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PETITION FOR THE IMPOSITION OF MONITORING AND CONTROLS
WITH RESPECT TO EXPORTS FROM THE UNITED STATES
OF COPPER SCRAP AND COPPER-ALLOY SCRAP

I INTRODUCTION

This petition is filed on behalf of the Copper & Brass Fabricators Council, Inc.
(“CBFC”), and its member comi)anies and the Non-Ferrous Founders’ Society (“NFFS”) and its
member companies.! The CBFC and the NFFS are trade associations that are representative of
an industry that processes metallic materials capable of being recycled, specifically copper scrap
and copper-alloy scrap (“copper-based scrap”), within.the meaning of section 7(c) of the Export
Administration Act of 1979, as amended (“the Act” or “the EAA”), 50 U.S.C. App. §
2406(c)(1)(A) and section 754.7 of the Export Administration Regulations (“EAR”) of the U.S.
Department of Commerce, 15 C.F.R. §§ 754.7(a) and (b) (2003).2

This petition presents evidence that copper scrap and copper-alloy scrap, which are more
fully described in section II. A., infra, have experienced significant increases in the volumes of
exports from the United States in relation to domestic supply and demand within a specific
period of time and that these increases have resulted in significant increases in domestic prices,
and domestic shortages of these materials relative to demand, within the meaning of section

7(c)(3)(A) of the Act, as amended, 50 U.S.C App. §§ 2406(c)(3)(A)(1) and (ii). Furthermore, this

' A list of the CBFC’s member companies and a list of the NFFS’s brass and bronze foundries
are appended at Exhibit 1.

2 The EAA of 1979, as amended (50 U.S.C. App. § 2401 et seq.), remains in force pursuant to
the International Emergency Economic Powers Act (“IEEPA”) (50 U.S.C. § 1701 et seq.) and
Executive Order 13,222. See Exec. Order No. 13,222, 66 Fed. Reg. 44,025 (Aug. 22, 2001)
(declaring a national emergency under IEEPA with respect to the expiration of the EAA and
continuing the EAA, as well as its implementing regulations, the EAR). The national emergency
declared in Executive Order 13,222 was continued by President Bush’s Notice of August 7,
2003. See Notice of August 7, 2003 — Continuation of Emergency Regarding Export Control
Regulations, 68 Fed. Reg. 47,833 (Aug. 11, 2003).
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petition demonstrates that the large and growing volumes of exports of these materials are as
important as any other cause of the domestic price increases and shortages relative to demand,
and that these conditions have significantly adversely affected the domestic industry consuming
these materials within the meaning of section 7(c)(3)(A) of the Act, as amended, 50 U.S.C. App.
§§ 2406(c)(3)(A)(1i1) and (iv). Based on this evidence, the petitioners submit that both
monitoring and restrictive export controls are necessary in order to protect the domestic economy
from the excessive drain of scarce copper scrap and copper-alloy scrap and to reduce the serious
inflationary impact of foreign demand within the meaning of sections 3(2)(C) and 7(c)(3)(A) of
the Act, as amended, 50 U.S.C. App. §§ 2402(2)(C) and 2406(c)(3)(A)(V), respectively.’

This petition sets forth the information reasonably available to petitioners and is filed in
conformity with the requirements of section 7(c)(1)(B) of the Act, 50 U.S.C. App.
§ 2406(c)(1)(B) and section 754.7 of the EAR, 15 C.F.R. § 754.7 (2003).. In addition, the
petitioners respectfully request a public hearing on the merits of this petition pursuant to section
7(c)(2) of the Act, 50 U.S.C. App. § 2406(c)(2) and section 754.7(c) of the EAR, 15 C.F.R. §
754.7(c) (2003).

IL. GENERAL AND BACKGROUND INFORMATION

A. Description of the Subject Merchandise

Exports of copper-based scrap, the metallic recyclable materials that are the subjects of
this petition, are classified under subheadings 7404.00.0020, 7404.00.0045, 7404.00.0062, and

7404.00.0080 set forth in Schedule B of the Statistical Classification of Domestic and Foreign

> These conclusions are supported and reinforced by a series of recent press articles and other
papers that are found in the Attachment to this petition. Some, but not all, of these documents
are referred to specifically in the balance of this petition.
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Commodities Exported from the United States." Additional information about the subject
merchandise, as well as the copper industry in general, is provided below.

1. Properties and Applications of Copper and Copper Alloys

Copper and its alloys constitute one of the major groups of commercial metals. See
American Society of Metals, Metals Handbook Desk Edition at 7-1 (1997) (“Metals
Handbook™), appended at Exhibit 2. Copper and copper-alloys generally fall within one of six
categories: (1) coppers; (2) dilute copper-alloys; (3) brasses; (4) bronzes; (5) copper nickels; and
(6) silver nickels. Id. at 7-15. The first category includes essentially pure copper, which is
typically soft and ductile, and contains less than about 0.7 percent total impurities. Id. Dilute
copper-alloys contain small amounts of various alloying elements that modify one or more of the
basic properties of copper. Id. Each of the remaining categories -- brasses, bronzes, copper
nickels and copper silvers -- contains one of five major alloying elements as its primary alloying
ingredient (zinc in the case of brasses, tin in the case of bronzes, and so forth). Id.

Given its unique combination of properties, including high ductility, malleability, thermal
and electrical conductivity, resistance to corrosion, and the ability to be recycled, copper and its
alloys are widely used in a variety of industries. Building construction is the single largest
market for these metals, followed by electronics and electronic products, transportation,
industrial machinery, and consumer and general products. Id. at 7-19. Copper has also been a
key component in emerging technologies. According to the United States Geological Service,

copper ranks third among major industrial metals after iron and aluminum in terms of quantities

* The commodity descriptions associated with these classifications within Schedule B are as

follows: 7404.00.0020: Waste and scrap of refined copper; 7404.00.0045: Waste and scrap of
copper-zinc base alloys (brass) containing more than 0.3 percent lead; 7404.00.0062: Waste and
scrap of copper-zinc base alloys (brass) containing 0.3 percent or less lead; and 7404.00.0080:
Waste and scrap of other copper-alloys.
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consumed. See United States Geological Service, Copper Statistics and Information, available at

www.minerals.usgs.gov, appended at Exhibit 3.

Pure copper is generally produced through a multi-stage process, beginning with the
mining and concentrating of low-grade ores containing copper sulfide minerals, followed by
smelting and electrolytic refining to produce pure copper cathode. Id. An increasing share of
copper is produced from leaching of oxidized ores. Id. Copper by-products from manufacturing
and obsolete products, or copper scrap, are readily recycled and contribute significantly to the
copper supply. Id.

2. Properties and Applications of Copper Scrap and Copper-Alloy Scrap

The U.S. copper industry relies heavily on scrap copper as a raw material. Notably,
copper-based scrap has constituted about half of the copper consumed in the United States for
the past 20 years. See Copper Development Association, Trends in U.S. Copper and Scrap

Effects of Product Shifts, available at www.copper.org, appended at Exhibit 4. In 1995, roughly

two-thirds of copper scrap and copper-alloy scrap were re-melted directly by brass mills, wire-
rod producers, foundries and ingot producers. Id. The remaining third went back into the
production stream at the smelting and refining stages. Id. Copper-based scrap historically has
made a significant contribution to the United States’ self-sufficiency with respect to overall
copper consumption versus production. Id.; see also Metals Handbook at 7-20 (Exhibit 2).

In order to monitor and analyze consumption, the copper industry has divided scrap into
two broad classifications — “old scrap” and “new scrap.” See Copper Development Association,
Copper Applications in General Interest: Scrap Terminology and Classifications (1999) (“Scrap

Terminology”) available at www.copper.org, and appended at Exhibit 5. Old scrap is material

that has been used by a consumer and, as such, is sometimes referred to as “post-consumer


http://www.minerals.usgs.gov
http://www.copper.org
http://www.coDper.org
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scrap.” Id. New scrap is material that is generated during the manufacturing process when
copper is cast into shapes, converted into semi-fabricated products, and manufactured into
products sold in consumer end-use markets. 1d.

New scrap is also further divided into “prompt-industrial scrap” and “return scrap.”
Prompt-industrial scrap is generated by toll producers that convert semi-fabricated copper
products into parts. The turnings, stampings, and cuttings generated by this manufacturing
process are then “returned” to the mill that supplied the semi-fabricated product. See Scrap
Terminology (Exhibit 5). This “return scrap” may be reused by the mill or sold. Id. Prompt-
industrial scrap and return scrap are generally recorded in recycling statistics, because the
material is sold or toll processed. Id. Another division of new scrap, which is called “home
scrap” or “run-around” scrap, is normally generated and re-melted in the same facility, which is
usually owned by a fully-integrated copper producer. Id. This scrap generally is not recorded in
scrap statistics. Id.

In addition to the old and new designations, copper scrap and copper-alloy scrap are
further classified and monitored by scrap type and processor. For example, scrap may be
classified by copper content or composition (¢e.g., No.1 wire and heavy, No. 2 mixed heavy and
light, red brass, leaded-yellow brass, yellow and low brass, nickel-based, and other alloy scrap).
Id. It can also be classified by use (e.g., refinery, smelter, or brass-mill scrap), by source (e.g.,
turnings, borings, cartridge cases, old radiators), or by appearance (e.g., bare bright, burnt wire,
mixed heavy or light scrap).

B. The Domestic Industry

The Copper & Brass Fabricators Council represents U.S. manufacturers of a wide variety

of products fabricated from copper and copper-alloys. The three main classifications of these
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products are flat-rolled products (such as sheet, strip, and foil), tubular products (such as pipe
and tube), and long products (such as copper bar). Individual producers are known as “brass
mills,” and the industry as a whole is typically referred to as the “brass mill industry.”> The
members of the CBFC represent an estimated 80-85 percent of the total production of the U.S.
brass mill industry.®

The Non-Ferrous Founders’ Society was founded in 1943 during World War II to ensure
that non-ferrous foundries could meet all their production demands and, as relevant, includes the
principal brass and bronze foundries in the United States.” These foundries by and large are
consumers of copper-alloy ingot that typically is 95 percent derived from copper-alloy scrap and
annually recycle millions of pounds of brass and bronze scrap. The art of making castings is
quite old, and non-ferrous castings have been part of nearly every new technological
development since the Industrial Revolution. The U.S. brass and bronze foundries produce a
wide variety of castings.

The U.S. brass mill industry and brass and bronze foundries are not the sole consumers of
copper-based scrap within the United States, but do account for a substantial majority of all
copper scrap and copper-alloy scrap consumed in the United States. According to the data of the

U.S. Geological Survey, in 2002, the U.S. brass mill industry (in conjunction with the copper

> These terms are somewhat misleading in that the industry manufactures products of pure
copper and copper-alloys other than brass as well. However, because of the widespread and
long-standing use of the shorthand terminology, the domestic industry will be referred to in this
petition as the “brass mill industry.”

% The member companies of the CBFC are listed at Exhibit 1. Because many of the members of
the U.S. brass mill industry are privately held (and thus do not publicly disseminate sales or
financial information), a precise calculation of the share of the overall industry represented by
the CBFC members cannot be provided.

" As noted earlier, the NFFS’s brass and bronze foundries are listed in Exhibit 1.
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wire rod industry) accounted for 74.0 percent of copper-based scrap consumed within the United
States, while smelters, refiners and ingot makers accounted for 19.1 percent and foundries,
chemical plants, and miscellaneous manufacturers accounted for 6.9 percent of consumption.®
See Exhibit 7.

Although both industries use some form of copper as their main input materials, metal
consumption patterns within the U.S. brass mill industry are notably different from those of the
U.S. wire rod mill industry. Indeed, there are numerous distinctions between the wire rod mill
industry and the brass mill industry. Copper wire rod is produced as an intermediate product to
be drawn into copper wire, primarily for application in electronics and communications
equipment. To the best of the petitioners’ knowledge, there is no overlap between U.S. brass
mills and wire rod mills, as no company produces both brass mill products and copper wire rod.

Because copper wire is produced exclusively from pure copper (copper-alloy wire is
produced in very small quantities and is not used in electrical applications), the vast majority of
metal input used by copper wire rod producers is in the form of copper cathode. Indeed, as
noted, supra, the volume of copper scrap used by wire rod mills is so small that the U.S.
Geological Survey does not provide a separate reporting of copper scrap used by wire rod mills,
but rather includes such volumes with those consumed by brass mills, for fear of disclosing
proprietary information from the wire rod industry. Further, copper wire rod mills do not

consume copper-alloy scrap, because the industry’s metal input is limited to pure copper.

¥ The USGS does not separately report copper scrap consumption by the U.S. copper wire rod
industry, but rather includes such data with the figures for the brass mill industry. This
convention is followed in order to avoid disclosing wire rod mill company proprietary data. See
USGS Copper Annual Mineral Commodity Summary (“USGS Copper Annual”) at Table 4.
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In contrast to the wire rod mill industry, brass mills have traditionally used copper-based
scrap for the majority of their metal input. According to the USGS statistics, copper scrap
accounted for 61.1 percent and refined copper (primarily copper cathode) accounted for 39.9
percent of U.S. brass mills’ consumption of copper metal input in 2002.° See USGS Copper
Annual Table 4. Further, the consumption of refined copper (primarily cathode) by the U.S.
brass mill industry was only about one-third that of the copper wire-rod mill industry (593,000
metric tons as compared to 1,710,000 metric tons). Id. In addition, while copper wire rod mills
do not consume copper-alloy scrap, brass mills consume copper-alloy scrap in large volumes.
Indeed, consumption of copper-alloy scrap by the brass mill industry typically exceeds its
consumption of copper scrap.'® See USGS Copper Annual at Table 10.

The structure of the U.S. brass mill industry also contrasts with that of the wire rod mill
industry. The U.S. brass mill industry is not integrated backward, meaning that it does not
produce its own raw materials and must obtain those materials from non-affiliated sources.
While some members of the U.S. brass mill industry have the capability to move back and forth
between copper-based scrap and copper cathode as raw materials, other producers rely on
copper-based scrap for 100 percent of their raw material inputs. In contrast, wire rod mills in
the United States by and large are integrated backward, meaning that they are owned by the same

companies that mine copper ore and refine it into cathode. Thus, copper wire rod mills primarily

® Non-copper metals consumed by the industry included slab zinc and hardeners and master
alloys.

19 Consumption of unalloyed copper scrap in the United States totaled 540,400 metric tons in
2002, with brass mills accounting for 386,000 metric tons, or 71.4 percent of the total (the figure
includes the small amount consumed by wire rod mills). USGS Copper Annual at Table 10.
Consumption of copper-alloy scrap in the United States in 2002 totaled 716,400 metric tons, of
which 544,000 metric tons (75.9 percent) were consumed by brass mills (no wire rod mill
consumption is lumped in with the brass mill figure because wire rod mills do not consume
copper-alloys). Id.
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source raw materials from affiliated sources, are much less dependent on outside, unaffiliated
sources for their metal input needs, and consume very little copper-based scrap.

The vast majority of copper scrap and copper-alloy scrap consumed in the United States
is generated within the country. In 2003, 90,581 metric tons of copper scrap and copper-alloy
scrap were imported into the United States, representing just 4.7 percent of the total U.S. supply
of copper-based scrap (defined as consumption plus exports). See Exhibit 6. In that year,
exports of copper scrap totaled 753,541 metric tons, meaning that exports were more than eight
times as large as imports. Indeed, as is discussed in greater detail below, U.S. exports of copper-
based scrap have increased dramatically in recent years, while imports of the product have
actually been declining. While U.S. exports of copper-based scrap increased by 138.2 percent
between 1999 and 2003, imports declined by 33.6 percent over the same period. Id.

In summary, the brass mill industry is the largest consumer of copper scrap and copper-
alloy scrap in the United States, and the industry relies on copper-based scrap for the majority of
its raw material needs. Because the U.S. brass mill industry is not integrated back to the mine
level, it is dependent upon access to a reliable and consistent supply of copper-based scrap from
independent scrap suppliers. The vast majority of copper-based scrap consumed by the industry
1s generated within the United States, and the brass mill industry has been structured to make use
of these recyclable materials as its main source of supply. Indeed, many members of the U.S.

brass mill industry rely on copper-based scrap as their sole source of supply of raw materials.

While the brass-mill industry’s structure has developed as a logical means of taking
advantage of the lower cost of scrap materials (and has provided the further benefit of recycling
what would otherwise be waste materials headed for landfill), the dependence on scrap materials

has also made the U.S. brass mill industry extremely vulnerable to any interruptions in the
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supply of copper-based scrap materials. As discussed in further detail below, while the U.S.
brass mills have traditionally had sufficient indigenous sources of copper-based scrap to supply
their raw materials needs, increasing exports of the materials in recent years have resulted in
critical supply shortages in the U.S. market. The result has been insufficient supplies and stocks
of raw materials, dramatically increased prices for copper-based scrap, short-term production
interruptions, higher production costs, and reduced profitability for the U.S. brass mill industry.
The same conditions are being experienced by the brass and bronze foundries. If recent trends
are allowed to continue, the end result will be industry shutdowns, bankruptcies, and shortages
within the U.S. economy of the critical products manufactured by the brass mill industry and by
the brass and bronze foundries.

III. THERE HAS BEEN A SIGNIFICANT INCREASE IN EXPORTS OF COPPER

SCRAP AND COPPER-ALLOY SCRAP IN RELATION TO DOMESTIC
SUPPLY AND DEMAND

Exports of copper and copper-alloy scrap from the United States have increased quickly
and significantly in recent years. From a level of 316,342 metric tons (“MT”) in 1999, exports of
copper-based scrap increased to 494,284 MT in 2000, 559,699 MT in 2001, and 566,838 MT in
2002, before jumping to 753,541 MT in 2003."" See Exhibit 7. Thus, between 1999 and 2003,
U.S. exports of copper-based scrap grew by 138.2 percent. In the single year between 2002 and
2003, copper-based scrap exports grew by 32.9 percent.

Exports of copper-based scrap have increased to a highly significant part of U.S. scrap

supply. While exports represented just 16.2 percent of total U.S. copper-based scrap supply in

" Copper scrap and copper-alloy scrap (copper-based scrap) exports at Exhibit 7 are defined as
the sum of classifications 7404.00.0020, 7404.00.0045, 7404.00.0062, and 7404.00.0080 under
the Schedule B Statistical Classification of Domestic and Foreign Commodities Exported from
the United States (“Schedule B”).

-10-
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1999, that figure increased to 23.7 percent in 2000, 28.9 percent in 2001, and 31.1 percent in
2002, before surging to 39.4 percent in 2003."? See Exhibit 6.

Exports of copper-based scrap have also grown rapidly in relation to U.S. demand
(consumption). As shown at Exhibit 6, U.S. consumption of copper-based scrap declined
consistently from 1999 through 2003 (from 1,630,900 metric tons in 1999 to 1,159,254 metric
tons in 2003) and by 28.9 percent overall. Given that exports of copper-based scrap were
increasing significantly during this period, exports as a percentage of U.S. consumption jumped
from 19.4 percent in 1999 to 31.0 percent in 2000, 40.6 percent in 2001, 45.1 percent in 2002,
and 65.0 percent in 2003. See Exhibit 6. Thus, from 1999 to 2003, U.S. exports of copper-based
scrap more than tripled in relation to consumption of the product within the United States.

Exports of copper-based scrap have also grown significantly in relation to the
consumption of the brass mill industry. The consumption of copper-based scrap by U.S. brass
mills and wire rod mills'®> moved from 1,050,000 metric tons in 1999 to 1,070,000 MT in 2000,
919,000 MT in 2001, 930,000 MT in 2002, and 842,182 MT in 2003. In relation to brass mill
consumption, exports of copper-based scrap from the United States increased from 30.1 percent
of consumption to 46.2 percent in 2000, 60.9 percent in 2001, 61.0 percent in 2002, and 89.5

percent in 2003, based of total exports of the material.'* See Exhibit 6. Thus, while brass mill

12 Total copper-based scrap supply at Exhibit 6 is defined as U.S. consumption of purchased
copper-based scrap plus total exports of copper-based scrap.

13 As discussed, supra, the USGS statistics include consumption of copper scrap by wire rod
mills with that of brass mills so as not to divulge proprietary information in relation to the
relatively small consumption by wire rod mills.

' Petitioners provide these data for informational purposes only and do not advocate the
comparison of total scrap exports to the consumption of the brass mill industry as a means of
assessing the impact of increased exports on the industry, because some element of the product
exported is not of sufficient quality for use by the brass mill industry. However, because the
export (and import) statistics do not distinguish among types or quality of copper-based scrap

(...continued)

-11-
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consumption of copper-based scrap declined by 19.8 percent between 1999 and 2003, exports of
these materials increased by 138.2 percent.

Monthly statistics show that export volume increases in 2003 in particular have been
noteworthy, pervasive, and dramatic. As shown at Exhibit 8, total exports of copper-based scrap
were higher in each of the twelve months of the year than in any of the four previous years.
Monthly exports in 2003 were at a minimum 89.9 percent higher than those in 1999 and a
maximum of 171.6 percent higher. See Exhibit 8. Monthly exports in 2003 were higher than
those in 2002 by a minimum of 17.6 percent and a maximum of 63.9 percent.

Even within the year of 2003, exports of copper-based scrap increased significantly over
the course of the year. While monthly exports averaged 55,601 metric tons in the first quarter of
2003 (already higher than the average shown for any quarter in the 1999-2002 period), that
figure increased to 62,528 MT in the second quarter, 64,343 MT in the third quarter, and 68,709
MT in the fourth quarter of the year. See Exhibit 8. Exports in January 2004 were higher than in
any January of 1999-2003. Clearly, the most recent export data for copper-based scrap show
consistent and dramatic increases, and the growth in volume for 2003 as a whole has been due to
ongoing export expansion, rather than any seasonal surges that have already peaked.

The growth in copper-based scrap exports in recent years has not been limited to any
particular alloy form of the product. As shown at Exhibit 9, each of the four tariff headings
under which copper scrap and copper-alloy scrap are classified has shown almost consistent

export growth in the 1999-2003 period. Volume growth in this period ranged from a minimum

(...continued)

materials, there is no means of discerning how much of the exported product could actually be
used by the U.S. brass mill industry. For this reason, petitioners believe that the most
meaningful comparison of exports to consumption is that performed on the basis of total U.S.
exports and total U.S. scrap consumption.

-12-
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of 91.2 percent for “other” copper-alloy scrap to 247.0 percent for brass scrap. See Exhibit 9. In
2003, total exports of copper-alloy scrap slightly exceeded those of copper scrap.

Essentially all of the growth in U.S. exports of copper-based scrap in recent years has
been attributable to rising demand in China. In 1999, exports to China of copper-based scrap
stood at 86,601 MT and accounted for just 27.4 percent of total U.S. exports. See Exhibit 7.
That volume more than doubled in 2000 and tripled in 2001, as exports to China accounted for
43.3 percent of all exports in 2000 and 56.6 percent in 2001. Copper-based scrap exports to
China increased moderately in 2002 to 332,110 MT (58.6 percent of exports) before jumping to
532,901 MT in 2003, representing 70.7 percent of total U.S. exports. Id. Thus, in the single year
from 2002 to 2003, exports to China of copper-based scrap increased by 60.5 percent, and
between 1999 and 2003, such exports grew more than six-fold. Further, the increase in volume
of copper-based scrap exports to China from 1999 to 2003 (an expansion of 446,300 MT) was
just slightly more than the entire expansion of overall U.S. exports of the product during the
period (which increased by 437,199 MT)."

IV. THERE HAS BEEN A SIGNIFICANT INCREASE IN THE DOMESTIC PRICE
OF COPPER SCRAP AND COPPER-ALLOY SCRAP

Rapid increases in exports of copper-based scrap have acted to reduce domestic supplies
of scrap and increase prices for the product. Because brass mills rely on copper-based scrap as
their most important raw material, these trends have resulted in increased costs for the domestic
industry, costs which the industry has not been fully able to pass through in the costs of its

finished products. Further, even to the extent that U.S. brass mills have been able to pass

5 As shown at Exhibit 9, the growth in exports to China occurred in relation to each of the four
tariff classifications of copper-based scrap, and China dramatically increased its share of total
U.S. exports for each of the tariff classifications as well.

-13-
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through increased raw-material costs to their customers, increases in prices of copper and
copper-alloy input products and of finished products act to reduce consumption of these products
as users begin to substitute competing products for copper-based products. In some instances of
customers purchasing the copper-based product as an input for further processing, user industries
have added rising prices to their calculus of continued U.S. production viability and have
concluded that relocation of their manufacturing facilities to low-priced non-market economies,
notably China, has been their best option.

U.S. prices for copper-based scrap have jumped upward significantly in recent years,
most notably since the beginning of 2003. While these price increases have generally reflected
increasing prices for copper cathode, growing exports of copper-based scrap have also had a
substantial effect by reducing U.S. supply and increasing U.S. prices for copper-based scrap.

As shown in the table attached as Exhibit 10, average U.S. prices for Number 1 copper
scrap have been increasing almost consistently since 2001. While the average buying price per
pound of No. 1 copper scrap by U.S. brass mills stood at 69.62 cents per pound in 2001, that
figure increased to 70.23 cents in 2002 and jumped to 78.14 cents per pound in the first 11
months of 2003.'° Thus, on the basis of annual averages, prices paid for No. 1 copper scrap
increased by 12.2 percent between 2001 and 2003.

Monthly average prices for No. 1 copper scrap have shown even more dramatic increases
over the course of 2003 and into 2004. As shown at Exhibit 10, average monthly prices for No.

1 copper scrap stood at 74.16 cents per pound through the first six months of 2003, and then

' No. 1 copper scrap is 99.9 percent pure copper and is the most common form of scrap
purchased by the brass mill industry as a whole. The prices shown at Exhibit 10 are as reported
by the American Metal Market magazine and the U.S. Geological Survey and represent brass
mills’ estimated buying prices for delivered carload lots.
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increased to an average of 85.69 cents per pound in the second-half of the year. In the first nine
weeks of 2004, average prices jumped to $1.1883 per pound for the period overall. Thus,
between the first-half of 2003 and the first nine weeks of 2004, average prices for No. 1 copper
scrap in the U.S. market grew by 60.2 percent. Indeed, to date in 2004, No. 1 copper scrap prices
reached a peak daily price of $1.3700 per pound on March 1, 2004, a price more than 100
percent higher than that shown as recently as October 2002.

Prices for Number 2 copper scrap have similarly shown substantial increases. As
summarized at Exhibit 10, annual prices paid for No. 2 copper scrap increased from 58.96 cents
per pound in 2001 to 59.45 cents in 2002 and 68.38 cents per pound in the first 11 months of
2003." This amounted to an increase in annual average prices of 16.0 percent between 2001 and
2003.

Monthly average prices for No. 2 copper scrap have soared in the second-half of 2003
and the first weeks of 2004. From an average price of 64.05 cents per pound in the first six
months of 2003, No. 2 copper scrap prices increased to an average of 76.38 cents per pound in
the second-half of the year. See Exhibit 10. In the first nine weeks of 2004, average prices for
No. 2 scrap have risen dramatically to $1.0778 per pound. Thus, in relation to the first-half of
2003, prices for No. 2 copper scrap to date in 2004 have increased by an average of 68.3 percent.

V. THERE HAS BEEN A DOMESTIC SHORTAGE OF COPPER _SCRAP AND
COPPER-ALLOY SCRAP

Increasing exports of copper-based scrap have reduced U.S. supplies of scrap and have

caused shortages of the material. Because many producers can use both copper scrap and copper

" No. 2 copper scrap is 94.0 percent pure copper at a minimum and is purchased and used by
brass mills, but is more commonly used by copper refiners. No. 2 copper scrap is typically less
pure and requires more processing than No. 1 copper scrap and, hence, reflects a relatively lower
price.
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cathode as inputs into their production process, the result of shortages of copper scrap has not
been widespread production interruptions, but rather, increased use of copper cathode by brass
mills in place of copper scrap. Because copper cathode generally sells at prices in excess of
those for Number 1 copper scrap, the forced replacement of cathode for scrap acts to increase
input and production costs for these manufacturers. This increased demand for copper cathode
within the U.S. market (from demand that has traditionally been supplied by copper scrap) has
the concomitant effect of pushing up transaction prices for copper cathode.

For those producers that can only use copper scrap (and cannot use copper cathode), the
result of increasing supply shortages has been large increases in scrap costs and periods of
dangerously low scrap stocks on hand. In some instances, due to extreme supply shortages (and
the fact that some producers can use only scrap as their raw material input), prices of copper
scrap in some regions have increased above those for copper cathode, a purer and normally more
“valuable” and expensive raw material than any form of scrap. In other words, recent supply
trends for copper-based scrap have turned market logic and pricing upside-down. While supply
shortages to date have generally resulted in only short-term production shutdowns of one or two
days, it is only a matter of time until scrap shortages reach the point of forcing prolonged
production interruptions at these facilities.

Increasing exports of copper-based scrap have resulted in reduced consumption and
decreased stocks of copper scrap in the United States. Data compiled by the U.S. Geological
Survey show that consumption of copper scrap has consistently and rapidly been declining in

recent years, from a level of 1,630,900 metric tons in 1999, to 1,593,000 metric tons in 2000, to
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1,377,500 MT in 2001, to 1,256,900 MT in 2002, and to 1,159,264 MT in 2003."® See Exhibit 6.
Thus, from 1999 to 2003, U.S. consumption of copper-based scrap declined by 471,636 metric
tons, or 28.9 percent.

Stocks of copper-based scrap within the United States have also shown major declines.
From a level of 91,070 metric tons at year-end 1999, stocks declined to 82,010 MT at the end of
2000, 67,770 MT in 2001, and 66,520 MT in 2002. See Exhibit 6. While year-end 2003 stock
data are not currently available, stocks and scrap supplies are understood to have contracted even
more dramatically in 2003. As noted in the most recent report of the U.S. Geological Survey,
“{b}rass mill production and shipments declined, however, owing to a sharp drop in scrap
consumption. The consumption of refined copper at the expense of copper scrap is indicative of
the tight scrap supply and narrow discounts reported by the industry. According to the Institute
of Scrap Recycling Industries (2003), copper scrap remained difficult to source.”"’
VI. EXPORTS OF COPPER SCRAP AND COPPER-ALLOY SCRAP ARE THE

PRIMARY CAUSE OF DOMESTIC PRICE INCREASES AND SUPPLY
SHORTAGES

A. Exports of Copper Scrap and Copper-Alloy Scrap Are the Primary Cause of
U.S. Supply Shortages

The shortages in supplies of copper-based scrap have largely come about as a result of
rising exports of the product. As U.S. copper-based scrap consumption declined by 471,636
metric tons from 1999 to 2003, exports of the product increased by 437,199 metric tons over the
same period. See Exhibit 6. The increase in exports of copper-based scrap during this period,

therefore, represented 92.7 percent of the overall decline in scrap consumption. Thus, declining

' 2003 figure estimated based on January — November data.

Pus. Geological Survey Mineral Industry Surveys, Copper in November 2003, February 2004
at 1.
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scrap supplies in the United States have been largely attributable to increasing exports of the
product.

Review of the other determinants of U.S. supply and demand for copper-based scrap
shows that there are no factors other than increasing exports that have caused recent supply
shortages. Consumption data for the U.S. market as a whole and for the brass mill industry
specifically demonstrate that insufficient scrap supply is not attributable to any increased demand
for the product in the United States. Total U.S. consumption of copper-based scrap declined in
each of the years from 1999 through 2003, and by 28.9 percent for the period overall. See
Exhibit 6. In 2003, the year of the greatest shortages of scrap supply and most rapid price
increases, U.S. consumption of copper-based scrap fell by 97,636 metric tons, or 7.8 percent. Id.

Consumption of copper-based scrap by brass mills similarly showed large declines during
this period. Between 1999 and 2003, consumption of copper-based scrap by the brass mill and
wire rod mill (primarily brass mill, as noted, supra) industries declined by more than 200,000
metric tons, or 19.8 percent. Id. In the single year of 2003, brass mill consumption fell by
87,818 metric tons, or 9.4 percent.

Clearly, consumption trends within the brass mill industry and the U.S. market generally
have not caused recent supply shortages. Indeed, had the output of the U.S. brass mill industry
not been depressed and the U.S. economy not been in recession during 2001-2003, demand for
copper scrap in the United States likely would have increased, rather than decreased, and the
shortfall in the supply of copper-based scrap would have been far more pronounced than was the
case. Now that the U.S. economy 1s showing signs of improvement, demand for copper-based

scrap can be expected to increase. Unless controls on exports of this critical material are put into
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place, the supply shortages that have been experienced to date (and the related price increases)
are likely to become far more severe and widespread in the coming months.

Nor is the shortage of copper-based scrap attributable to a shortage of the amount of
scrap material generated in the United States. As shown at Exhibit 6, the total U.S. supply of
copper-based scrap (defined as U.S. scrap consumption plus exports) has changed only
marginally since 1999. Between 1999 and 2003, total U.S. scrap supply declined by just 34,437
metric tons, or 1.8 percent. See Exhibit 6. Over this same period, exports of copper-based scrap
increased by 437,199 metric tons, or 138.2 percent. Id. As a result of these trends, exports
increased from 16.2 percent of total U.S. copper-based scrap supply in 1999 to 39.4 percent in
2003. Clearly, exports -- not a decline in U.S.-generated copper-based scrap -- accounted for the
shortfall of scrap supply in relation to domestic demand.

In fact, in 2003, the year of the most severe scrap shortage, total U.S. supply of copper-
based scrap actually increased by 89,067 metric tons or 4.9 percent, in relation to 2002. Id.
Unfortunately, scrap exports in that year increased by 186,703 metric tons, meaning that exports
grabbed not only the entire increase in scrap in that year, but an additional 100,000 tons of
existing supply.

B. Exports of Copper Scrap and Copper-Alloy Scrap Are the Primary Cause of
Increasing Scrap Prices in the United States

Increased demand for U.S. copper scrap and copper-alloy scrap for export has acted to
push up prices paid by U.S. consumers of the product, most notably brass mills, in two
significant ways. First, as noted above, exports have increased their volumes and their share of
U.S.-generated scrap, thereby reducing supplies of copper-based scrap available to U.S.
consumers of the product. Second, agents working in the United States on behalf of foreign

consumers of copper-based scrap, most notably in China, have been paying prices at above-
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market levels and agreeing to preferential sales terms to U.S. scrap dealers in order to obtain
sufficient supplies of scrap for export. These two types of price effects are discussed in detail
below.

As increasing exports have reduced U.S. copper-based scrap supplies, prices for available
supplies have risen. In order to fully appreciate the way in which increased exports of copper-
based scrap have affected prices for the commodity in the U.S. market, it is first important to
understand the manner in which the price of copper-based scrap is set.

Copper-based scrap is normally sold at a discount off the prevailing market price for
pure, refined copper, which is most typically sold in the form of copper cathode. Prices for
copper cathode, as tracked by exchanges such as the London Metals Exchange (LME) and the
Commodity Exchange, Inc. (Comex), fluctuate daily (and within the day), reflecting both world
supply and demand conditions and, secondarily, local supply and demand conditions within the
United States. Depending on the copper content and relative purity of the scrap supply, various
types and gradations sell at differing discounts from the prevailing market prices for copper
cathode on the exchanges. The discounts at which copper-based scrap is sold reflect the fact that
scrap typically requires more processing than copper cathode and runs the risk of containing
impurities.”’

As with the exchange prices for copper cathode, selling prices for copper-based scrap

fluctuate daily. While copper-based scrap prices are certainly related to prices for copper

2 Examples demonstrating the pricing disparity between Number 1 copper scrap and the Comex
cathode price and Number 2 copper scrap and the Comex cathode price are provided at Exhibit
10. These data show that in 2000, for example, the buying price for Number 1 copper scrap
averaged 69.62 cents per pound, a discount of 2.95 cents per pound in relation to the average
Comex copper cathode price of 72.57 cents per pound. In the same year, the buying price for
Number 2 copper scrap averaged 58.96 cents per pound, a discount of 13.61 cents per pound in
relation to the Comex copper cathode price of 72.57 cents per pound. See Exhibit 10.
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cathode (with the price of copper cathode typically acting to define the logical upward limit of
the price of scrap), scrap discounts from the price of copper cathode may increase or decrease as
supply and demand for scrap fluctuate. Evidence from recent years shows that expanding
exports of copper-based scrap have acted to increase the prices (reduce discounts) of scrap in
relation to copper cathode.”'

As shown at Exhibit 10, the discount in prices paid by U.S. brass mills for Number 1
copper scrap in relation to the Comex price for copper cathode has declined from an average of
3.3 cents per pound in 2000 and 2.95 cents per pound in 2001 to just 1.44 cents per pound in
2002 and 1.21 cents per pound in the first 11 months of 2003. This means that between 2000
and 2003, the average discount for Number 1 copper scrap from the Comex cathode price has
declined by 63.3 percent. Over the same period, the discount for lower-quality Number 2 copper
scrap has fallen from an average of 18.98 cents off Comex in 2000 to 13.61 cents per pound in
2001, 12.22 cents in 2002, and just 10.97 cents per pound in 2003. This trend amounts to a 42.2-
percent decline in the discount for Number 2 copper scrap from 2000 to 2003. See Exhibit 10.

Monthly pricing data show that average scrap discounts have been extremely small in the
second half of 2002 and the whole of 2003. In eight of the months during this period, the
monthly average discount for Number 1 copper scrap has been less than one cent per pound, and
in September 2003 the average scrap price actually exceeded the Comex cathode price. See
Exhibit 10. The major declines in discounts for copper scrap were recognized in a recent report

of the U.S. Geological Survey, which stated that due to declining supplies of scrap in the United

2l 1t also should be noted that, while futures markets exist in relation to copper cathode as a
means of controlling the risk of price volatility in that market, no comparable futures markets
exist in relation to copper-based scrap. Essentially all purchases of copper-based scrap are made
on a spot basis.
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States, “{t}he consumer buying price for bare bright copper was reported to be level with the
spot COMEX price for refined copper, and the price {sic} for burnt No. 1 scrap and No. 2 scrap
were reportedly discounted by only 3 cents per pound and 9 to 10 cents per pound,
respectively.”*

Scrap prices have soared in 2004 as stocks have continued to dwindle. Between the first
week of December 2003 and the last week of February 2004, average prices for Number 1 scrap
increased from 97.00 cents per pound to $1.3250 per pound, an increase of 36.6 percent. See
Exhibit 10. Discounts on copper-based scrap have remained depressed during this period and, on
several occasions, average prices for Number 1 copper scrap have again gone above the Comex
copper cathode price.

While the overall price of copper-based scrap 1is, to a significant extent, driven by the
price of copper cathode, the discount at which copper-based scrap sells in relation to copper
cathode is essentially completely driven by the supply and demand for copper-based scrap.
Distinguishing the price effects of rising copper (cathode) prices from the effects of declining
copper-based scrap supplies is, therefore, a relatively straightforward exercise.

In a typical market, reduced activity within the U.S. economy has the effect of reducing
demand for copper-based scrap, as reductions in output by brass mills result in reduced demand
for raw materials. Historically, therefore, in periods of economic slowdown, the price of copper-
based scrap has tended to decline. Such was not the case during the 2001-2003 period of
recession, however. From an average price of 69.62 cents per pound in 2001, Number 1 copper

scrap increased in price to 70.23 cents per pound in 2003 and 78.14 cents in the first 11 months

of 2003 (prices since that point have reached levels well in excess of $1.00 per pound). See

2 U.S.G.S. Mineral Industry Surveys, Copper in February 2004 at 1.
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Exhibit 10. Further, the discount at which Number 1 copper scrap sold in relation to copper
cathode fell from an average of 2.95 cents per pound in 2001 to just 1.21 cents per pound in
2003, a 59.0 percent decline. Thus, the higher pricing for copper-based scrap in the 2001-2003
period has been contrary to historical trends during a downturn in the U.S. economy. These
price trends have not been due to an expansion of consumption of copper-based scrap in the U.S.
market, as total consumption of the product declined in each year from 2001 to 2003 and by 15.8
percent for the period overall. See Exhibit 6.

Nor was the increase in the price of copper-based scrap due to declines in the amount of
scrap generated within the U.S. market. Total U.S. supply of copper-based scrap (consumption
plus exports) declined only marginally (1.3 percent) between 2001 and 2003 and actually
increased (by 4.9 percent) in 2003 in relation to 2002. See Exhibit 6. Thus, from 2002 to 2003,
a period during which overall U.S. copper-based scrap supply showed a large increase and U.S.
consumption showed a substantial decline, overall scrap prices went up dramatically and the
scrap discount in relation to cathode prices diminished further. This upward trend in the price of

copper-based scrap during this period was completely illogical in relation to developments in

U.S. supply and demand for the product. What was driving prices during this period was not

U.S. demand for copper-based scrap, but foreign demand for U.S. scrap, as exports increased
their share of total U.S. supply from 28.9 percent in 2001 to 39.4 percent in 2003. See Exhibit 6.

The causal connection between increased exports of copper-based scrap and increased
prices for the product in the U.S. market has been widely reported by the metals industry trade
press. As noted in one recent summary, “{s}upplies of copper scrap also have grown tight due to
Asian demand, particularly from China. ‘They’ve been buying it way over the market price, and

it’s sucked the United States dry ... that’s putting a lot of pressure on the market,” one merchant
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told Platts. The low amount of copper scrap being produced by manufacturers in the US was
adding to the problem, another merchant said.”

The recent weakening of the U.S. dollar has only added to foreign demand for U.S.
copper-based scrap supply, thereby exacerbating supply shortages. As noted in a March 1, 2004

article in the American Metal Market,

Copper scrap pricing is setting records and experts
throughout the industry say the secondary market is still heating up
rather than cooling down as the winter season ends.

A weak U.S. dollar and domestic supply shortages have
fueled rising scrap prices recently, but several sources believe
overseas demand will drive the current feeding frenzy for material
well into the summer....

With tensions mounting in the copper scrap industry and
competition for domestic supplies escalating, prices have soared to
record levels throughout the winter, a time of year usually noted
for inactivity and seasonal shutdowns....

“We’ve seen copper scrap at $1.50 before, but you could
very well see these prices next year,” a Chicago-based buyer said.
“All of the evidence points to a sustained run up. Unless the
Chinese stop buying material, these prices aren’t going away
anytime soon.”

Copper scrap spreads have remained virtually unchanged
since February last year, with one notable exception: During the
past month, dealers and brokers reported that Bare Bright was
being sold for 1 cent more than the March Comex price.

“There are two types of supply right now: tight and tighter.
And the competition for material has forced guys to pay
premiums,” a Midwest scrap broker said. “These guys have to get
scrap into their furnaces right away so they can get their products
out to market.”. ..

The weak U.S. dollar also has attracted new buyers to the
market since the beginning of the year, and brokers reported
renewed interest from European buyers recently.

2 Platts Metals Week, Dec. 22, 2003 at 6.
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“Europe has really stepped up in the last month and we’re
finding more and more metal headed to Europe,” Weintraub said.
“It’s really making it hard on the brass business.”

One scrap dealer noted that warmer weather on the U.S.
East Coast should draw out more scrap material in the coming
weeks. But several other industry sources said that, aside from
new demolition work, the material just wasn’t there.**

Clearly, expanded demand for U.S. copper-based scrap from foreign buyers has had the
effect of reducing scrap supplies, thereby pushing up prices for the product. Further, the high
prices that buyers from countries such as China have been willing to pay to source U.S. scrap
have in themselves acted to increase prices in the U.S. market (that is to say, even if supplies
were adequate, the prices the Chinese purchasers are willing to pay would be having the effect of
increasing prices in the U.S. scrap market).”®

Agents purchasing U.S. scrap on behalf of the Chinese industry have not only offered
above-market prices for copper-based scrap, but have also reportedly been willing to pay cash to
U.S. scrap dealers for their purchases and to arrange their own transportation of this scrap.
Chinese agents have actually established their own scrap purchasing agencies on the West Coast
of the United States in order to take direct control of the sourcing of copper-based scrap.

Thus, users of copper scrap and copper-alloy scrap in the United States have been doubly
injured by recent trends in copper-based scrap prices: global shortages of copper cathode and

extremely strong demand for the product in China have pushed up prices for copper cathode

24 «“Hot copper market growing still hotter,” American Metal Market, Scrap, March 1, 2004
(Monday Edition), at 10.

2% Chinese purchasers of copper-based scrap are believed to be able to purchase the material in
the United States at above-market prices because Chinese governmental programs reimburse
Chinese brass mill producers for some element of their raw-material costs on exported finished
products. Chinese purchasers are also understood to receive preferential ocean freight rates on
the transport of these materials from the United States to China.
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rapidly (thereby pushing up copper-based scrap prices), while declining supplies of copper-based
scrap in the U.S. market have all but erased scrap discounts and pushed prices of the product
toward or above cathode prices. The current situation is injurious and untenable.

VII. DOMESTIC PRICE INCREASES AND SHORTAGES OF COPPER SCRAP AND
COPPER-ALLOY SCRAP HAVE HAD AND WILL HAVE A SIGNIFICANT
ADVERSE EFFECT ON THE NATIONAL ECONOMY AND THE DOMESTIC
COPPER AND BRASS INDUSTRY

As exports have expanded and U.S. supplies of copper-based scrap have dwindled, prices
both in absolute terms and in relation to copper cathode have increased. This activity has had a
particularly dramatic effect on the U.S. brass mill industry. U.S. brass mills rely on copper-
based scrap for a high percentage of their basic raw materials. Indeed, a survey of industry
members shows that as recently as 2001, brass mills consumed more Number 1 copper scrap
than copper cathode, with Number 1 copper scrap accounting for 53.5 percent of the total of

® Due to declining scrap availability, by 2002 consumption of copper cathode by

these inputs.”
brass mills exceeded consumption of Number 1 copper scrap, with scrap falling to 46.7 percent
of the total of these raw materials. By 2003, scrap’s share had declined even further, with

Number 1 copper scrap accounting for just 39.8 percent of total consumption of the two

products.”’

26 Number 1 copper scrap is the most-consumed form of copper-based scrap by volume by the
industry, but the industry also consumes significant volumes of other copper-based scrap,
notably C.D.A. 300-series leaded-brass scrap, C.D.A. 200-series brass scrap, and Number 2
copper scrap.

27 On the basis of overall raw materials consumption by the brass mill industry, copper-based
scrap (including copper-alloy scrap) accounted for the majority of metal inputs. In 2003, copper-
based scrap consumption by the industry (including the small amount consumed by wire rod
mills) totaled an estimated 842,182 metric tons (58.9 percent of total metal consumed), while
consumption of refined copper (predominantly cathode, but also including ingot, cakes and slabs,
and wire bar and billet) is estimated at 586,909 metric tons (41.1 percent of metal consumption).
USGS Mineral Industry Survey, Copper in February 2004 (data through November annualized).
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The move away from scrap and toward cathode has been driven by two factors. First,
declining availability of scrap has forced brass mills to source more-expensive cathode, because
adequate stocks of scrap are simply not always available. Second, as the price of copper scrap
has approached that for cathode (or, as noted above, exceeded the price for cathode in some
instances), the natural price advantage of copper scrap has diminished to insignificance, and
copper cathode has become relatively more attractive.

However, not all brass mills can use copper cathode as an input material, as some
production operations have been expressly designed to use copper scrap as their sole raw
material. For these facilities, even as the price of copper scrap has approached, or indeed
exceeded, the price of copper cathode, a transition to copper cathode has not taken place. It is
because of this total reliance on scrap that prices of copper scrap in some instances can exceed
prices for the purer copper cathode. Further, while copper cathode can in many instances be
used in lieu of copper scrap, it is not a meaningful substitute for copper-alloy scrap (e.g., for a
product such as brass scrap). As noted, supra, the majority of copper-based scrap consumed by
the U.S. brass mill industry is copper-alloy scrap, not copper scrap, so in the majority of
applications copper cathode cannot even be used as a direct substitute.

Regardless of whether a brass mill has the ability to move back and forth between
cathode and scrap, increasing prices for scrap have had detrimental effects on the production
costs of manufacturers. Obviously, if a brass mill has historically used Number 1 copper scrap
for a significant portion of its overall raw-material needs but is forced to increase its purchases of
copper cathode due to scrap shortages, its raw-material costs will increase as relatively less
expensive scrap is replaced with relatively more expensive cathode. For brass mills that cannot

switch their raw-material source and can only employ scrap, declining discounts and rising prices
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for scrap directly increase their raw-material costs. As raw-material costs have increased,
finished brass product prices have not kept pace, and so the industry’s operating margins have
declined.

The impact on the U.S. brass mill industry of increasing costs for copper-based scrap
resulting from increased exports and reduced U.S. supply is extremely significant. In 2003, the
brass mill industry consumed 842,182 metric tons of copper-based scrap (including some small
amount consumed by the wire rod industry). Given that the discount for Number 1 copper scrap
dwindled from 2.95 cents per pound below the Comex cathode price in 2001 to just 1.21 cents
per pound in 2003 (see Exhibit 10), it is estimated that the increase in exports and reduction in
the supply of scrap available to the U.S. industry acted to push up the effective price for copper-
based scrap by a minimum of 1.74 cents per pound.” Applying this cost increase to the annual
consumption figure, it can be estimated that the reduced scrap discounts due to lower supply of
copper-based scrap resulted in a direct cost to the brass mill industry of $32,306,135 annually.”

While pricing of copper and copper-alloy finished products by brass mills generally takes
account of prevailing market prices for copper cathode (such that the “metal” element of the
price of the end-product will be based on the prevailing market price as established by the LME
or Comex), the ability to “pass through” increased costs to purchasers is limited in three ways.

First, to the extent that a producer employs scrap, rather than cathode, as its input,. the discount

%8 The change in the discount for Number 2 copper scrap was even greater, as it fell from 13.61
cents per pound off Comex in 2001 to 10.97 cents per pound in 2003, a decline of 2.64 cents per
pound. See Exhibit 10. However, because Number 1 copper scrap is the form of scrap
employed in the largest amounts by the brass mill industry, it will be used for purposes of
estimating the price impact of increased exports in the period.

2% 842,182 metric tons = 1,856,674,437 pounds x 1.74 cents per pound = $32,306,135.
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from the prevailing market price has generally accrued to the producer. As the copper scrap
discount evaporates, an important element of industry cost savings disappears as well.

Second, because prices for copper-based scrap have been increasing so quickly and
supplies are so tight, in many instances brass mills have set contractual price terms with
customers that reflect Comex copper prices as of a specific date, only to find that when
production takes place after that referenced date, the actual price paid for the copper-based scrap
is substantially higher than the price referred to in the agreement. When such an occurrence
takes place, the brass mill cannot pass through the increased cost for raw materials, and the profit
margin on the sale suffers accordingly.

Finally, as prices for copper and copper-alloy products rise, those products become less
attractive relative to substitute products. For example, if the price of copper roofing materials
becomes prohibitive, a builder might decide to use a cheaper substitute material such as
aluminum. This shift has the effect of reducing overall demand for copper and copper-alloy
products. Further, to the extent that U.S. brass mills are placed at a cost disadvantage on scrap
inputs vis-a-vis producers in Asia or Europe, brass mill imports from those countries become
more attractive to U.S. purchasers, or processors of brass mill products simply cease U.S.
operations in favor of foreign production. Thus, the ramifications of increasing scrap exports are
far broader than the immediate supply shortages and higher prices they engender.

Current trends in copper-based scrap exports do not bode well in relation to future supply
availability. Copper-based scrap continues to be exported from the United States in large
quantities, and, as noted above, demand for scrap by Chinese producers is forecast only to
accelerate. According to one recent article concerning China’s consumption of various types of

scrap metals, “most analysts don’t foresee any decline in {China’s} scrap imports before
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2010.7*° Further, largely because of China’s unprecedented recent growth, world supply of
mined copper and copper concentrates has not kept pace with global demand, and cathode stocks
have also been dwindling. Recent press reports indicate that world supplies of copper cathode
are well below demand and that stocks of copper cathode within the United States are at
perilously low levels:

“I could see all of the stockpiles in the LME going to zero
by the end of this year,” said Peter Sellars, the 52-year-old chief
executive of Liverpool, England-based Henry Bath & Son Ltd., the
metals warehouse division of San Diego-based Sempra Energy.

“So far the real demand has been taken to the Far East,
particularly China,” Sellars said in a telephone interview. “As the
U.S. economy continues to pick up, then I think the supply will get
even tighter.”

Stockpiles in warehouses in Long Beach, California, have
dropped 56 percent this year alone. Inventories have declined in
warehouses along the West Coast, including Los Angeles, which
supplies copper to Asia.

“All the metal in the Long Beach warehouse has gone to
China,” said Tim Strelitz, chief executive of Los Angeles-based
California Metal-X Inc., which produces about 3 million pounds of
copper-based ingots a month used in the manufacture of faucets
and valves.

“We’ve had to change the way we do our business, so we
can be ahead of the rising market and historically, that’s something
nobody ever did,” Strelitz said.

California Metal-X has had to seek new supplies because
some scrap dealers the company used to buy from are selling scrap
at a premium of 7 cents a pound over the price of copper on the
Comex in New York, he said. “I can’t do that. It’s too
expensive.”!

30 «China’s Huge Hunger for Scrap,” The Wall Street Journal, A15, March 25, 2004.

3! “Pacorini Copper Supply Dwindles as Codelco Sells More to China,” RBC Capital Markets,
Feb. 25, 2004.
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Thus, the short-term prospect is that supplies of copper cathode will tighten even further.
This pressure will make the use of copper cathode by brass mills even more expensive than it has
been and will place corresponding pressure on the supply and pricing of copper-based scrap.
Barring some meaningful action on the part of the U.S. government to reduce the export outflow
of U.S. copper-based scrap, a massive supply shortage is looming. If such a shortage is allowed
to come to pass, production interruptions in the U.S. brass mill industry will be widespread, and
the financial impact on the industry will be immense.

From the earliest days of the founding of the United States, the importance of copper as
an essential raw material has been recognized. In the words of Alexander Hamilton in his report
in 1791 as Secretary of the Treasury to Congress on manufacturing, “The manufactures of which
this article {copper} is susceptible are also of great extent and utility.”** As time has gone by
and industrialization has accelerated and expanded, the accuracy of Hamilton’é statement has
been reinforced time and time again. The properties and versatility of copper make it invaluable
in a wide range of settings.

The numerous and critical applications to which copper is put are illustrated by the list in
Exhibit 2 at 7-5 through 7-14. The excerpts there from the “Metals Handbook™ give a good
sense of how far-reaching the uses of copper are and of how vital copper-based scrap is. In the
production of electrical connectors, ammunition components, marine hardware, forgings and
pressings of all kinds, condenser tube and piping systems, bushings, gears, building hardware,
aircraft parts, valve bodies and parts, rivets and bolts, heat exchanger tubing, communications

systems, welding rod, optical goods, keys and locks, lead frames, plumbing fixtures, and

2 A. Hamilton, “Report on the Subject of Manufactures” (Dec. 5, 1791), in “Alexander
Hamilton — Writings” 647, 714 (The Library of America ed. 2001).
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bearings, the role played by copper scrap and copper-alloy scrap is central. It is reasonable to
say that these raw materials are essential work horses in the day-to-day maintenance of the U.S.

economy and national defense.

VIII. MONITORING AND EXPORT CONTROLS ON_COPPER SCRAP AND
COPPER-ALLOY SCRAP ARE NECESSARY TO PROTECT THE DOMESTIC
ECONOMY FROM THE EXCESSIVE DRAIN OF SCARCE MATERIALS AND
TO REDUCE THE SERIOUS INFLATIONARY IMPACT OF FOREIGN
DEMAND

The unprecedented increase in exports from the United States of copper scrap and
copper-alloy scrap and current supply shortages mandate a substantial and powerful response.
Based on the seriousness of the current situation, the petitioners request the imposition of a
volume-based annual quota on U.S. exports of copper scrap and copper-alloy scrap of 380,139
metric tons. Such quota should be allocated evenly over a 12-month period, resulting in a
monthly export quota of 31,678 metric tons, with an option of extending such quota beyond 12
months in the event of continued supply shortages.

While exports of copper-based scrap have averaged 626,693 metric tons over the years
2001-2003, in the previous five-year period of 1996-2000, such exports averaged just 380,139
metric tons. See Exhibit 11. Because the 1996-2000 period predates the substantial surge in
exports of copper-based scrap over the last three years, it constitutes a valid timeframe for
purposes of establishing what “normal,” non-injurious levels of exports might be.

Examination of the 1996-2000 period to establish a quota is also logical because 1t pre-
dates the slowdown in the U.S. economy and brass mill production that has taken place in the
2001-2003 period. Given that the current trend is toward a rebounding economy and increased
output in U.S. manufacturing, the level of input material required by U.S. consumers of copper-

based scrap in the year ahead is more likely to be comparable to that during the 1996-2000
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period of relatively strong output rather than that of the 2001-2003 period of relatively weak
output. Indeed, given the volumes of copper-based scrap exported during the 2001-2003 period,
supply shortages within the U.S. market would have been far more severe had the brass mill
industry then been undergoing a period of expansion, rather than one of contraction. As brass
mill output increases over the course of 2004, unless a significant limitation on the volume of
copper-based scrap to be exported is put into place, shortages of this raw material in the U.S.
market will become widespread and extreme.

Moreover, given that the proposed quota is based on the average export volume over five
calendar years, the period is sufficiently long to overcome any anomalies in the data that might
be reflected in a shorter timeframe. Significantly, for four of the five years in the 1996-2000
period, exports were within the relatively narrow range of 300,000 — 400,000 MT (only in 2000
did exports exceed 400,000 MT), indicating that the average is representative of the actual
volumes exported within any given year. See Exhibit 11. Indeed, the median volume of exports
during this period (383,742 MT in 1997) is very close to the mean volume of 380,139 MT, the
proposed volume quota.

The proposed quota represents a reduction in exports of copper-based scrap of 373,402
metric tons in relation to 2003 exports and 186,699 metric tons in relation to 2002 export
volumes. These reductions are actually very conservative in relation to the actual decline in U.S.
consumption of copper-based scrap during the recession years from 2000-2003, which contracted
by 471,636 MT from 1,630,900 MT in 1999 to 1,159,264 MT 2003. See Exhibit 6. Given the
growing strength of the U.S. economy, it is clear that demand for copper-based scrap within the

U.S. market is likely to start to increase once again. A significant reduction in exports of copper-
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based scrap is the only means by which current supply shortages can be remedied and future
economic growth can be accommodated.

A strict volume quota on exports is also necessitated by the nature of copper-based scrap
supply. Copper-based scrap is not responsive to increased prices (that is to say, copper-based
scrap supply is extremely price-inelastic), because this scrap is not “produced,” but rather is a
by-product from the manufacture of other products or is simply waste material. Thus, unlike
some materials, including copper cathode, which will eventually respond to price signals by
expanded production, the supply of copper-based scrap is largely set independently of its price.
For this reason, it cannot be assumed that the market forces of supply and demand will naturally
and timely act to overcome current supply shortages; rather, controls on exports of copper-based
scrap are the only means of augmenting U.S. scrap supply.

In addition to the volume-based quota on U.S. exports of copper-based scrap, petitioners
request that a system of monitoring such exports and export contracts be put in place under
section 7(b) of the Act, 50 U.S.C. App. § 2406(b). More specifically, petitioners ask that such a
system track (a) the volume and value of all exports of copper-based scrap and (b) the quality of
scrap and its origin within the United States. It is further requested that such information be
gathered and reported on a weekly basis and that a non-confidential version of each report be
released on an expedited, hopefully weekly basis as well. It is envisioned that the specifics of
such a monitoring system can be further identified in consultations by the petitioners with the
Department of Commerce and any other relevant federal agencies. The information developed
through the monitoring program could also be used in reviewing the need for an extension of the

quota program beyond the 12-month period currently requested.
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IX. CONCLUSION

The roles played by the brass mill industry and the brass and bronze foundries in the U.S.
economy are important ones. The circumstances in which the petitioners find themselves,
through no fault of their own, are dangerously serious and threaten to become worse. Central to
the petitioners’ ability to meet the U.S. economy’s needs successfully are adequate volumes and
reasonable prices for the essential raw materials of copper scrap and copper-alloy scrap. Such
scrap, however, is now in very short supply and obtainable only at high and rising prices. It is
just this sort of predicament that Congress intended to address in the Export Administration Act
by means of temporary export controls and monitoring of exports and contracts for exports.
Based upon the data presented in this petition and for the foregoing reasons, petitioners urge the
Department of Commerce to implement as quickly as possible the relief sought.

Respectfully submitted,

V7 /W/,%L
DAVID A. HARTQUIST

JEFFREY S. BECKINGTON
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f there ever was a question that

has people scratching their heads

Iter Donald Commerford, senior

it is when business will get bet-
vice president of Revere Copper
Products, Rome, NY, declares. While it is
likely the worst is over, North American
producers are not yet seeing any measur-
able, positive changes, he adds.

“Demand has remained flat over the
last four to five months, which isn‘t
good, as it remains at a low level. In fact
the first five months of the year were not
. as strohg as the first five months of last
year,” maintains Tom Baker, vp of mar-
keting for the Olin Brass unit of Olin
Corp, East Alton, lllinois. “I would like to
think that demand should pick up in the
second half, but 1. don’t know if it wilI
dramatically increase this year.”

The road to recovery has so far felt
rather like a roller-coaster ride. While
the US market appears to be reaching a
turning point, says Andy Cole, metal
analyst for Metal Bulletin Research,
London, it has not turned around quite
yet: “The first half was very poor — more
disappointing than a lot of expectations.”

George Cheveley, research manager
for copper:-for . CRU International,
London, ‘riotes_that while there appeared
to be a recovery in North American cop-
per demand earlier this year, “the pener-
al feeling is that since the first quarter
things got weaker.. Car companies have
quite a bit of stock. Construction isn't
growing. Commercial construction is not
doing well this year. Also, other things
continue to be problematic, including
increased competition from the Far East,
particularly China, for finished goods.”

Ingrid Sternby, base metals analyst for
Barclays Capital, London, expresses
some optimism that the extremely low
interest rates could start to have a posi-
tive effect on US manufacturing.

22 MBM August 2003

While demand for copper remains lacklustre,
there is some hope that the North American
market is about to discover better times. But

there is also concern over the migration abroad
of manufacturing industries,

says Myra Pinkham.

US picture still flat

However, she notes that while US indus-
trial production rose by 0.1% month-on-
month in May compared with a 0.5%
month-on-month decline in April, May
output was down 0.8% from a year earli-
er, marking the second consecutive neg-
ative reading after nine consecutive
months of improvement.

Still, Sternby declares: “We see the
possibility that low interest rates will
boost production in the second half of
the year and that should feed through to

-higher metal demand.” In the first four

months, US copper demand fell to
768,600 tonnes from 797,100 tonnes a
year earlier, according to the UK-based
World Bureau of Metal Statistics.

Arthur R. Miele, senior vp, marketing,
for Phelps Dodge Corp, Phoenix,
Arizona, also believes that copper
demand will gradually start to pick up in
the second half of this year and then
accelerate further next year. “Much of

Phelps Dodge

The copper stockpile has fallen by 20%
-in the first half of this year, while end-

use inventories are also low

the recovery will be related to normal
cycles,” he says.

“Companies have been quite careful
about their capital spends and as we go
through this period of adjustment, inven-
tories are being kept at extraordinarily
low levels as there has been a dramatic
drawdown of finished goods and manu-
factured goods inventories. With manu-
facturers operating at about 74.5% capac-
ity, they can quickly turn orders -around
and do not need to have the same
pipeline of inventory that they need dur-
ing more normal times,” Miele points out.

“Once the market starts to pick up —
and it will pick up as companies need to
invest in technology, in maintenance
and in some new capacities — then




immediately you will see manufacturing
capacity move up. Companies will also
need to pick up their material to put into
the pipeline so that they can serve their
customers effectively,” he declares. The
result will be a dual effect of order input
for movement out to customers as well
as movement of copper cathode out of
exchange inventories to go back to
where it is normally held - in the manu-
facturing distribution chain.

Less stock

Sternby also notes that copper has seen the
largest inventory drawdowns in percentage
terms among all base metals during the
first half of this year with the total copper
stockpile falling 170,000 tonnes, or 20%.
Likewise, she adds, end-use inventories are
estimated to be very low and any stronger-
than-ant:cnpated pickup in demand is like-
ly to accelerate the declining trend in
refined copper inventories.

Many copper producers, however; are
not nearly as optimistic, concerned.that

the North American manufacturing base-

is migrating to China. In fact, one US
copper producer states that this rate of
migration, at least for strip, sheet and
plate, has offset any current recovery.
“Right now there is nothing other than a
blip of recovery here and there. It will
probably not be until the end of next
year, or even 2005 or 2006 before we
see a sustained recovery,” he laments.

Andrew G. Kireta Sr, president and
ceo of the New York-based Copper
Development Assn, echoes that concern,
stating: “The US copper industry contin-
ues to atrophy, with curtailment of oper-
ations, layoffs and movement of several
base-manufacturing operations abroad.
As a result of lower domestic consump-
tion and decreased export activity, over-
all belt-tightening is the rule today and
will be for the near term.”

Todd Heusner, vp and general manag-

ar Af vanianal neadiicte Avmaricac fae

Outokumpu Copper, Buffalo, NY, points
out that US manufacturing has lost over
2.3m jobs since the recession started in
2001. But he still expresses some opti-
mism that while this year will be another
difficult year, 2004 will be better,
although he admits this is only based on
an apparent improvement of consumer
confidence echoed in certain govern-
ment reports. “I've got to think that time
is on our side,” he says.

Miele also notes that short-term disrup-
tions to the copper market are due to
changes in the manufacturing base for
products that use the metal. “A number of
end-use manufacturers are now moving
from the United States, western Europe
and Japan into China and other places
like eastern Europe and Mexico, which is
a significant change in pattern and is
resulting in some short-term disruption of
some of the markets for some of the com-
panies on the manufacturing side of the
business. But in the medium term it
should result in bringing to these develop-
ing countries a manufacturing base that
will allow them to increase their standard
of living, and copper growth is very much
related to standards of living,” he says.

Another producer agrees, noting that
the industry went through a similar
migration of business to Japan several
years ago. “l don't think we will ever see
another year like 2000 again. It was an
unbelievable year with all the stars lined
up right. We could, however, get to lev-
els of the mid- or late-1990s,” he says.

In the past several years of downturn,
there has been considerable rationalisa-
tion and idling — in the US and globally
— of capacity, both on the mining side
and further downstream.

Barclays Capital estimates that as of

the end of June, approximately 670,000

y of copper mine capacity has been
idled (see table). In addition, there have
been some permanent closures. For
example, Grupo Mexico has closed its
Mission mine in"Arizona, which pro-
duced about 50,000 tpy of copper-in-
concentrate, accordlng to Hector
Garcia, corporate director for planning
for the-Mexico City-based company,
because it was too high cost, especially

in light of weak copper prices.

Likewise several downstream copper
operations have been closed, including:
Olin Brass’s Induanapolls facility;
Outokumpu American Brass’s Kenosha,
Wisconsin, operation; PMX Industries’
Euclid, Ohio, plant; and Wolverine

Tube’s Fergus, Ontario, Wolverine

Ratcliffs joint venture.

There is, however, some concern that
now LME and Comex copper prices are
firming — they have gone into the mid-
70s ¢/Ib as of press time, and are expect-

ed to further improve next year — that
cama nf tho idlad mina Fanacite canld ha

COPPER

restarted soon. In fact, Barclays Capital
says that approximately 375,000 tpy of
currently idled capacity is vulnerable to
restart, including 85,000 tpy at Phelps
Dodge’s Sierrita and Bagdad mines in
Arizona and 290,000 tpy idled by BHP
Billiton at Escondida in Chile and Tintaya
in Peru. In particular, there is fear that a
restart announcement could be imminent
from BHP Billiton, which has stated that
it will issue an update about its 2003
production plans mid-year. _

Phelps Dodge would not say whether or
not they are considering restarting any of
their idled capacity. A spokesman would
only say that the company’s first half pro-.
duction will be about the same as the first
half of 2002. “I can’t speculate about the
second half or beyond. We will look at.all
the factors affecting the market.”

“If they don't restart their idled capaci-
ty it would be of extreme help to the
copper market,” Sternby says. “It shows
that copper producers have discipline —
that even though they could personally
benefit from restarting capacity they
won’t because the market isn’t strong -
enough yet.” :

Expansions pending
This is especially true, MBR's Cole adds,
since there are a number of expansions in
the pipeline for 2004-05, including BHP
Billiton’s Escondida Norte project in
northern Chile. There is some fear that the
combination of these factors, plus lacklus-
tre demand, could cause the copper mar-
ket to be in oversupply again, he says.
According to the International Copper
Study Group, the global copper market
was in a 73,000-tonne deficit during the
first quarter of this year compared witha
surplus of 213,000 tonnes a year earlier.
That deficit could grow by the end of the
year, Cole says, especially if US demand
does indeed start picking up. -
“That should mean incieased prlces
he adds, noting that MBRpredicts an'
LME copper price of 79 ¢/Ib by the end
of 2003, followed by a further increase
to about 86 ¢/Ib by the end of next year.
_ But all in all, Olin Brass's Baker says,
2003 will be much like 2002. “It will be
the third straight year that it has been

very difficult.” However, he notes, “l am

more optimistic about 2004. | think
there will be increased demand. The
economy has to start coming back and
that will be positive.”

Meanwhile, confirms Garcia, several
producers — including Grupo Mexico —
are making whatever internal changes
they can to ensure that once the market
does pick up they will be in a better
position to benefit from it. ]

The author is a metals industry writer based in New
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conomic liberalisation has worked

like magic for India‘s refined cop-

per capacity, which has risen from

47,500 tpy in 1997 to 447,500 tpy

in 2002, the International Copper
Study Group’s 11th general session in
Lisbon was told recently.

The two custom primary smelters, Birla
Copper of the Aditya Birla Group and
Sterlite Industries, are in the process of
adding another 100,000 tpy and 120,000
tpy respectively to their existing capacity.
So by the end of 2003 or early 2004 India
will have a refined copper capacity of
around 650,000 tpy. This may increase fur-
ther, for Birla is talking of taking their
capacity to 400,000 tpy eventually.

india’s refined copper production was
60,737 tonnes in 1997-98 but grew to
325,000 tonnes in 2001-02 and 339,000
tonnes in 2002-03, and it is rising every
year. Imports of refined copper were
176,797 tonnes in 1996-97 and 149,506
tonnes-in 1997-98, but fell to just 10,640
tonnes in 2000-01 and 9,183 tonnes in
2001-02; these may yet fall further.

In the current copper race, the public
sector Hindustan Copper Ltd (HCL) is mak-
ing heavy losses and is.in the process of
being privatised, with a likely sale either to
Birla Copper or Sterlite Industries.

The private sector copper processor Swil
initiated a 50,000 tpy secondary smelter
and refinery project in Gujarat, handling a
feed of scrap, waste, residues and concen-
trates, but there was a big cost overrun —
from about Rsébn to over Rs1ibn
(US$238m) - and long delays. The project
has now been taken over by financial insti-
tutions, which have brought in professional
management, completed the project and
conducted cold trials.-

However, they have been waiting for a
suitable buyer for some time and none has
come forward so far. Birla Copper was
interested in the plant but has reportedly
backed out.

Indian companies, except for HCL,
depend mostly or entirely on imported
copper concentrates. The two custom
smelters now need more than 1m tpy of
concentrates from the world market, which
will rise to 1.5m-2m tpy in the near future.
Both Birla Copper and Sterlite have long-
term frame contracts to import their con-
centrates and are said to be getting
favourable terms, on a par with the
Japanese smelters, for the bulk of their
requirements.

The domestic market for refined copper
is around 320,000 tpy and over 200,000
tpy will have to be exported after the cur-
rent expansions are complete. Bifla Copper
and Sterlite both already export cathodes
and wire rod.

Since most concentrate needs to be
imported and treatment/refining charges
(TC/RCs) are currently low, how do the cus-

tom smelters manage tn he nrafitahle?

COPPER

India is being quickly transformed from a net
importer to a net exporter of copper, and current
smelter expansions are intended to pave the way

for a globally competitive industry,

Birla Copper and Sterlite have both
invested in large, competitive plants and
they also get a good price for sulphuric
acid by-product. An additional ‘advantage
for Birla Copper is an industrial develop-
ment fiscal incentive of tax exemption.on

sales for a 14 year period, up to 90% of

assets.
There is also a net tariff protectlon in

India — concentrates carry an import duty of -
5% while finished copper is charged an. -

import duty of 25%.

Assured supply

Birla Copper and Sterlite have both realised
that they must ensure their concentrate sup-
plies not only through long-term_ contracts
but also by buying and operating mines
abroad. Sterlite took the first initiative and
bought two mines in Australia two- years
ago (Copper Mines of Tasmania and
Thalanga Copper Mines) which can supply
about 35% of its requirements.

Birla Copper has followed suit and last
year acquired Straits (Nifty) Pty Ltd (SRL),
which owns the Nifty copper mine in
Australia, for A$79.80m (US$52.5m). “The
acquisition of Nifty will elevate us to an
integrated copper producer. Ownership in
upstream mines is a strategic imperative
for a smelter of our size, which we intend
to scale up further to a global size in the

forecenahla futira ”  cave Kiammaea

Full steam ahead

writes Gilbert Lobo.

Biﬂa Copper is adding 100,000 tpy‘df

capacity at Dahej by 2004

~ Mangalam Birla, chairman of the Aditya

Birla Group.

‘Nifty currently has a capacity of 27,500
tpy of copper cathodes via SX-EW. It is a
low-cost open pit mine with oxide oré as
the"top layer, but italso has a large unde-
veloped sulphide resource, capable of pro-
ducing up to 100,000 tpy of copper con-
centrate over an extended period. The pro-
ject has a total resource of. 148m tonnes of
ore grading 1.3% copper. .~ -~

There is now. a feasibility study for the

_mining project and concentrator, and it will

take about two years before concentrates
from this mine start flowing to the smelter
in India.

The Nifty project is located in the east-
ern Pilbara region_of Western Australia,
350km from Port Hedland and less than
70km from-the Telfer.gold mine, accord-
ing to Birla Copper. The acquisition com-
prises the Nifty mine and rights to explore
in the Paterson range, both being located
in the richly mineralised Paterson province
that hosts high-class copper and gold ore-
bodies.

In addition the 50% interest of SRL in the
Maroochydore exploration joint venture is
being acquired by Birla for A$10m. This
has proven resources of 51m tonnes grad-

iny 10/ e
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Sterlite built a 150,000 tpy Isasmelt
smelter at Tuticorin, Tamilnadu, in 1996
costing around Rs11bn, and another
30,000 tpy of capacity was added through
some additional facilities costing some
Rs1bn.

Now it is adding another 120,000 tpy of
smelter capacity at Tuticorin as a separate
plant which should be complete by the end
of the year. A refinery with a capacity of
127,000 tpy is being built next to the
smelter. The company’s existing refinery is
at Silvassa, a central government enclave
near Mumbai which enjoys tax conces-
sions and which is close to the main mar-
kets. The new refinery is also scheduled to
be completed by the end of the year. The
smelter and refinery together will cost
Rs3.5bn.

Sterlite is using Isasmelt technology for
the smelter and the IsaRefine process for

refining, both supplied by MIM. The entire
300,000 tpy site is probably one of the low-
est cost copper complexes in the world.

Birla Copper’s first complex of 100,000
tpy at Dahej, Gujarat, later expanded to
150,000 tpy, cost around Rs15.5bn, and
uses Outokumpu flash smelting and Pierce-
Smith converting. For the refinery it uses
MIM’s Isa process.

" For its 100,000 tpy expansion the com-
pany is investing in Ausmelt technology.
According to Ausmelt it has signed two

contracts: the first is worth more than
A$12m for the smelter and separate con-
verter to produce blister copper. The sec-
ond contract is for the design and supply of
Ausmelt’s state-of-the-art copper cooling
panel technology which takes the total con-
tract value to A$15m. The expansion will
be operational in fiscal 2003-04.

Sterlite and Birla Copper both realise
that customs duties on refined metal
imports will be reduced in the course of
time and they therefore have to build up
their companies to meet the coming com-
petition.

Sterlite is planning to grow into a non-fer-
rous giant, as apart from the present
180,000 tpy copper capacity to which it is
adding 120,000 tpy, it has in the group
170,000 tpy of zinc capacity (as a result of
buying control of Hindustan Zinc) plus
100,000 tpy of aluminum capacity in one
unit (Balco) and another 35,000 tpy of alu-
minium in another (Malco). In each of these
sectors it wants to expand and become
more competitive, and it hopes to delist in
India and list its shares in London and New
York to raise capital for expansion.

Restructuring

Birla Copper was part of Indo Gulf Corp,
an Aditya Birla company, along with a fer-
tiliser company. Birla also acquired

Hindalco Industries, India’s biggest alumini-
um producer, and the management then
decided to demerge the copper business of
Indo Gulf and merge it with Hindalco.

Comments Kumar Mangalam Birla: “This
restructuring exercise is an important step
in our ongoing endeavours to create a busi-
ness that is both focused and has the finan-
cial capability to become a global player.
The non-ferrous metals sector is integral to
our future growth plans. We would like to
bring in maximum focus and harness all
possible synergies to make it truly world
class.”

Birla and Sterlite give similar answers
when asked the reasons for the rapid
expansion of their copper capacities —
domestic demand for copper is about
320,000 tpy now but is likely to grow by
around 8% annually. Import tariff protec-
tion is expected to be reduced, and so their
strength is being built up through globally
competitive units in terms of size and effi-
ciency.

In fact there is a deficit in copper in west
Asia and the Far East of around 2m tpy, and
therefore the Indian producers have a
growing regional demand as well as a
freight cost advantage. It is perhaps not sur-
prising that they feel optimistic about the
future of their business. ]

The author is a specialist wiiter based in Mumbai.

Rotary Smelters

Lead, Copper, Aluminium & Precious Metal Recovery

Other Products include:

Static Reverb furnaces
Furnace Feeders

Alluminium Dross Preparation
Refinery Pots & Housmgs

L

Pot Stirrers
Pumps

Casting Equipment
Battery Breakers
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We are manufacturers of high grade copper alloys
ingots namely Gun Metal, Phosphor Bronze,
Leaded Bronze, Aluminium Bronze, Manganese
Bronze Ingots & others conforming to IS, BS,
DIN, UNL JIS, and ASTM Standards. We -are
regularly exporting our products to UK, Germany,
France, Italy, Australia, Indonesia, Korea, Thailand,
Singapore, Oman, Sri Lanka and UAE. We are also
|| buying all grades of non-ferrous metals scrap.

METAL LINK ALLOYS LTD.

ISO 9001 : 2000 COMPANY
Admn. Office : MUMBAI - 400 004 INDIA
Tel : +91-22-23800900 Fax : +91-22-23895568
E-mail : metallink@bronze-ingot.com

Website : http://www.bronze-ingot.com
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o-one could have known

back in October 2001 when

WMC said that the then

recent fire at its Olympic

Dam solvent extraction
plant would have a minimal impact on
production, that by mid-2003 the associ-
ated rebuild would be running around
A$200m over budget. Now all fingers
are crossed at WMC Resources that
2004 will see a turn around in the com-
pany’s fortunes from the previous four
years and that production will finally
reach the nameplate capacity  of
235,000 tpy of copper.

The first fire at Olympic Dam’s solvent =

extraction (SX) unit — important as part of
the production process for all of the
mine’s uranium and, at 10,000 tpy, a sig-
nificant contributor to its copper autput in
recent years — occurred just before
Christmas 1999 and was blamed on a
fault in a pump valve. Six months later the
plant was back on line and the second
half of 2000 was a good year for the com-
pany. However, disaster struck again on
21st October 2001 with the second fire,
the cause of which is still baffling WMC
- and independent experts to this day.

Eighteen months on and the rebuild of
the uranium section of the SX plant has
been completed -and is running at full
production, but the copper SX plant is
only in the very early stages of construc-
tion. It will not be completed before the

fourth quarter of this year and ramp-up

is due for Q1 '21[‘)04“

Over budget

In June this year WMC announced the lat-
est budget over-run of an additional 25%,
taking the total cost of the rebuild of the
combined: copper and uranium SX plant
to A$375m (US$247m). A spokesman at
the compariy said at the time that the
excess spend was due to a lack of integri-
ty in the original cost estimate, the fast
tracking of the project and the inclusion
of additional safety features. He added
that WMC was unhappy with the perfor-
mance of the contractors on the rebuild,
which it blames for the original underesti-

mate of the project cost. WMC decided,

therefore, that with the uranium section of
the rebuild completed, it would take over
the project management role itself for the
remaining six months of the copper SX
plant rebuild.

WMC has not ruled out court action
over the SX project, which was originally
budgeted at below A$200m and had
been scheduled to achieve commission-
ing of the uranium plant for November
2002 and the copper plant for March
2003. The company also hopes that the
additional safety features incorporated
into the rebuild will be paid for by its
insurers and that the reduced risks thev

COPPER

After several years of misfortune, WMC hopes
for a better outlook at Olympic Dam in 2004.
Jo Clarke reviews troubled times for the
Australian miner and outlines its reasons for

optimism now.

WMC prays for
better fortunes at
Olympic Dam

provide will be reflected in future insur-
ance premiums.
To add to WMC's copper-related woes,

this year it has been forced to shut the
cmelter at Olumnic Nam far 40 davc

Completion of work

under way on
Olympic Bam’s new solvent extraction
plant should mark an upturn in the
mine’s fortunes

S

from 20th August to conduct a reline.
The maintenance work had been sched-
uled for 2004, but the company brought
it forward by a year followmg a technl—
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The review, which was commissioned
following 17,000 tonnes of lost copper
production in May and June 2002 due to
two leaks in the smelter’s cooling jacket,
found that the refractory in the furnace
roof and walls had degraded. The
smelter reline, which is usually needed
every four to five years, is currently esti-
mated to cost around A$120m.
Replacement of the refractory bricks will
cost around A$50m, with an additional
A$40m to be spent on associated repairs
to the smelter, while the remaining
A$30m will be used to improve the gas
handling system.

WMC expects that, once the SX
rebuild and the smelter reline are com-
pleted, its refined copper production will
rise to 235,000 tonnes in 2004, up from
a predicted 185,000 tpy this year, which
would be above the 170,000 tonnes pro-
duced in 2002. A company spokesman
said that WMC has already sold forward
the hoped-for extra production, the
majority of which is cathode. The last
year-in which WMC produced more
than: 200,000 tonnes of refined copper
was 2001, when it just scraped past the
milestone with 200,523 tonnes. -

By 2006 WMC hopes to have
increased production at Olympic Dam
10.250,000 tonnes by a series: of small-
scale de-bottlenecking projects that will

see an incremental increase in produc-
tion with no large capital expenditure.
Looking further into the future, WMC is
conducting an internal study into the
feasibility of expanding Olympic Dam to
a massive 600,000 tpy of refined copper.
This study is in the very preliminary
stages and is unlikely to see light of day
for several years.

Majority exported

One-third of Olympic Dam'’s refined
copper goes to the domestic Australian
market, with the remainder destined for
export, mainly to Asia and particularly
to Malaysia. Some experts believe, how-
ever, that takeover by Xstrata of WMC's
main_domestic rival Mount Isa Mining
will reduce the focus on MIM’s domes-
tic customers and could allow WMC to
increase its share of the Australian
market.

Olympic Dam owns and operates the
mine, smelter and refinery on the one
site and oversees production from mine
to cathode. The plant, which is in the
middle of the state of South Australia, is
a long way from the rest. of WMC’s oper-
ations in Western Australia, where it
operates the Kalgoorlie nickel smelter,
the Kwinana -nickel refinery and the
Mount Keith, Leinster and Kambalda

nickel ore mines. Olympic Dam is the
company’s only copper resource and,
according to WMC, is in the lowest
quartile of per unit production costs for
copper cathode in the world.

Around 80,000 oz of gold are also
produced annually from the Olympic
Dam ore, along with a small amount of
silver. The main by-product, however, is
uranium. The difficulties with the SX
plant mean that this year Olympic Dam
will produce around 3,000 tonnes of
uranium, but it hopes to reach its name-
plate capacity of 4,700 tonnes in 2004.

The cost over-runs at Olympic Dam,
combined with higher-than-expected
unit costs in the company’s nickel opera-
tions, have pushed the share price of
WMC Resources, which is Australia’s last
independent mining house, down.
Analysts believe this has left the compa-
ny wide open to an opportunistic
takeover bid, similar to that made by
Xstrata for Queensland’s MIM Holdings.

Last year WMC Resources, which
includes Olympic Dam as well as the
company’s nickel assets, split from
Alumina Ltd, which owns the 40% stake
in Alcoa World Alumina and Chemicals.
This demerger was seen by analysts at
the time as an attempt by WMC to get a
fair price should the company be subject
to a takeover bid. n

28 MBM August 2003
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y physical quantity, China

probably takes roughly 19%

of copper and brass ship-

ments from US scrapyards.

The country’s interest in US
copper and brass scrap has continued
through the first half of this year. Other
foreign destinations probably account for
16%. Domestic brass mills, wire rod milis
and ingot makers account for most of the
rest.

President of Steelbro International Co,
Oyster Bay, NY, Andy Goenka runs a trad-
ing firm that ships scrap to India and
China, both countries with low-wage
labour for sorting and processing scrap. In
his view, India behaves less brashly in

“western scrap markets because of its
longer experience of them. Back in 1989,
for example, India’s share of US copper

_and brass scrap exports was 7%, com-

pared with China’s 4%.

“They are not as experienced in metal
scrap quality,” he says, regarding Chinese
enterprises. “They accept much lower-
graded material at the same prices.”

In Goenka’s view, what comes across
as a Chinese willingness to overpay is
sometimes the result of failing to bargain
aggressively on pricing to adjust for short-
comings in quality. He expects the
" Chinese to develop greater sophistication
as negotiators. Such an evolution may
soften how they are perceived at compa-
nies bidding against them. ‘

Administrative deadlines also compli-
cate the lives of Chinese buyers, Goenka
says. When the expiration date on a
Chinese import licence loomis, taking
advantage of unused quota allotments
can become a high priority, even when
pricing cues call for a break in buying.

Traditionally, domestic consumers have
taken the premium grades of US copper
and brass scrap. “The higher-end products
stay domestic. There are enough ingot
makers and copper mills left in this coun-
try,” George Ostendorf, from the
‘Rochester, NY, branch of United Alloys &
Steel Corp, Buffalo, says. “The lower-
grade products go to China and India.”

Ostendorf says there is even a tradition-
al pecking order among the foreign desti-
nations. “India has been the primary
buyer of yellow brass for many years, at
least from this region. The Chinese used
to buy just the copper-bearing odds and
ends. But now they’re becoming more
aggressive with yellow brass. They’re pay-
ing the same price as the Indian guys,” he
says.

The disappearance of the last stand-
alone US secondary copper smelter in
2001 shifted the market. “With no custom
smelters buying No. 2 copper, that
opened the way for that metal to go
somewhere else,” Scott Tauben, a trader
with Metalsco Inc, St. Louis, says. “You've
had less people buying domestically.”

COPPER

China’s strong appetite for US copper and brass
scrap — US$229m worth last year — is eclipsing
the more conventional role played by
destinations such as South Korea, India, Canada
and Germany, reports Paul Schaffer.

China soaks up

Waning domesti¢c demand for No.2
copper scrap has interacted oddly with
the Chinese willingness to pay well for
insulated wire. That development has left
US wire choppers with minimal supplies
of reasonably priced raw material. “When
they can't afford to chop insulated wire,
some of the wire choppers have been
shredding No. 2 copper to make a prod-
uct that can go into a brass rod mill,”
Tauben says. “It's ‘a creative way to keep
your equipment going. But it wasn’t
designed to chop No. 2 copper scrap. So
you run into issues with equipment main-
tenance,” he adds. .

They accept much lower-
graded material at the
same prices

9000000000000 000C00COCCOIOIOITOTCTS

Canada was once an extremely impor-
tant destination for copper scrap. As
recently as 1997, the export tally to
Canada (including brass grades) was
roughly 160,000 tonnes, or 42% of the
US export total. Last year, it was only
40,000 tonnes. One scrap executive sug-
gests that shifting currency rates may soon
boost Canada’s role as-a buyer of US
scrap. Some of Canada’s waning role, he
says, was due to weakened purchasing
power for the Canadian dollar.

Mexico’s role in the market has been
erratic. After peaking at 22,300 tonnes in
1999 and 17,500 tonnes in 2000, that
country’s receipts of US copper and
brass scrap dropped to 2,500 tonnes in
2002. However, that too may change,
according to Tauben of Metalsco. “The
west coast of Mexico has some US
plants opening that are trying to buy
scrap,” he says. “It has the potential to
grow.” He also reports some inquiries
from South America. “But it’s mostly just

US scrap

talk at the moment,” he points out: '
Exports of copper scrap surged.in
March, driving exports to their highest
level in a decade. According to the US
Commerce Department, copper and brass
scrap exports registered 63,375 short tons
during March, a level that spurred overall
exports between January and March to
171,396 tons, a 27.8% increase from the
tonnage exported during the first quarter
of 2002. B
It was no surprise that China was the
top buyer in March, taking in 39,642

tons, or 62.5% of the export market. '

Purchases in March pushed China to a
grand total of 107,386 tons of red-metal
scrap imported from US suppliers in the
first quarter — almost 70% more than they
brought ashore in the comparable 2002
period.

But China was not the only country
buying in large amounts earlier this year —
Canada, India and South Korea showed
renewed interest in US copper and brass
scrap too. o o

Canadian consumption, which had
been waning through much of last year
and during the first two months of 2003,
jumped to 4,697 tons in March, a rise of
close to 1,500 tons from the 3,198 tons
purchased in February. India boosted its
intake to 4,633 tons in March, a 1,100-
ton rise from the prior month’s pace.
Korean smelters, which barely averaged
3,000 tons a month for much of the past
year, took in more than 5,000 tons a
month in both February and March.

In a separate development, the
Washington-based Institute of Scrap
Recycling Industries (ISRI) has
announced that it will launch a compre-
hensive review of copper-based scrap
definitions that could rewrite some
industry designations. ISRI said the
review could revise, delete or possibly
add new red-metal scrap specifications
that are used as business designations
throughout the world.

The author is secondary materials reporter for MBM's
sister title American Metal Market.



urope is losing valuable scrap
resources, and the situation is
particularly worrying in the case
of non-ferrous metals. “Too many
regulatory handicaps concerning
waste handling and environmental protec-
tion are resulting in a re-routing of material
streams away from Europe and towards
Asia,” laments Hans P. Miinster, newly-
elected chairman of the German Metal
Traders Assn (VDM).
An opinion poll recently carried out
among VDM members has shown that in

the past few years, the situation has -

markedly worsened. Two-thirds of all com-

panies complained that scrap availability

on the market has declined, whereas only
a small minority of 5% remained opti-
mistic.

The increasing drain of metallic sec-
ondary raw materials out of Europe and
towards Asia is affecting not only traders,
but also industries themselves — it must be
remembered that recycled scrap already
contributes as much as 50% to the produc-
tion of non-ferrous metals in Europe.

“It is easier to export cable scrap from
Switzerland to Asia than to send:it

" to Munich,” explains Rita Dapont, VDM
board = member and md  of
Metall-Verwertung Miinchen Hans
Gschwendtner in OberschleiBheim,
Germany.-Even after it has been sepa-
rated for recycling, such materials

remain classified ‘as waste to be moni-

tored, which means that treatment,
shipment and stocking is subjected to a
multitude of strict regulations.

These regulations are often dlfferent'

and partly even contradictory between

the German Bundeéslands as well as .
between individual European natiofis. -
While this makes it difficult to ship'such.
materials within Europe, exports to Asia’

are often much simpler due to significant-

ly lower bureaucratic- hurdles in many
countries of the region. As a conse-.
quence, the Hans Gschwendtner scrap:

processor, working under the high envi-
ronmental protection standards applied in
Germany, is currently only operating at
40-45% capacity.

According to Dapont, valuable scrap raw
materials are leaving Europe for good
which is damaging not only for the region’s
industry but can also be bad for the envi-
ronment: “Just recently, the German maga-
zine Focus described how in some devel-
oping countries, cables are simply burned
without any pollution control measures in
order to reclaim their copper content,” she
observes.

“Additionally, competition in the inter-
national raw materials markets is distorted
to our disadvantage by unfair practices,”
says Hans-Gerhard Hoffmann, executive
board member of Hiittenwerke Kayser in
Lanen, Germany, a company annually
processing some 300,000 tonnes of cop-

COPPER

Regulations are hitting the ability of Europe s
scrap industry to operate profitably, with the

result that much of its copper and other hon:

ferrous scrap is being diverted to Asia.
Klaus Vollrath reports German dismay.

Sucking Europe dry

per-contammg residues to high-grade elec-

trolytic copper.

For example, Russia has imposed a 50%
tax on the export of copper scrap, Ukraine
has also discouraged scrap exports by high

“taxes, and China exerts its. own influence

on the market through high import taxes on
refined metal, whereas raw materials —
including scrap — are largely exempt. Such
practices are of course aimed at protecting
domestic metallurgical industries, although
this is hardly in line with the.rules of the

A MYSTERIOUS SECT

World Trade Organisation. :

If Europe does not respond, it may well
follow developments in the United States,
where there is virtually no domestic copper
recycling any more (see page 29). In the
copper sector alone, China currently exerts
a “vacuum cleaner effect” by annually
sucking in some 3m tonnes of material
from the international markets, :‘which
amounts to a significant share of all avail-
able scrap copper. But faced with.such
threats, the German sector does not get
adequate support from' its politicians, who
are not-doing enough to ensure fair interna-
tional competition.

During the past few years, the situation
has worsened to a degree where. many
German companies now feel their exis-
tence is at risk. In a ranking of burdens,
environmental protection prescriptions,
changes in taxation rules, takeovers and EU
decisions are leading the way. More and
more firms have been<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>