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The Secretary
Senate Select Committee on Climate Policy
PO Box 6100
Parliament House
CANBERRA ACT 2600
By Email: climate.sen@aph.gov.au

TREATMENT OF ELECTRICITY-INTENSIVE, TRADE-EXPOSED INDUSTRIES UNDER THE
CARBON POLLUTION REDUCTION SCHEME AND EXPANDED NATIONAL RENEWABLE
ENERGY TARGET SCHEME
Introduction
Hydro Aluminium Kurri Kurri Pty Ltd (“Hydro”) is pleased to have this opportunity to provide a
submission to the Senate Select Committee on Climate Policy in respect of the proposed treatment
of Energy-Intensive, Trade-exposed industries (“EITE Industries” or “EITEs”) under the
proposed Carbon Pollution Reduction Scheme (“CPRS”) and expanded national Renewable
Energy Target scheme (the “RET Scheme”).
Hydro has previously provided a submission to the Senate Select Committee on Fuel and Energy
in relation to the RET Scheme. In that submission, we also addressed the impact of the CPRS
because we believe that the two issues are inseparable from a policy, economic and company
point of view. In this submission, we restate many of the points raised in that earlier submission
and, in doing so, address both the RET Scheme and CPRS.
For the Committee’s information, we have also attached a copy of the submission made by Hydro
in respect of the RET Scheme as Attachment A to this submission.

1
1.1

Hydro and the Kurri Smelter
Background

Hydro is a wholly owned subsidiary of Norsk Hydro ASA (“Norsk Hydro”) one of the world’s
largest integrated aluminium producers. Hydro owns and operates the primary aluminium smelter
located near Kurri Kurri in the Hunter Valley region of New South Wales. Norsk Hydro also has an
ownership share in the Tomago smelter in Newcastle.
The Kurri smelter is the largest employer in the local area, generating jobs for approximately 2,500
workers in the area, including 500 direct employees. However, with current production capacity at
approximately 175,000 tonnes per annum, the Kurri smelter is small by world standards and lacks
economies of scale. Norsk Hydro is in the process of evaluating a AU$4 billion investment in the
Kurri smelter to secure its long tem viability. That investment would implement world’s best
practice technology, including the capability to implement carbon capture and storage of direct
emissions, and would expand production capacity by up to 600,000 tonnes per annum.
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Expansion of the Kurri smelter would generate approximately an additional 3,000 new long-term
jobs in the area, as well as approximately 15,000 jobs during an anticipated three year construction
period.
The project would create substantial and ongoing economic stimulus for the region and throughout
the aluminium value chain in Australia. However, among other things, the investment will be
contingent upon the regulatory regime in Australia (including CPRS and RET) not materially
eroding the country’s natural competitive advantages in this global industry relative to competing
nations.
1.2

Responding to Climate Change: Norsk Hydro’s strong track record

Norsk Hydro agrees with the Government’s position that the risk of severe climate change requires
action now to reduce global greenhouse gas emissions. Technology and long-term sustainable
systems must be developed to achieve significant and lasting reductions in global emissions.
At Norsk Hydro, the reduction of energy consumption and emissions are essential elements in our
programs to make aluminium an even more attractive metal for the future. We have redirected and
sharpened our R&D focus to reduce CO2 emissions in our operations.
As a result, greenhouse gas emissions from Norsk Hydro's global activities have decreased by
roughly 45 percent since 1990. At the same time, we have increased our comparable primary
aluminium production from 0.91 to 1.67 million tonnes per year.
At a local level, Hydro has invested in the Kurri smelter to achieve significant improvements in its
environmental performance, resulting in the following outcomes:
•

emissions intensity of greenhouse gases directly produced by the Kurri smelter have been
reduced by 75% compared to 1990 levels;

•

electricity intensity (the number of MWh required to produce a tonne of aluminium) has also
been reduced, to 92% of 1990 levels.

The investments and operating improvements made to achieve these outcomes at the Kurri
smelter have taken the existing technologies to their limit, with further potential improvements
requiring substantial capital expenditures.
1.3

Aluminium is part of the solution

Primary aluminium production is an electricity-intensive and, consequently, an emissions-intensive
process. However, as a lightweight material, over its lifecycle aluminium yields significant
emissions reduction benefits through its application in downstream products.
Norsk Hydro is deeply involved in utilising the advantages of aluminium in the transportation sector
and in systems that can reduce energy consumption in buildings. Norsk Hydro is also pursuing
further initiatives to increase the recycling of aluminium as an important part of resource
preservation.

Hydro Aluminium Kurri Kurri Pty Ltd
Hart Road,
Loxford, via Kurri Kurri NSW 2327
Australia

www.hydro.com

T: (61 2) 4937 1555
F: (61 2) 4937 3452

Registration No.
ABN 55 093 266 221

Aluminium Metal
Primary Production Kurri Kurri

1.4

The Kurri smelter: electricity-intensive and trade-exposed

The Kurri smelter is electricity and emissions intensive and trade exposed.
The production of 1 tonne of aluminium at Kurri requires approximately 16 MWh of electricity,
equivalent to approximately 4,500 MWh per million dollars of revenue in 2008.
All of the aluminium produced at the Kurri smelter is exposed to international market-based pricing,
primarily through the London Metals Exchange (LME). Hydro sells primary aluminium through
both spot sales on the LME and through long term contracts where pricing is set with reference to
LME prices. In either case, product pricing is established on an international trade basis and
Hydro has no ability to recover local-specific costs through increased product pricing. Increased
costs in Australia directly impact on the competitiveness of the smelter and reduce its economic
viability.
The introduction of the proposed CRPS and RET Scheme will have particularly severe impacts on
the aluminium smelting industry. As the most electricity intensive, large-scale industrial process in
Australia, the cost burden of the CPRS and RET Scheme on aluminium smelting would be
especially large. The aluminium smelting industry has consistently had a powerful incentive to
reduce its electricity intensity, given the very high proportion of cash operating costs that electricity
costs represent. The ability to further reduce electricity consumption or direct emissions or
increase energy efficiency is, however, very limited.
Accordingly, the policy settings that will apply to aluminium smelting as an EITE Industry under the
proposed CPRS and RET Scheme are of particular concern to Hydro.

2

Maintaining Australia’s competitive advantage

Norsk Hydro believes that Australia has a natural competitive advantage in the aluminium smelting
industry. Australia’s strong resource base, transport and energy infrastructure and proximity to
major international markets enable the full aluminium value chain – from bauxite mining through to
alumina production and aluminium smelting – to occur in one country. This offers considerable
economic and environmental benefits when compared to a more fragmented, multi-country value
chain where increased transport of bulk raw materials results in higher cost, increased energy
consumption and, consequently, increased greenhouse gas emissions.
With the introduction of an Australian emissions trading scheme as well as an increased
mandatory renewable energy target, carefully-designed measures are required to ensure that
these policies do not artificially inflate the cost of aluminium smelting in Australia to the detriment of
Australia’s economy and global environmental outcomes.
In the Carbon Pollution Reduction Scheme Green Paper and White Paper, this issue is expressed
as ‘carbon leakage’ – the risk that legislation will cause carbon-intensive industries to become
financially unviable in Australia and instead locate overseas, with no net improvement in
environmental outcomes.
A similar concept applies in the context of the proposed RET Scheme. Electricity-intensive
industries stand to be strongly affected under the proposed scheme, therefore there is the potential
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for investment and employment in these industries to move offshore, with no net improvement in
environmental outcomes.
Both schemes are said to be designed to protect EITE industries and avoid unnecessary impacts
on the Australian economy, however Hydro’s analysis suggests that will not be the case.
In an global economy where competing nations have similar constraints and costs on greenhouse
gas emissions, Australia’s economy should see a net benefit because such constraints would drive
increased investment in the local processing of its natural resources, including primary processing
and downstream manufacture. This would occur because the environmental cost of transporting
raw materials to other countries for processing would be reflected in the financial cost and would
drive greater inward investment.
However, under the schemes currently proposed, Australian EITE Industries stand to be
substantially disadvantaged relative to those located in other countries. The policies as currently
proposed will drive investment and jobs overseas to countries that do not impose similar costs on
EITE Industries. The economic impact of Australia implementing schemes such as the CPRS and
RET ahead of competing nations is likely to be substantial, and the effect is likely to be particularly
pronounced in the current economic climate.
Hydro believes that far better environmental and economic outcomes can be achieved by providing
appropriate protection to EITE Industries so that they continue to be managed under Australia’s
well-developed environmental legislation, rather than creating incentives for such industries to
relocate to jurisdictions with relatively relaxed environmental standards.
2.1

Carbon Leakage – EU example

Norsk Hydro has first hand experience in Europe as to the consequences of introducing a
emissions trading scheme (“ETS”) that fails to adequately address the issue of carbon leakage. In
its CPRS Green Paper submission, Hydro illustrated this effect by depicting the impact that the
introduction of the European emissions trading scheme had on the production of primary
aluminium in Europe. It is worth reproducing that information here.
To date, the full impact of ETS on EU aluminium smelters has been masked by the fact that the
majority of smelters currently are protected from the impact of ETS through old long-term power
contracts that do not allow the pass-through of ETS costs. Several smelter closures have occurred
to date and further closures are forecast to occur across the EU as these old contracts terminate.
The hatched area in figure 1, below, shows the forecast impact on smelters at 2012.
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Figure 1: Change in EU and Chinese
primary aluminium production pre- and
post- EU emissions trading (2004 vs 2007)
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Figure 2: Movements in Norsk Hydro
primary aluminium production capacity preand post-EU emissions trading (2004 vs
2007)
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Since the introduction of emissions trading in Europe in 2005, 8% of European (EU) primary
aluminium production has been lost. However, this lost production has been more than
supplemented by increased investment in new facilities elsewhere in the world, primarily China.
With smelters in both regions being supplied with electricity from predominantly coal-fired power
generators, Hydro firmly believes that the economies of European countries have suffered as a
result of the loss of these aluminium businesses without any associated improvement in global
greenhouse gas emissions being achieved.
Figure 2 demonstrates that over the same time period, similar changes have occurred in Norsk
Hydro’s portfolio. Approximately 190,000 tonnes of Norsk Hydro’s EU production capacity has
been closed down and replaced by Norsk Hydro investing in the development of 600,000 tonnes of
new production capacity in Qatar.
It is widely acknowledged that climate change is a global problem that requires action by all
nations. To some extent, progress towards global GHG reductions can be achieved by individual
States pursuing local solutions. However the above example illustrates that, to achieve a
reduction in global emissions from traded-exposed industries, a global solution is required.
The proposed CPRS and RET Schemes would impose significant new costs on aluminium
smelters that would not be borne by smelters in competing regions, consequently these schemes
are likely to drive behaviour that may result in a similar leakage of jobs and economic activity from
Australia to competing nations.
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2.2

Impact of CPRS and RET Scheme on the viability of EITE Industries

The impact of the CPRS cannot be viewed in isolation of the proposed RET Scheme. The two
schemes are intended to be complementary policy measures and the combined financial impact of
both schemes on EITE Industries should be a major consideration in finalising the design of both
schemes.
Table 2.1 quantifies the combined impact of the CPRS and RET Scheme relative to the historical
average profit before tax earned by the Kurri smelter in the period from financial year 2001 to
2007, inclusive. In assessing the impact of CPRS, we have already allowed for the treatment of
the Kurri smelter as an EITE under the scheme.
Table 2.1: Projected total cost of complying with RET and CPRS
Units

2010

2011

2015

2020

2025

2030

Direct emissions

AU$M

N/A

$3.1M

$3.7M

$4.5M

$5.2M

$5.9M

Indirect emissions

AU$M

N/A

$16.7M

$21.1M

$26.2M

$31.0M

$35.5M

Total CPRS compliance cost

AU$M

N/A

$19.8M

$24.8M

$30.7M

$36.2M

$41.3M

$8.7M

$9.8M

$13.4M

$23.9M

$15.1M

$9.3M

$8.7M

$29.6M

$38.2M

$54.6M

$51.3M

$9.3M

82.7%

81.7%

RET Compliance Costs
Total environmental costs (RET +
CPRS)
Historical average profit before tax
per annum
Environmental costs as a
percentage of historical profit before
tax

AU$M

$62M

AU$

% of profit
before tax

14.0%

47.7%

61.6%

88.0%

It is worthwhile highlighting that the average profit figure applied above overstates the long term
profitability of aluminium smelting operations at Kurri. The period used for averaging (2001 to
2007) represents an unprecedented period of demand growth and price inflation in commodities
markets. Over this period, LME aluminium averaged approximately US$2000 per tonne, well
above long term averages. In contrast, LME aluminium is currently trading at US$1450 per tonne,
a level that is putting aluminium smelters in Australia and overseas under severe financial pressure
and sees the Kurri smelter operating at a substantial loss.
Table 2.1 demonstrates very clearly that the combined impact of CPRS and RET costs will
effectively destroy the economic viability of the smelter.
At a practical level, within the first 2 years of operation of the RET Scheme and CPRS, these
impacts are likely to be manifested by:
•

Cancellation of the planned AU$4 billion Kurri expansion – stripping substantial
economic stimulus from Australia, including the loss of 3,000 direct and indirect long term
jobs and 15,000 direct and indirect jobs during the three year construction period;
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•

Maintenance capital expenditure at the existing smelter cancelled – losing a further
AU$500 million of investment over 5 years related to planned upgrades at the existing
smelter and normal maintenance capex; and

•

Reduced production levels – with significant flow-on impacts to the local community and
economy.

The levels of assistance included in the proposed scheme designs, while appearing to be
comprehensive to the casual observer, are inadequate to protect jobs and economic activity in
many of Australia’s largest globally-competitive industries, in particular aluminium smelting which
stands alone as the industry most affected by the proposed schemes.
Comprehensive assistance should be provided to aluminium smelters under the proposed CPRS
and RET Scheme to avoid jeopardising the future of the Australian aluminium smelting industry
and the livelihood of more than 5,000 people employed directly by the industry.

3

Proposed form and level of Assistance

Hydro believes that a package of measures is required to ensure the Government’s broad policy
objectives are met while avoiding significant distortions of the Australian investment environment
relative to natural economics and global efficiencies in resource usage.
Hydro proposes the following package of measures:
CPRS
1. Direct emissions – treated as proposed in the CPRS White Paper (90% protection, plus
carbon productivity contribution).
2. Indirect emissions – 100% protection from indirect emissions until a global scheme is
introduced, reflecting smelters’ trade exposure, physical constraints on energy efficiency in
the smelting process and smelters’ inability to control the actions of the electricity
generators that supply the national electricity market.
RET Scheme
1. Full exemption from any expanded target in excess of that under the current legislation.
2. A complementary policy for RATE Industries in respect of the target level under the current
legislation (described in more detail at section 6 of Hydro’s submission to the Senate
Committee on Fuel and Energy, included as Attachment A to this submission).
Hydro believes this package of measures is in the best interests of the country’s economy and the
environment, achieving an appropriate balance between competing objectives:
•

Protecting Australia’s international competitiveness in globally traded, energy-intensive
industries; and

•

Ensuring an appropriate contribution from the aluminium smelting industry to the nation’s
greenhouse gas reduction effort.

Hydro Aluminium Kurri Kurri Pty Ltd
Hart Road,
Loxford, via Kurri Kurri NSW 2327
Australia

www.hydro.com

T: (61 2) 4937 1555
F: (61 2) 4937 3452

Registration No.
ABN 55 093 266 221

Aluminium Metal
Primary Production Kurri Kurri

4

Economic Modelling

We note the concerns that have been raised by some members of the Committee and of the
Senate Select Committee on Fuel and Energy on the modelling performed by Treasury in respect
of the CPRS. Hydro shares those concerns and believes that the Treasury modelling should be
updated to take account of the valid critique of its approach, assumptions and treatment of the
current economic situation, including the concerns raised by Dr Fischer in the report prepared for
the Senate Select Committee on Fuel and Energy.
Hydro urges the Committee to seek further economic modelling by Treasury on the impact of these
policies, in particular the economic and net global environmental impact of Australia adopting an
emissions reduction target in the absence of substantially similar measures being adopted by
competing nations.
The CPRS and RET policies represent a tremendous structural change to Australia’s economy,
therefore the assessment of the policies’ impact on the economy should be subject to a
commensurate degree of scrutiny, rigour and consultation. It is difficult to accept that further
modelling based on the community’s response to the Treasury report is not warranted.

5

Conclusion

Aluminium is a light-weight material that has a significant role to play in a low carbon economy and
demand for this material will continue to grow as the pressure to reduce emissions and move to
renewable energy sources increases. To impose costs on the local aluminium industry will not
reduce the global demand for aluminium, but it will drive production overseas leading to lost jobs,
lost investment and lost opportunities for Australia.
Norsk Hydro believes that Australia’s strong resource base will see it continue to be an important
producer of aluminium in a carbon-constrained world with globally consistent policy measures
governing greenhouse gas emissions and the widespread adoption of base-load renewable energy
generation. However, in the period until such measures are in place, carefully designed
transitional arrangements are required to prevent the unnecessary loss of this important industry
and to make it possible for the Australian industry to continue developing in a sustainable manner.

Yours faithfully,
Hydro Aluminium Kurri Kurri Pty Ltd

Trevor Coombe
Global Alumina and Smelter Growth, Oceania Region
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5 March 2009

Committee Secretary
Senate Select Committee on Fuel and Energy
PO Box 6100
Parliament House
CANBERRA ACT 2600
By Email: fuelenergy.sen@aph.gov.au

TREATMENT OF ELECTRICITY-INTENSIVE, TRADE-EXPOSED INDUSTRIES UNDER THE
EXPANDED NATIONAL RENEWABLE ENERGY TARGET SCHEME AND CARBON
POLLUTION REDUCTION SCHEME
Introduction
Hydro Aluminium Kurri Kurri Pty Ltd (“Hydro”) is pleased to have this opportunity to provide a
submission to the Senate Select Committee on Fuel and Energy in respect of the discussion paper
(the “Discussion Paper”) recently released by the COAG Working Group on Climate Change and
Water on the treatment of RET-affected, trade-exposed industries (“RATE Industries” or
“RATEs”) under the expanded national Renewable Energy Target scheme (the “RET Scheme”).
In this submission, we provide a background to Hydro and the Kurri smelter and address each of
the four major questions raised in the Discussion Paper:
1.

Should assistance be provided;

2.

Form of assistance;

3.

Level of materiality threshold; and

4.

Level of support to aluminium smelters.

The Discussion Paper also raises ‘Design Approach’ as a separate topic. Matters relevant to
design approach are not addressed as a separate section of this submission. However, in general,
Hydro supports the concept of administrative consistency between the Carbon Pollution Reduction
Scheme (“CPRS”) and RET Scheme. More detailed issues relevant to design approach are
incorporated in the discussion at relevant sections of this submission.
In addition, as an annexure to this submission we have provided the information requested at
Attachment B to the Discussion Paper.
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1

Hydro and the Kurri Smelter

1.1

Background

Hydro is a wholly owned subsidiary of Norsk Hydro ASA (“Norsk Hydro”) one of the world’s
largest integrated aluminium producers. Hydro owns and operates the primary aluminium smelter
located near Kurri Kurri in the Hunter Valley region of New South Wales. Norsk Hydro also has an
ownership share in the Tomago smelter in Newcastle.
The Kurri smelter is the largest employer in the local area, generating jobs for approximately 2,500
workers in the area, including 500 direct employees. However, with current production capacity at
approximately 175,000 tonnes per annum, the Kurri smelter is small by world standards and lacks
economies of scale. Norsk Hydro is in the process of evaluating a AU$4 billion investment in the
Kurri smelter to secure its long tem viability. That investment would implement world’s best
practice technology, including the capability to implement carbon capture and storage of direct
emissions, and would expand production capacity by up to 600,000 tonnes per annum.
Expansion of the Kurri smelter would generate approximately an additional 3,000 new long-term
jobs in the area, as well as approximately 15,000 jobs during an anticipated three year construction
period.
The project would create substantial and ongoing economic stimulus for the region and throughout
the aluminium value chain in Australia. However, among other things, the investment will be
contingent upon the regulatory regime in Australia (including CPRS and RET) not materially
eroding the country’s natural competitive advantages in this global industry relative to competing
nations.
1.2

Responding to Climate Change: Norsk Hydro’s strong track record

Norsk Hydro agrees with the Government’s position that the risk of severe climate change requires
action now to reduce global greenhouse gas emissions. Technology and long-term sustainable
systems must be developed to achieve significant and lasting reductions in global emissions.
At Norsk Hydro, the reduction of energy consumption and emissions are essential elements in our
programs to make aluminium an even more attractive metal for the future. We have redirected and
sharpened our R&D focus to reduce CO2 emissions in our operations.
As a result, greenhouse gas emissions from Norsk Hydro's global activities have decreased by
roughly 45 percent since 1990. At the same time, we have increased our comparable primary
aluminium production from 0.91 to 1.67 million tonnes per year.
At a local level, Hydro has invested in the Kurri smelter to achieve significant improvements in its
environmental performance, resulting in the following outcomes:
•

emissions intensity of greenhouse gases directly produced by the Kurri smelter have been
reduced by 75% compared to 1990 levels;

•

electricity intensity (the number of MWh required to produce a tonne of aluminium) has also
been reduced, to 92% of 1990 levels.

Hydro Aluminium Kurri Kurri Pty Ltd
Hart Road,
Loxford, via Kurri Kurri NSW 2327
Australia

www.hydro.com

T: (61 2) 4937 1555
F: (61 2) 4937 3452

Registration No.
ABN 55 093 266 221

Aluminium Metal
Primary Production Kurri Kurri

The investments and operating improvements made to achieve these outcomes at the Kurri
smelter have taken the existing technologies to their limit, with further potential improvements
requiring substantial capital expenditures.
1.3

Aluminium is part of the solution

Primary aluminium production is an electricity-intensive and, consequently, an emissions-intensive
process. However, as a lightweight material, over its lifecycle aluminium yields significant
emissions reduction benefits through its application in downstream products.
Norsk Hydro is deeply involved in utilising the advantages of aluminium in the transportation sector
and in systems that can reduce energy consumption in buildings. Norsk Hydro is also pursuing
further initiatives to increase the recycling of aluminium as an important part of resource
preservation.
1.4

The Kurri smelter: electricity-intensive and trade-exposed

The Kurri smelter is both electricity intensive and trade exposed.
The production of 1 tonne of aluminium at Kurri requires approximately 16 MWh of electricity,
equivalent to approximately 4,500 MWh per million dollars of revenue in 2008.
All of the aluminium produced at the Kurri smelter is exposed to international market-based pricing,
primarily through the London Metals Exchange (LME). Hydro sells primary aluminium through
both spot sales on the LME and through long term contracts where pricing is set with reference to
LME prices. In either case, product pricing is established on an international trade basis and
Hydro has no ability to recover local-specific costs through increased product pricing. Increased
costs in Australia directly impact on the competitiveness of the smelter and reduce its economic
viability.
The introduction of the proposed RET Scheme will have particularly severe impacts on the
aluminium smelting industry. As the most electricity intensive, large-scale industrial process in
Australia, the cost burden of the RET Scheme on aluminium smelting would be especially large.
The aluminium smelting industry has consistently had a powerful incentive to reduce its electricity
intensity, given the very high proportion of cash operating costs that electricity costs represent.
The ability to further reduce electricity consumption or increase energy efficiency is, however, very
limited.
Accordingly, the policy settings that will apply to aluminium smelting as a RATE Industry under the
proposed amendments to the RET Scheme are of particular concern to Hydro.

2

Should assistance be provided

Norsk Hydro believes that Australia has a natural competitive advantage in the aluminium smelting
industry. Australia’s strong resource base, transport and energy infrastructure and proximity to
major international markets enable the full aluminium value chain – from bauxite mining through to
alumina production and aluminium smelting – to occur in one country. This offers considerable
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economic and environmental benefits when compared to a more fragmented, multi-country value
chain where increased transport of bulk raw materials results in higher cost, increased energy
consumption and increased indirect greenhouse gas emissions.
However, with the introduction of an Australian emissions trading scheme as well as an increased
mandatory renewable energy target, carefully-designed measures are required to ensure that
these policies do not artificially inflate the cost of aluminium smelting in Australia to the detriment of
global environmental outcomes.
In the Carbon Pollution Reduction Scheme Green Paper and White Paper, this issue is expressed
as ‘carbon leakage’ – the risk that legislation will cause carbon-intensive industries to become
financially unviable in Australia and instead locate overseas, with no net improvement in
environmental outcomes.
A similar concept applies in the context of the proposed RET Scheme. Electricity-intensive
industries stand to be strongly affected under the proposed scheme, therefore there is the potential
for investment and employment in these industries to move offshore, with no net improvement in
environmental outcomes.
Hydro believes that far better economic and environmental outcomes can be achieved by providing
appropriate protection to RATE Industries so that they continue to be managed under Australia’s
well-developed environmental legislation, rather than creating incentives for such industries to
relocate to jurisdictions with relatively relaxed environmental standards.
The proposed RET Scheme sees a substantial increase in the renewable energy target in the
period to 2020. Figure 2.1 illustrates the proposed trajectory compared to that under the existing
renewable energy legislation.
Figure 2.1: Renewable energy target under the proposed RET Scheme
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The proposed expanded target would impose substantially increased costs on the aluminium
smelting industry.
2.1

REC Price Trajectory Assumptions

In modelling the impact of the RET Scheme, Hydro has applied a consistent Renewable Energy
Certificate (“REC”) price of $57 in real (2009) terms, reflecting the value of the current REC
shortfall charge and being approximately equal to current market prices. This compares
favourably with the findings of the Government-commissioned MMA report titled ‘Benefits and
Costs of the Expanded Renewable Energy Target’ (the “MMA Report”).
The MMA Report expresses its REC price findings as the long term contract price for RECs
required by a renewable energy project entering the market in each year of the RET Scheme’s
operation. The report finds that a project entering the market in 2010 requires a long term
contracted REC price of $70 per REC, whereas a project entering the market in 2030 requires a
contracted REC price of $20 per REC.
Applying MMA’s findings as to when new renewable generation projects are projected to enter the
market, the proposed price trajectory results in a weighted average REC price of approximately
$58.50 per REC.
In Hydro’s analysis, a long term REC price of $57 per REC has been applied, resulting in a slightly
more favourable cost outcome than under the MMA analysis.
In addition, it is worthwhile highlighting that economic modelling over such long time frames is
fraught with uncertainty on each of the major factors that drive modelled outcomes, therefore any
modelling results carry a substantial risk that actual costs to the economy will be materially more
severe than modelling would suggest1.
2.2

Impact of the RET Scheme

Table 2.1 below, shows the projected cost of meeting the expanded target based on current REC
prices and three different scenarios for the future market price of aluminium (labelled ‘LME Price’ in
the table). The table shows the cost of complying with the RET Scheme at various points in the
RET trajectory, expressed in Australian dollars per tonne of aluminium and as a percentage of both
revenue and profit before tax. In calculating revenue and profit percentages, the average revenue
and profit before tax earned by the Kurri smelter in the period from financial year 2001 to 2007,
inclusive, have been applied.

1

There is also the risk that different modelling approaches will result in substantially different findings, as
was the case in the modelling commissioned for the CPRS White Paper. For example, the CPRS White
Paper includes (at Chapter 13) the results of three reports that were commissioned to assess the impact of
the CPRS on the asset values of coal-fired power generators. Those three reports proposed results ranging
from value destruction in the range of AU$5 billion to AU$6 billion for black coal-fired generators (ACIL
Tasman and ROAM Consulting), through to value creation in the amount of AU$2 billion for the same
generators (MMA). (Source: Carbon Pollution Reduction Scheme White Paper, Volume 2, page 13-19)
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Table 2.1: Projected cost of complying with the proposed RET Scheme
2010

2011

2015

2020

2025

2030

GWh

12500

14400

22000

45000

32500

23000

%

5.5%

6.1%

8.4%

15.0%

9.5%

5.8%

AU$

$57

$57

$57

$57

$57

$57

Electrcity intensity

MWh/tonne al

16.15

16.15

16.15

16.15

16.15

16.15

Production volume

tonnes per
annum

$15.1M

$9.3M

24.3%

15.0%

Units
REC Target
Approx. Renewable Power Percentage
REC Price

RET compliance cost

AU$

Historical average profit before tax per
annum

AU$

RET costs as a percentage of
historical profit before tax

%

173,000
$8.7M

$9.8M

$13.4M

$23.9M

$62M

14.0%

15.7%

21.6%

38.5%

With RET costs in 2020 set to represent almost 40% of pre-tax profits, the financial impact on
aluminium smelting as a result of the introduction of the proposed RET Scheme would be severe few businesses in any industry could survive the scale of costs proposed.
It is worthwhile highlighting that the average revenue and profit figures applied above overstate the
long term profitability of aluminium smelting operations. The period used for averaging (2001 to
2007) represents an unprecedented period of demand growth and price inflation in commodities
markets. Over this period, LME aluminium averaged approximately US$2000 per tonne, well
above long term averages. In contrast, LME aluminium is currently trading at US$1300 per tonne,
a level that is putting aluminium smelters in Australia and overseas under severe financial pressure
and sees the Kurri smelter operating at a substantial loss.
2.3

Impact on transmission costs

It should be noted that the RET Scheme will have the effect of increasing electricity transmission
costs borne by all users, with aluminium smelters being highly affected due to their large demand
for electricity.
This will occur because a significant increase in intermittent generators (such as wind farms) will
require increased investment in transmission infrastructure. Transmission system investment
requirements will be further increased by the requirement to install more gas-fired peaking plant to
support intermittent generators and ensure reliable energy supply during periods when intermittent
generators are not producing power (e.g. in the case of wind farms, when wind is absent or wind
speeds are too low or too high for the turbines to generate power).
The cost of investing in transmission infrastructure is ultimately recovered from electricity
consumers in the form of network usage charges. Therefore the cost impact of the RET Scheme
to aluminium smelters is greater than simply the cost of purchasing RECs in compliance with the
Hydro Aluminium Kurri Kurri Pty Ltd
Hart Road,
Loxford, via Kurri Kurri NSW 2327
Australia

www.hydro.com

T: (61 2) 4937 1555
F: (61 2) 4937 3452

Registration No.
ABN 55 093 266 221

Aluminium Metal
Primary Production Kurri Kurri

scheme. Aluminium smelters will face increased electricity transmission costs on a scale much
larger than any other industry.
2.4

Combined impact of RET Scheme and CPRS

The RET Scheme cannot be viewed in isolation of the proposed CPRS. The two schemes are
intended to be complementary policy measures and the combined financial impact of both
schemes on the aluminium industry should be a major consideration in finalising the design of both
schemes. Table 2.2 quantifies the combined impact of the RET Scheme and CPRS using the
same historical financial information applied in Table 2.1. In assessing the impact of CPRS, we
have already allowed for the treatment of the Kurri smelter as an Emissions-Intensive, TradeExposed entity (“EITE”) under this scheme.
Table 2.2: Projected total cost of complying with RET and CPRS
Units

2010

2011

2015

2020

2025

2030

Direct emissions

AU$M

N/A

$3.1M

$3.7M

$4.5M

$5.2M

$5.9M

Indirect emissions

AU$M

N/A

$16.7M

$21.1M

$26.2M

$31.0M

$35.5M

Total CPRS compliance cost

AU$M

N/A

$19.8M

$24.8M

$30.7M

$36.2M

$41.3M

$8.7M

$9.8M

$13.4M

$23.9M

$15.1M

$9.3M

$8.7M

$29.6M

$38.2M

$54.6M

$51.3M

$9.3M

82.7%

81.7%

RET Compliance Costs
Total environmental costs (RET +
CPRS)
Historical average profit before tax
per annum
Environmental costs as a
percentage of historical profit before
tax

AU$M

$62M

AU$

% of profit
before tax

14.0%

47.7%

61.6%

88.0%

Table 2.2 demonstrates very clearly that the combined impact of RET and CPRS costs will
effectively destroy the economic viability of the smelter.
At a practical level, within the first 2 years of operation of the RET Scheme and CPRS, these
impacts are likely to be manifested by:
•

Cancellation of the planned AU$4 billion Kurri expansion – stripping substantial
economic stimulus from Australia, including the loss of 3,000 direct and indirect long term
jobs and 15,000 direct and indirect jobs during the three year construction period;

•

Maintenance capital expenditure at the existing smelter cancelled – losing a further
AU$500 million of investment over 5 years related to planned upgrades at the existing
smelter and normal maintenance capex;

•

Reduced production levels – with significant flow-on impacts to the local community and
economy.
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Comprehensive assistance should be provided to aluminium smelters under the proposed RET
Scheme to avoid jeopardising the future of the Australian aluminium smelting industry and the
livelihood of more than 5,000 people employed directly by the industry.

3

Form of assistance

The Discussion Paper canvasses three options in respect of the form that any assistance may
take:
•

Exemption

•

Free issue of RECs

•

Cash payments

Hydro believes that exemption is the most appropriate form of assistance. Exemption provides a
transparent, reliable and low cost mechanism by which to meet the Government’s policy objectives
in respect of RATE Industries and imposes the least regulatory burden on these industries.
Hydro does not believe that the free issue of RECs is an appropriate mechanism for delivering
assistance. Since Government does not produce RECs, it would be necessary for it to establish a
structure within Government for the purpose of procuring RECs from the market and subsequently
distributing these to RATE Industries. This would add to the administrative costs of operating the
RET Scheme and, with the introduction of a new, very large buyer in the REC market, has the
potential to disrupt the smooth functioning of the market.
Assistance by cash payments is equally problematic because it introduces the risk that cash
payments may not refect the market value of RECs at any point in time, thereby introducing the
risk of over- or under-allocations relative to actual liabilities. Similarly, there is often a negative
stigma held by the community in circumstances of cash handouts to industry, notwithstanding that
there may be compelling logic behind the industry support.
In addition, providing assistance in the form of RECs or cash would require the Government to
investigate contractual matters between RATE Industries and their electricity retailers to confirm
that the each RATE activity is in fact exposed to the cost of the RET Scheme (lest assistance be
provided where it is not required).
Adopting an exemption approach can avoid this complication and administrative burden because it
provides assistance in a form that is only valuable if the RATE entity would otherwise be exposed
to RET Scheme costs – i.e. no party stands to be unjustly enriched under an exemption scenario
because no cash or cash-equivalent is being supplied by the Government.
With an exemption for aluminium smelters provided in the RET Scheme legislation, the existence
of the exemption and the parties that benefit from it would be entirely transparent to the
community.
To the extent that Government wishes to publish further information on the value to the Australian
economy of providing the exemption, simple reporting mechanisms could be established that
would provide Government with information on key production metrics for this purpose.
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For instance, data on electricity consumption, production volumes and the trade value of
production are currently collected either by the smelters themselves or by the Australian Bureau of
Statistics. These data could be collated and published by the Government if required to meet
policy objectives.
The incremental cost of implementing such a reporting mechanism would be small in comparison
to the regulatory burden and cost associated with administering assistance provided by way of
cash or the free allocations of RECs.

4

Level of materiality threshold

The Discussion Paper proposes a materiality threshold of 5,000MWh per million dollars revenue.
Hydro supports this model for establishing a threshold level for receiving RATE assistance, but
believes that the appropriate level would be between 3,500 and 4,000MWh per million dollars
revenue, depending on how the threshold is to be applied.
Table 4.1 shows the electricity intensity of the aluminium industry using publicly available data.
Table 4.1: Electricity intensity of aluminium smelting in Australia
Units

2002

2003

2004

2005

2006

2007

Electricity
Consumption 2

GWh

27,446

27,955

28,429

28,590

28,994

29,453

Volume produced 2

kilotonnes

1,838

1,861

1,898

1,909

1,935

1,964

Export Unit Value $/t 3

AU$/tonne

2,518

2,242

2,364

2,540

3,377

3,247

Production Value 4

AU$M

4,629

4,173

4,488

4,848

6,536

6,376

Materiality

MWh/AU$M

5,930

6,699

6,335

5,898

4,436

4,619

Based on the last 5 years of results, with the threshold set at 5,000MWh per million dollars
revenue, the industry’s ability to qualify for assistance would depend on the period over which the
eligibility test is to be applied.
Hydro believes that the threshold should be set at a level that provides a clear delineation between
those industries that qualify for RATE assistance and those that do not. Given that aluminium
smelting is the most electricity intensive industry in Australia, Hydro believes that the threshold
should be set at a lower level such that the aluminium smelting industry is clearly eligible for RATE
assistance. However, the level that would be appropriate depends on how the eligibility test is to
be applied.
The Discussion Paper does not identify whether the threshold test would be a once-off test, or a
test that is applied and reapplied periodically to test ongoing eligibility for RATE assistance.
2

Australian Aluminium Council, Sustainability Report 2007
ABARE Australian Commodity Statistics 2008, pg 237.
4
Production Value = Export Unit Value x Production.
3
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Hydro believes that the test should be applied once, based on historical results, reflecting industry
metrics and financial performance at the time the policy decision is made (i.e. a decision made in
2009 based on information available in 2009). In this case, and assuming that a five-year average
would be used when applying the test, a level of 4,000MWh per million dollars revenue would be
adequate to ensure the eligibility of aluminium smelting.
However, if the test is to be applied periodically to check ongoing eligibility for assistance, a level of
3,500MWh would better reflect a long-term measure of electricity intensity for the industry,
encompassing both ends of the commodity price cycle. Any ongoing test should also average over
a period of at least 5 years to smooth out anomalous results and reduce the potential for a
‘pendulum’ effect in the delivery of assistance.
In addition, the criteria identified in the Discussion Paper includes qualification as an EITE.
Generally, this appears to be a sensible approach to determining ‘trade-exposed’ status, however
the EITE test specified in the CPRS White Paper includes a test on emissions intensity that
appears to be unnecessary in the context of a RATE test. Hydro proposes that the RATE test be
amended to:

5

•

Meeting the ‘trade-exposed’ element of the CPRS EITE criteria; and

•

Electricity intensity exceeding 4,000MWh per million dollars of revenue (for a one-off test)
or 3,500MWh per million dollars of revenue in the case of an ongoing test.

Level of support

In section 2 of this submission, Hydro identified the severe financial impacts that aluminium
smelters face under the proposed RET Scheme and the complementary policy, the CPRS. The
level of cost that would be imposed under each of the proposed RET Scheme and the CPRS
would be very large and would seriously jeopardise the aluminium industry and the direct
employment of over 5,000 people.
Accordingly, Hydro believes that a package of measures is required to ensure the Government’s
broad policy objectives are met while avoiding significant distortions of the Australian investment
environment relative to natural economics and global efficiencies in resource usage.
Hydro proposes the following package of measures:
RET Scheme
1. Full exemption from any expanded target in excess of that under the current legislation.
2. A complementary policy for RATE Industries in respect of the target level under the current
legislation (described in Section 6, below).
CPRS
1. Direct emissions – treated as proposed in the CPRS White Paper (90% protection, plus
carbon productivity contribution).
2. Indirect emissions – 100% protection from indirect emissions, reflecting smelters’ trade
exposure, physical constraints on energy efficiency in the smelting process and smelters’
inability to control the actions of the electricity generators that supply the national electricity
market.
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Hydro believes this package of measures is in the best interests of the country’s economy and the
environment, achieving an appropriate balance between competing objectives:

6

•

Protecting Australia’s international competitiveness in globally traded, energy-intensive
industries; and

•

Ensuring an appropriate contribution from the aluminium smelting industry to the nation’s
greenhouse gas reduction effort.

Complementary Policy Measure – incentives for RATEs to provide direct
support to renewable power projects

Meeting the Government’s renewable energy target poses a substantial challenge. While several
renewable energy technologies are deployed in Australia and overseas, none has the
demonstrated capability to provide base load electricity at a commercial scale and economically
viable price. Overcoming these two primary challenges is imperative to ensuring the success of
the scheme.
Substantial public and private investment will be required to overcome these challenges.
However, in many cases, the risks associated with investing in the development and/or
deployment of renewable energy technologies are prohibitive for private sector investors.
RATE Industries provide a unique opportunity in this regard because their demand for electricity is
such that, with the right policy settings, individual RATE entities can be encouraged to invest
directly in renewable energy projects, rather than purchasing RECs to provide general demand for
renewable energy.
With full exemption from the expanded RET Scheme, aluminium smelters would still face
substantial costs in meeting the target level under the existing legislation. The annual cost of
meeting the existing target would amount to many millions of dollars per year for each aluminium
smelter in Australia. With the right policy settings, this cost as well as with aluminium smelters’
demand for electricity generally could provide direct support to individual renewable energy
projects.
One mechanism by which this could be achieved would be to allow the deferral of REC liabilities
(in respect of the target level under the existing legislation) for those RATE entities that invest
directly in, or provide another form of tangible support to, a renewable energy project. The deferral
would reflect the time lag between the commitment by a RATE entity to a project and the date by
which that project could be expected to produce RECs (perhaps five years for the more promising
but commercially less developed technologies).
Once a project becomes operational, the RECs produced by that project could then be acquired by
the RATE entity (whether in lieu of a direct financial return on its investment, through a long term
purchase arrangement, or some other mechanism) and used by the RATE entity to pay down its
accumulated REC liability. Hydro proposes that a 150% multiplier should be applied to RECs
surrendered in this manner, reflecting the risk incurred by the RATE entity in supporting the
development of the project. A multiplier rate of 150% would be in line with previous similar
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Government measures, such as R&D tax concession schemes. It is also consistent with (but
much less than) the proposed multiplier effect for micro-generation in the draft legislation.
Hydro believes that a scheme of this type would be beneficial both to RATE Industries and to the
Government – allowing RATE entities to reduce the cash impact of the existing MRET target level
while providing direct and tangible support for the Government’s renewable energy policy
objectives.

7

Conclusion

Aluminium is a light-weight material that has a significant role to play in a low carbon economy and
demand for this material will continue to grow as the pressure to reduce emissions and move to
renewable energy sources increases. To impose costs on the local aluminium industry will not
reduce the global demand for aluminium, but it will drive production overseas leading to lost jobs,
lost investment and lost opportunities for Australia.
Norsk Hydro believes that Australia’s strong resource base will see it continue to be an important
producer of aluminium in a carbon-constrained world with globally consistent policy measures
governing greenhouse gas emissions and the widespread adoption of base-load renewable energy
generation. However, in the period until such measures are in place, carefully designed
transitional arrangements are required to prevent the unnecessary loss of this important industry
and to make it possible for the Australian industry to continue developing in a sustainable manner.

Yours faithfully,
Hydro Aluminium Kurri Kurri Pty Ltd

Trevor Coombe
Global Alumina and Smelter Growth, Oceania Region
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Annexure 1 – Independent Audit Reports on Hydro’s participation in the
NSW Greenhouse Gas Abatement Scheme

The following two independent audit reports were prepared by Ernst & Young in relation to Hydro’s
participation as a provider of Large User Abatement Certificates (LUACs) and NSW Greenhouse
Gas Abatement Certificates (NGACS) under the NSW Greenhouse Gas Abatement Scheme.
These reports are significant because they include independently audited information for calendar
years 2006 and 2007 on:
•

Electricity consumed at the Kurri smelter; and

•

Aluminium production at the Kurri smelter.

A similar report for calendar year 2008 is currently being prepared and is due to be delivered to
Hydro at the end of February. Hydro would be pleased to provide a copy after this date if
requested to do so by the Committee.
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GGAS 2007 Independent Audit Report
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GGAS 2006 Independent Audit Report
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Annexure 2 – Detailed calculation of projected RET and CPRS cost
impacts

The following table provides a more detailed version of the summary results included as tables 3.1
and 3.2 to this submission. The tables draw on audited financial information for the Kurri smelter,
included at Annexure 3 to this submission.
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2013

11.84

2014

11.68

2015

11.53

2016

11.38

2017

3.49

14.73

11.23

2018

3.64

14.73

11.09

2019

3.78

14.73

10.94

2020

3.93

14.73

10.80

2021

4.07

14.73

10.66

2022

4.21

14.73

10.52

2023

4.34

14.73

10.39

2024

4.48

14.73

10.25

2025

4.61

14.73

10.12

2026

4.74

14.73

9.99

2027

4.87

14.73

9.86

2028

5.00

14.73

9.73

2029

5.13

14.73

9.60

2030

Unit
Value
tAl/year
173,000
$ real (2009)
57
$ real (2009)
40.00
%
90%
% pa
1.3%
tCO2-e/tAl
2.25
tCO2-e/tAl
2.00
MWh/tAl
16.15
MWh/tAl
15.00
tCO2-e/MWh
0.91
0.91

2012

11.99

3.35

14.73

Factor
Production volume
REC Price
Carbon price
EITE Protection level
Carbon production contribution
Kurri direct emissions intensity
Industry direct emissions intensity
Kurri electricity intensity
Industry electricity intensity
Kurri electricity emissions intensity
Electricity Factor

2011

12.15

3.20

14.73

2010

12.31
3.04

14.73

CPRS Costs
Permits/tAl
2.89

14.73

Indirect
EITE Allocation
2.73

35.5

205.08

14.73

34.6

200.02

2.58

33.7

194.89

14.73

32.8

189.70

2.42

31.9

184.44

14.73

31.0

179.11

Permits/tAl

30.1

173.71

Permits/tAl

29.1

168.24

Actual liability

28.1

162.69

Variance

27.2

157.08

1.40

26.2

1.42

151.39

1.44

25.2

1.46

145.62

1.48

24.2

1.50

139.78

1.52

23.2

1.54

133.86

1.56

22.1

1.58

127.86

1.60

21.1

1.62

121.79

1.64

20.0

1.66

115.63

1.69

18.9

1.71

109.39

1.73

17.8

$/tAl

1.75

103.07

AU$ millions

1.78

16.7

Net Cost

1.80

96.67

Indirect CPRS Costs

Permits/tAl

0.85

2.25

Direct
EITE Allocation

0.83

5.9

33.85

2.25

33.11

0.81

5.7

2.25

32.36

40.3

0.79

5.6

2.25

31.60

39.3

0.77

5.5

2.25

30.83

38.3

0.75

5.3

2.25

30.05

37.2

0.73

5.2

2.25

29.26

36.2

0.71

5.1

2.25
28.46

35.1

0.69

4.9

2.25
27.65

34.0

0.67

4.8

2.25
26.83

32.9

0.65

4.6

2.25
26.00

31.8

0.63

4.5

2.25
25.16

30.7

0.61

4.4

2.25
24.30

29.5

0.59

4.2

2.25
23.44

28.4

0.56

4.1

2.25
22.56

27.2

0.54

3.9

2.25
21.67

26.0

0.52

3.7

2.25
20.77

24.8

0.50

3.6

2.25
19.86

23.6

0.47

3.4

2.25
18.94

22.4

0.45
3.3

2.25
18.00

21.1

Permits/tAl
3.1

Permits/tAl
$/tAl
19.8

Variance
AU$ millions

Actual Liability
Net Cost
AU$ millions

GWh pa

12,500

14,400

16,300

18,200

4.50

7.9%

20,100

4.79

8.4%

22,000

5.64

9.9%

26,600

6.43

11.3%

31,200

7.18

12.6%

35,800

7.89

13.8%

40,400

8.55

15.0%

45,000

8.32

14.6%

45,000

8.10

14.2%

45,000

7.88

13.8%

45,000

7.67

13.5%

45,000

5.39

9.5%

32,500

4.94

8.7%

30,600

4.51

7.9%

28,700

4.10

7.2%

26,800

3.71

6.5%

24,900

3.33

5.8%

23,000

41.3

Total CPRS Costs

Direct CPRS Costs

REC Target

4.18

7.3%

RET Costs

3.85

9.3

53.82

6.8%

10.4

59.87

3.49

11.5

66.21

6.1%

12.6

72.86

3.12

13.8

79.82

5.5%

15.1

87.10

%

21.4

123.92

$

22.0

127.33

Renewable Power Percentage

22.6

130.83

REC Cost/MWh consumed

23.3

134.43

50.6

23.9

50.7

138.13

50.8

22.0

50.9

127.42

51.1

20.1

51.3

116.01

56.6

18.0

56.1

103.89

55.6

15.7

55.1

91.01

54.6

13.4

51.6

77.34

48.5

12.6

45.2

72.60

41.8

11.7

38.2

67.55

36.2

10.8

34.0

62.16

31.9

9.8

$

29.6

56.42

AU$ millions

8.7

8.7

REC Cost/tAl

AU$ millions

50.33

Total RET Cost
Total Environmental costs

62

15.0%

62

16.7%

66.7%
81.7%

62

18.5%

65.1%
81.8%

62

20.3%

63.4%
81.9%

62

22.3%

61.8%
82.1%

62

24.3%

60.1%
82.3%

62

34.6%

58.4%
82.7%

62
35.5%

56.6%
91.2%

62
36.5%

54.9%
90.4%

62
37.5%

53.1%
89.6%

62
38.5%

51.3%
88.8%

62
35.6%

49.5%
88.0%

62
32.4%

47.7%
83.2%

62
29.0%

45.8%
78.2%

62
25.4%

43.9%
72.9%

62
21.6%

42.0%
67.4%

62
20.3%

40.0%
61.6%

62
18.8%

38.1%
58.3%

62
17.3%

36.1%
54.9%

62
15.7%

34.0%
51.4%

62
14.0%

32.0%
47.7%

AU$ millions

0.0%
14.0%

Historical profit before tax
RET Cost as a percentage of
historical profit before tax
CPRS Cost as a percentage of
historical profit before tax
percentage of historical profit
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Annexure 3 – Audited Financial Statements

The following pages provide a summary table and relevant extracts from the audited financial
statements for Hydro Aluminium Kurri Kurri Pty Limited, 100% owner of the Kurri aluminium
smelter. Full versions of the financial statements are publicly available from the Australian
Securities and Investment Commission.

Hydro Aluminium Kurri Kurri Pty Ltd
Hart Road,
Loxford, via Kurri Kurri NSW 2327
Australia

www.hydro.com

T: (61 2) 4937 1555
F: (61 2) 4937 3452

Registration No.
ABN 55 093 266 221

Hydro Aluminium Kurri Kurri Pty Limited

2001
406

2002
383

409

447

AUD millions
2003
2004
2005

664

2006

713

2007**

Smelter results 2001-2007

474

Year*
Revenue from sale of goods

(356)
(37)
(90)
(60)
(543)

132

(38)

-

(415)
37
(88)
(47)
(513)

(1)

(274)
5
(91)
(45)
(405)

4

(280)
11
(76)
(27)
(372)

(6)

(268)
(2)
(62)
(27)
(358)

28

(49)

(256)
(6)
(46)
(29)
(338)

35

(34)

(263)
(12)
(42)
(31)
(348)

(43)

(23)

Cost of sales
Raw Materials
Change in own inventories
Wages and Salaries
Depreciation
Total

Net foreign exchange gain/loss

(11)

102

(20)

12

(31)

9

Other expenses from ordinary activities

42

52

2008

0.5178

1,454

0.5441

1,364

0.6532

1,429

0.7362

1,722

0.7623

1,900

0.7536

2,596

0.8395

2,662

0.848

2,681

151,268 154,517 156,109 154,830 151,462 163,861 173,226 173,357

83

Profit from ordinary activities before
Income Tax Expense
Production (tonnes)
Average LME USD/tonne
Average USD exchange rate:

Average***

514

62.0

2,002 (volume
weighted ave)

* Hydro operates on a 31 Dec financial year end, therefore the years labelled above denote calendar and Hydro financial years.

** From 1 Januray 2007, Hydro's audited accounts have been presented in US dollars. In this table, 2007 results have been
converted to Australian dollars for comparison purposes with prior years only.

*** Hydro has included 2008 financial results when calculating average profits over the period. However, 2008 financial results are
not yet publicly available therefore they have not been shown in this table.
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Not yet publicly available information

Extract from 2007 Financial Statements
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Extract from 2006 Financial Statements
(also showing 2005 results)
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Extract from 2004 Financial Statements
(also showing 2003 results)
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Extract from 2002 Financial Statements
(also showing 2001 results)

Hydro Aluminium Kurri Kurri Pty Ltd
Hart Road,
Loxford, via Kurri Kurri NSW 2327
Australia

www.hydro.com

T: (61 2) 4937 1555
F: (61 2) 4937 3452

Registration No.
ABN 55 093 266 221

Page 3 of 29 DocId: 019372704 ACN :093 266 221

Page 4 of 29 DocId: 019372704 ACN :093 266 221

Page 5 of 29 DocId: 019372704 ACN :093 266 221

Page 6 of 29 DocId: 019372704 ACN :093 266 221

Page 7 of 29 DocId: 019372704 ACN :093 266 221

