Dear Fellow Shareholder,
The 2009 financial year will be known for the greatest downturn in global
industrial output in post-war history. No one was immune from its effect.
For BlueScope Steel, it was our most challenging year ever.
We acted promptly by cutting costs and reducing production in the face of
falling demand and prices. But we were not distracted from the fundamentals
of our business – staying safe, protecting our balance sheet, building brands,
improving efficiencies and enhancing customer service.
Now, in the first quarter of the financial year 2010, we are seeing moderate
improvement in demand and prices stabilising in some markets. But there is still a
way to go before a full recovery in global and domestic steel markets takes hold.
At BlueScope, we are ready for the recovery and well positioned to take
advantage of a growing and more confident market …

tough times
tough measures
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…continued

The first quarter of FY09 began with very strong demand and pricing for hot rolled
coil and slab products, delivering a record first quarter performance. But as
global market conditions rapidly deteriorated in the second quarter, export and
domestic demand declined. Benchmark hot rolled coil prices nearly halved by
the end of December, while prices for steelmaking materials, iron ore and coking
coal, remained at record high levels, leading to severe margin compression.

By June 30, the Company reported a small net loss after
tax (NLAT) for the year of $66 million. Underlying net profit
after tax (NPAT) was $56 million ($760 million lower than
the year prior) and underlying earnings per share was down
93 per cent to 6.1 cents. The impact of the global economic
downturn was severe.
Protecting the Balance Sheet
Our focus in FY09 was on the fundamentals of our business
as we faced a rapid decline in steel demand and prices.
A range of major initiatives was implemented during the
year to protect the balance sheet, improve liquidity, manage
inventory and reduce capital expenditure and costs.
Funding
At the start of the year, the Company successfully
restructured a number of its debt facilities and obtained
additional funding through a US private placement of
US$325 million. A further $400 million was raised through
a Share Purchase Plan and institutional placement, and
in May, an equity entitlement offer raised $1,360 million.
A new $1,275 million syndicated loan note facility was
established to restructure all of the Company’s bank
debt facilities.

Graham Kraehe AO, Chairman and Paul O’Malley, Managing Director & CEO

BlueScope now has no material refinancing obligations
until 2011, gearing has been reduced from nearly 36 per cent
to just under 12 per cent, and liquidity has been improved.

Cost Reductions and Cash Flow Improvement
Across the Company – from the shop floor to the Boardroom
– in every part of our business, tough decisions were taken
to reduce costs.

The combined effect of the equity raising and debt
restructuring was to strengthen BlueScope’s balance
sheet and provide greater financial flexibility. Your Company
is now better positioned for current conditions and ready
to take advantage of opportunities as the market improves.

Our employees supported the cost reduction program and
worked hard to exceed targeted reductions. To reduce labour
costs, new flexible leave arrangements and in Australia, an early
retirement program, were introduced. Overtime, casual and
contractor hours were reduced and in many cases, eliminated.
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Some employees were asked to reduce hours, resulting
in a loss of income, and to take extended leave. Salary
increases were frozen and short term incentive bonuses
were scrapped. The Board resolved to freeze Directors’ fees.

In addition, each of our businesses concentrated on
improving cash flow and working capital by proactively
reducing inventory volumes.

As a result of these initiatives and others, total cost
savings of $295 million were achieved, well above the
targeted $150 million.

Capital Expenditure
Capital expenditure was significantly curtailed in FY09 to
meet only essential requirements of the businesses including
the No. 5 Blast Furnace reline and sinter plant upgrade.

Operationally, we successfully lowered our production
volume related costs at our Suzhou (China) and Vietnam
facilities and at our pre-engineered building (PEB) operations
in the United States. By lowering these costs, our facilities
are more competitive and well placed for the recovery in
market conditions.

Consistent with these actions and after careful deliberation,
the Board took the difficult decision to not pay a final
dividend for the FY09 year. We look forward to resuming
dividend payments as the world economic conditions and
BlueScope’s financial results improve, returning to our long
term practice of rewarding shareholders as we grow.
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The safety of our people has always been at the forefront of everything we do at BlueScope Steel. Our goal is Zero Harm
and we work to achieve this every day.
In 2008/09, the Company’s injury levels remained at world best standard. The Lost Time Injury Frequency Rate (LTIFR)
remained below one for the fifth consecutive year. The Medically Treated Injury Frequency Rate (MTIFR) also finished
at a record low level.
New safety milestones were reached in many of our businesses across all our regions. A number of our people were
recognised for their efforts by external safety awards. For the first time, our entire New Zealand business achieved our
goal – Zero Harm. BlueScope Steel has been cited as a world class leader in safety. But it is the men and women of BlueScope
who are the real heroes in keeping themselves and their colleagues safe and attaining this year’s noteworthy result.
50

4

40

The combined effect of the equity
raising aNd debt restructuring was to
strengthen BlueScope’s balance sheet
and provide greater financial flexibility.

Steelscape in Kalama, Washington, USA

Business Performance Overview
Across our global portfolio, operations were managed
to tailor production to demand. This meant we operated
at below normal production levels. External despatches
were down by 26 per cent year-on-year, as a result of
weakened global steel demand. Inventory levels across
the business were reduced to a satisfactory level in the
second half. The start of the new financial year saw a
modest improvement in steel prices and demand, and
we took the decision to reignite the No. 5 Blast Furnace.
Australia
Coated and Industrial Products Australia sales revenue
decreased by 12 per cent caused by demand slowing and
high inventory levels in the sales channel. We experienced
lower sales volumes in domestic and international markets,
and lower international average prices mainly for hot
rolled coil. Higher coal, iron ore and scrap prices, lower
export prices for hot rolled coil, lower despatch volumes
and higher inventory provisions significantly cut underlying
earnings by $859 million.
In the second half of FY09, Port Kembla Steelworks
undertook one of the Company’s most critical and essential
projects, the reline of No. 5 Blast Furnace. The blast furnace
turns raw materials into iron for steelmaking. The reline
was successfully and safely completed on schedule and
on budget. Also during this period, the Port Kembla sinter
plant was upgraded, increasing capacity by 20 per cent.
Together, these $512 million projects will deliver cost
benefits and longer term profitability.
At the Western Port pickle line, a fire occurred late in the
second half of the year that negatively impacted earnings
before interest and tax (EBIT) by $10 million. The pickle line
feeds the cold rolling and subsequent metal coating and
painting operations. The recovery work was completed in
record time due to the outstanding effort by employees,
contractors and alliance partners.

The Australian Distribution and Solutions business, which
includes the previous Smorgon Distribution business,
BlueScope Lysaght, our service centres and emerging
businesses, BlueScope Water and BlueScope Buildings
Australia, had lower despatch volumes and margin pressure.
This was caused by the reduced activity in the domestic
construction, manufacturing and automotive sectors
and project delays in the mining industry.
New Zealand
Our New Zealand and Pacific Islands Steel Products
business had a much better first half of the year than
second half. However, despite difficult market conditions,
the business had a modest increase in underlying EBIT
of $2 million to reach $87 million. New Zealand Steel
also had an outstanding safety year with no lost time
or medically treated injuries.
Asia
Across our Asian businesses, reduced demand for steel
led to lower sales volumes and higher inventory levels,
while higher steel feed costs compressed margins.
Production at our coating and painting operations in
Thailand, Vietnam, Malaysia, and China was reduced.
However, we are seeing some signs of improvement in
the region particularly at our Indonesian operation where
our pre-engineered building (PEB) business maintained
volumes similar to FY08 and PEB projects in mining and
agriculture are resuming. PEB and Lysaght rollforming
facilities at Tata BlueScope Steel in India, our 50-50 joint
venture, are fully operational and developing well.
In China, orders in the PEB and Lysaght businesses increased
in the second half as market conditions improved and the
effects of the China economic stimulus package began
to take hold.
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We are in a transitionary period – moving from very low to improved levels
of demand, production and pricing. We remain cautious but encouraged by
the initial signs of improving market conditions globally.

North America
In North America, sales revenue for the BlueScope Buildings
business benefited from the full year effect of the IMSA
Steel acquisition. Despatches were lower and order backlog
dropped by year end as the US economy deteriorated and
tight credit conditions continued. Integration of the IMSA
business into BlueScope North America is well progressed
and safety is improving.

Steel prices have bottomed and are now rising. Price
recovery for the industry globally is expected to be slow
until steel capacity utilisation improves. Growth in the
US and European economies is needed to support a
sustained recovery. Stimulus efforts in China and in the
US, through government projects, are beginning to take
effect and we look forward to seeing positive economic
impact from the Australian stimulus package.

Production at North Star BlueScope Steel was reduced to
match order levels as demand softened. Still, its reputation
for on-time delivery, quality and service led to an average
capacity utilisation rate of 71 per cent, well above US steel
industry levels of approximately 40 per cent.

Environment
BlueScope Steel has a proven track record as an
environmentally responsible Company, investing
$500 million on environmental improvements globally
over the last 15 years.

Outlook for FY2010
At the time of writing this Report in August 2009, we
remain cautious but encouraged by the initial signs of
improving market conditions globally. Demand and pricing
in some markets, particularly in our prime market in
Australia, is improving, but both off a low base. Inventory
levels have been significantly reduced and we are starting
to see restocking occurring. Raw material costs are lower
as we move into FY2010 which should in turn, improve
margins as demand returns.

During the year, we continued to reduce our consumption
of fresh water by increasing the use of recycled water.
The Port Kembla Steelworks has accepted nearly 15 billion
litres of recycled water since its recycled water project
began in 2006. At Western Port, its major water recycling
project is progressing. When completed in 2011, Western
Port will reduce fresh water use by 65 per cent and waste
water discharge by 75 per cent.

We are in a transitionary period – moving from very low
to improved levels of demand, production and pricing. We
expect to deliver a small negative reported net profit after
tax (NPAT) for the first half of FY2010. This is primarily due to
the timing lag of the improved steel prices flowing through
from sales and improved demand. Other key factors in this
result will be the strength of the Australian dollar, reduced
capacity utilisation until September when the No. 5 Blast
Furnace resumes production, and the continued challenging
market conditions in the US.
The steel industry worldwide has responded well to
the downturn. With market conditions deteriorating,
the industry quickly and efficiently reduced production
to match demand. This production challenge continues
as the market begins its recovery.
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CARBON POLLUTION REDUCTION SCHEME (CPRS)
Aside from the global economic challenges, one of the
biggest threats facing the Australian steel industry, and
specifically, BlueScope Steel, is the proposed Carbon
Pollution Reduction Scheme (CPRS).
The Board and all employees support the need to reduce
global CO2 emissions. We will continue our work to reduce
the Company’s CO2 emissions. However, we have grave
concerns about the current design of the Federal
Government’s proposed CPRS and the negative impact
it would have on the world competitive Australian
steel industry.
We strongly believe that the cumulative net cost impact
of the current CPRS proposal would be highly significant
and material. It would severely damage the Company’s
competitiveness.

...ensure the CPRS does not
impose a carbon price
domestically which results
in emissions and production
transferring overseas for
no environmental gain.

Cardinia Aquatic and Recreation Centre, Pakenham, Victoria

The proposed CPRS scheme unfairly discriminates
against the Australian steel industry relative to
international competitors. Without comparable global
action, the CPRS becomes a compounding tax on the
Company – needlessly putting the Australian steel
industry, jobs and investment at high risk for no
environmental benefit.
The CPRS is not a one-off tax. From FY2012-FY2020, the
cumulative net cost to BlueScope could be as much as
$500 million for the scheme’s Scope 1 and 2 emissions,
and potentially up to $1.4 billion if suppliers pass through
all their carbon costs. This tax could prevent the Company
investing in technology to reduce emissions, such as the
Steelworks Co-generation Plant project at Port Kembla.
Importantly, the CPRS undermines Port Kembla Steelworks’
current world class competitiveness. It risks the viability
of these long-term manufacturing assets. It’s a direct threat
to this New South Wales regional economy and the 12,000
workers and their families who rely on the Steelworks,
and to more than 1,000 employees and contractors and
their families at Western Port in Victoria.
Three simple amendments to the CPRS are required:
1. Provide certainty that permit allocation will be maintained
at a level that supports the ongoing competitiveness of
the domestic steel industry, while global competitors do
not face comparable carbon costs.
2. Include hot rolled products in the activities which will
receive permit allocation.
3. Provide assurance that Scope 3 coal costs will
not be passed on to the steel industry.

The Company continues to negotiate with the Government
to ensure the CPRS meets its stated policy objectives and
does not impose a carbon price domestically which results
in emissions and production transferring overseas for no
environmental gain.
SENIOR MANAGEMENT AND BOARD CHANGES
During the year, we welcomed two new members to
the senior management team – Sanjay Dayal who was
appointed Chief Executive, BlueScope Steel Asia to
lead the businesses in Asia (excluding China) and Keith
Mitchelhill who was appointed Chief Executive, Australian
Distribution and Solutions filling the position vacated by
Mark Vassella who transferred to the United States to
lead the North American business.
On the Board of Directors, we announced Doug Jukes,
formerly a Partner and National Chairman of KPMG, as
a new non-executive Director in September. We were
shocked and saddened by his sudden death on 3 January
2009 and passed our deepest condolences to his family.
In December 2008, Paul Rizzo resigned as a Director.
Paul was a founding Director of BlueScope Steel. We
thank him for his contribution and wish him the best
for the future. In April, we announced the appointment
of Ken Dean as a non-executive Director of the Board.
Ken has held directorships with a number of leading
Australian companies in the resources and manufacturing
sectors and brings a wealth of international financial and
commercial experience. The process of regeneration and
broadening of the Board’s expertise is ongoing and while
we expect the size of the Board may increase as a result,
there was no change in the number of members this year.
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There is no doubt, 2008/09 will be remembered as a turbulent and difficult year
for the world economy. At BlueScope Steel, tough but necessary decisions
were made to weather the downturn and best position your Company so it is
ready for the recovery.
On behalf of the Board, we thank employees and management for their
outstanding loyalty and the sacrifices they made over this last year.
Finally, we thank you, our shareholders, and our customers for your continued
support and we look forward to an improved performance in the coming year.

GRAHAM KRAEHE AO
CHAIRMAN

PAUL O’MALLEY
MANAGING DIRECTOR & CEO

