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Christine McDonald

Committee Secretary

Senate Standing Committee on Finance and Public Administration
PO Box 6100

Parliament House

Canberra ACT 2600

Via email: fpa.sen@aph.gov.au

Dear Ms McDonald

Inquiry into the National Greenhouse and Energy Reporting
Amendment Bill 2009

Leighton Holdings and its subsidiary companies welcome the opportunity to comment
on the provisions of the National Greenhouse and Energy Reporting Amendment Bill
2009.

We believe the Bill should include a further minor but important amendment of the
National Greenhouse and Energy Reporting Act 2007 (NGER) to ensure the design of
the emissions reporting system is workable and that it provides robust data on which
to establish the Carbon Pollution Reduction Scheme (CPRS).

We urge the Committee to:

— Include a further amendment in the Bill to explicitly recognise mine owners as
the facility operator on mine sites, with responsibility for reporting on energy
use, energy production and greenhouse emissions and for acquitting carbon
permit liabilities.

— The alternative would be to amend the NGER Act to achieve certainty
and flexibility for parties on a mine or major construction project to
transfer operational control to the entity with financial control ahead of the
first reports due under the scheme on 31 October 2009.

— Recognise that the NGER Act should differentiate between mine owner
liabilities for emissions directly associated with the resource (ie: fugitive
emissions) and operator liabilities for emissions produced during extraction
and haulage of the resource.

As Australia’s largest mining and construction contractor, the Leighton Group is
concerned that the reporting system which will underpin the CPRS remains flawed as
it applies to contract mining. If the anomaly is not corrected, there is a risk of double
counting or incomplete emissions data from mine sites. Ultimately this will undermine
the integrity of the CPRS.
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The problem relates to the definition of ‘operational control’ in the NGER Act which
does not apply logically or fairly to the mining sector, where a third of work is
undertaken by contractors. The definition has the potential to draw service providers
into the trading scheme and make them liable for emissions not of their own making,
such as fugitive emissions from coal, with limited potential for recovering the costs of
carbon permits and additional administration. Obligations to reduce emissions should
properly rest with those best able to do so and those benefiting most from the mining
industry — the mine owners.

The Government recognised in the CPRS White Paper that contract mining has
special features that do not fit the basic emissions trading scheme model which is
primarily designed for owner-operated facilities. It has sought to address the issue
through the CPRS with the proposed the Liability Transfer Certificate mechanism to
allow transfer of CPRS and NGERS obligations from an entity with operational control
to an entity with financial control.

However this has practical and commercial difficulties. There are practical difficulties
in collecting data from sub-contractors and other contractors on site with whom the
contract miner does not have a commercial relationship. Fugitive emissions present
particular difficulties as this information often lies beyond the control of the contractor.
Open cut coal mines which represent more than three quarters of Australia’s coal
production have real measurement difficulties for all parties but particularly for
contract miners. Measurement control measures are usually not within the ambit of
the contractors’ agreement with the client nor the feasible scope of their activities. A
contract may for instance be to only remove the overburden. There are commercial
difficulties as negotiations to confirm who has operational control under NGERS have
stalled without the final CPRS legislation and regulations. If the parties cannot agree,
the Greenhouse and Energy Data Officer will be required to determine the liable party.
The current uncertainty means there is the potential for a flood of applications to the
GEDO over the coming months.

Given the LTC mechanism will not take effect until the CPRS starts on 1 July 2010,
there is also the potential the Leighton Group will incur the costs of setting up
systems, reviewing contracts and collecting data to meet its NGERS obligations for
two years until we can transfer these responsibilities. There appears to be little gain
to the Government and a significant burden to our business with this approach.

A more effective solution is to change the NGER legislation. As with the other
amendments in this Bill, our proposed amendment would impose no burdens on
industry beyond those intended by the Act. Rather, it would ensure the Act applies to
the mining industry in a clear, workable and sensible way.
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An amendment will give practical effect to the flexibility to transfer operational control
from contractors to mine owners intended by the Government in the CPRS White
Paper and draft CPRS Bills. An amendment will:

— allow entities to commercially negotiate emissions reporting and acquittal
liabilities ahead of the first reporting period on 31 October 2009, therefore
ensuring accurate data underpins the CPRS.

— provide more certainty for business and reduce compliance costs as we
prepare to meet our obligations under NGERS and any resulting obligations
under the CPRS.

— limit the number of applications to the Greenhouse and Energy Data Officer
for determinations of the entity with operational control.

— reduce the regulatory burden on industry and "improve the reporting
effectiveness of NGERS".

We urge that it be incorporated into the Bill currently before the Parliament because of
the urgent need to correct the problem and provide certainty ahead of the requirement
to register for NGERS on 31 August 2009 and to report on 31 October 2009.
Otherwise the early years of the NGERS could be fraught with transitional problems
which could be avoided by mine owners being recognised in the legislation as the
liable parties.

The Leighton Group’s initial proposal for a new regulation under the NGER Act is
supported by the Australian Industry Group, Australian Constructors Association, and
Minerals Council of Australia (attached).

The Department of Climate Change has advised (orally) that it may not be feasible to
proceed by way of regulation due to inconsistency with the Act (NGERS), which is
why a corresponding amendment to the Act is needed as a matter of priority.

It is important to get the scheme right. This is even more critical when the current
economic climate is forcing businesses to focus on survival, leaving fewer resources
to work on preparation for, and compliance with, such a major new regulatory
scheme.

C{;@ﬂm\/

CATHERINE FITZPATRICK

External Affairs Manager
Direct line (02) 9925 6026 Direct fax {02) 9925 6951
Email catherine.fitzpatrick@leighton.com.au

Enc!  Letter to Minister Wong
CPRS Green Paper submission
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14 November 2008

Senator the Hon Penny Wong
Minister for Climate Change
Parliament House

Canberra ACT 2600

Dear Minister

Proposal for mining industry NGERS regulation

We seek a further regulation under the National Greenhouse and Energy
Reporting Act 2007 (NGER Act) to provide certainty and flexibility to the mining
industry in relation to carbon pollution reporting and acquittal liabilities.

As we have discussed with your office and the Department of Climate Change,
we are concerned about implementation problems and potential emissions
liabilities under the Carbon Pollution Reduction Scheme (CPRS) for contract
miners arising from the definition of ‘operational control’ under the National
Greenhouse and Energy Reporting Scheme (NGERS).

For a sector of the Australian economy as important as the mining industry, it is
crucial that there be a clear, workable and sensible definition of ‘operational
control’ under the NGERS - a definition that takes into account the commercial
realities of contract mining operations. In our view the current definition is
unworkable in the case of mining facilities involving contract miners.

We believe a revised definition of ‘operational control’ under s11 of the NGER Act
would better accommodate the full range of functional relationships on mine sites
and reduce compliance costs for industry, while still providing certainty for
regulators and achieving the aims of the NGER Act. It would also provide
flexibility for mine owners to arrive at the most efficient allocation of the full range
of regulatory responsibilities at a mine.

We strongly urge the Government to make a further regulation under the NGER
Act to achieve the certainty and flexibility that is required ahead of the first reports
falling due next September. This would avoid the need to amend the Act. It
would also resolve potential inconsistencies with the NGER Act and the proposed
CPRS emissions obligations in relation to mining activities and facilities.

We attach a draft regulation and further background material for your
consideration.

Yours sincerely,

it
|

Wal King, ACA

_M
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Mitchell H. Hoo Heather Ridout , AIG

Attch.



ATTACHMENT

Draft regulation 2.24 (made under s11(1)(a) and s77 of the NGER Act)

Division 2.6 Operational control: section 11

2.24 Meaning of operational control for mining industry

(1

(2)

For paragraph 11(1)(a) of the Act, this regulation establishes

further requirements for determining if a controlling corporation or

another member of the controlling corporation’s group has

operational control over a facility.

If:

(a) the relevant facility is a mine (the mine); and

(b) the mine owner or mining lease holder in respect of the
mine, or a manager or operator acting on behalf of the
mine owner or mining lease holder, (collectively, the mine
owner) engages another entity (the contract miner) to
carry out mining activities at the mine,

then, for the purposes of the definition of operational control in

section 11 of the Act:

(c) where the mine owner and the contract miner expressly
agree in writing:

(i) that the contract miner is to be taken to have
operational control over the facility for the purposes
of section 11 of the Act; and

(i) the period during which the contract miner is to be
taken to have operational control over the facility
(provided the period does not exceed the term of
the contract miner's engagement to carry out
mining activities at the facility),

then the contract miner will be taken to have operational

control over the facility for the agreed period, whether or

not the contract miner satisfies any or all of subparagraphs
s11(1)(a)(i), (ii) or (iii) of the Act during the agreed period,;
(d) where subparagraph (c) does not apply:

(1) the mine owner will be taken to have operational
control over the facility for the purposes of
section 11 of the Act, whether or not the mine
owner satisfies any or all of subparagraphs
s11(1)(@)(i), (ii) or (iii) of the Act; and

(i) the contract miner will be taken not to have
operational control over the facility for the purposes
of section 11 of the Act, even if the contract miner
satisfies any or all of subparagraphs s11(1)(a)(i),
(ii) or (iii) of the Act; and

(e) subsection 11(4) of the Act will not apply as between the
mine owner and the contract miner.

If the mine owner is more than one entity, this regulation does not

affect the operation of section 11 of the Act as between those

entities.
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Chief Executive Officer
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ABN 57 004 482 982
472 Pacific Highway
9 September 2008 St Leonards NSW 2065, Australia

PO Box 1002
Crows Nest NSW 1585, Australia

www.leighton.com.au
T (02) 9925 6666
T F (02) 9925 6009
Green Paper Submissions

Department of Climate Change
GPO Box 854
Canberra ACT 2601

Dear Sir/Madam

Submission to the Carbon Pollution Reduction Scheme Green Paper

Leighton Holdings and its subsidiary companies appreciate the opportunity to make
a submission on the Carbon Pollution Reduction Scheme (CPRS) Green Paper.
We agree with the overarching objectives of the CPRS to cut carbon pollution at
least cost to the economy and our subsidiary companies are actively tackling
climate change through implementing energy efficiencies wherever possible.

The Leighton Group is Australia’s largest mining and construction contractor,
employing nearly 22,000 people domestically. Many of our employees work in
rural and regional Australia. While we believe a carbon price will impact our
construction projects through increased input costs, our mining projects will be
directly affected if the Government implements the Green Paper’s preferred
emissions trading model. In addition, our owner-operated landfill sites will be
forced to close.

Contract mining is a unique Australian services industry. Unlike other resources-
rich countries where mines are generally owner-operated, contractors account for
almost 30 per cent of Australia’s mineral production. Contract mining is not well
understood and the CPRS appears to have been designed with owner-operated
facilities in mind.

This submission focuses on a number of concerns the Leighton Group has with the
application of the National Greenhouse and Energy Reporting System (NGERS)
and CPRS to the minerals sector. We believe the preferred emissions trading
model will impose carbon pollution reporting and acquittal liabilities that best rest
with our clients as mine owners rather than us as service providers.

The results of Leighton Group operating companies are largely driven by factors
other than commaodity prices. While commodity prices have an impact on demand
for our clients’ products, Leighton’s profit margins are influenced by costs — and we
believe the CPRS will impose a significant cost to our business. Ultimately, this will
be a cost that we will have no option but to seek to pass through.
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Leighton subsidiary Thiess Services has made a separate submission relating to
CPRS coverage of the waste sector. Alarmingly, it predicts the carbon costs
imposed on its owner-operated landfill sites will be more than the entire company’s
annual profit. This would force us to close these operations.

The Leighton Group is keen to work with the Government to ensure the design of
the CPRS meets Australia’s economic and environmental goals.

Yours faithfully
LEIGHTON HOLDINGS LIMITED

Wal King
Chief Executive Officer

Page 2 of 2
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02 9925 6627

Catherine Fitzpatrick

Manager, External Affairs
02 9925 6026

Date:

10 September 2008

Confidentiality statement:

& Leighton
Holdings

All submissions will be treated as public documents, unless the author of the submission clearly
indicates the contrary by marking all or part of the submission as 'confidential'. Public submissions
may be published in full on the website, including any personal information of authors and/or other
third parties contained in the submission. If your submission contains the personal information of any
third party individuals, please indicate on the cover of your submission if they have not consented to
the publication of their information. A request made under the Freedom of Information Act 1982 for
access to a submission marked confidential will be determined in accordance with that Act.

| do not want this submission to be treated as confidential and/or anonymous.
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1.0 Executive Summary

Leighton Holdings and its subsidiary companies welcome the opportunity to
respond to the Carbon Pollution Reduction Scheme (CPRS) Green Paper. We
agree with the overarching objective of the CPRS to reduce Australia’s carbon
pollution while building long-term economic prosperity in a lower carbon economy.

As a successful Australian-based company, large employer and big energy user,
the Leighton Group is keen to work with the Government to ensure the design of
the CPRS meets Australia’s economic and environmental goals.

However, as Australia’s largest mining and construction contractor, we are
concerned that elements of the current preferred CPRS model, combined with a
misalignment with the National Greenhouse and Energy Reporting System
(NGERS), will impose unduly onerous reporting obligations and permit acquittal
liabilities on contractors. Contract mining is a unique Australian service industry
but the NGERS and the CPRS have been modelled on owner-operated facilities.
We believe that greater reductions in carbon emissions can be achieved by
imposing scheme obligations on project owners, rather than service providers.

The Leighton Group makes the following recommendations:

— Amend the NGER Act and draft the CPRS legislation to explicitly recognise
mine owners as the facility operator on mine sites, with responsibility for
reporting on energy use, energy production and greenhouse emissions
and for acquitting carbon permit liabilities.

o The alternative would be to allow parties on a mine or major
construction project to commercially negotiate ‘operational control'.

— The CPRS should differentiate between mine owner liabilities for emissions
directly associated with the resource (ie: fugitive emissions and black coal
sold to small emitters) and operator liabilities for emissions produced
during extraction and haulage of the resource.

o Alternatively, the emission liability threshold for facilities of 25kt
CO;-e should exclude fuel-generated emissions to avoid
unnecessary trading and administration burden for marginal emitters.

— Transition arrangements should allow for the inability of existing contracts
to pass through costs associated with the CPRS.

- Equitable transitional treatment of fuel cost offsets should be given to on-
road and off-road transport.

o Mining and construction should also be included, given their major
contribution to rural and regional Australia.

— Compensation provided to Emissions Intensive Trade Exposed industries
should be available to the entity with CPRS liabilities.

Leighton Holdings Limited ABN 57 004 482 982 Page 3 of 25
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— Liability for fuel should be maintained upstream at the refinery or terminal
gate as it maximises coverage and simplifies the administration of the
CPRS.

The Leighton Group also has a substantial services business, which includes waste
management. We are concerned the preferred CPRS model will force our owner
operated landfill businesses to close. Thiess Services Pty Ltd has made a
separate submission to the Green Paper.

Leighton Holdings Limited ABN 57 004 482 982 Page 4 of 25
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2.0 Background

Leighton Holdings Limited is the parent company of Australia’s largest project
development and contracting group. The Leighton Group includes Leighton
Contractors, Thiess, John Holland, Leighton Properties, Leighton International and
Leighton Asia. The Group employs more than 37,000 people around the globe,
including nearly 22,000 in Australia — about half of whom work on construction,
mining and services projects in rural and regional Australia.

@ Leighton

Holdings

Thiess Pty Ltd John Holland Group Leighton Contractors Leighton Asia Leighton Asia Leighton Properties
Pty Ltd g% Owned* Pty Limited (Northern) Limited (Southern) Pte Limited Pty Limited

Given that protection of the environment is a core value for the Leighton Group, we
actively work to reduce our carbon footprint. As service providers, we continually
seek fuel efficiencies within the constraints of our clients’ requirements. Two of our
operating companies, Leighton Contractors and Thiess, are part of the Greenhouse
Challenge Plus and Energy Efficiency Opportunities Assessment Program. We are
already collecting the information required under the NGER Act and support its
objectives to provide a streamlined, accurate and transparent emissions reporting
system which maintains commercial confidentiality.

The energy and emission profile of the Leighton Group’s activities is dominated by
the use of diesel, primarily on contract mining projects. At a carbon price of $20
per tonne of CO,-e and based on our emissions in 2006-07 (excluding liabilities for
fugitive emissions from landfills and open cut mines), the permit cost to the Group
would be $33.4 million. We expect this liability in the future would be significantly
more, given NGERS requires more detailed reporting of greenhouse gas data. We
estimate almost 98 per cent of our emissions are attributable to fuel, with at least
19 contract mining projects reaching the 25kt CO,-e ‘facility’ threshold based on
diesel usage alone. However, if the Leighton Group was liable for fugitive
emissions from landfills and open cut mines, we estimate our permit cost would
increase by almost 400%.

Leighton Holdings Limited ABN 57 004 482 982 Page 5 of 25
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Our current order book includes a number of large infrastructure projects, but their
energy and emissions profile do not reach the ‘facility’ level. We believe the CPRS
will impact on our infrastructure projects primarily through rising input costs
associated with a carbon price.

Real Construction Costs by Sector
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Submission to the Carbon Pollution Reduction Scheme Green Paper

10 September 2008

Our submission focuses on the direct impact of the preferred trading scheme model

on our contract mining projects.

At least 19 Group mining projects reach “facility” threshold

r Facility (>25kt CO,-¢)
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Contracting often includes a set of complex arrangements for the provision of
services by a number of participants to the client. Projects can involve the owner,
joint venture partners, contractors and many sub contractors. While there are
broadly seven different forms of contractual models in mining and 17 in
infrastructure every contract is unique and varies from these broad models. The
more intricate forms are usually associated with more complex projects.

Contracting is Complex

-
. G
00 00

Mining project Construction project

Source: Australian Constructors Association
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Forms of Contract Mining

Submission to the Carbon Pollution Reduction Scheme Green Paper

10 September 2008

Risk transferred (to
contractor)

Risk shared (with
contractor)

Risk acceptance (by client)

- Lump sum, schedule
of rates

Alliance — Project
costs reimbursed on
open book basis
Payment of fixed costs
and variable cost
schedule of rates
Partnering — “risk
transfer” combined
with commitments to
shared objectives
Cost Reimbursable
Performance Incentive
(CRPI)

- Cost reimbursable
- Fee for service

All could be undertaken in joint venture

Forms of Construction Contracts

Risk transferred
(to contractor)

Risk shared
(with contractor)

Risk acceptance
(by client)

- Fixed price

- Lump sum

- Guaranteed
Maximum Price
(GMP)

- Hard dollar

- Schedule of rates

- Public Private
Partnership/BOOT

- EPC/Turnkey

Alliance

Performance incentive
Warranted maximum
price with share of
variance

Construction
management

Staged exclusive
negotiation leading to
GMP

- Cost reimbursable

- Project management

- Managing contractor

- Engineering
Procurement and
Construction
Management (EPCM)

- Fee for service

All could be undertaken in joint venture

Leighton Holdings Limited ABN 57 004 482 982
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Contract mining is largely unique to Australia and the share of mining done by
contractors is increasing. Contract mining has grown from 18 per cent of total
mining in 1997/98 to 28 per cent in 2006/07. The Minerals Industry Survey in 2007
showed that the industry had 62,740 direct employees and 25,225 contractors.
There are few other countries where mining is undertaken by contractors as mines
are generally owner-operated — so there is no international precedent for treatment
of contract mining in emissions trading schemes.

Contractors account for 30% of mining sector work

A$2005/06 billion
100 Forecast
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Source: BIS Shrapnel Mining in Australia 2008
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Submission to the Carbon Pollution Reduction Scheme Green Paper
10 September 2008

Employment in the Minerals Industry
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As a service provider the margins for contract miners are low and do not fluctuate
significantly with changes in commodity prices. Contractors do not have the
capacity to absorb additional costs, nor sufficient length of tenure when managing
an orebody to make major capital investment in infrastructure such as draglines
which cost more than $100 million each. This is especially the case in the current
climate of rapidly rising material and input costs.

Australian Mining Market
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Mine Owners have the money to invest in carbon reduction

Profit margins (%)
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Source: Minerals Council of Australia, Leighton Holdings Limited
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The relationship between a mine owner and a Leighton operating company can
vary from providing a limited service to a portion of a mine operation to being the
overall manager of the mine site. Where there are multiple contractors on site, the
Leighton operating company may have no contractual or legal relationship with
other contractors which will deal directly with the mine owner. While the Leighton
operating company may introduce its own policies for safety, environmental and
operations, these policies must be compatible with the overarching policies that the
mine owner has established for the entire facility and their business. A mine owner
has the right to approve the operator’s policies and can require an operator to
change its policies to comply with the owner’s requirements, even in situations
where the Leighton operating company may be the registered mine manager.

Typical role of a contractor in the mining sector

Owner Operator Traditional Full Services Contracting
Contract Miner
Contractor] - Limited to - Pre-strip - Infrastructure set-up
Activity infrastructure - Mining - Mine planning
set-up - Rehabilitation - Pre-strip
- Mining
- Processing & load
out
- Rehabilitation
Delivery - Design & - Schedule of rates - Alliancing
System construct - Lump sum - Schedule of rates per
- Lump sum tonne delivered
- Schedule of rates for
some components
Investment, - Nil - Plant & equipment - Plant & equipment
by - Working capital - Working capital
Contractor - Investment stake in
mine
Skills - Construction - Earthmoving/ - Construction
Required Mining skills - Mine planning
by - Earthmoving/Mining
Contractor skills
- 0&M
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Regardless of the contractual arrangements, the miner owner has the most
influence on the use of energy at a mine. The most important determinant of fuel
usage is the mine plan, that is, determining in what sequence the mine will be
developed and the quantities that will be mined.

The mining process

Open Cut

*Install *Mine *Remove *Operate *Replace *Coal washing
conveyors management overburden dragline or overburden *Load onto
and wash & scheduling excavators *Replant train or barge
plant *Transport to vegetation

coal washer
Underground

°Install conveyors *Mine *Drill access *Operate longwall *Remove *Coal washing
and wash plant ~ management shifts *Transport to coal equipment *Load onto
& scheduling washer train or barge

Leighton Holdings Limited ABN 57 004 482 982 Page 15 of 25
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The mine owner is responsible for:
— Determining the life of the mine.
— Approving the mine plan, taking into consideration the desired life of the
mine and the product mix required for customers.
— Determining the methods and contract structures to mine the product.

The mine plan would not necessarily be prepared with the objective to minimise the
amount of energy used during the mining process if the contract miner bears
the carbon liability.

Mining is a small part of the emissions profile in the resources sector

Survey & Mine Planning

Inputs * Outputs

I‘_I

Infrastructure Set-up
!

Drill & Blast

Diesel, Water, — GHG emissions

Explosives (1% of emissions)

Excavate, Load & Haul
Diesel, Water, Total —> s — GHG emissions, Waste,
material extracted (17% of emissions) Ora

Ore Handling Process
Electricity, Water, —»

Ore (20% of emissions)

GHG emissions, crushed ore

Diesel, Energy & — il
Crushed Ore (30% of emissions)

— Railed ore, GHG emissions

Port

Diesel, Electricity & — — Loaded ore, GHG emissions

Water (32% of emissions)
* Responsibility depends on E:_(a'mple emissions from an iron ore
contract arrangements mining contract
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In addition the mine owner is often the entity exposed to fuel costs. One of the
trends in mining is that the mine owner is increasingly purchasing fuel and
providing it to the contractor. For the Leighton Group the share of fuel provided by
the mine owner on our Australian projects was approximately 60 per cent in 2007.

Leighton operating companies often work with the fixed infrastructure determined
or provided by the mine owner. The life of a fixed investment would usually exceed
the term of the contract. A decision, for example, to install a large scale gas, solar
or wind power station to reduce greenhouse gas emissions would generally be
made by the mine owner. Similarly, major plant modification for energy efficiency
reasons would be a capital investment decision for the mine owner.
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3.0 Issues with Green Paper

The Green Paper states “the objective of the Carbon Pollution Reduction Scheme
is to meet Australia’s emissions reduction targets in the most flexible and cost
effective way; to support an effective global response to climate change; and to
provide for transitional assistance for the most affected households and firms”. We
believe the impact of the preferred CPRS design on service providers to the mining
and, to a lesser extent, construction industries fails the test against the stated
assessment criteria of environmental integrity, economic efficiency, minimisation of
implementation risk, accountability and transparency and fairness.

Our assessment is the preferred model has the potential to:
— Impose more red tape and unnecessary costs on the Leighton Group,
— Provide the public with inaccurate information about emissions on mine
sites,
— Allow those with the most ability to cut pollution in the mining sector to
escape liability, and
— Reduce the opportunities for cutting carbon pollution.

The major problem is a technical one. The definition of ‘operational control’ in the
NGERS Act does not apply logically or fairly to the mining sector, where a third of
work is undertaken by contractors. This has the potential to draw service providers
into the trading scheme — rather than properly directing obligations to reduce
emissions towards those best able to do so and those benefiting most from the
mining industry.

3.1 Operational Control

The Green Paper considered whether operational or financial control was the best
framework for allocating obligations under the Scheme. The Green Paper stated
that in most cases a single entity would own and operate a facility so there was no
difference between financial and operational control. The Green Paper also
recognised that selecting an entity would be more complex where operational and
financial controls are separated or where the facility is owned by a number of
entities. The Green Paper preferred position is that the obligation should be for
entities with operational control, based on the NGER approach. The Green Paper
acknowledged that with respect to forestry and upstream fuel, further consultation
and analysis would be undertaken on the definition of liable entities.

The Leighton Group is concerned about the liable entity in relation to mining. The
Leighton Group considers that the mine owner is best placed to report on energy
use and greenhouse emissions and to have CPRS liability. The mine owner
initiates the mine development, decides who will work on the project and is a
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constant for the duration of the mine. The mine owner has greatest influence on
energy use and emissions, owns and markets the product, and is best placed to
collect data from multiple contractors. The mine owner approves the mine plan,
determining where the minerals will be mined, where waste will be dumped and the
rate of extraction — and ultimately energy usage and carbon pollution.

The Leighton Group considers that the mine owner needs to be recognised
explicitly as the liable entity in the NGER Act and the CPRS in relation to the
mining sector.

However, if the Government decides that the NGER Act and CPRS wiill not
explicitly recognise the mine owner as the key entity, the Leighton Group would
suggest that the CPRS should provide the opportunity for entities to determine
amongst themselves which one might be most appropriate to be the facility
operator. There are often a number of commercial, contractual and other reasons
why entities might prefer to agree which party might be best suited to be the facility
operator.

The Leighton Group suggests an alternative would be to ensure the NGER
Act and CPRS allow parties to commercially negotiate liability.

3.2  Fugitive methane emissions and emissions from black coal combustion
by small emitters

The Leighton Group is concerned that the Government proposes to include fugitive
methane emissions from coal mines in the CPRS ahead of an accurate form of
measurement. We support submissions from the minerals industry to develop a
sound science-based methodology for estimating fugitive emissions from open cut
mines and to phase in CPRS coverage of fugitive emissions.

However, if fugitive emissions are included in the scheme from its introduction, the
Green Paper has sought to simplify the CPRS by making the facility operator the
key entity responsible for fugitive methane emissions from coal mines and the
downstream emissions of small coal users. It is the mine owner, not contractors,
who is best placed to report on fugitive emissions from open cut mines and on the
energy content of coal sales to small emitters. The mine owner has control and
ownership responsibility over the resource before, during and after contractors
have been on site. Normally contractors have no information on the state of
fugitive emissions from open cut mines, nor do they have the legal relationship to
require mine owners to provide such information or the capacity to pass on the
costs to collect such information.

Leighton Holdings Limited ABN 57 004 482 982 Page 19 of 25



A\

- °

F’l‘ Lel hto n Submission to the Carbon Pollution Reduction Scheme Green Paper

L] - 10 September 2008
Holdings

Even using the most basic method of estimating fugitive emissions based on the
amount of coal we have extracted, at a carbon price of $20 per tonne of CO,-e we
estimate the permit cost to the Leighton Group would be approximately

$40 million if we were liable for fugitive emissions from open cut mines. We can't
estimate the liability for downstream coal sales as we have no entitiement to that
information from our clients.

The Leighton Group believes the CPRS should differentiate between mine
owner liabilities for emissions directly associated with the resource and
operator liabilities for emissions produced during extraction and haulage of
the resource.

3.3  Fuel liability

The Green Paper has a preferred position to impose scheme obligations for
emissions from petroleum fuels with suppliers covered by the fuel excise and
customs duty systems. The Leighton Group supports this preferred position
for upstream fuel liability as it maximises scheme coverage, reduces
compliance costs and simplifies the administration of emissions liability.

The Green Paper has indicated that consideration will be given in the first year of
the scheme for large fuel users to opt to take the liability. The Leighton Group
supports a scheme which gives large fuel users the option to take the liability
from the upstream suppliers.

3.4 Facilities and emissions threshold

The Green Paper has proposed that “the emissions threshold for direct obligations
under the scheme would apply to entities with facilities which have direct emissions
of 25,000 tonnes of carbon dioxide equivalent a year or more”. This implies that
emissions less than 25kt CO;-e are not considered sufficiently material for a
corporation to incur the financial and administrative burden to acquit the liabilities.
However one outcome of upstream liability is that big energy users whose
emissions are largely due to fuel use will be required to purchase and trade carbon
permits for residual emissions that may be well below the 25kt CO,-e threshold.

Diesel and petrol use accounts for almost 98 per cent of the Leighton Group’s
energy use and operational emissions. Less than one per cent is attributable to
other sources such as electricity and explosives. The preferred CPRS model
would require Leighton Holdings to establish a carbon permit trading capability for
about two per cent of the Group’s direct emissions plus emissions that are not
related to our operations (such as fugitive emissions, downstream emissions of
small coal users and potentially emissions from other contractors or sub
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contractors on the same site). Consistent with the Green Paper goal of simplicity
and cost effective administrative burden, the Leighton Group suggests that the
scheme should work on a net reporting basis.

The Leighton Group considers that facilities with net (non-fuel) emissions of
less than 25kt CO2-e per annum should not be included in the CPRS.

3.5 Reporting

The Green Paper seeks feedback on whether the scheme should provide for the
publication of reported information to the facility level. Consistent with our
submissions to the Government on NGERS, the Leighton Group considers
that facility-level reporting would be commercially sensitive.

3.6 Pass Through

The Green Paper seeks comment on the implications that CPRS might have on
existing contractual arrangements and in particular the capacity to pass costs on to
the client. There are two types of costs that will come from the CPRS. The first is
the direct cost which can be identified with the purchase of permits. The second is
the indirect costs which are embedded in products and services due to higher
transport, energy and administrative costs. Some contracts do have a capacity to
pass on unforeseen direct costs such as generated from the CPRS. Others are
fixed price and provide little scope to pass on unforeseen costs. Indirect costs
would be more difficult to pass through.

With more than 40 per cent of our Australian contracts ending in or after 2010, the
Leighton Group is still reviewing its capacity to pass on costs associated with the
CPRS. It seems likely that we will be unable to pass on the CPRS costs in a
number of cases. This may have serious financial implications for the Group, at a
time when the costs of materials and services are already rising strongly across
construction sectors. While it is difficult to ascertain exact impacts without Treasury
modelling, we believe three key inputs to our business are likely to be significantly
affected by the CPRS — electricity, steel and cement. To address this
transitional problem the Leighton Group would like to continue to consult
with the Government to ensure that businesses do not incur unintended

costs.

3.7 Rural and Regional

The Green Paper is mindful of the adjustment costs facing Australian households
and businesses. The Government has committed to cut fuel taxes on a cent for
cent basis to offset the initial price impact on fuel associated with the introduction of
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the CPRS. This will be extended to agriculture and fisheries to assist rural and
regional areas.

The Leighton Group believes that mining and construction activities have a
significant impact on rural and regional Australia. Mining is predominately
conducted in rural and regional Australia and is the major employer in many areas.
Likewise the construction of road, rail, ports and other infrastructure have a major
impact on the economic activity of regional Australia. According to the Department
of Resources, Energy and Tourism, the mining industry over the last four decades
has built 26 towns, 12 ports, 25 airfields and over 2000 kilometres of railway. In
remote areas, minerals and construction industries are often the sole provider of
social infrastructure such as health and education, and the benefits from these
endure well past the end of their activity.

For example, more than 89,300 people are estimated to live and work in
Queensland’s Bowen Basin — many are employees and contractors on the 34
operational coal mines, including about 2200 people employed by Leighton Group
companies on 17 coal mining projects.

The minerals industry is a major provider of employment and training of indigenous
communities. Leighton subsidiaries seek to provide opportunities for indigenous
employment. For example, Leighton Contractors invested in a 50 per cent interest
in the indigenous contracting company, Ngarda Civil and Mining, based in the
Pilbara region of Western Australia. The company generates more than $120
million in annual revenues and more than half of Ngarda’s 390 employees are
indigenous.
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Current Mining Projects in Australia
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The Leighton Group suggests that including mining and construction in the fuel
rebate arrangement for agriculture and fisheries would be at least as effective in
pursuing the government’s objective of assisting rural and regional Australia but
also be more equitable across industry sectors.

The Green Paper also proposes that on-road transport will be excluded from any
increase in fuel costs related to CPRS. The Green Paper does not provide any
justification for differentiating between on-road and off-road use of fuel. The
Leighton Group would suggest for equity and consistency, off-road and on-
road transport should both be provided with carbon cost offsets. With regard
to rural and regional Australia, mining and construction should also be
included in the fuel offset scheme.

3.8 Emissions Intensive Trade Exposed (EITE)

The Leighton Group supports the Government's commitment to providing
transitional assistance to EITE industries. However we agree with the Minerals
Council of Australia, the Australian Coal Association and the Business Council of
Australia that the Green Paper’s preferred metric used for determining EITE status
is not appropriate.
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The resources sector is the most internationally competitive and most export
oriented sector of the Australian economy. The capacity to pass on costs is limited
by the extent of competition from other countries’ supplies. The mining sector
represents almost eight per cent of the Australian economy and accounts for
almost 50 per cent of export revenue.

Regardless of the metric used, the Leighton Group believes the previously outlined
problems with operational control will lead to anomalies if the resources sector is
allocated free permits. There is potential for assistance to be provided to mine
owners even though they may not have liability to acquit permits at facilities where
a contractor is deemed to have operational control.

The Leighton Group considers that service providers with CPRS liabilities
operating in an EITE industry should be entitled to transitional compensation,
if it is granted.

3.9 Waste

Thiess Services, a wholly owned subsidiary of Thiess Pty Ltd, is making a separate
submission on issues related to waste, which Leighton Holdings endorses.

Significantly, at a carbon price of $20 per tonne of CO,-e Thiess Services estimates
the permit cost would be a $5.35 million annually, plus $42.3 million based on the
volume of waste received at its landfills to date. This cost is more than 100% of
Thiess Services' annual profit and would likely result in the closure of the
Swanbank and Springmount operations in Queensland and the loss of about 50
jobs. There are also two broader issues for the Government to consider. First,
security of waste disposal is a critical public health issue and closure of these
facilities means alternatives would need to be found. Second, the closure of
mature landfill sites means the loss of innovative carbon capture solutions. At
Swanbank the carbon capture system not only reduces waste’s carbon footprint,
but the gas is used for electricity generation.

The Leighton Group considers coverage of the waste sector should be

deferred until fugitive landfill emissions can be measured accurately and
legacy waste emissions should be excluded from the scheme.
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Summary of key Leighton Holdings proposals

The Leighton Group proposes that:

Mine owners should be the liable party for the NGER and CPRS.

Mine owners should be responsible for fugitive emissions and liabilities for
sales to coal to small emitters.

If contractors are deemed liable for the NGER and CPRS:

o Commercial parties to a mine or major construction project should be
allowed to determine the most appropriate entity to be liable for
emissions.

o The emission liability threshold for facilities of 25kt CO2-e should
exclude fuel-generated emissions to avoid unnecessary trading and
administration burden for marginal emitters.

Mining and construction should be covered by the fuel carbon cost offset
scheme because of their contribution to rural and regional Australia and for
consistency with the on-road offset.

Consultations need to continute with government on capacity of existing
contracts to pass through CPRS costs.

CPRS liability for fuel should remain upstream.

Coverage of the waste sector should be deferred until there is a more
accurate method of measuring fugitive emissions.

o Legacy waste emissions should be excluded from the CPRS.
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