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Godfrey Hirst Australia (GHA) appreciates the oppoity to present this submission to the
Independent Review of Australia’s TCF Industries.

In addition to this submission, Godfrey Hirst Aadi contributed to the submission by the

Carpet Institute of Australia Limited, and suppdite recommendations contained in that
submission.
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Recommendations

« Additional funding should be allocated to SIP tmi@vmodulation in the last 3 years
of the current scheme

* Introduce an unmodulated Investment Facilitatioth Enmovation program for 2010 to
2015 funded at similar rates to the existing SIP

e Support for innovative product development, procésprovement and market
development for innovative products should be mtedifor 2010 to 2015

» Restrict eligibility for the scheme to locally badsmanufacturers primarily engaged in
producing eligible TCF products

* No further tariff reductions

 The Commonwealth Government should specify ACCS/EEfled carpets for its
own accommodation needs

« Product labelling requirements should be activaljoeced for all carpet products
supplied to the Australian market

» State and Federal government imposed costs ontdaeployment should be
reduced.

» Support should be provided for investigating th&alelsshment of a national carpet
recycling program

e The Post - 2010 program should provide assistarare tfaining and skills
development either in-house or through linkagesh weixternal training institutions
and tertiary providers

» Financial support available to carpet firms undher proposed Investment Facilitation
and Innovation program should include a 10% graitftufactor for projects or
activities undertaken by eligible firms in regiomakas.
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Godfrey Hirst in Brief

Godfrey Hirst is Australia’s largest carpet mantidfiaer, and the company ranks as
one of the top 10 carpet manufacturers in the woatdd on sales revenue. Most
global companies specialize in synthetic carpetgchvdue to their use of filament

yarns and scale of operations provide opportunittesmanufacturing efficiencies

greater than in similar sized companies in AusraliThe technical and financial

challenge associated with our requirement for Hiity is highlighted by the fact that

comparable sized facilities in the United Stated Borope manufacture only 10-15%
of Godfrey Hirst’'s product range.

Godfrey Hirst employs over 1150 people mainly at ntanufacturing facilities in
Geelong, Bayswater, Benalla, Braybrook and distidgioucentre at Laverton.

Godfrey Hirst is the world’s largest producer ofak@arpet yarn and wool carpet,
and produces approximately 50% of all wool carpatienin Australia.

Godfrey Hirst is vertically integrated in both natuand synthetic fibres — this
includes extrusion of nylon in both white 6 and @&d coloured 6, polypropylene
yarns, wool spinning, yarn texturizing and tuftingd finishing of roll carpet and
carpet tiles.

Godfrey Hirst produces approximately 45% of thalt@tustralian carpet production
and approximately 10,000 tonnes of synthetic yamually.

Godfrey Hirst has a major focus on export salesamently represents two thirds of
the total industry exports. Our major markets hawatinued to be developed and
despite the appreciation of the Australian dollapats have increased by 26%
between 2003 and 2008. Sales to North Americahmst important market, grew
by 18% over the same period.

In December 2006 Godfrey Hirst acquired FelteXijnidation) and initiated a major
restructuring and reinvestment program, which igoamg.

Since 2001 Godfrey Hirst has spent over $190 milbm capital expenditure across
its Australian manufacturing facilities with a majofocus on technology
improvements, investment in synthetic yarn produgtand rationalization of plants
following the Feltex acquisition. The rate of exgiare has accelerated in recent
years and will be around $30 million in the currBnancial year.

The company also undertakes a significant researuh development program.
Research into fibres at the various stages of fmamstion is complemented by an
extensive process improvement program into the amchl processes of
transformation. An extensive design program i aenducted to identify and
develop new products and features.
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Industry Context

The Australian carpet industry has experiencednske rationalization and restructuring
over many years. There are currently some 20 campistin Australia, compared to about 50
in the early 1990s.

According to the ABS, carpet manufacturing employ&#00 in 2005-06 and sales and
service income was $1.1 billion. The Australianpearmarket is mature and growth over the
past 20 years has averaged less than 1%.

Australia’s carpet tariffs have fallen from 37.5801990 to 10% in 2005. At the same time,
carpet imports have increased at an inversely ptiopal rate.
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In 2006-07 Australian carpet production was 42 msagtmch is 3% less than 5 years ago.
Imports increased by 85% over the same period awd account for 32% of total market
supplies, compared to a figure of 20% in 2001-02e Magnitude of the increase is due in
part to the emergence of China as a major expoftarachine made carpets, as opposed to
traditional handmade rugs, as well as, the stravitpard New Zealand remains the largest
source of carpet imports, however, Chinese imgut® grown strongly over the past 5 years
and this trend is expected to continue.

The growth economies, including China and Indigpgradvantages over Australia as a

manufacturing location because of their weak emwirental standards, under regulated
labour conditions and protected home markets tisatichinate against imports.
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Over the past 5 years Australian carpet exportdjeB% to a figure of 3.7 msgm. However,
Godfrey Hirst's exports increased by 26% over thene period which includes an 18%
increase in the company’s biggest and most impbnemket, North America.

The Australian carpet market is very dynamic anctimbas changed since the post 2005
TCF policy and assistance measures were devel§umede of the more important influences
have been:

» the growth in imports

» the strong Australian dollar

» higher water, fuel, energy and raw material costs

» chronic skills shortages associated with an ageiokforce and difficulty attracting
younger workers, particularly in regional areas

» climate change

» the failure of recent trade agreements to deliverproved market access
opportunities.

Notwithstanding the obvious challenges, the Australcarpet industry has made steady
progress in repositioning itself within the globalarket through restructuring, capital

investment and innovation. The Carpet Institutelsmsission clearly demonstrates through a
series of company case studies that SIP and tifieganse have greatly enhanced the ability
of carpet manufacturers to respond to the competitthallenges by restructuring,

modernising manufacturing assets and undertakingovettive product and process

development.

Godfrey Hirst has used SIP as a key enabler inctirapany’s efforts to become truly

international competitive. Some examples of prgjestdertaken are outlined in case studies
contained in the confidential Attachment to thibraission.
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Major |ssues

Programs and Policies

At the last inquiry the Carpet Institute and Gowfi¢irst requested a 10-year extension of
SIP and no further unilateral further tariff cut®wever, a 5-year program was implemented,
and tariff cuts to 5% were scheduled for 1 Jan2ad0.

Recent developments have increased the magnitudineofchallenge facing the carpet
industry, and confirm the need for positive assis¢ato 2015. This will help the industry to
consolidate the gains made in recent years andte fiorward with greater confidence.

With the benefit of an additional 5-years GodfreyrsH will continue to invest in its
Australian operations and to meet the challengesm@&hWhile much remains to be done
Godfrey Hirst is confident that the company willrther consolidate its position as the
leading carpet manufacturer and to continue to Samu developing innovative, high value
products for the local market and premium nicheoeixmarkets.

Australia has one of the most open markets in thedafor trade in TCF products. In marked
contrast, many other countries have continued tontaia restrictive tariff and non-tariff
barriers, which to a greater or lesser extent redwr ability to export.

There are also tariff avoidance strategies knowbhedaused throughout Asia. An example,
known as ‘submarining,’ relates primarily to exgoout of China, shipped via Hong Kong in
transit. Through the use of dishonest freight fodeas, no VAT is paid ex China (normally
17%) or any taxes when transiting through Hong KOHge correct practice is to pay the
VAT and claw back around 14%.

Recent free trade agreements have had the peeféese of increasing import competition in
Australia while, at the same time, not improving rkes access for Australian exports.
Godfrey Hirst believes this anomaly should be asikd, starting with US ‘yarn forward’
rule of origin. Despite these concerns Godfrey Hissin favour with the proposed trade
agreement between Australia, New Zealand and th&AAS bloc, provided that this

Agreement delivers genuine market access oppaearidr Australian exporters.

Recommendations:

» retain SIP until 2010 and increasing the annuagbutb avoid modulation

* no further unilateral tariff cuts

* introduce a new unmodulated Investment Facilitatiod Innovation program for 2010 to
2015 funded at similar rates to the existing SIP

» restrict eligibility for the scheme to locally basenanufacturers primarily engaged in
producing eligible TCF products

Godfrey Hirst strongly agrees with the Carpet $ti's contention that Government has a
role in ensuring that the market is properly infednas to the origin, fibre content and
environmental impact of carpets available in AUgrd his may be achieved by government:

» specifying carpets that have been graded usingdtpet industry’s Australian Carpet
Classification Scheme (ACCS) and Environmental i@extion Scheme (ECS).
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« enforcing labelling requirements

The carpet industry is concerned that reforms lawved to deliver any real improvement in
government imposed taxes and charges, such asllptgxoand workers compensation
premiums, that can add significantly to direct labgosts. These costs are considerably
lower in New Zealand and work practices are moegilile than in Australia. Both issues
need to be addressed and resolved.

Climate Change and Environment

Godfrey Hirst has taken major steps to improve remnental performance across all areas
of our business operations. Godfrey Hirst has Baantly reduced water and energy usage
and increased recycling of waste in its manufactufacilities. Further details are contained
in the confidential Attachment.

Godfrey Hirst supports the industry’s Environmer@artification Scheme and recommends
that government departments and agencies specify g@ded carpets for use in public
buildings. Recycling of old carpet is an importariority for the carpet industry.

The biggest environment challenge facing the ingust of course global warming and
greenhouse gas emissions abatement, which will lraweajor influence on the future
structure of the Australian carpet industry.

Recommendations

» support should be provided for investigating th&alelsshment of a national carpet
recycling program

« a future Investment Facilitation and Innovationgreon should provide support for
eligible environmental upgrades including dealinghvelimate change, transforming
energy use to renewable sources and carbon trading

Education and Skills

Godfrey Hirst has continued to invest in managenuavielopment programs incorporating
our graduate program, which includes an annualkéntaf multi disciplined graduates
covering engineering, computing, science and bssireudies etc for extensive training
throughout our business operations.

Skills shortages are a major problem throughoutctimpet industry. Institutional providers
are not providing training in key skill areas, andnufacturers must rely on internal training
or attempt to recruit people from overseas.
Recommendation

» the post 2010 program should provide assistancé&doring and skills development

either in-house or through linkages with extermaining institutions and tertiary
providers
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Regional and Social

Godfrey Hirst directly employs approximately 600opke in Geelong and is the second
largest non-government employer. The company hathanregional plant in Benalla with a
workforce of approximately 140 people. Both plaate major contributors to the local
economies, and any reduction in carpet industryigctwill be magnified through these

regions.

Godfrey Hirst supports the Carpet Institute’s piggdothat, in recognition of the public
benefits that flow from stable and growing carpetivity in these areas, any claims for
expenditure and activities under the proposed nveist Facilitation and Innovation program
in regional areas should attract a higher rataippert.

Recommendation
« financial support available to carpet firms under proposed Investment Facilitation

and Innovation program should include a 10% grapitftufactor for projects or
activities undertaken by eligible firms in regioaéas.
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