole new oil palm expansion. Broad community suppod cannot bc 
achieved without this consent, following international norms. The project consequently does not 
comply with the purpase of the lndigenous Peoples’ Policy (OPIBP 4,10), which is a breach of 
World Bank policy. 

The Inspection Panel has previously eonsidered similar issues in b e  China Western Poverty 
Reduction Report. 

d/ In/ernatioriai Conrmifinertf~ 

TheBank must also ensure t&tt its projects do not contravene the borrower’s international human 
rights commitments. OMS 2.20 requires that a “project’s possible effects on the country’s 
environment and on the health and well-being of its people must he considered at an m l y  stnge.. . 
Should international agreemenls exist that are applicable lo the project and am, such as those 
invulving the use of  international wetus, the Bank should be satisfied that lbe project plan is 
consistent with the terms of the agrEGmenrs.” (OMS 2.24 para. 24). 

The Papua New Guinean Oovemmcnt signed the International Covennnt on Economic, Social 
end Cultural Rights (ICESCR) on 8 July 2008, 

Unda Article I 1 of ibc ICESCR, smte parties wbo bave sig~ed the Covenant, recognize the right 
of everyone to an adequate standard of living, including adequate food, clothing and housing, and 
to the contiouous improvement of living conditions. Actions taken to realize this right must be 
based on free constntf 

The Stales Parties to the present Covenant recognize the right of  everyone to an adequate 
ston&rd of living for himself and his family, including adequate food, clothing and 
howbg, snd to the continuous improvement of living conditions. The States Perties will 
lake appropriate steps to ensun the mlization of this n@t, recognizing to this effect b e  
essential importance of international co-operation based on free consent. (Article 1 1, 
laternational Covenant on Economic, Social and Culhual Rights) e 
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This indicates the Papua New Guinean government will require all development projects, 
undertaken to improve thestandard of living, to be based on free consent, At a minimum, this 
places an obligation on the Bank to recognize this international obligs~ion in its project 
documents and request information from the Govemment of PNG as to llre steps iaken to emure 
that such ansent for the project has been freely given. 

C 2 .  OPlBP 4.01 Environmental Assessment 

As a Category B project, the Bank was required lo ensure that the borrower “consu[t[] project- 
nffccted groups nnd lacul iionpovernmental organizations (NCOs) oboui the project’s 
environmental aspect7 and takes their views into account,” OP 4.0 I , para 14. 

As described above, the claimant3 note that for meaninghl consultation to take place behwen 
OPiC and the small holders, as required under &COP 4.01 Environmental Assessment policy, the 
smallbolden must have been provided with relevant matcn’al prior to consultation in a “form and 
language” that i s  ‘hndershndable and accessible”. OP 4.01, pare. 15. .This bas not occurred. The 
smallholders have not received any materials, in English or otherwig; nor have they rcceived 
information in spoken form. Therefore, thwe was no meaningful consullation as required in OP 
4.01. 

C.3; OPIBP 4.36 Forests 

The SADP Integrated Snrcguards Dah Sheet (16 May 2007) h e  SADP Project Information 
Docurnent(23 February 2007) and the SADP Project Appraisol Document (1 9 November 2007) 
reference OPBP 4.36 as an applicable policy that is triggered in this project. 

Acoording to OP 4.36, the “Bank does not finance projects that, in its opinion, would involve 
significant conversion or degradation of critical forest areas or related mitical nature.) hnbitats.” 
(OP4.36, para. 5). 

The use of an implementing agency &at contains internal targets to plant oil palm makes it very 
likely there will be significant conversion of high conservation value forest areas. However, 
SADP does not put in place an effective mechanism ta restrict deforestation of critical forest 
areas. In this regard, the Bonk is in possible violation of  its policy on Forest and the potential of 
this project to cause forest conversion or degradation. 

In addition, BP 4.36 requires hat: 

“During project preparatiotr, the 
cLFsessnien1 of /lie adeqiiacy of lard me atiocations for the niarragenren/, coruenatioir, 
and sustainabl developnreiit offore.rfs, iriciudhg arty additional allocations needed to 

areas, and is urrdertaken al a spolia1 scale that is ecofogfcalb, sociof(y, and crthrally 
approprialejor Ilte forest area In which the ptmje-ct Is located.”{BP 4.36, para. 4). 

eirsures that the borrower provides /lie Bait& with an 

protect crilica f forest areas. Tlris arsasnrent pi-oiddes an lnven lory of s i d i  critical forest 

The Environmental hscssment provides a weak ESSCsSmCUl of critical forest areas and does not 
provide an inventory. This is in breach of  Bank policy. 

C.4. OPlBP 4.04 Natural Bnbitnt 
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“In decidirig whefher to sipport a project Mi potnrtinl adverse iinpacts ori a riatriral 
finbitof, the Bank lakes irifo acwunt !he borrower’s abilfq to irupleirrent the appropriate 
coilsenlation nnd rrrifigatiori rrreasiires. uthm are potential iristitirtiotral capaciq 
problems, the project iriclrrdes cor~porierrts that dndop tlre capaclp of rrational arid 
local inslihrfioru for flecflve erivirvririrerital planriirrg arid managertie,rt. ” (OP 4.04, 
pain. 6). 

OPIC is currently unable to comctly implement h e  planting form described in the project due to 
capacity Jimitations. The SADP Project does not adequately address this lack of capacity througb 
training under Component 3. OPIC’s internal iargels also threaten appropriate identification of 
sensitive areas, These two hctors combined gcally increase Ihe risk of.defortstotion. There is 
currently no check and balance mechanisms to ensure new block arc propaly catcgorired, 11 i s  a 
breach of World Bank policy that appropriate components to ensure OPIC functions effectively 
hove POI ban included in the project design, 

C.5. OP 10.00 Investment Lending 

The Investment lending policy states that: 
1 

“heslnrent projects may iriclude anyprodrrctlve sector or actiiip arid may corislsr of 
new projects, the reliabilitatlon ofexistirig facilities, or u conibinafion ofboth. Each 
[rivestrrierrf pro]ect nirist riieet the following criteria: It rwst 
(a) be corrsisteril with the Bank’s Articles of Agreerrreril, operational pollcia in force, 

(b) be econorrrically justified: arid 
(c) Coritribtrte to porvrp redtiction arid srlstalriable econonric grmvtlr. ”(OP IO. Uff, para. 

oiid the Corrntry Assistance S/rategy; be arrclmred 111 coirr~rypolicy/sector arialysis; 
arid reflect lesions leaniedfi.onr the Bank’s experience; 

3). 

The SADP io its curnot pmj& design is not sustainable and has no additional mechanism to 
ensure tbe project will reduce poverty. It docs na contribute lo poverty reduction and beaefits 
obtained from the SADP will not be maintained eAcr project completion. This is a breach of (he 
Bank‘s Investmtnl Lending policy and the SADP should not be implemented until a mechanism 
is incorporated into the project design to ensure that poverty reduclion occurs and that O P E  is 
sus kine ble. 

C.6. OP 13.05 Project Supervision. 

Opaational Policy 13.05 requires that the World Bank: 

”(a) ascertafn iulretirer tlre borrower is canylrig orrt the prcject with due diligence to 
aclilme i& deCelopnietit objectives In cor(onrai& with the legal agreenrqn@; 
(b) identi@ problerrispronrptly as they arise druirig Irnplenrentatlon. and reconinrend to 
the borrower ways to resolve iherr; 
(c) rvcomtriend changes br project comept or design, as appropriate. IU the pmject 
e r d k  or cimrnrrtances charige; 
(d) i d e r i t ~  die key r isk  to project srrstnlnablflty arid motnniend appropriate risk 
nrariagenrerit strategies arid actlons to the bonower; arid 
(e) prcpare !lie Barik ‘s hnplerrrerrtatlon Coiripletkri Repor! to actmint for the ise of Bank 
resoirrces, and to draw lcrsorrr io irrtprove the deslgn ojjritirrr projects> sector and 
cuirrihy strategies, arid policies. ” (OP IJ.OS, para. 2) 
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In this case, the World Bank is oul of compliance with OP 13.05 in that it both failed to ascutaio 
Whether Ibc borrower cam& out the projecl with due dilipnce based MI h e  lack of consultation 
with the claimants and failure lo obtain their consent, end lhen failed to identify and promptly 
c a t  the problem. 

Part D Cantact with the World Bank 

The claimants have raised thac issues wilb thc World Baht 011 numerous occasions in letters, 
public protest petitions and meetings (see Appendix 3). The details of some of lhis contact are as 
follows: 

Letters to be World Bank: 

1. Lctter to the World Bank dald 30 April 2004 &om the AhordKakandena 
Pressure Group outlining ita opposition to h e  SADP and nomiaation of 
CELCOR ns iu representative; 

2, Letter to the World Bank dated 30 August 2W'f iom the AhoraKakandetta 
Pressure Group asking the World Bank to consider oiha alternatives to oil 
palm and only fund Uprojects planned and initiated by the people". 

3. Letter to l e  World Bank dated 14 May2008 presenting views of  
stskeholdua about the SADP. Unfortimately, CELCOR is unable to provide 
a copy of t&is letter due to IT technicalitiu following a vim attack on UIE 
CELCOR network,.bowever, the World Bank should have kept the original. 

4. Letter to the World Bank daid 28 July 2008 from CELCOR requcsthg the 
loan not be approved. 

5, Letter to the World Bank dated 17 luly 2009 fotlowiog up the meeting 
between C W O R  and World Bank in May 2009, 

6. Emeil to the World Rank dated 28 September 2009 requeadng disclosun of 
project documents relating to congultnlion records. 

Public protest petition# against lhe SADP and oil palm development: 

7. Prottsf Petition against the SADP from Or0 Province residents signed 2008 
Available at 
h t t ~ : / / v n w / . ~ . o r a . ~ ~ e s i S u u ~ ~  to POD up New Guniea.btm1 
[Accessed 23 October 20093 

8. Protest Petition from toma region against Oil Palm published ia the Post 
Courier 2006 

Meetings: 
9. CELCOR representatives met with b e  World Bank on 23 May 2009 
10. CELCOR representatives met with the World Bank on 13 October 2009 

Ia the lenm and protcst petition3 the issues w m  r a i d  relating to fbcd aecraity, land sbortlrges, 
dranmental impact of oil palm, risk o f  environmmd damage due to ineffective monitoring, 
lack of improvement of living s e d &  by palm oil developmmt, lack of economic 
diversification and the inequality that smallholders should pay lo fix pwious World Bank 
mistakes. 
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The World Bank staled in n letter to the AhorcdKakandeRa people on 10 lune 2004 t ba l  "adequate 
consultation with landownen ond other stokeholders would rake plnce lo assist in finalizing the 
d u i p  of the project", 

The World Bank has also responded vin letter and email to questions and requests from CELCOR 
00 behalf of the claimants including the following responses: 

1. Lata dated June I O  2004 
2. Letter dated June 16 2008 
3. Letter dated September 3 2009 
4. Email dated September 30 2009 
5. Email dated October 19 2009 

HOWCVCT, despite nisin8 these concerns no change has been made to the project design and 
further consultation has not taken piece. 

Then has been no other correspondence bctwecn CELCOR and World Bank reprcsentntives 
since the last meeting With the World Bank on 13 October 2009, ' 

Part E Recent Developments 

The World Bank stated during the recent meeting with CELCOR tbat no monies bave been 
disbursed. Homva,  the claimants a w n  that planting is intended to begin in April 2010 
following an article printed by tbc Papua New Guinean Post Courier Newspaper in October 2009. 
The article reported on a cheque handover ceremony wbae Papua New Ouinur Surtoinable 
Development Progom, anolhcr financial contributor to the SADP project, presented monies to 
the loan implementer, PNO Microfinance Ltd, for "infilling loans", The World Bank PNG Task 
Team Lcader attended the ceremony (see Appendix 4). 

The claimants fear that now that a public commitment.to commcncc the project bas btcn made, 
thdr coacems have not been listened to, and changes to the project design will not be made. It is 
critical that broad consullation is undertaken and consent is granted prior to the shrt  of the 

We request the Inspection Panel ncammend to the World Bank's Executive Directon that an 
investigation of these matters be carried out. Furthermore, in makjng tbis request for inspection of 
the project, the claimants ask that the SADP be put on bold until: 

e) povcrty reduction is incorpomtcd into the project design; 
f )  other economic livelibood options are presented, 
g) o comprehensive cnviromnenlal assessment is undertaken, including assessment o f  

effluent trratment and a forest inventwy; 
h) the project dedgn is amended to cnsure susteinabilily of the project; 
i) proper consultation is undertaken to ensure mmmunities give their frtt, prior end 

informed consent to all components of  the project 

proj=L 

, 

Appcndlces 

I. Authorization of CELCOR to act LIS claimant reprtsentntivc and claimant details 
2. Photos o f  state ofroads in SADP oren 
3. Correspondence between CELCOR and the World Bank 
4. Additional Articles 

. 
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U.N. Report ofthe workdrop on fndigeiioiu Peoph, priiute sector mtural resource, energ), and 
nrining contpairles and Irwnmn righb U.N. Doc. EICN.4/Sub.2/AC.4LZ00U3. 

Conclusion 

We look forward to your response to this Request for Inspection, We authorize CELCOR lo 
undertake Lhis request on our behalf and you may reach us through the contact information bclow. 
We do not give conscot to h e  World Bank to disclose claimant name6 and details, dha than 
CELCORs. 

Mr. Damien Ase 
Centre for Environmental Law end Community Rights 
(CELCOR) 
PO Box 4373 Bomko 
National CapiUrl District 
Papun New Guinea 
Phone: +675 323 4504 
Fax: 4-675 31 1 2106 
E d l :  dnse(iilce1cor .o rp . og or- 
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Application to tbe World Bank lospection Panel 
Claimants' Authority 

We, customary land owners in Or0 Province, wish to f i le an application to the World 
Bank Inspection Panel to review the Smallholder Agricultural Development Project. 

We are concerned that the World Bank is providing a loan to the Papua New Guinean 
Government when: 

e Oil palm does not reduce poverty 
e The SADP i s  not a sustainable project. 
e High consmation value forests will be cut down 
0 h c ~ a s e d  mill effluent wi l l  pollute our rivets 

The government will not fund the road maintenance fund and we will be left with 
the burden o f  maintaining the debt as well as the roads 
OPIC does not have the capacity to implement this project successfdly 

World Bank and OPIC have also failed to conduci free, prior'and informed consultation 
about the SADP. 

. 

You did not tell us about the road levy! 
You did not tell us the loan was only for new growcrs! 

The people o f  Oro have already paid for the roads before and they shouldn't have to pay 
for the World Bank's mistakes! 

The project in its current design breaches a number o f  World Bank policies, including: 

0 OPlBP 4.1 0 Indigenous Peoples Policy 
OPBP 4.36 Forests Policy 

0 OPlBP 4.04 Natural Habitats 
e OP IBP 4.01 Environmental Assessment 
0 OP 4.10 Investment Lending 

Oil palm is not the best development option for Or0 and West New Britain Provinces. I t  
does not reduce poverty or ensure sustainable economic growth. The World Bank should 
h d  other alternatives that address the social problems associated with oi l  palm before 
funding another e x y d o n  project! 

The Centre for Environmental Law dz Community Rights (CELCOR) has agreed to 
submit a claim to the Inspection Panel o f  the World Bank for the Smallholder Agriculture 
& Development Project (SADP) on our behalf. CELCOR on our instructions and 
consent: 

0 Will assist us in putting the World Bank on notice; 



WilI seek expert assistance in respect of this claim. We consent to CELCOR's 
disclose o f  matters that would otherwise be subject of client confidentiality to 
these pusons; 

Will submit OUT names for purposes of this cIaim only or otherwise stated. 

We fully understand our intention for engaging CELCOR to put forward this claim. 

Applikcsen igo long inspection paaol blong wol benk 
Authority blong 01 claimnnt 

Mipela 01 customary papa gram insait long Oro Provhs i laik w o h  wanpeia applikesen 
igo long Inspection Pan01 blong Wol Benk. Displa em blong ol  i mas wokim wanpela 
review blong dispela Smallholder Agricultural Developmen Projek (SADP). 
Mipela i wari stret bikos Wol Benk I wok long givim loan igo long PNG Gavatnan taim: 

' Dispela SADP in0 wanpela sustainable pmjck 

* Oil Palm ino save rausim poverty 
I 

01 bai katim planti 01 bus we I bai gat bikpela value Ions sait bilong conservation. 
4 Pjpia blong 01 mill bai bagarapim 01 wara blong mipela. 
4 Gavaman bai ino nap put'm mani long rot maintenens fimd na mipela bai b r i m  

hevi blong bekim dinau na maintenim rot 
OPIC i nogat gutpela risos blong mekim dispcia projek karim gutpela kaikai 

Wol Benk na OPIC tu ibin fail long wokim wanpela free, prior, na informed consultation 
blong dispel SADP. 

Yupela in0 bin tokim mipela long dispela levy blong rot 
Yupela h o  bin t o k h  mipe1a olsem dispela loan em blong 01 niupela grower lasol. 

Mipela 01 mantrneri blodg Or0 ibin bairn 01 dispela rot bipo yet na rnipla mas noken peim 
moni gen long stretim asua blong Wol Be&. 
Dispela projek, long design we em I slap MU, i burukim planti 01 policy blong Wol Be&, 
01 dispela em: 

OPDP 4.10 Policy blong 01 asples man meri 
OPiBP 4.36 Poljcy blong bus 
OPiBP 4.04katurol Habitat 
OPlBP 4.01 Assessment blong Environment 

4 OP 4.10 oivirn mani blong Inveshnen 

Oil Palm em ino wanpela gutpela development laik insait long Oro na West New Britain 
Provins. Emi no save raush poverty or kamapim sustainable growth bilong economy. . 

. Bifo 01 I p u b  mani igo insait long narapela expansion projek, Wol Benk imas W'm 

. .  



mani long sampela narapela projck we I bai lukluk long 01 djspcla social problem we I 
save kam wantaim oil palm. 

Centre blong Environmental Law na Community Rights (CELCOR) I tok omit lo hdivirn 
mipcla putim wanpda cIaim igo long Inspection Panel blong Wol Be& long lukluk long 
djspela SADP, Mpcla olgcta I wanbel long CELCOR I rnakim maw blong m.ipcIa na 
bihainim tinging blong mipela wc mipela laik 

0 01 bai balivim mipela long giv’m notis long Wol Be& 
0 01 bai mas painim 01 narapela save madmen long halivim 01 putim claim blong 

mipcla. Long dispela as, mipcla tu I wanbcl long o likcn autim sampcla 01 hait 
information igo long 01 dispel 01 save man/rneri 

0 01 bai givim nem blong mipela long wokim wok blow dispcla claim tasol na in0 

long narapcla samting. 

Mipela olgeta I SBVC long as tingting wai mipela asldm halivim blong CELCOR long 
pushim dispela claim. 

* ! 7 h  
Date 

Claimant 3: 
Name Signature 



I- ,ff Signature Date N a m e  
Claimant 6: 

N a m e  Signature Date 

Claimant 8: I I  

Claimant 12: 
Name Date 

Claimant 14: !UHm Naae 

n ' Name 
Claimant 15: 

I 
l 

Simm Date 
Claimant 16: - 

Natne 

I , 
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Name I S i g n a h  

. Claimant 19: ,mm!!r AH!!!!E 
Name Signature 

Claimant 20: -, Name 
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Date 
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CLAIMANTS' DETMLS 

CLAIMANT SURNAME GIVEN CLAN DISTRICT? 
NUMBER NAME 

I I -  
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Photograph 4: Callapwd bridge in Om Rovince. 



Ahora/Kakandctta Prercure Grwp 
C/- P.O. BOK 302, 
POPONDmA 
Ora Pravtncc 
Papua New Gufnca 

3$ April, 2004 
* 



AW\argh many attMlpb wem mads by the government to haw the dlplbn company honov 
Itt enVlmMnertal obllgatkns It has AYcd. Indeed the oHpakn c~mpany fafled mlserrrMy over 
the ycarr wRh Its Mvtanmental management practices. 

Ownatlonal gowmwnt Is aught In the dilemma beeuse It camt help protect the people 
horn tnvlmnmental abuse and prosecute the company and thc~hvestor, the Paddk Rkn of 
~bhtaths (kith) ~ W J U S ~  the Gowmment b a h  a shareholder &I the wntue. In  ather 
words, as rtakehdder, It caMotsee haw It auld enlbrce Its own lava Var~ncmtfy,  the 
povcmment and the company began to rtsptxd posrtively but how It Lr goby thrwgh does 
not look good urwgh 8s far as the bndanrners and the affected communltles an concerned. 
Thk Is beguse a d h q  to the Department of Emrkonment and ConservaMon, the Mlpakn 
companyb not trying tocompromlse to hswthbksuesettted owe and for all. 

Apart hwn envkaund damages and wter polutbn ksuc, land 15 thc other vltaf aspect ol 
our dafm 8s R Is wy big lssuc h Papua New Guhea, especially h Popondetta, Or0 Pmvlncc. 
The Hbatrvu Ollpalms Ltd Md Padlbn Ud have illegally a c q W  ow land and used It r# 
thck own bewlts and economk growth kavlng less or m e  to us, the landownas and the 
pmvlnce for the past twenty (20) years, And again, our natloMl government book a b#nd eye 
dtdarbg the bnd as a state land h thck NEC Mef of 25’” Jufy, 1995 vvhllrt howhg for sure 
that the bnd was aoquked by -ply exchanging wlth axes, ddhcs, tobaao and salt to 
name a few by the ptelndepcndem admhlsbabn In P a p  New Guhea In1910 and 1917 
rcspcctlvely, The company has been operatkg wlthout proper kgal land doamcnk as 
declared by the Nat lo~I  Department of lands and Phydcef PEsnntng on the 22& - 27’” 
plimh, 2002 In Port Mwerby. Thb k also a breach of our customary lam on land as we have 
austafncd ounclvcr M the land 85 sald h ow customs. Now we are lardless and a n  Just 
another bt cf hopeless, Ilklay people standhg innocently and @vhg on our land whlk 
den  not horn this land reap goodm out of our land and er@y #. We the kdlgenous 
people we lgmred and seen to bafnslgnllkant 

We also know the faa that U was orlgInrrliy planned and advlxd by the World Bank In 1961 
that dlpalm was pmven to be the only tree crop or othewltc the only cash w p  h Papua 
New Guhaa and k 110 mxder that the Bank has been puttfng h the funds &out seen It0 
Impact on the lhnt of Lhe pcopk. Now that the WwId h n k  hasono! 8galnas w a l  plans to 
aUo~ta fundr I w B  expsndar plan fbrdlpah h or0 R w r m r M  we must in- you 
that ft Is rot In the best Interest of the people by thk Hmc a d  and m suggest that you 
mat halt your funds for the onpalm expadon pmJect. There k need to revfew the pdkles 
of Um mpany and the arrangernent for the new Lsnd Lease Agreement and otha 
businesses wnbacts because the company ts gdng to be here for the next seventy (70) 
years. 

M us warn you that, Y you pentst on and release of the loan, It wwld mean rp lmrltlng the 
World Bank Irupedlon Panel to step kr and do an Investlgatlm a the whole project 
On tha same note, we are asWngyou to release the forroWhg d m n k  on the project to us 
thrargh ow Lawyer, Mr. Damkn As8 of CIXOR ldwyera These are: 

we belfeve, thepe db~~mirts ate aceassble ta the pubk and them could yar send us 
these documents to thc gmup In due tlms under our uddress or to our bwycr on the 
folbwlng address. 

1. ProltaDawnents 
2. LwnDoarments 

Mr. Damlen Ax (UB) 
Executive Dlrectcr 
Cenw for Environmental Lwv and Community Rlghts Inc (CELCOR) 
Sutte 1, b e l  1, Mabgan Haw 
P.O. Box 4373, Bordro . 
NaUonal Capbl Dlstrlet 
Papua New Gulnea 
Telephone: (675) 323 4509 / 323 4237 

I -..... . 



F d m i k  (US) 311 2106 
h l l :  lDhw=mw/- 

Should mcjuln more Inhmnatkm sbout th? m#rtbned landowner group, we 6 n  be erntaded 
I)uough ow lawyer on the abwc addmi. 

Thank you so much f& your sttenth urd approprbte adbn, 
- 

Ywrs Falthfully, 

, 

I 

- I  





klr. Xan Zhu 
Country Dirrclor for PNC 
Tbc World BMk 
b e l  19,l-l Mmin Pbcc , 
$dncy. NSW. 2000 
AUSTRALIA. 

4 -' I 

Duu Sir. 

RE: Proposed Papua New C u k a  Smallholder Agricuhro Dcve lopr to~  Project 
And Smdbolder O l p h  Dwabpment in Om Province. 

We der to your letter dated 10" June. 2004. nprding IIK Dbovc projeci. 

With r e d  IO the abon. Proposed Snidtbdder .4picd\ure hcbprneru Projra Is IT 
intcresdn& but we s k  you lake liold of  your hnb and d e 3 w  11 IO lund projcrlr IL can 
bene81 majority of [he people In nrrd cwnmunitiirr. 7lie amnl p m j m  prowed b eared 
towonk c r p m i o n  of oilpalm by support muld-wtiond oilpalm companies includiq 
Commwwrcnlth Dmlopmea Corporntion ICDX CDC and hr rulnidiq Hlptwu ~ N p d m c  h d  
own md manape the HM$iiru Oil m Pmjcei and rpriow othrr C5lBks in tbe Prodnre. For 

rullen'q on our own land and bore had CMII~~I .o( hhe dcrlntclbn. The dnmction and 
poliudon coainaer and many penpk have died PI J reridt. We we M* pllnuinp our claim lor 
compensation with tlie cornpony, We do no1 um my mort desbvclion on ow land 

twtntr ,is (261 ycnn thep ha=? 8 mplerely dertroycd OIU lnnd and our rim. We barr been 

I 
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2Sh of July 2008 

The Board of Executive Diredm 
The World Bank Group 
1818 H Street. NW 
Washington, DC 20433 

Dear SirMadam, 

Re : PAPUA NEW CUfNEA (PNG) .I Smellholder Agriculture Development 
(PO791 SO) 

We undentand that a vote on the PAPUA NEW GUINEA- Smallholder Agriculture 
Development PO79140 loan Is scheduled for approval for loan dlsbvaement In the 
forthmlng Board meeting. We are strongly opposed to the Worid Bank lntentlon to 
release thls loan to PNG at this point In tlme, md we urge you to vote against the 
proposal. Furthermore, we Insist that you reJect any loan to PNG whlch wlll f&tate the 
expanslon of OH palm growlng and pmmsslng. 

Our reasons: 

e The Government of Papua New Oulnea Is unaccountable: Papua New Guinea 
has a long track r e d  61 govmance fallues, mlsmanagemed and misuse of puMlc 
funds by those in powr. Thls has rendwed most development asslstanca useless 
and Ineffedve. 

0 Imprudent bmklng: h Is kresponslble for the Workl Bank to dlsbwoe a loen for thls 
project @en the failure of the Forest and Consewatton prolect (FCP). Last year the 
Asian Development Bank (ADB) had to cancel its loan for a slmllar project entitled 
the Nudeus Agro-Enterptises proled on ground of finandal mlsmanagement. Given 
that the Ask Invoved Is high and the Wodd Bank has llttk levefage to, Influence 
outcome as a lender, It b a bad banking pradlce to embark on yet another prolect for 
oil palm expenslon, and to provlde another loan to PNG. 

Increrfm natlonal Indebtednesr: This ban, K approved, wlll Increase the debt 
burden of P e w  New Guinea with no real development -In. We fear that IncfeaStng 
debt level In the fece of governance fallurn WIN lead to the hrrther devaluatbn of the 
Klna. addlng greater burden to ow people end ow preclorrs environment Thls wll 
Irievita#y lead to mom hardships for our people and further pressure lo eXprdt the 



mlatlvdy healthy environment, which OVer 80% of our people depend on for theh 
survlval. Thls Is essentially powiirty creation, not redudlonl 

0 

011 palm lo rlrky: We are opposed to having more oil palm projeots In Papua New 
Gulnea because of the adverse soda1 and environmental problems found In exlstlng 
dl palm arees. 011 palm prlce Is hlghly dependent on the world commodity prke 
whlch a n  be volatils. Given the masslve oll palm expanslon program In other 
counbbs espscially Indonesia, the fisk of a slump In ptice Is very hlgh, 

Food 8bcurRy problem wlll threatmlng llwllhood of landholden: T b  world 
bank project has dimgad the current lnflatbn In global food prlces. Msny Papua 
New Guineans fncludlng the g w e r s  In those oil palm provinces who depend much 
on thelr land for thelr subsfstance llvlng wlll continue to face economlc hardships. Oil 
palm has been converted to food and other Ingredients used In food and given the 
rising food prlces, the very peopie who depend much on their land may not have 
alternative to sustain thelr llvlng if heJr lands are cleared fotoll palm. Thls Wnl create 
food security problems. For Instance, a packet of lkilogrem rice In a supermarket 
store atrrently cost around 4.00 klna (US$1,4) and given the lnmaslng populatlon 
end Inflation aurently faced by PNG, thls would continue to exacerbate and many 
people will go hungry, Access to good land for agtlculture wlll decllm, and people will 
be forced to go hungry when oll palm p r b s  decline. Many growers and people in 
Papua New Gulnea have a strong extended famlty bond are flndlng It very difncult 
finandally to improve their Uvlng standard because of rlslng food prices 

Oil palm creates land securlty problems PNG Is vely unlque In that clans or 
group of dans collectively owns land customarily. Contlnuous oil palm expansion 
muld create land shortages and In the case In the oil palm provlncas where many 
lessees are currently fadng conflicts wlth landowners and the government. We 
beflew, contlnwus oil palm expanslon Is not the answer to bod securlty and land 
secwky. PNG was once used to be a prlstlne envlronment but because of 
globallsatlon lands am becomlng degraded, and Modlvsrslty and cultural values lost 
bmver, We don9 want to face land rhortages and tribal or dan conflicts In the future 
because of land shortages because Papua New Gulneans are llnked Inextdcably and 
culturslty llnked wlth thelr land for thelr rubslstence. 

Oil palm Is enwlronmentally destructive: The World Bank project document 
downpbys the envlmental impact of oil palm. Our country has already suffered 

a the adverse Impacts from oil palm In those pmvlnces where R Is grow. PNG's back 
record h ensuring envimnmental sustalnabllity Is abpmal. Tbs Department of 
environment and Conservation's monitoring capaclty Is Umlted by a chronk lack of 
mourws, It hamelther the capadty nor the required expertlee to monllor the wlde 
rangln~ and mldvely complex envlronmentsl lssues related to oll palm. The 
erwlmnmental b u e s  and problems from dl palm are many. We have attached a 
summay of these Issues and problems fa p u r  reference, 

0 Oil pdm k bad development: Ovbr two decades of dl palm growlng In PNG has 
resulted In llttle If any real development outcomes for our country. In fact, we we a 
regmsdon of llvlng conditions and standards In places where oll palm Is gmwn, Our 
Government offers tax breaks and tax credits for the oil palm Industry operators but 

. 



this consider?iy Umits the economic beneflts to PNG growers who toil and sweat In 
the hope of better Rvlng standards - as promised by those wbo got them Into dl palm 
growing - are dlsappolnted and angry that they have been given mere empty 
promtses whilsl the resources on which they are dependent for suwlval are now 
degraded and polluted. Much of thek dl palm Income goes back to paying for casts 
incurred In the wtabllshment of thelr Oil palm plots.. Vltal infrastnrctures like roads, 
aa;esslblllty to markets, cllnlcs, schools, dectridty and telecommunication are poor 
or non-exlstent. ARematbes to other development, buslness actlvibles and savhgs 
idttatlves are lacklng because most Income eamed from oll palm are used to cater 
for basic daily household needs like school fees, hospital fees, tramsport costs and 
generally food. We see all these bad oll palm dewielopment outcomes wlll contlnue to 
Inflict extra flnanclal burden on famllles' Uvelihood, savings, expenditures and 
swvlvorshlp In general. 

Oil palm is forced upon our people: 011 palm growers Inform w that they only 
grow oll palm becwse they need money to pay for the ever hcrearlng school fees 
so that their children can be educated. Ironically, school fees have been lmposed on 
uli precisely because our Government heeds advlce from f d g n  power such as the 
World Bank to adopt the user-pay systm so that wenw la directsd to repay debt. 
For a developlng natlon Ilks PNG, education and baslc health are are essential 
services whlch shoutd be prlortty areas for revenue PNG gets from other 6ectors. 
The World Bank should exed presswe on ow leaden to fultil these fundamental 
needs and responslbllttles, and not on ordhary PNGeans to s a d f b  fertile land, 
prlstlne foreals and,healthy watepvaw for a cash crop which no rlch Mustrlallsed 
nation In the world wants to b v e  In Its own backyard. It Is obvlws that rlch natlons 
are merely pushlng Oil palm growlng in countries like PNG because 1 le a labour 
intendve, nutrient hungry and polrutlq crop, so that their Induw c8n have access 
to cheap palm OIL 

011 palm Increases balance of payments problem for PNG: Growen become too 
fellant upon a monocultural a s h  crop What 4 lefl d thelr hard eamed cash h m e  
horn oll palm merely ends up dchlng foreign cupomtkns, awing to the Mdespmd 
consumption of Imported dce from Auslralla, tlnned fish, tinned meat and a range of 
other poor quality consumer products frwn lndonesla and Chlna. Thls Increases and 
stresses our balanca of payments. PNG should be assisted and suppoitad to 
produce food and other soughtgfter domestk necessltles internally, so that cash Is 
dwlated withln the country for the benefits of our communities and to reduce our 
muntrylr precarioua balancu of payments. 

PNO becomes Indebted to subsldlre the palm oil Indurby: Although the proled 
dooumenl clalms that thk Ir a sdwKne that m i d  lnmase Income for PNG, It Is h 
reauty a subsldy pvlded to the hdusby, Ou people, especlaUy the grower8 whom 
the World Bank has Identified a8 needing asslolance to get out of poverty, have 
ended up shouklerlng the bulk of the debt burden. It Is on this basis that 

. mmmunltles have begun to reJect Oil palm projects, as evidenced by the ststernents 
of protest attached for your reference. 

Loen mtradlcts our National Ooals 6 MrwUve Pdndpler: Our natlanel 
mnstitutkn ernphashs mall-sale enterprises and resped for the PNG way, 
Mega1 human development for our people, wise wo and management of ow 

. 



natural resourns for now and for the future. If the World Bank is genuinely 
interested in development in PNG, the Ove dlrective principles of the constitution 
provldes a sound framework for a unique development approach we believe will be 
more benefldal for our cowtry. 

011 palm and biofueUqrofuel is not the answer to climate change mitigation: 
G k n  the calamfty of global warming and climate change lmpad on environment, 
Infrasbucture, Ilvelihood, medical prosperity, dl palm expansion win contlnue to 
mate many ecologlcal foot pdnts. Biofuel or agmfuel Is not the answer to mltlgating 
the redudon In rlslng global carbon gases and other greenhouse gases emisslons 
Into the atmosphere. Continuous forest dearances for oU palm expansbn would 
continue to compound and exacerbate the emlssbn of carbon gases Into the 
atmosphere because the destruction of tropical forests and sob would degrade the 
world’s majoi carbon sinks whlch PNG has one of the largest bplcal remnant forest 
In the world. Biofuel will nonetheless contribute to the emlsslon of carbon gases Into 
the atmosphere thus lncreaslng global warmlng and thereare no proven records that 
b(ofuel wlU solve the global warming phenomena by reducing the rlslng atmospheric 
temperature to 2 degree Celslus by 2060 as agreed by Convention of Partles to the 
United NaUom Framework Convention on CHmate Change (UNFCCC). 

The PNG Government promotlng Reduced Emlsslon gn Deforestatlon and 
DogradatJon (REDD) to curb global warmlng and preserving tropical 
rainforests and sol1 as major carbon sinb: We belleve oli palm expanslon to 
acquire biofuel and.to address W shodage is not the answer to the current rislng 
world oll and food prlces problem, 011 palm expanslon would continue to create 
deforestation and dedroylng our major source of carbon sinks. The PNG 
government Is currently taklng the lead in promoting the Reduced Emlsslon on 
Deforestation and Degradation (REDD) Initlalive wtldwlde with As Troplwl Raln 
Forest Coalitian partners that tropical deforestatbn can be reduced and the troplcal 
rain forest couritdes can be compensated for protecting their forest at the expense of 
Industrlal$ed natlons accept Indla, China and Indonesia) who are the main emitters. 
Many negotletlons are currently underway In the gbbal arena and many cwntrles 
have now accepted hat It Is a global effort by all to cut global emlssbn to at leas! the 
1990 level as roluntarlly agree under the UNFCCC. Hence, we don’t want to see our 
Islands and lowland sink and creating environmental refugees and dog lca l  losses. 

We want the World Bank to address cllmale change and global warmlng: 
Unpredlctable weather and ecologlcal patterns are becoming pronounced In PNG 
and the world that IS now affecting human lives In terms of food security, economy, 
and human health and settlements. Some ecoioglcal foot prlnts such as Increase 
natlonal Infrastructure costs created by floods, landslides, r l s b  sea level and the 
llkes will lnfllct extra burden on people and thelr llvellhoods fndudlng the government 
budgetary allocetlon. The World Bank had reallsed Uds and has developed . 
rnltrgatlon measures to address global wannhg through schemes %e the Forest 
Carbon Partoershlp Facility however thls scheme Is hlghly controversial. We 
therefore went the future of PNG and that of the planet ea* to be a collective effort 
In addresslng global warming and call for the World Bank to contribute meaningfully 
to the sustainabdevelopment and conservation of our blodlverdty, environment and 
culture. We don’t want globaikatlon which the Bank is promoting be transpamnt and 
accountable for the betterment of our future generation If the World Bank Is serious 
about addressing global warming. 

i 
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Should you require furlher Information or dariRcatlon of our posltion in this m a w ,  
please do not hesitate to contact Darnlen Ase at dase43 celcor.om.aq . 

Thank you far your attention. 

1.,,....,.1,.1.11..,..........1 

Damlen Ase, 
Prindpal Lawyer and ExecuUve Dlredor, CELCOR 

Endorsed by the following NOOI In PNG 

Alotau Environment Lld ( A U )  

Bismarck-Remu Group (BRG) 

Conservation F o m  

Cbntervetbn Melanesia (CM) 

East New Brltain Social Adlm group (ENBSEK)’ 
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Environmental Law Centre (ELC) 

Greenpeace PNG Om Community Envlmmental Adlon Network (OCEAN) 

Os1 Tsnata Ud. 

Bougalnville Parlner with Melanesians (WM) 
PNG Eco-Forestry Fotum (EFF) 





14* July 2009 

Oliver Bnedt 
The World Bsnk 
1818HSucctNW 
Washington DC 20433 USA 

Dear Sir, 

RE; W L D E R  ACRJCULTURE D E V E L W N T  PROJECT - PAPUANEW 
CUINEA 

I rcfa to the above. 

We would like to follow up the conversation held a few wadw ago bctwecn Mr William Mandi, 
Mr Ian Orrell, Ma Jennifer Kalafut and membtrs of -OR at the Port Morcsby World Bank 
of€ica ngarding the Smdlholdcr Agriculture Development Project (SADP). A nwnbcr of  issutS 
came out o f  that meeting dating to records o f  consultation, fice prior and informed ament, 
Ldigenous and fomst policies and the DEC envirwmentsl waiver, We we now Writing to you to 
check on these issues, 

Firstly, we would be interested in seeing the words of consultation8 for tbir project. The only 
record we have ’baen able to h d  on the World Bank‘s Website and in tbe project documents b in 
appmdixca 2 4  of the Social Assessment Report which lists the names of people consulted in 
each of thne oil palm growing provinces, but gave no furthe information. Furthnmore, 
appmdix 3 of the Errviranment Assessment (V.0 .cantoins a Summary of  a meeting in Port 
Monsby about the project in 2006. Howcver, given thai the bdigenour Peoples Policy ha8 b a  
triggered, the “Bunk r e g p a  the borrowr to ttnguge in a procw ojfiee, prior and IrlfTumced 
mmultarion ” aad will only provide project financing when thls coxudtation “ruuiu in u brwd 
commm& wpport to the projecf by the @kcfed lndigenour p p l w ”  (OP4.10). Tbae does not 
appear IO be my dbcumentatioa o f  broad community conrmltation in the project documents. 

We would like to h o w  how the Bank assessed ‘‘be, prior and informed consultetion” and how 
. has it measured broad community support for the project. 

t 
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Secondly, related to the above, we arc interested in understanding when information w s  
disclosed to the communities and in what form and language. 

Thirdly, we would like to find out how the Indigenous peoplea policy was app+d, The 
Indigenous people policy requires: 

“on the basu ojthe social assessment and In consultation with the aflited indigenous 
peoples commrmitieslthe borrower prepres and Indigmotts peoples plan WP) lliw selr 
oul the measures throiigtr which the bmower will emure rliat (a) indigenous peoples 
affected by the project receive cultival appropriate soda1 and econcmic bent$& and (3) 
when potential adverse eflats OM tndigenow peoples are identved, tltare adverse effwfs 
are avoided , mitdmize, instigated or coinpensatedjor, 

Was an IPP was developed? On the Banks website, when you click this link it goes to the Social 
Assessment Report and not to an IPP. t 

Similarly, the Forest Policy has slso been triggend and requires the development of spcciflc 
documentation. This does not appear m the project documents. Could you inform us what was 
done in response to the Ford poljcy in regards to this project? 

Another question we have is how were the many recommendations made in the Social 
Assessment Report tracked in relation to-project design and implementstion? . 

Finally, we want to ask about the environmental pumit waiver from the Department of 
Environment and Conscrvrtion (DEC) and how that came about as there still scum to be some 
conbion around this. 

Thank you in advance for your rGspoases to these questions. We would be vety interested in 
continuing this dialogue. My email is d a s e , & e l c o r ~  should you wish to discuss these 
issues further. Howwer, we wguld appreciate the mponsa to this letter to be in w n t h b  

Yours Sincerely, 

! 

I 

.I .... ..,.. ............ 
DamisnAse 
Executive Director & Principal Lawyer 
Center for Environmental Law & Community Rights Inc (CELCOR). 



cc. 

U j a d  Rqur(Ikcoplrrd8ADPdoamnm 

T u :  world Bank Dieclosure Of f ice  

We refer to  World Bank l e t t e r  dated September 3 ,  2003 from 
Hr Oliver Braedt of  the Papua New Guinea of f ice ,  reaponding 
to quertianr ra i red  i n  previour.correepondence and .metinge 
between CSLCOR, the World Bank and OFIC.  

We nota that the World Bank etatee i n  the above mentioned 
l e t t e r  that 'intensive interaction and connultatiorm' were 
undertaken during the World Bank i n i t i a l  project 
identif ication miasion in  November 2002 and rubamquent 
annual World Bank d 8 P i O n 8 .  A number of there document8 are 
l i r t e d  i n  Annex 12.of the Project ApprairJal Document of the 
mallbolder Agricultural Developtent Projrct.  

. 

We request copies o f  there documento, includingr 

1. world Bank PNO Aide-mamaires dated November 2002, 
Uarch/April 2003, November 2005, AprLl/May 2006, October 
2006 and February 2007. 
1. Technic81 Nates dated February 2004 m d  October 2004 
3. sADp ident i f icat ion mioeion: Financial Aapectr, BROPHY 
Pauric. April 9003. 
4 .  su)P idcnt i f icat ion nineion: Preliminary analyeio of the 
potential environnsntal impact. DIWM VJOUS Ton. A p r i l  2003. 
5 .  SADP identif ication mireion: Accere road program'in 
target o i l  p a l m  areaor in r t i tu t iona l  aapectr. D I C m  Roger. 
May 2003. 
6 .  SAPD ideqt i t icat ion nierrionr Accerr road program in 
target o i l  pala areaei technical arpects, HUBEBTUS Kimnel. 

7 ,  S A W  identif idation m i e O i o n r  Rural Development Component, 
study and proposed rtrategfee. LUBBTP Roland. Way 2003. 
6 .  SADP identif ication mirrion: Aarersment o f  Bocial Iseuee, 
Safeguard P o l i c i m  .dd Ident i f ied Stakeholderr. WMUSSEN 
s o r c ~ .  June 2003. 
9 .  SADP misrionr WD, recond study Md proporal. LU8Isrp 
Roland. September 20D4. 
LD. SADP technical d s e i o n r  @tione f o r  the O i l  Palm 

peptembar 2004. 

may 2003. 

'Induotry to Mit igate the RiRke o f  C[IV/AIDS. SALES tindray. 

. 



11. SADP ident i f icat ion airsion: Environmental Specia l i r t  
fact  finding mie ion report .  DIWAI VIGUS Tom. October 1004. 
12 .  SADP technical mierfonl Community Development and Local 
Governance. LUBETT Roland. November 2004. 
1 3 .  Credit Component and Financial Analyeis: hpua Naw 
Guinea Proposed S w l l h l d c r  Agriculture ~evalopmrtn Project. 
CUDDIHY Willian. November 2006. 

I n  making th in  requeat, we note paragraph a5(d) of  the world 
Bank Disclonure Policy: Additional Inrues which r t i t e s r  

'In rerponae to requests from the Executive Directorm, 
member countr ie i ,  o r  other interer tcd outside part ies . . .the Preeident o f the World Bank (or a perron designated 
by the President) may authorl ie  diqclosure, i n  conrultatlon 
with the General Counrel.......donmmts that could &e 
coniidered include Country Port fo l io  Performance Reviews, 
information r e l r t i n g  t o  mid-tern reviews, aide-memoire, 
variourr guidelhee issued t o  r t a f f  (such Implementation 
Oompletfon Report Guideline8 o r  Guidelinen to Staf f  on 
Project Superviuion),documenta that  could be conridered 
inolude Country Port fo l io  Perfozmance Reviewe, infonaation 
r e l a t i n g  t o  a id- tern  reviews, aide-memoire, Var iOUr  
guidelines issued t o  s t a f f  (uuch as Implementation 
Completion Report Guidelines or  Guideliner t o  Staf f  on 
Project Supervirion) . 
Ple8oe do not h e s i t a t r  t o  contact e i ther  myself or  other 
rnrrabarr o f  the cBLCOR o f f i c e  on +675 323 1509 i f  there are 
any questions o r  problernr with thio requart. 

Thank you, 

Eddie Tanago 

i 



Sublect: Smc; 

A Protest to the World Bunk 

BY 
The people of Oro, Papua NewGuinea 

Aarlcuitwue DeveloDment Prokcl Lo 0g 

fhb Is to register our concern that Me SmoEholder Agricultural Development Projeci 
(SADP) Loon approved In May lhis year (m) hos been hijacked by the On Palm 
Planlatlon Companles h P a w  New Guinea to  push lor the expansion of 00 polm 
rather than expend It In areas that will enable greater economic benet'% for the 
agdcultwal dependent Nrol masses of Papua New Gufneo. We object to the loan 
belng spent on 011 palm expanslon for various reasons. 

To substantlate our argwnent, firstly dl polm h not lhq only opllon for active 
porliclpotlon k, the cash economy for the rural populace as Is the vlew 01 our 
Government and the rnullinatlonal 011 palm cmpankrs operating in ow counhy. The 
vorkus assessments have been focused on dl pdm rather than alternatives. In the 
Nodhem Province, the ossessmenl teams held dscurrlon only wlth the stakeholders 
In the oA palm Industry. These consultations air0 fded to convene meetings wlth non 
oil palm growers In 00 palm growlng area. It Is, therefore, the vlew presented to 
support the loan subdsslon do not'rellect a brood cross section of Ihe cmmunlty. 

Having had not consulted non dl polm growen, there were important lewKIs learnt 
from previou loans that are not captured and therefore the focus on mlihdder OB 
palm expanslon Is likely to replcate the exkthg socbeconomlc problems further 
with more serious negothre Impacts. Some of these problems are the result of 
stnicturd Injustices by transnotlonol'corporatlons such as CagAl. 

Strvcfural lnjustlces lndude the procuement and supply of farm mohtenance 
goods to moll holders thus entrcrpplng them ln vicious cycles of debts to the mSrKlg 
componles. "here a e  facts to indicate that the oll palm compdnler have no Interest 
In our welfare other than to increase productMiy for their palm dl rnb hence profll 
drectly from the loan by pushhg H down our thmats thd pbnting oil palm k the best 
option for us. The social assessment repod also polnts wt pal of the bon Is to be 
used to mahtoin roods whlch is cuaently under a tax exemptkn agreement 
b e h e n  the Hgaturu 0 7  Palms ltd and the Or0 Provincial Government. 

They use the argument that wllh 011 pakn there Ir a guaranteed market access. It Is 
however not so. About 400 block holden, redplents of prevhs WorM Bank Iwn 
under the Om EKponsion Program from 1993 to 2002 have lo cony their frun for m e  
than a Mometer to hove It pfcked up. Only a mU portlon of population Ls 
l<volved whlle'there aremany who are engaged or would rather engage In other 
agrlcuttural activlties, 

, 

' 
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There cue mcny who ore and re stlll repoylng development and mainfenance cos! 
lo the Higotuu Oil Palms Ltd a subddiily company of Card. They were led to 
belleve that when they plant oil palm they would have road hfrustructure to access 
local markets for other crops and commodltles 05 weH. There ore now some oil palm 
blocks with no road access and this promise of easy a'ccess to markets h$ just 
been a bad dream. In fact a promise that the PNG Government had mode ori 
behall of the oil polm companies If any roads were b M  most are In a state of 
decodence and inaccessible by vehtclet other than farm tractors 

There are abo CYl palm blocks developed from the ADB'kan era, (1979 to 10891, 
Hlha stiU have not realbed tha dreams of a multi bedroom mansfon and can of their 
choke. These loons have been tnherlted by their children. 

Secondly, we are of the view that lor thls W P  Loan to benefil more agilcultwol 
dependent fardies the government should focus on dewloping and mdntdnlng 
road access to turd communities to enable greater portkipatlon by the bulk OF the 
population. 

For Instance there are more than 5OOO coffee produced from the Afore MrtM of the 
Norfhern Provlnce who have the capability of producing thousands of tonets of 
orgonlc coffee annually, however lack suppdng tnfrastnrctue. Is H not FeasiMy to 
put some d the SADP loon money Into rebulMlng and enabling required 
hhastnrcture to get the people $om the Afwe Diirlcf to release these Immense 
economic potential that is  now locked due to bad infrasfrvctue. Wlll thk not boat 
the local economy and suppd the PNG Government's expod &en under I15 
Medlum Term Developmenl God. (MD)8 

There Is aBa a huge potenllal for o beef lndwky h the province, as well 05 Ihe 
options to enable'other rural Papu6 New Guineans lo venture Into commem'alking 
various organic crops therefore object to the vfew that oil palm is the besl option for 
a cash income. 

Any furiher expansbn of oil palm wlll not be In the best interest of the nulion a5 it WW 
have serlous n e w e  effects on our roclal and terrestrial environment. It has already 

, contributed to mafor kssss of forests and biodiversity in ou country brlnglng with n 
socbl ohd envlrormental problems whkh the oil palm companles have refused 
blatantly to accept re5pmlbility. 

We are mare of the fact that the World Bank b very we! Informed of the Iwes a6 a 
direct Impact by the 61 palm Industry however sees It flt to grant another foan toihe 
GoPNG In the pretence of agdcuitue development as o strategy to alevbte 
poverly'whtlst the fact remah h e  multincltlonat corporations proM from the loam 
whlle we repay these loans. 

In fact the ixevbvs World Bank loan for the Or0 Expansion 08 Palm Project In Or0 
province has done the qulte the contraq! h n  reduc)ng poverfy. Some of OW 

I 
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people have suddenly become landless who will pioneer o clai  of poor. mi is 
xJmetMng we hove not known since out ancestors. 

" 

We recommend that 

1. The world Bank reviews the loon condiftom to promole oliernoflves oj her than 

2. Cancels the loan 

oil palm or: 

WorM Bank! Keep y o u  monayl We do not want be made poor os yow loons hove 
done to our brothers and slskr h ofher pads of the world! 

. .  
APPENDIX 3(7) was accompanied by 224 signatures which were 
omitted by the Inspection Panel in the interest of confidentiality as 
requested by Requesters. 





NO OIL PALM MILsL! 
We the landowners of: SAGA, BOTUE, Ah4ANDA in KOKODA, IAUDAIII, KUREREDA AND BARARA i0 IOMA 
repfcscndng the told w l l a ~ e  population upstnam and downstram of h e  Manbate dva, h d y  strod Lo protea OUT h d  and 
w n t i  acccsa rials, declare khat ,We DO N OTWANTAN OIL PALM Ea;IL to be conatroctcd in Kolroda. 

We uc aware of the ~~viroamental, health and social problem Ulir factory will h v e  011 the 10cal popk 111 With Ward to; 

quality drinking and cocking water 
Soil qoplty 
Threat Water poUution frwn mill wwtr. 
Wattrbo~ddineareo 
Depletion of 5 h  l i fe in and elmg the Mambare sod Koma hef 

* domestic mimrls aad livestock and 
Airpollution 

. 



Spanmred By: 
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Meeting Nota: World Bnnk 14 May 2009 

Attendees: William Mandui, World Bank Team Leader (joined by Ian Orrell), Jennifer 
Kalafut, George Lame, Eddie Tanago and Elizabeth Caldwell ' 

General Notes: 
1 Ian stated that the WB role is  to assess the governments preparation that are in 

l i e  with Bank policies - Present status of project i s  no disbursement. Necd to hplemeqtation plans and a 
procurement specialist to starl everything. - Will have separate launch workshops for Component 2 - WB says this is not an expansion project, - The 9,000 put in the proposal is a loose estimate. Ian stated the estimate was made 
by OPIC bearing in mind the potential infill and eligibility criterion. - In fact, it is  meant to act as a cap so tbat the money is capped. I t  may not end up 
behg 9OOOhe of infilling, i t  could be less - Price formula review is a part of component 3. will be submitted to the 
commodities working group, which sits under the Department of  Agriculture and 
Livestock, outside of OPIC. No requirement by industry to enforce 
recommendations of review. - Land tenure sections of the PAD arc good. - Ian thinks that environmental management problems rue fixed through a control 
point of eligibility criterion. * - Value of oil palm in PNG is 1 billion 

1 

Issues Raised: 

1) Indigenous Consultation - asked if them was broad community support? How did they know they had 
achieved it? - Answei - project was v u y  protracted, consultation taken over long period. - Did consultation happen before approval of project? Not directly anawered. - Noted that no documents WQC made available in Tolc Pisin. Apparently made 
available at all OPIC o f i w ,  TV and radio. 

2) Income divereification - Ian belisves this is the most successfd lowlands PNG fanning system - PNGSDP is expected to provie other loans once infilling provides a guarantee and 
increased cad\ flow. - Insinuated that oil palm industry is aYrently in discussions with them now. 

3) User fees - Road Levy - Ian stated this had been d i s c u d  with grower association during consultations. - Decided then thnl wwld be well over K4.CVt - In some places road levy will be K3.Wt - but Ian says they are working to get it 
down? Who is working? 

I 
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- CELCOR stated that i t  i s  the Bank’s respoasibilltics to document consultation - 
where are the reports from the consdtations captured during the social assessment 
report. 

other concerns: 
a) Policies triggered - indigenous plan? - Fonst Plan 
b) mama Ius fruit cad - Ian believes there i s  cultural tension in hllagia AS the traditional role’of women as 
agriculturalists is changing to acconunodate men managing the agricultural cmps. 
c) othw WB projects - project design for COCOD is taking place. Will be aimed at East New Britaia and coffee 
of highlands. 

I 



MWlng Nata -World Bank 12 October 2009 

I Allendees: George Lame, Eddle T w o ,  Gracelyn Meurl, Pauta Wmo Nata and E!izabs(h 
Celdwell attended a n#e(Ing wllh the World Benk on Tuesday 12 Ociober 2008. Wwld Bank 
reprcrwnbslives attended via Idsccnfme. Thsy were Charlea Vkectaym, the Sustainable 
devrrlopment manager, end Mono Soour, lhe new task manger repladnp Oliver Braedl. Felk Bakanl, 
the head of OPIC, was also hviled IO & m e  the meetlng, 

C h a f k  gave apblogles on behalf of Laura Balky, the lncounby mermger, and WlYlam Wmlck~l  UW 
Envlranmerd ctevekpnmnl Mcer, 88 t h y  were una& lo attend the meethg. 

Disamsbm Aftarhlrodudory ramarb, v# meelhg wu kft open forhdacussiun, chuler ma6 i! 
clew hl the meehg had no agenda, statlr~~ H waa meant lo be an opportunity for h e  new hear on 
the SADP World Bank le8m Io become acquainted with CELCOR and he Ihluea higMghted In reeat 
00nasp0ndence. 

Some of lhe brurs thal were dbcusaed were: 

e) InRHlng - CELCOR llsted It's rbm on no m m  Bxpanskn of o l  pakn In PNQ. The World Bank 
asked lhel If mon- was improved, WWM CUCOR rw have a pr~b~dm? C n C M  reprkd n wwld 
I t  be a problem eo R beliwes hfllhg falk vvllhh the def7n(lbn of eylanslon. 

b )  Manllorlng - CELCOR slaled lhal ds lng  r n o n l l ~  plans OR no1 gPDb enough and lhat even wilh 
Improved kaMng OPlC doesnt have the capeJtv lo do thlr rnonhhg. 

e) efluent discharge - damutrecrm proceshg k nd oood enough desplte h e  companka sllylng Utey 
are tamplyrng wkh standards. Communles are sUll c6mplaldng. 

d) roed levy - CELCOR r i led llwould be a b m n  lo ur\allho#ers. The World Bank replbd ulet II w88 
one cl Ih mponentc lhet rtUl hadn'l been dedded ye1 so they would sffl need furlher oOnr*m. 
CELCOR repbed that dasplle It not behg drabd MW, ham was no altrmallve road Cuppon 
mochmlom Onered In tha projstl documnta, wkkp t i  e cor0 part of lhe prol.cl deslgn Ah#, would 
dllmalely dsflne the proJect'r wccbl~. It w1w noted qoln lhst conrulleUon had not been vlkrlekan 
and Lndrrwnsn wwld llkr lo ow HI dlemetlve to compulsory conlrlbutbns reecNq 26% of the fund 
c0nbBUl)on. 

In reletion to Vls dlsdowre request, the World Bank stated ulet the PNO OM is wlMg far 
Weehlngton 1-n lo go1 lhrouph doamentr b MO whd can be dlsckwd and will gd  back lo us 
roan II wm noted by CELCOR reprewnteVve8 that he requhewnl for disclowre I6 'In a tlnwrly 
manner". 

CELCOR also quesUoned the Wald Bsnk about the recent FC moralorlum on dl pclm Invedmant wid 
he poorbIYty for extandon lo Wald Bank &We hmdng brverlmt. 

t 
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THE WORLD BANK GROUP 
Headquarters: Washington, D.C. 20433 U . U .  

Tel. No. (202) 477-+234 - Fax (202) 4776391 Telex No. RC/@a8423 
. 

- - FACSlMlLE COVER SHEET AND MESsAGE 

DATE: June 10.2004 NO. OF PAGES: 2 MESSAGE NO,: 
(including cover sheet) 

Mr. Darnien Ase (LLB) FAX NO.: 675-3 I L 2 106 TO: 
Title: Executive Director 
0rganiza:ion: Center for Environmental Law and C o m n i r y  Rights Inc LCELCOR) 

CityXountry: Bomb, National Capital Disnict. Papua New Guinea 

Title: Country Director for PNG Telephone: ( 6 i - 2 )  9235 6321 
Address: 
Chy/Counuy: Sydney, NSW 2000, Auskalia 

’ Address: 9 Suirc 1, Level 1. Malagan Haus. P.0. Box 4373 

-.. i 
FROM: Xim Zhu .FAX NO.: (61-1) 9223 9903 

The World Bank Level 19, 14 Martin Place r 

. SUBJECT: Papun New Guinea - Proposed SrnallhoIder Agriculture Development Project: 
SmPUholder Oil Palm Development in Oro Province 

MESSAGE 

Ded4r. Ase: 

We refer to the letter dated April 30,2004, from Mr. Kenneth Koja, Group 
Scctetary, AhonflKakandetta Pressrne Group, P.O. Box 302, Popandelta, Om 
‘Province, Papua New Guinea, advising us of their concern about the alleged 
environment damages and water pollution caused by H i g a w  Oil Palms as well as 
about the use of land for 02 palm development m the Or0 Provincc 

With regard to the possible future Bank support for ail palm development 
in Or0 Province mentioned in Mr. Koja’s letter, please note that we hime only 
initiated preliminary discusions with Government about a proposed Smallholder 
Agricultun Development Project. It is  expected that the pr~po~ed pmject would be 
aimed at promoting rapid economic growth in the rural areas in four oil palm 
growing provinces by strengthening the smallholder oil palm sector and by 
establishing replicable rntchaihs for cornmuriity-driven development. Should a 
decision be made to proceed With the proposed project, rest assured bt, in 
accordance with World Bank policies, the concerns o f  the AhoralKakandetta 
Pressure Group about potential environment damages and water pollution, as well as 
the use o f  land, would be addressed during detailed project preparation. 
Furtliermore. adequate consultations with landowners and other stakeholders would 
take place ta,assist in Finalizing the design o f  the proposed project. 

As per your request, we enclose €or your information the following two 
documentslrbout the proposed project “Project hformation Document“ and 
“Intc&tted Safeguards Datn Shest”, which can also be found on the World Bank’s 
web site at: http:/lwww.worldbank.org/ 

; 

. .  

If yo! experience any pmMem in receiving this transmission, inbm the sander at lhe telwhone or lax ma flsted above. 
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Mr. Dnmien Ase (UB) -3. June IO. 20lW 

In view o f  their interest in oil palm development in Om p h c e ,  I am 
sending a copy o f  this fax to the officials below. .- - 

With best regards, 

Sincerely yours, 
i 

xian zhu :. J 

Country Director, Papa  New Guinea 
East Asia and Pacific Region 

Attachments 

cc: Mr. Mike Scott, Group General Manager 
Pacific Rim Plantations Lrd 
PO Box 525, Port Moresby, Papua New Guinea 

Fax: 675-32 1-24 18 

Mr. Felix Bakani, General Secretary, Fax: 675-323- 1573 
OPIC, PO Box 3216, Boroko, NCD, Papua New Guinea 

Mr. h Orfell, Director o f  Research 
Oil Palm Research Association 
Kimbe, W.N.B., Pqua New Guinea 

Fa..; 673-9854031 

Mr. Mosilayola Kwayaila, First Assistant Secretary 
Department of National Planning, Waigani, NCD, Papua New Guinea 

Fax: 675-323-3147 



Center for Environmental Law nnd 
Communily Righls Ioc, (CELCOR) 
P. 0. Box 4373 
Boroko; NCD 
Papua New Guinea 

I 

Dear Dr, Biatuli BRo -. 
Reqocsl for review or  Smnllholder Agricrlllurc Devclopmenl Project (SADP) 

Thank you for your letter of May 14,2008, and the rnrchcd repon presenting views of 
stakekddm IWI the Smallholder Agriculture Developmenl Project (SADP). 

We TMII: interestd in the expressed rtakeholdu views and your anolyds ofrhesc views, BS wcll 
as CELCOR's recommenddons for ensuring thal the pCDjecl Is fmplcmanled in a nulnjnable 
manner. These views m d  ncommcndrdoas usefilly mplancnt those obtnincd during Ihe 
extcnrivc rbkcholder consulwions Wried out in 2006 In Om md West New Britdn, u well u 
in Pori Moruby during prqjecl prepare6,on. In this regard, we were pleased to note rhsl 
CELCOR'r rcmmendetionr arc largely consislent with tho outcomes of the stakeholder 
eonsultaBms which were used in dasipyring the p@ect, and whicb uc duwibcd in &e 
environmental wid sodd impact wmrnent nporu, wailablc online at our web p n p  ( 
h K p ~ ~ s b , ~ d b r u k a r g l t x t e m ~ m ~ ~ m ~ i n ? ~ ~ K = ~ 2 8 3 ~ 7 ~ ~ P K = 7 3 ~ 0 & t h e S i t c P K ~  
4094 1&maruPK=238424BPraj~Lid~PO79140). 

We IIUR that the Oil Palm Induustr). Corporation (OPIC), wbich is responsible for the 
implemurtation of SADP, will alrc be inlaestcd in your rcpori since they shere, topher with 
US, your conecfn for Ihc sustninabllity o f  mallholder dl pdm development in P ~ p w  New 
OuincD We wwld r h d o r e  m&gal lbal you COnthd OPlC lo m k e  Murguncnts for 
prcrcndng yrd discussiag your ncomrncndationt 4th those urnccrned With project 
implemeatatioa 

Thank you ogrh for sharing your concerns about the potentin1 impad Or SADP. 

. 

Nigel Robem 
Carnlry Direelor, 

Papua New Guinea, Tirnor teste rod hcif ic Island Operations 
East Asia and Psn'fic Region 
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To: o@celcor.wP.Dg 
From: DbclosurelSmladWorld Bank 
Deb: W3OMoo9 07:lWM 

SubJed: Re: Request for copies of SAOP documents 

Dear Mr. Tansgo, 

Thank you for your hquiry. 

Requests for country-rpdfk Benk documennts rhould be dread IO that county% WB oftice or 
Pubk InfonnaUon Csnter (PIC). The Papa New Guinea PIC h katad In Port Moresby. 
conlsct InfmeUon for the PIC ern be found here: 

cc: 

I have cc’d Ms, Doiwa on this rmail, end ask lor her khd eltentlon to wf request, 

Khrd regards, 
Elbabelh 
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Ibafloy@worklbank.org 4ballry(/pworldbankorp Mon, O d  lB,ZOOQ rl3:23 
PM - __. 

To: etanago@cdcar.otg.p& ddokva@worIdbank.org 
Cc: mou@woMbank.wg, etof@worldbank,org, cdUrva@worldbank.org, 
Cfeinutein@Wbenk.org, Jroome@vorldbankorg, Kshanketgpwarldbank.org, 
shkornusilfne~rklbenk.ofQl SLlntne@worklbmk.ofg, obnedtqPworldbmnk.org, 
agangal@hotmail.com, dasr@gcekor.org.pg, ddllgan@colcor.org.pg, dkaima@crlcor.org.pe, 
~lzsbeth.m.csldwel(Ogmallcom, chnegoQDceicor.org.pg, atpalne@gmril.com, 
giaumeQcelcor.o@pg, gpauri@eelccr.org.pg, howge@cakw.org.og. Info@celcor.org.pg, 
Jennlfef KebM Q ~ ~ n l a b H l l y p j a c t . o q p ,  j~iIh@ix&a.org.pp, Ibpkas@cdcor.org.pg, 
mwarisaihoqPcekor.wg.eg, nglWngOO@gmrfl.com, pbwtamu@celcor.org.pg, 
rtpu~celcw.org.pg, skukufan@celcor.#g.pg 

Dear Mr. Tanago, 

Thank you very much for your request to disdme spedtlc project documenteUan far he 
SmaJlhoklsr Agftculture Development prolect (SADP) h PNO. 

Please note that w are taking your request ssrkwsly end that we a h  currently mvlming the 
request in eonsrrllehn Wiul the SAOP Teak teem and our Washhgton staff, I w(lf get back to 
you jmmrdlatdy MICB e daddon on whether these document8 can be dkbsed ha8 bean 
reached. 

Whlk we wek please do not hesbte If them Is anylhiq ebe we E B ~  do Iw ycu hers In the 
country office. 

Ywro shcedy, 

Lam 

Laura E. Balky 
country ManaQer, Papue New Gulnea 
The World Rank 
Detoltte Toruer, Level 13, Port Momby NCD 

W e :  +67571206252 
Emait: !j)@va w&bank.wq 

b b * * . b * b b b b  

O W  +87M21-71 I i DAM& S787-101 
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ANNEX I1 





MANAGEMENT RESPONSE TO 
REQUEST FOR INSPECTION PANEL REVIEW OF THE 

PAPUA NEW GUINEA SMALLHOLDER AGRICULTURE DEVELOPMENT 
PROJECT (IDA 43740-PNG) 

Management has reviewed the Request for Inspection o f  the Papua N e w  Guinea Small- 
holder Agriculture Development Project (IDA Credit 43 740-PNG), received by the In- 
spection Panel on December 8, 2009 and registered on December 17, 2009 (RQ09/10). 
Management has prepared the following response. 
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EXECUTIVE SUMMARY 

+ PNG SADP - A Rural Development Project 

In 2007, the World Bank approved an IDA Specific Investment Credit o f  US$27.5 mil- 
l ion equivalent for the Papua New Guinea (PNG) Smallholder Agriculture Development 
Project (SADP), which aims to improve community participation in local development 
while increasing revenue flow from the already established local o i l  palm production in- 
dustry. Designed to be implemented in Oro and West New Britain provinces over five 
years,’ The SADP has garnered strong demand and support from o i l  palm smallholders in 

1 the Project areas.2 

The SADP has three components: (a) smallholder productivity enhancement including: 
the infill planting o f  new smallholder village o i l  palm along existing access roads; up- 
grading o f  provincial access roads and establishment o f  sustainable financing for road 
maintenance; and strengthening o f  o i l  palm extension services; (b) local governance and 
community participation, which supports the improved provision o f  local services and 
infrastructure through participatory processes; and (c) Project management and institu- 
tional support for O i l  Palm Industry Corporation (OPIC), the implementing agency; and 
for the smallholder sector, through training, research and studies. 

* 

Although the Project was approved by the Board in December 2007, the main Project ac- 
tivities (including road reconstruction and maintenance and infill planting) have not yet 
commenced due to delays in signing the Credit, achieving effectiveness and starting up 
implementation. 

3 Why Oil Palm? 

When the Bank re-engaged in PNG in 2005,3 oi l  palm was identified as the best vehicle 
for an investment project to improve rural livelihoods. Considering the environmental 
issues associated with the development o f  new oi l  palm areas, IDA limited i t s  support to 
smallholders in already existing oi l  palm schemes, with a focus on improving productivi- 
ty and rural access roads in the scheme areas. 

, PNG’s palm oi l  industry, while representing only one percent o f  global production, con- 
tributes substantially to rural incomes in the country. At current prices, oi l  palm provides 
smallholders with very favorable returns to their land and labor (K2,793/ha and Kl3O/day 

Total Project costs are US$68.8 million, financed by the IDA Credit; US$10.2 m from the PNG Sustaina- 
ble Development Program (PNGSDP); US$18.1 m from the National and Local Government; and US$13.0 
m from palm oi l  milling companies and smallholders. 
* Investments in smallholder productivity enhancement under the Project are limited to the country’s three 
largest NES - Hoskins and Bialla in West New Britain and Popondetta in Oro Province. The component on 
local governance and community participation supports activities for both oil palm and non-oil palm small- 
holders in Ijivitari and Sohe districts in Oro Province and the Talasea district in West New Britain. 

World Bank activity in PNG was temporarily halted following suspension o f  the Forestry Conservation 
Project in August 2003, and resumed following the Annual Meetings in 2005. 

1 
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worked), compared to other cash crops such as cocoa (K1,136/ha and K2l/day worked) 
and coffee (K2,058/ha and K13/day worked). The industry i s  second only to the public 
service in terms o f  formal employment, with around 16,000 people working for the six 
milling companies. Approximately 18,500 smallholders supply the mills with fruit. Palm 
oi l  has become the dominant contributor to PNG’s agricultural foreign exchange earn- 
ings, representing 43.2 percent o f  agricultural export values in 2008. 

’ 

The SADP i s  designed to continue to provide economic benefits to the local population 
while avoiding deforestation and risks to critical habitats. Environmental and social sus- 
tainability has become a priority for the palm o i l  industry in PNG; most o f  the industry i s  
currently certified under the Roundtable on Sustainable Palm Oi l  (RSPO). The ma ority 
o f  Project funds (70 percent) wi l l  be invested in reconstructing existing rural roads. Bet- 
ter roads improve access to critical social services and markets for all smallholders (not 
just those involved in oi l  palm) enabling them to engage in a wider range o f  income earn- 
ing activities, diversify their incomes and reduce poverty. 

J ’ 

World Bank Group Strategy for Oil Palm 

In November 2009, the World Bank announced that no new public sector investments in 
oi l  palm development would be made until a new comprehensive World Bank Group 
strategy for o i l  palm investment i s  in place. This followed an earlier announcement along 
similar lines by the International Finance Corporation (IFC) in September 2009. This mo- 
ratorium did not apply to the SADP as the Project was already effective and i ts  design i s  
meant to address the multiple social and environmental concerns that have been raised 
with regards to the sector at large. However, this will be reviewed in the context o f  the 
new oi l  palm strategy and changes made if required. 

’ 

’ Inspection Panel Request 

Management believes that the Bank has made diligent efforts to apply i t s  policies and 
procedures and to pursue i t s  mission statement in the context o f  this Project. Following i s  
a brief overview o f  key issues raised by the Requesters, and Management’s response. 

The Requesters suggest that the Project will not reduce poverty and that despite the 
significant investments that have been made in the industry “oil palm has done little to 
provide material improvement in smallholders ’ lives. ” q 

Investments in the o i l  palm industry in PNG have had an overall positive impact on rural 
welfare and the SADP i s  designed to continue to provide benefits to the local population 
in an environmentally and socially sustainable manner. The coexistence o f  high cash in- 
comes and relatively poor living standards, as noted by the Requesters, i s  not confined to 
oi l  palm smallholders or areas with o i l  palm production supported under the SADP. This 
i s  a much broader issue. PNG i s  experiencing i t s  longest uninterrupted period o f  econom- 

The remaining 30 percent o f  Project funds are allocated for o i l  palm inf i l l ing (1 1 percent), extension ser- 
vices (5 percent), local governance and community development activities (5 percent) and Project man- 
agement and institutional strengthening (9 percent). 
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i c  growth since independence in 1975. While growth is taking place across many sectors, 
there has not been an equivalent increase in service delivery or in quality-of-life out- 
comes. In the rural areas, high consumptive expenditures, a lack o f  effective savings me- 
chanisms, and significant social and traditional obligations placed upon smallholders con- 
tribute to poor living conditions. This is compounded by mixed performance o f  govern- 
government in rural service delivery (education, health, and infrastructure). 

1 

OPIC, the milling companies and the PNG O i l  Palm Research Association (PNGOPRA) 
are working to address the many socio-economic factors affecting living conditions 
among smallholder households through various initiatives (such as the Mama Lus Frut 
Scheme, which provides an income stream for women on smallholder o i l  palm blocks). 
These initiatives, together with the SADP’s pi lot community driven component on im- 
proved provision o f  local services and infrastructure, and the activities to improve small- 
holder productivity, are expected to help reduce poverty in the Project areas. 

* 

The Requesters suggest that little or no in formation disclosure and consultation prior 
to Project approval has led to a number of unsustainable Project decisions and that 
“the Bank has failed to assess broad community support and that indeed such support 
does not exist among the communities and peoples impacted by the project. ” The Re- 
questers also state, “It is unclear if adequate and complete records of the consultations 
have been kept. ” 

* 

Management maintains that free, prior and informed consultations were undertaken dur- 
ing Project preparation and broad community support for the Project exists in the three o i l  
palm growing areas targeted under the Project. Management strongly believes that the 
Project design fully reflects the concerns o f  beneficiaries. Oil palm smallholders in the 
three Project areas have repeatedly expressed support for the Project. 

A Social Assessment was conducted for the Project and extensive consultations were 
held. More than 550 people were directly consulted including o i l  palm smallholder 
households, non-oil palm households directly affected by the Project, local Government 
representatives, community-based organizations (including women’s and youth groups), 
nongovernmental organizations (NGOs), church groups and o i l  palm organizations (in- 
cluding o i l  palm growers associations). Participants in the consultations were provided 
information on the proposed Project verbally in Tok Pisin and/or English, depending o n  
the audience. The Social Assessment and Beneficiaries Assessment thoroughly document 
the consultation findings, although Management agrees that the consultation process 
should have been better documented. Management acknowledges that key documents 
were not translated into Tok Pisin. 

’ 

Management does not agree with the Requesters’ view that “claimants had no opportuni- 
ty to provide their input into the scope, purpose and activities under the Project.” Since 
January 2004, the Bank has been engaged with groups opposed to o i l  palm cultivation in 
PNG. Throughout Project preparation, the Bank engaged with these NGOs, predominant- 
ly  with the Requesters. The Requesters participated in consultations for both the Social 
and Environmental Assessments. Relevant issues raised by the Requesters and other 

’ 
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NGOs were investigated during Project preparation and led to  modifications in the 
Project’s design. 

, The requirements in the Indigenous Peoples Policy (OP 4.10) o f  “free, prior and informed 
consultation” leading to “broad community support” do not mean that a project cannot 
proceed unless there is unanimity o f  views or support, or the receipt o f  consent from al l  
affected individuals or groups, contrary to what has been implied by the Requesters. In 
fact OP 4.10 makes it clear that free, prior and informed consultation leading to broad 
community support does not constitute a veto right for individuals or groups. 

I t  is the Requesters’ view that “SADP will cause environmental damage” and that the 
Project’s Environmental Assessment (EA) does not use reliable in formation, lacks an 
assessment of effluent treatment and does not provide mitigation measures for Project 
impacts on high conservation value forests. 

, 

The EA and i t s  associated documents include appropriate and effective mitigation strate- 
gies for potential environmental impacts. Management acknowledges that the require- 
ments o f  OP 4.01 (Environmental Assessment) were not fully met, in that there was in- 
sufficient detail in the EA on the matter o f  effluents and the only information shared with 
stakeholders during consultations for the EA was in verbal form. A thorough analysis o f  
the impact o f  increased effluents due to Project activities will be undertaken, in addition 
to monitoring IS014001 and RPSO certification o f  the milling companies. In Manage- 
ment’s view, the Project’s design includes adequate measures to  minimize and manage 
risks o f  deforestation, consistent with Bank policy requirements. The Project also incor- 
porates measures to avoid risks to critical habitats. 

, 

A thorough screening mechanism has been put in place for infill planting under the 
Project. N o  planting will take place in primary forest areas or on blocks that have been 
logged since November 2005, as per RSPO requirements. OPIC officers have received 
training in identifying primary and High Conservation Value Forest areas and will re- 
ceive further training under the Project. Environmental officers for each o f  the Project 
areas are being recruited by OPIC. In addition to supervision by IDA, bi-annual indepen- 
dent social and environmental audits are to be financed under the Project to ensure com- 
pliance with social and environmental safeguards. 

, 

1 Finally, the Requesters also expressed concerns about the sustainability of the Project, 
particularly with regard to the Road Maintenance Trust Funds (WTFs) and the activ- 
ities of OPIC extension officers. 

As elaborated in the Project Appraisal Document, the high risks related to the RMTFs 
were recognized, and measures to mitigate these risks were identified and included in 
Project design. These measures will be implemented as part o f  the Project. The RMTFs 
will be designed in a consultative manner, with the objective o f  ensuring sustainability. 
Weaknesses in OPIC’s extension capacity were also noted in the Project Appraisal Doc- 
ument and several activities are funded under the Project to strengthen OPIC’s capacity. 

1 
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I. INTRODUCTION 

1. O n  December 17, 2009, the Inspection Panel registered a Request for Inspection, 
I P N  Request RQ09/10 (hereafter referred to as “the Request”), concerning the Papua 
N e w  Guinea (PNG) Smallholder Agriculture Development Project (IDA Credit 43 740- 
PNG) financed by the International Development Association (the Bank). 

2. Structure ofthe Text. The document contains the fol lowing sections: Section I1 
presents the Request; Section I11 provides Background Information on the o i l  palm sector 
in P N G  and the Project; Section IV discusses K e y  Issues; and Section V provides Man- 
agement’s Response. Annex 1 presents the Requesters’ claims, together with Manage- 
ment’s detailed responses, in table format. Annexes 2-4 include information on consulta- 
tions, Bank engagement with nongovernmental organizations (NGOs), Project 
milestones, and a mission timeline. 

* 

11. THE REQUEST 

3. The Request for Inspection was submitted by the Center for Environmental L a w  
and Community Rights (CELCOR), acting as a representative o f  the AhordKakandetta 
Pressure Group, other claimants from the Oro Province and affected smallholders within 
the three Project areas (hereafter referred to as the “Requesters”). 

4. Attached to the Request are: 

(i) Correspondence between the World Bank and some o f  the Requesters; 

(ii) Public petition against the SADP and palm o i l  development; 

(iii) Open letter to the World Bank signed by some o f  the Requesters, available 
at 
http://www.wnn.orp.uy/countries/Support to Papua N e w  Guniea.htm1; 
and 

(iv) Photocopies o f  photographs from Oro Province. 

5. The letter dated July 28, 2008 i s  included in the Requesters’ package; however, 
the Bank cannot locate this letter in its fi les. The Bank i s  also unable to locate in its f i les a 
copy o f  the open (undated) letter to the World Bank included in the Request and posted 
on the website :http://www.wrm.ora.uv/countries/SupDort to P a p a  N e w  Guniea.htm1 

6. 

7. 
by the Bank o f  various provisions o f  i t s  policies and procedures, including the following: 

N o  further materials were received by Management in support o f  the Request. 

The Request contains claims that the Panel has indicated may constitute violations 

1 
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OP 1.00, Poverty Reduction 
OP/BP 4.01 , Environmental Assessment 
OP/BP 4.10, Indigenous Peoples 
OP/BP 4.36, Forests 
OP/BP 4.04, Natural Habitats 
OP/BP 10.00, Investment Lending 
OP/BP 13-05, Project Supervision 
OMS 2.20, Project Appraisal. 

111. PROJECT BACKGROUND 

8. The Project i s  financed in part by an IDA Specific Investment Credit o f  SDR 17.7 
million (US$27.5 million equivalent), which was approved by the Board o f  Directors o f  
IDA on December 18,2007 and became effective on January 28,2009. On September 17, 
2009, the f i rs t  disbursement o f  SDR 463,601.61 (US$728,448 equivalent) was made to 
the implementing agency’s Designated Account. 

PROJECT CONTEXT 

Oil Palm in Papua New Guinea’s Economy 

9. Approximately 5.6 million people in PNG (85 percent of the population) live in 
rural areas and depend on agriculture for food production and income generation. The 
sector (agriculture, forestry and fishing) currently accounts for 32 percent o f  Gross Do- 
mestic Product (GDP) and 19.4 percent o f  PNG’s export earnings. The majority o f  food 
consumed in the country i s  produced through subsistence agriculture, which forms the 
largest part o f  the ~ e c t o r . ~  PNG’s rural population also derives most o f  i t s  cash income 
from the sale o f  agricultural commodities.6 In addition to the sale o f  food crops, a number 
o f  important cash crops contribute to rural incomes, including Arabica coffee, betel nut, 
cocoa, copra, oi l  palm, tobacco, and other minor products such as vanilla, rubber, balsa 
and tea. 

10. Palm oil has become the dominant contributor to PNG’s agricultural foreign 
exchange earnings, with steady rowth during the past three decades, and rapid acce- 
leration over the lastfive years. This shift has come about as growth in the production 
o f  oi l  palm has outpaced cocoa and coffee, the country’s other top agricultural export 
commodities, and as international palm oi l  prices have risen.’ During the period from 
198 1 to 1990, palm oi l  represented an average o f  13 percent o f  agricultural export values. 
For the period 2005-2007, this had jumped to 35.1 percent, not including palm o i l  by- 

.B 

’ Bourke, R.M. and Harwood, T. (eds) (2009). Food and Agriculture in Papua New Guinea.ANU E Press, 
The Australian National University, Canberra. 

‘ Ibid. 
Palm o i l  i s  produced fi-om the h i t  o f  the o i l  palm. 7 

* For the period 1975 to 2005, o i l  palm production in PNG grew at an average annual rate o f  10.2 percent, 
while coffee production grew by 1.9 percent and cocoa, by 1.3 percent. 
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products. As o f  2008, palm oi l  represented 43.2 percent o f  agricultural export values. Ac- 
cording to estimates in the 2010 Budget, this trend i s  expected to continue for at least the 
next five years, with palm oi l  comprising 53.3 percent o f  agricultural export values by 
2014, as well as 42.9 percent o f  all agricultural, forestry and fishing exports.' 

, 

11. The palm oil industry is second only to the public service sector in total em- 
ployees, with around 14,000 people working for the six milling companies. In addition, 
approximately 18,500 growers are engaged in supplying the mills with o i l  palm Fresh 
Fruit Bunches (FFBs), the primary unit o f  measure for o i l  palm sales between the farm 
and mill. With an estimated ten extended family members per smallholder block and five 
family members per company employee, the oi l  palm sector directly benefits approx- 
imately 265,000 people or 4.7 percent o f  PNG's rural population." The industry also 
contributes to employment in the large number o f  businesses and support services that 
depend upon it. 

, 

12. There are six oil palm project areas in PNG and production includes both 
smallholder and plantation production. In 2008, the Hoskins project area accounted for 
44.7 percent o f  the area under production, followed by Popondetta (17.3 percent), Bialla 
(16.8 percent), Milne Bay (10 percent), New Ireland (6.1 percent) and Ramu (5.1 per- 
cent). Smallholder production accounts for about 42 percent o f  the area under oi l  palm 
(134,240 ha) and 35 percent o f  FFB production (2.1 mill ion mt)."12 Between 2003 and 
2008, o i l  palm area in PNG grew by 18 percent, with a 22 percent growth in smallholder 
area compared to 13 percent in the plantation sector. 

, 

13. Despite its importance to the national economy, PNG's palm oil industry is 
small by global standards, representing only 1 percent of palm oil (the commodity) pro- 
duction. In 2006, Indonesia and Malaysia accounted for 87 percent o f  palm o i l  produc- 
tion, with Nigeria, Thailand and Colombia accounting for another 2 percent each. Indo- 
nesia, the leading global producer o f  palm oil, more than tripled i t s  production from 1997 
to 2007, at which point it was growing oi l  palm on 6.3 mill ion hectares. In 2008, PNG 
was growing o i l  palm on 2 percent o f  the land used in Indonesia. 

~ 

14. Oil palm provides among the highest returns for smallholders in terms of in- 
come per hectare and per day worked in PNG's agricultural sector. Thanks to yields 
that are among the highest in the world, o i l  palm i s  PNG's most efficient agricultural in- 
dustry. At current prices, o i l  palm provides smallholders with very favorable returns to 
their ,land and labor (K2,793/ha and Kl3O/day worked), compared to other cash crops 
such as cocoa (K1,136/ha and K2l/day worked) and coffee (K2,058/ha and K13/day 
worked). 

, 

In 2008, palm oi l  represented 33.8 percent o f  this broader set o f  exports. 
' lo More than 85 percent o f  PNG's smallholder oi l  palm blocks (about 16,500 blocks) wi l l  be covered under 

the SADP. 
l1 Data as o f  2008, from PNG O i l  Palm Research Association (PNGOPRA). 
l2 Yields in the plantation sector are almost 40 percent higher than in the smallholder sector (17.9 tonsha 
compared to 12.9 tonsha). 
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The Evolution of Oil Palm Schemes and World Bank Involvement 

15. Different types of oil palm schemes have evolved over time in PNG, driven 
largely by efforts to expand participation in the cash economy within rural areas as 
well as provide greater access to land. The concept o f  a nucleus estate and smallholder 
scheme (NES) was f i rs t  commercialized in 1967 with the creation o f  New Britain Palm 
Oi l  Development Limited, a joint venture between the Administration o f  the Territory o f  
Papua and New Guinea and Harrisons and Crosfield, an experienced plantation company. 
O i l  palm development was encouraged by the World Bank through an economic report 
published in 1965, and followed by the first IDA Credit to the Territory (US$1.5 million), 
in 1968, to settle 580 smallholders and to develop 4,640 acres o f  o i l  palm.13 This scheme 
was implemented as a part o f  the colonial administration's land settlement program, to 
open up land for voluntary resettlement o f  rural people from overpopulated areas. The 
f i rst  Land Settlement Scheme (LSS) was set up in Hoskins, West New Britain (WNB), 
with 6.6 hectare blocks bought from customary owners and leased to block-holders for a 
period o f  99 years. 

16. The next form of smallholder oil palm development to emerge was the Village 
Oil Palm F O P )  system which encouraged local villagers to plant 2 or 4 hectare blocks 
of oil palm on customary land. In the case o f  VOPs, block-holders sign a Customary 
Land Usage Agreement providing them with security o f  tenure and usage rights o f  the 
land. The f i rs t  VOPs were established in Hoskins in the 1 9 7 0 ~ ~  but were slow to develop, 
until the Asian Development Bank provided support in 1986, catalyzing VOP activity. 

~ 

17. I n  1976, a US$12 million loan from the International Bank for Reconstruction 
and Development (IBRD), the Popondetta Smallholder Oil Palm Development Project, 
provided$nancing for the establishment of a new oil palm scheme in Popondetta, Or0 
Province. The introduction o f  a new o i l  palm project in this area followed a failed at- 
tempt to establish a cocoa scheme, which was begun in the 1950s and 1960s but suffered 
from a high incidence o f  pests and diseases for which no effective control was available. 
In addition to the creation o f  LSS blocks, VOP blocks were also developed, not only on 
customary land (as in Hoskins), but on Land Tenure Conversion blocks, blocks converted 
from cocoa to oi l  palm production. At the close o f  the project in 1984, VOP blocks were 
found to be less productive than LSS blocks, mainly due to reduced labor availability re- 
sulting from the time farmers spent attending to community social obligations. The Eco- 
nomic Rate o f  Return (ERR) for the project was calculated as 12.7 percent.14 As an illu- 
stration o f  smallholder recognition o f  the economic benefits o f  growing o i l  palm, an 
advertisement for 10 additional oi l  palm blocks in the National Gazette at the time o f  the 
project audit (1987) drew more than 450 applications. 

18. I n  1985, the Bank approved a US$27.6 million loan from IBRD for the Nucleus 
Estate and Smallholder Project in Milne Bay, one of the least developed provinces in 

l3 The Economic Development Report for the Territory o f  Papua and New Guinea, International Bank for 
Reconstruction and Development, (1965); Economic Mission, (1 967). 
l4 The ERR o f  12.7 percent was slightly lower than the 14 percent ERR estimated at appraisal, mainly due 
to increased production costs. 
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Project Title 
N e w  Britain Smallholder Development Project 

the country. The funds were used to help establish a combined o i l  palm and cocoa 
scheme for mainly estate/plantation farming (3,700 hectares for oi l  palm and 750 for co- 
coa) as well as a more limited number o f  VOP smallholder blocks (1,000 hectares). Nuc- 
leus estate cocoa development was abandoned by the project due to the damaging effects 
o f  a disease associated with higher than anticipated rainfall. Due to the volatility in the 
international palm oi l  market, the overall returns to project investments in the nucleus 
estate company were negative, leading to recommendations in the Project Completion 
Report that were highly cautious in terms o f  future World Bank investment in o i l  palm 
estates. 

Project Period 
1969 - 1973 (Phase 1) 

19. With the approval of a US$27 million loan for the Or0 Smallholder Develop- 
ment Project, in 1993, the Bank focused its strategy for support to oil palm in PNG on 
poverty reduction, aiming primarily to generate income for smallholder farmers. Dur- 
ing the project period, 1992 to 2001, the project exceeded i t s  original target o f  6,000 hec- 
tares o f  oi l  palm planting by 1,840 hectares, mainly due to high demand among small- 
holders for planting oi l  palm on new blocks. The newly formed Oi l  Palm Industry 
Corporation (OPIC), which was established in 1992 to provide extension services to o i l  
palm smallholders, was instrumental in the implementation o f  the project, taking the lead 
in promoting, organizing and supervising the smallholder planting program.’ Compared 
to new planting, the replanting component o f  the project was far less successful, planting 
less than half (1,374) o f  the targeted number o f  hectares (3,000). The poor performance 
o f  the replanting program was attributable to a number o f  factors, perhaps the most strik- 
ing o f  which was the reluctance o f  immigrant L S S  smallholders to replant due to their 
concern that this might antagonize local, traditional landowners who had mobilized a 
campaign in the early 1990s called “Or0 for Oro,” which aimed to force settlers to leave 
the area. The Project’s ICR reports an overall ERR o f  10.7 percent and notes that several 
direct and indirect benefits were not quantified as part o f  the economic analysis.16 The 
ICR goes on to state that “when these additional benefits are considered, the economic 
consequences o f  the project support the Satisfactory rating for project accomplishments.” 

Popondetta Smallholder Oil Palm Development Project 
Nucleus Estate and Smallholder (Mi lne  Bay) Project 
Oro Smallholder Development Project 

1970 - 1976 (Phase 2) 
1976 - 1984 
1985 - 1992 
1992 - 2001 

I Smallholder Anr icul ture DeveloDment Proiect I 2007 - Present I 

l5 Agricultural extension services to smallholders were initially under the management o f  the Department 
o f  Agriculture and Livestock (DAL). In 1992, OPIC was established as a quasi government agency, as part 
o f  the Government’s corporatization and agricultural reform policies. 
l6 The ICR notes that “apart f iom the specified objectives, the project has had more generalized benefits in 
the province o f  Oro. With the major increase in cash incomes fkom palm fruit deliveries, consumer demand 
has substantially increased over the project period. A national supermarket chain has been attracted to Po- 
pondetta, the provincial capital. Annual movement o f  containers at the wharf increased by 30 percent f iom 
1997 to 2000 (all merchandise comes by  sea).” 
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20. The Government of Papua New Guinea (GoPNG) has positioned oil palm as a 
high priority within its National Agriculture Development Plan, 2007-2016. One o f  the 
eight priority areas specified in the Plan is: “Tree and industrial crops development.” To 
increase the productivity and production o f  the various crops, this section o f  the Plan l ists 
a set o f  activities including: “rehabilitation o f  plantations, planting o f  new plantations 
/farms, promotion o f  nucleus estates where feasible, organizing farmers into cooperatives 
for production and marketing purposes, promote access to credit and markets and encour- 
age down-stream processing where feasible.” The National Agriculture Development 
Plan i s  situated within the GoPNG’s broader Medium Term Development Strategy 
(2005-20 10) which prioritizes export-driven economic growth, rural development and 
poverty reduction. 

, 

2 1. The Smallholder Agriculture Development Project (SADP) supports GoPNG’s 
priorities through its focus on improving productivity and performance in the oil palm 
sector. At the time o f  i t s  approval (and continuing to this day), the Project was fully con- 
sistent with IDA’S goals (of good governance; export-driven economic growth; and po- 
verty reduction and improved living standards) as stated in the March 2005 Interim Strat- 
egy Note.17 It also remains fully consistent with the Country Assistance Strategy (CAS) 
for PNG for FY08-FY 1 1 .18 Other donor funding to the o i l  palm sub-sector i s  modest and 
focused mostly on agricultural research and the capacity o f  research and extension organ- 
izat ion~. ’~  The Australian Agency for International Development (AusAID) i s  helping to 
build the capacity o f  OPIC through i t s  Agricultural Research and Development Support 
Facility (ARDSF) and research grants to the PNG Oi l  Palm Research Association 
(PNGOPRA). 

22. I n  November 2009, the World Bank announced that no new public sector in- 
vestments in oil palm development would be made until a new comprehensive World 
Bank Group strategy for oil palm investment is in place; this moratorium on new in- 
vestments did not apply to the SADP as the Project was already effective and its design 
is meant to address the multiple social and environmental concerns that have been 
raised with regard to the industry at large. In August 2009, World Bank President, Ro- 
bert Zoellick, announced the suspension o f  new investments in o i l  palm by the Interna- 
tional Finance Corporation (IFC), the Bank’s private sector investment arm, until a new 
comprehensive strategy for o i l  palm investment i s  in place. This action was sparked by 

ISN-Report No. 3790-PG, March 18,2005. 
With an overarching objective of poverty reduction, the CAS consists o f  two pillars: (a) promoting and 

maintaining sound economic and natural resource management; and (b) improving livelihoods and service 
delivery, especially for the rural poor. The SADP contributes to the second CAS pillar by improving rural 
livelihoods and promoting sustainable growth. 

The Government’s Public Investment Program for 2010-2014 only identifies four projects under the Min- 
istry of Agriculture and Livestock. One i s  the upcoming Productive Partnerships in Agriculture Project 
(PPAP) to be financed by the World Bank, and the other three are projects to: strengthen the National De- 
partment o f  Agriculture and Livestock’s ability to support smallholder families (AusAID and NZAID); 
promote smallholder rice production; and reduce exotic and endemic pests and diseases of food crops and 
livestock. The ADB i s  supporting nucleus agro-enterprises and agricultural studies. The European Union, 
United Nations Development Programme and NZAID are also supporting research and extension work in 
agriculture. 

18 
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complaints from civil society groups in Indonesia regarding IFC’s investment in the 
Wilmar Group, a large, multi-national conglomerate which holds around 43 5,000 hec- 
tares o f  o i l  palm plantations and 25 mills in Indonesia, Malaysia and Singapore. To en- 
sure that all new oi l  palm investments by the World Bank Group would be guided by this 
strategy this suspension was extended to cover new public sector investments as well. 
Once the new oil  palm strategy has been prepared, the SADP will be reviewed in the con- 
text o f  the new strategy and changes will be made to the Project, if required. 

23. Environmental and social sustainability is a priority for the palm oil industry in 
PNG and major investments have been made by the industry over the last several years, 
demonstrating its commitment to sustainability. In 2005, all palm o i l  milling companies 
in PNG had achieved IS014001 accreditation. IS014001 i s  an international standard for 
environmental management and a framework for lessening a company’s footprint on the 
environment. I S 0  1400 1 accreditation i s  independently audited and the certification au- 
thority conducts regular annual compliance audits. In 2006 the palm oi l  industry in PNG 
committed to a more comprehensive system as a model for ensuring sustainable produc- 
tion o f  palm oil, namely the Roundtable on Sustainable Palm Oi l  (RSPO). The RSPO i s  a 
global coalition o f  industry, NGOs, financial institutions, environmental and conservation 
groups, retailers and consumer product companies that have come together since 2004 to 
develop a structured way forward for the production and use o f  sustainable oi l  palm. 
PNG has been a lead player in this process. 

24. All existing palm oil companies in PNG have commenced or completed registra- 
tion for certification under the RSP0.20 RSPO consists o f  a number o f  social and envi- 
ronmental Principles and Criteria which must be strictly followed. Smallholders must al- 
so be certified under RSPO as smallholder FFB are processed by the certified milling 
companies. Under the SADP, the strict screening processes for infill planting contained 
within the Environmental Management Plan (EMP) and the Infill Planting Sub-Manual 
are RSPO compliant.21 OPIC and the companies have been working together to train in- 
dividual block holders in the Principles and Criteria o f  RSPO, and the three smallholder 
schemes covered by the SADP have made considerable progress. For example, OPIC 
Hoskins started training and awareness in 2005, and a baseline survey was carried out in 
2007. The Hoskins scheme was audited by the British Standards Institute (BSI) Team in 
September 2009; and the findings were very favorable. The smallholders at Bialla are due 
for audit later this year and those at Popondetta are also well along the certification 
process. 

25. With a long history of engagement in the oilpalm subsector, the World Bank’s 
country portfolio will soon expand its support to the agriculture sector to include cocoa 
and coffee through the Productive Partnerships in Agriculture Project (PPAP). The 

2o At present, two of the three milling companies operating in the SADP Project areas (Hargy Oil Palms Ltd 
and New Britain Palm Oil) are RSPO certified, and the third (Higaturu Oil Palms) i s  awaiting the results o f  
an audit completed in late 2009. 

Although the Oil Palm Planting Approval Form developed during SADP preparation complies with 
RSPO, it will need to be revised slightly for clarification purposes and to correct typographical and technic- 
a l  errors. 

, 

21 
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Bank’s investments in oi l  palm, cocoa and coffee all focus on increasing smallholder in- 
comes through improved farming practices, increasing access to the benefits o f  sustaina- 
ble farming approaches (namely market premiums), and improving road conditions to 
facilitate market access. The ongoing Road Maintenance and Reconstruction Project 
complements rural road repair under the SADP, and eventually under the PPAP, by im- 
proving main transport routes linking the areas o f  o i l  palm production (WNB and Oro 
Province) and one o f  the main cocoa producing areas (East New Britain) to ports for fast- 
er access to export markets. 

PROJECT DESCRIPTION 

26. The SADP was designed to support the GoPNG’s Medium-Term Development 
Strategy 2005-2010. The Project concept i s  to increase and sustain agricultural output 
and productivity in smallholder oi l  palm production in the country’s three largest 
while addressing the needs o f  rural communities in the Project areas through supporting a 
community driven development (CDD) based approach. The Project design benefited 
from the long association o f  the Bank with the oi l  palm subsector and incorporated the 
lessons drawn from earlier investments, and particularly from the Oro Smallholder O i l  
Palm Development Project, which closed in 2001. 

27. The Project Development Objective specified in the Project Appraisal Document 
(PAD) i s  to increase, in a sustainable manner, the level o f  involvement o f  targeted com- 
munities in their local development through measures aimed at increasing o i l  palm reve- 
nue and local participation. 

28. Project Components. The Project i s  designed to be implemented in two provinces 
(Or0 and WNB) over five years and has three components (Financing Agreement Sche- 
dule 1, PAD page 5 and PAD Annex 4):23 

Component 1: Smallholder Productivity Enhancement (Total cost US$59.2 mil- 
lion, of which IDA US$18.9 million). The component i s  designed to support: (a) 
infill planting o f  up to 9,000 ha o f  o i l  palm on smallholder blocks (about 2 ha 
each) along existing provincial access roads in the three NES (b) the re- 
construction and maintenance o f  provincial access roads, the construction o f  re- 
lated bridges, and the design and establishment o f  Road Maintenance Trust Funds 
(RMTFs) to provide a sustainable financing mechanism for road maintenan~e;~~ 

Hoskins and Bialla in West New Britain, Popondetta in Oro Province. 22 

23 In the Financing Agreement these components are described as “Part 1, Part 2, Part 3” For the sake o f  
clarity this Response w i l l  use the PAD terminology, Le., “component.” 

Inf i l l ing refers to new blocks o f  o i l  palm being planted between established blocks o f  o i l  palm along ex- 
isting access roads in the NES areas. 
25 The Requesters argue that the general organization and operations o f  the RMTFs have already been 
drafted. Wh i le  it i s  true that Annex 4 to the P A D  (paragraphs 28 to 3 1) describes the general principles per- 
taining to the organization and operations o f  the RMTFs, Schedule 1 o f  the Financing Agreement only re- 
fers to supporting “the design o f  Road Maintenance Trust Funds,” clearly indicating that the RMTF me- 
chanism i s  s t i l l  in a draft form. 

24 
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and (c) the upgrading o f  o i l  palm extension services to smallholders to generate 
and disseminate productivity improvements.26 
Component 2: Local Governance and Community Participation (Total cost 
US$3.1 million, of which I D A  US$3.0 million). The component i s  designed to test 
mechanisms aimed at supporting the improved provision o f  local services and in- 
frastructure in three districts27 o f  the two Project provinces through participatory 
processes (CDD). The component i s  to be implemented in five Local Level Gov- 
ernments (LLGs) during the f i rs t  two years (Phase 1); and after an external evalu- 
ation, i s  to be expanded to all fifteen LLGs in the three Project districts in year 3 
(Phase 2). 
Component 3: Project Management and Institutional Support (Total cost US$6.5 
million, of which I D A  US$5.6 million). The component i s  designed to support: (a) 
the strengthening o f  OPIC’s capacity to manage the Project and to provide exten- 
sion services to growers;28 (b) the management o f  Component 2, through the con- 
tracting o f  a management agency by OPIC; and (c) the strengthening o f  the 
smallholder oi l  palm sector (growers associations and PNGOPRA), and the fi- 
nancing o f  studies (FFB price formula review and design o f  RMTFs) and overseas 
master courses. 

29. The Requesters allege that infill planting i s  a “deceptive term” and that it falls 
“within the definition o f  expansion.” The terminology o f  infill planting has been used 
consistently in all Project documentation to refer to planting o f  o i l  palm along existing 
access roads in PNG’s three largest NES. It i s  very clear from all the Project documenta- 
tion that the SADP will support an expansion in oi l  palm area o f  up to 9,000 hectares on 
smallholder VOP blocks. The average infill block i s  about two hectares in size. The ter- 
minology o f  infill ing was used to clarify that there will be no expansion o f  o i l  palm area 
beyond that already covered by existing access roads in the three NES areas. Infill ing im- 
proves overall production efficiency by maximizing use o f  existing infrastructure and in- 
creasing delivery o f  FFB in existing oi l  palm scheme areas. Infill ing responds to small- 
holder demand and enables consolidation o f  production in an existing o i l  palm scheme 
area thereby avoiding the potential environmental impacts associated with developing 
new scheme areas for o i l  palm production. The Requesters also claim that “the loan will 
not extend to replanting, excluding existing smallholders from accessing the facility.” In 
fact, the milling companies have agreed to continue their support for the replanting pro- 

I 

26 The Requesters imply that SADP wi l l  not support activities to promote productivity on existing oi l  palm 
blocks. This i s  a misconception -the SADP does include specific activities focusing on improving produc- 
tivity on both infill blocks as well as existing blocks. 
27 Ijivitari and Sohe districts in Oro Province; and Talasea district in West New Britain Province. 

The Requesters state that it i s  unclear what the training o f  OPIC officers wi l l  entail. Wh i le  the content o f  
the envisaged training program has not yet been developed, Annex 4 to the PAD indicates: (a) in paragraph 
37, that the Project wi l l  provide a consultant extension specialist who wi l l  train extension and key staff in 
OPIC in designing and managing extension programs that respond to production constraints; and (b) in 
paragraph 39, that OPIC wi l l  train staff for land-related issues, gender issues, general welfare and 
HIV/AIDS. 
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Source Local Foreign 
International Development Association 17.9 9.6 
Borrower 7.4 0.0 

gram into the Project period and beyond by financing the associated smallholder loans 
themselves (PAD, Annex 4, paragraph 9). 

Total 
27.5 

7.4 

30. Thejinancial and economic analysis undertaken for the SADP at appraisal in- 
dicated that the Project represented a good investment for PNG and its people. The 
ERRS for the Hoskins, Bialla and Oro scheme areas are 18.3 percent, 13.2 percent and 
17.2 percent, respectively. The overall Project ERR i s  16.7 percent. Smallholder financial 
rates o f  return (FRRs) and income generation from participation in the Project would be 
substantial. The FRRs for smallholders in Hoskins, Bialla and Oro schemes were 27 per- 
cent, 24 percent, and 22 percent, respectively at appraisal, and represent higher rates o f  
return than alternative smallholder investment opportunities. A sensitivity analysis indi- 
cated that the Project’s ERR i s  robust.29 

i 

PNG Sustainable Development Program 
Provincial Government WNB Province 
Provincial Government Oro Province 
Smallholders 

Total 
Palm Oi l  Milling Companies 

Costs and Financiers 

9.7 0.5 10.2 
6.2 1 .o 7.2 
3 .O 0.5 3.5 
5 .O 2.3 7.3 
5.0 0.7 5.7 

54.2 14.6 68.8 

3 1. Project Coordination and Oversight. OPIC i s  responsible for overall Project im- 
plementation. Component 1 (Smallholder Productivity Enhancement) i s  to be managed 
by the OPIC head office in Port Moresby and implemented by i t s  offices in the Project 
areas. OPIC will implement the infill planting o f  o i l  palm and smallholder productivity 
enhancement activities with the support o f  the milling companies and PNGOPRA. A 
Management Agency i s  to be contracted by the GoPNG, through OPIC, to provide man- 
agement services for the implementation o f  Component 2 (Local Governance and Com- 
munity Participation). The Management Agency will be responsible for setting up Local 
Coordination Teams at the provincial level; selecting and contracting consultants and 
service providers to carry out all capacity building activities; carrying out M&E activities 
for Component 2; transferring the grants and managing the grant accounts at the LLG le- 
vels; and transferring funds for subproject activities. Component 3 (Project Management 
and Institutional Support) will also be managed by OPIC. A Project Steering Committee 
(PSC) has been established to oversee Project implementation, provide guidance on poli- 
cy matters and quality control for annual work programs and budgets and to facilitate 
critical decisions for the implementation o f  various components. The PSC wi l l  be chaired 

*’ In 2006 palm o i l  prices were US$478/mt, compared to US$683/mt in 2009. In real terms this translates 
into a 34 percent increase in palm oil prices between 2006 (time o f  Appraisal) and 2009. Increases in input 
prices have been more modest. Future price projections indicate continued strong prospects. 
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by the Secretary o f  the Department o f  National Planning and Monitoring .(DNPM) and 
will comprise representatives from Government departments and agencies, including the 
Departments o f  Treasury, Agriculture and Livestock, Environment and Conservation, 
Works, Provincial and Local Government Affairs, Community Development; Provincial 
Governments; and the PNG Sustainable Development Program (PNGSDP). 

32. The Project was considered to be a “high risk” undertaking at appraisal. The 
Project was understood to be ambitious because it sought to address the critical issue o f  
poorly maintained agricultural access roads-which affect not only the oi l  palm sector, 
but also all rural areas in PNG-through introducing an innovative, user pay based fund- 
ing mechanism for effective road maintenance. The weak institutional capacity was rec- 
ognized and several conditions o f  effectiveness to address this weakness were made part 
o f  the Project. These included: (a) the execution o f  the Subsidiary Agreement between 
the GoPNG and OPIC; (b) the execution o f  the Co-financing Agreement among GoPNG, 
PNGSDP and OPIC; (c) the establishment o f  the PSC with composition acceptable to 
IDA; (d) the adoption o f  (i) the PIM, including the EMP and the Resettlement Policy 
Framework by GoPNG and OPIC; and (ii) the Smallholder Oi l  Palm Infill Planting Sub- 
Manual and the Road Reconstruction Sub-Manual by PNGSDP; and (e) the establishment 
and staffing o f  the OPIC Project Office. 

33. The PAD Critical Risks assessment (Section C, paragraph 5) rated the overall 
risk as “substantial. ” The Critical Risks matrix o f  the PAD identifies three risks that are 
directly relevant to this Response. These risks relate to the road reconstruction and main- 
tenance activities to be carried out under the SADP and are: (a) that Provincial Govern- 
ments may not provide the required funding for road maintenance; (b) that there could be 
leakage from the RMTFs due to the design o f  fund flow arrangements; and (c) that there 
may be an insufficient number o f  local contractors with the capacity to perform work in 
the Project areas. The identified risks relating to the RMTF financing arrangements will 
be addressed through the detailed design o f  the RMTFs, which i s  expected to start in 
20 10, while road works implementation arrangements wi l l  take into account the actual 
local contracting capacity. 

34. The PAD, however, failed to identifv the risk of slow implementation start-up 
including the time needed to establish OPIC’s project management capacity. Two years 
after the approval o f  the Credit by the Board in December 2007, key Project activities 
including road reconstruction and maintenance, infill planting and provision o f  local ser- 
vices and infrastructure through CDD have not commenced, and are only expected to 
start around the third quarter o f  2010 (see Project implementation status below). 

35. I n  the first half of 2008 a Quality Assurance Group (QAG) learning review for 
PNG, Timor-Leste and the Pacific Islands was conducted to help address outstanding 
quality concerns and to improve portfolio management. The overall findings for the 
SADP were that the Project reflects the type o f  operation appropriate and essential for the 
fragile states o f  the Pacific Region. Specifically, the review highlighted: (a) there was 
good sector knowledge and prior implementation experience that the Bank’s Independent 
Evaluation Group (IEG) had rated as Satisfactory; (b) the Project contains important in- 
novation in the form o f  a RMTF and a small but important CDD-type activity for com- 
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munities outside the Project area; and (c) the Project design also addressed three short- 
comings noted by the IEG review o f  the previous project: (i) that road maintenance fund- 
ing had not been assured; (ii) that fertilizer use was low and productivity was sub- 
optimal; (iii) that monitoring and evaluation (M&E) systems under the Project were weak. 
However, the QAG found that the preparation process, accelerated by the window o f  op- 
portunity to resume lending, would have benefited from a more complete preparation o f  
the arrangements for the operation o f  the RMTFs and finalization o f  the Terms o f  Refer- 
ence (TOR) for the consultancies under the Project. 

, '  

36. Project chronology. After the closure o f  the Oro Smallholder O i l  Palm Develop- 
ment Project in December 200 1 , a Bank identification mission visited PNG in November 
2002, and Project preparation was scheduled to start in mid-2003. However, Project 
processing was delayed because o f  the long suspension o f  the Bank-funded Forestry Con- 
servation Project in PNG (suspended from September 2003 until i t s  subsequent cancella- 
tion in June 2005) (see the SADP timeline in Annex 4).30 From August 2003 to Septem- 
ber 2005, a number o f  Bank technical visits took place for the SADP and some technical 
background studies were commissioned. However, the main preparation activities funded 
under the Project's PHRD project preparation grant approved in February 2004 (e.g., the 
Environmental Assessment (EA), the Social Assessment, the Project Implementation 
Plan and technical studies) could not proceed as all Project preparation activities in PNG 
were put on hold during the suspension o f  the Forestry Conservation Project. Supervision 
and technical missions were allowed to proceed. The full preparation effort only resumed 
after the 2005 Annual Meetings when the official restart o f  Project preparation was 
agreed with GoPNG. Based on the track record o f  previous World Bank investments in 
the oi l  palm sector in PNG, the SADP provided a vehicle for the Bank to rapidly re- 
engage in the country after the temporary halt o f  activities. 

37. Preparation of the Social and Environmental Assessments by the Borrower 
commenced in June 2006 and preparation of the Project Implementation Manual 
(PIM) started in December 2006. On February 20, 2007 OPIC formally submitted the 
revised Social and Environmental Assessments and related documents to the Bank. The 
documents were made available in the PNG Project Information Center (PIC) and in the 
Bank's InfoShop on February 22, 2007. The formal notification to the general public an- 
nouncing the locations where the documents were disclosed was published by OPIC in 
the Papua New Guinean press on February 22,2007. The EA and Environmental and So- 
cial Management Framework (ESMF) were subsequently modified based on safe uard 
clearance recommendations on March 4, 2007 and April 23, 2007, respectively?' The 
Resettlement Policy Framework and the EMP were formally approved by the National 
Executive Council on June 2 1 , 2007. Following appraisal in February 2007, Negotiations 

9 

' 

' 

See World Bank Report No. 36503 - Note on Cancelled Operation for the PNG Forestry and Conserva- 
tion Project. 
31 Key changes incorporated in the Environmental Assessment were: (a) clarification o f  the World Bank 
Safeguard Policies triggered by SADP and how they were incorporated into the EA; (b) provision o f  illu- 
strative maps to show the Project areas; (c) clarification o f  the mills' capacities for the increased production 
and pollution control facilities that could result from SADP; (d) description o f  requirements for inclusion o f  
a Pest Management Plan in the EA; and (e) inclusion o f  more social aspects in the ESMF. 

30 
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were completed in October 2007. The Project was approved by the Board in December 
2007, but the Credit was only signed in July 2008. GoPNG confirmed the adoption o f  the 
finalized P I M  in August 2008, and the Credit was declared effective in January 2009. The 
Project launch workshops took place in March 2009. 

STATUS OF IMPLEMENTATION 

38 .  The Project’s main achievements. Due to implementation delays the main activi- 
ties under the Project have not yet commenced. The main achievement to date i s  that 
emergency assistance was provided in Oro Province to  address the impact o f  the Novem- 
ber 2007 tropical cyclone that devastated large parts o f  the infrastructure there. 32 The im- 
pact on the smallholder o i l  palm sector caused by the cyclone was significant. After the 
immediate emergency work, around 2,000 ha (about 15 per cent o f  the total mature 
smallholder o i l  palm area accessible prior to the cyclone) st i l l  remained without access to 
transport. One thousand grower households were affected, in addition to other communi- 
ty members that depend on these roads. During this period, growers were trying to trans- 
port some o f  their harvest to the closest accessible roads using wheelbarrows so that they 
could deliver their fruit to the milling company; many grower households lost their regu- 
lar source o f  income. This situation also affected OPIC’s revenue base (which relies o n  
fees from delivered h i t )  and i t s  ability to deliver services and ongoing road mainten- 
ance. 

39. On the request of the Provincial and National Governments, adjustments were 
made to the SADP to assist Or0 Province. Restoring access to areas that had been cut o f f  
f rom roads since November 2007 was a priority. A preliminary assessment o f  the damage 
in April/May 2008 by a Bank mission established that about K2 mi l l ion would be re- 
quired to undertake the most important repairs. However, due to delays in achieving the 
conditions o f  Project effectiveness, as wel l  as the requirement under the Financing 
Agreement o f  having a Project Engineering Unit in place before IDA funds could be used 
to finance c iv i l  works, it was not possible to use IDA funds to support an emergency re- 
sponse. Alternative funding options were discussed and agreed to with the Project’s co- 
financier, PNGSDP, and the implementing agency (OPIC), which helped finance the 
most important repairs. To that end, the following arrangements were reached, which ac- 
celerated the start o f  the emergency works: 

About K2 mi l l ion o f  the earmarked PNGSDP funds for Oro roads (corresponding 
to the cost o f  reconstructing approximately 30 km o f  minor access roads) would 
be used to finance the repairs o f  the damaged river crossings, thus avoiding re- 
strictions using IDA funds; 

32 During this cyclone nearly 90 percent o f  all bridges, culverts and causeways along the national level road 
were washed away or destroyed. Priority activities focused on road restoration and bridge construction 
work between Oro Bay, Popondetta and Kokoda. The provincial road network has received l i t t le to no at- 
tention and therefore reconstruction has been slow. Similarly to the provincial level road network, the dam- 
age to the oil palm access roads, which in part are also provincial roads or provincial level access roads, 
were generally isolated to the river and creek crossings (Le,, mainly culvert washouts and destroyed wet 
crossings). 
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Thirty km o f  minor access roads (equivalent to about K2 million), out o f  the 105 
km o f  access roads to be reconstructed under PNGSDP funding, would be fi- 
nanced by IDA funds once the Project becomes effective. The remaining 75 km o f  
road works would remain funded by PNGSDP; 

The necessary damage assessment, scoping, design, costing, and documentation 
o f  the river crossings repair works was completed with support o f  a Technical As- 
sistance Grant from IDA; and 

Tendering o f  the contracts took place after signing the Project Financing Agree- 
ment between PNGSDP and the Oro Provincial Government. 

40. To date almost all emergency road repairs in response to the cyclone have been 
completed; these repairs were funded by the Project’s co-financier, PNGSDP. About 90 
percent o f  the works, which commenced in March 2009, have been completed and small- 
holder blocks have regained access for their FFB collection. The remaining works are 
expected to be completed very soon. A QAG review for the Technical Assistance Grant 
provided through the Pacific Facility Grant to coordinate the work and make adjustments 
to the SADP design for the Oro emergency work highlighted that this work had several 
strong aspects: (a) Government owned this task; (b) the Bank responded in a timely man- 
ner; and (c) although faced with a crisis, time was taken to consult with nongovernmental 
stakeholders, including the Rural Industries Council, smallholder o i l  palm growers, o i l  
palm milling company representatives, and civil works contractors. 

4 1. Implementation progress and status of implementation. Overall Project imple- 
mentation has started slowly since the Project launch workshops in March 2009, mainly 
due to the complex process o f  establishing OPIC project management capacity. Substan- 
tial progress, however, has been achieved in the following areas: Oro emergency road 
repair program (see above), infill ing component, mobilization o f  Project funds, and pre- 
paratory arrangements for OPIC capacity building. Details are as follows: 

Project Funds Released into OPIC’s Accounts. An advance o f  K2 mill ion was 
transferred by IDA into OPIC’s Designated Account in September 2009, to 
finance IDA’S share o f  eligible Project expenditures. Although these funds have 
been released into OPIC’s account, they are not available to finance civil works 
expenditures and community development grants until IDA receives official no- 
tice that the agreed related specific conditions o f  di~bursement~~ have been met. 
IDA has not yet received any withdrawal  application^.^^ OPIC has also received 
into i t s  account a total o f  K2 mill ion in two payments (K200,OOO and K1,800,000) 

33 IDA funds cannot be used to finance either civil works, until the Road Engineering Unit i s  established by 
OPIC, or community development grants, until the Management Agency i s  contracted by OPIC for man- 
a ement o f  the Project’s Component 2. 
3FThe main expenditures to date under the Project have been for establishing the OPIC office and recruit- 
ing Project staff. 

14 



Smallholder Agriculture Development Project 

from Treasury, to finance the Project’s Government counterpart fund require- 
ments in 2009. 

Arrangements Underway for Infilling Component Start-up. On September 28, 
2009, PNGSDP disbursed K8.9 million to PNG Microfinance Ltd (MFL) to 
finance the Project’s infilling component for smallholder o i l  palm in the three 
Project areas. However, before the funds can be made available to smallholders, 
the detailed on-lending mechanisms need to be finalized. A Project Financing 
Agreement i s  currently under preparation that outlines an agreement between 
MFL, OPIC and each o f  the milling companies, clarifying the roles and responsi- 
bilities o f  each party in implementing the infilling, as well as the detailed on- 
lending terms and conditions. PNGSDP has prepared a draft agreement which it 
has circulated for review and clearance to each o f  the parties and IDA, with the 
aim o f  finalizing the agreements in the next two to three months. 

Capacity Established in OPIC. A procurement officer was recruited by OPIC for 
i t s  head office in Port Moresby and i s  in post since June 2009. After a long delay, 
the international Procurement Specialist and the SADP Coordinator recruited by 
OPIC took up their posts at the end o f  2009. 

42. The Bank conducted two supervision missions since the Credit was declared 
effective in January 2009: (a) in March 2009, to launch the Project and assist the imple- 
menting agency (OPIC) with the preparation o f  Project start-up activities; and (b) in Sep- 
ternbedOctober 2009, to review the progress o f  implementation since the Project launch 
in March 2009. Both missions were staffed with a broad skill mix35 and had discussions 
with all stakeholders in the three Project areas, including Government officials, milling 
companies, growers representatives, NGOs, and local communities. In addition, a tech- 
nical mission was undertaken in July 2009 to follow up on the Oro road emergency work 
and assist OPIC with procurement issues. To date three ISRs have been filed. While the 
f i rs t  two ISRs rated both the PDO and IP as satisfactory, this rating was downgraded to 
moderately unsatisfactory after the last mission, in October 2009, to reflect the significant 
implementation delays and concerns that the PDO will not be achieved during the re- 
maining implementation period. 

43. The March 2009 mission participated in three Project launch workshops in Port 
Moresby (March 9,2009), Popondetta (March 11, 2009) and Kimbe (March 16, 2009). 
The meetings were well attended by representatives o f  all  stakeholder^.^^ Ample time 
was provided for discussions and for responding to questions o f  participants. Concerns 
focused on quality o f  works, making sure that road work contracts would be completed, 
sustainability o f  the road maintenance activities, existence o f  a complaint mechanism, 

’’ The supervision missions consisted o f  the Task Team Leader (TTL), a Bank social development special- 
i s t  (in Sept/Oct only), and consultant technical specialists (tree crop specialist/former TTL, road engineer, 
operations officer and environmental specialist). The local press officer also accompanied the team during 
the Project launch mission. 
36 Representatives o f  the Requesters attended the Project launch workshops. 
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water quality, potential negative environmental impacts and the responsibility for repay- 
ing the IDA credit given to GoPNG. All questions were either directly responded to 
through the presentations made or through the ensuing discussion and clarifications pro- 
vided by OPIC and mission members. While aspects o f  the second component o f  the 
Project (community development) were not discussed in detail there was a lot  o f  interest 
and demand expressed for this component. Clarification was also provided in regard to 
this component. 

44. Both missions worked closely with OPIC in reviewing implementation progress 
status, identifying the causes of delay and agreeing on the required key actions to acce- 
lerate implementation start-up. In particular, the missions focused o n  the establishment 
o f  OPIC project management capacity, the status o f  financial management arrangements 
(disbursement and audits), the adjustment o f  the implementation schedule and funding 
requirements, the arrangements for starting implementation o f  the infilling program (in- 
cluding smallholder credit mechanisms and RSPO compliance), and the formulation o f  a 
communication strategy for OPIC, including raising awareness o f  Project objectives and 
scope. 

45. There is an urgent need to resolve the OPIC Board nomination process that has 
been stalled since September 2005 due to difficulties with the appointment of the three 
oil palm smallholder representatives on the B ~ a r d . ~ ’  While the Corporation i s  opera- 
tional, the Board needs to be in place for taking key decisions, such as the formal ap- 
pointment o f  the current Secretary General, who has been acting since his contract ex- 
pired in February 2006, the appointment o f  senior OPIC staff, including the Hoskins and 
Bial la Project Managers, the review o f  the FFB pricing formula and o f  the current levies, 
the introduction o f  a future road maintenance levy, and the establishment o f  the RMTFs. 
The Minister o f  Agriculture and Livestock i s  responsible for appointing the smallholder 
representatives. The current situation i s  that the candidates proposed by a former Minister 
o f  Agriculture were found to  be ineligible for the positions. A revised l i s t  o f  candidates 
was submitted by the Minister o f  Agriculture and Livestock to the Public Service Com- 
mission for endorsement. Thereafter the appointees will need to be cleared through the 
National Executive Council (NEC). Regular updates on this process are provided by 
OPIC and the Bank has highlighted this as a concern during al l  missions since Project 
preparation restarted in 2006. 

37 The OPIC Board consists o f  the following members or their nominated representatives: (a) the Secretary 
o f  DAL; (b) the Secretary o f  the Department o f  Finance or the DNPM; (c) the chairperson o f  the Palm Oi l  
Producers Association (POPA); (d) the chairperson o f  PNGOPRA; and (e) three grower representatives 
from separate growers associations. The OPIC Act o f  1992 stipulates that five members constitute a quo- 
rum for meetings. 
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IV. KEYISSUES 

POVERTY REDUCTION AND ECONOMIC CHOICES 

46. I n  their claim of harm caused by the Project, the Requesters allege that “oil 
palm has not reduced poverty. ” The Requesters also claim that “despite the significant 
level o f  investment, introduction o f  oi l  palm has done l i t t le  to provide material improve- 
ment in smallholders’ lives. Living conditions have deteriorated and key indicators o f  
poverty such as housing, access to clean water and health services show l i f e  quality has 
declined (Social Assessment Report, January 2007, page 46). O f  the very limited consul- 
tations conducted by the World Bank for this project, the majority o f  o i l  palm growers 
were found to s t i l l  live in houses built from bush materials such as banana leaves, bam- 
boo and tree posts indicating very l i t t l e  material improvement in oi l  palm growers’ hous- 
ing. Indeed, even the SADP Social Assessment recognizes that the fall in living standards 
i s  paradoxical considering that o i l  palm smallholders have had a level o f  cash income 
significantly above those o f  other smallholder cash crop producers for a long period o f  
time. (Ibid.)” 

47. I t  is Management’s view that investments in the oil palm industry in PNG have 
had an overallpositive impact on rural welfare. The SADP i s  designed to continue to 
provide benefits to the local population in an environmentally and socially sustainable 
manner. As mentioned in Section 111, the oi l  palm industry generates significant employ- 
ment and contributes substantially to rural incomes in the o i l  palm growing areas. Agri- 
culture i s  the single most important source o f  cash income for rural households in PNG, 
and oi l  palm currently provides smallholders with higher returns to their land and labor 
than most other agricultural commodities, and contributes substantially to household in- 
comes. At current prices, the returns to o i l  palm are about K2,793/ha and K13O/day 
worked; compared to about K1,136/ha and K2l/day worked for cocoa and K2,058/ha and 
K13/day worked for coffee. The annual income o f  a VOP smallholder with a two hectare 
oi l  palm block today i s  about K5,586. This compares favorably with the income o f  a full 
time minimum wage worker (about K3,200) at the prevailing minimum wage o f  
K12.48Iday. Moreover, o i l  palm production requires relatively low labor inputs compared 
to most other crops. The labor requirement for a two hectare o i l  palm block i s  about 43 
days per year once the oi l  palm i s  into the mature and producing phase. Cash income 
from oi l  palm i s  also much more regular than income from other cash crops. FFB are 
harvested every two weeks and smallholders receive regular payments for their harvest 
from the milling companies, normally between one and two weeks after collection o f  
fruit. 

48. Management recognizes the importance of facilitating income diversification in 
the oil palm growing areas. Income diversification reduces the vulnerability o f  cash crop 
producers to international commodity price fluctuations and enables them to better 
weather unexpected price shocks. Existing data indicate that the livelihoods o f  oi l  palm 
smallholders in the three SADP Project areas are quite diversified and a range o f  different 
activities contribute to household incomes for o i l  palm smallholders. The SADP will 
support further diversification through investments in improving rural roads and through 
Component 2 o f  the Project (Local Governance and Community Participation). 

l 
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49. While intercropping is not currently practiced on oil palm blocks in PNG, mono 
cropping does not necessarily limit opportunities to diversify household income.38 In 
VOP areas, data indicate that perhaps as many as two-thirds o f  households row other 
cash crops including coffee, cocoa, copra and vanilla, depending on the area?'Diversifi- 
cation into cash crops i s  more limited in L S S  areas due to severe land constraints. But 
L S S  smallholders, with more limited access to land, have tended to diversify into small 
businesses and to seek o f f  farm employment. Food gardens are very important for both 
VOP and L S S  households and these gardens provide most o f  the household's food. In 
many cases more labor hours are spent gardening than on o i l  palm blocks. 

50. The paradox of relatively high cash incomes of oil palm producers but deteri- 
orating living standards as reflected by some key indicators of poverty such as housing, 
and access to clean water and health services is not a phenomenon confined to oilpalm 
smallholders or areas with oil palm production in the SADP. High consumptive ex- 
penditures, a lack o f  effective savings mechanisms, and the very significant social and 
traditional obligations that smallholders have to share their incomes with friends and rela- 
tives contribute to this phenomenon. The general mixed performance o f  government in 
rural service delivery (education, health, and infrastructure) further compounds the situa- 
tion. The latest data indicate that only 17.3 percent o f  rural households had access to 
piped water in their homes or neighborhood, 6.9 percent o f  rural households were electri- 
fied and 43 percent o f  the population had never attended school.40 

5 1. This paradox is reflected at the national level as well. The past eight years have 
seen the PNG authorities avoid the historical mistakes o f  extreme pro-cyclical swings in 
economic management, and the economy is weathering the impact o f  the global econom- 
i c  crisis well. However, in economic dialogue the Bank continues to emphasize this para- 

The o i l  palm can live for 30 years or more; however, i t s  productive l i f e  as a farmed crop i s  determined by 
i ts  height. When a palm i s  too tall to harvest effectively i ts commercial l i f e  ends and it i s  felled and rep- 
lanted. Oil palm reaches a height that starts to l imit harvesting at about 23 years in PNG smallholdings. In 
the f i rs t  3 to 3 1/2 years after planting (before canopy closure), al l  smallholders grow food crops amongst 
the immature o i l  palm. Food crops cannot be grown within a normally planted mature o i l  palm stand as the 
o i l  palm canopy creates too much shade. Most o i l  palm smallholders have food gardens at the periphery o f  
their o i l  palm block. There i s  some concern that some LSS smallholdings have planted al l  o f  their available 
land with o i l  palm thus depriving themselves o f  access to land for food gardening. PNGOPRA i s  starting a 
research project to look at food security aspects o f  the smallholder o i l  palm production system. As part o f  
this research PNGOPRA i s  exploring possible ways to change the spacing arrangement o f  o i l  palm to allow 
a form o f  inter-cropping that does not significantly compromise FFB production. 
39 A survey o f  300 smallholder households (data cited in the Social Assessment, Table 3.3, p44) on LSS 
and VOP blocks revealed that in Bialla 43 percent o f  VOP blockholders also grow cocoa, 14 percent grow 
copra, 4 percent grow coffee, and 7 percent grow vanilla; in Hoskins, 62 percent o f  VOP blockholders 
grow cocoa, 66 percent grow copra, 2 percent grow coffee and 10 percent grow vanilla; in Popondetta, 32 
percent o f  VOP blockholders grow cocoa, 25 percent grow coffee and 7 percent grow rubber. Similar data 
are also reported in another study o f  the impact o f  the Mama Lus Fruit Scheme on poverty, which reports 
that 72 percent o f  VOP smallholder and 26 percent o f  L S S  leaseholders grow other cash crops such as cof- 
fee, cocoa and copra (Robert Warner and Marcia Bauer, 2002. Mama Lus Frut Scheme: An Assessment o f  
Poverty Reduction. ACIAR Impact Assessment Series, 20). 

PNG National Statistics Office, 2009. Papua New Guinea Demographic and Health Survey: 2006 Na- 
tional Report. Port Moresby. 

38 
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dox: sustained prudent macroeconomic management has brought about the longest unin- 
terrupted period o f  economic growth (seven years) since PNG’s independence in 1975, 
and the growth i s  generally broad-based across many sectors, but the country has not seen 
an equivalent increase in service delivery nor in quality-of-life outcomes.41 

’ 

52. Within LSS areas, extreme population pressure on land has also contributed to 
poor living standards. When the LSSs were originally established in the 1970s, these 
blocks were expected to support a nuclear family. Today as many as three generations 
may be living on a single LSS block. The mean block population on L S S  i s  estimated as 
10 at Popondetta, 15 at Bial la and 20 at Hoskins. On  some LSS blocks, each family may 
earn income from o i l  palm only several times each year because o i l  palm production - 
and the corresponding income - i s  rotated each month amongst co-resident households. 
In the months when they are not earning income from o i l  palm, families are dependent o n  
subsistence production or income from sales o f  food crops at local markets. 

53. Oil palm smallholders have better access to finance than most other cash crop 
farmers in PNG. The Requesters correctly point out that poor access to rural finance i s  a 
recognized problem in PNG. In this respect, however, o i l  palm smallholders are better o f f  
compared to most other farmers, as the milling companies supply smallholders with farm 
inputs such as seedlings, fertilizer and tools on credit. Credit extended to smallholders i s  
recouped through the smallholder payroll system with loan repayments f rom growers’ o i l  
palm earnings deducted before payment i s  made to the smallholder. By deducting the 
costs o f  farm inputs advanced to growers, the companies effectively isolate a component 
o f  smallholder income from the demands o f  the traditional economy. Thus, unlike most 
other export crops in P N G  where there i s  very little investment in farm inputs, o i l  palm 
smallholders have ready access to tools and other inputs because o f  the savings mechan- 
ism provided by the companies. 

54. The Requesters imply that the SADP forces smallholders to grow oil palm and 
that the Project will force smallholders who wish to access loans for other agricultural 
purposes to be driven into growing oil palm. Participation in infill planting under the 
SADP i s  completely demand driven and whether or not VOP smallholders decide to par- 
ticipate in infilling i s  entirely up to them, as long as their blocks meet the various social 
and environmental screening criteria for infill planting. Under the SADP , smallholders 
participating in the infilling sub-component will have access to microfinance. The 
PNGSDP (a co-financier o f  the SADP) will provide credit to smallholders through i t s  
credit subsidiary PNG Microfinance Ltd. But the fact that credit i s  available for o i l  palm 
infilling does not mean that any smallholder i s  forced into growing o i l  palm. Smallhold- 
ers themselves hold local knowledge on o i l  palm, specifically the possible returns and 
family labor requirements as o i l  palm has been part o f  the landscape for decades. In de- 
ciding whether or not to grow oil palm, this knowledge can inform smallholders’ choices. 

41 The paucity and unreliability o f  data on household income, expenditures, and poverty across PNG make 
it extremely difficult to empirically investigate the co-existence o f  income growth and deteriorating living 
conditions. To support better analysis, facilitate evidence-based policy making and allow better targeting of 
development interventions nationwide, the Bank i s  investing with other donors and GoPNG in a Household 
Income and Expenditure Survey (HIES) for which data collection i s  currently 50 percent completed. 
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5 5 .  The oil palm industry in PNG, including the milling companies, OPIC and 
PNGOPRA have been trying to address the multiple socio-economic factors affecting 
living conditions among smallholder households. The SADP further strengthens many 
o f  the on-going initiatives and supports additional activities. The range o f  interventions 
targeting smallholder welfare i s  described in the P I M  (pp 13 and 14). They include fur- 
ther strengthening o f  the Mama Lus Frut Scheme; exploring strategies for reducing the 
financial hardship faced by smallholders during replanting; a comprehensive HIV/AIDs 
risk assessment for the industry; and exploring options for a voluntary savings and loans 
scheme building on existing initiatives. 

56. One particular initiative which is having a very positive impact on overall 
household welfare, and on women and children in particular, is the Mama Lus Frut 
Scheme (MLFS). The M L F S  was introduced by the N e w  Britain Palm O i l  Limited in 
Hoskins in order to increase productivity by increasing the rate o f  loose fruit collection 
from smallholder blocks. Collecting loose fruit i s  considered women’s work. The returns 
from the sale o f  the fruit collected used to be recorded o n  the man o f  the household’s 
payment card (now known as the ‘papa card’). As the women would often not receive 
any money from the fruit they harvested they preferred to spend their time growing vege- 
tables and selling these at the market, where they could keep the returns o f  their labor. As 
part o f  the MLFS scheme, women are now issued with harvest nets and a payment card 
(referred to  as the ‘mama card’), which allows them to collect loose fruit, sel l  it and re- 
ceive their own separate payment.42 As documented in the Social Assessment, around 85 
percent o f  the female smallholders in al l  three SADP Project areas have their own har- 
vesting card. The proportion o f  smallholder o i l  palm income paid directly to women va- 
r ies from 20 to 30 percent across the three Project areas. 

57. An impact assessment of the MLSF found that although the scheme has only 
had a modest impact in terms of increasing overall household incomes, it is having a 
positive impact on families that are close to the poverty line. The study also mentions a 
number o f  benefits that are not quantified including the fact that women have more cash 
for expenditures on food and education and are able to start small businesses. Women 
also have a means to  safeguard some o f  the household income from being spent on social 

, activities by men.43 

58. Seventy percent of the funds under the SADP will be invested in reconstructin 
550 km of rural access roads, which will further contribute to household welfare. 
Road investments have a significant poverty impact. Better roads help improve access to  
critical social services, including health and education. Roads and other transport infra- 
structure also give households better access to markets allowing them to engage in a wid- 
er range o f  income earning activities and diversify their incomes. Activities under the 
SADP that helped repair damaged roads in the aftermath o f  the 2007 cyclone Guba in 

8 

, 

42 Robert Warner and Marcia Bauer, 2002. Mama Lus Frut Scheme: An Assessment o f  Poverty Reduction. 
ACIAR Impact Assessment Series, 20. 

44 The 550 km o f  road reconstruction include the 105 km o f  access roads to be reconstructed under 
PNGSDP funding (75 km) and IDA funding (30 km). 

Robert Warner and Marcia Bauer, 2002. 43 
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Oro province have already demonstrated the huge impacts that roads have on household 
welfare. 

59.  Component 2 of the Project, which focuses on local governance and community 
participation, will also have an impact on welfare and living standards in the Project 
areas. This pi lot component finances small community grants, technical assistance and 
training for LLGs and communities for various small-scale economic infrastructure and 
training in livelihood activities. The need for improved water supply and sanitation ser- 
vices was repeatedly identified as a priority in the Social Assessment. This component o f  
the Project enables communities to undertake some o f  these priority investments through 
a participatory approach. 

60. The Requesters believe that the FFB pricing formula is an unfair revenue shar- 
ing agreement and that the Project will reinforce the FFB pricing system which in 
their view favors the milling companies over the smallholders. “. . .Under this scheme, 
farmers are expected to share their revenues with the company to cover a portion o f  the 
company’s cost o f  production. This revenue-sharing takes place even though the farmer i s  
providing al l  the costs for labor, equipment, seedlings, pesticides and transport (or at least 
a portion o f  transport costs) out o f  his or her own earnings. The processes involved to set 
the FFB price further cements this relationship.” 

61. FFB price setting has always been a contentious issue between smallholders 
and the milling companies. The FFB pricing formula i s  based on an assessment o f  the 
relative costs o f  production o f  smallholders and milling companies. The payout ratio i s  
calculated as the ratio o f  the industry average smallholder cost o f  production per ton o f  
FFB (from the field to the mill gate) to the total industry average cost o f  production (from 
the f ield to saleable palm products ready to ship at the wharf). To arrive at the current 
payout ratio o f  57 percent, a detailed analysis o f  both smallholder and milling company 
costs o f  production was undertaken as part o f  the 2001 review o f  the FFB pricing formu- 
la. The calculation o f  smallholder costs o f  production included al l  f ixed and variable 
costs including labor costs (for land clearing, planting and maintenance), material costs 
(including seedlings, fertilizers and equipment), the PNGOPRA levy, the OPIC levy, the 
FFB transport costs, the Sexava levy, 45 land rent (for al l  LSS blocks), growers associa- 
t ion membership fees, the cost o f  borrowing (interest payments and bank fees) and the 
construction costs o f  smallholder housing.46 The 200 1 FFB pricing review recommended 
minor amendments to the pricing formula that existed at the time and an increase in the 
smallholder payout ratio from 55 percent to 59 percent to reflect the respective small- 
holder and milling company fixed and variable costs o f  production and the smallholder 
break-even prices for sales o f  FFB. The milling companies, however, questioned the data 
used by the consultants to calculate the smallholder costs o f  production, and only agreed 
to an increase o f  the payout ratio to 57 percent for the smallholders. 

45 Milling companies carry out centralized control o f  the sexava hopper, the major pest o f  oil palm. 
46 See Annex 1 in Burnett and Ellington, November 2001. Review of the Oil Palm Fresh Fruit Bunch Pric- 
ing Formula. Final Report Prepared for the Commodities Working Group of the Government of PNG. 
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9 62. The Requesters state that there is no involvement of smallholders in setting the 
FFB price. The last review o f  the FFB pricing formula in 2001, sponsored by the Com- 
modities Working Group (CWG) and financed by the World Bank as part o f  the Oro 
Smallholder Development Project, involved an independent review by experts and a de- 
tailed analysis o f  both smallholder and milling company costs o f  production in the calcu- 
lation o f  the FFB payout ratio. Various stakeholders including smallholders, representa- 
tives o f  growers associations, milling companies and OPIC staff and managers were 
consulted and the final payout ratio was agreed to at a meetin o f  the CWG, chaired by 
the Secretary for the Department o f  Agriculture and Livestock. w ' 

63. All the milling companies follow the FFB pricing formula. FFB prices are cal- 
culated on a monthly basis and FFB prices are posted on notice boards at the OPIC offic- 
es. The published international commodit price, CIF4* Rotterdam, i s  the starting point 
for calculation o f  the monthly FFB price?'To derive the smallholder farmgate price, the 
Free on Board (FOB) value o f  palm product per ton i s  computed after deducting transpor- 
tation costs. Product - crude palm oil, palm kernel oi l  and palm kernels (CPO, PKO and 
PKE) - value per ton i s  then converted to fruit value (FFB) tonnage using average mill 
extraction rates. The U S $  value per ton' o f  FFB i s  converted to Kina per ton using the 
prevailing exchange rate. The FOB value per ton o f  FFB may differ among the mills be- 
cause o f  a difference in transport costs and a difference in oi l  extraction rates. The small- 
holder mill gate price i s  calculated at 57 percent (the payout ratio) o f  the total FOB value 
per FFB ton plus 1 percent VAT. The farmgate price i s  derived from the smallholder mill 
gate price by deducting the FFB transport costs from the farmgate to the mill (which dif- 
fer by mill) and various levies. The levies paid by smallholders are contributions towards 
research and extension services provided by PNGOPRA and OPIC (the PNGOPRA and 
OPIC levies, respectively) and the Sexava pest control levy.  

' 

' 

64. Funds are allocated under the SADP to review and update the existing FFB 
pricing formula. It i s  likely that there have been significant changes in the industry cost 
structure since 2001, and an update o f  the pricing formula i s  much needed. The FFB re- 
view, to be funded under the SADP, will update and revise the methodology and assump- 
tions used in calculating prices and shares between the smallholders and the mills.50 

47 Burnett, D. and D. Ellington, November 2001. Review o f  the Oi l  Palm Fresh Fruit Bunch Pricing Formu- 
la. Final Report Prepared for the Commodities Working Group of  the Government o f  PNG. 
48 Cost, insurance and ffeight - a form of  uniform delivered pricing in an import or export context where 
prices are quoted with reference to a port. 

See Credit Component and Financial Analysis. Cuddihy, William, November 2006; and Review o f  the 
Oi l  Palm Fresh Fruit Bunch Pricing Formula. Natural Resources Institute and ADS (PNG) Limited, No- 
vember 200 1. 

The f i rst  review of  the FFB pricing formula in PNG was carried out in 1990, and a new formula was in- 
troduced in March 1991. In 1996, the Palm Oi l  Producers Association (POPA) devised a newer formula 
which was similar to formulas used in other countries and provided better returns to smallholders. The 
second review of  the FFB formula was commissioned by the World Bank in August 1996. This was fol- 
lowed by a third review o f  the pricing formula in mid-1998. The fourth review, commissioned in 2001 by 
the World Bank under the Oro Smallholder Oi l  Palm Development Project used a similar approach to the 
earlier reviews but introduced a number of  refinements in the computation o f  the smallholder payout ratio 
primarily to reflect variations in sales costs in different locations. 

49 
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OPIC i s  currently in the process o f  preparing the TOR for the review, which will be con- 
ducted in mid-20 10. 

65. In the Requesters’ view the proposed road maintenance levy will further embed 
“smallholder dependency o n  the mi l ls  and increasing levies, smallholders will be pro- 
gressively burdened and unable to lift themselves out o f  poverty.” 

66. Although smallholders will face higher costs due to the road maintenance levy, 
the economic andfinancial analysis for the SADP indicates that the benefits accruing 
from the improved roads will outweigh the additional incremental cost.51 The P A D  
(page 36) mentions that the levy for road maintenance would l ikely range between 
K4/ton FFB at Hoskins and Bial la and K5.5/ton FFB in Oro, based o n  the estimated 
maintenance funding requirements. The final levy amount, however, has not been set and 
will be calculated when road maintenance activities start, after the roads have been recon- 
~tructed. ’~ If roads are not maintained and households are unable to transport their FFB to 
the milling companies, they will be far worse off. N o t  only will improved roads enable 
the mills to reach more smallholders, but improved roads may help reduce transport costs 
as there will be less damage to FFBs and the trucks transporting the fruit. Wel l  main- 
tained roads will also improve access to various services. 

, 

FREE, PRIOR AND INFORMED CONSULTATIONS AND BROAD COMMUNITY SUPPORT 

67. The Requesters claim that the Bank failed to assess whether the Borrower had ef- 
fectively undertaken free, prior and informed consultations resulting in broad community 
support. They cite the road maintenance levy as one example o f  an issue where, in their 
opinion, there was a lack o f  consultation and where there is “no evidence o f  broad sup- 
port among the affected communities for this aspect o f  the project design, or at least none 
that has been made available to the claimants.” I t  is the Requesters’ view that broad 
community support does not exist among the communities and the peoples impacted by 
this Project and that “the peoples o f  Oro and West N e w  Britain have been unable to en- 
gage in the design process o f  the SADP.” 

68. I t  is Management’s view that free, prior and informed consultations resulting in 
broad community support for the Project were undertaken during Project preparation. 
This section describes the process o f  consultation undertaken by both the GoPNG and the 
World Bank during preparation and how the Bank verified that the Borrower had ob- 
tained broad community support. 

The FRRs on infilling including the road maintenance levy ranged between 22 and 27 percent (see An- 
nex 9 o f  the PAD). The ERR ranged f iom 13.2 to 18.3 percent. 

The annual maintenance fimding requirements in each Project area would be calculated to cover the costs 
o f  both routine maintenance activities and anticipated non routine maintenance interventions. The small- 
holder maintenance levy would then be calculated for each Project area, on the basis o f  the Provincial Gov- 
ernment funding 50 percent o f  the annual maintenance costs, the milling company 25 percent and the 
smallholders the remaining 25 percent. 

5 1  
’ 
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Consultations 

69. On October 3, 2002, the GoPNG formally requested the Bank to prepare a 
project that would consolidate the outcomes of the Or0 Smallholder Oil Palm Devel- 
opment Project. Following this request, the Bank fielded a mission to P N G  from No-  
vember 18-29, 2002 and the identification and preparation process for the SADP com- 
menced. 

70. The SADP triggered the Indigenous Peoples Policy OPBP 4.10, as the vast ma- 
jority of the population in the Project area is considered indigenous as per Bank policy. 
As a result, it was necessary for the GoPNG to undertake a Social Assessment and a 
process o f  free, prior, and informed consultation with affected communities at each stage 
o f  the Project, “to fully identify their views and ascertain their broad community support 
for the project” (OP 4.10 paragraph 6 (b)). Including entire communities in consultations 
was not practical, therefore GoPNG sought to consult extensively with community mem- 
bers and with organizations representative o f  diverse community interests. The majority 
o f  consultations occurred within the Project area, defined as the districts where Project 
activities would occur. 

, 

7 1. The GoPNG contracted consultants to undertake a Social Assessment. The aim 
o f  the Social Assessment was to provide guidelines for the design and implementation o f  
a socially sustainable SADP and to formulate socio-economic performance indicators for 
Project M&E. The Social Assessment also included development o f  a strategy for consul- 
tation with communities during Project implementation (see the Beneficiaries Participa- 
t ion Framework in the Beneficiaries Assessment). The GoPNG hired a team o f  consul- 
tants who had a background in the agricultural sector, had studied o i l  palm development 
in PNG and were well-informed about PNG’s socio-economic environment. The team 
was fluent in Tok Pisin and included Papua New Guinean nationals. The preparation o f  
the Social Assessment commenced in June 2006. 

, 

72. As part of the Social Assessment, numerous consultations were carried out in 
Port Moresby and in the three Project areas. A fact-finding workshop was held in Port 
Moresby on July 18, 2006, which included the team conducting the EA. Further f ield 
work was carried out for the Social Assessment in the target provinces o f  Oro and WNB 
between mid-July and September 2006. In Oro Province, consultations included respon- 
dents from 15 towns/villages, which spanned the two districts o f  the province and five o f  
the eight LLGs (see Maps with locations o f  consultations). In WNB Province, consulta- 
tions included respondents from 25 towns/villages, which spanned five out o f  six L L G s  
in Talasea district, which i s  the district where o i l  palm i s  grown. 

! 

I 73. The consultations involved a wide range of stakeholders. One-on-one meetings 
as wel l  as focus group discussions were held. The Social Assessment indicates that more 
than 550 people were directly consulted, including o i l  palm smallholder households and 
non-oil palm households directly affected by the Project. In addition, consultations with 
representatives from various groups were held, including those from L L G s  in each target 
region, community-based organizations (CBOs), including women’s and youth groups, 
NGOs, church groups and industry organizations. 
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, 74. I n  addition, representatives of all the relevant growers associations were con- 
sulted. Representatives o f  the Bialla Oi l  Palm Growers Association, Hoskins Oi l  Palm 
Growers Association, and Popondetta Oi l  Palm Growers Association were all consulted. 
Each growers association i s  governed by a constitution, representatives o f  the associa- 
tions are elected and members pay regular dues. The representation o f  growers in the 
growers associations has varied between Project areas p d  over time.53 

75. While the Social Assessment provided some information on how the consulta- 
tions were organized, recent discussions with the lead consultants in the context of 
preparing this response revealed additional in formation on how consultations were 
convened and held. Consultants identified potential respondents with assistance from 
OPIC. Focus group meetings with community groups from the two LLGs which formed 
part o f  the institutional assessment, included in the Social Assessment, were also ar- 
ranged with the assistance o f  OPIC and LLG representatives. 

I 

76. The locations for the consultations were selected by the consultants in discussion 
with OPIC using the following criteria: (a) areas where there was potential for infill 
planting; (b) areas where stands o f  oi l  palm were coming up for replanting or replanting 
was overdue (mainly LSS blocks); (c) and/or areas where there were disputes over land 
tenure or replanting (e.g., where people from outside the customary landowning groups 
had been allocated land for o i l  palm and these blocks were due for replanting). 

77. The consultants stsirted meetings with personal introductions. Then they explained 
the Project objectives, described the initial Project design, and informed participants that 
they were interested in finding out the views o f  community members regarding the pro- 
posed SADP. Following the heavily oral tradition in the country, participants were given 
information on the Project verbally, in Tok Pisin. No  Project materials were distributed to 
participants. 

I 

78. There is very strong support for the Project in all Project areas and during the 
consultations people expressed high expectations of what the Project would deliver. 
Many participants were hopeful that the SADP would involve an expansion o f  access 
roads and development o f  new o i l  palm areas. As also reflected in the Social Assessment, 
people were hopeful that the SADP would fund housing and water supply-priority con- 
cerns in all Project areas. During the consultations, the SADP was described in detail to 
align people’s expectations with what the Project could potentially deliver. 

9 

79. Community members were familiar with oilpalm, as it has been cultivated in 
the target areas for decades; however, “infilling” was an unfamiliar concept. Detailed 
explanations o f  the infill component were frequently accompanied by maps, on paper or 
on the ground, to show how infill planting might proceed and how this might lead to im- ’ 

’’ The participation o f  growers in the growers associations has varied across time and location. For exam- 
ple, 100 percent o f  growers in the Bialla scheme area are members o f  the growers association. But in the 
last few years there have been problems in the Hoskins O i l  Palm Growers Association, which resulted in 
very limited participation. OPIC has recently helped organize an election o f  association officers in Hoskins 
and it i s  anticipated that grower participation w i l l  increase in the coming months. 
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proved efficiencies in the use o f  transport and road infrastructure. It was explained that 
infill planting was voluntary, would only proceed at the discretion o f  the customary lan- 
downers, and would not be permitted on land subject to dispute. 

80. Smallholders in the Project areas have repeatedly expressed their frustrations 
with the various delays that have prevented Project activities from being rolled out. 
During the consultations for the Social Assessment, unreliable pickup o f  FFB was one o f  
the most common areas o f  dissatisfaction. OPIC, the palm o i l  milling companies and con- 
tract transport came under scathing criticism for what was perceived as very poor pick-up 
rates and unreliable transport schedules. This often had to do with poor road conditions, 
although mill breakdowns were sometimes a cause. Smallholders continue to express 
these frustrations and many are anxious for the Project to  start delivering results on the 
ground. 

8 1. The Social Assessment documented concerns about socio-economic issues. 
Concerns were raised about housing and water supply (see Social Assessment, page 46). 
Land issues were also raised but were particularly important at Popondetta where there 
has been a history o f  land disputes. The Beneficiaries Assessment (see below) consoli- 
dates the expected benefits and adverse impacts as envisioned by respondents during the 
consultations. The Beneficiaries Assessment also provides recommendations for max- 
imizing benefits and mitigating adverse impacts. 

82. 
records of the free, prior, and informed consultations. They include information on: 

The Social Assessment and the Beneficiaries Assessment are the primary 

The results of the consultations with community members. The Social Assessment 
details the experiences and concerns o f  communities in regards to o i l  palm and 
community development. The expected benefits and expected adverse impacts 
that were articulated during the consultation are summarized in the Beneficiaries 
Assessment. 

Recommendations on how beneJits can be maximized and adverse impacts miti- 
gated. The Beneficiaries Assessment provides recommendations that were incor- 
porated into Project design, for example: 

- In response to concerns about the increased risk o f  land disputes: strate- 
gies to improve tenure security o f  Popondetta ESS growers were incorpo- 
rated into the Project, such as the establishment o f  a special land forum for 
LSS growers and customary landowners to resolve disputed L S S  leases 
(which wil l be under the responsibility o f  the extension and land officers), 
and the strengthening o f  the Lands Section o f  OPIC in each o f  the Project 
areas. 

- To encourage continued consultation: Smallholder Steering Committees 
(SSCs) will be established in each Project area to play an advisory and de- 
cision-making role in Project implementation and management. SSC 
members will be required to consult with growers o n  Project implementa- 
t ion and on issues such as the introduction o f  the proposed road mainten- 
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83. 

ance levy and raising smallholder harvesting rates. The SSC i s  to have 
representatives from the grower associations, and reflect the diversity of 
smallholders in terms o f  age, gender and type o f  grower. 

- To strengthen household livelihood security: OPIC and PNGOPRA will 
give more attention to smallholder food security and the importance o f  
gardens during infill and replanting activities. 

The record of individuals who participated in the consultations. The Social As- 
sessment provides l i s ts  o f  people and groups consulted with and details on the lo- 
cation and form o f  the consultations (see Appendix 2-4 for details). However, for 
reasons o f  confidentiality-to ensure that participants were comfortable express- 
ing themselves-the records o f  individuals who participated in focus group dis- 
cussions were maintained in confidence, and are not printed in the Social Assess- 
ment. 

The results of the extensive literature review that was conducted aspart of the So- 
cial Assessment. The Social Assessment details the socio-economic and political 
context o f  the Project areas and includes an assessment o f  the institutions in each 
o f  the areas, including local community organizations, NGOs, community and vil- 
lage-based groups, LLGs, o i l  palm growers associations, and industry bodies. It 
also includes baseline data from a housing and water survey. 

I t  is Management’s view that together the Social Assessment and the Beneficia- 
ries Assessment thoroughly document the findings of the consultations. Management 
recognizes that documentation of the consultation process in the Social Assessment 
should have been more detailed and complete. The documents should have elaborated 
further on several aspects o f  the consultation process including specifying what informa- 
tion was provided on the Project, how the information was conveyed, and how locations 
and participants were selected. 

84. As part of the EA, consultations on the potential environmental impacts of the 
SADP were undertaken. Consultations on environmental concerns related to the SADP 
began during the review o f  the Oro Smallholder Development Project in 2001 and the 
SADP was designed to take into consideration all the points raised in these discussions. 
OPIC, on behalf o f  the Government, commissioned independent consultants to prepare an 
EA, an EMP, an ESMF (for Component 2 on Local Governance and Community Partici- 
pation) and a study on the Impact o f  Oi l  Palm on Freshwater Streams in Oro and WNB 
Province. 

85. The EA commenced with a broadly advertised notification of a public meeting 
in the nation’s capital, Port Moresby, and this was followed up with field visits and 
meetings (including smallholders and representatives of growers associations) in the 
two SADP affected provinces in July 2006. The consulting firm that was hired to under- 
take the EA, the EMP, the ESMF and the study on the Impact o f  Oi l  Palm on Freshwater 
Streams was familiar with PNG and had a background in the agricultural sector in PNG. 
As part o f  the EA the consultant: carried out field inspections o f  existing and potential 
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smallholder o i l  palm areas in Oro and WNB Provinces; convened a stakeholder workshop 
in Port Moresby (July 2006), together with the team conducting the Social Assessment; 
and carried out consultations in the field. People consulted included representatives o f  
churches, environmental NGOs, women’s organizations, and OPIC. In addition, provin- 
cial and district public servants were interviewed. Interviews took place in person or by 
telephone or email (the EA l is ts  key individuals consulted with in Appendix 2). The con- 
sultations with smallholders for the EA and related studies were conducted in Tok Pisin, 
However, Management acknowledges that the requirements o f  OP 4.01 were not f i l ly  
met, in that the only information shared with stakeholders during consultations for the EA 
was in verbal form. 

86. Additional consultations are planned for various Project activities throughout 
implementation to ensure in formed participation. Following discussion on OPIC’s 
communication strategy during the September/October 2009 mission, OPIC published 
a media statement on the SADP in a national newspaper. The media statement provided 
an update on the Project’s activities, reiterating that firther consultations would be held 
throughout the implementation period and providing information on where information 
could be obtained on the Project. The media statement was published on December 17, 
2009. 

. 

Disclosure 

87. The Social Assessment, the EA, and related documentation were publicly dis- 
closed. Specifically, the documents were made available, in English, in Port Moresby and 
Washington, on February 22, 2007, as noted above in paragraph 37. The formal notifica- 
tion to the general public announcing the locations where the documents were disclosed 
was published by OPIC in the Papua New Guinean press on the same day. The Resettle- 
ment Policy Framework and the Environmental Management Plan were formally ap- 
proved by the National Executive Council on June 21 , 2007. 

, 

Bank Consultations 

88. The Bank also carried out consultations during Project identification and prep- 
aration (see Annex 2). The Bank undertook 17 missions between November 2000 (dur- 
ing the supervision o f  the Oro Smallholder Oi l  Palm Project) and December 18, 2007 
(Bank approval o f  the SADP). These included several formal Bank missions (identifica- 
tion, preparation, pre-appraisal, and appraisal) and six technical missions, which focused 
on specific aspects o f  Project design (e.g., community development and infrastructure). 
Bank missions included Bank staff and/or Bank consultants. During the Project identifi- 
cation and preparation stage (from November 18, 2002 to February 23, 2007), the Bank 
undertook consultations in approximately 41 towns/villages in 15 LLG Areas in a total of 
5 provinces. 

89. Bank consultations included a wide variety of stakeholders. Bank consultations 
included representatives from o i l  palm growers associations; National, Provincial and 
Local Level Governments; and NGOs and CBOs (including women’s groups, church 
groups, and youth groups). These consultations focused on the Project design generally 
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and in some cases (depending on the audience) on specific aspects. For example, since 
200 1 , extensive consultations were held with growers associations on road rehabilitation, 
mechanisms to ensure sustainable road maintenance, and the proposed RMTF. Meetings 
were organized with the assistance o f  OPIC. Extensive consultations were also held with 
LLG representatives for the design o f  the component on Local Governance and Commu- 
nity Participation. 

90. The Bank undertook numerous consultations that focused on environmental 
issues. During Bank missions from 2003 to 2006 further consultations were undertaken 
with environmental NGOs in particular, includin Ecoforestry Forum, the Requesters, 
and Oro Conservation and Environment Network. 5 F  

9 1. Bank consultations provided participants with in formation on the proposed 
Project in a language that was understood. Consultations were prefaced with a Project 
description. N o  documentation was provided to participants; however, details o f  the 
Project were transmitted orally in English or Tok Pisin depending on the audience. Where 
Tok Pisin was used it was either directly spoken or translated from English. 

92. During Bank cvnsultations, input was received from participants and docu- 
mented. Bank consultations were designed to share information on the proposed Project 
and to solicit input from stakeholders. Participants provided inputs and raised concerns. 
Where applicable, Project design was adapted. Consultations carried out by the Bank 
have been documented in field notes, Aide Memoires, and preparation documents. 

93. The Requesters cite the road maintenance levy as one example o f  an issue where, 
in their opinion, there was a lack o f  consultation and where there i s  “no evidence o f  broad 
support among the affected communities for this aspect o f  the project design, or at least 
none that has been made available to the claimants.” 

’ 

94. The establishment of RMTFs and the introduction of an additional levy for 
road maintenance have been discussed extensively by the Bank and representatives of 
the growers associations in all three Project areas, starting from November 2001 and 
all throughout Project preparation, appraisal and the long process of achieving Project 
effectiveness. OPIC’s managers were also liaising with the growers associations on the 
subject o f  the road maintenance levy and were collecting feedback from growers on dif- 
ferent levels o f  levies. Consultation with the growers associations was in recognition o f  
the fact that they are a representative body o f  the growers and an interlocutor between the 
growers and other bodies. In addition, in the context o f  the road maintenance levy they 
are the group that will be affected. 

95. Discussions with representatives of the growers associations during preparation 
indicated that it would be difficult to reach an agreement on the road levy without the 
roads first being rehabilitated. Growers also wanted some assurance that Provincial 
Government funding for the trust  funds would materialize. For instance, on February 9, 

54 See Annex 3 for a l ist o f  meetings between the Bank and NGOs. Meetings between the Bank and NGOs 
o n  environmental issues were held on  January 3 1,2004 and M a y  25,2006. 

29 



Papua New Guinea 

2004, the executive members o f  the Bialla O i l  Palm Growers Association wrote to the 
Bank, OPIC, the WNB Government, and the milling company to provide their feedback 
on the proposed introduction o f  a new road maintenance levy. They stated that “the issue 
of growers contributing to fund maintenance cost is seen as an acceptable principle for 
the overall good of growers and the Bialla oil palm project in general, ” and that “prelim- 
inary indications are that growers wi l l  accept contribution of the cost. ” While submitting 
various proposals and options for the road levy, they also made it clear that the growers 
would only commit to paying a road levy after the Provincial Government agreed to ap- 
propriate funds for maintenan~e.~~ 

96. While some of the text of the Project documents may give the impression that 
the RMTFs are fully designed and complete, this was not the intended message, as the 
design of the RMTFs was alwa s intended to be finalized through a detailed design 
study during implementation. ’ Therefore, consultations with stakeholders on the 
RMTFs were planned during and after completion o f  the RMTF design study. This i s  de- 
tailed in the PAD - which indicates that the Project includes a “consultancy to design and 
process the details o f  the RMTF instrument” (see PAD page 36, paragraph 30). This was 
also highlighted during the Project launch events (in the different Project areas and in 
Port Moresby) in March 2009, which were attended by the Requesters. While the prin- 
ciple o f  sharing the costs o f  road maintenance between the Provincial Governments (50 
percent), the milling companies (25 percent) and the smallholders (25 percent) constitutes 
the basis o f  the understanding reached with the three parties as well as GoPNG, other im- 
portant aspects, such as the RMTFs’ governance, financial management and operational 
arrangements, and the level o f  the smallholder road levy, are s t i l l  to be designed in detail, 
discussed and agreed with all  stakeholder^,^^ During Project preparation the growers as- 
sociations clearly indicated that access roads would need to be reconstructed or rehabili- 
tated to a state where they can be maintained before growers would accept the introduc- 
tion o f  the proposed new road maintenance levy.  The Bank assessed that reaching this 
stage would take a minimum o f  two years. Considering these factors, and in an effort to 
avoid further delays in finalizing preparation and approval o f  the Project, the decision 
was made to include the detailed design o f  the RMTFs as part o f  Project implementation. 

” The Bialla Growers Association has about 3,100 members. 
56 The Request for Inspection states “Although the World Bank maintains that this mechanism i s  still in 
concept form and yet to be properly designed, the general organization and operation o f  the RMTF has 
been drafted and i s  described clearly in the project documents.” The Requesters have sought and received 
clarification about the RMTFs several times, including during a meeting on May 14, 2009 attended by the 
Bank, PNGOPRA, the Requesters and the International Accountability Project. The issue was discussed 
again during a meeting between the Bank and the Requesters on October 13, 2009. As documented in the 
Requesters’ minutes, the Bank informed them that the design of the RMTFs had not been finalized and that 
further consultations with smallholders would take place as part o f  the design process (Appendix 3(9) and 
3(10) of the Request for Inspection). ’’ The current proposal, to be firther discussed, i s  that a RMTF Board (one for each project area), compris- 
ing representatives o f  the contributors, would govern the use of finds and local OPIC offices would act as 
the secretariat for each Board. Grower and milling company contributions would be linked to progressive 
FFB deliveries throughout the year. Since payments would not be available at the start of the year, initial 
seed capital for the three RMTFs would be funded as a grant by the co-fmancier o f  the Project, PNGSDP, 
provided they are satisfied with the design o f  the RMTFs. 
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97. Management agrees that there could have been broader consultation within the 
grower community on the road maintenance levy during preparation. However, Man- 
agement notes that further consultations are planned as part of the RMTF design 
study. The Beneficiaries Participation Framework prepared as part o f  the Social Assess- 
ment recommended the establishment o f  SSCs in each Project area to play an advisory 
and decision making role in Project implementation and management. The concept o f  the 
SSCs has been integrated into Project design; they wi l l  be responsible for, among other 
things, consulting with growers on issues including the RMTF and road levy  (see page 17 
o f  the SADP P IM Main Document and Table 6.1, page 35 o f  the Beneficiary Assess- 
ment). Local Planning Committees (LPCs), which consist o f  the OPIC project managers, 
representatives from the local growers associations, Provincial Government, milling 
companies, and PNGOPRA, will also play an essential role in endorsing recommenda- 
tions regarding RMTFs and the road levy. 

98. Based on a review of the Social Assessment and Beneficiaries Assessment, and 
the consultations undertaken by the Bank during the long identification and prepara- 
tion phase of this Project, the Bank ascertained that the Borrower had undertaken free, 
prior, and informed consultations and had obtained broad community support. The 
consultations provided participants with knowledge o f  the Project, attendance at the con- 
sultations was voluntary, and the consultations occurred prior to the finalization o f  
Project design. The Bank also relied on i t s  long-term engagement with o i l  palm in the 
country, an agricultural engagement that has been constantly broadly supported by the 
large majority o f  PNG communities. The Bank has been aware that a small group o f  
stakeholders has not been in favor o f  aspects o f  the Project; the Bank has consistently 
sought to engage with them and address their concerns (see below). The Bank also took 
into consideration calls from communities, made during field visits, for more support for 
o i l  palm smallholders. Finally, the Bank considered that the infill ing component i s  volun- 
tary and that approval for participation in infill activities wi l l  also require verification and 
documentation o f  clan consent through a Customary Land Usage Agreement, indicating 
broad community support. In addition, the component o f  the Project on Local Gover- 
nance and Community Participation which involves both oi l  palm and non-oil palm 
households in the Project areas i s  entirely demand-driven, with communities deciding on 
key activities that would be funded through a participatory prioritization process. 

99. Management strongly believes that broad community support for the Project 
exists in the three oil palm growing areas targeted under the Project and that the 
Project design reflects the concerns of the beneficiaries. The Project design integrates 
the concerns raised during the Social Assessment and Bank consultations and provides a 
framework for continued stakeholder engagement during Project implementation as de- 
tailed in the Beneficiaries Participation Framework. 

100. The Requesters claim that broad community support cannot be achieved with- 
out consent, following international norms and that “the peoples o f  Oro and WNB have 
been unable to engage in the design process o f  the SADP. Specifically, they have not 
given their consent (much less participated in consultation) to incur an additional finan- 
cial burden as proposed under the RMTF or for the World Bank to promote new oi l  palm 
expansion.” 
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10 1. World Bank safeguard policies require the Borrower to conduct meaningful con- 
sultations with affected communities, and for both the Bank and the Borrower to disclose 
information to the public. As the Requesters note, OP 4.10 requires “. . .a process o f  free, 
prior and informed consultation” that “results in broad community support”. The policy’s 
references to “free, prior and informed consultation” and “broad community support” are 
not meant to require unanimity o f  views or to condition a Bank project o n  the receipt o f  
consent from glJ affected individuals or groups. Indeed, OP 4.10, Footnote 4 makes it 
clear that “It (namely free, prior and informed consultation) does not constitute a veto 
right for individuals or groups.” [Emphasis added] Broad community support does not 
mean unanimous support. 

Engagement with the Requesters and NGOs 

102. The Bank’s first engagement with NGOs regarding the SADP occurred during 
the November 2002 identification mission, and with the Requesters in January 2004. 
Since then, the Bank has proactively engaged with the Requesters’ representatives, and 
representatives o f  other NGOs; has maintained correspondence with the Requesters; and 
has reiterated its interest in continuing engagement with the Requesters. 

103. Over the Project preparation period, the Requesters’ concerns have ranged 
from general environmental and social concerns in the early stages of Project prepara- 
tion to more specific design issues during Project preparation and Bank compliance 
with environmental and social safeguards in recent months. (See Annex 3 for details on 
Bank engagement with NGOs.) Throughout this period many subjects were discussed 
with the Requesters and other NGOs: from requests for the promotion o f  other agricultur- 
a l  subsectors such as coffee, cocoa and vanilla to  concerns about land disputes in Oro 
Province, effluents and water quality, and the sharing o f  information o n  constraints to 
community development. The concerns raised by stakeholders, including the Requesters, 
have been taken very seriously. Relevant issues raised by the Requesters, including water 
quality, were investigated during Project preparation. In several instances, the Request- 
ers’ concerns have led to  modifications in the Project’s design. For example, the provi- 
sion o f  bi-annual independent environmental and social audits was prompted by the re- 
peated concerns expressed by the Requesters on environmental issues. Some o f  the issues 
raised by the Requesters have reinforced the findings o f  the Social Assessment. There 
have been other cases where the Bank has sought to clarify misunderstandings held by 
the Requesters and others about the design o f  the Project. 

104. Consistent in this engagement, however, has been a call to the Bank to haltfi- 
nancing of the SADP citing in particular the infilling component. In March 2006, the 
Requesters appealed to  the Bank’s President to vote against the SADP and in July 2008 
the Requesters and other NGOs wrote to the Bank’s Executive Directors calling for a no 
vote on the SADP.’* 

’’ The July 2008 letter i s  included in the Requesters’ package; however, the Bank cannot locate this letter in 
its files. 
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105. After the launch of the Project in March 2009, the Requesters’ concerns shijited 
to a focus on Bank compliance with its environmental and social safeguard policies, 
specifically concerns about the free, prior and informed consultations and how broad 
community support for the Project was assessed. Prior to this, throughout the period o f  
engagement with the Bank and during the Social Assessment, the Requesters did not raise 
these issues. 59 Once raised, the Bank has been responsive to the Requesters. The Bank 
has met with the Requesters and other N G O  representatives three times since March 2009 
and several letters were exchanged between the two entities as follows (also see Annex 3 
for details): 

0 The International Accountability Project requested information from the Bank 
regarding the consultation process in April and M a y  2009. 

The Requesters asked for specific information o n  the application o f  various 
environmental and social safeguard policies and the requirement for a process 
o f  free, prior, and informed consultation with the affected Indigenous Peoples’ 
communities with regards to the SADP on July 14,2009. 

0 The Bank responded to the Requesters’ request for information in a letter 
dated September 3, 2009. The Bank’s letter clarified the application o f  the 
various safeguard policies in the Project and provided details on the consulta- 
t ion process and disclosure o f  information. 

0 The Requesters sent an email to the Disclosure Office (dated September 28, 
2009) requesting copies o f  various documents (1 1 preparation studies and 8 
aide memoires) mentioned in the Bank’s correspondence o f  September 3, 
2009. 6o 

0 The request for specific documents was partly addressed o n  December 18, 
2009, with the delivery o f  11 background studies prepared as part o f  the 
Project preparation. The 8 Aide Memoires were delivered to the Requesters o n  
January 25, 2010 upon confirmation o f  Government’s consent.61 The process 
followed in disclosing the various documents was fully consistent with the 
Bank’s Policy on Disclosure o f  Information. 

106. Management acknowledges that the Requesters’ request for the Bank to dis- 
close 8 Aide Memoires and 11 identificationhackground studies could have been ad- 
dressed more expeditiously. The long time-lag in disclosing the documents (which can be 
disclosed at the Bank’s discretion) is the result o f  the time taken to meet with the Re- 
questers face-to-face to discuss their request and to conduct a careful, legal review o f  a l l  

59 The Requesters’ representatives participated in the launch workshop o f  the Social and Environmental 
Assessment in Port Moresby and in a consultation in Popondetta. 
6o Email dated September 28,2009 included in Appendix 3(6) of the Request. 
61 A letter was received from GoPNG on January 22, 2010 stating that Government had no objection to 
disclosing the aide memoires. 
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’ documents to identify any sensitive information before deciding to disclose the back- 
ground studies and recommending disclosure o f  the Aide Memoires to the Government. 

107. The Bank has sought to engage constructively with the Requesters, and other 
groups, to incorporate their concerns into Project design. The Bank has stressed that 
consultation with the Requesters and other stakeholders will continue throughout Project 
implementation. The Bank i s  committed to continued constructive engagement with al l  
stakeholders, including those with quite divergent views. 

SUSTAINABILITY OF THE PROJECT 

108. In the Requesters’ view, “the SADP i s  not a sustainable project. The claimants are 
concerned about the sustainability o f  two key features o f  this project, namely the road 
maintenance fund and the activities o f  OPIC extension officers. The project i s  dependent 
o n  these elements however both are poorly designed and will not be maintained after 
project completion.” 

109. Sustainability is a priority in the SADP. Road conditions in many smallholder 
farming areas in Oro province are poor, and this has a significant impact o n  income due 
to l imited vehicle access for FFB collection. The immediate income loss resulting f rom 
farmers’ inability to sell ripe FFB before they have deteriorated is multiplied by declines 
in block productivity that often occur when farmers lose confidence in the collection sys- 
tem and stop investing in fertilizer and replanting o f  older palm trees. 

1 10. Road maintenance is especially challenging given the tropical, high-rain fall 
climate inherent in oil palm growing areas. The situation in Oro province has been ex- 
acerbated by the lingering impact o f  the destruction wrought by cyclone Guba in Novem- 
ber 2007. However, it i s  the absence o f  an effective institutional arrangement for emer- 
gency and routine maintenance o f  the road network used by smallholder o i l  palm growers 
that i s  at the heart o f  the current situation. As the Project Completion Report for the pre- 
vious Bank project in the Oro province highlighted, even the programming o f  funds for 
maintenance into provincial budgets i s  no guarantee that such maintenance will actually 
take place. 

1 1 1. To ensure that SADP investments in road reconstruction and maintenance are 
sustained, and that the broader smallholder road network is covered, an institutional 
arrangement designed just for this purpose, the RMTF, has been included in the 
Project. During preparation, ini t ial  analysis o f  the financial feasibility o f  the RMTFs was 
undertaken. This included an analysis o f  cost sharing options and funding mechanisms. 
As mentioned earlier, the final design study o f  the RMTFs will be undertaken as part o f  

’ Project implementation. 

1 12. As the previous Or0 project also demonstrated, successful road reconstruction 
and maintenance depends heavily on strong and clear mechanisms for contracting and 
contract management. It was the poor functioning o f  these systems that prevented the 
Oro project from achieving i t s  target o f  450 kilometers o f  roads. Based o n  these lessons, 
the SADP has included a Road Engineering Unit in i t s  design, as wel l  as the strengthen- 
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9 ing and expansion o f  OPID (OPIC’s infrastructure department). These measures will sub- 
stantially mitigate the risk o f  underperformance in the area o f  road reconstruction. 

113. Contrary to the Requesters’ allegations, PNG taxpayers did not pay for 150 ki- 
lometers of roads that were not completed under the previous Oro project, so they will 
not be paying multiple times for these roads when they are completed. As stated in the 
Project Completion Report for the Oro Smallholder Oi l  Palm Development Project, only 
79 percent o f  the funds which were to be used for rural/access road repairs were spent, 
and only 2 percent o f  the funds allocated for main road repair were spent. Some o f  these 
roads have since been repaired using grants from the AusAID PNG Incentive Fund while 
the reconstruction o f  the remainder (105 km) wi l l  be financed by PNGSDP grants (75 
km) and IDA funds (30 km). 

9 

114. The PAD recognized that OPIC’s extension capacity needed to be improved and 
funds are allocated under the Project to strengthen this capacity. The SADP provides 
direct funding for an extension consultant. The extension consultant will introduce an ap- 
proach to interaction with smallholders in which effective means o f  working with groups 
and communities will be developed and implemented (making more effective use o f  
staff/smallholder ratios), and the focus wi l l  be on understanding smallholder values and 
attitudes so that assistance can be directed to overcome real constraints to improved 
smallholder welfare and productivity. Funding limitations have been key constraints, but 
im roved smallholder productivity wi l l  also contribute to OPIC’s financial sustainabili- 
ty.B2 The ARDSF, financed by AusAID, i s  also providing support to strengthen OPIC’s 
capacity. With ARDSF support, OPIC i s  in the process o f  formulating an organizational 
strategic plan in consultation with a wide range o f  stakeholders. 

115. There is no OPIC policy which either rewards or penalizes its staff for newly 
planted oil palm blocks. The Requesters state that “OPIC i s  a target run organization 
which measures extension officer productivity by fruit bunch yield and newly planted o i l  
palm blocks. The targets are set out in the OPIC operation manual and are referred to 
within the SADP P I M  - Infill ing sub manual on page 2. Officers are evaluated by how 
much o i l  palm i s  planted.” The productivity o f  smallholder oi l  palm i s  certainly a high 
priority for OPIC, and for the SADP, but there i s  no target-based staff evaluation system 
in place at OPIC. The only measurement which could be called a “target” i s  OPIC’s ef- 
forts to ensure that seedlings are available for those that wish to plant o i l  palm. For ex- 
ample, in Oro Province there i s  potential for 800 ha per year over five years as indicated 
in Table 1 on page 2 o f  the Infill ing Sub-Manual. The seeds need to be ordered and 
planted by the mill ing company a year in advance - these figures do not constitute grow- 
ing targets, but are required to ensure that there are sufficient seedlings available - if the 
need arises. 

9 

Expectations are that an overall increase in smallholder production through more accessible roads, im- 
proved extension services, infilling and yield increases under the SADP, combined with the extensive pro- 
gram o f  smallholder oil palm replanting that the palm o i l  milling companies are undertaking, will generate 
a substantial increase in FFB production and in the associated OPIC levies o f  K4 per FFB. This will in turn 
enhance the sustainability o f  the existing OPIC service system. 
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ENVIRONMENTAL IMPACTS 

Effluents 

1 16. The Requesters raise a number o f  issues with regard to the environmental impacts 
o f  the Project. The Requesters believe that the environmental assessments are “particular- 
ly poor and miss critical impacts.” According to the Requesters, “Two major gaps in the 
assessment are lack o f  reliable sources and an assessment o f  water effluent. There i s  also 
a concern that the mitigation measures outlined in the EMP in regards to preservation o f  
high conservation value forests are inadequate.” 

117. Management agrees that there was insufficient detail in the EA on the matter of 
effluents. I n  addition to monitoring of milling company IS014001 and RPSO certifica- 
tion, a thorough analysis of the impact of increased effluents due to Project activities 
will be ~ n d e r t a k e n . ~ ~  I n  Management’s view, the Project’s design includes adequate 
measures to minimize and manage risks of deforestation of areas of high conservation 
value. 

118. With regard to the issue o f  effluent treatment, the Requesters point out that the 
EA “does not assess mill effluent at all, merely stating that al l  the mills are IS0140001 
certified and therefore have procedures in place to  mitigate any potential environmental 
damage and are regularly audited” and that the “impact o f  effluent discharge has not been 
reviewed under the SADP EA despite clear evidence that streams receiving effluent are 
polluted and complaints by smallholders.” The Requesters also “do not believe Depart- 
ment o f  Environment and Conservation (DEC) has the ability to monitor the waste water 
licensing properly and future overflows will occur.” 

119. The EA, the EMP and the ESMF identify the potential environmental impacts o f  
the Project and include appropriate and effective mitigation strategies for these.64 The EA 
provides data on the volume o f  effluents and the amount o f  effluent that is  treated and 
discharged. In the EA, a judgment was made that IS014001 certification provided assur- 
ances o f  the integrity o f  milling company environmental management practices and asso- 
ciated controls. In light o f  the current Request, however, Management agrees that a more 
comprehensive analysis o f  the impacts o f  increased production at the o i l  palm mills and 
effluents should have been undertaken in accordance with the requirements o f  OP/BP 
4.01. 

120. A combination of systems is currently in place to mitigate water pollution from 
effluents discharged by the milling companies. To demonstrate compliance with the ac- 

Arrangements for this analysis wi l l  be discussed with the Borrower during the forthcoming supervision 
mission in March 20 10. 

The EA provides detailed information on the potential environmental impacts o f  the SADP. The EMP 
identified the environmental issues and impacts that might arise during implementation o f  the SADP and 
developed mitigation strategies. The ESMF contains detailed environmental screening procedures for any 
subprojects that would be considered for fbrther finding under Component 2 (Local Governance and 
Community Participation) o f  the Project. 

63 
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ceptable levels o f  Biological Oxygen Demand (BOD) specified in the environmental 
permits issued by the DEC, each milling company operating in the SADP areas maintains 
daily records o f  BOD levels in effluent water entering river systems from i ts  treatment 
facilities. The mills also send water samples to the National Analytical Laboratory in Lae, 
an independent, commercial lab, as a comparison to their own BOD testing results. To 
maintain i t s  RSPO and IS014001 certifications, each mill i s  subjected to annual audits 
carried out by independently appointed registered auditors (for the PNG o i l  palm compa- 
nies these are SGS and BSI Management Systems). Audits are conducted annually for 
RSPO and IS014001. If a major ‘corrective action’ i s  identified by the auditors, the com- 
pany i s  given seven days to submit a corrective action plan and then a follow-up audit i s  
conducted (usually within six months) before any certificate can be awarded. 

‘ 

121. Two out of the three milling companies in the Project areas are RSPO certified; 
the third is in the process of certification. There are three o i l  palm milling companies in 
the Project area: Hargy Oi l  Palms Ltd (HOPL) in Bialla; New Britain Palm Oi l  Ltd 
(NBPOL) in Hoskins and Higaturu Oi l  Palms (HOP) in Popondetta. In addition to being 
RSPO certified, two o f  the three milling companies (HOPL and NBPOL) in the SADP 
areas have undergone a certification audit during the last 4 months. Both the July 2008 
RSPO Assessment o f  NBPOL and the April 2009 Assessment o f  HOPL reviewed records 
and treatment systems for mill effluent and stormwater discharges as well as the use and 
condition o f  riparian buffer zones.65 The latest HOP report i s  being completed. 

’ 

122. I n  addition to the systems described, the SADP has built in the provision of an 
independent bi-annual environmental audit. The audits will include the testing o f  water 
for effluent discharge in appropriate areas. 

’ 

High Conservation Value Forests 

123. There are very few areas within the scope of Component 1 of the SADP (small- 
holder productivity enhancement) which have never been logged. The SADP i s  being 
implemented in the Talasea District o f  WNB province and the Ijivitari and Sohe Districts 
(the whole province) o f  Oro province. Nearly the whole o f  WNB has been extensively 
logged at least once but in many cases several times. There are two major Timber Rights 
Purchase agreements (TRPs), Kapuluk/Kapuluk Extension and Ania Kapiura covering 
some 500,000 ha; the parts o f  the province where there were no TRPs were divided into 
Local Forest Areas. Even the Garu Wildlife Management Area in WNB was selectively 
logged in the late 1960s. In Oro province, most o f  the logging activity to date has been 
carried out in the hinterland o f  Oro Bay to Kokoda, under the Kumusi, Saiho, Saiho ex- 
tension and Girua Haijo TRPs. 

’ 

124. No significant conversion or degradation of critical forest areas or related criti- 
cal natural habitats is planned under the Project, and in Management’s view the 
Project includes adequate measures (consistent with OPBP 4.36) to minimize and 

http://www.nb~ol.com.vrr/downloads/RSP0%20-%20BSI%20Public%2OSumman/%20report.pdf and 65 

http://www.rspo.org/resource~centre/Hargy-RSPO-Public-Summary-Report-03May2009.pdf. 
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manage risks of deforestation of areas of high conservation value. The Project also in- 
corporates measures to avoid risks to critical habitats in l ine with the requirements o f  
OP/BP 4.04. 66 

125. Component 1 of the SADP comprises road reconstruction, maintenance and 
potential infill plantings along the existing road networks, with comprehensive screen- 
ing processes in place to ensure that no remaining intact or remnant forests are af- 
fected by the Project. For Component 2 the screening process detailed in the ESMF also 
ensures that no subproject w i l l  be funded if there are any negative environmental impacts 
on forests or regenerating forests. Areas for infill ing have not been pre-identified as the 
component i s  demand driven. The envisaged two hectare blocks for infill ing are scattered 
throughout a very large area and a thorough screening mechanism has been put in place 
to ensure that’each and every block o f  land that i s  considered for infill ing wi l l  undergo a 
comprehensive assessment o f  i t s  environmental and social suitability for planting; no 
planting will take place in primary forest areas or in critical habitats. The social and envi- 
ronmental screening o f  potential infill plots includes completion o f  an “Oil Palm Planting 
Approval Form.” In addition, any VOP block that has been logged since November 2005 
will not be eligible for infill planting as per RSPO requirements. All smallholder oi l  palm 
areas in the three Project areas are in the process o f  being certified through the RSPO 
process that requires High Conservation Value Forests (HCVF) to be mapped. The Wild- 
l i f e  Management Areas in or near the Project areas are also being mapped in the RSPO 
certification process. PNG’s logging code o f  practice (in the absence o f  an oi l  palm code 
o f  practice) and national environmental laws will also be followed. 

126. The Requesters highlight the lack o f  a forest inventory as being a breach o f  Bank 
policies as required under BP4.36 (Forests), paragraph 4. BP 4.36 (Forests) refers to an 
inventory o f  critical forest areas and not to a forest inventory per se, which i s  a manage- 
ment tool used to aid harvesting. BP 4.36 recognizes that an inventory o f  such critical 
forest areas “is undertaken at a spatial scale that is ecologically, socially and culturally 

66 The provinces in which this Project w i l l  be carried out contain a number o f  critical natural habitats and 
critical forest areas, most notably the habitats o f  the Queen Alexandra’s Birdwing Butterfly in Oro Prov- 
ince and many important Wildlife Management Areas (Wh4As) and Reserves in West New Britain. The 
SADP does not extend o i l  palm development into new and undeveloped areas, but w i l l  be restricted to infil- 
l ing and road reconstruction within existing developed areas to avoid risks to critical natural habitats and 
forest areas. The site sensitivity classification processes under the Project include screening for high con- 
servation value areas. As elaborated in the EMP, throughout the Project areas there are remnant patches o f  
forest which must be protected against any disturbance as they provide vital wildlife and plant dissemina- 
tion refuges and corridors. Although some o f  these remnant forest areas are no more than one or two hec- 
tares in size, and may be adjacent to existing o i l  palm blocks or roads, nevertheless they may be important 
refbges and must remain undisturbed. Where a new block i s  to be established a 10 meter wide buffer zone 
o f  natural vegetation must be left undisturbed along the boundary between the block and the forest area. 
Patches o f  wetland and remnant swamp areas also occur throughout the Project areas and provide important 
refuges and corridors. These areas must remain undisturbed by any development; they are particularly sus- 
ceptible to disturbance from changes in water level which may be caused by the construction or renovation 
o f  drainage channels in adjacent o i l  palm blocks or roads. Patches o f  wetland and remnant swamp areas are 
also highly susceptible to the effects o f  sedimentation caused by sediment laden drainage waters. The EMP 
identified measurers to ensure that al l  new construction or renovation o f  blocks or roadside drainage chan- 
nels do not discharge into or cause drainage o f  any wetland or swamp areas. 
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- appropriate for the forest area in which the project is located.” A site specific inventory 
o f  critical forest areas will be undertaken through the screening process to be used for all 
potential blocks proposed for infilling under the SADP. The screening mechanisms pro- 
vided in the Oi l  Palm Planting Approval Form being used under the SADP explicitly ex- 
clude sensitive sites and provide explicit criteria against which every proposed site must 
be evaluated. This assessment approach under the Project i s  consistent with BP 4.36, pa- 
ragraph 4. OPIC environmental officers together with extension officers will be responsi- 
ble for undertaking the site sensitivity screening. In addition, bi-annual independent envi- 
ronmental audits wi l l  be undertaken which w i l l  include monitoring o f  blocks selected for 
infill ing by OPIC to ensure compliance with social and environmental safeguards. 

’ 

127. OPIC’s extension officers have been trained in identifying primary forest areas; 
three qualified environmental officers are also being recruited, one for each of the 
Project areas, and extension officers will be receiving further training under the 
Project. As noted above, the social and environmental screening o f  potential infill plots 
includes completion o f  the Oi l  Palm Planting Approval Form. The Form has been in use 
since 2007 in all locations that have OPIC extension officers. OPIC officers have been 
trained in identifying primary forest areas. This i s  particularly the case in Oro Province, 
where Queen Alexandra’s Birdwing Butterfly (QABB) habitat has been a critical issue 
since 1998 under the Oro Conservation Project (an AusAID funded project); officers 
there have been receiving regular training in the environmental aspects o f  infill planting. 
OPIC extension officers are currently undergoing further training in the principles and 
criteria that relate to the RSPO, including the identification o f  High Conservation Value 
Forests (HCVF) areas. The independent environmental audits under the Project will also 
include monitoring o f  blocks selected for infill ing by OPIC to ensure compliance with 
social and environmental safeguards. 

’ 

128. I n  the context of preparing this response, Management has identified some in- 
consistencies between the EMP and the PIM in describing the division of labor be- 
tween OPIC extension officers, the environment officers and the land officers for com- 
pleting the Oil Palm Planting Approval Form. These inconsistencies were also 
identified by OPIC in the context o f  RSPO certification audits in December 2009. The 
Bank will follow up with OPIC to finalize the necessary amendments to Project docu- 
mentation to clarify the division o f  labor for the site sensitivity screening. The Requesters 
quote the EMP stating that “if sites are not identified as sensitive, the environmental of- 
ficer will not be involved.” The infill manual in the P IM states that both the extension 
and environmental officer wi l l  be involved in the site sensitivity screening. To further 
ensure all environmental and land related provisions are strictly adhered to, revisions to 
the Infill Manual to require explicit sign-off by environmental and land officers on the 
Oi l  Palm Planting Approval Form will be discussed with OPIC. 

V. MANAGEMENT’S RESPONSE 

129. Management believes that the Bank has made diligent efforts to apply i t s  policies 
and procedures and to pursue concretely i ts  mission statement in the context o f  the 
Project. In Management’s view, the Bank has in all material respects followed the guide- 

39 



Papua New Guinea 

lines, policies and procedures applicable to the matters raised by the Request. As a result, 
Management believes that the Requesters’ rights or interests have not been adversely af- 
fected by a failure o f  the Bank to implement i ts  policies and procedures. Management 
recognizes several areas for improvement: 

e 

e 

e 

130. 

The review confirms that no documents were translated into local languages. The 
Bank will ensure that key documents (including a summary o f  the environmental 
assessment) are translated and made available in ‘user friendly’ formats by OPIC 
in the Project areas and that OPIC radio programs communicate key aspects o f  the 
Project to smallholders. Management will discuss with the Government which re- 
levant Project documents should be routinely translated during preparation, either 
in summary or in full. The Bank will encourage the Borrower to have relevant 
translated materials made available in the Project areas by July 1 , 20 10. This will 
ensure the availability o f  translated materials prior to commencement o f  any infill 
or road reconstruction activities. 

Management recognizes that documentation o f  the consultation process in the So- 
cial Assessment should have been more detailed and complete. 

Management agrees that there was insufficient detail in the EA on the matter o f  
effluents. Based on the review, an analysis o f  the impact o f  increased effluents 
due to Project activities w i l l  be undertaken. Arrangements for this analysis will be 
discussed with the Borrower during the forthcoming supervision mission in 
March 20 10. 

In light o f  the concerns raised in the Request, Management wi l l  also take the fol- 
lowing actions: 

Ensure that inconsistencies between the P I M  and the EMP are addressed. Some 
inconsistencies between the EMP and the P IM in describing the division o f  labor 
between OPIC extension officers, the environment officers and the land officers 
for completing the Oi l  Palm Planting Approval Form have been identified while 
preparing this response. Necessary amendments to the Project documents wi l l  be 
discussed with OPIC. 

To further ensure that all environmental and land-related provisions are strictly 
adhered to, an explicit sign-off by environment and land officers on the O i l  Palm 
Planting Approval Form will be discussed with OPIC. 

Measures to further strengthen the consultation process for major activities during 
implementation will be discussed with OPIC. These include measures to ensure 
that the processes for community involvement and obtaining and documenting 
community support for the demand driven components o f  the Project are more 
explicit. 

Inputs wi l l  be provided to OPIC to ensure: (i) that the design o f  the RMTFs i s  
done in a consultative way with the objective o f  ensuring sustainability; (ii) that 
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the process o f  collecting and analyzing data and revising the FFB pricing formula 
continues to involve smallholders, through their representatives, and OPIC as well 
as the milling companies; (iii) that provisions in the Road Reconstruction Sub- 
Manual, the Environmental Management Plan and the Resettlement Policy 
Framework are reexamined in light o f  the fact that IDA will be financing some o f  
the incomplete roads in Oro province which were previously to be financed by 
PNGSDP; (iv) that adequate provisions are made for the independent social and 
environmental audits; and (v) that the grievance mechanisms under the Project are 
~trengthened.~~ 

13 1. 
suggested actions, are provided in Annex 1. 

The Requesters’ claims, accompanied by Management’s detailed responses and 

67 The Resettlement Policy Framework o f  the P I M  details grievance mechanisms to address land-related 
issues. Component 2 on local governance and community participation also includes mechanisms to ad- 
dress grievances. The Bank w i l l  discuss with OPIC a more comprehensive grievance mechanism covering 
all aspects o f  the Project. This mechanism w i l l  have time-bound processes and require the documentation 
and tracking o f  outcomes. 
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ANNEX 1 
CLAIMS AND RESPONSES 

I No. Claimllssue 

The SADP Integrated Safeguards Data Sheet (16 
May 2007), the SADP Project Information Docu- 
ment (23 February 2007) and the SADP Project 
Appraisal Document (1 9 November 2007) refer- 
ence OP/BP 4.10 as an applicable policy that is 
triggered in this project. 
Consultation and disclosure 
The Bank has breached the Indigenous Peoples' 
policy by failing to assess whether the borrower 
has effectively implemented free, prior and in- 
formed consultations which have resulted in broad 
community support (BCS). OPlBP 4.10 states 
that: "For all projects that are proposed for Bank 
financing and affect Indigenous Peoples, the Bank 
requires the borrower to engage in a process of 
free, prior and informed consultation. The Bank 
provides project financing only where free, prior, 
and informed consultation results in broad com- 
munity suppod to the project by the affected Indi- 
genous Peoples." (OP 4. IO,  paragraph 1). The 
Indigenous Peoples policy (OP/BP 4.10) goes on 
to state that when ascertaining the extent of BCS, 
the Bank must pay 'particularattention to the so- 
cial assessment and to the record and outcome of 
the free, prior, and informed consultation with the 
affected Indigenous Peoples' communities" (OP 
4. IO, paragraph 11). 
Free, prior, and informed consultation with af- 
fected Indigenous Peoples' communities "refers to 
a culturally appropriate and collective decision 
making process subsequent to meaningful and 
good faith consultation and informed participation 
regarding the preparation and implementation of 
the project"(OP/BP 4.10, 17.4). 
As part of free, prior, and informed consultation, 
the policy requires the borrower to inform com- 
munities of: (a) their rights to such resources un- 
der statutory and customary law; (b) the scope 
and nature of the proposed commercial develop- 
ment and the parties interested or involved in such 
development; and (c) the potential effects of such 
development on the Indigenous Peoples' livelih- 
oods, environments, and use of such resources. 
(OP/BP 4. IO, paragraph 18). 

Response 

Response: It is Management's view that free, prior and in- 
Formed consultations were undertaken during Project prepara- 
tion and that broad community support for the Project exists in 
the Project areas. 
The Borrower conducted a detailed Social Assessment and a 
Beneficiaries Assessment.' * As documented in these reports, 
numerous consultations were held to inform the assessments 
and to elicit feedback from key stakeholders on various Project 
design choices and activities. 
Based on a review of these documents, and the consultations 
undertaken by the Bank during the long identification and prepa- 
ration phase of this Project, the Bank ascertained that the Bor- 
rower had obtained broad community support. The Social As- 
sessment and Beneficiaries Assessment were disclosed in PNG 
prior to appraisal. 
The Social Assessment and the Beneficiaries Assessment tho- 
roughly document the findings of the consultations that were 
held. But Management recognizes that there was insufficient 
documentation of the consultation process in the Social As- 
sessment. The Social Assessment report does not discuss what 
information was systematically shared with participants during 
various consultations, how information was conveyed or how 
locations and participants were selected. Recent engagement 
with the consultants who carried out the Social Assessment con- 
firms that participants were informed about the Project's main 
activities and there was extensive discussion on the infill com- 
ponent and on roads. 
Additional consultations are also planned for various Project 
activities throughout implementation to ensure informed partici- 
pation. Several key sub-componentslcomponents in the Project 
are demand driven, with communities deciding on the specific 
activities to be funded through a participatory prioritization 
process. 
Background: 

The SADP triggered the Indigenous Peoples Policy OP/BP 
4.10 as the vast majority of the population in the Project 
areas is considered indigenous. 
As documented in the Social Assessment and Beneficiaries 
Assessment, a wide range of consultations was held with oil 
palm smallholder households, non-oil palm communities di- 
rectly affected by the Project, Local Government institu- 
tions, CBOs (including women's and youth groups), NGOs, 
church groups and oil palm organizations (including oil palm 
growers associations). 
At least 550 people were directly consulted during prepara- 
tion of the Social Assessment and the Beneficiaries As- 

' Curry, G.N., and G. Koczeberski, 2007. Social Assessment Report for the Smallholder Agriculture Development Project 
(SADP) Papua New Guinea. (p. 4). Report to the Oi l  Palm Industry Corporation. 

Curry, G.N. and G. Koczeberski, 2007. Beneficiaries Assessment Report for the Smallholder Agriculture Development 
Project, Papua New Guinea. Report to the Oi l  Palm Industry Corporation. 
2 
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No. - 

- 

Clairn/lssue Response 

sessment through one-on-one interviews and focus group 
discussions. In Oro Province, consultations included res- 
pondents from 15 towns/villages, which spanned both dis- 
tricts and 5 LLGs (see Maps). In WNB Province consulta- 
tions included respondents from 25 towns/villages, which 
spanned 5 LLGs in Talasea district. Many of these 
towns/villages were visited by consultants and in some cas- 
es individuals traveled to meet consultants; however, the 
Social Assessment documentation does not clearly distin- 
guish the location of each meeting. Names of people con- 
sulted are included in the Social Assessment, although the 
names of individuals who participated in the focus group 
discussions were kept confidential to ensure that partici- 
pants would be comfortable to express their views freely. 
Participation in the consultations was voluntary and the 
format of the consultations was culturally appropriate. All 
focus group discussions with oil palm smallholders and non- 
oil palm growing households were held in Tok Pisin. 
Groups of smallholders were invited to participate in the 
consultations by OPlC extension officers. Focus group 
meetings with community groups from the two LLGs which 
formed part of the institutional assessment, included in the 
Social Assessment, were arranged with the assistance of 
OPlC and LLG representatives (this information is based on 
recent communication with the consultants that carried out 
the Social Assessment). 
All focus group discussions were prefaced by an overview 
of the Project and participants were informed that the dis- 
cussions were being held to elicit their views on Project ac- 
tivities. Project terms were described in a form that was ap- 
propriate for the audience. Oil palm has been grown in the 
Project areas for several decades now and participants 
were very familiar with oil palm cultivation, although the 
concept of infilling was not familiar. lnfilling was explained in 
detail with illustrative maps drawn either on the ground or 
on paper. The voluntary nature of infilling was made clear to 
participants (this information is based on recent communi- 
cation with the consultants that carried out the Social As- 
sessment). 
The Social Assessment and Beneficiaries assessment were 
disclosed in PNG prior to appraisal. On February 20, 2007 
OPlC formally submitted the revised Social and Environ- 
mental Assessments and related documents to the Bank. 
The documents were made available in the PNG PIC office 
on February 22,2007 and in the Bank's Infoshop on the 
same day. The formal notification to the general public an- 
nouncing the locations where the documents were dis- 
closed was published by OPlC in the Papua New Guinean 
press on February 22,2007. The EA and the ESMF were 
subsequently modified based on safeguard clearance rec- 
ommendations on March 4, 2007 and April 23, 2007, re- 
spectivel~.~ The Resettlement Policy Framework and the 

Key changes incorporated in the Environmental Assessment were: (a) clarification o f  the World Bank Safeguard Policies 
triggered by SADP and how they were incorporated into the EA; (b) provision o f  illustrative maps to show the Project 
areas; (c) clarification o f  the mills' capacities for the increased production and pollution control facilities that could result 
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2. 

- 

Claimllssue 

Consultation reconls. A record of the consultation 
process should also be maintained as part of the 
project files. 
It is unclear if adequate and complete records of 
the consultations have been kept. Requests from 
the claimants and CELCOR to the World Bank for 
records of the consultations to date have not been 
satisfied. If records of the consultations have been 
kept, they have not been made publicly available. 
The SADP Social Assessment lists the names of 
people consulted in three meetings (in cities in 
each of the project areas) and the Environmental 

Response 

EMP were formally approved by the National Executive 
Council on June 21,2007. 
In addition to the consultations undertaken as part of the 
Social Assessment, the Bank also undertook consultations 
with a wide range of stakeholders durin the identification 
and preparation phases of the Project:' See Item 15 re- 
garding engagement with the Requesters during Project 
preparation. 
A Beneficiaries Participation Framework was prepared on 
the basis of the Social Assessment and outlines ways in 
which beneficiary communities could participate throughout 
the Project. Aspects of this Framework have been incorpo- 
rated into the Project's design. 
Many key components/activities in the Project are demand 
driven. For example, the subcomponent on smallholder oil 
palm infill planting in VOP areas requires interested small- 
holders to explicitly apply for infilling support and meet crite- 
ria for site suitability. Approval for participation in infill activi- 
ties will also require verification and documentation of clan 
consent through a Customary Land Usage Agreement. The 
component on Local Governance and Community Participa- 
tion is also demand driven, with communities deciding on 
key activities that would be funded through a participatory 
prioritization process. For this component, community facili- 
tators will be engaged to ensure that all stakeholders have 
clear information about the Project and that planning, de- 
sign and costing of all activities are transparent and access- 
ible to all community members and other stakeholders.6 

Management Action: 
Amendments to the PIM will be discussed with OPlC to further 
strengthen the consultation process for.major activities during 
implementation and ensure that the processes for community 
involvement, and obtaining and documenting community sup- 
port, for the demand driven components of the Project, are more 
explicit. 

Response: The consultations undertaken by the Borrower are 
documented in the Social Assessment and the Beneficiaries 
Assessment. It is Management's view that together the Social 
Assessment and the Beneficiaries Assessment adequately doc- 
ument the findings of the consultations. Management recogniz- 
es, however, that documentation of the consultation process 
itself should have been more detailed and complete. While the 
report describes the methods used to consult with stakeholders 
and includes a summary of persons consulted, the documents 
should have elaborated further on several aspects including 
specifying what information was provided on the Project during 
the consultations and on how locations and participants were 

from SADP; (d) description o f  requirements for inclusion o f  a Pest Management Plan in the EA; and (e) inclusion o f  more 
social aspects in the ESMF. 

See Annex 2, Summary o f  Consultations. 
The Bank undertook 16 missions between November 2000 (supervision o f  the Oro Smallholder O i l  Palm Project) and 

December 2007 (Bank approval o f  the SADP) and during these missions consulted with many stakeholders. The Bank con- 
sulted with individuals and groups in 4 1 townshillages, across 15 LLGs in Oro Province, West New Britain Province, and 
Milne Bay Province. 

4 

Project Implementation Manual for Component 2 on Local Governance and Community Participation. 
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Assessment provides a brief summary of consul- 
tations in the PNG capital, Port Moresby. Howev- 
er, no other records of consultations are available. 
If these are the only consultation that took place, 
they are inadequate as not all the claimants had 
knowledge of the consultations or the opportunity 
to attend. 
The failure to maintain and provide access to a 
clear and complete record of the consultations 
conducted is itself a violation of WB policy and 
procedures. Far graver, however, is the evidence 
that the Bank has failed to assess broad commu- 
nity support and indeed that such support does 
not exist among the communities and peoples 
impacted by this project. 

Response 

selected. 
Refer to Item 1 above for details on the extent of the consulta- 
tions and the Banks assessment of the existence of broad 
community support. 
Management disagrees with the Requesters’ assertion that 
there were only three meetings in cities conducted as part of the 
Social Assessment. As part of the Social Assessment, there 
were 21 focus group meetings and a large number of one-on- 
one meetings - see Item 1 above for details on the locations of 
meetings and the number of persons consulted. 
The Bank also undertook consultations with a wide range of 
stakeholders during identification and preparation missions - 
see Item 1 above. The results of these consultations were noted 
by Bank staff and are reflected in several discussions and fol- 
low-up with the Government. In addition, consultations were also 
undertaken as part of several preparation studies commissioned 
during Project preparation. Management acknowledges that the 
Requesters’ request for the Bank to disclose 8 Aide Memoires 
and 11 identification/background studies could have been ad- 
dressed more expeditiously. The background studies were 
shared with the Requesters on December 18,2009. The 8 Aide 
Memoires were delivered to the Requesters on January 25, 
2010 upon confirmation of Government‘s consent. The process 
followed in disclosing the various documents was fully consis- 
tent with the Bank‘s Policy on Disclosure of Information. 
Background: 

The Beneficiaries Assessment (part of the Social Assess- 
ment) has detailed summaries of the stakeholder consulta- 
tions and findings from the various consultations are also 
extensively referenced in the text of the Social Assessment. 
The Social Assessment and the EA include detailed lists of 
persons consulted. Appendix 3 of the EA includes a list of 
the participants that attended the launch workshop for the 
Social and Environmental Assessments and provides a 
summary of the social and environmental issues discussed 
at the meeting.’ 
Regarding the Requesters’ request for records of the con- 
sultations, the Requesters wrote to the Bank enquiring 
about the application of various environmental and social 
safeguard policies to the SADP in July 2009. The Request- 
ers also requested specific information on the Banks re- 
quirement for a process of free, prior, and informed consul- 
tation with the affected Indigenous Peoples’ communities. 
The Bank responded to the Requesters’ request for infor- 
mation in a letter dated September 3, 2009. The Bank’s let- 
ter clarified the application of the various safeguard policies 
in the Project and provided details on the consultation 
process and disclosure of information. Subsequently, the 
Requesters sent an email to the Disclosure Office (dated 
September 28, 2009) requesting copies of various docu- 
ments mentioned in the Banks correspondence of Septem- 
ber 3, 2009.’ 

Douglas, J. Environmental and Social Assessment o f  the Smallholder Agriculture Development Project. Workshop report. 

Email dated September 28,2009 from Mr. Eddie Tanago, CELCOR. 

7 

18’ July, 2006. 
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Claimllssue 

Support forproject. The road maintenance levy, 
as one example, will clearly have an effect on the 
growers' livelihoods and there is no evidence of 
broad support among the affected communities for 
this aspect of the project design, or at least none 
that has been made available to the claimants. 
Lack of consultation on this issue, among others, 
shows that there has not been informed participa- 
tion. Informed participation should have been rea- 
lized under a broad community support assess- 
ment and failure to undertake such an 
assessment indicates a serious breach of World 
Bank policy. 
Further, indigenous peoples right to development 
includes the right to determine their own pace of 
change, consistent with their own vision of devel- 
opment and the right to say no. 
The peoples of Oro and West New Britain have 
been unable to engage in the design process of 
the SADP. Specifically, they have not given their 
consent (much less participated in consultation) to 
incur an additional financial burden as proposed 
under the Road Maintenance Trust Fund or for the 
World Bank to promote new oil palm expansion. 
Broad community support cannot be achieved 
without this consent, following international norms. 
The project consequently does not comply with 
the purpose of the Indigenous Peoples' Policy 
(OP/BP 4.10), which is a breach of World Bank 
policy. 
The Inspection Panel has previously considered 
similar issues in the China Western Poverty Re- 
duction Report. 

Response 

Eleven background studies were delivered to the Request- 
ers on December 18'h.9 The long time-lag in disclosing 
these documents (which can be disclosed at the Banks 
discretion) is the result of the time taken to: meet with the 
Requesters face-to-face to discuss the request; conduct a 
careful, legal review of all documents to identify any sensi- 
tive information before recommending disclosure to Gov- 
ernment; and difficulties in scheduling meetings with appro- 
priate Government officials to discuss the request. The 8 
Aide Memoires were delivered to the Requesters on Janu- 
ary 25, 2010 upon confirmation of Government's consent. 
The process followed in disclosing the various documents 
was fully consistent with the Bank's Policy on Disclosure of 
Information. 
As a normal part of implementation, steps will be taken to 
ensure better documentation of the consultations that will 
be held during implementation. 

Management Action: No action necessary. 

Response: Management does not agree with the Requesters' 
view that the people of Oro and WNB have been unable to en- 
gage in the design process of the SADP. 
See Item 1 on consultations and broad community support. 
OPlBP 4.10 stipulates that the Bank provides project financing 
only where free, prior, and informed consultation results in broad 
community support to the Project by the affected Indigenous 
Peoples. As indicated in Item 1 above, Management considers 
that the affected Indigenous Peoples community broadly sup- 
ported the Project. 
Under the Project it is proposed that RMTFs would be set up in 
each of the three Project areas to provide guaranteed funding 
for maintenance of smallholder access roads. The design of the 
RMTFs was not finalized during preparation and a comprehen- 
sive study of the RMTF is financed under the Project. 
The establishment of RMTFs and the introduction of an addi- 
tional levy for road maintenance have been discussed by the 
Bank and representatives of the growers associations in all 
three Project areas, starting from November 2001 and all 
throughout Project preparation and appraisal." Management 
agrees that there could have been broader consultation on the 
road maintenance levy within the grower community during 
preparation. However, Management notes that further consulta- 
tions are planned as part of the RMTF design study. 
Background: 

There are three smallholder oil palm growers associations 
in the Project areas: Bialla Oil Palm Growers Association; 
Hoskins Oil Palm Growers Association; and Popondetta Oil 
Palm Growers Association. Each association is governed 
by a constitution, representatives of the associations are 
elected and members pay regular dues. 
Throughout Project identification and preparation, the Bank 
consulted with representatives of growers associations re- 
garding the RMTFs and the road maintenance levy. OPIC's 

See letter from World Bank to Requesters dated December 18', 2009. 
lo The concept o f  a RMTF for smallholder access roads was first explored in a 2001 study for OPIC finded by the Bank. 
Ellington, D., 2001. Study o f  the Smallholder Oi l  Palm Sector. 
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Response 

managers were also liaising with the growers associations 
on the subject of the road maintenance levy and were col- 
lecting feedback from growers on different levels of levies.’‘ 
Discussions with these representatives during preparation 
indicated that it would be difficult to reach an agreement on 
the road levy without the roads first being rehabilitated. 
Growers also wanted some assurance that Provincial Gov- 
ernment funding for the trust funds would materialize. For 
instance, on February 9, 2004, the executive members of 
the Bialla Oil Palm Growers Association wrote to the Bank, 
OPIC, the WNB Government, and the milling company to 
provide their feedback on the proposed introduction of a 
new road maintenance levy. They stated that “the issue of 
growers contributing to fund maintenance cost is seen as 
an acceptable principle for the overall good of growers and 
the Bialla oil palm project in general,” and that “preliminary 
indications are that growers will accept contribution of the 
cost.” While submitting various proposals and options for 
the road levy, they also made it clear that the growers 
would only commit to paying a road levy after the Provincial 
Government agreed to appropriate funds for maintenance. 
The design of the RMTFs is to be finalized during imple- 
mentation. This is detailed in the PAD -which indicates that 
the Project includes a “consultancy to design and process 
the details of the RMTF instrument” (see PAD page 36, pa- 
ragraph 30) - and was highlighted during the Project launch 
events (in the different Project areas and in Port Moresby) 
in March 2009. The design of the RMTF was included in the 
implementation phase of the Project as discussions with 
key stakeholders had indicated the difficulty of reaching an 
agreement on the road levy without the roads first being re- 
habilitated. Furthermore, international experience indicated 
that it would take close to two years to finalize the design of 
the RMTFs. Considering these factors, and in an attempt 
avoid further delaying preparation, the design study was in- 
cluded as part of Project implementation. 
Some text within the PAD and PIM might give the impres- 
sion that the details of the RMTFs had been finalized. The 
Requesters have sought clarification on the issue several 
times, including during the meeting on May 14, 2009 at- 
tended by the Bank, PNGOPRA, the Requesters and the In- 
ternational Accountability Project. The issue was discussed 
again during a meeting between the Bank and the Re- 
questers on October 13,2009. As documented in the Re- 
questers’ minutes, the Bank informed them that the design 
of the RMTFs had not been finalized and that further con- 
sultations would take place as part of the design process.” 
There will be broad consultations with stakeholders on the 
RMTF and the road levy during the RMTF design study. 
The Beneficiaries Participation Framework recommended 
the establishment of SSCs in each Project area to play an 
advisory and decision making role in Project implementation 
and management. The concept of the SSCs has been inte- 
grated into Project design; they will be responsible for, 
among other things, consulting with growers on issues in- 

’’ World Bank Aide Memoire, April/May 2006. 
l2 Appendix 3(9) and 3(10) o f  the Request for Inspection. 
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Human Rights. With regard to the claimants’ hu- 
man rights, the World Bank has a duty to read the 
Indigenous Peoples’ policy in line with the purpose 
of the policy, which is to ensure respect for lndi- 
genous Peoples’ dignity, human rights and cul- 
ture. (OP 4.10, paragraph l )  
Recognized human rights norms therefore inform 
the reading of the policy (OP/BP 4.10), particularly 
the provision that the Bank will finance projects 
only where free, prior and informed consultation 
with affected Indigenous Peoples results in their 
“broad community support“. (OP 4.10, paragraph 
1 ). 
Many international bodies and organizations con- 
sider that in addition to other consultation me- 
chanisms, states and private sector parties must 
obtain the consent of indigenous and tribal 
peoples to large scale development or investment 
projects that have a significant impact on rights of 
use or enjoyment of land or territories: 
“[flree, prior and informed consent is essential for 
the [protection ofl human rights of indigenous 
peoples in relation to major development projects” 
U . N . , Report of  the Special Rapporteur on the 
situation of human rights and fundamental free- 
doms of indigenous peoples, Rodolfo Stavenha- 
gen, submitted in accordance with Commission 
resolution 20011’65 (Fifty ninth session), U.N. Doc. 
EICN.4/2003/90, January 21, 2003, paragraph 66. 
See also Saramaka People v Suriname, Inter- 
American Court of Human Rights, Judgment of 
November 28, 2007 (noting the internationally- 
recognized right to “free, prior and informed con- 
sent“); international Court of Justice, Western Sa- 
hara: Advisory Opinion of 16 October 1975, lCJ 
Reports 1975 (same); M. Janis, The International 
Court of Justice: Advisory Opinion on the Western 
Sahara, 17 Harv.lnt’lL.J. 609, 61 (1976) (same). 

International Commitments 
The Bank must also ensure that its projects do not 
contravene the borrower‘s international human 
riahts commitments. OMS 2.20 reauires that a 

Response 

cluding the RMTF and road levy (see page 17 of the SADP 
PIM Main Document and Table 6.1, page 35 of the Benefi- 
ciary Assessment). Local Planning Committees (LPCs), 
which consist of the OPlC project managers, representa- 
tives from the local growers association, Provincial Gov- 
ernment, milling company, and PNGOPRA will also play an 
essential role in endorsing recommendations regarding 
RMTFs and the road levy. 

Management Action: OPlC is currently preparing the TOR for 
the RMTFs. The Bank will ensure that there are adequate provi- 
sions for consultations during the design of the final arrange- 
ments for the trust funds. Amendments to the PIM will be dis- 
cussed with OPlC to ensure that the processes for community 
involvement and obtaining and documenting community support 
for the demand driven components of the Project, and for the 
design of the RMTF during implementation, are more explicit. 

Response: World Bank safeguard policies require the Borrower 
to conduct meaningful consultations with affected communities, 
and for both the Bank and the Borrower to disclose information 
to the public. As the Requesters note, OP 4.10 requires “...a 
process of free, prior and informed consultation” that “results in 
broad community support.” 
The policy’s references to “free, prior and informed consultation” 
and “broad community support” are not meant to require un- 
animity of views or to condition a Bank project on the receipt of 
consent from &affected individuals or groups. Indeed, OP 4.10, 
Footnote 4 makes it clear that “It (namely free, prior and in- 
formed consultation) does not constitute a veto right for indi- 
viduals or groups.” [Emphasis added] 
Free, prior, and informed consultation with the affected Indigen- 
ous Peoples communities is clearly defined under the Bank’s 
policy as “a culturally appropriate and collective decision-making 
process subsequent to meaningful and good faith consultation 
and informed participation regarding the preparation and imple- 
mentation of the project.” [Emphasis added] Because each 
group or subgroup of stakeholders may have legitimate percep- 
tions, needs, claims and concerns, from a sociological perspec- 
tive, it is not meaningful to assign greater or lesser weight to the 
legitimacy of the views of a particular group. By the same token, 
it is inappropriate to assign veto power or authority over a 
project to any one group or subgroup among stakeholders. 
Broad community support does not mean unanimous support. 

Management Action: No action necessary. 

Response: The Request raises issues related to PNG’s interna- 
tional obligations under the International Covenant on Econom- 
ic, Social and Cultural Rights. The Request also states that 
based upon OMS 2.20, “Project Appraisal,” the Bank is respon- 
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“project‘s possible effects on the country’s envi- 
ronment and on the health and well-being of its 
people must be considered at an early stage.. . 
Should international agreements exist that are 
applicable to the project and area, such as those 
involving the use of international waters, the Bank 
should be satisfied that the project plan is consis- 
tent with the terms of the agreements.” (OMS 
2.20, paragraph 24). 
The Papua New Guinean Government signed the 
International Covenant on Economic, Social and 
Cultural Rights (ICESCR) on 8 July 2008. 
Under Article 11 of the ICESCR, state parties who 
have signed the Covenant recognize the right of 
everyone to an adequate standard of living, in- 
cluding adequate food, clothing and housing, and 
to the continuous improvement of living condi- 
tions. Actions taken to realize this right must be 
based on free consent: 
The States Parties to the present Covenant rec- 
ognize the right of everyone to an adequate stan- 
dard of living for himself and his family, including 
adequate food, clothing and housing, and to the 
continuous improvement of living conditions. The 
States Parties will take appropriate steps to en- 
sure the realization of this right, recognizing to this 
effect the essential importance of international co- 
operation based on free consent. (Article 11, In- 
ternational Covenant on Economic, Social and 
Cultural Rights). 
This indicates the Papua New Guinean govern- 
ment will require all development projects, under- 
taken to improve the standard of living, to be 
based on free consent. At a minimum, this places 
an obligation on the Bank to recognize this inter- 
national obligation in its project documents and 
request information from the Government of PNG 
as to the steps taken to ensure that such consent 
for the project has been freely given. 

Consultation. As a Category B project, the Bank 
was required to ensure that the borrower “consultO 
project-affected groups and local nongovernmen- 
tal organizations (NGOs) about the project‘s envi- 
ronmental aspects and takes their views into ac- 
count.” OP 4.01, paragraph 14. 
As described above, the claimants note that for 
meaningful consultation to take place between 
OPlC and the smallholders, as required under the 
OP 4.01 Environmental Assessment policy, the 
smallholders must have been provided with rele- 
vant material prior to consultation in a “form and 

Response 

sible to ensure Bank projects do not contravene the Borrower’s 
human rights commitments under that Covenant. Management 
does not agree with the Requesters’ claim for several reasons. 
First, neither OMS 2.20 nor any other Bank policy requires the 
Bank to be responsible for determining whether a Borrower has 
complied with the Borrower’s human rights obligations. Howev- 
er, even if such a requirement could somehow be discerned 
from OMS 2.20, the type of international agreements to which 
OMS refers are those such as environmental agreements in 
which the Bank could be satisfied based on some objective cri- 
teria that the agreement is applicable to the Project and area. 
Thus, the primary reference in OMS 2.20 is to the environment, 
and it gives as an example, agreements related to international 
waters. Moreover, by using that example of the environment, 
OMS 2.20 is then consistent with the subsequent OP 4.01, Envi- 
ronmental Assessment. OP 4.01 is the only Board approved 
policy that refers to international agreement based “country obli- 
gations”, and the only agreements to which it refers are envi- 
ronmental agreements (see OP 4.01 paragraph 3). 
Management also wishes to point out that even if there were an 
obligation to determine the borrower’s compliance with the In- 
ternational Covenant, the Covenant did not become effective at 
any time during Project preparation and appraisal. It was not 
signed by PNG until July 2008. Therefore, until July 2008 PNG 
did not have any obligation to comply with the Covenant and as 
a result, it would not be possible to find that the Covenant is 
“applicable to the Project and area.” 
Finally, Management also wishes to address the claim by the 
Requesters that under Article 11 of the Covenant there was an 
obligation to determine that there was “consent” from the local 
community prior to proceeding with the Project. In fact, the con- 
sent required under the Covenant Article 11 is consent by gov- 
ernments, not individuals. Thus, Article 11 states that the con- 
sent to which it refers is that which forms the basis of 
“international cooperation”. The term “consent” as used in Article 
11 refers to the following: “The States Parties will take appropri- 
ate steps to ensure the realization of this right, recognizing to 
this effect the essential importance of international co-operation 
based on free consent.” 

Manaaement Action: No action necessarv. 

Response: Management acknowledges that the only informa- 
tion shared with stakeholders during consultations for the EA 
was in verbal form. Smallholders and representatives of growers 
associations were consulted as part of the EA. The consulta- 
tions with smallholders were held in Tok Pisin. 
Background: 
0 The implementing agency, OPIC, on behalf of the Govern- 

ment, commissioned independent consultants to prepare an 
EA, an EMP, and an ESMF (for Component 2 on Local Go- 
vernance and Community Participation). 
The consultants hired to prepare the EA conducted on-site 0 
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language" that is "understandable and accessi- 
ble," OP 4.01, paragraph 15. This has not oc- 
curred. The smallholders have not received any 
materials, in English or otherwise; nor have they 
received information in spoken form. Therefore, 
there was no meaningful consultation as required 
in OP 4.01. 

(6.4.) Little to no information disclosure and 
consultation prior to project approval has lead to 
unsustainable project decisions. One of the ma- 
jor concerns raised by the complainants is the 
lack of consultation and pre-project approval 
information provided by OPlC and the World 
Bank to the communities in the three SADP 
areas. The communities submitting this claim 
were involved in very limited consultation and 
were never consulted on certain project activi- 
ties. Claimants had no opportunity to provide 
their input into the scope, purpose and activities 
under the project. 
Importantly, claimants were not consulted about 
the additional road levy that will be imposed on 
them under SADP nor were they consulted on the 
strategy for them to pay for this additional levy 
through opening additional oil palm blocks. If clai- 
mants had been consulted, they would have pro- 
posed alternative income generating opportunities 
and would have negotiated on the new road "user 
fee.'' 
The World Bank maintains in correspondence with 
CELCOR that additional consultation took place 
prior to 2007 project design phase during annual 
World Bank missions which contacted stakehold- 
ers such as NGOs, church-based organizations, 
youth organizations and farmers associations. 
However no records of these consultations have 
been made publicly available and the consulta- 
tions that are referred to in annexes of some of 

Response 

and follow-up phone call interviews with a range of stake- 
holders in July 2006.13 
The Bank also conducted environment-specific consulta- 
tions during Project preparation, in March-April 2003, Octo- 
ber 2004 and April-May 2006.14 The consultations underta- 
ken by the Bank were held in English and Tok Pisin, 
depending on the audience. Activities under both Compo- 
nent 1 (Smallholder Productivity Enhancement) and Com- 
ponent 2 (Local Governance and Community Participation) 
were openly discussed during these meetings, including the 
potential negative impacts of the Project such as: air pollu- 
tion, effluents, need for buffer zones, health effects, insuffi- 
cient road maintenance, etc. Participants also had several 
opportunities to discuss the Project's environmental as- 
pects. 

Management Action: Management will ensure that key docu- 
ments are translated and made available in 'user friendly' for- 
mats by OPlC in the Project areas and that OPlC radio pro- 
grams communicate key aspects of the Project to smallholders. 
Management will discuss with the Government which relevant 
Project documents should be routinely translated during prepa- 
ration, either in summary or in full. 

Response: See Item 1 with regard to consultations with stake- 
holders, informed participation, broad community support and 
disclosure of documents. See Item 2 on consultation records 
and Item 3 regarding consultations on the road maintenance 
levy. 
Management acknowledges that no Project documents were 
translated into Tok Pisin. However, English language documents 
were disclosed in PNG. Information on the Project has been 
shared with smallholders in Tok Pisin during consultations, 
through the growers associations and through OPlC extension 
officers. 
The Requesters' statement that the strategy to pay for the addi- 
tional road levy is based on opening additional infill planting is 
not correct. The RMTF and the road levy were formulated 
around the need to find a solution to the problem of poor main- 
tenance, a key lesson from the previous World Bank project in 
Oro. 
Management Action: See Management Action in Item 6 above. 

l3 See Appendix 2 o f  the Environmental Assessment, 
l4 PNG Smallholder Agriculture Development Project Environmentalist Report, April 2003; Appendix 2 o f  World Bank 
Technical Mission, October 3-8,2004. 
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the SADP documents, do not provide summaries 
of these meetings. Considering there will be 4,370 
new growers and over 15,000 existing growers in 
the three SADP schemes affected by the project, 
particularly by the new road maintenance levy, the 
lack of transparent consultation records calls into 
question whether there has been achievement of 
broad community support. 
The claimants maintain that any consultations the 
World Bank did undertake were limited and did not 
refer directly to the project activities. Specifically, 
the consultations did not allow informed participa- 
tion. 
Further, project documents have not been sup- 
plied to smallholders or delivered in an accessible 
format. At the time of the claim, no project docu- 
ments are available at OPlC project sites, despite 
an advertisement in the National, dated 22 Febru- 
ary 2007, advising that project information be ac- 
cessible at these sites. Discussions with OPlC 
project managers also revealed that they were 
unaware that such materials existed and should 
be available to the public. In addition, project doc- 
uments provided at the project launch in March 
2009 were disseminated via a CD-ROM, well after 
project approval and all project decisions had 
been made. 
Importantly, information has not been publicly 
disclosed in a language other than English. While 
PNG has a wide range of local language, Pidgin is 
the common language spoken by most, if not all, 
communities affected by this project. None of the 
project documents have been translated into Pid- 
gin, in a written or spoken format, or made availa- 
ble to the claimants or other project affected 
people prior to project approval. 

(B.6 SADP will cause environmental damage) 
The claimants also have concerns that the World 
Bank has not complied with environmental safe- 
guard policies. The environmental assessments 
conducted are particularly poor and miss critical 
impacts. Two major gaps in the assessment are 
lack of reliable sources and an assessment of 
water effluent. There is also a concern that the 
mitigation measures outlined in the EMP in re- 
gards to preservation of high conservation value 
forests are inadequate. 
Environmental Assessment misses critical impacts 
The SADP Environmental Assessment undertakes 
an assessment of potential environmental impacts 
on subsistence resources, soils, surface waters, 
flora and fauna, air quality and noise. The as- 
sessment relies on baseline data collected from a 
field survey carried out on fresh watercourses in 
smallholder oil palm block areas, stakeholder con- 
sultations and a literature review. The literature 
review appears to rely heavily on the Environmen- 
tal Plan applications submitted by the oil palm 

Response 

Response: The EA, EMP and ESMF identify the potential envi- 
ronmental impacts of the Project and include appropriate and 
effective mitigation strategies for these. The EA provides data 
on the volume of effluents and the amount of effluent that is 
treated and discharged. In the EA, a judgment was made that 
IS014001 certification provided assurances of the integrity of 
milling company environmental management practices and as- 
sociated controls. In light of the current Request, however, Man- 
agement agrees that a more comprehensive analysis of the im- 
pacts of increased production at the oil palm mills and effluents 
should have been undertaken. 
While a combination of systems is in place to ensure that water 
quality is not compromised by effluent discharges from the 
mills-including mill self-monitoring; independent laboratory 
verification; international certification audits (IS014001 and 
RSPO); DEC monitoring with regard to environmental permits: 
and the option of independent environmental audits financed 
under the SADP Project-Management recognizes that the sub- 
ject needed more thorough treatment in the EA. 
Background : 

The EA provides detailed information on the potential envi- 
ronmental impacts of the SADP. The EMP identified the en- 
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developments in Oro and West New Britain and 
PNG fauna textbooks. Details of other resources 
are not given; however the assessment does re- 
port it utilized institutional knowledge within the 
Environmental consultants company, gleaned 
from “years of experience of working in PNG”. 
These sources are inadequate for a reliable envi- 
ronmental assessment of the impact of oil palm 
and there are many other environmental impacts 
that have not been assessed. 
One example of an environmental impact that 
has not been assessed is the increase in mill 
effluent on downstream rivers. The PID clearly 
states that “it will be necessary to review the per- 
formance of the existing waste water treatment 
systems” to assess the capacity of the mills to 
handle increased flows from the increased num- 
ber of smallholders and prescribe necessary mi- 
tigation measures. However, the assessment 
does not assess mill effluent at all, merely stating 
that all the mills are IS0140001 certified and 
therefore have procedures in place to mitigate 
any potential environmental damage and are 
regularly audited. It maintains that wastewater is 
now properly treated (compared to the 1990s 
when excessive organic pollution was discharged 
into local streams). The SADP Freshwater Im- 
pacts assessment, however, reports that streams 
which receive mill effluent are significantly pol- 
luted by organic matter (Freshwater Impacts re- 
port, page 25). 
The ability to mitigate the environmental damage 
is disputed by the claimants who maintain that 
the liquid effluent ponds impact greatly on the life 
of the stream and regularly overflow prior to 
treatment. Effluent treatment systems usually 
drain effluent through two ponds before releasing 
it into local streams. The pond system reportedly 
allows natural bacteria to break down the residual 
oil and reduce BOD to acceptable standards. 
However, villagers living along the rivers still 
complain of skin diseases, respiratory problems, 
reduction in fish life and bad smells, particularly 
at the place of effluent discharge. In Oro Prov- 
ince, locals believe that the company only re- 
leases the effluent at night to ensure it is washed 
out to sea by dawn. At times of heavy rainfall 
when the ponds oflen overflow, a rusty orange 
and brown liquid is seen to flow down the river. 
The impact of effluent discharge has not been 
reviewed under the SADP Environmental As- 
sessment despite clear evidence that streams 
receiving effluent are polluted and complaints by 
smallholders (Environmental Assessment, page 
25). Claimants do not believe Department of En- 

Response 

vironmental issues and impacts that might arise during im- 
plementation of the SADP and developed appropriate and 
effective mitigation strategies for these. The ESMF contains 
detailed environmental screening procedures for any 
projects that would be considered for further funding under 
Component 2 (Local Governance and Community Participa- 
tion) of the Project. 
The issue of mill effluents was considered as part of the EA 
due to the fact that mill throughputs would increase follow- 
ing improvements in oil palm productivity and additional 
area under production as a result of SADP investments. 
Because of concerns raised about the impact of oil palm on 
freshwater streams, a separate study was also commis- 
sioned on this issue in addition to the EA. In addressing the 
issue of effluents, the EA confirmed that the existing mills 
are IS014001 certified and have environmental manage- 
ment systems in place to mitigate potential environmental 
damage. The EA provides data on the volume of effluents 
and the amount of effluent that is treated and discharged. 
To demonstrate compliance with the acceptable levels of 
BOD specified in the environmental permits issued by DEC, 
each mill company operating in the SADP Project areas 
maintains daily records of BOD levels in effluent water en- 
tering river systems from its treatment facilities. 
The mills also send water samples to the National Analytical 
Laboratory in Lae, an independent, commercial lab, as a 
comparison to their own BOD testing results. 
To maintain its RSPO and IS014001 certifications, each 
mill is subjected to annual audits carried out by independ- 
ently appointed registered auditors (for the PNG oil palm 
companies these are SGS and BSI Management Systems). 
Audits are conducted annually for RSPO and IS014001. If 
a major ‘corrective action’ is identified by the auditors, the 
company is given seven days to submit a corrective action 
plan and then a follow-up audit is conducted (usually within 
six months) before any certificate can be awarded. 
There are three oil palm milling companies in the Project 
area: Hargy Oil Palms Ltd (HOPL) in Bialla; New Britain 
Palm Oil Ltd (NBPOL) in Hoskins and Higaturu Oil Palms 
(HOP) in Popondetta. In addition to being RSPO certified, 2 
of the 3 milling companies in the SADP areas have under- 
gone a certification audit during the last 4 months. 
Both the July 2008 RSPO Assessment of NBPOL and the 
April 2009 Assessment of HOPL reviewed records and 
treatment systems for mill effluent and stormwater dis- 
charges as well as the use and condition of riparian buffer 
20nes.l~ The latest HOP report is being completed. 
As part of the annual renewal process for the environmen- 
tal permits which each mill holds for the release of water or 
contaminants into water, the DEC undertakes periodic mon- 
itoring. 
In addition to the layers of checks and balances described 
above with regard to the testing of water quality and as- 

‘s httr,://~~~.nbv01.com.pp/downloads/RSP0%20-%2OBSI%20Public%20Summarv%2Oreport.pdf and 
http://www.rspo.or~resource~centre/Hargy-RSPO-Public-Summ~-Repo~-O3May2OO9.pdf. 
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High risk to deforestation under existing Environ- 
mental Management Plan (EMP) 
Another environmental impact that has not been 
properly considered is the risk of deforestation of 
high conservation value forests. The Environmen- 
tal Assessment, Environmental Management Plan 
and the Project Implementation Manual (PIM) - 
lnfill Sub-Manual, outline that a site sensitivity 
survey will be used to restrict deforestation of fo- 
rested blocks. Only after this survey has been 
completed will the block be eligible for the credit 
facility, and oil palm planting. The survey is also 
intended to assess whether the relocation of 
household gardens will enter into areas excluded 
on the same environmental grounds. 

vironment and Conservation has the ability to 
monitor the waste water licensing properly and 
future overflows will occur. There is a lack of evi- 
dence within the project documents to ensure 
future impacts will not occur from the increased 
amount of effluent produced from this project. 

Response 

sessments of systems for water quality management at 
each of the mills, the SADP includes provisions for bi- 
annual independent environmental audits. 
Grievance mechanisms for the Project are being streng- 
thened in the PIM. These measures will provide a mechan- 
ism by which communities can channel complaints on a 
wide range of matters, including environmental concerns. In 
the event that complaints are received during Project im- 
plementation these will be thoroughly.investigated. The in- 
dependent environmental audits will take place on a semi- 
annual basis. The TOR for the environmental audits will in- 
clude water quality testing. 

Management Action: An analysis of the impact of increased 
effluents due to Project activities will be undertaken. 

Response: No significant conversion or degradation of critical 
forest areas or related critical natural habitats is planned under 
the Project, and in Management's view the Project includes 
adequate measures (consistent with OP/BP 4.36) to minimize 
and manage risks of deforestation of areas of high conservation 
value. The Project also incorporates measures to avoid risks to 
critical habitats in line with the requirements of OP/BP 4.04. 
The Requesters highlight the lack of a forest inventory as being 
a breach of Bank policies as required under BP4.36 (Forests), 
paragraph 4. BP 4.36 (Forests) refers to an inventory of critical 
forest areas and not to a forest inventory per se, which is a 
management tool used to aid harvesting. BP 4.36 recognizes 
that an inventory of such critical forest areas "is undertaken at a 
spatial scale that is ecologically, socially and culturally appropri- 
ate for the forest area in which the project is located." A site 
specific inventory of critical forest areas will be undertaken 
through the screening process to be used for all potential blocks 
proposed for infilling under the SADP. The screening mechan- 
isms provided in the Oil Palm Planting Approval Form being 
used under the SADP explicitly exclude sensitive sites and pro- 
vide explicit criteria against which every proposed site must be 
evaluated. This assessment approach under the Project is con- 
sistent with BP 4.36, paragraph 4. OPlC environmental officers 
together with extension officers will be responsible for undertak- 
ing the site sensitivity screening. In addition, bi-annual indepen- 
dent environmental audits will be undertaken which will include 
monitoring of blocks selected for infilling by OPlC to ensure 
compliance with social and environmental safeguards. 

Management acknowledges that there are some inconsistencies 
between the EMP and the PIM in describing the division of labor 
between OPlC extension officers, the environment officers and 
the land officers for completing the Oil Palm Planting Approval 
Form. This Form is used for social and environmental screening 
of potential new infill blocks, as well as for infilling of unplanted 
areas on existing LSS and VOP Blocks and for replanting where 
older palms have been felled. 
Background: 

Areas for infilling have not been pre-identified. The envi- 
saged 2 ha blocks for infilling are scattered throughout a 
very large area and a thorough screening mechanism has 
been put in place to ensure that each and every block of 
land that is considered for infilling will undergo a compre- 
hensive assessment of its environmental and social suitabil- 
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value inventory should be undertaken in the 
project area prior to new plantings, OPlC should 
undertake training to ensure extension officers 
have an adequate knowledge of forest definitions 
and internal targets be removed to ensure impacts 
do not occur in valuable habitat. Without such 
measures in place prior to planting, risk of defore- 
station is high. 

Response 

ity for planting. 
The social and environmental screening of potential infill 
plots includes completion of the Oil Palm Planting Approval 
Form.” This Form will be modified to ensure compliance 
with RSPO principles and criteria in early 2010, before any 
infill plantings are carried out under the SADP. On page 9 of 
the Form, under the heading of “Vegetation”, (1) Primary 
Forest, it states, “To qualify as primary forest the area must 
have at least 5 trees per ha measuring greater than 50cm 
Diameter Breast Height (DBH) and no grasses underneath 
the canopy for 50m from the forest edge.” If these criteria 
are met, the Form states clearly, “This area is not eligible 
for planting.” The Form also contains two more categories 
of “impacted forest” and “regenerating forest” which are in- 
eligible for planting with oil palm. The Form has been in use 
since 2007 in all locations that have OPlC extension offic- 
ers. Furthermore, any forested areas that have been logged 
since November 2005 are not permitted to be converted to 
oil palm under RSPO. 
All smallholder oil palm areas in the three Project areas are 
in the process of being certified through the RSPO process 
that requires HCVF to be mapped. The Wildlife Manage- 
ment Areas in or near the Project areas are also being 
mapped in the RSPO certification process. PNG’s logging 
code of practice (in the absence of an oil palm code of prac- 
tice) and national environmental laws will also be followed. 
OPlC officers have been trained in identifying primary forest 
areas. This is particularly the case in Oro Province, where 
QABB habitat has been a critical issue; officers there have 
been receiving regular training in the environmental aspects 
of infill planting. In addition, 3 qualified environmental offic- 
ers are being hired by OPlC and will be responsible for the 
infill environmental screening under the SADP. 

OPlC extension officers are currently undergoing further 
training in the principles and criteria that relate to’the 
RSPO, one of which is the identification of HCVF areas 
which are not permitted to be converted to oil palm, must be 
conserved and must have a buffer zone maintained or re- 
established. 
The independent environmental audits will also include 
monitoring of blocks selected for infilling by OPlC to ensure 
compliance with social and environmental safeguards. 
OPlC is not a “target run” organization. The only measure- 
ment which could be called a “target” is OPIC’s efforts to 
ensure that seedlings are available for those that wish to 
plant oil palm. For example, in Oro Province there is poten- 
tial for 800 ha per year over five years. The seeds need to 
be ordered and planted by the milling company a year in 
advance - these figures do not constitute growing targets, 
but are required to ensure that there are sufficient seedlings 
available - if the need arises. There is no OPlC policy 
which either rewards or penalizes its staff for newly planted 
oil Dalm blocks. The oroductivitv of smallholder farmina is 
ceiainly a high priority for OPld, and for the SADP, b;t 

l6 Infill Sub-Manual in PIM. 
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Conversion of critical forest areas. The SADP 
Integrated Safeguards Data Sheet (16 May 2007), 
the SADP Project Information Document (23 Feb- 
ruary 2007), and the SADP Project Appraisal 
Document (1 9 November 2007) reference OP/BP 
4.36 as an applicable policy that is triggered in this 
project. 
According to OP 4.36, the "Bank does not finance 
projects that in its opinion, would involve signifi- 
cant conversion or degradation of critical forest 
areas or related critical natural habitats." (OP 
4.36, paragraph 5). 
The use of an implementing agency that contains 
internal targets to plant oil palm makes it very like- 
ly there will be significant conversion of high con- 
servation value forest areas. However, SADP 
does not put in place an effective mechanism to 
restrict deforestation of critical forest areas. In this 
regard, the Bank is in possible violation of its poli- 
cy on Forest and the potential of this project to 
cause forest conversion or degradation. 

Assessment of critical forest areas 
In addition, BP 4.36 requires that: "Duringproject 
preparation, the TT ensures that the borrower 
provides the Bank with an assenssment of the ade- 
quacy of land use allocations for the management, 
conservation, and sustainable development of 
forests, including any additional allocations 
needed to protect critical forest areas. This as- 
sessment provides an inventory of such critical 
forest areas, and is undertaken at a spatial scale 
that is ecologically, socially and culturally appro- 
priate for the forest area in which the project is 
located." (BP 4.36. paragraph 4). 
The Environmental Assessment provides a weak 
assessment of critical forest areas and does not 
provide an inventory. This is in breach of Bank 
policy. 

"In deciding whether to support a project with po- 
tential adverse impacts on a natural habitat, the 
Bank takes into account the borrower's ability to 
implement the appropriate conservation and miti- 
gation measures. If there are potential institutional 
capacity problems. The project includes compo- 
nents that develop the capacity national and local 
institutions for effective environmental planning 
and management." (OP 4.04, paragraph 6). 
OPlC is currently unable to correctly implement 
the planting form described in the project due to 

Response 

there is no target-based staff evaluation system in place at 
OPIC. 

Management Action: The need to clarify specific responsibili- 
ties of environment and land officers in Project documentation 
will be discussed with OPIC. 

Response: See Item 9 above. Strict mitigation measures have 
been introduced to avoid conversion of critical forest areas. 

Response: See Items 9 and 10 above. While no specific forest 
inventory was undertaken during Project preparation, Manage- 
ment considers that there is sufficient assurance through the 
SADP screening process and independent audits to minimize 
impacts on critical forest areas (and other sensitive 
sites).Management believes that it followed the requirements of 
BP4.36. 
Management Action: No action necessary. 

Response: Adequate provisions have been made in the Project 
to ensure OPIC's capacity is strengthened, including with regard 
to its capacity to implement the EMP, which is designed to en- 
sure that the SADP complies fully with the requirements of envi- 
ronmental and conservation legislation in PNG and with the 
Bank's environmental safeguards. 
Background: The Project's design includes several provisions 
to strengthen the environmental management capacity and land 
section of OPIC. OPlC is recruiting 3 new environment officers 
and an additional land officer. This will ensure that each of the 
OPlC field offices in the three Project areas have a dedicated 
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capacity limitations. The SADP Project does not 
adequately address this lack of capacity through 
training under Component 3. OPIC’s internal tar- 
gets also threaten appropriate identification of 
sensitive areas. These two factors combined 
greatly increase the risk of deforestation. There is 
currently no check and balance mechanism to 
ensure new block are properly categorized. It is a 
breach of World Bank policy that appropriate 
components to ensure OPlC functions effectively 
have not been included in the project design. 

The Investment Lending policy states that: 
“Investment projects may include any productive 
sector or activity and may consist of new projects, 
the rehabilitation of existing facilities, or a combi- 
nation of both. Each investment project must meet 
the following criteria: it must 
(a) be consistent with the Bank’s Articles of 
Agreement, operational policies in force, and the 
Country Assistance Strategy; be anchored in 
country policy/sector analysis; and reflect lessons 
learned from the Bank’s experience; 
(b) be economically justified; and 
(c) contribute to poverty reduction and sustainable 
economic growth.” (OP 70.00, paragraph 3). 
The SADP in its current project design is not sus- 
tainable and has no additional mechanism to 
ensure the project will reduce poverty. It does not 
contribute to poverty reduction and benefits ob- 
tained from the SADP will not be maintained after 
project completion. This is a breach of the Bank‘s 
Investment Lending policy and the SADP should 
not be implemented until a mechanism is incorpo- 
rated into the project design to ensure that poverty 
reduction occurs and that OPlC is sustainable. 

Response 

environment and land officer. The positions were advertised on 
October 30, 2009 and the selection process is ongoing.” The 
environment and land officers will be on board prior to com- 
mencement of any infill-related activities. 
The Project also includes provisions for an environmentallsocial 
auditor who will be recruited to undertake bi-annual field visits to 
provide an independent assessment of compliance with social 
and environmental safeguards. The TOR for the independent 
environmental and social auditor will be revised to ensure ade- 
quate inputs for monitoring relevant social and environmental 
issues. 
As previously mentioned in Item 9 above, OPlC does not have 
any internal targets that would threaten the identification of sen- 
sitive areas. Every block that is proposed for infill planting will 
have to go through a careful environmental and social screening 
process before approval.is granted for infilling. 
The environmental and social audits were put in place to ensure 
a system of checks and balance in the Project. 
Management Action: To further ensure all environmental and 
land related provisions are strictly adhered to, revisions to the 
PIM to require explicit sign-off by environment and land officers 
on the Oil Palm Planting Approval Form will be discussed with 
OPIC. 

Response: The SADP was part of a QAG learning review in 
2008. Overall the assessment of quality at entry was favorable. 
The review did note, however, that some aspects of Project de- 
sign would have benefited from more complete preparation, 
mentioning in particular the RMTFs, QAG also noted that the 
preparation time was accelerated due to the window of opportu- 
nity to resume lending in PNG. 
Management believes that there was adequate attention to po- 
verty reduction and sustainability in the Project’s design. 
Background: 
0 In the first half of 2008 a QAG learning review was carried 

out for PNG, Timor-Leste and the Pacific Islands to help 
address outstanding quality concerns and to improve portfo- 
lio management. The overall findings for the SADP were 
that the Project reflects the type of operation appropriate 
and essential for the fragile states of the Pacific Region. 
Specifically the review highlighted that: (a) there was good 
sector knowledge and prior implementation experience that 
IEG had rated as Satisfactory; (b) the Project contained im- 
portant innovation in the form of a road maintenance trust 
fund and a small but important CDD-type activity for com- 
munities outside the Project area: and (c) the Project design 
also addressed three shortcomings noted by the IEG review 
of the previous project: (i) that road maintenance funding 
had not been assured; (ii) that fertilizer use was low and 
productivity was sub-optimal; (iii) that M&E systems under 
the Project were weak. However, the QAG found that the 
preparation process, accelerated by the window of opportu- 
nity to resume lending, would have benefited by a more 
complete preparation of the arrangements for the operation 

See advertisements in the Post Courier. 17 
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of the RMTFs and finalization of the TOR for the consultan- 
cies under the Project. 
At the time of approval, the Project was fully consistent with 
IDA’S goals as stated in the Interim Strategy Note (ISN - 
Report No. 31709-PG, March 18, 2005). It is also fully con- 
sistent with the CAS for PNG for FYO8-FYI 1. With an over- 
arching objective of poverty reduction, the CAS consists of 
two pillars: (a) promoting and maintaining sound economic 
and natural resource management: and (b) improving live- 
lihoods and service delivery, especially for the rural poor. 
The SADP contributes to the second CAS pillar by improv- 
ing rural livelihoods and promoting sustainable growth. 
The Project design draws extensively on the lessons 
learned from the Bank‘s long engagement in the oil palm 
sector in PNG and in particular from the lessons of the Oro 
Smallholder Oil Palm Development Project. The ICR of that 
project noted the importance of giving high priority to institu- 
tional and funding arrangements to enable timely construc- 
tion and subsequent maintenance of rural roads. The em- 
phasis given to rural road maintenance and the inclusion of 
the RMTF under the SADP was in response to the lessons 
learned from the previous Oro project.” 
A robust economic and financial analysis for the Project 
was undertaken as part of preparation. The overall Project 
ERR was estimated to be 16.7 percent. Further, the analy- 
sis indicated that FRRs to smallholders participating in the 
infilling activities ranged between 22 percent and 27 per- 
cent, depending on the Project area, which represented a 
considerably higher rate of return compared to other alter- 
native  investment^.'^ 
The Project is designed to contribute to poverty reduction in 
the three Project areas through multiple pathways including: 
(a) road improvements; (b) raising household incomes of 
smallholders growing oil palm (on existing oil palm blocks) 
through improved productivity and lower marketing costs; 
(c) raising incomes of smallholders planting new oil palm 
through infilling; (iv) strengthening various sector initiatives 
focused on improving smallholder welfare (such as the 
MLFS); and (v) improving access to critical social and eco- 
nomic infrastructure under Component 2 of the Project. 
Sustainability is a priority in the SADP as reflected in 
Project design. The proposed RMTF to be established un- 
der the Project will ensure sustainability of the investments 
made in road reconstruction in the Project areas. 
The Project design also addresses the importance of en- 
hancing the quality, effectiveness and sustainability of re- 
search and extension services for the smallholder oil palm 
sector. 
The Act establishing OPlC in 1992 only provided govern- 
ment financing for the initial five-year start-up period. Sus- 
tainable financina of OPlC was mainlv Provided for via a 
levy on smallholders of K4 per FFB. While it is not specified 

World Bank, 2002. Implementation Completion Report for the Oro Smallholder Oi l  Palm Development Project (Report 

See Annex 9 o f  the Project Appraisal Document. 
NO. 24332). 
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Operational Policy 13.05 requires that the World 
Bank: 
“(a) ascertain whether the borrower is carrying out 
the project with due diligence to achieve its devel- 
opment objectives in conformity with the legal 
agreements; 
(b) identify problems promptly as they arise during 
implementation and recommend to the borrower 
ways to resolve them; 
(c) recommend changes in project concept or de- 
sign, as appropriate, as the project evolves or 
circumstances change; 
(d) identi@ the key risks to project sustainability 
and recommend appropriate risk management 
strategies and actions to the borrower; and 
(e) prepare the Bank’s Implementation Completion 
Report to account for the use of Bank resources, 
and to draw lessons to improve the design of fu- 
ture projects, sector and country strategies, and 
policies.” (O f  13.05, paragraph 2). 
In this case, the World Bank is out of compliance 
with OP 13.05 in that it both failed to ascertain 
whether the borrower carried out the project with 
due diligence based on the lack of consultation 
with the claimants and failure to obtain their con- 
sent, and then failed to identify and promptly cor- 
rect the problem. 

CELCOR submits this request to the Inspection 
Panel for review of the SADP based on testimony 
from landowners about their experience with exist- 
ing economic, social and environmental problems 
with oil palm development and in the context of 
the World Bank Group’s recent suspension of pri- 
vate sector funding to the oil palm sector based on 
the need to review the social and environmental 

Response 

in the OPlC Act, the milling companies have also decided to 
voluntarily match the funds generated by the smallholder 
levy. This funding scheme has not been adjusted to reflect 
the actual cost of high quality extension services. 
Support provided through the ARDSF, financed by AusAlD 
is examining the financial and institutional capacity needs of 
OPIC. 

Management Action: No action necessary. 

Response: As stated with respect to OPlB 4.01, Management 
considers the consultations conducted to determine broad 
community support to meet the requirements of the policy. As 
such, due diligence, in the context in which it is referred to by 
the Requesters, has been properly applied. 
Management believes that there has been due diligence in 
Project supervision. 
Background: 

The Bank conducted two supervision missions since the 
Credit was declared effective in January 2009: (a) in March 
2009, to launch the Project and assist the implementing 
agency (OPIC) with the preparation of Project start-up activ- 
ities; and (b) in September / October 2009, to review the 
progress of implementation start-up. 
Both missions were staffed with a broad skill mix and had 
discussions with all stakeholders in the three Project areas, 
including Government officials, milling companies, growers’ 
representatives, NGOs, and local communities. In addition, 
a technical mission was undertaken in July 2009 to follow 
up on the Oro road emergency work and assist OPlC with 
procurement related aspects. 
Supervision efforts have focused on the establishment of 
OPlC project management capacity, the status of financial 
management arrangements (disbursement and audits), the 
adjustment of the implementation schedule and funding re- 
quirements, the arrangements for starting implementation of 
the infilling program (including smallholder credit mechan- 
isms and RSPO compliance), and the formulation of a 
communication strategy for OPlC including raising aware- 
ness of Project objectives and scope. 
To date three ISR have been filed to highlight the imple- 
mentation status of the Project and bring key issues to 
Management attention. While the first two ISRs rated both 
PDO and IP as satisfactory, this rating was downgraded to 
moderately unsatisfactory after the last mission to reflect 
the significant implementation delays and the concern that 
the PDO will not be achieved during the remaining imple- 
mentation period. 

Management Action: No action necessary. 
Response: Issues raised by stakeholders during the formal 
consultations and various discussions (see Annex 2) over the 
past years, including the Requesters (see Annex 3), have been 
taken very seriously throughout Project preparation and during 
the start-up of Project activities in 2009. 
Background: 

The concerns raised by stakeholders, including the Re- 
auesters. have been considered. SDecific examties of how 
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sustainability of such projects. The claimants 
asked CELCOR to submit this request for inspec- 
tion as the SADP project does not resolve existing 
problems and, instead, threatens to exacerbate 
them. The claimants and CELCOR maintain that 
the World Bank has not considered or acted upon 
complaints already made about the SADP. 

(Part D. Contact with the World Bank.) The clai- 
mants have raised these issues with the World 
Bank on numerous occasions in letters, public 
protest petitions and meetings (see Appendix 3). 
The details of some of this contact are as follows: 
Letters to the World Bank: 
1. Letter to the World Bank dated 30 April 

2004 from the Ahora/Kakandetta Pressure 
Group outlining its opposition to the SADP 
and nomination of CELCOR as its repre- 
sentative; 
Letter to the World Bank dated 30 Auaust 2. 

Response 

issues raised by stakeholders have been incorporated into 
the SADP include: 

Provisions have been made for strict environmental 
and social screening of all plots prior to the com- 
mencement of any infill planting activity. 
Independent environmental/social audits have also 
been included to address environmental concerns. 
As mentioned under Item 8, because of concerns 
raised about the impact of oil palm on freshwater 
streams, a separate study was commissioned on this 
issue in conjunction with the EA. 
One of the key findings of the Social Assessment was 
that land-related issues, including land disputes and 
the uncertainty of tenure, are significantly undermining 
smallholder oil palm productivity (see Chapter 2 of the 
Social Assessment). As elaborated in the PIM, the 
Project includes numerous measures to address a 
range of land issues affecting smallholders. OPlC is al- 
so recruiting an additional land officer to ensure each of 
the Project areas has a dedicated land officer. 
The Beneficiaries Assessment made a recommenda- 
tion on the creation of SSCs. Among the responsibili- 
ties of the SSC is to consult with growers on issues in- 
cluding the road maintenance levy. This has been 
integrated into the Project design (see page 17 of the 
SADP PIM- Main Document and Table 6.1, page 35 of 
the Beneficiary Assessment). 
Careful consideration has been given to how loan re- 
payments are restructured, drawing on the feedback 
from the smallholder focus group interviews undertaken 
as part of the Social Assessment. 
Emphasis has been placed on ensuring that extension 
activities pay attention to a range of socio-cultural, 
economic and demographic factors that influence 
smallholder productivity. 
A specific focus on gender issues, including the MLFS, 
will ensure representation of women in the SSCs and in 
all aspects of Component 2. 

At a broader level, the Bank Group extended the suspen- 
sion on new investments in palm oil to include IBRD and 
IDA (in addition to the IFC, see footnote 10 in main text) in 
August 2009. This suspension will remain until a new com- 
prehensive strategy for palm oil investment is in place. 

Management Action: No action necessary. 

Response: The Bank has sought to engage constructively with 
the Requesters, and other groups, to incorporate their concerns 
into Project design. Item 15 above highlights some specific ac- 
tions taken during Project design to address concerns raised by 
the Requester and other groups. 

The Bank has stressed that consultation with the Requesters 
and other stakeholders will continue throughout Project imple- 
mentation. The Bank is committed to continued constructive 
engagement with all stakeholders, including those with quite 
diverging views. 
Management notes that in addition to the formal correspon- 
dence referred to in ADDendix 3 of the Reauest for InsDection. 
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2004,from the AhoralKakandetta Pressure 
Group asking the World Bank to consider 
other alternatives to oil palm and only fund 
"projects planned and initiated by the 
people". 
Letter to the World Bank dated 14 May 
2008 presenting views of stakeholders 
about the SADP. Unfortunately, CELCOR 
is unable to provide a copy of this letter 
due to IT technicalities following a virus at- 
tack on the CELCOR network: however, 
the World Bank should have kept the origi- 
nal. 
Letter to the World Bank dated 28 July 
2008 from CELCOR requesting the loan 
not be approved. 
Letter to the World Bank dated 17 July 
2009 following up the meeting between 
CELCOR and World Bank in May 2009. 
Email to the World Bank dated 28 Septem- 
ber 2009 requesting disclosure of project 
documents relating to consultation records. 

Public protest petitions against the SADP and oil 
palm development: 
7. Protest Petition against the SADP from 

Oro Province residents signed 2008 - 
Available at 
h t t D : / / ~ . W ~ ~ . O ~ ~ . U Y l C O U ~ t ~ ~ ~ S l S U D D O ~  t 
o Papua New Guinea.html [accessed 23 
October 20091 
Protest Petition from loma region against 
Oil Palm published in the Post Courier 
2006 

Meetings: 
9. CELCOR representatives met with the 

World Bank on 23 May 2009 
10. CELCOR representatives met with the 

World Bank on 13 October 2009 
In the letters and protest petitions the issues were 
raised relating to food security, land shortages, 
environmental impact of oil palm, risk of environ- 
mental damage due to ineffective monitoring, lack 
of improvement of living standards by palm oil 
development, lack of economic diversification and 
the inequality that smallholders should pay to fix 
previous World Bank mistakes. 
The World Bank stated in a letter to the Aho- 
ralKakandetta people on 10 June 2004 that "ade- 
quate consultation with landowners and other 
stakeholders would take place to assist in finaliz- 
ing the design of the project". 
The World Bank has also responded via letter and 
email to questions and requests from CELCOR on 
behalf of the claimants including the following res- 
ponses: 
1. 

8. 

Letter dated June 10 2004 

Response 

the Bank and consultants hired by the Bank have also met on 
several other occasions to discuss the Requesters' concerns 
and clarify aspects of Project design. While the Request states 
that the last correspondence took place on October 13, 2009, 
the Bank communicated with the Requesters on October 19, 
2009 via email advising the Requesters that further time was 
required to review the various documents for disclosure and that 
the Bank would communicate with them as soon as a decision 
was reached. The Requesters were also invited to contact the 
Country Office in PNG if they required further information while 
they waited to hear back on the document disclosure issue. 

Management Action: No action necessary. 
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2. 
3. 
4. 
5. 
However, despite raising these concerns no 
change has been made to the project de- 
sign and further consultation has not taken 
place. 
There has been no other correspondence be- 
tween CELCOR and World Bank representatives 
since the last meeting with the World Bank on 13 
October 2009. 

Letter dated June 16 2008 
Letter dated September 3 2009 
Email dated September 30 2009 
Email dated October 19 2009 

(Part E. Recent Developments). The World Bank 
stated during the recent meeting with CELCOR 
that no monies have been disbursed. However, 
the claimants are aware that planting is intended 
to begin in April 2010 following an article printed 
by the Papua New Guinean Post Courier News- 
paper in October 2009. The article reported on a 
cheque handover ceremony where Papua New 
Guinea Sustainable Development Program, 
another financial contributor to the SADP project, 
presented monies to the loan implementer, PNG 
Microfinance Ltd, for "infilling loans". The World 
Bank PNG Task Team Leader attended the cere- 
mony (see Appendix 4). 
The claimants fear that now that a public commit- 
ment to commence the project has been made, 
their concerns have not been listened to, and 
changes to the project design will not be made. It 
is critical that broad consultation is undertaken 
and consent is granted prior to the start of the 
project. 
We request the Inspection Panel recommend to 
the World Bank's Executive Directors that an in- 
vestigation of these matters be carried out. Fur- 
thermore, in making this request for inspection of 
the project, the claimants ask that the SADP be 
put on hold until: 
a) poverty reduction is incorporated into the 
project design: 
b) other economic livelihood options are pre- 
sented: 
c) comprehensive environmental assessment is 
undertaken, including assessment of effluent 
treatment and a forest inventory; 
d) the project design is amended to ensure sus- 
tainability of the project; 
e) proper consultation is undertaken to ensure 
communities give their free, prior and informed 
consent to all components of the project 

(6.3) SADP in its current form will not reduce po- 
verfy and will limit economic choices. Under 
SADP, smallholders will have few opportunities to 

Response 

Response: See item 13, regarding how the SADP is designed 
to contribute to poverty reduction. 
See Item 8 on the EA and effluent treatment and Item 9 regard- 
ing the forest inventory. 
See Item 13 regarding the sustainability of Project activities. 
See Items 1 and 3 regarding consultations. See Item 15 regard- 
ing the Requesters' concerns and how many of their concerns 
have been addressed in Project design. 
Management Action: See Items 8 and 9. 

Response: Management considers that the Project will not limit 
economic choices in the Project areas, that oil palm smallhold- 
ers will have ample opportunities to enhance their livina stan- 
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enhance their living standards. This is due to sev- 
eral reasons. First, farmers are locked into a de- 
pendent relationship with the estate mill, where 
the companies provide the only access to oil palm 
markets and collectively set the price for FFB and, 
therefore, the smallholder's earnings. Under this 
scheme, farmers are expected to share their rev- 
enues with the company to cover a portion of the 
company's cost of production. This revenue- 
sharing takes place even though the farmer is 
providing all the costs for labor, equipment, seedl- 
ings, pesticides and transport (or at least a portion 
of transport costs) out of his or her own earnings. 
The processes involved to set the FFB price fur- 
ther cements this relationship. The FFB price is 
set by the palm oil producers association (POPA), 
made up of representatives from the milling com- 
panies. There is no involvement of smallholders or 
OPlC and there is no legislation to deal with the 
pricing structure. A government Commodities 
Working Group reviews the FFB price ratio from 
time to time and provides recommendations to the 
POPA. However, these recommendations are not 
binding and have only been selectively imple- 
mented. Indeed, the reviews themselves are also 
influenced towards company interests as they do 
not fully consider smallholder inputs, distorting the 
price ratio in favour of the companies by underva- 
luing smallholder costs and the value of customa- 
ry land, while recognizing the commercial salaries 
and capital depreciation of the oil palm mills. Un- 
der this system, smallholders are unable to en- 
gage with milling companies or involve them- 
selves in price setting. The SADP project will 
reinforce smallholders as price takers, dictated to 
by dominating foreign companies. 

Response 

dards under the SADP, and that the Project will improve in- 
comes (see Item 19). The,SADP aims to improve smallholder oil 
palm productivity and reduce transport and marketing costs; 
together this is expected to translate into higher incomes for 
smallholder oil palm producers. 
Management concurs that the processes for FFB price setting 
need to involve all relevant stakeholders. The FFB pricing for- 
mula should be reviewed regularly, and funds are allocated un- 
der the SADP to review and update the existing FFB pricing 
formula. 
The Requesters state that there is no involvement of smallhold- 
ers in setting the FFB price. The last review of the FFB pricing 
formula in 2001, sponsored by the CWG and financed by the 
World Bank, involved an independent review by experts and a 
detailed analysis of both smallholder and milling company costs 
of production in the calculation of the payout ratio. Various 
stakeholders including smallholders, representatives of growers 
associations, milling companies and OPlC staff and managers 
were consulted and the final payout ratio was agreed at a meet- 
ing of the CWG, chaired blothe Secretary for Department of 
Agriculture and Livestock. 
Background: 

A detailed analysis of both smallholder and milling company 
costs of production was undertaken to determine the payout 
ratio. The calculation of smallholder costs of production took 
into account all fixed and variable costs including labor 
costs (for land clearing, planting and maintenance), material 
costs (including seedlings, fertilizers and equipment), the 
PNGOPRA levy, $e OPlC levy, the FFB transport costs, 
the Sexava levy, 
Scheme Blocks), growers association membership fees, the 
cost of borrowing (interest payments and bank fees) and 
the construction costs of housing.** 
The 2001 FFB pricing review recommended minor amend- 
ments to the existing pricing formula and an increase in the 
smallholder payout ratio from 55 percent to 59 percent t. 
The milling companies, however, questioned the data used 
by the consultants to calculate the smallholder costs of pro- 
duction, and only agreed to an increase of the payout ratio 
to 57 percent for the smallholders. 
The milling companies (one in each Project area) buy the 
FFB produced and harvested by the smallholders, process 
the FFB in their mills, and market and export the palm 
products consisting of CPO, PKO and PKE. The FFB have 
to be processed within 48 hours of harvest to ensure the 
production of high quality palm products. 
All the milling companies follow the FFB pricing formula. 
FFB prices are calculated on a monthly basis. The pub- 

land rent (for all Land Settlement 

2o Bumett, D. and D. Ellington, November 2001. Review o f  the Oil Palm Fresh Fruit Bunch Pricing Formula. Final Report 
Prepared for the Commodities Working Group o f  the Government o f  PNG. 
21 Milling companies carry out centralized control o f  the sexava hopper, the major pest o f  o i l  palm. 
22 See Annex 1 in Burnett and Ellington, November 200 1. 
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Second, in addition to the revenue sharing, small- 
holders are expected to pay multiple levies for 
producing oil palm. After the company deducts 
any loan payments from the farmers' harvest rev- 
enues (a typical deduction is 30 percent), the 
smallholder is still left to pay upwards of 44 per- 
cent in levies for state services (that often are not 
supplied in full or not fully implemented), growers 
association dues and transport costs. 

Response 

lished international commodity price, CIF Rotterdam, is the 
starting point for calculation of the monthly FFB price.23 To 
derive the smallholder farmgate price, the FOB value of 
palm product per ton is computed after deducting transpor- 
tation costs. Product (CPO, PKO and PKE) value per ton is 
then converted to fruit value (FFB) tonnage using average 
mill extraction rates. The US$ value per ton of FFB is con- 
verted to kina per ton using the prevailing exchange rate. 
The FOB value per ton of FFB may differ among the mills 
because of a difference in transport costs and a difference 
in oil extraction rates. The smallholder mill gate price is cal- 
culated at 57 percent (the payout ratio) of the total FOB val- 
ue per FFB ton plus 1 percent VAT. The current payout ra- 
tio of 57 percent to smallholders, with the balance of 43 
percent accruing to the mill, is based on the cost of produc- 
tion calculation carried out during the 2001 review. The 
farmgate price is derived from the smallholder mill gate 
price by deducting the FFB transport costs from the farm- 
gate to the mill (which differ by mill) and various levies. The 
levies paid by smallholders are contributions towards re- 
search and extension services provided by PNGOPRA and 
OPlC and the Sexava levy for centralized pest control car- 
ried out by the mills. 
Funds have been allocated under the SADP to review and 
update the FFB pricing formula. The aim of the review will 
be to revise the methodology and assumptions used in cal- 
culating prices and shares between the smallholders and 
the mills. OPlC is currently in the process of preparing the 
TOR for the review. The review will be conducted in mid- 
201 0. 

Management Action: No action necessary 

Response: As noted in Item 18, the levies paid by smallholders 
are contributions towards research and extension services pro- 
vided by PNGOPRA and OPlC and the Sexava levy for pest 
control carried out by the mills. 
Despite the multiple levies paid by smallholders, at current pric- 
es the net incremental returns per hectare (K2,793/ha) for oil 
palm compare very favorably to returns to other cash crops 
(K1,136/ha for cocoa and K2,058/ha for coffee). 
A detailed financial analysis of the returns per hectare for infill 
planting was undertaken as part of Project preparation. The 
FRRs indicate that infill planting is in fact a very good investment 
for smallholders. 
Smallholders participating in infilling will receive seedlings, 
seedling transport, fertilizer, and small tools for oil palm estab- 
lishment on credit from the milling companies. A cash flow anal- 
ysis conducted for OPlC indicates that smallholders' debt ser- 
vice is well within their means. 24 

Background: 
Table 1 in Annex 9 of the PAD provides a detailed analysis 
of incremental net returns Der hectare for infill Dlantina. This 

23 See Credit Component and Financial Analysis. Cuddihy, William, November 2006 and Review o f  the Oil Palm Fresh 
Fruit Bunch Pricing Formula. Natural Resources Institute and ADS (PNG) Limited. November 200 1. 
24 Credit Component and Financial Analysis. Papua New Guinea Proposed Smallholder Agriculture Development Project, 
prepared for OPIC by W. Cuddihy, November 2006. 
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Furthermore, under SADP, smallholders will be 
charged an additional levy to support the Road 
Maintenance Trust Fund, a fund that will be es- 
tablished to upkeep road networks in the small- 
holder area. The levy for the RMTF will charge 
farmers between Kina 3.50 - Kina 6 per tonne of 
fresh fruit bunches produced at every harvest. 
According to the SADP Project Appraisal Docu- 
ment (PAD), this levy will be applied to all grow- 
ers in the smallholder network: "End users of the 
network in each project area will contribute to 
this fund." (PAD page 35) By further embedding 
smallholder dependency on the mills and in- 
creasing levies, smallholders will be progres- 
sively burdened and unable to lift themselves 
out of poverty. 

Economic choices are also limited by this 

Response 

analysis is based on 2006 prices. As the productive life of 
oil palm trees is about 20 years and there is no productivity 
in the first three years, the FRRs are calculated over a 23 
year period. The FRRs ranged from 22 percent to 27 per- 
cent. 
As most smallholders use their own family labor, the cash 
outlay for oil palm is mainly for material costs. The analysis 
at appraisal (see Annex 9 of the PAD) indicated that net in- 
come from oil palm and from gardening around the imma- 
ture oil palms excluding labor costs is negative in the first 
(planting) year because of the high material costs (mainly 
seedlings and equipment). Once established, smallholder 
oil palm net incomes (excluding labor) were calculated to 
average (over the three Project areas) K1,800/2 ha in years 
4 to 10 and K5,000/2 ha in years 11 to 23 of production. 
In 2006 palm oil prices were US$478/mt, compared to 
US$683/mt in 2009. In real terms this translates into a 34 
percent increase in palm oil prices between 2006 and 2009. 
Future price projections indicate continued strong prospects 
and financial returns are likely to be higher than the esti- 
mates made at appraisal. 
Under the Project, smallholders can borrow up to K1,900/ha 
for seedlings, seedling transport, fertilizer, and small tools 
for oil palm establishment. The cash flow analysis con- 
ducted for OPlC indicates that a loan of K1,QOO at 8 percent 
interest, with a grace period of 3 years, would take 7 years 
of monthly repayments to clear the debt with repayments 
set at 30 percent of the monthly payment amounts due to 
the grower for FFB sold to the mill. The cash flow analysis 
indicates that servicing the debt is well within the means of 
smallholders and allows sufficient cash flow after debt re- 
payment for their livelihood requirements and other obliga- 
tions. 

Management Action: No action necessary 

Response: Although smallholders will face higher costs due to 
the road maintenance levy, the economic and financial analysis 
for the SADP indicates that the benefits due to the improved 
roads will outweigh the additional incremental cost. In the ab- 
sence of alternate arrangements for maintaining roads, road 
conditions would probably deteriorate, implying that smallhold- 
ers would face higher transport costs and incremental net re- 
turns would be significantly reduced. 
Background: 

The amount of the levy for road maintenance has not yet 
been set. The PAD (page 36) mentions that it would likely 
range between K4/ton FFB at Hoskins and Bialla and 
K5.5/ton FFB in Oro, based on the estimated maintenance 
funding requirements. The amount of the levy will only be 
determined after the detailed study of the establishment 
and operation of the RMTF is carried out. Better road main- 
tenance will likely reduce the costs of transport of the 
smallholder FFB from the farmgate to the mill. 
The FRRs on infilling including the road maintenance levy 
ranged between 22 percent and 27 percent (see Annex 9 01 
the PAD). The ERR ranged from 13.2 percent to 18.3 per- 
cent. 

Management Action: No action necessary. 

Response: See items 13,17,18 and 19 above. 
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project. Palm oil is promoted as the single pri- 
mary income generating activity for Indigenous 
Peoples in the three project areas, forcing 
smallholders who wish to access loans for other 
agricultural purposes, to be driven into growing 
oil palm. This mono-cropping scheme is in direct 
contradiction with the World Bank's own as- 
sessments on the importance of income diversi- 
fication in the smallholder areas. The SADP 
Social Assessment found that "income diversifi- 
cation to supplement oil palm incomes is a vital 
livelihood strategy for smallholders, which also 
reflects the capacity of smallholders to respond 
to socio-demographic and economic change." 
While oil palm clearly dominates the rural econ- 
omy in the Oro and WNB provinces, most 
smallholders require supplementary income 
sources to augment oil palm income and to 
strengthen livelihood security. As stated above, 
the nature of oil palm, however, does not allow 
inter-cropping, therefore takes up precious land 
for household gardens or other cash crops. The 
attempt by the project to incorporate small busi- 
ness and employment oriented skills training 
into extension officers' scope of work under 
Component 1, does not adequately address the 
need for economic diversification and will not 
provide smallholders with a choice in their de- 
velopment. 
The claimants agree that there is no way for a 
grower to survive on oil palm revenue alone and 
all claimants have expressed a preference for 
livelihood options other than or in addition to oil 
palm. 

(8.7. The project unfairly forces growers and 
PNG taxpayers to pay for the same road repair 
multiple times). Under the previous World Bank 
oil palm loan in the Oro region, over 7,800 hec- 
tares was planted, increasing the total area of 
smallholders to around 13,000 hectares. Promis- 
es were made by OPlC to the smallholders that 
the new road would deliver market access. In 
return, growers paid off planting loans and PNG 
taxpayers paid for the construction and mainten- 
ance of the roads. 
At the end of the Oro Expansion project in 2001, 
approximately 180 km of roads were not con- 
structed and many smallholders were left without 
road access. This extended into 2005-2006 
where many smallholders were left without harv- 
est pickups for 12 months. An additional 400 
smallholders were permanently abandoned when 
13 roads were declared no 40 roads (Social As- 

Response 

Management believes strongly that the Project does not limit 
economic choices. 
Existing data indicate that the livelihoods of oil palm smallhold- 
ers in the three SADP Project areas are quite diversified and a 
range of different activities contribute to household incomes for 
oil palm smallholders. The SADP will support further diversifica- 
tion through investments in improving rural roads and through 
Component 2 of the Project (Local Governance and Community 
Participation). 
Oil palm smallholders have better access to finance than most 
other cash crop farmers in PNG. The Requesters correctly point 
out that poor access to rural finance is a recognized problem in 
PNG. In this respect, however, oil palm smallholders are better 
off compared to most other farmers, as the milling companies 
supply smallholders with farm inputs such as seedlings, fertilizer 
and tools on credit. The Project does not in any way force small 
holders who wish to access loans for other agricultural purposes 
to be driven into growing oil palm. Participation in infill planting 
under the SADP is completely demand driven and whether or 
not VOP smallholders decide to participate in infilling is entirely 
up to them, as long as their blocks meets the various social and 
environmental screening criteria for infill planting. Smallholders 
themselves hold local knowledge on oil palm, specifically the 
possible returns and family labor requirements as oil palm has 
been part of the landscape for decades. In deciding whether or 
not to grow oil palm, smallholders have access to local re- 
sources that can reasonably inform their choices. 
While intercropping is not currently practiced on oil palm blocks 
in PNG, mono cropping does not necessarily limit opportunities 
to diversify household income. In VOP areas, data indicate that 
perhaps as many as two-thirds of households grow other cash 
crops including coffee, cocoa, copra and vanilla, depending on 
the area. LSS smallholders, who are usually more land con- 
strained, have tended to diversify into small businesses and to 
seek off farm employment. 
The Project does not incorporate small business and employ- 
ment oriented skills training into extension officers' scope of 
work under Component 1. 
Management Action: No action necessary. 

Response: PNG taxpayers did not pay for 150 kilometers of 
roads that were not completed under the previous Oro project, 
so they will not be paying multiple times for these roads when 
they are completed. As stated in the Project Completion Report 
for the Oro Smallholder Development Project, only 79 percent of 
the funds which were to be used for rurallaccess road repairs 
were spent, and only 2 percent of the funds allocated for main 
road repair were spent. Some of these roads have since been 
repaired using grants from the AusAlD PNG Incentive Fund 
while the reconstruction of the remainder (105 km) will be fi- 
nanced by PNGSDP grants (75 km) and IDA funds (30 km). 

Management Actions: No action necessary. 
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sessment, page 45). The continuing poor road 
conditions and unreliability of harvest pickups 
have resulted in growing anger amongst growers 
in the Oro region. 
Close to 70 percent of the SADP project funds will 
be spent on road reconstruction and maintenance. 
The SADP intends to rebuild the entire pavement 
and drainage structure of 550 km of roads across 
the 3 SADP areas, amounting to 20 percent of the 
network. In Oro province, an emergency AusAid 
fund has been mobilized to construct the left over 
roads from the previous World Bank project, how- 
ever under the SADP, the same AusAid funded 
roads will be upgraded with over 100 kin under- 
going minor reconstruction. 
The growers in the Oro region have already been 
subject to road construction projects that have 
suffered from inadequate project design. They and 
other taxpayers should not be expected to pay for 
the mistakes of previous projects. 

(8.5.) The SADP is not a sustainable project. The 
claimants are concerned about the sustainability 
of two key features of this project, namely the road 
maintenance fund and the activities of OPlC ex- 
tension officers. The project is dependent on 
these elements however both are poorly designed 
and will not be maintained after project comple- 
tion. 
a) Road maintenance fund mechanism 
One major aim of the SADP project is to ensure 
the sustainability of smallholders in the oil palm 
industry in PNG (PID, page 12). One of the key 
ways identified by the project to establish sustai- 
nability is to improve road access. 
At present, the standard of roads across all three 
SADP areas are significantly degraded with many 
smallholders suffering periodic or permanent lack 
of produce pick up (see pictures in Appendix 2). 
The lack of road access also affects the standard 
of health care and education accessible to the 
smallholders, as well as increasing transport le- 
vies, which are incurred to cover the financial cost 
to transport vehicles and increase as the vehicles 
require more maintenance to service poorer quali- 
ty roads. 
Previous development projects in the oil palm 
areas of PNG were designed to increase the 
quality and number of oil palm roads, to better 
service the oil palm mills' smallholder contributors. 
In Oro, the previous World Bank Smallholder Oil 
Palm Development Project from 2001 was de- 
signed to construct 80 km of new access roads 
and 392 km of harvest roads. Lack of proper con- 
tractor supervision, limited contractor sophistica- 
tion, inadequate initial drainage, inadequate CUI- 
vert capacity with little consideration for headwall 
protection, inadequate tendering processes and 

Response 

Response: Sustainability is a priority in the Project. Risks re- 
lated to road reconstruction and maintenance activities included: 
(a) Provincial Governments may not provide the required fund- 
ing for road maintenance; (b) there could be leakage from the 
RMTFs due to the design of fund flow arrangements; and (c) 
there may be an insufficient number of local contractors with the 
capacity to perform work in the Project areas. These risks were 
recognized during appraisal and appropriate risk mitigation 
measures were identified in the PAD. The identified risks relat- 
ing to the RMTF financing arrangements will be addressed 
through the detailed design of the RMTFs, which is expected to 
start in 201 1, while road works implementation arrangements 
will take into account the actual local contracting capacity. 
Background: 

The RMTF is a mechanism aimed at guaranteeing the fund- 
ing of smallholder access road maintenance, through con- 
tributions from end-users of the network, including small- 
holders, milling companies and the Provincial Governments 
that represent the general population using and benefiting 
from the access roads. A RMTF will be established for each 
Project area. This is an innovative approach under the 
Project and is a response to the urgent need for ensuring 
sustainability of roads to be reconstructed under the 
Project. 
Based on discussions during Project preparation, it is cur- 
rently envisaged that an RMTF Board will be formed in each 
scheme to oversee the RMTF account. Each RMTF Board 
will comprise representatives of the contributors, and OPIC, 
which will act as the secretariat for the Board. 
The design phase of the RMTF will be crucial to optimize its 
functioning and will be carried out in close consultation with 
the various groups directly concerned with payment of user 
fees as well as other stakeholders. Particular attention will 
be paid to putting in place the necessary arrangements for 
the timely payment of contributions by the milling compa- 
nies, Provincial Governments and smallholders. Such ar- 
rangements will also need to ensure that contributors can- 
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recruitment of under qualified contractors, howev- 
er, led to construction of deficient roads and left 
over 180 km of roads un-constructed. These is- 
sues are common to road maintenance in all three 
project areas. 
Under SADP, the World Bank is proposing an end 
user fee pay system, with smallholders funding 
their infrastructure improvement to a road main- 
tenance trust fund (RMTF) to make the road net- 
work more sustainable. In this regard, the people 
of PNG are paying for the construction and main- 
tenance of the same roads three times: once 
through the 2001 World Bank loan, second to re- 
pay SADP and finally, through a user fee on the 
smallholder farmers (see Section B. 7.). 
It is highly concerning that the road maintenance 
will again be unsustainable. According to the 
SADP PAD, page 35, the RMTF will be funded in 
the following way: 25 percent of the fund will be 
derived from the Provincial Government, 25 per- 
cent from the National Government, 25 percent 
from the oil palm companies and the final 25 per- 
cent from the growers. 
In order for this to be sustainable all participants 
need to contribute their allocated funds. There is a 
high risk however that the Provincial Government 
will be unable to make their contribution to the 
fund regularly (PAD risk assessment, page 62). 
This was recognized early on in the project design 
and was listed in the PID as one of the largest 
challenges faced in the previous projects, "the 
Provincial Government could not be relied on to 
provide funds for maintenance of the access road 
network (PID page 9). 
The World Bank indicated in discussions with 
CELCOR that the National Government will un- 
derwrite the Provincial Governments' commit- 
ments. This has not been disclosed in project 
documents. Past experience with the PNG gov- 
ernment would also suggest otherwise. The PID 
itself recognizes the national government is slow 
to appropriate funds (PID, page 6). 
The claimants also have concerns that the indus- 
try will not contribute their funds in a timely man- 
ner. The use of fund contributions as a political 
tool by the milling companies is already a well 
used tactic. In early.2008, the oil palm companies 
withheld their voluntary OPlC levy contribution to 
force the government to establish the National 
OPlC board. The action indicates that the oil palm 
companies have the ability to influence the direc- 
tion of funds and therefore the potential use and 
spending of the road maintenance fund. Growers, 
in contrast, are compulsorily required to contribute 
to the OPlC levy and will be forced to contribute to 
the road maintenance levy if they wish road 
access to improve. It was noted in informal dis- 
cussions with industry representatives that if 
growers 'chose' not to contribute to the levy, their 

Response 

not withhold their payment to the RMTF as a leverage to 
serve other purposes as in the case mentioned by the Re- 
questers when the milling companies temporarily sus- 
pended their voluntary contribution to OPlC funding. 
The sustainability of investments made in road reconstruc- 
tionlrehabilitation under the Project will depend on the es- 
tablishment and successful operation of the RMTF. Due to 
implementation start-up delays (which were largely beyond 
the control of the Project implementing agency), the study 
of the design of the RMTF is only expected to start in mid- 
2010, and the RMTF to be established in 201 1. The 
PNGSDP has signed an Agreement with OPIC, under the 
SADP, to provide seed capital of US$1 .I million for the 
RMTF, subject to the results of the feasibility study, and if 
the results are satisfactory to PNGSDP. 

Management Action: No action necessary. 
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road would not be maintained. 
The annual contribution rates in the current design 
of the RMTF are designed to sufficiently cover the 
costs of anticipated routine and non-routine main- 
tenance by contractors and the oil palm compa- 
nies. This maintenance mechanism, without con- 
tributions from either the provincial, national 
[governments] or the oil palm companies, will not 
be sustainable and roads access will decline. The 
SADP has a high risk of being unsustainable. 
After not being consulted on this issue, growers 
will be the first participants forced to pay for the 
loan and will be the last ones to benefit. If road 
maintenance is forced to conform to a user pay 
system then better safety provisions must be put 
in place to ensure the RMTF is contributed to 
regularly and a very minimum, it should be made 
mandatory that oil palm companies contribute to 
the road fund and the National Government un- 
derwrites the Provincial Government’s fund 
commitments. 

b) Management by OPIC. Another concern relat- 
ing to the sustainability of the project is OPIC’s 
limited capacity to deliver appropriate extension 
services. There is currently one OPlC extension 
officer for every 400 smallholder farmers in Oro 
Province, providing far less than adequate sup- 
port to growers. During the extension officer train- 
ing under the previous World Bank oil palm 
project in Oro, the level of extension service sus- 
tainability was found to be one officer for every 
300 growers. Under the SADP, an additional 7 
extension officers will be recruited in Bialla, 3 in 
Hoskins and 7 in Oro. However, the number of 
growers will also rise, amounting to almost 1750 
in Hoskins, 620 in Bialla and 2000 in Oro. Using 
the above mentioned standard of sustainability, 
the ratio of officers to growers clearly remains 
above 1:300, ensuring that the project will not be 
viable in the long term and growers will be left 
with the burden of growing oil palm without any 
support. Considering that other critical compo- 
nents of the project, such as productivity in- 
crease, HlVlAlDS awareness and land tenure 
strengthening are tightly linked with extension 
officer activities, these components will suffer and 
will not achieve their targets. 

Response 

Response: The PAD recognized that OPIC’s extension capacity 
needed to be improved and funds are allocated under the 
Project to strengthen this capacity. 
Background: 

Under the Project, an extension consultant will be hired. 
The extension consultant will introduce an approach to inte- 
raction with smallholders in which effective means of work- 
ing with groups and communities will be developed and im- 
plemented (making more effective use of staff/smallholder 
ratios), and the focus will be on understanding smallholder 
values and attitudes so that assistance can be directed to 
overcome real constraints to improved smallholder welfare 
and productivity. 
The oil palm industry in PNG generates substantial export 
earnings, while also enhancing rural incomes and house- 
hold welfare. However, there are significant differences in 
performance between the estate sector, which is supported 
by major private sector investments in oil palm milling com- 
panies, and the smallholder sector, with smallholder yields 
averaging between 50 to 70 percent of estate levels. The 
extension and research institutions, OPlC and PNGOPRA, 
are largely funded by grower levies and milling company 
contributions; funding limitations have been key constraints. 
Therefore, one of the aims of the Project is to increase 
smallholder yield per hectare through a reorientation of 
OPIC’s extension program and improved access to produc- 
tion inputs. 
Expectations are that an overall increase in smallholder 
production through more accessible roads, improved exten- 
sion services, infilling and yield increases under the SADP, 
combined with the extensive program of smallholder oil 
palm replanting that the oil palm milling companies are un- 
dertaking, will generate a substantial increase in FFB pro- 
duction and in the associated OPlC levies of K4 per FFB. 
This will in turn enhance the sustainability of the existing 
OPlC service system. 

Management Action: No action necessary. 
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ANNEX 2 
SUMMARY OF CONSULTATIONS 

November 
24,2000 

May 11, 
2001 

Novem ber 
29,2001 

November 
21,2002 

November 
21,2002 

Novem ber 

Meeting 

Ueeting 

Meeting 

Meeting 

Meeting 

Meeting 

3ro Prov- 
nce: 
Popondetta 

INNB: Bial- 
la 

Oro Prov- 
ince: 
Popondetta 

WNB Prov- 
ince: 
Hoskins 

WNB Prov- 
ince: 
Hoskins 

WNB Prov- 

Oil palm growers associ- 
ation members 

Oil palm growers associ- 
ation members 

Oil palm growers associ- 
ation members 

LLG representatives from 
Kove, Mosa, Hoskins 

Various CBOs, church 
groups, youth groups, 
women’s groups (includ- 
ing: Mosa LLG, Catholic 
Women Association, 
Anglican Mothers, Mama 
Lus Fruit, and United 
Church Women) 

Oil D a h  arower associa- 

Need to update FFB pricing formula (last re- 
view in 1999). 

’ Replanting program: needs a 3 year grace pe- 
riod. 

. Poor road conditions, lack of maintenance. 

. Road access to oil palm blocks should be a 
priority. 

. Revolving funds for nets should be kept in Oro. 
~ ~~ ~ 

. FFB pricing formula not transparent to growers. 

. Smallholders complain about low FFB farmgate 
prices (K50-60Iton FFB). 

. Smallholders would like their own mill. 

. Local people do not fully receive benefits from 
development. 

. Would like the Bank to continue supporting 
smallholder oil palm. “The project funded by the 
Bank in Oro is a model.” - Need to support smallholder replanting. 
A replanting fund should be considered. - Smallholders would like their own mill. 

- Until 1996 GoPNG gave funds to OPlC for road 
maintenance. This arrangement should contin- 
ue. - Chairman of oil palm growers association will 
ask growers to consider the introduction of an 
additional levy (about K2) for road maintenance 
and the establishment of the RMTF. 

LLG Kove: 
- Main activity is fishing. - Need for ice making and boats. 
- Plans to establish nursery for cocoa. 
LLG Mosa: 
- Need for road upgrading and maintenance. 
- Want to develop poultry and vanilla in addition 

to oil palm. 
- Contiguous villages wish to develop new oil 

palm. They would need road access. 
LLG Hoskins: 
- Want to develop cocoa and copra in addition to 

oil palm. 
LLG Sialla: 
- Problems with copra and vanilla marketing. 

- Mama Lus Fruit proceeds go to feeding family, 
paying for school fees and clothing. 

- Women would like tools. - Need for credit scheme to be set up and ma- 
naged by women. - Need for training to develop skills. 

- Need for a market place. 

Hoskins: 

70 



Smallholder Agriculture Development Project 

21,2002 

November 
21,2002 

November 
26,2002 

November 
26,2002 

March 4 - 
April 3, 
2003 

Meeting 

Meeting 

Meeting 

Meetings 
(Environ- 
mental im- 
Pact) 

ince: 
Hoskins 

WNB Prov- 
ince: 
Hoskins 

Oro Prov- 
ince: Po- 
pondetta 

Oro Prov- 
ince: Po- 
pondetta 

Port MO- 
resby; Oro 
Province; 
WNB Prov- 
ince; New 
Ireland 
Province; 
Milne Bay 
Province 

tions from Hoskins and 
Bialla 

East New Britain Oil 
Palm Growers 
Association, NGOs (in- 
cluding: WNB Poultry 
Association, 
Provincial Youth Council, 
Hoskins Grower Associa- 
tion, Kavugara Develop- 
ment Corporation, Sepik 
Welfare 
Association) 

Oil palm growers associ- 
ation 

Women’s groups (includ- 
ing Anglican Mothers 
Union, Provincial Women 
Council, Urban Women 
Council; youth repre- 
sentatives, Provincial 
Youth Council, Anglican 
Youth, Oro Smallholders 
Coffee Growers Associa- 
tion) 

Representatives of in- 
dustry bodies, NGOs, 
LLGs, and Provincial 
Administration 

- Need access to the back of blocks. 

Bialla: 

- Large population within the blocks. 
- Need to expand VOP. - Would like own transport facilities. 
- Need to improve road infrastructure. 
- Growers would like access to credit, 

electrification. 

- VOP extension can alleviate pressure on popu- 
lation. - Any expansion of oil palm must involve the 
youth. There has been no funding available for 
youth programs for the last 2-3 years. 

- Difficult for farmers to access credit. 
- There is a large population on LSS, but lack of 

infrastructure (water, electricity, and housing). - There are tensions between settlers and local 
people. - Need for assistance across sectors. 

- Need for additional milling capacity: difficult to 
process crop during peak periods. 

- Want better roads. 
- Growers would like their own Savings and Loan 

Associations. - Want to improve health of growers. 
- Difficult to evacuate in case of emergencies. 
- GoPNG support to schools and health very low 

in oil palm areas. 

- Mama Lus Fruit scheme is good for oil palm 
growers. Used to cover house expenses. - Very little assistance from Government to youth 
and women. 

- Women and youth need training and access to 
credit. - Roads do not reach all oil palm areas. 

- Oil palm and coffee growers complain about 
poor infrastructure. - VOP villages do not have good supply of clean 
water. - Marketing problems for coffee. Need for coffee 
mill and price subsidies. 

New Ireland Province: 

- Questions regarding the motives of the World 
Bank in coming to New Ireland. - Concerns that the Bank was conspiring to take 
over land in PNG. - After concerns were addressed, there was 
support for upgrading existing roads and for in- 
filling along existing roads. 

Milne Bay Province: 

- NGO opposition to expansion of oil palm. 
- Provincial Government in favor of expanding oil 
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March 4 - 
Ap,ril 3, 
2003 

March 4 - 
April 3, 
2003 

February 
2, 2004 

February 
3,2004 

June 20 - 
July 16, 
2004 

June 20 - 
July 16, 
2004 

Meetings 

(Access 
road con- 
struction 
and 
mainten- 
ance) 

Meetings 
(Options for 
the pilot 
CDD com- 
ponent) 

Meeting 

Meeting 

Meetings 
(Community 
develop- 
ment) 

Meetings 

(H IV/AI DS) 

Oro Prov- 
ince; WNB 
Province; 
Milne Bay 
Province 

Oro Prov- 
ince: Po- 
pondetta; 
WNB Prov- 
ince: Bialla 
and 
Hoskins; 

resby 
Port MO- 

~ 

WNB Prov- 
ince: 
Hoskins 

WNB Prov- 
ince: Bialla 

Port MO- 
resby; 
WNB Prov- 
ince; New 
Ireland 
Province; 
Oro Prov- 
ince; Milne 
Bay Prov- 
ince 

Port MO- 
resby; 
WNB Prov- 
ince: 

Representatives from the 
Department of Works, 
OPID, engineering con- 
sultants, aid agencies, 
access road users in- 
cluding smallholding 
growers, representatives 
of the mills and oil palm 
companies, OPIC, OPRA 
and other agricultural 
producers in the area 

Government officers and 
staff, donors, NGOs and 
CBOs. 

Oil palm growers associ- 
ation 

Oil palm growers associ- 
ation 

Officials of National and 
Provincial Governments, 
donor agencies, oil palm 
mill managers, OPlC 
staff, villagers, NGO and 
church workers. 

Representatives from 
key donor agencies, 
Government, NGOs, oil 
palm production compa- 

palm plantations from Alotau to Port Moresby, 
some 250,000 Ha along the proposed highway. 

- Discussions on aspects of access road con- 
struction and maintenance including the intro- 
duction of a new road maintenance levy. 

- Discussions regarding options for the pilot CDD 
component. - Potential partners and service providers identi- 
fied. 

- Need to train growers. - In LSS replanting program needs to leave 
some area for food garden. - Need for environmental awareness to avoid 
farmers clearing area close to rivers. 

- Need for access roads. - Proposed establishment of Road Maintenance 
Fund and introduction of a new levy for road 
maintenance. 

- Need for awareness campaign before introduc- 
ing levy for road maintenance. 

- Priorities are water supply and upgrading class- 
rooms. 

- 20 percent of growers have planted 100 per- 
cent of their land to oil palm. - Priorities are road repairs and poisoning aged 
oil palm for replanting. 

- Situation analysis for community sector in 
PNG. - Strategic issues and options for the CDD and 
HIV/AIDS interventions. 

- Criteria for province selection and ranking. 
- Suggested strategies including options for im- 

plementation and management, targeting of 
groups, preferred and ineligible activities and 
activity management process. 

- Potential impact of HIV/AIDS for the oil palm 
industry. 

- Strategies that contribute to prevention objec- 
tives. 
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October 
3-8 ,  
2004 

Meetings 

Kimbe; 
New Irel- 
and Prov- 
ince: Ka- 
vieng 

Port MO- 
resby; Oro 
Province : 
Popondetta 

nies, growers and health 
service providers, and 
PNG nationals. 

Growers association, 
NGOs, Provincial Admin- 
istration, DEC, OPIC, 
smallholders, LLGs, ward 
committee members 

- Identification of target groups and potential 
implementation partners and institutions. - Identification of HIVIAIDS related activities for 
integration in the Project. 

Poverty alleviation policy of WB Le., concentra- 
tion by WB on oil palm growers subject to criti- 
cism. 
Width of buffer zones. 
Concerns about health risks from black smoke 
from mill, mill effluent and chemicals used in 
the field contaminating water supplies. 
Some LSS block holders have outstanding 
rents. 
Complaints about slow pick up of harvested 
FFB. 
Increasing demand for new VOP blocks from 
areas outside current feeder road system. 
Number of LSS blocks with caretakers 
Fears of water pollution, call for independent 
audit of water quality. 
Claims of health problems associated with the 
mill and FFB. 
Confusion over price received by growers and 
world market price as seen in the newspapers. 
Opposition to oil palm -the Or0 Declaration 
(version seen unsigned). 
Lack of dissemination of information on pro- 
posed SADP. 
Accusations of corruption in allocation of road 
contracts (AusAID Incentive Funds). 
Concerns about equivalence of transport costs 
regardless of distance to mill. 
Bad state of roads, no pick up from Aeka Divi- 
sion for 5 months. 
Discussion on development grants from Na- 
tional Government and ward development 
plans. 
Water supply is a major need. 
Request for housing scheme. 
Concerns about HIV/AIDS increase associated 
with increased wealth and prostitution. 
Better relationship required between OPIC, 
DEC and NGOs. 
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October 3 
- 22,2004 

Odtober 

vember 4, 
2005 

20 - NO- 

April 26 - 
May 25, 
2006 

Meetings 

Meetings 

Meetings 

Port MO- 
resby; Oro 
Province: 
Popondet- 
ta, Oro 
Bay, Koko- 
da; WNB 
Province: 
Bialla 

Port MO- 
resby; Oro 
Province; 
WNB Prov- 
ince; Mo- 
robe Prov- 
ince 

Port MO- 
resby; Oro 
Province; 
WNB Prov- 
ince; East 
New Britain 
Province 

Officials of National and 
Provincial Governments, 
donor agencies, oil palm 
mill managers, and staff 
of OPIC, LLG staff and 
managers, villagers, 
NGO and church workers 
in Oro and WNB prov- 
inces 

Officials of National and 
Provincial Governments, 
donor agencies, oil palm 
mill managers, and OPIC 
staff; LLG staff and man- 
agers, village people, 
NGO and church workers 
in O'ro and WNB prov- 
inces 

Representatives of donor 
agencies, NGOs, Na- 
tional Government, Pro- 
vincial Administration, 
LLGs, growers associa- 
tions, OPIC, OPRA, and 
DEC 

The identification of suitable NGOs as potential 
implementation agencies for the CDD compo- 
nent. 
The development of a list of eligible and ineligi- 
ble types of activities for this component. Sug- 
gested mechanisms for funding, identification, 
review, selection, and implementation of CDD 
activities, including processes for building local 
level consensus and ensuring the inclusion of 
marginal, poor, or especially vulnerable groups 
in Project benefits. 
Identifying eligible forms of contribution and 
assessing the willingness and ability of the tar- 
geted beneficiaries to contribute toward these 
types of CDD activities at the household andlor 
community level. 
Suggested mechanisms for monitoring and 
evaluation. 

- Analysis of local governance. - Review of organizations that support communi- 
ty development. 

Need for study of toxin levels in populations 
living and working in oil palm areas. 
Expansion of oil palm in to new areas. 
Economic disbursements from oil palm (e.g., 
Oro Provincial Gov holds no shares in HOP). 
Need to ensure health issues are included in 
TOR for Social AssessmentJEA SADP. 
lnfill guidelines and eligibility for funding under 
the SADP. 
Demand for new plantings from areas outside 
current feeder road network (therefore ineligible 
under the SADP). 
Discussion with DEC on revised SADP and 
implications for Environmental Permit decision. 
Discussions on community development initia- 
tives, especially Community Development 
Schemes (CDS) (AusAID) - operate outside 
government system. 
Disbursement of development funds through 
District Grants. 
DPLGA Sub national initiative. 
Need for identification of facilitators for Compo- 
nent 2 at local level. 
CDS project (weakness of core group in Po- 
pondetta and WNB, process of screening 
projects). 
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I I 1 - Requirement for CBOs to be registered with 1 
IPA. 

- Phase 1 of CDS high performance provinces 
ran out of funding, Phase 2 was performance 
based. - Proposal for new CDS project-Democratic Go- 
vernance Project. 

- Unsustainable nature of current Provincial and 
Local Level Government system. 

- Fertilizer application is a social problem (block 
owner signs for the loan but proceeds of harv- 
est go to different family members on the 
block). - Impact of fertilizer application on yield takes 
about 2 years, but repayment to the milling 
company within 6 months. 

- Significant population growth on blocks. 
- Proposed establishment of Road Maintenance 

Fund and introduction of a new levy for road 
maintenance. - Growers need roads, electricity and water 
supply. - Would like their own Savings & Loan Associa- 
tion. 

I I 
I 

May 1, 
2006 

May 4, 
2006 

Oil palm smallholders, 
customary landowners in 
oil palm growing areas, 
non-oil palm growers, 
milling companies, mil- 

Meeting 

- Detailed summary in the Beneficiaries Assess- 
ment Report which includes a summary of ex- 
pected benefits, possible negative impacts and 
measures to ensure benefits and mitigate 
negative impacts for each group of key stake- 

Meeting 

WNB: 
Hoskins 

WNB: 
Hoskins 

Oil palm growers associ- 
ation 

Women’s groups - Shortage of land for food gardens in LSS 
areas. - Need for a smallholder mill. The Growers As- 
sociation has met investors. - Irregular harvesting due to poor road condi- 
tions. 

- Need access to credit. 
- Need for water supply, electricity, community 

halls, transport. 

May 10, 
2006 

Meeting 

July 18, 
2006 

July 19- 
August 
30.2006 

Workshop 
(Fact find- 
ing for the 
Social and 
Environ- 
ment As- 
sessment 

Consulta- 
tions (So- 
cial As- 
sessment) 

Oro Prov- 
ince: Po- 
pondetta 

Port MO- 
resby 

WNB: vari- 
ous villages 

Oro Prov- 
ince: vari- 

Oil palm growers associ- 
ation 

Government, NGOs, 
Donors, OPIC, ACIAR 

- Growers want to replant and infill. 
- Environmental concerns with pollution. 
- Problems with road access: some areas were 

planted with oil palm before the access roads 
were built. - Proposed establishment of Road Maintenance 
Fund and introduction of a new levy for road 
maintenance. 

- Need for health centers. 

- Potential social and environmental impacts of 
the Project. 

I 
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July 2006 

October 
2006 

October 
26,2006 

November 
2006 

Consulta- 
tions (EA) 

Meetings 

Workshop 
(Detailed 
Project de- 
sign) 

Consulta- 
tions (Eco- 
nomic anal- 
ysis) 

ous villages 

WNB Prov- 
ince: 
Kimbe, 
Hoskins, 
and Bialla, 
Oro Prov- 
ince; Port 
Moresby 

WNB: Ta- 
lasea Dis- 
trict - Bialla 
LLG, Kimbe 
Urban LLG, 
Talasea 
LLG. 

Oro Prov- 
ince: Sohe 
District - 
Kokoda 
LLG, Oro 
Bay LLG, 
Higaturu 

pondetta 
Urban LLG 

LLG, PO- 

WNB: 
Kimbe 

Port MO- 
resby 

ling company transport 
contractors, oil palm 
smallholder extension 
providers, representa- 
tives of industry bodies, 
Provincial Governments, 
LLGs , NGOs, church 
groups and CBOs (in- 
cluding youth groups). 

Representatives of in- 
dustry bodies, growers 
associations, milling 
companies, civil society 
(including churches, 
women groups, and 

holders and landowners 
NGOS), LLGs, block- 

Representatives of sub- 
national governments 

Representatives from 
milling companies, OPIC, 
RIC, DNPM, WNB Pro- 
vincial Government, and 
oil palm growers associa- 
tions 

OPIC, OPRA, milling 
companies, FAO, Rural 
Council, Provincial Gov- 
ernment, DNPM, Popon- 
detta Oil Palm Growers 
Association, ANZ Bank, 
RDB, Rural Council 

holders. - Social Assessment draws extensively on the 
focus group discussions and interviews. (Expli- 
cit references to focus group discussions in the 
Social Assessment can be found in numerous 
sections of the Social Assessment including, for 
example, on pages 19,24,36, 38, 41, 44,45, 
46, 50,54,59,65, 67, 77, 83). 

- No specific documentationhninutes of meetings 
available on topics discussed in stakeholder 
consultations. 

- Structure of sub-national governments. 
- Sub-national government management 

- Public financing structures. 
processes. 

- Presentation of and discussions about pro- 
posed detailed Project design, including pro- 
posed establishment of RMTF and introduction 
of new levy for road maintenance. 

- Analysis of smallholder credit, prices and costs. 
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January 31,2004 
Meeting 

April 30, 2004 
Letter 

August 30,2004 
Letter 

March 15,2006 
Letter 

May 25,2006 
Meeting 

April 26, 2007 
LetteP‘ 
May 14,2008 
~ette?’ 

July 28, 2008 
LetteP’ 

ANNEX 3 
WORLD BANK ENGAGEMENT WITH NGOS 

Requested by the Bank 

Bank team, the Environmental 
Law Center, the People for Mela- 
nesians and the Eco Forestry 
Forumz5 

Requesters to the Bank’s PNG 
Country Director 

Requesters to the Bank’s PNG 
Countrv Director 

Requesters and other NGOs to 
the President of the Bank 

Requested by the Bank 

The Bank team, Requesters, and, 
representatives of Conservation 
International, Gidigoana and oth- 
er NGOs 

Conservation International 

Requesters 

Requesters and other NGOS” 

1 Bank informed NGOs that intensive stakeholder consulta- 
tion would occur and responded to questions raised during 
the discussion (mainly focusing on environmental and so- 
cial aspects). 

June I O ,  2004 
Letter 
1 The Bank indicated the EA would be undertaken and 

noted that consultation with landowners and other stake- 
holders would occur. 

March 21,2006 
Letter 
1 The Bank informed Requesters that the SADP had been 

reassessed taking into account NGO concerns and men- 
tioned that stakeholder consultations would be undertaken 
through the Social Assessment and the EA. 

The Bank informed NGOs that a detailed water quality 
study had been commissioned and that the community 
development component would integrate lessons learned 
from other community development initiatives in PNG. 

June 16,2008 
Letter 
1 The Bank recommended that the Requesters contact 

OPlC to present and discuss their recommendations for 
the Project. 

25 The umbrella organization of local environmental NGOs in PNG. 

27 This letter was not included in the Requesters’ package; however, the Bank has a copy in i ts  files. 
28 This letter has been included in the Requesters’ package; however, the Bank cannot locate the letter in its f i les. 

The letter was endorsed by Alotau Environment Ltd., Bismarck-Ramu Group, Conservation Forum, Conservation Mela- 
nesia, East New Britain Social Action Group, Environmental Law Center, Greenpeace PNG, Oro Community Environmen- 
tal Action Network, Osi Tanata Ltd,. Bougainville Partner with Melanesians, PNG Eco-Forestry Forum. Note: some o f  
these NGOs (Alotau Environment Ltd., Bismarck-Ramu Group, East New Britain Social Action Group, Osi Tanata Ltd. 
Bougainville) are outside the Project affected areas. 

Unable to confirm whether a response was provided. 26 

29 
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March 5,2009 
Meetings 

March 6,2009 
Meeting 

March 9 & 11,2009 
Project launch work- 
shops in POM and Oro 
Province 

April 24, 2009 
E-mail 

April 29, 2009 
E-mail 

May 5,2009 
E-mail 

May 8,2009 
E-mail 

May 14,2009 
Meeting 

July 14, 2009 
Email 
July 14, 2009 
Letter 

Requested by World Bank 

The Bank team, the Requesters, 
and representatives from 
OCEAN, and WWF 

Requested by World Bank 

The Bank team, Requesters 

Invited by OPlC 

Requesters and other NGOs, 
CBOs and stakeholders in gen- 
eral, including the Government 
and the donor community 

~~ 

IAP to the World Bank PNG 
Country Manager and Country 
Program Coordinator 

IAP to TTL 

IAP to l T L  

IAP to TTL 

~~ 

Requested by Requesters and 
IAP 

Bank team, IAP, Requesters, and 
OPRA 

IAP 

Requesters 

1 The Bank extended invitations to the Project launch. 

. The Bank noted that the Project's complaint mechanisms 
would be strengthened, periodic audits of water quality 
would be undertaken, and that packages for road works 
would be in small contracts to adjust to contractor capaci- 
ty. 

The Bank noted that the Project's complaint mechanisms 
would be strengthened, periodic audits of water quality 
would be undertaken, and that the infilling would follow 
strict environmental and social guidelines. 

April 28, 2009 
E-mail from TTL 
1 The Bank provided clarification on the consultation 

process. 

May 1,2009 
E-mail from TTL 

Directed IAP to Project documents on the Banks website. . The Bank noted that there had been no money disbursed 
to government. 

~~~ 

May 7,2009 
E-mail from l T L  
1 The Bank provided the link to the Beneficiaries Assess- 

ment. . The Bank offered to set up meetings with other stakehold- 
ers. 

May 8,2009 
E-mail from l T L  
1 The Bank suggested names of stakeholders that IAP 

could meet with. . The Bank shared Project documentation and briefed par- 
ticipants on the coffee and cocoa project under prepara- 
tion. 

August 25,2009 
E-mail from TTL advising on delay with responding. 
September 3,2009 
Letter from the Bank 
1 Bank provided clarifications on consultation process, dis- 

closure of information, application of IP policy, application 
of forest policy, and environmental regulation. 

1 The Bank includes list of missions from Project prepara- 
tion with relevant documents; copy of notice from national 
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October 13, 2009 
Video Conference 

October 19,2009 
E-mail 

August 11, 2009 
E-mail 

Requested by the Bank'" 

Bank team, OPIC, and Request- 
ers 

Bank to Requesters 

IAP 

September 28, 2009 Requesters to WB Disclosure 
E-mail I office 

authorities on disclosure; and environmental letter from 
DEC. 

August 25,2009 
E-mail from TTL advising on delay with responding. 
September 3,2009 
E-mail from T T C  
1 The email responded to questions regarding the RMTF, 

the road levy, audits of OPlC and the ratio of OPlC officers 
to growers. 

September 30,2009 
E-mail 
1 The Requesters were advised to contact the PIC in Port 

Moresby. 

October 19,2009 - Email from PNG CM 
1 The Requesters were informed that the Bank was review- 

ing their request and would respond once a decision on 
disclosure had been reached. 

1 The Bank indicated that the task team was working with 
various units to respond to the request for documents 
without undue delay. 

30 Originally a meeting between the Bank and the Requesters was set up in Port Moresby for the week of October 5, 2009. 
The Requesters asked that the meeting be postponed to the following week. As the Bank team was unable to postpone its 
departure fiom Port Moresby, it was agreed to have the meeting by video conference. 
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2004 

2005 
2006 

ANNEX 4 
SADP MILESTONES AND MISSION TIMELINE 

2000 I Nov. 19 - 30.2000 I Oro Smallholder Oil Palm DeVelODment Proiect SuDervision Mission I 

Jan. 28 - Feb. 6,2004 Technical mission 
June 2004 Technical mission 
OCt. 3-22, 2004 Technical mission 
OCt. 20 - NOV. 4,2005 
Mar. 22 - 24,2006 
Apr. 25 - May 26,2006 
July 17 - 21,2006 
Oct. 23 - NOV. 16.2006 

Identification update mission 
Identification follow-up mission 
Preparation mission 
Technical mission (preparation follow-up mission) 
Pre-amraisal mission 

2001 I Mav6-29.2001 I Oro Smallholder Oil Palm Develooment Proiect SuDervision Mission I 

Apr. 30, 2007 
May 16, .2007 
May 17,2007 
June 18 to 22,2007 
July 31 to Aug. 10, 2007 
Oct. 10, 2007 
NOV. 5 - 7.2007 

I Nov. 25 - Dec. 8.2001 1 Oro Smallholder Oil Palm DeVelODment Proiect Suoervision Mission 1 

Begin negotiations 
Updated ISDS to Infoshop 
Environmental assessment received by Infoshop 
Technical mission (infrastructure) 
Technical mission (CDD) 
Conclusion of negotiations 
Neaotiations follow-uD mission 

2002 I SeDt. 22 - Oct. 4.2002 I ScoDina mission 1 

2009 

I Nov. 18 - 29,2002 I identification mission 1 

Jan. 28,2009 Project effectiveness 
March 5 - 19,2009 Project launch mission 
July 26 - 31, 2009 Technical mission (procurement and Or0 emergency works) 
Sept. 17 - Oct. 7, 2009 Supervision mission 

2003 I Mar. 4 - Apr. 4,2003 ' 1  Detailed identification mission 1 
I June 25,2003 I Concept note review meetina 1 
I July 17, 2003 I PID and ISDS to Infoshop 1 

1 Dec. 12.2006 I Proiect DreDaration review 1 
2007 I Jan. 28 - Feb. 28. 2007 I Amraisal mission 1 

I Feb. 22,2007 I Decision meetina. authorization of neaotiations 1 
I Feb. 23,2007 I Begin appraisal 1 
I Mar. 1, 2007 I Updated PID to InfoShoD 1 
I Apr. 2, 2007 I Notice of negotiations 1 

1 Nov. 20.2007 1 Obtained clearance for Documentation 1 
I Dec. 18,2007 I Bank amroval 1 

2008 I Feb. 5 - 13,2008 I Technical mission (restructurina re: Oro) 1 
I ADr. 22 - Mav 14, 2008 I Technical mission (restructurina re: Oro) 1 

July 9, 2008 
A u ~ .  5 - 14,2008 

I Signing of Financing Agreement and Project Agreement 
I Technical mission (restructuring re: Oro) 

I Nov. 30 - Dec. 6,2008 I Effectiveness conditions follow-up mission 1 
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