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Introduction 

 The Port Hedland port (the Port) is the largest bulk commodity port in the 1.
world, achieving total tonnages of 245Mtpa in 2011/12. Iron ore exports 
dominate trade at the Port accounting for 97% of trade volumes. The 
balance of trade is spread across other bulk minerals, salt, petroleum products, 
general cargo, livestock and acid. 

 It has grown rapidly in recent years alongside the iron ore industry and is 2.
projected to achieve tonnages of  650 Mtpa by 2019/20. 

 Achieving these tonnages is both a function of, and critical to, the expansion 3.
of the iron ore industry in the North West as Port Hedland serves the interest 
of BHP and emerging major iron ore companies Fortescue Metals Group 
(FMG) and Royhill Iron (RHI), along with a growing number of smaller iron ore 
miners represented such as Atlas Iron Ore, which is represented by the North 
West Infrastructure Alliance (NWI), on matters relating to Port development 
and operations.  

 To accommodate the expected growth in tonnages, the Port Hedland Port 4.
Authority (PHPA) has a suite of expansion plans encompassing both inner 
and outer harbours. The Inner Harbor expansion is linked to a number of 
proponent development plans within the Inner Harbour, most notably those 
of FMG, RHI and the MWI alliance.  These developments have capacity to 
take trade tonnage at the Port beyond 400Mtpa.  

 The iron ore industry has the potential to grow export trade well beyond the 5.
capacity of the Inner Harbor. Current planning is for expansion beyond 
495Mtpa to be handled through the planned multi-user Outer Harbour 
Port facility which itself will have a capacity of 400Mtpa. BHP is the 
proponent for the Outer Harbor development. 

 Together the two harbours would take the PHPA’s iron ore export potential to 6.
beyond 800Mtpa. 

 Currently iron ore exports are handled by Capesize vessels. Port Hedland 7.
can handle Capesize vessels up to 340 metres in length with a beam up 60 
metres and a draft above 18 metres.  These vessels are large and designed 
for deep water ports handling bulk raw materials such as iron ore and coal.1  

 Alongside the growth of iron ore exports the general level of activity in the 8.
Port is expected to grow with a significant expansion in general cargo, which 
is handled by much smaller vessels.  

 Notwithstanding the strength of the iron ore industry and its expected 9.
growth, Port Hedland is not an ideal port.  It is tidal with strong tides that limit 

                                            
1
 Cape Size vessel are so named because they were originally too big to fit through the 

Suez Canal or Panama canals. Size is typically up to 175000 dwt. Very large ore carries 
are even bigger, often up to 300,000 dwt and are focussed on trade between Brazil and 
China.  
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Capesize ship movements to two four hour windows per day.  To optimize 
the flow of ore carriers and the consequent throughput of iron ore, the 
Capesize vessels have to be organized in convoy during the tidal windows.  
Management of this vessel flow and optimizing headway between vessels is 
consequentially critical to efficiently shipping ore from the Port and achieving 
maximum throughput.  Alongside the tidal characteristics, the Port has a 
long and narrow channel that has to be negotiated under tow for up to 10 
nautical miles.  

 Combined, these factors make towage at Port Hedland a challenging 10.
exercise and one that has been identified as a major risk for both current 
and future operations.  

 The particular risk is that during tows into or out of the Port through the 11.
narrow channel a Capesize vessel will run aground. The most likely 
cause of such an event is a loss of vessel steering or engine power. If 
this were to happen and cause significant disruption to Port operations, 
there would be consequential economic damage to the PHPA, to the 
individual mining companies and to the State. The magnitude of this 
consequential damage would in part depend on the length of time it 
takes to restore operations.   

 The PHPA is a statutory body incorporated under the Port Authorities Act 12.

1999 (WA).  As such, it is responsible for the efficient and safe organization 
and operation of Port activities.  Risk management is a priority activity for 
the PHPA and towage arrangements are critical to risk mitigation.  

 Avoiding the initial event is the primary objective.  Avoiding the initial 13.
event and restoring normality are both a function of having the correctly 
specified tugs operating in the correctly specified configuration.  

 A number of incidents, including the grounding of the 160,000 Dwt vessel 14.
Iron King in 2008 (which blocked the Port's entrance channel for half a day), 
prompted the PHPA to commission a review of towage operations (Pivot 
Maritime 2009)  that canvassed options for managing the towage risk and 
made specific recommendations about future tug configurations.  In essence 
that report found that the current tug fleet was underpowered and involved a 
substantial risk that a grounding would occur and that, in the event of a 
grounding, restoration would take some time because the tug fleet lacked 
the power to shift the grounded vessel. 

 Towage is a critical Port activity and towage operators require a licence to 15.

operate in the Port. The PHPA has statutory authority to grant licences to 
operators to provide towage services to users of the Port. Licensed 
companies operate services within towage protocols determined by the 
PHPA as the organization responsible for the overall efficient and safe 
operation of the Port. 

 The licensing arrangements at Port Hedland for towage have evolved over 16.
the years alongside the evolution of the Port itself.  
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 Currently, one licence has been issued for towage. That licence is held by 17.
BHP Billiton Minerals Pty Ltd (BHP). This licence expires on 30 March 2013. 
Under this licence BHP provides towage services to users of the Port.  BHP 
provides these services through Teekay Marine Pty Ltd (Teekay) under a 
private contractual arrangement with BHP. Teekay is part of the international 
Teekay Group, which is based in Canada. The commercial arrangements 
between Teekay and BHP, including the determination of towage charges, are 
normal commercial contract arrangements and not subject to PHPA approval. 
The interest of the PHPA is solely related to the performance of a towage 
company insofar as it complies with the agreed protocols and performs towage 
functions to the agreed standard.2 

 Although a licence is now in place, it was only recently issued. Prior to this 18.
the operation of towage by BHP appears an informal arrangement but was 
in fact a logical consequence of the evolution of Port Hedland. The Port was 
originally owned by BHP and was handed over to the State Government and 
placed under the jurisdiction of the PHPA in 1970. Prior to 1970 BHP 
organized towage. Post 1970 the involvement of BHP in towage at Port 
Hedland appears to have developed as a logical extension of its initial sole 
export position.  

 BHP initially contracted Hedland Marine Services (HMS) to undertake its 19.
towage.  Following separation from HMS, BHP shifted towage duties to BHP 
Transport (BHPT) and since 2002 it has been operated by Teekay.  
Throughout this period, it appears that the BHP organized towage 
operations and was simply extended to take on board the wider towage 
demands as they grew at the Port.  FMG and Atlas Iron both shipped their 
first ore through Port Hedland only in 2008.  

 Initiating a formal licence clarifies the relationship between the PHPA and 20.
the towage operator or licence holder.  The PHPA will require all future 
towage operators to be licenced by them. The intention is to have the 
PHPA’s towage performance expectations and appropriate towage KPIs 
established as part of the licence. 

 Licensing of one or more operators is standard practice and will be the 21.
mechanism by which the PHPA can influence the optimal configuration of 
towage operations at the Port into the future. 

 The PHPA has indicated that, at the expiry of the current BHP licence, in 22.
2013, it intends to grant BHP a further 25 year, non-exclusive licence to 
provide towage services at the Port. As part of this process BHP is 
upgrading its tug fleet and constructing a new tug haven at Hunt Point near 
the harbor entrance. 

 The proposed licence is a non-exclusive licence.  However, the PHPA has 23.
indicated that it does not currently intend to grant any further licences for the 

                                            
2
 The PHPA, like all ports determines a set of operating rules for towage companies 

operating within the Port. 
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provision of towage services at the Port until such time as it has assessed the 
nature of the emerging towage market at the Port and the merits and economic 
viability of having more than one operator. There is no stated timeframe for this. 

 This report considers the economic implications of this recent licensing 24.
decision and proposed non-exclusive licence to be offered in 2013. In 
particular, it considers the current state and projected growth of the market 
for towage at Port Hedland and the operating conditions for towage. The 
focus is whether the technical and environmental characteristics of the Port 
mean it is feasible for the Port to accommodate another towage operator and, 
if this is the case, whether, at least a priori, two operators could be commercially 
viable within the Port. The Port is expected to grow substantially in the future so 
even if a second towage operator is not currently economically viable, a new 
entrant may be economically viable in the future. 

 The report further considers whether granting BHP a 25 year nonexclusive 25.
licence equates effectively to an exclusion by virtue of the economic 
circumstances surrounding this licence establishing artificial and 
insurmountable barriers to entry. 

 Finally it considers whether, in the event that more than one operator, is 26.
viable, offering an initial non-exclusive licence for 25 years and holding back 
any further  issuance of further towage licences is in the public interest.  

Port Hedland Towage Arrangements 

 The Port is a mix of user owned and Port owned facilities.  While the user 27.
owned facilities can operate semi-independently on a day-to-day basis, 
ultimately they are under the overall direction and control of the PHPA. In 
particular the PHPA manages the entry and exit of ships to the Port.  As with all 
ports, there is room for only one controller of ship movements into and out of port 
to ensure the coordinated and safe movement of vessels. 

The operation of towage services within the Port 

 The PHPA is responsible for the safe entry and exit of ships from the Port. 28.
Vessels are not allowed to enter or leave the Port unless they are under tow 
and have a harbour pilot on board. The only exception to this, known as a 
`pilotage exemption', is for very small craft, such as fishing trawlers, which only use 
the Port Hedland facility or the tug haven.  

 All Port users must comply with these arrangements and as set out in the 29.
PHPA's Port User Guidelines and Procedures (User Guide). The User 
Guide details the procedures in place relating to the arrival and departure of 
vessels from the Port, including towage requirements.  These guidelines 
cover a range of matters including: 

 vessel movement in relation to the tidal and draft restrictions on 
arrivals in and departures from the Port; 

 the allocation of tugs to incoming and outgoing vessels; and 

 the timing restrictions on vessel movements and "double shuffles". 
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 The PHPA is fully responsible for the allocation of tugs to a vessel entering 30.
or leaving the Port, as well as supervision of the towage operation itself.  
The towage operator (Teekay) and users work within the directions of the 
PHPA. 

Port Berths and Capacities 

Berths 

 The PHPA operates four berths. PH1, PH2, and PH3 are in the main port 31.
area.  PH4 is at UTAH Point. 

 BHP and associated entities operate four berths at the Finucane Island 32.
facility - FIB, FIC, and FID.  BHP also operates three berths at the Nelson 
Point facility - NPA, NPB, NPC, and NPD.  

 FMG operates the Anderson Point facility, which is currently made up of 33.
three berths - API, AP2, and AP3.  

Tug Facilities 

 Tugs are managed through the Port's existing tug haven, which currently 34.
berths 11 tugs. The haven is owned by the PHPA, but is leased to BHP until 
2018. It has some size limitations and cannot handle the new 85t rotor tugs. 

New and Expansion Facilities  

 The Port is currently in expansion mode with respect to both user owned 35.
and Port owned facilities.   

Under Construction 

 There are new berths under construction to accommodate expansion in iron 36.
ore shipments. 

 The Stanley Point facility will have two berths – SP1 and SP2.  These will be 37.
operated by Roy Hill.  One new berth at Anderson Point facility – AP4.  This 
will be operated by FMG. 

Planned  

 Planned berth expansions include:  38.

 SP3 and SP4 at the Stanley Point facility.  These will be owned 
and operated by North West Infrastructure Alliance a joint 
venture between Atlas Iron Ltd, Brockman Resources Ltd, and 
FerrAus Ltd. 

 Berth PH5 at Lumsden Point.  The PHPA is planning to 
construct this facility, and operate it once complete. 

Berths and Cargoes 

 The Port Hedland facility (PH1, PH2, and PH3) and the planned Lumsden 39.
Point facility (PH5) are designated to handle ships transporting cargo other 
than minerals (such as salt or general goods). 

pah
Highlight

pah
Highlight
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 All other existing and planned berths are designed to deal only with 40.
minerals, predominantly iron ore (but also chrome and manganese). 

Tug Fleet 

 Choosing the correct tug fleet configuration is an essential aspect of 41.
successfully managing the entry and exits of vessels through the Port.  The 
PHPA has been reviewing this optimal configuration in the light of recent 
towage history and expected Port expansion. 

 To date Teekay has serviced the Port with conventional azimuth stern drive 42.
tugs, with a bollard pull of about 65t (ASD Tugs).  The current tug fleet is made 
up 10 ASD Tugs. 

 A number of incidents, including the grounding of the 160,000 DWT vessel 43.
Iron King in 2008 (which blocked the Port's entrance channel for half a day), 
prompted the PHPA to commission a review of towage operations.  This review was 
conducted by Pivot Maritime International (Pivot), a leading maritime 
consultancy company with expertise in risk management assessments.  

 The Pivot review recommendations would change the nature of the tug fleet. 44.
In particular it recommends that: 

 about 2 to 6 of the current ASD tugs be retained for work  within the 
inner harbour to service the general cargo Port Hedland facility; and 

 the rest be replaced with rotor tugs, with higher some with a bollard 
pulls of 85t, and up to 110t.  

 The PHPA has made risk mitigation a  priority in future planning, and the upgrading 45.
of the tug fleet is seen as critical to this.  Hence, save for the small number of ASD 
Tugs mentioned above, the PHPA has directed that all further tugs used within 
the Port will be rotor tugs with at least 80t bollard pull. 

 The process of adding higher pull tugs has commenced.  BHP/Teekay have 46.
has added two 85t rotor tugs to the current tug fleet. 

 Heavier tugs cannot be accommodated in the existing tug haven so, as part 47.
of the risk mitigation strategy built around the heaver duty rotor tugs, a new 
tug haven is planned at Hunt Point near the harbour entrance. 

Market for Towage Services 

 For any port, towage is a derived demand.  It is a function of the volume and 48.
type of cargoes being handled through the port and the types of ships 
required to handle that cargo. 

 The towage market is a distinct market within a port.  Towage is a discrete 49.
service that is required for all vessels arriving and departing a port.  The 
number of tugs and length of escort trip will depend on individual port 
conditions. Inside a port, individual towage operators generally offer 
substitute services but towage is not substitutable for other services such as 
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pilotage.  If ports are proximate then towage operators in one port may offer 
substitute services for towage at another port. 

 Towage capacity must exist to handle the peak demand for ship movements 50.
and the tug fleet configuration needs to be consistent with the range of 
vessels that have to be handled. 

 The more uniform the cargoes and the vessel type, the more uniform the tug 51.
fleet can be. The more predictable/controllable the number and timing of 
vessel arrivals and departures, the better the tug fleet capacity can be 
matched to the pattern of demand. 

 At Port Hedland towage is a distinct service within the Port with no prospect 52.
of substitution across other ports. The Port requires a complement of tugs 
that can handle peak load to be available permanently within the Port.3 

 The demand for towage services within the Port is a function of the vessel 53.
movements. Vessel arrivals projections, combined with the required tug 
configuration, determines the size of the market as measured by the number 
of tug jobs available. 

 The major iron ore shippers, BHP, FMG, Atlas and Roy Hill, dominate 54.
tonnages and investment at the Port. Given the configurations of their 
substantial investment in port and rail infrastructure, they effectively have no 
option other than to ship their iron ore through the Port.  

 The only other deep-water bulk handling ports in the Pilbara are Dampier and 55.
Cape Lambert.  These ports are dominated by Rio Tinto (Cape Lambert also has 
a Woodside presence), and to use either of those facilities would require further 
substantial investment in additional port and rail infrastructure and a 
complete reorientation of mining and shipping operations. 

 Table 1 shows cargo volumes from 2006/07 to 2011/12.  Iron ore accounts 56.
for between 95% and 97% of cargo movements.  

 The average tonnage for iron ore vessels is much higher than for general 57.
cargo vessels.  The average size of the bulk iron ore carriers at the Port is 
around 160,000 Dwt (Capesize).  In comparison, the average tonnage of general 
cargo vessels is no more than about 34,000 Dwt (Handy and Handymax size).  
Hence the dominance of iron ore in vessel movements is lightly less 
pronounced than for tonnages. 

 In 2010/11, there were 1460 vessel arrivals at the Port of which 1157 were 58.
iron ore vessels, or 79%. This pattern is not expected to change in the 
future. 

 From an economic point of view the implication of these figures is that: 59.

                                            
3
Estimates suggest that currently 12 tugs would be required on 30% of tides. (BHP, 2011) 
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 The current and future tug fleet will be dominated by the need to 
handle large iron ore ships and the tug fleet configuration must be 
consistent with this pattern of demand. 

 Any major second operator would need to secure iron ore users as 
clients to be successful, as in this case. 

 Some uniformity of the fleet across towage operators would be  
required to ensure efficient and safe operations.4 

 Table 1: Growth of Tonnages at Port Hedland 

Year 
2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 

Import             

Sulphuric Acid 145,583 69,649 73,577 - 10,177 10,003 

Ammonium 
Nitrate 

          16,100 

Cement 6,872 25,148 82,803 163,604 98,573 186,870 

Fuel Oils 531,081 621,241 716,411 822,794 988,989 1,216,044 

General/Container
s 

129,150 77,908 136,075 167,796 172,286 227,186 

TOTAL 812,686 793,946 1,008,866 1,154,194 1,270,025 1,656,203 

              

Export             

Iron Ore 
106,617,0

11 
125,267,2

92 
153,895,8

82 
173,957,5

07 
192,548,6

83 
238,932,7
35 

HBI Fines - 321,702 324,389 44,576 -   

Salt 2,669,441 2,409,527 2,609,954 1,165,401 2,623,412 3,197,203 

Manganese 1,184,927 1,217,026 920,216 1,645,950 1,881,708 1,958,419 

Feldspar - - - - -   

Copper 249,824 417,075 423,050 479,545 461,383 433,904 

Chromite 219,337 209,792 180,128 143,421 173,236 411,647 

Scrap           70,245 

Livestock 6,335 7,951 5,825 7,817 -   

General/Container
s 

50,562 62,897 22,350 27,038 43,632 11,703 

TOTAL 
110,997,4

37 
129,913,2

62 
158,381,7

94 
177,471,2

55 
197,732,0

54 
245,015,8
56 

GRAND TOTAL 
111,810,1

23 
130,707,2

08 
159,390,6

60 
178,625,4

49 
199,002,0

79 
246,672,0
59 

Source: PHPA Cargo Statistics and Annual Reports 

                                            
4
 Where more than one towage company operates in a port, the port authority will have in 

force cross hire arrangements to ensure that it can allocate tugs as required to vessels. 
This ability is critical in managing an emergency, when a towage company may be required 
to provide services to a vessel that is not one of its clients. 
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Shippers 

 Iron ore shipments dominate tonnages and vessel movements and currently 60.
this trade is dominated by two shippers – BHP and FMG. 

 The 2010/11 tonnages of iron ore by shipper are shown in Table 2. 61.

Table 2: Major Shippers at Port Hedland 2010/11 

2010/11 
  

   BHP 145.6 75% 

FMG 40.6 21% 

Atlas 3.9 2% 

Mineral Resources 2.3 1% 

Consolidated 
Minerals 1.6 1% 

Moly Metals 0.4 0% 

 
194.4 100% 

Source: PHPA 

 In 2010/11 BHP accounted for 75% of iron ore shipments, FMG 21% with 62.
the smaller producers accounting for only 4%.  

 In 2010/11, with BHP accounting for 75% of iron ore shipments and with iron 63.
ore equating to 97% of total tonnage, around 72.6% of total tonnages 
handled was generated by BHP. 

 The tonnage variations of vessels means that around 79% of vessels 64.
through the Port are iron ore vessels. Hence around 59% of annual vessel 
movements are due to BHP iron ore mining operations. 

Capacity 

 Port Hedland has operated by allocating shipping capacity to the iron ore 65.
exporters.  Actual shipping and capacity shares vary.  Currently the 
allocated capacity at the Inner Harbor is as set out in Table 3. The PHPA 
has established rules for the management of capacity in situations where 
allocated capacity is not being fully used or firms need more capacity than is 
currently allocated to them.   The RHI, FMG and NWI capacities are 
currently not fully utilized by the operators. 

Table 3: Capacity By Company 

PHPA 30 Mtpa 

BHP 240 Mtpa 

FMG 120 Mtpa 

RHI 55 Mtpa 

NWI 50 Mtpa 

 
495 
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Source: PHPA 

 Securing shipping capacity is a critical element in securing mine 66.
development funding and miners seek capacity ahead of the ramp up in 
their production to be able to guarantee the ability to deliver production 
tonnages to market. For example, Atlas Iron through North West 
Infrastructure (NWI - in which Atlas has 63% interest) is building two new 
berths for export of iron ore in South West Creek.  This is part of the NWI’s 
50Mtpa port allocation under the PHPA’s  ultimate development plan.   Atlas 
currently ships 6Mtpa but the initial two berths at South West Creek is 
expected to take Atlas to 46Mtpa via South West Creek together with Utah 
Point with a target date of 2017. 

 Having capacity available is an asset.  Atlas has estimated that the current 67.
allocation it has at Port Hedland has a capital value in excess of the mine 
operation at this point in time, given the known capacity constraints at the 
Port.5 

 Shipping capacity limitations exist at the current Port primarily because of 68.
the combined effects of the tidal movements and channel configuration.  
With appropriate management of loading and vessel movements the Inner 
Harbour has an estimated capacity of 495Mtpa.  Growth of exports beyond 
this will occur at the proposed Outer Harbour. 

 Current Outer Harbour planning is for more than 8 berths exporting up to 69.
400Mtpa, run by BHP and the PHPA.  At 400Mtpa the allocation is 200Mtpa 
each. 

Projected Port Tonnages and Vessel Numbers 

 The PHPA is projecting a significant growth in Port tonnages with total 70.
activity rising significantly as iron ore exports expand.  Current planning is 
based on exports growing from around 199Mtpa in 2010/11 and 245Mtpa in 
2011/12 to just over 400Mtpa by 2014/15, 523Mtpa in 2018/19 and 650Mtpa 
by 2019/20.  These projections are shown in Figure 1. 

 Iron ore tonnages dominate total tonnages with a 95% to 97% share 71.
throughout the period.  BHP remains the dominant shipper but with reduced 
share as new mines come on stream and increase shipments.  In 2010/11 
BHP accounted for 75% of iron ore tonnage.  This will fall to 60% by 
2018/19 when total iron ore shipments are projected to be 519Mtpa of which 

                                            
5
 The Atlas iron web page notes. “At the other end of that spectrum is Atlas’ 46.5Mtpa of 

prized port capacity.  The value of this to Atlas shareholders cannot be over-stated.  An 
industry-average profit margin of up to $100 a tonne places an implied value of $4.65 billion 
a year on this asset alone, well in excess of Atlas’ market capitalisation of ~$3 billion.  The 
physical limitations of the inner harbour at Port Hedland dictate that there is no more 
capacity.  For Atlas the combination of rail access and this slice of port capacity is its 
passport to substantial growth.” 

Sourced from: http://www.atlasiron.com.au/irm/content/company_growth.html on Nov 12 
2012. 

http://www.atlasiron.com.au/irm/content/company_growth.html
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BHP will be 310Mtpa. Beyond this period as iron ore tonnages grow the 
BHP share is expected to reduce to 50% but it still remains the largest 
single shipper.  

 Vessel movements grow in line with total tonnages. Vessel arrivals are 72.
expected to grow from 1460 in 2010/11 to 2200 in 2014/15, 3170 by 
2018/19 and 3433 by 2019/20.  

 Iron ore vessel arrivals were 1157 in 2010/11 or 79%.  Assuming that this 73.
ratio is maintained, this means that Capesize vessel arrivals will be 1743 in 
2014/15 and grow to 2720 in 2019/20. 

 Other vessel arrivals would be 303 in 2010/11, 457 in 2014/15 and 713 by 74.
2019/20. 

Figure 1: Tonnage and Vessel Projections 

Source: PHPA 

Towage Sub Markets 

 The interpretation of the towage market depends in part on the particular 75.
organizational arrangements at the Port and, in part, on the required tug 
configuration, which in turn depends on the specifications and protocols set by the 
relevant port authority. 

 The nature of bulk ports often means that the shippers own the berths from 76.
which they ship and have the desire and capacity to organize their own 
shipping.  For example at the port of Dampier Rio Tinto arranges its own tug 

- 1 -

PHPA 

Market Growth  
Port Hedland – Tonnage Growth Forecast & Vessel 
Movements

0

500

1000

1500

2000

2500

3000

3500

4000

0

100

200

300

400

500

600

700

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Million Tons VESSELS

Actuals

Forecast

Right Hand Scale: All vessl arrivals
Left Hand Scale:  Iron Ore throughput in Mtpa

Actuals

Forecast



 14 

  

services for its iron ore vessels and Woodside organizes its tug services for 
LNG shipments (using RiverWijs-Dampier Pty Ltd.).  At Hay Point in 
Queensland, each coal terminal operator organizes its own tug services.  

 The historical arrangement at Port Hedland is similar.  BHP organized its own tug 77.
services as the original Port owner, and then continued to organize its own 
services after it handed the Port over to the state.  It extended its service offerings 
to other miners as their mines were developing and they were allocated capacity 
at the Port.   As is argued below, at some future point there does not appear to be 
any barrier to one of the other miners, say FMG, following this model if it believed 
there were sufficient operational and commercial advantages in organizing its own 
tug services. 

 Insofar as sub-markets are concerned at Port Hedland, the bulk and general cargo 78.
markets can be treated separately.  Both cargo and vessel type and size divide 
these markets.  Under the future tug strategy they are also effectively differentiated 
by equipment requirements and the associated level of investment required for a 
towage company to operate in them   

 The bulk market is essentially iron ore shipments in Capesize vessels.  At the 79.
current time the tonnage and vessel numbers in this market are dominated by 
BHP but BHP’s share will decline over time.  

 As noted above, into the future the PHPA has specified 85t rotor tugs to handle 80.
the Capesize vessels.  The focus of this strategy is risk mitigation in the handling of 
the large Capesize vessels, the number of which will increase significantly as iron 
ore exports expand.  The rotor tug fleet consists of a set of perfect substitutes and 
all tug jobs involving Capesize vessels are in a well defined market.  Multiple 
operators in this market would offer virtually identical products. 

 The general cargo vessels are much smaller, can be handled on shoulder tides 81.
and do not need to be escorted by the powerful 85t rotor tugs.  In fact to do so 
would arguably represent over-investment in capacity for this part of the market. 
The existing tugs would suffice and the Pivot report recommended retaining a 
small number of such tugs for precisely this purpose.  Under the proposed tug fleet 
configuration, the less powerful tugs suitable for the general cargo vessels and the 
new powerful rotor tugs are not viable substitutes.  The smaller tugs can continue 
to be operated from the existing tug haven, reducing entry costs to this market. 

 This market distinction has implications for competition in the market and for the 82.
prospect of successful competitive entry strategies. 

 Using the data from Figure 1 allows an analysis of the expected trend in 83.
vessel arrivals, vessel movements and an indicative assessment of the 
number of tug jobs based on assumptions about the number of tugs per 
vessel. This is shown in Table 4. 
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Table 4: Indicative Market Size 

 
2007/08 2008/09 2009/10 2010/11 2011/12 2015/16 2018/19 

Tonnage 130,707,208 159,390,660 178,625,449 199,002,079 246,672,059 454,883,500 522,879,500 

Iron Ore 125,267,292 153,895,882 173,957,507 192,548,683 238,932,735 440,118,000 505,547,000 

Other 5,439,916 5,494,778 4,667,942 6,453,396 7,739,324 14,765,500 17,332,500 

        Vessels 888 1,027 1,303 1,460 1,843 3,106 3,582 

Iron Ore 702 811 1,029 1,153 1,456 2,515 2,889 

Other 186 216 274 307 387 591 693 

        Tug 
Jobs 6,358 7,353 9,329 10,454 13,196 22,482 25,884 

Iron ore 5,612 6,491 8,235 9,227 11,648 20,120 23,111 

Other 746 863 1,095 1,226 1,548 2,362 2,773 

Source: Estimates based on PHPA data and assumptions about tugs per vessel. 

 Actual tug jobs cannot simply be extrapolated based on the number of ships 84.
because the number of tugs used for any particular job will depend on a 
variety of conditions including ship size, tidal conditions and tug allocation 
rules. 

 The numbers in the table are based on four tugs per iron ore vessel and two 85.
tugs per non iron ore vessel.  Any deviation from these assumptions will 
alter the number of tug jobs.  At an average of three tugs per iron ore vessel 
the 2018/19 jobs are more like 20,000.  Similarly actual tonnages in the 
future may differ from expectations and this will of course influence the 
number of vessel movements and associated tug jobs. 

Economies of Scope and Scale in Towage 

 The size of the projected market as set out in Table 4 invites consideration 86.
of the possibility of there being more than one operator. 

 Economies of scale and scope are both reasons why industries may have 87.
fewer rather than more operators.6 

 Towage has often been defined as a natural monopoly within a port.7 
This means that the economies of scale are such that all towage 
operations are best handled by a single operator.  

 Economies arise out of the organization of towage as volume grows.  As 
shipping volumes grow a larger tug fleet is needed.  As vessels increase 
in size, multiple tugs are needed to handle vessels. At bulk ports 

                                            
6 Economies of scope are thought to potentially exist when operators work across ports  The isolated 

nature of Port Hedland combined with the specific equipment required (85t rotor tugs) suggests that 
economies of scope are not relevant in this case. 

7
 Gans, Hanks and Williams (2001). 
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handling Capesize vessels requires the use of two, three or even four 
tugs on a single vessel.  This is the case at Port Hedland, Dampier and 
Hay Point.  The scale argument is primarily based on the roles of the 
multiple tugs.  These roles are highly complementary such that the 
expected costs of coordinating them across vessels would be lower if the 
tugs were commonly owned.  If this is true then, as Gans has argued, 
“this makes competition ‘on-the-water’ both potentially unsustainable 
and also potentially costly relative to situations where there is a single 
provider” (Gans and King 2002).  However, even where multiple tugs per 
vessel are the rule for a bulk port, more than one towage operator can 
exist.  This is true of Hay Point where each coal terminal operates its own 
tug fleet (see para. 97). 

 Where the tug fleet is uniform, as is proposed with the move to the 85t 
rotor tugs at Port Hedland, optimization of backup capacity may be easier 
with a single operator. Multiple operators may incur an additional cost 
through investment in more back-up capacity than is required. For 
example, with two operators each may require a back-up tug even though 
the aggregate fleet may require only one for optimal operation of towage 
in the Port. 

 Insofar as economies of scale are concerned at bulk ports no meaningful 91.
studies have been undertaken.  The Productivity Commission (2002), 
reflecting submissions to it, indicated that 8,000 tug jobs per annum was 
potentially enough to justify more than one operator at a port. 

 Whether this benchmark is appropriate for bulk ports like Port Hedland or 92.
whether the common ownership arrangements for multiple tug operations 
extend beyond the 8,000 tug job market size is not clear on the available 
evidence.   

 Each port is configured differently and varies in terms of its towage 93.
protocols, its requirement for multiple tugs per vessel, its own investment in 
berths and the extent to which investment in berths and tugs is the 
responsibility of users.  

 There is likely to be a considerable difference in the optimal towage 94.
arrangements between:  

 a multiple general cargo port, where the port authority owns berths, 
and towage companies enter based on supplying tugs and leasing 
berths;  

 a bulk port, where users may own berths and tugs and employ towage 
companies as operators;  and 

 a bulk port, where towage companies are expected to fund their own 
berth investments.  

Similarly we expect differences in the optimal towage arrangements when 
multiple tugs are the standard requirement for towing vessels. 
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 As discussed above the major bulk ports, including Port Hedland, have 95.
significant user ownership of infrastructure and multiple tug requirements.  
At Port Hedland new operators would be expected to invest in any berths 
and any related infrastructure required to operate at the Port. 

 We can consider arrangements at other bulk ports to get some indication of 96.
scale issues and numbers of operators, although other Australian bulk ports 
do not match the scale of shipments at Port Hedland.  

 Bulk port arrangements vary.  For example, at Hay Point two coal terminals 97.
operate – Dalrymple Bay Coal Terminal (DBCT) and Hay Point Coal 
terminal (HPCT).  At DBCT, Daltug Pty Ltd provides towage.  At HPCT, 
Teekay Shipping provides the towage services.  Both companies provide  
line services to vessels as well as tugs.  In 2010/11, the port shipped  
87,805,164 tonnes. 54,664,876 tonnes were shipped through DBCT and 
33,140,288 tonnes through HPCT.   Daltug operates three tugs at DBCT 
and Teekay operates two tugs at HPCT.  A total of 892 bulk carriers visited 
the port during the period 2010-11. Ship movements usually have a 
minimum of two tugs (North Queensland Bulk Ports Corporation 2011).   

 At Dampier, Rio Tinto operates five tugs with bollard pulls ranging from 45t 98.
to 65t as well as 2 line boats and one pilot vessel.  The iron ore exports in 
2010/11 were 138.3Mtpa which was 82.6 percent of total cargo.  For this 
tonnage around 840 vessels are needed.  Assuming three tugs per iron ore 
vessel and two per other vessel gives a tug job estimate around 5000 tug 
jobs per year.  There were 2381 trade vessel arrivals in total, which pushes 
the load higher.  This suggests a total of over 10,000 tug jobs at the port.  

 Clearly arrangements differ and no clear cut picture is easily discernible. 99.
However, currently Port Hedland has a bulk cargo load measured either as 
tonnage, vessels or  tug jobs equal to or above those at these ports.  A priori 
and on volume grounds alone, this suggests that the market is big enough 
for a second operator to be contemplated.  

 The projected growth in volumes reinforces this argument. However, 100.
currently and into the near future, shipments will be dominated by BHP and 
in bulk ports terminal operators/miners usually organize their own towage. 
BHP does this at Port Hedland.  This may limit scope for a second operator 
for some time.  

 Currently Teekay provides towage for the whole of the towage load at Port 101.
Hedland.  As tonnages have grown, so have vessel numbers and tug 
requirements.  Total tonnages have more than doubled from 111.8 Mtpa in 
2005/06 to 246.7Mtpa in 2011/12.  Teekay has managed towage services 
throughout this growth under the direction of the PHPA. 

 Data on average costs and prices paid by users is not available but we can 102.
presume that Teekay has remained profitable throughout the expansion. 
Indicative evidence from the surveys of Port users indicates broad 
satisfaction with service arrangements at the Port, including towage.  This 
might be interpreted to mean that Teekay has contained costs and prices 
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within reasonable bounds.  This does not necessarily mean that there are 
economies of scale throughout the output range. It is consistent with a 
constant average cost.  

Prospects for Entry 

 Port Hedland is unique because of the tidal movements, narrow channels 103.
and large vessels (para. 9). This carries the risk that an accident can block 
the channel and cause major delays and costs to users (paras 10, 11 and 
113.  The PHPA is responsible for development of the  necessary rules and 
protocols to ensure safe and effective towage. 

 Given the technical challenges for towage, the key initial question is whether 104.
the Port could function safely and effectively with more than one operator for  
bulk vessel towage. 

 My understanding is that this is possible, so long as: 105.

 all tugs are as specified by the PHPA; 

 vessel management, including queuing and allocation of places in 
entry and departure convoys, are controlled by the PHPA;  

 operating rules are as set by PHPA for the multiple operators and 
operations; 

 tug allocation is controlled by the PHPA; and 

 appropriate emergency response and cross hire rules exist.8 

 If all towage scenarios can be accommodated via appropriate scheduling 106.
and towage rules, it is still likely to put additional cost onto the Port.  If the 
cost structure did go up in managing two operators, charges by the Port 
would increase.  This is precisely the scenario that Gans (2002) envisaged. 
However, this potential cost increase would have to be balanced against 
any competitive advantages that a second operator would bring. 

 Under current proposals, BHP would build a tug haven at Hunt Point.  My 107.
understanding is that this of itself does not technically prevent a second 
operator.  A second operator could build pens at South West Creek or 
Lumsden Point.  

 Therefore, there does not appear to be any barrier to a second operator 108.
inherent in the unique operating conditions of the Port.  Whether a second 
operator is economically viable in its own right and whether it is the most 
efficient overall arrangement for the Port is largely a separate issue.9 

                                            
8 Cross hire rules and tug allocation control by the PHPA would be required to deal with situations of 

a mismatch between vessels and tugs. For example if BHP has say 14 tugs and a new entrant 6, the 
rules must be able to deal with a case where four ships arrived in sequence that which were the 
entrant’s customers and required potentially more than 6 tugs. 

9
 It is not entirely separate because the South West Creek and Lumsden point options may be second 

best compared to Hunt Point and a cost disadvantage may occur. 
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Entry 

 If Teekay is profitable now at current volumes then a second profitable 109.
operator would seem possible at projected tonnages based on the non BHP 
and general cargo tonnages.  Whether the second operator can achieve the 
required tonnages in competition with Teekay is a moot point.  

 Early entry presumes that the current general cargo and iron ore shippers 110.
are open to a shift from Teekay. 

 There are cogent economic reasons why they may not be interested in 111.
shifting away from current arrangements. 

 Iron ore vessels being towed at the Port carry valuable cargos, value being 112.
a function of the iron ore price per tonne and tonnage carried.  At a price of 
$120 per tonne and a cargo of 160,000 tonnes an average vessel carries 
iron ore worth just under $20 million.  At an average towage charge of  
$104,000, towage is around half of one percent of cargo value.  Shippers 
may not consider the potential gains from alternative towage arrangements 
significant.  Available evidence suggests that users are satisfied overall with 
the service and are not demonstrating a push for change which is consistent 
with this view (PHPA, 2009).10 

 There is potentially a more important consideration.  In 2011/12 the Port 113.
shipped 239Mt of iron or 654kt a day worth around $78 million at $120 a 
tonne. 

 The biggest risk to this revenue flow for all operators collectively is towage 114.
and the risk of a grounding.  Currently, along with the PHPA, BHP effectively 
manages this risk through its operation of towage.  Going forward the 
investment by BHP in the new rotor tugs and new tug haven at Hunt Point 
improves the risk mitigation for all with no requirement for other miners to 
invest in either tugs or pens.  Given the demand on their resources and the 
stage of their development this may suit these firms particularly well.  

 Notwithstanding the above, it is useful to consider how entry might proceed 115.
and whether there are major barriers to entry.  The relevant market to 
consider here is the Capesize towage market.  This demand breaks down 
into BHP and non BHP.  

 BHP organizes its own towage through Teekay.   It proposes to invest in 116.
new rotor tugs and new tug haven facilities at Hunt Point.  It is therefore 
reasonable to assume that BHP will continue to organize its own towage.  A 

                                            
10

 It should also be noted that the other major users are all experienced miners and 
shippers. They should be knowledgeable about shipping and towage and towage costs. 
Arguably they would move to secure better terms and conditions or even a new/second 
towage operator if it was in their own best interest to do so.  
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towage company wishing to enter this part of the market would have to 
convince BHP to appoint it as towage operator ahead of the incumbent.11 

 If BHP is committed to arranging its own towage via Teekay, then the 117.
available market for a second entrant is derived only from non BHP iron ore 
customers.  

 In 2010/11 BHP accounted for 75% of iron ore tonnage.  This will fall to 60% 118.
by 2018/19 when total iron ore shipments are projected to be 519Mtpa of 
which BHP will be 310Mtpa.  Beyond this period as iron ore tonnages grow 
the BHP share is expected to reduce to 50%.  

 Hence, it is unlikely that this market for non BHP Capesize tug jobs will be a 119.
large enough in aggregate for a potential second operator (if the usual 
volume benchmarks are applied) until 2018/2019. 

Entry Costs 

 Under the proposed towage arrangements a fleet of 22 rotor tugs is needed 120.

to handle Capesize vessels. Licence holders are required to supply the 
required tugs and all associated infrastructure, including tug haven pens and 
landside services. 

 For any potential entrant this capital cost will be a function of the number of 121.

tugs it chooses to enter.  No costing data is available, but based on BHP’s 
proposed expenditure, an upfront cost of  a few hundred million dollars is 
indicated. 12  For a towage company this is a significant entry cost. 13  
Moreover, a good proportion of this cost would be written off if exit is 
required.  This is because it is investment in immobile berths and specifically 
designed tugs suitable for Port Hedland are potentially not easily transferred 
elsewhere.14   

 Given this cost it seems most realistic that entry would be facilitated by or be 122.
conditional on: 

1. Another mining company, like FMG, seeking a towage licence in its 
own right to replicate BHPs approach. It would then go to market to 

                                            
11

 BHP has altered its arrangements over time (para. 19). Entry via this route is not 
impossible but depends on how BHP chooses to operate its licence not on the PHPA. 

12
 A cost above $1 billion is quoted for a rotor tug fleet of 22 with associated tug haven at 

Hunt Point. (BHP 2011). 

13
 It is possible that the users would find it relatively easier than the towage companies to 

afford and justify these infrastructure costs given the scale of their existing investments in 
the Port. 

14
 Contrast this with the recent withdrawal of Kotug from the Port  of Le Havre. Of its five tugs two  

‘Rotor’ tugs were returned to the parent company in Rotterdam and three ASD tugs were relocated to 
sailed Falmouth in the UK.  As reported in Maritime Journal  and source at 
http://www.maritimejournal.com/features101/tugs,-towing-and-salvage/kotug-and-snrh-give-up-the-
unequal-struggle-in-le-havre. Sourced on 9 November 2012. 

http://www.maritimejournal.com/features101/tugs,-towing-and-salvage/kotug-and-snrh-give-up-the-unequal-struggle-in-le-havre
http://www.maritimejournal.com/features101/tugs,-towing-and-salvage/kotug-and-snrh-give-up-the-unequal-struggle-in-le-havre
pah
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seek an operator and, like BHP, build and own its haven pens and 
tugs.  A long term towage licence would be needed to justify 
investment. 

2. A towage company approaching mining companies, like FMG, 
offering to do their towage and to build the required haven and tugs. 
Again a long term towage licence would be needed to justify 
investment.  

3. PHPA calls for EOI for a second towage operator with a licence on 
offer long enough to justify investment in haven and tugs 

 Setting up ‘on spec’ which is how entry occurs in many markets is out of the 123.
question here because of the scale and nature of the investment required in 
haven pens and tugs to target the Capesize market and because of the 
small number of target customers.  It would also be inefficient because of 
the changes that would have to be made to the Port operating rules to 
accommodate the entrant. 

 A towage company approaching the PHPA to set up independently and 124.
'chase' business seems more likely for the general cargo market, but 
possibly not until the transition to rotor tugs and the new haven commenced 
and capacity is available at the existing haven. 

Review of Operator Numbers 

 The indicative evidence on volumes projected for the Port suggests that a 125.
second operator may be feasible.  Entry by a second operator is technically 
possible, but upfront cost would be significant, sunk costs are non trivial and 
the number of target customers is small.  

 Insofar as the Capesize market is concerned a second operator into the 126.
market would arguably need to have one of the major shippers as a 
customer to justify the required investment in rotor tugs and new pens. 
Presumably they would seek a lengthy licence and contract to justify the 
required investment.  Given the current arrangements and the preference of 
BHP’s commitment to owning berths and tugs and to organizing its own 
towage, an additional new operator buying rotor tugs and building pens 
would be targeting the non BHP trade.  On current projections it would be 
some time before this trade is large enough based on current benchmarks.15 

 However, recognising that in future there will be a distinction between the 127.
tugs used for Capesize vessels and for general cargo vessels, the general 
cargo market may be considered a separate sub-market.  The general cargo 
market provides an obvious opportunity for a new operator, although the 
point at which the general cargo towage market size might justify a new 
operator or a tender would need to be determined.  

                                            
15

 It has been suggested that an operator may set up with a small number of tugs and 
“cherry pick” tug jobs (BHP 2011). This seems a more likely course of action for the general 
cargo market that the Capesize market. 
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 The PHPA has indicated that it wishes to investigate the prospect of a 128.
second operator before making a decision on further licences.  

 There is nothing unusual about such an action.  Managers are expected to 129.
assess commercial viability when they appoint operators for critical 
infrastructure and the tug fleet is critical to the PHPA and to the safe and 
efficient operation of the Port. 

 If two operators were feasible on volume grounds, the PHPA would need to 130.
be able to ensure that they could both be viable, at least in the first instance. 
Given the specific design requirements for the rotor tugs, the required 
equipment is not that mobile.  It cannot easily be located to other ports or 
sourced from other ports. The required investment in berths is immobile 
capital.  Both represent potentially significant sunk costs that may need to 
be written off should an operator prove to be non-viable. 

 In these circumstances the PHPA would need to have adequate provisions 131.
in place to ensure that all tugs remain available in the event that one 
operator experienced financial difficulties, as all tugs would be needed 
online to secure the safe and efficient operation of the Port.  The 
introduction of a second operator would also require the development of 
operating rules such as cross hire rules. 

 These viability and continuity issues are also relevant in the current 132.
situation, but presumably the backing of BHP combined with its financial 
scale and clear vested interest in ensuring iron ore shipments, has been 
accepted as a form of security for the towage operation.  

 This potentially changes if a situation arises where say, two or more 133.
operators control the rotor tug fleet. The failure of either one might 
jeopardise Port operations.  Of course risk mitigation in this area might be 
best fulfilled by having another miner invest in the necessary berths and 
tugs and appoint a towage operator, as BHP does now.  As noted previously 
it is likely to be some time before non BHP volumes might justify such an 
action assuming that other miners were interested in this model. 

 The PHPA review is therefore economically sensible in that it can consider 134.
what is required for viability, the licence conditions that would be needed to 
minimize risks to Port operations in the eventuality of an operator failing and 
what general operating rules need to be applied to both operators to ensure 
efficient operations.  

 The time for the review does not necessarily close off future entry strategies 135.
for a potential operator.16 

                                            
16

 The stated time frame suggests that the BHP commitment will lead to about half the 
required tug haven capacity being available by 2015.  Ideally a decision on a second 
licence would occur before the full investment takes place. Otherwise, any second operator 
would be in a position of creating potentially significant excess capacity on entry which my 
place them at a competitive disadvantage compared to the incumbent. 



 23 

  

The Public Interest 

 In general, competition and encouraging competition is consistent with 136.
achieving both efficiency and safety.  Usually this would be interpreted to 
mean having more than one operator with on-the-water competition.  In 
ports where the natural monopoly argument is accepted the emphasis 
moves to encouraging contestability through tender.  

 The efficient and safe organization of towage at Port Hedland is critical to 137.
port operations and by definition in the public interest.  The key requirement, 
for risk mitigation, as set out by the PHPA, is transitioning to the new 85t 
rotor tugs and securing a tug haven for them.  The full capital cost of this 
risk management and expansion strategy is greater than $1 billion. The 
PHPA has indicated that it is not in a position to make this kind of 
investment. It requires the towage operators to make the requisite 
expenditure commitments. 

 Having more than one operator for the Capesize vessels is not inconsistent 138.
with high levels of risk mitigation so long as all operators commit to the 
PHPA designated 85t rotor tugs, provide appropriate haven facilities and 
operate according to the PHPA protocols.  

 The circumstances at Port Hedland are somewhat different from the usual 139.
cases discussed in the literature. 

 The incumbent towage operator (Teekay) is vertically linked to BHP as the 140.
shipper.  BHP has always organized its own towage, is already planning for 
the required investments in new rotor tugs and tug haven and has 
commenced delivery of rotor tugs. Effectively this means that the most 
reasonable assumption to make is that BHP will continue to organize its own 
towage going forward. 

 Any second operator, for reasons presented previously, would take some 141.
considerable time to organize entry to the market.  At one level, the time 
delay for a second operator relates to negotiating a licence with the PHPA, 
designing and building a haven and placing orders for and taking delivery of 
the required rotor tugs.  Overriding this, however, is the issue of securing 
customers.  In the near term, the BHP tonnages dominate and sufficient non 
BHP volume is a few years away based on current projections (Table 4). It 
seems therefore, that even if a second operator was to secure customers at 
the earliest opportunity and make the necessary investment decisions entry 
is some years away. 

 If the above is a correct reading then the PHPA is confronted with a 142.
significant problem in moving to the preferred risk mitigation strategy.  Only 
the incumbent is in a position to commence the transition to the rotor tugs 
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and to build the new haven.  In the near term such investments primarily 
mitigate risk for BHP and as a spinoff the other shippers (para.114). 17 

 The potential costs of groundings are well documented and accrue to the 143.
PHPA, the shippers and the State.  The PHPA has identified moving to a 
fleet of 85t rotor tugs specifically designed for Port Hedland as a critical 
element in this strategy.  

 Given this, the public interest would be best served by expediting the risk 144.
mitigation strategy and moving to minimize the risk of a grounding as soon 
as practical. 

 Considerable time has already elapsed. The original report that 145.
recommended this approach was released in 2009, some three years ago. 
In the period from 2009/10 to 2011/12 iron ore exports grew from 174Mtpa 
to 239Mtpa and total vessels from 1303 to 1843.  Logically with essentially 
the same equipment in operation, the probability of an incident will have 
grown18.  More significantly by 2015/16 iron ore tonnages are expected to 
increase to 440Mtpa and total vessels to around 3100, increasing risks still 
further.  

 If changes to the towage operation were put on hold and tenders called for 146.
one or more licences then the start date for operation from a new haven(s) 
with rotor tugs is potentially delayed substantially.  The PHPA would have to 
determine licence conditions and tender rules, determine the operating rules 
for operators, go through the bidding process and select operators. 
Operators would have to agree to provide a specified number of rotor tugs 
and to build appropriate haven facilities, each committing potentially several 
hundreds of million of dollars.  Discussions with the PHPA suggest that the 
timeframe for this is as late as 2017/18. In the meantime the current 
methods of operation with the associated risks would continue. 

 The preferred risk mitigation strategy can be commenced immediately with 147.
the incumbent.  This is because BHP has already commenced the design 
and engineering the new rotor tugs and tug haven.  The required tugs take 
around 18 months to build and deliver.  BHP is able to expedite the delivery 
of tugs (two hired rotor tugs are already in the Port) and construction of the 
tug haven.  My understanding is that this process will deliver a number of 
rotor tugs and about half the required tug haven capacity by 2015.  

The BHP Licence 

 The proposed licence to BHP is necessary for BHP to operate as a towage 148.
provider.  

                                            
17

 As this process occurs both rotor and ASD tugs will have to be coordinated. This may be 
one case where common ownership reduces transaction costs.(para. 89) 

18
 Of course it is expected that PHPA will have continuously monitored and improved 

protocol in that time.  
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 Potential economic implications follow from the nature of the licence.  149.

 It is a non-exclusive licence.  The PHPA is not precluded from offering 150.
further licences.  Potential operators are not precluded from approaching the 
PHPA and alone, or in conjunction with shippers, seeking a licence (albeit 
under equivalent terms and conditions to those of the incumbent).  

 The licence is 25 years.  A long licence is justified by the need to secure a 151.
return on tug and haven investments.  Potential entrants into the Capesize 
market would need an equivalent licence and, as argued above, these 
potential entrants would also require licence lengths consistent with their 
required investment in tugs and havens (para. 122). 

 BHP is currently the dominant shipper and even in the long run it remains 152.
the dominant shipper but with a smaller share of tonnage at around 50% 
(para. 71).  

 At bulk ports such as Port Hedland, Dampier and Hay Point major shippers 153.
organizing their own shipping appears quite standard.  BHP has done this 
for many years at Port Hedland and does it elsewhere (e.g at the HPCT).  

 In effect this makes a licence for BHP the default.  Arguably, the PHPA 154.
would not be able to designate a towage firm for BHP by, in effect, tendering 
out BHP’s towage and neither would it be efficient to do so.  There would be 
a risk of significant disruption and substantial transaction costs. 

 This being the case, economically it seems most efficient to grant the 155.
incumbent a non-exclusive licence but to  ensure that options are kept open 
for a second operator should the demand for such a service arise. 

 As noted in para. 107, locations for other tug havens exist and operational 156.
rules can potentially accommodate more than one operator. If a second 
licence for Capesize vessels is to be issued, arguably it needs to be before 
the full expansion of fleet and tug haven by the incumbent has been 
completed (para.135).   

 That being the case, the key issue is simply whether a second operator can 157.
develop a successful  entry strategy based on securing sufficient  customers 
to justify the upfront investment required to enter.  
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