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EXECUTIVE SUMMARY/KEY POINTS 

 

APPEA welcomes the opportunity to provide comment on the draft Energy White Paper (EWP).  This 
process provides the opportunity to develop a policy framework to guide and facilitate the long-term 
development of Australia’s energy industry.  This means the EWP should have a long-term focus with 
policy measures based on the operation and enhancement of competitive markets. 
 
APPEA is generally supportive of the principles-based framework that appears to underpin the EWP’s 
consideration of key policy issues.  It is vital that all options/recommendations/proposals contained 
within the EWP should be tested against these principles.  In particular, the principles should be used to 
assess the many calls for policy interventions that are likely to be contained in submissions to the EWP 
process.  All such calls for policy interventions should be tested rigorously against these principles; 
especially that any proposed interventions address identified market failures. 
 
In this context, it is important that ‘market failure’ be correctly defined.  Too often, calls for policy 
interventions reflect dissatisfaction with the operation of competitive markets, or have an ‘industry 
development’ justification, and do not reflect genuine market failure.  Calls for intervention on this basis 
should be resisted in the EWP. 
 
In recent months there has been a resurgence of arguments advancing – as a policy objective in and of 
itself – the idea of ‘adding more’ value to our raw materials by further processing.  Proponents of such 
arguments assert without evidence that raising the value of a product through further processing as 
synonymous with increasing value added.  This is not necessarily the case.  If increasing a commodity’s 
market value requires extensive inputs of materials and services, then value added may not increase much 
at all – or it may even fall.  Policies which raise the gross value of output of particular industries at a cost 
to others – for example, forcing gas producers to supply ‘cheap’ gas to industrial users – may lead to a 
decrease in the overall economy’s value adding.  Resources, including gas, should be allowed to flow to 
their highest value use – this increases economic welfare for all Australians. 
 
Australia’s $28 billion per year oil and gas industry contributes 58 per cent of Australia’s primary energy 
consumption, 2.5 per cent of Australia’s gross domestic product, and almost $9 billion in direct tax 
payments.  Australia has vast gas resources and geologists are optimistic that exploration will uncover 
more gas to add to this base.  Australia’s resources of liquids are significantly more modest. 
 
In addition, substantial indirect benefits flow from the industry, including to the national and state 
economies via a growing services and contractor sector.  Reliable, secure and competitively priced energy 
is crucial to industry, our communities and households.  It underpins Australia’s economy and industrial 
structure. 
 
The Australian upstream oil and gas industry operates within a globally competitive environment.  It 
competes for international investment funding and resources, and sells oil and natural gas within Australia 
and in competitive international markets. 
 
Historically, Australia’s relatively low sovereign risk, transparent legal and regulatory processes, stable 
political and economic environment and competitive markets have encouraged global oil and gas 
companies to invest in the development of Australia’s oil and gas industry. 
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More recently, however, a range of policy decisions and increases in regulatory burden have reduced the 
attractiveness of Australia as an investment destination.  This has been compounded by institutional 
factors that have meant Australia is now regarded as the highest cost destination to build an LNG project. 
 
To optimise the value of its petroleum industry, Australia needs to constantly monitor its overall 
competitive position.  The EWP has a key role to play in securing Australia’s competitive position.  It is 
vital, therefore, that in setting an enduring policy framework, the EWP is sensitive to the competitive 
position of the Australian upstream oil and gas industry. 
 
Australia could generate significant additional national economic, environmental and social benefits 
through greater utilisation of its substantial natural gas resources.  Using more natural gas in Australia’s 
power generation and resource processing would significantly enhance the nation’s ability to meet 
increasing energy needs while at the same time reducing greenhouse gas emissions.  The domestic 
emissions trading scheme represents an addition to the cost structure of Australian LNG exporters 
competing in global markets.  It is important to recognise there is no global carbon price in operation.  So 
while natural gas will be more competitive as an energy source for domestic power generation, Australia is 
imposing a cost on its industry that will not be borne by its major LNG competitors.  This will diminish its 
international competitive standing. 
 
In responding to the draft EWP, APPEA’s focus is on a number of key strategic issues that can ensure 
access to resources, access to markets and that the country’s regulatory and commercial framework 
promotes investment and maximises the return to the Australian industry and community from developing 
the nation’s oil and gas resources. 
 
In relation to access to oil and gas resources for viable exploration and development: 
 

 the industry values the data capabilities of Geoscience Australia, including packaging, storing and 
interpreting activities, but places a lesser direct value on the functions undertaken in relation to 
pre-competitive studies and pre-competitive data acquisition.  These latter activities provide a broader 
benefit to the Government and the community.  APPEA does not support the imposition of any cost 
recovery fee on the industry to cover the supply of such ‘public goods’; 

 

 APPEA strongly supports the retention of the work program bidding system as the primary basis for 
the allocation of exploration acreage.  If the Government chooses to pursue the partial introduction of 
cash bidding for selected acreage, it should be limited to acreage containing previously discovered 
hydrocarbons.  An active process for the abolition of all fees for transfers and dealings in permits and 
licences should be commenced as a matter of priority; 

 

 the retention lease system in Australia continues to serve a critically important role in the exploration 
for and development of Australia’s oil and particularly gas resources.  The system currently provides 
for the appropriate management of Australia’s discovered oil and gas resources, giving regulators 
sufficient powers to ensure that these resources are developed in a timely manner and to the economic 
benefit of Australians.  No changes should be made to the current arrangements regarding third party 
comment on retention lease proposals.  APPEA would, however, welcome further consultation on the 
proposal to introduce a ‘project title’ concept into the retention lease system; and 

 

 while the majority of the proposed marine reserves avoid areas that are either already producing or are 
highly prospective, the effective and pragmatic management of those marine reserves are vital in 
encouraging continued investment in offshore oil and gas exploration and development. 
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In relation to access to domestic and international markets for oil and gas on internationally competitive terms: 
 

 APPEA welcomes and supports the draft EWP’s conclusion, on page 152, that “… from a policy 
perspective, efficient domestic gas markets supported by robust regulatory frameworks are critical to delivering the required 
investment to meet gas demand growth.  In this context, the Australian Government believes that it is essential to allow 
domestic gas markets to adjust to new dynamics rather than trying to constrain domestic prices through intervention.”  
Government intervention in the gas market (such as a domestic gas reservation policy) aimed at 
shifting supply or demand, influencing prices or providing other forms of subsidy or protection, 
prevent markets from adjusting.  This will result in a reduction in economic welfare through, for 
example, increased costs, reduced investment and ultimately, less supply; and 

 

 while Australia is the world’s fourth largest LNG exporter and has significant expansion plans, it faces 
fierce global competition.  Australia is a relatively high cost LNG investment destination and is the 
only country exporting LNG into the Asia-Pacific region that has taken on binding greenhouse gas 
emissions reduction obligations.  This is significant when considering developments in the global 
economy in recent years that have seen the investment environment facing Australia’s oil and gas 
industry change.  It also highlights the importance of ensuring development costs in Australia remain 
as competitive as possible, that Australian LNG projects do not face costs that competitors do not and 
for Australia’s fiscal, regulatory and policy framework is as internationally competitive as possible. 

 
In relation to a fiscal, policy and regulatory framework that facilitates long-term investment in exploration, development and 
production: 
 

 the share of production or profits taken by governments is often cited as being one of the most 
important factors affecting investment location choices around the world.  Based on industry data, 
APPEA estimates that around half of the industry’s pre-tax profits are paid to governments.  Tax 
systems and settings that are not administratively efficient and internationally competitive can have a 
significant impact on project economics and investment decisions; 

 

 Australia’s current company tax rules mean the average period over which much of the capital invested 
in gas projects may be deducted or written off is between 15 to 20 years.  This is much longer than the 
three-to-ten year write-off periods available to gas projects overseas that compete with Australian 
projects for investment capital and customers.  The company tax depreciation regime can distort 
investment decisions and make it harder for Australian gas projects to be internationally competitive; 

 

 resource taxes in the form of excise and royalties on production and taxes on profits can, in some 
cases, have as large an impact on project economics as company tax.  In terms of offshore projects, 
the PRRT regime is complex and costly to administer.  In addition, a range of unresolved issues 
around the scope of deductible expenditure, the definition of exploration and the nature of excluded 
expenditure remain to be addressed.  Administration of the PRRT regime must also be improved and 
compliance costs reduced.  In terms of extending the PRRT system to onshore projects, simply 
applying the current PRRT uncertainties to onshore projects is not a sustainable outcome.  Recent 
litigation has also created uncertainty around the interpretation of some aspects of the regime.  The 
industry is committed to working with the government to address these concerns; 
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 it is essential that the existing income tax treatment that allows for the full and immediate deductibility 
of all exploration related costs be maintained.  This treatment has underpinned the commitment of 
exploration funding from companies in the industry through the work program system and the ability 
of the sector to identify future oil and gas resources that have formed the cornerstone of continued 
supplies of competitively priced energy to Australia’s consumers and industry; 

 

 levying taxes on business inputs also reduces the efficiency of Australia’s tax system and industry 
competitiveness.  Introducing the GST and removing the wholesale sales tax has been a valuable 
reform, however from time to time, issues arise in relation to administering this and other elements of 
the tax system that increase business costs.  These include the system for providing rebates of fuel 
excise which has the potential to become more complex from 1 July 2012 as a result of the clean 
energy legislation.  It is also important that the key elements of the tariff duty relief system are 
maintained; 

 

 every step in the exploration, development and production of crude oil and natural gas is highly 
regulated by governments and regulatory agencies and the industry supports the need to provide 
assurance to the public that our activities are managed without risk to the environment or to safety.  
Unnecessary and/or duplicative regulations can have a significant impact upon the oil and gas industry 
and can hinder investment in Australia.  A reduction of the regulatory and compliance burden faced by 
the industry would enhance petroleum investment in Australia, and increase the industry’s already 
valuable contribution to Australia; 

 

 APPEA welcomes and endorses the draft EWP’s commitment, on page xi, to … reviewing the current set 

of non‐complementary policy interventions from all levels of government that were made in the absence of a carbon price 
which are adding unnecessary costs to energy bills and creating investment-distorting complexities in energy markets, and 
further agreeing not to introduce new measures that are non-complementary.  The growth of separate greenhouse 
policies and initiatives and their lack of consistency are increasing costs and uncertainty for Australian 
industry, including the upstream oil and gas industry.  This cost and uncertainty and the associated 
sovereign risk, misallocation of resources and deadweight losses to the economy associated with the 
hotchpotch of greenhouse measures in Australia is significant and is growing.  A single, nationally 
coordinated approach by all Australian governments is urgently required.  In particular, State 
governments should not introduce policies and mechanisms inconsistent with a national approach; and 

 

 Australia’s upstream oil and gas industry is expanding rapidly to meet growing local and overseas 
demand for clean energy.  Thousands of skilled workers are being mobilised on construction sites and 
in workshops and when production commences thousands more highly skilled operational staff will 
also need to be mobilised.  It is critical, therefore, that action is taken by both industry and 
governments to deliver this skilled and productive workforce.  To support and complement industry’s 
actions, the oil and gas industry is seeking government action to: 

 
      - provide funding and regulatory frameworks for the education and vocational training sectors that  
            promote innovation, flexibility and tailored solutions, and that are responsive to industry’s 
            requirements; 
       -    significantly improve the uptake of math and science, and literacy rates in Australia; 
       -    provide a responsive and efficient skilled migration system, and short-term, semi-skilled migration  
            options that recognise the complex structure of oil and gas projects and the international nature of  
             the industry’s workforce and capacity; and 
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       -    reform the Fair Work Act 2009 to allow for alternative and genuine non-union agreement options,  
            particularly for ‘greenfield agreements’, to ensure that workplace collaboration focuses on genuine  
            and good faith bargaining, and to create flexibility in negotiating work arrangements to improve  
            productivity right across the Australian economy. 
 
In relation to excellence in health, safety, environmental performance and industry reputation: 
 

 in light of the 2009 Montara incident in Australia and 2010 Macondo incident in the United States, the 
performance of the industry, and the preparedness and capability of the industry to intervene and 
respond to the loss of control of an offshore well, has been under intense scrutiny, both within 
Australia and globally.  The Australian oil and gas industry has worked openly and cooperatively with 
the Australian Government and with the global industry to respond to these incidents and to restore 
the Australian publics’ and the Governments’ confidence in the industry’s operations.  The industry 
supports the regulatory reforms that have been implemented by the Australian Government since the 
Montara incident and will continue to work with the Government in a number of other critical areas 
including a review of the National Plan to Combat Pollution of the Sea, clarification of ‘polluter pays’ 
principles and the review of the Offshore Petroleum and Greenhouse Gas Storage (Environment) Regulations 
2009; and 

 

 the Australian oil and gas industry seeks to achieve the highest standards of safety and health, and to 
build its social licence to operate through strong public confidence in the industry’s performance.  The 
industry has over recent years worked collaboratively to develop and sustain a strong safety culture – a 
culture that is led by the leaders of the industry but that engages every single member of the 
workforce. 
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1. INTRODUCTION 

 
The Australian Petroleum Production & Exploration Association (APPEA) is the peak national body 
representing Australia’s oil and gas exploration and production industry.  APPEA has 90 full member 
companies exploring for and producing Australia’s oil and gas resources.  These companies currently 
account for around 98 per cent of Australia’s total oil and gas production and the vast majority of 
exploration.  APPEA also represents over 200 service companies providing a range of goods and services 
to the industry.  Further details about APPEA can be found at our website at www.appea.com.au.  
 
APPEA welcomes the opportunity to provide comment on the draft Energy White Paper (EWP) released 
on 13 December 2011 by the Hon Martin Ferguson AM MP, Minister for Resources and Energy.  APPEA 
supports the development of the EWP and looks forward to further consultation as the EWP is drafted 
and finalised. 
 
This process provides the opportunity to develop a policy framework to guide and facilitate the long-term 
development of Australia’s energy industry.  This means the EWP should have a long-term focus with 
policy measures based on the operation and enhancement of competitive markets and with a focus on 
environmental and social responsibility. 
 
With that in mind, APPEA’s submission has been organised to provide information on the upstream oil 
and gas industry, its key role in Australia’s cleaner energy future and to address key aspects of the draft 
EWP.  In addition to the APPEA submission, a number of APPEA members have made individual 
submissions to the Government on the draft EWP.  This response should be read in conjunction those 
submissions. 
 
2. DEVELOPING AN EFFECTIVE ENERGY POLICY FRAMEWORK FOR 

AUSTRALIA – THE NEED FOR A LONG-TERM, RIGOROUS AND 
PRINCIPLES-BASED APPROACH 

 
2.1 Long-term objectives and the importance of a principles-based framework 
 
APPEA notes the draft EWP core objective set out on page 6 and is generally supportive of the 
principles-based framework set out on page 7 that appears to underpin the EWP’s consideration of key 
policy issues. 
 
That said, APPEA has comments on one of the principles as presented: 
 

 principle 5: the words “… gaps or …” should deleted, so that the principle reads “… government energy 

policy interventions should be transparent, cost‐effective, justifiable against objectives and targeted to address identified 
market failures”.  Market ‘gaps’ do not form the basis for government intervention.  The draft EWP 
should, as is considered further below, maintain a rigorous focus on (appropriately defined) market 
failure as the basis for policy interventions. 

 

It is vital that all options/recommendations/proposals contained within the EWP should be referenced 
back to, and tested against, the principles set out on page 7 (incorporating the revision suggested above). 

 
Taken together, these objectives and principles mean the EWP needs to focus on the structure of markets 
and longer-term infrastructure needs; the policies and regulations supporting the operation of open and 
competitive markets; a realistic assessment of Australia’s competitive strengths and weaknesses for 

http://www.appea.com.au/
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investment in energy supply and energy-intensive industrial processing and linkages with national and 
global energy markets.  The principles (2 and modified 5) on page 7 are particularly noteworthy, as they 
can be used to assess the many calls for policy interventions that are likely to be contained in submissions 
to the EWP process. 
 

APPEA recommends that all such calls for policy interventions be tested rigorously against these 
principles, particularly that any proposed interventions address identified market failures. 

 
2.2 The importance of rigorously applying a ‘market failure test 
 
In this context, it is important that ‘market failure’ be correctly defined.  Too often, calls for policy 
interventions reflect dissatisfaction with the operation of competitive markets, or have an ‘industry 
development’ justification, and do not reflect genuine market failure.  Calls for intervention on this basis 
should be resisted in the EWP.  Box 1 below considers the misuse of the term ‘market failure’ that has 
been a feature this aspect of the energy policy debate, particular as it relates to price movements.  It is vital 
that in considering any proposed intervention a rigorous definition of a ‘market failure’ is applied. 
 

Box 1. Misuse of the term ‘market failure’ 
 
The basis for any intervention in the market must be a clearly and rigorously identified ‘market failure’1.  
In assessing whether or not a market failure exists, three key aspects are worth emphasising: 
 

 when markets are out of equilibrium, say because the economy is experiencing rapid growth, 
imbalances between supply and demand are typically a feature.  The fact that some experience the 
consequences of that disequilibrium does not connote market failure: it is a necessary precursor for 
resolving imbalances.  Suppressing these market signals will aggravate rather than resolve any 
imbalance; 

 

 even in an economy that is broadly in equilibrium, the fact that some believe that they are not getting 
as good a deal as they might does not mean there is market failure.  For example, where high initial 
(sunk) costs are required to secure output, then if buyers could escape covering these costs, supply 
would never be forthcoming (absent public subsidies).  That would constitute a market failure; and 

 

 even where there are market failures, it does not necessarily follow that society would be better off 
seeking to correct the situation.  All forms of government intervention involve costs, and those costs 
may exceed the efficiency benefits achievable from correcting the market failure.  The risks and costs 
of ‘government failure’ need to be given no less weight in the assessment of policy options than those 
of market failure. 

 
2.3 Value adding – a closer look is required 
 
In a similar way, recent months have seen a resurgence of arguments advancing – as a policy objective in 
and of itself – the idea of ‘adding more’ value to our raw materials by further processing2.  Value adding is 
often seen as a way of: 
                                                 

1 In economics, the term market failure has a clear technical meaning.  It refers to a situation in which, in equilibrium, markets will not operate in a way that 
maximises efficiency – that is, in a way such that the gains from reallocating resources would exceed the losses. 
2 See, for example, aap.newscentre.com.au/alstom/120315/library/climate_change/28119872.html for recent comments by Dow Chemicals asserting (without 
evidence) that “… the multiplier effect for the economy from using gas locally to develop industries such as fertilisers, glass making and petrochemicals and keeping power prices low for all 
customers was eight times bigger than simply exporting.” 

http://aap.newscentre.com.au/alstom/120315/library/climate_change/28119872.html
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 increasing employment – through jobs in processing; 
 

 improving our net export performance – through exporting higher value products; 
 

 reducing Australia’s exposure to price fluctuations for raw materials; and 
 

 improving regional or national income. 
 
Value adding is a concept that applies to both the individual firm and to national income accounting.  For 
the individual firm, value added is the difference between the gross value of production and the costs of 
materials and services purchased.  That is, it is the return to the firm’s ‘primary factors of production’ – the 
labour, capital, natural resources and enterprise from which wages, interest and profits are met.  Value 
added is a national income concept because the sum of the value added of all firms makes up Australia’s 
gross domestic product (GDP).  Achieving more value adding is, therefore, very important. 
 
Too often in the current policy debate, however, many regard raising the value of a product through 
further processing as synonymous with increasing value added.  It is clear from the definition above, 
however, that it is the net, not the gross, value of output that reflects value added.  If increasing a 
commodity’s market value requires extensive inputs of materials and services, then value added may not 
increase much at all – or it may even fall – as depicted in Figure 1 below.  Thus, policies which raise the 
gross value of output of particular industries at what appears to be a modest cost to others – for example, 
forcing gas producers to supply ‘cheap’ gas to industrial users – may lead to a decrease in the overall 
economy’s value adding (GDP).  They may simply be diverting resources to low value adding activities at 
the cost of much higher value adding activities. 
 
Figure 1. Why increasing a commodity’s market value may not increase value added 
 

 
 
The upstream oil and gas industry is integrated into the global trading system and is one of Australia’s 
most globalised and trade-exposed industries.  Investment in development of Australia’s oil and gas 
resources will depend on the commercial attractiveness of the operating environment.  The bottom line 
for commercial attractiveness is profitability – operating costs relative to output prices.   
 
There are many determinants of profitability – infrastructure suitability and cost, taxation policy, labour 
costs, location issues through freight costs, fuel and energy costs, communication costs, costs associated 
with meeting government regulations.  Countries compete for a share of global investment largely on the 
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basis of how potential investors consider domestic policies and the social environment contribute to 
prospective profitability. 
 

This means a vigorous and continuous program of policy reform is the key to encouraging efficient project 
development (and, potentially, value adding) in Australia.  The EWP has a key role to play in securing 
these outcomes. 

 
3. THE AUSTRALIAN UPSTREAM OIL AND GAS INDUSTRY 

 
3.1 An overview of the Australian upstream oil and gas industry 
 
Australia’s $28 billion per year oil and gas industry contributes 58 per cent of Australia’s primary energy 
consumption3 (oil, at 35 per cent, is Australia’s second largest energy source and natural gas, at 23 per cent, 
is third), 2.5 per cent of Australia’s gross domestic product, and almost $9 billion in direct tax payments.  
Ever since the first significant Bass Strait discoveries in the mid-1960s, Australia’s oil and gas industry has 
underpinned Australia’s economic prosperity and growth. 
 
Australia has vast gas resources, with over 357 trillion cubic feet4 (tcf) or 393,000 petajoules (PJ) of 
identified resources (enough to power a city of 1 million people for nearly 8,000 years) and geologists are 
optimistic that exploration will uncover more gas to add to this base.  Australia’s resources of liquids are 
significantly more modest, with Australia’s identified oil resources were estimated at 30,794 PJ made up of 
16,170 PJ (2,750 million barrels or mmbbl) of condensate, 8,414 PJ (1,431 mmbbl) of crude oil and 
6,210 PJ (1,475 mmbbl) of liquefied petroleum gas (LPG). 
 
The upstream oil and gas exploration and production industry is an integral part of the Australian 
economy.  The industry’s direct contribution includes: 
 

 the supply of reliable, clean, efficient energy supplies for households and industry; 
 

 employment of tens of thousands of Australians; 
 

 regional investment; 
 

 export income; and 
 

 the payment of significant amounts of government tax revenues (on average, more than $7 billion per 
annum over the last five years).  

 
In addition, substantial indirect benefits flow from the industry, including to the national and state 
economies via a growing services and contractor sector.  Reliable, secure and competitively priced energy 
is crucial to industry, our communities and households.  It underpins Australia’s economy and industrial 
structure.  Within this framework, oil and gas plays a key role.  The policy framework developed through 
the EWP must ensure that Australia’s explorers and producers are not competitively disadvantaged with 
producers of other energy sources and similar activities that are undertaken in other countries.  Measures 

                                                 

3 Bureau of Resources and Energy Economics (2012), Energy in Australia 2012 (available at www.bree.gov.au/documents/publications/energy/energy-in-
australia-2012.pdf).  
4 Geoscience Australia and ABARE (2010), Australian Energy Resource Assessment, page 101 (available at 
www.ga.gov.au/servlet/BigObjFileManager?bigobjid=GA17412). 

http://www.bree.gov.au/documents/publications/energy/energy-in-australia-2012.pdf
http://www.bree.gov.au/documents/publications/energy/energy-in-australia-2012.pdf
http://www.ga.gov.au/servlet/BigObjFileManager?bigobjid=GA17412
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that attract increased exploration in the many yet-to-be explored or under-explored areas of Australia are 
also important. 
 
3.1.1 Natural gas 
 
As noted above, Australia has vast resources of natural gas, much of which remains undeveloped.  
Opportunities exist to develop new gas-based projects, including through the export sale of gas (from 
both ‘conventional’ and ‘unconventional’ sources) and domestic gas processing industries.  With the 
appropriate policy settings, gas sales have the potential to significantly increase over the next decade, 
generating significant benefits for the Australia. 
 
The terms ‘conventional gas’ and ‘unconventional gas’ refer to forms of natural gas differentiated primarily 
by the types of reservoirs in which they are found. 
 
Conventional natural gas is found in permeable sandstone reservoirs.  Unconventional gas refers to gas in 
several types of reservoirs that have only recently become commercially viable.  Coal seam gas (CSG) is 
found in coal deposits and Australia is now a world leader in CSG technology and production.  
Queensland’s Surat and Bowen basins are world-class CSG provinces, while emerging CSG regions in 
New South Wales also show great promise.  CSG is becoming increasingly important in parts of Australia; 
it now contributes more than 90 per cent of Queensland’s domestic gas supply.  Shale gas is found in shale 
deposits.  Shales can hold enormous quantities of gas, but this gas is more difficult and more expensive to 
extract than conventional natural gas.  Tight gas is found in relatively impermeable geological formations.  
The impermeability of these formations means gas does not flow as well as it would in a conventional 
reservoir and it cannot as easily be brought to the surface.  Specialised technologies are needed to produce 
shale gas and tight gas and these sectors are in their infancy in Australia.  These technologies, which 
include hydraulic fracturing, are governed by stringent regulatory processes and well-established operating 
practices. 
 
Figure 2. Australian Gas Production 

 
Source: APPEA (2011). 

 
Not all discoveries are currently commercial and therefore may not be able to be developed.  The long 
distances involved in transporting some gas to market has a significant impact on the economics of gas 
developments. 
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The emergence of CSG as a resource that is capable of helping meet Australia’s domestic and the world’s 
global energy demand also presents exciting opportunities – recent investment decisions confirm this 
potential.  With appropriate fiscal and policy settings, Australia’s gas reserves may be capable of supplying 
sustainable and cleaner alternative fuels into a range of markets both at home and overseas. 
 
The Australian export gas (LNG) industry is entering a significant growth stage and represents a key focus 
of Australia’s engagement with the Asia-Pacific region at an important stage of what has been dubbed ‘the 
Asian Century’5.  Australia currently has two operating LNG projects – the North West Shelf Project6 
(located at Karratha in north-west Western Australia) and the Darwin LNG facility7 (located at Darwin).  
A third project, Pluto LNG8, is nearing completion and achieved ‘Ready For Start Up’ in March 20129.  In 
addition to Pluto, there are seven further projects under construction or committed (the Gorgon Project10, 
Queensland Curtis LNG11, Gladstone LNG12, Prelude Floating LNG13 (FLNG), Australia-Pacific LNG14 
and the Ichthys Project15).  Figure 3 shows the location of the eight LNG projects under construction (and 
the two existing LNG projects).  Table 1 provides details of the projects’ ownership, anticipated start-up 
and capital expenditure. 
 
Together, these projects are estimated to account for around $180 billion in investment, and will 
contribute billions to Australia’s economic welfare and provide employment for many thousands of 
Australians.  Timely and cost-effective development is therefore vital to Australia’s future economic 
prosperity. 
 
Figure 3. Existing and Committed LNG Projects 
 

 
Source: BREE (2011). 

                                                 

5 See, for example, www.asiancentury.dpmc.gov.au for further information. 
6 See www.woodside.com.au/Our-Business/North-West-Shelf/Pages/default.aspx for further information. 
7 See www.conocophillips.com.au/EN/business/production/Pages/Darwin%20LNG.aspx for further information. 
8 See www.woodside.com.au/Our-Business/Pluto/Pages/default.aspx for further information. 
9 See www.woodside.com.au/Investors-Media/Announcements/Pages/Pluto-LNG-Project-Achieves-Ready-for-Start-Up.aspx for further information. 
10 See www.chevronaustralia.com/ourbusinesses/gorgon.aspx for further information. 
11 See www.qgc.com.au/01_cms/details.asp?ID=5 for further information. 
12 See www.glng.com.au/Content.aspx?p=55 for further information. 
13 See www.shell.com.au/home/content/aus/aboutshell/who_we_are/shell_au/operations/upstream/prelude for further information. 
14 See www.aplng.com.au/about-project/australia-pacific-lng-project for further information. 
15 See www.inpex.com.au/projects/ichthys-project.aspx for further information. 

http://www.asiancentury.dpmc.gov.au/
http://www.woodside.com.au/Our-Business/North-West-Shelf/Pages/default.aspx
http://www.conocophillips.com.au/EN/business/production/Pages/Darwin%20LNG.aspx
http://www.woodside.com.au/Our-Business/Pluto/Pages/default.aspx
http://www.woodside.com.au/Investors-Media/Announcements/Pages/Pluto-LNG-Project-Achieves-Ready-for-Start-Up.aspx
http://www.chevronaustralia.com/ourbusinesses/gorgon.aspx
http://www.qgc.com.au/01_cms/details.asp?ID=5
http://www.glng.com.au/Content.aspx?p=55
http://www.shell.com.au/home/content/aus/aboutshell/who_we_are/shell_au/operations/upstream/prelude
http://www.aplng.com.au/about-project/australia-pacific-lng-project
http://www.inpex.com.au/projects/ichthys-project.aspx


DRAFT ENERGY WHITE PAPER 
APPEA Comments 

 

Australian Petroleum Production & Exploration Association   |   7 

 
Table 1. Major LNG Projects Under Construction16 

 
Source: BREE (2011). 

 
Beyond the eight LNG projects under construction, there are strong opportunities for further investment 
in the Australian oil and gas industry.  Analysis conducted by McKinsey & Company (Figure 4 below), 
estimates a projected $330 billion in planned investment in the oil and gas sector in the period to 2020 
(representing 60 per cent of the $525 billion total projected resource industry over that period). 
 

Investment of this order will only proceed if Australia is able to show a track record of international 
competitiveness in project development cost and schedule. 

 
Figure 4. Capital expenditure in new resources projects in Australia 
 

 
 

Sources: Compiled by McKinsey & Company from ABARES/BREE; ABS; Company websites and press releases; Global Insight database, Global Insight team analysis (2011). 

                                                 

16 See www.bree.gov.au/documents/data/resources/Mining-Industry-MP.xls for further information. 

http://www.bree.gov.au/documents/data/resources/Mining-Industry-MP.xls
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The existing Australian gas market can be broadly divided into three regions: eastern market, western 
market and the Northern Territory (NT or northern market)17.  These markets are geographically isolated 
from one another, making transmission and distribution of gas between markets uneconomic at present.  
As a result, all gas is either consumed within each market or exported as LNG.  The eastern market is 
Australia’s largest gas market, and the most advanced in terms of its interconnectedness and price 
transparency.  The electricity generation and residential sectors are the largest consumers of gas in the 
eastern market.  The west coast accounts for around 57 per cent of Australia’s gas production, and 
accounts for around 41 per cent of Australia’s gas consumption.  The electricity generation and 
manufacturing sectors account for the majority of gas consumption in the west coast market.  The NT 
market is the smallest producer and consumer of gas in Australia. 
 
Eastern Market 
 
Traditionally, the Cooper (in central Australia) and Gippsland Basins (which lies mostly offshore from the 
south-east corner of Victoria) have dominated gas supply under long-term contracts.  The market has now 
expanded and offers numerous sources of supply.  The development of CSG as a viable form of gas for 
commercial and retail customers and as a feedstock for gas-fired electricity generation and LNG trains has 
facilitated this step change in market structure. 
 
Eastern Australia contains around 39 per cent of Australia’s gas reserves, of which the majority are CSG 
reserves in the Surat Basin and Bowen Basin in Queensland.  The basin accounts for over 30 per cent of 
national gas reserves and supplies over 20 per cent of the domestic market.  The Gippsland Basin off 
coastal Victoria supplies 23 per cent of the domestic market.  Production of CSG has risen exponentially 
since 2004, with the bulk of activity occurring in the Surat Basin and Bowen Basin, which extends from 
Queensland into northern New South Wales.  While the basin is an established supplier of conventional 
natural gas, it also contains most of Australia’s proved and probable CSG reserves.  In New South Wales, 
commercial production of CSG began in 1996 in the Sydney Basin and more recently in the Gunnedah 
Basin. 
 
The CSG industry continues to expand making a major contribution to economic growth in regional areas.  
In 2011, one third of eastern Australia’s gas came from coal seams and the industry is currently investing 
$30,000 per minute in Queensland and NSW.  Thirteen people are employed by the industry every day and 
$1,000,000 per week is being contributed to local communities.  CSG continues to be the fastest growing 
source of energy in eastern Australia with 2P (proved plus probable) reserves standing at 49,655 PJ. 
 
Not all states have equal access to gas supplies.  Unlike other mainland states, NSW does not at present 
have substantial indigenous gas production, with around 95 per cent of its natural gas imported from 
interstate.  NSW remains highly unexplored for natural gas compared to its neighbouring states, despite it 
being one of Australia’s largest sources of potential gas demand.  NSW has, however, significant gas 
production potential.  While the NSW CSG fields are still under development, this local supply has the 
potential to rapidly expand and reduce the need for interstate gas imports in the future. 
 
A study recently completed by ACIL Tasman, Economic significance of Coal Seam Gas in New South Wales18 
found a growing CSG industry in New South Wales has the potential to deliver significant economic 

                                                 

17 A comprehensive overview of the gas market in Australia can be found in KPMG (2010), Gas Market Report, May 2010 (available at 
www.appea.com.au/images/stories/Media_Centre/KPMG_Gas_Market_Report.pdf).  
18 See www.appea.com.au/images/stories/Policy_CSG/nsw%20csg%20stage%202%20report%2017nov2011.pdf for further information.  A similar study 
completed by the Allen Consulting Group, and focussed on north-west New South Wales, can be found at 
www.santos.com/library/1112_The_economic_impacts_of_developing_CSG_operations_in_NW_NSW.pdf.  

http://www.appea.com.au/images/stories/Media_Centre/KPMG_Gas_Market_Report.pdf
http://www.appea.com.au/images/stories/Policy_CSG/nsw%20csg%20stage%202%20report%2017nov2011.pdf
http://www.santos.com/library/1112_The_economic_impacts_of_developing_CSG_operations_in_NW_NSW.pdf
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benefits to the state and to the nation.  This study compares economic outcomes under a scenario in 
which New South Wales CSG production expands steadily so that it becomes the main source of gas 
supply in the state (the Base Case Scenario) with two alternative scenarios: 
 

 a CSG Freeze Scenario in which NSW CSG production does not expand beyond current levels; and 
 

 a CSG LNG Expansion Scenario in which increased exploration effort leads to strong growth in NSW 
CSG reserves and production thereby providing the basis for establishment of an LNG industry 
capable of exporting 12 million tonnes per year by 2026. 

 
The study finds that the CSG Freeze Scenario would result in: 
 

 a reduction of around $4.3 billion (real 2011 dollars) in direct capital investment in upstream CSG 
development and loss of around $2.7 billion of associated recurrent operating expenditure foregone in 
New South Wales over the period to 2035; 
 

 NSW real income $32.3 billion lower in total over the period to 2035 ($10.3 billion lower in net 
present value terms which equates to $1,400 per NSW resident); and 
 

 total employment in New South Wales 1,350 lower per year on average. 
 
On the other hand, for the CSG LNG Expansion Scenario: 
 

 investment is significantly higher at around $1,000 million per year over the period to 2034-35 (Base 
Case $150 million per year); 

 

 an increase in real NSW Gross State Product of $44 billion in total over the period to 2035; 
 

 NSW real income $40.8 billion higher in total over the period to 2035 ($19.7 billion higher in net 
present value terms which equates to $1,900 per NSW resident); and 
 

 total employment in New South Wales 4,012 higher per year on average.  
 
Western Market 
 
Western Australia maintains significant reserves of natural gas for both domestic consumption and export, 
which remain viable potential resources.  Estimates19 indicate that there are at least 120 tcf of natural gas 
resources held in basins offshore Western Australia.  The draft EWP states that on page 86 future offshore 
fields will be drier, dirtier, distant and deeper.  While offshore exploration and production can be 
challenging, the industry has continually developed technologies and techniques to overcome these issues.  
This is evidenced by the number of current and proposed LNG projects offshore Western Australia. 
 
While historically the distance and depth of some fields has made development difficult, technical 
advancements are overcoming these challenges and making exploration and production from deepwater 

                                                 

19 Department of Mines and Petroleum (2011), Western Australian Mineral and Petroleum Statistics Digest 2010-11, Government of Western Australia, page 30 
(available at www.dmp.wa.gov.au/documents/StatsDigest1011.pdf). 

http://www.dmp.wa.gov.au/documents/StatsDigest1011.pdf
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isolated fields more viable.  The advancement of technologies such as floating LNG is providing a more 
realistic opportunity to develop stranded gas fields, such as Shell’s Prelude field. 
 
Onshore gas, specifically shale and tight, hold significant potential for contributing to the domestic energy 
supply portfolio in Western Australia.  Early estimates from the US Energy Information Administration 
(USEIA) in April 2011 suggested that Western Australia’s Canning and Perth Basins alone hold 288 tcf 
(304,000 PJ) of shale gas20.  However, it is acknowledged that increased exploration and production from 
the US has delivered new geological data that has led to the USEIA revising down early estimates for US 
shale potential. 
 
The WA Department of Mines and Petroleum (DMP) has also estimated a potential tight gas resource in 
Western Australia of 9 to 12 tcf (9,500 to 12,700 PJ)21.  This amounts to a potential onshore gas reserve of 
300 tcf (317,000 PJ) or more than double the gas in waters offshore Western Australia. 
 
In a technical sense, the development of these resources will depend on the availability of infrastructure, in 
particular drilling rigs and hydraulic fracturing spreads, which in recent times have been in short supply.  
Into the longer term if the shale and tight gas sectors moved passed a proof-of-concept phase and into 
commercial production, infrastructure, such as pipelines, will be critical to transport gas to markets from 
onshore basins.  This proximity to infrastructure is not as much an issue for some projects in the Perth 
Basin, which are currently relatively close to the Dampier to Bunbury Natural Gas Pipeline (DBNGP). 
 
The cost of production is also likely to vary, depending on location, access to infrastructure and skills.  In 
South Australia, Beach Energy’s shale campaign is operating with an estimated break-even cost of 
US$3.2/mmbtu22.  The industry’s economic viability and future potential can be seen through the current 
and planned investment of relatively large companies such as Hess, ConocoPhillips and Mitsubishi in 
Canning Basin exploration programs. 
 
Regulatory certainty is also important for investment in fields both offshore and onshore.  The regulatory 
framework for offshore areas has recently experienced a significant transformation, shifting to a 
centralised national offshore regulator for Commonwealth waters.  While this has been formally 
completed, further work will need to continue between industry and regulators to ensure a best practice 
regulatory framework offshore. 
 
Within Western Australia, the Environmental Protection Authority (EPA) has taken steps to deliver 
increased certainty for onshore projects while the industry remains in a proof-of-concept stage by releasing 
a public position to rely on assessments undertaken by the DMP23.  This position has recently been 
supported by the WA Minister for Environment.  APPEA supports the ongoing use of the existing 
regulatory framework for onshore gas projects and will continue to work closely with DMP and the EPA 
to ensure robust and efficient regulation. 
 

                                                 

20 Energy Information Administration (2011), World Shale Gas Resources: An Initial Assessment of 14 Regions Outside the United States, 5 April (see 
www.eia.gov/analysis/studies/worldshalegas for further information and www.eia.gov/analysis/studies/worldshalegas/pdf/fullreport.pdf for the full report). 
21 Hunter, Dr Tina (2011), Regulation of Shale, Coal Seam and Tight Gas Activities in Western Australia Final, An analysis of the capacity of the Petroleum and Geothermal 
Energy Act 1967 (WA) to regulate onshore gas activities in Western Australia, page 16 (see www.dmp.wa.gov.au/documents/000041.jason.medd(1).pdf for further 
information). 
22 See www.beachenergy.com.au/IRM/Company/ShowPage.aspx/PDFs/2593-80305771/AsianPresentationHongKongandSingapore for further information. 
23 Environmental Protection Authority (2011), Environmental Protection Bulletin No. 15 – Hydraulic Fracturing of Gas Reserves, Government of Western Australia, 
September (available at www.epa.wa.gov.au/EPADocLib/EPB%2015%20Fracking%20050911.pdf).  

http://www.eia.gov/analysis/studies/worldshalegas
http://www.eia.gov/analysis/studies/worldshalegas/pdf/fullreport.pdf
http://www.dmp.wa.gov.au/documents/000041.jason.medd(1).pdf
http://www.beachenergy.com.au/IRM/Company/ShowPage.aspx/PDFs/2593-80305771/AsianPresentationHongKongandSingapore
http://www.epa.wa.gov.au/EPADocLib/EPB%2015%20Fracking%20050911.pdf
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Northern Market 
 
The Northern Territory has a small domestic market that has seen limited growth in demand in recent 
years.  The Bonaparte Basin along the north-west coast contains around 1 per cent of Australia’s gas 
reserves.  While its development has focused on producing LNG for export (which began in 2006), the 
Bonaparte Pipeline was commissioned in 2008 to ship gas to the Northern Territory for domestic use.  
The basin has displaced the Amadeus Basin as the main source of domestic gas for the Territory. 
 
3.1.2 Liquids 
 
Australia’s major period of liquids production dates from the 1960s, with the development of fields in the 
Gippsland Basin in offshore Victoria and the northwest of Australia.  As Figure 5 shows, domestic 
production of crude oil peaked in 2000 and without a steady succession of new oil field developments the 
gap between Australian liquids production and consumption will increase.  The projections in Figure 5 are 
based on high (P90 – 90 per cent level of success), medium (P50 – 50 per cent level of success) and low 
probability cases (P10 – 10 per cent level of success). 
 
Figure 5. Crude Oil and Condensate Production and Demand 

 
Source: APPEA (2011), ABARE (2010), Geoscience Australia (2011) 

 
As noted above, a constant succession of major oil discoveries being developed in short timeframes would 
be needed to maintain Australia’s current rate of liquid fuels production.  However, this has not occurred 
as there have been no significant additions of 100 mmbl or more to Australia’s known liquids reserves 
since 2008 (Figure 6).  Over the five years from 2006 to 2010, less than 300 mmbl of liquids were 
discovered whereas Australia consumed more than 1,500 mmbl of refined petroleum products24. 
 

                                                 

24 ABARES (2011), Australian Energy Statistics – Energy Update 2011, July (see 
adl.brs.gov.au/data/warehouse/pe_abares99010610/EnergyUpdate_2011_REPORT.pdf).  

http://adl.brs.gov.au/data/warehouse/pe_abares99010610/EnergyUpdate_2011_REPORT.pdf
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Figure 6.  Australia’s liquids discoveries, 2000-2010 

 
Source: Deloitte (2010). 

 
New projects would also be needed to offset declining production from currently producing fields and the 
closure of projects that have reached the end of their economic life. 
 
The operation of these markets and key policy issues are considered below. 
 
3.2 Australia’s competitive position 
 
The Australian upstream oil and gas industry operates within a globally competitive environment.  It 
competes for international investment funding and resources, and sells oil and natural gas within Australia 
and in competitive international markets. 
 
Australia is generally perceived to offer relatively low prospectivity for oil with low discovery rates and 
small average field sizes.  Gas prospectivity is strong but Australia has many large undeveloped gas fields 
and new gas discoveries are often remote from markets and difficult to commercialise. 
 
The upstream oil and gas industry is highly capital intensive and tens of billions of dollars of capital will be 
needed over the next two decades if frontier exploration is to expand and new oil and natural gas projects 
are to be developed. 
 
Historically, Australia’s relatively low sovereign risk, transparent legal and regulatory processes, stable 
political and economic environment, competitive markets and solid investment in pre-competitive 
geoscience research are significant advantages that encourage global oil and gas companies to direct a part 
of their activity and investment to Australia.  More recently, however, a range of policy decisions and 
increases in regulatory burden have reduced, in some cases significantly, these advantages.  In addition, 
recent years have seen, for a variety of reasons, significant increases in the cost of major project 
construction and completion in Australia.  In the case of LNG, Australia is now regarded as the highest 
cost destination to build an LNG project. 
 
Figure 7 below shows planned Australian LNG projects sit at the right-hand end of the cost curve, with 
9 out of the top 10 world’s highest breakeven planned projects Australian.  Any policy outcomes that see 
Australian projects face costs their competitors do not face will not improve the situation for these 
projects. 
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Figure 7.  Australia sits at the high end of the LNG cost curve 

 
Sources: Macquarie Equities Research, Wood Mackenzie (2011). 

 
In recent years Australia’s perceived exploration risk for oil has increased due to limited oil exploration 
success.  The perception of higher risk needs to be offset by a commensurate increase in expected returns 
for exploration activity to increase.  Development risk in Australia is also increasing.  Oil project 
developments have tended to occur in deeper water and are technically challenging.  The large capital 
requirements, long construction periods and long payback periods associated with remote LNG projects 
increases Australia’s risk profile. 
 

To optimise the value of its petroleum industry, Australia needs to constantly monitor its overall 
competitive position for investment.  Clearly, the EWP has a key role to play in securing Australia’s 
competitive position.  It is vital, therefore, that in setting an enduring policy framework, the EWP is 
sensitive to the competitive position of the Australian upstream oil and gas industry. 

 
3.3 Energy security: policy settings and the upstream oil and gas industry  
 
APPEA notes Chapter 4 of the draft EWP considers energy security issues, drawing from the recently 
completed National Energy Security Assessment (NESA), completed in late 2011.  As APPEA noted in its June 
2011 submission to the NESA, energy security is best achieved through: 
 

 allowing market forces to drive the selection of choices by ensuring that the various forms of primary 
energy compete on an equitable basis.  Market forces will balance supply, demand and reliability 
requirements and deliver this at lowest cost taking into account the limitations/advantages/cost of 
each individual energy source in the overall energy mix; 

 

 a fiscal and regulatory framework that is stable and consistent (and consistently applied across 
industries) is required to promote the long-term, multi-billion dollar, capital-intensive energy 
investments that are now needed to meet future growth in demand; 

 

 minimising complexity of regulatory processes to reduce administrative costs/duration for 
development; and 

 

 promoting global participation both with respect to sourcing or exporting energy and allowing trade in 
technology and by ensuring that Australian industries are not disadvantaged in a global setting through 
the introduction of local taxes where these are not supported by globally consistent policies. 
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In relation to liquids, APPEA agrees with the draft EWP’s conclusion that 
 

… liquid fuel security is expected to remain high due to our ready access to open and well‐functioning international 
markets that contribute to a highly flexible and diversified supply chain … This reinforces the point that a lack of 

oil self‐sufficiency does not in itself compromise or reduce Australia‟s energy security. 
 
In relation to natural gas, as was noted earlier in this submission, Australia has significant natural gas 
resources and due, amongst other things to its versatility and relatively low level of greenhouse gas 
emissions, natural gas has the potential to become a significantly larger source of domestic energy supply, 
however: 
 

 the base level of taxes/royalties applied to gas are higher than other competing energy sources (for 
example, the level of resource taxation on offshore gas versus royalties on coal has been an area of 
ongoing concern); 

 

 subsidies provided either directly or indirectly (for example, via the expanded Renewable Energy 
Target) to otherwise uneconomic energy sources increasing the overall cost to the market (and as such 
reducing affordability) limit the potential for additional gas-fired power generation or result in open 
cycle gas turbine (OCGT) generation (which is less efficient that combined cycle gas turbine (CCGT) 
generation) to be installed to support intermittent renewable sources; and 
 

 other policy interventions, such as the WA domestic gas reservation policy, can adversely affect energy 
security by, rather than increasing domestic gas supply (the aim of the policy), having the perverse 
effect of discouraging new market entrants and supply diversity.  Such interventions – by forcing gas 
into the domestic market on less than commercial terms – lower the returns from developing domestic 
gas supplies, making them less attractive to potential investors. 

 

APPEA supports the ongoing role of the NESA and the key actions proposed on page 77 of the draft 
EWP. 

 
3.4 The industry’s role in a cleaner energy future 
 
Australia could generate significant additional national economic, environmental and social benefits 
through greater utilisation of its substantial natural gas resources.  Using more natural gas in Australia’s 
power generation and resource processing would significantly enhance the nation’s ability to meet 
increasing energy needs while at the same time reducing greenhouse gas emissions.  
 
These outcomes are possible because currently available natural gas technologies produce only 30 to 
50 per cent of the emissions produced by current coal technologies in generating electricity. According to 
the Commonwealth Scientific and Industrial Research Organisation (CSIRO)25, current generation coal 
fired power stations produce between 0.8 and 1.2 tonnes of carbon dioxide equivalent greenhouse gas 
emissions (CO2-e) per megawatt hour (MWh) of generation while a combined cycle gas turbine power 
station produces only around 0.35 to 0.36 tonnes CO2-e/MWh.  Figure 8 shows that, in electrical power 
generation, gas produces significantly lower greenhouse gas emissions than other fossil fuels. 
 

                                                 

25 Energy Futures Forum (2006), The heat is on: the future of energy in Australia, December (see www.csiro.au/en/Organisation-Structure/Flagships/Energy-
Transformed-Flagship/Energy-Futures-Forum.aspx for further details).  

http://www.csiro.au/en/Organisation-Structure/Flagships/Energy-Transformed-Flagship/Energy-Futures-Forum.aspx
http://www.csiro.au/en/Organisation-Structure/Flagships/Energy-Transformed-Flagship/Energy-Futures-Forum.aspx
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Figure 8.  Emission intensity by technology (CO2-e tonnes/MWh) 

 
Sources: ACIL Tasman, company websites/reports, McLennan Magasanik Associates, ROAM Consulting (2009). 
 
Increased use of natural gas also offers other environmental benefits, such as reduced particulates 
emissions, reduced emissions of sulphur dioxide (an important contributor to smog and acid rain) and 
significantly lower demand for water for power station cooling. 
 
In a similar way, Australia’s LNG industry is in a unique position to contribute substantially to the 
economic development of the nation and reduce global greenhouse gas emissions. Australia’s vast reserves 
of natural gas and proximity to growing markets make us well-placed to meet the global climate change 
challenge while substantially contributing to Australia’s economic growth. 
 
A 2008 study by WorleyParsons, for example, compares lifecycle greenhouse gas emissions of Australian 
LNG exports from the North West Shelf Project with Australian east coast black coal exports in terms of 
lifecycle greenhouse gas emissions26: from extraction and processing in Australia through to an end use of 
combustion (using different power generation technologies) in China for power generation.  The study 
found that: 
 

 for every tonne of CO2-e emitted in LNG production within Australia, between 5.5 and 9.5 tonnes of 
emissions from the coal alternative can be avoided globally; 
 

 LNG has a substantially lower greenhouse footprint associated with it compared to coal – not just in 
combustion emissions, but throughout its lifecycle; and 
 

 the lifecycle greenhouse intensity for LNG is about 40 per cent lower than that of coal. 
 
A similar study completed by WorleyParsons in 201127 provides a life cycle comparison of the greenhouse 
gas emissions of Australian LNG derived from coal seam gas and imported black coal, from extraction 
and processing in Australia to combustion in China for power generation.  This independent, peer 
reviewed, analysis shows: 
 

                                                 

26 WorleyParsons (2008), Greenhouse Gas Emissions Study of Australian LNG (available at www.woodside.com.au/our-approach/climate-change/pages/benefits-of-
lng.aspx).  
27 WorleyParsons (2011), Greenhouse Gas Emissions Study of Australian CSG to LNG (available at 
www.appea.com.au/images/stories/Policy_CSG/appea%20worley%20csg%20greenhouse%20emissions%20study%20final%20110411.pdf).  

http://www.woodside.com.au/our-approach/climate-change/pages/benefits-of-lng.aspx
http://www.woodside.com.au/our-approach/climate-change/pages/benefits-of-lng.aspx
http://www.appea.com.au/images/stories/Policy_CSG/appea%20worley%20csg%20greenhouse%20emissions%20study%20final%20110411.pdf
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 coal combusted in a subcritical, supercritical or ultra-supercritical pulverised coal plant produces 
(respectively) 87 per cent, 51 per cent and 43 per cent more life cycle greenhouse gas emissions per 
MWh than CSG to LNG combusted in a CCGT plant; 

 

 for every tonne of CO2 emissions associated with the CSG to LNG production and use, up to 
4.3 tonnes of emissions are avoided when the gas is used instead of imported coal by Chinese power 
generators; and 

 

 a CSG to LNG project exporting 10 million tonnes of LNG per annum to China could avoid more 
than 37 million tonnes of global CO2 emissions each year. 

 
With these outcomes in mind, APPEA notes the domestic emissions trading scheme, contained in the 
Clean Energy Act 2011, that will commence from 1 July 2012, represents an addition to the cost structure of 
Australian LNG exporters competing in global markets.  It is important to recognise there is no global 
carbon price in operation.  So while natural gas will be more competitive as an energy source for domestic 
power generation, Australia is imposing a cost on its industry that will not be borne by its major LNG 
competitors.  This will diminish its international competitive standing. 
 

APPEA therefore recommends the EWP: 
 

 recognise the adverse impact the domestic emissions trading scheme will have on the competitive 
position of Australian LNG exports; and  

 

 bring forward the Productivity Commission reviews of the treatment of trade-exposed industries – 
required in sections 155 to 158 of the Clean Energy Act 2011 – rigorously considering: 

 
- the competitive position of LNG as an individual activity and not just consider the overall  

            competitive position of trade-exposed industries; and  
- the action (or lack of action) of LNG competitors and not just the actions of major economies. 

 
In this way, the Commission’s review can as a matter of priority, consider how the competitive 
disadvantage imposed by the Act can be lessened (by, for example, increasing the effective rate of permit 
allocation). 

 
4. STRATEGIC ISSUES FOR THE UPSTREAM OIL AND GAS INDUSTRY – THE 

ROLE OF THE ENERGY WHITE PAPER 

 
As noted above, the EWP provides an important opportunity to develop a policy framework to guide and 
facilitate the long-term development of Australia’s energy industry.  This means the EWP should have a 
long-term focus with policy measures based on the operation and enhancement of competitive markets 
and with a focus on environmental and social responsibility. 
 
In a similar way, APPEA’s focus is on a number of key strategic issues that can ensure the country’s 
regulatory and commercial framework promotes investment and maximises the return to the Australian 
industry and community from developing the nation’s oil and gas resources.  Action in relation to each of 
these strategic issues can secure conditions that enable the industry to operate safely, sustainably and 
profitably. 
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The following subsections consider a number of areas where the EWP can take positive action.  They are 
grouped around the following strategic issues: 
 

 access to oil and gas resources for viable exploration and development; 
 

 access to domestic and international markets for oil and gas on internationally competitive terms; 
 

 a fiscal, policy and regulatory framework that facilitates long-term investment in exploration, 
development and production; and 

 

 excellence in health, safety, environmental performance and industry reputation. 
 
4.1 Access to oil and gas resources for viable exploration and development 
 
4.1.1 Offshore access – marine reserves 
 
A significant proportion of Australia’s known oil and gas resources are found within Commonwealth 
waters.  The EPBC Act includes a Commonwealth marine environment National Environmental 
Significant (NES) trigger.  This directly results in the majority of Australia’s offshore oil and gas industry 
activities in being highly influenced by decisions made under the EPBC Act.  Recently, the Australian 
Government has released plans for the introduction of a national network of marine bioregional plans and 
a representative system of marine reserves. 
 
The ongoing access to Australia’s producing and prospective offshore basins is vitally important in 
meeting Australia’s crucial energy security goals.   
 
While the majority of the proposed marine reserves avoid areas that are either already producing or are 
highly prospective, the effective and pragmatic management of those marine reserves are vital in 
encouraging continued investment in offshore oil and gas exploration and development. 
 

Clarification is required on what, if any, additional regulatory requirements or conditions may be imposed 
as a result of including existing permits within a multiple use marine reserve.  This also includes 
operational constraints for operations near marine reserve areas – in particular, the potential constraints on 
seismic surveys, in the adjacent areas when turning vessels or operating seismic. 

 
In addition, the rights of existing title holders over which the declaration of multiple use marine reserves 
are proposed is also important. It is unclear whether reserves will affect a usage right that was held by a 
person before the area was included in that reserve.  The renewal of existing usage rights may also be 
subject to section 359(3) of the EPBC Act, which creates additional layers of Ministerial approval for the 
granting or renewal of exploration permits, production licences or retention leases in multiple use marine 
park areas. 
 
4.1.2 Access to resources – pre-competitive geoscientific information – Geoscience Australia funding  
 
Geoscience Australia (GA) is the nation’s primary national geoscience research and information agency 
that provides support and serves to support the Government’s policy objectives.  GA also works closely 
with agencies in state and territory jurisdictions.  As the draft EWP notes on page 94, a review into the 
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activities of Geoscience Australia that was undertaken under the auspices of the Department of Finance 
and Deregulation (Strategic Review of Geoscience Australia28) and that was released in 2011 recognised the 
‘public good’ aspects of much of the work undertaken by GA.  The review did, however, recommend that 
further analysis be undertaken into aspects of the overall acreage management system for areas under 
Australian Government jurisdiction (including the possible introduction of cash bidding as a means for the 
allocation of exploration acreage).  In the context of the role of GA, the review found that the activities of 
the agency are underpinned by a sound business case through its support for the development of 
community owned resources.  The information produced often has multiple policy applications with 
enduring value. 
 
The review examined a range of issues associated with the funding of GA and drew the following 
conclusions (see pages ix-x): 

 
Generally, the options that are closest to directly charging for information provided have the greatest policy problems 
in terms of conflicting with the core government objective of attracting a competitive field of potential investors.  
Potential investors would be required to pay significant amounts for information that they need in order to consider 
whether to respond to a government offer on exploration.  This would inevitably reduce competition and could 
particularly impact the smaller specialist explorers that tend to show greater interest in frontier areas that the 
Government is strategically targeting for development.  For these reasons, options of this nature are not recommended.  
 
This Review also considered the options for collective funding by industry of a share of pre-competitive information 
costs, either through syndication or a (government coordinated) levy arrangement.  Neither of these options is 
recommended.  Each involves the Government entering a partnership with a company or group of companies who 
may have conflicting interests.  A levy proposal would raise issues similar to those discussed above in respect to 
alignment to general secondary taxation arrangements. 

 

The industry values the data capabilities of GA, including packaging, storing and interpreting activities,  
However, it places a lesser direct value on the functions undertaken in relation to pre-competitive studies 
and pre-competitive data acquisition.  These latter activities provide a broader benefit to the Government 
and the community by allowing potential investors to make more informed investment decisions and 
therefore lead to a more efficient allocation of resources across the economy.  Public goods such as these 
should be funded by government. 
 
APPEA therefore does not support the levying or imposition of any cost recovery fee on the industry to 
cover the supply of public goods. 

 
4.1.3 Acreage management – work program bidding system 
 
As the draft EWP notes on page 91, in response to certain recommendations from the Strategic Review of 
Geoscience Australia, the Government has commenced a review of Australia’s offshore petroleum 
exploration policy to examine the effectiveness of Australia’s current acreage release model (the work 
program bidding system) in meeting the government’s offshore petroleum exploration policy objectives 
and to identify and assess possible alternative models. 
 
The release and allocation of petroleum acreage under Australian Government jurisdiction has traditionally 
been based on the competitive work program bidding system.  Under this regime, prospective investors 
are required to nominate work programs over defined periods of time for nominated acreage, with the 

                                                 

28 See www.finance.gov.au/publications/strategic-reviews/geoscience.html for further information. 

http://www.finance.gov.au/publications/strategic-reviews/geoscience.html
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successful bidder being the party committing to the most extensive work program (subject to certain 
conditions associated with the technical and financial competencies of the bidding entity or joint venture). 
As part of the work program bidding system, successful bidders are also required to lodge basic data and 
interpretative information with the Government within defined periods.  The other method for the 
allocation of acreage that has been used by the Australian Government has been cash bidding.  Under this 
system, exploration acreage is awarded to the highest bidder under a silent bid auction system.  This 
regime has been used very sparingly, with a system being used most often in the 1980s.  APPEA is 
unaware of any acreage that has been released under this system that has led to the commercial production 
of oil and gas. 
 
The work program bidding system has underpinned the growth of the of the offshore petroleum industry 
in Australia.  Not only has the regime provided for the systematic exploration of wide areas of Australia’s 
offshore continental shelf, it has provided a means for the accumulation of critical data and information 
that has supported the Government in coordinating the overall acreage management system.  Without 
such a system, it is arguable that many of the discoveries that have been made over the last five decades 
would not have been made.  Without such discoveries, many of the economic and energy security benefits 
that we take for granted today will not exist. 
 
While the outcome of the review of Australia’s offshore petroleum exploration policy remains unclear, it is 
possible that the final recommendations could lead to changes in the way that exploration titles are defined 
and awarded and the nature and extent of geoscience data provision.  The overall question of acreage 
management was considered as part of the review of Australia’s Future Tax System Review29 that was 
chaired by Dr Ken Henry AC.  That review advocated the widespread introduction of the allocation of 
resource acreage on the basis of cash bidding (with a selected use of an over-the-counter system for 
limited acreage), together with the abolition of fees, charges and duties associated with the transfer of titles 
to facilitate a more efficient system of resource development. 
 
APPEA strongly advocates the retention of the work program bidding system.  Not only has it been 
highly successful in unlocking Australia’s petroleum resource potential, it has provided a consistent and 
well understood basis for broader energy policy objectives.  Critically, it has allowed Australia to attract a 
diverse range of companies, from large international entities to small home grown explorers.  Each has 
played an important role in both identifying and developing petroleum resources.  The diversity in the size 
and scope of companies has been a key strength of the overall exploration system in Australia.  The 
perceived benefits of the introduction of cash bidding in terms of bringing forward the economic value of 
acreage needs to balanced against a range of issues, including: 
 

 constraints on small entities to participate in the bidding process due to limitations on funding; 
 

 the differential treatment of the significant variations in the types of acreage being released, ranging 
from prospective acreage in areas of known discoveries to areas with very limited infrastructure to 
remote/high risk frontier areas; 
 

 uncertainties for bidding entities in terms of regulatory constraints associated with exploring and 
developing resources (investors are likely to demand heightened certainty prior to committing funds 
under a cash bidding type system); 
 

                                                 

29 See taxreview.treasury.gov.au/Content/Content.aspx?doc=html/home.htm for further information. 

http://taxreview.treasury.gov.au/Content/Content.aspx?doc=html/home.htm
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 potential differences in tenure, data release and resource management for acreage managed and 
released under alternative systems; and 
 

 the likely diversion of funds from exploration activities to cash bid payments. 
 

APPEA strongly supports the retention of the work program bidding system as the primary basis for the 
allocation of exploration acreage.  If the Government chooses to pursue the partial introduction of cash 
bidding for selected acreage, it should be limited to acreage containing previously discovered 
hydrocarbons.  An active process for the abolition of all fees for transfers and dealings in permits and 
licences should be commenced as a matter of priority. 

 
4.1.4 Acreage management –modified licencing terms 
 
Modified licencing terms for selected areas would also assist in opening up some of Australia’s onshore 
and offshore frontiers by awarding acreage of meaningful size to reward the committed explorers.  While 
the impact of such a provision would be further strengthened if it were accompanied with selective fiscal 
measures, industry still sees merit in the immediate introduction of revised titling terms in selected areas.  
In implementing this measure, it is recommended that the definition of frontier areas that would apply in 
terms of the geographic application of a permit or licence be as follows (subject to negotiation with the 
relevant government regulatory agency): 
 

All basins, onshore and offshore, where no hydrocarbon has been recovered to surface for commercial development and 
with agreement with federal and state/NT technical experts, as simply defined by a 100 kilometre buffer from 
known and material discoveries. 

 

The model of modified licencing terms preferred by the industry (eRecon), maintains the existing work 
program bidding system with the following key criteria/features: 
 

 large release areas, between 200 to 400 graticules = ~36,000 km2 (this is permissible under the current 
system but has seldom been used in recent years; any less than 200 graticules will not provide sufficient 
regional geological perspective and that the normal bidding process would apply); 

 

 nominations to be made under the existing gazettal system; 
 

 bidding through normal bidding rounds, with no over the counter option, thereby maintaining the 
standard competitive bid system; 

 

 modified guidelines to allow in the absence of no competing or better bids, the bid with no field work 
program to be acceptable within the Primary Term; 

 

 ‘voluntary’ surrender of no less than 50 per cent of acreage at end Year 3 – all proprietary data and 
reports relating to that area to become open file – government can use to promote the acreage; 

 

 for the acreage retained (no more than 50 per cent) – current confidentiality provisions apply; 
 

 Years 4, 5 and 6 must have some field work, but not necessarily a well and standard confidentiality 
terms apply; and 
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 renewal at end of year 6, standard 50 per cent renewal/relinquishment, and if no well drilled before, to 
renew must have a well commitment within Years 7, 8 or 9. Year 6 becomes a drill/drop decision 
point. 

 
APPEA considers that the system has the benefit of being relatively simple, it avoids the need for 
legislative amendment, it has the potential to greatly improve the geological understanding of thus far 
under-explored areas and provides minimal (if any) disruption to the existing successful work program 
bidding regime. 
 
4.1.5 Acreage management – retention leases 
 
APPEA notes the draft EWP, at page 94, sets out proposals for a number of changes to the retention 
lease arrangements, including 
 

If changes to the commercial environment, including the option of domestic gas supply or new technology, address the 
barriers to commercialising petroleum within a retention lease, the government has a firm expectation that a 
production licence will be applied for and development of the resource will proceed.  
 
The commerciality test remains an essential component of the retention lease system, but there is recognition that 
transparency for titleholders and for interested third parties should be improved.  Changes to facilitate improved 
transparency would assist third parties to comment on retention lease award or renewal and offer alternative 
development options.  However, commercial data and information would need to remain protected.  
 

In addition, to better reflect the realities of highly capital‐intensive LNG projects and the need to provide certainty of 

gas supply over long project timeframes (30‐plus years), further consultation with industry will take place on 
potential changes around a „project title‟ concept, balancing the need for reserve certainty with other pressures, 
including promoting commercial domestic gas supply. 
 
The Australian Government will continue to review the underpinning policy settings and administration of retention 
leases to ensure their continuing relevance against likely future energy scenarios out to 2030 ... 

 
Since 1985, retention leases have played an integral role in the acreage management framework available 
for Australia’s exploration and production of oil and gas resources.  In Australia, the ability to 
commercialise gas discoveries made in frontier areas is affected by remoteness from markets, large capital 
investment requirements, low rates of return, long-lead times to development and long payback periods.  
While the retention lease system was instituted to provide a form of security of tenure on discovered and 
stranded resources, the geological and fiscal uncertainties of remote, stranded and unappraised gas 
resources have not materially changed since the introduction of the legislation in 1985.  The purpose of 
the legislation at the time was described as follows: 
 

Retention leases will allow explorers to retain tenure over discoveries until they become commercial and should provide 
an additional measure of encouragement for companies exploring in deep water or gas prone areas…30 

 
This legislation recognised deficiencies in the Australian regulatory regime that did not allow for remote 
gas and marginal resources of hydrocarbons to be held under title until they could be commercialised. 
Retention leases were therefore introduced to: 
 

                                                 

30 Explanatory Memorandum, Petroleum (Submerged Lands) Amendment Bill 1985, page 1. 
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…provide security of title for petroleum resources that are not currently commercially viable but which have genuine 
development potential (i.e. development is likely to be commercially viable within 15 years).31 
 

The retention lease framework recognises the need for security of title, respecting the risks undertaken by 
the explorer through its initial exploration investment in making the discovery. 
 

In summary, APPEA submits that the retention lease system in Australia continues to serve a critically 
important role in the exploration for and development of Australia’s oil and particularly gas resources.  
The system currently provides for the appropriate management of Australia’s discovered oil and gas 
resources, giving regulators sufficient powers to ensure that these resources are developed in a timely 
manner and to the economic benefit of Australians. 

 
In relation to the proposals set out on page 94 of the draft EWP, APPEA offers the following comments. 
 
Changes to the commercial environment 
 
The Offshore Petroleum and Greenhouse Gas Storage Act 2006 (OPGGSA) does not allow for uncontrolled 
retention – it ensures that exploration acreage which may contain potentially commercial exploration 
targets (and is not retained under a lease) is periodically opened up to competitive exploration through the 
normal permit partial relinquishment provisions and the work program bidding system.  The OPGGSA 
also provides a framework for the assessment of potential commercial discoveries through the retention 
lease, and ultimately the development of such commercial discoveries through production licence 
mechanisms. 
 
On discovery of a field there are several commercial and geological uncertainties.  The retention lease 
provisions ensure that the lessee actively seeks to address those uncertainties which inhibit the 
commercialisation of the discovery at that time. 
 
APPEA does, however, supports greater consistency in the application of the existing powers within the 
legislation. 
 
Commerciality test and transparency 
 
In relation to proposals around third party comments, the draft EWP does not identify the ‘problem’ this 
proposal is attempting to resolve.  The discoverer of a resource has the right to apply for and be granted 
and/or renew a retention lease if the criteria and conditions are met.  While there is nothing to preclude 
the regulatory authority to take into consideration all views and information available in assessing 
applications to grant or renew retention leases, the principal right of the discoverer cannot be diminished 
or diluted. 
 

With that in mind, APPEA supports the status quo as providing the most appropriate outcome and does 
not support the opening up of retention lease applications to third party comments.  Retention lease 
arrangements already provide information on the treatment of third party claims and the industry 
maintains that a case for change has not been made. 

 

                                                 

31 Department of Industry, Tourism and Resources (2006), Offshore Petroleum Guideline for Grant and Administration of a Retention Lease, Clause 1.2, page 3 (available 
at www.ret.gov.au/resources/Documents/upstream-petroleum/Guidelines_for_Retention_Lease_Application.pdf).  

http://www.ret.gov.au/resources/Documents/upstream-petroleum/Guidelines_for_Retention_Lease_Application.pdf
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The provision of existing data on a more transparent basis may provide additional information to 
regulators in assessing retention lease applications.  This should not, however, change the way in which 
such claims are treated.  Further, if third party claims are to be received, this should not delay the retention 
lease approval process unduly. 
 
Increased transparency and ease of access to certain data and information may remove some of the ‘myths’ 
surrounding the grant and renewal of retention leases. 
 
However, it is not appropriate to release to the public commercially sensitive material and particularly 
information pertaining to barriers to commercial viability.  Grant or renewal information that could be 
released would be akin to the title work program available for exploration permits and should be in a 
standardised form across all jurisdictions for uniformity, ease of access and understanding. 
 
This level of transparency would also be unprecedented internationally.  Jurisdictions using a production 
sharing contract model, for example, are generally characterised by an overall lack of transparency with 
work program and associated details rarely made available for public scrutiny in the manner available in 
Australia. 
 
Title vs. Project Assessment 
 
APPEA supports the draft EWP’s call, on page 95, for “… further consultation with industry … on potential 
changes around a „project title‟ concept …”. 
 
This concept, which allows assessment of certain retention leases as a portfolio of inter-related leases or 
extensions of a single resource, has merit.  It could alleviate some issues of commerciality and appraisal 
field work that need to be considered on the entire extent of the field, that is across the various singular 
leases, rather than on a lease-by-lease basis. 
 

APPEA looks forward to further consultation on this concept.  The decision to consider leases jointly 
should be assessed similarly to the test undertaken for a Petroleum Resources Rent Tax (PRRT) 
combination certificate and appropriately assessed by the regulator. 

 
4.1.6 Access issues associated with onshore gas 

 
Different land access regimes exist in Australian states and the industry respects and works within each 
State’s framework.  On average in 2011 the industry entered into a new land access agreement each day32 
with many landholders benefiting from upgraded infrastructure and increased water availability as a result 
of the industry’s operations.  The industry continues to be actively engaged with governments and other 
stakeholders on land access issues. 
 
It is demonstrably the case that oil and gas operations can coexist with other land uses and APPEA is 
strongly opposed to the arbitrary blanket exclusion of economic activity from any area.  APPEA 
recognises that agricultural and environmental values are important and where these values exist the 
outcomes sought for them should be clearly identified by governments.  Such an approach enables 
outcomes based approvals processes that permit industry activity where such outcomes can be 

                                                 

32 In Queensland alone, the industry signed 398 access agreements with Queensland landholders in the last quarter of 2011 and there are now 2,459 such 
agreements in place.  There is not one formal dispute of access between the CSG industry and a landholder in either New South Wales or Queensland (see 
www.appea.com.au/images/stories/media/120307_new%20csg%20employment%20stats%20released.pdf for further information). 

http://www.appea.com.au/images/stories/media/120307_new%20csg%20employment%20stats%20released.pdf
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demonstrably achieved, and enables and encourages ongoing innovation in technology and practices where 
such outcomes cannot be achieved at the present time. 
 
4.2 Access to domestic and international markets for oil and gas on internationally 

competitive terms 
 
4.2.1 The Australian gas market – overview and key issues 

 
The draft EWP, on pages 152 to 158, considers a number of issues associated with the gas market in 
Australia.  As noted above, APPEA welcomes the draft EWP’s recognition of the importance of the gas 
industry both domestically and as a growing export industry and the key role it can play in Australia’s 
future economic development. 
 
The draft EWP’s analysis follows an array of existing analyses of the gas market, including for the eastern 
market, the annual Gas Statement of Opportunities (GSOO)33, prepared by the Australian Energy Market 
Operator (AEMO), the annual State of the Energy Market report34, prepared by the Australian Energy 
Regulator, the Australian Energy Resource Assessment (AERA)35, prepared by GA and the Australian Bureau 
of Agricultural and Resource Economics and Sciences (ABARES) and the annual Queensland Gas Market 
Review36 prepared for the Queensland Government and for the western market, the Strategic Energy 
Initiative 203137 prepared for the WA Government, the WA Parliamentary Inquiry into Domestic Gas Prices38 and 
the analysis conducted by the Australian Competition and Consumer Commission (ACCC) in its 
consideration of applications for joint marketing authorisations for the North West Shelf Project and the 
Gorgon Gas Project39. 
 
In relation to the eastern market, particularly for Queensland, where gas market dynamics have been the 
focus of attention in recent years, APPEA notes the information provided in the each of these reports 
supports the conclusion that the eastern market: 
 

 contains more than enough natural gas reserves and resources to provide natural gas to a strongly 
growing domestic market and a strongly growing export market; 

 

 operates within an effective competitive market framework that accommodates both long-term 
contractual arrangements and short-term trading opportunities (opportunities that are currently 
embryonic, providing an ability for market participants to balance daily requirements, but is expected 
to grow over time as the market grows and deepens with appropriate policy developments, such as the 
gas Short-Term Trading Market, continuing); and 

 

 can supply any reasonable demand-supply scenario with only modest implications for gas price. 
 
Therefore, APPEA welcomes the draft EWP recognition, on page 152, that  
 

                                                 

33 See www.aemo.com.au/planning/planning_gas.html for further information. 
34 See www.accc.gov.au/content/index.phtml/itemId/1021485 for further information. 
35 See www.ga.gov.au/products/servlet/controller?event=GEOCAT_DETAILS&catno=70142 for further information. 
36 See www.deedi.qld.gov.au/energy/gas-market-rev.htm for further information. 
37 See www.energy.wa.gov.au/0/3312/3312/strategic_energy_initiative.pm for further information. 
38 See www.parliament.wa.gov.au/parliament/commit.nsf/all/7895FF6E76A7CDB74825785D0013F234?opendocument for further information. 
39 See www.accc.gov.au/content/index.phtml/itemId/922104/fromItemId/401858 (North West Shelf Project) and 
www.accc.gov.au/content/index.phtml/itemId/873291/fromItemId/401858 (Gorgon Gas Project) for further information. 

http://www.aemo.com.au/planning/planning_gas.html
http://www.accc.gov.au/content/index.phtml/itemId/1021485
http://www.ga.gov.au/products/servlet/controller?event=GEOCAT_DETAILS&catno=70142
http://www.deedi.qld.gov.au/energy/gas-market-rev.htm
http://www.energy.wa.gov.au/0/3312/3312/strategic_energy_initiative.pm
http://www.parliament.wa.gov.au/parliament/commit.nsf/all/7895FF6E76A7CDB74825785D0013F234?opendocument
http://www.accc.gov.au/content/index.phtml/itemId/922104/fromItemId/401858
http://www.accc.gov.au/content/index.phtml/itemId/873291/fromItemId/401858
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… a range of analysis, including the 2011 AEMO Gas Statement of Opportunities, suggests that there is 
adequate overall supply for Australian domestic and export markets through to 2030.  While caution must be used 

in projecting demand‐supply balances given the range of dynamic factors involved, current reserves are likely to be 
augmented in this period through additional supply in both eastern and western markets, although the characteristics 
of supply in each market are significantly different – a factor that should be considered in determining future policy 
responses. 

 
The draft EWP discusses, on pages 49 to 52, the concerns that have been expressed that growing export 
developments may result in supply being diverted from domestic markets, with a consequent move in 
domestic gas prices to international parity.  APPEA welcomes the draft EWP’s conclusion, on page 50 
that 
 

Drawing such a conclusion is not supported by current evidence and caution should be used in extrapolation between 
east and west coast gas markets given their significant differences, or in projecting future outcomes based on historical 
patterns or dynamics.  The strength of the relationship between domestic and LNG prices relies on a complex and 
changing set of influences, including factors unique to each market. 

 
While (in the short-term) higher energy prices are likely, due to the combination of factors discussed in 
various parts of the draft EWP, it is not the case, however, that the growth of a potential export gas 
market will inevitably and of itself lead to higher domestic gas prices.  In the eastern market, the gas 
market is undergoing a significant period of change as a result of not only the development of CSG to 
LNG projects and uncertainties surrounding the demand for gas for power generation, but the recent 
introduction of the STTM in three capital city markets on the east coast during 2010 and 2011.  The 
changes and uncertainties for the market may create some near-term challenges for aligning expectations 
of buyers and sellers for sales of long-term gas. 
 
A common concern is that the introduction of a gas export industry will drive domestic gas prices to 
international price parity with LNG export prices (the so-called LNG ‘netback’ price).  While such a 
concern is understandable, there are a number of issues that need to be considered. 
 
As has been noted by independent analysts40, in a constrained market such as eastern Australia, where 
long-term CPI-escalating contracts dominate, the only way this could happen would be if all producers 
targeted the LNG market only and this is clearly not happening. 
 
Market fragmentation issues (including the number of suppliers in fierce competition with each other to 
supply the domestic market) and the size of the total recoverable reserves of CSG also lend support to the 
view that it is not inevitable that domestic gas prices will approach export price parity. 
 
It is also the case in the domestic electricity market that natural gas as a fuel source for electricity 
generation faces very strong competition from other energy sources, particularly coal (and will continue to 
face significant competition for coal for the foreseeable future) and also from growing renewable energy 
sources. 
 
Furthermore, the cost structure of domestic gas production facilities is very different from LNG 
production facilities.  The capital expenditure requirements for the massive developments required for 
high risk, high cost LNG developments are much higher than the (still very significant) capital expenditure 

                                                 

40 See, for example, Morgan Stanley (2009), Australia Oil & Gas Correction: Fact or Fiction?, Research Note, 4 February. 
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requirements for a domestic gas development.  This means that projects that supply the domestic market 
are not subject to the same project cost profile. 
 
By engaging in near-term sales in the domestic market, producers can avoid the risks and uncertainty 
associated with leaving any uncontracted gas in the ground in the hope that it can be sold as LNG into an 
increasingly competitive LNG market at some point in the long-term future.  The other option for the 
producer would be to market and sell the uncontracted gas as LNG but this would, in most cases, involve 
the undertaking of large-scale capital expenditure for plant expansions, that is itself a risky venture.  
Domestic gas sales are less capital-intensive, and therefore are an attractive undertaking.  Additionally, the 
domestic market offers a stable and low risk market into which LNG producers can sell and thus it can be 
very attractive when considered in the context of certain LNG markets which are characterised by much 
higher political and economic risks. 
 
The risk profile of an LNG producer can be optimised when a diversified portfolio of domestic and 
international assets is managed.  In this sense, LNG producers have a strong incentive to sell into the 
domestic market.  By being responsible for sales into international and domestic markets, producers can 
avoid having all their exposure tied to one market sector. 
 
In addition, the proximity of eastern Australia’s vast gas reserves means that the costs involved in getting 
gas to domestic consumers is far less than those involved in supplying international customers.  Domestic 
gas operations do not require the large-scale capital investments in liquefaction, storage and harbour 
facilities that are required for LNG operations. 
 
In relation to the western market, as with most competitive markets, prices are determined by the demand 
for and supply of gas (the market)41.  In WA, supply is a function of the cost of developing the resource 
and the ability to deliver that resource to market through the transportation infrastructure.  WA demand is 
made up of customers willing to commit to significant volumes over the long-term at prices which enable 
their project as well as new gas projects to proceed.  Government policies and fiscal arrangements will also 
influence costs and thus gas supply commerciality. 
 
Gas prices determined in a competitive market are just one of a number of inter-related terms and 
conditions forming part of a negotiated contract between a buyer and a seller.  It is inappropriate, 
therefore, to compare prices alone without considering the other contract terms and conditions and just as 
inappropriate to infer that a higher price for one short-term, small volume contract, for example, is 
representative of all contracts.  A true comparison of market prices can only be made on the basis of ‘like 
terms and conditions’.  Dependent on short-term-market fundamentals and other contract terms; prices 
for short-term gas supplies may be different to those applying to the large volume, long-term contracts 
needed to underpin major new gas developments in WA. 
 
As noted above, recent upwards price movements are not an indication of ‘market failure’.  Competitive 
markets should not be protected from swings in supply, demand and price volatility since these are the 
mechanisms by which changes are accommodated and equilibrium is restored.  As demand grows and 
spare production capacity is absorbed, prices rise.  This triggers investment in new supply which in turn 
exerts downwards pressure on prices.  Any recent upward price movements are reflecting price 
fluctuations that characterise a healthy, functioning market (consider, for example, movements in prices of 
commodities in markets such as crude oil, coal, iron ore, copper, gold and so on).  In a WA context, price 
changes (up and down) can be exacerbated by: 

                                                 

41 Noting that the price in any one contract may vary significantly from the ‘norm’ due to the bespoke terms and conditions that can be attached to a given 
contract. 
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 the ‘lumpy’ nature of Western Australia’s contract-based market, where increments to gas supply occur 
infrequently and in large amounts; and 

 

 increments to gas demand are subject to new energy-intensive mining or mineral processing and 
gas-fired power generation projects. 

 
As has occurred recently, there is a lag between prices increasing and new supply being developed.  Project 
costs have risen substantially since previous developments, demand has risen more quickly than 
anticipated and customers have not been willing to agree terms to enable new projects to be economically 
developed.  In addition, as has occurred recently, there is often a lag between price increases and startup of 
new supplies that see prices going up before coming down. 
 
Gas projects typically take 3 to 5 years to develop once a final investment decision has been taken42 (as do 
most major new mining or mineral processing and gas-fired power generation projects).  Gas customers 
and suppliers need to anticipate their needs early and progressively firm-up contract terms as their 
respective projects obtain finance, markets, government approvals and other pre-requisites to an 
investment decision. 
 
An analysis of the WA gas market and its implications for gas prices to customers throughout WA 
reveals43: 
 

 most of the gas sold in Western Australia is sold through long-term contracts (the details of which are 
generally confidential).  Some gas is sold on a short-term basis, from time to time, but for the most 
part, no liquid market for gas exists in Western Australia; 

 

 it has relatively few developed gas supplies together with concentrated demand – there is also a very 
large geographical distance between the location of the gas reserves and the major/larger end users 
(requiring long haul pipelines with few genuine hubs); 

 

 the Western Australian domestic gas market is dominated by a small number of very large customers 
with the five largest customers accounting for over 80 per cent of domestic gas consumption.  The 
high degree of customer concentration has been a consistent characteristic of the Western Australian 
domestic gas market; 

 

 gas supply to these customers is under long-term contracts resulting in ‘lumpiness’ in demand for new 
sources of domestic gas.  In particular, demand is very project-based with major demand increments 
coming on at discrete intervals linked to specific gas-using project developments.  The ‘lumpiness’ of 
demand in Western Australia presents very significant challenges for new domestic gas projects in 
modelling likely demand and the consequential level of cash flow over time periods many years into 
the future; 

 

                                                 

42 For example, time frames may involve 2 to 3 years before drilling explorations wells, then discoveries have to be appraised over 2 or more years, then an 
economic development has to be worked up over 2 or more years, then the projects has to be built over 2½ years or more. 
43 A more detailed analysis of the western market can be found in APPEA’s submission to the WA Strategic Energy Initiative (see 
www.energy.wa.gov.au/cproot/2580/2/Australian%20Petroleum%20Production%20_%20Exploration%20Association.pdf) and APPEA’s submission to the 
WA Parliamentary Inquiry into Domestic Gas Prices (see 
www.parliament.wa.gov.au/parliament/commit.nsf/a7b778ee55fef62a4825772700174a2c/b72d44a2c1870d534825785d000d4e81?OpenDocument).  

http://www.energy.wa.gov.au/cproot/2580/2/Australian%20Petroleum%20Production%20_%20Exploration%20Association.pdf
http://www.parliament.wa.gov.au/parliament/commit.nsf/a7b778ee55fef62a4825772700174a2c/b72d44a2c1870d534825785d000d4e81?OpenDocument
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 this lumpiness of demand with long-term contracts coupled with a limited domestic gas transmission 
network results in the Western Australian market being illiquid.  Unlike mature overseas markets, there 
is no integrated network of pipelines, with only three major pipelines transporting domestic gas in 
Western Australia; 

 

 the effect of long-term contracts with minor variation allowances results in little demand for 
short-term supply which might give rise to the emergence of a spot or secondary market.  Unlike 
overseas markets such as the US and UK, in WA there are very few intermediary services such as 
energy traders and brokers; 

 

 a lack of storage options exist in WA to enable domestic gas producers to store or lend domestic gas 
to address imbalances in supply and demand.  Storage facilities allow market participants to manage 
imbalances that result from demand and supply fluctuations; 

 

 in response to recent price movements, the largest domestic gas project development activity in over 
three decades is currently underway44; and 

 

 average gas prices in WA remain comparable to average east coast gas prices and (as will be considered 
below) below average international LNG prices. 

 
In summary, the concept of an international parity (or ‘netback’) price is of only limited value in properly 
understanding relationships between LNG and domestic gas markets.  Very importantly, such a discussion 
overlooks the fact that LNG and domestic gas businesses operate in a competitive market, and are not 
regulated utilities in which prices reflect costs plus a fixed return on investment. 
 
The relevant issues for domestic gas prices are the same as for LNG prices – the relationship between 
demand and supply in the relevant market, in this case the domestic gas market.  It is this relationship that 
will determine the price of gas and will shape the commercial arrangements for its transaction. 
 

With this in mind, APPEA welcomes and supports the draft EWP’s conclusion, on page 152, that  
 

… from a policy perspective, efficient domestic gas markets supported by robust regulatory frameworks are critical to 
           delivering the required investment to meet gas demand growth.  In this context, the Australian Government believes 
           that it is essential to allow domestic gas markets to adjust to new dynamics rather than trying to constrain domestic 
           prices through intervention. 

 
As APPEA has noted on many occasions, government intervention in the market aimed at shifting supply 
or demand, influencing prices or providing other forms of subsidy or protection, prevent markets from 
adjusting.  This will result in a reduction in economic welfare through, for example, increased costs, 
reduced investment and ultimately, less supply. 
 

                                                 

44 For example, the Devil Creek Development Project, a $1.1 billion domestic gas supply project that is operated by Apache Energy in joint venture with Santos, 
will increase Western Australia’s domestic gas supply by 20 per cent.  It was opened in February 2012 (see 
investor.apachecorp.com/releasedetail.cfm?ReleaseID=651255, www.santos.com/Archive/NewsDetail.aspx?p=121&id=1318 and 
www.mediastatements.wa.gov.au/Pages/Results.aspx?ItemId=148351&days=31 for further information. 

http://investor.apachecorp.com/releasedetail.cfm?ReleaseID=651255
http://www.santos.com/Archive/NewsDetail.aspx?p=121&id=1318
http://www.mediastatements.wa.gov.au/Pages/Results.aspx?ItemId=148351&days=31
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4.2.2 The Australian liquids market – overview and key issues 
 
As was noted above, Australia’s major period of oil production dates from the 1960s, with the 
development of fields in the Gippsland Basin in offshore Victoria and the northwest of Australia.  
Domestic production of crude oil peaked in 2000 and without a steady succession of new oil field 
developments the gap between Australian liquids production and consumption will increase.  New 
projects would also be needed to offset declining production from currently producing fields and the 
closure of projects that have reached the end of their economic life. 
 
Overall, this suggests Australia will continue to produce a proportion of its liquids requirements from 
indigenous sources and will rely on access to international markets for a growing proportion of its 
requirements.  The key way in which Australia can secure its important liquids requirements, therefore, is 
ongoing and open access to international markets. 
 

In terms of the availability on indigenous liquids resources, an attractive environment for exploration in 
Australia is vital.  APPEA has made a number of proposals45 later in this submission that would improve 
Australia’s attractiveness as a destination investment as well as commissioning analysis that highlights the 
benefits to Australia of such investment46. 

 
4.2.3 International Energy 

 
A consideration of Australia’s place in the region shows that while Australia is the world’s fourth largest 
LNG exporter and has significant expansion plans, it faces fierce global competition.  This is important 
given Australia is a relatively high cost LNG investment destination and is the only country exporting 
LNG into the Asia-Pacific region that has ratified the Kyoto Protocol or taken on binding greenhouse gas 
emissions reduction obligations.  This is also significant when considering developments in the global 
economy in recent years that have seen the investment environment facing Australia’s oil and gas industry 
change. 
 
These changes in the international environment add weight and urgency to the task of developing a 
comprehensive EWP. 
 
4.2.4 The nature of the Asia-Pacific LNG market 
 
The demand for natural gas has grown steadily over the past two decades or more, especially in the 
Asia-Pacific region.  Contributing factors include increased emphasis on environmental issues and the 
commercialisation of abundant natural gas reserves. 
 
Energy security and fuel diversification policies have also played an important role in encouraging natural 
gas demand as a means of reducing dependence on imported oil.  With limited gas reserves in many 
Asia-Pacific countries, reliance on imports has increased.   
 
Australia currently exports LNG under contract to customers in Japan, China, South Korea and Taiwan.  
Japan is Australia’s major customer, with 70 per cent of Australia’s LNG exports in 2011.  Australia 

                                                 

45 In addition, see www.appea.com.au/policy/exploration-and-access/overview.html for details of APPEA’s proposals in as they relate to each of the four key 
drives of petroleum exploration – geological prospectivity, access to explore, geoscientific information, and an appropriate fiscal and regulatory setting.  APPEA 
has put forward comprehensive policy proposals in each of these areas to stimulate exploration.  While governments have taken positive steps in some areas, 
further action is needed in others. 
46 ACIL Tasman (2011), An analysis of the value of petroleum exploration to the Australian economy, April. 

http://www.appea.com.au/policy/exploration-and-access/overview.html
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currently accounts for around 8.5 per cent of global LNG exports47.  The following figure shows major 
global liquefied natural gas trade movements in 2010, highlighting Australia’s major markets and major 
competitors in the Asia-Pacific region. 
 
Figure 9. Major global liquefied natural gas trade movements in 2010 

 
Source: BP (2011). 

 
The following table shows major LNG trade movements in 2010.  It shows that Australia is currently the 
fourth largest LNG exporter, behind Qatar, Malaysia and Indonesia. 
 
It also shows that, in contrast to many trade exposed industries, countries such as China and India are not 
competitors, but rather current or potential customers. 
 
 

                                                 

47 BP (2011), BP Statistical Review of World Energy, June (available at 
www.bp.com/liveassets/bp_internet/globalbp/globalbp_uk_english/reports_and_publications/statistical_energy_review_2011/STAGING/local_assets/pdf/
statistical_review_of_world_energy_full_report_2011.pdf).  

http://www.bp.com/liveassets/bp_internet/globalbp/globalbp_uk_english/reports_and_publications/statistical_energy_review_2011/STAGING/local_assets/pdf/statistical_review_of_world_energy_full_report_2011.pdf
http://www.bp.com/liveassets/bp_internet/globalbp/globalbp_uk_english/reports_and_publications/statistical_energy_review_2011/STAGING/local_assets/pdf/statistical_review_of_world_energy_full_report_2011.pdf
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Table 2. Trade movements 2010 – natural gas 

 
Source: BP (2011). 
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A final key point that the table shows is that Australia is the only country exporting LNG into the 
Asia-Pacific region that has ratified the Kyoto Protocol or taken on binding greenhouse gas emissions 
reduction obligations. 

 
World LNG trade is going through a period of growth, but it is still characterised by a relatively small 
number of suppliers and buyers.  There are currently nineteen countries that export LNG and 
twenty-three LNG importing countries.  Australia, in 2010, had four LNG markets to which it exported, 
but it was just one of sixteen suppliers to its major export customer, Japan.  This highlights the 
competition Australia faces in its major export market. 
 
Globally, there have traditionally been two distinct LNG markets: the Asia-Pacific market and the Atlantic 
market.  The Asia-Pacific market currently consists of buyers from Japan, Korea, China, Taiwan and, more 
recently, India, supplied by producers from south-east Asia, Australia, north America and the Middle East.  
The Atlantic market consists of buyers in north America and Europe, supplied predominantly by 
producers from north Africa, the Middle East and the Caribbean.  There can, however, be spillover 
between markets, especially in spot trades.  Australia, for example, has exported several LNG cargoes to 
Spain, Turkey, the UK and the US on a spot market basis.  While geographic separation and LNG 
transport costs mean that LNG pricing, demand and supply in the Asia-Pacific market have traditionally 
been relatively distinct from and unaffected by the Atlantic market, LNG markets are becoming more 
integrated. 
 
The LNG market is predominantly based on long-term sales contracts between buyers and sellers.  
Long-term supply contracts in the Asia-Pacific market tend to cover 20 years (or more) of supply and 
often include take-or-pay and destination clauses.  The use of long-term contracts provides both buyers 
and sellers with the certainty needed to undertake the large-scale infrastructure investment required.  
However, LNG contracts have become more flexible in recent years.  Some of the newer contracts include 
less rigid take or pay and/or destination clauses, and free-on-board pricing.  Buyers thus have more 
control over import destination and the ability to swap cargoes between themselves.  Other recent changes 
in some contracts include increased flexibility in the timing of deliveries, and a reduction in the linkage of 
LNG prices to crude oil prices.  The increased flexibility and availability of cargoes have facilitated an 
increase in short-term and spot trading of LNG.  In the Asia-Pacific market short-term trading is used 
mainly by buyers to manage unexpected variations in supply and demand. 
 

As noted above, recent analysis by Macquarie Equities Research, using Wood Mackenzie data, shows that 
while existing Australian LNG projects are generally cost competitive, Australia is the highest cost location 
for new LNG projects supplying the Asia-Pacific market.  In addition, and as noted above, it is also the 
only nation with greenhouse gas emission reduction obligations supplying the Asia-Pacific region.  The 
fact that Australia is a high cost destination, highlights the importance of ensuring development costs in 
Australia remain as competitive as possible and that Australian LNG projects should not face costs that 
competitors do not and for Australia’s fiscal, regulatory and policy framework to be as internationally 
competitive as possible. 

 
4.3 A fiscal, policy and regulatory framework that facilitates long-term investment in 

exploration, development and production 
 
4.3.1 Taxation – the impact of the fiscal regime 
 
A variety of taxes, charges and fees apply to petroleum production in Australia.  Charges include resource 
taxes (including the PRRT, petroleum royalties and production excise), company income tax and a wide 
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variety of other taxes, fees and charges ranging from import duties to state based transfer fees. APPEA 
estimates that taxes equate to around half on the industry’s overall level of pre-tax profit (see Figure 10).  
  
Figure 10. Estimated Petroleum Industry Taxation Payments 

 
Source: APPEA Financial Survey (2011). 

 
To date, oil prospectivity in Australia has generally been perceived to be relatively low, while gas 
prospectivity is good.  Despite this, many large gas fields remain undeveloped decades after discovery.  
From a development perspective, the large capital requirements, long construction periods and lengthy 
periods required to generate positive returns for such projects also act to increase Australia’s risk profile.  
Ensuring that we have a competitive fiscal framework is critical in maintaining and improving on 
Australia’s overall competitive position. 
 
The share of production or profits taken by governments is often cited as being one of the most important 
factors affecting investment location choices around the world.  Based on industry data, APPEA estimates 
that around half of the industry’s pre-tax profits are paid to governments. 
 
Oil and gas producers are subject to company tax and the full range of other state and federal government 
taxes applying to business generally, as well as a suite of resource taxes.  Tax systems and settings that are 
not administratively efficient and internationally competitive can have a significant impact on project 
economics and investment decisions. 
 
Under Australia’s current company tax rules, the average period over which much of the capital invested 
in gas projects may be deducted or written off is between 15 to 20 years.  This is much longer than the 
three-to-ten year write-off periods available to gas projects overseas that compete with Australian projects 
for investment capital and gas customers.  The depreciation rules create a bias in the tax system against 
investment in capital intensive industries like oil and gas.  The company tax depreciation regime applying 
to the Australian oil and gas industry can distort investment decisions and make it harder for Australian 
gas projects to be internationally competitive. 
 
Other elements of Australia’s taxation regime can also either enhance or detract from Australia’s 
competitiveness for oil and gas investment.  Resource taxes in the form of excise and royalties on 
production and taxes on profits can, in some cases, have as large an impact on project economics as 
company tax.  In terms of offshore projects, the PRRT regime is complex and costly to administer. 
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In addition, a range of unresolved issues around the scope of deductible expenditure, the definition of 
exploration and the nature of excluded expenditure remain to be addressed.  Administration of the PRRT 
regime must also be improved and compliance costs reduced.  In terms of extending the PRRT system to 
onshore projects, simply applying the current PRRT uncertainties to onshore projects is not a sustainable 
outcome.   
 
Recent litigation has also created uncertainty around the interpretation of some aspects of the regime.  
Industry is committed to working with the government to address these concerns. 
 
In addition, levying taxes on business inputs also reduces the efficiency of Australia’s tax system and 
industry competitiveness.  Introducing the GST and removing the wholesale sales tax has been a valuable 
reform, however from time to time, issues arise in relation to administering this and other elements of the 
tax system that increase business costs.  These include the system for providing rebates of fuel excise 
which has the potential to become more complex from 1 July 2012 as a result of the clean energy 
legislation.  It is also important that the key elements of the tariff duty relief system are maintained. 
 
Company (Income) Tax 
 
The treatment of capital costs largely accounts for the variable impact of company tax across different 
business activities in the Australian economy.  The result is that a dollar spent on operating related 
activities can be more effective in after tax terms than a dollar spent on capital.  The ‘accelerated 
depreciation’ provisions that were in place (on an economy-wide basis) up until the end of the 1990s 
helped mitigate against this bias by providing depreciation write-off rates above the rate that would 
otherwise apply based on an assets engineering or effective life.  The negative impacts associated with the 
use of long write-off periods for plant and equipment are exacerbated by the mismatch in timing between 
when expenditures are incurred and when a tax deduction can first be claimed (in excess of five years for 
assets in the gas industry). 
 
In an environment of rising project costs and a growing and aggressive presence of state-owned oil and 
gas companies, the incidence and timing of taxation payments is an increasingly key factor.  This takes on 
heightened importance for many large scale gas projects where a time horizon in excess of decades may be 
necessary before an investor is able to generate a positive return on capital.  Taxation represents one of a 
limited number of policy instruments within the control of governments that can be used to encourage 
investment activity.  The generally lower returns and longer lead times associated with gas projects lend 
themselves to potentially greater economic improvements through fiscal changes, while still generating the 
wider economic benefits that their development brings to the Australian economy. 
 
A comparison of the incidence of international taxation regimes is undertaken annually by 
PricewaterhouseCoopers48.  The most recent review covered 183 countries and included an evaluation of 
the total tax rate applicable under each jurisdiction. 
 
Table 3.  Total Tax Rate – Selected Gas Producing Countries 
 

Country Overall Ranking 

Qatar 6th  

UAE 7th 

Saudi Arabia 9th  

                                                 

48 PricewaterhouseCoopers (2012), Paying Taxes 2012 – The global picture (available at 
www.doingbusiness.org/~/media/FPDKM/Doing%20Business/Documents/Special-Reports/Paying-Taxes-2012.pdf).  

http://www.doingbusiness.org/~/media/FPDKM/Doing%20Business/Documents/Special-Reports/Paying-Taxes-2012.pdf
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Brunei 16th  

Oman 20th 

Trinidad & Tobago 40th  

Nigeria 56th 

Malaysia 62th  

Indonesia 67th  

Norway 104th 

Papua New Guinea 107th 

Egypt 111th  

United States 131st  

Australia 133rd 

Algeria 172nd 
Source: PricewaterhouseCoopers (2012). 

 
The rankings are based on a generic business case study that was prepared and applied to each jurisdiction.  
Australia ranks relatively poorly when compared with a suite of gas producing countries.  While there are 
many factors that must be taken into account in drawing definitive conclusions from such a comparison, it 
highlights an important underlying message. 
 

The depreciation lives of assets used in capital intensive projects, such as those in the gas industry, should 
ideally be modified through a major reduction over the period in which capital equipment can be 
written-off for tax purposes to improve the competitiveness of Australia gas projects. 

 
Petroleum Resource Rent Tax 
 
The PRRT is the primary resource taxation mechanism used by the Federal Government to levy a charge 
on the upstream oil and gas industry.  It is an economic tax with the following basic features: 
 

 it is assessed on a project basis; 
 

 liability to pay PRRT is on a producer/company; 
 

 it is assessed at a rate of 40 per cent; 
 

 it is payable quarterly on an instalment basis; 
 

 a liability is incurred when all allowable expenditures (including compounding) have been deducted 
from assessable receipts; 

 

 assessable receipts include the amounts received from the sale of all petroleum (a ‘marketable 
petroleum commodity’); 

 

 deductions include capital and operating costs that relate to the petroleum project, and are deductible 
in the year they are incurred.  Deductible expenditures include those related to exploration, 
development, operating and closing down activities; 

 

 expenditures which are non-deductible include financing costs, some indirect administration costs, 
income tax and cash bidding payments; and 
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 undeducted expenditures are compounded forward at a variety of set rates depending on the nature of 
those expenditures and the time that they are incurred prior to the application for a production licence. 

 
In July 2010, the Government announced that the PRRT will, from 1 July 2012, be applied onshore and to 
the North West Shelf Project.  Following an extended period of consultations, detailed legislation was 
introduced into Parliament in the second half of 2011 to both extend the PRRT regime. 
 
The impact of extending the PRRT to onshore petroleum activities should not be underestimated.  Unlike 
the offshore areas, PRRT will apply in addition to state and territory royalties (as well as crude oil and 
condensate production excise), creating another layer of administration for companies and tax collectors.  
The onshore industry is very different to the offshore industry in that it is made up of a much larger 
number of licence areas and apart from the CSG to LNG sector, a larger number of much smaller 
companies.  Regardless of their size and extent of onshore activity, all companies will need to introduce 
new accounting systems and comply with complex and costly compliance obligations even though many 
may not incur a tax liability as they have limited or no production. 
 
The onshore industry is also more diverse and complex in terms of the petroleum products being explored 
for and produced.  For example, the search for and development of unconventional forms of oil and gas 
(CSG, shale oil and gas and tight gas) are at varying stages of development in different parts of the 
country.  The CSG industry is established in Queensland and New South Wales but is only just beginning 
to be assessed elsewhere.  Companies looking to find and develop shale gas and tight gas resources are still 
at the early stage of determining the applicability of overseas-sourced technology to local conditions and 
initial resource assessment.  Differences in environmental impacts and activities and contributions to local 
infrastructure must also be recognised and accounted for in project expenses.  The opportunity for these 
new sources of petroleum to grow must not be lost or constrained due to inappropriate or poorly 
administered fiscal settings.  
 

The extension of the PRRT needs to be done in a manner that: 
 

 minimises complexity and compliance costs for small companies, particularly those likely to pay little 
or no tax; 

 

 recognises the differences between conventional and unconventional petroleum, does not inhibit the 
growth of either and does not undermine state initiatives to support their development (such as royalty 
concessions for tight gas); 

 

 ensures that existing problems with the PRRT are not extended to new taxpayers but are resolved for 
all; and 

 

 improves administration of the PRRT to achieve greater consistency with the tax’s policy intent and 
objectives. 

 
Tariff and Customs Duties 
 
Where there are taxes on business inputs, governments should be taking steps towards their removal.  
Import duties and tariffs that apply to business inputs are taxes on investment, more often than not at the 
front end of projects. Such charges are an inefficient means of raising revenue and should ideally be 
minimised to provide a more competitive investment environment. 
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The net cost of tariffs and import duties are invariably more severe on capital intensive investments and 
particularly so where costs are focussed at the commencement of a projects life.  This is typically the case 
for projects in the oil and gas industry, including those large scale projects such as LNG developments.  
These costs are incurred many years before the commencement of production and well before an investor 
has generated a risk adjusted return on committed capital funds.  For technology, supply and safety 
reasons, much of the equipment that is used in such projects must be imported.  Without the ability to 
obtain duty relief for key imports through the various duty relief provisions, these projects will simply be 
more costly to develop. 
 
With respect to tariff duties, any uncertainties (both in terms of timing and eligibility) surrounding the 
ability to obtain duty relief adds a risk premium and therefore increases the returns needed for either a 
project to proceed or a well to be drilled.  The Tariff Concession Scheme has been an important element 
of Australia’s tariff and industry policies since its introduction in the early 1980s. 
 
Within that framework, the Enhanced Project By-law Scheme (EPBS) is an important instrument in 
obtaining duty relief for large oil and gas investment projects.  The scheme has enhanced regional 
development in Australia by providing incentives for project proponents to involve Australian industry in 
project development, construction and maintenance in exchange for duty concessions.  The scheme, in its 
current state, allows for businesses to procure products as they normally would, provided that they can 
evidence that a full, fair and reasonable opportunity has been afforded to Australian industry to tender for 
the project.  In the absence of any decision to remove or liberalise all tariff duties that apply to imported 
equipment, the continuation of the current arrangements is essential. 
 

APPEA notes that aspects of the current regime are being reviewed by the Government.  Any changes 
arising from this review must not act in a manner to discourage its use by project proponents.  For 
example, any changes to the requirements for ensuring that a full, fair and reasonable opportunity is 
afforded to Australian industry to tender for key components of ‘functional units’ must to avoid a 
fundamental misalignment with way the procurement for projects is done in practice. 

 
Fiscal Incentives 
 
An effective fiscal measure could attract investors to Australia’s frontier areas.  This type of exploration 
faces particularly high costs and risks and is often remote from infrastructure and markets.  With few 
major oil discoveries over the past decade, Australia is considered to have low oil prospectivity.  
Therefore, an exploration program in one of Australia’s frontier areas typically carries higher than average 
risks with lower than average returns, when compared to many other regions of the world.  Public 
investment in frontier geoscience helps to reduce the risk and the after-tax returns can be increased by 
offering modified fiscal terms under the company tax system. 
 

It is essential that the existing income tax treatment that allows for the full and immediate deductibility of 
all exploration related costs be maintained.  This treatment has underpinned the commitment of 
exploration funding from companies in the industry and the ability of the sector to identify future oil and 
gas resources that have formed the cornerstone of continued supplies of competitively priced energy to 
Australia’s consumers and industry.  Many companies have committed to exploration programs as part of 
their acreage tenure provisions.  Any changes to these provisions would raise serious sovereign risk 
concerns. 
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4.3.2 Regulatory arrangements 
 
Australia’s upstream oil and gas industry is fully supportive of a strong regulatory system and one that is 
well enforced.  Every step in the exploration, development and production of crude oil and natural gas is 
highly regulated by governments and regulatory agencies and the industry supports the need to provide 
assurance to the public that our activities are managed without risk to the environment or to safety. 
 
In many of the States and Territories, there are duplicated requirements that industry must follow for a 
given activity for each of the respective jurisdictions.  While the development of the extensive approval 
requirements in each respective jurisdiction in isolation may have been appropriate at the time, given the 
multi-jurisdictional nature of oil and gas projects, the result is there are potentially hundreds of approvals 
required, and in the eyes of investors, hundreds of opportunities for governments to oppose a 
development proposal. 
 
Unnecessary and/or duplicative regulations can have a significant impact upon the oil and gas industry and 
can hinder investment in Australia.  A reduction of the regulatory and compliance burden faced by the 
industry would enhance petroleum investment in Australia, and increase the industry’s already valuable 
contribution to Australia.  Industry therefore welcomed the package of legislative reforms has led to the 
establishment of the National Offshore Petroleum Safety and Environmental Management Authority 
(NOPSEMA), and the National Offshore Petroleum Titles Administrator (NOPTA) on 1 January 2012. 
 
NOPSEMA now has regulatory responsibility for well integrity, safety and environmental regulation in 
Australian waters, whilst NOPTA independently administers titles and data relating to offshore petroleum, 
minerals and greenhouse gas storage activities in Australian waters. 
 
The regulations applying to well integrity and environmental management have not substantially changed, 
however the approach taken by NOPSEMA to the application of the regulations is very different to that 
taken by the Designated Authorities and the state regulatory authorities. 
 
The approach taken by NOPSEMA reflects a risk-based approach for managing environmental 
performance – consistent with a goal setting regulatory regime and to the approach taken to well integrity 
and safety.  NOPSEMA requires the provision of robust evidence to support decision making that the 
environmental impacts and risks of an activity are reduced to as low as reasonably practicable (ALARP).  
The Environmental Plan (EP), in such a regime, is not a day-to-day ‘management plan’ but rather has to 
make ‘the case’ for why particular strategies have been adopted to achieve ALARP. 
 
Whilst this ‘case’ style regulatory approach is well established for the offshore regulatory regime, in 
Australia it is a major cultural change for industry in regard to submission of environmental plans to the 
regulator.  A core objective of the NOPSEMA regulatory regime is ‘education’.  The importance of this 
educative function has been highlighted in a number of reviews and inquiries of the regulatory regime 
applying to the Australian petroleum industry.  APPEA and its members are firmly committed to 
demonstrating the highest (safety and environmental) standards and strongly supports an independent, 
highly competent and robust regulator.  APPEA would however, emphasise the need to have a clear 
understanding of how NOPSEMA is applying regulations, and what they require to be provided by 
industry in the submission of environmental management plans (the ‘case’ industry makes).  Whilst 
industry will apply the highest standards to managing environmental risk, this educative function is critical 
and provides the Government and the Australian public with high levels of assurance that the industry is 
operating at these high standards. 
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The Offshore Petroleum and Greenhouse Gas Storage (Environment) Regulations 2009 that frame NOPSEMA’s 
regulatory role for environmental management are up for review in 2012.  APPEA’s interest is particularly 
around the ability to demonstrate best practice environmental regulation, with a goal of demonstrating the 
effectiveness of the offshore environmental regulatory regime to prepare the ground for the separate 
process of seeking accreditation under the EPBC Act. 
 

APPEA supports regulatory reform that achieves the adoption of best practice and continuous 
improvement, and increased transparency allowing for procedural fairness and natural justice. 

 
4.3.3 Environmental regulation/approvals arrangements 
 
Many APPEA members believe that a primary impediment to the efficient exploration and recovery of the 
Australia’s petroleum resources occurs due to a disjointed regulatory and approvals processes.  This often 
occurs due to an ongoing use of over-precautionary intervention that is not science based and slows 
approvals, increases costs and restricts the sustainable economic development of resources. 
 
In recent years, the Australian oil and gas industry has faced new conditions quite different to past 
precedent for approvals that are disproportionate to the environmental risks posed by these activities. 
 
Australia’s oil and gas industry supports reform of the EPBC Act to reduce red tape, increasing industry 
certainty and providing a more consistent and transparent process and the development of rational, risk 
based regulation and guidance that is informed and founded on credible science and practicality of 
implementation. 
 
Accreditation by EPBC Act 
 
The assessment of complex of projects and their potential environmental impacts should be integrated and 
holistic.  The EPBC Act provides for a process of accreditation by the Commonwealth of state and 
territory or agency based environmental impact assessment and approval processes. 
 

APPEA recommends the EWP consider the significant role that accrediting EPBC Act approvals to State 
and Territories or other Government agencies (such as NOPSEMA) would have in minimising duplication 
of regulation and cutting red tape. 

 
By utilising stringent standards for assessment and evaluation, accreditation can have significant benefits 
for projects by streamlining and simplify assessment while ensuring a high level of appropriate technical 
expertise is deployed. 
 
4.3.4 Regulatory arrangements for CSG 
 
With the exception of the EPBC Act’s application to matters of national environmental significance, 
regulation of the onshore gas industry rests with State Governments. 
 
Recent moves by the Australian Government to establish a harmonised approach to CSG regulation49 
have been welcomed by the industry notwithstanding the importance of recognising that there are 
differences in resource industry regulation amongst the States.  APPEA is keen to ensure any new 

                                                 

49 See minister.ret.gov.au/MediaCentre/MediaReleases/Pages/NationalHarmonisedFrameworkCoalSeamGas.aspx and www.scer.gov.au/files/2011/12/SCER-
Communique-9-Dec-2011.pdf for further information. 

http://minister.ret.gov.au/MediaCentre/MediaReleases/Pages/NationalHarmonisedFrameworkCoalSeamGas.aspx
http://www.scer.gov.au/files/2011/12/SCER-Communique-9-Dec-2011.pdf
http://www.scer.gov.au/files/2011/12/SCER-Communique-9-Dec-2011.pdf
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harmonised approach complements, rather than duplicates, the existing extensive state-based regulation of 
the industry50.  Any regulatory changes should not overturn good practice, or do anything to hurt the jobs 
or business interests of the thousands of Australians already working in the CSG industry. 
 
A focus on technical standards, such as those relating to well construction, well head leak detection, and 
hydraulic fracture stimulation, is likely to yield the most benefits from the harmonisation project. 
 
A further recent move by the Australian Government to establish an Independent Expert Scientific 
Committee on Coal Seam Gas and Coal Mining51 also has the potential to assist in producing additional 
data on industry activity.  In progressing the work of the Committee, it will be important to ensure that the 
existing comprehensive State and Federal environmental approvals processes are assisted by the 
Committee’s work without compromising approvals timeframes. 
 
4.3.5 Regulatory arrangements for onshore gas developments in Western Australia 
 
A robust, transparent and efficient regulatory regime is critical to providing the public with confidence that 
there is sufficient oversight of the onshore petroleum sector.  APPEA has worked with the WA 
Department of Mines and Petroleum to respond to recommendations made by Dr Tina Hunter in her 
report Regulation of Shale, Coal Seam and Tight Gas Activities in Western Australia, which seek to strengthen the 
state-based regime employed to regulate onshore petroleum activities in WA.  APPEA supports the 
EWP’s recognition, on page xvi, that: 
 

Energy regulation and policy development is very much a shared responsibility between the Commonwealth and states 
and territories. 

 
4.3.6 Clean energy – carbon pricing and „complementary measures‟ 
 
APPEA welcomes and endorses the draft EWP’s commitment, on page xi, to 
 

… reviewing the current set of non‐complementary policy interventions from all levels of government that were made 
in the absence of a carbon price which are adding unnecessary costs to energy bills and creating investment-distorting 
complexities in energy markets, and further agreeing not to introduce new measures that are non-complementary. 

 
The growth of separate Australian Government and State and Territory Government policies and 
greenhouse initiatives and their lack of consistency are increasing costs and uncertainty for Australian 
industry, including the upstream oil and gas industry. 
 
This cost and uncertainty and the associated sovereign risk, misallocation of resources and deadweight 
losses to the economy associated with the hotchpotch of greenhouse measures in Australia is significant 
and is growing. 
 
A single, nationally coordinated approach by all Australian governments is urgently required.  In particular, 
State governments should not introduce policies and mechanisms inconsistent with a national approach.   
 
Importantly, this includes greenhouse gas abatement requirements that may be imposed as part of State 
environmental approval processes.  Such requirements are redundant in the face of an emissions trading 

                                                 

50 See www.appea.com.au/images/stories/media/111122_federal%20regulation%20of%20csg.pdf for further information. 
51 See www.environment.gov.au/epbc/about/coal-seam-interim-committee.html for further information. 

http://www.appea.com.au/images/stories/media/111122_federal%20regulation%20of%20csg.pdf
http://www.environment.gov.au/epbc/about/coal-seam-interim-committee.html
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scheme (which directly places a price on carbon) and should be removed from existing approval 
conditions and not included in any new approval processes. 
 
APPEA supports the work underway through the Council of Australian Governments (COAG) to 
attempt to address some aspects of the need for a national approach.  The COAG Principles for Jurisdictions 
to Review and Streamline their Existing Climate Change Mitigation Measures52 announced in November 2008 are 
an important step forward.  It is vital that the rigorous application of these principles to an assessment and 
rationalisation of the separate Australian Government and State and Territory Government policies and 
greenhouse initiatives must be undertaken as a matter of urgency and involve independent assessment 
processes and stakeholder engagement. 
 

APPEA recommends the introduction of a carbon pricing system through the Clean Energy Act 2011 be 
accompanied by a significant rationalisation of greenhouse measures across all Australian jurisdictions.   
 
Every existing measure should be subjected to a rigorous cost-benefit analysis and assessment against the 
COAG Principles for Jurisdictions to Review and Streamline their Existing Climate Change Mitigation Measures and 
only those measures that can definitively demonstrate their net benefits should be considered for 
retention.  Under no circumstances should an emissions trading scheme merely be added to the 
hotchpotch of existing measures. 

 
In relation to the Energy Efficiency Opportunities (EEO) measure, which the draft EWP claims on page x 
 

… has made significant gains in industrial energy efficiency outcomes …  
 
APPEA noted in its submissions to the Prime Minister’s Task Group on Energy Efficiency53 and to the 
proposal to extend EEO application to greenfields and major expansion projects54 that the Australian 
upstream oil and gas industry has been involved in energy efficiency and greenhouse policy responses and 
the surrounding debate since its inception.  APPEA member companies have in place long-standing and 
pervasive energy management policies, systems and measurement indicators that form a core part of their 
operational performance55.  The industry has been a participant in numerous voluntary and mandatory 
energy efficiency and energy efficiency related programs. 
 
One of the features of these experiences has been a relative misunderstanding and under-appreciation by 
many of the existing and powerful drivers for energy efficiency that pervade the operations of the 
upstream oil and gas industry in Australia and the industry’s history of reducing the energy intensity of its 
operations and increasing its energy production efficiency.  A clear example of these existing drivers can 
be found in the operations of Australia’s two export LNG plants.  The process of liquefying natural gas 
for export is energy-intensive.  The fuel used to power the various processes at the facility is derived from 
the natural gas itself.  Any gas used to serve as an energy source for the process is gas that cannot be 
liquefied and sold to export customers.  This means that the use of natural gas as an energy source at the 
LNG facility has a very direct opportunity cost associated with it – every unit of gas that can be saved 
through reducing energy use is a unit of gas that can be sold.  This driver, that pervades the initial design 
and ongoing operation of these facilities exists independent of a carbon price and/or any energy efficiency 

                                                 

52 Council of Australian Governments (2008), COAG Principles for Jurisdictions to Review and Streamline their Existing Climate Change Mitigation Measures, November 
(available at www.coag.gov.au/coag_meeting_outcomes/2008-11-29/docs/20081129_complementarity_principles.pdf).  
53 See www.climatechange.gov.au/government/submissions/closed-consultations/pm-task-group/~/media/submissions/pm-taskforce/papers/127-
appea.ashx for further information. 
54 See www.ret.gov.au/energy/efficiency/eeo/extentionGreen/Pages/ExtensionEEOGreenfieldGas.aspx for further information. 
55 An outline of these policies, processes and management systems are provided in a number of APPEA member company submissions to the Task Group (see 
www.climatechange.gov.au/government/submissions/closed-consultations/pm-task-group/paper.aspx).  

http://www.coag.gov.au/coag_meeting_outcomes/2008-11-29/docs/20081129_complementarity_principles.pdf
http://www.climatechange.gov.au/government/submissions/closed-consultations/pm-task-group/~/media/submissions/pm-taskforce/papers/127-appea.ashx
http://www.climatechange.gov.au/government/submissions/closed-consultations/pm-task-group/~/media/submissions/pm-taskforce/papers/127-appea.ashx
http://www.ret.gov.au/energy/efficiency/eeo/extentionGreen/Pages/ExtensionEEOGreenfieldGas.aspx
http://www.climatechange.gov.au/government/submissions/closed-consultations/pm-task-group/paper.aspx
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policy or program and drives energy efficiency actions throughout the facility.  Similar drivers exist for 
other upstream oil and gas facilities, producing crude oil and condensate, or gas for domestic use. 
 
As noted above, with the introduction of an explicit carbon price through a domestic emissions trading 
scheme commencing on 1 July 2012, the reason for most existing energy efficiency programs, such as 
EEO (including, most importantly, the proposed EEO extension to greenfields and major expansions), 
which has been designed to encourage: 
 

… large energy-using businesses to improve their energy efficiency.  It does this by requiring businesses to identify, 
evaluate and report publicly on cost effective energy savings opportunities56 

 
is redundant.  By directly placing a price on carbon, the domestic emissions trading scheme will provide an 
increasing and powerful incentive (over and above existing drivers considered above) to identify, evaluate 
and, where cost effective, act on any energy efficiency opportunities.  EEO is additional, and not 
complementary, to a carbon price. 
 

APPEA recommends that, upon commencement of the emissions trading scheme, the Energy Efficiency 
Opportunities Assessment program be discontinued.  The same result needs to be enforced for 
State-based mandatory energy efficiency measures.  If, however, the Government was determined to retain 
the program, its application should be limited to those entities not covered by the domestic emissions 
trading scheme. 

 
4.3.7 Labour and productivity 
 
Australia’s upstream oil and gas industry is expanding rapidly to meet growing local and overseas demand 
for clean energy.  As noted above, around $180 billion worth of new gas projects are currently under 
construction, and thousands of skilled workers are being mobilised on construction sites and in workshops 
around the country.  With production of most of these facilities scheduled to start production by 2017, 
thousands more highly skilled operational staff will also need to be mobilised. 
 
Accompanying this tremendous growth, however, is a set of economic and labour market analyses 
indicating a decline in productivity across the Australian economy and more specifically a decline in labour 
productivity in the oil and gas and mining sectors in recent years.  Set against this trend, while employment 
in the oil and gas and mining sectors has grown substantially in the past decade, this growth in 
employment has been accompanied by very substantial growth in investment, which should, in the 
medium to longer term, improve these sectors’ technological capabilities, and, subject to world demand 
trends, add very substantially to the sectors’ output.  This growth is, however, dependent on the sector 
having timely and effective access to a skilled, flexible and productive workforce.  It is critical, therefore, 
that action is taken by both industry and governments to deliver this skilled and productive workforce.  
 
For its part, the oil and gas industry continues to invest strongly in capital and in the necessary skills, 
education and training for its workforce.  The industry also requires its contractors, particularly in the 
construction phase of projects, to have in place workforce development plans and be able to demonstrate 
a commitment to ongoing training of trade apprentices.  APPEA’s members all utilise a wide range of 
strategies and programs to support regional Australia, local communities and indigenous Australians, and 
to promote diversity and improved workforce participation.  In addition, APPEA is working on several 
industry-wide initiatives, including the development of an advanced entry adult apprenticeship program to 

                                                 

56 See www.ret.gov.au/energy/efficiency/eeo/pages/default.aspx for further information. 

http://www.ret.gov.au/energy/efficiency/eeo/pages/default.aspx
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complement current industry initiatives to meet the high projected demand for Process Operators in our 
sector, a pilot project to increase the participation of Indigenous women in the oil and gas sector, and the 
annual APPEA Oil and Gas Industry Engineering Scholarships57 awarded to promising engineering 
students and providing a workplace experience program for the winning students in one of APPEA’s 
member companies. 
 

To support and complement industry’s actions to develop a skilled and productive workforce for its 
projects now and into the future, the oil and gas industry is seeking government action to: 
 

 provide funding and regulatory frameworks for the education and vocational training sectors that 
promote innovation, flexibility and tailored solutions, and that are responsive to industry’s 
requirements; 

 

 significantly improve the uptake of maths and science, and literacy rates in Australia (see below); 
 

 provide a responsive and efficient skilled migration system, and short-term, semi-skilled migration 
options that recognise the complex structure of oil and gas projects and the international nature of the 
industry’s workforce and capacity; and 

 

 reform the Fair Work Act 2009 to allow for alternative and genuine non-union agreement options, 
particularly for ‘greenfield agreements’, to ensure that workplace collaboration focuses on genuine and 
good faith bargaining, and to create flexibility in negotiating work arrangements to improve 
productivity right across the Australian economy58. 

 
Australia’s success as a location for investment and as a centre of excellence for the industry globally, must 
be underpinned by a strong education system geared to deliver high levels of maths, science and literacy 
skills. Our technicians, engineers and professionals of the future will need to have solid foundation skills in 
mathematics, science and English if they want to participate in the oil and gas future.  Unfortunately, a 
recent report by the Australian Industry Group59, When Words Fail: National Workforce Literacy Project Final 
Project Report, found that around 4 million people in employment have literacy levels below basic functional 
literacy.  A survey by the Australian Industry Group as part of that report found that seventy five per cent 
of employers surveyed believed their businesses were affected by low levels of numeracy and literacy, 
reflected in poor completion of workplace documentation and lost time due to repeating work. 
 
While APPEA is currently involved in a project to improve workplace literacy and numeracy (Foundation 
Skills Resources project with Manufacturing Skills Australia60), and believes there is a place for workplace 
literacy improvement through the vocational education and training sector, much more must be done at 
the primary and secondary education levels to improve these appalling statistics in a country where 
education has been compulsory for over a hundred years. 
 
More must also be done to attract more students into math/science at secondary school and tertiary levels.  
Unless, Australia  encourages more young people into maths/science subjects, using engaging teachers and 

                                                 

57 See www.appea.com.au/about/awards-a-scholarships/appea-scholarships.html for further information. 
58 APPEA lodged a submission to the Fair Work Act Review Panel that considers these issues in more detail.  See 
www.deewr.gov.au/WorkplaceRelations/Policies/FairWorkActReview/Documents/AustralianPetroleumProductionandExplorationAssociation.pdf and 
www.appea.com.au/images/stories/media/120305_fwa%20submission.pdf for further information. 
59 See 
www.aigroup.com.au/portal/binary/com.epicentric.contentmanagement.servlet.ContentDeliveryServlet/LIVE_CONTENT/Publications/Reports/2012/1087
0_national_workforce_literacy_project_final_report_web.pdf for further information. 
60 See www.mskills.com.au/Info.aspx?TAG=MSA.Info.FoundationSkills for further information. 

http://www.appea.com.au/about/awards-a-scholarships/appea-scholarships.html
http://www.deewr.gov.au/WorkplaceRelations/Policies/FairWorkActReview/Documents/AustralianPetroleumProductionandExplorationAssociation.pdf
http://www.appea.com.au/images/stories/media/120305_fwa%20submission.pdf
http://www.aigroup.com.au/portal/binary/com.epicentric.contentmanagement.servlet.ContentDeliveryServlet/LIVE_CONTENT/Publications/Reports/2012/10870_national_workforce_literacy_project_final_report_web.pdf
http://www.aigroup.com.au/portal/binary/com.epicentric.contentmanagement.servlet.ContentDeliveryServlet/LIVE_CONTENT/Publications/Reports/2012/10870_national_workforce_literacy_project_final_report_web.pdf
http://www.mskills.com.au/Info.aspx?TAG=MSA.Info.FoundationSkills
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modern resources, our capacity to capitalise on the LNG industry’s potential benefits for our national 
‘intelligence’ will dwindle. Secondary students with less than functional literacy and numeracy will find it 
extremely difficult to gain employment in any technical capacity. 
 
4.4 Excellence in health, safety, environmental performance and industry reputation 

 
4.4.1 Response to Montara, Macondo 

 
On 21 August 2009, a blowout from the Montara wellhead platform in the Timor Sea caused an oil and 
gas leak off the northern coast of Western Australia.  Sixty-nine workers were evacuated when the blowout 
occurred.  The wellhead platform continued leaking until 3 November 2009 (a total of 74 days), when the 
leak was stopped following a successful subsurface interception. 
 
On the evening of 20 April 2010, a gas release and subsequent explosion occurred on the Deepwater 
Horizon oil rig working on the Macondo exploration well for BP in the Gulf of Mexico.  The fire burned 
for 36 hours before the rig sank, and hydrocarbons leaked into the Gulf of Mexico for 87 days before the 
well was closed and sealed.  Eleven people died as a result of the accident and others were injured. 
 
In light of these serious incidents, the performance of the industry, and the preparedness and capability of 
the industry to intervene and respond to the loss of control of an offshore well, has been under intense 
scrutiny, both within Australia and globally.  The Australian oil and gas industry has worked openly and 
cooperatively with the Australian Government and with the global industry to respond to these incidents 
and to restore the Australian publics’ and the Governments’ confidence in the industry’s operations. 
 
The Montara Commission of Inquiry found Australia’s offshore oil and gas regulatory regime to be 
seriously wanting in its oversight of safety and environmental management.  This reinforced the findings 
of a 2009 Productivity Commission Report that current regulatory arrangements for the industry were 
overly complex, imposing unnecessary regulatory burdens and increasing cost.  The Report made a 
compelling case for setting up a single integrated offshore regulatory authority for these critical operational 
areas.  A key component of the Australian Government’s response to Montara therefore focussed on 
strengthening Australia’s existing objective-based regulatory regime through the establishment of a single 
national regulator for offshore petroleum, mineral and greenhouse gas storage activities – providing a clear 
separation of the regulatory activities from promotion of exploration and development.   
 
A package of legislative reforms has led to the establishment of NOPSEMA and NOPTA on 
1 January 2012.  NOPSEMA now has regulatory responsibility for well integrity, safety and environmental 
regulation in Australian waters, whilst NOPTA independently administers titles and data relating to 
offshore petroleum, minerals and greenhouse gas storage activities in Australian waters.  NOPSEMA and 
NOPTA were considered above. 
 
The industry supports the regulatory reforms that have been implemented by the Australian Government 
since the Montara incident (considered further below), and will continue to work with the Government in 
a number of other critical areas including: 
 

 a review of the National Plan to Combat Pollution of the Sea61; 
 

 clarification of ‘polluter pays’ principles; and  

                                                 

61 See www.amsa.gov.au/Marine_Environment_Protection/National_plan for further information. 

http://www.amsa.gov.au/Marine_Environment_Protection/National_plan
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 the review of the Offshore Petroleum and Greenhouse Gas Storage (Environment) Regulations 2009. 
 
Whilst supporting the principle of polluter pays and of equitable funding for Australia’s marine oil spill 
response capacity, APPEA also supports a second principle – that there should be no transfer of 
responsibility for managing risk arising from petroleum activity from industry to governments or 
regulators.  APPEA’s members have made significant investment across the offshore petroleum industry 
in capacity and equipment to respond under mutual aid arrangements in the event of loss of control of an 
offshore well leading to an oil spill, and through direct funding of the Australian Marine Oil Spill Centre 
(AMOSC) and shipping levies on vessels operating within the offshore petroleum industry. 
 
The Australian offshore petroleum industry is also in the process of significantly upgrading its level of 
preparedness for marine pollution incidents in terms of subsea well control (for example, subsea well 
source control including through an Australian subsea first response tool kit and access to capping 
technology) and oil spill preparedness (for example, acquisition of equipment). 
 
4.4.2 Improving the industry‟s safety and environmental performance 
 
The Australian oil and gas industry seeks to achieve the highest standards of safety and health, and to build 
its social licence to operate through strong public confidence in the industry’s performance.  The industry 
has over recent years worked collaboratively to develop and sustain a strong safety culture – a culture that 
is led by the leaders of the industry but that engages every single member of the workforce.  This 
commitment has delivered a steady improvement in safety performance with lost time injuries per million 
hours worked declining from 3.5 in 1996 to 0.9 in 2010.  In 2010, the total recordable injury rate in 
Australia among APPEA member companies was 5.2 per million hours worked, down from a rate of 
6.0 per million hours worked in 2009. 
 
In recent years the industry, through APPEA, has established the Australian Oil and Gas Industry CEO 
Safety Leadership Forum – a critical industry wide strategic planning event that brings together the leaders 
of the explorers and producers, contractors and service providers to set the safety priorities for the 
industry.  Through this leadership, the industry has made significant progress in sharing lessons and 
solutions, including sharing critical information from high potential incidents on the APPEA website; and 
has introduced a range of cross industry safety programs including the industry-wide ‘Stand Together for 
Safety’ annual event and the Common Safety Training Program (CSTP).  The CSTP has been developed 
by the upstream petroleum industry to significantly improve consistency and outcomes from initial safety 
training, and as of 1 January 2012, holding a CSTP card is now an industry requirement for all personnel 
working on offshore production and drilling facilities. 
 
In October 2011, the Leadership Forum endorsed a new safety strategy to deliver a highly targeted 
program of risk-based projects on process safety (including ageing facilities) and vehicle safety, in addition 
to the existing priorities of CSTP, High Potential Incident Alerts and Stand Together for Safety.  The new 
strategy reflects a balance between personal safety and the prevention of major accidents, with a strong 
focus on process safety.  Process safety hazards (involving the release of potentially dangerous materials or 
energy) can result in major accidents and have the potential to involve multiple injuries and fatalities.  
Process safety is a focus for all major hazard industries around the world, and accidents of the scale of 
Texas City and Buncefield are stark reminders of the importance of process safety.  The Australian oil and 
gas industry is working with other major hazard industries to capture and learn from their experiences and 
best practice solutions. As an initial step to create a process safety culture across the Australian oil and gas 
industry, APPEA’s members are currently establishing consistent reporting systems around process safety 



DRAFT ENERGY WHITE PAPER 
APPEA Comments 

 

Australian Petroleum Production & Exploration Association   |   46 

performance.  This will deliver an industry view of performance, enable in-depth interrogation of critical 
areas to address and will build capacity to reduce process safety risk across the industry. 
 
To support the industry’s focus on strong safety performance, APPEA would seek to ensure that 
proposed national reforms aimed at achieving greater harmonisation in regard to occupational safety and 
health retain the high-order performance-based approach to regulation that applies to the majority of oil 
and gas activities.  The key principle underlying these performance-based, goal setting, general duties 
regimes is that the primary responsibility for ensuring safety and environment should lie with those who 
create risks and those who work with them.  Although, this is also the case with most modern 
occupational health and safety regulatory regimes, in practice many of these regimes retain a very high 
level of minimum compliance, prescription and regulatory burden.  The regulatory regime applying to the 
oil and gas industry requires the development and implementation of ‘Safety Cases’ which must robustly 
and rigorously set out the case for how an operator’s risks are reduced to as low as is reasonably 
practicable and major accident events prevented, so far beyond minimum compliance with potentially out 
of date prescriptive legislation.  Further comment is made on the introduction of NOPSEMA under 
Section 4.3.2. 
 
Occupational health and safety (OHS) legislation administered by the state and territories does however, 
apply to key sections of the oil and gas industry, including onshore petroleum, the coal seam gas sector 
and major hazard facilities (such as the Woodside Karratha Gas Plant). In addition, some types of activity 
such as the construction of the industry’s massive LNG projects are covered by the various OHS 
authorities’ and their respective OHS Acts and Regulations.  There are, therefore, direct implications for 
the oil and gas industry arising from the introduction of harmonised OHS regulation across Australia.  
 
APPEA supports the intent of harmonisation of OHS laws across Australia, which should be to achieve 
best practice and robust regulation and to provide the Australian community with confidence in the 
industry’s safety and environmental performance, as well as reducing the burden on industry by reducing 
administration and inconsistency.  Our key concerns centre on the potential for increased levels of 
prescription and administration imposed by proposed model regulations, and the lack of clarity about the 
relationship of the proposed reforms with existing state and territory hazard specific legislation. 
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ATTACHMENT 1. LINKAGES WITH THE UPSTREAM OIL AND GAS INDUSTRY 
STRATEGY 

 
While developed separately and over slightly different timeframes, the draft EWP and the Upstream Oil and 
Gas Industry Strategy62 (the strategy) have much in common.  They have similar objectives and in a number 
of policy areas propose similar actions (or options) for promoting the development of Australia’s oil and 
gas resources. 
 
The strategy was developed during 2006 by APPEA in consultation with the state, territory and Australian 
governments and released in April 2007.  Titled Platform for Prosperity63, the strategy set out objectives, a 
vision and targets for the oil and gas industry to aspire to over the next ten years.  It also identified a set of 
high priorities and actions to be taken by the industry and governments in order to address those 
objectives. 
 
The overall objective of the strategy is: 
 

To ensure the value of Australia‟s oil and gas resources to the Australian people is maximised, petroleum energy 
security delivered and long-term sustainability of an Australian oil and gas industry assured. 
 

and vision: 
 
In 2017 the upstream oil and gas industry is recognised as a vibrant, innovative, safe and responsible industry 
producing reliable, clean energy and substantial wealth for Australia. 

 
These are broadly consistent with the draft EWP’s core energy objectives around the provision of 
accessible, reliable and clean energy, enhancing domestic and export growth and sustainability (page xii of 
the draft EWP).  They are also consistent with the draft EWP’s proposed objectives and principles of an 
energy resource development policy framework (page 89). 
 
Since 2007 the strategy’s high value-adding priorities and proposed actions (or options) have been revised 
and updated according to changes in circumstances.  These changes, and progress towards the 
implementation of proposed options by industry and governments, have been reviewed and published in a 
series of annual State of the Industry reports.  A copy of the most recent report, State of the Industry 2011, was 
published in November 2011.  It includes the following diagram (Figure A1) to illustrate a key conclusion 
that while some good progress has been made in implementing actions in some priority areas (particularly 
those around safety, skilled labour and regulation), much remains to be done in those areas and in relation 
to the other priories including: 

 

 the development and implementation of measures for improving the exploration framework; 
 

 policy reforms that would provide a level playing field for gas (whether used locally or exported) and 
enable Australia to maximise the environmental benefits from its gas resources; 
 

 an increased effort by the industry to improve and promote its environmental performance; and 
 

                                                 

62 See www.appea.com.au/policy/appea-industry-strategy.html for further information. 
63 See www.appea.com.au/images/stories/Policy_-_Industry_Strategy/Strategic_Leaders_Report.pdf for further information. 

http://www.appea.com.au/policy/appea-industry-strategy.html
http://www.appea.com.au/images/stories/Policy_-_Industry_Strategy/Strategic_Leaders_Report.pdf
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 the provision of internationally competitive and non-distortionary fiscal terms for oil and gas 
development. 

 
Figure A1.  Upstream Oil and Gas Industry Strategy: Implementation progress (since 2007) 
 

 
Source: APPEA (2011). 

 
State of the Industry 2011 reports on progress towards the implementation of 23 options.  The industry has 
primary responsibility for five of those options related to safety and environmental management and three 
options related to skilled labour (identification of requirements, promotion of opportunities and training 
and employment strategies).  Implementation of the remaining 15 options rests primarily with 
governments.  The views of industry may be taken into account but governments have the task of 
initiating review processes and implementing any subsequent changes to policy and legislation.  These 
include the rules governing the taxation system, industry regulation, approvals processes and skilled 
migration.  Of the 15 government-led options in the strategy, APPEA notes that ten are addressed to 
some degree by the draft EWP.  It appears that none of the 15 is endorsed in full.  Key actions in the draft 
EWP which, if implemented, could help achieve the strategy’s options include: 
 

 support for the continued provision of high quality pre-competitive information through Geoscience 
Australia (option 3.1 in the strategy calls for increased public investment in geoscience by 
Commonwealth and state geological surveys to stimulate greater frontier exploration); 
 

 support for the development of workable native title and other land-use agreements (a number of 
other processes such as marine planning areas could also limit access to resources, option 3.3); 
 

 implementation of offshore regulatory reforms (well advanced but needs to be completed, option 4.1); 
 

 implementation of announced reforms to the Environment Protection and Biodiversity Conservation Act 1999 
(EPBC Act) and other environmental measures (reforms to the EPBC Act are supported but the draft 
EWP gives little consideration to the need for reform in state-based environmental and other 
approvals, option 4.2); 
 

 introduction of a national climate change policy that delivers abatement at least cost and facilitates 
investment decisions consistent with there being an international price on carbon (option 6.4 but as 
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currently proposed, will place Australian liquefied natural gas (LNG) producers at a competitive 
disadvantage to overseas projects); 
 

 review of the expanded Renewable Energy Target scheme in 2012 and to seek agreement from all 
Australian governments to a review and rationalisation of existing climate change measures (these 
would go some way towards addressing options 6.1 and 6.5); and 
 

 continue to work closely with industry and the skills and training and education sectors in 
implementing previously announced initiatives including the National Resources Sector Workforce 
Strategy and skilled migration (page 249 of the draft EWP, option 7.4). 

 
The EWP actions in these areas are welcomed.  It remains the case, however, that in a number of areas, 
other specific initiatives are required.  In areas of national and state/territory involvement (like approvals 
processes) for example, the Australian Government could play a greater role in setting reform goals and 
incentivising reforms that reduce duplication and improve efficiency and transparency.  A number of the 
strategy options falling within the responsibility of government are not addressed in the draft EWP.  These 
include: 

 

 the development of a package of measures (fiscal and licensing arrangements) for increasing frontier 
exploration (option 3.2); 
 

 adjustments to the company tax regime applying to gas projects to remove distortions and improve its 
international competitiveness (option 5.1); and 
 

 ensuring that other elements of the taxation regime do not discourage or distort investment decisions, 
are transparent and administratively efficient and enhance Australia’s international competitiveness 
(option 5.2). 

 
As explained in sections 4.3 and 4.5 of the State of the industry 2011, these measures if implemented, could 
have a major impact on industry growth and oil and gas generated returns to the community.  They would 
make a major contribution towards achieving the goals of the EWP and the industry strategy.  The 
importance of maintaining an attractive fiscal framework is noted (page 99) and enhancing international 
competitiveness is cited as one of five key policy principles (page 89), but the draft EWP does not advance 
a review of fiscal settings (see page 4 of the draft EWP) even though government policy is for the process 
of tax reform to continue and for changes to be progressively implemented.  Progressing new reform 
initiatives may be difficult in the short-term, but the EWP is intended to provide a long-term, over-arching 
policy framework for the energy sector.  Fiscal terms are one of the most important factors affecting oil 
and gas investment decisions, so should be considered in some detail. 


