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Executive Summary 

The Australian Shipowners Association supports the use of market based instruments to affect a least cost method of GHG abatement for Australia.   

The Australian Shipowners Association is of the view that if the government wishes to strictly implement the Kyoto Protocol, then shipping should be excluded from the CPRS. Shipping and aviation were excluded from the Kyoto agreement due to the global nature of shipping and the difficulty in assigning ship sourced emissions to economic activities of specific countries. 

The International Maritime Organisation (IMO) is developing measures for the reduction of GHG emissions specific to the shipping industry to ensure a global reduction in ship sourced emissions.     

ASA believes first and foremost that in order to be consistent with the Kyoto Protocol shipping must be excluded from the Australian domestic CPRS and included in the system developed by the IMO. 

Competition within the shipping industry

If strict adherence to the Kyoto Protocol is undesirable in the Australian scheme, a CPRS that includes ship sourced emissions must include all ships and voyages carrying domestic cargo to avoid creating situations of competitive advantage/disadvantage between various ship operations.  

In this case, it is essential that the international linkages within the Australian scheme are adequate to allow shipping operations captured by a domestic ETS to transfer into a global shipping ETS when one is developed.

Competition within the transport industry

Modal shift within the transport industry is a low cost abatement option.

The cent-for-cent rebate to heavy vehicle road users artificially distorts the market forces that drive behavior regarding modal selection.  This is likely to encourage modal shift away from the most efficient freight transport options.  ASA believes that if such assistance is to be provided to the road transport sector it should be limited to the areas of road transport operation where modal contest is not possible or practical.
Implementation issues for shipping industry

Clarification of the desired coverage of the scheme is essential before detailed analysis can be conducted on implementation.  Exactly which mechanism may be most practical will depend on the outcome sought.  The implementation issues of several coverage options are discussed herein. The simplicity of implementation may be of interest in the arriving at the final decision regarding the coverage of the scheme.

In general terms, ASA believes that there should be an ability to opt-out of the upstream application of permits, through the purchase of bunker fuel, to enable those businesses who wish to engage directly in the trading of permits to do so.

Coverage and assistance where modal choice is limited

Should it be determined that ship sourced emissions are included in the coverage of the scheme then special consideration should be given to the circumstances of the transport options to the State of Tasmania.  Bass Strait is uniquely recognised in the national transportation task through various schemes such as the passenger car equalisation scheme and freight equalisation scheme.

If it is the intention of the Green Paper to provide assistance for a transition period for the Australian public to prepare for the price rises that will accompany the CPRS (via the cent-for-cent rebate to the road transport industry) then this transition assistance should be applied in a way that includes Tasmanian residents.

Introduction
ASA represents Australian companies who own or operate international and/or domestic trading ships, domestic towage and salvage tugs, scientific research vessels and offshore oil and gas support vessels.  The Association also represents employers of Australian and international maritime labour.  ASA Members’ fleets utilise some 19 different flags of registry and 25 nationalities of crew.

The ‘trading fleet’ Members of ASA include companies whose primary business is to provide sea transport services to the freight market as well as companies whose shipping operations form an element of their supply chain. ASA Members participating in domestic trade utilise coastal licences, single voyage permits and continuing voyage permits.  ASA Members are active in dedicated international trades under both Australian and foreign flags.  Notably some of ASA’s Members are very large cargo interests.

The Association provides an important focal point for the companies who choose to base their shipping and seafaring employment operations in Australia.  The Association provides a range of support services and advice in the areas of ship operations and safety, environment, human resources, workplace practices, government relations, commercial operations, public relations and international direction.

ASA has two key objectives: 
1) To support and build the business of shipping in Australia. 
2) To strengthen the skill base required to support and sustain the shipping industry and other maritime-related industries.

	ASA’s Members are:
· ANL Container Line

· ASP Ship Management

· BHP Billiton

· BlueScope Steel

· BP Australia

· Caltex

· CSR Shipping Group

· Bernard Schulte Ship Management

· Farstad Shipping (India Pacific)

· Jebsens International (Australia)
	· North West Shelf Shipping Service 

· P & O Maritime Services

· Perkins Shipping

· Queensland Alumina Limited

· Rio Tinto Marine

· SeaRoad Shipping

· Shell Tankers Australia Pty Ltd

· Svitzer Australia

· Teekay Shipping (Australia)

· The Shell Company of Australia




Coverage 
ASA believes first and foremost that in order to be consistent with the Kyoto Protocol shipping must be excluded from the CPRS. 

If strict adherence to the Kyoto Protocol is undesirable in the Australian scheme, a CPRS that includes ship sourced emissions must include all ships and voyages carrying domestic cargo.  In this case, it is essential that the international linkages within the Australian scheme are adequate to allow shipping operations captured by a domestic ETS to transfer into a global shipping ETS when one is developed.

Strict adherence to the Kyoto Protocol  

Exclude shipping from the Carbon Pollution Reduction Scheme recognizing that the sector is in the process of developing international measures to achieve sector specific greenhouse gas abatement through the International Maritime Organisation, as specified in the Kyoto Protocol.    

Article 2, Paragraph 2 of the Kyoto Protocol specifically excludes emissions from shipping through the exclusion of marine bunker fuels, due to the global nature of shipping and the difficulty in assigning ship sourced emissions to economic activities of specific countries. The Kyoto Protocol recognised that ship sourced emissions are most appropriately dealt with through the International Maritime Organisation (IMO). 
The IMO is developing an international scheme to reduce emissions from ships in line with Kyoto targets so as to ensure global reduction in ship emissions. One proposal is that a global shipping emission trading scheme will set emission targets, encourage research in abatement technology, and penalise over-polluters.

Kyoto refers to marine bunker fuels.  Further, Kyoto makes no differentiation between international and domestic bunker fuels.
Going over and above the Kyoto Protocol
A Carbon Pollution Reduction Scheme that goes beyond coverage of the Kyoto Protocol by including ship sourced emissions must include all ships and all voyages carrying domestic cargo. 

Where the CPRS includes ships sourced emissions all vessels and all voyages carrying domestic cargo must be included. 
We understand that the assumption of the Green Paper was that cabotage would eliminate any competitive issues arising from the exemption of some voyage types from the scheme.

The cabotage system for shipping does not protect the Australian industry from foreign competition and thus the arrangement as described in the Green Paper will have an impact on competition.

The following four points summarise the various ways ‘shipping’ is conducted in Australia. 

1) There are several ways a ship can be deemed to be undertaking an international voyage, even though they are carrying domestic cargo within Australia.

2) A large portion of Australia’s domestic freight task (approximately 30%) is undertaken by permit ships which by definition are considered to be on international voyages even though the domestic legs can be up to three months long.

3) The Australian domestic sea freight task is highly contestable between licensed and permit ships.
4) An Australian registered ship has no priority over ships registered overseas.
5) Australian registered and/or manned ships are subject to a higher operating cost due to the regulatory environment they operate in verses the more liberal environments available to foreign registered ships.

There is a raft of technicalities involved in the legislation and administration of the above.  These are described below to give a sense of why a differentiation between vessels or voyages will potentially fail to capture the desired participants from the shipping sector.

Why Cabotage doesn’t prevent competition
The information below provides some background into the legislative environment leading to the Australian shipping industry competing directly with international ships for domestic cargo in circumstances where the Australian industry must operate from a higher cost base that has no connection to the provision of a quality service.   
Under Australia’s cabotage system, Australian coastal transport could be divided into two groups: 

· Licensed ships
:  
· On the face of it, these ships enjoy preference for cargoes that might be otherwise carried by non- licensed vessels
· Under Part II of the Navigation Act licensed ships are also covered by the Seafarers’ Rehabilitation and Compensation Act and the Occupational Health and Safety (Maritime Industry) Act which require insurance and OH&S measures  - these are in addition to P&I and IMS requirements
, international standards imposed upon whole international industry. 
· Under Part VI, these ships are required to pay the seafarers Australian rates of wages.
· Can be of any ‘flag’ (or country of registration)

· May trade constantly on the Australian coast or may trade only occasional on the Australian coast

· Non Licensed ships: 
· The Navigation Act (Part VI) provides for the issuing of permits to vessels to operate in coastal trades where there is no licensed ship available* to carry the cargo. 
· Permits issued to ships are of two types – Single Voyage Permits (SVPs) and Continuing Voyage Permits (CVPs).
· Single voyages (from one Australian port to another Australian port)

· Continuing voyages (trading between Australian ports for up to 3 months)

* There is significant uncertainty around the determination of when a ship is “available” and the criteria for determining “availability” are quite broad and discretionary ranging from issues of suitability of the vessel to commercial matters of the freight rate or price and the public interest. 

Australian registered and/or manned ships are subject to a higher operating cost due to the regulatory environment they operate in verses the more liberal environments available to foreign registered ships.

In a hierarchy of costs, a licensed Australian registered and manned vessel operates with the highest costs.  A licensed foreign flagged and manned vessel operates with a lower cost base (particularly if only on domestic trades for part of the time).  A permit (or non-licensed) vessel operates with the lowest cost base.

Competition for carriage of domestic cargoes can arise on the basis of several considerations including suitability of the vessel, availability of the vessel and the cost of moving the freight.
If shipping is to be included in the CPRS, all voyages carrying domestic cargo must be included to avoid creating situations of competitive advantage/disadvantage between various ship operations.
Existing interpretations of “International Voyages”
Voyage definitions or interpretations are used in Australian shipping administration and capture a variety of circumstances as outlined below.

To demonstrate how both permit and licensed vessels can be deemed to be on an international voyage we provide the following examples:

When a ship enters the country Customs make a decision as to whether the ship needs to be imported or not
 . 
· If the ship is carrying domestic cargo under permit it is deemed to be still on an international voyage (by nature of the ship being in receipt of a permit)
· If a licensed ship is carrying domestic cargo but has any international cargo onboard  the ship is still deemed to be on an international voyage

There are a range of seaborne tasks that may or may not include ports’ as points of embarkation or disembarkation. It is not clear how the definition in the green paper will apply to this sector of the shipping sector.
The above demonstrates that various determinations can be made with regard to what constitutes an “international voyage”.  The Green Paper introduces a ‘point of embarkation and disembarkation’ definition that will require an interpretation before the industry has certainty as to what is meant by the new definition.
It is not clear from the Green Paper which operations are meant to be captured by the definition of “international voyage”.  Clarification of the intention would assist in ensuring coverage is as desired.

Implementation 
The following section discusses some issues relating to the implementation of the CPRS for the shipping sector. 
Clarification of the desired coverage of the scheme is essential before detailed analysis can be conducted on implementation.  
Exactly which mechanism may be most practical will depend on the outcome sought.

For example, under the existing Green Paper proposal, a ship could be in on an international voyage but bunkers in Australia.  If the permits are acquitted upstream then the permits applicable to this voyage, which is outside the coverage of the scheme, will need to refunded.  Determining how the quantum of the refund, as well as putting in place the mechanisms to do so require further consideration.

If the scheme were to cover all bunker fuel sold in Australia this would create leakage in the system where bunkers can be purchased overseas.  This may not be consistent with the intended coverage of the scheme.

If the scheme were to cover all bunker fuels used carrying Australian domestic cargo a mechanism would need to be developed to determine the permits required to be purchased for each voyage component.

ASA believes that there should be an ability to opt-out of the upstream application of permits, through the purchase of bunker fuel, to enable those businesses who wish to engage directly in the trading of permits to do so.

All of these options have challenges and solutions, some are more straightforward than others and the simplicity of implementation may be of interest in the final decision regarding the coverage of the scheme.

Driving abatement through modal shift
Market based systems are predicated on abatement occurring for the least cost to the economy overall.  It is often said that the transport sector will be unable to contribute to the national emission reduction targets.  However it is our view that significant emissions reduction can be achieve through modal shift within the transport sector, such as away from road to shipping and rail.
Modal shift within the transport industry is a low cost abatement option.

The cent-for-cent rebate to heavy vehicle road users artificially distorts the market forces that drive behavior regarding modal selection.  This is likely to encourage modal shift away from the most efficient freight transport options.

Shipping is approximately 5 times more efficient than the best performing trucks on a tonne kilometer basis yet the Green Paper awards the road sector free permits for at least the first year.
If assistance is to be provided to the road transport industry it should be limited to the areas of road transport operation where modal contest is not possible or practical.
The excise system 

The Green Paper identifies businesses in the agricultural and fishing sectors as requiring an ‘equivalent rebate’ as affectively, the excise system does not apply to these sectors. 

The excise system effectively does not apply to the shipping sector either for the purposes of loading and unloading and transporting cargo. 
It would appear to be consistent to provide an equivalent rebate to the shipping industry for the same reasons as provided for the agriculture and fishing industries.

Bass Strait

In the consideration of the appropriate coverage of the scheme, should it be determined that ship sourced emissions are included, then special consideration should be given to the circumstances of the transport options to the State of Tasmania.

· Bass Strait can be considered part of the National highway system.

· The choice of mode of transport over this stretch of highway is limited.

· There are several existing schemes to acknowledge this unique aspect of Bass Strait in the national transportation task, such as the passenger car equalisation scheme and freight equalisation scheme.

If it is the intention of the Green Paper was to allow a transition period for the Australian public to get used to the price rises that will apply once the Carbon Trading scheme comes into place then this transition period should be universally applied and Tasmanian residents should not be disadvantaged because they have very limited choice regarding which mode of transport is used to carry goods to and from Tasmania.
Exactly which mechanism is the best to affect this outcome is not yet clear.  There are already several equalisation schemes in place however some consideration is required to determine if any/all of these are the best avenue.

Contact for further information

Angela Gillham – Manager Maritime Environment 
Teresa Hatch - Executive Director
P: 03 9646 0755

� Under Part 6 of the Navigation Act 1912 there is a provision for the issuing of licenses to ships in the Australian coastal trade. Ships that operate with a license in the coastal trade are also covered by Part 2 of the Navigation Act.


� This has the effect of doubling the OH&S and Compensation burden of licensed ship operators.


� There are consequences to importing a ship which are important to the owner and operator but have little relevance here so are not discussed.  ASA can provide further detail if requested.
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