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Unique opportunities for Australia’s resource
Industries and domestic freight market

There is a unique opportunity to derive substantial economic, environmental and social benefits
from introducing and implementing key fiscal incentives to encourage a major new investment in
the Australian shipping industry. These benefits will be felt in both the resource export markets and
ports and also in the domestic freight market.

The Resource Super Profits Tax and Australian shipping taxation — the linkage

The timing for the introduction of such incentives is opportune in the wake of the Resource Super
Profits Tax and its effect on major resource companies. These major commodity or energy exporters
rely on ships for the export of their product to world markets.

Shipping represents an important cost of business for these resource companies. Yet they have
largely lost control of their shipping business to international charterers who determine charter
costs and therefore freight rates. There is an opportunity, through a suite of fiscal measures, to
bring the same resource companies considerable taxation benefits that will substantially offset
liabilities under the Resource Super Profits Tax. These initiatives would be widely welcomed by the
resource and shipping companies based on their submissions to the 2008 Parliamentary Inquiry
into shipping.

This package could include a Tonnage Tax as an alternative to the current corporate tax; accelerated
depreciation; capital grants for ships; and seafarer tax concessions along with an Australian
international ship register being called for by shipping companies. The last two measures are aimed
at increasing the level of Australian participation in international shipping.

Despite their market power, Australian exporters — particularly in coal and iron ore markets — remain
almost entirely dependent on the international charter market for the cost of shipping, the largest
part of the freight rate. Invariably the charterers adopt FOB shipping terms, where the buyer
controls the shipping and therefore its pricing.

The combination of initiatives such as a Tonnage Tax, tax concessions for seafarers and an
international register — which would provide for modified crew employment and labour relations on
vessels in the international register — would mean the resource exporters would have an alternative
shipping option. It would dramatically impact on their freight rates, asset utilisation and improve
their international competitiveness. These incentives would work hand in glove with the
Government’s development of a National Port’s Strategy currently underway.

Enhancing the domestic freight market

The introduction of fiscal incentives, combined with regulatory reform and improvements to the
arrangements for maritime training to ease the skills shortage will result in new investment in ships
for the Australian coastal trades. The benefits will flow to shippers, shipping owners and to end
users of shipping services. An efficient and responsive coastal shipping industry will result in a more
robust and competitive domestic freight market.



Policy initiatives to generate investment in Australian domestic and

international shipping

Alntroduce the globally accepted shipping tonnage
tax to replace corporate tax aimed at encouraging
investment in Australian ships.

AProvide tax concessions for Australian seafarers
working predominantly in international trades to
improve the competitiveness of Australian seafarers
in the global labour market and to support
Australian international shipping.

AProvide other incentives including the re-
introduction of accelerated depreciation axed by
the Howard government, capital grants for
investment in new ships, and the removal of the
royalty withholding tax for bareboat charters for
Australian companies. (Details in Table 1)

Alntroduce industry driven workforce planning and
training, linked to the fiscal incentives, to boost
seafarer numbers and skills.

AAmend the Shipping Registration Act to create
incentives for investment in Australian flagged and
owned ships designed to attract international
vessels carrying Australian cargo to register in
Australia - currently being registered in tax havens
elsewhere.

ARestructure maritime regulations for coastal
shipping so Australian ships and crews are used
predominantly in the domestic trades, with
flexibilty through Temporary Licenses. This would
see only limited use of permits allowing foreign
ships to operate only in exceptional circumstances.
(Appendix A shows how the MUA would provide
productivity gains and labour reforms).
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Key Benefits in Australian international shipping

A Australian exporters would assume greater control of their shipping, stabilise freight rates,
and negotiate stable price contracts with their buyers.

A Shipping would be provided on terms other than FOB (Free on Board) where the buyer
controls the shipping, such as DES (Delivered Ex Ship) and CIF (Cost Insurance Freight), where
the seller controls the shipping.

A Being able to exercise more control of their shipping and enjoy a competitive advantage,
would improve the efficiency of Australian ports and reduce costly shipping queues and
demurrage payments to foreign ship owners.

A The policy initiatives would significantly support miners and shippers like Rio Tinto, which
has recently invested in ships out of Asia. Rio has 11 bulk carriers on order and BHP has just
announced that it will buy 6 vessels. Brazilian giant Vale committed more than $10 billion to
control all of its shipping operations within 3 years. (Appendix B shows that major resource
companies like Fortescue would welcome a new fiscal regime).

A This would see the nurturing of maritime clusters around Australian ports — the centre of
commercial activities including maritime insurance and finance, ship maintenance and fitout,
training centres.

A Australian ships are safer and incidents involving foreign flagged ships responsible for recent
marine environmental accidents would be avoided. e.g. the Hong Kong flagged Pacific
Adventurer spread oil onto pristine Queensland beaches in 2009 and the grounding of the
Hong Kong-flagged Sheng Neng 1 on the Great Barrier Reef.

A At a time of continual uncertainty in world economies the Government would be providing
assistance for capital investment in new vessels at an opportune time — when supply of new
vessels outstrips demand.

A The initiatives would be accompanied by commitments by resource companies and unions
for maritime training and upskilling to achieve world best practice.

A Investment in new ships for the Australian domestic and also international routes would see
the generation of new jobs for Australian crews on vessels, on docks and in maritime cluster
activity on land.
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Key Benefits in Australian domestic shipping and freight

A stable regulatory system that sees Australian ships and crew predominantly servicing Australian
coastal trades will deliver certainty through the volatility in international freight rates and in ship
purchase or charter costs. A certain cabotage regime provides the basis for securing long-term
freight contracts which ride through international fluctuations. Against the uncertainties of the spot
freight market built around the issuing of permits to foreign ships, a stable cabotage regime would
bring:

A Security and reliability of delivery to meet the just in time and or stockpiling constraints at
either end of the shipping component of the manufacturing supply chain.

A Certainty for ship chartering or ship purchase, providing the ability to purchase/charter at
the bottom of a business cycle.

A Productivity benefits to the shipping component of the supply chain and to the
manufacturing or processing business, of which sea transport is just one component.

A The opportunity for investment and innovation (shown historically) in the building of specific
purpose ships (such as self dischargers, and specifically configured ships to meet the wharf
and draught requirements of Australian ports).

A Better ship utilisation and asset management. Specific purpose ships are also able to take
advantage of the availability of cargoes to fill what might otherwise be an empty ballast leg
of a voyage.

A Areduction in demurrage or ship queuing costs arising from increased service reliability.

A foreign ship spot market driven shipping supply model cannot deliver any of those benefits to the
shipper, the ship owner/operator or the product purchaser.
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TABLE 1: BENEFITS OF KEY FISCAL INITIATIVES

Shipping incentive package Benefits

A package of world’s best practice fiscal initiatives - led by a A It works. UK adopted tonnage tax in 2000 and saw 276 new British flagged ships
Tonnage Tax — a tax on ship tonnage rather than profit. in 7 years. Shipping industry now worth $20 billion to GDP (Oxford Economics
report May 2007).
A Attract shipping investors - Australian and foreign.
A Increase tax revenue through commercial and strategic business centred in
Australia.
A Boost balance of payments position. Currently Australia has a net debit of $7.8b
in international sea freight transport (ABS May 2009).
A Cut demurrage costs, bill paid by Australian companies to owners of foreign
ships waiting in queues off our ports (in 2008 $1.8b).
National training of Australian seafarers —linked to A Boost maritime worker numbers and skills, preparing for the rapidly expanding
commitment from shipping companies in receipt of incentives. freight task ahead.
Tax concessions for Australian seafarers working predominantly A Lift competitiveness of Australian seafarers in global seafarer labour market,
in international trades (<70 days full Australian tax rate, >70 allowing ships to be internationally competitive.
days zero Australian tax).
Creation of a register for international ships - Australian but A Commercial management of ships run from Australia (a precondition of the
providing for foreign shareholdings. ~ tonnage tax).
A Opportunity to build maritime clusters in key ports around Australia — hubs of
finance, insurance, ship management and maintenance.
Removal of Royalty Withholding Tax from bareboat charters A Allowing Australian companies to compete on level playing field in the
payable by Australian companies. international charter market.
(This tax of 10 to 30 percent is not payable by time charters i.e.
generally foreign or flag of convenience ships).
Changes in regulation to ensure the primacy of Australian ships A Opportunity for industry to build business based on long term contracts rather
crewed by Australian seafarers operating under Australian laws i than spot or permit cargoes.
for carriage of coastal cargo (cabotage). A Minimises risk of ship or operational failure that can come at great cost e.g. the
Pacific Adventurer oil and chemical spill, Sheng Neng 1 grounding
A Minimises chance of exploitation by Flag of Convenience - Ships of Shame.




APPENDIX A

What the workforce will provide - Productivity gains and labour reform

The Maritime Union of Australia (MUA) is committed to supporting productivity improvement and
labour reform to complement Government actions in line with gains achieved during the last wave
of Labor-initiated shipping reform.

Flexible labour arrangements will allow for:

A Improved utilization of crews combined with skill deepening

A Triangulation to improve ship utilization

A Use of specialised maintenance crews to reduce dry docking schedules
A Adaptation of improved technologies

A Better ship/port/stevedoring interfaces

A Responsible approach to enterprise bargaining in keeping with the shipping market, freight
rates and community standards

A Operating the vessels/fleets to a high standard of efficiency, in a viable and competitive
manner

A Culture of continuous improvement in all workplace practices

A Consulting on productivity targets through the life of Agreements ensure the viability of the
business.

A Ongoing recruitment of Trainee Integrated Ratings to maintain skilled labour

A Adoption of individual crew member performance appraisal systems and a team-based
approach to work, to ensure the safe and efficient operation of the vessel.



APPENDIX B

Resource companies support for the fiscal incentives.

In their submission to the Coastal Shipping Inquiry in 2008 Australian resource companies voted
heavily in favour of incentives for shipping.

Fortescue Metals Group

“It is in this area that we strongly believe most gains to shipping as an industry can be enhanced by
utilizing international accepted practice in regards to reforms for shipping and manning issues”.

“Investment in shipping can be achieved in Australia provided the Federal, and State Governments,
the ATO and Unions implement attractive policies to promote investment.”

Among Fortescue’s recommendations were:

- zero tax or a tonnage tax regime on shipping revenues with the abolition of corporate
taxation for vessels; continued accelerated depreciation for vessels (wiped by the Howard
Government ) and tax reductions for commercial investors in Australian Shipping funds
(similar to the KG system in Germany)

- Provisions directly linking training as key KPIs on being accorded the tonnage tax provision
including, mandatory accreditation of vessels to the highest possible standards.

- Company employment programs to see employment of full immigrants from Pacific islands,
Philippines and Indonesia plus incentives for aboriginal employment.

Rio Tinto Marine

“As long as there are other locations offering tax environments that are more attractive to work out
of than Australia, Australia will struggle to develop its own capabilities in this industry. The industry
is not asking for anything more than is on offer in other locations...the tonnage tax system
established in the UK is but one of these which has been seen to work very effectively. The system
adopted in Singapore is another.

“Such revitalization will only happen as and when the fiscal environment within which the ownership
and registration of ships is such that Australia has become an attractive business location: a location
of choice from and within which to own and operate ships. When that happens there will be growth
in economic activity within support service industry, with net benefit to the national economy.”

BP Australia

“If Australia established a 2™ shipping register which is both competitive and enticing for ship-
owners to join, Australian companies would be incentivised to invest in shipping and sell their goods
at the discharge port rather than at the load port. There is a substantial reward in keeping this
freight revenue in Australia.”



