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ABATEMENT INCENTIVES PRIOR TO THE COMMENCEMENT OF THE
AUSTRALIAN EMISSIONS TRADING SCHEME

INTRODUCTION

BlueScope Steel is the largest steel manufacturer in Australia and the only flat steel products maker. Flat steel
products include slab, hot rolled coil, cold rolled coil and plate, as well as coated and painted steel products such
as COLORBDOND® steel and ZINCALUME® steel and downstream steel building products, such as steel
roofing, fencing, walling, decking and rainwater harvesting solutions.

BlueScope Steel has three primary steelmaking plants (one in each of Australia, New Zealand and the United
States) as well as a significant number of downstream steel manufacturing plants of various sizes in 17 countries.
BlueScope Steel's largest manufacturing plant is the Port Kembla Steelworks located in the lllawarra region of
New South Wales. The Port Kembla Steelworks directly employs approximately 3800 people and provides work
for approximately 2800 on-site contractors. It is one of the largest employers in the lllawarra region. In Australia
as a whole, BlueScope Steel directly employs approximately 8,400 people.

Port Kembla manufactures iron and steel using the highly efficient blast furnace process, with its principal raw
materials being iron ore and coking coal. The Port Kembla Steelworks has two blast furnaces, and the main
products manufactured by the Steelworks are steel slab and hot rolled coil (HRC). In the last (2006/07) financial
year, BlueScope Steel manufactured 5,307,000 tonnes of raw steel at the Port Kembla Steelworks

Current Iron and steelmaking technologies are inherently greenhouse gas (GHG) emission intensive as they rely
on the use of a carbon as a chemical reagent in the process of converting iron ore to iron. Once produced, steel
can be recycled indefinitely either as part of the input feed to conventional steelworks or by remelting in Electric
Furnaces. Indeed, steel is the most recycled material in the world today with over 400 million tonnes of steel
produced annually by remelting steel scrap.

Approximately half of BlueScope Steel Australian production is exported, while the other half is sold to domestic
manufacturing customers or further processed through BlueScope Steel's downstream manufacturing operations
throughout Australia. BlueScope Steel operates in a competitive international export market. Its competitors in
many cases are operating in economies that are not carbon constrained.

BlueScope Steel is therefore clearly a trade exposed, emissions intensive company by any definition and the
government must act to ensure the Australian Emissions Trading Scheme (AETS) maintains the ongoing
competitiveness of the steel industry. We welcome the recognition by the government that this is an important
consideration in the formulation of the rules for the AETS.

Significant abatement opportunities available in the steel industry usually involve major capital investment. For
example, BlueScope Steel is considering construction of a new Steelworks Co-generation Plant (SCP) at the Port
Kembla Steelworks. This plant, at a proposed cost of more than A$700 million, would offset approximately
800,000 tonnes of GHG emissions (CO»-€) per annum.

The method for calculation of a disproportionate loss under the AETS is not yet available, and this will be a critical
issue in determining the overall business impact. At this point compensation has been discussed as the ‘loss in



asset value', (page 2 of the discussion paper). It would appear therefore that the full impact of the AETS on a
company's ‘bottom line’ might not be compensated.

To allow industry to act in a timely and cost effective manner it is imperative that government establishes the
functionality and rules of the AETS as quickly as possible. Without this certainty, and with large abatement
projects taking time to establish, it is unlikely that significant abatement will be able to be generated in the interim
period until the AETS is established.

Whilst there is a need to define the AETS quickly, every effort should also be taken to utilise established reporting
and auditing systems and protocols to minimise the additional regulatory load. Any additional regulatory load will
add to business costs and may further reduce Australian business’ competitive position with respect to our
international competitors.

We believe it is incumbent on Governments’ to support the implementation of abatement opportunities where
possible. Generating credits or offsets should not be the only support Government provides to solutions that will
abate emissions. BlueScope Steel recommends that the Government consider an accelerated depreciation for
GHG reduction projects as has been recently suggested by Ernst & Young (Source : ‘Business Tax Issues in
Emissions Trading’ September 2007.)

The discussion paper raises a number of further specific areas for comment and these have been addressed

below. For ease of reference, our comments are ordered in the same manner as the discussion paper and the
extracts from the paper are boxed.

ISSUES FOR STAKEHOLDER CONSIDERATION

‘NO DISADVANTAGE’ ARRANGEMENTS

It is proposed that the emissions trading scheme regulator use verified emissions data from the first mandatory
reporting period under the National Greenhouse and Energy Reporting System as an input into permit allocations.
It is proposed that the regulator supplement this with verified abatement data from the previous year and draw on
other relevant sources of data where this would assist in ensuring firms receive an appropriate allocation of
permits.

Firms are encouraged to report abatement through the National Greenhouse and Energy Reporting System along
with other corporate emissions and energy data, and to keep high quality records of abatement activity in the
mean time.

Stakeholder advice is sought on relevant sources of data outside of NGERS that could be used for this purpose
(eg, information from environmental approval processes or greenhouse or energy use programmes such as
Energy Efficiency Opportunities)

BlueScope Steel strongly supports the intention of the NGERS to become a single streamlined national reporting
system that supersedes all duplicative State schemes currently in operation. We also support the use of verified
emissions data as input to permit allocation subject to a business as usual rule. We do, however, recommend
that the regulator be able to substitute 2008-09 data with verified data from earlier years or an average figure over
a number of years, rather than supplement it only, in cases where 2008-09 data does not represent a true and
accurate representation of emissions for a facility or company.

To illustrate the need for this flexibility, the Port Kembla Steelworks has in recent years produced some 11.3
Million Tonnes per annum of CO2-e (WBCSD Scope 1 and 2 emissions) as a result of producing 5.3 m tonnes
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per annum of steel. The Steelworks normally operates two blast furnaces of similar capacity to achieve this
production rate. During 2008-09 BlueScope Steel intends to carry out a reline of its #5 Blast Furnace, a once in
15-20 year event. Obviously, a reline will result in reduced production of steel. The reline is likely to take 80 to
90 days and only one blast furnace will be in operation during this time. The resulting impact on annual
production of steel would be a reduction in the order of 600 000 tonnes. This would result in the Port Kembla
Steelworks emissions being substantially reduced in 2008-09 relative to the previous year's emissions profile.

BlueScope Steel believes that a variety of sources of data are and will be available for it's operations, including
data for Energy Efficiency Opportunities legislation, and Environmental Impact Assessments of projects prepared
for statutory submission and compliance studies. As long as data can be verified, BlueScope Steel does not
believe that limiting sources is appropriate and, in fact, will cause duplication and additional costs to business in
some circumstances.

ASSETS ELIGIBLE FOR COMPENSATION

Stakeholder feedback is being sought in relation to the definition of an asset “in existence” at the cut-off date.
Feedback is sought in relation to the guidance afforded by the use of the National Electricity Market (NEM)
definition and criteria for the electricity generation sector, and any necessary amendments to the criteria that may
be necessary to give a similar outcome for other industries.

We recommend that the NEM definitions should not applied collectively (i.e. that a project must pass all criteria),
but instead should be applied as independent tests depending on the circumstance of the project. As part of its
capital project feasibility assessment process, BlueScope Steel places importance on gaining all regulatory and
planning approvals prior to presenting projects to the Company’s Board for approval. Therefore, all planning
approvals may exist prior to the project even being internally approved.

STANDARDS FOR ABATEMENT RECOGNISED BY THE SCHEME

It is proposed that credits only be provided for activities that represent abatement that has actually occurred, is
additional, permanent, measurable, and verifiable.

BlueScope Steel supports the proposition that abatement must be additional, permanent, measurable, and
verifiable, provided that the standards against which a project is to be assessed to determine additionality are
sufficiently flexible to recognise the many different abatement opportunities that exist.

We have also noted the statement in Box 1.1 of the discussion paper that ‘business as usual’ (BAU) may include
activities completed to meet government regulations. BlueScope Steel enters into environmental improvement
plans for a number of its sites with various state regulatory bodies (e.g. NSW Department of Environment and
Climate Change). These negotiated plans may, and do currently, include requirements to complete activities
addressing GHG emissions. Requirements may include installation of equipment or simply the completion of
feasibility studies. Clarification is required as to whether or not projects would be classified as BAU if preliminary
work has been undertaken as a requirement of such an improvement plan or other negotiated agreement. In our
view, this preliminary work should not trigger the project as BAU under an additionality test. To simply include all
work done in response to Government regulation as one of the triggers for ‘business as usual’ is too broad and
needs further definition.




ELIGIBLE ACTIVITIES

It is proposed that there be no restriction on the types of activities that can earn credits prior to 2011 for use in the
emissions trading scheme, provided they represent abatement that is additional, has actually occurred, and is
permanent, measurable, and verifiable.

It is proposed that early action credits be generated from eligible projects for abatement after 3 June 2007 until
the commencement of the scheme due in 2011.

Similarly, it is proposed that offset credits for use in the emissions trading scheme can be generated from eligible
projects for abatement after 3 June 2007.

To be eligible, it is proposed that projects would need to be established after 3 June 2007.
Abatement projects could only be approved following final decisions as to eligibility of activities for offsets or early
action credits for use in a future emissions trading scheme.

BlueScope Steel supports there being no restriction on the types of activities that can earn credits prior to 2011.
We believe that the scheme regulator does need to be flexible in defining additionality and the requirement that
projects need to be established after 3 June 2007.

For example, it is possible to envisage a situation where a company in a covered sector has committed to a major
capital investment in their business prior to 3 June 2007, but as a result of the opportunity presented by the
availability of early action credits, decides to re-scope the project post 3 June 2007 and adds an abatement
opportunity to the project e.g. by adding a heat recovery process. Such a heat recovery process would clearly
not be business as usual and would only be economically viable if it could create early action credits. It would be
a perverse outcome if the regulator decided that if such a heat recovery process was not eligible for credits
because it was part of a previously committed project. BlueScope Steel believes that the logical result would then
be for the company to delay the heat recovery investment until the AETS commences, losing the opportunity for
the abatement to occur in the interim period. Additional abatement opportunities must therefore be considered
separately to ‘parent’ projects in this instance.

INITIAL ARRANGEMENTS — APPROVAL VIA GREENHOUSE FRIENDLY

It is proposed that the Australian Government’s Greenhouse Friendly programme provide the initial administrative
mechanism for approving offsets and early action credits for use in the emissions trading scheme.

It is proposed that the existing Greenhouse Friendly protocol for new forest offsets be used to assess eligibility
following any Government decision, but be reviewed in 2008.

Within the objective of not introducing new regulatory systems, we support the adoption of the protocols of the
Greenhouse Friendly programme. These protocols require abatement to be approved by an independent AGO
approved verifier allowing companies to use existing established methodology to gain approval.

We are, however, concerned with the quantity of resources available for independent verification. Will the current
panel of accredited verifiers (approved by the AGO) be able to handle what is likely to be a substantially
increased workload under the early action credit and offset scheme? Is the AGO looking at accrediting further
companies or individuals? This issue may cause delays once the early action credit system is established.

The review and updating of the AGO Factor and Methods Workbook currently being undertaken cannot be
allowed to delay approval of new methodologies and protocols. BlueScope Steel is interested in participating in
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the review of the workbook (see NGERS Regulations Discussion Paper p.9) given our long involvement with the
International Iron and Steel Institute and role as the Australian representative on the APP Steel Working Group.

STREAMLINING ADMINISTRATION OF OFFSETS AND EARLY ACTION CREDITS

It is proposed that streamlined protocols be developed for eligible early action and offset projects. Stakeholder
feedback is sought on priority project activities for protocol development.

We support any streamlining of the process for approval as long as the rules remain clearly defined. This is
necessary so that companies can assess their own situation and internal options with some degree of certainty.
At this time we do not have any suggestions on protocols related to the steel industry that need prioritised
approval.

NATIONAL REGISTER FOR OFFSETS AND EARLY ACTION CREDIT

The Government proposes to develop as soon as practical a national offset register to track early action credits
and offsets that could be recognised under the emissions trading scheme.

BlueScope Steel supports the early establishment of a national offset register and believes all interested parties
should participate to minimise the administrative costs. The wording of this clause, however, needs to be
clarified. For example, will the register cover those that ‘could’ or those that ‘will be’ recognised under an
emissions trading scheme? Once again this leads to uncertainty as to the value of an early action credit.

TRANSITIONING EARLY ACTION CREDITS INTO THE EMISSIONS TRADING SCHEME

It is proposed that the scheme regulator exchange early action credits for emissions permits dated for use in the
first year of the scheme.

It is proposed that there be no limits on the number of early action credits that would be recognised.

It is proposed that early abatement be taken into consideration when setting the emissions caps in the initial
phase of the scheme.

BlueScope Steel supports the transitional arrangements suggested. In relation to existing abatements conducted
under arrangements like the NSW Greenhouse Gas Abatement Scheme it is important that, despite the fact that
the future credit for the full amount of the early action will be granted under a new AETS, compensation is made
for the loss of a benefit associated with the early action in the interim period.

VOLUNTARY MARKET ACCESS TO OFFSETS ACCREDITED FOR USE IN THE EMISSIONS TRADING
SCHEME

Itis proposed that participants in the voluntary market would have access to early action credits and offsets
credited for use in the emissions trading scheme.

BlueScope Steel has no comments on this issue.




CONCLUSION

The prompt definition of detailed rules associated with Early Action Credits will allow some possibility of
companies using them and implementing abatement opportunities prior to the commencement of the AETS. The
earlier final details are available that allow the financial advantage of Early Action Credits to be calculated, the
more likely it is that early abatement will occur.

BlueScope Steel looks forward to involvement in further consultation on an Early Action Credits scheme. We
would also like to reiterate that we are very keen to participate in consultation on the treatment of Trade Exposed
Emissions Intensive (TEEI) industry and permit allocation under the proposed Australian Emissions Trading
Scheme. We thank the Department of Prime Minister and Cabinet for the opportunity to contribute our views.





