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Dear Sir

EXECUTIVE REMUNERATION INQUIRY

The Productivity Commission has been asked to report on the framework and structures of remuneration of directors
and executives in Australia. BlueScope Steel closely considers these issues in determining its own remuneration
strategies.

It is BlueScope Steel's contention that:

Remuneration governance standards should articulate principles that can be applied by boards to the
competitive circumstances of their companies, and that governance requirements should not attempt to
prescribe detailed application of principles;

It is appropriate to maintain the non-binding status of shareholder votes on remuneration reports. Boards
must make a wide range of decisions in the shareholder’s interests, and they must be enabled to make these
decisions at the required time. Furthermore, directors face shareholders at annual general meetings, are
individually accountable at re-election, and boards have responded in circumstances where shareholders
have objected to aspects of executive remuneration practice. While the existing requirement for & non-
binding remuneration report is supported, the disclosure of an individual executive’s details inhibits the
negotiating position of the Board in regard to executive remuneration.

Australia has been largely spared from the examples in some sectors of the U.S. market of gross excesses in
executive remuneration practices. This may relate to the prevalence of independent, non-executive board
chairmen in Australia (separating the interests of the executive from the board) whereas it is not uncommon
for the chairman of a large US corporation to also be the CEO. Also, many Australian companies have
established board remuneration committees, chaired by an independent director, other than the board
chairman.

This submission is intended to serve as an illustration of the principles adopted by BlueScope to underpin an executive
remuneration policy that has been actively reviewed since the listing of BlueScope Steel (formerly BHP Steel) in 2002,
which has met the expectations of shareholders and governance bodies.

Yours faithfully

Graham Kraehe
CHAIRMAN
BlueScope Steel Limited



EXECUTIVE REMUNERATION POLICY REVIEW

1. Principles Underpinning Executive Remuneration in BlueScope

The Company’s salaried remuneration framework is designed to:

e Link the reward of executives with the creation of value for the shareholders and the business;

Recognise and reward individual performance and accountability for key job goals;

Provide distinguishable remuneration differences between career and performance levels; and

Maintain a competitive remuneration level relative to the markets in which the Company operates.

The following principles, consistently applied in the context of each country where BlueScope has executives

employed, underpin the annual remuneration arrangements for executives.
i) Fixed remuneration (base plus super) to be clearly competitive in the industrial market sector.

i) Short term cash incentive to be truly variable, and weighted in favour of the underlying financial and
operating business performance of the company but also reflecting individual and team achievements on
projects that will drive future operating performance. The design must restrict the ability of executives to
earn high individual and team based rewards in years when financial results have been unsatisfactory, and

the board reserves discretion to reduce bonuses to zero.

ii) Meaningful long term equity incentive to ensure executives feel a similar reward experience as
shareholders. Executive Leadership Team members must build and maintain a personal equity holding

to a value at least equal o their base annual salary, and other executives to at least half their base salary.

iv) The values of the fixed, short and long term grants to be pitched such that a Q3 plus outcome would
be achieved for years of outstanding performance (ie stretch performance outcomes for both BlueScope and
the executive’s personal goals), with outcomes less than the median in years of unsatisfactory performance.
The relative weighting between short and long term incentives to take account of competitive market
practice, but reflect attributes that may distinguish BlueScope in the market (eg long term focus, cyclical

business, cultural and governance priorities etc).

V) Performance hurdles over executive share rights must be directly linked to the shareholder’s relative

investment experience during the life of the share right, i.e. Total Shareholder Return. Existing share rights
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must be tested on the basis of an average over the 3 month period immediately prior to a test time, not a
single point in time. The same value used for vesting test purposes is used to establish the new base

against which new share rights will be tested for future performance hurdles.

2. Has Our Approach Been Supported by Shareholders and Executives?

The application of the principles has achieved the objectives sought by Board as discussed below.

e Importantly, in years, such as experienced in the current AGM season, of general shareholder
hostility toward executive remuneration, BSL shareholders have overwhelmingly endorsed our

Remuneration Report and other remuneration related AGM matters.

e In all major acquisitions — Butler Manufacturing (US and China), Smorgon Steel (Aus), Steelscape
(US), Varcoe Pruden (US) and ASC (US) — we have been able to translate and convert required

executives into our established remuneration arrangements.

e Executive retention has been high.

3. Current Governance Expectations

The Remuneration and Organisation Committee of the BlueScope board oversees executive remuneration
policy and practice. This committee is comprised of independent directors only, and chaired by an

independent director, being a director other than the Chairman of the Board.

Shareholder acceptance of BlueScope remuneration reports has been consistently above 90%.
Shareholders should see a strong alignment between their experience and executive reward for 2008/09 in
that bonuses will be significantly down, and the board and executives have frozen fees/salaries in 2009. New
share rights issued last year have a base hurdle at a record high hurdle price of $10.57 (compares to current

share price in the $2-$3 range), and the existing “pipeline” is well below performance hurdle vesting criteria.
Attachment 1 shows the past relationship between executive bonuses and underlying business performance.
Attachment 2 compares BSL against the recently published principles from the UK Financial Services

Authority (aimed at reining in excesses in the financial section). BSL's existing practices rate highly against
the FSA's standards.



Attachment 3 is a summary of the views of governance bodies on various elements of executive

remuneration, and BlueScope’s policies in relation to these elements.



ATTACHMENT 1

Relationship Between STI Awards and Group Performance
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