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Abstract: New Caledonia, or Kanaky, a French Overseas Territory situated in the Southwestern Pacific, is an archipelago
identified by leading scientists as one of the world's top ten "biodiversity hotspots." Surrounded by an extraordinary barrier
reef, Kanaky contains one of the world's largest lagoon systems. This little-researched reef and lagoon system is home to a
vast number of marine species including many found nowhere else. Recently, marine researchers discovered over 2,700
species of marine mollusks at one site, alone, several times the number of species recorded from any other comparable area
in the world. In January 2002, at the urging of courageous indigenous Kanak leaders and local environmentalists, the
French government proposed these reef ecosystems for listing as a UNESCO World Heritage Site. In March, 2002, sixty-
two coastal and marine scientific experts identified the reefs of New Caledonia as being of "Outstanding Universal Value"
in terms of their biodiversity attributes and placed these reefs at the top of the priority list for World Heritage designation in
the Pacific. Many of Kanaky's reef ecosystems are in good to excellent condition owing to their physical isolation and
minimal human pressure from fishing. Unfortunately, however, these reefs are under increasing pressure from open-pit
industrial nickel mining and the associated air and water pollution. This paper presents a brief overview of the threat posed
to the reefs by industrial mining, with a focus on the proposed Inco Goro Nickel mine, and utilizing the case of the Inco
mine, traces the linkages between support from public financial institutions and government subsidies and environmentally
damaging mining operations.
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Background: Biodiversity and Nickel Mining in Kanaky/New Caledonia

Kanaky or New Caledonia, a country under French rule in the Southwestern Pacific, is one of the most
unusual biodiversity hotspots on earth. A remnant of ancient Gondwanaland, the main island,

La Grand Terre, separated from Australia some 85 million years ago and has existed in isolation from
other land masses, surrounded by deep ocean trenches.® Kanaky contains the largest concentration of
nickel laterites in the world (approximately 20% of the known reserves) and contains 75% of the reefs
and lagoons under French control.* Due to the country's geological history, isolated location and
unusual soils which are poor in nitrogen, potassium and phosphorous and rich in chromium,
magnesium, nickel, iron and cobalt — elements usually toxic to plants -- over 75% of the country's
plant species are endemic and are found nowhere else on earth. Some of New Caledonia’s terrestrial
ecosystems have rates of endemism as high as 91%.> Kanaky is home to extraordinary "living fossils"
including 18 species of the Winteraceae family of plants which date back 120 million years, to the age
of dinosaurs.®

Surrounded by an extraordinary barrier reef --the second largest in the world, after Australia's Great
Barrier Reef -- Kanaky contains one of the world's largest lagoon systems. The location of Kanaky's
reefs relative to prevailing currents and temperature regimes has allowed them to remain relatively
unscathed by recent massive coral bleaching events which have had profound impacts on the reefs of
neighboring Australia and throughout the Pacific.” This little-researched reef and lagoon system —
occupying close to 10 million acres (44,000 km2) -- is home to a vast number of marine species
including many found nowhere else on earth.®

Recently, marine researchers discovered over 2,700 species of marine molluscs at one Kanaky site,
alone — several times the number of species than those recorded from any other comparable area in the
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world.? This recent discovery and other current analyses of Kanaky marine molluscs is likely to force
an upward recalculation of the total number of living species on Earth.*

In January 2002, after pressure by courageous indigenous Kanak leaders and local environmentalists,
the French government proposed New Caledonia'’s reef ecosystems for listing as a UNESCO World
Heritage Site. In March, 2002, sixty-two coastal and marine scientific experts convened in Hanoi,
Vietnam and concluded that the reefs of New Caledonia were of "Outstanding Universal Value" in
terms of their biodiversity attributes, placing these reefs at the top of priority list for World Heritage
designation in the Pacific.'* The UNESCO process, however, has since been blocked and the
nomination has not progressed. The French Minister of Ecology and Sustainable Development has
stated that France now prefers to "work with international mining companies...to ensure environmental
protection” instead of seeking World Heritage status for the reefs.

Given the nickel-rich soils, and a recent "World Nickel Meeting" held in the country, large
international mining companies are preparing to initiate massive mining operations on indigenous
lands in this fragile island ecosystem. In addition, there are plans for the development of large-scale
industrial shrimp aquaculture operations. There are indications that both mining and aquaculture
companies are attempting to secure international finance, including ECA support, for their proposed
ventures. This paper focuses on the provision of public finance for mining sector. The potential impact
of public finance on the aquaculture sector will be examined in a later paper.

Mining and Public Finance

New Caledonia has sometimes been called the “El Dorado of Nickel” by the international mining
community. However, international nickel prices have not been stable and civil unrest appears to be on
the increase locally. Under conditions of clear political and commercial risk, it is likely that
transnational mining companies and their investment partners are seeking methods of shifting the risk
burden to the public sector, especially through the utilization of various forms of public finance and
political risk insurance from ECAs in their countries of origin.

Major nickel-mining companies with plans for New Caledonia include Canada's Inco, notorious for
conflicts with indigenous communities and environmental destruction in Indonesia (supported by
Canadian and Japanese export credit agency finance), Canada, and Guatemala; Canada's troubled
Falconbridge company, known for its non-compliance with Canadian pollution laws, now planning
the construction of a massive coal power plant for its expanded Kanaky operations with hopes for a
massive French subsidy totaling US$630 million, Australia's BHP, the U.S.A.'s Phelps Dodge, and
Russia's infamous Norilsk mining company,*? initially established by Stalin as a gulag prison camp
mine on indigenous lands in the Russian Arctic and currently regarded as the largest single source of
air pollution in the world.*®

The Case of Inco: Following the Money Trail

Canada's Inco company leads the Kanaky mining race with its initiation of construction of a $1.8 to $2
billion nickel-cobalt mining facility in the Goro region of Kanaky's Southern Province, apparently
without yet having secured the government permits necessary for mine operation. Inco plans to utilize
an unproven, and apparently risky Pressure Acid Leach (PAL) technology powered by a coal fired
plant which is underwritten, in part, by the publicly financed Agence francaise de developpement
(AFD) and which will be located in the midst of protected botanical reserves, adjacent to the fragile
reef systems proposed for World Heritage Site nomination. AFD often acts as an export credit agency,
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providing loans for overseas projects which are supported by insurance from COFACE, France's
export credit insurance agency.* Since February 2000, the French government has committed to the
evaluation of environmental impacts as part of the acceptance process for export guarantee requests.’
Inco built and ran an on-site pilot plant to test the company's new hydrometalurgical process.

Inco's initial plan to dump millions of tons of mining tailings containing heavy metals directly onto the
reef met with protests from local environmentalists and Kanak leaders. As a result, the company
announced that they would not dump all of their effluent directly into the New Caledonia reefs but
would place it first in a settling pond. The company still apparently plans to dump millions of cubic
meters of decanted mineral-rich liquid effluent into the coral reef ecosystem at the Havannah Passage,
which marks the northern limit of the country's largest coral reserve, the 16,000 hectare Yves Merlet
Special Reserve, created in 1970. There is concern that the liquid will contain significant heavy metal
pollutants, including manganese and hexavalent chromium. This mine presents a tremendous threat to
marine biodiversity and to communities dependent on near-shore subsistence fishery resources.

In addition, despite U.N. resolution 35/118 which "urges member states to prevent the systematic
influx of outside immigrants and settlers™ in territories such as Kanaky, Inco apparently plans to import
2,000 Filipino laborers on a revolving basis as a low-cost, factory construction crew.

In 2001, Inco appointed Pierre Alla to direct their Goro mine, coming directly from scandal-ridden
Pam Lyonnaise Jaya in Indonesia.” New Caledonia has proposed the granting of a 15-year, 100% tax
holiday, followed by a 5-year 50% tax holiday for the company.

Flawed Inco Environmental Impact Statement Linked to Disbursement of French Finance

As part of the process of applying for the Goro Nickel mine operating permit, it was necessary for Inco
to provide an Environmental Impact Assessment (EIA) to the New Caledonia government. The EIA
was extraordinarily weak and was harshly criticized by scientists, environmentalists and Kanak leaders
as completely inadequate and lacking in credibility.®

In March 2002, INERIS, a French government research agency, submitted a proposal to conduct a
“critical analysis" of environmental risks associated with the proposed mining Goro Nickel operation.™
Inco paid INERIS to conduct the evaluation and the agency proposed to limit its analysis only to those
subjects raised by the company in the its EIA. The Goro Nickel assessment barely mentioned the
potential environmental impacts -- including acid rain, the clearing of forests for electricity lines and
infrastructure -- of building and operating a coal-fired power plant in the middle of protected botanical
reserves containing some of the only known populations of certain species on the verge of extinction.

One day after the INERIS proposal had been submitted, the publicly funded French Development
Agency (Agence francais de developpement, AFD) signed a 7.5 million euro (approximately US$7.5
million) "prefinancement” contract with Elyo SA for the purchase of turbines for the coal fired plant
designed to supply power to the Goro Nickel operation, located in the midst of botanical reserves
adjacent to fragile reef ecosystems. The contract was signed despite the fact that Goro Nickel had not
yet obtained permission to operate its planned mine and despite the fact that there had been no
meaningful environmental assessment of the impacts of siting the proposed coal plant in an extremely
environmentally vulnerable area, containing species on the verge of extinction.? The AFD also
prepared for consideration an additional 11.4 million euro contract for power supply extension lines
with Enercal.*



The assessment of the Goro Nickel EIA completed by INERIS in July, 2002 underscored a number,
but not all, of the staggering insufficiencies of the EIA and highlighted the significant environmental
risks associated with the Goro project. However, INERIS failed to provide credible suggestions for the
amelioration or avoidance of many of the potentially devastating environmental impacts and appeared
poised to acquiesce to the project despite the fatal flaws in the environmental analysis. French
government sources indicated that potential stumbling blocks in the French approval process for the
Goro Nickel operation "could be due to the fact that the French State stresses respect for the European
environment code as a pre-condition to its backing."?

In August, 2002 close to 3000 angry Kanak leaders, trade union members, environmental
organizations, and human rights groups held a demonstration to express their anger at a Provincial
government decision to award another laterite deposit, in Prony, to Inco's Goro operation. The
Collective for the Defense and Control of the Prony Heritage called it, "a grave attack on the rights and
interests of the citizens of New Caledonia ... placing the sustainable development of our country in
peril and radically compromising the future of our children." A similar protest occurred in September,
and Inco subcontractors carried out a significant work-stoppage of the company's construction work.

In September, 2002, Goro Nickel Chair Peter Alla announced that, since the company had completed
its environmental impact assessment, French public finance -- including a planned $350 million tax
subsidy -- would "be in place by the end of the year."*

In October 2002, however, a Kanak Senate delegation accompanied by NGO representatives traveled
to Paris to meet with French Presidential advisors and officials in the Ministry of Economics, Finance,
and Industry, the Ministry of Ecology and Sustainable Development, and the Agence francaise de
developpement (AFD), and UNESCO.?* Kanak Senate and NGO representatives underscored concerns
about the Goro Nickel plans, the stalled UNESCO nomination, and presented a detailed analysis of the
deeply flawed Inco environmental impact assessment, including concerns raised by INERIS scientists.
They underscored concerns about the role of French public finance, including AFD loans, the proposed
tax subsidy, and apparently misleading documents filed by the company in its reports to the U.S.
Securities and Exchange Commission.”® The AFD's Executive Director for Overseas Operations,
Monique Barbut, indicated that the AFD had only disbursed a small portion of the planned AFD
finance package for the coal power plant equipment, but that this funding was not subject to any
environmental standards.?® Mme. Barbut indicated that the proposed AFD financing for the electricity
lines would only occur if Goro Nickel met environmental conditions, including international and
French standards. Advisors to the Ministry of Economy, Finance and Industry (MinEFI) assured the
delegation that the proposed $350 million Inco tax "defiscalisation” subsidy would not be finalized
unless the Ministry of Ecology and Sustainable Development had examined and accepted the
company's EIA and the INERIS report and recommendations.

In November 2002, immediately after the Kanak Senate and NGO delegation left Paris, INERIS
officials flew to New Caledonia to attempt to convince other Kanak leaders to accept the company's
flawed EIA and the proposed INERIS "solutions," apparently to ensure that the $350 million finance
package could be rapidly finalized. The Kanak leaders refused, the French government did not sign the
finance package, and within two weeks Inco announced that it was ceasing Kanaky operations for an
undetermined period of time. The company sent home the Filipino laborers that they had brought into
the country for mine construction and dismantled their sub-contracting agreements. The company's
press release indicated that they had run into sudden, unexpected cost overruns of up to 45% and that
they "did not expect to finalize the terms™ of the $350 million tax subsidy but would attempt "to
continue pursuing this financing program, if available."’



In December 2003, after having dismissed the international consortium comprising Bechtel, (United
States) Technip, (France) and Hatch (Canada), Inco announced a new partnership with Bermuda and
U.S.-based Foster Wheeler and Canada's SNC Lavalin for the construction of the mine.?® On
December 26, 2003, an administrative court cancelled Goro Nickel's Prony nickel prospecting license
as a result of a suit filed by opposition political parties, competitor nickel mining companies and
traditional chiefs.?® Four days later, strongman and head of the Southern Province, Jacques Lafleur,
ordered Inco’s Prony prospecting permit re-instated.

The Cost of Activism

An Environmental Defense report circulated in November, 2002 highlighted the fact that Inco, in its
2001 annual report to the U.S. Securities and Exchange Commission, had failed to inform
shareholders of material environmental risks and liabilities associated with its New Caledonia and
Indonesia operations and had only set aside funds for post-mine restoration costs for its Canadian
operations, totaling approximately $315 million.*® In March 2003, the company suddenly increased its
estimate of liability by $100 million and changed its SEC filing to reflect this, bringing its total
estimate of future site restoration costs to $415 million dollars.™

In 2002, Inco informed shareholders that NGOs, community activist groups, and "the possible future
independence” of Kanaky were now to be considered shareholder risks. The company's 2002 SEC
statement, published in March 2003, indicated that the shutdown of the Goro Nickel operation had cost
the company $62 million, which Inco claims was offset by a gain of $37 million on "certain forward
currency contracts”, leading to a loss of $25 million in the last quarter of 2002.% The SEC filing
indicates elsewhere, however, that the loss due to the Goro postponement was $26 million.* In
addition, the filing notes that the company suffered a net loss of $1.48 billion in 2002 compared with
earnings of $305 million in 2001, linked to both the Goro postponement and “tax asset impairment
charges of $1,626 million, or $8.89 per share, to reduce the carrying value of the Voisey's Bay project
and certain other assets.” On July 20, 2004, the company announced a ""non-cash impairment charge"
of $191 million associated with "changes in the planned Goro project configuration."** They indicated
that certain equipment purchased earlier "would no longer have any value for the project or otherwise"
and that "capitalized expenditures incurred totaling $201 million before minority interest and taxes
have been written off in the second quarter of 2004. After taking into account the minority interest of
$9 million and a tax recovery of $1 million, this charge totaled $191 million."*®

Environmental Standards? Finance for Inco, Falconbridge, and Other Mines

On December 17, 2003, a French government representative in Kanaky announced that France would
provide a tax subsidy package of US $230 million for the Prony coal-fired power plant designed to
support the Goro Nickel operation, previously funded by loans from the AFD. An additional US $418
million is to be provided directly for the Goro Nickel project, a substantial increase over the initial
planned French government subsidy.*® Responding to the news, Jacques Lafleur remarked,“When we
know the current budgetary difficulties in France, we realize the colossal effort the government is
making to insure the success of New Caledonia’s metalurgical projects.”’

Interestingly enough, no information has yet been released to the public regarding the manner by
which the deeply flawed Goro Nickel EIA has been accepted by the French Ministry of Environment
and Sustainable Development, a prerequisite for the granting of French subsidies. Guidelines
developed by France for export credit agency activities include reference to World Bank standards



regarding effluent disposal and "the avoidance of environmentally sensitive sites" such as those of
"vast biodiversity" and those which are "particularly important for endangered animal or plant species
on the IUCN Red List."* Inco is reportedly seeking Export Credit Agency finance, potentially from
Canada or Japan.

There are additional reports that the French government is planning $630 million in tax breaks and
"low cost funding™ for the proposed expansion of the Falconbridge mine in the country's Northern
Province.”® According to Andre Dang, the president of the local company which is partnering with
Falconbridge in the project, “This is a great gift.”*

Half a dozen other large companies are currently negotiating for access to Kanaky's nickel resources.
Clearly a number of the proposed mega-mining operations appear to violate even the minimal
environmental standards of many public financial institutions, including export credit agencies.
Nonetheless, the role of export credit agencies, the provision of other types of public finance, the
extent of due diligence carried out by private sector investors and the extent of public scrutiny are
likely to be a crucial determinants of the extent to which these companies are able to secure financing
for their environmentally destructive and socially disruptive plans.
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