INTERVIEW: ICCA Still Has Contract Labor Concerns At Grasberg
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   Freeport McMoRan (FCX)'s Grasberg mine in Indonesia has been the site of labor contention lately, but a group that promotes corporate responsibility said except for some areas such as use of contract labor, the company has made great strides in implementing policies to benefit native Papuan employees.

    Freeport established guiding principles several years ago to help advance Papuans at its Grasberg copper and gold mine operated by its affiliate, P.T. Freeport Indonesia. As part of its commitment, the company contracted with the International Center for Corporate Accountability to audit its progress.

     The ICCA Web site says it has "complete discretion" issuing reports "without any censorship from Freeport," other than the company can respond to the findings.

     The company's policies are in the spotlight because Tongoi Papua, a labor group that lobbies on behalf of Freeport's native employers from Papua, has called a protest over advancement opportunities and benefits for Papuan employees. Concerns about labor unrest have contributed to a rise in copper prices.

    S. Prakash Sethi, president of the ICCA, Tuesday reported progress at operations in a number of areas between audits conducted in 2004 and late 2006.

    "Freeport is doing as well as could be expected," Sethi said, especially considering the perception that many mining companies generally have done little in the way of economic and social development.

     "They are beginning to put tremendous effort into training," he said. "A lot of mining jobs are technically oriented, even though they are muscle jobs."

    The ICCA is a non-profit organization founded to promote good corporate citizenship worldwide, with the mission of urging companies to accomplish this through voluntary standards. Its board is comprised of economists, political scientists, engineers, religious leaders and ethicists from the U.S. and other parts of the world.

     One of the main differences between the ICCA and company, however, is the use of contract labor, which Sethi said accounts for perhaps 10%-15% of the jobs. Indonesian law only allows use of contract workers for certain conditions, such as seasonal work or one-time jobs. Yet, some had been in their jobs for up to half a decade, Sethi said.

    "Our concern is these workers were being paid anywhere from 20%-30% less than the workers on the Freeport payroll," Sethi said. The difference is going to administrative fees of contractors, he added.

     After the 2004 audit, the company maintained it was using contract workers as a training tool, Sethi said.

      "When we went in 2006 (for another audit), some of the practices had been corrected, but some were still there," Sethi said.

      The ICCA later received a legal memorandum explaining why the practices should be considered acceptable under Indonesian law, he said.

    "We are not satisfied with that and are exercising our right and have asked for an independent legal opinion from another law firm in Indonesia with very strong credentials," Sethi said. "Then we would know if the current practices meet the law."

    If so, "there is nothing we could do about it. But if they are not, we would insist that they be corrected."

     The main problems, he emphasized, are not with Freeport itself but with the private companies operating in the mining area.

    Otherwise, Sethi characterized wages and benefits at the Grasberg mine itself as fair.

    "The mine is so rich that they don't chisel on wages because they cannot afford unhappy workers," he said. Likewise, the ICCA is satisfied with the safety aspect. The company has an added incentive since accidents otherwise would cost millions of dollars in the event of shutdowns, he said.

     The 2004 ICCA audit determined Freeport had met a commitment to double the number of Papuans working at the mine site between 1996 and 2004, and then again from 2000 to 2004, Sethi said.

     "Our concern at that time was that while the numbers were met, most of the workers were at the bottom of the totem pole at the entry level and there was not enough movement upwards," Sethi said.

     To help change this, a change was made in expenditures from a fund dedicated to and managed by the Papuans, Sethi said. The company contributes 1% of its revenue from the Grasberg mine to the fund, which amounts to millions of dollars annually.

    Previously, scholarships had been given to allow Papuans to attend colleges. However, Sethi said, it turned out many were getting money when they were not even attending classes, or else earnings degrees that would not necessarily help them work at the mine.

     "The bottom line is the program was totally out of control and eating up almost 30% of the budget and not delivering anything," said Sethi.

     Since, a change has made in which scholarships have been cut back. Instead, an emphasis has been put on educating young Papuans so they will later be prepared for higher education, Sethi said.

     Freeport did not immediately return a call for comment.

